EU-LDC Network

Latin America Focal Point

University of Bologna – Buenos Aires - Argentina 

Global Governance and Poverty Reduction
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The case of Argentina is an interesting to analyze the performance of global institutions and their principles as well as their role in the reduction of poverty.

The uniqueness of the Argentine case lies in that it is a negative example. 

Towards the seventies, Argentina was the richest country in Latin America with the most equitable rent distribution of the region and one of the lowest unemployment rates in the world. There were no serious problems of extreme poverty. The country’s low illiteracy and life expectancy rates were comparable to those of developed countries. The public health and social security systems were the most efficient in the region. 

Today the country is going through a situation of high social polarization and stagnation.  Poverty rates are in the order of 50% with around 20% of the population living in indigence conditions. Unemployment rates are over 20% and there are even higher percentages of informal and precarious or sub-employment situations. More than 60% of children and young people live in poor or indigence households. Illiterate rates are growing and the public health and social security systems are collapsing. 

Beyond economic doctrines and the functioning of the international system, behind the successful cases of economic development there are communities with a will for growth that have resolved their problems of collective action. This affirmation is valid at a national level as well as at regional and supra-national levels. 

The creation of the European Union after two wars is an example of virtuous collective action at a supra-national level. Many regional clusters such as Silicon Valley or Italian industrial districts that are analyzed today in development literature are examples of successful collective action at a local level. 

Similarly, it is important to analyze the institutional and cultural restrictions that limit local governance in Argentina, before analyzing the failure of international institutions in the Argentine case. 

The starting point of the analysis of the Argentine case should be the share beliefs of the community, local culture and societal organization. The manner in which conflicts are resolved should also be analyzed, in addition to the functioning of the institutions and their capacity to detect their own interests as well as their ability to develop coherent strategies and carry them out. All of these are internal problems of Argentine society, and other countries of the region share many of these problems.

There is no doubt, in the Argentine case, that there has been a great failure of the community’s collective action. The solution of this failure should be faced by the local society.  Global governance can hardly substitute adequate local governance. 

However, international institutions have had an active and undeniable role in the definition of the policies. These have been carried out through the following: 

a) The conditions defined by the IMF and the WB to assist the country, 

b) The setting of local trade policies and the competitive international context through the WTO and, 

c) More generally, through the influence of principles of what international consensus considers “sound economic policy” for developing countries. 

The analysis of the influence of global governance does not limit Argentine responsibility in the country’s own development. If the community does not have adequate local governance it can not distinguish which external guidelines  are functional to its own interests from those that are harmful and therefore, resist the execution of these guidelines. 

But, from an other point of view, the role of international institutions and the efficiency of their policies can be examined as well as whether they really have the vocation of collaborating with economic development and poverty reduction. 

The following questions should be asked: 

· What role have international institutions played in an Argentine performance that has resulted in an extraordinary increase of poverty?

· If the critical development problem is local governance, in what aspects has the intervention of international institutions contributed positively to the improvement of local governance and in what aspects has their contribution been negative?

· Which principles accepted as “sound economic policy” can be confirmed as adequate and which have been revealed as inadequate in the light of the outcome?

During the eighties, in trying to apply the Washington Consensus, the IMF and the World Bank applied a “hands on” approach and therefore strengthened the conditionalities for their assistance. This paper assumes that international financial institutions keep applying the “hands on” approach. The alternative of going back to a “hands off” approach, which perhaps would be wiser, is not under discussion here.

Following is a description of some of the main lessons of the Argentine case from our point of view. Our observations have been arranged in the following chapters: 

1. Principles and general objectives. 

2. Institutional and state building issues. 

3. Economic development issues. 

4. Monetary, financial and rate of exchange issues.

5. Fiscal issues.

6. Trade.

7. Foreign investment.

8. Sequencing 

1. Principles and general objectives

· Democracy and market economy

With the end of the Cold War the international system recognizes democracy and market economy as basic governance principles at a national level.

Argentina and the rest of Latin America, with the exception of Cuba, are market economies since their existence as nations. Market economy has never been seriously questioned in their histories nor had to suffer the readjustment of Eastern Europe in its transition from planned economy systems. 

In the acceptance of market economy, there is great agreement between Argentine and international consensus traditions. 

The functioning of democracy in Argentina and other countries of the region as “only game in town” is more novel. During the Cold War, even when there were no doubts about democratic governance, the region, and particularly Argentina had to endure US policy that prioritized security principles over democratic stability. 

As a result, US policy and the international system accepted authoritarian governments with variant positions going from open complicity with military coups to critical tolerance. 

Similarly to what occurred during the Cold War, the acceptance of military governments weakened Argentine governance (and more generally, Latin American governance). The categorical recognition of democracy on behalf of the international community as the appropriate frame for the performance of societies is, without a doubt, a point in which international system share beliefs are functional to regional local governance.

The Latin-American system perfected this belief even more. The constitutive statutes of MERCOSUR state the exclusion of any of its members in the case of an interruption of the member country’s democratic functioning. 

During 2002, the region’s democracies have shown to be solid in the defense of democratic institutions with the unanimous condemnation of the attempted coup in Venezuela. On the other hand, Europe and the United States’ attitude were more ambiguous, setting a dangerous precedent in relation to the international system’s democratic convictions.

Global institutions must maintain the belief that the appropriate frame for local governance is democracy and market economy.

· The objectives of economic policy according to international economic institutions

International economic institutions have defined their general objectives: uphold sustainable development, economic growth, increase of employment rates and the reduction of poverty.  

The IMF has set the following objectives: trade expansion, growth of the world economy, stability of exchange rates, prevention of competitive exchange rate devaluations, and the correction of countries’ balance of payments. The target of IMF is to reach macro-economic stability and struggle against inflation. Its’ main aim is pointed at the financial sector. During the nineties it focused on structural adjustment policies (privatization, elimination of trade restrictions, capital and labor market liberalization). 

The Mission Statement of the World Bank is focused more directly at the struggle against poverty. The specific issues of the World Bank are centered on health, education, social development, governance, poverty reduction, environment, stimulation of private businesses and the promotion of reforms allowing for the creation of a stable macro-economic setting fit for investments and long-term planning.

The WTO supervises global trade regulations between nations trying to insure that commercial flow is as liberated and predictable as possible.  

From the eighties onwards there has been a consensus on Latin-American countries. This was coherent with WTO objectives and went on to guide the work of the IMF and the World Bank even when, at certain times, these guidelines distracted attention from the principles that gave origin to these institutions. In a few words, the guidelines of the Washington consensus were the following: 

· Achievement of fiscal discipline

· Fiscal system reform widening taxpayers base. 

· Reach financial liberalization. Liberate the entry and exit of financial flows and stabilize interest rates. 

· Attain rate of exchange liberalization. 

· Reach commercial liberalization.

· Privatization of State utility companies.

· Deregulation (in the sense of eliminating market barriers). 

· Insure property rights.

· Redirect public expenditure towards primary health-care, primary education and infrastructure instead of towards development policies. 

Since this consensus was reached, the targets of the IMF, which in their initial stages included concepts of macro-economic Keynesian regulation, now went on to be subordinated to the guidelines of the consensus.

Something similar happened with the World Bank. The objective of its work during the nineties became to support “sound economic policies” or the “market oriented reforms” of the Washington Consensus. 

Even though the last objectives of international institutions are related to poverty reduction, none of them have monitored the evolution of poverty during the implementation of the Washington Consensus policies. 

Much less have controls or conditions been established in relation to the evolution of employment or competitivity of the emerging countries. Due to the lack of monitoring, the Consensus recommendations have become (and still are) religious beliefs instead of instruments. 

Argentina has been applauded for executing Washington Consensus policy, while at the same time, social and economic indicators related to the principles defined by the World Bank at the time of its foundation were worsening. 

In the meantime, in Europe and the United States, for example, there is constant monitoring of the evolution of employment, labor quality and salaries. International organizations do not study the labor market to evaluate the impact of their policies nor do they condition their assistance to employment and salaries evolution or social equity.

International organizations should go back to their founding principles. They should focus on objectives such as poverty reduction, salaries, social equity, improvement of local governance, sustainable development and competitivity, instead of focusing on instruments such as fiscal balance, the degree of economic liberalization, and the progression of privatizations, financial liberalization and deregulation.

The instruments should be working hypothesis, subject to the confirmation of reality. The monitoring of objectives should allow international organizations, along with the governments of developing countries, to modify the instruments when poverty evolution, unemployment and competitivity indicators demonstrate that the wrong path has been taken. 

The conditions set by the IMF and the WB only have sense if they combine fiscal and monetary targets with goals such as employment, poverty reduction, sustainable development, social equity and improvement of governance and accountability of public policy-making. 

2. Institutional and state building issues

· Sound economic policies at the cost of democratic consolidation?

There is a great amount of literature establishing the relation between countries’ economic development and their institutional nature. 

In a country where the State and efficient institutions allow the organization of collective action, economic growth is expected as well as the strengthening of social equity. 

On the other hand, successful economic performance facilitates the strengthening of institutions and improves the public governance. 

Regarding basic institutions, the Washington Consensus has promoted an urgency approach in which sound economic policies were more important than the adequate functioning of democratic institutions. 

As a result, decision processes were promoted or approved that were hardly respectful of institutions engaging democratic governance…

The IMF, the WB and the rest of the international organizations should prioritize the functioning of democracy, governance and institutional development over the urgency of executing certain policies. When IMF and WB policy are carried out without respecting institutional procedures, countries often have to endure decisions made by a few “enlightened” people who agree with sound economic policies, but have no control or consensus on behalf of the countries’ institutions and society.   

· State Building

Reasonably well-paid experts, with management capabilities are needed to carry out development policies. An adequate interrelation between political authorities and that techno-structure is also needed.  

On the other hand, accountable public participative organizations are also necessary. 

The pressure from the IMF to reach budgetary balance without a thorough study of the consequences of these budget cuts in the salaries of public servants in addition to the continuity of the programs often leads to an interruption of essential utility services that engage medium and long-term development efforts. 

The IMF should recommend a much more detailed analysis of the consequences of budget cuts on long-term development, especially when these affect services that are necessary for development.

The World Bank should cooperate with the organization of public administration in developing countries and promote procedures, salaries and criteria to retain experts from the best universities in public decision-making positions.  

Global organizations should promote control systems of public decision-making to insure an adequate accountability of public decision-making. 

· The problem of the institutions needed for the management of the development policies

Institutions and organizations related to economic development have become more complex in the last decades. 

When import substitution was the predominant model for economic development, tariff policy was the main instrument for the management of development policies. Trade liberalization makes policy decision-making processes and the nature of organization and institutions facing the challenge of economic development more complex. 

There is a cascade of decision-makers at supra-national, national and local levels. It is necessary to coordinate the procedures of businesses, universities, public and private financing institutions and governments of different levels. Problems such as technology, competition policies and consumer protection, entrepreneurship promotion, international negotiations and protection of the environment add to the management problems of policy making of economic development.  

The diversity of actors requires permanent negotiations, dialogue and the search for consensus between different organizations in local, national and supranational levels. For this reason, the well functioning of basic democratic institutions and meticulous rule setting is absolutely necessary. 

In the United States, as well as in Japan, there is a dense institutional framework in which economic development is negotiated. In the case of the European Union, relatively less developed regions as well as the new members of the Union, receive assistance in that institutional building. 

The World Bank should learn from the experience on institutional building for economic development of developed nations so as to recommend this type of institutional building to developing countries. The experience of the European Union in the management for the Structural Funds and the relation with new members of the Union is particularly important so as to be taken as a working model.  

· Corruption 

After the Argentine failure, international organizations and public statements made by decision-makers from developed countries, made it clear that in the country, as well as in the rest of Latin America, there are serious problems of corruption that make it difficult to recommend financial assistance if these are not solved first. 

These expressions do not seem to perceive that behind corruption there are extremely complex institutional and political culture problems. International assistance to redesign institutions can help in the struggle against corruption.

Just as corruption is a complicated problem in Latin-American societies, the experience of developed countries and the conditions set by the IMF and the WB can help to face the problem. It is more important to help in the struggle against corruption than stigmatize the countries that suffer it. 

It would be extremely useful for developing countries that the WB and other international organizations cooperate in the design of accountable institutional frameworks to improve control of corruption.

3. Economic development issues

Economic development policies

Developed countries carry out policies that include issues such as technological development, technical and financial services for small and medium businesses, improvement of the business environment, regional development programs, special quality promotion programs, industrial design and rational use of energy programs and more recently, programs for the creation and strengthening of competitive clusters and the information society.  There are subsidies to lower interest rates for small and medium businesses and public funds to finance start-ups and to promote venture capital industry. 

Countries like Argentina do not have anything similar to these policies. Since trade competition ends up being between more or less competitive systems, public policies for the improvement of competitivity are a condition for the maintenance of employment levels. 

From international institution management, developed countries promote macro-economic stability policies and, as second generation reforms, actions are oriented towards the improvement of the health, education and justice systems. There are few programs for economic development policies. 

International organizations should emphasize “economic development policies”. Policies aiming at economic development in developed countries could contribute to the conceptual frame of the corresponding policies in developed countries. 

Financing of Development 

For countries with weak economies, the financing of economic development is a critical issue. Even when there are high savings rates, if there are institutional weaknesses and macro-economic unbalance, society tends to save in foreign currency, often overseas, which, in turn, makes resources scarce for the financing of local businesses. 

This unbalance in Latin America tends to raise interest rates above those of developed countries. 

The difficulties of the financial market and banking system to finance small and medium businesses still exist today in developed economies. For this reason, Europe, the United States, as well as Japan have created public institutions to overcome these problems. 

International organizations should focus on the promotion of new institutional frames to intervene in the financing of economic development in developing countries, especially in small firms in which the financial system does not participate efficiently. 

4. Monetary, rate of exchange and financial issues

- Macro-economic balance or the macro-economy of development

In the last 30 years, the real rate of exchange in Argentina has gone through no less then seven cycles of valuation and sub-valuation with fluctuations up to three times its value between cycles. 

To understand the impact that this can have on the economy it is enough to just imagine what would have happened if a hypothetical euro fluctuated between 0.50 U$S / E and 1.50 U$S / E in irregular cycles seven times in thirty years. In countries with weak economies such as Argentina, these fluctuations are devastating. 

Some experts state that it is possible to conceive economic development with an over-valuated rate of exchange. Others believe that the best situation is a sub-valuated rate of exchange. It is difficult that anyone could believe that economic development is possible with a rate of exchange that fluctuates from extreme sub- valuation to extreme over-valuation seven times in thirty years. 

Argentina is a foodstuff exporter. In cycles of under-valuated rate of exchange, food is pricier due to price increases on account of being tradable goods that increase their price following the increase in hard currency goods.

To lessen the effect on wage goods, decision-makers have enforced taxes on farming exports that reduce the income of farming producers and local prices of these goods. 

This solution burdens the development of the farming sector that, as well as competing against subsidized producers in the international market, have to supply themselves with imported inputs and technology at a rate of exchange higher than its final production.

Devaluation over shooting reduces the internal market and gross product generating fiscal crisis. Export taxes on farming goods are also functional to the resolution of this crisis.

Cycles of over-valuation rate of exchange coincide with the increase of prices of Argentine exportable products or with massive capital inflows. 

The entry of hard currencies makes it possible to increase the internal market and salaries. The gross product growth and the improvement of credit line access of the public sector makes fiscal conditions better and makes it possible to eliminate export taxes on the farming sector.

Agricultural commerce recovers its dynamic because it is able to incorporate technology and inputs at the same rate of exchange as its outputs, but the agricultural sector does not create many jobs and due to the over-valued currency, the industrial sector cannot compete, and in conditions of trade opening, unemployment increases.

International organizations do not incorporate these basic interactions of the Argentine economy in their analysis. They promote indebtedness during periods of exchange over-valuation, and worsen the imbalance.

When this imbalance becomes evident and impossible to maintain, international organizations recommend devaluation over shootings to start the cycle over again. 

The WB and IMF should study the structural economic problems of countries and assist in proposing a development macro-economy so as to facilitate a long-term balance of the main variables. They should not continue to focus exclusively on short-term macro-economic balance. 

A macro-economic development focus refers to the analysis of the relation between issues of macroeconomics and the behavior of actors at a micro-economic level.

- The problem of the over valuated rate of exchange

Argentina has recently gone through a ten-year period of over-valuation of its currency. 

The rate of exchange over-valuation was financed with massive capital inflow. This massive capital inflow was in good part motivated by the confidence generated by the sound economic policies applied during the nineties in the country.

The currency over-valuation spurred a serious deterioration of the industrial tissue, and as a consequence, triggered unemployment and an increase in the precarious nature of the employment structure. Social polarization has reached extreme limits. 

It is paradoxical that the confidence in sound economic policies that international institutions and global investors had, was the principal cause of the country’s decline. 

During the nineties, the country’s model was of capital inflows led growth instead of the necessary export led growth model. Since an exporting dynamic could not exist with an over-valuated rate of exchange so as to maintain growth, the cycle inevitably concluded with the interruption of capital entry and recession. Growth was explosive while capital entry continued, but when this entry came to an end, the country went into default.

During the boom years the nature of the development led to an impressive destruction of jobs and social conditions as an effect of the dislocation of the industrial tissue. After the default and the devaluation the social conditions worsened due to the collapse of the internal market

International organizations should watch exchange rate over-valuations. Especially when this over valuation is caused by the messages these same organizations send out to investors. Mechanisms such as financial flow controls could help avoid the over-valuation of currencies of developing countries. 

· Fixed or exchange flotation rate of exchange

During the nineties, Argentina has implemented a fixed rate of exchange strategy. This was the central instrument of an anti-inflationary strategy carried out after fifteen years of high inflation rates that concluded in a hyper-inflationary process. 

Some IMF and WB decision-makers were not enthusiastic about this policy, but it was accepted. From an academic point of view, the debate on this subject did not seem to be resolved. 

The fixed rate of exchange would have had some chance if at the beginning of the program, the currency had been sub-valuated instead of over-valuated, if there had been an increase of productivity and there were more exports than imports, if full employment had been maintained, if there were an important fiscal surplus during the period of apogee, if massive entry of capital had been limited and if there had not been external shocks, particularly the Brazilian devaluation.

But since these circumstances were not given, exchange flotation was the most efficient way of resolving internal and external imbalances that a developing economy must endure. 

There is a new consensus on this subject in international organizations. After the Argentine experience and the considerations that these experiences left, it is not to be expected that the IMF will encourage new experiences involving a fixed rate of exchange. 

But in a rate of exchange flotation model, the problem of extreme volatility of rates of exchange is still present in developing countries like Argentina. 

A price increase of the main commodities that the country exports or massive capital inflows would inevitably generate an over-valuation of the rate of exchange. The false sensation of prosperity would reappear while the competitive capacity of industry would be lowered. Commodity exportation would not be enough to maintain employment levels and the cycle of social polarization would become even sharper. 

Possibly, the solution should come from the definition of a long-term rate of exchange compatible with a sustainable development model and full employment.

The next step should be to define a local and international institutional frame to help limit the distortion effect on the rate of exchange of financial transfers and the exportable commodities price fluctuations in emerging countries such as Argentina. 

The IMF should not encourage a fixed rate of exchange policy in developing countries. 

International institutions along with countries like Argentina should agree on institutional mechanisms to help define local currency quotations according to development and full employment strategies. Institutional frames should be created to help maintain this rate of exchange and avoid fluctuations that are incompatible with economic development. 

5. Fiscal Issues

Developing countries should be very careful about maintaining fiscal balance. Fiscal imbalance brings about public indebtedness and generates external vulnerability that constrains the balance of the economy. This is a lesson of local governance of the Argentine experience: heavy debt is incompatible with macro economic balance and development.

The IMF is traditionally a monitor of fiscal responsibility. In the Argentine case, this task was not done too steadily.

While the country grew financed by massive capital inflows, the IMF was weak in defending fiscal responsibility. This allowed for public deficit, which was financed with foreign credit that contributed to the exchange rate over-valuation.

The recommendation of fiscal stability resurfaced in the IMF when the country went into recession. But in this frame of recession, the recommendations of fiscal cuts worsened the drop of gross product, as well as tax revenues. 

The IMF should guard fiscal discipline of the countries it assists during periods of apogee. During recessive periods, the IMF should cooperate with financial assistance, and within reason, tolerate fiscal deficit. This type of policy is the foundational base of the IMF. 

6. Trade

· Is unilateral liberalization possible?

Argentina completely eliminated trade barriers after decades of import substitution that gave place to high tariffs and import restrictions. 

It is reasonable to ask whether it is possible for a country to open its trade barriers without reciprocity from major world markets and at the same time maintain an adequate level of employment in its society.

It is quite evident, that in this situation, the international system presents an extraordinary external dis-economy towards countries like Argentina. 

The problem is that there is no institutional frame for the analysis of eventual corrections to this dis-economy. Trade policies are being negotiated in the WTO, but this institution is not prepared to make up for imbalances in the negotiation. 

The IMF and the WB make their assistance conditional to trade opening, but do not discuss whether there is reciprocity in this opening. 

The IMF and WB should elaborate special programs for countries respectful of WTO rules but with products that are not traded in the free market, mainly textile and agriculture sectors. 

7. Foreign Investment

· Is a banking system with high participation of big international banks more solvent?

During periods of apogee of the Washington Consensus, one of the reasons for the positive qualification of Argentina on behalf of international institutions and the international financial system was the perception that the Argentine banking system was extremely solvent. 

This solvency was linked to the fact that practically all the private banks were local affiliates of large international banks. 

A transnational banking system was, from the point of view of the IMF and financial operators’ consensus, more solvent than a banking system composed by local capital.

The Argentine default forces the revision of this perception. When Argentina went into default and the local financial system went into crisis, foreign capital banks did not honor their local debts using resources from their headquarters. 

The opening of the banking system to transnational corporations implies a trade off on behalf of the developing country. The developing country attempts to strengthen the financial system at the expense of reducing the possibilities of bank financing for local small and medium businesses, since international banks are less likely to finance small local businesses. The trade off has an impact in the job market because small local firms are more liable to improve job creation than big international companies. 

The Argentine experience suggests that this is a false trade off. In the extreme case of default, it cannot be assumed that the financial system will maintain itself with resources from large international banks. 

The IMF should not recommend the internationalization of the local banking market as a way of improving the financial system’s solvency of developing countries. On the contrary, it should promote a regulatory frame to incentive local and foreign banks to finance the development of local small and medium businesses, which have no access to the international financial market. 

· The issue of anti-monopoly policies, consumer defense and control of corruption

During the nineties, Argentina received a massive entry of direct investments. Part of these investments was in response to the government’s accelerated privatization policy of utility services.

Privatized utility companies greatly improved their services due to important additional investments. 

However, up until the default, the prices of utility services in Argentina were more expensive than similar services in developed and neighboring countries.

In some of the privatization processes there does not seem to be adequate transparency so as to limit eventual corruption cases. 

Until the moment of the privatizations, and in good measure until today, there is a lack of adequate institutional frames to control corruption, monopoly abuse and damage to customer rights.   

Due to the lack of a regulatory frame in these three aspects, transnational corporations have a double standard in developing countries compared with to those standards of their functioning in the originating countries. 

Corruption cases harm democratic governance; monopolist abuse and the violation of customer rights raise costs and reduce the competitivity of the economic system. 

The IMF and WB should cooperate in the construction of regulatory frames and in the administration of antimonopoly systems and customer protection in developing countries. Without these frames, privatizations and the massive inflow of external investment can damage the competitivity of emerging countries instead of improving it. 

· The IMF and WB and foreign investor’s interests.

In the present negotiations between Argentina and the IMF, this organization has included, as a condition for its refinancing the increase of utility service rates. 

Among the IMF assistance clauses to Brazil, the international organization required the inclusion of clauses that committed the country to accelerate the privatization of State-owned companies. 

It is not clear in either case whether the IMF makes these recommendations as part of its mission to cooperate in macro-economic balance of countries requiring their assistance or whether they defend principles and interests of developed countries’ corporations that have major participation in the Board of that institution. 

Beyond the IMF recommendation to privatize inefficient State-owned companies, this institution should abstain from making their assistance conditional to the privatizations that are being carried out. If an IMF member country negotiates with multilateral corporations from another member country, the IMF should not take sides in this negotiation by making its assistance conditional to this. 

The IMF should not lobby for the defense of private interests as a condition of their assistance.  

8. Sequencing

Argentina hastily carried out all the recommendations of the Washington Consensus without organizing its sequencing or including compensating measures. 

The unilateral trade opening coincided with financial liberalization, the anchoring of the rate of exchange and the privatization of State-owned utility companies. 

The simultaneous policies multiplied the loss of jobs and social polarization. 

If trade liberalization is carried out maintaining a competitive rate of exchange, export sectors could probably grow while replacing lost jobs with new exports. 

A more deliberate privatization process would allow for a better organization of regulatory frames as well as less expulsion of labor while new dynamic sectors grow. 

The control of financial flows can be useful until the reform process is stabilized. This allows the limitation of inflows and outflows of massive capital.

When economic reform is faced, policy sequencing is just as important as policy itself. Accelerated and simultaneous processes of the execution of new polices can generate massive job loss with the resulting increase of poverty and social polarization. 

Final Comments 

Latin-American countries have accumulated two lost decades. While the industrialization period of import substitution allowed an accelerated growth from 1930 until the seventies, the eighties and nineties demonstrate a continent with hardly any growth and an explosive increase of social polarization and poverty. 

The necessary local condition for democracy in the region was the growth and diversification of societies up until the seventies. 

Stagnation, social polarization and the increase of poverty are not the ideal environment for the consolidation of democratic coexistence. The States of many countries of the region are weakened, while their political leaders have lost their reputations and a sensation of missing opportunities puts society on the quest for solutions that often worsened the situation.  Emigration, crime and corruption are some of those solutions. 

International organizations and countries like Argentina have tied themselves down to dogmas with a deplorable result. 

Now is a good time for a critical reflection to help formulate a new consensus.

Luis Rappoport
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