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A window of opportunity has opened for Latin America.

Thanks to its changing demographics, the region has a

chance to accelerate its development and attack one of

its greatest socioeconomic ills: inequality. With the right

policies, right now, there would be no tradeoff between

development and equity in what has become the most

unequal region in the world.

Most of Latin America stands at an opportune mo-

ment in its demographic transition. Fertility rates are fall-

ing and a large cohort of children is entering the workforce.

With fewer children to care for and still relatively few old

people to pay for, the present generation of Latin Ameri-

cans is in a position to be a motor for economic growth

and an agent for social change.

How long will this opportunity last? For the next two

decades, most countries will enjoy a declining ratio of chil-

dren to workers before a rising ratio of retired to active

workers begins to represent a much heavier financial bur-

den. This leaves two decades to accelerate the develop-

ment process, put people to work, finance educational im-

provements and save for the future. If policies are enacted

to further these goals, Latin America could open up its

growth potential while it closes its income gap.

Clearly, economic growth and income redistribu-

tion are not new goals in Latin America. What is new is

the demographic moment and the urgency to get the

policies right or waste an historic opportunity. For this

reason, we dedicated the 1998-1999 edition of Economic

and Social Progress in Latin America to the study of inequal-

ity. With a better understanding of the problem, better

policy responses are possible.

We begin by measuring the magnitude of the prob-

lem. How skewed is income distribution in Latin America?

How does it vary within and across countries? We then

paint a portrait of Latin America’s rich and poor. Who are

they? What are their families like? How do they make

decisions about whether to go to school or to work, or to

have children? With this description of individuals and

families along the income spectrum, we ask why Latin

America is the most unequal region in the world. We un-

cover a complicated, multidimensional story that at-

tributes the region’s poor income distribution to a com-

plex set of factors ranging from Latin America’s stage of

development to its natural endowments and geography.

Latin America’s inequality has less to do with political

exclusion—as populist diatribe would have us believe—

and more to do with where these countries are placed on

the map, what resources they have, and how far they are

along the development time line.

Armed with this information, we look at what can be

done to improve income distribution. There are a variety

of policy options available to promote both development

and equity and capitalize on this period of favorable de-

mographics: labor law reforms to welcome new entrants

to the workforce; improvements in public services to free

up more women for gainful employment; fully-funded pen-

sion systems to generate savings; collateral, group lend-

ing and other mechanisms to deepen the credit market

and make capital available to previously excluded groups;

decentralized school systems to improve the quality of

education; and direct subsidies for school supplies and

food to keep low-income children in school. All of these

policies would not only help economies grow, but allow

more and more people to benefit from that growth.

In this report, we have tried to face up to the in-

equality that has long plagued Latin America, understand

its causes, and offer policies that will make a difference.

In doing so, our research and findings speak to a number

of audiences: to the institutions both within and outside

the region whose priorities include promoting social de-

velopment and reducing poverty; to Latin American gov-

ernments, fearful of the political consequences of socio-

economic stratification; to the region’s policymakers,

ready to translate years of good intentions into measur-

able results; and to the millions of Latin Americans who

are anxious to share in the region’s development.

Ricardo Hausmann
Chief Economist

PREFACE
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Introduction

FACING UP
TO INEQUALITY

It was a difficult year for Latin America and the Carib-

bean. The East Asian economic crisis and the financial

rumblings in Russia generated unsettling aftershocks in

emerging financial markets. The bottom fell out of prices

for key commodities such as oil and metals, and even

nature dealt its blow in the form of El Niño. Volatility has

hit again. But thanks to a decade of structural reforms,

the region has been better able to cope with economic

disruption. Macroeconomic stability may have been at

risk in some countries, but the prospects of growth and

price stability remain strong.

Beyond these recent and hopefully transitory con-

cerns, however, Latin America has a very sad tale to tell.

And this is where we have cast our eyes this year. Instead

of applauding recent advances, we once again have cho-

sen to address a pressing regional issue. This year’s Re-

port on Economic and Social Progress in Latin America focuses

on income distribution, an area where there has been

much less progress and where the region still appears to

under-perform significantly.

On average, the countries of the region suffer from

the greatest income inequality in the world. True, there

are some countries, such as Costa Rica, Jamaica and Uru-

guay, where inequality is relatively low by regional stan-

dards. But the region also has the countries with the wid-

est income gaps in the world: in Brazil and Guatemala,

the top 10 percent of the population amass almost 50

percent of national income, while the bottom 50 percent

scrape up little more than 10 percent. More importantly,

the problem shows no obvious signs of improvement. Our

best measures indicate that income distribution improved

in the 1970s, worsened considerably in the 1980s and has

remained stagnant at high levels in the 1990s. Even these

variations are small relative to the high overall level of

income inequality. Thus, income inequality appears to

be an enduring phenomenon with deep long-run causes.

Addressing income inequality in the region is im-

portant for social and political as well as economic rea-

sons. Inequality contributes not only to high rates of pov-

erty, but also to social tension and political disaffection.

When only a few can feast on the fruits of economic

progress, social stress tears at the fabric of society and

political support wanes for the policies that underpin that

progress. The issue is on the table in most countries of

the region. Despite relatively little evidence, and many

unsatisfactory explanations, income distribution is an

issue impassioned by strong opinions. This study at-

tempts to assemble the available evidence on inequality,

expand it with special statistical information, and use it

systematically to test a wide range of potential explana-

tions and remedies.

SURVEYING THE EVIDENCE

Much of the region’s inequality is associated with large

wage differentials. In other words, it results not only from

differences between owners of capital and workers, but from

a divergence of incomes among workers. Large wage dif-

ferentials reflect, among other factors, unequal distribu-

tion of the quantity and quality of schooling. The inequal-

ity in wages also reflects gender differences, gaps between

formal and informal employment and between rural and

urban incomes, and other forms of labor market segmen-

tation that are exacerbated by current labor legislation.

The evidence does not support the notion that high

inequality in Latin America is simply a matter of a few

rich families owning a disproportionate share of each

country. If this were the case, it would be impossible to

measure the high levels of inequality, given that the very

rich are under-represented in the household surveys on

which measures of inequality are based. But it is precisely

these same surveys that point to Latin America as un-

equal relative to other parts of the world. According to

these surveys, inequality primarily results not from the

existence of a few people at the top but from a much more

widespread social phenomenon.

In fact, much of Latin America’s inequality relates

to the difference between the top 10 percent of the popu-

lation and the rest. While in the United States families in
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the top decile have an average per capita income about

60 percent higher than those in the ninth decile, in Latin

America they earn about 160 percent more. The top earn-

ers in Latin America are mainly employees and profes-

sionals who receive very high returns for their education

and experience. Only 14 percent of them are employers.

Why are the returns so concentrated at the top? After all,

it is a full 10 percent of the population, a very large group

of people who on average have barely completed 12 years

of education.

Nonetheless, much of this gap between the top 10

percent and the rest reflects the region’s slow and unequal

progress in improving the level and quality of schooling.

The second richest 10 percent of the population has three

fewer years of education, and those in the bottom 30 per-

cent have almost seven years less. Moreover, differences

in schooling are transmitted from one generation to the

next through the family. Human capital is, after all, a fam-

ily affair. It involves an inter-generational transfer of re-

sources, as parents limit their own consumption to pay for

the education of their children, who go on to enjoy the

benefits of their accumulated human capital in the future

labor market. This transfer of educational attainment from

one generation to the next has led many to fault the edu-

cational systems, which do carry part of the blame. But

families also make decisions and choices that affect the

educational attainment and welfare of their children.

Families play many roles in the complex relation-

ships that sustain income inequality. They mitigate the

effects of high inequality by sharing resources, often

across generations. They also play a role in determining

how many of their members should try to find work, how

many children to have, and how much education to give

them. Many of these decisions are influenced by relative

prices in the economy, particularly wages.

A very important relative price in these choices is

the return to a woman’s work in the market. As this ex-

pected wage rises, more women tend to participate in

the labor force. Under these circumstances, families also

tend to have fewer children, and the children they do have

complete more years of school. But this wage is not the

same for everyone. Unskilled women can expect much

lower earnings than their counterparts from higher-in-

come families, since they have less education and be-

cause they are more likely to find informal than formal

sector jobs. Furthermore, these wages will vary across

countries, depending on the structure of each economy

and trends in its particular labor market. Each country’s

particular economic structure generates differences—

some large, some small—in the relative prices faced by

different families, which in turn cause variations in the

amount of human capital each family will accumulate.

From this point of view, educational attainment is not

only the consequence of education policy but also re-

flects wage patterns in the labor market, family choices

about working and having children, and other factors that

vary across countries. Two couples with similar charac-

teristics who live in different countries of the region can

be expected to make very different choices about educa-

tion, work and children. Furthermore, the income inequal-

ity they and their children will face varies by about a fac-

tor of three from one country to the next. Hence, inequality

only partially reflects personal characteristics and family

choices; it also reflects important elements of the eco-

nomic environment where people live.

It is precisely this economic environment that we

have tried to piece together in this study—a task made

more difficult by the confluence of temporary and per-

manent phenomena.  Our tentative diagnosis is that the

malady of income inequality in Latin America reflects both

growing pains typical of developing societies and con-

genital features peculiar to the region. This combination

has exacted a high toll from the socioeconomic health of

many countries in recent years. But there is hope. Latin

America is expected to eventually outgrow the transitional

income inequality that often accompanies the early stages

of development. And countries can choose policy rem-

edies capable of turning their inherent liabilities into im-

portant assets.

MORE THAN A TRANSITION

Economic development is a long process whose fruits may

seem forbidden for large segments of developing societ-

ies. In fact, the somewhat perverse relationship between

income distribution and the initial stages of development

is at once unsettling and accepted. It has long been sus-

pected that economic development worsens income dis-

tribution, at least in its early stages. After all, societies

do not move as a whole along the development curve.

On the contrary, certain development trends—education,

for instance—give some individuals and groups an ad-

vantage over others, advancing them more quickly along

the curve and introducing a source of inequality. After a

certain point, the relationship between development and

equality is a win-win situation, but until then, results can

be frustrating at best.

Stage of Development

We have identified five development trends in particular

whose effects on inequality follow just such a tortuous
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path: capital accumulation, urbanization, formalization

of the workforce, education, and the demographic transi-

tion. In each case, Latin American countries are either

close to or on the crest of the development wave, suffer-

ing the transitional effects of greater inequality but poised

for the long-term rewards.

Economic development is, to a large extent, the

story of accumulating capital. In its early stages, capital

tends to be very scarce, so its returns are very high. Ini-

tially, at low levels of capital accumulation, the share of

national income going to profits is high. However, when

enough capital has eventually been accumulated, the re-

turns and the profit shares tend to decline. As a middle

income region, Latin America is probably at a point in

terms of capital accumulation where profit shares are still

very high and will tend to decline as the development

process continues and expands the capital stock.

A second characteristic of development is increas-

ing urbanization. In underdeveloped societies, most

people live in rural areas and most people are poor. Weak

product and labor markets, lack of infrastructure and in-

adequate health and education services are just a few of

the factors affecting poverty in rural areas. From this poor

but generally equal baseline, a country urbanizes. But

since incomes are higher and grow faster in the cities,

the urbanization process will contribute to gradually in-

creasing inequality. Near the end of the process, when

most workers have made the transition to the urban sec-

tor, the rural-urban earnings gap will affect only a small

fraction of the population, and its effect on the country’s

income inequality will thus be small. In Latin America,

the rapid urbanization of the past four decades has, in

most countries, contributed to rising inequality. But now

that most Latin Americans are already city dwellers, the

natural increase in the share of the population in urban

areas will tend to reduce inequality in the future.

As an economy develops, it also becomes more for-

malized. Incomes in the formal sector tend to outstrip

those of the informal sector, introducing a similar source

of inequality in the initial stages of this process. But dif-

ferences in hourly income among formal sector workers

of similar characteristics are much narrower than those

among workers in the informal sector. This means that,

once a large share of the workforce is incorporated into

the formal sector, inequality tends to decline.

A more educated society is also a more developed

one. However, at low levels of development, most people

have little or no education, and the absence of educa-

tional differences keeps income inequality low. As coun-

tries establish and expand their educational systems, new

cohorts attain higher levels of education and earning

potential, while uneducated cohorts are left behind. This

inter-cohort inequality is accompanied by unequal attain-

ment within each cohort; those in areas (generally urban)

with more schools enjoy more and better education than

individuals of the same age in less privileged areas. Once

again, Latin America is at a stage where inter-cohort edu-

cational inequality is still very high, while intra-cohort

inequality has been falling. Over time, this should lead

to less inequality overall.

Finally, the development process is marked by a

demographic transition. As countries move from high to

low fertility and mortality rates, a very powerful set of

changes is unleashed. In the first phase, mortality de-

clines but fertility remains high. More children survive to

adulthood, the average age of the population is low, and

much of the potential labor force is engaged in caring

and raising children. In this context, educational progress

is hampered by the large number of children relative to

the low number of working adults. Families frequently

need to depend on a single wage earner, limiting resources

to improve the education of children. However, in almost

every Latin American country today, fertility rates are on

the decline, families are having fewer children, and

women, in particular, are participating in the labor mar-

ket in growing numbers. With more earners and fewer

children, families can concentrate their resources on fewer

children, helping them attain ever higher levels of educa-

tion. Rates of population growth are still very high in some

Latin American countries, but as this pressure recedes,

income concentration will decline.

We will show how these five trends are closely in-

ter-related. A large factor in diminishing family size is re-

lated to a rise in women’s earning potential in the labor

market. As women become more educated, they tend to

have fewer children, participate more in the job market,

and demand more education for their children. More edu-

cation also means better access to those types of em-

ployment that offer higher wages and more security. More

capital per worker means a higher value for women’s work

in the labor force. In urban areas, this process proceeds

more quickly than in rural areas. Hence, the five trends

interact in a reinforcing manner. They are not specific to

Latin America, but clearly they are at work in the region

and explain a substantial part of its high level of income

inequality. Although it may be little solace for those riding

in the last cars of the development train, most of Latin

America appears to be turning the corner; as these trends

continue, they should provide a basis to reduce income

inequality in the future, as long as the adequate economic

and social policies are in place.

However, our analysis suggests that inequality in

Latin America is only partially explained as a hapless mo-

ment on the development time line. Only about one-third
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of the gap in income inequality between Latin America

and the industrial countries can be attributed to the region’s

stage of development vis-à-vis these five trends. Obviously,

there is more to the story than a simple transition.

Endowments

Having found only part of the answer in the process, we

turned to the characteristics and location of the region it-

self. What is it in the make-up of Latin America or in its

particular history that makes it more unequal than other

regions of the world? Important clues can be found in the

region’s geography and in its endowments of land and

natural resources. Overall, tropical countries, especially

when their economies are intensive in land and mineral

resources, tend to be more unequal. The strong statistical

relationship reflects a combination of factors whose rela-

tive importance is still under discussion. In more land-in-

tensive countries, more of national income accrues to land,

an asset whose ownership tends to be more concentrated

than other assets such as human capital. At the same time,

tropical land and the crops it supports  offer larger econo-

mies of scale under more adverse climatic conditions with

less technological innovation than temperate lands. The

result has been relatively low labor productivity in tropical

areas, which has depressed the wage level for unskilled

labor across sectors and over time. All told, while temper-

ate lands historically have promoted family-run farms and

institutions aimed at fostering cooperation, the larger

economies of scale and harsh labor conditions typical of

tropical lands have generated plantation agriculture and

promoted slavery. This in turn has promoted vertical rela-

tionships, hierarchies and class divisions rather than the

horizontal linkages that build social capital and contrib-

ute to development and equity. Hence, while part of Latin

America’s inequality may have been inherited from its co-

lonial past, this past itself may have been shaped by its

geography and resource endowments.

Another intervening factor is the capital-intensive

nature of the region’s natural resources. Mineral resources

and agricultural crops are capital intensive and act as capi-

tal sinks. They suck up scarce capital in the economy while

offering few employment opportunities, thus making capi-

tal more scarce and labor more abundant for other activi-

ties. The low return to labor in tropical farming is thus re-

inforced by the region’s exploitation of its natural resources.

Another factor that contributes to inequality is Latin

America’s history of volatility. Economic instability is

strongly related to inequality. It slows the development

process by limiting the accumulation of capital, interfer-

ing in the ability of families to educate their children, and

adversely affecting productivity. Moreover, weaker groups

in society are less able to cope with volatility and be-

come even worse off.

Hence, natural resources and volatility make in-

equality a more serious problem. The transitional stories

are played out against this permanent backdrop, adding

another layer of complications. If natural resources keep

the wages of unskilled workers low, demographic and

educational transitions are slowed. Inequality may in-

crease distrust and make political agreement more diffi-

cult, preventing societies from reigning in the distribu-

tive pressures that interfere with fiscal prudence, which

is the key to overcoming volatility.

Globalization can also affect the process of becom-

ing more equitable societies. It has been argued that glo-

balization drives down the price of unskilled labor, as

populous countries such as China and India supply in-

creasing proportions of goods that are labor-intensive.

Globalization increases the relative price of Latin

America’s abundant natural resources to the detriment

of labor, promotes technological changes that increase

the returns to skilled workers, and limits the ability of

governments to tax the now more mobile capital.

These challenges, to whatever extent they exist, pro-

vide even further justification for a development strategy

that emphasizes the accumulation of skills and the use of

the natural resource base in order to avoid competing in

sectors dependent only on low wages for unskilled labor.

IT TAKES MORE THAN TIME

Many of the forces that keep inequality high will prove

temporary, especially if the development process deep-

ens. Over the long term, there are no tradeoffs between

development and equality. Still, neither development nor

equality are matters of destiny. It takes more than time

to overcome income inequality and to advance a country

along the development curve. This is particularly true in

Latin America, where transitional concerns are superim-

posed on very special regional handicaps. For this rea-

son, the third part of this study looks at policies aimed at

furthering the five key development trends, promoting

their mutual reinforcement, and converting the region’s

characteristic impediments to equitable growth into vi-

able assets for reconciling development and equality.

The Demographic Window of Opportunity

Latin America is peeking through a unique window of

opportunity in its demographic transition. Since fertility
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is falling, the proportion of people of working age is ris-

ing faster than the number of children. The decline in fer-

tility also means that more adult women will be working.

Thus, there will be fewer students per worker, making it

easier to finance a better educational system. But while

this trend will persist for many decades, eventually it will

be overtaken by the rise in the proportion of elderly

people. Still, in most of Latin America over the next two

decades, the declining ratio of children to workers will be

more important financially than the rising ratio of retired

to active workers. This leaves two decades to accelerate

the development process. Not only should this allow Latin

America to finance improvements in education, but it

should also allow it to raise its savings ratio, as today’s

workers make provisions for their old age. Therefore, it is

of the utmost importance that the region adopt fully funded

pension systems. This will make it clear for the present

generation how much must be set aside to provide for old

age. If they simply pay as they go, they will be transferring

the costs of old age onto the generation of their children,

who will face far less favorable demographic trends. A fully

funded pension system would generate over the next few

decades a major stock of savings that could be used to

accelerate the development process, so that pensions

could be paid out of increased wealth and not increased

taxation of the next generation. If, in addition, the social

security system generates claims not only on the govern-

ment but also on the broader economy, as the Bolivian

capitalization program does, it will expand the constitu-

ency with a vested interest in market-oriented policies.

A Social Context for Human Capital Accumulation

The demographic and educational transition must also

be hastened so that families gradually become smaller

and more educated. To this end, female participation in

the labor force must be facilitated to provide the incen-

tives for smaller families and generate the resources for

higher educational attainment. One line of action is to

increase the productivity of housework by improving ac-

cess to water, electricity and telecommunications so that

appliances and information can be used in order to save

time. Better urban transport will allow easier access to

jobs and more time at home. More child care and longer

school days and school years, although basically aimed

at improving the quality of education, will also cut down

on the need for women to be at home taking care of the

children. Better preventive health will make for fewer days

lost to children’s illness. More flexible labor codes will

allow women to overcome many of the limitations that

currently prevent them from entering the formal sector.

It is also important to reduce the cost and increase

the benefits of sending children to school and keeping

them there, especially through the secondary level. In this

respect, school lunch programs and subsidies for books,

uniforms and transportation can reduce the out-of-pocket

expenses of keeping children in school. Better quality

education will raise the returns to schooling and hence

the incentives to forgo work.

Educating Everyone

Educational inequality within each income level is com-

ing down as educational attainment improves. Overall

inequality is still high because of the widening gap be-

tween the educational attainment of  more-educated

younger cohorts and older ones. This process will con-

tinue to cause a significant amount of measured inequal-

ity. However, this can be seen as a positive trend, since it

ultimately means that children are becoming more edu-

cated than the previous generation.

For most countries in the region, universalizing el-

ementary education is a fait accomplis. In a few, such as

Brazil, Honduras and Guatemala, it remains a problem.

For the others, the challenge now is  to improve the qual-

ity of primary education and to universalize secondary

education. This would increase returns to education and

reduce the inefficiency of school repetition and dropouts.

Better quality education may mean lengthening the

school day and year, and therefore have the secondary

effect of increasing female labor force participation.

The biggest educational differences today are related

to secondary education. The poor drop out soon after pri-

mary school while the rich go on to higher education. Mov-

ing quickly in the direction of universal secondary educa-

tion would upgrade the labor force, increase the incomes

of the great majority, enlarge the pool of potential univer-

sity students, and promote a different, more humanistic

and capital-intensive kind of development process.

Inequality in Latin America is unusually concen-

trated in the top decile, which in part reflects the rela-

tively high returns to higher education and the fact that

relatively few people get that far. Moreover, returns to

higher education in most countries have been rising in

recent years with the recovery of growth. The market is

giving clear signals that it needs more of this type of edu-

cation. Consequently, any changes in higher education

policy should not imply a reduction in the supply of gradu-

ates. Rather, policies should support better targeting of

subsidies to higher education so as to use the resources

to increase overall supply.
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Finally, the governance structure of educational

systems must be improved in order to align what societ-

ies seek from those systems with the incentives that pro-

viders have. This implies moving away from centralized

monopoly provisioning by increasing school autonomy,

empowering citizens with information, voice and choice,

and making budgetary resources follow outputs, and not

inputs.

Opening up the Labor Market

There is significant labor market segmentation in Latin

America and it is an important contributor to inequality.

Controlling for other observable factors such as educa-

tion, experience and hours worked, rural workers make

nearly 30 percent less than urban workers, urban formal

workers make about 20 percent more than their informal

counterparts, and within the informal sector women make

a quarter less than men. In part, this reflects imperfec-

tions in the markets for products and for capital, as well

as women’s need for greater flexibility. But there is also

increasing evidence that these income differentials re-

flect the rigidities caused by regulations regarding for-

mal employment. These regulations were designed to pro-

tect workers from the greater power of employers and from

labor market risks. They include restrictions to tempo-

rary or part-time work, extra hours, and high costs of fir-

ing. However, current legislation tends to protect prime-

age urban formal male workers but restrict opportunities

to other groups. Hence, initiatives to make labor market

protection less discriminatory must be considered. These

may include a more socialized solution to unemployment

risk by substituting current severance payment schemes

with contributory individual savings and credit accounts.

Also worth considering is greater flexibility in the work-

ing day, fewer restrictions on temporary or part-time con-

tracts, and a socialization of the cost of maternal leave to

facilitate formal female employment.

In order to expand the social security system to

workers outside the formal sector, a basic noncontribu-

tory pillar paid for by general taxation is needed. This

will expand the system and reduce the current reliance

on payroll taxes, which negatively impact on formal em-

ployment.

Expanding Financial Markets

A poor functioning capital market tends to generate high

returns to the lucky few with access to capital, but oppor-

tunities lost for those with abilities and ideas but no ac-

cess to financing. Taxi drivers need not have enough capi-

tal to cover the full value of a car—they simply need to

have access to credit at a reasonable rate. The same goes

for many other activities. However, financial markets are

underdeveloped in Latin America and the blame goes

beyond the region’s history of inflation and financial in-

stability. Weak institutions to support the credit market

are also at fault. Credit is a relationship based not only

on an assessment of the borrower’s ability to repay, but

also on his or her willingness to do so. It is efficient for

markets to price credit according to the borrower’s abil-

ity to repay because this ability reflects the economic risks

involved. Willingness to repay is different because it es-

sentially reflects the availability of institutional arrange-

ments that allow a person to commit to repay. Such ar-

rangements must be provided by society and cannot be

created by individuals. If these arrangements are not

present, lenders will inefficiently restrict worthy custom-

ers from credit because they are unsure about their in-

tentions to repay. Collateral, credit bureaus, creditor rights

and group lending are mechanisms to deal with this prob-

lem that are sorely lacking in much of the region. Inad-

equate land titling is also an obstacle that limits not only

access to credit but also mobilization of savings. In par-

ticular, rural land tenure and informal urban dwellings

are assets that could be used as collateral but lack proper

legal titles. A deeper credit market would increase the

availability of capital to both the formal and informal sec-

tor, causing productivity to increase and boosting the in-

comes of the groups currently excluded.

Managing Natural Resources

Latin America’s natural resource endowment of minerals

and (especially tropical) land is strongly associated with

its inequality, although there are policies that could alter

this relationship. In general, restricting the development

of natural resource-intensive sectors seems inefficient—

there must be something better to do than to blame one’s

own good fortune. However, it can also be argued that

tax exemptions and other incentives to exploit scarce

natural resources are inefficient because they imply giv-

ing away, at below its opportunity cost, resources that

are scarce and often nonrenewable. This would accentu-

ate the capital sink characteristics of the natural resource

sector with its negative distributive implications. Also,

the natural resource sector tends to produce unstable rev-

enues. Tax structures should not transfer all these risks

onto the government so that the perceived risk by private

investors is artificially lowered. The government should

also adequately manage the risks involved in the revenues
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generated by this sector so that they do not increase the

overall volatility of the economy.

Using the Distributive Power of Fiscal Policy

Given Latin America’s high level of inequality, how much

can fiscal policy contribute to redistributing unequal rev-

enues generated by  the economy? If the government were

to appropriate a larger share of national income and dis-

tribute it more equally, would that not improve income

distribution? Latin America has a long history of attempt-

ing to make the tax structure more progressive. In doing

so, it has severely limited its tax capacity, cutting down

the resources the government can appropriate to promote

its social agenda and maintain macroeconomic balance.

It is much easier to achieve progressive spending than

progressive taxation. After all, the top decile of the popu-

lation uses neither the health nor basic education ser-

vices provided by the government. Latin America has been

able to collect more revenue from a relatively flat income

tax than it used to collect from rapidly rising marginal

tax rates. Value-added taxes with a broad base and few

exceptions perform far better than those that exclude

goods in order to make them more progressive. In this

context, tax systems in the region would be far more pro-

gressive if collection were improved.  The best way to im-

prove the distributive power of fiscal policy would be to

make tax administration more efficient and evasion more

difficult by adopting simple tax structures.

CONCLUSIONS

Latin America is very unequal in its distribution of in-

come and wealth. While this report helps us to under-

stand why, there is still much to be learned about the

underlying causes of inequality. The complicated multi-

dimensional story of the region’s stage of development,

plus a discussion of its bittersweet natural endowments,

suggests that the causes of inequality are deep and com-

plex. They are not simply the consequence of denying

political representation to the majority and therefore ig-

noring the issue. On the contrary, Latin America has in

fact been largely democratic for most of this century, and

in keeping with the democratic tradition its governments

have tried to cater to the median voter. This voter is far

from the top of the income scale and, contrary to rheto-

ric, far from ignored. Government after government in

Latin America has tried to appeal to this majority with

policies they promised would achieve redistribution.

And that’s the irony of it all. Latin American gov-

ernments have tried hard to mitigate the unequal out-

comes that economies tend to generate. They have long

committed their countries to universal education and

health care. Often their policy repertoire has been clut-

tered with large public enterprises, massive subsidy

schemes, unmanageable progressive taxation, restrictive

labor legislation, multiple exchange rates and price con-

trols. This is the stuff of which Latin American populism

has been made—populism directed not to the elite but

to the vast majority of the people, the median voter. All

these efforts were conceived as means of spreading the

wealth and protecting the poor; most achieved very much

the opposite. Clearly, the problem is less related to a lack

of trying and more to a lack of effectiveness in the strate-

gies and instruments adopted.

To break the stalemate in progress in this area, a

deeper understanding is needed of the processes that

have made Latin America unequal and of the dynamics

that may usher in a more equitable region. Not only

should equity be a goal in itself, but without it the region

will fail to achieve sustainable development. To further

the development process, broad support is needed for

successful policies, yet this will be hard to achieve if the

benefits of development are not widely shared.

Latin America has overcome difficult hurdles in the

past decade. It has brought down inflation and begun to

grow again. A hidden benefit of this effort is that it allows

societies to think more about their long-term problems.

Inequality has plagued the region for a long time and will

take quite a while to quell. The first step is to increase

understanding of its causes in order to be more success-

ful in attempts to achieve equity.



Chapter 1

MAGNITUDE OF INEQUALITIES

Latin America and the Caribbean have the greatest dis-

parities in income distribution in the world. A quarter of

all national income is received by a mere 5 percent of the

population, and the top 10 percent receive 40 percent. Such

proportions are comparable only to those found in some

African countries, whose per capita income levels are half

those of Latin America, and they are considerably higher

than those of any other group of countries (Figure 1.1). In

Southeast Asian countries, the wealthiest 5 percent receive

16 percent of all national income on average, while in the

developed countries they receive 13 percent.1

The counterpart to the great concentration of income

in the hands of the wealthy is found at the other end of the

income scale in Latin America: the poorest 30 percent of

the population receive only 7.5 percent of total income,

less than anywhere else in the world, where it is over 10

percent. (Figure 1.2). This income concentration applies

more to Latin America—which is the focus of this study

due to the availability of information—than to the English-

speaking Caribbean, where disparities are more moderate.

The indicator most commonly used to measure in-

come inequality is the Gini index, which draws together

information about the breakdown of income among all
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Figure 1.1. Income Received by the 
Wealthiest 5 Percent of the Population
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Source: IDB calculations based on Deininger and Squire (1996).
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1 The source for these comparisons is the database in Deininger and Squire
(1996), which has information on income distribution based on reliable house-
hold surveys in 108 countries. Southeast Asia includes only Hong Kong, Ko-
rea, Singapore and Taiwan.

2 Henceforth, the IDB’s own calculations based on the most recent house-
hold surveys are used, except for Colombia, Guatemala, Jamaica and the Do-
minican Republic, for which the most recent findings according Deininger and
Squire (1996a) are used. Appendix 1.2 describes the characteristics of the sur-
veys and the main socioeconomic indicators by income deciles and country.

population groups (Box 1.1). The Gini average for all the

countries in the world for which there is reliable informa-

tion on income distribution is 0.4. A perfectly equal dis-

tribution would produce an index of zero, but in fact the

best instances of distribution such as Spain, Finland and

some other European countries show Gini indices of be-

tween 0.25 and 0.3 (Figure 1.3). At the opposite extreme,

the indices of greatest income inequality are around 0.6,

which are found almost solely in Latin America and the

Caribbean. With the exception of Jamaica, whose inequal-

ity index of 0.38 is closer to European than to Latin Ameri-

can patterns, the other countries in the region for which

there is reliable information for the 1990s show inequal-

ity levels higher than the world average, and 11 of them

have indices higher than 0.5.2
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If incomes were distributed in a fully equitable manner,
each person would receive the same share of income. The
Gini index measures how far real distribution is from such
a hypothetical reference point.

Real income distribution (or that of any other vari-
able) can be represented as a cumulative curve showing
what percentage of total income is received by each per-
centage of the population, lined up with its income level
(which is called a Lorenz Curve). Consider points A and B
in Figure 1. Point A indicates that the poorest 20 percent
of the population receive 4 percent of income and that 90
percent receive 60 percent, which is actually more or less
what happens in Latin American economies. Inasmuch as
the diagonal represents the case of perfect distribution,
the Gini coefficient is simply the area separating the Lorenz
curve from the diagonal, divided by the area under the di-
agonal.

In theory, the Gini coefficient can vary between
zero—perfect distribution—and one—complete concen-
tration in a single person. In practice, Gini coefficients of
per capita income vary between 0.25 and 0.60. Of the100
countries for which comparable information is available,
only five have Gini coefficients outside of this range. In-
equality indices in Latin America are on average 0.52, with
a minimum of 0.43 for Uruguay and a maximum of 0.59 for
Brazil.

There are other measurements of income inequal-
ity, such as the Theil index or the logarithmic income vari-
ance. Each inequality measure assigns a different weight
to observations by income level, which can be interpreted
as a way of aggregating individuals in order to obtain an
overall measurement of social welfare. The empirical evi-
dence shows that all the usual measurements of inequal-
ity produce highly correlated results, and hence for pur-
poses of comparative analysis between countries, either
one is adequate.

Instead of the Gini or one of the other measure-
ments of concentration, some economists prefer to refer
simply to the income gaps between the groups at either
end, such as between the wealthiest 20 percent and the
poorest 20 percent of the population (called the first and
fifth quintiles, respectively), or between the wealthiest and
poorest 10 percent (tenth and first deciles). This measure-
ment is easy to understand, and it relates quite closely to
the Gini coefficient (Figure 1). It is, however, a rather crude
measurement, for it is based simply on comparing two
points in the distribution curve, and that can be decep-
tive. For example, Ecuador and Panama have income gaps
greater than Brazil’s, but their Gini coefficients are better
because the distribution among their middle groups is
better.

Box 1.1. Gini: A Simple Way to Measure Income Inequality
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Venezuela

It could be argued that comparing income inequal-

ity levels of countries that have very different levels of

development is deceptive because economic develop-

ment can go hand in hand with better distribution, what-

ever the causality between the two phenomena may be.

In fact, all countries with high Gini coefficients belong to

the medium- or low-income group (Figure 1.3). Never-

theless, admitting that there is a relationship between

the level of development and income distribution, one

finds that most Latin American countries are located

above the level proper to that relationship, which is the

same as saying that they have excess inequality, even after

making allowance for the relationship between develop-

ment and distribution.3 The extra inequality in the re-

gion is 12 Gini percentage points, on average. The great-

est excesses are found in Brazil, Chile, Guatemala,

Ecuador, Mexico, Panama and Paraguay, while only Ja-

maica has a level of inequality significantly below the

world pattern. Other countries in the English-Speaking

Caribbean— the Bahamas and Trinidad and Tobago—also

have income concentration indices that are modest com-

pared to those of Spanish-speaking countries. Neverthe-

less, given their high income levels, they are also very

unequal. (Figure 1.4a).

CONCENTRATION OF INCOME IS HIGH IN BOTH
URBAN AND RURAL AREAS

Indices of income inequality in urban and rural zones re-

semble one another in almost all countries. Only in Para-

guay is inequality substantially greater in the country-

3 “Excess” or “extra” is defined here in relation to a worldwide pattern in which
only income level is taken into account. As considered in Chapter 4, the stage
of development is a determinant of inequality, particularly in the areas of capital
accumulation, education, urbanization, demographic structure and the degree
of formalization of employment.

side than in the cities (Figure 1.4b). In Brazil, Chile, Mexico

and El Salvador, the differences go in the opposite direc-

tion, and are between three and five points. For all coun-

tries taken together, the urban and rural Ginis are practi-

cally identical, with an average value of 0.497.
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Note that inequality of total income is greater than

the average of the urban and rural inequalities taken sepa-

rately, except in Chile, where the total and the urban Gini

are the same (Figure 1.5). If the average income levels in

the countryside and the city were similar, the inequality

of total income would be located at some point between

the separate concentrations of one region and the other.

But urban incomes are substantially higher than rural

ones, which means that, taken together, income inequal-

ity will be greater than in each region taken separately.

The largest gaps are found in Brazil, where per capita in-

come in urban areas is three times what it is in rural ar-

eas, and the smallest in Costa Rica and Venezuela, where

urban incomes are 75 percent higher than rural ones (Fig-

ure 1.6). Due to these great differences in per capita in-

come, total income inequality is greater than the sepa-

rate concentration in the countryside and in the city. On

average, the total Gini indices are 3.3 points higher than

separate Ginis for rural and urban areas. It is important

to keep this difference in mind, inasmuch as for three of

the countries analyzed in this study—Argentina, Bolivia

and Uruguay—information is not available on rural in-

come distribution (and hence they do not appear in these

comparisons). For example, the Ginis reported for coun-

tries that cover only urban areas (and only Greater Buenos

Aires in the case of Argentina) tend to be underestimated.

In Figure 1.5, we have assumed that the underestimate is

by these 3.3 points. With this correction, Uruguay dis-

plays the same inequality index as Costa Rica, Argentina

comes close to El Salvador, and Bolivia remains at in-

equality levels similar to those of Chile or Panama.

AS BAD AS BEFORE

Regardless of the measurement used, Latin America

stands out among all regions for its high inequality. In-

come distribution has not improved during the 1990s,

and according to the limited information available, it is

as high today as it was two decades ago (Figure 1.7).

The period of rapid growth in the region, which be-

gan in the 1960s and lasted until the outbreak of the debt

crisis in 1982, led to a notable improvement in income

distribution. Between 1970 and 1982 the region’s Gini

coefficient4 fell by 5 points (that is, by 10 percent), and

the income ratio gap between the wealthiest 20 percent

of the population and the poorest 20 percent fell from 23

to 18 during that same period. While low-income groups

apparently improved their income share by around 10

percent, the highest groups stood still or fell, especially

between 1980 and 1982 (Figure 1.8). The wealthiest 10

percent saw their share of income fall by 6 percent dur-

ing this period and middle groups gained significantly.

But these improvements in distribution were short-lived.

During the 1980s, the decile with the highest incomes

increased its share by over 10 percent at the cost of all

other income deciles. The poorest 10 percent in Latin
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4 Approximations based on available information for the population of 13
countries that together make up 83 percent of the Latin American population
(Londoño and Székely, 1997). Note that the Gini inequality index for the entire
region is not the same as the average of Ginis by countries, since it is based on
the incomes of all individuals combined. The Gini for the region is higher due
to differences of average income between countries. Since these estimates are
based on partial evidence of the evolution of distribution in each country, they
should not be considered an exact description of the behavior of this variable
over time.
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America suffered a 15 percent drop in their share of in-

come. Thus the gaps widened again and the improve-

ments in distribution from before the debt crisis were

wiped out.

The economies of the region have undergone great

changes in the 1990s. High inflation rates have been

halted, deep economic reforms have been adopted to fa-

cilitate market operations, and productivity and economic

growth have been restored. All these changes have brought

about shifts of wealth and income. Concentration, how-

ever, has remained practically unchanged: the region’s Gini

has stood at around 0.58. What explains this apparent con-

tradiction is that the changes have affected some groups

differently from others. The poorest 10 percent in the re-

gion saw a 15 percent loss of their share in income be-

tween 1990 and 1995, and the next 10 percent a loss of 4

percent. The richest 10 percent also suffered a relative set-

back, while those who gained were the remaining groups

in the middle. Hence, although the indicators of average

concentration for the region have changed very little dur-

ing the 1990s, distribution has by no means stood still.

Moreover, movement has not been homogeneous

between countries. In Brazil, Chile and Mexico, income

inequality worsened in the 1980s, but that was halted in

the 1990s. In Colombia and Costa Rica, distribution pat-

terns have remained quite stable, and indices of concen-

tration in the 1990s have stood at levels similar to what

they were a decade ago. In Honduras and Jamaica, in-

come distribution worsened in the early 1990s, but in re-

cent years it has been better than in the 1980s. In Ve-

nezuela, there have been periods of sharp decline, but

they have been transitory.5

WHERE INEQUALITY IS FOUND

One of the most striking features of the poor income dis-

tribution in Latin America is the huge gap between the

families in the highest income decile and everyone else.

In relatively egalitarian societies such as Sweden or

Canada, an individual who belongs to the wealthiest

decile of the population earns on average 20 to 30 per-

cent more than someone in the next decile. The succeed-

ing differences in the next deciles are also lower, and

hence there are no sharp gaps between social strata. In

Latin America, the gaps within the middle-income groups

are not so pronounced, but between the wealthiest decile

and the next one there is an abyss: in the Dominican Re-

public or Chile, to cite the two most critical cases, the

income of someone who belongs to the tenth decile is

three times as great as in the previous decile and more

than 30 times greater than that of the poorest decile (Fig-

ure 1.9a). These differences are possibly even greater,

because income from capital, which is more important in

the richest decile of the population, is most certainly

underreported in the income surveys from which these

calculations are taken (Box 1.2).

At the other end of the income scale there are also

major gaps: because the incomes of the poorest 10 per-

cent of the population are really quite low, the next 10

percent receive twice as much income in most countries,

and in Ecuador and Panama close to triple the income of
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5 The countries mentioned are those for which there are at least five original
observations since 1980. The interpolations and calculations used in the fig-
ures are by Londoño and Székely (1997).
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the previous decile (Figure 1.9b). However, the existence

of relatively significant gaps between the poorest groups

is a phenomenon that is also seen in developed coun-

tries with better income distribution that have pockets of

acute poverty, such as the United States or the United

Kingdom.

Hence, the high income inequality is reflected in

large income gaps between adjoining groups at both ex-

tremes of the income scale, but the gaps between the

wealthy are sharper and more characteristic of countries

with poor income distribution, such as those in Latin

America. Indeed, the indices of overall income inequality

in Latin American countries are closely associated with

the size of the income gaps between the two richest

deciles of the population (Figure 1.10). There is no equally
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close connection with the gaps between the poorest

deciles, or any other income gap.

Furthermore, the extra income inequality in Latin

America is due to the gap between the highest incomes.

If the Gini indices are recalculated without including the

wealthiest decile, one finds that the income inequality of

Latin American countries does not differ systematically

from that of the United States (calculated in a similar

manner). The Gini for 90 percent of the population would

be on average only 0.36 instead of 0.52, and in six coun-

tries income inequality would be less than that of the

United States (Figure 1.11). What makes the richest 10

percent of Latin America so different from the rest of the

population? The answer offers the keys to factors explain-

ing the extra inequality in the region.
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Who Are the Rich?

Among the many aspects that set the heads of house-

holds of the richest 10 percent of the population apart,

four features in particular stand out: their level of educa-

tion, the features of their work, where they live, and the

number of children they have. These characteristics are

valuable keys for determining the factors that cause and

perpetuate poor income distribution.

Education is the main productive resource on which

most people rely. This is even valid for the wealthiest 10

percent of the population. On average, in the 14 coun-

tries considered, the heads of household of the highest

income decile have 11.3 years of education. Although this

level amounts to slightly less than finishing secondary

school (12 years in most countries), it is 2.7 years higher

than the education level of the heads of household of

the next decile and almost seven years higher than the

heads of household of the poorest 30 percent of the popu-

lation. The most pronounced education gaps between the

two wealthiest deciles are found in Brazil, Mexico and

Box 1.2. Household Surveys: A Basic Source of Information on Inequality

Information on income distribution comes mainly from the sur-
veys made regularly by governments of representative samples
of households on a national level. Besides information on the
income of each household, such surveys provide information
on education, age, occupation and other characteristics of each
household member. They are therefore a rich source for study-
ing the relationship between income distribution, work activity,
participation in the education system, and the size and make-
up of households. Hence, they are currently the most effective
instrument for designing and evaluating all kinds of social pro-
grams. Even though this tool is now used around the world, sur-
veys are still not carried out in some Latin American countries
(Guatemala, Guyana and Haiti), while others perform surveys
that leave out rural or nonmetropolitan areas (Argentina, Bo-
livia and Uruguay).

For the sake of studying income distribution, the most
common shortcoming in some Latin American surveys is the
lack of information on nonlabor sources of income (such as rent-
ing out of housing, noncash incomes, etc.) and on complemen-
tary variables that help establish the socioeconomic level of fami-
lies (access to services, for example).

Because nonlabor incomes are often reported at less than
their true value, especially among upper-income families, sur-
veys tend to underestimate the level of real inequality in coun-
tries. If adjustments are made to correct this shortcoming, the
results are subject to the arbitrary character of the method used.
For Mexico in 1994, for example, Gini coefficients ranged from
0.477 to 0.60, depending on the adjustment method used.

The household surveys used in this study are of high qual-
ity and in keeping with international standards (Deininger and
Squire, 1996a). Nevertheless, they do not all apply the same
methodology for data gathering and sampling, and in a few cases
with regard to the observation unit.1 Since it is never possible
to attain perfect comparability between surveys of different coun-
tries, differences in methodology do not necessarily invalidate
the making of comparisons (Atkinson, 1995). In this study we
have used reasonably comparable surveys, avoided any kind of
subjective adjustment to the primary information, and applied
identical methods of processing and statistical analysis to all
surveys used. (See the Appendix to this chapter for the main
features of the surveys used.)

In order to deal with the shortcomings in coverage and
quality of the surveys and make them more relevant for policy
design, the Inter-American Development Bank has implemented
the Improvement of Surveys and Measurement of Living Stan-
dards (Mecovi) Program, in coordination with governments and
other international agencies. The program provides financing
and technical assistance for carrying out household surveys.2

1 See Berry, et al (1983), Atkinson and Micklewright (1992), and Gottschalk
and Smeeding (1997).

2 The program has provided funding to carry out surveys in Argentina, El
Salvador, Paraguay and Peru and will expand its operations to Bolivia and
Nicaragua in the near future.

Honduras, where they are over three years, and only in

Peru are they less than two years (Figure 1.12). Between

the richest decile and the 30 percent at the bottom of the

income scale, the average schooling gaps are over nine

years in Mexico and between eight and nine years in Bra-

zil, Panama and El Salvador, all countries with high in-

come inequality. The lowest education gaps between rich

and poor are found in Uruguay, Venezuela and Peru, coun-

tries whose income inequality is moderate when com-

pared with patterns in the region. Thus, education is a

factor differentiating the rich, not so much because their

education level is so high, but rather because most oth-

ers have not spent much time in school.

A second distinctive feature of the wealthy is the

kind of work they do. A quarter of the heads of household

of the highest income decile work directly as profession-

als, technical personnel or senior executives of compa-

nies. The portions range from 18 percent in Honduras and

Paraguay to over 35 percent In Bolivia and Panama (Fig-

ure 1.13). In the next income decile, these proportions

drop off noticeably in most countries, and between the
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three lowest deciles only the tiniest number of heads of

household reach leadership positions or have technical

responsibilities. Most successful is Bolivia, where 6 per-

cent of the poorest heads of households occupy such a

position. Moreover, in most countries, between 10 per-

cent and 20 percent of the population of the highest in-

come decile are employers (Figure 1.14). Of the 14 coun-

tries for which such information is available, only in

Panama is this proportion under 10 percent, while in Ec-

uador it represents around 25 percent of the wealthiest

decile. In the next decile far fewer have the chance to

employ other workers. Differences with the wealthiest

decile are especially marked in the countries where in-

equality is greatest, such as Brazil, Paraguay, Ecuador and

Chile. The proportion of individuals who can employ oth-

ers is considerably less in lower income groups, even

though it is still somewhat significant in the lesser devel-

oped countries, such as El Salvador, Honduras, Bolivia

and Ecuador.

A third feature differentiating the rich is where they

live. In Latin America, poor households are found prima-

rily in the countryside, while most of the wealthy live in

cities. Among the countries in Figure 1.15, only in Brazil,

Chile and Venezuela are over half of the households of

the three lowest deciles in urban areas. By contrast, nine

out of ten of the households of the two highest income

declines are urban, except in Honduras, where the pro-

portion falls below eight.

Number of children is another characteristic that

varies between rich and poor households. In all the coun-

tries studied, the number of children in the highest in-

come decile is lower than in any other decile. In Hondu-

ras, where the families of the wealthy are the largest relative

to the wealthy in other countries, they do not even have

on average two children under 18. In Argentina and Uru-

guay, only one out of two families of the highest decile has

a minor child. The contrast with the poorest households is

striking: the average number of children in the three low-

est deciles is over two in all countries, reaches 3.5 in Mexico,

Peru and Venezuela, and is four children per household in

Paraguay (Figure 1.16). Hence, per capita income in each

home is higher in the top decile not only because heads of

household earn more, but because the number of persons

among whom it must be distributed is smaller.

Decile 10 Decile 9 Deciles 1-3

Figure 1.13. Percentage of Professionals
and Executives in Rich and Poor Families

*Countries with urban data only.
Source: IDB calculations based on recent household surveys.
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The features that set the rich apart also say a great

deal about the degree of income inequality in countries.

The greater the gap between the tenth decile and the one

following, the greater tends to be income inequality in

general. Consider the relationship between the size of

educational gaps and income inequality: heads of house-

hold in the richest decile in Brazil, the country with the

greatest inequality, have 3.5 years more education than

those of the next decile. In Uruguay, Peru and Venezuela,

where concentration is less, these gaps are around two

years (Figure 1.17). Now note the gap in the proportion

of employers between the two wealthiest deciles on the

one hand and the income inequality indices on the other.

In Brazil, Chile, Ecuador, Honduras and Paraguay, where

that gap is most pronounced, the greatest levels of in-

come inequality are also found. The opposite is the case

in countries with less inequality, such as Uruguay or Costa

Rica. (Mexico and Panama, however, are cases apart in

this relationship, as shown in Figure 1.18.) Likewise, the

differences in the size of rich and poor households are

greater in countries of high income inequality, such as

Brazil, Ecuador or Paraguay, than in more equal coun-

tries like Costa Rica, Peru or Uruguay. (Panama once more

appears as an isolated case, as shown in Figure 1.19.)

Hence, inequalities in income distribution in Latin

American countries are related to the features that dis-

tinguish the two highest income groups from the rest. It

is the gaps at the top of distribution, more than differ-

ences between groups in the middle or the poor, that make

Latin America the most unequal region in the world.

Inequality in Per Capita Income and Labor Income

This study uses the household as the basic observation

unit for analyzing income distribution, since it is the low-

est observable unit of income distribution. Although

household incomes derive from various sources, both

work and nonwork, and although families differ in size

and in the number of income earners, there is a close

relationship between the inequality of the labor income

of workers and household income inequality. For the av-

erage of 14 countries considered here, the Gini index of

labor income inequality of workers is 0.51, similar to the
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index of 0.52 that is the inequality of per capita house-

hold income. This similarity can also be seen in each

country by itself, which indicates that it is not simply the

result of aggregating individual cases that could be very

dissimilar among themselves (Figure 1.20). The greatest

differences between one coefficient and another are found

in Bolivia and Panama, but even in these cases they only

reach five points. Similar differences between household

per capita income distribution and labor income per

worker are also found in developed countries.

The connection between labor income inequality

and how per capita income is distributed should not lead

to the conclusion that the impact of income from capital

(or from other sources) is secondary in income distribu-

tion. What it suggests is rather that such factors are not

independent of one another. As will be seen in Chapters

2 and 4, the differences in income between some workers

and others, or more precisely between workers who have

greater or lesser education, can be explained by the rela-

tive demands for different types of work, which depend

on the relative abundance of other factors and how they

interact among themselves and with the labor factor.

WHY SHOULD WE CARE?

Social Justice

Income distribution should be a cause for concern for

reasons of ethics and social justice. If income distribu-

tion reflected solely personal preferences about work,

effort and savings, there would be no reason for it to con-

stitute an ethical problem from the standpoint of distribu-
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Source: IDB calculations based on recent household surveys.
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*Countries with urban data only.
Source: IDB calculations based on recent household surveys.

tive justice. Inequality and poverty become an ethical

matter calling for outside intervention when it is acknowl-

edged that the conditions generating them are not the

choice of individuals but rather a result of circumstances

beyond their control or a legacy of past problems.

Once it is acknowledged that effort and attitudes

toward education, work, risk and savings are not inde-

pendent of each individual’s starting conditions, the way

is opened for other concerns. The point is not simply to

assure “equality of opportunity.” If equality of opportu-

nity is understood as equality of access (free basic edu-

cation), it will not be enough to assure equality of capa-

bility of use (attendance at school), let alone equality of

results (academic achievement). According to the social

Figure 1.20. Concentration of Total and 
Labor Income
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justice objectives pursued by society in each area, policy

actions ought to be aimed at changing the distribution

of capabilities of use (school subsidies, for example) or

the distribution of results (leveling programs and other

kinds of support).

Equality and Economic Development

After having been neglected for years in the academic

debate among economists, the topic of income distribu-

tion has been regaining interest in recent years. The cur-

rent debate centers precisely on determining whether,

when governments try to improve distribution, they pro-

duce adverse consequences for the welfare of the popu-

lation. Until recently, most theories on the subject pre-

sumed there was a conflict between equity and growth

(Box 1.3). The usual arguments were either that greater

concentration would allow for the generation of more

savings, thereby facilitating investment and growth, or

that concentration was the other side of the coin of effort

and productivity. But empirical international evidence

Since Adam Smith, most economists have considered growth
and equality to be largely incompatible. Only recently has a new
school of theoreticians come to argue what seems plain to the
eye: that high levels of economic development are found in rela-
tively egalitarian societies where accumulating physical, human
and social capital is attractive.

For classical economists, the capital accumulation
needed for growth could only be obtained from the savings of
capitalists, because workers would always consume their entire
earnings. Equity and growth were incompatible. A similar con-
flict emerged within the pure neoclassical vision, but it was
rooted in microeconomics: any redistribution would ultimately
be at the expense of a productive factor, thereby lowering eco-
nomic efficiency. Even a decade ago, these two visions had a
great deal of influence on the position of economists on the
issue of redistribution. Both implied that a shortage of produc-
tive resources would become sharper if a portion were set aside
for redistribution purposes, thereby constituting an expenditure,
not an investment. Because redistribution policies would have
nothing to offer for economic growth or development according
to these traditional approaches, income distribution was for a
long time absent from the central agenda of economic theory
and policy (Atkinson, 1997).

Over the past decade, the relationship between growth
and equity has come back to the center of the academic debate,
thanks to theories of endogenous growth and political economy.
The central argument is that poor income distribution can
weaken the pace of the accumulation of physical and human
capital or affect productivity growth, which are the sources of
economic growth.1

Education can be the channel through which poor income
distribution lowers the possibilities of growth: families with lim-
ited resources are not in a position to put aside money for edu-
cation, even though such an effort could be socially and eco-
nomically profitable. Moreover, families with little education and
few possibilities for future education for their children will pre-
fer to have more children than those in the opposite situation,
thereby reinforcing the vicious circle of inequality and poverty
(see Banerjee and Newman, 1991; Galor and Zeira, 1993; Aghion
and Bolton, 1997; Piketty, 1997; and Dahan and Tsiddon, 1998).

Box 1.3. Equality and Growth: Partners or Adversaries?

Restricted access to capital markets is another channel
that perpetuates poor income distribution. Because access to
credit requires being able to provide guarantees, those who ini-
tially have a higher level of wealth have more opportunity to
invest in physical and human capital. Hence, in societies where
wealth is very concentrated, many investments that could be
profitable at the individual and social level cannot be made,
thereby impeding growth (Aghion and Bolton, 1992; Galor and
Zeira, 1993; and De Gregorio and Kim, 1994).

The connection between inequality and growth can also
take place through various political and economic channels. The
first is political participation, through which voters express their
preferences for policies of economic redistribution. In a society
where wealth and income are highly concentrated, most people
will support redistribution policies financed with taxes on capi-
tal or similar measures that will discourage investment and pro-
ductivity. The “median voter” is less inclined toward such poli-
cies to the extent that wealth is better distributed (Alesina and
Rodrik, 1992 and 1994; Persson and Tabellini, 1992 and 1994;
Alessina and Perotti, 1993; and Perotti, 1994). A second connec-
tion is that poor income distribution causes distributional and
social tensions that lead to political instability and uncertain-
ties that hinder investment. A third possibility is that the power
groups that arise in unequal societies can erode genuinely dis-
tributive policies by seizing government institutions and other
income-producing activities, perpetuating inequality and low
growth (Benhabib and Rustichini, 1996; and Birdsall and
Londoño, 1998).

Education, restricted access to capital markets, and po-
litical and economic mechanisms conditioning government poli-
cies are thus different channels by which income distribution
affects growth.

1 Alesina and Perotti (1994), Alesina and Rodrik (1994) and Solimano
(1998) contain excellent reviews of this literature.
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does not offer much support to such theories. Compara-

tive studies actually point in the opposite direction: coun-

tries with lower levels of income inequality tend to grow

faster, even after isolating the influence that many other

factors may have on growth (Box 1.4). According to this

approach, we should care about inequality not only be-

cause it is an objective justifiable in itself for reasons of

social justice, but because good income distribution is

favorable to growth and common welfare.6

Poverty and Inequality

One serious implication of income inequality in Latin

America is the extent of poverty in the region. The income

level of more than 150 million Latin Americans—that is,

around 33 percent of the population—is under $2 a day

(corrected for differences of purchasing power of the cur-

rencies of the various countries). This is regarded as the

minimum needed to cover basic consumption needs. If

Latin America had the income distribution suited to its

level of development by international standards, the in-

cidence of poverty would be half of what it actually is.

Other countries with similar levels of development have

substantially reduced poverty. Per capita income levels

of Eastern European countries are not appreciably differ-

ent from those of Latin America, but poverty affects only

7 percent of their population. Although that may seem to

be an extreme comparison, possibly affected by the so-

cialist past of those countries, making comparisons with

other regions of the world leads to a similar conclusion.

For example, if income in Latin America were distributed

as it is in the countries of Southeast Asia, poverty would

be a fifth of what it actually is. Even taking the distri-

bution pattern of Africa, one finds that for Latin

America’s higher levels of development, it ought to

have half as many poor people as it actually has (Fig-

ure 1.21).

If current income distribution of Latin American

countries were to remain unchanged, the pace of pov-

erty reduction would be slow, even with relatively high

growth rates. With a 3 percent a year rise in per capita

income, between 15 and 25 years would be required,

depending on the country, to lower poverty rates to

half of their current levels.7

Inequality and Democracy

Besides normative considerations of social justice,

economic growth and poverty that explain why equal-

ity requires attention, international empirical evi-

dence suggests that the issue of distribution is also

important because inequality and democracy are

clearly connected. Inequality can affect how demo-

cratic institutions function and can impede political

decisionmaking processes.
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Figure 1.22. Income Concentration
and Acceptance of Democracy

*Countries with urban data only.
Source: Latinobarómetro and IDB calculations based on recent 
household surveys.

6 The reasons why more equal societies tend to grow more have only recently
begun to be studied and understood thanks to developments in the theories
of endogenous growth and of the political economy of growth (Box 1.3). The
central idea is that poor income distribution may constrain the pace of the
accumulation of physical or human capital or may lead to the adoption of
policies and institutions that are harmful for productivity.

7 See Londoño and Székely (1997), Lustig and Deutsch (1998) and Morley
(1998) for alternative estimates of poverty levels by countries and the impact
of growth on poverty.
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The relationship between income distribution and economic
growth has been a recurring topic of discussion among econo-
mists. In theory, arguments can be found to justify both a direct
and an inverse relationship between the two variables. What does
the empirical evidence say?

The prevailing conclusion in recent empirical studies is
that poor income distribution harms economic growth and that
therefore, instead of the conflict between equality and develop-
ment that used to be regarded as a serious constraint on distri-
bution policies, the relationship is mutually reinforcing.

Studies by Clarke (1992), Alessina and Perotti (1993 and
1994), Persson and Tabellini (1994), Birdsall, Ross and Sabot
(1995), Deininger and Squire (1996b) and Perotti (1996) conclude
that poor income distribution reduces prospects for economic
growth. This conclusion remains valid even after taking into ac-
count the influence on development of other factors, such as
initial per capita income, education levels or other economic,
political or demographic variables. Such empirical studies are
no doubt open to question not only because of shortcomings in
the quality of information, but also because of the possibility
that the relationship between growth and equality over time by
countries is different from what can be seen in these cross-sec-

Box 1.4. Inequality Hinders Growth: Summary of the Empirical Evidence

tional comparisons between countries (Forbes, 1997). Neverthe-
less, the empirical studies that have focused on the channels
connecting distribution with growth also support the conclu-
sion that these variables tend to be mutually reinforcing rather
than in conflict.

Econometric models that simply include income distri-
bution as an extra variable explaining growth do not shed light
on the channels that can determine this relationship. But sev-
eral studies have tried to fill this vacuum. Perotti (1996) shows
that joint decisions made by families regarding education and
number of children may perpetuate a society’s high inequality
and low growth. Another possible channel is political instabil-
ity: poor income distribution often goes hand in hand with po-
litical unrest that affects investment and growth (Alesina and
Perotti, 1993 and 1994; Perotti, 1996). On a worldwide scale there
is little evidence for the thesis of the “median voter,” namely
that poor distribution leads to higher tax levels that hinder
growth.

Hence, even though the empirical evidence is not that of
complete consensus, it does tend to favor those hypotheses
according to which good income distribution tends to stimulate
economic growth.

8 These surveys have been carried out annually in 17 countries since 1996 by
Latinobarómetro, a private, nonpartisan and independent agency. Presented
here are results for those countries that have comparable income distribution
statistics.

Recent public opinion surveys in Latin America in-

dicate that income inequality can in fact change the way

democratic institutions operate.8 Income inequality can

weaken acceptance of democratic institutions and prin-

ciples. Where income inequality is less pronounced, as

in Uruguay or Costa Rica, a high proportion of the popu-

lation believes that “democracy is preferable to any other

kind of government” (Figure 1.22). In the more unequal

countries there is a greater tendency to accept authori-

tarian governments, and more people think that “it makes

no difference whether a regime is democratic or non-

democratic.” There also tends to be less trust in these

countries in the institutions proper to a democracy, such

as government, civil service, political parties, the legisla-

ture, large companies and business associations.

The lack of confidence in democracy and its insti-

tutions associated with poor income distribution in Latin

America could have implications for national political sys-

tems. In fragmented societies where institutional confi-

dence is low, the process of aggregating individual pref-

erences is more complex and inexact, and conflicts over

distributing public resources are more intense. Moreover,

the social and economic integration of different groups

is difficult and the state apparatus is more susceptible to

the influence of interest groups, corruption and ineffi-

ciencies, all of which feed inequality.
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Appendix 1.2. Main Socioeconomic Indicators by Income Deciles
(Data from recent household surveys)

Appendix Table 1.2.I. Income Distribution (In percent)

A. Per capita total household income

Deciles Gini
1 2 3 4 5 6 7 8 9 10 coefficient

Argentina1 1.5 2.8 3.8 4.8 5.9 7.3 9.0 11.8 17.0 35.9 0.48
Bolivia2 1.5 2.6 3.4 4.2 5.2 6.3 7.9 10.5 15.6 42.1 0.53
Brazil 0.8 1.7 2.5 3.4 4.5 5.7 7.6 10.5 16.4 47.0 0.59
Chile 1.3 2.2 3.0 3.8 4.7 5.9 7.5 10.1 15.3 45.8 0.56
Costa Rica 1.4 2.9 4.0 5.2 6.3 7.7 9.6 12.2 16.4 34.2 0.46
Ecuador 0.6 1.7 2.8 3.9 5.2 6.5 8.3 10.9 15.6 44.0 0.57
El Salvador 1.0 2.4 3.4 4.5 5.7 7.1 8.9 11.4 16.2 39.4 0.51
Honduras3 na na na na na na na na na na na
Mexico 1.1 2.2 3.0 3.9 5.0 6.2 7.9 10.5 15.6 44.4 0.55
Panama 0.6 1.7 2.7 3.8 5.0 6.5 8.5 11.6 16.9 42.7 0.56
Paraguay 0.7 1.6 2.4 3.5 4.6 6.1 8.0 10.7 15.8 46.5 0.59
Peru 1.5 2.9 3.9 5.1 6.4 7.7 9.4 11.8 15.9 35.4 0.46
Uruguay2 1.8 3.2 4.3 5.4 6.6 8.0 9.7 12.2 16.4 32.3 0.43
Venezuela 1.6 2.9 3.9 4.9 6.1 7.5 9.3 11.8 16.2 35.8 0.47

B. Per capital household labor income

Argentina1,4 1.5 2.9 3.9 4.8 5.9 7.3 9.1 11.9 16.9 35.9 0.47
Bolivia2 1.4 2.6 3.4 4.3 5.3 6.4 8.0 10.6 15.6 42.4 0.52
Brazil 0.8 1.6 2.3 3.2 4.4 5.8 7.7 10.6 16.5 47.2 0.60
Chile 1.2 2.1 2.9 3.7 4.6 5.8 7.4 9.9 15.1 47.1 0.58
Costa Rica 1.4 2.9 4.1 5.2 6.4 7.8 9.6 12.2 16.5 33.9 0.45
Ecuador 0.6 1.7 2.8 3.9 5.1 6.5 8.3 10.9 15.6 44.8 0.57
El Salvador 1.1 2.3 3.3 4.4 5.6 7.1 8.9 11.6 16.4 39.2 0.51
Honduras3 1.2 2.3 3.2 4.1 5.3 6.7 8.6 11.4 16.3 40.9 0.53
Mexico 0.8 1.9 2.8 3.8 4.9 6.3 7.9 10.6 15.6 45.2 0.57
Panama 0.9 2.0 3.0 3.9 5.1 6.5 8.3 11.3 16.6 42.2 0.55
Paraguay 0.6 1.4 2.3 3.4 4.7 6.2 8.2 11.0 16.1 46.0 0.59
Peru 1.2 2.8 3.9 5.1 6.5 8.0 9.8 12.2 16.2 34.3 0.46
Uruguay2 1.3 2.7 3.8 5.0 6.2 7.8 9.6 12.3 16.9 34.4 0.47
Venezuela 1.5 2.9 3.9 5.0 6.2 7.5 9.4 11.9 16.2 35.5 0.47

C. Per capita household nonlabor income

Argentina1,4 na na na na na na na na na na na
Bolivia2 0.3 0.9 1.4 2.1 3.1 4.7 6.8 9.6 15.8 48.4 0.68
Brazil 0.5 1.4 1.9 2.6 3.4 4.7 6.3 9.3 14.9 55.0 0.66
Chile 0.2 0.4 0.7 1.5 2.7 4.1 6.3 9.6 17.3 57.1 0.72
Costa Rica 0.5 1.2 2.0 2.8 3.9 5.4 7.2 10.2 16.5 49.6 0.63
Ecuador 0.6 1.5 2.8 4.0 5.5 6.7 9.2 12.7 17.4 39.7 0.54
El Salvador 0.6 1.4 2.2 3.0 4.0 5.5 7.4 10.3 15.4 49.8 0.51
Honduras3 na na na na na na na na na na na
Mexico 0.5 1.2 1.8 2.8 3.8 5.0 6.8 9.8 16.4 51.7 0.64
Panama 0.5 1.1 1.5 2.1 2.9 4.0 5.7 8.7 15.4 57.9 0.69
Paraguay 0.3 0.8 1.3 2.1 3.0 4.3 6.2 9.4 14.8 56.9 0.70
Peru 0.3 0.8 1.3 2.0 2.9 4.2 6.5 9.9 16.8 55.3 0.69
Uruguay2 0.5 1.5 2.4 3.5 4.8 6.5 9.0 12.3 17.9 41.4 0.57
Venezuela 0.3 0.6 1.1 2.1 3.4 5.0 7.1 10.2 16.7 53.6 0.68

1 The surveys for Argentina include only Greater Buenos Aires.
2 The surveys for Bolivia and Uruguay include only urban areas.
3 The surveys for Honduras include only labor incomes.

4 Refers to main labor income only.
5 No distinction is made between labor and non labor income.
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Appendix Table 1.2.II. Demographics

A. Average size of household by income level

Deciles
1 2 3 4 5 6 7 8 9 10 Total

Argentina1 6.27 5.25 5.44 4.42 4.80 3.96 3.79 3.61 3.37 3.06 4.40
Bolivia2 6.50 6.08 5.96 5.92 5.76 5.81 5.35 4.97 4.78 4.36 5.55
Brazil 6.49 5.93 5.49 5.10 4.66 4.79 4.37 4.25 4.01 3.59 4.87
Chile 5.63 5.25 5.24 4.92 4.88 4.76 4.46 4.27 4.08 3.87 4.74
Costa Rica 6.09 5.71 5.67 5.43 5.10 5.12 4.75 4.49 4.17 3.90 5.04
Ecuador 6.73 6.43 6.41 6.06 6.27 5.87 5.72 5.25 4.96 4.39 5.81
El Salvador 6.94 6.69 6.75 6.33 6.01 5.92 5.48 4.98 4.89 4.17 5.82
Honduras 7.22 7.53 7.09 6.87 6.77 6.39 6.48 5.93 5.65 4.86 6.49
Mexico 7.26 6.61 6.81 6.20 6.28 5.53 5.19 5.12 4.70 3.99 5.77
Nicaragua 8.37 7.59 7.69 7.49 7.33 7.06 6.53 6.80 5.98 5.17 7.00
Panama 6.32 6.17 6.06 5.56 5.26 5.29 4.92 4.62 4.22 3.57 5.20
Paraguay 7.26 7.32 6.53 6.14 6.42 5.81 5.73 5.27 4.87 4.37 5.97
Peru 7.71 7.38 6.61 6.39 6.36 6.03 5.82 5.76 5.34 4.68 6.21
Uruguay2 5.85 5.00 4.72 4.19 4.04 3.88 3.73 3.63 3.34 3.14 4.15
Venezuela 7.16 6.79 6.86 6.40 5.99 6.23 5.56 5.42 4.97 4.29 5.97

B. Number of children under 15 in household by income level

Argentina1 3.00 2.04 1.86 1.45 1.41 0.82 0.74 0.65 0.57 0.41 1.30
Bolivia2 3.40 2.99 2.77 2.46 2.40 2.26 1.93 1.73 1.47 1.31 2.27
Brazil 3.58 2.81 2.26 1.88 1.53 1.53 1.25 1.11 0.98 0.80 1.78
Chile 2.51 2.08 1.90 1.56 1.37 1.25 1.10 1.01 0.92 0.90 1.46
Costa Rica 3.30 2.76 2.65 2.30 1.98 1.76 1.55 1.27 1.14 1.03 1.97
Ecuador 3.42 3.06 3.08 2.69 2.58 2.25 2.07 1.76 1.49 1.37 2.38
El Salvador 3.70 3.50 3.22 2.90 2.49 2.34 1.92 1.53 1.43 1.06 2.41
Honduras 4.16 4.07 3.77 3.47 3.31 2.86 2.78 2.30 2.03 1.66 3.05
Mexico 3.99 3.20 3.32 2.60 2.39 2.04 1.72 1.54 1.30 1.06 2.32
Nicaragua 4.91 4.14 4.01 3.59 3.46 3.31 2.86 2.78 2.32 1.82 3.32
Panama 3.24 2.88 2.69 2.26 1.89 1.70 1.43 1.21 0.98 0.82 1.91
Paraguay 4.30 4.10 3.52 3.10 3.20 2.66 2.43 1.90 1.61 1.31 2.81
Peru 3.73 3.60 2.99 2.63 2.39 2.16 1.93 1.70 1.42 1.06 2.36
Uruguay2 2.78 1.89 1.59 1.14 0.92 0.84 0.76 0.70 0.56 0.49 1.17

C. Number of adults 65 or older in household by income level

Argentina1 0.41 0.40 0.49 0.48 0.42 0.44 0.41 0.38 0.35 0.33 0.41
Bolivia2 0.10 0.13 0.13 0.14 0.14 0.15 0.17 0.16 0.18 0.15 0.15
Brazil 0.06 0.12 0.21 0.22 0.26 0.23 0.22 0.21 0.20 0.21 0.19
Chile 0.15 0.16 0.26 0.28 0.28 0.32 0.34 0.27 0.27 0.26 0.26
Costa Rica 0.27 0.20 0.24 0.21 0.19 0.20 0.15 0.19 0.17 0.17 0.20
Ecuador 0.28 0.24 0.16 0.19 0.21 0.19 0.21 0.14 0.20 0.17 0.20
El Salvador 0.32 0.25 0.24 0.31 0.28 0.25 0.27 0.22 0.24 0.24 0.26
Honduras 0.22 0.23 0.22 0.23 0.17 0.17 0.20 0.18 0.22 0.14 0.20
Mexico 0.21 0.28 0.19 0.21 0.17 0.17 0.24 0.15 0.20 0.17 0.20
Nicaragua 0.16 0.20 0.23 0.22 0.23 0.17 0.24 0.20 0.17 0.13 0.19
Panama 0.24 0.26 0.21 0.19 0.25 0.26 0.21 0.25 0.28 0.21 0.23
Paraguay 0.17 0.14 0.20 0.22 0.23 0.19 0.21 0.27 0.20 0.23 0.21
Peru 0.79 0.77 0.58 0.58 0.66 0.53 0.52 0.49 0.45 0.51 0.59
Uruguay2 0.18 0.30 0.36 0.48 0.52 0.51 0.46 0.46 0.44 0.44 0.41
Venezuela 0.22 0.18 0.21 0.20 0.23 0.22 0.22 0.25 0.22 0.20 0.21

1 The surveys for Argentina include only Greater Buenos Aires.
2 The surveys for Bolivia and Uruguay include only urban areas.
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Appendix Table 1.2.III. Education

A. Average years of education for 25 year olds by income level

Deciles
1 2 3 4 5 6 7 8 9 10 Total

Argentina1 7.04 7.48 7.74 7.71 8.52 8.82 8.99 9.91 11.13 13.57 9.44
Bolivia2 5.96 6.45 7.23 7.67 7.58 8.32 9.15 9.29 10.38 13.12 8.80
Brazil 1.98 2.49 2.97 3.41 3.66 4.40 4.99 5.98 7.43 10.53 5.22
Chile 6.24 6.88 7.09 7.40 7.69 8.16 8.47 9.80 10.88 12.83 8.79
Costa Rica 4.08 4.88 5.39 5.54 5.91 6.31 6.75 7.65 8.62 11.53 6.94
Ecuador 3.39 4.39 5.07 5.61 5.64 6.85 7.74 8.23 9.19 11.83 7.12
El Salvador 1.63 2.14 2.40 2.75 3.27 3.99 4.73 5.90 7.11 10.27 4.88
Honduras 2.07 2.33 2.47 3.06 3.59 3.90 4.70 5.76 6.86 9.58 4.74
Mexico 2.14 2.95 3.78 4.15 4.78 5.66 6.06 7.24 8.89 12.13 6.23
Nicaragua 2.17 2.05 2.65 3.33 4.11 4.55 4.94 5.46 6.46 8.49 4.74
Panama 4.31 5.36 6.30 7.07 7.53 8.16 8.78 9.90 10.88 13.57 8.68
Paraguay 3.37 3.67 3.88 4.59 4.81 5.46 5.96 6.62 7.88 10.72 6.06
Peru 3.87 4.17 4.95 5.69 6.60 7.05 7.66 8.28 9.04 10.80 7.20
Uruguay2 6.03 6.31 6.54 6.49 6.79 7.34 8.00 8.68 9.74 11.87 8.02
Venezuela 4.66 4.94 5.27 5.72 6.23 6.68 7.20 7.78 8.58 10.81 7.15

B. Primary Completion Rates for 20-25 year olds by income level
(In percent)

Argentina1 83 94 92 99 96 98 100 99 99 100 97
Bolivia2 84 89 90 87 94 94 93 94 95 94 92
Brazil 19 24 33 43 48 57 67 76 85 95 57
Chile 67 75 77 84 85 89 91 94 95 96 86
Costa Rica 64 69 78 77 81 84 92 95 95 99 86
Ecuador 76 85 81 85 83 89 92 93 94 98 88
El Salvador 17 17 22 25 34 37 52 63 75 85 47
Honduras 39 48 41 46 53 58 71 76 87 87 64
Mexico 52 66 65 70 84 87 91 93 95 92 83
Nicaragua 31 31 44 53 57 62 53 75 82 90 60
Panama 75 82 89 89 93 95 96 97 98 99 92
Paraguay 49 62 51 60 64 72 75 85 90 93 74
Peru 53 52 56 71 75 78 85 90 91 95 78
Uruguay2 88 94 92 95 97 98 99 98 99 99 96
Venezuela 76 79 79 79 89 91 91 94 96 97 88

C. Secondary completion rates for 20-25 year olds by income level
(In percent)

Argentina1 13 17 27 31 42 51 54 65 68 92 50
Bolivia2 51 48 55 52 59 60 60 64 65 83 61
Brazil 2 3 6 9 12 16 22 32 46 73 23
Chile 23 31 35 44 50 56 65 74 80 83 56
Costa Rica 10 10 11 14 13 18 29 42 44 70 30
Ecuador 14 15 18 29 26 33 40 46 49 73 36
El Salvador 8 6 10 9 14 15 27 35 47 69 27
Honduras 2 3 4 4 9 11 15 23 35 50 18
Mexico 4 9 12 16 18 26 32 39 53 70 32
Nicaragua 3 2 8 8 16 14 15 22 25 43 17
Panama 11 16 30 33 41 47 57 66 72 84 49
Paraguay 0 2 3 5 4 11 20 34 41 62 23
Peru 33 32 36 48 51 60 65 75 82 87 61
Uruguay2 16 21 24 35 35 43 46 51 63 72 42
Venezuela 15 17 26 24 31 32 44 48 53 74 40

1 The surveys for Argentina include only Greater Buenos Aires.
2 The surveys for Bolivia and Uruguay include only urban areas.
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Appendix Table 1.2.IV. Labor

A. Female labor force participation rates (ages 25-45) by income level
(In percent)

Deciles
1 2 3 4 5 6 7 8 9 10 Total

Argentina1 41 47 45 48 46 62 64 69 74 88 60
Bolivia2 56 53 55 62 65 65 69 65 75 78 65
Brazil 48 50 53 54 58 61 63 67 70 78 61
Chile 20 25 28 37 43 49 53 63 70 76 47
Costa Rica 28 23 32 33 29 44 54 58 64 71 45
Ecuador 62 54 48 53 56 63 65 68 76 81 64
El Salvador 22 35 37 50 53 60 65 69 74 82 57
Honduras 27 39 31 39 42 48 54 58 69 77 50
Mexico 36 28 27 38 34 42 40 53 57 64 44
Nicaragua 27 36 46 52 57 51 55 66 65 72 55
Panama 28 30 32 32 39 47 59 68 77 84 52
Paraguay 69 75 70 63 66 67 68 75 79 83 72
Peru 65 68 65 64 63 68 68 69 73 74 68
Uruguay2 49 57 65 64 70 77 79 82 87 90 72
Venezuela 32 31 34 36 48 48 59 65 73 77 52

B. Percentage of men (ages 25-45), in informal sector by income level

Argentina1 68 50 42 40 47 45 39 43 41 34 44
Bolivia2 70 57 53 54 50 46 51 49 39 35 49
Brazil 39 33 29 26 22 21 20 20 19 20 22
Chile 37 32 29 30 29 28 28 29 28 30 30
Costa Rica 75 59 50 43 44 43 33 34 34 24 41
Ecuador 88 72 66 65 50 58 44 50 51 41 55
El Salvador 87 66 61 47 49 44 46 36 33 30 46
Honduras 90 89 81 74 60 57 55 51 41 34 59
Mexico 97 83 73 73 63 56 62 52 47 42 62
Nicaragua 93 82 84 82 76 81 76 70 71 64 76
Panama 84 67 51 42 42 32 30 28 27 19 38
Paraguay 82 83 83 71 68 56 59 45 47 46 57
Peru 71 67 68 68 62 62 50 52 47 35 56
Uruguay2 49 40 37 33 31 32 32 30 31 28 34
Venezuela 69 69 58 56 54 46 46 45 40 39 49

C. Percentage of women (ages 25-45), in informal sector by income level

Argentina1 77 72 68 63 48 42 54 37 27 31 47
Bolivia2 84 84 81 74 77 78 63 65 55 36 66
Brazil 43 30 25 27 26 21 20 21 20 20 22
Chile 47 47 52 42 47 41 36 30 32 39 39
Costa Rica 86 67 54 59 59 48 45 34 36 22 44
Ecuador 89 87 88 85 77 68 66 66 59 45 69
El Salvador 92 76 72 71 68 68 63 56 43 29 55
Honduras 93 89 88 81 72 67 64 50 50 30 60
Mexico 99 96 91 88 83 65 66 54 37 36 62
Nicaragua 99 90 87 93 90 92 89 82 86 78 87
Panama 87 80 67 58 45 34 29 20 18 10 32
Paraguay 97 97 92 90 91 73 75 64 59 56 70
Peru 70 74 78 79 75 73 69 65 62 46 68
Uruguay2 76 68 59 54 45 39 30 29 29 30 42
Venezuela 84 73 59 54 49 42 40 35 29 27 42

1 The surveys for Argentina include only Greater Buenos Aires.
2 The surveys for Bolivia and Uruguay include only urban areas.
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Income inequalities in Latin American countries are the

greatest in the world, primarily because of the huge gaps

between families belonging to the highest-income decile

and everyone else.  Four features set the wealthiest fami-

lies apart: the higher education levels of their heads of

households, the type of work they do, their urban loca-

tion, and the smaller size of their households.  Although

household incomes come from various sources, overall

income inequality as measured in household surveys is

closely related to unequal income from work.  Such are

the facts, but what are their causes?

To answer that question, this section begins with

more specific explanations associated with immediate

observation of inequalities between individuals, and

moves toward more general explanations that take into

account the economic, social and institutional context

in which individuals operate. Although only a limited

number of variables can be observed and measured, their

explanatory power is high.  At the most immediate level,

gaps in income can be explained primarily by differences

in education.  But these differences are the result of a

decisionmaking process taking place in families, in which

the economic, social and cultural conditions of parents

play a role.  In this process, families decide not only how

much education to give their children, but whether or not

the mother can be involved in economic activities out-

side the home and how many children it is desirable to

have.  Families that are poor because their parents have

little education tend to be larger, offer fewer possibilities

for women, and educate their children less.  Thus, educa-

tion and family are the channels through which income

inequality is perpetuated.  On a third level of analysis

stands the context in which this process takes place.

Parents make decisions on the basis of the relative re-

wards and opportunities they perceive for themselves and

for their children.  These rewards and opportunities de-

pend on the abundance or scarcity of work and human

capital in relation to other productive factors, particu-

larly capital and natural resources, and to other economic,

social and institutional development conditions in their

countries.  The endowments and characteristics of pro-

ductive resources and the state of development are there-

fore the two dimensions of the context in which income

inequality unfolds and is perpetuated.

LABOR INCOME INEQUALITY AND EDUCATION

Given the many manifestations of income inequality, its

causes can be explored on different levels.  Differences

in labor income constitute the most immediate level of

observation. Because income inequality is greatest in

Latin America, it is no coincidence that the region has

the widest wage gaps in the world between more highly

trained personnel who handle managerial and adminis-

trative tasks and unskilled workers who do manual pro-

duction work.

The main explanation for such income differences

is found in education and the power of experience to fur-

ther widen the income gaps between those with a great

deal of education and those with little.   From the stand-

point of income equality, education in Latin America is

problematic in several ways. The average education of

the workforce has advanced more slowly than it has else-

where in the world, and by the early 1990s it had not even

reached five years of schooling.  Although initial access

to school is comparable to or higher than it is elsewhere,

the children of lower strata families withdraw quickly,

while those who are better off remain in the education

system, and growing numbers are even reaching the uni-

versity level.  Thus, a high proportion of the population

has some primary education, and the proportion of those

who attend the university is also high in terms of the de-

velopment level of countries in the region, while the pro-

portion at intermediate levels of education is low.  Hence,

the accumulation of human capital is not only weak, but
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its distribution is quite unequal (albeit increasingly less

so for younger generations).  This situation reflects prob-

lems of returns and of quality.  The returns are low for the

early years of schooling but high for university education,

and are substantially less in the countryside than in the

city.  The quality is quite inferior for those who attend

public school and have no access to higher quality pri-

vate education.  The result of this set of factors is highly

stratified education that reproduces income inequality

instead of helping to correct it.

Other factors help deepen differences of labor in-

come between workers.  Independent of education and

experience, employers receive higher incomes than for-

mal (subordinate) workers, and the latter earn substan-

tially more than informal workers. Although Latin Ameri-

can women are reaching education levels similar to those

of men, they do not receive equal pay, especially in infor-

mal sectors, where their numbers are increasing.

INEQUALITY AND THE FAMILY

Because decisions about education take place in the fam-

ily, they are influenced by the same factors that affect other

family decisions, such as the participation of women in

the workforce and the number of children.  Some of these

factors are internal family matters. Aside from individual

beliefs and values (which play a crucial role in all these

decisions but are not observable), the most important

internal factors are the educational level of the father and

the mother, the time demands on the mother in the

household (which depend primarily on the number of

children), the presence of other adults in the home, and

the availability of basic household services. Other fac-

tors are external, such as the pay that household mem-

bers can earn given their education and experience, and

their possibilities of being involved in formal and infor-

mal occupations.

As a result of this interaction, women in lower-strata

families participate less in the workplace (and when they

do so, usually in informal activities), and have more chil-

dren and less education than women in the high-income

strata.  Inequalities are therefore reproduced in the next

generation, although not in the same manner in all coun-

tries. Indeed, from the results of a model of estimated

family behavior for 14 countries, it was found that two

couples differing only in their educational level will make

different decisions in countries that are currently more

unequal than they will in more equal countries.  Conse-

quently, the family acts as a channel transmitting inequal-

ity between generations, and education is its basic mecha-

nism.  But the transmission of inequality operates with

varying strength from one country to another, depending

on relative prices and other conditions of the economic

and social context confronting individuals as they make

key decisions.  Higher pay for work and better facilities

for performing household work induce women to partici-

pate more in the labor market and have fewer children.

Better opportunities and more flexible employment con-

ditions help bring women into formal rather than infor-

mal employment. High expected returns on the educa-

tion of children, lower costs and better facilities for

sending them to school encourage greater educational

attainment, which translates into less inequality in fu-

ture generations.  All these price and cost signals com-

ing from the context in which families operate are the

result of aggregate economic and social conditions.

THE ROLE OF THE ECONOMIC AND
SOCIAL CONTEXT

The last level of the causes of inequality is consequently

of an aggregate character.  What aspects of the economic

and social environment tend to foster income inequality

and facilitate its reproduction?  The conclusion emerg-

ing from a comparative analysis for economies of all re-

gions of the world is that inequality is connected both to

a combination of aspects of the state of economic and

social development, and to the more permanent condi-

tions of countries associated with their natural resource

endowment, geographical location, and other features of

their productive resources (henceforth called “endow-

ments”).

Through a relationship of mutual causality and re-

inforcement, economic development is associated with

falling levels of inequality.  Development is multidimen-

sional, and many of those dimensions affect inequality

in the same direction, at least after certain minimal lev-

els of development have been attained.  Consider first

the accumulation of physical capital, which is essential

to the development process.  At the early stages of accu-

mulation, scarcity of capital leads to high returns,  which

are a cause of income inequality.  But as capital becomes

more abundant, its returns fall vis-à-vis other productive

factors, especially labor.  Since labor capacity is an asset

that is better distributed than physical capital, income

distribution tends to improve.

A similar mechanism is at work in education: low

levels of schooling entail high returns for the few who are

educated.  As average educational levels rise, not only is

the return for those who are educated reduced, but dif-

ferences between the educational levels of some individu-

als and others tend to decline.  Differences between indi-
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viduals in the same generation tend to narrow first, al-

though differences with past generations that received

less education remain in place for several decades more.

Thus, the micro-level analysis is confirmed in the aggre-

gate: over time educational progress tends to help re-

duce inequality.

The same can be said of demographic patterns.

Rapid population growth rates entail greater diversity in

family size, which leads to worse distribution of per capita

income.  In part this is simply because in larger families

the average income of individual members is less, but it

also happens that in larger families women are less in-

volved in formal employment and children receive less

education.  Hence, in countries with greater demographic

growth, participation in the workforce is lower, as is edu-

cational achievement—even after isolating the effect of

economic development on these variables.

The countryside offers fewer economic opportuni-

ties than the city: markets are not well integrated, costs

of providing education are higher and access to it lower,

employment possibilities are limited, and access to fi-

nancing is restricted. This translates into lower income,

less education and larger families in the countryside than

in the city.  Early in the urbanization process, income dif-

ferences between city and countryside help increase in-

come inequality of all individuals. But when most work-

ers are based in cities, the rural-urban income gap will

affect only a small fraction of the population, and its con-

tribution to overall inequality will be reduced.

Similar reasoning can be applied to the formaliza-

tion process.  The existence of an informal sector makes it

difficult to properly take advantage of the possibilities of

specialization, greater access to capital and the economies

of scale of higher volume production.  Hence, the informal

sector tends to generate lower incomes than those offered

by the formal sector.  Initially, as labor relations become

more formal, the privileges of some wage workers are a

source of inequality, but if the process takes hold and con-

tinues to advance, they become an equalizing factor.

Latin America is at a midpoint in this multidimen-

sional development process, which partly explains the

region’s poor income distribution and suggests that pros-

pects are good if policies conducive to economic growth

and the consolidation of changes are adopted to hasten

the accumulation of physical capital and the expansion

of education, improve women’s chances to be part of the

labor force, deal with the challenges of urbanization, and

make productive activities more formal (see Part Three).

But that is not the whole story.  The current devel-

opment situation of Latin American economies only ex-

plains a third of the extra inequality as compared with

developed countries (6 points of the 18 point differences

between their respective Gini indices). The rest reflects

factors of a more permanent nature, which constitute “en-

dowments.” Their influence on income distribution has

occurred historically through varying institutional and

political channels.  Extensive agricultural lands, depen-

dence on primary exports, and the geographical location

of these countries are three interrelated variables that

reflect characteristics of resource endowment.  High eco-

nomic volatility, which is also connected to these vari-

ables, is a manifestation of the influence of these endow-

ments on economic institutions.

In keeping with other studies of geography and eco-

nomic history, the statistical analysis on a world scale

carried out for this section confirms the influence of tropi-

cal conditions on the structure of property and use of

natural resources and unskilled labor.  The colonial insti-

tutions of land ownership, forced labor and income dis-

tribution that prospered in tropical regions, influenced

by those very geographical reasons, left their imprint on

the distribution of land and other assets and continue to

weigh on income distribution in Latin America.

But that imprint is not immune to change.  Several

countries, especially the English-speaking Caribbean

countries, overcame slavery’s legacy of inequality and

today are among the countries with the least income in-

equality in the region.  Furthermore, broad differences in

distribution and tendencies toward change are found

among countries with a Spanish or Portuguese heritage

in tropical areas, thereby demonstrating that there is room

for policies to have an effect. That is true both for poli-

cies favoring more equal distribution and for those that

may reinforce the mechanisms that perpetuate inequality.
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LABOR INCOME INEQUALITY
AND EDUCATION

1 See Lora and Márquez (1998) for a detailed description of these calcula-
tions, which compare earnings between workers having the same personal
characteristics (education, experience, age and family status) and occupying
similar jobs in different countries (department manager of a given size com-
pany, secretary, driver, construction worker, etc.). The calculation method en-
sures that the comparisons are not affected by changes in the composition of
the labor supply or in employment, or by price phenomena at the macroeco-
nomic level (inflation, exchange rate fluctuations, etc.).
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The world’s largest per capita income inequalities are

found in Latin America. The region’s extreme income dif-

ferences among workers lie at the heart of this inequal-

ity. Anywhere in the world, higher wages are paid to work-

ers who are more skilled or occupy management and

administrative positions

than to workers having

little education, who are

normally placed in manual

production jobs. Globaliza-

tion and the introduction

of new labor-saving tech-

nologies have widened

these gaps in both indus-

trial and developing coun-

tries. The gaps in Latin

America, however, have

widened even more rapidly.

Figure 2.1 is based

on worldwide wage infor-

mation by occupation, and

uses the (relative) wage

gap in industrial countries

as a basis of comparison.

The figure shows that Latin

America’s gaps are twice as

wide as those of the industrial countries. In the Asian

“four tigers,” wage differentials between office workers

and manual laborers are similar to those in industrial

countries. Relative wage gaps are larger among other de-

veloping countries in Asia and Africa, but they are less

pronounced than in Latin America. Further, while the

wage differentials in these groups of countries have

gradually been approaching those of industrial countries,

this trend was interrupted in Latin America at the end of

the 1980s, and has been on the rise during the 1990s.1

These earnings gaps between occupations illus-

trate why they serve as a conduit for the main factors in

labor income differentiation. The most substantial dif-

ferences arise from educational levels and from how the

market remunerates different types of education. How-

ever, these are not the only factors in income differentia-

tion. Persons with more experience earn more; men are

paid more than women;

and people with permanent

jobs in formal sector enter-

prises earn more than

those working for informal

sector businesses or the

self-employed. There are

also differences between

rural and urban areas and

between economic sectors.

In addition, some differen-

tiation factors may be de-

pendent on others. For ex-

ample, while women earn

less than men, the differ-

ences are less substantial

in formal sector jobs, while

they increase considerably

among the self-employed.

This chapter analyzes

the various dimensions of

labor income inequality and discusses education’s cen-

tral (although not exclusive) role in explaining these differ-

ences.
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2 An earlier study found an average gap of approximately 25 percent, not
reflecting differences in education and experience.  See Psacharopoulos and
Tzannatos (1992).

3 It is difficult to account for women’s workforce experience because the vari-
able used as a proxy for experience is not the number of years effectively worked
by each person, for which there is no information.  Instead, it is an “apparent
experience” variable that results when six years (of preschool) and the number
of school years attained is subtracted from each person’s age.  This variable
reasonably approximates men’s workforce experience, but is much less accu-
rate for women.

DIMENSIONS OF LABOR INCOME INEQUALITY

Major Differences Attributed to Educational Level

A worker with six years of education (equivalent to com-

pleting primary school in most Latin American countries),

employed for the first time, earns 50 percent more than a

worker who has not attended school. The gap widens to

120 percent for a worker with 12 years of education (which

normally corresponds to having completed secondary

school), while it exceeds 200 percent for those with 17

years of education (university diploma).

These average gaps, calculated for 14 countries

during the 1990s, differ widely from country to country

(Figure 2.2). While in Brazil and Mexico workers with six

years of education earn almost twice as much as those

with no education, this gap is reduced to 40 percent in

Peru, and to 35 percent in urban Argentina. With 12 years

of education, the differences in income compared with

workers having no education amount to 170 percent in

the first two countries, while in Peru and Argentina the

gap declines to about 80 percent. Further, for workers with

17 years of education, the gap is 280 percent in Brazil and

260 percent en Mexico, as compared with approximately

160 percent in Argentina and 145 percent in Peru.

It follows that income gaps attributable to educa-

tional level are significant, with substantial differences

among countries. This implies that income inequality

arises from education distribution patterns, as well as

from the way the labor market compensates education in

each country, and within each country, in light of other

characteristics of the individuals, and their integration

into the market in question.

Differences Increase with Age

Income gaps between educated and uneducated workers

in first-time employment also tend to increase with age.

The human capital developed with formal education can

be enhanced with experience. This occurs at different rates

in individuals with different levels of education. To under-

stand this important point, consider the long-term earn-

ing patterns of two individuals—one is illiterate, and the

other has completed a university education. At 25 years of

age, the income difference between the two will be at a

ratio of about four to one, according to the information on

Brazil (Figure 2.3). As the workers accumulate years of ex-

perience, the skilled individual’s income will increase

steadily, while the illiterate worker’s income will remain

virtually unchanged. At 40 years of age, the income differ-

ence will be six to one, and at 55 years of age it will exceed

10 to one. Brazil has the largest income differences attrib-

utable to educational level and age. However, Latin

America’s average age profiles show that, at 25 years of

age, income differences attributable to education are in

the range of five to one, while at 55 years of age they are

eight to one (for workers with 17 years of education com-

pared with uneducated workers—see Figure 2.4).

Women Earn Less

Women earn significantly less per hour than men: the av-

erage gap for the 14 countries studied is 14 percent, al-

though it exceeds 30 percent in Brazil, Bolivia and El Sal-

vador, and is less than 10 percent (in increasing order) in

Paraguay, Peru, Venezuela, Argentina and Uruguay (Figure

2.5).2 These differences may be interpreted as the maxi-

mum possible effect of discrimination against women in

each country, since the labor market does not provide equal

pay for different types of employment. To the extent that

more women tend to work in low-paying occupations, this

is reflected in lower wages for women. Further, women earn

less because they acquire less cumulative work experience

than men, as a result of breaks in their work histories ow-

ing to the demands of motherhood and housework tradi-

tionally assigned to them.3 While all this suggests that the

effect of discrimination is modest, it can in fact be sub-

stantial in specific activities and certain types of work. Dis-

crimination can also cause women to drop out of school

or to abstain from participating in the workforce. These

possible effects of discrimination are not reflected in the

aforementioned income differentials.

Workers Earn Less in Rural Areas

The gap between rural and urban areas is a significant

dimension of inequality in Latin America. Considerable

disparities in average income levels in the two areas yield

higher national income inequality figures than are found

in rural or urban areas considered individually. Some per

capita income differences can be attributed to the fact

that families are larger in rural areas (see Chapter 3), and
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4 In some countries, a different number is used to define formal sector enter-
prises.
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to the fact that rural workers are less educated. However,

aside from these differences, workers having similar edu-

cation, experience and gender characteristics earn an av-

erage of 28 percent less (per hour) than their counter-

parts in urban areas. The differences range from 12 percent

in Costa Rica to 44 percent in Mexico (Figure 2.6).

Differences Attributable to Type of Employment

There are also significant differences in both urban and

rural areas that can be attributed to type of employment.

As can be seen in Figure 2.7, which uses a male wage

earner employed by a formal sector enterprise with 10 or

more workers4 (controlling for differences related to edu-

cation and experience), the following differentiating fea-

tures are observed in hourly labor remuneration by type

of job:

• Employers in both rural and urban areas are paid

an average of 25 to 50 percent more;

• Self-employed workers’ earnings do not differ

systematically from those of their formal sector counter-

parts (though there may be differences in either direc-

tion, depending on the country);

• In the rural sector, subordinate workers in for-

mal sector enterprises earn 10 percent less;

• In the urban sector, small enterprises (with less

than 10 workers) associated with the informal sector pay

their workers 20 percent less than formal enterprises;

• In the rural sector, informal workers, including

both self-employed and employees in small enterprises,

earn approximately 40 percent less than urban formal

sector workers.

Women earn less in all employment categories and

in both urban and rural areas. The greatest differences

are found in informal sector jobs (that is, the self-em-

ployed and persons working in small enterprises associ-

ated with informal sector activities), both in rural and

urban areas. Women in informal sector jobs earn 25 per-

cent less per hour than men having equal age and educa-

tional levels. Apparent discrimination against women is

less pronounced in formal sector jobs. Women supervi-

sors in urban sectors earn 20 percent less, while women

in other formal sector jobs (rural employers or employ-

ees in rural or urban formal sector enterprises) are paid

only 10 percent less than men. The wage differences for

women in the formal sectors are apparently not signifi-

cant, since, as we have observed, women have less work

experience than men.

Income differences by type of job are not uniform

between countries, or even between some formal sector

occupations (Figures 2.8a-2.8d). Urban employers (both

men and women) in Chile earn more than twice the wages

of their counterparts in formal sector enterprises. This

ratio is much higher than observed in most countries,

with the exception of Brazil, where it is 1.8 times higher

for supervisors. In Costa Rica and Peru, urban male em-

ployers earn only 1.2 times the pay of formal sector wage
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earners, while rural employers earn less. Wages paid to

male rural workers in the formal sector are much more

similar to those of urban workers having similar charac-

teristics, with differentials ranging from 14 percent (Bra-

zil) to -30 percent (Chile).

Income differentials for women with formal sector

jobs are similar to those of men in most countries. How-

ever, premiums for women employers (as compared with

male formal sector employees in urban areas) are con-

siderably lower than those paid to men (except in urban

areas of Chile and Bolivia, and in rural areas of Honduras

and Peru).

Where informal sector activities are concerned, only

Chilean women in urban areas and self-employed Boliv-

ian women receive pay comparable to male formal sec-

tor employees. Other women in the informal sector earn

substantially less, and the gaps are generally more pro-

nounced than for men. The greatest apparent discrimi-

nation against women in the informal sector is found in

El Salvador, Honduras, Panama and Venezuela.
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5 See Krueger and Summers (1988), Hamermesh (1998), and Raj Mehta (1998).

Differences Due to Economic Sector

More formal sector workers are employed in industry than

in agriculture, more women are employed in trade than in

the transportation sector, and the financial sector has more

stringent education requirements than any other sector.

As a result, we might expect these conditions to be re-

flected in a typical worker’s wages in each sector. However,

even after taking into account all of the earnings differ-

ences attributable to education, experience, gender and

type of occupation, workers in different sectors are not paid

equally. The same individual employed as a formal sector

worker in agriculture would be paid 20 percent less than in

industry or trade, while in the transportation, public ser-

vices and financial sectors, the individual could earn 20

percent or more than in industry (Figure 2.9).

However, it is difficult for any individual to be so

versatile. Each sector might recognize and compensate

some skills differently than others, and there is abundant

proof that larger enterprises in all countries tend to pay

their workers more in order to provide incentives, reduce

supervision costs, and recognize the individual’s invest-

ment in company-specific training, among other reasons.5

As a result, sectors that require more specialized skills

and in which larger enterprises operate tend to pay higher

wages to workers having apparently similar years of edu-

cation and experience and class characteristics, from the

statistical standpoint. In any case, the differences by sec-

tor constitute an additional dimension of labor income

inequalities.

The behavior of sectoral remuneration in Figure 2.9

is an average, from which some countries diverge appre-

ciably. Although the agricultural sectors in all countries

pay workers less than the industrial sectors, the differ-

ence is only slight in Panama, less than 10 percent in

Honduras, and exceeds 40 percent in Peru and Mexico.

At the other end of the scale, the financial and public

service sectors (electricity, gas and water) compete as the

highest paying sectors. Public services offer better jobs

in Bolivia and Paraguay, with pay exceeding levels in the

industrial sectors in these countries by 40 percent and 70

percent, respectively. By contrast, in Chile, Mexico and

Venezuela, public service wages exceed industrial ones

by more modest figures (between 3 and 10 percent). Bra-

zil, Ecuador, Mexico and Uruguay offer much higher pay

in the financial sector, with premiums of about 50 per-

cent over industry.

Differences, Large and Small

We have described the income differences related to work-

ers’ different individual and labor characteristics; how-

ever, the relative importance of these factors should be

considered along with a number of stylized figures for

Latin America’s average (Figure 2.10). From among all the

angles of inequality considered, those associated with

education are most significant. A 25-year old worker who

has a university education earns four times more than a

worker with only a primary education, and five times more

than an illiterate worker. These gaps widen with experi-

ence—a delayed form of the influence of education on

income. At 55, a worker who has a university education

will earn 4.5 times more than a worker with a primary

education, and eight times more than an illiterate worker

of the same age. Owing to the effect of education through

experience, there is also a generational dimension to in-

equality: older generations (of working age) earn more

than younger ones, and these gaps widen in direct pro-

portion with education at all levels.

Compared with inequalities associated with edu-

cation and experience, those attributable to other fac-

tors are smaller, though not negligible. There is a gap of

about 40 percent between supervisors and workers, and

between the latter and their informal sector counterparts

(employees and self-employed workers) the gaps are 20

percent for men and approximately 40 percent for women.

Apparent discrimination against women seems to be con-

centrated in the informal sector, possibly owing in part

to less cumulative experience, while reflecting the fact
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Years of education

that it is more difficult for women to access formal sector

jobs because of the stringent requirements associated

with these positions and the rigidities imposed by labor

legislation (see Chapters 3 and 6).

Earnings for workers having similar characteristics

and types of jobs, but in different economic sectors, dif-

fer by approximately 25 percent between agriculture and

sectors such as industry, construction, trade and personal

services. Between this group and the “modern” service

sectors (transportation services, electricity, gas, water, and

financial activities), there is an additional difference of

about 25 percent.

How Much Do These Differences Explain?

All of these differentiation factors combined account for

55 percent of the labor income concentration in the typi-

cal Latin American country. The proportions are higher

in Venezuela and Argentina, accounting for more than

three-fourths of the concentration, while they explain just

under half of the concentration in Brazil, Chile, Ecuador,

Mexico and Paraguay (Figure 2.11). The unexplained share

of income concentration is attributable to individual dif-

ferences in talent, educational quality or other personal

circumstances, or to differences in productivity condi-

tions, and in how enterprises and businesses compen-

sate their workers within each sector.6

Differences in the Characteristics
of the Individual or the Job

Each individual’s educational level, work experience and

gender are associated with major labor income differ-

ences. These individual factors combined explain an av-

erage of 35 percent of the labor income concentration in

the region, and approximately half of the concentration

in Argentina, Costa Rica, El Salvador, Panama and Hon-

duras (Figure 2.11). However, individuals are not the

source of this inequality; it is instead the way in which

the labor market compensates their characteristics and

makes distinctions according to individual characteris-

tics and labor market integration potential. Two individu-

als with different educational levels may earn much more

unequal wages in a society in which education is a scarce

commodity than in another society where the average

educational level is high.

6  However, income measurement errors and problems in defining observable
characteristics also account for unexplained inequality.
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Among individual characteristics, educational dif-

ferences have the most significant effects on inequality,

explaining an average of one-fourth of the labor income

concentration and as much as one-third of the concen-

tration in Argentina, Costa Rica, El Salvador, Panama and

Honduras. Differences in experience, which constitute one

conduit for amplifying educational differences, account

for 10 percent of labor income concentration, while gen-

der differences account for approximately 4 percent (Fig-

ure 2.12).7

On the other hand, the explanatory capacity of earn-

ings differences by type of job, geographic area and eco-

nomic sector averages 18 percent for the 14 countries

studied, exceeds 10 percent in all cases, and is near 30

percent in El Salvador and Chile. This concentration is

attributable to the fact that earnings differ among work-

ers having similar personal circumstances. Although la-

bor characteristics have less explanatory capacity than

personal characteristics, this capacity is far from negli-

gible. Differences in earnings associated with labor char-

acteristics reflect a number of different segmentation fac-

tors that underlie inequality. In labor markets segmented

by transportation problems or institutional or cultural

rigidities, the same group of individuals will necessarily

experience greater income inequalities than those in a

homogeneous, integrated society with flexible labor mar-

kets. As we will observe in Chapter 6, ambitious labor

protection and job security standards in the formal sec-

tor in Latin America have constituted an inequality fac-

tor, as they have limited worker mobility and reinforced

income differences (as well as social security and stabil-

ity differences) between those workers covered by legis-

lation and those who are not.

The greatest inequalities associated with labor char-

acteristics arise from the differences in earnings by type

of job (supervisors, formal sector employees and infor-

mal sector workers). These differences account for an av-

erage of 13 percent of labor income inequality in Latin

America. The highest levels of inequality by type of job

are found in Chile, accounting for 27 percent of the con-

centration. Remuneration differences by economic sec-

tor explain an average of 5 percent of the concentration,

with a maximum of 11 percent in El Salvador, while geo-

graphic differences account for about 3 percent. Greater

segmentation between rural and urban areas is observed

in Ecuador, El Salvador, Chile, Honduras, Panama and

Peru, accounting for 5 to 6 percent of the concentration

(Figure 2.13).

7 The sum of these factors does not correspond to 35 percent of all factors
mentioned in the preceding paragraph, as the latter figure reflects the influ-
ence of the interplay between the factors.
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EDUCATIONAL INEQUALITIES

Since educational differences are the main factor in la-

bor income inequality in Latin America, a more detailed

analysis is warranted of the status of education in the

region and its influence on wage inequality.

The population’s average educational level is the

most important indicator of the quantity of “human capi-

tal” a country’s workers provide. However, this factor is

only one dimension of the status of education, and does

not suffice to explain the differences in worker earnings.

We must also consider how this educational capital is

distributed among the population. Societies having con-

siderable disparities in educational levels might be ex-

pected to have a higher labor income concentration level

than those in which education is more uniform. However,

education dispersion is also insufficient to explain income

differences. Its impact will depend on earnings gaps ex-

isting between the highly educated and the uneducated.

Finally, among persons having the same number of years

of education, there will also be earnings differences, re-

sulting in part from differences in educational quality or

characteristics.

The average educational level and distribution,

earnings gaps by educational level, and quality differences

are therefore the four dimensions that must be consid-

ered in analyzing the influence of education on labor in-

come concentration. These dimensions are interrelated;

for example, when a country’s average educational level

is very low, the distribution tends to be fairly equitable.

The differences arise when some individuals begin to be

more educated than others. Similarly, relative earnings

of the highly educated will tend to be quite high initially,

when these persons are in the minority, but will be lower

in societies with higher and better distributed educational

levels. Last, poor educational distribution will be reflected

in differences in the number of years of education, as well

as in lower earnings for persons with a lower quality edu-

cation who are less likely to reach more advanced educa-

tional levels.

Educational Levels in Latin America

Educational levels have increased in Latin America. In the

1970s, the average Latin American over 25 years of age

had 3.3 years of education. By the early 1990s, this average

had increased to 4.8 years. During this period, the unedu-

cated proportion of the population declined from 36 per-

cent to approximately 23 percent, while the percentage of

the population with some university education rose from

2 percent to more than 8 percent (Table 2.1).

However, educational progress in the region has

lagged far behind other groups of countries. The Asian

“miracle” countries, where the average educational level

was 3.5 years during the 1970s (quite similar to Latin Ameri-

can countries), reached an average of more than six years

of education in the early 1990s. While the average educa-

tional level in Latin America improved at a rate of only 0.9

percent per year, in East Asian countries it improved at a

sustained rate of approximately 3 percent per year.

Comparison with the countries of East Asia high-

lights a major difference in the structure of education: in

Latin America, a very small proportion of the population

has a secondary education, while many people have had

only some primary education. As surprising as this may

seem, the educational differences between East Asia and

Latin America cannot be attributed to the illiterate pro-

portions of the population or to the university-educated

component. On the contrary, in Latin America, a slightly

higher proportion of the population has attended a uni-

versity.

The disproportion between primary and secondary

education groups is one feature that distinguishes Latin

America not only from East Asia, but from any other re-

gion of the world. In fact, Latin America has the highest

proportion of workers with some primary education, and

after sub-Saharan Africa, it has the lowest proportion of

workers with some secondary education.

As might be expected, however, this regional pat-

tern includes tremendous differences between countries.
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At one extreme, approximately half of the population in

Guatemala or Haiti has had no education, while the aver-

age adult has had less than three years of schooling. At

the other extreme are relatively advanced countries such

as Argentina and Barbados, where average education ex-

ceeds seven years, near the level of industrial countries

(Figure 2.14).

The high relative share occupied by countries hav-

ing some primary education, which is characteristic of

Latin America as a whole, is seen in Brazil, Jamaica,

Trinidad and Tobago and Costa Rica, where more than 60

percent of the population over 25 years of age has only

had some primary education. The small proportion oc-

cupied by the group with some secondary education is

particularly evident in Brazil and Guatemala, with only

about 5 percent of the population in this group (Figure

2.15).

Since new educational efforts can only change the

level of education in the younger groups, the time frame

required to raise the average educational level of the en-

tire adult population is quite lengthy. In addition, a com-

parison of average education rate increases in countries

with different demographic structures and growth rates

may be misleading. A more direct method for determin-

ing educational progress is to compare educational lev-

els in different cohorts. Educational levels for both men

and women in each generation have tended to exceed

previous generations. However, the progress rate decel-

erated for generations born after the end of the 1950s

and during the 1960s (Figure 2.16).

Comparison of educational levels up to 1995 for

individuals born during the period 1968-70 (who were 25-

27 years of age at the time) with those of persons born 30

years earlier shows that, on average, only about three

years of progress was made in terms of years of educa-

tion—approximately one year per decade. Women pro-

gressed more rapidly than men, although the levels are

still modest (Figures 2.17a and b). In Chile, Peru and

Mexico, for example, men gained more than three years

while women gained more than four. However, men pro-

gressed by only about 2.5 years in Brazil, Costa Rica, Hon-

duras and Venezuela, and women gained between three

and 3.5 years in Brazil and Costa Rica. The more acceler-

ated education rate increase for women means that they

have now surpassed men in average years of education

in almost all countries. Among the countries included in

Figure 2.17, only in Peru do men still have a substantial

advantage in educational level.

Distribution of Education

How does the distribution of education reflect the slow

rise in Latin America’s average educational levels and the

fact that the educational structure is skewed toward a high

proportion of individuals with some primary education

and very few with secondary education?

Before answering this question, one should define

the relationship between the average educational level

and the distribution of education among the population.

When educational levels are low, characteristic of societ-

ies that are less economically developed, there is a low

degree of education dispersion, as very few people have

had any education. There are few educational differences

between generations and within each generation: all in-

dividuals tend to have similar educational levels. As the

economy develops, educational progress is not uniform.

Educational levels initially rise only in some limited

groups. This causes educational differences to appear

between the older and younger generations and within

each generation, as the education system reaches only a

fraction of the school-age population. As a result, during

the initial stages of the development process, these two

conduits lead to an increase in education dispersion.

Dispersion levels continue to rise, but the rate of

increase decelerates as a higher proportion of the popu-

lation achieves more advanced levels of education. The

education dispersion between generations normally con-

tinues to rise in the long term, while the dispersion within

generations begins to fall with broader basic education

coverage. After a certain point, at which average educa-

tional levels are already very high, total dispersion (be-

tween and within generations) tends once again to de-

cline, as there is a limit to the number of years individuals

wish to remain in the education system. After the more

educated groups reach this limit, higher average educa-

tional levels lead to smaller education gaps as compared

with the subsequent groups. In the extreme case, we can

consider a society in which everyone has a university edu-

cation and there is no education dispersion.

Figure 2.18 shows this relationship between edu-

cational level and dispersion at the world scale. Each of

Table 2.1.  Educational Levels in Latin
America and East Asia, 1990
(Percent of the population over 25 years of age at each level)

Latin America East Asia

No education 23.6 20.1

Primary, complete or incomplete 50.8 43.8

Secondary, complete or incomplete 16.9 28.0

Higher, complete or incomplete 8.6 8.2

Source: Calculations based on data from Barro and Lee (1996).
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the points represents the educational situation of a coun-

try during a given period.8 When educational levels are

extremely low, there is typically a difference of about one

year between levels among various individuals. Disper-

sion levels increase rapidly at the beginning and then

gradually approach a maximum of about four years. In

Latin America during the 1960s, when the average edu-

cational level was about three years, dispersion was lower

than might be expected in light of this international pat-

tern. However, as average education increased, the re-

gion reached and then surpassed the normal education

dispersion level. Beginning in the 1980s, education was

more poorly distributed in Latin America than could be

justified by the normal course of the process. The typical

differences in educational levels between individuals in

the same country now exceed four years for an average

educational level of less than five years.

In most countries of the region, education is more

poorly distributed than one might expect (Figure 2.19),

with the exception of Guyana and a number of English-

speaking Caribbean countries. This might be attributable

to the pronounced influence of the British model on the

school systems adopted by these countries, as the Brit-

ish system is more inclusive, and has fewer dropouts up

to the secondary level. University access, on the other

hand, tends to be more restrictive than the model adopted

by Hispanic countries. In the English Caribbean, only 5.4

percent of the adult population has had no education,

well below the 33 percent in Hispanic countries in the

region. However, only 2.5 percent of the adult population

has had some university education—half the level ob-

served in Hispanic countries (Figure 2.15).

Education dispersion, on the other hand, has

tended to increase in Latin America, depending on how

the differences between and within generations interact.

Average educational levels have increased in part because

younger people are getting more education than their

elders—which affects the dispersion between genera-

tions—but also because the dispersion within each gen-

eration is improving. These effects are more pronounced

in some countries than in others, and Brazil and Venezu-

ela illustrate the differences. In Brazil, the generation born

in 1954-56 had an average educational level of five years,

with a variance of approximately 30 percent. The 1939-41

generation reached the same level in Venezuela, but with

a variance of approximately half, as this increase occurred

through expanded primary education coverage rather than

through a rise in more advanced education in some

groups. In countries where educational levels have been

sustained in a broader base (Chile, Costa Rica, Peru and

Venezuela), education dispersion within each generation

has been reduced vis-à-vis prior generations, beginning

with those born during the 1940s (Figure 2.20a). On the

other hand, where the process of increased average edu-

cation is farthest behind, or where coverage has been less

extensive (Brazil, Colombia, Honduras and Mexico), dis-

persion did not begin to decline until the generations

born during the 1960s (Figure 2.20b). Fortunately, educa-

tion dispersion within the younger generations in all cases

is lower than in the immediately preceding generations,

suggesting that total education dispersion will tend to

decline in the long term.

How can the excessive dispersion in the popu-

lation’s average years of education in most Latin Ameri-

can countries be explained? What tangible factor in the

educational area underlies these apparently abstract in-

dicators? Answering these questions starts with identify-

ing certain features in Latin American school enrollment

and dropout rates by social category and then compar-

ing them with other regions of the world. This compari-

son can be made for 27 countries throughout the world,

including seven in Latin America, using recent studies

based on comparable household surveys to reconstruct

the educational history of youth in the same cohort (15-

19 years of age) by social category in all countries.9 In

each country, the “poor” category is defined as house-

holds in the lower 40 percent in terms of consumption

and standard of living (not necessarily income) levels,

and “wealthy” households are defined as those in the

upper 20 percent.

8 Three observations are included for each country, corresponding to aver-
ages for the periods 1960-70, 1971-81 and 1982-92.

9 Filmer, Pritchett and Tan (1998).  The majority of the surveys were conducted
between 1991 and 1996.
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In Latin American countries, differences in educa-

tional achievement between the various social catego-

ries are less pronounced during the first few years of

school, and increase appreciably thereafter. On average,

94 percent of the children in the poor categories of the

four countries considered in South America (Bolivia, Bra-

zil, Colombia and Peru), and 76 percent of the poor chil-

dren in low-income countries in Central America and the

Caribbean (Guatemala, Haiti and the Dominican Repub-

lic) enroll in and complete the first year of primary edu-

cation. These percentages are lower than, but do not dif-

fer greatly from, those in the moderate categories (99

percent and 92 percent, respectively), and even in the

upper categories (99 percent and 96 percent). However,

as early as the fifth year of education, only about 63 per-

cent of the children in the poor category in South Ameri-

can countries, and approximately 32 percent in those of

Central America and the Caribbean, remain in the sys-

tem. During the ninth year of school, these figures de-

cline to 15 percent and 6 percent, respectively. By con-

trast, in the upper category, 93 percent and 83 percent of

children in the two groups of countries complete their

fifth year of school, and 58 percent and 49 percent com-

plete their ninth year (Figures 2.21a-2.21c).

It follows that the poor distribution of education in

Latin America is not attributable to the lack of initial ac-

cess to schools, but to increasing differences in school

desertion among children from different categories as they

advance through the system.

These patterns are far from universal (Figures 2.22a-

2.22c). In some regions of the world, educational differ-

ences begin with first grade, reflecting access problems.

For example, in West Africa and South Asia, less than half

of the children in the poorer 40 percent of income levels

complete first grade, which is accomplished by approxi-

mately four of every five children in the wealthier category.

Unlike Latin America, in other groups of countries

with a high initial enrollment rate, a greater proportion

of the children are kept in school, at least during the first

five years, which reduces educational differences by in-

come category (East Asia). In other regions with a high

initial enrollment rate followed by a dropout problem,

the latter is not concentrated so heavily among the poor—

it also affects the middle and even upper classes (East

Africa).

In summary, Latin America’s poor educational dis-

tribution is not the result of problems of initial access for

the poor to the education system. It results instead from

high and more rapid dropout rates among the poor. Latin

American school systems are quite stratified as a result,

and do not constitute a mechanism for social mobility,

or for reducing income differences, as is true in other ar-

eas of the world.10

RETURNS ON EDUCATION IN LATIN AMERICA

Educational progress in Latin America has been slow and

education dispersion quite high, reflected in part by the

normal relationship between the two variables, and

strengthened by the stratification of educational achieve-

10  Chapter 3 discusses the determinants of educational progress at the fam-
ily level.  Chapter 5 examines the implications of educational sector organiza-
tion on the efficiency and quality of the services provided to different income
groups and analyzes the distribution of the benefits of public expenditure on
education.
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ment. However, educational level and distribution are only

two of the four dimensions that must be considered to

understand the relationship between education and in-

come distribution. Returns on education and educational

quality must also be considered.

Individual returns on education are higher where the

scarcity of this resource is most acute. An individual with

an additional year of education in a country where educa-

tional levels are very low is likely to receive a much greater

income increase than someone in a country where high

educational levels are common. While in Africa income

rises approximately 30 percent for each year of secondary

or university education, in industrial countries, where av-

erage educational levels are high, one additional year of

secondary or university education only represents an in-

crease of approximately 12 percent in individual income.

In between these two extremes, Latin America is closer to

the industrial countries than it is to Africa (Figure 2.23).

These different returns can have an enormous im-

pact on income gaps. With a 12 percent return on educa-

tion, the income gap between an individual with a com-

plete university education and an uneducated person is

five to one. With an 18 percent return, it is 17 to 1, and

with a 30 percent return, it is 86 to 1. The effects on in-

come distribution also depend on the population distri-

bution by educational level. If average education corre-

sponds to the level reached by the majority of the

population—however high the returns—there will be little

difference in income distribution. However, when educa-

tion is highly dispersed, as is true in Latin America, such

high returns can have a considerable impact.

Low Returns on Little Education

Returns on education vary not only from country to coun-

try, but among educational levels. Returns on secondary

education are typically lower than those at the university

level, as observed in Figure 2.23. At the international level,

there is also evidence that returns on primary education

are significantly higher than at the subsequent levels, with

rates exceeding 30 percent in many countries. While some

earlier studies have estimated average rates of return of

26 percent on primary education in Latin America up to

the end of the 1980s,11 estimates based on household

surveys for the 1990s show returns of only 10 percent on

primary education, which do not differ greatly from re-

turns on secondary education (11 percent), and are lower

than those on university education (18 percent). The high-

est returns on primary education are found in Brazil (17

percent), Mexico and Peru (both 14 percent). While re-

turns on secondary education do not exceed 16 percent

in any of the countries, those on university education

exceed 20 percent in Brazil, Chile, Costa Rica, El Salva-

dor, Honduras and Panama, and never fall below 15 per-

cent (Figure 2.24).

Low returns now offered by basic education in Latin

America may reflect the influence of globalization,

through a number of conduits. The incorporation of China

and other less developed countries into world trade may

have exerted adverse pressure on earnings for workers
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11  See Psacharopoulos and Ng (1994) and Psacharopoulos (1994).
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with only a basic education. Trade liberalization (by Latin

American countries as well as those in other regions) may

have raised the relative price of local natural resources,

to the detriment of relative wages.12 And, combined with

macroeconomic policies, trade liberalization in Latin

America seems to have fostered the adoption of techno-

logical change that has displaced labor demand to more

skilled employment.13 These demand factors have also

interacted with a sharp expansion in the unskilled labor

supply for demographic reasons, with no commensurate

rise in educational levels.14

This profile of returns does not lend itself to imbal-

ances any more than the typical profile of developing or

industrial countries. The structure of returns in Latin

America implies an income gap of eight to one between

an individual with a complete university education and

an uneducated worker; by contrast, the typical profile of

industrial countries involves a gap of 11 to 1, while lower

middle-income developing countries are found to have a

gap of 33 to one.15 However, the structure of returns on

education in Latin America is conducive to the stratifica-

tion of education, as it provides little incentive to advance

in basic education unless there is the scope (and poten-

tial) to have access to a university education. The small

proportion of the population that reaches secondary edu-

cation in Latin America is consistent with this interpre-

tation. However, the imbalancing effects are even greater.

As we will note in the following chapter, inequalities aris-

ing from education are replicated and amplified within

the family, as the number of children is largely depen-

dent on the mother’s income generation potential.

Women with low levels of education tend to have more

children, who in turn will have little potential of receiv-

ing a good education.

Although returns on primary education are low, they

are even lower in rural areas. While, on average, one ad-

ditional year of primary education represents an 11 per-

cent income increase for an urban worker, a rural worker’s

income only rises by 6 percent. The greatest differences

in returns on education are found in Brazil, Mexico and

Peru—possibly a reflection of quality differences between

rural and urban areas, as well as a lack of adequate labor

opportunities for more educated rural workers. These dif-

ferences may be reinforced by the fact that the more

motivated and capable workers might be more inclined

to migrate to the cities (Figure 2.25).

A Note of Caution

Calculations of returns on education may be used mis-

leadingly to support the argument that public education

expenditure should focus on higher education, as it of-

fers the highest returns. This assertion would be mistaken,

12 See Rodrik (1997) and Wood (1997).
13 See Robbins (1996) and Lora and Olivera (1998).
14 See Duryea and Székely (1998).
15 Rates of return for OECD countries used were 21 percent, 12 percent and 12

percent for the three respective levels; for developing countries with incomes
of up to $2,450, they were 30 percent, 19 percent and 19 percent. Rounded
averages reported by Psacharopoulos (1994).
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however, as public expenditure should aim at social re-

turns, not private ones. Although basic education offers

individuals low returns, it is socially desirable as it pro-

vides a basis for further benefits. Better basic education

is necessary to improve the population’s health condi-

tions, reduce the birth rate, and raise the standard of liv-

ing in urban areas, among many other factors.

The Multiplier Effect of Experience

Income differences resulting from education also tend to

multiply with experience. Returns on experience vary at

different levels of education. The rate at which income

increases with years of experience is practically nil for

uneducated workers, approximately 1 percent per year for

workers with some primary education, and generally ex-

ceeds 1.5 percent per year for workers having a second-

ary or university education (Figures 2.26 and 2.27). Al-

though as a rule the effect of experience on workers with

primary education is greater than for those with no edu-

cation (except in Peru), and is lower than for workers with

some post-secondary education, there are considerable

differences between countries. This may reflect the fact

that the quality of education has not been constant over

time, nor is it the same among countries. A deterioration

in educational quality will be reflected in an apparent gain

with experience, as older workers would tend to earn

higher incomes because they have more experience, as

well as because they are more educated. The opposite

will occur if quality has improved.
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Note: Level of education coefficient controlling for initial earnings 
and years of education by level.
Source: IDB calculations based on recent household surveys.

16 Reading test performance by students from seven Latin American coun-
tries was below levels of industrial and East Asian countries. In a worldwide
test of mathematics skills, in which only two Latin American countries partici-
pated, one occupied the penultimate position among 41 countries, and the
other would not allow the results to be published. See Puryear (1997) and
Preal, et al. (1998).
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QUALITY PROBLEMS

The number of years of education is only an approximate

indicator of a person’s educational level. An insufficient

quality education yields a lower return and lower income

during an individual’s working life. If the education qual-

ity distribution is skewed against children from low-in-

come sectors of the population, it will constitute an ad-

ditional conduit for labor income concentration, and

ultimately for the replication of inequality. All evidence

for Latin America indicates that, in fact, the poor receive

an inferior quality of education.

Judging from the comparison of international tests,

academic performance among Latin American students

is below the performance of industrial and East Asian

countries.16 Further, within each country, performance

among public school students from low-income families

or rural schools is far below achievement in middle- and

upper-class schools, especially private secondary schools.

Only students from elite private schools perform on par

with international levels (Figure 2.28).

Private schools offer up to twice as many hours of

instruction as public schools, and generally cover the full

official curriculum, while, ironically, only about 50 per-
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Figure 2.29. Use of Public Education by 
Income Decile
(Percent of primary and secondary children)

Source: IDB calculations based on recent household surveys.
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Figure 2.30. Educational Quality 
by Income Decile of Parents
(In percent, decile 10 = 1)

Note: Labor income regressions of dependents of the household
as a function of experience, experience squared, education by level, education
by level times education of the father, and father's and mother's education.
Source: IDB calculations based on recent household surveys.

cent of the official curriculum is covered in official schools.

Public schools also register high grade repetition rates,

indicative of lower levels of academic achievement per

year of study.17 Inferior performance by public schools is

not exclusively attributable to the students’ socioeco-

nomic situations. If the potential influence of students’

observable characteristics is isolated, it confirms that

scholastic achievement is lower in public schools.18

It is thus not surprising that high-income families

turn away from public education. The public sector pro-

vides over 90 percent of the primary and secondary edu-

cation to the poorest 40 percent of the population and

approximately 80 percent to the middle 40 percent. In

the next highest income sectors, however, there is an exo-

dus from the system, to the extent that only 25 to 40 per-

cent of the children attend public schools among fami-

lies in the highest income percentiles (Figure 2.29).

Contrary to what is generally believed, private education

is only a feasible option for the fraction of the popula-

tion that can afford it. This is a clear element of distinc-

tion between the wealthiest 10 percent of the population

and the rest, which possibly underlies the enormous in-

come gaps pointed out in Chapter 1.

Poor educational quality severely affects the income

generation potential of persons from the lower-income

brackets. Higher-income families have greater purchas-

ing power, allowing them to afford a better education for

their children, and the parents are in a better position to

make decisions regarding their children’s education, and

possibly to influence their achievement. Econometric

analysis indicates that the rate of return for children per

year of education is significantly dependent on the father’s

education or the father’s permanent income.19 This ef-

fect is independent of (and additional to) the possible

direct impact of the father’s income or the parents’ edu-

cation on the child’s income for reasons other than years

of education.20

Estimates show that individuals from the lower

deciles receive a primary education whose quality (mea-

sured in terms of income generation capacity) is 35 per-

cent lower than that of the next decile above.21 Even be-

tween the ninth and tenth deciles, the average difference

in primary education quality exceeds 10 percent. In sec-

ondary education, quality differences between the first

four deciles and the last exceed 20 percent, and between

the ninth and tenth deciles, they are still near 10 percent.

17 Preal, et al. (1998).
18 See Lockheed and Jiménez (1994), who conclude that, in addition to indi-

vidual characteristics, performance in private secondary schools in Colombia
is 13 percent better than in public schools, and 31 percent better in the Do-
minican Republic. See also Saavedra (1997) for Peru, and Savedoff (1998) for
Chile and Venezuela.

19 The father’s permanent or expected income is the estimated function of
income that reflects the father’s education and experience.  For purposes of
these estimates, the “father” is defined as the male head of household at least
20 years older than the dependent in the same household.

20 These results are based on the six cases in which the father’s education is
found to have a significant impact on the rates of return of the child’s educa-
tion, also including the father’s and mother’s education as separate explana-
tory variables.  In the other countries, although this effect was significant when
the latter variables were not included, it was no longer significant when they
were introduced.

21 The effect of the father’s education on the return on the child’s education
and the parents’ educational levels per income decile can be used to deter-
mine the expected quality of education the children will achieve for each in-
come decile.
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Not surprisingly, the quality differences are lower for sec-

ondary and university levels (Figure 2.30), since the

system’s selection process eliminates persons receiving

the poorest quality education during the early years. How-

ever, smaller quality differences per income level in higher

education (only about 3 percent between the last two

deciles) suggest that access to quality universities can

be influenced more by factors other than the income level

of the family, such as individual aptitude.

Differences in the quality of secondary education

available to the poor are quite significant. For individu-

als from a family in the most wealthy decile of Chile or

Costa Rica, each additional year of education leads to an

income increase that is 4 percentage points higher than

for individuals from a family in the poorer decile. This is

the magnitude of additional quality that wealthy individu-

als can buy owing to the segmentation of the education

system. The differences are three points in Bolivia, Hon-

duras, Panama and Uruguay. They are also appreciable

between the last two deciles: in all of these countries,

those from the wealthiest decile receive at least an addi-

tional 1 percent return per year of education over per-

sons from the decile immediately below (Figure 2.31).

These quality gaps are indicative of the degree of educa-

tional stratification in each country resulting from the

interplay of the differences in quality of the education

system with an individual’s family history.

In conclusion, all available indicators point to the

fact that there are major quality differences in the edu-

cation received by the poor and the wealthy. These dif-

ferences strengthen the influence of the distribution of

education and the structure of returns on income con-

centration. As will be seen in Chapter 5, the source of

these quality differences is not the level of expenditure,

or even the fact that the wealthy have greater access to

private education. The problem lies in the organization

of the public education system, which is typically highly

centralized, provides no incentives to adapt to the cir-

cumstances of students and their families or to improve

quality, and does not involve families or even teachers in

administrative or pedagogic decisions.

CONCLUSIONS

From the standpoint of income equality, education in

Latin America involves four problem areas:

• The level of education has increased more slowly

than in other regions in recent decades as a result of de-

ficiencies in the scope of secondary education and early

withdrawal from the school system by children from low-

income families.
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Figure 2.31. Cost of Lower Quality Education
(Rates of return to education differentials with respect
to the tenth decile)

Note: Labor income regressions of the dependents of the household as 
function of the experience, experience squared, education by levels, education 
by levels times father's education, and father's and mother's education.
Source: IDB calculations based on recent household surveys.
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• Education dispersion is high as, apart from younger

generations having more education than earlier ones,

within each generation there are major differences in

educational achievement. However, these intragenera-

tional differences are on the decline in all countries.

• Returns on education are low for the first years of

school but high for university education, and are substan-

tially lower in rural than in urban areas.

• Educational quality is much lower for students

from low-income families, most of whom attend public

school and do not have access to better quality higher

education.

In summary, education is profoundly stratified in

Latin America, an effect that is perpetuating, rather than

correcting, income inequalities.
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Inequality is not only a personal issue; it is a family issue

as well. Just as each individual confronts different oppor-

tunities and makes decisions, families also face a variety

of circumstances and respond to them. But family deci-

sions are more complex because many are made jointly,

whether they involve choices regarding work inside or

outside the home, about raising children, or about

whether and how much to educate children. Typically,

parents save to benefit their children—either through fi-

nancial instruments or more commonly by dedicating

time and resources to their children that give them bet-

ter education, skills or other assets that will enable them

to fend for themselves when they are older. Hence, a fun-

damental intergenerational transfer of resources takes

place within the family.

We have seen that household inequality is strongly

related to wage inequality (Chapter 1) and that wage in-

equality is itself explained in large part by the unequal

distribution of schooling (Chapter 2). This chapter asks

questions about how these differences in schooling come

about and shows how they are strongly influenced by

decisions to enter the labor force and by fertility rates

and family structure. We discuss how labor supply deci-

sions are affected by available income earning opportu-

nities in the market along with the alternative uses of

time in the home.

There are some large variations between the aver-

age family at the top and bottom levels of income distri-

bution in Latin America with respect to a few key charac-

teristics.1 The hourly wage of an individual in the top

decile is, on average, almost nine times higher than for

an individual in the bottom three deciles. Total house-

hold income (all earned and unearned income) of the

average family in the top decile differs by a factor of little

more than 12 from that of the average family in the bot-

tom three deciles. And when we adjust for the size of

households and measure the gap in per capita house-

hold income (i.e., income divided by the number of people

in the household), the difference is even larger: the fam-

ily in the top decile has per capita household income that

is almost 20 times higher than the lower-income family.

Why are these gaps so large? How much of these gaps is

related to characteristics of the family? And why do these

differences vary so much across countries?

A large part of the differences have to do with the

structure of the economy, culture, ethnicity and many

other general social factors. But these differences are also

related to the families’ own resources—principally the

education of the adults (Table 3.1). While the average fam-

ily in the bottom three deciles has adults with five years

of schooling, the adults in the top decile average family

have completed about 12 years. The families also differ

in terms of their likelihood of working outside the home.

The men in each family have about the same probability

of being in the paid workforce—approximately 83 per-

cent for lower-income families and 86 percent for higher-

income ones. But lower-income women are much less

likely to be working outside the home. In fact, the woman

in the average top decile family is almost twice as likely

to be in the paid workforce as the woman from the lower

three deciles—60 percent and 37 percent, respectively.

Chapter 3

INEQUALITY
AND THE FAMILY

Table 3.1. Average Family Characteristics by Income

Top 10% Bottom 30%

Adult education-male (years) 12.1 5.0
Adult education-female (years) 11.6 4.7
Labor force participation-male (%) 85.8 82.5
Labor force participation-female (%) 60.9 36.7
Number of children 1.4 3.3
Expected educational attainment
    for children (years) 11.7 6.9

Income ratio

Household income 12.3
Per capita household income 19.9

Source:  IDB calculations based on recent household surveys.

1 This chapter relies heavily on household survey data. Box 1.2 and the Ap-
pendix in Chapter 1 provide details.
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Another difference between families that affects

their per capita income is the number of children they

have. The average lower-income family has three or more

children, while the average upper-income family has only

one or two. Finally, the schooling of their children is likely

to differ significantly. On their 21st birthdays, children of

wealthier families will probably have finished 12 years of

school, while children of the average lower-income fam-

ily are likely to have finished only seven years.2

Thus, much of the inequality between lower- and

upper-income families is related to differences in their

own educational attainment, whether or not women work

outside the home, and how many children they have.

The differences in educational attainment of their chil-

dren also have implications for future income inequal-

ity, just as the education of the adults was itself strongly

affected by their parents’ education. Nevertheless, fam-

ily characteristics do not explain all of the differences.

Families with similar characteristics in different coun-

tries generate different levels of inequality. This may be

partly related to cultural or political factors, but it is

also clearly related to such economic factors as prevail-

ing wage rates and the level of informality. The economic

context itself appears to alter family behavior in subtle

ways that influence labor force participation decisions,

the number of children, and children’s educational at-

tainment. This chapter will focus on the choices that

families make with regard to these characteristics, and

how these choices, in turn, affect income distribution.

It will begin by looking at the direct impact of each of

these factors on income distribution itself, and conclude

with a discussion of the interrelationships of these fac-

tors and their combined direct and indirect effects on

income inequality. This will make it possible to evalu-

ate how much these factors combined contribute to in-

come inequality, and how much remains unexplained

in the income disparities experienced by people in dif-

ferent countries in the region.

LABOR FORCE PARTICIPATION

One household factor that contributes to income inequal-

ity is the variation in labor force participation by income

level.3 Individuals from lower-income households are

much less likely to participate in the labor force than those

in higher-income households. The only exceptions are

Paraguay and Peru (Figure 3.1). The difference in partici-

pation averages is around 10 percent of the working age

population in Ecuador, urban Uruguay, Brazil, urban Bo-

livia, and Mexico, and about 20 percent in the remaining

countries.

Female Labor Force Participation
Explains the Difference

Differences in participation rates between incomes groups

are overwhelmingly explained by levels of female labor

force participation, which remain substantially below

male rates throughout the region by an average of 37

percent (Figure 3.2). The discrepancy is particularly large

in Mexico, Costa Rica, Venezuela and Honduras. But even

in countries with less of a difference, such as Paraguay,

Peru and urban Bolivia, the gap remains significant. For

most countries, this pattern differs markedly from the

industrial countries, where the difference between male

and female labor force participation is below 20 percent.

Male participation rates are relatively high in all

income groups for all countries, averaging about 84 per-

cent. The difference in the participation rates for men in

the top decile and in the bottom three deciles is, on aver-

age, only 3 percent. However, for women, participation

varies strongly with income. While on average more than

60 percent of women in the top decile are in the labor

force, among the poorest three deciles this share is only

37 percent. In countries such as Paraguay and Peru, the

difference in labor force participation rates apparently

Top decile Bottom three deciles

Figure  3.1. Labor Force Participation 
by Country and Income
(Ages 15-65)

* Countries with urban data only.
Source: IDB calculations based on recent household surveys.

Paraguay
Ecuador

Peru

Uruguay*

Brazil

Argentina*

Bolivia*
Honduras

Costa Rica

El Salvador

Venezuela

Mexico

Panama

Chile %

0 
10 
20 
30 
40 
50 
60 
70 
80 
90 

100 

2 There is also evidence that the quality of schooling is likely to differ signifi-
cantly by income, with wealthier families having access to better quality edu-
cation for their children.

3 A person is considered to be participating in the labor force if he or she is
employed, self-employed, or seeking work. Therefore, unemployed workers who
are looking for a job will be included. In most countries for which data is avail-
able, the unemployment rate is rather low—generally below 5 percent. The
exception is Argentina, where unemployment has ranged above 10 percent.
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varies little at these extremes of the income distribution,

but in countries like El Salvador and Panama, the differ-

ence is almost 40 percent. The urban samples—Uruguay,

Argentina and Bolivia—are among those with the small-

est differences; and the Central American countries are

among those with the largest (Figure 3.3).

These participation rates are, nevertheless, higher

than they were 10 or 20 years ago. Overall labor force par-

ticipation increased between 1970 and 1995 because of a

dramatic rise in female participation rates. In 1970, women

represented only 23 percent of the total labor force, but in

1995 they accounted for more than 35 percent. Even over

the single decade of the 1980s, rates rose consistently, ex-

cept in Peru (Figure 3.4). In three of the eight countries in

Figure 3.4—the urban areas of Bolivia, Argentina and Uru-

guay—the participation of women from the top decile in-

creased more than those from the bottom three deciles. In

another four—Brazil, Venezuela, Mexico and Honduras—

the relationship was reversed, with larger increases in par-

ticipation for lower-income women.

Women Participate Disproportionately
in the Informal Sector

When lower-income women do participate in the labor

market, they do so mainly in the informal sector (Figure

3.5). Yet, women from the top 10 percent of the income

Males Females

Figure 3.2. Female and Male Participation 
Rates by Country
(Ages 15-65)

* Countries with urban data only.
Source: IDB calculations based on recent household surveys.
Industrial country data from Duryea and Székely (1998).
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Figure 3.3. Female Participation Rates 
by Country and Income
(Ages 15-65)

* Countries with urban data only.
Source: IDB calculations based on recent household surveys.
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Figure 3.4. Female Labor Force 
Participation Rate in the 1980s and 1990s
(In percent)

Paraguay
Ecuador

Peru

Bolivia*

El Salvador

Honduras

Mexico
Uruguay*

Argentina*

Brazil

Venezuela

Costa Rica

Panama

Chile

Top decile Bottom three deciles

Figure 3.5. Female Participation in the
Informal Sector by Country and Income

* Countries with urban data only.
Source: IDB calculations based on recent household surveys.
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distribution are much less likely to be working in the in-

formal sector. The contrast is strongest in Paraguay, Ec-

uador, Peru and urban Bolivia, where lower-income

women have high participation rates and are conspicu-

ously concentrated in the informal sector. By contrast,

women in these countries from the top decile, who have

access to formal sector employment, are half as likely to

work in the informal sector, even though they have com-

parable or greater participation in the labor force overall.

The decision to enter the labor force for both men

and women is affected by their access to unearned sources

of income, their age and physical health, cultural norms,

and alternative uses of their time for leisure or work in

the home. For adult men in Latin America, being in the

workforce is almost automatic. Very few have the means

to support themselves without working, and cultural

norms encourage men to earn a living in the labor mar-

ket. Male labor force participation has not changed dra-

matically over time, and is relatively unaffected by mar-

riage, divorce or number of children.

For adult women in Latin America, the story is more

complex and, indeed, changing. As discussed above,

women’s labor force participation rates vary considerably

across countries, income levels and time. There is exten-

sive literature on countries throughout the world that tries

to understand these differences, and shows that a woman

is more likely to participate in the labor force when she is

unmarried, her spouse earns less, her family has more

assets, her family has fewer children, she is more edu-

cated, or when she has higher income earning opportu-

nities in the labor market.4 These factors reflect the fact

that traditionally women have been expected to assume

the responsibilities of rearing children and doing house-

hold work.5 Consequently, when choosing whether or not

to enter the labor market, the alternative uses of their

time in terms of these very important activities in the

home frequently play a role.

Although such models clearly cannot explain any

particular individual or family choice about working, they

do help us understand social trends in female labor force

participation. In general, when male earnings fall, female

labor force participation rates are likely to rise, holding

all other factors constant. Similarly, developments that

raise the productivity of housework, such as access to

running water and electricity, will be associated with ris-

ing female labor force participation. The number of

women who are active in the labor force also increases

when women have fewer children. When women are more

educated, they can command higher earnings in the work-

place, and this also encourages more of them to seek re-

munerated jobs. And when labor demand makes fewer

distinctions between men and women in terms of pay by
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Figure 3.6. Female Labor Force Participation
by Educational Level
(In percent)

Note: Average of 14 Latin American countries.
Source: IDB calculations based on recent household surveys.

Total

Formal

4 See Behrman and Wolfe (1984); Hill (1983); and Psacharopoulos and
Tzannatos (1992).

5 This is clearly an oversimplification of historical variations in women’s so-
cial roles in Latin America, which varies through time, across countries and
regions, and across income groups. A full account of these variations and their
historical changes is beyond the scope of this study, which aims, instead, to
focus on the aggregate changes in female labor force participation in recent
years as a consequence of educational, demographic and labor market changes.

reducing discrimination or occupational segregation,

more women enter the labor market.

Hence, women’s labor force participation in Latin

America is likely to be higher whenever their spouses

earnings decline, their education levels rise, and the num-

ber of children they have declines. These relationships

are, in fact, very strongly supported by the available evi-

dence. Policies that contribute to increasing women’s la-

bor market opportunities among lower-income groups

can, in turn, contribute to reducing income inequality in

the region.

First, women who are more educated are more likely

to enter the labor market. (Figure 3.6). In fact, the differ-

ences are quite sharp. While only some 40 percent of

women with four years or less of schooling participate in

the labor market, over 78 percent of those with higher

education do. The contrast is even sharper with respect

to female participation in the formal sector, where a

woman with a graduate degree is 11 times more likely to

work than her counterpart with a year or two of school-

ing. This stands in contrast to the experience of men who,

even with very little education, are still heavily represented

in the formal sector (Figure 3.7).
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Second, women who have fewer children are more

likely to work in the labor market (Figure 3.8). Although

this effect is not as dramatic, there is a clear declining

relationship between the number of children and a

woman’s likelihood of participating in the labor force, and

the effect is stronger in the formal sector. On average,

women with five children participate about 7 percent less

than do women with one or two children. In the formal

sector, the difference in participation is 10 percent.

In simple tabulations, the relationship between fe-

male labor force participation and both education and

number of children appears to be fairly strong. Even after

controlling for other factors, such as the relative age of

the children, the earning potential of the household head,

and the presence of other adults and retired persons (over

65), women’s education and number of children still have

a significant impact on labor force participation decisions.

Using an economic model to estimate the probabilities

that a woman would be out of the labor force, working in

the informal sector, or working in the formal sector, it was

possible to show that women’s education is by far the

most relevant and important factor in explaining labor

force participation decisions in almost all of the 14 coun-

tries analyzed (see Appendix). In eight countries, the gap

in labor force participation between high- and low-income

women exceeded 10 percent; and of these eight coun-

tries, the difference in educational levels of high- and low-

income women explained between 40 and 100 percent of

that gap (Figure 3.9).

By contrast, the number of children under six years

of age is statistically significant but plays a relatively mi-

nor role in explaining the participation gap between high-

and low-income women. After taking education and other

factors into consideration, the number of children explains

less than 2 percent of this labor force participation gap.

The main explanation appears to be the strongly negative

association between women’s education and the number

of children they have. More educated women tend to have

fewer children. On average, each additional child under
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six reduces the participation rate by 4.1 percentage points,

but the difference in the number of children between high-

and low-income women is slightly less than two. By con-

trast, each additional year of schooling increases partici-

pation by 2.1 percent, and the difference in years of school-

ing between high- and low-income women typically

exceeds six years. Consequently, women’s education pre-

dominates in explaining differences in female labor force

participation rates between income groups.

Education greatly affects participation, but it also

affects the probability that a woman will work in the for-

mal sector. For the region as a whole, the gap between

formal sector participation is wide—33.5 percent and 7.5

percent for higher- and lower-income women, respectively.

Using the same labor force participation model, it is pos-

sible to explain between 2 and 12 percent of this gap as a

consequence of the different education levels of higher-

and lower-income women (Figure 3.10). For men, after

controlling for other factors, education has a much smaller

impact on whether an individual is in the formal or infor-

mal sector. This compounded education effect—altering

the likelihood that a woman will participate in the labor

force and her probability of being in the informal sec-

tor—serves to exacerbate income inequality in the region.

The earning potential of the head of household also

has an impact on participation, although the effect is

much smaller than women’s education. If the household

head of the bottom three deciles were to have the same

education as that of the top decile, women’s participa-

tion in the formal sector would decrease by an average of

5 percentage points.

Hence, of the factors that we have considered, a

woman’s education is the most important for explaining

whether she is likely to be working at home, in the infor-

mal sector, or in the formal sector. Part of this effect is

due to changes in preferences occasioned by schooling,

and the accompanying exposure to alternative models of

behavior and life choices. But education also plays a criti-

cal role in expanding a woman’s income earning oppor-

tunities. Hence, the cost of staying out of the labor force

in terms of what a woman could earn rises along with her

educational attainment. It is not surprising, then, to find

that in societies with rising educational levels for women,

labor force participation rises. Under these conditions,

the relative costs and benefits to the family of entering

the labor market often shift in favor of working outside

the home.

Why Do Fewer Women Work in the Formal Sector?

We have seen that women participate less in the labor force

than men, and that there are several important factors that

influence that decision. But the strong differences in the

characteristics of jobs in the formal and informal sectors

actually make this a three-way decision. Women decide

whether or not to participate in the labor force not only by

considering the relative benefits and costs of going to work,

but by considering the relative benefits and costs of differ-

ent kinds of jobs. In this context, why are women so much

less likely to be in formal sector jobs? There are a variety of

possible reasons, including those related to the ways for-

mal sector firms contract and manage personnel and those

related to women’s own preferences for different kinds of

work and working conditions.

If we consider the general characteristics of formal

sector jobs and the pattern of female labor force partici-

pation, there are several related reasons that contribute

to lower formal sector employment for women. First, for-

mal sector firms tend to provide benefits, such as mater-

nity leave, that are not generally provided in the informal

sector. Hence, firms may be reluctant to hire younger

women who have a significant probability of needing such

leave and its attendant benefits (see Chapter 6).6 Sec-

ond, firms in the formal sector may be stricter about work-

ers reliably showing up for work and putting in a regular

number of hours each day. They are certainly more likely

than informal firms to award upward career mobility to

workers who have accumulated experience in their occu-
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6 Studies in the United States have demonstrated that even though women
interrupt their careers to have children and care for them in their early years,
they are, on average, more reliable than men in terms of lower rates of absen-
teeism. It is unclear how much firms have internalized these relative factors
when make hiring decisions.
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pation by maintaining a long-term and steady attachment

to the firm, or at least to the occupation. By contrast, a

large share of women in the informal sector are self-em-

ployed—almost 50 percent in both urban and rural ar-

eas. This provides greater flexibility in working hours and

regularity. Furthermore, many jobs predominantly held

by women in such sectors as retail trade and clothing

frequently have flexible hours and locations, such as part-

time shifts in a kiosk or piece work done at home.7

The relative inflexibility of formal sector jobs and

their emphasis on steady career experience may make

them problematic for many women in Latin America. To

the extent that a woman is assuming traditional respon-

sibilities in her home, going to work in the formal sector

entails a significant commitment that places strict limits

and penalties on dealing with unpredictable events at

home. One way to deal with this is to rely on a network of

support for fulfilling those traditional responsibilities;

another way, for those who can earn enough money, is to

contract domestic servants. Maternity leaves can also in-

terrupt the accumulation of job experience, or may be

interpreted by employers as indicating a less than com-

plete commitment to a woman’s job. Any of these factors

can make it more difficult for women to enter and hold

jobs in the formal sector than men.

Finally, Latin America, like many other societies, is

characterized by significant occupational segregation.

Women tend to be concentrated in the clerical, teaching,

nursing, seamstressing and retail trades. Women work

disproportionately in the service sectors, which have

grown steadily as a share of total employment in recent

decades. The service sectors are also characterized by jobs

ranging from well-paid professional positions in formal

sector activities to retail employment that may generate

little income. The causes of this concentration of women

in particular occupations are not well understood in Latin

America, and probably result from the interaction of

women’s own preferences and their ascribed responsi-

bilities in the home with specific choices by firms in hir-

ing and managing personnel, and with the structure and

technology of production.

Women’s Earnings Vary More

Less educated women who enter the labor force tend to

be concentrated in informal sector jobs that pay less than

formal sector jobs for women with comparable levels of

education. Because of the influence of educational at-

tainment on both labor force participation and the prob-

ability of being in either the formal or informal sector,

the variation in earnings for women is greater than for

men. These large disparities contribute to the overall in-

equality in income distribution.

As was discussed in Chapter 2, the difference be-

tween earnings in the formal and informal sectors for

women is quite large, and the gap is larger for women

than men. Using the relationships that were statistically

analyzed in Chapter 2, it is possible to calculate the wage

gaps between these sectors after accounting for other

factors that affect income. For example, a 35-year old

woman living in an urban area who has completed seven

years of school would earn an average of 18.5 percent

more in a formal sector job than a similar woman who

was self-employed.8 In 11 of the 14 countries for which

data was available, the formal sector pays more to a

woman with these characteristics (the exceptions are Ar-

gentina, Bolivia and Brazil). (For a summary of earning

differentials, see Figure 2.7 in Chapter 2.) In all of the

countries for which the gap was significant, the gap for

women was much higher than for men. A man with the

same personal characteristics living in an urban area and

working in the formal sector would earn only 7 percent

more than a similar man who was self-employed.

The gap between men and women in the formal

sector is lower than in the informal sector. On average,

women doing the same job as men earn 10 percent less

than men in the formal sector, while the gap in the infor-

mal sector is about 25 percent. The smaller gender gap in

the formal sector might indicate less gender discrimina-

tion, or it might mean that the occupations that women

occupy in the formal sector pay closer to the average of

their male counterparts. It is difficult to imagine that

straightforward gender discrimination by employers could

explain such a large gap within the informal sector, since

this sector includes self-employment and other activities

that are much more fluid. However, it may still be a con-

tributing factor. Occupational segregation is very likely

to play a role in the larger gender gap in the informal

sector, since women’s informal occupations (principally

retail trade and domestic service) are significantly less

well paid than the informal jobs available to men (in-

cluding construction and small-scale manufacturing).

The larger gap for women between formal and in-

formal sector activities, then, is likely to have at least

two sources. One is that the traditional roles assigned

to women in Latin American countries leads them to

7 A fuller discussion of the impact of labor market patterns on labor force
participation, earnings and inequality can be found in Chapter 6.

8 To calculate these simulations, we first estimate earnings regressions, and
use the coefficients to predict each person’s income based on their personal
characteristics. Secondly, we use the coefficients to evaluate the function at
other mean levels, and recompute the predicted income.
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seek out jobs that offer flexibility, while formal sector

employers are seeking workers who can be predictable

and continuously committed to their job. Poor and un-

educated women may find it harder to commit to a strict

schedule because they do not have the resources to

generate the support network that would allow them to

allocate their time more predictably. As the woman’s

educational level increases, so too does her salary, mak-

ing such a network more affordable. Given the existing

tendency in society to assign primary responsibility for

household tasks to women, these factors are much less

important for men, and hence the premium for men in

the formal sector would be correspondingly lower. A

second source for this earnings gap is, again, related to

occupational segregation. The greater range in earnings

for women compared to similar men is affected by the

range of available jobs. This range of jobs may be larger

for men, since highly educated women are concentrated

in particular professional jobs in specific sectors, while

poorly educated women are predominantly candidates

for domestic service and retail trade occupations. Both

of these reasons help explain why women with equal

education and experience earn a premium in the formal

sector compared to their potential income in the infor-

mal sector, and why this premium is larger for women

than for men of otherwise equal characteristics. This

greater disparity, in turn, contributes to income inequal-

ity overall.

Participation and Income Inequality

As discussed above, women are participating in the la-

bor force in increasing numbers, and this trend is consis-

tent for all ages and educational levels, and across most

countries.9 These trends are consistent with the observed

role of women’s educational attainment in influencing

work choices. As women’s educational attainment has

risen, so too has their participation in the labor market.

Using education and the other factors identified in our

participation model allows us to compare how much

women’s labor force participation would be in the 1990s

as a consequence of only the changes in education, in-

come and family size.10 When this predicted participa-

tion rate is compared to the actual rate, it falls well short.

These factors explain about 50 percent of the increase in

participation rates.11 Other factors, both economic and

social, are also at work (Box 3.1).

Because women’s labor force participation is di-

rectly related to household income, the differences in

participation rates exacerbate income inequality in the

region. This direct effect is small but significant. Income

inequality is about 1.5 points higher on average (as mea-

sured by the Gini index) than it would be if high- and

low-income women had equivalent participation rates

(Figure 3.11).12 In seven countries—Argentina, Ecuador,

Honduras, Panama, Paraguay, Uruguay and Venezuela—

the direct effect is more than two points. It is interesting

to note that in all of the Latin American countries, with

the exception of Ecuador, the impact on inequality of dif-

ferences in female labor force participation rates is smaller

than it would be in the United States. Thus, the direct

impact of women’s labor force participation is significant

but relatively modest in explaining income gaps. But la-

bor force participation also influences other decisions that

affect income inequality as well.

In sum, the patterns of women’s labor force partici-

pation have an impact on income inequality in the re-

gion. Women participate in the labor force less than men,

and when they participate, they are more likely to work in

informal sector than in formal sector jobs. Female labor

force participation is strongly influenced by women’s edu-

cational attainment and, to a lesser extent, by the num-

ber of children they have. Since lower-income women tend

to have less education and more children, they partici-

pate less in the labor market than their higher-income

counterparts. For those women with less education who

enter the labor market, the available earnings opportuni-

ties—primarily in the informal sector—also exacerbate

income inequality. Women’s labor force participation also

affects future income inequality through its impact on

children’s educational attainment; as we will see below,

the children of women who have entered the labor mar-

ket are more likely to be enrolled in school and to com-

plete more years of schooling.

9 See Duryea and Székely (1998).
10 The simulations that follow use econometric estimates performed in two

stages. First, an earnings regression that uses education, experience and the
geographic location of the household is estimated separately for men and
women. The coefficients are used to predict the income that each individual
would earn, given his or her labor market experience, education and location.
In other words, this is an estimate of income generating capacity. The second
stage consists of estimating a multinomial logit regression to predict the prob-
ability that each person has for not participating in the labor market, partici-
pating in the formal sector, or participating in the informal sector. This regres-
sion uses the estimated income generating capacity of the individual in
question as an independent variable. The simulations consist of using the
coefficients from the regressions to evaluate the probabilities by using differ-
ent mean values for each variable, depending on the experiment in question.
The Appendix shows the coefficients of the multinomial regression and pro-
vides a more detailed discussion.

11 This simulation uses the coefficients from the multinomial logit regres-
sions of the previous sections. The experiment consists of using the coeffi-
cient estimates for the 1980s, but evaluating the probabilities at the variable
means observed for the 1990s. This estimates the proportion of the change
due to changes in the quantities of each of the variables in question.

12 Calculated by comparing the Gini index for the average household income
of each earner with the Gini for household income per adult. See Barros, Duryea
and Székely (1998) for details.
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HOUSEHOLD SIZE AND INEQUALITY

The Poor Live in Large Households…

Low-income Latin Americans live in larger households

than do upper-income people in the region. On average,

Latin American families in the top 10 percent of the in-

come distribution have four members, while those in the

bottom 30 percent have 6.3 members. The number of Latin

Americans who live alone is much higher among the top

decile of the population than the bottom three deciles

(Figure 3.12), particularly in the urban areas of Argentina

and Uruguay, where the proportion is over 10 percent. Even

there, however, the share of higher-income people living

alone is less than half the rate of the United States, where

28 percent of the highest income group live by themselves.

The people in the bottom three deciles, by contrast, rarely

live alone in Latin America—fewer than 2 percent in all

the countries for which household survey data was avail-

able. This contrasts with the United States, where almost

6 percent of the bottom three deciles live alone.

In Latin America, a similar pattern is apparent for

three-person households which, throughout the region,

encompass between a fifth and a quarter of the rich but

Studies of female participation in the labor market agree that
child care and labor force participation compete for a mothers’
time. Lowering the cost of child care, either by increasing sup-
ply or subsidizing child care prices, is shown to increase the us-
age of “market care” (as opposed to care by the mother or a near
relative) and, by lowering the reservation wage of women, also
leads to greater female labor force participation. Individual char-
acteristics of the mother, household composition, and supply-
side characteristics of the child care market in which the house-
hold takes part all influence the type of child care used and labor
force participation. In general, studies have found that married
women’s labor supply is more sensitive to child care costs than
that of single women, given married women’s access to their
husband’s income.

Research on the effects of child care on labor force par-
ticipation and earnings for poor women in the favelas of Rio de
Janeiro confirms these general findings. Study results indicate
that expanding the supply of low-cost child care in the favelas
would increase mothers’ labor force participation and their use
of publicly financed day care centers. When they work, women
who avail themselves of external child care services are also likely
to earn more.

Studies also indicate that women who pay more for child
care in the private sector are compensated by greater returns in
the labor market. The elasticity of earnings (corrected for selec-
tion into the labor force or child care market) with respect to the

use of higher-cost market care ranges from 12 to 29 percent. Pri-
vate care produces higher returns largely because it offers greater
flexibility in operating hours. Limited hours of service in public
centers reduces their utility and their net impact on the earnings
of women who work longer hours or have long commutes to their
places of employment. Greater access to high-quality child care
services not only offers developmental benefits for the children
receiving care, as has been documented by previous studies, but
also expanded economic opportunities for their mothers.

Gelbach (1998) has found that free public schooling im-
pacts positively on labor supply and negatively on the receipt of
public assistance by single mothers. Specifically, he finds that
for single mothers whose youngest child is five, access to free
public schooling raises labor supply by 8 to 18 percent, boosts
wage and salary income by 27 percent, and reduces receipt of
public assistance by 18 percent.

Child care programs also have important indirect effects
such as increased education for older siblings, since alternative
child care options free them from these tasks and allow them to
continue their schooling. Studies in Brazil, Mexico and Guate-
mala all indicate that older siblings, particularly females, tend
to serve as “mother substitutes,” allowing for higher female la-
bor force participation rates, all other things being equal. Simi-
larly, the presence of older siblings within the household reduces
the likelihood of using market-based child care services outside
the home.

Box 3.1. Female Labor Market Participation and Day Care Services in Brazil

Figure 3.11. Gini Coefficient Differences
Due to Participation Rates

* Countries with urban data only.
Source: Barros, Duryea and Székely (1998).

-2 -1 0 1 2 3 4 5 6 

Gini coefficient points

Ecuador
Uruguay*
Honduras

Panama
Argentina*

Paraguay
Venezuela
Costa Rica

El Salvador
Peru

Bolivia*
Brazil

Mexico
USA

Chile



66 CHAPTER 3

barely one-tenth of the poor. By contrast, in the United

States, all income groups have a similar probability of

living in three-person households. Nevertheless, the situ-

ation is sharply reversed for households with seven or

more members. Barely one-tenth of the top decile live in

such large families, while a little more than 40 percent of

individuals in the bottom three deciles do, ranging from

22 percent in Chile to about 55 percent in Paraguay.

...Because They Have More Children

The larger households in the bottom three deciles are

largely the consequence of more children, not more

adults. In Latin America, the average household has

slightly more than three individuals over 17 years old,

and this is consistent across countries and varies little

between the top and bottom of the income distribution

(Figure 3.13a). By contrast, the number of children per

household varies significantly across countries and in-

come levels (Figure 3.13b). Even in countries that have

low fertility rates, such as Argentina and Uruguay, there

is a difference of about two children between the top 10

percent and the bottom 30 percent of the population. In

higher fertility countries and regions such as Central

America, the Andean region and Paraguay, the rich have

between 1.5 and two children while the poor have be-

tween three and four children.

“Traditional” Families Still Predominate

Despite the differences in household size across income

levels, household structures are strongly similar in all in-

come groups. The traditional family remains the domi-

nant form in Latin America. Most Latin American chil-

dren live in nuclear or extended families; that is, in

households with a parent, a spouse and their children (a

nuclear family) or one which also includes other relatives

(an extended family).13 Between 70 and 90 percent of
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(Individuals 18 Years Old and Older)

Source: IDB calculations based on recent household surveys.
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children in Latin America live in nuclear or extended fami-

lies, ranging from as low as 66.3 percent in El Salvador to

83.4 percent in Mexico and 81.8 percent in Paraguay (Fig-

ure 3.14a). The number of children living in single-headed

households (i.e., households with one adult and no

spouse) is rather small. In the typical country, fewer than

20 percent of the children in the bottom three deciles

live in single-headed households (Figure 3.14b). El Sal-

vador, Venezuela, Panama and Honduras have the high-

est shares—close to 30 percent—while Mexico, Peru and

Argentina are among the lowest, ranging close to 10 per-

cent. This pattern varies considerably from the United

States, where over 40 percent of the children in the bot-

tom three deciles live in single-parent households and

where debates over poverty are concerned with changes

in family structure. This kind of debate is less relevant to

most Latin American countries, where the share of poor

children living in single-parent households is consider-

ably smaller.

There are several reasons why lower-income house-

holds may be larger. There are clearly different attitudes,

norms and cultural standards regarding the appropriate

age to marry, when and if to have children, divorce and

separation, and when and how to combine families in a

single household. In addition to cultural reasons and af-

fective ties, economic factors also play a role. Poor fami-

lies may live in larger households in order to pool eco-

nomic resources, although the small income-related

variation in the number of adults per household indicates

that this is not a major factor. However, the number of

children living in households headed by someone other

than their parent is surprisingly large in some cases. In

Venezuela, for example, almost 50 percent of children who

are less than 2 years old live in such households, indicat-

ing that the choices people make about the structure of

their households may be significant. Families may also

live in larger households in order to improve income sta-

bility, avoid vulnerability and reduce the cost of transfer-

ring resources to other members of the family (Boxes 3.2

and 3.3).

Regardless of the reasons, the fact that lower-in-

come individuals live in larger households with more

children conspires to worsen per capita income distribu-

tion, as income must be shared between more house-

hold members. If poorer families had the same number

of children as richer families, per capita income inequal-

ity, as measured by the Gini index, would be significantly

Top decile Bottom three deciles

Figure 3.14a. Share of Children
Living in Nuclear Households

Source: IDB calculations based on recent household surveys.
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lower (Figure 3.15).14 This effect would vary from just over

two points in Chile (a 4 percent decline) to over 5 points

in Venezuela and Panama, where the Gini indices are 0.47

and 0.56, respectively. Although family size contributes

to inequality in all countries, and significantly in some,

this factor cannot explain the difference between Latin

America and other regions. For example, the potential

impact of equalizing family size across income groups in

the United States would have an effect comparable to

what it would have on many Latin American countries.

In sum, the data indicates that poor families are

larger, essentially because they have more children, but

not necessarily because they have more adults. Family

structure does not vary strongly by income, except with

regard to size. The rich live more by themselves and in

couples without children. But nuclear and extended fami-

lies are the most common structure for Latin American

society for all income groups. The range in family size

has a significant impact on the overall distribution of per

capita income in society. But what determines family size?

Fertility and Family Size

Decisions by couples regarding having children are per-

haps among the most intimate and important choices

that they make. Many people do not even consider this

to be a “choice” in the sense that they accept however

Box 3.2. Who Decides in This Family?

Much of the discussion in this chapter focuses on decisions made
by families and households regarding the use of time and re-
sponsibilities for different tasks, as well as on such intimate fam-
ily decisions as whether to limit their number of children. The
chapter explores the factors associated with labor force partici-
pation, fertility and children’s educational attainment, and it
shows that there are reasonable explanations why families would
modify their behavior in response to different economic con-
texts affecting their own resources and assets. But the chapter
does not address how the decisions are made, nor who within
the family is making these decisions. Economists have applied
their analytical tools to understanding such family decisions in
a language that is sometimes jarring, but within which some
important insights can be found.

The economic literature models families and households
in at least four different ways in order to address a variety of
questions. All are simplifications, and each one has its particu-
lar insights. The four models can be characterized as monolithic,
authoritarian, enlightened authoritarian and bargaining. Stud-
ies that characterize families as monolithic do not distinguish
between the family members. These studies analyze such fac-
tors as how much labor families supply to the labor market and
how they assign their incomes in order to maximize the utility of
the whole group. For these studies, the differentiation within
the family may be less important than the aggregate relation-
ships. Studies that characterize families as authoritarian pre-
sume that the head of household makes the decisions, and op-
timizes her, or more frequently, his utility. The welfare of other
family members does affect the head of household’s own wel-
fare and so the other family members will eat and be sheltered;
however, the resulting welfare of each individual will not neces-
sarily be maximized. An enlightened authoritarian family is simi-
lar to the authoritarian family in that a single individual, the
head of household, is assumed to make all the decisions. How-
ever, in this model, the welfare functions of each member are
specified, and the head of household seeks to maximize the

family’s joint welfare. Finally, bargaining models treat the family
as a grouping of individuals who bring different resources to the
family and have differing demands. These models posit a vari-
ety of mechanisms through which all the family members come
to joint decisions. In some cases the models treat the decision
process as “trading,” in which members offer certain resources
or effort in return for benefits. In other cases, the decision pro-
cess is modeled with game theory, in which each member pur-
sues different strategies and the combined effects of these strat-
egies have different “payoffs.” These kinds of models tend to focus
on the internal distribution of resources in the family, and can
be quite helpful for studies that are trying to understand house-
hold formation.

Bargaining models have been used to understand such
questions as why girls receive less education in certain coun-
tries, why families support the elderly, and why educational at-
tainment is so highly correlated within couples. Behrman (1998)
and Pitt and Rozensweig (1986) use such models to show that
the allocation of resources within households appears to de-
pend strongly on the expected future income of each member
and its likely contribution to the household. Consequently, very
low-income households tend to distribute more resources to
their members who have higher earning capacities. Children who
are likely to be more economically productive adults also re-
ceive greater shares of family resources, which further enhances
their income-generating potential. When these children start
using these capacities, they tend to transfer resources to the
other members of the household. Thus, it appears that the out-
comes of household decisions depend not only on cultural norms
and affection but also significantly on the economic context
within which the unit as a whole behaves as “consumer” and
“investor,” with strong consequences for family size, household
structure, labor supply and income.

Sources: Sen (1984); Bourguignon and Chiappori (1992); Haddad and Kanbur
(1992); Kapteyn and Kooreman (1992); and Katz (1997).

14 The impact of the number of children on the Gini coefficient is computed by
comparing the Gini index of total household per capita income with that of total
household income per adult. See Barros, Duryea and Székely (1998) for details.
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Box 3.3. Where Do Elderly Latin Americans Live?

One plausible explanation of why Latin Americans tend to live
in extended households is that the household may act as a
substitute for social security by grouping people from differ-
ent generations and facilitating transfers from younger mem-
bers to their elderly relatives. When adequate social security is
not available or is deteriorating, the household can serve as a
safety net for the elderly. Figure 1 shows the distribution of the
population 65 years of age and older by household type for 15
Latin American countries and the United States. While in the
United States most of these individuals live in single person
households and as couples without children, a very large pro-
portion of the Latin American elderly live in extended house-
holds, with very few living on their own.

Evidence from Mexico shows that when the oldest per-
son in a household is over 50, households tend to increase
their size and change composition toward extended units. In
these units, significant transfers across generations take place,
and the amount of the transfers increases as the oldest person
in the unit grows older . The older the household head, the
larger the number of individuals attracted to the unit. This sug-
gests that the family is acting as a mechanism to provide secu-
rity for the elderly. Strong family ties make it less necessary to
rely on social security.

This pattern is also observed in other Latin American
countries. According to Figure 1, Honduras, El Salvador, Mexico
and Ecuador are the countries where the elderly seem to rely
more on other family members, since a majority of them live in
extended households and only around 42 percent live alone or
in couples without children. Of those that live in extended
households, about 40 percent are neither the household head
nor the head’s spouse.

Interestingly, Uruguay is where the largest proportion
of elderly live on their own, perhaps owing to the fact that its
social security system is the most advanced in the region. In
Uruguay, 68 percent of the elderly live in single person units or
as couples with no children, compared to the Latin American
average of 48 percent (the proportion in the United States is
85 percent). Around 20 percent of the total reported income of
individuals is from pensions and social security payments (the
largest in the countries with available data). Looking at the
types of income that people receive at different stages of their
life, pensions are a key factor in the decisions made by the
Uruguayan elderly. Figure 2 shows that after retirement age (60
years for women and 65 for men), the elderly on average ob-
tain an income similar to the amount received by workers 25-
30 years of age. This suggests that the average income of retir-
ees does not decline after retirement because the value of
pensions is high and more than compensates for the loss of
labor income. This may make it less necessary to rely on the
family for support and may be behind the large proportion of
elderly living as couples without children or in single person
households in this country.

Source: Székely (1998).
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many children they conceive. But many people also

choose to influence when they will have their first child,

the timing of births, and their total number of children. It

is clear from available evidence that enough people make

such decisions in response to changing social norms and

economic factors that fertility rates are, in the aggregate,

strongly influenced by a number of known factors, such

as women’s education, women’s income-earning oppor-

tunities, and rural or urban location.

As discussed earlier, the number of children fami-

lies have varies dramatically by income.15 Rich households

in Latin America have an average of two children less than

poorer ones. The differences are widest in Paraguay and El

Salvador, where the top 10 percent of households have

fewer than two children on average, and the bottom three

deciles have more than four. The difference appears to be

smallest, although still significant, in Chile, where the top

10 percent of households have slightly more than 1.5 chil-

dren on average, while the bottom three deciles have an

average of around two children per household. This is puz-

zling in the sense that wealthier families have the resources

to have and support more children, not less. Some of the

clues to understanding the relationship between income

and the number of children can be found by looking at

relationships with other factors.

Educated People Have Fewer Children

As noted earlier, women who are more educated tend

to have fewer children.16 Not surprisingly, parent’s

schooling and fertility vary negatively, since education

is one of the main determinants of earnings. Figure 3.16

shows the relationship between the number of children

and women’s educational levels for 14 Latin American

countries. The pattern is consistent throughout the re-

gion. Women with six years of schooling or less have 0.7

more children on average than those who finished more

than 13 years of schooling.

Women’s education can influence the number of

children they have in at least two ways. First, education

may change personal preferences and affect life choices

by exposing women to more alternatives. Second, edu-

cation increases a woman’s earning power. This makes

entering the workforce more attractive, and means that

staying out of the labor force to have and care for chil-

dren implies foregoing a higher income. Other things

constant, men who are more educated or earn higher in-

comes are also likely to have somewhat fewer children

on average, but this effect is smaller than for women.
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15 For the purposes of this study, the number of children per family or woman
was estimated using the subsample of children living with mothers aged 30 to
35 years old. This subgroup was chosen because including younger women
would bias the estimates downward (younger women have more childbearing
years ahead of them and a higher probability that the observation does not
accurately measure the total number of children that they will have). On the
other hand, including older women would also bias the estimates downward
because the household surveys only allow us to count the number of children
living with the mother at the time of the survey. For the few household surveys
that did not provide detailed information about relationships within the house-
hold, fertility rates were estimated by attributing all children in a particular
household to women who are household heads or spouses of household heads
(see Appendix). The estimates generated in this way are comparable to those
measured by CELADE.

16 Duryea and Lam (forthcoming) is a recent example of the analysis of these
relations in a Latin American country.
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Economists say that for men the “income effect” (having

more resources and therefore being able to care for more

children) is larger relative to the “substitution effect” (en-

tering the workforce and spending less time raising chil-

dren) for men than for women.17

Rural Families Have More Children

Where people live also influences the number of children

they have. Families in urban areas have consistently fewer

children than their counterparts in rural areas. This is true

in all the Latin American countries for which data was avail-

able, and is true throughout the world. Much of the differ-

ence can be explained by disparities in educational levels,

which are lower in most rural areas. But if we consider

women of a particular age and educational level, we still

see that urban women have fewer children (Figure 3.17).

This difference is greatest in Colombia, where rural women

between 30 and 40 years of age who finished four to six

years of schooling have three children, on average, com-

pared with their urban counterparts who have slightly more

than two children. After controlling for education in this

way, however, the remaining unexplained differences are

almost negligible in Chile and Brazil.

Rural areas differ from urban areas in a number of

ways that explain part of the remaining gaps. First, chil-

dren in rural areas typically can contribute earlier and

more productively to their family than children in urban

areas. This means that, in addition to cultural or social

reasons, a rural family can consider children to be addi-

tional contributors to family income at an earlier age.

Second, rural areas have typically lacked social security

arrangements that would secure pensions for the elderly.

In this kind of situation, families may view having more

children as a way of assuring support in old age. Third, as

will be discussed below, the foregone earnings of women

in rural areas are smaller than in urban areas, and this

reduces any incentive to limit family size. Fourth, it has

been suggested that high rates of mortality among chil-

dren encourages families to have more children as a way

of assuring that at least some of them reach maturity.

Fortunately, as child mortality rates have declined in most

of the region, this kind of explanation, if true, is likely to

become less important with time.

Fertility Has Declined More Than Predicted

Fertility has declined steadily in Latin America for decades.

Since the early 1980s, the decline has been particularly

steep, especially in Brazil, Mexico and Venezuela (Figure

3.18). This decline has been accompanied by an increase

in the average schooling of women in most countries. But

education alone does not explain the pace of decline. Simi-

larly, demographic models that predicted fertility rates on

the basis of income have consistently underestimated the

decline in births over the past decades, since fertility rates

continued to fall even during the crisis years of the 1980s.

With respect to income level, the pattern is less consistent

across the region. The decline in fertility has been greater

at the bottom than at the top of the income scale in Mexico,

and in the urban areas of Argentina and Uruguay, while

the opposite has been true for Brazil, Venezuela and Hon-

duras (Figure 3.19).18

The Role of Women’s Education

How much of the differences in fertility between high-

and low-income women can be explained by the differ-

ent rates of return they face in the labor market (i.e., the

income-earning value of each school year attained) or by

the resources they bring to the labor market in terms of

their schooling level?

Using a model in which fertility and wages are si-

multaneously determined (see Appendix), it is possible
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* Countries with urban data only.
Source: IDB calculations based on recent household surveys.

17 See Becker (1964); Galor and Weill (1996); Becker, Murphy and Tamura
1990; and Dahan and Tsiddon (1998).

18 The figures for the urban Bolivian sample indicate a rise in fertility rates.
This is likely to be a consequence of rural-urban migration. The absence of
information on migration and on rural areas makes it difficult to determine
whether this increasing fertility rate is real or simply an artifact of the sample.
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to estimate how much of the fertility difference between

high- and low-income women can be attributed to either

the schooling level or the rate of return.19 By setting the

rate of return to a year of schooling in each country to be

equal, we can see how much of a difference this would

make to the expected disparity in the number of children.

By choosing a relatively low rate of return—6 percent—

we also assure that the explanatory power is an underes-

timate of the true effect of prices on the number of chil-

dren per family. The analysis shows, in fact, that if all

households faced the same prices (returns to education)—

that is, if each year of education generated the same re-

turn in all countries and the only remaining differences

were educational levels—this would do relatively little to

explain why high- and low-income families have different

numbers of children (Figure 3.20). The returns to educa-

tion can explain very little of the variation in El Salvador,

urban Uruguay and Costa Rica. However, in Honduras,

Peru, urban Bolivia, Chile and Paraguay the returns ap-

pear to account for around half of the predicted differ-

ence in the number of children in high- and low-income

families. As noted above, these are underestimates of the

true effect. If a higher rate were used, the explanatory power

could be correspondingly larger. In such a case, the fore-

gone earnings for women with more education would rise

more than proportionally compared to women with less

education, and the gap in the number of children per family

would widen. Consequently, policies or economic trends

that raise the returns to education may also exacerbate

inequality through the effect on fertility decisions, but

these effects will be relatively small.

Educational levels have an even larger effect on

household fertility decisions throughout the region. Af-

ter equalizing returns to education, if we also level edu-

cation so that each woman has completed the same

number of years of school, we can account for some 60

percent of the gap between high- and low-income

women in terms of the number of children they have.

(Figure 3.20). In Honduras, urban Bolivia, Chile, Panama,

Peru and Brazil, the introduction of educational levels

makes it possible to explain more than 80 percent of

the differences between the rich and the poor. This shows

that in most countries, the amount of education com-

pleted by high- and low-income parents is extremely

important. However, variations in the relative prices they

face in the labor market, which are shaped by the eco-

nomic environment, also play some role in their deci-

sions to have children.

EDUCATIONAL ATTAINMENT OF CHILDREN

While labor force participation and the number of chil-

dren per household contribute to current income inequal-

ity, they also have implications for the education of today’s

19 This exercise is similar to the simulations performed on the participation
decision. It is based on two stage regressions. In the first stage, earnings equa-
tions are estimated based on experience, education and geographic location.
The coefficients from the regression are used to predict each individual’s in-
come based on his or her personal characteristics. The predicted incomes are
used in a second stage regression where the dependent variable is the num-
ber of children in the household, and the independent variables are the esti-
mated income-earnings potential. See the Appendix for the regression results
and a discussion of the methodology.
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children, who will be making decisions about work and

family in the future. Hence, the seeds of tomorrow’s in-

come inequality are being sown today, just as the seeds

of yesterday affected income distribution today.

Despite public policies that talk of guaranteeing

every child a full and free education, the schooling levels

attained by children in Latin America are very different

depending on the income of their parents. As discussed

in Chapter 2, Latin America has relatively good primary

school coverage for all income levels, when compared to

other regions. However, there is some evidence that the

quality of this schooling may vary significantly by income.

And the data clearly show that as children age, the gap in

enrollment widens between children of high- and low-

income families.

Regional averages for the 14 Latin American sample

countries tell the story (Figure 3.21). For the 12-year old

age group, the gap is not very evident: in many countries,

the differences in attainment from one income group to

another are less than half a year. Enrollment rates at this

age remain relatively high in most of the region, with al-

most 90 percent of the bottom 30 percent of the income

distribution attending school. However, the average dif-

ference of one-half a school year reflects higher rates of

repetition among lower-income children. In countries such

as Brazil, El Salvador and Honduras, the inefficiency of the

schooling process is so bad that children from high-income

households have finished a whole additional year of school

compared to their lower-income 12-year old counterparts.

The picture worsens by age 15, when most children

can be expected to be enrolled in high school. A 15-year

old child should have completed between eight and nine

years of schooling, a level attained by most children in

the top decile. In most countries, lower-income children

lag by about a year, but in Honduras, Mexico, Panama

and Paraguay the gap is about two years, and in El Salva-

dor and Brazil, almost four years. The larger gaps at this

age are related as much to dropout rates as to repetition.

By this age, many of the poorer children have already left

school and effectively ended their education. Enrollment

of 15-year olds in the poorest 30 percent of the popula-

tion is barely 32 percent in Honduras, 42 percent in Para-

guay and 50 percent in El Salvador and Ecuador. Brazil

stands out for the impact of repetition, since this age

group has attained barely 3.5 years of schooling, yet 68

percent are still enrolled.

By the time young people have reached 21, and

most have effectively concluded their formal schooling,

there is a wide gap in attainment between the top decile

and the bottom 30 percent. In Peru and Venezuela, the

difference is only about two years, but in Mexico,

Panama, Chile and Costa Rica the gap ranges between

four and five years, while in Brazil, Paraguay and El Sal-

vador, the gap has widened to more than six years. At

this age, fewer than 20 percent of the bottom three

deciles are enrolled in school in all of the region’s coun-

tries with the exception of Peru, Chile and Venezuela.

By contrast, enrollment rates of the top 10 percent ex-

ceed 50 percent in Uruguay, Costa Rica, Argentina, El

Salvador, Panama and Chile.

Although educational attainment of children var-

ies strongly depending on household income, it is actu-

ally the education of parents that most strongly predicts
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a child’s final level of schooling.20 Typically, there is a

two to three year difference between the educational at-

tainment of 15-year old children whose mothers have less

than four years of education and those who have some

secondary schooling (Figure 3.22). As in the case of

women’s labor force participation, education of parents

has a variety of potential effects on children. First, edu-

cation is very strongly related to an adult’s long-term earn-

ing capacity. Therefore, education may indicate a parent’s

income—and consequently the resources available at the

time the child was in school—better than the current level

of income reported in the survey. Second, parents who

are more educated may play a pedagogical role, reading

to their children, discussing things, and paying more at-

tention to performance on examinations and homework.

Third, parents serve as a role model for their children. If

children can see that their parents attended and valued

schooling, and especially if educational attainment pro-

vided payoffs for the parents in the labor market, then

these same children may see the advantages and look to

follow that example.

By analyzing the performance of children whose

mothers are in the labor force, we can infer that the role

model or resources explanations are the more likely of

these three explanations. Were this a pedagogical story,

mothers who do not participate in the labor market would

be expected to have more time to improve their children’s

schooling. However, children of working mothers actually

attain higher educational levels than those of mothers who

do not work. After controlling for numerous factors—in-

cluding the number of children in the household, gender

of the child, parents’ education, household income, urban-

rural location, age of the child, and the presence of elderly

members in the household—participation in the labor

market by a child’s mother increases that child’s likelihood

of being enrolled in school. In 13 of the 15 Latin American

countries for which data was available, this positive effect

of a mother’s participation in the labor market on a child’s

educational enrollment is positive and statistically signifi-

cant (the exceptions are Argentina and Peru; see Table 3.A1

in the Appendix). On average, if a mother participates in

the labor market, the probability of her child being enrolled

in school increases by around 5 percent.

The total number of children in the household is

another factor that influences educational attainment. Fif-

teen-year-old children in households with six or more chil-

dren have an average of two years less education than

children in households with one or even three children

(Figure 3.23 and Table 3A.1 in the Appendix). This is a

reasonable relationship for a variety of reasons. One pos-

sibility is that older children may be drawn out of school

to care for younger children.21 Although this may hap-

pen among certain population subgroups, it cannot ex-

plain the difference in society as a whole because, as

noted earlier, families in which both the mother and the

father are working (that is, families with more resources

and less time at home) have children who complete more

schooling. Another explanation is that having more chil-

dren makes it more difficult to finance the education of

each one. The data strongly supports this explanation; in

families with equivalent levels of income, structure and

parental education, children in smaller families complete

more years of school.22 Numerous studies have demon-

strated that couples try to limit the number of children

they will have and simultaneously dedicate more re-

sources to each child they do have. Parents with more

education, income earning opportunities and incomes opt

for fewer children and dedicate more resources to invest

in the education of those offspring. This demonstrates

the set of relationships between a mother’s education,

her income-earning opportunities, the number of chil-

dren she may have, and her children’s educational attain-

ment (Figure 3.24).

These relationships are quite evident when urban

and rural households are compared in terms of participa-

tion, fertility and educational attainment. Women living in
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Figure 3.23. Children's Education by Age and
Number of Children of the Mother

Note: Average of 14 countries.
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20 See Behrman (1997) and Behrman and Knowles (1997). There is generally
a stronger association between a mother’s education and school attainment
of children than for a father’s education.

21 See Chapter 5 for a lengthier discussion of the impact of children under-
taking household activities on their educational attainment.

22 This finding is consistent with a large economic literature that discusses a
“quality and quantity” tradeoff in parental decisions about how many children
to have and how much to invest in each one. See Becker (1991) and Cigno
(1991).
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rural areas tend to complete fewer years of schooling, and

the returns to that schooling are lower than in urban ar-

eas. Hence, women in rural areas are less likely to partici-

pate in the remunerated labor force, and when they do,

they are more likely to work in lower paying informal sec-

tor activities. As discussed previously, there are numerous

reasons why women in rural areas have more children, but

poorer income earning opportunities for women play a part.

Rural households have on average 0.6 more children than

urban ones, and 15-year-old children in rural households

have an average of 1.6 fewer years of education than their

urban counterparts (Figure 3.25). This suggests a stronger

tradeoff than in urban areas between the number of chil-

dren in each family and the amount of time and resources

dedicated to each one’s schooling.

How much of the difference in educational attain-

ment of high- and low-income children is due only to the

fact that their parents have different educational levels?

Using our model, we estimated that, on average, the varia-

tions in the parents’ level of education explain about 30

percent of the predicted difference in their children’s edu-

cational attainment (Figure 3.26). In El Salvador, Hondu-

ras, Panama and Mexico, the proportion of the expected

difference reaches 50 percent. After accounting for the

differences attributable to parental education, economy-

wide factors also contribute to the gap in children’s edu-

cational attainment. One important factor is how much

the labor market values an additional year of schooling,

i.e., the return to education. Equalizing returns to educa-

tion between primary and higher education across coun-

Figure 3.24. Beneficial Effects of Educating Women
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econometric estimations in Appendix.
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tries does indeed account for a significant amount of the

educational attainment gap. On average, the combina-

tion of disparities in returns to education and parental

education explains 55 percent of the expected difference

in the educational attainment of high- and low-income

children. However, in Mexico, Panama, Honduras, El Sal-

vador and Brazil, these factors explain close to 80 per-

cent of the predicted difference. These estimates repre-

sent the direct effect of parental education on children’s

educational attainment; the indirect effects upon other

family characteristics will be addressed below.

INTERGENERATIONAL TRANSMISSION
OF INEQUALITY

The education of children depends to a large extent on

that of their parents. Just as the attainment of today’s

adults was affected by their parents’ schooling levels,

when today’s children become parents, their children’s

education will also depend on theirs, and so on. Are dif-

ferent segments of society gradually moving towards the

same levels of education, or will educational levels di-

verge into two classes—one highly educated and another

relatively uneducated? Educational levels will converge

whenever children of less educated parents have a con-

tinuing and high probability of finishing more school than

their parents, and, conversely, when the children of more

educated parents have some reasonably significant prob-

ability of finishing less schooling than their parents. Edu-

cation levels will tend to diverge when the opposite situ-

ation holds.23

In order to find out if the educational levels of Latin

American countries are converging or diverging, we es-

timated the current relationship between mothers’ and

childrens’ educational attainment for two different

groups of women—those who had completed more than

nine years of school and those who had completed

less.24 The estimates took other family characteristics

into account. The exercise demonstrates that if the cur-

rent relationship between mothers’ and children’s edu-

cation were to continue, all countries in Latin America

would move toward a situation in which the less edu-

cated today would complete more than primary school-

ing in a “final” hypothetical equilibrium of the future

(Figure 3.27). However, the less educated group would

have educational attainment in excess of 10 years of

schooling in only five of these countries—Peru, Chile,

urban Uruguay, Panama and Mexico. In Honduras, Bra-

zil, urban Bolivia and Paraguay, the less educated group

would have 6.6, 7.6, 8.1, and 8.6 years of schooling, re-

spectively. By contrast, the more educated groups are

converging toward an average education of more than

13 years, i.e., effectively completing secondary school

and with a significant number enrolling in college. The

countries for which the more educated groups end up

with the highest educational attainment are urban Ar-

gentina, Peru, Paraguay, Mexico, Ecuador and Costa

Rica. In general, the hypothetical equilibrium level of

education for the less educated group is closely related

to the projected gap between the two groups. The rela-

tionship between these two outcomes is strongly nega-

tive: countries with low expected educational attainment

for the lower income groups also tend to have a high

projected level of educational inequality.

WEAVING THE STORIES TOGETHER

Thus far, we have shown that participation in the labor

market, fertility and the educational attainment of chil-

dren vary strongly by income. Furthermore, women’s po-

tential earning power, as influenced by their own educa-

Less educated More educated

Figure 3.27. Estimated Education 
Equilibrium for the Two Education Groups

* Countries with urban data only.
Source: IDB calculations based on recent household surveys.
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23 This assumes that the parent-child education relationship is smooth and
with declining marginal educational “returns” to each additional year of pa-
rental education. If the relationship varies, with increasing and declining mar-
ginal returns at different levels, or if it is discontinuous, it is possible for a
variety of equilibria to exist.

24 The calculations were done for two separate samples. Using the estimated
relationship, it was possible to calculate the final hypothetical equilibria in
educational attainment for each of these groups in the future. The exercise is
indicative of how educational attainment might move in the future if current
relationships between mothers’ and children’s education remain the same.
Also, the estimates of current relationships may understate the true relation-
ships because they are calculated from cross-section, not panel, data.
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tional attainment, plays an important role in all these

outcomes. Up to this point we have looked only at the

direct impact (shown in Figure 3.24 with thick arrows) of

education on each of these family characteristics. But we

know that these factors are interrelated in ways that in-

troduce indirect effects (thin arrows). For example, as a

woman’s potential earnings rise, she is both more likely

to enter the labor force and have fewer children. But hav-

ing fewer children also increases her probability of enter-

ing the labor force. Hence, there are feedbacks in the com-

plete model that address these indirect effects.

Despite the complexity of the interrelationships, the

main relationships are both understandable and can be

influenced by appropriate policies. Any policy or social

trend that increases women’s education will increase their

potential earnings in the labor market and lead more

women to seek paid work, since the advantages of being

in the labor force will have increased relative to engaging

primarily in work at home. Similarly, any policies that in-

crease the productivity of household tasks—such as run-

ning water, electricity or community services—will also

encourage families to allocate more work to the labor

market. A more educated woman, with higher potential

earnings, also has greater incentives to limit the number

of children she has—partly in order to remain in her job

longer, but also because it allows her family to focus more

resources on fewer children. As a result, more educated

women, and those who enter the labor force, have chil-

dren with greater educational attainment. With greater

earnings and fewer children per family among lower-in-

come families, the overall distribution of income would

tend to improve. And the higher educational attainment

of children would, concomitantly, lead to lower income

inequality in the future.

However, women’s earning potential depends not

only on their educational attainment but also on the

returns to that education generated by the economy as

a whole. Women’s opportunities in the labor market will

vary with the degree of occupational segregation, gen-

der discrimination, and the formal versus informal jobs

that are available. Rural opportunities, in particular, are

significantly more limited than those in urban areas.

Choices about fertility, labor market participation and

schooling involve additional factors such as those re-

lated to the productivity of household work (e.g., avail-

ability of water, electricity and urban transport), the

availability and total cost of child care, and the quality

of education.25 These elements vary across countries and

across localities of the same country, and are difficult

to measure directly. However, they enter into the expla-

nation of why some countries are more unequal than

others.

Following our earlier approach, in which we dem-

onstrated how much of the income gap could be attrib-

uted to the direct effects of education and income op-

portunities upon family characteristics, we can now look

at estimates of the total impact of these particular rela-

tionships.26 Both personal characteristics and features

of the economy influence the resulting levels of income

inequality, so we estimate how the income gap between

high- and low-income households is affected by the gap

in educational levels between lower- and higher-income

parents and by the fact that the returns to a year of pri-

mary education are much lower than the returns to a year

of higher schooling (Figure 3.28).27 On average, if the only

difference between low- and high-income households

were the amount of education the parents receive (in this

case the return of each year is set equal across countries

and educational levels), then 26 percent of the predicted
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Figure 3.28. Income Gap Due to Education
and Returns

* Countries with urban data only.
Source: IDB simulations based on recent household surveys. 
See the Appendix for details.
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25 Policies related to these factors are discussed in greater depth in Chapter 5.
26 The method for the simulations is similar to the one already employed to

estimate participation and the number of children in the household. The dif-
ference is that in this case, there are three kinds of decisions (rather than one)
that are taken simultaneously. The simulation method is as follows: at a first
stage earnings equations are estimated based on experience, education and
geographic location. The coefficients from the regressions are used to predict
each person’s income earnings potential, based on personal characteristics.
The estimated income feeds into three simultaneous equations that deter-
mine the number of children per household, the probability of participating
formally and informally in the labor market, and children’s educational attain-
ment. By using the coefficients from the regressions and evaluating each equa-
tion at certain mean values, the estimated per capita income of the members
of the household can be obtained. See the Appendix for more details.

27 For the technical presentation of the economic model that was used, see
the Appendix.
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per capita income differentials could be explained. How-

ever, the wages paid for different types of education are

not the same. When the wage variations are factored in,

around 60 percent of the expected differences between

the rich and poor can be explained using this model. In

the case of Brazil, Peru, Mexico and urban Bolivia, the

differences in relative wages and quantities of education

for parents actually explain around 80 percent of the ex-

pected disparities in per capita income between the rich

and the poor. Thus, the combined impact of direct and

indirect effects on income inequality is significant in most

countries. However, while personal differences matter, the

model still only predicts a portion of the actual income

gap. The magnitude of the income differential is also

strongly determined by the economic environment in

which people live.

TWO COUPLES TRAVELING THROUGH
LATIN AMERICA

To understand better how the economic environment af-

fects families’ decisions and directly and indirectly affects

income inequality in the region, we use our model to simu-

late the impact of different levels of educational attain-

ment on labor force participation, fertility, children’s edu-

cational attainment, and income inequality throughout the

region. For the exercise, we can imagine two couples who

always decide to live in urban areas, and who differ only in

their educational attainment. The Altamira couple (Fam-

ily A) is composed of two 35-year old adults each with about

11 years of schooling—the average educational attainment

of Latin American adults from the top income decile. The

Bajares couple (Family B) are also both 35 years old, but

each has only about four years of schooling—the average

for the bottom three income deciles. We will use these two

fictional families to answer the following questions. How

unequal would their incomes be if they lived in different

countries of the region? How different would their choices

be about labor market participation? How many children

would they decide to have? And how much education would

their children receive?

In this experiment, the people remain constant; only

the environment changes. If the outcomes vary greatly from

one country to another or they experience vastly different

inequality, the blame cannot be placed on the educational

gap, per se, which is going to remain the same. Rather, the

inequality must be coming from the context, either directly

through such factors as returns to education, indirectly

through its influence upon the couples’ decisions regard-

ing labor force participation and how many children they

have, or from other country-specific factors.

Labor Force Participation

As noted earlier, men’s labor force participation is gener-

ally high regardless of income level, so both Mr. Altamira

and Mr. Bajares are more than 80 percent likely to be in

the labor force. Interestingly, Ms. Altamira and Ms. Bajares

are also equally likely to be in the labor force; the aver-

age difference by country is about 3 percent, with the larg-

est projected gaps in urban Bolivia and Peru. Neverthe-

less, Ms. Altamira is much more likely to be working in

the formal sector than Ms. Bajares (Figure 3.29a). In fact,

for the region as a whole, Ms. Altamira is about 40 per-

cent more likely to have a formal sector job than Ms.

Bajares, with the largest predicted gaps in Panama and

Uruguay, and the lowest in urban Bolivia and Peru. This

demonstrates a key socioeconomic difference between

different countries and their impact on family behavior.

For example, with only four years of education in Uru-

guay, Ms. Bajares is at a substantial disadvantage rela-

tive to a population with a much higher average level of

educational attainment. Her options are strongly re-

stricted to informal activities, in contrast with Ms.

Altamira. Also, the relatively small size of the formal sec-

tor in countries like Peru and Ecuador means that even

Ms. Altamira has a somewhat low probability of getting

one of these better kinds of jobs. The implications of be-

ing in different sectors are important because of the wide

gap between formal and informal wages—more than 20

percent on average. The widely differing experiences simu-

lated by the model are remarkable, given that the only

difference between the two women is their education.

Formal labor force participation rate

Figure 3.29a. The Altamira and Bajares
Families: Women's Formal Labor Force
Participation
(In percent)

Source: IDB simulations based on recent household surveys.
See the Appendix for details.
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Number of Children

The number of children these couples are expected to

have varies significantly depending on which country they

are in (Figure 3.29b). Almost everywhere, the Bajares

would be likely to have more children. In the countries

with the largest expected families—Venezuela, El Salva-

dor and Mexico—each couple would be expected to have

three or four children, while in Brazil and Honduras, they

would be expected to have one or two. However, the larg-

est gaps between the two families can be found in the

urban samples of Argentina and Bolivia (1.6 and 1.0, re-

spectively), along with Honduras (1.2), Panama (1.0), Para-

guay (1.1), and Brazil (1.0). These gaps in the number of

children, which are purely a consequence of the expected

effects of differing educational levels, contribute to in-

come inequality across households.

Children’s Attainment

The difference between the couples in terms of levels of

education also generates very different patterns in their

children’s educational attainment (Figure 3.29c). On av-

erage, the children in a family like the Altamiras would

complete 9.8 years of schooling, while the Bajares’ chil-

dren would complete only nine. The highest attainment

for children of more educated parents would be found in

urban Argentina, Mexico, Panama and Brazil; the lowest

in Venezuela and Honduras. For the Bajares’ children,

educational attainment would be highest in the urban

samples of Bolivia and Argentina, Mexico and Peru, while

it would be lowest in Honduras, El Salvador and Venezu-

ela. The gap between the educational attainment of the

Bajares’ and Altamira’s children would be lowest in Chile

and urban Uruguay. This same gap would be greatest in

Mexico, Panama, Argentina and Brazil—the same coun-

tries where the Altamira’s children would have the high-

est expected attainment. The combined effects of parents’

education, labor force participation and number of chil-

dren upon educational attainment of children varies

across countries, but in almost all cases it generates gaps

that can be expected to perpetuate income inequality in

the future.

The Income Gap: Direct and Indirect Effects
of Education Gaps

The resulting income gaps between the two families,

solely generated by their different educational levels, are

generally large and vary significantly across countries. We

can now distinguish two different steps in the chain of

effects caused by differing educational levels. The first

step, discussed in Chapter 2, is the impact of education

on individual labor earnings and, consequently, upon the

distribution of income across individuals. This is shown

in Figure 3.30 as a labor earnings effect. If the Altamiras

and Bajares went to Peru, both worked, and had no chil-

dren, the income of the Altamiras would be 50 percent

higher than that of the Bajares; with the same experience

in Mexico, the gap would be over 150 percent.

Figure 3.29b. The Altamira and Bajares
Families: Number of Children
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Figure 3.29c. The Altamira and Bajares
Families: Children's Educational Attainment
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The second step estimates the expected impact of

education on income through family effects. That is, us-

ing the analysis developed in this chapter, we can calcu-

late the effect on household income that would result

from the differences in the expected decisions by the

Altamiras and Bajares with respect to seeking jobs and

having children. This family effect is also shown in Figure

3.30. It is much smaller than the direct impact of educa-

tion upon income gaps that results from returns to edu-

cation in the workforce. Nevertheless, it does exacerbate

the expected income gap between the two families in all

countries. In some cases, the family effect is rather small,

such as in Ecuador, Chile, and Uruguay. In others, the

effects are quite large, notably in Argentina, Brazil and

Panama. In all cases, the combined results are quite re-

markable considering that the Altamira and Bajares fami-

lies  differ only with respect to their education, and there-

fore can account for some of the income inequality in

each country to differing degrees.

The income gaps between the Altamiras and the

Bajares—which differ so markedly from country to coun-

try despite the fact that their personal education and age

is the same—are strongly correlated with the actual lev-

els of income inequality (Figure 3.31). These differences

in per capita family income reflect the different wages

families earn, their choices regarding participation in the

labor market, and the number of children they decide to

have. The simulation captures 25 percent of the variation

in the Gini index. This is quite an achievement, consider-

ing that the results are abstracted from other factors that

affect income inequality in the various countries, includ-

ing the distribution of earnings associated with individual

educational attainment (see Chapter 2), rural and urban

differences, and the distribution of assets. Hence, the trav-

els of the Altamiras and the Bajares show us both the

relevance and limitations of education and family effects

on income inequality.

CONCLUSIONS

This chapter has examined the interrelated nature of criti-

cal choices that vary systematically with income distribu-

tion: labor force participation, fertility and educational at-

tainment. It highlighted the critical role played by

education for women, and along with it the opportunity

cost for women of participating in the market. A high re-

turn for women in the labor force contributes to high par-

ticipation, fewer children, and higher educational attain-

ment by those children. That is the virtuous circle. However,

this process depends not only on the educational attain-

ment of the mother, but also on other factors that vary

dramatically across the region. These variations were il-

lustrated by simulating how the income gap between two

hypothetical families would vary even though the charac-

teristics of the family themselves remained constant. Dif-

ferent countries generate very different levels of inequal-

ity for these families. Hence, their education, age and

location, as such, cannot fully explain the varying degrees

of inequality across Latin America. Other factors in the
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structure of the economy are making wage gaps larger in

some countries and smaller in others. Other factors are

encouraging otherwise similar women to work at home, or

seek out jobs in the informal or formal sectors. Even such

personal choices as the number of children to have and

how much resources to put into their education appear to

be influenced, in the aggregate, by some important fac-

tors that go beyond individual characteristics and encom-

pass factors in the broader market and society.

What broader factors could explain the differences

that remain after accounting for the personal character-

istics of the household? Part of the answer lies in the

wages commanded by different levels of education, i.e.,

returns to schooling, which reflect the structure of sup-

ply and demand for people with different levels of educa-

tion. High returns reflect, in part, a relative abundance of

people with very low educational attainment, and a rela-

tive scarcity of highly educated individuals. However,

these low levels of educational attainment are themselves

partly a consequence of earlier educational outcomes that

influenced fertility and educational attainment in previ-

ous generations. Part of the answer lies also in the de-

mand for labor and the effectiveness of labor markets,

which are themselves functions of technologies, produc-

tivity, organization of firms, and public economic poli-

cies. And the answer also has to do with the sensitivity of

family decisions regarding labor force participation, fer-

tility or educational attainment to relative “prices” such

as wages for the skilled and unskilled, for formal and in-

formal jobs, and for men and women.

Hence, by traveling this microeconomic road we

have hit upon a macroeconomic and societal boundary.

Forces larger than the characteristics of the families are

driving a large part of income inequality; factors that lead

otherwise similar people in different countries to make

different choices. As this complex web of factors gener-

ates unequal incomes, it also feeds back into different

choices regarding participation, fertility and attainment,

so that over time households may become even more

unequal in their family characteristics. The next chapter

seeks to uncover what these larger economy-wide forces,

including public policies, might be.



82 CHAPTER 3

APPENDIX

Female Labor Market Participation
Decisions

Female participation decisions have been studied exten-

sively. A problem with econometric estimates is data avail-

ability; specifically, it is difficult to obtain a good mea-

sure of the opportunity cost that a woman faces when

she decides to participate actively in the labor market or

not. One way of tackling the issue is to produce a vari-

able that approximates the income that a person would

obtain in the labor market if he or she were to partici-

pate, and then use this to see if the decision to partici-

pate is statistically associated with this measure. This

approach is followed here.

The exercise requires a two-stage process. In the first

stage, we estimate wage regressions in the following form:

ln(yi) = c + βlei + β2expi + β3exp2
i + β4urbi +ui

where the dependent variable is the logarithm of the in-

come of each earner, e represents the number of years of

education of person i, exp denotes experience (measured

as the age minus six, minus the years of education),1 exp2

is its squared value, and urb is a dummy variable for ur-

ban areas. The regression is performed separately for men

and women, correcting for sample selection bias.2

We use the estimated coefficients to predict the

income (denoted y*) that each person would obtain if he

or she participated in the labor market by using his or

her education, experience and location. Then we use y*

as an independent variable in a multinomial logit equa-

tion in the following form:

ln(pi) = c + γ1nkidsi + γ2y*
f + γ3y*

m + γ4urbi + γ5agei + ui

where nkids is the number of children each female has,

y*
f is the predicted income of the female in question, y*

m
is the predicted income of the male spouse or male house-

hold head, and age is a dummy variable for age. The vari-

able pi is a variable that takes the value of 0 if woman i is

not participating in the labor market, 1 if she participates

in the informal sector, and 2 if she participates in the for-

mal sector of the economy.

The coefficients from the multinomial logit estima-

tion are presented in Table 3A.2.

With these two equations we performed several

simulations. For example, given the coefficients and the

mean value of the wage regression, one can estimate the

income of a prototype person by simply multiplying the

coefficients by the assumed education, experience and

location. With this information we predict y*
m and y*

f , re-

spectively, and if we had the number of children that each

woman has, her age and her rural-urban location, we could

multiply them by the coefficients of the multinomial logit

regression to obtain the predicted probabilities of being

types 0, 1 or 2.3 With this method, one can vary the edu-

cation of the woman, the education or income of the male

head or male spouse, the number of children and the age

to assess the impact on the probabilities of participating

in the labor market.

Obviously, this kind of exercise is subject to econo-

metric problems such as endogeneity. This is the case

especially with variables such as the number of children

in the household. Unfortunately, it is difficult to get

around this problem with the information from house-

hold surveys because it is almost impossible to construct

good instrumental variables. Several robustness tests

were performed to the estimates presented in Table 3A.2

to check whether the conclusions changed when attempt-

ing to substitute the variable nkids with constructed in-

struments. The conclusions derived from the results did

not vary from any of these estimates.

Fertility Decisions

One limitation of household survey data is that it typi-

cally does not contain retrospective fertility histories of

household members. Typically, we are able to count the

number of children living in a household and identify their

mother, but we do not know if the woman has other chil-

dren living elsewhere. Therefore, rather than strictly look-

ing at fertility, the focus is on the number of children in

the household, and whether this number is significantly

correlated with other variables.

To perform the simulations on fertility discussed

in the main text, we performed an exercise similar to the

one described in the previous section. We also took a

two-stage approach, where first we estimated earnings

equations to predict ym
* and yf

* and then we used these

predicted income-earning potentials in a regression where

the dependent variable is the number of children in the

household, and the independent variables are ym
* and yf

*

1 To measure experience, the number of children each woman has is taken
into consideration. The assumption is that a woman loses one year of labor
market experience per child.

2 For Argentina, Bolivia and Uruguay only urban data are available, so the
dummy variable is not included.

3 To assess the probabilities, we make the corresponding transformations to
the coefficients so that they yield the predicted probabilities.
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and the urban-rural location dummy.4 With these two

equations we can simulate the number of children that a

prototype person would have, and test for the sensibility

of that result to the education of the mother, the educa-

tion and income of the male spouse or male household

head, etc. by multiplying the regression coefficients by

the mean values of the variables in question.

Binding the Stories Together

To put together the family’s decisionmaking process re-

garding participation, fertility and children’s education, a

recursive model was estimated of earnings, participation,

number of children and educational attainment of those

children and estimated for 14 Latin American countries.

Since all these are interrelated decisions, we estimate a

simultaneous equation system following these steps:

First, we run an earnings regression of the following:

ln(yi) = c + βlei + β2expi + β3exp2
i + β4urbi + ui

with which we predict ym
* and yf

* as in the exercises previ-

ously described.

The predicted variables ym
* and yf

* , which represent

the income generating potential of a person with a cer-

tain degree of education, experience and location, feed

into the following regression:

nkids* = c + αly
*
f + α3y*

m + α3urbi + γ5agei + ui

where the idea is that the coefficients of this regression

can be used to predict the variable nkids for each house-

hold, based only on the opportunity cost (proxied by the

earnings potential variables) and location. We denote

nkids* the number of children in each household pre-

dicted by ym
* and yf

* and urb. From this perspective, the

only reason why two couples in the urban sector would

choose to have a different number of children is because

they have different educational levels, and because the

returns to their education (the opportunity cost) differ.

Thirdly, we reestimate the multinomial logit de-

scribed at the beginning of this Appendix by running the

following regression:

ln(pi) = c + γ1nkids*
i + γ2y*

f + γ3y*
m + γ4urbi + γ5agei + ui

where nkids has been substituted for nkids*. With the

coefficients from this regression and the average values

for ym
* , yf

* , nkids*, urb, and the age of each female, we

can predict the probability of being out of the labor force,

or participating in the informal or formal sector, which

we label p1
* and p2

* respectively.

Fourthly, we estimate earnings equations of the same

form as in the first stage regression above, but we run them

separately for men and for women in the formal and infor-

mal sectors, respectively. The coefficients allow us to pre-

dict the following income-earnings potentials

ym,f* = income of males in the formal sector

ym,i* = income of males in the informal sector

yf,f* = income of females in the formal sector

yf,i* = income of females in the informal sector

We estimate the income per capita of each family

through the following formula:

ypci = {y*
m + [p1y*

f,1 + p2y*
f,2]}/(nkids* + 2)

The formula says that the estimated income per

capita (ypc*) of family i is calculated by adding up the pre-

dicted income of a male with a certain education, experi-

ence and geographic location, with the income of the fe-

male computed as the estimated probability (p1
*) of being

in the informal sector times the informal sector predicted

income (the income is also predicted based on education,

experience and rural-urban location), plus the estimated

probability of being in the formal sector (p2
*) times the for-

mal sector predicted income. All this is divided by the num-

ber of children expected of a couple with a certain educa-

tion, experience and rural-urban location, plus two adults

to account for total family size.

Finally, we estimated the educational attainment

of each family with the following regression:

educkids*
i = c + η1y

*
m + η2[p1

*y*
f,1 + p2

*y*
f,2]} η3nkids*

 
+

 η4sexi + ui

where educkidsi* represents the predicted educational

attainment of the child, and sex is a dummy variable for

the gender of the child.

Therefore, the system of equations uses the num-

ber of years of education, experience and geographic lo-

cation as exogenous variables, and with this information

it predicts the income earning potential in the formal and

informal sectors, the probability for females of being out

of the labor force or in the formal or informal sectors, the

number of children that a couple with the above charac-

teristics would have, and their attainment. The main ad-

vantage is that, as explained in the text, the methodol-

ogy allows simulations of several scenarios by making an

explicit distinction between the effects of the number of

years of schooling (the quantity effect), and the returns

to education (the price effect).

4  This second-stage regression was only estimated for the sample of 35-40
year old females.
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Chapter 4

THE ROLE OF
THE ECONOMIC ENVIRONMENT

The preceding chapters have explored the determinants

of income inequality at the level of the individuals and

families who live, work and raise their children within a

national economy. We have seen that certain key char-

acteristics of the individuals in the family, most notably

the education of the household’s adult members, are im-

portant determinants of the household’s decisions about

labor force participation,

fertility and the education

of the children. The house-

hold’s decisions interact

with the economic envi-

ronment that surrounds

them—wages and employ-

ment opportunities—to

determine household in-

come and the earning ca-

pacity of the next genera-

tion. The message has

been that a substantial

part of income inequality

in the region is attribut-

able to differences across

households in educational

attainment and in other

characteristics that deter-

mine household earning

capacity. Thus, an important part of the Latin American

income inequality story is that education and other de-

terminants of earning capacity are unequally distributed

across the population.

This is an important part of the story, the policy im-

plications of which are very different from those that would

have followed, for example, from a finding that the large

differences in household earnings were inexplicable and

unrelated to education or other individual characteristics.

But we have also learned that this is not the whole story.

This is so for two reasons. First, we have so far shed only

limited light on why the distribution of education and other

determinants of earning capacity are so skewed in Latin

America, and why they are so much more skewed in some

countries of the region than in others.

And further, we have uncovered evidence that a

given difference in educational attainment or some other

determinant of earning capacity generates much more

inequality in some countries of the region than it does

in others. It seems that in some countries there is some-

thing about the economic

environment that trans-

lates a given difference in

educational attainment

into a larger difference

in earning capacity, thus

generating more unequal

distribution of income,

which is then amplified

and transmitted to the

next generation through

the family decisions de-

scribed in the previous

chapter.

To understand this

part of the story, we turn

our attention away from

detailed investigations of

individual household be-

havior within a country,

where households face a relatively common economic

environment, and toward comparisons across countries,

where we find some key differences in the underlying eco-

nomic environment. We can then try to learn how these

differences affect distribution of income.

To motivate the discussion that follows, let us re-

turn for a moment to the Altamira and Bajares families

introduced in Chapter 3. The families were identical in

all respects except in the education of the family’s adults.

The more educated Altamira family had higher income

than the Bajares family in all countries of the region, but

that gap in income was much larger in some countries

than in others; something about the economic environ-
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ment was acting to magnify inequality in some countries.

Figure 4.1 suggests that this aspect of the economic en-

vironment is not random or inexplicable, but is instead

related to key characteristics of the economy in which

the families are embedded. The figure suggests that in

those countries of the region where workers have more

capital to work with, the gap between the incomes of the

Altamiras and the Bajares tends to be substantially

smaller than in countries where less capital has been ac-

cumulated. This experiment seems to suggest that eco-

nomic development promotes a more egalitarian distri-

bution of income.

This chapter examines the international experience

to explore in more detail the idea that certain aspects of

the economic environment tend to promote income in-

equality. The stage of economic development is indeed

importantly related to the distribution of income, and this

factor helps explain why the distribution of income is so

much more unequal in Latin America than it is in the

industrial countries. We are also able to shed some light

on the mechanisms through which the stage of develop-

ment affects the distribution of income.

But we also find that the stage of development is

only part of the story. After accounting for its stage of

development, Latin America remains by international

standards a region of very high income inequality. We thus

turn to some other dimensions of the economic environ-

ment that may help to explain this excess inequality. While

this investigation is exploratory, and hampered in some

key respects by data limitations, the evidence suggests

that the region’s endowments of land and natural re-

sources, including factors related to climate and geogra-

phy, appear to have played an important role. We also

find, not completely unrelated to this, that Latin America’s

volatile macroeconomic environment accounts for a sig-

nificant share of the region’s excess inequality. We say

“not unrelated” because we also uncover evidence that

this volatility results in part from the large external shocks

that affect the region, which are themselves related to

the region’s rich endowment of natural resources.

The story is thus a complex one, in which circum-

stances associated with Latin America’s stage of economic

development interact with longer-lasting characteristics

of the region, including its geography and climate, and

its endowments of land and natural resources, to deter-

mine the income inequality observed today. But while

we will have relatively little to say about policy until sub-

sequent chapters, the explanations for income inequal-

ity provided here are not deterministic ones that leave

no scope for remediation by good policies, or aggrava-

tion by bad policies. Indeed, one important motivation

for laying out as fully as we can the underlying determi-

nants of income inequality is to lay the foundation for a

more complete and productive strategy for policies to

address the inequalities that may be generated by the

region’s history and economic circumstances.

INEQUALITY AND STAGES OF DEVELOPMENT

Perhaps the oldest and most prominent empirical specu-

lation about the distribution of income focused on the

development process as a key driver. The idea was that

very primitive economies, in which virtually all of the

population engages in very simple and labor-intensive

activities, were likely to be very equal. During the process

of development workers are pulled from the traditional

sector into a gradually expanding “modern” sector with

higher productivity and wages. This opens up an impor-

tant wage gap between workers in the traditional and the

modern sectors, and inequality thus emerges and in-

creases in the early stages of development. By the end of

the process every worker would be in the modern sector,

earning roughly similar wages, and thus inequality would

decline once again in the later stages of development.

This story suggests a hump-shaped relationship between

the level of development and income inequality, in which

inequality first rises then declines as development pro-

ceeds, a relationship that came to be known as the

Kuznets curve, after the economist who elaborated the

idea in a famous 1955 paper.

Figure 4.2 illustrates the relationship between the

stage of development, as measured by purchasing-parity

adjusted income per capita, and income inequality. It also

shows the predicted value implied by the statistical rela-

tionship that relates income inequality to per capita in-

come and the squared value of per capita income.1

Though some recent studies have had difficulty identify-

ing a Kuznets curve relationship between income and in-

equality, in our data set there is in fact evidence of such a

hump-shaped relationship between per capita income

and inequality.

However, the upward-sloping part of the relation-

ship between income and inequality appears to be rel-

evant only for a few countries with very low income lev-

els. The dominant feature of the relationship between

development and inequality is a fairly strong tendency

for inequality to decline as income rises. In particular,

1 We used the log of per capita income rather than the level, so that equal
changes in the variable would correspond to percentage rather than absolute
changes in per capita income. We also conducted the same analysis using (the
log of) per capita income and its inverse, as suggested by Anand and Kanbur
(1993), with essentially identical results to those reported above. See the Tech-
nical Appendix for the regression results that are summarized in the figure.
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America than in the rest of the world, we also included a

dummy variable for Latin America in the statistical rela-

tionship. The results suggest that the stage of develop-

ment cannot explain all of Latin America’s inequality; at

any given level of development, Latin America exhibits

roughly 10 percentage points more inequality than does

the rest of the world.

Economic development is associated with changes

in the distribution of income because it involves economic

and social transitions that affect the position of different

economic and social groups. Here we discuss five of these

transitions: the accumulation of physical capital, which

affects the returns to labor; the educational transition,

which affects the returns to skilled workers; the demo-

graphic transition, which carries with it profound impli-

cations for family size, labor force participation and edu-

cational attainment; urbanization; and formalization of

the workforce.

Capital Accumulation Is Associated with Less
Income Inequality

Development is, in essence, the accumulation of capital,

both physical and human. It is natural therefore to begin

with the role of capital accumulation. As Figure 4.4 illus-

trates, there is in fact a strong negative correlation be-

tween inequality and capital accumulation.

It is easy to understand how an increase in the stock

of capital with which labor can work might affect the dis-

tribution of income. Basic economic theory suggests that,

as capital is accumulated and becomes less scarce, the

return that it earns should fall, while the return that is

earned by other factors of production, such as skilled and
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few of Latin America’s economies have income levels low

enough to put them in the range where increased income

would be associated with an increase in inequality, though

several of them are near the peak of the estimated curve.

This predicted relationship between per capita in-

come and inequality suggests that development is a pow-

erful force; as a country moves from the level of develop-

ment that puts it at the peak of the hump to the per capita

income that characterizes the industrial economies, the

Gini coefficient is predicted to fall by over 10 percentage

points.

To allow for the possibility that the relationship

between development and inequality is different in Latin
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unskilled workers, would rise. Since the returns to capi-

tal accrue disproportionately to a small and wealthy sub-

set of the population, this change in factor returns would

be expected to improve the distribution of income.

Internationally comparable data on wages and the

return to capital are hard to find, but most countries re-

port rough estimates of the share of income that accrues

to workers in the form of labor compensation, and that

which is earned by entrepreneurs and businesses. Using

this information, we see that there is a strong associa-

tion between capital intensity and factor payments.

Where capital is more abundant, labor compensa-

tion tends to comprise a larger share of the national in-

come and nonlabor income’s share declines. This implies

that the return to capital declines sharply as capital be-

comes more abundant, since, despite the rise in the

amount of capital that is employed in the economy, capi-

tal income (the product of the return to capital and the

stock of capital) declines as a share of total income. The

counterpart of this decline is a rise in the share of in-

come paid to skilled and unskilled labor. Since labor

power and skills are much more equally distributed

among the population than is ownership of claims on

the economy’s capital stock, this tends to be equalizing.

As seen in Chapter 3, these direct effects of capital

accumulation on factor returns are only the beginning of

the story, for the increase in wages and the expanded

opportunities for market work associated with capital

deepening also trigger important changes in labor force

participation, fertility and education, with powerful im-

plications for the distribution of income.

Educational Progress Affects Returns to
Education, Reducing Inequality

Development involves not only the accumulation of in-

vestments in buildings and equipment, but also in the

education of the workforce. High returns to and an un-

equal distribution of educational attainment are impor-

tant sources of income inequality. How does the human

capital accumulation that accompanies economic devel-

opment affect these determinants of income inequality?

Just as with physical capital, the private returns to

education would be expected to decline as the popula-

tion becomes more educated. And as seen in Figure 4.6,

the returns to secondary education do in fact tend to de-

crease in countries where the population is more edu-

cated.2

How important is this effect? On average in Latin

America, the population between the ages of 25 and 65

possesses roughly 4.8 years of education, while in the

industrial economies the same population possesses

about 8.4 years. Figure 4.6 suggests that this difference

in average educational attainment is associated with an

increase in the private returns to education in Latin

America of roughly 7 percentage points, an increase in

wage differentials that would have a major impact on the

distribution of income. This suggests that increasing edu-

cational attainment in the region could be highly equal-

izing for income distribution, even if the educational
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of this chapter are from Psacharopoulos (1994), and may differ in some in-
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progress were not accompanied by reductions in the in-

equality of educational attainment.

There is also an important interaction between hu-

man and physical capital accumulation, since the data

suggest that, holding constant the population’s average

educational attainment, a larger supply of physical capi-

tal is associated with higher returns to education. This is

consistent with the idea that capital-intensive industries

also require skilled labor and implies that a country or

region is likely to experience particularly high returns to

education if its investment in people lags behind its in-

vestment in capital.

We have seen that development affects the distri-

bution of income through its effects on factor returns.

Development tends to be equalizing because it reduces

the returns to human and physical capital, ownership of

which tends to be concentrated in the hands of a rela-

tively small, wealthy segment of the population. But this

is not the end of the story, for educational progress is

also associated with systematic changes in educational

inequality. This relationship was discussed in Chapter 2,

where it was explained that educational inequality tends

to rise with educational progress at first, but eventually

declines as progress continues. Educational inequality

is thus, in part, a transitory byproduct of educational

progress, a point that is highly relevant for Latin America

since, while measures of aggregate inequality of educa-

tional attainment have been rising, the inequality of edu-

cational attainment within cohorts has already started

to fall.

The impact of educational progress on inequality

is thus something of an open question; while we expect

such progress to drive down the premium that skilled

workers earn and thus make the distribution of income

more equal, it may at the same time be associated with

an increase in educational inequality, which tends to in-

crease income inequality. The international experience,

summarized in Figure 4.7, suggests that, on balance, edu-

cational progress is in fact equalizing.

There is a strong negative relationship between

educational attainment and income inequality, even af-

ter one controls for per capita income.3 Other things be-

ing equal, educational progress is equalizing; we shall

provide some estimates of the significance of this factor

below.

The Demographic Transition

The previous chapter highlighted the strong links between

female labor force participation, fertility and educational

attainment, showing that in families at the lower end of

the income distribution, labor force participation was

generally low and families tended to be large, undermin-

ing the family’s capacity to invest in their children’s edu-

cation. The opposite tended to be true of high-income

families, where labor force participation is higher and

families have fewer children who are provided with more

education.

A central element of this story is the role of fertility

decisions and family size as key influences over income

inequality in both the current and subsequent genera-

tions. This is of great relevance to Latin America because,

along with much of the rest of the world, the region has

been undergoing a wrenching demographic transition

from the high birth and death rates common only a few

generations ago to a world with much lower rates of fer-

tility and death, longer life spans, and correspondingly

older populations. This transition is due in substantial

part to important advances in medical technology and

public health practices, and their gradual diffusion in re-

cent decades through the developing world. These inno-

vations reduced death rates, and particularly infant mor-

tality, resulting in a substantial increase in population

growth and a decrease in the average age of the popula-

tion. Over time, fertility rates have declined, and in most

of the developing world populations are now beginning

to grow more slowly and to become older.

While the demographic transition through which

most of the developing world is now passing is related to
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3 It is useful to control for per capita income to avoid confusing the effects of
educational progress with other elements of the development process with
which educational progress is likely to be correlated. If one does not control
for per capita income, the correlation between education and the distribution
of income is substantially stronger than that shown in Figure 4.7.
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Figure 4.8 suggests that female participation in the

labor force tends to follow a U-shaped pattern. It tends

to be relatively high at very low levels of development,

perhaps reflecting the fact that very low-income econo-

mies are predominantly rural, where female participation

tends to be high, and that at very low income levels many

women simply cannot afford to forgo work. Starting at

low levels of income, female participation tends to de-

cline as per capita income rises until, at moderate in-

come levels, participation begins to rise along with in-

come, reflecting the enhanced incentives and possibilities

for workforce participation that we have discussed. The

figure also shows that female labor force participation

tends to be lower in Latin America than in other coun-

tries with similar income levels.

As Chapter 3 emphasized, the decision to partici-

pate in the workforce and the decision on how many chil-

dren to raise are closely related. Families in which both

parents are in the workforce tend to choose to have fewer

children than families where the potential secondary

earner stays out of the labor force and in the home. Thus,

as economic development proceeds and female labor

force participation rises, fertility rates and the rate of

population growth tend to decline.

Development is thus an important driver of the

demographic transition through its impact on the incen-

tives and the possibilities for labor force participation that

face families. What does this have to do with the distri-

bution of income? Quite a lot, it seems. Figure 4.10 shows

that there is a strong positive correlation between popu-

lation growth and income inequality, even after control-

ling for the level of development. The association is very

strong. Holding constant the level of development, Fig-
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medical advances of the past half century, it is also

strongly related to economic development, since that

process affects family decisions about fertility, labor force

participation and education. Through these decisions, the

demographic transition is having an important impact on

the distribution of income.

As development proceeds and employment oppor-

tunities expand, it becomes increasingly advantageous

for women to enter the labor market. At the same time,

the process of urbanization that is typical of development,

and the extension of water supplies, electrical power and

communication networks, reduce the time and effort re-

quired to manage a household, making it easier for sec-

ondary earners to enter the labor force.
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ure 4.10 suggests that a 2 percentage point decline in the

rate of population growth would be associated with a re-

duction in the Gini coefficient of income inequality of

more than 7 percentage points, more than a third of the

actual difference in income inequality between Latin

America and the industrial countries. And the link be-

tween demographic factors and income inequality is also

evident within Latin America, as seen in Figure 4.11.

What explains this important link between demog-

raphy and distribution? A number of explanations have

been put forward. Some focus on implications for the age

structure of the population growth. For example, it has

been well documented that earnings differentials between

skilled and unskilled workers tends to rise significantly

as workers progress in their careers, and then decline sig-

nificantly after workers retire.4 Thus, in a population with

many more experienced workers, earnings differentials

created by differing educational attainments will be larger,

and income inequality higher, than in a population where

most of the workforce is young. This cannot, however,

explain why countries with rapid population growth and

younger populations tend to have higher, not lower, in-

come inequality than countries with older populations.5

An alternative explanation arises from the interac-

tion between the wages of unskilled workers, family deci-

sions and inequality that we have been emphasizing in

this report. In the previous chapter we saw that when the

returns to employment are low, participation in the

workforce is lower, families are larger, and education of

children is more limited. In this view, high fertility rates

and the associated rapid population growth reflect a situ-

ation in which the returns to market work are low com-

pared with the benefits of staying home and having a

larger family.

It is thus not surprising to see that educational at-

tainment tends to be low in countries where population

growth rates are high. Figure 4.12 illustrates the strong

negative correlation between the average educational at-

tainment of the adult population and the rate of popula-

tion growth.

This correlation should of course not be read as a

structural relationship in which the causality runs only from

demography to educational attainment. It is likely that the

reverse causality is important as well. Other things being

equal, higher educational attainment is likely to be asso-

ciated with lower rates of fertility and population growth.

Indeed, this mutual relationship between fertility and the

education decisions was a key point of the argument in

Chapter 3. The very strong empirical relationship between

fertility and education provides support for this story, which

in turn helps us understand the strong empirical link be-

tween demography and the distribution of income.

But there is more. To the extent that high fertility

and rapid population growth reflect an economic envi-

ronment that offers low returns to market work, the ef-

fects are likely to be particularly strong in poor families,

whose unskilled parents face the lowest rewards for en-

tering the labor force. Rapid population growth should

thus be associated not only with low levels of educational

attainment on average, but also with a more unequal dis-

tribution of educational attainment across the popula-

tion. And we do in fact see this.
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Source: See Technical Appendix.

4 See Atkinson (1982, p.100) for evidence on industrial economies, and Duryea
and Székely (1998) and Chapter 2 of this report for evidence on Latin America.

5 On the other hand, if there are many retired workers, income inequality will
tend to decline. There is some evidence that large retirement-age populations
are associated with lower inequality; in a multivariate statistical framework,
high rates of population growth—and therefore younger populations— are
associated with higher inequality, while at the same time the share of the
population over 65 is associated with significantly lower income inequality.
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After accounting for the relationship between aver-

age educational attainment and educational inequality

discussed in Chapter 2, we see that there is a strong posi-

tive correlation between population growth and educa-

tional inequality, as measured by the standard deviation

of educational attainment. This suggests that the under-

lying factors leading families to choose higher fertility

rates are adversely affecting not only the country’s rate of

investment in human capital, but also the distribution of

those investments across the population, with adverse

consequences for the distribution of income.

In summary, we have identified a number of chan-

nels through which demographic factors affect the distri-

bution of income. The story about households that was

laid out in Chapter 3 finds support in international com-

parisons; in general, high fertility rates, low female labor

force participation and low educational attainment tend

to go together, and these are associated with higher in-

come inequality.

This is relevant for Latin America because different

countries of the region are at very different stages of the

demographic transition, ranging from relatively young

countries like Nicaragua, Haiti and Guatemala, where the

average age of the population is just over 20, to coun-

tries like Argentina, Jamaica and Uruguay, where the av-

erage age of the population is over 30, matching or ex-

ceeding that of the industrial economies. These

differences in demographic structure help explain differ-

ences in the degree of inequality that characterize coun-

tries of the region, and they also help explain why Latin

America is so much more unequal than the industrial

economies.

The link between demography and distribution is

also important and interesting because as birthrates and

family sizes decline, most countries of the region are in

the midst of a major demographic transition. Looking

ahead, this demographic transition should be good news

for income distribution in the region.

Urbanization

Development is also associated with urbanization, and

like much of the developing world Latin America is expe-

riencing a gradual urbanization of the population. The

share of the population living in urban areas has risen

from about 50 percent in the 1960s to 53 percent in the

1970s, 58 percent in the 1980s and well over 60 percent in

the 1990s. This transition affects income distribution be-

cause the economic environment in rural areas differs

dramatically from that of the cities. As we saw in Chapter

2, a key feature of the economic landscape in Latin

America is a very large gap between the income of fami-

lies in urban and rural areas. Holding constant other de-

terminants of wages such as education and experience,

workers in rural areas earn roughly 20 percent less than

workers in urban areas. But the earnings gap is in fact

substantially larger than this, because everything is not

equal in the countryside and the city; in fact, educational

attainment is dramatically lower in rural areas, a reflec-

tion of low wages, lower returns to educational invest-

ment and large family sizes. Finally, because rural fami-

lies tend to be larger, reflecting both larger numbers of

children and greater tendencies for extended families to

live together, differences in the per capita incomes of ur-

ban and rural households is increased even further.

What does this earnings gap mean for the distribu-

tion of income? In the very early stages of the transition
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to an urban society, when nearly everyone lives in low-

wage rural areas, income inequality would be expected

to be relatively low. But as people begin to move to the

higher-wage urban areas, the substantial gap between

urban and rural earnings will contribute to gradually in-

creasing inequality. Near the end of the process, when

most workers have made the transition to the urban sec-

tor, the urban-rural earnings gap will affect only a small

fraction of the population, and its contribution to the

country’s income inequality will thus be small.

We thus expect to see a hump-shaped relationship

between urbanization and inequality, and this is in fact

what emerges from the data. Even after controlling for

per capita income, urbanization has an important effect

on the distribution of income. Urbanization is predicted

to have the most unfavorable consequences for income

distribution at an urbanization rate of about 50 percent

of the population, roughly where Latin America has been

for the past several decades. The international experience

suggests, however, that as the process of urbanization

continues, it should begin to exert an equalizing rather

than an unequalizing impact on the region.

Formalization

The final manifestation of Latin America’s stage of devel-

opment is its large informal sector. The incorporation of

increasing shares of the workforce into formal employ-

ment relationships is one hallmark of the development

process, and internationally the size of the informal sec-

tor tends to decline with per capita income. As develop-

ment proceeds in the region, it is natural to expect that

the incidence of informality will tend to decline as well.

What will this transition mean for income inequality?

As we saw in earlier chapters, informal sector em-

ployment generally pays less than employment in formal

sectors. This is not true for all workers and for all types of

informal employment, but it is true for most, and is es-

pecially true for women. Also, freed from the constraints

imposed by minimum wages and collective bargaining,

informal sector earnings are substantially more unequal

than are earnings in the formal sector.

As with urbanization, we might therefore expect an

inverted U-shaped relationship between informality and

inequality. Because of differences between the average

incomes of workers in the informal and formal sectors,

inequality might increase in the early stages of formal-

ization. However, as the process of formalization proceeds

and the informal sector gradually shrinks in size, inequal-

ity will eventually begin to decline as an increasing share

of the labor force becomes incorporated into the formal

sector, where wage differentials are more limited than in

the informal sector.

Figure 4.15 suggests that the process of formal-

ization involves an increase in inequality until the rate

of informality declines to about 25 to 30 percent of total

employment, after which further declines in the size of

the informal sector are associated with declines in in-

equality. This is an important point for Latin America,

where the rate of informality ranges from about 11 per-

cent of the workforce to nearly 60 percent, and the me-

dian rate for the region is 27 percent. This means that

roughly half the countries of the region are now in the

category where international experience suggests that

further formalization of the workforce will tend to re-

duce inequality. Most other countries of the region have

rates of informality ranging between 30 to 50 percent,

where formalization is predicted to have only small ad-

verse effects on the distribution of income, and only a

few countries are still in the range where formalization

of the workforce is predicted to have adverse conse-

quences.

While we have suggested that formalization of the

workforce is a normal part of the development process,

this does not mean it is an automatic outcome of the

process. We find, for example, that in Latin America in-

formality is associated with shallow financial markets,

which is consistent with the idea that many entrepreneurs

are forced to continue in a state of informal, small-scale

development because they cannot obtain the credit that

might finance an expansion and formalization of their

business activities.

This highlights the fact that, while formalization

normally accompanies development, the process could

be short-circuited if the domestic financial system is not
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up to the task of supporting the transition. By the same

token, policy measures that promote the development of

a robust financial system with the capacity to serve small

enterprises can promote formalization.

Summing Up: Stages of Development
and Inequality

Economic development is associated with declining in-

come inequality, at least over the range that is relevant

for most countries of Latin America today. As Latin

America develops, the distribution of income will be fa-

vorably influenced by the transitions associated with de-

velopment, including capital deepening, educational

progress, the demographic transition, urbanization and

formalization of the labor force. This is no cause for com-

placency, however. Development is a slow process and

any improvements in income distribution may be a long

time in coming. The mechanisms discussed in this chap-

ter may provide potential levers for policy to secure last-

ing improvements in income distribution.

In short, looking to the future, the message is an

optimistic one. Latin America is undergoing several tran-

sitions that in some cases have been unequalizing, but

which can in the near future be expected to exert a more

equalizing influence on income distribution. However,

while the eventual payoff of these transitions is likely to

be significant, it will not bring Latin America’s inequality

to East Asian levels. Put differently, there is something

about the Latin American economic environment that is

generating persistently higher inequality, even after cor-

recting for the impact of the region’s stage of development.

THE STRUCTURAL BACKDROP FOR INCOME
INEQUALITY

We now explore two longer-term or “structural” factors.

The first is Latin America’s geographical heritage, which

has endowed it with specific types of land, natural re-

sources, and climatic conditions that form the backdrop

for the region’s economic development. The second fac-

tor, fundamentally related to these endowments, is the

region’s exposure to large economic shocks, which has

been associated with a history of macroeconomic vola-

tility. This has colored prospects for development in the

region, and affected, most importantly, the poorer mem-

bers of these societies.

Geography and Natural Resources

Latin America is distinctive for many reasons. One of them

is the region’s rich endowment of natural resources, which

has played a crucial role in its history, and which distin-

guishes it from most of the economies of South and East

Asia that are generally less richly endowed in land and

mineral wealth. What do these endowments mean for the

distribution of income?

Figures 4.17 through 4.20 illustrate the relationship

between income inequality and various measures of re-

source intensity and climatic conditions. They show, re-

spectively, the quantity of agricultural land per capita,

primary commodity exports as a share of GDP, and lati-

tude, or distance from the equator, first comparing Latin

America to other regions and then within Latin America

itself. Each of the figures shows the correlation between
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ness of the variable to the inclusion of alternative explana-

tory variables. In all of the many specifications explored

here, the variable measuring distance to the equator is

highly significant in statistical and, as we shall see be-

low, economic terms. The measures of land intensity and

reliance upon primary commodity exports also proved

fairly robust predictors of inequality, though the correla-

tion between these variables is less dramatic.

It is impossible to ignore this strong relationship

between geography and inequality. But the relationship

is an unsettling one because it is not immediately clear
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Figure 4.18. Primary Commodity
Exports and Income Inequality
(Partial correlation, adjusted for per capita income)
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the center of the country divided by 90. It thus lies between zero and one, 
being equal to zero at the equator and one at the North and South Poles.
Source: See Technical Appendix.
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income inequality, as measured by the Gini coefficient,

and the explanatory variable after accounting for the

empirical relationship between income inequality and the

stage of development discussed above.

The correlations are striking. Countries with large

amounts of agricultural land per capita are substantially

more unequal that countries with relatively little land per

capita. Countries that rely upon large exports of primary

commodities are also substantially more unequal than

countries with lower primary commodity exports.

Particularly striking is the correlation between lati-

tude and inequality. Countries near the equator have sys-

tematically higher income inequality, even after account-

ing for the fact that countries in the tropics tend to be far

less developed than are countries in more temperate re-

gions. This is true at the global level, and also within Latin

America.

This correlation between latitude and inequality is,

in fact, the strongest and most robust of all those pre-

pared for this report, as seen in Table 4.1, which mea-

sures the power of various potential explanations for in-

come distribution. The number in the table is the fraction

of the variance in the Gini coefficient explained by the

simple statistical framework that includes the indicated

explanatory variable.

As the table indicates, the correlation between lati-

tude and income inequality is higher than any other ex-

planatory variable. While comparison of the numbers in

the table is complicated by the fact that the different vari-

ables have different missing observations, and therefore

the subsample of the data being explained by each vari-

able differs somewhat, the importance of latitude as an

explanation of inequality is also supported by the robust-
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what the correlation means. What are the mechanisms

that make for this strong association between income

inequality and tropical land and climates? There are a

number of explanations, all of which may contain at least

a grain of truth.

Tropical Conditions Reduce Labor Productivity
and Wages
One explanation for this association emphasizes the dif-

ficulties that tropical conditions create for workers, and

the impact of tropical conditions on the productivity of

labor. While progress has been made in ameliorating

some of these conditions, life in tropical areas remains

complicated by disease and by problems associated with

climate, pests and soil and water quality. All hamper the

productivity of labor, and particularly undermine agricul-

tural efficiency. This is amplified by the fact that many of

the most important innovations in agricultural technol-

ogy have been associated with agricultural products and

production techniques that are well suited to temperate

rather than tropical regions.

Recent studies have begun to quantify the enormous

toll that these conditions impose on progress for economic

growth.6 This interruption of development prospects itself

contributes to inequality, since economic development

tends to be good for distribution, except at quite low in-

come levels. But there is also good reason to expect that

tropical conditions exert an independent effect on income

inequality. At least in the earlier stages

of development, when industrializa-

tion is drawing labor out of the rural

workforce, wages and working condi-

tions in the modern sector will be

linked, at least loosely, to conditions

in the rural areas.

If an independent worker with-

out a lot of capital can make a good

living in farming—as was the case in

the United States during much of its

industrialization—a fairly high floor

will be placed on wages that workers

will accept in the industrial sector.

Under these conditions, industrializa-

tion can take place with relatively high

wages and low income inequality. If,

on the other hand, workers in rural

areas face the life of low productivity

and difficult living conditions that are

to be found in many tropical regions,

industrialization may take place in a

“buyer’s market” for labor, with low

wages and high inequality. Moreover,

the resultant income inequality is likely to be amplified

and perpetuated by the impact of these difficult labor

market conditions in rural and modern sectors alike on

family decisions about fertility, labor force participation

and education.

Tropical Crops Are Associated with Unequal
Distribution of Land and Income
These labor market conditions may be reinforced by

mechanisms that are emphasized in a second, comple-

mentary explanation for the association between tropi-

cal environments and inequality.7 This explanation em-

phasizes the nature of the technologies appropriate for

tropical crops, as compared with crops grown in temper-

ate climates. Many of the most important tropical crops,

including cotton, sugar and tobacco, are efficiently pro-

duced on large-scale plantations. This is much less true

of most temperate crops such as wheat, maize or barley,

for which, until the relatively recent introduction of agri-

cultural mechanization, relatively small-scale production

was reasonably efficient.

It has been argued that the returns to scale associ-

ated with many tropical crops facilitated an extreme con-

centration of land ownership. This idea is certainly borne

Table 4.1. Explanatory Power of Various Potential
Determinants of Income Inequality

Latitude (Distance to the equator) .532

Land intensity (Log of agricultural land per capita) .207

Primary commodity exports as a share of GDP .144

Stage of development (Per capita income and its square) .442

Capital intensity (Log of capital stock per worker) .280

Average schooling attainment .396

Standard deviation of schooling attainment .202

Rate of population growth .430

Urbanization (Urban population times one minus the urban population) .275

Informality (Share of nonwage employment in industry and services) .261

Real GDP volatility (Standard deviation of the real GDP growth rate) .198

Terms of trade volatility (Standard deviation of percent changes in terms of trade) .198

Financial depth (Ratio of the broad money supply to GDP) .272

Inequality of land ownership (Gini coefficient) .197

Note: The numbers in the table give the R-squared of a linear regression of the Gini coefficient on the
explanatory variable. The regression also included a dummy variable to distinguish between measures of
income inequality that come from surveys of household expenditure, rather than surveys of income,
since there is a tendency for expenditures to be less unequal than income. A dummy variable was also
included for communist countries, since they experienced much less inequality than noncommunist
countries. Because of missing data for the different explanatory variables, different regressions included
different subsamples of the data set.

6 See Sachs and Warner (1995) and Gallup and Sachs (undated).
7 See Engerman and Sokoloff (1998) for a persuasive presentation of this

view.
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out by the data, which show that the ownership of land is

much more concentrated in tropical than in temperate

areas.

In fact, the correlation between latitude and the

concentration of land ownership is even more impres-

sive than the correlation between latitude and the distri-

bution of income, suggesting that promotion of highly

concentrated land ownership is an important mechanism

through which climate and geography have influenced

income distribution.

The concentration of land ownership facilitated by

the increasing returns to scale in the production of tropi-

cal crops reduces competition among employers and may

provide them with substantial market power over their

employees, thus compounding the difficulties faced by

workers in tropical areas. The most extreme manifesta-

tion of this market power was slavery, a phenomenon that

developed almost exclusively in tropical and subtropical

climates, these being parts of the New World where agri-

cultural technology presumably made it most profitable.

One view is that inequality in many parts of Latin America

is in substantial part the legacy of tropical labor markets,

including slavery.

The concentration of land ownership that typifies

countries in tropical regions was facilitated in Latin

America by the land, immigration and labor policies of

governments from early colonial times. But the interest-

ing historical question is whether these policies were

accidents of history, or whether they were themselves the

result of the natural resource endowments, climate and

other geographical conditions of the Latin American colo-

nies. It has been argued that such policies, as well as many

of the institutional features that have long been invoked

as explanations for Latin America’s highly skewed income

distribution, have their roots in the factor endowments

that awaited the Spanish and Portuguese colonizers of

the region.8

An important exception to the general rule that

countries in tropical regions have more concentrated land

ownership is provided by the economies of emerging East

Asia, which lie close to the equator but nevertheless have

very low concentrations of land ownership. This may be

one of those rare exceptions that actually proves the rule,

for the crop upon which these societies were generally

built was rice, which does not exhibit the economies of

scale in production associated with other tropical crops

such as sugar, cotton or tobacco. While other factors may

certainly be at play, it seems plausible that East Asia’s

relatively more egalitarian distribution of income has

much to do with the economic, social and institutional

structures left behind by a rice culture.

But this example also highlights data limitations.

While they have substantial predictive power, variables

such as distance to the equator are clearly no more than

crude proxies for important structural differences closely

associated with, but not identical to, the indicator. The

same is true of, for example, aggregate measures of land

intensity if, as we have argued, there are important dif-

ferences between different types of land.

Natural Resources—A “Capital Sink”?
There are other explanations for the link between natural

resource endowments and inequality. It has been argued,

for example, that mineral resources and certain types of

land require considerable physical capital and very little

labor. In developing countries, where capital is scarce and

labor abundant, this may increase the relative price of

capital and reduce the market size to support a growing

manufacturing and modern services sector. This leaves

workers in a difficult situation, lowering real wages and

worsening the distribution of income. And, to the extent

that growth is generally facilitated by the development

of manufacturing and nonresource-based industries,

natural resources may even undermine prospects for long-

run development, with deleterious implications for the

distribution of income.9

A final reason for the association between abun-

dant natural resources and inequality lies in the implica-
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8 See Engerman and Sokoloff (1998).
9 See Sachs and Warner (1995) for evidence that natural resources are associ-

ated with slower growth. A number of theoretical ideas have been floated to
explain how large natural resource endowments may undermine growth pros-
pects. These typically involve externalities, increasing returns to scale, or im-
portant learning-by-doing dynamics in industries that tend to be crowded out
by the presence of natural resource wealth. See Matsuyama (1992).
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tions of such abundance for macroeconomic volatility.

Large external shocks to which Latin America is exposed

have much to do with the region’s rich endowments of

natural resources and consequent reliance upon volatile

primary commodity exports. Macroeconomic volatility

worsens income inequality in a number of ways. As Fig-

ure 4.22 shows, volatility in the terms of trade is closely

associated with reliance upon primary commodity exports.

Macroeconomic Volatility Worsens
Income Distribution

The volatile macroeconomic environment with which

Latin American families and businesses have had to cope

has taken an enormous toll on the region, reducing the

rate of long-term growth by as much as one percentage

point per year, worsening the distribution of income, and

lowering educational attainment.10

Figure 4.23 presents the correlation between mac-

roeconomic volatility, as measured by the standard de-

viation of the real GDP growth rate, and inequality, after

accounting for the influence of the stage of development

(as measured by per capita income and squared per capita

income) and geography (as measured by distance to the

equator). The positive relationship between volatility and

the distribution of income is significant in both statisti-

cal and economic terms. The statistical relationship sug-

gests that a three percentage point reduction in the vola-

tility of real GDP growth would reduce the Gini coefficient

of income inequality by roughly 2 percentage points. To

the extent that the reduction in volatility also produces

more rapid economic growth, the beneficial effects on

income distribution would cumulate over time.

Who gets hurt by a volatile macroeconomic envi-

ronment? The statistical relationship between macroeco-

nomic volatility and the income shares that accrue to dif-

ferent quintiles of the population—accounting for the

estimated impact of the stage of development and geo-

graphical factors as before—shows that all except the rich-

est 20 percent of the population are adversely affected by

macroeconomic volatility. The hardest hit are the second

and third quintiles from the bottom.

What are the mechanisms that underlie this rela-

tionship between economic instability and inequality?

During the past few decades, a substantial body of eco-

nomic research has documented the adverse impact of

inflation and macroeconomic shocks and crises on the

poor.11 But there is more at work than the simple fact

10 Inter-American Development Bank (1995).
11 See Lustig (1995) and Morley (1995).
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Macroeconomic shocks do not affect all groups the same way,
nor do their effects recede entirely with economic recovery. Many
heads of households are forced to retire early from their formal
jobs, passing into the informal sector or into inactivity, perhaps
permanently. To make up for the reduction in family income,
many young persons drop out of school, sometimes never to
return. Once the crisis is over, employment is higher than before
but at the cost of higher rates of informal sector employment
and fewer young persons in the education system.

These are the preliminary conclusions of a study that has
tracked the effects of the Mexican crisis that broke out at the
end of 1994 (Márquez, 1998). Although this episode is still not
over, some effects have been so profound that they will likely be
felt for some time.

In the year after the crisis, the economy contracted 6.2
percent. Although this drop corrected itself almost completely
in the following year, many other changes did not recede quite
as quickly. The unemployment rate, which had risen 3.5 percent
in 1995, fell by only one point in 1996. But this was not due to a
lack in the creation of jobs, which increased 3 percent in 1996
(after a decrease from 0.2 percent in 1995), but rather to the
expansion of the labor market in both 1995 and 1996.

Moreover, although employment recovered, the share of
formal jobs in private sector companies decreased, while the
share of informal sector jobs increased. In 1996, 55.1 percent of
job growth was generated by small businesses and other infor-
mal activities (self-employment or family helpers). Two years
earlier the rate was 53.7 percent. In this period, the number of
informal sector jobs rose by more than 900,000, while the num-
ber of formal jobs in the private sector fell by 200,000. Had it not
been for the government, which created a similar number of jobs,
expansion of the informal sector would have been even greater.

The 1995 crisis forced more than 5 percent of young per-
sons between the ages of 12 and 25 to enter the labor market: 1
percent found formal employment, 2 percent were employed in
small businesses or in informal jobs, and 1.7 percent joined the
unemployment lines. The 1996 recovery reinforced this trend
even more: 1.9 percent more were employed in formal business,
and 3.2 percent in informal activities. The recovery also allowed
a large number of young persons who in the previous year had
informal jobs or who were unemployed to pass into the formal
sector. Thus, in the two years that followed the crisis, 9 percent
of all young persons joined the job market and more than one-
half of them found employment in the formal sector.

By contrast, adult workers ended up swelling the size of
the informal sector, and, above all, the ranks of the unemployed.
Between 1994 and 1996, 2 percent of all Mexicans between the
ages of 25 and 55 lost their formal jobs. During the recession
year, the economic downturn produced a rise in unemployment,
further aggravated by workers who left the informal sector. In
the following year, workers who left formal jobs were for the most
part directly involved in the informal sector.

Workers 55 and older also left their formal jobs, and a
large number withdrew entirely from work activity. In 1995, 1.4
percent of all workers 55 and older left their formal jobs, one-
half of them for the informal sector and one-half for inactivity,
where they were joined by many others discouraged by their work
in informal occupations. This situation did not correct itself in
1996: 0.6 percent of all older workers went from the formal sec-
tor to retirement and 5.6 percent more abandoned informal jobs
to become inactive.

Box 4.1. The Scars of Volatility: Mexico 1994-96

Figure 1. Labor Market Recomposition,
Mexico, 1994-96
(Percent of the corresponding age group)

Young persons, ages 12 to 25
(40% of the working age population)

Formal sector

Informal sector

Adults, ages 25 to 55
(48% of the working age population)

Formal sector

Informal sector

Persons 55 and older
(12% of the working age population)

Formal sector

Informal sector

1995 vs. 1994

1996 vs. 1995

Source: Márquez (1998). Note: Only net flows greater than 0.5 percent of the
corresponding age group are shown.
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The end effect of the crisis was a great loss of human
capital. Young persons abandoned their studies, companies lost
the accumulative experience of thousands of middle-age and
older workers, and older workers abandoned all productive ac-
tivity. Thus, although economic activity recovered from the be-
ginning of 1996, society lost resources, and for many families,
prospects for improvement faded.
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that the poor are more exposed to the ups and downs of

a shock-prone economy. Macroeconomic volatility con-

tributes to higher inequality in the long run because the

poor lack the means available to wealthier individuals

and families to handle the shocks, and they may there-

fore be forced by an adverse shock into decisions that

have adverse consequences for their long-run earning

potential or that of their children.

When industrial economies fall into recession, their

students tend to remain in school longer, since it makes

sense to wait out the bad labor market until conditions

improve. In developing economies, many students lack

this option. As Box 4.1 documents for the recent Mexican

crisis, when the economy suffers a major adverse shock,

the young are often forced into the labor market, presum-

ably because their families cannot afford the out-of-pocket

expenses associated with school, or more likely because

the young person’s contribution is needed for the family’s

income. The Mexican example also shows that, when the

crisis abated, the students did not return to school, but

remained in the labor force. Once a child’s schooling has

been interrupted for any significant length of time, it is

not likely to be resumed.

Recent research has shown that this link between

volatility and educational attainment is a general pattern;

in countries with greater volatility, educational attainment

tends to be significantly lower.12 This is, of course, bad

for income inequality because where education is more

scarce, the wage premium earned by well-educated work-

ers tends to be higher. But there is more, for it is not only

the country’s average level of educational attainment that

is affected by volatility. Because the poor are particularly

exposed to adverse macroeconomic shocks, it is plau-

sible that children from poor families will be the ones

forced out of school in the event of a crisis.

We thus expect macroeconomic volatility to in-

crease educational inequality at the same time it reduces

average attainment. After accounting for the normal re-

lationship between educational inequality and the aver-

age level of schooling attainment discussed in some de-

tail above, countries with more severe macroeconomic

volatility also tend to have more inequality in educational

attainment. Macroeconomic volatility is thus doubly un-

equalizing, both reducing the average level and raising

the inequality of educational attainment.

A volatile macroeconomic environment also under-

mines investment, which translates over time into a lower

capital stock.13 This tends to increase income inequality

because a scarcity of capital means that the returns to

capital are high, and because the reduction of investment

slows all of the transitions associated with development.

THREE INTERACTIONS

We thus see that two longstanding features of the Latin

American economic terrain—endowment of land, natu-

ral resources and climate, and macroeconomic volatil-

ity—have contributed in important ways to the problem

of inequality in the region. Shortly we will make some

very rough estimates of the quantitative importance of

these factors, and of the factors associated with the

region’s stage of development. But before doing so, we

note that the story is in fact somewhat more complex

than the one that we have presented so far, because it

involves not only these two sets of factors, but also inter-

actions between them.

Wages for Unskilled Work and Inequality—
A Virtuous Circle

The family is the decisionmaking nexus through which

inequality generated by the economic environment may

be amplified and transmitted to the next generation. In

particular, anything that reduces the wages of low-skilled

workers or impedes the ability of secondary wage earn-

ers to enter the labor market will not only result in high
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Source: See Technical Appendix.

12  See Flung, Spilimbergo and Wachtenheim (1998).
13 There is a very large theoretical and empirical literature on the relationship

between macroeconomic volatility and investment, including Inter-American
Development Bank (1995). Servén (1998) handles the econometric issues with
particular care, and provides a brief overview of the issues and the literature.
Leamer, et al. (1998) present a trade-theoretic argument about why natural
resource-intensive economies may be particularly risky for capital.
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inequality for the current generation, but will also reduce

low-income families’ capacity to educate their children.

At the level of the family, one generation’s educational

gap is transmitted to the next generation. At the economy-

wide level, the resulting scarcity of skilled workers con-

tributes to the premium that well-educated workers re-

ceive, and amplifies existing inequalities. This compounds

the unequalizing impact of anything that reduces the in-

comes that can be earned by unskilled labor, and may

perpetuate inequality for generations, even after the ini-

tial cause of the low wages is removed. This will be the

case if a country’s geography and natural resource en-

dowments lead to low wages for unskilled labor. The natu-

ral resource endowments may thus impede the demo-

graphic transition described above.

High costs or barriers to the labor force participa-

tion of adults in poor families can also perpetuate in-

equality. If a community lacks running water, electricity

or other utilities that ease the task of maintaining a house-

hold, and thus facilitate labor force participation by sec-

ondary earners, the family is more likely to be trapped in

a high-fertility, low-education equilibrium for this and the

next generation. The same will be true if women face dis-

crimination in the labor market, or if excessively restric-

tive regulation of labor contracts makes it difficult for

secondary earners to participate in the formal labor mar-

ket on terms consistent with their responsibilities at

home.

We have presented this interaction in somewhat

negative terms. But it also offers important opportuni-

ties for policy, for the family’s amplification and

intergenerational transmission of inequality means that

policy changes that increase the earnings of unskilled

workers and that facilitate labor market participation may

have substantial and long-lasting effects on inequality.

Such policies could trigger a virtuous cycle of lower fer-

tility, increased participation, and more complete educa-

tion of the family’s children.

A Volatility Trap

We have seen that macroeconomic volatility adversely

affects the distribution of income. This volatility is in large

part the consequence of the region’s exposure to large

external shocks—itself a consequence of the region’s rich

endowment of natural resources—combined with inad-

equate policy responses, which have tended to amplify

rather than absorb external shocks.

Why is it that policy has so frequently been desta-

bilizing in Latin America? One explanation is inequality

itself, which generates deep political and social cleav-

ages that make it much more difficult to mount a prompt

and effective response to the shock. Recent research by

Rodrik (1998b) lends support to the idea that divided

societies, where income inequality or ethnic fragmenta-

tion are pronounced, are much less likely to respond ad-

equately to an external shock and, consequently, more

likely to suffer an output collapse should one occur.

This leads to the possibility of a volatility-inequal-

ity trap in which the region’s exposure to external shocks

creates a volatile environment that, due to social fissures

associated with the income inequality, tends to be am-

plified by inadequate policy responses. This amplified

macroeconomic volatility then worsens the distributional

problem both directly and indirectly by undermining de-

velopment prospects. The political economy of inequal-

ity thus interacts with external volatility, and carries with

it the danger of a self-reinforcing cycle of volatility and

inequality.

The outcome is not, however, inevitable, for recent

research has also established that strong institutions can

help overcome both the social conflicts generated by the

need to adjust to large shocks and the difficulties cre-

ated by inequality. Rodrik (1998b) provides evidence that

countries with strong institutions of conflict manage-

ment, as indicated by measures of the quality of govern-

mental institutions, rule of law and democratic rights,

as well as effective social safety nets, were less likely to

suffer output collapses in the aftermath of a large exter-

nal shock. Similarly, recent research on the role of bud-

getary institutions has documented the fact that stron-

ger institutions can promote more adequate fiscal

policymaking.14 The challenge for policymakers in the

region is to find institutions up to the task of promoting

effective adjustment to shocks in order to ensure that

Latin America will not become locked in a volatility-in-

equality trap.

Globalization and Distribution

The world has been undergoing an important process of

globalization for at least the past 20 years. This new in-

ternational environment has brought developing econo-

mies into far closer economic contact with industrial

economies, and has also exposed middle-income devel-

oping economies like most of Latin America to formi-

dable competition from much lower-income economies

like China and India, which with roughly a third of the

14 See von Hagen and Harden (1994) for evidence on Europe, Poterba (1996)
on the United States, and Fukasaku and Hausmann (1998) on Latin America.
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world’s population have recently burst onto the economic

scene. It has opened up new possibilities for businesses

to locate their production in the most cost-effective lo-

cations, and has vastly increased the size of the markets

where talented and skilled individuals can earn their liv-

ing. And financial market globalization is taking place

every bit as rapidly as are markets for goods and services.

Will this new economic environment facilitate or impede

an equalizing development process in Latin America?

International Trade and Distribution in
Latin America
The outstanding feature of most developing countries is

their scarcity of capital and abundance of labor. The ba-

Latin America is living through a process of political as well as
economic development. In recent decades, democracy has
spread throughout the continent, and it continues to sink deeper
roots as political decentralization brings the region’s govern-
ments closer to their constituents. What might this democratic
transition mean for income distribution in the region?

Economic and social policy choices are heavily influenced
by the economic, social and political institutions that exist to
express societal preferences and to mediate social conflicts.
There is a large body of evidence that these institutions—which
include an array of arrangements such as the nature of the elec-
toral system, the degree of respect for property rights and the
rule of law, and the legal institutions surrounding the monetary
and fiscal policy decisionmaking process—influence economic
policy choices and prospects for economic development.

There is also a growing body of evidence that political
institutions affect the distribution of income as well as its aver-
age rate of growth. For example, Li, Squire and Zou (1998) present
evidence that countries that enjoy more extensive civil liberties
tend to have less inequality than do countries with fewer liber-
ties. This association between democracy and equality seems
particularly strong in Latin America, where the correlation be-
tween a widely-used index of civil liberties and the Gini coeffi-
cient of income distribution is about 0.46, which is in fact higher
than the correlation with per capita income and many other ex-
planatory variables. Similarly, Rodrik (1998c) shows that in coun-
tries where democratic institutions are stronger, wages tend to
be higher than in weaker democracies, after controlling for other
determinants of real wage levels, including labor productivity.
Though Rodrik does not make an explicit link between the level
of real wages and the distribution of income, it is likely that the
higher real wages would be associated with more equal distri-
bution of income.

What are the mechanisms through which political insti-
tutions might affect the distribution of income? While firm evi-
dence is lacking, it seems plausible that effective democracies—
where the principle of “one man, one vote” is generally respected
and politicians are held accountable to their constituents—tend
to do a better job of delivering essential social services such as
health and education to low-income neighborhoods than do
political systems that lack this accountability, if only because
the distribution of voting power is more equally distributed than
the distribution of economic power. Democratic governments

may also tilt the market scales in favor of workers; Rodrik inter-
prets his finding that wages tend to be higher in democratic coun-
tries as evidence that democratic governments act in ways that
enhance the bargaining power of workers.

There may also be indirect effects of governance struc-
tures on economic growth. Firm adherence to the rule of law, a
credible policymaking framework, and the existence of civil lib-
erties may reassure investors that their investments will not be
subject to arbitrary confiscation or unpredictable and unreason-
able taxation, thus promoting investment and the pace of de-
velopment. Barro (1996) argues that the rule of law and free mar-
kets are positively correlated with economic growth and that,
holding constant these and a number of other factors, political
freedom is associated with more rapid growth up to a certain
point, after which it may have negative effects. Along similar
lines, the World Bank (1997) presents evidence that credible
policymaking institutions are strongly associated with higher in-
vestment and more rapid economic growth. And, as we have
argued, there are good reasons to believe that this more rapid
growth will, over time, tend to promote more equitable distri-
bution of income.

Democracy may also promote equality by reducing mac-
roeconomic volatility and the likelihood of disruptive economic
crises. While we often lament the delays that can be generated
by the process of democratic decisionmaking, the process pro-
vides a means to resolve social conflicts that has far more legiti-
macy than nondemocratic alternatives. Because they provide a
means of resolving the social conflicts often associated with
economic crises, democratic political institutions may also fa-
cilitate more effective adjustment to external economic shocks.
Rodrik (1998b) presents evidence that countries with latent so-
cial conflicts such as ethnic or linguistic differences or racial
tensions have a more difficult time adjusting to economic shocks.
Conversely, strong institutions of conflict management—includ-
ing adherence to the rule of law, democratic rights, and robust
social safety nets—tend to promote more effective management
of economic shocks, thus reducing the likelihood that a shock
will lead to a major collapse. This may explain why democracies
tend to produce less macroeconomic volatility than do coun-
tries where democratic rights are weaker (Rodrik, 1997). Given
the high cost of economic crisis for the poor, the less volatile
economic environment that democracies deliver should trans-
late into a more equitable and secure place to live.

Box 4.2. Democracy and Distribution
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sic theory of international trade suggests that its expan-

sion will increase the income earned by a country’s most

abundant factor of production. Thus, the prediction is

that when industrial countries increase their trade with

developing economies, the returns to capital rise in the

industrial economy and wages fall, while in the develop-

ing economies wages rise and the returns to capital fall.

This would, of course, be equalizing in the developing

economies, and unequalizing in the industrial economies.

This prediction has received a lot of attention in

the industrial economies, because the years of global-

ization have seen strongly declining demand for unskilled

workers. This has resulted in a massive decline in the

real wages of unskilled workers in the United States and

a large increase in unemployment in much of Europe.

However, a large body of research has come to a rough

consensus that, while increased trade with developing

economies has probably contributed to the decline in

demand for labor, other trends, such as technological

advances like computers, have probably played a some-

what more important role.15 This is partly because there

has been little evidence of the relative price shifts that

this theory relies upon to generate large wage effects,

and partly because industrial country trade with devel-

oping countries—though much larger than it was two

decades ago—remains relatively small, on the order of 5

percent of GDP, making it seem implausible to many

economists that the effects on labor markets could have

been so large.

To the extent that this mechanism is important, it

is good news for Latin America and other developing

economies, which should expect to see wage increases

as a result of greater integration with the industrial econo-

mies. But things are not so simple, for several reasons.

First, and most ominous, while Latin America is

labor intensive relative to the industrial economies, la-

bor is scarce and quite expensive by the standards of

countries like China and India, both of which are rapidly

inserting their very large economies into the world trad-

ing system. This raises the theoretical possibility that the

need to compete with China will drive Latin American

wages down toward Chinese levels rather than up toward

industrial-country levels.

This is a daunting possibility, but seems theoreti-

cal for the moment. The world is more complicated than

the simplest trade theory. There are more than two fac-

tors of production (labor and capital) in the world. There

is labor with different degrees and kinds of skill, a large

variety of natural resource endowments, and many dif-

ferent kinds of goods that are traded. A more sophisti-

cated approach that takes these considerations into ac-

count suggests that wages and other factor prices will

tend to be driven together only for those countries that

produce and trade similar combinations of goods.16 And,

at the moment, most countries of the region do not in

fact compete with the labor-intensive economies of Asia,

mainly because Latin America’s rich endowment of land

and natural resources provides it with a comparative ad-

vantage in the production and export of resource-inten-

sive goods, rather than the raw labor-intensive goods that

China and India generally export.

So, for the moment, most Latin American workers

would appear to be somewhat insulated from direct com-

petition with the very low-wage economies of China and

India. Having said that, it is also true that several coun-

tries of the region have established important maquila

sectors, which produce labor-intensive exports such as

textiles for export to industrial country markets. For these

countries, the prospect of increased competition from

low-wage Asian countries may be more real and immi-

nent.

Globalization and Wages—the Educational Imperative
Given the likely inability of resource-based industries to

indefinitely provide a basis for economic development

sufficient to absorb Latin America’s growing labor force,

countries of the region will eventually be faced with the

need to develop new industries based on different com-

parative advantages. Here there are two possiblities. One

is that the new industries will be based on comparative

advantage derived from abundant supplies of unskilled

labor, which will place countries in direct competition with

the low-wage Asian economies. The other is that the new

industries will be based on comparative advantage de-

rived from the skills and education of the workforce, an

outcome that offers the possibility of escaping the down-

ward pressure on wages that would be implied by direct

competition with low-wage Asian economies.17 This high-

lights an important interaction between globalization and

15 For overviews of the debate, see Sachs (1998), Freeman (1995), Ricardson
(1995) and Wood (1997). The latter argues that the impact of trade on un-
skilled workers’ wages in industrial economies has been much larger than the
conventional wisdom would suggest.

16 Technically, factor prices will tend to be equalized among countries that lie
within the same “cone of diversification.” This is an important point, because
it means that the impact of trade on factor prices in a country will depend not
on how abundantly endowed the country is by comparison with world pat-
terns, but rather how abundantly endowed the country is in comparison with
other countries that produce similar goods, that is, that are in the same “cone
of diversification.” To take a hypothetical example, Brazil may be labor inten-
sive by global standards, but if it mainly produces tradable products that are
produced by even more labor-abundant economies such as China or India,
Brazil is in fact capital intensive by the relevant comparison, and trade liberal-
ization would tend to raise the return to Brazilian capital, not labor. Davis
(1996) explains this important point clearly, and highlights the challenge that
it presents for empirical research in this area.

17 Leamer, et al. (1998) provide a more complete explanation of this point.
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the educational transition, and suggests that promoting

education is particularly urgent in the new international

economic environment.

Implications of Globalization
for a Resource-Rich Region
Globalization also interacts importantly with Latin

America’s abundant endowment of land and natural re-

sources. Globalization can be expected to raise the re-

turns that can be earned by these natural resources, and

to expand possibilities for the international capital flows

required to develop them more aggressively. While the

case for exploiting the region’s abundant supply of natu-

ral resource is strong, the danger is that the increased

reliance upon natural resource-based industries that has

followed trade liberalization in some countries of the re-

gion may expose them to the difficulties discussed above

in yet more exaggerated forms.

“Footloose Capital”—A Threat to Workers?
Another factor that the simplest theory of international

trade overlooks is the operation of labor markets and its

implication for income inequality. Whereas the theory

assumes that labor markets are perfectly competitive,

many labor markets in the world are characterized by a

bargaining process that can have an important impact

on wages and the distribution of income. Because glo-

balization has increased the ability of capital to move from

one country to the next in search of efficiencies and lower

wages, while labor mobility has remained largely un-

changed, it has been argued that capital’s bargaining

power has increased to the detriment of labor. Grant us

wage concessions, workers are told, or we will pack up

our capital and take it elsewhere. Note that the simple

threat to leave may have significant effects on wages, even

if there are no trade or capital flows actually triggered by

the globalization. Rodrik (1998a) presents evidence that

in countries that are more open to international trade, as

measured by the value of international trade as a share

of GDP, wages tend to be significantly lower than in more

closed economies, after controlling for productivity and

other determinants of wages. He also argues that in-

creased mobility of capital makes it more difficult to tax

profits, with the result that an increasing share of the tax

burden falls upon workers.

Openness, Investment and Development
More fundamentally, it needs to be borne in mind that

openness to international trade will affect income distri-

bution through a number of channels. Most importantly,

there is now a rough consensus that open trade regimes

are conducive to growth, which contains important equal-

izing forces that may eventually outweigh the direct, un-

equalizing effects of international trade, if any. While the

impact of openness on growth may be felt in a number of

ways, an important one is its effect on increased interna-

tional investment.

To test this impact, we investigated the statistical

relationship between openness, as measured by an in-

dex of trade policy orientation compiled by Jeffrey Sachs

and Andrew Warner, and capital intensity, as measured

by the log of the capital stock per worker. The analysis

was confined to developing countries, since virtually ev-

ery industrial country was already categorized as “open.”

We controlled for a number of other potential determi-

nants of capital intensity, including the capital intensity

in the previous decade (to account for gradual adjust-

ment of the capital stock), the land intensity of the

economy in question, its latitude, and the average infla-

tion tax. A strong positive relationship between open-

ness and capital intensity was found. The results sug-

gested that in the medium run18 a switch from a closed

to an open trade orientation was associated with an in-

crease in the capital stock of about 22 percent, with much

larger results over the long run. As we have argued in

some detail above, such an increase in the capital stock

would be good news for the distribution of income, as

the greater abundance of physical capital raises wages

and reduces the returns to capital.

These results are far from definitive. But they do

serve to highlight the fact that openness and globaliza-

tion are multifaceted phenomena whose impact on in-

come distribution requires an assessment in a number

of areas.

LESSONS FROM INTERNATIONAL
COMPARISONS: A BOTTOM LINE

While we have emphasized the limitations imposed by

the data available to investigate the various influences

on income inequality—some variables are measured

poorly and others are only rough proxies—the data do

roughly correspond to most of the influences on distri-

bution that we can identify. It is natural to ask whether

the stories that we have been telling explain a significant

portion of Latin America’s inequality, and if so, which of

the stories are most important?

Our approach was to gather empirical measures

summarizing the various factors discussed in general

18 Over a time horizon of about a decade, which was the periodicity of our
panel data.
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terms above, and to use them in a multivariate statistical

analysis to determine the strength of their association

with the Gini coefficient of income inequality. The result-

ing relationship was then used to examine how much of

the difference between Latin America’s inequality and that

of some benchmark can be explained by differences be-

tween the various measures of transition in Latin America

and the benchmark. We considered two different bench-

marks—the industrial economies and emerging East

Asia—since comparisons against these rather different

regions highlight different aspects of the Latin American

experience.

Missing data for many countries made it impracti-

cal to simply introduce measures summarizing all five of

the development-related transitions in a single statisti-

cal relationship. For this reason, the discussion that fol-

lows describes a number of different exercises, in which

we took different combinations of the variables represent-

ing the five dimensions of the development process. Each

exercise included all three variables selected to estimate

the importance of a country’s natural endowments, in-

cluding the log of agricultural land per capita to summa-

rize the economy’s natural resource intensity; latitude,

to summarize the influence of climate and geography; and

the volatility of real GDP growth, to summarize the vola-

tility of the macroeconomic environment.

Table 4.2 summarizes the results. The first column

lists the dimensions of economic development included

in each of the several statistical exercises. For example,

the first exercise captures in a broad way all of the transi-

tions related to the economic development process and

the demographic transition by including in the statistical

analysis linear and quadratic terms in

per capita income and the rate of popu-

lation growth. The next number gives

the estimated impact of these variables

on Latin America’s income distribution,

using the industrial countries as the

counterfactual. More precisely, this

means that if per capita income and the

population growth rate were equal to

the average for the industrial econo-

mies, rather than those that were actu-

ally observed in Latin America, the Gini

coefficient would be about 6 percent-

age points lower than it actually was. In

the next column, we calculate the

counterfactual for differences in latitude

and land intensity. The first row shows

that if the region had the latitude and

land intensity of the industrial econo-

mies, the Gini coefficient would be

about 11 points lower than it actually was.

In this sense, Latin America’s stage of economic

development, as characterized by per capita income and

demography, explains about six percentage points of the

difference between the region’s Gini coefficient and that

of the industrial countries. Since the actual difference is

about 18 percentage points, we can say that the region’s

stage of development explains about a third of the differ-

ence between Latin American and industrial country in-

equality. By the same logic, the longer-term factors that

we have identified—latitude, land intensity and volatil-

ity—are estimated to account for 11 percentage points,

or nearly two-thirds, of the difference. Taken together, the

two stories explain nearly all of the difference between

Latin American and industrial country Gini coefficients.

The more important of the two factors associated

with Latin America’s stage of development is per capita

income, which accounts for nearly 5 of the 6 percentage

point difference in the Gini coefficient explained by the

stage of development, while demographic factors account

for about 1.2 percentage points of the difference. Of the

“structural” factors, by far the most important quantita-

tively is latitude, which is estimated to account for over 9

percentage points of the difference between industrial

country and Latin American inequality. Volatility explains

roughly 2 percentage points, and land intensity explains

quite little.19

Table 4.2. Why Is Latin American Inequality So High?
(Estimated impact on the Gini coefficient)

Comparison group

Industrial economies Emerging East Asia
Dimension Latitude, Dimension Latitude,

Dimensions of economic development  of land and of land and

included in the analysis development volatility development volatility

1. Per capita income and demography 6.00 11.08 1.30 4.91
2. Capital intensity 0.73 15.07 0.21 4.60
3. Education 3.60 11.68 0.97 6.22
4. Urbanization 1.96 14.84 3.23 4.10
5. Demography 2.80 11.78 0.30 5.02
6. Schooling, demography and urbanization 4.56 12.20 3.84 4.59

Source: Study calculations as described in the text. Demography refers to the rate of population growth.
Capital intensity refers to the log of the capital stock per worker. Education refers to the mean educational
attainment of the population aged 25-65, and the standard deviation of educational attainment across
that population. Urbanization refers to the share of the population living in urban areas and that variable
squared. The measures of endowments used in all cases were the log of agricultural land per capita, dis-
tance of the country to the equator, and the standard deviation of real GDP growth. The data set included
three subperiods: 1960-1970, 1971-1981 and 1982-1992. See Technical Appendix.

19 The reason for this is that the industrial countries include several coun-
tries, such as Canada, New Zealand, and the United States, with huge endow-
ments of agricultural land per capita. If the counterfactual were, for example,
Europe, the results would of course be different.
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Why Is Inequality Higher Than in Emerging
East Asia?

Comparisons with the industrial economies shed inter-

esting light on Latin America. But it is also revealing to

compare the Latin American experience with that of

emerging East Asia, a region at roughly the same stage

of development but with substantially lower inequality.

The last columns of Table 4.2 provide counterfactuals that

ask how Latin America’s income inequality would change

if it resembled emerging East Asia in the dimensions that

we have been discussing?

There we see that factors associated with the stage

of development have little to do with Latin America’s

higher inequality; differences in per capita income and

the rate of population growth explain only 1.3 percent-

age points of the 11 percentage point difference between

the two region’s average Gini coefficients. This is not sur-

prising, since emerging East Asia’s incomes are not much

higher than the average for Latin America. Our indicators

of the region’s “endowments”—latitude, land intensity

and volatility—account for about 5 percentage points of

the difference. Taken together, these variables account

for just over half the difference between income inequal-

ity in the Latin American and East Asian economies.

There are at least two reasons why more than half

the difference between East Asian and Latin American

income inequality remains unexplained. The first is that

the analysis so far has summarized all of the processes

associated with development with per capita income. This

misses the important role played by differences in the

nature of urbanization.

A second reason is that for East Asia, “latitude” is a

particularly poor proxy for differences in agricultural tech-

nologies that have influenced the evolution of income

inequality. While these countries are located relatively

close to the equator, the rice culture that shaped their

economic and social development was not conducive to

the same kinds of large-scale plantation production struc-

tures seen for many other tropical crops. In addition to

these factors, there may of course be other factors that

we have not included from the analysis.

Table 4.2 investigates the separate influence of

measures summarizing the five dimensions of the devel-

opment process. For explaining the difference between

Latin America and the industrial economies, schooling,

urbanization and demography appear to be the quanti-

tatively most important elements of the development

process. When these variables are included in a single

statistical exercise, the estimated impact of the transi-

tions is roughly equal to the estimate that emerges using

per capita income as a proxy for all of the transitions.

The degree of urbanization emerges as an impor-

tant difference between Latin America and East Asia, a

difference not captured by differences in per capita in-

come. The difference emerges not because the average

degree of urbanization is very different in the two regions;

at just over 50 percent of the population, they are similar.

It emerges instead because the East Asian average re-

sults from the combination of two almost completely ur-

banized populations (Hong Kong and Singapore, where

the rates of urbanization are 93 and 100 percent, respec-

tively) and two very rural populations (Indonesia and

Thailand, where the rates of urbanization are only 28 and

18 percent of the population, respectively.) Only two coun-

tries, Korea and Malaysia, have the moderate rates of ur-

banization found to be associated with the most inequal-

ity. In Latin America, on the other hand, very high and

very low rates of urbanization are rare, and most coun-

tries of the region have rates of urbanization associated

with high inequality. When schooling, demography and

urbanization are considered together, the analysis ex-

plains roughly 8.5 percentage points, or about 75 percent,

of the difference in income inequality between Latin

America and East Asia.

CONCLUSIONS

This chapter has attempted to identify a number of eco-

nomic factors associated with income inequality in order

to gain some understanding of the manner in which they

may be contributing to the problem. The discussion has

had relatively little to say about the role of policy, but

that does not mean that policy does not matter. Policies

can either ameliorate or aggravate the inequality that may

be generated by some aspect of a country’s economic cir-

cumstances. For example, in countries where unskilled

workers earn very low wages, there will be a tendency for

lower female labor force participation, which is associ-

ated with larger families and lower educational attain-

ment of the next generation, with the result that educa-

tional and income inequality is transmitted from one

generation to the next. But policy can weaken this

intergenerational transmission of inequality in a number

of ways, such as by lowering barriers to female labor force

participation, lowering the costs of access to education,

improving the quality of educational services available

to low-income families, and strengthening social safety

nets so that poor children are not forced to withdraw from

school during bad economic times. The purpose of the

chapter was to improve understanding of the determi-

nants of income inequality, with the aim of promoting

more comprehensive and productive policy responses.
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TECHNICAL APPENDIX

Data Definitions and Sources

The data set that was used for Chap-

ter 4 was generated from annual data

from a variety of sources. Because

measurements of income inequality

and some of the other data are made

at infrequent and irregular intervals,

we aggregated the time series into

three 11-year time intervals: 1960-

1970, 1971-1981, and 1972-1982 inclu-

sive, and used the average of the avail-

able annual data for each time period.

The variables that we discuss in the

chapter are shown in Table 4A.1.

Stage of Development and
Income Distribution

Figure 4.2 illustrates the link between

the stage of economic development,

as measured by per capita income, and

inequality, as measured by the Gini co-

efficient. In addition to the individual

data points, we also show predicted

values for Latin America and other re-

gions. These predicted values are

based upon the regression summa-

rized in column (1) of Table 4A.2. In that regression, we

regressed the Gini coefficient on a dummy variable that

indicates whether the measurement was based upon a

survey of household expenditure, rather than income, a

dummy variable for Latin America and the Caribbean, per

capita income, and squared per capita income.

Two relevant points emerge from this analysis. First,

there is statistical support for a curvilinear relationship

between development and distribution, which is reflected

in the statistically significant coefficient on squared per

capita income. (We conducted the same analysis using

per capita income and its inverse, as suggested by Anand

and Kanbur [1993] and obtained results that were simi-

lar in statistical terms and visually almost indistinguish-

able from the curve shown in Figure 4.2.) Second, after

controlling for per capita income, there is a statistically

significant estimate of the coefficient on the Latin Ameri-

can dummy, which indicates that at any given stage of

development, countries in Latin America tend to have a

Gini coefficient that is about 10.2 percentage points higher

than do countries in other regions of the world. The “pre-

dicted values” that are shown in the various figures of

Chapter 4 are derived in the same manner. Because of

space considerations, we do not present all of the under-

lying regressions here.

Counterfactual Exercise

Here we explain in more detail the counterfactual exer-

cises that are summarized in Table 4.2. The six rows of

that table are based upon the six regressions that are

summarized in columns (2)-(7) of Table 4A.2. Each of these

regressions includes as explanatory variables Latitude,

LLand, and RGDPStd, and also one or more dimensions

of the stage of adjustment. In all cases, the coefficients

on Latitude, LLand, and RGDPStd are statistically sig-

nificant at conventional confidence levels.

In column (2) we see the results of using per capita

income and the population growth rate as measures of

the stage of development and the country’s position in

the demographic transition. The link between per capita

Table 4A.1. Variable Definitions and Sources

Gini Gini coefficient of income inequality.  Source: Deininger and Squire (1996) database.

Expsurvey Dummy variable = 1 if the measurement of income inequality is based upon a survey
of household expenditure and = 0 if the measurement is based upon a survey of
household income.  Source: Deininger and Squire (1996).

Comm Dummy variable = 1 if the country was communist and = 0 if the country was
noncommunist. Source: Deininger and Squire(1996).

Latam Dummy variable = 1 if the country was in Latin America and the Caribbean.

Lppp Log of per capita income in constant, purchasing parity adjusted dollars.
Source: World Penn Tables (1995).

LKapw Log of capital stock per worker in constant U.S. dollars.
Source: World Bank, World Tables, 1995.

MeanSchool Average years of schooling of the population aged 25-65.
Source: Barro and Lee (1994).

StdSchool Standard deviation of years of schooling of the population aged 25-65.
Computed using Barro-Lee data.

Urban Share of the population living in urban areas.  Source: World Bank, World Tables, 1995.

Popgrow Rate of growth of the population.
Computed using data from IMF International Financial Statistics.

Meanage Average age of the population.
Computed using data from the World Bank, World Tables, 1995.

Latitude Distance of the country from the equator.
Computed as the absolute value of the latitude divided by 90.

LLand Log of arable land per capita.  Source: World Bank, World Tables, 1995.

RGDPStd Standard deviation of real GDP growth.
Computed using annual data from IMF International Financial Statistics and the
IDB Economic and Social Database, 1995.

FDep Ratio of the broad money supply (M2) to GDP.
Source: IMF International Financial Statistics.

CivLib Index of civil liberties, ranging from 1 to 7, with higher numbers
representing stronger civil liberties.  Source: Barro and Lee (1994).
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income and the Gini remains strong,

though the statistical evidence for an

independent link between demo-

graphic factors and income distribu-

tion is not strong, after one also con-

trols for the “environmental” factors,

latitude, land intensity and macroeco-

nomic volatility. In order to obtain the

counterfactual estimates reported in

the first row of Table 4.2, we used these

coefficient estimates to compute how

much the Gini would change if the ex-

planatory variables were changed by

enough to bring the value for Latin

America to the average value for the

industrial countries (or emerging East

Asian in the second set of counter-

factuals.)

The remaining counterfactuals,

summarized in rows 2-6 of Table 4.2,

were computed in the same manner,

using the regression results summa-

rized in columns 3-7 of Table 4A.2, re-

spectively.

Other Results

In this chapter we emphasize a num-

ber of variables that have not been

emphasized in recent work, and we do

not emphasize a few that have figured promi-

nently. Table 4A.3 presents additional statistical

evidence on three variables that were emphasized

in a recent study (Li, Squire and Zou, 1998) that

exploits essentially the same data on income in-

equality used here. That study emphasized the role

of financial depth, an index of civil liberties, and

inequality in land ownership as predictors of in-

equality in the distribution of income.

Column (1) of Table 4A.3 is a base regres-

sion, which includes none of these variables but

does include indicators of geography and climate

(latitude), resource intensity (lland), macroeco-

nomic volatility (RGDPStd), and the stage of de-

velopment.

If we add an indicator of financial depth to

this regression, the estimated coefficient is nega-

tive, as in Li, Squire and Zou (1998), but it is not

statistically significant. Meanwhile, the coefficient

estimates for the rest of the variables remain simi-

lar to those of the base regression, and they re-

main statistically significant.

Table 4A.3. Further Econometric Results

(1) (2) (3) (4) (5) (6)

Expsurvey -4.36 -3.31 -4.79 -3.58 -1.10 -3.39
(-3.83) (-2.65) (-3.59) (-1.86) (-0.68) (-1.71)

Latam 5.32 3.46 7.33 15.30 4.15
(4.19) (2.27) (4.27) (7.09) (1.71)

Latitude -22.03 -23.75 -26.17 -24.70
(-6.54) (-5.96) (-5.78) (-4.02)

LLand 1.152 2.06 1.503 1.258
(4.036) (4.86) (4.23) (2.48)

RGDPStd 55.98 36.87 54.38 85.86
(2.84) (1.65) (2.20) (1.77)

LKapw2 -.716
(-2.20)

Lppp 31.10 36.09 46.71 28.71
(3.32) (3.02) (4.21) (1.71)

Lppp2 -1.99 -2.23 -2.89 -1.81
(-3.41) (-2.94) (-4.23) (-1.72)

FDep -2.06
(-0.52)

LndGini -15.49 18.98 -5.81
(-3.37) (3.51) (-1.03)

CivLib -0.60
(-0.079)

Nobs 168 123 103 104 104 72
RBarSq .529 .584 .735 .116 .406 .529

Note: Dependent variable is the Gini coefficient (in percent). Communist economies are
excluded.  from the regression. All regressions include a constant, which is not reported.
The t-statistics are in parentheses.

Table 4A.2. Summary of Econometric Results

(1) (2) (3) (4) (5) (6) (7)

Expsurvey -3.04 -6.33 -7.34 -7.04 -6.65 -6.64 -8.04
(-2.26) (-5.44) (-5.08) (-5.77) (-6.30) (-5.65) (-7.09)

Comm -10.38 -11.52 -13.80 -11.47 -13.14
(-1.72) (-4.90) (-6.22) (-4.41) (-5.65)

Latam 10.20
(7.46)

Lppp 28.64 41.03
(2.61) (4.62)

Lppp2 -2.02 -2.59
(-2.97) (-4.66)

LKapw 11.48
(2.09)

LKapw2 -.716
(-2.20)

MeanSchool -.906 -.449
(-3.34) (-1.48)

StdSchool 1.85 .002
(2.20) (0.003)

Urban .812
(0.35)

Urban(1-Urban) 48.09 45.22
(6.21) (5.24)

Popgrow 86.34 75.19 70.40
(1.21) (0.91) (0.94)

Meanage -.231
(-1.42)

Latitude -24.72 -30.74 -25.50 -31.69 -25.77 -26.10
(-7.21) (-7.70) (-7.80) (-11.58) (-6.68) (-7.91)

LLand 1.31 1.19 1.68 .973 1.28 1.05
(4.33) (3.22) (5.19) (3.46) (3.83) (3.05)

RGDPStd 54.09 90.01 62.71 66.25 63.62 73.94
(2.67) (3.00) (2.43) (3.44) (2.91) (3.14)

Nobs 173 172 112 159 175 158 157
RBarSq .459 .630 .625 .602 .650 .585 .668

Note: Dependent variable is the Gini coefficient (in percent). In the first regression the communist economies
are excluded. All regressions include a constant, which is not reported. The t-statistics are in parentheses.
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While Li, Squire and Zou (1998) found that higher

concentration of land ownership should be associated

with higher income inequality, our results suggest the

opposite result. This is of course highly counterintuitive.

Something of an explanation can be found in the regres-

sions summarized in columns (4) and (5), which focus

solely on the correlation between the land Gini and the

income Gini. If there is no dummy variable for Latin

America in the equation, there emerges a strong positive

correlation between the two. But if a dummy variable for

Latin America is included in the regression, the estimated

(conditional) correlation becomes negative. This suggests

that the main reason for the positive correlation between

the land Gini and the income Gini results from the fact

that Latin America has a very high land Gini and a very

high income Gini—but after accounting for Latin Ameri-

can regional differences with a dummy variable, the posi-

tive correlation vanishes. Given this sensitivity to simple

changes in the specification, we thought it most prudent

not to emphasize the role of the land Gini.

In column (6) of Table 4A.3 we add an index of civil

liberties to the regression. We find that this index has

limited explanatory power, once one controls for the vari-

ables emphasized in this chapter. As we note in Box 4.2,

this is not true if we restrict the sample to Latin America;

in this restricted sample, civil liberties are associated with

less inequality, a correlation that is statistically quite sig-

nificant.

There are differences between these results and the

previous published work, in terms of periodicity of the

data (annual vs. 11-year periods) and econometric tech-

nique. However, these do not seem to be the reason for

the difference in results, as we can very roughly replicate

the previous results with our data set. What seems to be

generating the difference in results is our inclusion of al-

ternative explanatory variables.
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Labor policies in Latin America have been greatly influ-

enced by redistributive objectives. Workers have benefited

from protection in their relationships with enterprises, and

attempts have been made to stabilize their income during

both their working and retirement years. These policies as

applied have attempted to increase labor’s income par-

ticipation vis-à-vis profits, rather than to distribute income

among workers. However, to the extent that these policies

have been designed to oversee a labor relationship estab-

lished in a contract between formal enterprises and per-

manent workers, they have left out many workers, particu-

larly those with less income generation capacity, thus

accentuating differences among workers.

The conflict between protecting employment and

income distribution cannot be resolved without consid-

ering workers’ demands for economic stability and secu-

rity. The solution could reduce the discriminatory aspects

of the present social security and protection systems,

extending basic benefits to all workers, and reducing re-

strictions on job creation in the formal sector. The changes

required by labor and social security laws and regulations

cannot be made at the expense of workers, and certainly

not to their detriment. In many countries, owing to the

great deficiencies and low coverage levels in existing so-

cial security and protection systems, major workers’

groups should step in as the main advocates of reform.

Latin American labor protection laws and regula-

tions have traditionally involved placing restrictions on

probationary periods and temporary and fixed-term con-

tracts, and imposing penalties on labor contract termi-

nations. For the workers that they cover, these laws and

regulations have increased job stability and protection

against loss of income associated with unemployment.

In most countries, however, the law provides low and

poorly distributed levels of coverage, favoring workers who

are more educated, more experienced, and higher-paid.

Protection in many countries has aggravated wage differ-

entials between workers covered by the laws and those

who are not. In the end, such laws have protected only a

few workers and have widened the differences in incomes,

benefits and job stability.

Chapter 6

LABOR POLICIES TO IMPROVE
INCOME DISTRIBUTION

Nor has social security protection covered every-

one equally. In practice, in order to participate in the sys-

tem workers must be associated with a formal sector en-

terprise, and even in these enterprises many workers are

also excluded. The workers who remain outside of the

system have the lowest income-generating potential, in

part because enterprises can easily replace them, and in

part because the workers themselves prefer to waive cov-

erage in exchange for higher pay. On the other hand, so-

cial security systems have also failed to generate the pro-

gressive redistribution among participants that they were

theoretically designed to create because of evasion by

higher-income workers, special schemes for certain privi-

leged groups of workers, or simply because, in many cases,

such systems have operated in deficit, using general tax

funds.

The establishment of minimum wages has not been

particularly effective in improving the income of the poor-

est groups, in part because it is not a targeted redistribu-

tion mechanism. The minimum wage applies equally to

a poor head of household and to a recent university gradu-

ate from a high-income family. While reasonable mini-

mum wage levels have been established in many coun-

tries and have not interrupted normal operation of the

labor market, in other countries they have been ineffec-

tive in redistributing income because they have been set

too high. In such cases, the minimum wage in fact helps

protect higher-income workers rather than poor ones.

The central policy conclusion of this chapter is that

the objective of income distribution is only compatible with

the aim of protecting workers if it corrects discrimination

in laws and regulations against formal contracting for less

privileged workers. Action is therefore suggested in four

areas: contracting conditions, unemployment protection,

pension systems, and minimum wage regulations. During

the past decade, a number of countries have made progress

in these areas.

Where contracting conditions are concerned, greater

flexibility should be introduced into the contracts per-

mitted by law. As has occurred in a number of countries,

restrictions applied to part-time and temporary contracts
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should be removed, and benefits associated with perma-

nent contracts should be extended to part-time and tem-

porary workers. This would give workers and enterprises

greater scope to choose the type of contract that best

meets their needs, without losing social security benefits.

Work days should be more flexible to allow for greater

margin for negotiation between workers and enterprises.

Biases in labor legislation against employment for women

should be eliminated by having the social security sys-

tem collectively cover maternity costs rather than charg-

ing them to enterprises.

In the area of unemployment protection, penalties for

arbitrary dismissal should be distinguished from income

protection in connection with unemployment. The leg-

islation should aim to prevent arbitrary dismissal—that

is, dismissals that the enterprise cannot attribute to eco-

nomic reasons or to the worker’s lack of effort or integ-

rity—and to penalize enterprises that unjustly dismiss

their workers. Unemployment protection mechanisms

should be carefully designed to stabilize income for

workers who lose their jobs or who wish to change jobs,

while protecting against abuse of the system. Many

countries have established individual savings accounts

to be used for periods of unemployment, potentially

supplemented with low-interest loans or transfers from

a mutual interest fund established with workers’ contri-

butions. The new protection systems should be designed

to cover the maximum possible number of workers from

potential loss of income, without impeding employment

mobility. Additionally, since it will be difficult for unem-

ployment savings schemes to protect lower-income

workers vulnerable to unstable employment, collec-

tively-financed social safety nets must be established

to support them.

In the area of pensions, the simple pay-as-you-go

system still predominant in Latin America should be re-

placed with a two-pillar system that establishes basic

universal protection while narrowing the relationship

between individual benefits and contributions for work-

ers. The basic protection pillar should offer a minimum

pension to workers who have no other old-age resources,

and should be covered with general budget funds. The

contribution pillar might consist of a savings system un-

der which individual accounts are administered with the

assistance of the private sector under strict government

supervision. Such systems already exist in eight coun-

tries in the region.

Last, in connection with the minimum wage, a level

should be set to protect the incomes of the poorest indi-

viduals, with a reduced minimum for young workers to

ensure that there is no negative stimulus to employment.

JOB PROTECTION REGULATIONS

Labor legislation in most Latin American countries aims

to defend workers in their relations with enterprises by

specifying conditions for contracting and dismissal and

establishing standards on extending the work day and

compensation for overtime. To guarantee stable employ-

ment, labor legislation emphasizes standard labor con-

tracts and places severe restrictions on contracts for tem-

porary and part-time contracts. This section will show that

while the labor situation is better for groups of workers

covered by such legislation, income distribution does not

improve. The existence of an informal sector, where in-

come levels are different than those in the formal sector,

and where stability is less favorable, cannot be exclusively

attributed to labor protection regulations. The segmen-

tation between formal and informal sector workers can

be largely explained by the preference among many indi-

viduals (women in particular) for more flexible work that

enables them to make better use of certain skills; differ-

ent incentives and remuneration mechanisms depend-

ing on the activity; and credit market imperfections.1 But

labor regulations exacerbate rather than alleviate the seg-

mentation and inequalities between formal and informal

sector occupations.

Regulations to Provide Job Stability

Given the high degree of economic volatility in Latin

America, it comes as no surprise that most countries in

the region have established protection systems to soften

the impact of economic crises on workers. While this ob-

jective may be pursued either by ensuring income or job

stability, most Latin American countries have tradition-

ally elected the second option. Promoting stable labor

relations is the backbone of labor codes throughout the

region. To that end, legislation focuses on standard la-

bor contracts, in which a permanent relationship is es-

tablished between the enterprise and the worker, and

severe restrictions placed on their termination.

To protect employment, labor regulations include

provisions pertaining to:2

• Length of the Probationary Period. During this period,

the labor contract between the enterprise and the worker

may be unilaterally terminated. In Latin America, the typi-

cal probationary period is three months.

1 See Chapters 2, 3 and 7.
2 For a detailed description of the legislation by country, see IDB (1996), Part

Two, Chapter 6.
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• Type of Contract and Length of the Work Day. Typical

Latin American legislation limits the work day and rates

for overtime hours, night and holiday work, and imposes

severe restrictions on temporary contracts. In some coun-

tries, such contracts are prohibited from carrying out “typi-

cal and ongoing operations of the enterprise,” or are

greatly restricted in terms of the duration or number of

renewals permitted.

• Advance Notice for Dismissing a Worker. This period

normally depends on the worker’s length of service. The

average period is one month, although, for example, regu-

lations in Guatemala, Peru and Uruguay do not provide

for any advance notice.

• Severance Pay. Labor legislation typically requires

enterprises to pay dismissed workers severance pay

equivalent to one month’s wages per year of service. These

amounts may be higher in some cases, when seniority

exceeds 10 to 15 years. In some countries, workers also

receive a separation payment that is determined by se-

niority, although this payment must be made on termi-

nation of the labor contract, even when the worker has

not been dismissed.

• Just Cause for Dismissal. Legislation in most coun-

tries determines the causes that justify dismissal. Argen-

tina and Chile, for example, stipulate lower levels of com-

pensation for dismissal arising from economic difficulties

experienced by the enterprise. However, in many other

countries, such economic difficulties are not considered

just cause for dismissal.

• Rehiring of Workers. The law stipulates in some

cases that enterprises are required to rehire workers who

have been dismissed for unjustified causes.

These regulations are much more restrictive in Latin

America than in most industrial countries (Figure 6.1).

This figure assigns higher values to more restrictive regu-

lations (on an ordinal scale of all countries considered),

implying that workers enjoy greater protection from the

risk of dismissal. The regulations themselves provide high

levels of job protection, even in comparison with South-

ern European countries, traditionally considered to pro-

vide high levels of protection. Within the region, some of

the Caribbean countries provide lower levels of protec-

tion similar to those in industrial countries with more

flexible legislation, such as the United States, the United

Kingdom and the Netherlands.

Only a few countries have undertaken labor regula-

tion reform during the 1990s. In 1991, Argentina estab-

lished a ceiling on involuntary dismissal indemnities, and

incorporated cases of economic need as justified cause

for dismissal. New formulas were also established for

contracting youth and other groups severely affected by

unemployment. In Panama, a 1995 reform changed the

computation scale for severance pay, reducing the forced

severance pay for some groups of workers and creating

new fixed-term and temporary contracting procedures. In

Colombia (1990), Peru (1991), and Venezuela (1997), leg-

islation on severance pay was changed, and a require-

ment was established for enterprises to make periodic

deposits of a proportion of each worker’s wages into in-

dividual accounts with specialized financial institutions.

These funds yield market interest rates and are available

to workers in the event of forced dismissal or voluntary

termination of the labor relationship. The allowed dura-

tion for temporary contracts was also changed (Colom-

bia) and new contracting procedures were created for

specific activities and groups (Peru). In Ecuador, new tem-

porary contracting options (virtually nonexistent prior to

the reform) were created, although dismissal regulations

were not changed.

However, a number of other attempted reforms have

been unsuccessful. In 1993, there were discussions in

Chile of a draft law on unemployment insurance, but the

Congress did not approve it. In 1997, the Argentine gov-

ernment decided not to support a proposed reform that

would have converted dismissal indemnities into an in-

dividual savings system. Reforms of current worker pro-

tection systems normally run into problems, particularly

because of insufficient knowledge of alternatives, but also

because reform involves redistributing rights and income

from those who benefit from the existing system to those

marginalized by its coverage.
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Regulations Increase Stability for Some....

Typical job protection standards in Latin America might

appear to increase worker turnover and decrease work-

ers’ average length of service in an enterprise. Although

this theory is plausible, there is no evidence that it is

true.

International data show that, in general, a worker’s

length of service in a job is directly related to his or her

level of education and the size of the enterprise. These

patterns tend to occur in Latin America, although in Peru

and Bolivia turnover for more educated workers is as high

if not higher than for less educated workers, and in Brazil

worker seniority in large enterprises is low and no greater

than the levels found in small enterprises (Figure 6.2)

Moreover, international comparisons of length of

service also yield surprising results, attributable to labor

protection regulations. Although volatility is higher in

Latin America than in industrial countries, workers in the

region who have permanent affiliations with enterprises,3

as well as workers having similar age and education char-

acteristics and employed in similar sized enterprises,

achieve greater seniority in Latin America than in the

United States, where job protection does not exist.

Labor protection laws therefore do achieve the ob-

jective of increasing employment stability for workers

covered by the law. However, coverage of the laws is of-

ten incomplete and poorly distributed: workers with low

education levels, who are younger or less experienced

and have lower incomes and heavier family burdens, are

very unlikely to have access to job protection.

…But Increase Levels of Informal Activity
and Wage Gaps

Job protection regulations have come under frequent criti-

cism for having a paradoxically negative impact on em-

ployment. In industrial countries, broad literature exists

regarding the impact of wage-earning employment regu-

lation on employment and unemployment, with incon-

clusive results. While some studies have found more se-

vere job protection regulations to be associated with a

higher unemployment rate or a lower employment rate,

others show no significant relationship between protec-

tion and unemployment in the labor market. Insufficient

evidence for developing countries still prevents precise

conclusions from being drawn in this connection. One

recent study that examined the subject found no clear

correlation between protection and employment or un-

employment.4 While there may be a negative correlation

between levels of protection and employment rates in

some countries, this seems to be attributable to the fact

that both issues are related to level of development and

not to the existence of true causality between them. The

conclusions are quite similar when analyzing events in

the long term in countries that have undergone changes

in labor protection standards. Chile is a good example,

as its protection regulations have been changed since the

1960s on a number of occasions in either direction. Em-

ployment and unemployment levels there have under-
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gone pronounced changes, but they do not seem to have

been influenced significantly by changes in labor protec-

tion regulations.5

However, while labor protection standards might not

have a significant effect on total employment or on unem-

ployment rates, they appear to affect the composition of

employment in ways that are unfavorable to equity. In coun-

tries where labor protection is more severe, the propor-

tion of self-employed workers is significantly higher than

might be explained by the level of development or per

capita income. In countries such as Venezuela, Nicaragua,

Bolivia, Colombia and Honduras, which have more severe

labor protection laws, the percentage of workers employed

in independent activities might be 5 to 10 points lower

than its present level had there been more flexible labor

legislation (Appendix 6.1 and Figure 6.3). Labor protec-

tion standards also seem to affect youth employment. Data

from Chile, for example, shows that periods of greater

employment protection have been accompanied by a sig-

nificantly reduced level of youth employment, offset by an

increase in employment for more experienced workers with

more job seniority (Appendix 6.2).

Labor legislation also affects the composition of

employment, as it makes it less attractive to contract wage

earners, especially women. Contrary to the objective of

the legislation, the proportion of wage earners in Latin

America holding permanent contracts is very low. In Chile

(1996) and Venezuela (1995), only 38 percent of wage earn-

ers were employed using this option. In Mexico (1994),

this percentage was even lower, accounting for only 19

percent of wage earners. The differences between men

and women are considerable. In Chile, Venezuela and

Mexico, 55, 56 and 27 percent, respectively, of male wage

earners held permanent contracts; for women, the figures

were 25, 26 and 12 percent.

A more detailed study of the determinant factors

that affect the probability of being employed under a per-

manent contract in the three countries mentioned above

indicates that, regardless of the size of the enterprise in

which the worker is employed, persons who are more

educated, in the 35-55 year age bracket, live in urban ar-

eas, and have fewer children are more likely to be cov-

ered by labor legislation (Appendix 6.3A). Being a woman

reduces this probability in Chile, regardless of marital

status, and in Venezuela and Mexico, this applies to mar-

ried women. This might reflect a bias against contracting

women with family obligations; alternatively, women who

have such obligations might prefer more flexible employ-

ment arrangements. In any event, legislation does not

help solve the problem, as it leads to more rigid hours

and working conditions than would be acceptable to en-

terprises and potential workers.

The foregoing discussion highlights considerable

inequalities in labor legislation coverage. Regardless of

whether they work in large or small enterprises, the weaker

and less educated workers are the ones excluded from

the benefits of permanent contracts. It is not surprising,

then, that different levels of coverage are reflected in in-

come differences. In Chile (1996), a worker employed

under a permanent contract was paid approximately 13

percent more than a worker not covered by the law, al-

though both had the same age, education and gender

characteristics, were employed in the informal sector and

in enterprises of the same size, and performed the same

activity (Appendix 6.3B). In Mexico (1994), this differen-

tial was 26 percent, and in Venezuela (1995), 17 percent.

Accordingly, the benefits guaranteed by law lead to in-

come differences that magnify existing gaps between

workers employed in large and small enterprises. These

differentials are normally greater for women and youth

than for men and older workers.

As labor regulations provide particularly negative

stimulus for female employment, income differences be-

tween men working in the formal sector and women in

the informal sector are greater in countries having more

rigid labor relations (Figure 6.4). These differences are

less pronounced in Brazil, where the labor market is rela-

tively flexible, than in Honduras or Venezuela, where la-

bor legislation is more rigid. Although this is only one of

the possible income differentials, it was found that the

magnitude of many other differentials (for example, be-

tween men in the formal and informal sector, or between
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urban and rural areas) tends to be greater in countries

that have more rigid legislation.6 Therefore, while rigid

labor relations are not the only explanation for the exist-

ence of considerable wage differences between workers

having similar personal characteristics, it does help en-

hance these differences.

WHAT COULD JOB PROTECTION
REGULATIONS ACCOMPLISH?

The analysis above has shown that labor protection sys-

tems generate inequalities between workers in three di-

mensions: income levels, opportunities for protection

under the laws and regulations, and job stability. This is

indicative of the need to undertake reforms in current

protection schemes, extend the benefits of protection to

more workers, reduce biases in the present system against

less advantaged groups, and reduce income inequalities

among workers.

Undertaking labor protection system reforms is a

complex task that requires its share of political initiative

and consensus among representatives of workers, enter-

prises and the government. As this consensus can be

achieved more easily in some areas than in others, re-

forms are more likely to succeed when they are compre-

hensive in scope and combined with other institutional

changes that can benefit all groups of workers. The solu-

tion to the problems found in labor schemes is not to

dismantle the protection that some groups of workers now

enjoy, but to replace this protection with more compre-

hensive schemes that meet the basic needs for protec-

tion and stability of larger groups. The solution, then, is

to find a balance between protection, equity and com-

petitiveness in the changing world in which workers and

enterprises now must operate. Some countries have al-

ready undertaken reforms with these aims. The four ar-

eas for reform presented in this chapter reflect this expe-

rience to some extent. They are summarized as follows:

• Reform in contractual relations to facilitate part-

time contracts and alternative solutions, without associ-

ating them with a loss of basic benefits.

• Review of legislation governing maternity to

avoid biases against contracting for women.

• In the area of unemployment protection, sepa-

ration between the system of penalties for arbitrary dis-

missal and the unemployment income protection system.

Penalties should be applied to employers for arbitrary

dismissal and collected by the Ministry of Labor. In the

area of worker income protection, severance pay mecha-

nisms should be replaced with individual savings-based

systems, and supplemented with transfer or credit

schemes for unemployed workers.

• Improvement of social safety net systems in or-

der to protect the poorer workers who do not participate

in contribution-based systems.

Reform in Contractual Procedures

Current contractual procedures severely restrict part-time

and temporary contracts. This bias is the result of the

economic situation at the time when many of the Latin

American codes were drafted. At that time, men were

much more predominantly responsible for supporting the

family, a role that they assumed at an early age. However,

in recent decades, women’s participation in the labor

market has increased substantially. Between 1970 and

1994, the proportion of women in the total work force in

Latin America rose from 23 to 35 percent. In addition, as

a result of higher education levels, men and women now

enter the labor market later. These two factors imply that

more workers would now prefer jobs that offer flexible

schedules to enable them to combine productive activi-

ties with family or educational ones. Labor laws and regu-

lations need to be adapted to these changes to reduce

segmentation and provide more equal opportunities, ben-

efits and income in the labor market.
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In many areas, the establishment of new contrac-

tual procedures is associated with a relative loss of work-

ers’ rights and benefits. This can occur if basic benefits

enjoyed by permanent workers are not extended to new

contracts, and if the latter bear the full brunt of job and

wage instability. This has in fact occurred in a number of

countries where labor legislation has become flexible “at

the margin,” excluding temporary workers and those em-

ployed in sectors considered apart from coverage, such

as free trade or maquila areas. This could be resolved by

finding the best possible balance between the benefits

and contributions associated with new contractual pro-

cedures and those applicable to permanent contracts. In

addition, to the extent that the employment protection

system is reformed based on severance pay, it will not be

necessary to use temporary contracts as a mechanism to

achieve more flexible conditions for hiring and dismissal.

Revision of Labor Legislation Applicable
to Women

Chapters 2 and 3 of this report show that there are major

wage differences between men and women. A factor that

clearly helps to explain these differences is the real or

perceived costs of contracting a woman as opposed to a

man. Laws and regulations governing paid maternity

leave, child care facilities in enterprises and other ben-

efits may have an adverse effect if they encourage enter-

prises to hire men. Such regulations require careful re-

view so that the costs of protecting women, which are

now borne by enterprises, can be socialized. Depending

on the type of cost involved, this might be achieved

through the social security system, or in connection with

health and education programs covered by general bud-

gets.

New Unemployment Protection Mechanisms

The previous section showed how the protection system,

which is based on guaranteeing employment stability,

generates biases in contracting and dismissing certain

groups of workers and contributes to wage inequalities.

However, the system exists in response to the need to

protect workers from the risks of losing their jobs, a need

inherent in any economic activity. New unemployment

protection systems should avoid the biases and cover-

age gaps that are found in the present system, while pre-

serving the objective of protecting workers.

First, the distinction should be made between pe-

nalizing for unjustified dismissal and protecting workers

who lose or decide to change their jobs. The current sys-

tem uses worker indemnification as an instrument to

achieve these objectives, resulting in a less transparent

system, and confusing the issues of protection and pen-

alties. In the future, the economic requirements of an en-

terprise should be considered a justified cause for dis-

missal, while arbitrary dismissal should constitute

grounds for an enterprise to be levied a penalty, payable

to the Ministry of Labor, rather than to the worker, as is

now true in many countries. The amount of the penalty

should be determined by the authorities of each country,

taking into account that an excessively high penalty may

increase incentives to initiate legal proceedings regard-

less of the reason for dismissal.

Where income protection for the unemployed is

concerned, it might be argued that the best defense

against the economic risk of unemployment is voluntary

personal saving and a sufficiently flexible labor market

that enables workers to find new jobs with relative speed.

However, for a number of reasons, a system based on

these principles would be insufficient. First, workers may

not save enough money to cover a period of unemploy-

ment, attributable to inadequate assessment of their

unemployment risks, or their perception that the govern-

ment would help them should they become unemployed.

Second, although a flexible and efficient labor market is

synonymous with finding a job easily, there are times

when labor market fluidity is disrupted. During economic

recessions, dismissals exceed new hires. Also, some work-

ers may require time to readapt their skills, should their

specific skills fall into disuse.

Unemployment insurance is the main protection

mechanism used in industrial countries. The principal

advantage of unemployment insurance, as compared with

voluntary or mandatory saving mechanisms, is that, like

fire insurance, it diversifies risk and does not require each

individual to save enough money to cover himself fully

against this contingency. However, such programs do

entail problems, hence the principle known as “moral

hazard,” whereby individuals behave more recklessly pre-

cisely because they are insured. In the case of fire insur-

ance, for example, an individual may be more careless

with his property, and in an extreme case, may burn it

down in order to collect insurance benefits. In the case of

unemployment insurance, the problem is to make the

distinction between the possibility of unemployment and

potential voluntary inactivity. In addition, as insurance

transfer payments are associated with being unemployed,

insurance may reduce a worker’s incentive to find a job,

or encourage him to find one and not declare it.

In practice, most unemployment subsidy schemes

pose restrictions aimed at reducing moral hazard and
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abuse. In many countries, job search activities must be

documented, waiting periods are required, and the

amount and duration of transfers are limited. However,

the more conditions and complexities are built into the

system, the higher its administrative costs. In addition,

the existence of a large informal sector in many coun-

tries makes it impossible to determine whether or not a

worker finds a job. Accordingly, in countries where there

is no institutional capacity to administer relatively com-

plex programs, or where there is a large informal sector,

unemployment insurance is not a viable alternative to

current programs that focus on job stability.

Perhaps a more appropriate system in moderately

developed countries would be a mandatory savings-based

scheme, such as separation funds in Colombia, Ecuador

and Peru, where enterprises deposit a percentage of wages

into individual accounts in the worker’s name. These ac-

counts are managed commercially by private administra-

tors, who invest the funds and guarantee a market re-

turn. The government supervises the administrators and

guarantees a minimum return should market returns fall

short of a preestablished limit. Experience has shown that

it is important to define a ceiling beyond which workers

would be permitted to withdraw funds, in order to avoid

oversaving.

Such schemes provide the major advantage of be-

ing relatively simple to manage, as they do not involve

the moral hazard problems inherent with insurance. An-

other important advantage is that the benefits are por-

table, and therefore workers can easily change jobs as

they wish without fear of losing seniority rights under the

traditional protection schemes. The major disadvantage

is that workers may not deposit sufficient funds in their

accounts to cover a period of unemployment. One way to

solve this problem is to introduce provisions to give work-

ers who have deposited a certain level of funds into their

accounts the option to receive additional amounts in the

form of loans or transfers. This would ensure that work-

ers receive the amount deemed appropriate to cover a

period of unemployment. To ensure the solvency and

equity of the system, these provisions should be financed

entirely with contributions from workers deposited peri-

odically in a mutual interest fund.

Of course, there will be difficulties involved in con-

verting from the present scheme to a new protection

scheme. Workers who are older and more experienced—

who in fact are the ones who benefit from the current

system—will press against the implementation of such

reforms. If overall system reforms do not prove to be po-

litically viable, a transitional system would be the next

best alternative. New contracts would be included in a

savings-credit or savings-transfer scheme, while entitle-

ments acquired by workers employed prior to the reform

could be kept in their current form, or exchanged for de-

posits in individual accounts.

Coverage under current employment protection

schemes is quite low. Any new protection scheme should

aim to expand coverage to workers not participating in

the existing systems. As we have observed, workers who

are less educated, women, those living outside of major

cities, and those with greater family burdens tend to be

marginalized by the employment protection system, even

if they work in large enterprises. These coverage gaps may

be corrected at least partially with an individual savings

program managed by private financial concerns aiming

to extend their customer portfolio. However, incorporat-

ing workers at higher risk of unemployment into the sys-

tem may increase the costs of savings-credit or savings-

transfer systems and therefore raise the contributions that

each participant must make to the mutual interest fund.

This dilemma could be solved by requiring higher-risk

individuals to pay larger contributions, or by partially

subsidizing higher-risk workers through the government

budget.

New unemployed workers’ protection systems will

be increasingly effective if supplemented with policies to

assist workers in reentering the labor market. For example,

job exchanges and other job search assistance mecha-

nisms are effective when coordinated with unemployment

benefits. In addition, adequately targeted training pro-

grams supplemented with apprenticeships have been ef-

fective in increasing employability among young workers

in Chile, Argentina and Mexico (see Box 6.1).

Improving Social Safety Net Systems

It is not feasible to try to extend unemployment protec-

tion systems to workers in the informal sector or to the

poorest workers. Lack of employment records makes it

difficult to determine how long an informal sector worker

has been unemployed. Thus, the participation of these

workers should be limited to individual savings accounts

without access to credit or transfer systems in the event

of unemployment. Participation should also be voluntary,

owing to the lack of records.

It is quite probable that the poorest workers will

not participate in the contribution-based programs de-

scribed above, even if their contributions are partially

subsidized. Poor workers do not have the economic means

to forgo present consumption for the sake of stabilizing

future consumption. A reasonable alternative would be

to extend social safety net systems so that they respond—

in the form of income transfer programs, food or work—
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to the needs of the poorest workers who lose their jobs

and are temporarily without another source of income

(see Box 5.1 in the preceding chapter). To prevent these

initiatives from reducing incentives to contribute to the

above-mentioned protection systems, assistance must

target the poorest individuals, and must be carefully de-

signed to prevent people from becoming dependent on

protection systems.

SOCIAL SECURITY SYSTEMS

Labor protection mechanisms in Latin America focus on

the typical relationship between the enterprise and the

worker, as do the region’s traditional social security sys-

tems. Workers join the system through enterprises that

make contributions, part of which are deducted by ar-

rangement from the worker’s wages. The social security

system is typically administered by a government agency,

which is responsible for providing health services and

payment of old-age pensions and disability or death in-

demnities. While this social security system is inherently

redistributive, the redistributive aims are often a double-

edged sword that can favor those in a privileged position

to begin with. Such is the case with the traditional pay-

as-you-go system, the model still in effect in most coun-

tries. In many cases, the individuals most vulnerable to

instability and uncertainty have been excluded, as have

workers who are less educated, women, and rural work-

ers. In addition, the principles of redistribution among

members of the system have often become distorted.

Whom Does Social Security Protect?

Social security protection does not provide equal cover-

age for all, due in part to the fact that to be affiliated with

the system, a worker must be associated with a formal

sector enterprise. However, this is not the full explana-

tion, as many workers in these enterprises are also ex-

Traditionally, training in Latin America has been dependent on
centralized government agencies financed through payroll taxes.
It is difficult for such programs to meet the present needs of
employment and qualified labor because they were designed to
support the early stages of import substitution in a context of
slow technological change.

As a result of their monopolistic and government nature,
these training programs often operate at high cost, with little
administrative and occupational flexibility. And their connec-
tion to demand for skills in the productive sectors prevents them
from keeping up with changing technological requirements of
enterprises.

Some countries in the region have already taken steps to
remedy this situation. Youth programs provide a much-used
model for such intervention.  Chile was a pioneer in these ef-
forts in 1994, followed soon thereafter by Argentina and by pilot
programs now being developed in six other countries.

Under these programs, the Ministry of Labor allocates
funds to train unemployed youth, in connection with competi-
tive bidding procedures involving various training providers,
which constitutes a departure from the monopolistic nature of
supply. To participate in the competitive process, training pro-
viders must hold contracts with enterprises that assure that a
certain number of trainees will be hired, thus ensuring that these
services are linked to demand.

Another successful activity has been a comprehensive
training and modernization program (CIMO—Capacitación Inte-
gral y Modernización) implemented by Mexico’s Secretariat of La-
bor. This program targets workers employed in small and me-

Box 6.1. Training and Employability Programs

dium-scale enterprises. The Secretariat creates local units to
promote and organize training demand, and define training pro-
grams. Competitive bidding procedures are used to contract in-
dependent suppliers to provide the training courses. The costs
of the program are partially subsidized for a limited period of
time. This methodology has proven useful where local produc-
tion lines provide a natural forum for the organization of train-
ing activities.

Though these systems have been successful to the ex-
tent that they have adapted workers’ skills to enterprise de-
mand, they cannot contribute substantially to job creation, let
alone to the reduction of income inequality. First, no training
system can create jobs when this is prevented by adverse growth
trends or regulatory rigidities. An effective training system can
only improve worker employability by providing workers with
varied and timely skills necessary to enter the labor market.
Second, training programs have often been presented as part
of a social safety net system, based on the assumption that a
better-trained worker will be more likely to obtain employment
and support his or her family. The alternative would be direct
transfers to households, which may be more decisive in the
critical situations of the poorest sectors of the population.
Experts are divided as to which option is preferable, and under
what circumstances, and there are a limited number of studies
on existing programs (Ravallion, 1998). In summary, while gov-
ernment intervention is justified to provide training to help
protect workers and address changing demands for skills, it is
not viable for purposes of generating jobs or as an income trans-
fer mechanism.
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cluded. Workers who remain outside the system are those

with the lowest income-generating potential, since they

are easier for enterprises to replace and they prefer to

waive protection in exchange for higher pay.

These are the conclusions of a comparative analy-

sis of social security system coverage in six Latin Ameri-

can countries. Persons under 25 and older than 55 re-

ceive less protection than persons in the more productive

moderate age categories. Women have less access than

men, and rural workers have less access than those who

live in the cities. A worker with five or six years of educa-

tion, that is, a typical worker according to Latin American

standards, is as likely to be affiliated with social security

as not, while a university graduate can almost take affili-

ation for granted. However, these inequities in protec-

tion are not inevitable. They are much lower in Argen-

tina, Chile and Costa Rica than in Brazil, Peru and

Venezuela (Figure 6.5).

A detailed econometric analysis shows that these

inequalities are even observed within medium- and large-

scale enterprises.7 Data for Argentina and Venezuela show

that the probability of being affiliated with social secu-

rity, regardless of the size of the enterprise and economic

sector, is significantly greater for a person with 15 years

of education than for someone with only five, and is much

greater for an employee who earns the equivalent of four

or five times the wages of a rank-and-file worker.

We might expect some enterprises to evade the

rules and deceive workers. It is also possible, however,

that these low-income workers themselves prefer to waive

social security voluntarily in exchange for higher pay,

which may make the difference between covering or not

covering their basic needs. (This explanation is also cor-

roborated with data indicating that most social security

contributions paid by enterprises correspond to affiliated

workers, and hence the actual cost to the enterprise is

virtually unchanged.8) And in a number of countries that

have introduced more flexible contracting conditions,

affiliation is not a legal requirement, as workers with tem-

porary or part-time arrangements do not receive the same

social security benefits as those who have permanent

contracts.9

Systems Are Designed for Redistributive
Purposes…

Pay-as-you-go pension schemes are inherently redistribu-

tive, since contributions from active workers are ear-

marked to pay the pensions of persons who are already

retired. Under this “inter-generational arrangement,”

some current income of present generations is transferred

to cover the pensions of earlier generations; in exchange,

it is expected that pensions for the present generations

will be covered in the future by new generations. Theo-

retically, this system of redistribution between genera-

tions could work indefinitely, with provisions to adjust

the combination of benefits and contributions to growth

trends in terms of the number of pensioners, on the one

hand, and the active population of workers, on the other.

In practice, however, this balance is difficult to maintain.

Initially, the relationship between contributors and retir-

ees tends to be quite favorable, and leaves scope to pro-
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Figure 6.5. Whom Does the Social
Security System Protect?
(In percent)
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b. More equitable systems: Argentina (1996), 
Chile (1994) and Costa Rica (1995)
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7 Calculated based on results from Márquez and Pagés (1998).
8 Based on the case of Chile and analyzed by Gruber (1997).
9 In the United States as well, unskilled workers have less social security

coverage and receive fewer benefits than skilled workers employed by the same
enterprises. Further, protection inequalities have worsened since the early
1980s. See Hamermesh (1998).
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vide the first generations with substantial pensions, which

are subsequently difficult to sustain. Under present de-

mographic conditions, paying out large pensions is a great

temptation for most Latin American countries, but one

that would result in a severe burden for future genera-

tions. In fact, the number of working-age persons per in-

dividual over 60 years of age exceeds nine in most coun-

tries (Figure 6.6). Only Argentina, Barbados and Uruguay

now have six or less persons of working age for each per-

son older than 60. However, in three decades, the demo-

graphic situation in most countries will be similar to the

present situation in these three countries. And in five

decades, there will be an average of only four working-

age persons for each person over 60. Further, in more

demographically mature countries, there will be only

about three economically active persons for each retire-

ment age person. This will involve a proportionally greater

burden that will increase as coverage, which is still very

limited in many countries, is expanded.

In addition to this redistribution among genera-

tions, pension systems also redistribute benefits among

individuals in the same generation, since some benefi-

ciaries receive more substantial pension benefits than

others in absolute terms as well as in relation to the con-

tributions that they have made during their economically

active lives. In principle, substantial progressive and eq-

uity elements are incorporated into defined-benefit pen-

sion systems, the traditional characteristic of all systems

in Latin America until the recent reforms that incorpo-

rated individually funded mechanisms into systems in

Argentina, Bolivia, Chile, Colombia, El Salvador, Mexico,

Peru and Uruguay.

Defined benefit systems include the following main

progressive factors:

• Establishment of minimum pensions for persons

with lower incomes, and whose contributions are there-

fore lower;

• More career interruptions with periods of unem-

ployment and informal activity for the poor;

• Shorter working lives and longer retirement pe-

riods for women.

…But Implemented Inequitably

However, a number of factors lead to perverse re-

distribution—that is, from the poor to the rich—in the

same generation:

• Higher pension levels for the rich, since retire-

ment benefits are determined by wage level;

• Longer life expectancies for wealthier persons;

• Shorter careers for the wealthy, as they spend

more time in the education system;

• Exclusion from the system of those who do not

have permanent contracts, typically the poorest members

of society.

While it is impossible to determine a priori whether

the progressive factors are dominant, some studies based

on individual characteristics and behavior patterns among

persons with different income levels suggest that progres-

sive factors may be important in an “ideal” system with

total coverage and totally faithful contributions.10 In ad-

dition, regulations on contributions and pension com-

putation may theoretically aim to reinforce redistributive

objectives. For example, contribution rates may be higher

for higher incomes. In Brazil, wage-earners contribute 8,

9 or 10 percent, depending on the wage level (in addition

to the 20 percent paid by the enterprises); in Colombia,

persons earning more than four times the minimum wage

are required to make a mutual interest contribution of 1

percent of wages; and in Ecuador and Uruguay, employ-

ees in some sectors make higher contributions. Redistri-

bution objectives may also be supported by establishing

a ceiling on pension value, as is true in Brazil, Costa Rica,

Guatemala, Peru and Uruguay (Table 6.1).

However, the actual situation in any pension sys-

tem may change the distributive results to the point that

10 See Falkingham and Johnson (1993).
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Table 6.1. Redistributive Features of Pay-As-You-Go Social Security Systems in 1996

Ceiling wage for Relevant
Different contribution contributions Minimum pension wage for the

Special rates by income level (as proportion of (as proportion of  benefits
systems or sector income per capita)  per capita income) calculation

Argentina Military No na 1 na 1 10 years

Bahamas 1.7% if weekly insurance wage 1.17 0.16
is under B$60, 3.4% for others

Barbados No 2.7 0.34 Best 3 years
of the last 15

Belize Between B$0.12 and  $B1.30 12.5 Best 3 years
according  to four wage classes of the last 15
($B40 - $B110)

Bolivia Bank employees, military No 12 months
personnel, drivers, miners,
railroad employees,
petroleum workers

Brazil Public employees and military, 8%, 9% and 10% 8.54 times minimum 100% minimum 3 years
aircraft crew, journalists, wage wage
veterans and teachers

Colombia Public petroleum enterprise 1% extra for employees 100% minimum 10 years
employees, teachers with more than 4 minimum wage
and military wages

Costa Rica Between 4.5% and 7% for 0.61 48 months of the last
independent workers 5 years

Dominican Public employees No 0.49 2 years
Republic

Ecuador Congressmen 6% in industry, 8% by bank 0.74 5 years
employees and teachers,
6% in agriculture

El Salvador Public employees No 21.7 0.82 10 years

Guatemala Some public employees No 9.4 0.39 5 years

Guyana No 50% of the 5 years
minimum wage

Haiti Public employees Between 2% and 6% according 10 years
to wage level
(200-1,000 gourdes)

Honduras Public employees, doctors, No 0.92
teachers and the military

Jamaica Armed forces No

Mexico Petroleum employees, public No 25 times the federal 100% federal
employees and military minimum wage minimum wage

Nicaragua Teachers No 66% of the minimum wage Last 5, 4 or 3 years

Panama Rural employees No 0.86 7 years

Paraguay Public, railroad, bank employees No 3 years

Peru No Between 12 months
0.24 and 0.48

Trin. and Tob. No 0.47 0.062

Uruguay Bank employees, notaries, 15% in industry and commerce 100% minimum 10 years
university graduates, armed and public employees, wage
forces, police 16% rural employees

Venezuela Public employees No 5 years during
and armed forces the last 10 years

1 60 AMPOs. AMPO is determined dividing the total employee contribution to the system by the total number of contributors.
Source: Social Security Programs Throughout the World, 1997, U.S. Social Security Administration, Office of Research, Evaluation and Statistics.
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they become regressive. An important factor in regres-

siveness is attributable to the fact that pensions in many

countries are calculated based on declared wages from

the past few years, rather than from an individual’s entire

working life. In many countries, only the highest pay in

the past four to five years is considered; in some coun-

tries, the reference period is as long as 10 years. This tends

to benefit the higher income groups, which may substan-

tially underreport their wages during most of their ca-

reers and make substantial contributions only at the end.

To avoid these tactics, some countries impose maximum

declarable wage limits, which is not a proper solution to

the problem as it reduces the contribution base and re-

distribution potential of the overall system. It is also a

common practice for social security contributions to be

exempt from other taxes, which implies more favorable

treatment for higher-income individuals, who should pay

higher direct taxes.

Progressive potential in pension systems is also

changed by the creation of special schemes for certain

groups of workers. This has been a common practice in

Latin America, primarily benefiting government employ-

ees, teachers and military personnel, who enjoy special

conditions such as early retirement or higher replacement

rates, which often correspond only to their lobbying and

organizing capacity. In some countries, certain associa-

tions for professionals such as bank staff, physicians,

notaries and university professors have created pension

funds that receive budgetary support through taxes, sur-

charges and other specifically-earmarked funds.

These are extreme cases of the use of budgetary funds

for clearly regressive purposes; however, they are not the

only ones. Many pay-as-you-go pension systems are oper-

ating in deficit and are financed with general budget re-

sources (Figure 6.7), which implies that persons who are

excluded from the system make indirect contributions.

Reforms in the Proper Direction

More and more Latin American countries have reformed

their pay-as-you-go pension systems, replacing them

partially with individually funded systems. Since Chile

established a private pension system in 1981, seven more

countries have moved in this direction: Peru (1993), Co-

lombia (1993), Argentina (1994), Uruguay (1996), Bolivia

(1997), El Salvador (1997), and Mexico (1997). In prin-

ciple, funded systems do not involve any income redis-

tribution mechanism, as pensions inherently depend ex-

clusively on individual contributions (and market yields).

However, all countries have introduced mutual interest

and redistribution components into their new systems.

In Chile, although the defined benefits scheme has only

remained in effect for those who were already retired and

those who decided to remain in the system at the begin-

ning, the government guarantees everyone a minimum

pension under the new system after 10 years of contribu-

tions. In Mexico, where the old system will also be elimi-

nated, there is a government-sponsored minimum guar-

anteed pension. The final consolidation of the new

systems in these two countries will for all intents and

purposes eliminate the regressive mechanisms of pen-

sion benefits in the prior system.

The situation is more complex in other countries

where many components of the earlier systems are still in

place. In Colombia, workers may select between the old

and new system, but in either case are guaranteed a mini-

mum pension. In addition, under the pay-as-you-go sys-

tem, retirement conditions are quite favorable to women,

individuals over 40 years of age at the time of the reform,

and those who have less potential to accumulate contri-

butions during their overall working life. Regardless of

which system they select, higher-income employees must

also contribute 1 percent of their wages to the pay-as-

you-go system. This approach has preserved a number of

mutual interest components, which may be progressive.

However, it has also retained more regressive factors such

as very generous retirement conditions for civil servants

and options for private fund participants to claim pen-

sions from the pay-as-you-go system in the event that the

yields in private funds are unsatisfactory. In addition, as

all of these guarantees will lead to financial imbalance in

the pay-as-you-go system, eventual dependence on tax

revenue will accentuate its regressive features.
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Figure 6.7. Operational Balance 
of Public Social Security Systems, 1995
(Percent of GDP)

Source: International Monetary Fund, Government Financial 
Statistics (1997).
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The two systems are complementary in Argentina

and Uruguay: the basic component, to which all workers

contribute, provides basic pensions up to a maximum

amount, which has a progressive feature. The individual

funding component, which is mandatory in Uruguay and

optional in Argentina, theoretically has no significant dis-

tributive impact. While this component should have re-

sulted in an enhanced distributive effect for the entire

pension system in the two countries, it is not clear that it

is in fact progressive. In Uruguay, the schemes were main-

tained for special groups (military personnel, police and

other groups of employees affiliated with parastatal so-

cial security funds). In Argentina, an additional benefit

was established for remaining in the old pay-as-you-go

system, in the form of ample guarantees on returns for

the state bank pension fund, and guaranteed retirement

benefits from the old system up to an amount specified

in the national budget for persons choosing the funded

system.

In summary, Latin American pension systems have

not served as progressive income redistribution mecha-

nisms. Countries that have introduced purer forms of in-

dividually funded systems, such as Chile or Mexico, will

in the long term eliminate the most significant regres-

sive components, which will disappear with the pay-as-

you-go system (although there will be a considerable tem-

porary operating deficit to be covered with tax revenue).

Progress will be less evident in countries that have opted

for a combination of the pay-as-you-go and funded sys-

tems, maintaining acquired privileges for various groups

and offering government guarantees, with unclear pro-

gressive features. However, a pure individually funded

scheme is inherently neutral in distributive terms, and

hence in and of itself would be an incomplete solution to

social security problems and should be supplemented

with a purely redistributive component.

WHAT THE PENSION SYSTEM CAN DO

A social security system with two or more pillars may

achieve objectives in terms of redistribution, savings and

insurance that traditional pay-as-you-go systems in Latin

America cannot:

• The payment of minimum pensions to persons

not earning subsistence incomes—a basic component fi-

nanced with general budget resources—may address the

objective of reducing poverty and providing the elderly

with insurance.

• A mandatory, individually funded component

based on defined contributions should address the old-

age saving function for persons with regular labor income.

This component should be operated under competitive

conditions by the private sector, although it should be

publicly regulated to avoid systemic risks and protect

participants’ rights.

• The two components could optionally be

supplemented with voluntary long-term savings plans

offered by financial institutions or other private organi-

zations to those who wish to have additional old-age

coverage.

One of the main problems with the design of any

social security system in Latin America is the incorpora-

tion of informal sector workers. As it is impossible to

monitor, participation of these workers must be volun-

tary, although they would seem to have little incentive to

participate because their incomes are lower and more

unstable than formal sector workers, and because the

opportunity cost of saving is high due to limited access

to credit for informal activities.11 An incentive that might

favor poorer informal sector workers would be a periodic

direct subsidy in a fixed per capita amount, strictly tar-

geted and subject to continued participation in the sys-

tem. Another option is to provide seed capital for mem-

bership in the form of paper with a future maturity

(possibly related to the worker’s age). A variation of this

option is to allow workers to share in ownership of pub-

lic enterprises that have been “capitalized” or privatized.

It is a good time for Latin American countries to

make the necessary reforms in their social security sys-

tems. The state of demographic transition in most coun-

tries in the region indicates that the proportion of the

population of productive age will peak in the next few

decades. The number of children each active worker must

support has declined, and the proportion of persons of

retirement age has still not increased. As a result, present

workers are able to generate savings to cover their future

retirement without having to transfer the burden to fu-

ture generations. Pension system reform can therefore

not only improve income distribution among present

generations, but also between present and future gen-

erations.

11 See Chapter 7.
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WHAT THE MINIMUM WAGE ACCOMPLISHES

The minimum wage in Latin America has traditionally

been considered a redistributive instrument and an in-

come protection mechanism for the poorest workers.

However, as with other labor protection instruments, when

goals are excessively ambitious they become irrelevant, if

not counterproductive, in terms of helping the poor.

What Is Needed for the Minimum Wage
to Protect the Poor?

There is intense debate both in industrial and develop-

ing countries as to whether minimum wages constitute

an effective mechanism for distributing income and pro-

tecting the income of the poorest workers (see Box 6.2).

Evidence for Latin America suggests that changes in the

minimum wage have a discernable effect on income dis-

tribution, although the magnitude is low (see Box 6.3).

For the minimum wage to raise real incomes for

the poorest workers, it must meet three difficult condi-

tions. First, it should not adversely affect aggregate em-

ployment demand. Income of the poor cannot be pro-

tected if income increases for some workers result in a

significant rise in unemployment. Second, levels of com-

pliance with regulations must be high. Ambitious wage

increase regulations are of little help if they cannot be

enforced owing to informal labor contracting practices

or to the government’s insufficient means to prevent eva-

sion, especially by organized enterprises operating in the

formal sector. However, these two conditions are not suf-

ficient. After all, if the minimum wage were established at

an extremely low level, it would not reduce employment

or generate evasion problems—nor would it improve

anyone’s income. The third condition, therefore, is that the

minimum wage be situated at a level that covers a sub-

stantial group of low-income workers.

These three conditions can easily conflict with one

another, depending greatly on the minimum wage level.

It is widely agreed that, at relatively low levels, the mini-

mum wage does not appreciably change aggregate em-

ployment demand, while at high levels its effects can be

quite negative. A number of different studies on devel-

oping countries have found that low minimum wage lev-

els affect the composition more than the level of employ-

ment: although youth employment tends to be reduced,

this effect is typically offset with higher adult employ-

ment levels.12 However, when the minimum wage is set

at a high level, job destruction effects predominate, as

demonstrated by Puerto Rico’s experience when it

adopted the U.S. minimum wage during the 1970s. Expe-

rience in Puerto Rico and other developing countries in-

dicates that, at high levels, a 10 percent increase in the

minimum wage (exceeding inflation) can reduce employ-

ment in proportions that vary widely from country to coun-

try, but that in some cases can be as high as 12 percent.13

If a high minimum wage level leads to reduced

employment demand, it will also affect compliance with

regulatory requirements because displaced workers and

the affected enterprises will benefit from collusion to

evade the regulations. Noncompliance will be higher the

greater the divergence between the minimum wage and

the market level for wages, and will also depend on the

government’s institutional capacity for oversight and en-

forcement.

It follows that the selected minimum wage level is

the principal determining factor in its efficiency and its

potential impact on income distribution. Excessively high

minimum wages can have job destroying effects and prove

to be ineffective in raising income levels of the poor.

Is the Minimum Wage in Some Countries
Too High?

Answering this question for Latin America requires com-

paring the minimum wage in each country with the aver-

age wage level, which reflects general worker productiv-

ity conditions. In 1995 and 1996, minimum wage levels in

most Latin American countries represented less than half

the average minimum wage level (Figure 6.8). In Bolivia,

Brazil and Argentina, the minimum wage was less than

30 percent of the average wage, and in Chile, Mexico and

Peru, it was between 30 and 40 percent. These propor-

tions are low in comparison with industrial countries.

However, in a number of Latin American countries, the

minimum wage exceeded the average by 50 percent, and

in the extreme case of Venezuela in 1995, it represented

approximately 90 percent of the average wage, well above

the level in any industrial country.

High minimum wage levels will only affect remu-

neration of high-income workers. In fact, in Honduras,

Paraguay, El Salvador and Venezuela, those who earn

12 See Brown, Gilroy, and Kohen (1982), Hamermesh (1982), Wellington (1991),
Card (1992), and Card and Krueger (1994) for the effects of the minimum wage
in the United States; Schaafsma and Welsh (1983) for Canada; Bazen and Mar-
tin (1991) for France; and Dolado, et al. (1996) for France, the Netherlands,
England and Spain.

13 On the subject of Puerto Rico, see studies by Santiago (1989) and Castillo-
Freeman and Freeman (1990). For Mexico and Colombia, see Bell (1997).
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minimum wage are moderate-income workers in the third

labor income quintile.14 Even in Mexico, Panama and

Costa Rica, where the minimum wage represents a smaller

proportion of average wages, it applies to workers in the

second quintile, and not the poorest. The minimum wage

level should be relatively low, less than 40 percent of the

average wage, so that, at least in principle, it favorably

affects remuneration among the lowest-income workers.

Effectiveness of High Minimum Wages Is Limited

Where minimum wages are higher with relation to aver-

age wages, noncompliance with the regulatory system is

greatest: in Paraguay and El Salvador, approximately half

of workers earn wages under 80 percent of the minimum,

which is true for 30 to 40 of every 100 workers in Hondu-

ras and Venezuela. By contrast, noncompliance levels fall

below 10 percent in countries where the minimum wage

is below 30 percent of the average wage (Figure 6.9). Judg-

ing from the ratio of relative minimum wage level com-

pliance, a 10 percent minimum wage reduction can in-

BOX 6.2. Minimum Wages and Income Inequality: The Discussion

There is intense debate both in industrial and developing coun-
tries as to whether minimum wages constitute an effective
mechanism for distributing income and protecting the income
of the poorest workers. Evidence for Latin America suggests that
changes in the minimum wage have a discernable effect on in-
come distribution, although the magnitude is low (see Box 6.3).
Overall evidence on the impact of minimum wages on income
distribution points to some positive but small declines in in-
equality and somewhat larger positive effects on poverty. In the
United States, for example, the discussion evolves around
whether the sharp decline in the real value of minimum wages
during the 1980s can explain the increase in wage and income
inequality experienced during that period. The evidence is far
from conclusive. Dinardo, Fortin and Lemieux (1996) find that
the decline in the real value of the minimum wage explains about
one-third of the change in wage inequality, but Horrigan and
Mincy (1993) find modest effects on earnings inequality and vir-
tually no effects on family income inequality. Regarding mini-
mum wages and income distribution in developing countries,
World Bank (1995) states that while minimum wages might help
protect the incomes of the poorest workers in industrial coun-
tries, they clearly do not do so in developing countries. The claim
is that the workers affected by minimum wage provisions are

really the most needy. Moreover, by reducing formal sector em-
ployment, minimum wages exert downward pressure on the
wages of informal poor workers. However, there is little evidence
that minimum wages might yield declines in wage inequality in
developing countries. Bell (1996) documents that in Colombia,
minimum wage increases were accompanied by a decline in in-
equality even when the economy was going through recession.
On the empirical side, Lustig and McLeod (1997) find that in a
sample of about 30 developing countries, an increase in statu-
tory minimum wages is associated with a decrease in the level
of poverty. They describe various channels for which this effect
may arise. Besides the direct impact of minimum wages, they
cite mechanisms that link higher minimum wages with higher
wages for informal workers. Demand-link models, for instance,
state that an upward push in formal sector wages might increase
the demand for informal sector products, leading to an increase
in informal sector demand and wages. Finally, Ramos and
Almeida Reis (1995) undertake an exercise of simulation to as-
sess the impact of minimum wage policy in Brazil very similar to
the one performed by Horrigan and Mincy for the United States.
As did Horrigan and Mincy, they find that minimum wages have
positive but small effects on income inequality.

0 0.2 0.4 0.6 0.8 1 

Minimum/average wage

Figure 6.8. Minimum Wage in OECD 
Countries and in Latin America
in the 1990s

Source: OECD: European Industrial Relations and OIT Yearbook.
Latin America: Ministries of Labor.
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crease compliance by approximately eight points. Al-

though this figure is merely indicative, it suggests that

evasion is quite sensitive to incentives. It is mutually

beneficial for enterprises and workers at risk or in unem-

ployment situations to agree to remunerations below the

minimum wage.

It is commonly believed that noncompliance with

wage standards is limited to small-scale enterprises and

informal concerns, reflecting a highly simplified theoreti-

cal conception according to which a minimum wage re-

quirement above the equilibrium labor market wage leads

to the appearance of an informal sector that evades the

regulations.15 Reality is quite different, as much mini-

mum wage evasion occurs in large enterprises.16 As indi-

The purchasing power of the minimum wage in most Latin Ameri-
can countries is now much lower than it was during the early
1980s. The debt crisis and subsequent adjustment processes led
to decreases in minimum wages, which were only partially cor-
rected during the 1990s. Only Colombia, Costa Rica and Panama
succeeded in maintaining relatively stable minimum wages in
real terms (see Figure 1).

An econometric analysis indicates that reductions in mini-
mum wage purchasing power have been inversely associated with
increases in income concentration (and vice versa) in all 11 coun-
tries considered (after isolating the influence of a number of
other variables that may even have affected distribution—see
Appendix 6.5). However, the effects have been surprisingly mod-
est. For every 10 percent minimum wage reduction, the income
concentration index has increased by just under 0.2 points
(equivalent to approximately 0.4 percent of the initial inequality
level).

Other studies, both of Latin America and at the interna-
tional level, have found that while minimum wage increases may
effectively reduce poverty in the short term, they cannot be used
indiscriminately for that purpose, as they can generate unem-
ployment and reduce growth, adversely affecting the poor in the
long term (Morley, 1992 and 1997; de Janvry and Sadoulet, 1995;
Lustig and McLeod, 1997).

In Latin America, minimum wages have distributive ef-
fects through a number of different channels that normally have
little to do with the nature of this instrument. In many coun-
tries, they serve as a basis to define the amounts of pensions

Box 6.3. Minimum Wages in Latin America: Trends and Effects on Inequality
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Figure 1. Minimum Wage Index

and other transfers, to adjust civil servants’ wages, or to estab-
lish rates for public services. And in inflationary situations, mini-
mum wage adjustments may influence other wages and prices.
All of these factors are indicative that minimum wages consti-
tute an untargeted income distribution instrument.
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15 This theory was proposed by Welch (1976) to explain why the minimum
wage did not seem to generate unemployment in the United States to the
extent that might be expected based on the single market model.

16 As also observed by Ashenfelter and Smith (1979) in the United States,
demonstrating the limitation of the simple segmentation approach.
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cated above, labor regulations are just one of the factors

that influence the existence and scope of the informal

sector. Typically, 40 percent of workers paid less than 80

percent of the minimum wage work in enterprises with

10 or more employees. In El Salvador and Venezuela, six

of every 10 workers paid less than 80 percent of the mini-

mum wage are employed by large enterprises.17 In Bra-

zil, Panama and Paraguay, young workers can legally be

paid below minimum wage (in the former two countries,

they must be apprentices). However, in many cases, ob-

served noncompliance is tantamount to evasion of the

law. Governments lack the resources to supervise com-

pliance and impose fines on violators. Insufficient super-

vision tends to occur in very large and unrepresentative

enterprises. While unions can perform supervisory func-

tions, the levels of unionization are insufficient in most

countries to make an impact. In addition, unions are con-

centrated in high-wage enterprises, where few workers are

directly affected by minimum wage regulations.

To summarize, the higher the minimum wage lev-

els with relation to the average wage earned by all work-

ers, the greater the noncompliance. Young workers, who

are less educated, along with those employed in small

enterprises, are the most likely to remain below this level.

However, compliance is far from perfect in large-scale

enterprises. Noncompliance with wage regulations soft-

ens the impact on employment, but also reduces the

possibility for the minimum wage to operate as an in-

come protection mechanism for poorer workers.

Minimum Wage Earners Are Often Not the Poor

Aside from problems of compliance and potential job

destruction effects, the minimum wage is a fairly tenu-

ous instrument for protecting the incomes of poor fami-

lies. Even when the minimum wage is very low, workers

who earn it are not exclusively (and often not even in the

majority) from poorer families. In the best of cases, when

the minimum wage is fairly low, such as in Argentina, only

30 percent of the wage earners paid near the minimum

wage level (0.8 to 1.2 times this amount) are members of

families in the poorest quintile of the population. Just

above 20 percent belong to the second poorest quintile,

and the rest are members of middle- and upper-class fami-

lies (Figure 6.10). More than half of those who earn the

minimum wage are not heads of household, but rather

young people who may or may not come from families

whose fathers are low earners. In countries with high mini-

mum wage levels, such as Venezuela, more minimum

wage earners are adult heads of household, although

most are in the middle and upper categories. Youth who

earn minimum wages are predominantly highly educated

and come from wealthy households. In other words, a

high minimum wage is targeted more at the wealthy than

a low minimum wage is at the poor.

In these conditions, an increase in the minimum

wage affects income distribution modestly, even with the

assumption that it is totally effective and does not ad-

versely affect employment. With these assumptions, a 10

percent minimum wage increase in Argentina would re-

duce the Gini wage income concentration coefficient by

0.04 percentage points, and the Gini household income

concentration coefficient by 0.0035 percentage points,

quite a modest change. Similarly, in Costa Rica, the Gini

wage coefficient would be reduced by .035, and in other

countries the reduction would be somewhat lower.18

These calculations only reflect the direct effect of a mini-

mum wage on wages of workers at this income level, but

do not include any indirect effect that they may have as a

reference price for other incomes (for example, informal

sector wages or social security transfers). However, al-

though indirect effects are not considered, these changes

are similar in magnitude to those obtained from the time

series analysis (results are summarized in Box 6.3).

17 We used 80 percent of the minimum as a cutoff line, as the wages
actually received by workers can be affected by social security contribu-
tions and other deductions paid by workers.

18 These results are based on Pagés (1998).
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What the Minimum Wage Can Do

As we have observed, the minimum wage is a very lim-

ited income redistribution instrument. Part of the prob-

lem is that a single minimum wage does not reflect dif-

ferences in household structures. Of course, minimum

wages that vary with the number of dependents or other

household characteristics would be both unmanageable

and counterproductive, as they would cause enterprises

to discriminate against those in greatest need. A better

solution is to establish a lower minimum wage for youth,

as is done in European countries (and in Paraguay, among

countries in the region). This would make it possible to

address the main problem of the targeting of the mini-

mum wage based on its effects on the income of youth in

middle- and high-income families. This approach could

also reduce youth unemployment, as enterprises would

prefer, given a minimum wage, to employ more experi-

enced workers and to hire youth on a selective basis.

Young people, in turn, would find it more advantageous

to keep looking for formal sector employment, given its

relative advantages over other activities.

The minimum wage is limited in its ability to pro-

tect the income of the poor, as well as in income redistri-

bution, because of evasion problems, potential adverse

effects on employment and insufficient targeting. These

problems are less severe, although they are not elimi-

nated, when the minimum wage is set at moderate levels

and when a lower minimum wage for youth is established.

OTHER INCOME PROTECTION MECHANISMS
FOR THE POOR

Are there other, less limited options? Wage supplements

for low-income workers provide an alternative, although

they do entail some problems. With this technique, low-

income workers receive a wage supplement if their in-

come is below a certain level. In Colombia, this system is

financed with a payroll tax levied on all workers, which is

also used to finance health, education and recreation

programs administered by private “equalization funds.”

In the United States, the earned income tax credit is a

similar instrument, with the advantage that it serves as a

negative tax for low-income workers, and is administered

by the tax collection office. Under these schemes, the tax

credit or supplement that workers receive can be adjusted

to reflect the number of dependents or the income level

without affecting the cost of a worker to the enterprise.

However, these programs have serious disadvantages in

that they encourage workers to report lower wages in or-

der to receive higher subsidies. Accordingly, they require

greater administration and supervision than minimum

wages. Apart from their high administrative costs, these

systems can generate poverty traps, which occur when

an increase in gross income is not reflected by a net gain

because part of the subsidy is forgone. In this case, work-

ers may become dependent on social welfare systems.

A similar option is to subsidize enterprises that

contract workers whose wages are below a certain income

level. The subsidy might operate as a payroll tax exemp-

tion, with the advantage that it stimulates, rather than

discourages, demand for this type of worker. A further

advantage is that, unlike the minimum wage, if the aim is

to focus incentives on workers who have more depen-

dents, enterprises would prefer them to other workers. In

principle, employment subsidies should be granted only

under new worker contracts to prevent transfers costly to

enterprises in connection with existing jobs. Experience

in industrial countries has shown that enterprises often

simply replace existing workers with new ones, with few

gains in terms of employment. Another problem is that

this is a temporary system that lasts as long as the sub-

sidy policies remain in effect. Last, poverty traps can also

appear in this connection, as subsidies reduce the incen-

tive for enterprises and workers to raise productivity and

wages above the minimum level eligible for the subsidy.

There are other problems as well with subsidizing

workers or companies in order to increase employment

and incomes of the poorest workers. The limitation of any

of these schemes is that fraud and evasion can only be

kept under control with adequate information systems

and supervision, which normally do not exist in the poorer

countries. And in these countries, these types of programs

are often not feasible because of the large proportion of

unskilled, low-income workers.
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Appendix 6.1. Econometric Results:
Effect of the Labor Code on Employment

Employment rate
Dependent (Share of working Self-employment rate

variable: age population) (Share of employment)

Labor rigidity index -0.77 -0.39 0.63 0.38
(-3.4) (-0.9) (3.2) (2.4)

GDP per capita 0.0002 -0.0005
(0.3) (-2.5)

Dummy -6.11
for Latin America (-0.5)

No. of observations 34 27 24 23

Adjusted R2 0.243 0.152 0.531 0.659

Note: T-statistics in parentheses.
Source: Márquez and Pagés (1998).

Appendix 6.2. Econometric Results:
Effect of the Labor Code on Dependent Employment by Age Group, Chile, 1960-96

Employment population aged

Dependent Total employment 15-25 26-50 51-60
variable: (% growth) (% growth) (% growth) (% growth)

Labor rigidity -0.002 -0.009 0.0007 0.004
index (log) (-1.44) (-3.08) (0.18) (0.99)

Salary (change -0.023 -0.015 -0.018 -0.014
in log, lagged) (-1.43) (-1.21) (-1.067) (-0.75)

GDP growth 0.241 0.28 0.22 0.12
(8.22) (7.142) (4.61) (2.13)

Adjusted R2 0.53 0.63 0.35 0.21

Durbin-Watson 2.75 2.34 2.47 2.31

Source: Pagés and Montenegro (1998), based on household surveys from Santiago University.
Note: In addition to the reported variables, a constant, a lag of the dependent variable and its interaction
with the protection index are included in the regressions. T-statistics in parentheses.
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Appendix 6.3A. Probability of Obtaining a Permanent Contract

Estimation method: PROBIT
Dependent variable:
Dummy =1, if obtain a permanent contract

= 0, if not

Women

Chile Mexico Venezuela

Marital status (dummy = 1 if married) -0.34 -0.02
(-4.94) (-3.41)

Number of children -0.2 -0.005 -0.006
(-8.95) (-1.18) (-3.41)

Men

Chile Mexico Venezuela

Marital status (dummy = 1 if married) 0.08 0.57
(14.60) (6.84)

Number of children -0.015 0.13 -0.07
(-8.82) (4.87) (-4.64)

Note: In addition to the above variables. five dummies of age, years of education, size of the firm, zone, occupation and sector of activity
are included. T-statistics in parentheses.

Dependent workers aged 15-65

Chile Mexico Venezuela

Age 25-35 (dummy = 1 if in this age) 0.06 0.09 0.049
(11.84) (7.51) (7.48)

Age 35-45 (dummy = 1 if in this age) 0.09 0.21 0.056
(16.64) (14.91) (7.54)

Age 45-55 (dummy = 1 if in this age) 0.11 0.19 0.067
(19.05) (10.62) (7.49)

Age 55-65 (dummy = 1 if in this age) 0.1 0.17 0.066
(13.54) (6.38) (4.91)

Years of education 0.14 0.025 0.0042
(23.32) (19.25) (4.76)

Marital status (dummy = 1 if married) 0.036 0.019
(8.15) (3.22)

Zone (dummy = 1 if urban) 0.02 0.11 0.89
(3.85) (10.06) (10.82)

Gender (dummy = 1 if man) 0.014 0.013 -0.007
(3.18) (1.29) (-1.12)

Type of employment (dummy = 1 if formal) 0.04 0.54 0.111
(8.43) (58.9) (16.73))

Number of children -0.015 0.008 -0.006
(-11.52) (3.44) (-5.19)

Note: In addition to the above variables, a constant and controls for occupation and sector of activity are included. T-statistics in
parentheses.
Source: IDB calculations based on recent household surveys.
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Appendix 6.3B. Wage Differentials Associated with Type of Contract

Dependent variable: Hourly wage (log)
Sample: Dependent workers aged 15-65

Women

Chile Mexico Venezuela

Type of contract
(dummy = 1 if has permanent contract) 0.06 0.33 0.19

(4.4) (11.55) (8.06)

Men

 Chile Mexico Venezuela

Type of contract
(dummy = 1 if has permanent contract) 0.176 0.23 0.17

(19.67) (12.3) (11.1)

Total sample

 Chile Mexico  Venezuela

Type of contract
(dummy = 1 if has permanent contract) 0.13 0.27 0.171

(18.4) (16.8) (13.2)

Marital status (dummy =1 if married) 0.1 0.08
(15.9) (7.87)

Zone (dummy = 1 if urban) 0.27 0.27 0.15
(29.3) (18.1) (10.42)

Type of employment (dummy = 1 if formal) 0.2 0.17 0.41
(24.9) (11.3) (35.01)

Gender (dummy = 1 if man) 0.21 0.24 0.16
(31.3) (16.8) (15.5)

Note: In addition to the above variables, a constant and controls for years of education, years of education squared, experience,
experience squared, occupation and sector of activity are included. T-statistics in parentheses.
Source: IDB calculations based on recent household surveys.
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Appendix 6.5. Econometric Results:
Effect of the Minimum Wage on Income Distribution, 1981-95

Gini coefficient of per capita income
Dependent variable: (Three-year average for 11 countries)

-0.02 -0.02 -0.02 -0.02
Minimum wage index (-2.40) (-2.68) (-2.25) (-2.27)

Share of 0.51
manufacturing (2.29)
and commerce in GDP

GDP growth 2.7
(0.25)

GDP volatility -2.75
(-0.11)

Adjusted R2 0.13 0.22 0.11 0.12

Durbin-Watson 2.38 2.61 2.38 2.47

No. of observations 37 37 37 37

Note: T-statistics in parentheses.
Source: Income distribution according to Deininger and Squire (1996); minimum wage from ECLAC;
and macro variables from IDB’s Economic and Social Database.

Appendix 6.4. Relationships between Labor Protection Indices by Country
and Earnings Differentials, Estimated by Type of Employment

(For Urban Male Wage Earners)

Men Women

Employer, urban -0.3765 -0.283
Employer, rural -0.3508 -0.4215
Formal worker, urban na -0.1346
Self-employed, urban -0.2845 -0.2167
Formal worker, rural -0.6931 -0.2036
Informal worker, urban -0.2217 -0.3983
Self-employed, rural -0.1841 -0.2706
Informal worker, rural -0.6717 -0.692

Source: IDB calculations based on household surveys, and Labor Rigidity Indices from Figure 6.1.
Note: Correlations are calculated for 14 countries for urban earnings and 11 countries for rural earnings.
Earning differentials are estimated for each country controlling for education, experience and experience
squared (see Chapter 2, where these results are reported).
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Chapter 7

FINANCIAL MARKET POLICIES
TO REDUCE INCOME INEQUALITY

 1 The study employs the Deininger and Squire (1996) set of Gini coefficients
for 49 developed and developing countries from 1947-94.  It uses five-year
averages of these and all explanatory variable data.

Previous chapters of this report have emphasized the role

of factor prices, and particularly the wages of unskilled

workers, as a key determinant of income inequality.

Through their impact on family decisions about fertility,

labor force participation and education, low wages pro-

mote and perpetuate high levels of income inequality.

The returns to labor are also importantly affected by the

amount of capital with which workers can operate. As

economies develop and capital becomes less scarce, the

return to labor tends to rise and the return to capital tends

to fall, and these changes in factor returns are reflected

in lower income inequality.

Here is where financial markets come in. Financial

markets provide the institutional framework within which

savings are mobilized and intermediated to generate the

productive investments required to raise workers’ pro-

ductivity and wages. If financial markets are not function-

ing effectively, domestic investment will not match its

potential, and the scarcity of capital will adversely affect

not only prospects for economic growth, but also the dis-

tribution of income.

But there is more to the story because the scarcity

of credit that comes with inadequately functioning finan-

cial systems is likely to be particularly severe for small

businesses and potential entrepreneurs, whose financial

needs may be more expensive to service (as a proportion

of the typical loan size) than larger businesses, and whose

creditworthiness is more difficult to assess. The severe

shortage of credit will restrict the capacity of small busi-

nesses and microentrepreneurs to obtain access to the

working and physical capital required to raise their pro-

ductivity and expand their businesses, thus leaving those

working in the sector with severely reduced earnings ca-

pacity.

Finally, inefficient financial systems offer particu-

larly poor terms to small savers who, if located in

underserved rural markets, may even be locked out of the

opportunity to place their savings in a financial institu-

tion. They may therefore be faced with the need to invest

in very low-earning or risky assets, such as currency or

durable goods. This reduced access of low-income fami-

lies to deposit and other nonlending services of the fi-

nancial system may also worsen the distribution of in-

come.

Reforms to improve the functioning of the domes-

tic financial system and ensure that it adequately sup-

ports productive investments by entrepreneurs and small

businesses thus have the potential to improve income

distribution, while at the same time promoting economic

growth and efficiency. This chapter details the linkages

between the operation of financial markets and the dis-

tribution of income. It also discusses concrete reforms

that could improve the functioning of financial markets,

particularly their capacity to support the small enterprise

sector in which so many of the region’s low-income wage

earners are employed.

FINANCIAL MARKETS AND INEQUALITY:
WHAT ARE THE LINKAGES?

Shallow Financial Markets Are Associated with
More Inequality…

It is not easy to measure the quality or efficiency of a

domestic financial system, especially in terms of such

dimensions as its ability to reach small entrepreneurs and

businesses. Despite this difficulty, there is evidence that

financial systems matter. A recent study by Li, Squire and

Zou (1998) finds that deep financial markets, as measured

by the ratio of the broad money supply to GDP, are strongly

associated with lower income inequality.1 The study ar-

gues that this measure of financial depth has one of the

largest quantitative impacts on the Gini coefficient among

all the variables that were considered. In the results re-

ported in Chapter 4, which controlled for a different and
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somewhat broader set of explanatory variables, the rela-

tionship between income inequality and financial depth

was somewhat weaker. But while weaker, the correlation

between financial depth and income inequality was still

negative, providing some corroboration for the earlier

finding that deep financial markets are associated with

less inequality.2

...And Latin America Has Shallow Financial
Systems

In the 1960s, financial depth—measured either by the

ratio of the broad money supply to GDP or financial sys-

tem credit to the private sector as a percent of GDP—was

only about 25 percent higher in the emerging East Asian

countries than it was in Latin America. But the region’s

macroeconomic and financial instability, financial repres-

sion and relatively slow growth during much of the fol-

lowing decades slowed its financial development. East

Asian financial depth steadily pulled away, and it now

stands at two to three times the Latin American average.

Latin America also has shallow financial systems com-

pared to the industrial economies. To the extent that shal-

low and inefficient financial markets contribute to in-

equality, then, there is good reason to believe that Latin

America’s financial systems contribute to a meaningful

and growing share of the difference between the region’s

high income inequality and the lower degree of inequal-

ity observed in other regions such as emerging East Asia

and the industrial economies.

Why Do Financial Markets Matter?
A Macroeconomic Channel

Financial markets pervade the economic system and af-

fect income inequality in a number of ways. Deep finan-

cial markets facilitate the accumulation of capital, rais-

ing labor productivity and wages while driving down the

returns to capital.3 As seen in Chapter 4, this tends to

improve the distribution of income, because so much

capital income accrues to a relatively small group of

higher-income individuals, and because the accelerated

rate of economic development promotes all of the devel-

opment-related transitions that tend to be equalizing.4

The initial impact on wages is amplified over time, be-

cause the higher wages that come with increased capital

accumulation eventually influence family decisions about

labor force participation, fertility and education in ways

that reinforce the initial beneficial impact of higher wages

on income distribution.

Access to Credit is Unequal

If financial markets are weak, credit is not only limited in

general but is particularly inaccessible to low-income in-

dividuals and small businesses. This reinforces the ad-

verse distributional consequences of weak financial sys-

tems, because it limits the ability of small-scale and

low-income producers to obtain the credit they need to

produce more efficiently and expand their businesses.

Scarcity of credit may also discourage potential entre-

preneurs from entering the labor force. This is likely to be

particularly important for secondary earners in a house-

hold. If a woman has access to credit, she  can obtain the

materials required to start a small business to supple-

ment the family’s income. This in turn enables women to

work part-time and at irregular hours, thus posing less

conflict with family responsibilities than would working

in the formal sector. However, without access to the req-

uisite credit, a woman may be restricted to such a small

scale of operation, or to the use of such labor-intensive

and inefficient methods, that she is forced either to work

at a very low level of productivity and income, or to aban-

don the venture and stay home. Inadequate access to

credit may thus be one explanation for the finding of

Chapter 2 that women who work in the informal sector

earn particularly low wages.

There is plenty of evidence that the banking sys-

tem provides limited credit to small enterprises. Table

7.1 reviews a number of studies that indicate that few of

these firms, generally less than five percent, have ever

received credit from the banking system.5

Even the lending institutions that lead the way in

making microloans in Latin America have small loan port-

folios compared with the formal financial system (Table

7.2). And even when semiformal sources (nongovernmen-

tal organizations and credit unions) are included, total

credit going to microenterprises is less than 1 percent of

the $425 billion that commercial banks provided to the

Latin American private sector in 1995, and probably about

2 One reason why we found a weaker correlation between financial depth and
income inequality may be that we controlled for several variables, such as
capital intensity or the level of development, that may be mechanisms through
which financial depth is affecting income inequality.

3 King and Levine (1993) is among the most influential studies on the rela-
tionship between the depth of the domestic financial system and economic
growth.  Their results suggested that a 10 percentage point rise in the ratio of
private banking system credit to GDP is associated with an increase in the
annual GDP growth rate of about one-third of a percentage point.  Ghani (1992)
finds an even larger growth effect, approximately half a point.  Westley (1994)
discusses several channels through which increased intermediation may re-
sult in productivity and growth rate gains.

4 See Wolff (1991).
5 IDB (1995) estimates, based on existing survey and other evidence, that

less than 5 percent of Latin American microentrepreneurs have access to credit
from the banking system, which is corroborated by Table 7.1.
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1 percent of banking system credit going to businesses

in the region.6

In contrast, it has been estimated that microenter-

prises account for approximately 20 percent of Latin

American GDP.7 Although the concept of microenterprise

used in these estimates may not be entirely comparable,

it would appear that, relative to

their output, these firms receive a

disproportionately small share of

credit from formal and even semi-

formal sources.

Unsatisfied Demand for
Credit from Small Borrowers

Does this minimal use of credit

mean that small borrowers need

less credit, or that they face highly

restricted access to it? It is difficult

to measure access to credit directly

because limited use of it could in

principle reflect either minimal de-

mand or a restricted supply. How-

ever, there is evidence that small

borrowers face more restricted ac-

cess to credit than do larger bor-

rowers. A number of studies have

presented evidence that small bor-

rowers show clear signs that their

activities are restricted by the in-

ability to obtain credit, and that

larger borrowers are less affected

by such credit constraints. (Box 7.1

surveys some of these studies.)

Another piece of evidence

that smaller enterprises have many

high-return projects waiting in the

wings, frustrated by lack of finance,

is the very high loan rates routinely

paid by these firms when formal credit is made available

to them (see Table 7.2). Moreover, when good microlend-

ing programs are started up, they often attract huge de-

mand despite charging high real loan rates. Banco Sol in

Bolivia is only 10 years old (five years as an NGO followed

by five years as a bank) and already has one-third of the

total clients served by the entire Bolivian banking sys-

tem. And, as the numerous impact studies surveyed by

Sebstad and Chen (1996) make clear, owners of smaller

firms, including those below the poverty line, do derive

substantial income gains from access to credit, with the

gains typically increasing over time as additional larger

loans are extended to them.

These studies also report substantial employment

creation by microloan programs. There is good reason to

believe that this job creation expands opportunities pri-

marily for low-income workers, since microenterprise

employees and self-employed microentrepreneurs (30

6 The figure of $425 billion is obtained from IMF (1997, line 22d).  It repre-
sents total private credit extended by commercial banks in the 26 borrowing
member countries of the Inter-American Development Bank at the end of 1995.
This $425 billion omits other banking institutions’ credit to the private sector
and thus is an underestimate of total banking system credit. However, con-
sumer lending (credit cards, residential mortgages, etc.) is perhaps 25 to 30
percent of total banking system private credit, the bulk of it going to tradi-
tional business lending in such sectors as industry and commerce. Hence, any
overestimation is probably slight (the two omissions tending to cancel each
other out).  Total microenterprise credit from the banking system, NGOs and
credit unions can be estimated between $2.3 billion and $4 billion (calcula-
tions based on Baydas, Graham and Valenzuela, 1997; Acción International,
1997, and WOCCU, 1996).

7 From Westley (1997).

Table 7.1. Where  Are the Banks?
(Share of Micro or Small Enterprises with Credit from Banking Institutions)

Country Share Reference Survey Source

Mexico 4.5% received Microenterprises1 February-May, 1994 INEGI
credit after start-up (1994, pp. 31-36)
1.9% received
business start-up credit

Guyana 1.9% received credit for Microenterprises2 November 1995 Bresnyan (1996,
current operations Tables C-10, C-11a)
3.4% received business
start-up credit

Dominican 4.2% received credit Micro and small 1993-1995 Pons and Ortiz
Republic for current operations enterprises3 (four surveys) (1995, Table 4.13)

1 Nonmanufacturing firms with up to five employees, manufacturing firms with up to 15 employees.
2 Firms with less than 10 employees.
3 Firms with up to 50 workers.

Table 7.2. Leading Banking Institutions That Make Microloans
in Latin America
(Real Loan Rates and Volume)

Microenterprise Volume of Number of Microenterprise
credit: microenterprise microenterprise credit:

Real loan loans loans Average loan
rate outstanding outstanding size

Country Lender (%) (US$ millions) (thousands) (US$)

Bolivia Banco Sol 42 30.2 57.70 523
Bolivia Caja Los Andes 34 8.6 17.90 480
Chile Banco de Desarrollo 44 17.6 17.50 1,006
Colombia1 Corposol/Finansol 52 11.7 320.0 366
Ecuador Banco del Pacífico 27 4.0 4.00 1,000
El Salvador Banco Agrícola na 14.8 9.30 1,591
Guatemala Banco Empresarial 21 2.0 0.84 2,381
Guyana Bank of Nova Scotia 18 1.2 9.00 133
Panama Multicredit Bank 31 8.6 1.45 5,931
Paraguay Financiera Familiar 83 4.5 4.66 966
Peru Banco Wiese 26 19.0 4.76 3,992
Mean 38 11.1 14.50 762
Total 122.2 159.11

1 Data for 1993 from Christen, Rhyne, and Vogel (1995); all other data are from 1995-96, as reported by
Baydas, Graham and Valenzuela (1997).
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and 40 percent, respectively) together make up about 70

percent of Latin America’s low-income earners.8,9 To the

extent that microcredit programs create jobs for such

earners, these programs are likely to contribute to strongly

lessening income inequality. In addition to all of these

credit effects, the provision of deposit services, particu-

larly in rural areas where liquid savings facilities are of-

ten unavailable, can also increase the income levels of

low-income households, which are disproportionately

located in rural areas.10

How the Absence of Deposit and Other
Nonlending Financial Services Hurts the Poor

Even very poor households in rural areas save, if only to

carry over income from one harvest to the next. In the

absence of a financial institution offering deposit ac-

counts, however, savings must be done in nonmonetary

form (building materials; livestock, crops and other capi-

tal and inventory; jewelry and other valuables, etc.) or by

holding cash.11 These forms of savings have serious dis-

advantages, including erosion of value with the passage

of time (due to wear and tear or to inflation), possibility

of theft, high transaction costs that typically accompany

the conversion of illiquid assets into cash (with a likeli-

hood of additional losses if a sale must be made quickly

because of an emergency), and problems of indivisibility

(one cannot slaughter half a cow, sell half a ring, etc.).12

With their savings in commodities, rural households

that suddenly find themselves in need of cash may be

Box 7.1. Credit Constraints

businesses face a credit constraint. Nonetheless, these data must
be interpreted with care, because they are not based on actual
behavior, the price of credit is rarely made explicit (though may
be understood to be “market rates”), and not all firms desiring
credit would be deemed good credit risks by financial interme-
diaries.

Pons and Ortiz (1994) provide perhaps the most straight-
forward estimate of this type. Based on a national survey, they
find that 42 percent of the smaller enterprises in the Dominican
Republic would like to have credit and do not, and another 16
percent are not sure. (The remaining 42 percent did not want
credit for a variety of reasons, including the fact that some al-
ready had it.) The impact of credit market restrictions extends
even beyond this sizable group, however, as there are an un-
known number of households that would like to begin their own
businesses but do not for lack of credit to finance their start-up
or subsequent operations.

Several other national surveys ask about major business
problems, including credit constraints. In Guyana, Bresnyan
(1996) finds that 62 percent of microenterprises face a severe or
very severe “lack of cash in running their business,” as opposed
to a constraint that is “not severe.” In the same survey, 39 per-
cent cited the lack of finance as affecting the ability of the firm
to grow. Magill and Swanson (1991) find that lack of sustained
access to finance is by far the biggest problem that microenter-
prises face in Ecuador, placing ahead even of lacking markets.
EIM/International’s (1996) survey of Trinidad and Tobago and
ESA Consultores (1996) survey in Honduras both find that mar-
ket opportunities are the biggest problem microenterprises face,
followed in each case by lack of finance.

National surveys of microenterprises and small businesses of-
ten ask about the major business problems they face, including
lack of finance. Although these self-reporting data are properly
deemed less reliable than market data, they are useful to detect
credit constraints in market data.  It is often difficult to deter-
mine statistically whether businesses that receive no formal
credit simply are not demanding it or are judged not to be good
credit risks, or whether they are really being rationed by the fi-
nancial intermediaries. Because of this difficulty, evidence of
credit constraints based on analyses of market data is limited.

Among the few studies to distinguish credit constraints
from observed market behavior using reasonably recent Latin
American data are Mushinski (1995) and Barham, Boucher and
Carter (1996).  Based on data from three regions in Guatemala,
these studies find that smaller firms desiring bank credit received
it much less often than larger firms. However, credit unions in
these three areas provided loans to a substantial percentage of
these smaller, bank-rationed firms. This suggests that these com-
panies were creditworthy enterprises. Jaramillo, Schiantarelli and
Weiss (1996) estimate the Euler (accumulation) equation for
capital stock allowing for adjustment costs in a panel data set
covering 420 Ecuadorean manufacturing firms over 1983-88. They
find that smaller firms faced significant credit constraints both
before and after interest rate ceilings were removed in Ecuador,
while larger firms never did. Since smaller firms are defined as
those with a capital stock of up to $600,000 in 1975 prices, this
study shows that even fairly sizable firms with substantial
collateralizable assets can face credit constraints.

Asking firms directly if they want to obtain credit but can-
not get it can also show whether microenterprises and small

8 Within the context of these household surveys, microenterprises are de-
fined as firms with five or fewer employees.

9 “Low-income” wage earners are defined as workers in the bottom 30 per-
cent of the wage distribution.  The statistics discussed here are based on a
simple average of results from household surveys for 14 countries.

10 The discussion of Small Cap Rural Banks below outlines some of the mecha-
nisms through which this might occur.

11 See Gadway and O’Donnell (1995).
12 In periods of rapidly rising prices, commodities may, of course, serve as an

inflation hedge, much as a reasonably priced deposit account does.   The other
disadvantages of holding savings in nonmonetary form, however, still apply.
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forced to choose between borrowing from informal mar-

kets at high interest rates or paying the high transaction

costs (and facing any indivisibility problems) associated

with converting illiquid physical assets into cash. Access

to a liquid savings account would allow rural families to

meet their routine and emergency liquidity needs more

easily and cheaply, and thus avoid erosion of their in-

come and wealth. A deposit facility might also help poor

farmers increase their incomes by giving them a readily

available cushion of financial support in case their crops

fail. This might allow them, for example, to shift out of a

lower risk, diversified cropping pattern, and specialize to

a greater extent in higher valued crops, with the knowl-

edge that they have saved resources readily available to

meet their families’ most urgent needs in case things go

badly. Finally, with more liquid savings services available

in the rural areas, the supply of funds used for informal

lending may expand, driving down the informal lending

rate and widening the use of such credit. This may par-

ticularly benefit smaller farms and enterprises and lower-

income households, which, lacking access to formal loans,

may disproportionately use informal credit.

What Obstacles Impede the Credit Relationship?

Before discussing potential policies to promote a more

adequate functioning of the credit market, we need to

understand why credit markets are so complicated, and

why smaller and lower-income borrowers face particular

obstacles in obtaining credit. After all, the financial land-

scape is littered with failed institutions whose mission it

was to provide credit to various underserved groups, but

which were in the end incapable of solving the underly-

ing problems.

A fundamental problem lies in the first step in a

credit relationship: the creditor must give a borrower

money based on a promise of repayment. Although the

lending institution will do its best to ensure that it is lend-

ing to borrowers who are going to be able and willing to

repay the loan, there are no assurances that the borrower

will not renege on his promise. The credit relationship

thus depends upon ways of ensuring both ability and will-

ingness to repay loans. This is a complicated matter under

any circumstances, but even more so in emerging mar-

kets like Latin America, and the problems are particu-

larly severe for small borrowers.

To ensure ability to repay, lenders may rely upon a

careful review of a borrower’s balance sheet, business

plans and track record, and after a loan is granted may

monitor the use to which the funds are put. All of this is,

of course, expensive—especially so if accounting stan-

dards and disclosure practices are not high. What is more,

these costs are likely to be particularly high as a share of

the typical loan size for small borrowers, which means

that simple economics often dictate that small borrow-

ers have to pay higher interest rates for credit, a point

whose policy implications are discussed below.

Ensuring willingness to repay is equally important,

and in many ways more complicated. There are four main

mechanisms to ensure that borrowers with the financial

capacity to repay a loan will also have the incentive to do

so: punishment, collateral, reputation and relationships.

Punishment relies upon the capacity to impose,

through the legal system or in some other way, a penalty

on debtors who do not repay. Delinquent debtors may be

thrown in jail or suffer other punishment. While this pun-

ishment provides no relief to the lender who has suffered

from the default, it does provide incentives for borrowers

to repay if they possibly can. While effective in many cir-

cumstances, enforcement mechanisms that rely upon

punishment cannot solve all problems. Even where judi-

cial systems operate well, enforcement of a claim through

the judiciary can be a drawn-out, complicated and ex-

pensive process. If it were too often necessary to rely upon

this expensive process, many credit contracts would be

too expensive to support. This is all the more true of small

loans that are required by microenterprises and small

businesses, for which the legal costs of enforcing repay-

ment through judicial proceedings would be prohibitive.

If they are going to be able to serve smaller borrowers,

therefore, financial systems need to seek more efficient

ways to ensure willingness to pay.13

Collateral is one of the most important of these

mechanisms. In a collateralized loan, the borrower

pledges to the lender that, in the event of a default, he

will turn over some item of value—the “collateral”—thus

protecting the lender at least partly from the cost of the

default. When collateral works well, it can provide impor-

tant protection to the lender and thus greatly improve

access and reduce the cost of credit to the borrower. How-

ever, collateral in general works less well for small bor-

rowers than it does for large enterprises and wealthy in-

dividuals.

13 This is not to say that punishment strategies are irrelevant.  An interesting
example is the role of post-dated checks in the Paraguayan financial system.
It used to be difficult in that system to enforce repayment of a claim through
the legal system. But another way was found to use the legal system to en-
force debt claims. Since it was illegal to write post-dated checks, a lender would
require a borrower to write a post-dated check in the amount that would come
due when the loan matured. If the lender repaid the loan in full and on time,
the post-dated check would be returned to the borrower. If the borrower de-
faulted, the lender could present the post-dated check, exposing the borrower
to a serious risk of jail. This mechanism apparently worked well until the law
was changed, decriminalizing the writing of post-dated checks.
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Collateral works best when it is the object that is to

be purchased with the proceeds of the loan, and when

that object has substantial value to someone other than

the borrower. Mortgages work well because in the event

of a default, the buildings and property that are seized by

the lender can be sold to some other user at a reason-

able price. It works less well when the object being fi-

nanced is something like a specialized industrial machine

or tool, which may be of little value to any other business

and thus provides little security to the lender. And collat-

eral is much less useful to support loans needed to fi-

nance the accumulation of intangible assets or working

capital, which may be particularly important for small

businesses or microenterprises in many services or retail

trades. In principle, such a loan could be collateralized

with property other than the object whose purchase is

being financed by the loan.  A business owner, for ex-

ample, could in principle secure a loan to finance work-

ing capital for his business by offering his home as col-

lateral. However, many legal systems limit lenders’ ability

to enforce such pledges, and even when such pledges are

permitted, they provide a solution only for borrowers

wealthy enough to own collateralizable assets. Having

said all of this, collateral is an essential instrument of a

well-functioning financial system, and the section that

follows proposes reforms to improve the operation of

collateral in the region.

Reputation is another mechanism commonly used

to ensure willingness to repay loan obligations. Borrow-

ers may have an incentive to repay if they perceive that

default would limit their access to future additional credit.

An advantage of reputation is that, in principle, anybody

can develop a good one, regardless of income level. And

indeed, a technique of many successful microenterprise

lending programs is to grant progressively larger loans

to an individual or group, with a default resulting in loss

of access to future loans. There are two main problems

here. The first is information. In a world with many lend-

ers, a borrower might hope to default on a loan from one

lender but then obtain credit from another lender, who

he hopes does not know about the previous default. The

solution to this problem is credit bureaus or other infor-

mation-sharing institutions. A second problem is that a

solution based on the borrower’s reputation may make it

difficult for new borrowers, who face a “catch-22”: no credit

history means no reputation, but no reputation means

no credit and therefore no possibility to develop a credit

history. Successful attempts to bring credit to microen-

terprises are often based on developing ways to permit

borrowers to develop a credit history with a microlending

institution.

Finally, relationships are another important mecha-

nism to ensure willingness to pay. If a lender has an on-

going relationship with the borrower in some other area,

it may be possible to use that relationship to enforce re-

payment. Or the lender may be able to take advantage of

relationships that the borrower has with others, as in the

case of group lending. In group lending, the loan is to a

group of borrowers, and a default by one results in loss

of access to further credit for the entire group. If the other

members of the group know one another and interact in

a number of different capacities, they may be better able

than the lender to persuade a potentially recalcitrant

borrower to honor his repayment obligations. Group lend-

ing is another of the techniques commonly used by suc-

cessful microlenders.

Credit Can Reach the Poor

Having discussed in such detail the many obstacles to

the credit relationship, and how they particularly com-

plicate the situation of small borrowers, it is worthwhile

to remember that credit can, despite these obstacles,

reach the poor. In Bolivia, a large percentage of the clien-

tele of several microenterprise finance institutions (MFIs)

are poor borrowers:14 Banco Sol (36 percent), Caja los

Andes (26 percent), FIE (20 percent), Prodem (81 percent),

and Sartawi (76 percent). The first three institutions serve

urban areas, and Banco Sol and Caja los Andes are regu-

lated financial institutions, while Prodem is an NGO (in

1996 when the data were collected). The last two MFIs

are NGOs that serve rural areas. The extremely high per-

centages of poor among the borrowers of these latter two

MFIs partly reflect Bolivia’s high rural poverty rates, to-

gether with the MFIs’ mission to bring credit to poor mi-

croentrepreneurs. Together, these five institutions have

167,000 microenterprise clients,15 of whom 67,000 are

poor, suggesting that credit can reach poor microentre-

preneurs in substantial numbers. In fact, many more poor

have been reached than are even indicated by this last

number, considering the employment effects noted ear-

lier. In addition, even considering only firm owners, the

five poverty percentages given above understate the share

of poor microentrepreneurs who were assisted by the five

MFIs. While many MFI clients start off poor, after several

loans some of their incomes will have increased beyond

the poverty line. Even better than just serving poor cus-

tomers, the institutions seem to be helping to lift their

borrowers out of poverty.

14 Gulli (1998, p. 12).
15 Ibid. (p. 13).



Financial Market Policies to Reduce Income Inequality 169

FINANCIAL MARKET POLICIES TO REDUCE
INEQUALITY

What can be done to make financial systems more effi-

cient, and in particular to promote expanded access to

credit by smaller enterprises? Most countries in Latin

America have already taken important steps in this direc-

tion by stabilizing their economies, eliminating interest

rate ceilings, dismantling subsidized and targeted credit

programs and other forms of state-imposed credit alloca-

tion, and lowering reserve requirements to prudential lev-

els. These changes have greatly expanded the capacity of

the private financial system to serve domestic borrowers,

and have been particularly conducive to the delivery of fi-

nancial services to smaller firms. The liberalization of lend-

ing interest rates makes it possible for financial institu-

tions to charge the high interest rates such lending often

requires. By fostering greater competition and efficiency

in serving traditional large-firm customers, liberalized lend-

ing interest rates encourage intermediaries to look for new

and unexploited market segments, such as smaller firms.

For countries that have yet to eliminate interest rate

ceilings or create more competitive financial markets,

these are certainly important steps to take toward pro-

viding smaller firms with increased financial services, and

thereby attempting to reduce income inequality. How-

ever, little formal or even semiformal credit has become

available to microenterprises, and many smaller firms face

significant credit constraints. Reforms to promote broader

availability of credit might include appropriate regulation

and supervision of banking institutions that lend to mi-

croenterprises, improving the legal and institutional

framework for secured transactions, reducing informal-

ity, establishing or strengthening credit bureaus, improv-

ing the legal framework for leasing and factoring, facili-

tating the development of small capitalization rural banks,

modernizing and supervising credit unions, “downscaling”

commercial banks to serve microenterprises, and “upgrad-

ing” NGOs into full-fledged financial institutions.

Appropriate Regulation and Supervision of
Banking Institutions that Lend
to Microenterprises

Most countries in Latin America have prudential banking

regulations and supervisory practices that—because they

are typically designed with traditional commercial bank

lending technologies and large loan sizes in mind—may

unintentionally and unnecessarily impede lending to

microenterprises. Box 7.2 describes the salient features

of the microlending technology that has been used suc-

cessfully by a large number of financial institutions around

the world and in the region to make small loans (e.g.,

$100 to $1,000) while at the same time achieving com-

mercial bank-level delinquency rates (2 to 3 percent) and

containing administrative costs. This technology is fun-

damentally designed to ensure willingness to repay, in

addition to verifying borrowers’ ability to repay.

This lending technology differs in important ways

from that which is appropriate for lending to larger cus-

tomers. Applying supervisory norms appropriate for larger

loans to microenterprise lending may unnecessarily drive

up the cost of microloans and reduce supply.16 Areas

where adaptations of the regulatory framework might

improve microlending are cited below.

Operational restrictions. As noted in Jansson and

Wenner (1997), most Latin American countries place mini-

mum and sometimes maximum limits on the number of

hours per day and days per week that branches of regu-

lated financial institutions can operate, usually mandat-

ing at least five days per week and five to eight hours per

day. This often poses a particular problem for microlend-

ers, who may wish to open branches in marginal urban or

rural areas where demand is not sufficient to justify such

lengthy hours. Banco Sol in Bolivia, for example, has com-

plained of having wanted to open branches in some ar-

eas for only two days per week.

Documentation requirements. Bank superintendencies

throughout Latin America typically require that regulated

banking institutions gather extensive documented infor-

mation in the course of granting each loan in order to

help the lender and regulator assess loan risk. Among

the standard requirements for business loans are the

borrower’s past three to five years of balance sheets and

income statements, documents establishing the value of

physical assets owned, and information on existing liens.

Some countries require notarization of these formal docu-

ments, with notary costs ranging as high as $40 per loan,17

clearly a burdensome requirement for a $500 credit. As

explained in Box 7.2, individual microenterprise loans are

normally extended on the basis of a current cash flow

analysis of the combined household and business, and,

perhaps even more importantly, on the basis of a charac-

ter assessment of the borrower. Group loans are extended

on the basis of group guarantees and screening. Unless

reporting requirements are adjusted to fit the nature of

the methodology being used to make microloans, the al-

ready-high administrative costs of making these loans will

be further increased.

16 See Jansson and Wenner (1997) and Rock and Otero (1997).
17 Jansson and Wenner (1997, p. 35).
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Capital requirements. For example, Argentina has risk-

weighted capital adequacy standards in which the required

capital increases with the interest rate that the lender

charges. Indeed, for loans that charge a very high interest

rate, the required capital is 69 percent of the loan amount

(six times the basic 11.5 percent requirement). This makes

sense for normal lending because high-lending interest

rates are generally associated with a high risk of default.

However, with microloans, high loan rates are the result of

high administrative costs, not necessarily of high default

risk, and unless this is reflected in capital requirements,

the costs of making microloans will be unnecessarily in-

creased. A way needs to be found to distinguish between

high administrative costs and high default risk when bas-

ing capital requirements on lending interest rates.

Emphasis on collateral. As noted in Box 7.2, traditional

bank lending is collateral-intensive while microlending

is information-intensive. Yet both systems are capable of

producing high rates of repayment. Accordingly, the com-

mon practice of requiring 100 percent specific loan pro-

visions for any noncollateralized loans whose repayment

is overdue by even a single day, or general provisioning

of 20 percent for all noncollateralized loans (late or not)

vs. 1 to 3 percent for collateralized loans, may exaggerate

the difference in the risk of loss between collateralized

lending and microlending, and thus unnecessarily raise

the cost of making microloans.

Improving the Legal and Institutional Framework
for Secured Transactions

In much of Latin America, poorly formulated laws and

inadequate or nonexistent legal registries impede using

In group lending, credits are granted to small, self-formed
groups. These groups serve three purposes. First, they screen
out bad credit risks, since the whole group is held responsible if
anyone in the group defaults, and hence they reduce the costs
of gathering information on creditworthiness. Second, they ex-
ert social pressure in the event a borrower fails to repay. Third,
they offer the potential to further reduce administrative costs
by allowing the bank to make and service a single group loan in
place of several individual loans.

Individual lending is grounded in a detailed investiga-
tion and assessment of the borrower’s character and willing-
ness to repay. Initial loan screening often includes visits to the
business site and home, and talks with neighbors and business
associates. An analysis is also performed of the cash flow (abil-
ity to repay) of both the business and the household. Loans are
generally extended based on these assessments, rather than
being secured with physical collateral, of which the microentre-
preneur typically has little, and which would in any case entail
prohibitive costs to seize and sell. Thus, in contrast to tradi-
tional bank lending, group and particularly individual
microlending is said to be information-intensive instead of in-
tensive in the use of physical collateral.

The remaining elements of the microlending technology
apply to both individual and group lending.

• Repayment is further encouraged by a progressive
lending scheme in which borrowers are first given very small
loans and short loan terms. If successfully repaid, the loan
amount and term are progressively increased in subsequent
rounds of borrowing. In addition to rewarding repayment, this
also serves to establish a credit history for borrowers who typi-
cally have none to begin with, allowing the lender to decide
whether to make larger, riskier loans based on this history.

Box 7.2. The Microlending Technology

• Frequent repayment schedules are employed to fa-
cilitate monitoring of borrowers.

• Incentive pay is used to help solve the principal-agent
problem, with a loan officer’s remuneration determined to a sig-
nificant degree by loan volume and portfolio delinquency rate.

• Staff are drawn from the local service area, so they
have better access to information about potential borrowers.

• To help keep delinquency rates low in larger micro-
lending programs, specialized software is used that tracks indi-
vidual loans and provides daily delinquency reports to loan of-
ficers. Delinquencies are followed up the next day or soon
thereafter.

• In order to reduce the borrower’s transaction costs
and the intermediary’s loan default losses, loan officers spend
much of their time in the field, screening new clients and check-
ing on old ones, particularly those who are delinquent. The
lender’s administrative costs are held down by using inexpen-
sive transportation (e.g., motorcycles), directly entering field-
collected data into portable computers (in lending programs of
larger size), and maintaining relatively modest branch offices,
in keeping with the fact that the program serves a clientele of
more limited means.

• In order to increase the value to borrowers of the lend-
ing institution’s credit services, and thus encourage loyalty and
repayment, the loan approval and disbursement period is nor-
mally very rapid (often a matter of a few days).

• Microloan interest rates are set considerably above
average commercial bank lending rates in order to cover the
higher administrative cost margins of making much smaller
loans. These cost margins are typically 15 to 30 percentage points
or more, depending on average loan size, total program volume
(due to economies of scale), and other factors.
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either movable goods or real property as collateral to se-

cure loans. While this problem affects firms of all sizes,

its greatest impact is on small firms. This problem has

three major components—in the creation of security in-

terests, in the perfection of those interests, and in en-

forcement.18

The creation of security interests means making a

legal agreement to assign some object as collateral for a

loan. However, the laws of many Latin American coun-

tries impose important restrictions on the kinds of goods

that may be used as collateral. Many countries do not

allow for a “continuing security interest,” so that if the

pledged asset is sold, the creditors often cannot auto-

matically attach the proceeds (as creditors can, for ex-

ample, in the United States and Canada). Another useful

device frequently not available in the region is the “float-

ing security interest.” In Uruguay, for example, if a bank

lends $50,000 against 100 head of cattle, it must identify

a particular 100 head by tattoo or other means, which

makes loan monitoring very expensive. By contrast, in the

United States and Canada, a loan can be based on a float-

ing security interest in “$50,000 in cattle,” which provides

much better security to the lender.

The perfection of security interests means ensuring

that there are no prior superior claims on an asset that a

borrower has pledged as collateral. To do this, lenders

must be able to search for such claims in a legal registry.

In Latin America, this is often unnecessarily difficult. In

Uruguay, for example, the lender must know the date of

the prior pledge; one cannot search by the name of the

borrower or by using a description of the pledged asset.

This process is even more cumbersome in Bolivia, where

claims are filed chronologically and one must look

through the entire registry for prior pledges. Further com-

plications arise when, as occurs often in Latin America,

one needs official permission to search a registry. This

permission may be difficult to obtain, perhaps involving

uncertain access, bribes or delays. Much can be done to

create accurate registries that are accessible to the pub-

lic and inexpensive to search. Strengthening or privatiz-

ing public registries is one possibility, as is introducing

competition among public registries or permitting pri-

vate registries to compete with public ones.

Finally, collateral is of little value if the pledge can-

not be enforced in the event of a default. But enforcement

is often slow and costly in the region, where a lengthy

legal process involving the courts is typically required,

rather than a rapid administrative procedure outside the

court system. With their attendant risks and costs, such

delays undermine the usefulness of all collateral, and

particularly the use of movable property as collateral.

During the lengthy period of time it takes the lender to

repossess and sell the pledged equipment or inventory,

the collateral may be sold or moved out of the economy,

machines left to rust, grain to rot, or cattle to die or be

slaughtered. The resulting decline in the usefulness of

movable collateral is particularly problematic for smaller

and less wealthy borrowers, since while wealthier busi-

nessmen and larger businesses are likely to have real

property assets, small firms may have only their inven-

tory, or perhaps some equipment, to pledge as security

for a loan. This means that improving the legal and insti-

tutional framework surrounding collateral is of particular

importance to small borrowers.19 Recognizing the poten-

tial importance of these reforms, several countries in Latin

America have recently examined the issue of overhauling

their secured transactions laws, including Argentina, Bo-

livia, El Salvador, Honduras, Mexico, Peru and Uruguay.

Reducing Informality20

Banking institutions typically lend only to officially sanc-

tioned businesses, not to unregistered enterprises.21

These unregistered firms tend to be very small and owned

by low-income individuals. One way to improve their ac-

cess to credit is to encourage formalization by reducing

the barriers to formality. (The other strategy, discussed

later, is to strengthen the unregulated financial institu-

tions, such as NGOs and in many cases credit unions,

that willingly lend to firms in the informal sector.) For-

malization would increase access to bank credit and also

permit firms to register their business property, which can

then potentially be used as loan collateral.

Costs of formality. The costs of simply registering a

business can be very substantial. In an actual experiment

to set up a small garment factory in Lima, de Soto (1989)

found that it took 10 months, involved 11 separate and

time-consuming procedures with various ministries and

other state institutions, and cost $1,232 in fees, bribes

and lost profits, all of which equaled nearly three years of

18 See Fleisig, Aguilar and de la Peña (1994) and Fleisig (1995a; 1995b).
19 Microenterprise loans, on the other hand, are less affected by collateral

problems, because in contrast to small firm loans, they are normally based on
a character assessment or on group guarantees rather than collateral.  None-
theless, microenterprise credit could become more available if improvements
in collateral systems were to give their suppliers access to credit, and make it
easier for suppliers to offer credit to microentrepreneurs.

20 “Informality” is used in this chapter in the classic sense of denoting a firm
that is unregistered (and out of compliance with tax, labor and other codes),
rather than a firm with few employees.  The latter (ILO) definition is used in
other chapters of this volume.

21 See de Soto (1989), Loayza (1996), McPherson and Liedholm (1996), and
Orlando (1998).  As an example of the high cost of borrowing, de Soto notes
that in Lima in 1985 the nominal borrowing rate for informal firms was 22
percent per month, versus 4.9 percent for formal firms of comparable size.
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wages at the minimum salary level. Tokman (1992) also

finds high access costs to legality in other Latin Ameri-

can countries. The time to register a small firm in his group

of Latin American countries was 10 months on average,

ranging from about one month in Bolivia, Brazil and Chile

to two years in Guatemala.  By contrast, Chickering and

Salahdine (1991) report that a similar procedure takes

about three or four hours in Florida or New York. Clearly,

streamlining registration procedures could go a long way

toward encouraging formalization of enterprises in Latin

America.

Formal enterprises also face ongoing costs in the

form of income, payroll and other taxes; minimum wages

and mandated fringe benefits; constraints on and addi-

tional costs of dismissal; and compliance with govern-

ment-imposed procedural and paperwork requirements.

On this last point, de Soto (1989) surveyed 37 formal firms

operating in sectors with high levels of informality and

found that 40 percent of the working time of administra-

tive personnel was spent complying with the government’s

bureaucratic procedures, a cost that seems clearly exor-

bitant. The question of whether state-imposed taxes and

regulations make labor costs too high and dismissal re-

strictions too strict is treated in Chapter 6 of this volume.

It is argued there that most countries in Latin America

would be well advised to reduce many of these barriers

to formality as a way to increase formalization rates and

extend labor code protections and benefits—as well as

the other advantages of formality, including better access

to capital—to a larger percentage of earners.

Land titling. Greater integration in the formal

economy could also be achieved through programs to

regularize the land titles of small farmers and urban squat-

ters. Among the many benefits of such a reform would be

to provide beneficiaries with a potentially acceptable form

of collateral and thus greater access to credit.

Does informality contribute to inequality? To an-

swer this question, we employed estimates of the size of

the informal sector in 14 Latin American economies to

explain the average value of the Gini coefficient of in-

come inequality over 1982-92. Although the data sample

is limited, and it is generally difficult to explain inequal-

ity in the Latin American cross-section alone, we do find

that greater informality is significantly associated with

greater inequality, as the preceding discussion has sug-

gested (Table 7.3). This result is consistent with Chapter

2 of this report, which showed that earnings tend to be

somewhat lower and are much more concentrated within

the informal sector than in the formal sector. This holds

out the hope that policies to reduce barriers to informal-

ity may improve the distribution of income.

Credit Bureaus

As we noted above, knowing a borrower’s reputation is

one way to help ensure repayment of a loan, since even

the smallest borrowers can, in principle, develop a repu-

tation. However, this requires some arrangement to fa-

cilitate the gathering and sharing of information about

borrowers’ credit histories. This is the purpose of credit

bureaus, which typically gather together the credit histo-

ries of all banking system borrowers, or all such borrow-

ers with loans above a certain size. Improving the func-

tioning of credit bureaus, and encouraging them to cover

the population of small borrowers, thus has the poten-

tial to improve small borrowers’ access to credit. Ways to

achieve this include establishing public credit reporting

systems or, where they already exist, extending their cov-

erage to smaller banking system loans, and ensuring wide-

spread access to this information by the lenders and, for

reasons of accuracy and transparency, by the borrowers

themselves.

Candidates for these reforms include a number of

countries in Latin America that currently do not have a

credit bureau, including Costa Rica, Honduras, Panama,

Guyana and Belize. Several other countries have credit

bureaus with substantial loan size cutoffs (of approxi-

mately $20,000 or more), which do not track many loans

to smaller firms. These include Brazil, Colombia, Para-

Note: The countries covered by the regression are Argentina, Bolivia, Brazil, Chile,
Colombia, Costa Rica, Ecuador, Guatemala, Honduras, Mexico, Panama, Peru, Uru-
guay and Venezuela. The table reports regression coefficient estimates, with t-sta-
tistics in parentheses. Explanatory variables: INFORMAL - Loayza’s informality mea-
sure; EXPSURVEY - dummy variable equals 1 if the Gini coefficient is based on a
household expenditure survey, equals zero if based on a household income survey;
MEANAGE - mean age of the population; MEANSCHOOL - mean number of years
of schooling completed for the population aged 25-64.

Table 7.3. Gini Regressions for 14 Latin American
Countries, Using Loayza’s Informality Measure

Variable Regression 1 Regression 2 Regression 3

INFORMAL 0.45) 0.41) 0.50)
(2.00) (1.63) (1.73)

Constant 30.15) 37.9)) 28.60)
(2.73) (1.68) (1.06)

EXPSURVEY -6.66) -7.06) -7.41)
(3.97) (1.66) (1.69)

MEANAGE -0.22) -0.28)
(.40) (.47)

MEANSCHOOL 1.18)
(.68)

R2 0.32) 0.36) 0.44)
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guay and Uruguay. At the other end of the spectrum, a

number of countries have very extensive loan reporting

systems. For example, the credit bureaus in Bolivia, Chile,

Ecuador and Venezuela cover all loan sizes, while the Ar-

gentine system tracks loans down to $50. A recent example

of reform is Peru, where until 1996 the superintendency’s

database included only loans of $5,000 or more. Today,

all loans there are tracked.

Leasing and Factoring

Leasing and factoring offer ways for firms that currently

have little or no physical collateral to obtain loans, and

thus may be of special interest to smaller firms. Unfortu-

nately, a variety of legal, regulatory and tax obstacles may

impede more widespread use of these instruments to

obtain durable equipment financing (in the case of leas-

ing) or loans based on accounts receivable (in the case

of factoring).

In leasing, the lending institution buys and retains

ownership of a piece of equipment that the firm would

like to use. The enterprise uses the equipment and pays

a monthly rent (which represents interest on the credit

outstanding plus amortization). This arrangement offers

the advantage over a collateralized loan in that the lender,

as the owner of the equipment, does not have to be con-

cerned about creating or perfecting a security interest—

it can be sure that no one else has a legal claim on it. In

addition, if the firm defaults on its lease and the lending

institution takes possession of the equipment, it can sell

it immediately in the second-hand market (since it is the

owner), avoiding the lengthy proceedings required to

obtain a court order to sell the pledged asset. However,

the lender often must still go through a long legal pro-

cess to take possession of the equipment, since it resides

on the firm’s property. Thus, with leasing one escapes

some but not all of the problems associated with secured

transactions. To facilitate leasing, the legal system should

permit parties to contract for rapid and low-cost repos-

session of leased equipment in cases of default.

Unnecessary tax and regulatory barriers to the wide-

spread use of leasing should also be avoided. For ex-

ample, since banks were allowed to enter the leasing

business in Chile in the 1980s (as partial or sole owners

of leasing companies), leasing has become one of the

major ways that credit has been made available to smaller

enterprises. As another example, if bank loan interest

payments are tax deductible but lease payments are not,

leasing will not flourish. In Argentina, until recently, there

was a double taxation problem. The leasing company paid

the 21 percent value-added tax when it bought the equip-

ment, and then the lessee paid it again when it leased

the equipment. Only recently has legislation repealed the

former levy, eliminating this problem.

A pioneer in the microcredit field, Bangladesh’s

Grameen Bank, has also recently been demonstrating the

feasibility of microleasing. The Grameen program began

with leasing power looms to poverty-level weavers in the

Dhaka Zone in 1992 and has since expanded to cover a

wide variety of products (including sugarcane grinders,

power tillers, battery chargers, ballpoint pen production

machines, baby taxis, and mini transport) and to all 14

zones covered by the bank’s operations. As of October

1996, the Grameen Bank had booked $1.5 million in

leases, with an average lease size of $760 and a default

rate of 1.5 percent. Nearly 20 percent of the lessees had

moved into ownership of the equipment financed. The

leasing program is open to second-time borrowers from

the bank’s microloan program, with leasing terms of up

to three years and rental payments collected on a weekly

basis.22

In factoring, the firm obtains a loan by making use of

a somewhat nontraditional form of movable property

collateral, its accounts receivable. This form of finance

may be of particular interest to smaller firms, since they

are often labor-intensive and may not have significant

amounts of real property or even equipment that could

be used to secure a loan. If, however, the smaller firm has

substantial accounts receivable, particularly from large,

bankable firms (for example, because they supply parts,

other inputs, or services to these large firms), the smaller

firm may be able to secure low-cost financing. This is

because the interest rate charged on its receivables fi-

nancing is primarily a function of the credit rating of the

large firm, rather than of its own credit rating.

Since factoring is merely a special case of using

movable property collateral to secure a loan, the obstacles

to wider availability of such credit include all of the barri-

ers to the use of movable capital discussed above. Hence,

to expand the use of factoring—and thus the opportuni-

ties for smaller firms to obtain credit—the law must al-

low security interests to be created using invoices as col-

lateral, there must be a way to verify that no one else has

a prior claim on these invoices, and there needs to be a

low-cost means for lenders to enforce their security in-

terests in case of default.

22 For more on microleasing and the Grameen Bank’s program, see Gallardo
(1997).
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Small Cap Rural Banks

Financial services are generally much less available in

rural than in urban areas of Latin America. This, together

with the fact that rural areas typically have much greater

concentrations of low-income households, means that

improving the delivery of financial services to smaller

farms and other rural enterprises may be a useful strat-

egy for creating more equal income distribution. One in-

teresting approach is to permit the creation of small capi-

talization rural banks, as has been done in Indonesia and

the Philippines. In the case of the Philippines, Agabin

and Daly (1996) note that there are some 745 small “cap

banks” serving 75 percent of the country’s secondary and

tertiary cities and towns and supplying small loans to a

large share of the Philippine countryside. The minimum

capitalization required for bank start-up is between

$77,000 and $770,000 (depending on location), which is

significantly less than what is required to open a large

urban bank.

The idea behind small cap rural banks is that in the

countryside there are local entrepreneurs who understand

the local culture and agriculture, and know many of the

potential borrowers as well. Some of these entrepreneurs

would make excellent bankers, but many do not have ac-

cess to the several million dollars of capital normally re-

quired to start up a bank. This requirement was typically

written with larger, urban commercial banks in mind, and

may not be appropriate for rural areas. The minimum

capitalization requirement exists for two reasons. First,

it helps ensure that the intermediary will have a healthy

start-up of operations, without difficulties in obtaining

an appropriate location, purchasing equipment, meeting

initial payrolls, making initial loans out of capital, and so

forth. Second, it helps to avoid moral hazard problems

by placing a significant amount of the owner’s capital at

risk so that he or she does not make excessively risky loans

and is not so tempted by the lure of fraudulent schemes,

loan kickbacks, etc. These purposes might require smaller

capitalization levels in less prosperous rural areas, or

might be more efficiently served through a special regu-

latory regime such as higher capital-loan ratios.

Policymakers may want to consider making such adapta-

tions to the prudential regulatory framework to facilitate

the creation of small cap rural banks.

Though this chapter has thus far focused prima-

rily on credit solutions for the income distribution prob-

lem in Latin America, providing deposit services can also

help to increase the incomes of poor households and

thus potentially lessen inequality, particularly if these

services are provided in rural areas with large poor popu-

lations.

Modernizing and Supervising Credit Unions

Credit unions provide credit and deposit services in rural

areas that are often too isolated or sparsely populated to

support a bank branch. They have also traditionally played

and continue to play the role of a “poor man’s bank” in

both urban and rural areas of Latin America, serving lower-

and some middle-income households and smaller firms

that banks have served less well. Credit unions are also

the dominant supplier of microenterprise credit in Latin

America, though total supply is still quite limited. Mod-

ernization and supervision of credit unions offer the pos-

sibility of increasing the quantity and quality of credit

and deposit services delivered to lower-income house-

holds, thus lessening income inequality.

Credit unions throughout the region were estab-

lished from the 1950s through the 1970s with a strong

social welfare purpose in mind. Many were organized by

Catholic priests and U.S. Peace Corps volunteers. They

typically lacked professional management, were weak at

loan recovery and at earning and retaining profits for fu-

ture expansion, and usually kept loan rates low in order

to benefit borrowing members. Low lending rates meant

that deposit rates were also normally kept low, but with

substantial grant and soft loan funds available from ex-

ternal donors, many credit unions grew rapidly despite

the lack of deposit mobilization, loan recoveries and re-

tained earnings.  With the drying up of much of these

donor funds in the 1980s and 1990s, the credit union

movements in many Latin American countries became

moribund.

Rehabilitation (or modernization) programs and pru-

dential regulation and supervision have shown great po-

tential for improving the performance of the region’s credit

unions, including their sustainability and outreach. Re-

habilitation programs that began in the mid to late 1980s

in Guatemala and the Dominican Republic have produced

excellent results, while those in Honduras and Bolivia

have also made substantial strides. (Box 7.3 presents

highlights of the Guatemala case.)

Modernization programs must of course be tailored

to the particular weaknesses and needs of the credit

unions being rehabilitated. Among the major weaknesses

in credit union policies and practices commonly ad-

dressed in these programs are low wage levels, poor la-

bor quality, low deposit rates and weak deposit mobiliza-

tion, low loan rates and little capitalization of profits,

opaque financial information and undisciplined financial

practices, and inadequate risk management.  Obviously,

such major failings seriously jeopardize the performance

and sustainability of credit unions and their ability to

reach large numbers of households with quality financial
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services. In addition to addressing these principal prob-

lems, modernization programs often improve other im-

portant areas of credit union operations and manage-

ment, including strategic business planning, internal

auditing and controls, general personnel and incentive

policies, marketing, and information systems.

Supervision. Bringing credit unions under the finan-

cial supervisory umbrella helps impose much of the fi-

nancial discipline they have traditionally lacked, and

which they need in order to provide more and better fi-

nancial services. But superintendencies in only five Latin

American countries currently supervise credit unions (Bo-

livia, Colombia, Ecuador, Mexico and Paraguay), and all

of these programs were begun too recently to assess their

impact on credit union performance. A number of impor-

tant differences between supervising credit unions and

banks stem from differences in the credit unions’ owner-

ship structure (cooperative instead of stock company) and

resulting governance issues; the fact that credit unions

make a large number of small, often uncollateralized loans

(so that reporting requirements and the methods used

to assess portfolio quality must be adjusted); and the

probable need for tougher provisioning and capital ad-

equacy standards due to the greater volatility of credit

union earnings, which in turn is the result of a frequent

lack of geographical diversification of the loan portfolio,

the effect of credit union governance problems and a ten-

dency (partly born of cooperative philosophy) to slip into

lax loan collection procedures.23 Like supervision of in-

termediaries that specialize in microlending, then, super-

vision of credit unions requires a number of special con-

siderations in order to be carried out effectively. When

done well, however, credit union supervision, like reha-

bilitation, has the potential to contribute to economic

development and reduce income inequality.

Downscaling and Upgrading

Downscaling refers to efforts by commercial banks and

other similar banking institutions, such as financing com-

panies, to offer loans to microenterprises, while upgrad-

ing refers to the process of turning NGO microlenders

into regulated financial intermediaries. Downscaling is

important; all but three of the financial institutions listed

in Table 7.2 are intermediaries that have downscaled, the

exceptions being Banco Sol and Caja los Andes in Bo-

livia and Corposol/Finansol in Colombia, which are up-

grades. For several reasons, banks are attractive platforms

from which to begin offering services to a large number

of microfinance clients:24

• They are regulated institutions, fulfilling the con-

ditions of ownership, financial disclosure and capital

adequacy that help ensure prudent management.

• They have the infrastructure, including branch

networks, from which to reach out to a substantial num-

ber of microfinance clients.

• They have well-established internal controls and

administrative and accounting systems to keep track of a

large number of transactions.

• Their ownership structures, made up of private

capital, encourage sound governance, cost-effectiveness

and profitability, all of which lead to sustainability.

• They offer deposit services as well as loans.

Downscaling operations typically focus on trans-

ferring the lending technology (see Box 7.2) to the com-

mercial bank and fitting it into the framework of the en-

When the technical assistance team from the World Council of
Credit Unions arrived in Guatemala, it found that credit unions
there suffered from all of the problems described in this section
and more: uncompetitive salary levels, low deposit and loan
rates, little institutional capital, erratic provisioning, poor qual-
ity of financial information, and weak risk management prac-
tices. Working with a group of 20 of the largest and most prom-
ising credit unions, the team helped overhaul key prices, policies
and practices, and improve or establish auditing and control,
strategic planning, marketing, information and other systems.
The effort was highly successful by nearly any measure.

From program initiation in 1985 until its end in 1993, the
delinquency rate on the consolidated portfolio of the 20 credit

Box 7.3. Credit Union Rehabilitation in Guatemala

unions fell from 30 percent to 7.9 percent. Provisioning of loans
overdue more than one year increased from 36 percent to 100
percent. Institutional capital rose from 4.5 percent of assets to
10.7 percent, while total assets in real terms increased at an av-
erage compounded rate of 17 percent per year. The total number
of credit union members nearly doubled. With the moderniza-
tion program having created a base of financially solid, well-
managed credit unions, growth then further accelerated. In the
next four years (1994-97), real assets nearly tripled and the num-
ber of members nearly doubled. At the same time, financial so-
lidity was maintained, with the delinquency rate on the consoli-
dated portfolio falling slightly to 7.5 percent and the consolidated
capital/assets ratio increasing somewhat to 11.6 percent.

23 See Poyo (1998).
24 This discussion is taken from Baydas, Graham, and Valenzuela (1997).
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tire institution in as cost-effective a manner as possible.

The impact of downscaling programs on income inequal-

ity may not be very great, at least at first, as banks may

not reach down to the poorest microentrepreneurs.25 They

may choose instead to serve the larger and wealthier mi-

croentrepreneurs, finding this to be more profitable if

there is little competition as yet in this market segment.

Over time, of course, additional competition may appear,

and some banks may find it profitable to lend to lower-

income firm owners.26

By contrast, upgrading operations typically start

with a financial NGO that is committed to reaching low-

income microentrepreneurs.27 The difficulty here is that

most such NGOs do not possess the skills or mindset

that would enable them to become regulated financial

institutions. Those that do must learn many of the same

financial disciplines described earlier for credit unions:

keeping loan rates up (despite the high costs this im-

poses on the group they are trying to assist); containing

costs and earning and capitalizing profits (to help ensure

sustainability and underwrite future growth); and provi-

sioning adequately, controlling risks and submitting

themselves to the prudential regulatory norms imposed

on deposit-taking institutions. They must also become

proficient at looking after the vastly more complex liabili-

ties side of their operations: liquidity management, as-

set/liability matching, selection and pricing of appropri-

ate deposit instruments, and so forth. Offsetting these

costs is the leverage provided by deposit-taking, which

allows the former NGO to greatly expand its credit out-

reach, as well as to provide valuable savings services to

its target population. Training programs designed to as-

sist in the process of upgrading may thus be a cost-effec-

tive way of expanding access to credit to small, low-in-

come borrowers.

A combination of downscaling and upgrading oc-

curs when commercial banks or other banking institutions

decide to work in tandem with financial NGOs to serve

microenterprises more effectively. This can be done by

combining the financial expertise and better access to

funds and supervision of commercial banks with the fi-

nancial NGOs’ knowledge of and closeness to micro-

enterprise clients.

25 Judging from their average loan sizes in excess of $2,000, this would appear
to be true of several downscales listed in Table 7.2.

26 Even wealthier microentrepreneurs, however, may hire low-income work-
ers, which would have important beneficial impacts on income distribution.

27 Evidence of this commitment is seen in the low average loan sizes of the
three upgrades in Table 7.2.
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Chapter 8

THE DISTRIBUTIONAL AIMS
OF FISCAL POLICY

Income distribution in the Latin American countries in

the next century will depend heavily on government ac-

tion. Governments will not be able to change the histori-

cal or geographical conditions that have influenced the

region’s high levels of inequality. Nor will they be able to

suddenly alter the resource endowments that contribute

to the inequalities of reward between productive factors

and between skilled and unskilled labor. But with the ap-

propriate policies, government can help modify the chan-

nels through which inequality is perpetuated. Government

can help improve women’s opportunities to participate in

the work force, assure that children attend and remain in

the educational system, lower the barriers to formal work,

create conditions to make informal work productive, and

improve the economic situation of the poor during un-

employment and old age. In terms of macroeconomic

policy, government has the power to mitigate the effects

of external shocks and volatility on the economy by de-

veloping adequate fiscal or monetary policies.

In some instances, the actions that must be taken

to attain these objectives do not entail major fiscal effort,

but in others they do. As we have argued in the introduc-

tion to these policy chapters, for distributional reasons,

spending aimed at basic needs that the market cannot

supply and that the poor cannot pay for individually must

be covered with public funds, including basic education

and health care, and minimum pensions for the poor. Day

care and various child health and education programs that

support participation of women in the work force must

also be financed with public funds. Moreover, although

there must be private participation in providing infrastruc-

ture, investments in the delivery of water, sewerage and

electricity to low-income households will continue to de-

mand public funds.

By international standards, Latin American govern-

ments are small, and they only partially cover some of

these areas of redistributive spending. That should not

lead to the conclusion, however, that poor income distri-

bution is a consequence of the small size of Latin Ameri-

can governments. There is no convincing international

evidence that shows that larger governments lead to bet-

ter income distribution. Moreover, in Latin America, even

though governments are small, the expenditures that

could have redistributive potential, such as those on edu-

cation, health and social security, are not small. The main

difficulty of governments in the realm of social spending

is efficiency, not volume.

Moreover, one reason Latin American governments

are small is that the design of tax policies has become so

burdened with supposedly distributive considerations,

and the upshot has been the sacrifice of vast amounts of

tax resources that could be utilized on expenditures with

greater potential for redistribution. The distributive im-

pact of public spending has been measured by how the

benefits are distributed. Under this traditional criterion,

public social spending is moderately redistributive. But

this is not the criterion by which the distributive impact

ought to be judged. That impact depends on the efficiency

with which resources are used and on their being targeted

to basic social spending needs in those areas that will

make it possible to remove the mechanisms that perpetu-

ate inequality.

Expanding the size of government ought to be a

way to accomplish basic social objectives, and that can

only be justified if spending is done in an efficient and

targeted way. Expanding government in a way that disre-

gards these principles will quite surely be regressive, if

only because the resources will be used to pay the sala-

ries of public officials who typically have higher educa-

tional levels and greater opportunities for earning income

than most people.

SIZE OF GOVERNMENT AND INCOME
DISTRIBUTION

Improving income distribution is one of the functions that

societies have entrusted to government around the world.

In Latin American countries, a broad majority believes

that the state ought to play a redistributive role. Public
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opinion surveys show, for example, that at least four of

five Latin Americans think that the government has a re-

sponsibility to “reduce the differences between the rich

and the poor,” and an even higher percentage thinks that

the government ought to accept responsibility for “pro-

viding health care to the sick” as well as “a decent living

standard of living” for old people and the unemployed

(Figure 8.1).

Government Spending Is Small in Latin America…

While in developed countries central government spend-

ing typically represents 40 percent of GDP, in Latin

America that rate is around 20 percent. There is no simple

criterion for pinpointing the size of spending, but inter-

national comparisons indicate that it tends to rise in pro-

portion to the level of development (see Appendix Table

8.1a, regression 1). If this is accepted as a guideline, it

can be said that the size of the Latin American state,

measured by public spending as a percentage of GDP, is

on average 9 points below the international norm for the

level of development of its countries (regression 2). Al-

though international patterns for the size of the state,

like many other variables, are generally established in

relation to the development level of countries, that does

not seem to be its most important determinant. The pro-

portion of the population over 65 and the degree of eth-

nic and linguistic fragmentation are two much more cru-

cial factors (regressions 3 and 4). The first variable reflects

claims for social safeguards, the cost of which tends to

be quite high: for every percentage point rise in the aging

population, public spending also rises by 1 percent. Al-

though this relationship is affected by developed coun-

tries (where the ratio is even greater), it is not limited to

such countries (regression 5). Ethnic and linguistic frag-

mentation, moreover, reflects the willingness of the soci-

ety to show solidarity with group demands as expressed

in public spending. The various groups making up a frag-

mented society may fear that their taxes are benefiting

those with whom they do not identify, and such lower

willingness to pay taxes limits the size of government.

Taking into account these two variables, which together

explain around half of the differences in size of govern-

ments around the world, Latin American governments are

significantly smaller than would be suited to their demo-

graphic, social and political conditions (Appendix Table

8.1a, regressions 6 and 7). On average the variation from

the worldwide pattern is around 8 percent of GDP.

...But Bigger Isn’t Always Better

Developed countries, where government spending rep-

resents around 40 percent of GDP, have the best income

distribution in the world. By contrast, Latin America,

where income distribution is worst, is also the region

where governments are smaller (Figure 8.2). These rela-

tionships could lead to the conclusion that the small size

of Latin American government causes poor income distri-

bution. That is not necessarily the case, for two reasons.

The first is that there is no guarantee that better income

distribution will result from larger government. The analy-

sis of the determinants of income distribution on a world

scale for Chapter 4 did not reveal that the size of govern-

ment is not a major factor in explaining differences in

income distribution between countries worldwide or in

Latin America. Within the region, the economies with

larger governments are not necessarily the most equi-

table. The most notable case is Brazil, where the size of

the government resembles that of a developed country,

yet the country’s inequality is one of the worst in the re-

gion and the world. Likewise, some countries with levels

of inequality that are moderate for the area, such as Ar-

gentina or Peru, have modest sized governments. It is true

that Uruguay and Costa Rica, the countries with the best

income distribution in the region, have rather extensive

governments, and that in Guatemala, where income is

very unequal, the size of the government is insufficient

for performing the necessary redistributive tasks. How-

ever, no clear pattern for the entire region can be con-

cluded from these cases.
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on average over 10 percent of GDP in the typical Latin

American country, practically the same as in countries in

the Middle East and considerably above countries in Asia

or Africa (Figure 8.3). Social spending is low in Latin

America only in comparison to European patterns (both

the developed countries and those in transition), and that

is due to the huge weight of social security transfers in

those countries. But if the close connection existing be-

tween such social spending and the percentage of the

population over 65 (or the development level) is kept in

mind, Latin America is not below the world standard in

the area of social security expenditures, nor in social

spending as a whole (Appendix Table 8.1b, regressions 8

to 11). In Uruguay, Costa Rica, Panama and Nicaragua,

social spending is substantially greater than one might

expect for the development levels of these countries, and

on average throughout Latin America it is slightly above

the world pattern (Figure 8.4). This does not suggest that

one should ignore the fact that in some countries, such

as Mexico, Colombia, Guatemala and the Dominican Re-

public, there are indeed glaring inadequacies in govern-

ment social spending. The small size of government in

Latin America is due above all to the modest size of eco-

nomic expenditures such as investments in infrastructure

and subsidies to productive sectors (grouped under the

category of “other” in Figure 8.3). However, there are no

grounds for claiming that the lack of a redistributive im-

pact of governments in the region is because such ex-

penditures are small.

INTERFERENCE OF DISTRIBUTIVE AIMS
IN TAX POLICY

Paradoxical as it may seem, the small size of the typical

Latin American government is largely due to the design

of tax policy that has been unduly contaminated by sup-

posedly redistributive considerations. Income taxes be-

come progressive through rates that rise with taxes and

various exemptions and deductions. In order to prevent

consumption taxes from disproportionately burdening the

poor, in many countries the main items of popular con-

sumption are exempted. As a result of such distributive

concerns, the application of taxes in Latin America has

tended to be progressive, thereby sacrificing large

amounts of revenue, which paradoxically has operated

to the benefit of higher-income groups and has severely

limited the possibility of carrying out redistribution

through spending.

Latin American Social Spending

The second reason why it is difficult to argue that the small

size of government causes poor income distribution is

that public spending aimed at redistributive operations

is not small in Latin America, contrary to widespread be-

lief in the region. Redistributive expenditures, such as

those on education, health and social security, represent
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Latin America Collects Little in Taxes,
Especially More Progressive Taxes

The counterpart to the small size of the public sector in

Latin America is low tax collection. For the development

level of the countries, average tax burdens ought to be 24

percent of GDP, not 18 percent as they are currently (Ap-

pendix Table 8.1b, regressions 12 and 13). The primary

deficiency in tax collection is for taxes on income and

property, which on average amount to only 4.5 percent of

GDP; in keeping with the development level of the coun-

tries, those taxes ought to generate 8 percent (Appendix

Table 8.1c, Figures 8.5 and 8.6 and regressions 14 and

15). Revenue from specific taxes imposed on such prod-

ucts as gasoline and alcoholic beverages is also signifi-

cantly less than might be expected. On average, these

taxes produce 2.5 percent of GDP, a point less than the world

norm (Appendix Table 8.1c, regression 16). Even with the

spread of the value added tax (VAT) as a tool for taxing

consumption in Latin America, revenue from taxes of this

type is slightly (though not significantly) less than what

might be expected (Appendix Table 8.1c, regression 17).

Income Tax: Victim of Redistributive Intentions

Income tax rates in Latin America are currently the low-

est in the world, but this was not so a decade ago. Until

then, maximum tax rates on individuals were 40 percent

or more in practically all countries in the region, and in

10 countries they were at least 50 percent. These levels

have been cut to an average that stands currently at

around 25 percent and is less than that of any other re-

gion. In developed countries, maximum tax rates are on

average over 40 percent, and in Asian countries they are

slightly below that figure. In Latin America, only Barba-

dos, Belize, Chile (and Honduras until 1997) have maxi-

mum tax rates on individuals of 40 percent or over (Fig-

ures 8.7 and 8.8). The trend in business taxes has been

similar. Maximum marginal rates of over 40 percent, which

were common a decade ago, have practically disappeared.

The average of maximum tax rates on businesses in Latin

America is currently around 27 percent, substantially

lower than averages of all the other groups of countries,

with the exception of Eastern Europe (Figures 8.9 and

8.10).

Although taxes were cut to make the tax system

more effective, that goal is far from achieved. Current pro-

ductivity levels of the income tax, which is defined as the

ratio of tax rates and revenue collected as a percentage

of GDP, are around 15 percent in Latin America. This is

tantamount to saying that (maximum) tax rates of 25 to

30 percent generate revenues of 3.7 to 4.5 percent of GDP.

Although this is higher productivity than a decade ago, it

is still low and it is lower than international norms for

the development levels of the countries of the region (Ap-

pendix Table 8.1c, regression 18).

Low collection rates for income and other taxes in

Latin America reflect the limited institutional capacity of

public administration to enforce the law. Although it is

difficult to demonstrate empirically, countries that have

tried to improve their administrative capacity have shown

this to be true. For example, Peru’s program to modern-

ize its tax administration system was decisive in boost-

ing collections from 5 percent of GDP at the beginning of

the decade to 14 percent today. However, it is important

to remember that the troublesome tax systems typical to

Latin America demand an administrative prowess that is

difficult to come by in the region.

Paradoxically, the blame for the complicated de-

sign and ineffectiveness of tax systems may lie in an ex-

cess of redistributive considerations. Even after all the

tax reforms of the past decade, where other criteria have

been given preference, the countries with greatest income

inequality have maintained the highest income tax rates

(Figure 8.11). Redistributive aims are explicit in the tax

codes. In the case of the personal income tax, the follow-

ing characteristics are aimed at redistribution (Table 8.1):

• Minimum incomes below which no tax is col-

lected;

• Tax rates rising by income level;
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• Marginal maximum tax rates applied only to

high-income levels;

• Various deductions for the number of dependent

children and for basic expenditures on education, health

and housing;

• Lower rates on income from labor or other types

of income.

As a result of these distributive considerations, in-

come taxes fall quite disproportionately on high-income

groups. The two highest income deciles pay taxes that as

a proportion of their incomes are several times higher

than those of all previous deciles, which are usually ex-

empt. (Nevertheless, in Figure 8.12, where the impact of

the tax on income is shown, the lowest deciles in some

countries are seen to be taxed because in these cases it

has been assumed that a portion of business taxes has

been transferred to prices of consumption goods.)

Even at the highest decile, in no case is the tax

burden over 8 percent of income, although the theoreti-
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cal tax rates are far higher. That means that even in the

upper deciles, the productivity of the income tax is quite

modest. Low efficiency is largely a result of evasion due

to deficiencies in tax administration and in the design of

the systems themselves. In effect, the low effectiveness

of taxes is largely the result of manipulation of suppos-

edly redistributive purposes, which in practice have served

to lower the tax burdens of upper-income groups.

For example, the minimum levels of taxable income,

which in principle are aimed at excluding the poorest,

tend to be set at high levels due to pressures from the

middle and upper classes. In Brazil, the minimum tax-

able income is over three times per capita income; in

Honduras it is approximately six times; and in Ecuador,

Nicaragua and Guatemala it is close to 10 times per capita

income (Table 8.1). Likewise, although maximum income

tax rates in Latin America are currently the lowest in the

world, in many cases they apply only to extremely high

incomes. For example, Ecuador has a maximum tax rate

of only 25 percent, which begins to apply only to incomes

equivalent to 45 times per capita income. Guatemala and

Peru have maximum rates of 30 percent that apply to in-

comes starting at 32 and 24 times per capita income, re-

spectively. Before its 1998 tax reform, Honduras was sim-

ply beyond comparison: the maximum rates only applied

to incomes representing over 100 times the average in-

come. As can be seen in Figure 8.13 (which excludes this

extreme case) the effectiveness of income tax is severely

limited by these excessive attempts at progressiveness.

Thus it is clear that the attempt to make the in-

come tax progressive has meant a very serious sacrifice

in collection. To the extent that public expenditures are

much more redistributive than any tax could be, the ulti-

mate impact on income distribution may have been the

very opposite of what was intended. Flaws in revenue

collection have also led governments to be increasingly

dependent on indirect taxes, especially the VAT.

Table 8.1. Redistributive Features of the Personal Income Tax

Maximum rate Differential Other deductions

Minimum income taxable Increasing applicable from treatment (dependents,
(times per capita marginal tax rate?   (times per according to   education, health,

income) (%) capita income) income source? housing)?

Argentina 1.6 6-33 19.4 No Yes
Bahamas*
Barbados 0.31 25-40 1.76 No Yes
Bolivia 13 No No
Brazil 3.46 15-25 6.91 No Yes
Chile 0.15 5-45 1.91 No No
Colombia 1.45 0-35 23.53 No Yes
Costa Rica 1.28 10-25 11.96 Yes Yes
Ecuador 9.13 10-25 45.65 No No
El Salvador 2.0 10-30 18.18 No Yes
Guatemala 11.83 15-30 32.75 No Yes
Guyana 33.33 Yes No
Honduras 5.9 10-30 118.7 No Yes
Jamaica 1.38 0-25 No No
Mexico 0.11 3-35 7.17 No Yes
Nicaragua 9.33 7-30 42.0 Yes No
Panama 1.14 4-30 15.15 No Yes
Paraguay*
Peru 15-30 24.17 No Yes
Trinidad & Tobago 1.94 28-35 No
Uruguay*
Venezuela 6-34 6.82 Yes Yes

* Countries with no personal income tax.
Source: IDB calculations based on Price Waterhouse, Individual Taxes: A Worldwide Summary (1997).
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The VAT: The Dilemma between Effectiveness
and Progressiveness

Until a decade ago, many countries tried to compensate

for poor income tax revenue collection with high taxes

on foreign trade, but since 1985, out of a concern for effi-

ciency, average duties have been reduced from 42 per-

cent to around 14 percent. The proportion of taxes on

foreign trade within tax collection as a whole fell on aver-

age from 30 percent in the early 1980s to 16.6 percent in

1995.

In the absence of this resource, the value-added

tax has become a central part of tax systems in Latin

America. Twenty-one countries in the region now have

the VAT, and two more are in the process of implement-

ing it. The spread of the VAT reflects not only the aim to

increase tax revenues, but also to improve neutrality and

avoid the distortions of other forms of levies (such as

taxes on foreign trade or sales). As it exists in most coun-

tries, the VAT is a consumption tax. The fiscal burden re-

sults from the difference between the taxes collected on

sales, minus those paid in purchases. Thus the tax paid

at successive states of production and distribution is a

partial payment on the total tax that ultimately falls on

the sale price to the consumer.1

In principle, a single-rate VAT for all consumption

goods is a regressive tax because higher-income groups

presumably have higher rates of saving. This characteris-

tic may be reinforced by the practical impossibility of

observing and taxing the consumption of some goods that

are not traded on the market and that weigh significantly

in the consumption of the upper classes (for example,

the use of owner-occupied dwellings).

In Argentina (after the 1996 reform) or in Chile,

where the VAT has flat rates and few exceptions, it is in-

deed true that its application is regressive. In Argentina,

the weight of the tax drops from 9 percent of the income

of the first four deciles to around 7 percent of the ninth

and less than 4 percent of the richest decile. In Chile, the

three lowest income deciles bear a weight that as a per-

centage of their income is four points higher than on the

two highest deciles (Figure 8.14). The regressivity of the

VAT can be avoided only at the cost of making it substan-

tially less effective. In Guatemala and Colombia (or as

was the practice in Argentina before the reform), the VAT

excludes some of the main articles in the basic consump-

tion basket. In the Colombian case, the theoretical VAT

rates would entail a slightly “regressive” structure, where

the lowest deciles would pay 2 percentage points more

of their income than the highest groups (Figure 8.15). This

regressive impact is eliminated through exemptions, but

the overall productivity of the tax falls to less than half.

The Cost of Progressive Rates
with Low Revenue Collection

Due to excessive distributional considerations in the de-

sign of the income tax, and to the difficulties of adminis-

tration and control that severely limit the effectiveness

of this tax, the only way to substantially raise the total

tax load is through a broadly based VAT with few excep-

tions. This leads to the regressive impact that can be seen

in the Chilean and Argentine systems. Hence, countries

face the alternative of having either a tax system that is

pitifully small but progressive like Guatemala’s, or a sys-

tem that is more effective in its revenue collection capa-

bility but regressive (Figure 8.16).

In the past, that choice could be avoided through

taxes on foreign trade. Such was the case, for example, of

the Dominican Republic, where in 1989 such taxes con-

tributed around a half of tax revenue and entailed a tax

load of close to 7 percent of the income of all groups of

families. But this option entails high efficiency and pro-

ductivity costs, which has prompted almost all countries

to abandon it.

What position then should be taken toward the

choice between either greater tax effectiveness or having

an entire tax system that is more progressive? Can sacri-
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ficing a major proportion of revenue be justified to pre-

vent tax burdens from affecting low-income groups dis-

proportionately? The answer to these questions depends

on the potential distributional impact of additional tax

resources. Analyses of the distributional impact of taxes

often ignore this important consideration, implicitly as-

suming that the use made of tax resources benefits each

individual in accordance with his or her share in the total

revenue of the society. Such is rarely the case. Wherever

the use of fiscal resources provides benefits that are bet-

ter distributed than the tax burden, the final distribution

that emerges after taxes and government spending will

be better than it was at the outset (Box 8.1).

Obviously it does not suffice that a tax and expen-

diture system be redistributive for it to be socially ac-

ceptable or desirable, especially if it produces losses of

efficiency that harm the general welfare. However, the

redistributive potential of a tax and expenditure system

tends to be greater when tax distortions are minimized

and spending efficiency is maximized. Instead of a con-

flict between redistribution and efficiency, in practice

there is complementarity.

The more significant social expenditures, such as

basic education or health care, benefit poor individuals

more than the wealthy. These expenditures are progres-

sive in absolute terms (that is, per capita, and hence they

are more progressive with regard to income), since poor

individuals receive more basic education services or more

public health care than the rich. Therefore, even if they

are financed with a tax that is regressive (relative to in-

come), the redistributive impact can be significant. For

example, for each 1 percent of GDP collected via the Chil-

ean VAT, which is regressive (relative to income), there

can be a redistributive impact (measured solely by the

amount of spending) equal to a 0.4 point drop in the Gini

index, simply assuming that spending is distributed in
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In popular terminology, a tax is considered “regressive” if it falls
disproportionately on low-income groups. This means that the
distribution curve of taxes is located above the original income
distribution curve (Figure 1). Usually, only a tax that falls more
heavily on wealthier groups—meaning that taxes are more un-
equal than incomes—is regarded as progressive.

With regard to spending, the terms “progressive” and “re-
gressive” refer, respectively, to situations in which the per capita
benefits are greater or less for poor than for wealthy individuals
(Figure 2).

This colloquial use of the terms is imprecise, because
the basis of comparison is not the same in each case: whereas
distribution of taxes is compared to the income distribution
curve, the distribution of benefits from spending is compared to
the diagonal line, that is, the one of equal distribution.

This lack of precision explains an apparent contradiction:
a “regressive” (with regard to income distribution) tax that is
used to finance “regressive” (per capita) government spending,
can nevertheless improve income distribution. Suppose that a tax
takes 15 percent of the income of the poorer half of the popula-
tion and only 10 percent of the richer half, whose income is four
times greater than that of the poor; suppose, moreover, that the
government uses these funds to provide education subsidies in
proportions of 5 and 6, respectively, to the poor and the rich.
Such a fiscal policy improves income distribution, as can be seen
in the following calculations:

The explanation of this paradox lies simply in the fact
that the distribution of spending is less unequal than income
distribution. That is all that is required for the combination of
taxes and expenditures (of the same amount) to improve in-
come distribution; or to use the usual terms, what suffices for
the tax to be more “progressive” than the spending, both being
measured in relation to initial income, or both in absolute terms
individually.

In the strictest form, the change in the Gini, ∆G, equals
the difference between the inequality ratio of expenditures by

income level Gg (quasi-Gini of expenditures), minus the inequal-
ity ratio of taxes by income levels Gt (quasi-Gini of taxes), mul-
tiplied by the amount of the operation as a proportion of the
sum of incomes of all individuals, v:

G1 - G0 = ∆G = (Gg - Gt) v

If the tax falls on all incomes at rate v, and therefore the
distribution of the tax is the same original tax distribution, G0,
and if the distribution of spending is completely equal (and there-
fore Gg is zero), the initial Gini will fall exactly by the tax rate, v.1

Therefore, an expenditure whose impact is “equal” (the
same amount per person) and is financed with a tax that falls
“equally” (that is applied to all incomes equally ) has a powerful
redistributive effect.

Conventional analyses of impact assume that the ben-
efit that individuals derive from government spending corre-
sponds to the sum of spending that they receive through educa-
tion, health care and other social spending. This is a useful
approximation, but it is deceptive, because the benefit derived
from very modest spending, such as vaccinations, may be much
greater than that of a very large expenditure, such as a sports
stadium, that reaches the same group of poor individuals. More-
over, many benefits of government spending may take much
longer to emerge, even if they are quite large, such as greater
income-generating potential resulting from education. Finally,
many expenditures can have indirect effects on distribution that
are difficult to trace and quantify. This can happen, for example,
because government spending, taxes, or mechanisms used to
finance the deficit cause real interest rates to rise, raise the rela-
tive salaries of more highly qualified workers, generate rents for
higher-income groups, or cause inflation.

Box 8.1. The Distributive Impact of Taxes and Government Spending

1 This equation is exact only when income and spending are the same.
See Kakwani (1977) and Vélez (1996), Chapter 3.

Initial Minus Plus Final
Income Taxes Subsidies Income

Poor 20 15%=3 5 22

Rich 80 10%=8 6 78

Total 100 11 11 100
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equal amounts throughout the population. Obviously, if

expenditures are distributed in a more targeted way to-

ward the poor, as in fact happens in Chile, the effect on

income inequality would be even greater.

Figure 8.17 presents the hypothetical impact that

income and VAT taxes of different countries have on the

Gini indices, given the way they are applied and assum-

ing in all cases that benefits are distributed equally (in

absolute terms) among all individuals and are the same

as the amounts of expenditures. Income taxes produce a

greater distributive impact: in Chile, each 1 percent of

GDP in revenues can lower the income Gini more than

0.8 percentage points; in the Dominican Republic it is

lowered by 0.7 points, and in Argentina by 0.6. The dis-

tributive potential of the VAT is lower in all cases, but it is

positive in any case: the effect is between 0.4 and 0.6

points in Guatemala, Colombia and the Dominican Re-

public, and between 0.3 and 0.4 in Chile and Argentina.

Nevertheless, the impact on income distribution

depends not only on how progressive the tax is but also

on the amount collected. Argentina substantially in-

creased the VAT’s distribution potential with the 1996 re-

form, because whereas in the previous situation it was

more progressive (the quasi-Gini2 of revenue collected

was 0.53), collection was very low. With actual sums col-

lected in mind, the redistributive potential of the VAT (al-

ways under the assumption that spending is distributed

equally) went from a 1.2 drop of the Gini prior to the re-

form to almost 2 points subsequently (Figure 8.18). The

Argentine tax reform also affected the income tax, which

became slightly more progressive (from 0.56 to 0.63). But

the greatest distributive effect (which went from 2.2 to

3.2 points of a potential reduction of the Gini) was due to

a 25-percent increase in revenue collection. Chile is an

equally illustrative case: the strongly progressive impact

on income has a very limited potential impact on income

distribution because it would potentially lower the Gini

by 1.2 points, while the VAT, as regressive as it might be

in the usual meaning given to this term, has a much

greater distribution effect, lowering the Gini by around

3.5 points.

In short, within the ranges between which the dis-

tributive impact of taxes move, the redistributive poten-

tial of the tax system depends not only on how progres-

sive it is, but also on the revenue raised by taxes. The

margin for improving the progressivity ratio of the entire

tax system is quite limited, since efforts at progressivity

on any particular base entail major sacrifices of revenues
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collected, which must be compensated with other taxes.

Hence, the progressivity of all systems tends to be simi-

lar. In the five countries appearing in Figure 8.19, the low-

est quasi-Gini of the distribution of tax burdens is that of

Chile (0.44) and the highest that of Guatemala (0.58).

Within these cases, we have included the Philippines as

an example of a country from another region with an in-

dex of distribution of tax loads that falls right in the middle

of the narrow margin in which those of Latin American

countries move. However, in that country the tax system

generates a potential reduction of the Gini by over 13

points, merely from better collection. Between the cases

studied in the region, the Argentine tax system gener-

ates a potential reduction of some 10 points, and that of

Guatemala only 5 points.

Under such conditions, the aim of tax policy should

not be to make collection as progressive as possible in

order to enhance its redistributive effect. It is much more

feasible and effective to moderate the degree of theoreti-

cal progressivity insofar as doing so makes it possible to

raise revenue collection, thereby raising the fiscal re-

sources available for financing expenditures that can

modify income distribution. That requires simplifying in-

come tax systems, reducing exemptions and differential

treatments by types of income that facilitate evasion, and

lowering the levels of personal income at which the tax

begins to be collected and to which maximum tax rates

apply. In the area of the business tax, the adjustment that

many systems in the region most need is to eliminate

differences in the fiscal treatment between some sectors

and others. Finally, the region has progressed a great deal

in implementing the VAT, but in many countries the effec-

tiveness of this tax is severely limited by exemptions that

seek to avoid regressivity. In lower-income countries, in-

corporating some basic consumer goods, such as unproc-

essed foods, will continue to be limited by the few possi-

bilities for administration and supervision, and in such

cases it would be a mistake to seek to make the VAT uni-

versal. But there is no justification for leaving outside the

tax base other items of mass consumption, such as pro-

cessed foods, beverages or clothing, which are primarily

consumed by middle- and upper-income groups anyway.

SOCIAL SPENDING: MODERATELY PROGRESSIVE,
PLAINLY INEFFICIENT

Distribution of social spending is much more progres-

sive than is generally believed. As a general rule, social

expenditures taken together are distributed in an approxi-

mately equal way among the various income groups. This

relatively flat distribution pattern of the benefits of so-

cial spending is not necessarily true of each of its com-

ponents, however. Typically, while basic spending on edu-

cation and health benefits the poor disproportionately,

advanced education and subsidies on prices and fees

reach upper-income groups to a greater extent.

The redistributive impact of social spending does

not depend solely on the volume of spending received by

each income group. It is far more important that such

spending be efficient and focused on those services that

can have an influence on the factors that perpetuate in-

equality. This means that governments must improve the

efficiency of the systems that provide education, health

care and social security, more effectively reorienting them

toward attaining results. Too often governments make the

mistake of thinking that to reach “a higher level of health”

or “a better education” they need only build more hospi-

tals and schools.

Figure 8.20 presents the distribution of total social

spending by income quintiles. Of the seven countries for

which information is available, Chile stands out as the

one where the lowest income groups receive a greater

proportion of spending than the percentage of the total

population that they represent: the poorest quintile of

households receives over 35 percent of total social spend-

ing, while the richest quintile receives under 10 percent.

Distribution is moderately progressive in Colombia, where

the poorest quintile of the population receives almost 25

percent of social spending, while the wealthiest quintile

receives less than 15 percent. In most of the other coun-

tries, spending seems to be distributed among the vari-

ous population groups in a proportion more or less equal
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to the percentage of the population that they represent,

with the exception of Brazil, where distribution is some-

what regressive: the poorest quintile receives only 15

percent while the wealthiest quintile receives around 22

percent. Another way of demonstrating these results is

to calculate the inequality ratio of social spending by the

income levels of the beneficiaries (or quasi-Gini of social

spending). When each group of households receives a

proportional share of spending, this indicator equals zero,

and when spending is progressive the index is negative.3

Figure 8.21 confirms that social spending in Chile is re-

markably progressive, while in other countries it is neu-

tral or slightly regressive.

When these spending structures are combined with

tax systems whose weight is roughly proportional to in-

come, they actually produce a net redistributive effect
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favoring lower-income groups. Taking a typical country

as an example, the quintile of households with the low-

est incomes may receive only 5 percent of national in-

come and pay approximately 5 percent of taxes, but they

receive a volume of public spending in services equaling

20 percent of total social spending. Hence, the difference

between the quasi-Gini of social spending and the quasi-

Gini of the taxes that finance it represents the potential

impact of an increase in social spending above the Gini

index that measures income inequality (Box 8.1). In the

two Latin American countries for which complete infor-

mation is available, if an additional 1 percent of GDP were

to be collected in accordance with current tax distribu-

tion, and it were spent in accordance with current social

spending, the Gini index would fall between 0.4 and 0.8

points. In fact, the net redistributive impact of taxes and

spending in Chile is much greater than in Argentina, even

though Argentina’s tax burden is relatively regressive be-

cause its social spending is progressive (Figure 8.22).

Analytical studies carried out by the ILO and ECLAC cor-

roborate these conclusions in the sense that the fiscal

policy of the region has a redistributive effect that favors

lower-income groups.4

Unfortunately, the redistributive impact of fiscal

policies is small in relation to the high levels of income

inequality found in the region. Even in the case of Chile,

although social spending seems to be progressive and

reaches a relatively high level (more than five times that

of Argentina), the redistributive impact of this policy only

enables it to counteract the Gini coefficient of income

distribution by 3.4 points. In Argentina, the impact is ex-

tremely moderate according to estimates: just 0.5 points.

Even if it were possible to efficiently spend a greater vol-

ume of resources, Chile would have to raise taxes and

the spending level by over 8 percent of GDP—while main-

taining current distribution structures—to overcome the

difference of around 10 points found in income inequal-

ity in comparison with other regions of the world. In other

words, the net impact of redistributive policies based on

taxes and spending can be positive, but its potential ef-

fects are limited.

The empirical results on how social spending is

applied are not enough to quantify its impact on inequal-

ity. The redistributive impact of social spending depends

both on how it falls and on its efficiency. Two countries

that present the same distribution of spending can regis-

ter different redistributive impacts; indeed, the greater

redistributive impact will be registered in the country

whose social spending is more effective. A more efficient

health care system can provide low-income groups es-

sential preventive medical services for their current in-

come levels, thereby lowering the number of days lost

because of illness or having to deal with sick children. A

more efficient education system can provide lower-in-

come groups with training and knowledge that will affect

their income-earning capabilities in the future. In fact,

even in a country where social spending is essentially

progressive, the impact can be regressive if the quality of

public services is poor, especially services provided to
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lower-income groups. The primary means by which the

government deals with inequality need not be in deter-

mining who spending reaches but in how efficient that

spending is. This issue is analyzed in greater detail by

considering three major categories of public spending:

education, health, and subsidies for public utilities.

Spending on Education Is Generally Progressive

Total spending is made up of a number of items, each of

which presents a different distribution structure. One of

the main components of social spending is education,

and as can be seen in Table 8.2, the structure in this in-

stance is similar to that of total spending, as might be

expected. However, this component presents some more

striking tendencies. In Ecuador and Brazil, the structure

is more clearly regressive, while in Colombia, spending

on education seems to go in a slightly progressive direc-

tion (Figure 8.23). At a greater degree of detail, it can be

seen that spending on basic education5 is clearly pro-

gressive in all countries, although to different extents. In

Chile, the poorest quintile of households still receives

around 35 percent of public spending on primary educa-

tion, but Colombia spends around 40 percent on this

group and Argentina also devotes approximately 35 per-

cent to them (Figure 8.24).6 Total spending on education

is less progressive in most countries, particularly because

of the proportion of spending on higher education, which

is largely regressive. Spending on higher education clearly

benefits the wealthy disproportionately, but this benefit

continues to be less than that represented by their share

in national income (Figure 8.25). The fact that net spend-

ing on education is progressive reflects the predominance

of spending on the primary level within total spending

on education.
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Table 8.2. Spending on Education: Impact and Results

Argentina Brazil Chile Colombia Ecuador

Income Inequality (Gini) 0.46 0.57 0.55 0.56 0.54
Impact of spending 0.01 0.08 -0.27 -0.08 0.10
Spending (% of income of households) 1.75 3.75 3.54 1.99 2.44
Net impact 0.008 0.018 0.029 0.013 0.011
Spending per student (in 1990 dollars)
   Primary 421 526 619 297 186
   Secondary 562 621 557 495 341
   Higher 796 5,258 1,795 1,782 589
Schooling (average years)
   At age 24 10.5 6.8 11 8.1 8.9
   Of the population between 25-65 9.9 5.6 9.2 6.6 7.5

Source: World Bank (1993, 1995, 1996, 1997a) and FIEL (1995).

5 Basic education includes levels of primary education, generally first to sixth
grade, although sometimes up to the ninth grade is included.

6 The progressivity indicators used here are spending per quintile of house-
holds, not individuals. It could be argued that such indicators exaggerate the
degree of progressivity insofar as the poorest quintile of households generally
makes up over 20 percent of the population, since on average poorer families
are larger. Although that could have some effect on the results, the net result
is relatively small, given the demographic profile in Latin America. In most
countries the ratio between the size of the poorest families and that of the
wealthiest is less than 1.2. In comparison with other regions in the developing
world, particularly Africa, most children in Latin America tend to be enrolled
in the first grade of school. This relatively complete coverage at the primary
level means that the bias between rural and urban zones, which is so pro-
nounced in Africa, is much less relevant for explaining the impact of spending
on education in Latin America.
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Subsidies to higher education benefit well-off fami-

lies disproportionately. Children from such families are

more likely to finish secondary studies, they have a higher

level of training and a greater tendency to finish advanced

study, and they have access to savings or credit, and hence

are better prepared to handle the opportunity costs rep-

resented by attending the university. One way to make

spending on education more progressive would be to

encourage the creation of private universities, charge

enrollment fees at government universities to cover at

least some of the costs, and offer scholarships to stu-

dents on the basis of their economic situation. All these

policies, in combination, would make it possible to in-

crease the supply of university education, mobilize fur-

ther financial resources, and reorient public spending

toward the students who most need it. As things are now,

the better-off families, who can handle paying all or some

of the costs of a university education, end up absorbing

public resources that otherwise could be used to grant a

scholarship to a student without resources. Moreover,

such sums represent a particularly high proportion of

spending on education in countries like Venezuela, Costa

Rica and Brazil.7

As is the case with total data on social spending,

the redistributive impact of spending on education, even

though it might be quite progressive, remains relatively

limited. Chile and Argentina represent the extreme cases

in this regard. In Argentina, spending on education is dis-

tributed approximately in a proportional per capita man-

ner, that is, the poorest quintile of households receives

around 20 percent of funds devoted to this item. This level

of spending represents approximately 1.7 percent of

household income, and hence counteracts by less than a

point the country’s 0.46 income distribution inequality.

In Chile, spending is much more progressive: the poor-

est quintile receives approximately 35 percent of spend-

ing on education. Moreover, Chile devotes almost twice

as much funding to this item. Even so, the net result is a

reduction of less than three percentage points of the 0.55

inequality in income distribution (Table 8.2).

Progressivity Is Not as Important as a
Good Education

The most important effect of spending on education is

not measured by the amount of money that each income

group receives but by the level and quality of education.

Spending on education may be quite heavy, but if teach-

ers do not show up for class or schools do not operate

reliably, it will not provide the benefits that it should,

and of course it will not have any impact on trends in

income inequality.

Judging by the information available, there is only

a limited correlation between the results of education and

how progressive spending is on this item. Countries as
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7 Birdsall and James (1993) offer a perspective on the issue of spending on
university education.
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different as Brazil, Ecuador and Argentina have in com-

mon the fact that spending on education is slightly re-

gressive, but the average levels of school achievement

fall along a range of values extending from 5.6 years to

around 10. Disparities of this nature indicate that the dif-

ferent education systems provide a very different service

to their respective populations, regardless of how spend-

ing is apportioned. Moreover, education systems in Latin

America are generally mediocre. Compared internation-

ally, the rate of completion of fourth grade in Latin

America ought to be 83 percent, with the level of national

income and the percentage of GDP spent on education

taken into account. But in a sample of 19 countries, the

average is only 72 percent—a divergence from other re-

gions in the world with similar spending levels, such as

Asia and Eastern Europe (Figure 8.26). Spending on edu-

cation will only be effective in reducing inequality if it

translates more effectively into higher levels of learning

and school achievement. That statement is valid regard-

less of how progressive spending might be in this area.

Spending on Health Is Also Progressive

Another major component of social spending is health

care services. Public spending on this category in Latin

America is 4 percent of GDP on average, ranging from 1.8

percent in Haiti and 2.5 percent in Honduras to over 5

percent in Argentina and Costa Rica. Except for Guyana,

the distribution of public spending on health is generally

progressive. Chile consistently devotes a larger amount

of resources to poor households, while in Jamaica, Hon-

duras and Ecuador, distribution seems to favor the sec-

ond and third quintiles (Figure 8.27). The progressive

nature of Chile’s health care system may be attributable

to the fact that it explicitly offers the wealthy the chance

to opt for private sector services, thereby enabling public

resources to be devoted to the less favored strata. At the

other extreme of the spectrum are Ecuador and Brazil.

The weakness of the redistributive impact in Ecuador is a

result of the small amount and low quality of private sec-

tor services; hence, the wealthy insist that they be pro-

vided good services and have privileged access to the

public sector. In Brazil, the private sector is huge, but the

mechanism for reimbursement of expenses—which pro-

vides coverage to rich and poor alike—is based on ser-

vices provided and hence disproportionately favors the

wealthy, who call on the system more often and use the

more expensive services.

Spending on health is excessively concentrated on

hospital and curative services, which, important as they

are, constitute a glaring example of ineffective use of

public funds.8 Too much of public spending on health in

Latin America goes to treatment services, and relatively

less to more cost-effective prevention programs. Build-

ing hospitals and clinics and hiring the staff needed for

their operation—physicians, nurses and administrators—

is relatively attractive for politicians and voters, while

services that can really have an impact on inequality but

are less visible or less prestigious are continually deprived

of needed funding. Programs such as public hygiene cam-

paigns, infant development programs, prenatal testing,

infant care or family planning are relatively cheap and

have a much greater impact on health conditions, espe-

cially among the poor, who tend to know less about how

to care for their health and have fewer resources for do-

ing so.

Inefficiency in allocating and using resources also

has an important effect on public health. A regression for

19 countries in Latin America, controlling for the level of

national income, showed that the statistical relationship

between spending on health and infant mortality rates is

insignificant. The results indicate that increasing by 1

percent the proportion of GDP spent on health lowers

infant mortality by less than 0.1 deaths per 1,000 live

births. In a region where infant mortality rates remain on

average at over 45 per 1,000 live births, government re-

sources for this purpose are going to have to be used

much more effectively if the health of the population is

to be improved. Many studies on different public health

systems show how the inefficiency and misallocation of

resources prevent those systems from improving health

conditions.

Where there is funding for health care services such

as prevention and treatment, the resources are generally

used inefficiently. The number of physicians per persons

treated tends to be quite high, and administrative ex-

penses are often excessive. Services and staff are con-

centrated in the major urban centers. In many countries,

the physicians on the public payroll do not fulfill the num-

ber of consultation hours specified in their contract, and

instead they refer patients to their private offices. Main-

tenance of equipment and installations is often deficient,

and it is not at all unusual that essential materials and

medications are lacking when and where they are most

needed.9

As happens in education, wealthier families who

are able to pay for medical insurance tend to use the costly

services of public hospitals as a backup. If they were to

pay for private medical insurance, public funds would be

8 See World Bank (1993a) and Fundación Mexicana para la Salud (1997).
9 For a more detailed analysis of inefficiency in health systems, see IDB (1996).
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available to subsidize or pay for insurance policies of

lower-income groups. The contrast noted between the

reforms of the health care system in Brazil and Chile in

the 1980s is a clear example of the different approaches.

Under the 1988 Brazilian Constitution, the state must

provide obligatory and free health care service that is

unlimited in nature and universal in coverage. The start-

ing point was the assumption that it would be possible

simply to extend social security services to those who

were not covered. However, under the new “Unified Health

System,” the wealthy continued to receive services that

were paid at the expense of the public treasury and to

which they continued to have privileged access. Conse-

quently, between 1987 and 1996, health care spending in

Brazil became even more regressive. Despite the policy

of free and universal medical care, the poor ended up

paying disproportionately larger sums in order to have

access to the services they needed, whether in medicines,

private consultations or transportation.10 This is merely

a dramatic example of something that is common to many

health systems where middle-class groups have greater

access to public health services, and use them more, be-

cause they have more weight in political matters.11

By contrast, the reform of the health care system in

Chile in the 1980s—which sought to raise efficiency rather

than promote equality—has often been criticized as re-

gressive. The reform enabled citizens to opt out of being

covered by the public health system (FONASA) and ap-

ply the withholdings of the payroll tax to financing the

premiums offered by private sector insurance plans

(ISAPREs). At the same time, however, the government

extended coverage of FONASA to make it universal. The

net impact of these changes has been the creation of one

of the most progressive social spending structures in Latin

America and possibly the world. Services provided by the

Chilean public health system are actually more progres-

sive than those of the United Kingdom or Hungary, “be-

cause of the fact that public spending on health coexists

with private spending and that the beneficiaries of the

former are disproportionately poor households.”12 More

recent studies have confirmed the progressive nature of

spending on health in Chile, calculating that “leakage” to

wealthy households is less than 2.5 percent of the total

public subsidy to the health sector.13

Subsidizing Public Utility Charges: Not the Best
Use of Public Resources

Subsidies of public utility charges and other costs are

not a topic generally included in discussions on social

spending, but in fact they represent a major loss of bud-

get resources, often justified on grounds of redistribu-

tion. Paradoxically, charging “social” fees for public utili-
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12 Milanovic (1995).
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ties and other goods is the only area of economic policy

that turns out to be regressive from any standpoint. Ex-

cept in rare circumstances, the upper and middle classes

in Latin America consume more of these goods and ser-

vices than the poor, and therefore benefit disproportion-

ately from public subsidies. For example, in Bolivia in

1994, the wealthiest quintile of households reaped 30

percent of electricity subsidies while the poorest quintile

received less than 10 percent (Figure 8.28). In Ecuador,

the combination of subsidies on prices and rates pro-

vides the richest quintile of households with over 35 per-

cent of total subsidies, while the poorest quintile receives

only 10 percent. Such subsidies represent a significant

percentage of national income in most countries, amount-

ing to 1 percent of GDP on average for the region. These

resource transfers do not heighten disparities in con-

sumption simply because they are distributed less un-

equally than income. However, action by government in

this area can become more progressive by covering the

cost of sale to the public. Such a policy would free up

resources for direct income transfers or subsidizing the

prices that the poor sectors pay. For example, Colombia

applies moderately effective methods for targeting water

bill subsidies. In Chile, all public utilities are billed at

their normal sale price, but a household survey and a

study of ability to pay is used to subsidize the water and

electricity bill of lower-income households.14

Summary: Social Spending

Social spending is not as regressive in Latin America as

might often be expected. Especially in the areas of health

and education, public spending seems to be on the whole

proportional to the number of people making up a spe-

cific income group. Combined with tax systems that are

proportional to income, public policies in general do re-

distribute toward the poor. Expenditures on health and

education may be two of the more progressive compo-

nents of total public spending because they are so vis-

ible and because they can be more easily connected with

the number of people who receive a service (students,

patients). By contrast, subsidies for utilities and even

other components of public spending, such as defense

or subsidies for industrial and farm prices, are less vis-

ible and more regressive in their impact. But spending

on education and health systems, even though generally

equitable, tends to be inefficient. Schooling levels and

results in the area of health could be much better, given

income and spending levels in the region. The upshot is

that children do not attend school for as many years as

they should nor receive the preventive health care ser-

vices that they need, thereby affecting other factors that

maintain the high levels of inequality existing in Latin

America.

PUBLIC SECTOR EMPLOYMENT: A POTENTIALLY
REGRESSIVE ASPECT OF PUBLIC SPENDING

Although the combined impact of taxes and public spend-

ing may be progressive, government actions—such as

excessive public sector employment—may bring about

other distributive effects that go in the opposite direc-

tion. In some countries, public sector employment can

be a very important channel through which fiscal policy

indirectly influences income distribution. In the past,

when many countries in the region experienced high fis-

cal deficits, inflation was another significant channel of

indirect redistribution that operated against lower-income

groups.15

Some take the view that government has the social

obligation to provide large-scale employment opportu-

nities, which should have a healthy redistributive effect.

Or, put differently, they believe that the cutbacks in pub-

lic employment effected in many countries since the 1980s

have contributed to their income distribution problems.

Examining the nature of most public sector employment

shows these theories to be wrong.

Public sector employment represents a significant

proportion of total employment. In Bolivia, Panama and

Uruguay, at least one of every five employed persons is a

public sector employee. In countries where the share in

public employment is lower, at least 7 percent of those

employed work for the public sector (Figure 8.29).

Public sector activities employ workers with high

educational levels. A public sector worker typically has

completed high school, while those who work in the rest

of the economy have an average of six or seven years of

schooling. The differences in educational levels between

public and private sector workers are over five years in

Ecuador, Paraguay, Mexico, El Salvador and Honduras

(Figure 8.30).

Because public sector employees have more edu-

cation than other workers, they belong on average to

higher-income strata. This means that the way in which

spending on government employees is distributed among

the population is more unequal than income distribu-

14 Vélez (1996) provides an analysis of the case of Colombia; Morandé and
Doña (1997) study targeted subsidies to water rates in Chile.

15 See estimates of the impact of the inflation tax for Argentina in Chisari and
Romero (1997) and for Mexico in Gil Díaz (1987) and Reyes (1988).
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tion, as represented in the Lorenz curves in Figure 8.31

for simple averages of the 11 countries considered. More

precisely, the quasi-Gini index of distribution of spend-

ing on employment among the population is on average

0.61, substantially higher than the Gini of per capita in-

come distribution, which on average for these same coun-

tries is 0.51. It should be noted that this does not imply

that distribution of government salaries between public

employees is more unequal than total income distribu-

tion. Indeed, there is much greater equality between in-

comes of public employees than between incomes of pri-

vate workers. This simply means that public sector salaries

go disproportionately to individuals who belong to the

upper-income strata.

The regressive distribution of spending on public

sector employees is perhaps clearer if it is compared with

that of income from private labor. Only in Uruguay is pub-

lic sector spending on pay and salaries distributed among

the entire population in a way that is more equitable than

private labor incomes (Figure 8.32). In other countries,

the quasi-Gini of the distribution of public sector em-

ployee spending among the entire population is greater

than that of incomes from private labor. The differences

are over 15 points in Costa Rica, El Salvador, Honduras,

Mexico and Peru. Not surprisingly, in several countries

there are also major differences between educational lev-

els of workers in both sectors, as was noted earlier. With

differences of distribution of this magnitude, public

spending can increase overall income inequality quite

considerably. Indeed, with a 15 point difference in Gini

coefficients, if spending on public sector salaries repre-

sents 15 percent of total family incomes, the Gini would

drop by 2.2 percentage points, a figure sufficient to can-

cel out the combined distributive effect of taxes and so-

cial spending.

The overall regressive effect of public spending on

salaries is nevertheless even greater than these calcula-

tions suggest. The reason is that given the importance of

the public sector and demand for workers with high edu-

cational levels, public employment must have a notable

effect on relative wages. At schooling levels of up to nine

years, public sector employment represents relatively

modest proportions of total spending. But typically, two

of every 10 workers who have 11 years of schooling work

in the public sector, and of those who have studied in the

university, four of every 10 are public employees. In Bo-
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livia, Venezuela and Costa Rica, over half of the workers

with 15 or more years of education are public sector em-

ployees (Figure 8.33).

Pressure on pay for more highly trained workers

does not necessarily depend on public sector salaries

being higher than those in the private sector for workers

with the same level of education and experience. (On this

point the evidence obtained from household surveys does

not display any clear pattern except for the highest in-

come decile, where private sector work offers greater in-

come opportunities than the public sector.) The govern-

ment need only reduce the (relative) supply of highly

trained workers available to the private sector and the

result will be a rise in their relative salaries.

As is the case with other aspects of government

action previously examined, the real effects of the regres-

sive nature of spending on public sector employment may

be less important for overall income distribution than the

efficiency with which such spending is made. One way to

attract productive, highly trained staff to the public sec-

tor is to offer salaries that are competitive with those of

the private sector. If the public sector attracts such pro-

fessionals and employs them efficiently, it may have a

very effective way of providing high-quality public services.

However, if pay in the public sector is not higher than

that offered by the market, or if the people hired are used

unproductively, such spending will have a negative im-

pact on lower-income groups, who are more dependent

on public services. An extreme case is the Dominican

Republic: the Dominican Social Security Institute (IDSS)

employs over 15 administrators per 1,000 members, while

in prepaid private medical insurance plans this propor-

tion is one for each 1,000 members. Something similar

happens with physicians, who are the most highly trained

employees and who cost the most money: the IDSS has

4.8 physicians per 1,000 members, while in private com-

panies the ratio is one physician per 1,000 members.16 In

short, properly rewarding the delivery of good service can

largely serve greater equity in public sector services, but

generously rewarding poor service is a highly regressive

practice.

In itself, creating public service employment does

not fulfill any redistributive purpose. The creation of pub-

lic sector employment as an objective in itself, far from

providing social protection, contributes indirectly to mak-

ing fiscal policies regressive in Latin America. It not only

redistributes incomes to upper-income strata, but it also

raises the relative pay of more highly educated workers,

accentuating the differences between rich and poor. If

such employees are used efficiently, it can be a progres-

sive channel for government activity, but otherwise, it will

be highly regressive.

CONCLUSIONS

The fiscal policies applied in Latin America on the whole

seem to be progressive. The countries of the region tax

different income groups in proportion to their income

level and devote a large amount of funding to social ser-

16 See Santana (1998).
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vices, normally in proportion to the percentage that their

population represents. Hence, the net effect is that pub-

lic spending on the poor is much higher as a proportion

of household income than spending on rich sectors. Of

the various components of social spending, spending on

university education and subsidies in the prices of pub-

lic utilities are the only ones that are clearly regressive.

Moreover, Chile is the only country among those for which

information is available that unquestionably devotes

more resources per household to poor than to wealthy

sectors.

But how progressively fiscal resources are collected

and distributed is just one aspect of the distributive ef-

fect of fiscal policy, and perhaps not the most important

one. More important is the effectiveness with which taxes

are collected, lower-income groups are provided with

adequate services, higher-income group resources are

mobilized, well-focused safety nets are created, and eco-

nomic policies stimulating redistributive growth without

sacrificing productivity are adopted. A tax policy that is

effective in collecting fiscal revenues, even when it is neu-

tral or slightly regressive in terms of income, can be the

most suitable way to mobilize the resources needed to

correct income inequality through social spending and

specific programs. Social service systems, even if they

devote the same amount of resources per household, will

only have a significant impact on poverty and inequality

if they are effective in providing the health and education

services that they are supposed to supply. Similarly, set-

ting a price at below cost for electricity and drinking wa-

ter represents a considerable waste of resources and is

an inefficient approach to providing such services to

lower-income groups. The most important conclusion is

that to the extent that the services offered by the public

sector are more efficient, they will be more useful than

policies seeking to be directly redistributive in order to

reduce inequities.
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Appendix Table 8.1a. Econometric Results: Government Size

Dependent variable: Size of the government (% of GDP)

Regression number 1 2 3 4 5 6 7

-21.97 -15.96 32.20 22.39 19.74 28.58 32.74
Constant (-1.81) (-1.37) (2.13) (7.25) (8.74) (7.80) (8.37)
Per capita income 6.20 5.69 -2.16
(log) (4.27) (4.12) (-1.03)
Dummy for Latin America -9.20 -8.00 -7.41

(-2.86) (-2.79) (-2.68)
Population older than 65 (%) 1.94 1.34 0.96 0.99 -0.09

(4.89) (5.36) (2.87) (3.72) (-0.18)
Population older than 65 (%) 0.57 0.91
in developed countries 2.16 (2.42)
Index of ethno-linguistic -0.08 -0.13 -0.13
fragmentation (-2.03) (-3.06) (-3.22)

Number of observations 61 61 61 59 68 59 59
Adjusted R2 0.22 0.31 0.44 0.45 0.44 0.51 0.55

Appendix Table 8.1b. Econometric Results: Social Expenditure

Dependent variable: Social Security Social
expenditure expenditure

Regression number 8 9 10 11

Constant -3.37 -34.61 1.54 -33.91
(-.79) (-5.36) (0.88) (-4.27)

Population older than 65 (%) 1.29 1.38
(10.50) (7.79)

Per capita income (log) 5.02 5.63
(6.65) 6.06

Dummy for Latin America 1.22 -0.96 1.61 -1.12
(0.92) (-0.54) (0.83) (-0.51)

Number of observations 55 54 55 54
Adjusted R2 0.69 0.46 0.54 0.41

Appendix Table 8.1c. Econometric Results: Tax Revenues

Compliance
Excise Sale of income

Total Income tax tax tax tax
Dependent variable: tax revenues revenues revenues revenues revenue

Regression number 12 13 14 15 16 17 18

-22.25 -14.10 -10.69 -7.07 0.02 -5.27 -0.32
Constant (-2.67) (-1.12) (2.79) (-1.25)  (0.01) (-1.87) (-2.99)
Per capita income 5.58 4.44 2.23 1.72 0.41 1.17 0.06
(log) (5.66) (2.71) (4.91) 2.33  (2.10)  (3.49) (4.84)
Dummy for Latin America -6.38 -5.31 -3.44 -2.97 -1.15 -0.35 -0.03

(-2.72) (-2.00) (-3.24) (-2.48) (-2.61) (-0.46) (-1.35)
Dummy for developed 3.41 1.55
  countries (0.87) (0.87)
Number of observations 69 69 67 67 61 61 47
Adjusted R2 0.38 0.38 0.35 0.35 0.14 0.15 0.35
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TABLE A-1. TOTAL POPULATION

Average Annual

Growth Rates

1970 1980 1990

1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p 1980 1990 1997

Country Thousands In Percent

Argentina 31,636 32,081 32,527 32,974 33,421 33,869 34,318 34,768 35,220 35,672 1.6 1.5 1.3

Bahamas 247 251 256 260 264 268 272 276 280 284 2.4 2.0 1.5

Barbados 255 256 257 258 259 260 261 262 263 264 0.4 0.3 0.4

Belize 179 184 189 194 199 204 209 215 221 227 1.8 2.5 2.6

Bolivia 6,283 6,425 6,573 6,729 6,894 7,064 7,238 7,414 7,592 7,773 2.4 2.1 2.4

Brazil 143,078 145,593 148,030 150,375 152,641 154,849 157,022 159,182 161,314 163,404 2.4 2.0 1.5

Chile 12,667 12,883 13,100 13,320 13,545 13,771 13,994 14,210 14,419 14,622 1.6 1.6 1.6

Colombia 31,307 31,953 32,596 33,239 33,887 34,534 35,178 35,814 36,442 37,065 2.2 2.1 1.9

Costa Rica 2,876 2,956 3,035 3,113 3,191 3,269 3,347 3,424 3,500 3,575 2.8 2.9 2.4

Dominican

  Republic 6,815 6,964 7,110 7,255 7,399 7,542 7,684 7,823 7,961 8,097 2.6 2.3 1.9

Ecuador 9,794 10,029 10,264 10,502 10,741 10,981 11,221 11,460 11,698 11,937 2.9 2.6 2.2

El Salvador 4,858 4,938 5,031 5,139 5,262 5,395 5,530 5,662 5,792 5,924 2.5 1.1 2.3

Guatemala 8,325 8,532 8,749 8,978 9,215 9,462 9,715 9,976 10,244 10,519 2.7 2.5 2.7

Guyana 792 794 796 802 809 817 825 835 844 854 0.8 0.5 0.9

Haiti 6,227 6,355 6,486 6,619 6,754 6,893 7,035 7,180 7,329 7,482 1.7 1.9 2.1

Honduras 4,592 4,734 4,879 5,028 5,180 5,336 5,494 5,654 5,816 5,981 3.2 3.2 3.0

Jamaica 2,344 2,355 2,366 2,382 2,398 2,414 2,431 2,447 2,465 2,483 1.3 1.1 0.7

Mexico 80,117 81,666 83,226 84,803 86,391 87,983 89,571 91,145 92,712 94,275 3.0 2.1 1.8

Nicaragua 3,411 3,484 3,568 3,667 3,776 3,891 4,008 4,124 4,236 4,349 3.1 2.5 2.8

Panama 2,305 2,351 2,398 2,444 2,491 2,538 2,585 2,631 2,677 2,722 2.6 2.1 1.8

Paraguay 3,969 4,095 4,219 4,340 4,460 4,580 4,703 4,828 4,958 5,089 2.8 3.1 2.8

Peru 20,751 21,163 21,569 21,966 22,354 22,740 23,130 23,532 23,947 24,371 2.8 2.2 1.8

Suriname 391 395 400 404 409 414 418 423 428 433 -0.2 1.0 1.1

Trinidad

  and Tobago 1,205 1,220 1,236 1,250 1,264 1,278 1,292 1,306 1,320 1,335 1.1 1.3 1.1

Uruguay 3,060 3,077 3,094 3,112 3,131 3,149 3,168 3,186 3,204 3,221 0.4 0.6 0.6

Venezuela 18,542 19,025 19,502 19,972 20,441 20,910 21,377 21,844 22,311 22,777 3.5 2.6 2.3

Latin America 406,028 413,758 421,454 429,123 436,776 444,412 452,027 459,622 467,191 474,736 2.5 2.1 1.7

Source: IDB estimates based on data from the Latin America Demographic Center and the United Nations Population Division.
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TABLE A-2. URBAN AND RURAL POPULATION

Average Annual Growth Rates

Urban Rural

1980 1990 1997p 1970 1980 1990 1990

Urban Rural % Urban Urban Rural % Urban Urban Rural % Urban 1980 1990 1997 1997

Country Thousands In Percent

Argentina 23,401 4,693 83.3 27,887 4,640 85.7 30,970 4,702 86.8 2.2 1.8 1.5 0.2

Bahamas 123 87 58.6 161 95 63.1 193 90 68.1 2.1 3.0 2.6 -0.5

Barbados 100 149 40.1 114 143 44.4 124 141 46.8 1.1 1.3 1.2 -0.3

Belize 75 71 51.7 90 99 47.7 108 118 47.8 ... 1.8 2.5 2.7

Bolivia 2,365 2,990 44.2 3,435 3,137 52.3 4,701 3,072 60.5 3.2 3.8 4.5 -0.2

Brazil 80,334 41,338 66.0 112,643 35,387 76.1 135,272 28,132 82.8 4.2 3.5 2.7 -3.1

Chile 9,054 2,093 81.2 11,314 1,786 86.4 12,900 1,723 88.2 2.3 2.2 1.9 -0.6

Colombia 17,200 9,325 64.8 23,079 9,517 70.8 27,717 9,349 74.8 3.5 3.0 2.7 -0.2

Costa Rica 985 1,299 43.1 1,420 1,615 46.8 1,780 1,795 49.8 3.7 3.7 3.3 1.6

Dominican Republic 2,877 2,820 50.5 4,329 2,781 60.9 5,429 2,668 67.1 5.0 4.2 3.3 -0.6

Ecuador 3,739 4,223 47.0 5,775 4,490 56.3 7,452 4,485 62.4 4.7 4.2 3.8 0.0

El Salvador 1,880 2,667 41.3 2,332 2,699 46.4 2,941 2,983 49.6 3.0 2.2 3.3 1.4

Guatemala 2,587 4,233 37.9 3,628 5,121 41.5 4,729 5,790 45.0 3.4 3.4 3.8 1.8

Guyana 232 527 30.5 261 535 32.8 316 538 37.0 1.1 1.1 2.6 0.0

Haiti 1,272 4,081 23.8 1,840 4,646 28.4 2,422 5,060 32.4 3.7 3.7 4.0 1.2

Honduras 1,281 2,287 35.9 2,132 2,747 43.7 2,953 3,028 49.4 5.5 5.2 4.8 1.4

Jamaica 1,017 1,116 47.7 1,319 1,047 55.7 1,610 873 64.8 2.8 2.6 2.9 -2.5

Mexico 42,783 24,787 63.3 58,971 24,255 70.9 71,008 23,267 75.3 4.2 3.3 2.7 -0.6

Nicaragua 1,480 1,310 53.1 2,313 1,255 64.8 3,273 1,076 75.3 4.4 4.5 5.0 -2.0

Panama 970 980 49.7 1,281 1,116 53.4 1,518 1,205 55.8 3.2 3.0 2.5 1.1

Paraguay 1,312 1,802 42.1 2,030 2,189 48.1 2,685 2,404 52.8 4.1 4.5 4.1 1.4

Peru 11,153 6,171 64.4 15,132 6,437 70.2 17,385 6,986 71.3 4.0 3.1 2.1 1.0

Suriname 158 197 44.5 173 227 43.1 201 232 46.4 ... 0.8 2.1 0.4

Trinidad and Tobago 616 466 56.9 839 397 67.9 883 452 66.2 5.1 3.3 0.8 1.7

Uruguay 2,442 472 83.8 2,644 450 85.4 2,795 426 86.8 0.6 0.8 0.8 -0.7

Venezuela 12,510 2,581 82.9 17,859 1,643 91.6 21,588 1,189 94.8 4.9 3.7 2.8 -4.5

Latin America 221,946 122,763 64.4 303,001 118,453 71.9 362,953 111,783 77.7 3.8 3.2 2.7 -0.8

Source: IDB estimates based on data from the Latin America Demographic Center and the United Nations Population Division.
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TABLE B-1.  GROSS DOMESTIC PRODUCT

Average Annual
Growth Rates

1970 1980 1990
1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p 1980 1990 1997

Country Millions of 1990 U.S. Dollars In Percent

Argentina 166,852 155,364 153,216 169,073 186,470 198,057 214,798 205,008 214,308 232,310 2.6 -0.9 5.2
Bahamas 3,085 3,147 3,134 3,050 2,989 3,039 3,067 3,076 3,205 3,317 ... 2.8 0.7
Barbados 1,710 1,796 1,711 1,660 1,578 1,601 1,673 1,711 1,801 1,874 2.8 1.5 0.5
Belize 320 362 402 413 445 464 474 498 505 513 ... ... 4.4
Bolivia 5,086 5,279 5,524 5,815 5,910 6,163 6,450 6,752 7,029 7,323 4.4 0.0 4.2
Brazil 440,504 454,445 435,458 436,929 433,332 451,480 478,537 498,810 513,775 529,195 8.7 2.3 1.9
Chile 28,948 32,004 33,188 35,833 40,232 43,043 45,500 50,336 54,044 57,861 2.5 3.4 7.7
Colombia 45,234 46,743 48,547 49,337 51,284 54,272 57,624 61,052 62,328 64,412 5.6 3.8 4.1
Costa Rica 5,349 5,635 5,838 5,959 6,406 6,805 7,106 7,258 7,219 7,441 5.6 2.2 3.5
Dominican Rep. 6,061 6,340 5,985 6,018 6,513 6,705 7,009 7,350 7,897 8,556 7.3 2.3 3.8
Ecuador 12,657 12,573 12,975 13,694 14,228 14,613 15,323 15,714 16,032 16,621 9.4 2.0 3.6
El Salvador 6,187 5,101 5,348 5,539 5,957 6,396 6,783 7,217 7,365 7,663 ... -1.5 5.2
Guatemala 7,354 7,644 7,881 8,170 8,565 8,902 9,261 9,719 10,005 10,411 5.7 1.1 3.9
Guyana 406 382 369 400 432 488 529 556 597 634 1.6 -3.1 6.5
Haiti 2,147 2,115 2,051 1,989 1,695 1,650 1,475 1,541 1,582 1,600 4.4 -0.3 -3.4
Honduras 2,960 3,088 3,091 3,191 3,371 3,581 3,531 3,683 3,820 4,006 5.3 2.3 3.3
Jamaica 3,660 3,914 4,125 4,157 4,228 4,288 4,343 4,376 4,313 4,253 0.1 1.5 1.0
Mexico 245,921 254,196 265,948 275,636 283,519 285,284 298,530 279,204 294,191 315,563 6.6 2.3 2.7
Nicaragua 1,780 1,768 1,766 1,764 1,775 1,758 1,836 1,923 2,023 2,137 0.0 -1.1 2.4
Panama 4,879 4,942 5,313 5,791 6,249 6,569 6,758 6,899 7,066 7,357 6.7 3.7 5.1
Paraguay 5,765 6,093 6,271 6,414 6,528 6,792 6,983 7,307 7,387 7,576 8.4 3.7 2.8
Peru 44,618 38,792 36,869 37,953 37,636 39,852 45,403 49,048 50,127 53,836 4.0 -0.6 4.2
Suriname 313 328 329 338 302 264 258 275 294 308 3.7 -1.2 -0.8
Trinidad & Tobago 4,979 4,932 4,987 5,150 5,077 5,003 5,221 5,355 5,545 5,730 5.1 -2.1 1.9
Uruguay 8,177 8,282 8,355 8,624 9,303 9,582 10,190 10,011 10,539 11,072 3.2 1.0 3.7
Venezuela 60,392 55,262 59,411 65,385 70,208 69,817 68,095 70,639 70,374 74,423 4.0 0.7 3.8
Latin America 1,115,343 1,120,527 1,118,092 1,158,280 1,194,232 1,236,465 1,306,758 1,315,319 1,363,371 1,435,992 6.0 1.6 3.1

TABLE B-2. GROSS DOMESTIC PRODUCT PER CAPITA

Average Annual
Growth Rates

1970 1980 1990
1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p 1980 1990 1997

Country 1990 Dollars In Percent

Argentina 5,274 4,843 4,710 5,128 5,579 5,848 6,259 5,896 6,085 6,512 1.0 -2.4 4.3
Bahamas 12,492 12,515 12,243 11,735 11,328 11,349 11,280 11,145 11,452 11,694 ... 0.7 -1.0
Barbados 6,696 7,010 6,656 6,435 6,092 6,158 6,410 6,532 6,847 7,092 2.4 1.2 0.2
Belize 1,786 1,968 2,128 2,130 2,235 2,271 2,261 2,318 2,289 2,261 ... ... 2.0
Bolivia 809 822 840 864 857 872 891 911 926 942 2.0 -2.0 2.0
Brazil 3,079 3,121 2,942 2,906 2,839 2,916 3,048 3,134 3,185 3,239 6.1 0.3 0.5
Chile 2,285 2,484 2,534 2,690 2,970 3,126 3,251 3,542 3,748 3,957 0.8 1.7 6.9
Colombia 1,445 1,463 1,489 1,484 1,513 1,572 1,638 1,705 1,710 1,738 3.3 1.7 2.5
Costa Rica 1,860 1,906 1,924 1,914 2,007 2,081 2,123 2,120 2,063 2,081 2.7 -0.7 1.3
Dominican Rep. 889 910 842 829 880 889 912 940 992 1,057 4.6 0.1 2.2
Ecuador 1,292 1,254 1,264 1,304 1,325 1,331 1,366 1,371 1,370 1,392 6.3 -0.6 1.5
El Salvador 1,274 1,033 1,063 1,078 1,132 1,186 1,227 1,275 1,271 1,293 ... -2.5 3.3
Guatemala 883 896 901 910 929 941 953 974 977 990 2.9 -1.4 1.4
Guyana 513 481 464 499 534 597 641 666 707 743 0.8 -3.5 6.4
Haiti 345 333 316 300 251 239 210 215 216 214 2.6 -2.1 -6.1
Honduras 644 652 633 635 651 671 643 652 657 670 2.0 -0.9 0.4
Jamaica 1,562 1,662 1,744 1,745 1,763 1,776 1,787 1,788 1,750 1,713 -1.2 0.4 0.4
Mexico 3,070 3,113 3,195 3,250 3,282 3,242 3,333 3,063 3,173 3,347 3.5 0.1 1.0
Nicaragua 522 508 495 481 470 452 458 466 478 491 -2.9 -3.5 -0.5
Panama 2,117 2,102 2,216 2,369 2,508 2,588 2,615 2,622 2,640 2,702 4.0 1.5 3.7
Paraguay 1,452 1,488 1,487 1,478 1,464 1,483 1,485 1,513 1,490 1,489 5.4 0.6 0.0
Peru 2,150 1,833 1,709 1,728 1,684 1,752 1,963 2,084 2,093 2,209 1.2 -2.8 2.7
Suriname 802 830 823 836 738 639 616 650 687 712 3.9 -2.2 -2.2
Trinidad & Tobago 4,132 4,041 4,035 4,121 4,018 3,916 4,042 4,101 4,199 4,292 3.9 -3.4 0.9
Uruguay 2,672 2,692 2,700 2,771 2,972 3,043 3,217 3,142 3,290 3,437 2.8 0.3 3.6
Venezuela 3,257 2,905 3,046 3,274 3,435 3,339 3,185 3,234 3,154 3,267 0.5 -1.9 1.7
Latin America 2,747 2,708 2,653 2,699 2,734 2,782 2,891 2,862 2,918 3,025 3.3 -0.4 1.6
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TABLE B-3. TOTAL CONSUMPTION

Average Annual
Growth Rates

1970 1980 1990
1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p 1980 1990 1997

Country Millions of 1990 U.S. Dollars In Percent

Argentina 131,060 124,304 123,815 138,839 154,472 162,374 172,378 164,155 172,351 183,318 2.5 -0.2 5.0
Bahamas ... ... ... ... ... ... ... ... ... ... ... ... ...
Barbados 1,380 1,432 1,393 1,411 1,350 1,343 1,370 1,413 ... ... 0.3 2.5 ...
Belize 258 279 292 318 325 333 346 375 362 370 ... ... 3.6
Bolivia 4,670 4,797 4,941 5,095 5,252 5,439 5,650 5,849 5,974 6,168 5.3 0.6 3.2
Brazil1 332,003 345,086 341,380 346,248 344,468 362,190 387,294 418,297 432,751 447,735 8.3 2.8 3.3
Chile 21,093 22,679 23,134 25,165 27,987 29,453 31,598 33,451 36,019 38,284 1.6 2.2 6.8
Colombia 35,138 36,600 37,722 38,483 39,418 41,051 43,476 46,227 47,897 49,386 5.6 3.6 3.8
Costa Rica 4,210 4,436 4,626 4,706 4,968 5,281 5,559 5,720 5,840 5,851 4.9 1.8 3.5
Dominican Rep. 5,973 5,878 4,882 5,601 6,287 6,186 6,411 7,331 7,864 9,156 7.4 1.1 5.7
Ecuador 9,120 8,991 9,824 9,277 9,835 10,413 10,659 10,720 11,652 11,270 8.1 3.0 2.9
El Salvador 5,660 4,578 5,258 5,416 5,819 6,264 6,730 7,341 7,466 7,581 ... -0.4 6.5
Guatemala 6,678 6,875 7,053 7,364 7,990 8,294 8,733 9,149 9,234 9,647 5.3 1.2 4.3
Guyana 368 299 282 285 261 327 372 387 421 ... 0.1 -4.5 ...
Haiti 2,054 2,039 1,998 2,060 1,808 1,910 1,672 1,921 1,938 1,956 4.8 0.1 -0.5
Honduras 2,405 2,534 2,475 2,528 2,627 2,669 2,642 2,860 2,879 3,001 5.5 2.7 2.1
Jamaica 2,924 3,129 3,149 3,150 2,957 3,042 3,091 2,773 3,170 ... 4.7 2.1 ...
Mexico 180,569 193,993 207,513 219,295 226,964 228,940 238,892 221,815 222,754 234,407 6.4 2.7 2.4
Nicaragua 1,992 1,760 1,715 1,880 1,845 1,730 1,747 1,768 1,714 1,859 2.4 -1.3 0.7
Panama 3,912 4,436 4,168 4,678 4,829 4,908 4,857 4,805 5,418 5,497 3.1 2.1 2.7
Paraguay 4,465 4,537 5,051 5,255 5,648 5,902 6,728 6,927 7,116 7,285 6.8 4.9 6.1
Peru 35,865 30,049 29,045 30,260 30,348 31,457 34,543 37,092 38,391 40,406 3.0 0.0 3.8
Suriname 244 225 256 277 235 191 155 188 232 255 4.9 -1.0 1.6
Trinidad & Tobago 3,820 3,652 3,437 3,892 3,680 3,817 3,426 3,574 3,734 3,992 5.7 -2.3 1.1
Uruguay 7,034 7,005 6,940 7,239 7,994 8,462 9,003 8,875 9,352 9,816 2.2 1.3 4.3
Venezuela 44,482 42,230 43,986 48,186 52,377 51,749 49,622 49,929 47,856 50,414 12.5 0.1 2.2
Latin America2 847,376 861,823 874,333 916,908 949,745 983,727 1,036,957 1,052,944 1,082,386 1,127,655 6.0 1.9 3.4

1 Includes changes in inventories from 1987.  2 Latin American aggregate excludes Barbados (1996-97), Guyana (1997), and Jamaica (1997).

TABLE B-4. GROSS DOMESTIC INVESTMENT

Average Annual
Growth Rates

1970 1980 1990
1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p 1980 1990 1997

Country Millions of 1990 U.S. Dollars In Percent

Argentina 32,253 25,286 21,446 28,210 37,666 43,695 53,205 44,555 48,253 61,330 4.1 -6.3 11.7
Bahamas ... ... ... ... ... ... ... ... ... ... ... ... ...
Barbados 289 340 322 287 140 206 212 227 ... ... 4.2 0.6 ...
Belize 86 113 115 124 127 147 113 113 109 114 ... ... 0.2
Bolivia 693 588 692 895 943 942 842 946 1,143 1,415 1.6 -4.4 11.6
Brazil1 96,581 97,731 87,092 85,510 78,129 83,718 94,261 106,914 108,812 118,090 9.5 -1.1 2.4
Chile 6,535 8,268 8,719 8,782 10,689 12,955 13,035 17,536 18,843 21,251 3.3 3.8 12.5
Colombia 9,831 9,121 9,004 8,229 11,631 16,064 20,320 22,322 22,011 22,895 7.0 2.0 12.2
Costa Rica 1,384 1,524 1,595 1,382 1,908 2,157 2,035 1,896 1,579 2,100 9.7 1.3 4.1
Dominican Rep. 1,614 1,790 1,505 1,353 1,681 1,806 1,919 2,484 2,735 3,290 11.6 1.5 7.9
Ecuador 2,872 3,088 2,265 3,568 3,227 2,888 3,164 3,563 2,586 3,696 10.7 -5.1 2.3
El Salvador 702 886 741 870 1,116 1,226 1,401 1,614 1,282 1,355 ... -3.2 5.5
Guatemala 1,102 1,123 1,072 1,257 1,622 1,611 1,610 1,643 1,441 1,471 5.0 -2.9 3.4
Guyana 74 125 156 131 129 136 145 159 159 ... 0.6 0.4 ...
Haiti 242 247 250 230 60 55 24 45 45 44 14.8 -1.9 -19.4
Honduras 722 686 710 845 935 1,206 1,308 1,165 1,229 1,254 5.8 -0.6 7.8
Jamaica 943 1,121 1,150 1,219 1,158 1,146 1,162 1,599 1,111 ... -8.6 3.2 ...
Mexico 55,060 56,466 61,545 65,921 77,925 74,858 83,621 49,336 68,789 83,587 9.1 -0.1 5.0
Nicaragua 464 390 340 368 382 375 510 601 719 806 0.3 -2.8 9.5
Panama 431 302 894 1,091 1,523 1,827 2,062 2,231 1,673 1,861 5.0 -1.4 25.5
Paraguay 1,185 1,308 1,434 1,538 1,439 1,473 1,539 1,653 1,652 1,699 16.1 2.8 3.3
Peru 9,561 7,552 7,790 8,004 8,235 9,246 12,167 14,571 13,731 15,538 7.8 -2.0 9.4
Suriname 54 70 70 75 70 67 90 74 86 73 5.2 -2.3 0.4
Trinidad & Tobago 600 710 689 717 539 555 803 691 771 693 17.5 -9.1 -0.3
Uruguay 1,025 1,003 916 1,140 1,343 1,553 1,594 1,557 1,695 1,833 8.2 -6.5 7.8
Venezuela 15,540 6,867 6,071 11,716 16,465 13,226 8,814 12,936 11,412 13,047 4.7 -8.9 8.4
Latin America2 239,841 226,706 216,584 233,464 259,082 273,137 305,957 290,432 311,863 357,442 7.6 -1.7 5.9

1 Excludes Changes in Inventories from 1987.  2 Latin American aggregate excludes Barbados (1996-97), Guyana (1997), and Jamaica (1997).
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TABLE B-5. EXPORTS OF GOODS AND SERVICES1

Average Annual
Growth Rates

1970 1980 1990
1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p 1980 1990 1997

Country Millions of 1990 U.S. Dollars In Percent

Argentina 11,787 12,668 14,800 14,045 14,340 14,682 17,018 20,885 22,201 23,910 5.0 4.1 8.3
Bahamas ... ... ... ... ... ... ... ... ... ... ... ... ...
Barbados 891 984 873 837 779 803 878 891 ... ... 8.3 0.4 ...
Belize 202 230 245 246 293 295 301 290 293 323 ... ... 4.4
Bolivia 706 879 977 1,048 1,060 1,116 1,284 1,401 1,496 1,488 1.5 2.0 6.8
Brazil 35,214 37,004 35,170 35,039 41,446 46,893 46,893 44,845 45,760 49,421 10.3 8.4 3.7
Chile 6,638 7,708 8,372 9,413 10,724 11,103 12,394 13,755 15,135 16,640 9.5 6.8 10.1
Colombia 6,808 7,381 8,679 9,717 10,260 10,898 10,903 11,797 12,292 13,533 5.2 5.1 7.9
Costa Rica 1,567 1,815 1,963 2,138 2,398 2,668 2,878 3,090 3,370 3,508 6.6 5.4 8.6
Dominican Rep. 1,584 1,675 1,832 1,578 1,733 1,862 2,084 4,558 4,922 5,562 8.8 0.1 16.2
Ecuador 3,013 2,962 3,263 3,605 3,951 4,117 4,474 4,696 4,866 5,040 13.2 4.5 6.9
El Salvador 909 786 973 968 1,031 1,342 1,455 1,658 1,768 2,213 ... -4.8 13.8
Guatemala 1,299 1,471 1,568 1,491 1,615 1,771 1,830 2,060 2,242 2,508 5.7 -1.4 6.9
Guyana 249 250 251 292 404 418 447 456 493 ... -2.3 -3.8 ...
Haiti 320 314 318 284 148 202 131 198 211 228 7.6 -0.7 -3.9
Honduras 978 1,027 1,033 1,012 1,092 1,080 971 1,103 1,192 1,203 4.3 0.3 2.0
Jamaica 1,946 1,952 2,217 2,352 2,470 2,575 2,660 2,851 2,994 ... -0.1 3.9 ...
Mexico 46,045 47,090 48,805 51,043 51,902 53,842 63,235 84,095 99,828 117,099 7.8 7.2 12.1
Nicaragua 251 332 392 333 400 415 455 527 726 755 1.4 -4.7 10.8
Panama 3,379 3,791 4,438 6,185 5,663 5,075 4,901 5,380 5,416 6,163 9.9 6.2 6.3
Paraguay 1,448 1,571 1,880 2,018 1,936 2,702 2,877 3,362 2,972 2,948 10.5 5.5 8.2
Peru 4,080 4,844 4,120 4,594 4,631 4,796 5,693 6,130 6,824 7,725 3.3 -2.6 6.0
Suriname 92 124 93 67 146 76 78 108 107 126 4.5 -7.4 0.2
Trinidad & Tobago 2,037 1,969 2,289 2,486 2,474 2,522 2,682 2,957 3,117 3,257 1.9 1.9 6.5
Uruguay 1,736 1,916 2,159 2,215 2,433 2,499 3,019 2,992 3,293 3,726 7.0 4.6 8.7
Venezuela 15,560 16,423 18,806 19,608 19,208 21,517 23,252 24,224 26,247 28,862 -3.5 1.7 7.3
Latin America2 148,737 157,166 165,513 172,616 182,537 195,269 212,794 244,309 267,765 296,238 4.6 4.9 8.2

1 Non-Factor Services.  2 Latin American aggregate excludes Barbados (1996-97), Guyana (1997), and Jamaica (1997).

TABLE B-6. IMPORTS OF GOODS AND SERVICES1

Average Annual
Growth Rates

1970 1980 1990
1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p 1980 1990 1997

Country Millions of 1990 U.S. Dollars In Percent

Argentina 8,248 6,894 6,846 12,020 20,009 22,694 27,802 24,587 28,497 36,248 9.0 -3.8 23.1
Bahamas ... ... ... ... ... ... ... ... ... ... ... ... ...
Barbados 849 961 878 876 692 751 788 820 ... ... 4.4 1.6 ...
Belize 225 259 248 276 301 311 286 279 259 295 ... ... 1.6
Bolivia 982 985 1,086 1,223 1,344 1,335 1,326 1,444 1,584 1,747 3.0 0.6 7.4
Brazil 23,294 25,377 28,184 29,868 30,710 41,322 49,912 71,246 73,548 86,051 9.2 -0.1 16.5
Chile 5,319 6,651 7,037 7,526 9,168 10,468 11,527 14,406 15,953 18,314 4.6 3.2 13.5
Colombia 6,544 6,359 6,858 7,093 10,025 13,741 17,074 19,294 19,872 21,403 7.4 2.1 16.4
Costa Rica 1,812 2,141 2,346 2,267 2,868 3,302 3,367 3,448 3,570 4,018 7.6 3.1 8.2
Dominican Rep. 3,109 3,003 2,233 2,514 3,188 3,149 3,406 7,023 7,624 9,453 10.1 -1.9 15.4
Ecuador 2,348 2,469 2,377 2,757 2,785 2,806 2,973 3,266 3,073 3,384 9.8 -1.1 4.0
El Salvador 1,083 1,148 1,624 1,715 2,009 2,437 2,803 3,396 3,152 3,486 ... -1.6 14.9
Guatemala 1,724 1,825 1,812 1,943 2,662 2,774 2,912 3,133 2,912 3,214 4.5 -3.0 7.3
Guyana 285 292 320 308 363 393 436 446 477 ... -2.8 -3.6 ...
Haiti 469 486 515 584 322 516 352 624 611 628 14.5 -0.2 3.3
Honduras 1,146 1,160 1,127 1,194 1,284 1,374 1,389 1,445 1,480 1,452 5.1 -0.5 2.9
Jamaica 2,152 2,287 2,390 2,565 2,357 2,475 2,570 2,847 2,961 ... -1.0 5.9 ...
Mexico 35,753 43,353 51,915 60,624 73,272 72,357 87,218 76,043 97,179 119,530 12.0 4.4 13.5
Nicaragua 927 714 682 817 852 763 876 972 1,136 1,284 7.2 1.2 7.6
Panama 2,843 3,588 4,187 6,163 5,765 5,242 5,062 5,517 5,441 6,164 5.7 2.8 7.0
Paraguay 1,334 1,323 2,093 2,397 2,495 3,284 4,161 4,635 4,353 4,356 11.2 8.1 16.1
Peru 4,888 3,652 4,086 4,906 5,577 5,647 6,999 8,745 8,819 9,834 4.3 -1.4 13.2
Suriname 76 91 90 80 150 70 66 95 131 146 6.6 -7.6 6.0
Trinidad & Tobago 1,477 1,399 1,427 1,946 1,616 1,891 1,690 1,868 2,077 2,212 13.1 -2.9 5.9
Uruguay 1,618 1,641 1,659 1,970 2,468 2,932 3,427 3,413 3,801 4,304 6.7 -0.2 12.8
Venezuela 15,190 10,259 9,451 14,125 17,841 16,675 13,594 16,449 15,141 17,899 9.2 -7.1 7.2
Latin America2 123,696 128,316 141,472 167,757 200,121 218,708 252,017 275,442 303,651 355,422 8.9 0.6 13.6

1 Non-Factor Services.  2 Latin American aggregate excludes Barbados (1996-97), Guyana (1997), and Jamaica (1997).
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TABLE B-7. VALUE ADDED BY AGRICULTURE, FORESTRY AND FISHING

Average Annual
Growth Rates

1970 1980 1990
1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p 1980 1990 1997

Country Millions of 1990 U.S. Dollars In Percent

Argentina 12,559 11,481 12,446 12,976 12,852 13,249 13,730 14,050 14,275 14,346 2.4 0.7 2.8
Bahamas ... ... ... ... ... ... ... ... ... ... ... ... ...
Barbados 81 74 79 77 69 66 66 66 77 79 -0.6 -1.8 0.9
Belize 61 65 74 76 87 87 89 95 103 115 ... ... 7.3
Bolivia 823 811 848 932 892 929 779 790 824 863 5.7 1.7 0.8
Brazil 29,821 30,671 29,530 30,346 31,976 31,583 33,942 35,941 37,063 ... 5.4 3.1 ...
Chile 2,509 2,666 2,909 2,979 3,344 3,441 3,701 3,957 4,109 4,101 2.3 5.8 5.5
Colombia 7,141 7,448 7,882 8,210 8,059 8,320 8,398 8,838 8,856 8,873 4.3 2.9 2.2
Costa Rica 837 899 922 979 1,019 1,043 1,074 1,117 1,113 1,105 2.7 2.8 2.6
Dominican Rep. 934 955 873 910 965 972 954 1,012 1,108 1,146 3.1 0.8 2.3
Ecuador 1,598 1,641 1,740 1,844 1,907 1,875 1,948 2,010 2,081 2,146 3.5 4.3 3.4
El Salvador 863 859 915 912 985 960 937 980 999 995 ... -1.8 1.9
Guatemala 1,901 1,959 2,040 2,103 2,166 2,211 2,268 2,347 2,407 2,474 4.8 1.3 3.0
Guyana 148 140 124 139 164 172 188 202 214 218 0.1 -3.3 5.7
Haiti 716 708 682 681 674 657 645 580 579 564 1.4 -0.7 -2.8
Honduras 555 610 617 655 678 674 680 739 758 782 2.3 2.6 3.1
Jamaica 263 239 267 266 301 331 356 363 375 338 0.7 0.3 4.4
Mexico 20,162 19,708 20,871 21,072 20,863 21,158 21,352 21,564 21,814 22,120 3.4 1.6 1.5
Nicaragua 502 548 548 525 537 536 601 635 682 743 -0.9 -2.5 3.9
Panama 470 498 504 510 533 534 548 572 576 570 0.8 2.4 1.7
Paraguay 1,582 1,706 1,742 1,726 1,726 1,825 1,810 1,961 1,986 2,068 6.3 4.5 2.4
Peru 3,008 2,865 2,681 2,733 2,566 2,832 3,265 3,426 3,623 3,754 0.4 1.4 3.4
Suriname 34 33 33 39 39 38 35 34 33 32 3.5 0.6 -0.6
Trinidad & Tobago 101 107 125 129 127 138 139 135 140 139 -0.6 -1.3 3.3
Uruguay 913 946 947 969 1,084 1,045 1,140 1,176 1,275 1,261 1.4 1.7 3.7
Venezuela 3,427 3,251 3,201 3,276 3,344 3,445 3,407 3,389 3,454 3,548 3.3 2.0 1.1
Latin America 91,010 90,888 92,598 95,064 96,955 98,120 102,053 105,979 108,522 … 3.8 2.1 ...

TABLE B-8. VALUE ADDED BY INDUSTRY

Average Annual
Growth Rates

1970 1980 1990
1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p 1980 1990 1997

Country Millions of 1990 U.S. Dollars In Percent

Argentina 63,394 57,131 55,194 61,195 68,028 72,552 78,312 73,674 77,540 ... 2.1 -2.3 ...
Bahamas ... ... ... ... ... ... ... ... ... ... ... ... ...
Barbados 259 275 270 207 232 231 243 260 266 276 2.5 1.2 0.0
Belize 70 81 90 94 102 111 106 109 107 109 ... ... 3.7
Bolivia 1,523 1,645 1,761 1,835 1,868 1,970 2,062 2,206 2,280 2,359 3.4 -1.3 4.6
Brazil 149,583 153,903 141,087 138,293 132,850 141,715 151,659 154,412 158,303 ... 9.1 1.1 ...
Chile 12,403 13,446 13,639 14,771 15,914 16,936 17,803 19,313 20,735 22,074 1.8 3.5 6.4
Colombia 16,749 17,502 17,831 17,925 18,290 19,023 19,925 21,077 21,205 21,714 5.0 5.1 2.7
Costa Rica 1,399 1,465 1,500 1,518 1,653 1,775 1,851 1,890 1,816 1,917 8.3 1.8 3.4
Dominican Rep. 2,001 2,122 1,989 1,922 2,180 2,230 2,420 2,476 2,657 2,952 10.4 2.6 4.2
Ecuador 5,342 5,025 4,935 5,171 5,383 5,669 6,077 6,237 6,293 6,527 13.7 0.9 3.3
El Salvador 1,363 1,400 1,430 1,488 1,625 1,618 1,747 1,864 1,896 2,043 ... -2.7 4.8
Guatemala 1,485 1,537 1,560 1,599 1,714 1,770 1,823 1,911 1,965 2,072 7.0 0.4 3.8
Guyana 94 81 81 92 95 114 123 125 140 156 -0.4 -5.8 8.6
Haiti 511 509 472 417 286 283 195 226 242 251 7.1 -1.6 -8.5
Honduras 685 731 725 731 812 890 832 882 919 952 5.6 2.6 3.4
Jamaica 1,447 1,666 1,781 1,748 1,756 1,745 1,745 1,746 1,733 ... -1.9 1.8 ...
Mexico 67,556 71,467 75,578 78,196 80,559 80,653 84,379 78,350 86,475 94,432 7.2 2.3 3.5
Nicaragua 397 386 377 392 381 383 394 418 442 465 0.9 -0.6 2.4
Panama 735 706 778 897 988 1,137 1,185 1,201 1,241 1,288 5.3 0.1 7.8
Paraguay 1,485 1,562 1,605 1,643 1,684 1,743 1,819 1,908 1,913 1,943 10.6 3.5 2.8
Peru 17,189 14,673 14,068 14,762 14,627 15,679 18,623 20,062 20,185 22,306 4.0 -1.0 5.4
Suriname 84 83 82 80 81 68 63 80 90 93 4.4 -3.1 1.3
Trinidad & Tobago 2,237 2,215 2,251 2,331 2,276 2,145 2,312 2,388 2,452 2,535 4.7 -3.2 1.7
Uruguay 2,758 2,743 2,678 2,714 2,830 2,703 2,784 2,677 2,787 2,938 3.9 -1.2 0.9
Venezuela 29,343 26,863 29,832 33,112 34,996 36,017 35,877 37,837 39,063 41,934 3.4 1.7 5.7
Latin America 380,093 379,215 371,594 383,133 391,210 409,159 434,357 433,328 452,746 … 5.8 0.8 ...
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TABLE B-9. INDUSTRY: VALUE ADDED BY MINING AND QUARRYING

Average Annual
Growth Rates

1970 1980 1990
1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p 1980 1990 1997

Country Millions of 1990 U.S. Dollars In Percent

Argentina 4,295 4,261 4,383 4,508 5,009 5,511 5,998 6,397 6,883 ... 3.4 0.6 ...
Bahamas ... ... ... ... ... ... ... ... ... ... ... ... ...
Barbados 1 1 10 1 1 1 1 1 1 1 11.4 30.1 2.2
Belize 1 2 2 3 3 3 3 3 3 3 ... ... 7.4
Bolivia 459 526 566 579 586 621 642 689 682 680 -0.4 -0.6 3.3
Brazil 6,035 6,274 6,446 6,506 6,557 6,593 6,903 7,117 7,810 ... 7.7 7.4 ...
Chile 4,693 5,059 5,106 5,738 5,656 5,646 6,149 6,722 7,594 8,206 2.8 3.9 6.2
Colombia 3,824 4,269 4,522 4,493 4,319 4,248 4,317 5,084 5,475 5,656 -1.8 17.8 3.6
Costa Rica1 ... ... ... ... ... ... ... ... ... ... ... ... ...
Dominican Rep. 256 254 224 211 174 111 210 229 235 242 18.0 -1.6 -0.6
Ecuador 2,153 1,944 1,926 2,089 2,210 2,452 2,713 2,816 2,763 2,891 10.4 2.4 5.1
El Salvador 20 20 20 22 23 26 29 30 32 33 ... 2.3 6.3
Guatemala 20 21 20 21 28 31 32 37 45 58 23.9 -0.2 13.6
Guyana 38 28 33 40 35 52 56 50 57 66 -4.3 -6.3 11.3
Haiti 3 3 3 3 2 2 2 3 3 4 -2.0 -21.2 2.9
Honduras 45 51 47 49 54 56 54 63 67 71 3.8 -0.6 4.2
Jamaica 230 312 383 404 394 396 423 394 424 ... 3.7 1.3 ...
Mexico 6,094 6,054 6,223 6,272 6,384 6,441 6,604 6,428 6,963 7,263 8.6 4.3 2.3
Nicaragua 9 12 9 9 11 11 10 13 17 21 -13.9 -8.1 7.2
Panama 4 3 4 6 9 10 11 10 10 11 4.1 -4.5 20.8
Paraguay 20 22 22 23 25 24 26 26 27 27 26.7 6.7 2.9
Peru 1,026 976 891 911 887 959 1,001 1,024 1,050 1,111 6.5 -3.5 1.6
Suriname 9 10 10 10 10 11 14 14 15 18 -2.5 -0.4 7.3
Trinidad & Tobago 1,067 1,054 1,060 1,027 976 889 942 945 928 891 3.1 -3.2 -2.1
Uruguay 18 19 15 18 20 22 24 29 31 32 ... ... 7.1
Venezuela 11,836 11,804 13,830 14,995 15,268 16,650 17,598 18,657 20,177 21,966 0.6 2.5 8.1
Latin America 42,157 42,979 45,755 47,938 48,641 50,767 53,761 56,781 61,293 … 3.4 3.5 ...

1 Included in Manufacturing.

TABLE B-10. INDUSTRY: VALUE ADDED BY MANUFACTURING

Average Annual
Growth Rates

1970 1980 1990
1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p 1980 1990 1997

Country Millions of 1990 U.S. Dollars In Percent

Argentina 45,444 41,994 41,046 45,095 49,716 52,269 55,509 51,642 54,328 59,869 1.6 -2.1 4.5
Bahamas ... ... ... ... ... ... ... ... ... ... ... ... ...
Barbados 115 121 118 113 102 99 106 114 114 117 5.0 -0.5 -0.4
Belize 43 48 53 53 57 60 63 65 65 67 ... ... 4.3
Bolivia 828 869 937 982 983 1,023 1,078 1,152 1,197 1,248 6.8 -0.9 4.6
Brazil 103,652 106,637 96,549 94,268 90,413 97,596 105,416 107,103 107,981 ... 9.1 0.8 ...
Chile 5,377 5,966 6,025 6,346 7,071 7,584 7,893 8,488 8,784 9,174 1.2 2.9 5.5
Colombia 8,798 9,292 9,685 9,764 10,202 10,370 10,532 10,638 10,351 10,610 6.0 2.8 1.7
Costa Rica1 1,066 1,103 1,131 1,155 1,274 1,356 1,403 1,454 1,394 1,457 7.9 2.1 3.5
Dominican Rep. 1,016 1,063 1,018 1,044 1,172 1,195 1,229 1,221 1,267 1,366 9.0 2.4 3.2
Ecuador 2,624 2,494 2,511 2,591 2,684 2,751 2,872 2,935 3,033 3,129 9.8 0.7 2.9
El Salvador 1,078 1,107 1,161 1,230 1,351 1,331 1,429 1,527 1,551 1,677 ... -2.9 5.3
Guatemala 1,134 1,161 1,186 1,214 1,254 1,290 1,329 1,372 1,398 1,433 6.0 0.4 2.7
Guyana2 42 39 34 37 44 46 49 55 59 64 4.8 -6.8 6.5
Haiti 354 347 323 265 208 207 138 151 156 157 7.1 -1.8 -9.4
Honduras 430 446 449 457 485 515 506 534 558 593 6.4 2.3 3.6
Jamaica 720 774 804 744 756 741 744 735 713 684 -1.5 1.7 -1.5
Mexico 48,652 52,149 55,312 57,532 58,837 58,393 60,769 57,837 64,115 70,399 7.1 2.3 3.8
Nicaragua 308 302 298 317 300 300 303 312 319 329 3.0 -1.3 1.1
Panama 436 441 502 555 606 644 671 673 678 700 3.9 1.2 5.9
Paraguay 998 1,057 1,084 1,096 1,100 1,122 1,139 1,173 1,147 1,159 8.3 3.1 1.2
Peru 12,515 10,554 9,942 10,556 10,306 10,801 12,503 13,070 13,423 14,295 3.5 -1.2 3.9
Suriname 39 39 40 38 34 29 29 29 31 31 3.5 -3.8 -2.9
Trinidad & Tobago 620 652 670 726 744 722 769 798 845 905 2.0 -1.0 4.2
Uruguay 2,232 2,228 2,195 2,184 2,217 2,018 2,100 2,040 2,122 2,246 3.1 -0.8 0.1
Venezuela 13,041 11,499 12,193 13,382 13,723 13,580 13,249 14,300 13,921 14,485 5.6 3.2 2.9
Latin America 251,563 252,384 245,265 251,744 255,640 266,041 281,827 279,416 289,549 … 5.8 0.6 ...

1 Includes Mining and Quarrying.  2 Includes Electricity, Gas and Water.
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TABLE B-11. INDUSTRY: VALUE ADDED BY CONSTRUCTION

Average Annual
Growth Rates

1970 1980 1990
1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p 1980 1990 1997

Country Millions of 1990 U.S. Dollars In Percent

Argentina 10,763 8,123 6,812 8,540 9,986 11,109 12,793 11,399 11,524 13,921 3.3 -6.0 7.0
Bahamas ... ... ... ... ... ... ... ... ... ... ... ... ...
Barbados 99 107 96 89 82 84 86 93 97 101 -0.9 1.2 -0.7
Belize 19 24 27 29 32 37 30 29 27 26 ... ... 0.5
Bolivia 156 165 170 180 200 211 214 227 250 269 3.5 -6.0 6.3
Brazil 30,564 31,508 28,436 27,450 25,649 26,914 28,488 28,528 30,089 ... 9.0 -0.2 ...
Chile 1,430 1,589 1,748 1,721 1,956 2,416 2,390 2,627 2,865 3,060 -0.3 5.9 8.5
Colombia 3,009 2,764 2,403 2,408 2,583 3,053 3,641 3,831 3,812 3,828 4.6 3.2 4.2
Costa Rica 171 192 188 173 178 207 220 202 182 212 9.4 -1.7 1.3
Dominican Rep. 637 721 671 588 731 805 858 907 1,025 1,201 11.1 5.3 6.6
Ecuador 588 611 520 515 513 491 517 510 523 533 5.3 -2.3 -1.7
El Salvador 206 213 186 205 218 226 252 267 274 290 ... -3.1 3.9
Guatemala 158 170 157 159 200 193 193 210 212 223 11.9 -3.0 3.5
Guyana 15 14 15 15 15 16 19 21 24 27 1.0 -1.1 8.1
Haiti 132 136 124 128 59 57 43 56 66 73 13.4 0.6 -7.5
Honduras 137 157 141 138 184 223 183 184 177 164 3.6 1.9 0.5
Jamaica 405 477 485 488 490 488 457 490 463 489 -6.9 1.9 0.3
Mexico 9,545 9,748 10,426 10,678 11,511 11,833 12,830 9,820 10,940 12,055 6.6 0.4 2.7
Nicaragua 63 53 50 46 50 51 60 70 82 89 -1.5 7.9 6.6
Panama 83 50 58 135 185 260 266 277 265 278 6.8 -11.1 24.1
Paraguay 337 345 342 352 370 380 394 409 422 434 19.0 2.8 2.9
Peru 3,428 2,924 3,017 3,069 3,202 3,662 4,838 5,672 5,411 6,564 5.1 0.5 10.6
Suriname 27 24 21 20 24 17 11 25 30 29 8.3 -5.1 2.6
Trinidad & Tobago 490 449 459 513 487 466 529 571 601 657 12.4 -6.2 4.9
Uruguay 322 329 281 310 358 432 438 368 384 395 8.6 -5.9 2.3
Venezuela 3,410 2,489 2,682 3,512 4,728 4,469 3,693 3,509 3,577 4,028 9.4 -5.3 6.2
Latin America 66,191 63,385 59,515 61,462 63,992 68,100 73,443 70,304 73,320 … 6.6 -1.2 ...

TABLE B-12. INDUSTRY: VALUE ADDED BY ELECTRICITY, GAS AND WATER

Average Annual
Growth Rates

1970 1980 1990
1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p 1980 1990 1997

Country Millions of 1990 U.S. Dollars In Percent

Argentina 2,891 2,752 2,953 3,051 3,317 3,664 4,011 4,235 4,804 ... 7.1 3.1 ...
Bahamas ... ... ... ... ... ... ... ... ... ... ... ... ...
Barbados 44 45 46 5 47 47 49 52 53 56 7.2 4.8 2.7
Belize 7 7 8 9 10 11 11 12 12 13 ... ... 7.7
Bolivia 79 84 89 95 100 115 128 139 151 163 5.1 4.8 8.6
Brazil 9,332 9,483 9,656 10,069 10,232 10,612 10,852 11,664 12,423 ... 11.5 6.4 ...
Chile 903 833 760 965 1,231 1,291 1,371 1,475 1,493 1,635 5.0 2.0 8.8
Colombia 1,118 1,177 1,222 1,259 1,186 1,352 1,436 1,524 1,566 1,621 8.7 4.8 4.1
Costa Rica 162 170 181 189 201 212 228 234 240 248 10.1 6.0 4.8
Dominican Rep. 92 84 76 80 103 119 123 118 130 144 8.4 0.2 6.9
Ecuador -23 -24 -23 -24 -24 -25 -25 -24 -25 -26 9.3 9.6 0.9
El Salvador 59 59 62 31 32 35 37 39 40 42 ... 1.6 -4.1
Guatemala 172 186 197 205 232 255 269 292 310 357 9.3 4.5 8.5
Guyana1 ... ... ... ... ... ... ... ... ... ... ... ... ...
Haiti 22 23 22 20 16 17 12 15 17 17 12.6 4.8 -3.8
Honduras 73 77 87 88 88 95 88 101 117 125 12.0 9.5 6.3
Jamaica 92 102 109 111 116 121 122 127 133 ... 4.1 5.1 ...
Mexico 3,265 3,515 3,617 3,714 3,826 3,986 4,176 4,266 4,457 4,715 9.4 6.0 3.7
Nicaragua 17 18 20 20 20 21 21 23 24 25 2.4 2.2 4.2
Panama 212 213 214 202 189 223 237 241 289 298 9.5 6.1 4.3
Paraguay 130 138 157 171 190 217 261 300 318 323 18.8 8.8 11.2
Peru 220 217 218 227 232 257 280 297 301 335 9.3 3.7 5.6
Suriname 10 10 11 12 12 11 10 12 14 15 10.2 3.3 4.7
Trinidad & Tobago 60 60 62 65 69 68 72 75 77 81 6.6 6.6 3.9
Uruguay 186 167 187 203 234 231 223 239 250 265 4.2 4.0 5.9
Venezuela 1,057 1,070 1,126 1,223 1,278 1,318 1,337 1,371 1,388 1,455 8.6 5.3 3.9
Latin America 20,182 20,468 21,058 21,989 22,937 24,251 25,327 26,828 28,584 … 9.3 5.3 ...

1 Included in Manufacturing.
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TABLE B-13. VALUE ADDED BY SERVICES

Average Annual
Growth Rates

1970 1980 1990
1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p 1980 1990 1997

Country Millions of 1990 U.S. Dollars In Percent

Argentina 90,899 86,753 85,576 94,902 105,590 112,256 122,757 117,284 122,493 ... 3.0 -0.1 ...
Bahamas ... ... ... ... ... ... ... ... ... ... ... ... ...
Barbados 967 1,003 910 961 886 900 931 950 992 1,029 3.3 1.2 0.3
Belize 139 160 175 179 193 201 208 215 216 222 ... ... 4.2
Bolivia 2,313 2,387 2,457 2,558 2,649 2,748 2,860 2,960 3,091 3,231 4.9 0.5 3.9
Brazil 187,196 194,119 193,949 202,143 200,753 214,207 225,488 233,511 241,295 ... 8.2 3.2 ...
Chile 12,621 13,974 14,563 15,729 17,955 19,135 20,055 22,125 23,632 25,364 3.2 2.3 7.7
Colombia 21,344 21,792 22,834 23,202 24,935 26,929 29,301 31,137 32,267 33,824 6.5 3.2 5.6
Costa Rica 3,113 3,271 3,416 3,462 3,735 3,987 4,180 4,251 4,290 4,419 5.4 2.1 3.8
Dominican Rep. 3,127 3,263 3,122 3,186 3,369 3,503 3,634 3,863 4,132 4,458 7.5 2.6 4.0
Ecuador 5,716 5,906 6,300 6,679 6,937 7,068 7,299 7,467 7,658 7,948 8.4 2.2 3.8
El Salvador 3,961 2,843 3,004 3,139 3,347 3,818 4,099 4,374 4,470 4,625 ... -0.7 6.3
Guatemala 3,968 4,148 4,282 4,468 4,685 4,920 5,170 5,461 5,634 5,865 5.6 1.3 4.4
Guyana 120 118 121 121 123 127 136 144 154 163 3.2 -0.4 4.1
Haiti 919 898 897 891 735 711 635 735 762 786 5.7 0.9 -1.7
Honduras 1,389 1,428 1,408 1,418 1,491 1,626 1,606 1,668 1,724 1,816 9.2 2.0 3.1
Jamaica 1,951 2,009 2,077 2,143 2,171 2,212 2,242 2,266 2,205 ... 1.9 1.4 ...
Mexico 158,203 163,022 169,498 176,368 182,097 183,473 192,799 179,289 185,902 199,011 6.8 2.4 2.5
Nicaragua 881 834 841 847 857 839 841 871 899 929 0.2 -0.2 1.4
Panama 3,674 3,738 4,031 4,384 4,728 4,898 5,025 5,126 5,249 5,499 8.1 4.7 4.9
Paraguay 2,697 2,825 2,924 3,046 3,119 3,225 3,354 3,437 3,488 3,565 8.5 3.4 3.0
Peru 24,420 21,255 20,120 20,459 20,444 21,341 23,515 25,560 26,319 27,777 4.4 -0.5 3.4
Suriname 169 186 184 188 177 151 137 145 151 162 5.0 -0.6 -1.7
Trinidad & Tobago 2,641 2,610 2,611 2,690 2,674 2,721 2,771 2,833 2,952 3,056 5.8 -1.0 2.0
Uruguay 4,506 4,594 4,730 4,940 5,390 5,834 6,266 6,158 6,477 6,873 3.1 2.3 5.2
Venezuela 27,622 25,148 26,378 28,997 31,868 30,355 28,811 29,414 27,857 28,940 4.6 -0.4 1.8
Latin America 564,558 568,283 576,410 607,099 630,908 657,187 694,122 691,245 714,309 … 6.0 1.9 ...

TABLE B-14. SERVICES: VALUE ADDED BY WHOLESALE AND RETAIL TRADE

Average Annual
Growth Rates

1970 1980 1990
1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p 1980 1990 1997

Country Millions of 1990 U.S. Dollars In Percent

Argentina 25,898 24,066 23,897 27,564 31,536 32,852 35,641 32,815 ... ... 3.3 -1.5 ...
Bahamas ... ... ... ... ... ... ... ... ... ... ... ... ...
Barbados 301 308 293 275 253 259 272 281 299 313 2.1 1.8 0.2
Belize 46 56 63 62 66 69 72 74 73 79 ... ... 4.3
Bolivia 600 636 671 714 728 750 777 798 831 868 6.2 2.1 4.0
Brazil 41,592 42,715 39,738 39,405 38,459 41,167 43,588 46,826 49,201 ... 9.2 1.0 ...
Chile 4,105 4,754 4,974 5,452 6,409 6,875 7,227 8,250 9,023 9,762 3.2 3.1 9.4
Colombia 6,557 6,677 6,865 6,895 7,071 7,717 8,186 8,611 8,585 8,920 5.7 2.4 3.7
Costa Rica 1,062 1,119 1,173 1,175 1,322 1,421 1,492 1,517 1,526 1,586 5.3 1.3 4.5
Dominican Rep. 1,029 1,046 904 946 1,027 1,090 1,151 1,280 1,405 1,568 6.7 0.0 5.2
Ecuador 2,592 2,647 2,747 2,855 2,942 2,992 3,100 3,168 3,306 3,415 8.4 1.7 3.2
El Salvador 763 789 814 865 1,158 1,032 1,127 1,248 1,265 1,320 ... -3.2 6.6
Guatemala 1,805 1,868 1,898 1,977 2,066 2,150 2,272 2,410 2,475 2,568 5.2 -0.1 4.1
Guyana 22 21 22 23 24 25 27 28 30 31 2.2 -3.1 5.2
Haiti 357 357 354 343 206 176 132 164 165 166 5.7 -0.2 -9.1
Honduras 335 320 318 325 334 361 361 382 399 413 5.1 -0.9 3.2
Jamaica 802 829 868 887 934 971 988 1,027 1,041 ... -2.3 2.0 ...
Mexico 60,903 63,198 65,773 68,612 71,072 70,120 74,873 63,228 65,817 72,333 5.6 1.9 1.7
Nicaragua 420 408 409 429 435 425 432 454 477 501 -0.4 -0.6 2.6
Panama 632 667 810 934 1,054 1,110 1,163 1,150 1,136 1,233 5.3 1.2 8.0
Paraguay1 1,462 1,530 1,585 1,655 1,664 1,728 1,802 1,830 1,812 1,840 8.5 3.5 2.3
Peru 8,421 7,078 6,877 7,107 6,853 7,147 8,390 9,248 9,600 10,320 6.1 -0.9 4.8
Suriname 50 65 61 60 64 40 35 39 40 47 3.9 -5.2 -4.0
Trinidad & Tobago 877 826 716 745 739 763 805 828 903 1,011 4.6 -2.7 2.6
Uruguay 1,062 1,052 1,054 1,142 1,297 1,513 1,664 1,510 1,595 1,725 4.2 0.2 6.4
Venezuela 11,954 10,070 10,450 11,289 12,420 11,919 10,967 10,978 9,943 10,358 2.9 -0.7 0.4
Latin America 173,646 173,102 173,331 181,735 190,133 194,673 206,544 198,143 … … 5.6 0.8 ...

1 Includes Financial Services except property rents.
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a

TABLE B-15. SERVICES:  VALUE ADDED BY TRANSPORT AND COMMUNICATION

Average Annual
Growth Rates

1970 1980 1990
1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p 1980 1990 1997

Country Millions of 1990 U.S. Dollars In Percent

Argentina 8,387 8,296 8,033 8,866 10,003 10,551 11,569 11,598 ... ... 2.0 0.9 ...
Bahamas ... ... ... ... ... ... ... ... ... ... ... ... ...
Barbados 114 122 122 119 115 116 120 123 128 132 2.2 3.3 1.0
Belize 26 33 37 40 48 51 51 54 56 57 ... ... 7.1
Bolivia 453 488 515 548 574 599 635 672 731 781 8.6 3.6 6.0
Brazil 17,945 19,398 19,687 21,549 22,383 23,888 25,522 27,748 33,577 ... 11.4 6.1 ...
Chile 1,841 2,104 2,269 2,460 2,887 3,054 3,219 3,691 4,080 4,605 4.0 4.9 10.3
Colombia 4,131 4,264 4,423 4,575 4,819 5,028 5,320 5,639 5,892 6,146 7.8 2.8 4.7
Costa Rica 253 277 296 304 347 384 414 439 450 468 10.9 4.7 6.8
Dominican Rep. 466 497 465 497 572 608 639 704 780 874 9.5 3.0 7.3
Ecuador 993 1,072 1,120 1,187 1,255 1,312 1,366 1,408 1,451 1,497 11.0 4.7 4.3
El Salvador 365 369 393 411 450 480 508 536 542 562 ... -0.3 5.4
Guatemala 536 591 628 665 715 749 780 840 870 924 8.1 2.8 5.7
Guyana 26 24 25 25 26 27 30 32 36 39 2.8 -0.1 6.0
Haiti 43 45 45 42 37 33 19 21 21 21 4.2 -1.1 -8.9
Honduras 157 167 173 178 186 192 187 201 210 218 4.8 4.9 3.4
Jamaica 332 345 357 372 392 423 444 489 533 ... 2.2 3.7 ...
Mexico 21,764 22,666 24,173 25,585 27,532 28,445 30,922 29,398 31,962 34,998 10.9 2.7 5.6
Nicaragua 70 68 68 71 73 70 69 73 76 80 1.2 -1.3 2.1
Panama 846 823 847 868 900 871 910 995 1,022 1,066 19.8 10.3 3.3
Paraguay 223 233 242 254 260 269 280 290 297 305 9.0 4.3 3.4
Peru 2,236 2,027 1,917 1,956 1,997 2,108 2,257 2,454 2,626 ... 6.2 0.2 ...
Suriname 21 20 19 21 20 24 23 22 25 27 4.3 -0.9 3.9
Trinidad & Tobago 391 401 402 414 408 409 402 414 421 530 6.2 3.7 3.6
Uruguay 499 541 544 595 668 745 863 918 968 1,013 3.2 2.0 8.2
Venezuela 2,910 2,727 2,716 2,845 3,001 3,028 2,925 3,021 3,056 3,256 7.4 -0.6 2.2
Latin America 65,027 67,597 69,515 74,449 79,667 83,463 89,474 91,777 … … 8.2 3.2 ...

TABLE B-16. SERVICES: VALUE ADDED BY FINANCIAL SERVICES

Average Annual
Growth Rates

1970 1980 1990
1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p 1980 1990 1997

Country Millions of 1990 U.S. Dollars In Percent

Argentina 23,324 21,469 21,014 24,763 28,276 30,873 34,821 32,930 ... ... 4.1 -0.9 ...
Bahamas ... ... ... ... ... ... ... ... ... ... ... ... ...
Barbados1 ... ... ... ... ... ... ... ... ... ... ... ... ...
Belize 14 15 16 17 17 18 19 20 21 21 ... 3.1 4.1
Bolivia 477 463 471 481 499 522 549 563 586 603 6.3 -2.0 3.6
Brazil2 25,985 26,341 25,520 23,469 22,385 21,903 21,285 19,706 17,954 ... 7.5 a 2.5 ...
Chile 3,117 3,428 3,467 3,951 4,277 4,529 4,860 5,257 5,566 5,909 4.1 0.7 7.9
Colombia 4,770 4,792 5,320 5,432 6,239 7,299 8,639 9,207 9,644 10,008 6.1 3.4 9.4
Costa Rica 633 676 719 729 788 863 912 906 917 947 4.5 4.3 4.0
Dominican Rep. 596 649 672 677 681 680 685 694 706 726 6.9 5.3 1.1
Ecuador3 1,002 1,042 1,270 1,449 1,537 1,567 1,627 1,674 1,673 1,791 7.7 0.1 5.0
El Salvador4 1,836 704 730 751 796 1,151 1,258 1,320 1,356 1,398 ... ... 9.7
Guatemala 664 690 722 754 787 826 868 928 969 1,024 3.9 2.4 5.1
Guyana 37 38 39 39 40 41 44 47 51 54 3.6 1.7 4.7
Haiti 118 118 124 126 120 112 100 104 106 107 7.5 1.8 -2.1
Honduras 361 384 398 424 452 489 516 548 577 622 22.4 4.5 6.6
Jamaica 277 293 308 349 309 276 273 209 91 ... ... ... ...
Mexico 30,241 31,134 32,209 33,245 34,345 35,589 37,065 37,876 38,849 41,025 6.6 4.0 3.5
Nicaragua 101 100 98 98 98 98 98 102 105 110 0.6 -1.0 1.6
Panama 975 1,020 1,169 1,360 1,559 1,690 1,679 1,674 1,758 1,819 5.6 2.0 6.5
Paraguay5 339 348 356 368 394 404 418 431 444 446 6.9 1.1 3.3
Peru1 ... ... ... ... ... ... ... ... ... ... ... ... ...
Suriname 41 43 43 45 49 46 40 46 46 47 8.0 2.5 1.1
Trinidad & Tobago 372 358 401 432 453 464 476 489 494 505 8.2 -8.3 3.4
Uruguay 1,440 1,476 1,540 1,606 1,777 1,928 2,091 2,048 2,189 2,361 2.4 1.7 6.3
Venezuela 6,150 5,537 5,930 7,014 7,552 7,368 6,744 6,883 6,341 6,814 3.0 0.5 2.0
Latin America 102,872 101,117 102,536 107,580 113,430 118,735 125,070 123,664 … … 7.6 1.9 ...

1 Included in Other Services.  2 Includes Government until 1979.  3 Includes Value-Added Tax from 1990.  4 Included in Other Services before 1988.
5 Property Rents only.  a 1970-1979.
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TABLE B-17. SERVICES: VALUE ADDED BY GOVERNMENT

Average Annual
Growth Rates

1970 1980 1990
1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p 1980 1990 1997

Country Millions of 1990 U.S. Dollars In Percent

Argentina1 ... ... ... ... ... ... ... ... ... ... ... ... ...
Bahamas ... ... ... ... ... ... ... ... ... ... ... ... ...
Barbados 266 269 273 267 254 254 254 257 259 260 1.6 1.5 -0.4
Belize 32 33 35 36 38 38 40 40 39 37 ... ... 1.4
Bolivia 554 562 555 560 583 600 616 632 639 664 6.7 -0.9 2.1
Brazil2 65,875 67,041 68,174 69,271 70,351 71,391 72,405 75,446 76,472 ... ... 1.8 ...
Chile1 ... ... ... ... ... ... ... ... ... ... ... ... ...
Colombia 3,607 3,749 3,856 3,844 4,325 4,334 4,453 4,800 5,395 5,605 7.0 5.1 5.2
Costa Rica 840 857 870 879 887 905 928 947 952 957 6.1 1.2 1.4
Dominican Rep. 472 485 498 492 502 518 537 539 570 588 7.7 4.0 2.4
Ecuador 596 597 611 617 615 601 594 595 589 590 8.5 2.2 -0.2
El Salvador 393 389 395 397 383 385 395 412 413 418 ... 3.1 0.9
Guatemala 508 532 552 578 610 668 705 719 736 748 6.4 4.4 4.4
Guyana 28 28 28 27 26 26 27 27 28 28 ... -0.8 0.3
Haiti 293 257 247 244 249 274 288 286 289 289 11.3 1.3 1.5
Honduras 228 235 201 193 201 230 192 185 190 197 19.8 1.3 -2.2
Jamaica 365 358 349 346 347 345 340 340 339 ... 8.0 -1.0 ...
Mexico1 ... ... ... ... ... ... ... ... ... ... ... ... ...
Nicaragua 196 164 170 149 149 146 138 135 130 124 4.6 3.2 -3.5
Panama 837 808 766 782 739 744 768 794 808 837 5.6 2.8 0.4
Paraguay 178 202 207 214 230 240 256 274 301 316 5.2 5.2 5.8
Peru 2,935 2,518 2,213 2,061 2,087 2,149 2,214 2,268 2,222 ... 8.3 0.1 ...
Suriname 55 55 56 58 41 38 36 35 37 38 7.4 7.5 -4.5
Trinidad & Tobago 510 509 532 522 506 507 487 492 492 492 5.0 1.6 -0.4
Uruguay1 ... ... ... ... ... ... ... ... ... ... ... ... ...
Venezuela 3,267 3,401 3,660 3,944 3,987 3,878 3,892 3,920 3,770 3,644 6.8 2.2 0.9
Latin America 82,034 83,048 84,248 85,481 87,109 88,273 89,563 93,143 94,670 … 7.2 1.8 ...

1 Included in Other Services.  2 Included in Financial Services before 1980.

TABLE B-18. SERVICES: VALUE ADDED BY OTHER SERVICES

Average Annual
Growth Rates

1970 1980 1990
1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p 1980 1990 1997

Country Millions of 1990 U.S. Dollars In Percent

Argentina1 33,289 32,922 32,631 33,709 35,775 37,979 40,725 39,942 ... ... 2.4 0.5 ...
Bahamas ... ... ... ... ... ... ... ... ... ... ... ... ...
Barbados2 285 304 223 300 264 270 286 290 307 325 7.6 -0.8 0.8
Belize 22 23 23 24 24 25 26 26 27 28 ... ... 2.8
Bolivia 228 239 245 254 266 277 284 294 304 314 -3.6 0.2 3.5
Brazil 35,800 38,624 40,831 48,449 47,175 55,858 62,688 63,785 64,091 ... ... ... ...
Chile1 3,558 3,689 3,854 3,866 4,381 4,677 4,749 4,927 4,963 5,087 2.1 0.8 4.1
Colombia 2,279 2,310 2,370 2,456 2,481 2,551 2,704 2,881 2,751 3,146 6.4 2.4 3.9
Costa Rica 325 342 358 374 390 413 434 441 445 461 3.2 2.2 3.8
Dominican Rep. 565 586 584 574 588 607 623 647 672 702 8.0 3.5 2.3
Ecuador 534 550 553 570 588 597 612 623 638 655 7.1 3.7 2.2
El Salvador3 604 593 673 715 559 771 811 858 894 927 ... -6.4 5.8
Guatemala 456 467 483 494 509 527 545 564 583 602 6.5 1.2 3.2
Guyana 7 7 7 7 8 8 9 9 10 11 -10.5 -0.2 5.2
Haiti 108 119 127 135 123 116 95 160 180 202 -2.9 4.7 6.8
Honduras 308 321 318 298 318 353 350 352 349 367 7.4 2.2 1.7
Jamaica 174 184 196 190 190 196 197 202 201 ... 11.1 -7.6 ...
Mexico1 45,294 46,023 47,344 48,926 49,148 49,320 49,939 48,786 49,274 50,655 7.1 1.9 1.2
Nicaragua 94 94 96 100 102 100 103 107 110 114 -1.4 -1.4 2.5
Panama 384 419 440 440 477 484 505 513 525 544 18.9 0.3 3.3
Paraguay 496 513 534 555 569 583 598 613 634 658 10.8 3.2 3.2
Peru2 10,828 9,633 9,113 9,335 9,507 9,938 10,655 11,591 11,871 ... 2.4 -0.5 ...
Suriname 4 4 4 3 3 3 3 3 3 3 1.3 -0.7 -1.5
Trinidad & Tobago 492 517 560 578 567 577 600 610 641 518 4.7 3.3 0.0
Uruguay1 1,505 1,525 1,592 1,597 1,648 1,648 1,647 1,682 1,725 1,773 2.7 4.6 1.9
Venezuela 3,341 3,414 3,623 3,905 4,908 4,162 4,283 4,613 4,747 4,869 8.7 -2.5 4.5
Latin America 140,979 143,420 146,781 157,855 160,569 172,042 183,471 184,517 … … 7.1 4.0 ...

1 Includes Government.  2 Includes Financial Services.  3 Includes Financial Services before 1988 and Value-Added Tax from 1993.
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NATIONAL ACCOUNTS
METHODOLOGICAL NOTE

In order to permit comparisons of gross domestic product and
its major aggregates among countries and calculate values for
Latin America, Statistics and Quantitative Analysis computes a
consistent set of National Accounts estimates in constant 1990
dollars.

The estimates presented in this section of the Statistical Ap-
pendix cover 10 sectors of origin for value added, their aggre-
gates for the sectors of Industry and Services, and four main com-
ponents of expenditure on gross domestic product.

The preparation of the estimates is done as follows:

1. Rebasing each country’s national accounts in constant local
currency to a common base year; and

2. Conversion of the estimates obtained in step one into U.S.
dollars.

The first step is necessitated by the fact that countries use differ-
ent base years for the calculation of constant price series in their
own national accounts.1

While the rebasing is only partial and therefore imperfect, it
nonetheless allows for more meaningful comparisons of national
accounts aggregates across countries by using the relative price
systems of a common base year.2

1. The rebasing was done in a series of steps:

1.1. On the origin side, each of the 10 sectors was rebased
(rescaled) to 1990 using the implicit price deflator calculated for
the sector:

S
t
90 = S

t
b x PS

90

Where St
90  = constant value added of sector S

in prices of 1990
St

b  = constant value added of sector S
in prices of national base year b

PS90  = value of the implicit price deflator
of sector S in 1990

Gross domestic product was obtained as the sum of the ten3 sec-
tors.4

1.2. On the expenditure side, the same exercise (i.e., taking the
main components, rebasing them, and summing them) could gen-
erate a series for gross domestic product that is different from
that calculated on the sector side.

Therefore, to ensure consistency between the two measures,
the rebasing procedure on the expenditure side is carried out for
each component except for consumption, which is treated as a
residual category. The adjustment is made on the expenditure
side because in most countries of the region, gross domestic prod-
uct is first calculated on the origin side. Private consumption, or
total consumption when the former is not available, is taken as
the residual category because, in most Latin American countries,
it is derived as a residual in the elaboration of the National Ac-
counts by the local authorities.5

2. The conversion of the rebased expenditure and sector of origin
estimates from local currency into U.S. dollars was also done in
a series of steps:

2.1. Exports and imports of goods and non-factor services were
each converted into 1990 dollars6 such that their values in 1990
coincided with the “equivalent” concepts in the Balance of Pay-
ments.

2.2. The remaining elements (gross domestic product, investment
and each of the sectors of origin)7 were converted by using the
conversion factor calculated for 1990 according to the following
method:

The conversion factor cft
j is estimated as a function of the

ratio of the implicit price deflator of GDP for country “j” over the
implicit price deflator of the United States. The use of alternative
price indicators does not significantly change the results. How-
ever, for Trinidad and Tobago the consumer price index is pre-
ferred.

cf
t
j = aj  x (IPD

t
j)b

j
 x (IPD

t
US)c

j
(1)

Where cft
j  = conversion factor for year t for country j

IPDt
j  = implicit price deflator for year t for country j
j  = country for which estimate is being carried out

US  = United States
t  = year

The estimation of the parameters aj, bj and cj were carried out
through a least squares regression for annual data for the period
1960-95. The exchange rate observed is the principal rate pub-
lished in International Financial Statistics by the International Mon-
etary Fund. The use of alternative exchange rates in the case of
multiple exchange rate systems or parallel rates does not signifi-
cantly modify the estimate of the coefficients over this period of
time. The regression was performed for each country where ex-
change rates varied sufficiently to allow reasonable estimates.
There were 17 such cases. Of the remaining countries, several
had only recently experienced exchange rate variations (e.g.,
Guatemala and the Dominican Republic), while others have not
modified their exchange rates (Bahamas, Panama). In these cases
GDP-weighted averages of three years around 1990 were used to
estimate the conversion factor in 1990:

cf
t
j =(Σ  GDP

k
j  x EX

k
j )           (2)

Where EXj  = market exchange rate of country j
GDPj  = nominal gross domestic product of country j

If the assumption is that in the long run the exchange rate moves
in line with the relative prices of the country vis-à-vis the United
States, the coefficients bj and cj should be equal to 1 and -1,
respectively.

The classification by economic activity corresponds to the
major divisions of the International Standard Industrial Classifi-
cation of all Economic Activities (ISIC), Series M, No. 4, Rev. 2,
United Nations (1968), as published in A System of National Ac-
counts, Studies in Methods, Series F, No. 2, Rev. 3, United Na-
tions, New York, 1968.

1991

k=1989
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Each activity has been briefly identified in each table. The
complete description under each heading for those which are
incomplete is as follows:

Agriculture, Forestry and Fishing: Agriculture, Hunting, Forestry
and Fishing.

Wholesale and Retail Trade: Wholesale and Retail Trade, Restau-
rants and Hotels.

Transport and Communications: Transport, Storage and Commu-
nications.

Financial Services: Financing, Insurance, Real Estate, and Ser-
vices to Enterprises including adjustments for banking ser-
vices, and in those cases where series are presented at mar-
ket prices, payments of import duties less subsidies on
imports.

Other Services: Community, Social and Personal Services.

The aggregation of activities into major sectors is as follows:

Industry: Includes Mining and Quarrying, Manufacturing, Elec-
tricity, Gas and Water, and Construction.

Services: Includes Wholesale and Retail Trade, Transport and
Communications, Financial, Government and Other Services.

Growth Rate Calculations:

Growth rates for any period (e.g., 1970-80) are based on a geo-
metric average formula between 1970 and 1980. The growth rate
for the Latin American region is calculated over the set of coun-
tries for which data are available both for the beginning and the
end of the period.

Source:

The original National Account data used for this presentation
come from official sources in the member countries. For each
country, the source is identified under the heading “Total GDP”
in the list of sources accompanying the Statistical Profile for each
country chapter.

1 Argentina, 1986; Barbados, 1974; Bolivia, 1990; Brazil, 1980; Chile, 1986; Co-
lombia, 1975; Costa Rica, 1966; Dominican Republic, 1970; Ecuador, 1975; El
Salvador, 1990; Guatemala, 1958; Guyana, 1988; Haiti, 1976; Honduras, 1978;
Jamaica, 1986; Mexico, 1993; Nicaragua, 1980; Panama, 1982; Paraguay, 1982;
Peru, 1979; Suriname, 1980; Trinidad and Tobago, 1985; Uruguay, 1983; and
Venezuela, 1984.

2 The determination of a common base year across a group of countries is not
without its problems given the different economic situations affecting indi-
vidual countries and the difficulty of evaluating the degree of “normality” of a
system of relative prices.

3 For those countries that measure value added by sector at factor cost or
basic prices rather than market prices (see the note to Table B-3), an adjust-
ment has been made for net indirect taxes (the difference between the two).

4 As Gross Domestic Product is calculated as the sum of the rebased sectors,
the growth rate for it may differ in some years from that calculated using a
country’s constant price series on its original base year. However, the observed
differences between the two series over the period 1960 to 1995 were, on aver-
age, less than 1 percent.

5 Since consumption is a residual item, its annual growth rate in 1990 prices
may be different from the growth rate obtained from the original series for a
few countries in some years, but the trend remains the same.

6 Converting local currencies into dollars remains a difficult operation due to
the large and sometimes erratic movements in relative prices and exchange
rates in the countries of the region, not to mention the difficulty of arriving at
a correct statistical estimation of these movements. If available, conversion
factors based on the Purchasing Power Parity methodology of the International
Comparison Project would have been preferred. This option will be pursued in
the future. For the time being, it was decided to temporarily adopt a method of
smoothing out the market-based exchange rate. This last method is based on
the idea that an underlying real long-run exchange rate, or fundamental equi-
librium exchange rate, exists. However, it is realized that this method is imper-
fect because the market exchange rate bears little reference to the relative
prices of non-tradable goods and services.
   The intensity of the bias depends on the importance of the non-tradable
sector in the country, and on the situation of the relative prices between trad-
able and non-tradable goods. In extreme low-income countries where the ag-
riculture and services sectors are important, the bias may be higher and the
estimate of per capita GDP will probably be underestimated. Smoothing out
the exchange rate helps to avoid sharp swings due to variable supply and de-
mand conditions for foreign currency.

7 Consumption is directly available as a residual component in dollars. The
implicit conversion factor for consumption changes slightly over time, and is
somewhat different from the conversion factor (calculated in step two). For
this reason, the growth rate of consumption in 1990 dollars may differ slightly
from the growth rate in local currency. In general, the difference is small, and
the trend is the same.
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TABLE C-1. CURRENT REVENUES

(As a Percent of GDP)

Country 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Argentina 13.1 14.0 13.4 15.4 17.7 17.5 16.8 17.1 15.6 ...
Bahamas 16.8 15.2 15.9 15.9 17.0 16.5 18.0 18.5 18.5 18.6
Barbados 28.9 29.2 27.3 30.4 31.4 31.5 30.0 31.0 29.7 32.7
Belize1 25.5 26.1 26.1 24.8 25.2 23.8 24.4 22.1 23.4 22.8
Bolivia2 12.3 6.4 7.8 7.8 9.6 10.2 11.8 ... ... ...
Brazil 21.4 21.5 22.9 20.9 23.5 25.5 ... ... ... ...
Chile 31.4 29.6 25.7 27.1 26.3 25.8 25.5 26.2 25.5 25.6
Colombia 10.1 10.1 10.1 12.0 12.2 13.3 13.2 13.0 13.6 14.1
Costa Rica 15.5 15.3 14.5 14.8 15.5 15.7 15.1 16.3 16.8 17.0
Dominican Rep. 14.9 15.7 12.5 13.6 15.3 15.9 15.1 15.0 14.1 15.9
Ecuador 15.1 16.6 18.3 15.5 15.9 16.0 15.7 17.4 16.8 17.2
El Salvador 11.4 9.4 9.5 10.3 11.0 11.1 11.8 13.0 13.4 12.0
Guatemala 10.1 9.5 8.1 9.1 10.6 9.1 7.6 8.6 9.2 9.5
Guyana 41.6 31.1 34.1 31.4 38.6 37.8 31.6 33.5 34.8 31.9
Haiti ... ... 7.3 7.6 5.5 5.5 3.2 8.0 9.2 11.4
Honduras 15.6 14.8 16.5 17.7 17.3 16.9 16.0 18.2 16.7 16.0
Jamaica 28.5 29.9 27.6 28.8 28.7 31.4 32.0 34.5 33.0 32.0
Mexico 15.7 16.4 15.9 18.7 18.7 15.4 15.0 15.2 15.4 15.5
Nicaragua 20.3 23.0 14.6 19.3 20.4 19.5 20.1 22.5 22.6 25.3
Panama 12.4 11.6 24.3 18.5 19.0 18.3 17.7 18.6 18.7 18.3
Paraguay 8.0 11.4 12.4 11.8 13.3 12.2 14.5 15.3 14.7 13.1
Peru 8.2 6.5 8.8 9.1 11.0 11.1 13.0 13.6 14.2 14.0
Suriname 29.3 31.2 31.5 27.2 22.8 12.6 19.0 34.7 34.4 30.8
Trinidad & Tobago 28.6 26.3 25.7 29.9 26.3 27.4 25.6 26.8 28.1 25.4
Uruguay 16.8 15.6 17.8 18.3 18.9 18.5 18.7 18.7 19.2 ...
Venezuela 18.2 19.7 22.4 22.8 17.2 16.5 17.1 12.5 15.0 19.7

1 Fiscal year (April - March) used.
2 Due to changes in methodology and coverage, data from 1989 are not comparable with those of earlier years.

TABLE C-2. TOTAL EXPENDITURES

(As a Percent of GDP)

Country 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Argentina 17.5 16.8 15.6 17.5 18.8 17.9 17.0 18.0 17.5 ...
Bahamas 20.1 19.3 18.3 20.2 19.2 17.2 18.7 19.8 19.0 20.7
Barbados 31.2 31.4 34.8 32.3 33.9 31.6 32.0 30.2 33.3 34.5
Belize1 18.8 27.7 27.1 29.7 30.0 31.9 32.8 26.8 27.5 27.0
Bolivia2 17.6 12.3 15.5 14.3 16.5 17.8 19.6 ... ... ...
Brazil 37.9 41.7 37.5 26.3 30.9 39.6 ... ... ... ...
Chile 28.1 24.9 24.5 25.1 23.6 23.8 23.6 22.7 23.1 23.4
Colombia 11.8 11.8 11.2 12.8 14.5 14.3 14.9 15.2 17.3 18.2
Costa Rica 18.0 19.4 19.0 17.9 17.5 17.6 22.0 20.8 22.1 21.0
Dominican Rep. 15.5 15.3 12.5 10.8 12.5 16.3 16.3 14.5 14.7 15.4
Ecuador 17.1 16.2 14.8 14.1 16.2 15.6 15.8 19.0 19.3 18.5
El Salvador 16.3 14.9 13.4 15.5 16.2 14.6 14.2 14.4 15.5 13.3
Guatemala 12.9 13.2 10.2 9.1 10.7 10.5 9.1 9.4 9.4 10.7
Guyana 74.9 48.0 69.8 60.3 59.6 48.5 40.5 40.1 39.8 41.4
Haiti ... ... 9.1 8.3 8.6 9.6 7.4 14.7 11.9 14.0
Honduras 22.4 21.3 23.0 21.9 24.8 27.4 23.0 22.6 19.6 19.0
Jamaica 34.9 32.2 26.8 27.8 26.7 29.2 30.1 33.8 42.0 38.8
Mexico 24.8 21.1 18.6 15.7 14.6 15.0 15.5 15.9 15.9 16.7
Nicaragua 45.9 29.9 34.8 27.0 28.1 27.4 30.3 33.8 32.9 32.2
Panama 17.4 18.3 18.0 18.7 22.9 18.2 18.4 17.3 17.2 19.4
Paraguay 6.6 7.6 7.2 7.4 13.7 13.0 13.8 16.0 15.7 13.2
Peru 12.0 12.8 12.3 10.7 12.7 13.0 14.8 16.8 15.9 14.9
Suriname 51.5 48.6 41.7 46.5 40.0 42.5 29.0 44.4 52.6 45.5
Trinidad & Tobago 34.3 30.7 27.4 30.2 29.2 27.7 25.8 26.8 27.6 26.9
Uruguay 18.7 19.0 17.8 17.9 18.6 19.6 20.7 20.9 21.1 ...
Venezuela 24.3 20.8 24.5 24.2 21.0 19.0 24.0 20.3 19.1 21.5

1 Fiscal year (April - March) used.
2 Due to changes in methodology and coverage, data from 1989 are not comparable with those of earlier years.
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TABLE C-3. CURRENT SAVINGS

(As a Percent of GDP)

Country 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Argentina -2.3 -0.2 -0.8 -0.8 -0.3 0.6 0.7 0.2 -0.8 ...
Bahamas -0.2 -0.6 0.2 -1.1 0.6 1.5 1.9 1.7 1.1 0.8
Barbados 4.5 4.5 -0.6 3.0 0.6 3.1 2.3 3.3 0.9 4.9
Belize1 7.3 8.6 9.3 7.3 5.7 2.9 2.6 -0.6 2.2 2.6
Bolivia2 -2.1 -0.6 0.4 2.0 0.1 -0.9 -2.0 ... ... ...
Brazil -13.3 -21.7 -23.4 -5.2 -8.3 -13.3 ... ... ... ...
Chile 10.4 8.9 6.4 6.5 7.1 6.4 6.6 7.6 7.1 6.8
Colombia 1.1 0.7 1.1 2.7 2.0 1.7 0.9 0.1 -1.1 -1.1
Costa Rica -0.1 -1.1 -2.3 -1.6 -0.2 0.0 -4.6 -2.6 -3.4 -1.7
Dominican Rep. 7.0 9.0 6.0 8.2 9.4 7.7 7.4 7.1 5.9 4.7
Ecuador 0.1 2.7 6.3 3.2 2.5 3.2 3.3 2.4 2.1 2.5
El Salvador -1.4 -2.6 -1.9 -1.8 -0.6 -0.2 0.3 1.9 1.1 1.0
Guatemala -0.2 -0.6 -0.3 1.5 2.9 1.7 0.8 1.9 2.5 2.7
Guyana -10.3 -4.9 -14.6 -17.4 -11.5 1.9 5.4 6.4 10.8 4.0
Haiti ... ... -1.5 -0.6 -2.9 -3.7 -3.9 -5.7 -2.3 -0.9
Honduras -1.9 -2.7 -0.7 1.5 0.0 -1.5 -0.6 2.5 1.3 -0.1
Jamaica 2.3 4.1 4.9 6.1 7.3 6.7 6.0 7.4 -1.6 -0.7
Mexico -7.3 -2.9 -0.2 5.0 6.3 2.3 1.6 1.1 1.5 0.4
Nicaragua -19.5 -3.6 -18.6 -4.2 -1.8 -1.1 -1.2 0.2 0.2 2.5
Panama -4.5 -5.8 6.7 2.6 -2.2 2.1 1.6 3.3 4.1 1.9
Paraguay 2.6 4.7 6.2 6.1 2.1 1.1 3.2 3.3 2.0 2.2
Peru -2.5 -4.2 -2.2 -0.1 1.0 1.1 1.9 0.4 1.5 2.3
Suriname -19.7 -13.5 -6.3 -17.8 -14.8 -26.4 -6.7 -3.8 -11.2 -7.2
Trinidad & Tobago -2.3 -2.0 -0.1 3.1 -1.2 1.4 1.4 2.0 2.2 1.4
Uruguay 0.1 -1.1 1.9 2.1 2.0 1.1 0.6 0.2 -0.1 ...
Venezuela 1.4 2.7 3.7 5.9 1.6 2.6 2.6 -2.5 0.3 2.9

1 Fiscal year (April - March) used.
2 Due to changes in methodology and coverage, data from 1989 are not comparable with those of earlier years.

TABLE C-4. OVERALL SURPLUS OR DEFICIT

(As a Percent of GDP)

Country 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Argentina -3.8 -2.6 -1.7 -1.2 -0.1 0.3 0.1 -0.4 -1.7 ...
Bahamas -3.4 -4.1 -2.4 -4.3 -2.2 -0.7 -0.7 -1.1 -0.5 -2.1
Barbados -2.3 -2.2 -7.5 -1.9 -2.5 0.0 -1.9 0.9 -3.6 -1.8
Belize1 7.1 -0.8 0.7 -3.2 -3.4 -6.7 -7.4 -3.5 -2.0 -1.6
Bolivia2 -4.5 -1.8 -1.4 0.8 -1.0 -4.2 -3.8 ... ... ...
Brazil -16.3 -17.5 -5.8 -0.4 -3.8 -9.3 ... ... ... ...
Chile 3.6 5.0 1.4 2.2 2.8 2.0 2.0 3.5 2.5 2.2
Colombia -1.4 -1.7 -0.1 -0.8 -2.2 -0.9 0.8 -2.2 -3.8 -4.2
Costa Rica -2.5 -4.1 -4.4 -3.1 -1.9 -1.9 -6.9 -4.5 -5.3 -4.0
Dominican Rep. 0.0 0.7 0.5 3.6 3.8 0.5 -0.1 1.2 0.1 1.0
Ecuador -2.0 0.4 3.5 1.4 -0.3 0.4 -0.1 -1.6 -2.5 -1.3
El Salvador -3.0 -3.7 -1.5 -3.2 -3.3 -1.3 -0.7 -0.4 -1.9 -1.1
Guatemala -1.7 -2.9 -1.8 0.0 0.5 -1.3 -1.4 -0.7 -0.1 -1.1
Guyana -31.6 -7.0 -21.7 -24.3 -17.4 -6.9 -1.5 -3.3 -1.9 -4.6
Haiti ... ... -1.3 -0.5 -2.8 -3.8 -4.1 -8.3 -2.7 -0.7
Honduras -4.1 -6.0 -4.1 -3.2 -5.4 -7.8 -6.4 -4.0 -2.2 -2.3
Jamaica -1.5 -0.2 3.0 4.4 4.2 3.5 3.6 1.9 -8.1 -6.1
Mexico -9.1 -4.7 -2.6 2.9 4.1 0.3 -0.5 -0.7 -0.4 -1.2
Nicaragua -25.1 -3.5 -18.7 4.1 -3.3 0.0 -5.1 -5.1 -4.0 -2.8
Panama -4.9 -6.6 6.4 -0.1 -3.7 0.1 0.0 1.4 1.7 -0.3
Paraguay 1.4 3.8 5.2 4.5 -0.2 -0.8 1.0 -0.3 -0.8 0.2
Peru -3.9 -6.3 -3.5 -1.5 -1.5 -1.6 2.9 -1.6 2.2 0.1
Suriname -21.3 -14.0 -6.3 -17.4 -8.7 -9.4 4.1 4.6 0.5 -4.0
Trinidad & Tobago -5.7 -4.2 -1.2 -0.2 -2.8 -0.2 0.0 0.2 0.5 0.7
Uruguay -2.0 -3.4 -0.1 0.4 0.3 -1.1 -2.1 -2.2 -2.0 ...
Venezuela -6.1 -1.1 -2.1 -1.4 -3.8 -2.5 -6.8 -4.6 0.2 2.0

1 Fiscal year (April - March) used.
2 Due to changes in methodology and coverage, data from 1989 are not comparable with those of earlier years.
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TABLE C-5. DOMESTIC BORROWING

(As a Percent of GDP)

Country 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Argentina 0.2 1.5 -0.7 0.3 -0.8 ... ... ... ... ...
Bahamas 3.8 4.3 3.9 4.0 ... ... ... ... ... ...
Barbados ... ... ... ... ... ... ... ... ... ...
Belize1 ... ... ... ... ... 4.0 4.5 3.2 -0.8 1.3
Bolivia ... 1.1 1.8 -0.6 1.1 2.1 2.3 ... ... ...
Brazil ... ... ... ... ... ... ... ... ... ...
Chile -5.8 -5.8 -1.3 -0.9 -0.4 -0.2 -0.2 -0.4 -1.1 -0.5
Colombia 0.2 1.0 0.3 0.7 1.9 1.0 ... ... ... ...
Costa Rica 2.3 3.7 3.5 4.2 2.5 2.8 7.0 5.5 6.6 5.1
Dominican Rep. -0.3 0.9 -0.1 -3.9 -1.9 -0.3 0.3 -0.1 0.9 0.2
Ecuador 1.5 0.8 -0.1 ... ... ... ... ... ... ...
El Salvador 2.3 3.0 -0.1 1.5 0.7 -0.3 -1.2 -0.8 -0.3 -0.5
Guatemala 1.5 2.4 1.5 0.9 0.1 1.3 -0.4 0.3 -0.2 0.0
Guyana 33.4 24.7 4.7 0.6 2.6 -11.2 -2.2 8.3 -3.3 -7.8
Haiti ... ... 1.1 0.4 2.5 3.2 3.6 -0.2 2.4 -0.3
Honduras 3.4 4.6 -0.9 -1.2 -0.4 1.5 2.5 0.1 1.0 -0.4
Jamaica -0.6 -2.8 -5.1 -8.2 -3.4 -4.3 ... ... ... ...
Mexico ... ... ... ... ... ... ... ... ... ...
Nicaragua 24.7 -0.1 10.7 -4.6 -6.1 0.0 -1.2 2.8 -0.4 2.1
Panama 0.4 0.2 0.0 0.0 0.0 ... ... ... ... ...
Paraguay -1.2 -3.7 -4.5 -5.8 0.0 0.3 -1.1 -0.4 0.4 ...
Peru 0.5 3.4 1.7 -0.5 0.6 0.1 -4.1 -0.5 -3.0 0.1
Suriname 20.9 16.7 2.2 18.9 8.7 8.5 -2.2 -5.8 1.9 3.7
Trinidad & Tobago 5.8 5.0 3.3 1.9 3.6 -1.9 -1.1 2.4 -0.5 1.5
Uruguay 1.9 3.3 0.1 -0.3 -0.3 0.7 1.6 ... ... ...
Venezuela ... ... ... ... ... ... ... ... ... ...

1 Fiscal year (April - March) used.

TABLE C-6. FOREIGN BORROWING

(As a Percent of GDP)

Country 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Argentina 1.2 1.0 1.4 -0.2 -0.1 ... ... ... ... ...
Bahamas 0.2 1.0 0.8 0.8 ... ... ... ... ... ...
Barbados ... ... ... ... ... ... ... ... ... ...
Belize1 ... ... ... ... ... 2.7 3.0 0.3 -1.5 -1.2
Bolivia ... 0.7 -0.2 0.0 0.9 2.7 2.0 ... ... ...
Brazil ... ... ... ... ... ... ... ... ... ...
Chile 2.0 0.4 0.4 0.6 0.2 -1.3 0.0 -2.0 -1.0 -0.5
Colombia 1.2 0.7 0.3 -0.3 -0.7 -0.6 ... ... ... ...
Costa Rica 0.2 1.2 0.9 1.7 1.5 -0.9 -0.1 -1.0 -1.4 -1.1
Dominican Rep. 0.3 -0.1 -0.1 -0.8 -1.4 -1.6 -1.3 -1.1 -1.0 -1.1
Ecuador -0.7 -1.8 -1.9 ... ... ... ... ... ... ...
El Salvador 0.7 0.7 1.3 1.6 2.6 1.7 1.9 1.2 2.1 1.6
Guatemala 0.7 0.4 0.4 0.2 -0.1 0.0 1.4 0.4 0.3 1.1
Guyana -5.9 2.8 17.4 16.3 7.7 2.0 0.4 1.4 6.5 7.0
Haiti ... ... 0.2 0.1 0.3 0.6 0.5 8.4 0.3 1.0
Honduras 3.7 1.9 7.1 1.4 5.3 6.8 3.9 3.9 1.2 1.5
Jamaica 3.5 1.6 1.2 3.0 -0.7 0.8 ... ... ... ...
Mexico ... ... ... ... ... ... ... ... ... ...
Nicaragua 0.4 3.6 8.0 0.5 9.4 0.0 6.3 2.4 4.4 0.7
Panama 0.0 0.0 0.0 2.7 1.4 ... ... ... ... ...
Paraguay -0.2 -0.1 -0.7 1.3 0.2 0.5 0.2 0.7 0.4 ...
Peru 3.4 2.9 1.8 2.0 0.9 1.5 1.2 2.2 0.7 -0.2
Suriname 0.8 0.4 0.1 0.5 0.0 0.9 -2.0 1.1 -2.3 0.7
Trinidad & Tobago -0.1 -0.8 -2.0 -1.7 -0.8 2.1 1.1 -2.6 0.0 -2.2
Uruguay 0.1 0.1 0.0 -0.1 -0.1 0.4 0.5 ... ... ...
Venezuela ... ... ... ... ... ... ... ... ... ...

1 Fiscal year (April - March) used.
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TABLE C-7. TAX REVENUES

(As a Percent of Current Revenue)

Country 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Argentina 92.1 93.2 92.1 92.3 95.0 94.0 94.0 93.3 97.1 ...
Bahamas 88.7 88.0 88.0 86.5 90.0 89.6 90.4 90.5 89.8 89.8
Barbados 85.6 92.1 92.9 93.2 91.9 90.3 90.0 90.9 90.6 93.5
Belize1 89.4 84.7 84.3 86.1 85.2 87.7 89.6 88.0 88.9 89.6
Bolivia2 ... 93.3 93.9 94.7 96.7 96.7 95.4 ... ... ...
Brazil 73.3 73.2 83.6 75.9 70.0 72.4 ... ... ... ...
Chile 57.7 58.6 63.2 64.8 67.4 68.9 69.6 67.2 72.3 69.4
Colombia 92.6 91.5 90.1 87.9 90.4 87.4 87.8 85.8 84.4 86.2
Costa Rica 93.0 94.4 96.3 97.0 97.2 98.1 97.6 98.2 98.2 99.2
Dominican Rep. 78.3 78.7 83.6 86.9 90.3 92.9 93.4 93.3 93.9 93.5
Ecuador 51.2 50.6 43.0 49.2 46.1 47.9 50.3 45.8 43.6 54.7
El Salvador 89.9 92.4 93.2 92.4 88.0 93.2 92.1 92.4 83.5 90.0
Guatemala 87.0 83.2 84.4 81.0 78.4 87.4 88.9 91.7 95.0 96.2
Guyana 92.1 89.4 94.3 94.1 96.0 95.2 94.6 94.2 93.1 93.1
Haiti ... ... 100.0 100.0 100.0 100.0 100.0 77.4 84.2 77.5
Honduras 82.2 84.8 89.8 87.4 92.6 92.4 93.0 89.5 88.0 86.9
Jamaica 88.9 89.4 87.1 85.0 87.0 89.9 89.8 88.7 90.0 88.8
Mexico 72.2 67.5 67.2 58.4 60.1 72.7 75.0 60.7 57.5 61.8
Nicaragua 92.2 94.2 89.8 92.0 94.6 95.4 95.2 95.8 95.8 95.0
Panama 73.5 72.4 48.2 67.8 65.4 65.0 66.8 67.3 63.7 65.3
Paraguay 86.7 76.6 72.3 73.4 65.2 69.9 67.5 73.3 71.2 70.5
Peru 92.7 95.5 95.7 94.0 88.0 85.8 85.6 85.2 84.3 85.5
Suriname 66.1 62.9 64.8 74.4 72.4 67.7 80.0 87.1 90.4 87.1
Trinidad & Tobago 80.9 82.7 86.7 84.6 86.8 84.8 83.6 85.1 84.5 83.6
Uruguay 90.7 92.0 90.5 87.7 88.3 87.2 84.6 84.1 83.2 ...
Venezuela 79.9 74.9 76.9 77.5 76.3 78.4 79.3 98.8 90.2 87.5

1 Fiscal year (April - March) used.
2 Due to changes in methodology and coverage, data from 1989 are not comparable with those of earlier years.

TABLE C-8. DIRECT TAXES

(As a Percent of Current Revenue)

Country 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Argentina ... ... ... ... ... ... ... ... ... ...
Bahamas 3.3 3.3 3.9 4.1 3.2 3.7 3.1 3.0 4.6 3.4
Barbados 34.0 38.6 40.6 43.3 43.8 40.3 36.3 39.2 40.0 36.3
Belize1 21.5 19.7 20.4 22.1 25.9 24.6 27.2 23.3 20.3 19.4
Bolivia ... ... ... ... ... ... ... ... ... ...
Brazil 49.6 53.1 57.3 52.4 50.6 51.7 ... ... ... ...
Chile 19.0 16.7 17.4 19.3 17.7 18.2 18.8 19.6 21.2 20.0
Colombia 34.5 35.4 34.9 41.6 43.9 35.3 37.4 35.5 ... ...
Costa Rica 17.4 17.4 18.3 16.7 16.7 20.3 22.2 22.3 21.7 22.1
Dominican Rep. 17.9 19.9 21.9 18.6 16.5 16.6 16.3 17.9 18.8 18.3
Ecuador 9.2 11.1 7.3 9.6 9.3 8.7 10.1 11.6 11.2 12.8
El Salvador 26.5 28.5 26.7 27.9 25.3 24.2 25.2 25.9 23.1 25.4
Guatemala 21.7 20.2 19.7 25.3 18.5 20.9 15.9 19.0 22.9 21.8
Guyana 36.6 34.2 33.8 30.2 33.6 33.6 35.9 38.6 38.3 37.5
Haiti ... ... 15.4 16.4 19.0 15.9 18.1 11.3 17.1 14.6
Honduras 24.5 24.9 21.6 22.2 27.3 28.3 24.7 28.5 25.4 24.1
Jamaica 38.5 38.4 41.5 36.4 36.4 34.6 37.3 34.2 36.0 34.9
Mexico 30.4 29.4 28.7 24.9 28.2 35.0 33.6 26.3 24.8 26.5
Nicaragua 18.6 23.5 24.9 17.6 16.6 13.2 10.8 12.4 13.5 14.0
Panama 38.5 31.5 21.1 31.3 29.9 29.1 29.5 30.5 28.3 29.0
Paraguay 19.9 13.5 11.3 11.9 12.6 12.0 13.8 14.9 15.1 14.2
Peru 27.4 23.6 14.3 14.2 16.5 18.7 18.3 19.4 23.4 23.4
Suriname 34.7 35.1 37.4 42.1 38.5 38.2 46.8 47.9 48.2 50.2
Trinidad & Tobago 55.8 54.7 48.6 52.0 47.8 43.5 46.4 51.9 53.7 48.0
Uruguay 19.8 15.2 14.0 11.8 14.7 16.2 15.6 16.4 ... ...
Venezuela 57.8 62.5 67.6 65.5 56.5 53.9 43.1 58.0 55.8 54.5

1 Fiscal year (April - March) used.



222 STATISTICAL APPENDIX

TABLE C-9. INDIRECT TAXES

(As a Percent of Current Revenue)

Country 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Argentina ... ... ... ... ... ... ... ... ... ...
Bahamas 85.4 84.6 84.1 82.4 86.8 85.9 87.2 87.5 85.2 86.5
Barbados 51.7 53.5 52.4 49.9 48.1 49.9 53.6 51.6 50.6 57.2
Belize1 67.9 65.0 64.0 64.0 59.3 63.2 62.4 64.7 68.6 70.1
Bolivia ... ... ... ... ... ... ... ... ... ...
Brazil 23.7 20.1 26.3 23.5 19.4 20.7 ... ... ... ...
Chile 38.7 41.8 45.8 45.5 49.7 50.7 50.7 47.6 51.0 49.4
Colombia 58.1 56.0 55.2 46.4 46.4 51.6 50.5 50.3 ... ...
Costa Rica 75.6 77.0 78.1 80.2 80.5 77.8 75.4 75.9 76.4 77.1
Dominican Rep. 60.4 58.7 61.6 68.3 73.8 76.2 77.1 74.9 74.7 74.8
Ecuador 42.0 39.5 35.8 39.5 36.8 39.2 40.1 34.2 32.5 41.9
El Salvador 64.5 63.9 69.7 64.3 62.6 67.1 65.4 66.5 60.4 64.6
Guatemala 65.3 63.0 64.7 55.7 59.9 66.5 73.0 72.7 72.1 74.4
Guyana 55.5 55.2 60.6 63.9 62.3 61.6 58.7 55.6 54.8 55.7
Haiti ... ... 84.6 83.6 81.0 84.1 81.9 58.8 49.4 63.6
Honduras 57.7 59.9 68.2 65.1 65.4 64.2 68.3 61.0 62.6 62.8
Jamaica 50.4 51.0 45.6 48.6 50.6 55.2 52.5 54.5 54.1 53.9
Mexico 41.8 38.1 38.5 33.4 31.9 37.7 41.4 34.4 32.7 35.2
Nicaragua 73.6 70.5 64.7 74.4 77.9 82.2 84.4 83.4 82.3 81.1
Panama 35.0 40.9 27.1 36.5 35.6 35.9 37.3 36.8 35.5 36.3
Paraguay 64.2 58.4 54.8 55.0 47.6 56.3 52.6 57.1 55.1 56.4
Peru 65.3 71.9 81.4 79.9 71.5 67.0 67.2 65.8 60.9 62.1
Suriname 31.4 27.7 27.4 32.3 33.9 29.5 33.2 39.1 42.1 36.9
Trinidad & Tobago 25.1 28.0 38.0 32.5 39.0 41.3 37.2 33.1 30.8 35.6
Uruguay 70.9 76.9 76.5 75.8 73.6 71.0 68.9 67.8 ... ...
Venezuela 22.1 12.3 9.3 12.0 19.9 24.5 36.2 40.8 34.5 33.0

1 Fiscal year (April - March) used.

TABLE C-10. NON-TAX REVENUES

(As a Percent of Current Revenue)

Country 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Argentina 7.9 6.8 7.9 7.7 5.0 6.0 6.0 6.7 2.9 ...
Bahamas 11.3 12.0 12.0 13.5 10.0 10.4 9.6 9.5 10.2 10.2
Barbados 14.4 7.9 7.1 6.8 8.1 9.7 10.0 9.1 9.4 6.5
Belize1 10.6 15.3 15.7 13.9 14.8 12.3 10.4 12.0 11.1 10.4
Bolivia ... 2.4 2.4 2.2 1.9 2.1 1.9 ... ... ...
Brazil 26.7 26.8 16.4 24.1 30.0 27.6 ... ... ... ...
Chile 42.3 41.4 36.8 35.2 32.6 31.1 30.4 32.8 27.7 30.6
Colombia 7.4 8.5 9.9 12.1 9.6 12.6 12.2 14.2 15.6 13.8
Costa Rica 7.0 5.6 3.7 3.0 2.8 1.9 2.4 1.8 1.8 0.8
Dominican Rep. 21.7 21.3 16.4 13.1 9.7 7.1 6.6 6.7 6.1 6.5
Ecuador 48.8 49.4 57.0 50.8 53.9 52.1 49.7 54.2 56.4 45.3
El Salvador 10.1 7.6 6.8 6.9 10.2 4.3 6.1 7.6 16.5 10.0
Guatemala 13.0 16.8 15.6 19.0 21.6 12.6 11.1 8.3 5.0 3.8
Guyana 7.9 10.6 5.7 5.9 4.0 4.8 5.4 5.8 6.9 6.9
Haiti ... ... ... ... ... ... ... 22.6 15.8 22.5
Honduras 17.8 15.2 10.2 12.6 7.4 7.6 3.9 7.7 8.0 13.1
Jamaica 11.1 10.6 12.9 15.0 13.0 10.1 10.2 11.3 10.0 11.2
Mexico 27.8 32.5 32.8 41.6 39.9 27.3 25.0 39.3 42.5 38.2
Nicaragua 7.8 5.8 10.2 8.0 5.4 4.6 4.8 4.2 4.2 5.0
Panama 26.5 27.6 51.8 32.2 34.6 35.0 33.2 32.7 36.3 34.7
Paraguay 13.3 23.4 27.7 26.6 34.8 30.1 32.5 26.7 28.8 29.5
Peru 7.3 4.5 4.3 6.0 12.0 14.2 14.4 14.8 15.7 14.5
Suriname 33.9 37.1 35.2 25.6 27.6 32.3 20.0 12.9 9.6 12.9
Trinidad & Tobago 19.1 17.3 13.3 15.4 13.2 15.2 16.4 14.9 15.5 16.4
Uruguay 9.3 8.0 9.5 12.3 11.7 12.8 15.4 15.9 16.8 ...
Venezuela 20.1 25.1 23.1 22.5 23.7 21.6 20.7 1.2 9.8 12.5

1 Fiscal year (April - March) used.



CENTRAL GOVERNMENT FINANCES 223

TABLE C-11. CURRENT EXPENDITURES

(As a Percent of Total Expenditures)

Country 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Argentina 87.9 84.2 90.7 92.6 95.7 94.6 95.0 94.0 93.5 ...
Bahamas 84.2 82.0 85.9 84.1 85.0 87.5 85.8 84.7 91.5 85.6
Barbados 78.4 78.7 80.2 85.0 90.9 89.7 86.4 91.6 86.5 80.6
Belize1 97.2 62.8 61.9 58.7 65.1 65.4 66.7 84.6 77.2 74.9
Bolivia2 82.0 83.6 82.9 83.8 83.3 82.5 80.6 ... ... ...
Brazil 91.6 103.6 123.5 99.3 103.1 98.0 ... ... ... ...
Chile 74.6 83.2 78.7 82.2 81.3 81.2 79.9 81.4 79.7 80.1
Colombia 77.1 79.3 80.5 72.7 71.0 80.7 83.1 84.4 84.7 83.3
Costa Rica 86.6 84.5 88.7 92.0 90.0 88.8 89.5 90.8 91.2 88.9
Dominican Rep. 51.5 43.8 52.2 50.6 47.8 50.1 47.2 54.7 56.2 72.7
Ecuador 88.2 86.0 81.1 86.8 83.2 82.4 78.1 78.9 76.1 79.1
El Salvador 78.8 80.3 85.0 78.1 71.6 77.2 82.7 77.5 79.7 82.7
Guatemala 80.7 76.2 83.0 83.0 72.8 70.9 74.9 71.6 71.8 63.7
Guyana 69.4 74.8 69.7 80.9 84.0 74.1 64.7 67.4 60.1 67.5
Haiti 67.7 69.6 97.0 98.0 98.0 96.6 95.4 93.3 96.6 87.8
Honduras 78.0 81.9 74.6 74.3 69.6 67.1 71.8 69.2 78.6 84.7
Jamaica 74.9 80.0 84.5 81.7 80.1 84.6 86.6 80.1 82.3 84.3
Mexico 92.7 91.4 86.7 86.9 84.8 86.7 86.5 88.4 87.7 90.7
Nicaragua 86.7 88.9 95.5 87.0 78.7 75.2 70.3 66.0 67.9 70.5
Panama 97.2 95.2 97.6 84.6 92.7 88.7 87.5 88.7 85.4 84.3
Paraguay 80.7 88.1 85.0 77.9 82.5 84.6 82.0 75.6 80.4 83.4
Peru 88.5 83.5 89.5 86.4 79.2 76.8 75.3 78.3 79.6 78.7
Suriname 95.1 92.2 90.6 96.7 94.2 91.6 88.5 86.7 86.7 83.5
Trinidad & Tobago 89.9 92.2 94.2 88.7 94.4 94.2 93.6 92.6 93.8 89.3
Uruguay 88.9 87.9 89.1 90.6 90.9 88.7 87.0 88.7 91.3 ...
Venezuela 68.9 81.5 76.4 69.7 74.3 73.1 60.8 73.6 77.0 78.1

1 Fiscal year (April - March) used.
2 Due to changes in methodology and coverage, data from 1989 are not comparable with those of earlier years.

TABLE C-12. PURCHASE OF GOODS AND SERVICES

(As a Percent of Total Expenditures)

Country 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Argentina 22.4 21.2 21.5 20.0 18.9 17.1 17.2 17.3 17.2 ...
Bahamas 68.4 67.4 69.6 67.3 67.3 67.4 66.5 65.0 67.6 63.9
Barbados 45.2 46.9 45.6 49.1 52.0 50.0 49.1 50.0 47.0 43.6
Belize1 78.7 51.6 52.4 49.0 55.6 53.2 53.5 58.2 60.9 58.7
Bolivia2 46.8 54.8 52.6 54.6 52.0 49.6 47.4 ... ... ...
Brazil 15.4 15.5 14.7 18.3 12.2 11.8 ... ... ... ...
Chile 27.6 28.8 28.4 30.2 31.5 32.4 32.9 32.7 33.9 33.4
Colombia 23.2 24.4 27.1 22.3 21.8 24.9 25.8 24.8 21.9 21.3
Costa Rica 35.6 34.0 35.3 34.9 33.1 34.8 29.8 30.9 29.9 30.6
Dominican Rep. 24.8 23.9 27.4 25.1 26.4 24.6 25.8 29.6 28.2 34.3
Ecuador 39.0 37.8 42.6 47.2 43.8 45.5 45.3 39.0 40.0 42.3
El Salvador 59.3 60.5 61.1 49.1 45.4 45.9 47.0 48.9 47.1 51.1
Guatemala 51.0 47.0 56.0 47.8 47.9 46.3 48.0 41.3 39.6 38.3
Guyana 34.9 35.4 19.6 20.8 24.1 25.3 30.7 30.4 32.8 34.8
Haiti ... ... 84.5 89.2 81.9 78.0 83.3 74.4 80.8 72.0
Honduras 56.0 60.7 53.6 47.9 43.1 37.3 40.6 40.3 44.0 47.1
Jamaica 35.6 37.2 40.4 39.6 34.3 50.0 48.9 47.7 47.3 55.1
Mexico 13.5 16.6 17.0 22.1 17.2 18.6 19.1 16.3 15.9 12.7
Nicaragua 66.2 76.5 81.2 58.3 50.4 46.9 37.7 36.5 40.7 35.0
Panama 71.0 66.6 63.3 53.4 55.0 50.7 46.6 47.9 48.2 43.7
Paraguay 45.0 50.0 52.1 53.7 49.8 56.6 53.8 52.3 55.9 ...
Peru 39.1 38.4 35.5 34.8 38.5 36.6 36.3 36.7 40.4 40.1
Suriname 67.9 63.5 60.5 58.1 62.9 65.5 57.5 68.0 68.0 67.0
Trinidad & Tobago 47.0 43.6 43.6 42.1 45.1 45.6 44.0 44.6 43.5 37.5
Uruguay 71.6 69.5 69.6 72.4 73.8 74.1 74.1 74.9 79.2 ...
Venezuela 23.0 24.5 20.3 22.1 26.4 24.6 21.4 21.6 16.1 20.8

1 Fiscal year (April - March) used.
2 Due to changes in methodology and coverage, data from 1989 are not comparable with those of earlier years.
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TABLE C-13. INTEREST PAYMENTS

(As a Percent of Total Expenditures)

Country 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Argentina 4.9 5.1 4.1 8.2 8.6 5.5 6.6 8.1 8.9 ...
Bahamas 10.6 9.3 10.8 11.7 11.0 13.4 11.6 11.8 12.3 11.5
Barbados 11.3 10.4 12.1 13.8 17.2 13.7 13.9 15.4 15.6 13.2
Belize1 11.3 6.7 5.0 4.2 4.4 6.2 6.5 7.6 7.5 7.5
Bolivia2 ... 7.2 8.3 10.0 9.7 11.4 12.5 ... ... ...
Brazil 45.9 58.0 72.5 31.2 45.2 48.8 ... ... ... ...
Chile 7.9 11.4 8.2 7.3 6.0 5.2 4.1 3.2 2.4 1.9
Colombia 11.5 11.5 11.9 10.9 8.4 9.3 9.1 9.3 12.2 12.6
Costa Rica 15.2 15.2 17.6 23.2 20.8 17.7 18.6 26.9 27.5 24.4
Dominican Rep. 9.1 4.5 3.3 6.5 4.2 7.8 5.4 6.4 3.8 3.3
Ecuador 26.2 30.2 22.5 23.0 22.8 23.3 21.7 18.2 21.2 25.2
El Salvador 6.1 6.8 9.1 16.5 13.3 13.7 11.2 9.5 10.0 9.9
Guatemala 11.4 10.4 11.1 17.5 9.2 8.6 9.7 10.8 11.9 6.9
Guyana 27.2 23.3 38.3 43.7 41.5 35.2 27.3 24.4 19.2 23.0
Haiti ... ... 8.3 6.6 7.3 9.9 9.5 5.8 5.8 6.8
Honduras 13.5 14.3 11.4 14.2 18.6 17.2 21.7 20.6 23.9 23.4
Jamaica 26.1 30.6 33.1 31.8 33.7 32.9 37.7 32.4 35.0 29.2
Mexico 57.4 49.5 41.9 28.4 21.7 15.0 12.2 24.0 23.3 21.0
Nicaragua 0.2 0.0 0.0 4.2 10.2 14.0 17.1 14.1 10.6 16.5
Panama 13.2 15.6 17.2 13.1 17.4 15.0 18.2 9.8 9.3 14.6
Paraguay 10.8 11.7 10.3 0.0 6.7 6.0 4.8 4.5 3.2 ...
Peru 28.2 23.4 27.6 25.1 16.4 17.5 14.0 18.0 13.8 10.8
Suriname 9.2 10.5 10.9 10.0 10.1 9.3 7.0 2.1 2.0 1.4
Trinidad & Tobago 11.3 16.0 16.7 15.9 18.3 21.3 20.8 18.6 16.9 16.5
Uruguay 8.7 10.3 10.4 9.5 7.7 7.2 6.1 7.1 ... ...
Venezuela 11.0 16.6 16.0 14.3 16.6 15.9 16.7 23.4 21.9 10.6

1 Fiscal year (April - March) used.
2 Due to changes in methodology and coverage, data from 1989 are not comparable with those of earlier years.

TABLE C-14. CURRENT TRANSFERS AND SUBSIDIES

(As a Percent of Total Expenditures)

Country 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Argentina 60.7 58.0 64.4 63.7 68.2 72.1 37.6 37.2 37.6 ...
Bahamas 5.2 5.2 5.6 5.1 6.7 6.8 7.7 7.9 11.6 10.2
Barbados 21.9 21.4 22.5 22.1 21.7 26.0 23.4 26.2 24.0 23.8
Belize1 7.2 4.5 4.5 5.5 5.0 6.0 6.7 6.4 8.8 8.8
Bolivia2 16.3 11.4 13.5 9.7 8.0 7.2 10.9 ... ... ...
Brazil 30.3 30.1 36.3 49.8 45.7 37.5 ... ... ... ...
Chile 39.1 43.0 42.2 44.7 43.9 43.6 43.0 45.6 43.4 44.9
Colombia 42.0 43.2 41.0 39.4 38.8 46.5 48.1 50.2 50.4 49.4
Costa Rica 35.8 35.2 35.9 33.9 36.1 36.3 41.0 32.9 33.8 34.0
Dominican Rep. 15.3 12.2 17.1 14.7 11.5 11.0 8.7 12.7 17.6 24.0
Ecuador 21.5 17.3 14.7 14.3 12.1 12.0 8.2 6.3 7.1 11.3
El Salvador 13.3 13.0 14.8 12.5 12.9 17.6 22.8 19.1 22.6 21.7
Guatemala 18.3 18.8 15.8 17.8 15.7 16.0 17.2 19.4 20.3 18.6
Guyana 7.3 16.1 11.8 16.4 18.4 13.6 6.7 12.3 7.7 9.3
Haiti ... ... 1.3 1.0 0.6 1.9 0.0 8.4 7.2 4.5
Honduras 8.5 6.8 9.6 12.2 7.8 12.6 9.5 8.3 10.7 14.2
Jamaica 13.2 12.3 11.0 10.3 12.1 1.6 ... ... ... ...
Mexico 21.5 23.4 25.1 31.9 43.8 49.9 53.7 47.1 47.4 57.0
Nicaragua 20.3 12.4 14.4 24.5 18.1 14.3 15.6 15.4 16.7 18.9
Panama 13.0 13.0 17.1 18.1 20.2 23.1 22.6 30.5 27.2 23.3
Paraguay 16.9 19.4 21.0 22.7 24.3 21.3 18.7 18.1 20.6 ...
Peru 21.1 21.7 26.5 26.5 24.3 22.6 25.0 23.7 25.4 27.8
Suriname 18.0 18.2 19.2 28.6 21.1 16.8 24.0 16.5 16.7 15.1
Trinidad & Tobago 31.6 32.6 33.9 30.8 30.9 27.3 28.8 29.4 33.5 35.3
Uruguay 6.0 5.6 9.0 8.7 9.4 7.4 6.9 6.7 6.5 ...
Venezuela 34.9 40.4 40.1 33.3 31.3 32.6 22.6 28.6 39.0 46.8

1 Fiscal year (April - March) used.
2 Due to changes in methodology and coverage, data from 1989 are not comparable with those of earlier years.
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TABLE C-15. CAPITAL EXPENDITURES1

(As a Percent of Total Expenditures)

Country 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Argentina 12.1 15.8 9.3 7.4 4.3 5.4 5.0 6.0 6.5 ...
Bahamas 15.8 18.0 14.1 15.9 15.0 12.5 14.2 15.3 8.5 14.4
Barbados 21.6 21.3 19.8 15.0 9.1 10.3 13.6 8.4 13.5 19.4
Belize2 2.8 37.2 38.1 41.3 34.9 34.6 33.3 15.4 22.8 25.1
Bolivia3 18.0 16.4 17.1 16.2 16.7 17.5 19.4 ... ... ...
Brazil 8.4 -3.6 -23.5 0.7 -3.1 2.0 ... ... ... ...
Chile 25.4 16.8 21.3 17.8 18.7 18.8 20.1 18.6 20.3 19.9
Colombia 22.9 20.7 19.5 27.3 29.0 19.3 16.9 15.6 15.3 16.7
Costa Rica 13.4 15.5 11.3 8.0 10.0 11.2 10.5 9.2 8.8 11.1
Dominican Rep. 48.5 56.2 47.8 49.4 52.2 49.9 52.8 45.3 43.8 27.3
Ecuador 11.8 14.0 18.9 13.2 16.8 17.6 21.9 21.1 23.9 20.9
El Salvador 21.2 19.7 15.0 21.9 28.4 22.8 19.0 22.5 20.3 17.3
Guatemala 19.3 23.8 17.0 17.0 27.2 29.1 25.1 28.4 28.2 36.3
Guyana 30.6 25.2 30.3 19.1 16.0 25.9 35.3 32.6 39.9 32.5
Haiti 32.3 30.4 3.0 2.0 2.0 3.4 4.6 6.7 3.4 12.2
Honduras 22.0 18.1 25.4 25.7 30.4 32.9 28.2 30.8 21.4 15.3
Jamaica 25.1 20.0 15.5 18.3 19.9 15.4 13.4 19.9 17.7 15.7
Mexico 7.3 8.6 13.3 13.1 15.2 13.3 13.5 11.6 12.3 9.3
Nicaragua 13.3 11.1 4.5 13.0 21.3 24.8 29.7 34.0 32.1 29.5
Panama 2.8 4.8 2.4 15.4 7.3 11.3 12.5 11.3 14.6 15.7
Paraguay 19.3 11.9 15.0 22.1 17.5 15.4 18.0 24.4 19.6 16.6
Peru 11.5 16.5 10.5 13.6 20.8 23.2 24.7 21.7 20.4 21.3
Suriname 4.9 7.8 9.4 3.3 5.8 8.4 11.5 13.3 13.3 16.5
Trinidad & Tobago 10.1 7.8 5.8 11.3 5.6 5.8 6.4 7.4 6.2 10.7
Uruguay 11.1 12.1 10.9 9.4 9.1 11.3 13.0 11.3 8.7 ...
Venezuela 31.1 18.5 23.6 30.3 25.7 26.9 39.2 26.4 23.0 21.9

1 Includes Net Lending.
2 Fiscal year (April - March) used.
3 Due to changes in methodology and coverage, data from 1989 are not comparable with those of earlier years.

TABLE C-16. TOTAL INVESTMENT

(As a Percent of Total Expenditures)

Country 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Argentina 4.9 3.8 2.2 1.6 1.8 2.0 1.6 1.3 1.1 ...
Bahamas 7.5 10.5 5.1 3.4 4.4 5.5 7.2 10.1 7.0 11.3
Barbados ... ... ... ... ... ... ... ... ... ...
Belize1 31.8 36.0 40.3 48.0 44.6 32.6 ... ... ... ...
Bolivia2 15.5 ... ... ... ... ... ... ... ... ...
Brazil 3.0 2.4 1.6 2.7 2.0 1.6 ... ... ... ...
Chile 10.1 10.1 9.0 10.3 12.0 13.2 13.5 12.7 14.3 13.8
Colombia 2.3 1.9 12.5 13.2 12.4 15.5 15.6 15.6 15.0 16.7
Costa Rica 4.1 3.7 3.9 3.3 3.6 3.5 3.4 4.0 3.0 4.4
Dominican Rep. ... ... ... ... ... ... ... 32.0 32.5 18.0
Ecuador 7.9 4.5 5.2 3.5 4.2 5.6 13.9 11.2 15.2 ...
El Salvador 18.0 15.2 8.4 13.2 19.5 18.4 14.4 16.0 16.6 14.8
Guatemala 10.3 10.2 9.7 9.6 10.0 9.3 9.6 13.5 13.8 15.5
Guyana 13.1 16.1 16.5 8.8 12.6 16.5 28.3 29.7 34.1 28.2
Haiti ... ... ... ... ... ... ... 6.7 3.4 12.2
Honduras 14.9 13.9 8.4 12.8 17.6 21.4 17.3 15.5 15.3 11.7
Jamaica 16.3 14.3 9.3 11.3 15.6 10.5 ... ... ... ...
Mexico 2.0 2.2 4.2 6.0 6.5 6.4 7.7 5.3 5.9 4.8
Nicaragua 8.0 4.4 2.8 7.8 12.0 9.1 15.3 15.8 19.1 15.0
Panama 2.2 3.7 1.2 3.1 4.1 8.1 12.5 8.3 8.3 12.6
Paraguay 16.5 9.6 9.0 10.1 9.1 10.3 11.9 15.2 13.0 ...
Peru 7.8 11.5 9.3 11.4 12.8 13.2 15.4 14.6 13.5 15.5
Suriname 3.5 6.6 7.5 2.2 5.4 8.2 11.5 13.3 13.3 14.0
Trinidad & Tobago 12.2 10.2 8.0 11.9 7.6 7.2 6.7 8.4 7.0 12.8
Uruguay 8.8 9.0 8.8 8.1 7.7 7.8 8.7 7.9 ... ...
Venezuela 7.8 2.5 2.8 5.0 5.8 5.2 2.9 2.9 2.0 2.1

1 Fiscal year (April - March) used.
2 Due to changes in methodology and coverage, data from 1989 are not comparable with those of earlier years.
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TABLE C-17. FINANCIAL INVESTMENT AND NET LENDING

(As a Percent of Total Expenditures)

Country 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Argentina 0.6 0.8 0.5 0.3 0.4 0.4 0.3 0.2 0.1 ...
Bahamas 1.0 -0.1 3.4 6.1 3.7 5.4 5.9 3.8 0.3 0.1
Barbados 3.5 2.8 -0.2 0.7 0.5 1.2 2.5 -1.1 0.0 0.9
Belize1 -29.0 -0.5 -4.9 -8.6 -11.4 -0.2 ... ... ... ...
Bolivia2 0.4 ... ... ... ... ... ... ... ... ...
Brazil 11.5 9.6 6.5 7.4 5.5 6.0 ... ... ... ...
Chile 5.7 4.0 3.8 4.3 5.4 4.7 5.3 4.3 4.0 4.4
Colombia 2.0 3.3 1.1 8.0 13.8 3.8 1.3 ... 0.3 ...
Costa Rica 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Dominican Rep. 3.9 1.6 0.8 0.6 0.3 0.5 1.1 1.1 0.9 0.4
Ecuador 0.0 0.1 1.1 0.0 0.0 0.1 5.2 4.9 3.0 ...
El Salvador 1.4 2.1 -0.4 5.0 3.1 1.2 0.8 1.7 0.0 -1.7
Guatemala 1.9 2.2 2.2 2.3 1.2 4.4 4.2 3.8 3.1 4.9
Guyana 0.0 0.0 0.0 0.0 0.0 0.0 ... ... ... ...
Haiti ... ... ... ... ... ... ... ... ... ...
Honduras 1.8 0.9 1.4 2.7 1.1 1.3 4.1 6.7 -2.8 -0.7
Jamaica 2.6 1.7 4.7 1.6 3.2 1.9 ... ... ... ...
Mexico 0.2 0.3 0.0 0.0 0.0 0.0 ... 0.7 0.4 0.1
Nicaragua 0.0 0.0 0.0 3.4 0.8 0.9 2.1 3.1 0.0 0.1
Panama 0.3 0.2 0.2 0.1 0.8 0.4 ... ... 3.4 -1.8
Paraguay 2.2 2.2 0.8 0.9 2.6 1.0 1.7 3.1 2.3 ...
Peru ... ... ... ... ... ... ... ... ... ...
Suriname 1.4 1.2 1.9 1.1 0.4 0.1 ... ... ... 2.5
Trinidad & Tobago -2.2 -2.4 -2.2 -0.6 -2.0 -1.4 -0.3 -1.1 -0.8 -2.1
Uruguay ... ... ... ... ... ... ... ... ... ...
Venezuela 9.5 8.3 11.8 12.4 10.3 10.2 17.6 7.1 7.2 4.3

1 Fiscal year (April - March) used.
2 Due to changes in methodology and coverage, data from 1989 are not comparable with those of earlier years.
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GOVERNMENT FINANCE NOTES

The statistical tables refer generally to the central government.
The data do not cover extrabudgetary revenues and expenditures
of the central government, or the transactions of state and local
governments, decentralized agencies or other entities compris-
ing the general government, except for Chile,  where the data
reflect the general government concept. The data for Argentina
refer to “National Administration” and include decentralized agen-
cies in addition to central government.

Total Revenues:

Include current and capital revenues.

Current Revenue: Includes all non-repayable receipts raised
by the government in the form of tax and non-tax revenue,
but excludes the sale of fixed government capital assets. Cur-
rent revenue excludes the proceeds from government borrow-
ings and from the issuance of government bonds and the sale
of other financial assets.

Tax Revenue — Direct Taxes:

Income Taxes: Include taxes imposed on the actual or pre-
sumptive income and profits of individuals and corpora-
tions in the form of dividends, rents, royalties, interest,
wages, pensions, and other income; and on capital gains
on land, financial securities, equity or other assets.

Property Taxes: Include taxes on the use or ownership of
wealth and tangible property such as real estate hold-
ings, land, and other fixed assets. Included also are
betterment levies and special levies on improvements
of immovable property.

Other Direct Taxes: Include taxes on inheritances, gifts
and property transfers.

Tax Revenue — Indirect Taxes:

Production and Sales Taxes: Include all general sales, value-
added and turnover taxes, and all other taxes and du-
ties levied on the production, extraction, sale, leasing
or delivery of goods and rendering of services.

International Trade Taxes: Include all taxes on international
trade and commercial transactions in the form of both
specific and ad-valorem import and export duties
raised for purposes of revenue mobilization and for
protectionism. Also included are taxes that are levied
on foreign exchange transactions.

Other Indirect Taxes: Include revenue from fiscal monopo-
lies, business and professional licenses, motor vehicle
registrations, poll and stamp taxes, and excise duties.

Non-Tax Revenue: Comprises noncompulsory current rev-
enue arising from government ownership of property, en-
terprises, financial assets, land or intangible holdings, in
the form of dividends, interest, rents, royalties and entre-
preneurial income. Also included are administrative fees,
charges, fines and forfeits levied by the government.

Capital Revenue: Includes sales of fixed assets, stocks (stra-
tegic materials, stabilization stocks, grains), land and intan-
gible assets.

Total Expenditures and Net Lending:

Include all payments by the government in the form of current
and capital expenditures and financial investment and net lend-
ing, but exclude amortization payments on domestic and exter-
nal government debt.

Current Expenditures: Include expenditures for goods and ser-
vices, interest payments and transfers and subsidies:

Goods and Services: Include wages and salaries to govern-
ment employees and the purchases of goods and services
for the operation of the administration other than fixed
assets and land.

Interest Payments: Include domestic and external interest
payments on government debt outstanding in the form of
bonds and other financial liabilities.

Current Transfers: Include transfers and subsidies intended
to support the current expenditures of state and local gov-
ernments, decentralized agencies, and public enterprises.

Capital Expenditures: Comprises fixed investment, capital trans-
fers and financial investment and net lending:

Fixed Investment: Includes government outlays for invest-
ment in capital equipment, public works, and construc-
tion and the acquisition of any other fixed assets for non-
military productive purposes. Also included is the
purchase of inventories and of land, subsoil deposits, and
nonfinancial intangible assets such as patents, copyrights,
and trademarks.

Capital Transfers: Include unrequited transfers with the pur-
pose of permitting the acquisition of fixed assets by the
beneficiary, compensation for damages or destruction of
fixed assets or capital gains. Includes transfers for the
construction of bridges, highways, hospitals, schools and
other buildings. However, transfers for military construc-
tion or the purchase of military equipment are classified
as current transfers. Also included is the amortization by
the government of debts contracted by third parties, only
if the government does not assume the debt. Includes
transfers to those enterprises that have accumulated large
losses in various years or suffered losses beyond their
control. The nonreimbursable unrequited transfers of ir-
regular character for both parties to the transaction are
also considered as capital transfers.

Financial Investment and Net Lending: This category comprises
government transactions in financial claims undertaken
for purposes of public policy rather than for management
of government liquidity. It covers government net loans
to, and the acquisition of financial assets issued by other
government levels, financial and nonfinancial public en-
terprises and government participation in the equity capi-
tal and debt of private enterprises. Net lending to finan-
cial institutions includes the provision of funds for their
capitalization and the financing of any government lend-
ing activity considered to be part of the financial sector.

Current Savings:

Represent current revenue less current expenditures. By disburs-
ing only part of its current receipts for current expenditures, the
government generates a current account surplus available for the
financing of real investment, financial investment and capital
transfers, thereby contributing to domestic capital formation.

Surplus (+) or Deficit (-):

Total revenues plus grants less total expenditures and net lending.

Source:

Official statistics of member countries and IDB estimates. All cal-
culations use current values in local currency.
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TABLE D-1. BALANCE OF PAYMENTS SUMMARY1

(Millions of U.S. Dollars)

Item 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Current Account Balance -9,830 -8,047 -1,542 -17,798 -33,990 -44,878 -49,377 -34,232 -37,116 -63,428
   Trade Balance 25,019 29,526 30,510 12,087 -5,733 -9,574 -14,505 577 2,197 -16,970
      Exports of Goods (fob) 115,365 128,037 141,099 141,500 150,720 164,568 191,433 232,532 259,437 287,955
      Imports of Goods (fob) 90,346 98,511 110,590 129,413 156,453 174,143 205,940 231,956 257,240 304,924
   Service Balance -5,625 -4,382 -6,582 -7,715 -9,060 -11,286 -10,204 -9,436 -11,807 -13,621
      Transportation -4,559 -4,654 -5,136 -6,743 -7,419 -8,976 -9,131 -10,047 -10,580 -13,281
      Travel 2,094 3,311 2,235 2,088 1,403 1,875 2,839 5,037 4,342 4,405
      Other Services -3,158 -3,039 -3,681 -3,060 -3,050 -4,194 -3,913 -4,245 -4,406 -4,353
      Addendum:  Freight and Insurance -3,441 -3,522 -4,209 -5,819 -6,741 -9,023 -9,838 -10,314 … …
   Income Balance -35,597 -40,020 -35,565 -32,817 -31,434 -35,634 -37,716 -40,746 -42,902 -48,508
      Compensation of Employees 530 614 623 545 657 63 133 -16 -16 -409
      Investment Income -36,032 -40,531 -36,079 -33,252 -32,088 -35,742 -37,863 -40,683 -43,055 …
   Current Transfers Balance 6,372 6,829 10,097 10,647 12,237 11,615 13,047 15,373 14,914 15,671
      General Government 1,864 2,017 3,203 2,335 2,004 1,451 1,510 1,764 1,720 1,451
      Other Sectors 4,508 4,812 6,893 8,312 10,232 9,847 11,295 13,275 12,693 7,138
Capital and Financial Account Balancea 5,093 5,698 16,808 34,639 56,171 68,669 49,056 61,970 63,745 77,875
   Capital Account Balance 35 -16 11 268 326 322 1,128 2,013 5,424 …
   Financial Account Balance 5,058 5,714 16,797 34,371 55,846 68,347 47,928 59,958 58,321 77,354
      Direct Investment 8,036 7,307 7,029 11,382 13,760 12,125 25,235 27,687 37,285 55,251
            Abroad -309 -748 -1,061 -1,349 -742 -2,059 -2,909 -2,891 -1,622 -3,588
            In Reporter 8,339 8,046 8,083 12,705 14,493 13,916 27,754 30,026 38,012 52,900
      Portfolio Investment 4,323 1,843 11,354 16,909 36,123 70,412 65,976 4,891 33,313 27,583
            Assets 1,273 -544 -9,825 -9,087 1,039 -3,870 -4,494 -1,005 … …
            Liabilities 3,050 2,387 21,179 25,995 35,081 74,227 70,420 5,910 … …
      Other Investment -7,301 -3,436 -1,586 6,080 5,963 -14,190 -43,283 27,379 -12,276 -5,480
            Assets 8,293 3,443 -5,278 1,818 -2,002 -8,943 -28,083 -17,362 … …
            Liabilities -15,639 -6,959 3,534 4,129 7,965 -5,830 -15,172 44,023 … …
Change in Reserves (- Increase) 6,835 -2,424 -15,123 -17,973 -22,612 -21,744 4,160 -23,606 -27,015 -15,107
Errors and Omissions -2,080 4,800 -99 1,175 492 -2,046 -3,842 -4,132 387 659

1 The totals in this table are those shown for Latin America in the following Appendix D tables. Totals are incomplete for some countries because of unavailable data.
Furthermore, countries may provide estimates for aggregates but not their components. Therefore, components do not always correspond with the tables.a Includes
Errors and Omissions for El Salvador (1995-97), Jamaica (1996-97), and Panama (1997).

TABLE D-2. CURRENT ACCOUNT BALANCE

(Millions of U.S. Dollars)

Country 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Argentina -1,572.0 -1,305.0 4,552.0 -647.0 -5,462.0 -7,672.0 -10,118.0 -2,768.0 -3,787.0 -10,119.0
Bahamas -66.5 -84.2 -36.6 -179.8 35.8 48.7 -42.2 -145.9 -263.3 -462.1
Barbados 48.0 28.0 -7.9 -23.5 143.4 70.0 132.3 90.2 104.4 58.4
Belize -2.6 -19.0 15.4 -25.8 -28.6 -48.5 -40.1 -2.8 -2.3 -42.1
Bolivia -324.9 -291.7 -219.8 -283.9 -561.2 -538.9 -87.8 -315.5 -364.1 -662.7
Brazil 4,156.0 1,002.0 -3,823.0 -1,450.0 6,089.0 20.0 -1,153.0 -18,136.0 -24,800.0 -33,482.0
Chile -231.0 -689.0 -487.0 -99.0 -956.0 -2,547.0 -1,587.0 -1,403.0 -3,742.0 -4,062.0
Colombia -216.0 -201.0 542.0 2,349.0 901.0 -2,102.0 -3,113.0 -4,101.0 -4,754.0 -4,968.5
Costa Rica -178.5 -414.9 -424.0 -75.2 -370.4 -620.2 -233.6 -143.0 -125.2 -422.0
Dominican Rep. -18.9 -327.3 -279.6 -157.3 -707.9 -421.4 -226.6 -101.1 -238.6 -224.9
Ecuador -680.0 -715.0 -360.0 -708.0 -122.0 -678.0 -681.0 -735.0 111.0 -743.0
El Salvador 25.8 -194.4 -151.7 -167.5 -109.0 -77.2 -18.1 -261.5 -169.0 95.9
Guatemala -414.0 -367.1 -212.9 -183.7 -705.9 -701.7 -625.3 -572.0 -451.5 -660.6
Guyana -93.6 -113.3 -149.6 -119.0 -138.5 -140.2 -124.9 -134.8 -50.0 -68.4
Haiti -40.4 -62.7 -21.9 -56.1 7.9 -16.6 4.0 -38.0 -73.5 -85.8
Honduras -110.8 -170.3 -51.4 -172.4 -258.0 -327.2 -345.7 -179.7 -190.1 -94.9
Jamaica 47.5 -282.4 -312.1 -240.1 28.5 -184.0 16.9 -245.2 -238.4 -403.5
Mexico -2,374.0 -5,825.0 -7,451.0 -14,888.0 -24,442.0 -23,400.0 -29,662.0 -1,576.0 -1,923.0 -7,226.8
Nicaragua -715.4 -361.7 -305.2 -264.2 -769.0 -604.3 -644.5 -490.0 -419.3 -649.0
Panama 721.7 111.6 208.4 -212.4 -270.0 -143.4 22.3 -343.0 -60.3 -249.9
Paraguay -210.2 255.6 -172.3 -324.1 -600.1 -412.6 -566.6 -500.5 -637.4 -669.4
Peru -1,819.0 -570.0 -1,384.0 -1,510.0 -2,101.0 -2,302.0 -2,662.0 -4,298.0 -3,605.0 -3,414.0
Suriname 114.3 293.5 66.8 -133.4 25.4 44.0 58.6 72.9 9.6 5.5
Trinidad & Tobago -88.6 -38.5 459.0 -4.7 138.9 113.1 217.8 293.8 -37.4 -554.8
Uruguay 22.1 133.5 185.9 42.4 -8.8 -243.8 -438.3 -212.5 -233.4 -321.1
Venezuela -5,809.0 2,161.0 8,279.0 1,736.0 -3,749.0 -1,993.0 2,541.0 2,014.0 8,824.0 5,999.0
Latin America -9,830.0 -8,047.3 -1,541.5 -17,797.7 -33,989.5 -44,878.2 -49,376.8 -34,231.6 -37,115.8 -63,427.8
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TABLE D-3. TRADE BALANCE (FOB)

(Millions of U.S. Dollars)

Country 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Argentina 4,242.0 5,709.0 8,628.0 4,419.0 -1,450.0 -2,426.0 -4,238.0 2,238.0 1,622.0 -3,195.0
Bahamas1,2 -672.1 -910.8 -796.5 -816.9 -767.7 -738.0 -815.3 -931.3 -1,014.1 -1,038.2
Barbados2 -338.9 -416.4 -408.7 -416.1 -277.8 -326.7 -354.8 -445.7 -456.2 -600.6
Belize -41.8 -64.1 -59.2 -97.5 -103.9 -118.5 -75.4 -67.6 -54.2 -80.7
Bolivia -48.4 -6.0 55.2 -43.9 -432.4 -396.2 -30.0 -182.3 -236.1 -491.0
Brazil 19,168.0 16,112.0 10,747.0 10,578.0 15,239.0 14,329.0 10,861.0 -3,157.0 -5,539.0 -8,372.0
Chile 2,210.0 1,484.0 1,283.0 1,484.0 722.0 -990.0 732.0 1,368.0 -1,094.0 -1,296.0
Colombia 827.0 1,474.0 1,971.0 2,959.0 1,234.0 -1,657.0 -2,292.0 -2,699.0 -2,133.0 -2,392.3
Costa Rica -97.9 -238.6 -442.5 -199.5 -471.8 -760.8 -605.8 -473.5 -413.6 -714.4
Dominican Rep.3 -718.3 -1,039.4 -1,058.3 -1,070.5 -1,611.8 -1,540.4 -1,541.9 -1,492.2 -1,531.9 -1,806.4
Ecuador 622.0 662.0 1,009.0 643.0 1,018.0 592.0 561.0 354.0 1,220.1 598.0
El Salvador4 -355.9 -662.7 -665.6 -704.6 -962.3 -1,034.9 -1,155.3 -1,444.0 -1,242.9 -1,107.5
Guatemala -339.9 -358.3 -216.6 -443.0 -1,044.1 -1,020.8 -996.5 -875.1 -643.4 -940.1
Guyana 18.6 11.6 -22.9 17.2 -61.0 -68.3 -40.6 -40.8 -5.0 -24.4
Haiti -103.5 -111.0 -176.8 -246.6 -138.5 -185.0 -83.8 -379.9 -351.1 -319.5
Honduras3 -34.0 -44.5 -11.8 -71.9 -150.9 -231.0 -257.4 -110.7 -132.7 -125.4
Jamaica2 -356.9 -589.8 -502.1 -391.6 -424.6 -815.1 -513.8 -813.2 -1,263.1 -1,780.9
Mexico5 2,611.0 405.0 -881.0 -7,279.0 -15,934.0 -13,481.0 -18,464.0 7,089.0 6,531.0 623.6
Nicaragua -482.6 -228.6 -237.3 -419.9 -547.7 -392.4 -417.5 -334.8 -359.7 -741.8
Panama6 156.8 -123.9 -157.7 -399.6 -375.5 -334.2 -250.5 -575.0 -629.8 -562.6
Paraguay -159.1 164.1 -253.5 -746.8 -869.1 -892.0 -1,270.0 -1,440.8 -1,428.9 -1,393.7
Peru -134.0 1,246.0 399.0 -189.0 -341.0 -607.0 -997.0 -2,170.0 -2,000.0 -1,814.0
Suriname 212.3 389.7 163.3 -2.0 122.1 84.4 99.3 123.0 8.0 30.7
Trinidad & Tobago 405.3 505.5 1,012.5 564.2 695.7 547.2 741.1 587.7 275.7 -294.4
Uruguay 292.3 462.8 426.0 61.0 -121.8 -386.7 -706.0 -563.0 -686.9 -723.1
Venezuela -1,863.0 5,694.0 10,706.0 4,900.0 1,322.0 3,275.0 7,606.0 7,013.0 13,756.0 11,592.0
Latin America 25,019.0 29,525.6 30,509.5 12,087.0 -5,733.1 -9,574.4 -14,505.2 576.8 2,197.2 -16,969.7

1 Includes goods for processing in Free Trade Zone.
2 Include goods procured in ports by carriers.
3 Include goods for processing from 1993.

4 Include goods for processing from 1995.
5 Includes goods for processing.
6 Includes activity within the Colón Free Zone.

TABLE D-4. EXPORTS OF GOODS (FOB)

(Millions of U.S. Dollars)

Country 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Argentina 9,134.0 9,573.0 12,354.0 11,978.0 12,235.0 13,117.0 15,839.0 20,964.0 23,811.0 25,223.0
Bahamas1,2 310.8 221.0 283.5 229.4 216.6 192.2 198.5 225.4 273.2 295.0
Barbados2 179.4 187.3 218.9 206.6 189.8 187.6 189.8 245.4 286.7 240.4
Belize 119.4 124.4 129.2 126.1 140.6 132.0 156.5 164.3 171.1 176.5
Bolivia 542.5 723.5 830.8 760.3 608.4 715.5 985.1 1,041.4 1,132.0 1,151.7
Brazil 33,773.0 34,375.0 31,408.0 31,619.0 35,793.0 39,630.0 44,102.0 46,506.0 47,747.0 52,986.0
Chile 7,054.0 8,079.0 8,372.0 8,942.0 10,007.0 9,198.0 11,604.0 16,025.0 15,405.0 16,923.0
Colombia 5,343.0 6,031.0 7,079.0 7,507.0 7,263.0 7,429.0 8,748.0 10,222.0 10,651.0 11,648.5
Costa Rica 1,180.7 1,333.4 1,354.2 1,498.1 1,739.1 1,866.8 2,122.0 2,480.2 2,743.6 2,953.8
Dominican Rep.3 889.7 924.4 734.5 658.3 562.5 3,114.0 3,361.5 3,652.8 4,195.3 4,801.8
Ecuador 2,205.0 2,354.0 2,724.0 2,851.0 3,101.0 3,066.0 3,843.0 4,411.0 4,900.0 5,264.0
El Salvador4 610.6 557.5 643.9 586.8 598.1 731.5 1,252.2 1,652.1 1,789.2 2,415.9
Guatemala 1,073.3 1,126.1 1,211.4 1,230.0 1,283.7 1,363.2 1,550.1 2,157.5 2,236.9 2,602.6
Guyana 214.6 204.7 203.9 239.0 381.7 415.5 463.4 495.7 575.0 594.0
Haiti 180.4 148.3 265.8 202.0 75.6 81.6 57.4 137.3 147.5 192.7
Honduras3 889.4 911.2 895.2 840.6 839.3 1,001.9 1,141.4 1,460.4 1,626.2 1,839.0
Jamaica2 898.4 1,028.9 1,190.6 1,196.7 1,116.5 1,105.4 1,551.0 1,792.7 1,379.4 1,361.2
Mexico5 30,692.0 35,171.0 40,711.0 42,687.0 46,196.0 51,885.0 60,882.0 79,542.0 96,000.0 110,431.4
Nicaragua 235.7 318.7 332.4 268.1 223.1 267.0 363.7 530.2 673.5 708.6
Panama6 2,505.9 2,742.1 3,346.2 4,191.8 5,104.2 5,416.9 6,044.3 6,104.0 5,888.6 6,934.9
Paraguay 871.0 1,180.0 1,382.3 1,120.8 1,081.5 1,827.0 2,281.7 3,030.4 2,766.7 2,643.4
Peru 2,731.0 3,533.0 3,321.0 3,406.0 3,661.0 3,516.0 4,598.0 5,591.0 5,897.0 6,754.0
Suriname 639.7 980.3 831.6 617.5 608.6 298.3 293.6 415.6 434.3 538.1
Trinidad & Tobago 1,469.5 1,550.8 1,960.1 1,774.5 1,691.4 1,500.1 1,777.6 2,456.1 2,565.2 2,528.6
Uruguay 1,404.5 1,599.0 1,692.9 1,604.7 1,801.4 1,731.6 1,917.6 2,147.6 2,448.5 2,780.5
Venezuela 10,217.0 13,059.0 17,623.0 15,159.0 14,202.0 14,779.0 16,110.0 19,082.0 23,693.0 23,966.0
Latin America 115,364.5 128,036.6 141,099.4 141,500.3 150,720.1 164,568.1 191,433.4 232,532.1 259,436.9 287,954.6

1 Includes goods for processing in Free Trade Zone.
2 Include goods procured in ports by carriers.
3 Include goods for processing from 1993.

4 Include goods for processing from 1995.
5 Includes goods for processing.
6 Includes activity within the Colón Free Zone.
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TABLE D-5. IMPORTS OF GOODS (FOB)

(Millions of U.S. Dollars)

Country 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Argentina 4,892.0 3,864.0 3,726.0 7,559.0 13,685.0 15,543.0 20,077.0 18,726.0 22,189.0 28,418.0
Bahamas1,2 982.9 1,131.8 1,080.0 1,046.3 984.3 930.2 1,013.8 1,156.7 1,287.3 1,333.2
Barbados 518.4 603.7 627.6 622.7 467.7 514.3 544.6 691.2 742.9 841.0
Belize 161.2 188.5 188.4 223.6 244.5 250.5 231.8 231.9 225.3 257.2
Bolivia 590.9 729.5 775.6 804.2 1,040.8 1,111.7 1,015.1 1,223.7 1,368.1 1,642.7
Brazil 14,605.0 18,263.0 20,661.0 21,041.0 20,554.0 25,301.0 33,241.0 49,663.0 53,286.0 61,358.0
Chile 4,844.0 6,595.0 7,089.0 7,458.0 9,285.0 10,188.0 10,872.0 14,657.0 16,499.0 18,219.0
Colombia 4,516.0 4,557.0 5,108.0 4,548.0 6,029.0 9,086.0 11,040.0 12,921.0 12,784.0 14,040.8
Costa Rica 1,278.6 1,572.0 1,796.7 1,697.6 2,210.9 2,627.6 2,727.8 2,953.7 3,157.2 3,668.2
Dominican Rep.3 1,608.0 1,963.8 1,792.8 1,728.8 2,174.3 4,654.4 4,903.4 5,145.0 5,727.2 6,608.2
Ecuador 1,583.0 1,692.0 1,715.0 2,208.0 2,083.0 2,474.0 3,282.0 4,057.0 3,680.0 4,666.0
El Salvador4 966.5 1,220.2 1,309.5 1,291.4 1,560.5 1,766.4 2,407.4 3,096.1 3,032.1 3,523.4
Guatemala 1,413.2 1,484.4 1,428.0 1,673.0 2,327.8 2,384.0 2,546.6 3,032.6 2,880.3 3,542.7
Guyana 196.0 193.1 226.8 221.8 442.7 483.8 504.0 536.5 580.0 618.4
Haiti 283.9 259.3 442.6 448.6 214.1 266.6 141.2 517.2 498.6 512.2
Honduras 923.4 955.7 907.0 912.5 990.2 1,232.9 1,398.8 1,571.1 1,758.9 1,964.4
Jamaica2 1,255.3 1,618.7 1,692.7 1,588.3 1,541.1 1,920.5 2,064.8 2,605.9 2,642.5 3,142.1
Mexico5 28,081.0 34,766.0 41,592.0 49,966.0 62,130.0 65,366.0 79,346.0 72,453.0 89,469.0 109,807.8
Nicaragua 718.3 547.3 569.7 688.0 770.8 659.4 781.2 865.0 1,033.2 1,450.4
Panama6 2,349.1 2,866.0 3,503.9 4,591.4 5,479.7 5,751.1 6,294.8 6,679.0 6,518.4 7,497.5
Paraguay 1,030.1 1,015.9 1,635.8 1,867.6 1,950.6 2,719.0 3,551.7 4,471.2 4,195.6 4,037.1
Peru 2,865.0 2,287.0 2,922.0 3,595.0 4,002.0 4,123.0 5,596.0 7,761.0 7,897.0 8,568.0
Suriname 427.4 590.6 668.3 619.5 486.5 213.9 194.3 292.6 426.3 507.4
Trinidad & Tobago 1,064.2 1,045.2 947.6 1,210.3 995.6 952.9 1,036.6 1,868.5 2,289.5 2,823.0
Uruguay 1,112.2 1,136.2 1,266.9 1,543.7 1,923.2 2,118.3 2,623.6 2,710.6 3,135.4 3,503.6
Venezuela 12,080.0 7,365.0 6,917.0 10,259.0 12,880.0 11,504.0 8,504.0 12,069.0 9,937.0 12,374.0
Latin America 90,345.6 98,510.9 110,589.9 129,413.3 156,453.3 174,142.5 205,939.5 231,955.5 257,239.8 304,924.3

1 Includes goods for processing in Free Trade Zone.
2 Include goods procured in ports by carriers.
3 Include goods for processing from 1993.

4 Include goods for processing from 1995.
5 Includes goods for processing.
6 Includes activity within the Colón Free Zone.

TABLE D-6. SERVICE BALANCE

(Millions of U.S. Dollars)

Country 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Argentina -687.0 -600.0 -674.0 -1,599.0 -2,257.0 -2,730.0 -2,941.0 -2,222.0 -2,495.0 -3,069.0
Bahamas 784.0 952.3 927.1 804.9 874.1 891.3 883.4 903.2 862.4 697.0
Barbados 405.9 465.6 403.7 398.9 409.7 416.9 492.5 550.1 573.1 687.5
Belize 21.1 23.4 55.4 54.5 61.0 58.0 33.2 47.6 46.8 32.8
Bolivia -126.5 -154.9 -164.7 -154.2 -146.4 -140.3 -124.5 -151.7 -172.0 -211.7
Brazil -3,023.0 -2,785.0 -3,761.0 -3,891.0 -3,342.0 -5,590.0 -5,346.0 -7,495.0 -8,984.0 -11,195.0
Chile -690.0 -460.0 -230.0 31.0 -177.0 -223.0 -150.0 -351.0 -354.0 -314.0
Colombia -262.0 -274.0 -150.0 -219.0 -45.0 199.0 623.0 184.0 -227.0 -38.3
Costa Rica 6.6 1.9 59.3 156.6 130.7 222.9 334.9 362.8 316.8 358.3
Dominican Rep. 616.4 576.4 656.8 719.4 793.5 788.7 974.1 1,058.5 1,208.6 1,429.5
Ecuador -166.0 -110.0 -112.0 -148.0 -113.0 -143.0 -163.0 -118.0 -91.0 -385.0
El Salvador -13.4 -41.1 14.6 -12.0 12.4 24.2 -56.7 -137.0 -90.1 -72.8
Guatemala -122.1 -79.2 -27.6 102.4 88.7 74.3 52.6 -29.0 -100.7 -73.1
Guyana -37.9 -43.8 -46.3 -48.2 -34.0 -32.8 -40.2 -38.4 -41.8 -48.8
Haiti -102.6 -100.4 -19.8 -25.7 3.3 5.6 -57.2 -180.4 -174.2 -193.2
Honduras -81.1 -80.8 -82.5 -51.7 -41.2 -85.1 -87.5 -67.6 -74.7 -48.9
Jamaica 217.7 155.3 329.1 321.8 389.6 437.2 367.2 353.5 ... 908.2
Mexico -197.0 -672.0 -2,229.0 -2,090.0 -2,684.0 -2,529.0 -2,721.0 64.0 82.0 420.0
Nicaragua -100.7 -97.2 -52.5 -66.0 -62.1 -56.4 -56.9 -101.6 -116.4 -79.5
Panama 544.5 406.3 409.2 348.9 294.2 298.2 310.6 402.5 525.3 480.9
Paraguay -4.9 91.4 39.9 356.7 283.7 473.8 739.6 942.4 843.0 781.8
Peru -333.0 -307.0 -365.0 -413.0 -575.0 -575.0 -502.0 -773.0 -679.0 -739.0
Suriname -95.7 -119.6 -134.3 -134.6 -135.7 -55.1 -40.9 -57.8 -124.7 -127.8
Trinidad & Tobago -182.7 -158.9 -150.6 -129.1 -109.1 -112.9 -111.5 100.7 235.5 242.6
Uruguay 32.8 11.6 73.1 173.7 271.5 281.9 469.1 501.5 559.6 528.6
Venezuela -2,028.0 -982.0 -1,351.0 -2,202.0 -2,951.0 -3,185.0 -3,086.0 -3,184.0 -3,335.0 -3,592.0
Latin America1 -5,624.6 -4,381.7 -6,582.1 -7,714.7 -9,060.1 -11,285.6 -10,204.2 -9,435.7 -11,806.5 -13,620.9

1 Latin American aggregate excludes Jamaica (1996).



BALANCE OF PAYMENTS 231

TABLE D-7. SERVICE TRANSACTIONS: TRANSPORTATION BALANCE

(Millions of U.S. Dollars)

Country 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Argentina 43.0 155.0 219.0 -161.0 -460.0 -841.0 -1,075.0 -969.0 -1,142.0 -1,555.0
Bahamas -102.1 -97.2 -78.5 -76.0 -67.3 -73.4 -65.0 -81.8 -115.4 -132.3
Barbados -77.0 -90.8 -89.1 -86.9 -69.2 -77.4 -82.9 -100.4 -106.0 ...
Belize -14.2 -15.9 -14.0 -22.1 -23.0 -24.7 -26.7 -32.3 -31.5 -34.1
Bolivia -91.7 -123.9 -131.9 -120.8 -113.5 -117.9 -119.0 -133.1 -143.0 -169.7
Brazil -1,040.0 -1,452.0 -1,643.0 -1,655.0 -1,360.0 -2,417.0 -2,100.0 -3,200.0 -3,480.0 -6,514.0
Chile -298.0 -344.0 -225.0 -262.0 -310.0 -382.0 -157.0 -532.0 -575.0 -589.0
Colombia -87.0 -110.0 -104.0 -53.0 25.0 181.0 193.0 278.0 258.0 ...
Costa Rica -89.2 -112.0 -127.5 -118.1 -143.2 -192.5 -180.2 -200.3 -237.8 -293.8
Dominican Rep. -118.2 -150.5 -113.0 -108.3 -159.9 -11.9 -11.4 -10.6 -16.3 -11.9
Ecuador -94.0 -66.0 -72.0 -133.0 -124.0 -150.0 -170.0 -137.0 -76.0 -276.0
El Salvador -5.7 -20.4 -57.1 -81.0 -106.0 -113.0 -134.3 -211.2 -171.1 -180.6
Guatemala -135.8 -139.6 -125.7 -159.7 -183.7 -197.2 -216.1 -224.9 -224.5 -260.1
Guyana -10.9 -6.1 -6.8 -2.5 -39.4 -37.3 -36.4 -35.7 -37.8 -41.4
Haiti -80.9 -77.6 -25.5 -30.8 -21.5 -16.8 -44.9 ... ... ...
Honduras -57.1 -58.7 -54.3 -51.7 -55.6 -95.2 -118.0 -140.3 -151.1 ...
Jamaica -92.7 -171.2 -143.3 -166.4 -178.9 -224.3 -188.7 -241.7 ... ...
Mexico -792.0 -1,266.0 -1,619.0 -1,952.0 -2,245.0 -2,388.0 -3,220.0 -2,259.0 -2,766.0 -1,226.4
Nicaragua -67.1 -43.6 -45.2 -29.6 -65.0 -52.8 -62.2 -65.2 -72.1 -53.3
Panama 282.6 172.7 144.3 64.9 -23.3 -25.0 -37.9 17.6 119.9 89.9
Paraguay -150.7 -136.9 -184.7 -187.6 -208.6 -328.4 -320.4 -441.5 -438.0 -433.4
Peru -168.0 -95.0 -154.0 -297.0 -292.0 -333.0 -424.0 -567.0 -504.0 -537.0
Suriname -49.3 -58.3 -62.6 -55.2 -49.4 -30.5 -21.8 -36.5 -31.4 -37.4
Trinidad & Tobago -58.0 -90.9 -74.7 -106.3 -61.9 -44.5 -58.8 99.6 101.7 102.5
Uruguay -15.1 -0.5 -5.3 -19.5 50.1 -10.3 16.5 22.9 8.9 ...
Venezuela -1,190.0 -255.0 -343.0 -872.0 -1,134.0 -973.0 -470.0 -846.0 -749.0 -1,128.0
Latin America1 -4,559.1 -4,654.4 -5,135.9 -6,742.6 -7,419.3 -8,976.1 -9,131.2 -10,047.4 -10,579.5 -13,281.0

1 Latin American aggregate excludes Barbados (1997), Colombia (1997), Haiti (1995-97), Honduras (1997), Jamaica (1996-97), and Uruguay (1997).

TABLE D-8. SERVICE TRANSACTIONS: TRAVEL BALANCE

(Millions of U.S. Dollars)

Country 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Argentina -341.0 -224.0 -268.0 -957.0 -1,430.0 -1,608.0 -1,636.0 -1,010.0 -1,071.0 -1,094.0
Bahamas 972.3 1,118.9 1,128.0 985.9 1,050.5 1,125.7 1,134.0 1,133.0 1,163.3 1,166.2
Barbados 425.0 490.1 458.9 422.0 428.5 481.1 543.9 597.9 618.5 685.1
Belize 15.5 21.0 31.5 37.9 45.8 48.9 52.7 62.2 66.9 61.2
Bolivia -2.2 -1.7 -2.1 -0.5 -2.4 0.1 1.3 6.9 10.4 8.7
Brazil -588.0 474.0 -122.0 -212.0 -319.0 -801.0 -1,212.0 -2,419.0 -3,593.0 -4,377.0
Chile -243.0 12.0 105.0 270.0 174.0 234.0 318.0 208.0 143.0 176.0
Colombia -77.0 -159.0 -48.0 -41.0 65.0 61.0 50.0 43.0 3.0 ...
Costa Rica 105.3 93.8 129.5 186.2 212.7 317.9 330.5 343.3 359.1 406.9
Dominican Rep. 641.1 570.7 582.1 602.0 682.2 1,118.2 1,274.3 1,389.7 1,592.0 1,888.4
Ecuador 6.0 18.0 13.0 12.0 14.0 40.0 49.0 20.0 62.0 63.0
El Salvador -19.7 -45.7 15.2 14.0 15.4 17.7 16.0 13.0 13.7 ...
Guatemala -33.1 -14.6 18.3 45.0 83.1 87.4 54.3 71.4 80.9 120.8
Guyana -5.7 -14.0 -7.5 -15.4 18.7 17.9 11.1 11.5 11.8 11.5
Haiti 39.6 37.2 -3.3 5.2 18.7 12.7 -9.2 ... ... ...
Honduras -9.5 -10.0 -8.5 -6.2 -6.4 5.0 15.0 50.1 55.0 83.6
Jamaica 431.8 490.4 637.7 703.5 776.5 862.6 842.4 874.5 979.7 932.4
Mexico 847.0 574.0 7.0 147.0 -23.0 605.0 1,026.0 3,008.0 3,545.0 3,902.5
Nicaragua 3.6 3.2 -2.5 -11.4 -6.9 10.2 10.1 9.5 -5.8 14.8
Panama 77.8 74.5 73.2 94.5 94.9 103.1 139.0 182.8 207.3 213.3
Paraguay 54.8 52.2 24.9 365.6 337.7 412.4 523.1 774.3 645.5 558.7
Peru 30.0 -16.0 -79.0 -39.0 -100.0 -54.0 65.0 131.0 281.0 320.0
Suriname -6.8 -10.0 -20.9 -27.4 -16.7 5.1 8.1 17.8 6.1 6.4
Trinidad & Tobago -76.6 -34.1 -27.6 -9.2 -3.8 -25.4 -3.0 8.1 34.7 34.5
Uruguay 64.3 61.4 126.8 232.8 277.0 318.1 398.0 374.9 524.7 495.2
Venezuela -218.0 -251.0 -527.0 -717.0 -984.0 -1,521.0 -1,163.0 -865.0 -1,392.0 -1,273.0
Latin America1 2,093.5 3,311.3 2,234.7 2,087.5 1,402.5 1,874.7 2,838.6 5,036.9 4,341.8 4,405.2

1 Latin American aggregate excludes Colombia (1997), El Salvador (1997), and Haiti (1995-97).
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TABLE D-9. SERVICE TRANSACTIONS: OTHER SERVICES BALANCE

(Millions of U.S. Dollars)

Country 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Argentina -389.0 -531.0 -625.0 -481.0 -367.0 -281.0 -230.0 -243.0 -282.0 -420.0
Bahamas -86.2 -69.4 -122.4 -105.0 -109.1 -161.0 -185.6 -148.0 -185.5 -336.9
Barbados 58.0 66.4 33.9 63.9 50.4 13.2 31.5 52.6 60.6 ...
Belize 19.8 18.3 37.9 38.7 38.2 33.8 7.2 17.7 11.4 5.7
Bolivia -32.6 -29.3 -30.7 -32.9 -30.5 -22.5 -6.8 -25.6 -39.4 -50.7
Brazil -1,395.0 -1,807.0 -1,996.0 -2,024.0 -1,663.0 -2,372.0 -2,034.0 -1,876.0 -1,911.0 -304.0
Chile -149.0 -128.0 -110.0 23.0 -41.0 -75.0 -311.0 -27.0 78.0 99.0
Colombia -98.0 -5.0 2.0 -125.0 -135.0 -43.0 380.0 -137.0 -488.0 ...
Costa Rica -9.5 20.1 57.3 88.5 61.2 97.5 184.6 219.8 195.5 245.2
Dominican Rep. 93.5 156.2 187.6 225.7 271.2 -317.6 -288.8 -320.6 -367.1 -447.0
Ecuador -78.0 -62.0 -53.0 -27.0 -3.0 -33.0 -42.0 -1.0 -77.0 -172.0
El Salvador 12.1 25.0 56.5 55.1 102.9 119.5 61.6 61.2 67.3 107.6
Guatemala 46.8 75.0 79.8 217.1 189.3 184.1 214.4 124.5 42.9 66.2
Guyana -21.3 -23.7 -32.0 -30.3 -13.2 -13.4 -14.8 -14.2 -6.8 -9.3
Haiti -61.4 -60.1 9.0 -0.1 ... ... -3.1 ... ... ...
Honduras -14.5 -12.1 -19.7 6.2 20.8 5.1 15.5 22.6 21.4 ...
Jamaica -121.4 -163.9 -165.3 -215.3 -208.0 -201.1 -286.5 -279.3 ... -24.2
Mexico -252.0 20.0 -617.0 -285.0 -416.0 -746.0 -528.0 -685.0 -697.0 -2,256.2
Nicaragua -37.2 -56.8 -4.8 -25.0 9.8 -13.8 -4.8 -45.9 -38.5 -41.0
Panama 184.1 159.1 191.7 189.5 222.6 220.1 209.5 202.1 198.1 177.7
Paraguay 91.0 176.1 199.7 178.7 154.6 389.8 536.9 609.6 635.5 656.5
Peru -193.0 -196.0 -132.0 -78.0 -184.0 -188.0 -143.0 -337.0 -456.0 -522.0
Suriname -39.6 -51.4 -50.7 -52.0 -69.6 -29.7 -27.3 -39.1 -99.4 -96.8
Trinidad & Tobago -48.1 -33.9 -48.4 -13.6 -43.4 -43.0 -49.7 -7.0 99.0 105.6
Uruguay -16.3 -49.3 -48.4 -39.6 -55.6 -25.8 54.6 103.7 26.0 54.2
Venezuela -621.0 -476.0 -481.0 -613.0 -833.0 -691.0 -1,453.0 -1,473.0 -1,194.0 -1,191.0
Latin America1 -3,157.8 -3,038.7 -3,681.0 -3,060.4 -3,050.4 -4,193.8 -3,912.6 -4,244.9 -4,406.0 -4,353.4

1 Latin American aggregate excludes Barbados (1997), Colombia (1997), Haiti (1992-93; 1995-97), Honduras (1997), and Jamaica (1996).

TABLE D-10. SERVICE TRANSACTIONS: FREIGHT AND INSURANCE

(Millions of U.S. Dollars)

Country 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Argentina 137.0 193.0 142.0 -224.0 -518.0 -585.0 -846.0 -818.0 -974.0 -1,267.0
Bahamas -75.9 -103.2 -97.4 -99.6 -98.0 -115.4 -141.7 -153.7 -158.6 -163.9
Barbados -63.3 -56.9 -75.4 -77.7 -54.3 -81.5 -102.9 -118.7 -113.2 ...
Belize -20.3 -23.7 -23.2 -27.6 -30.2 -30.9 -32.6 -32.9 ... ...
Bolivia -102.3 -130.2 -138.1 -127.4 -115.8 -117.0 -121.5 -140.0 ... ...
Brazil 394.0 71.0 -72.0 -230.0 -152.0 -998.0 -411.0 -1,122.0 ... -2,866.0
Chile 8.0 -64.0 140.0 49.0 139.0 32.0 9.0 -240.0 -214.0 -297.0
Colombia -246.0 -171.0 -86.0 -126.0 -174.0 -277.0 -248.0 -462.0 -557.0 ...
Costa Rica -146.0 -176.2 -194.5 -153.9 -242.7 -291.4 -302.9 -334.4 -314.1 -378.6
Dominican Rep. -148.9 -187.9 -156.3 -157.2 -216.1 -503.5 -502.4 -532.7 -522.3 -581.4
Ecuador -29.0 5.0 ... -31.0 -30.0 -66.0 -74.0 -79.0 -61.0 -276.0
El Salvador -73.8 -94.1 -95.7 -115.5 -145.8 -152.0 -179.2 ... ... ...
Guatemala -148.2 -157.7 -135.3 -171.0 -197.9 -222.1 -241.5 -261.4 -264.0 ...
Guyana ... ... ... ... -4.4 -4.8 -5.0 -5.4 -9.0 -9.6
Haiti -52.6 -51.6 5.4 4.0 1.4 1.6 -31.4 ... ... ...
Honduras -84.9 -87.0 -85.4 -85.3 -92.9 -108.4 -122.8 -136.2 -153.4 -171.4
Jamaica -201.6 -260.1 -251.8 -250.4 -249.4 -321.6 -352.2 -473.8 ... ...
Mexico -862.0 -1,184.0 -1,664.0 -1,725.0 -2,050.0 -2,577.0 -3,830.0 -2,601.0 -3,068.0 ...
Nicaragua -75.1 -49.1 -51.0 -41.6 -62.8 -49.1 -58.3 -62.3 -69.2 -48.3
Panama -170.9 -256.7 -377.5 -506.5 -558.9 -634.6 -691.5 -703.6 -628.0 -624.7
Paraguay -150.6 -139.6 -209.1 -251.5 -271.4 -329.0 -294.7 -407.4 -410.7 -393.0
Peru -66.0 -9.0 -151.0 -292.0 -305.0 -371.0 -472.0 -625.0 -589.0 -628.0
Suriname -38.2 -42.4 -39.8 -29.6 -36.0 -22.9 -14.4 -25.6 ... ...
Trinidad & Tobago -124.2 -154.6 -161.8 -232.1 -212.2 -191.9 -164.3 -24.8 ... 18.0
Uruguay -20.7 -24.3 -8.1 20.3 44.2 22.0 77.8 46.6 -17.2 -20.8
Venezuela -1,079.0 -368.0 -423.0 -937.0 -1,108.0 -1,028.0 -684.0 -1,001.0 -925.0 -1,137.0
Latin America1 -3,440.5 -3,522.3 -4,209.0 -5,818.6 -6,741.2 -9,022.5 -9,837.5 -10,314.3 … …

1 Latin American aggregate excludes Ecuador (1990), El Salvador (1995), Guyana (1988-91), and Haiti (1995).
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TABLE D-11. INCOME BALANCE

(Millions of U.S. Dollars)

Country 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Argentina -5,127.0 -6,422.0 -4,400.0 -4,260.0 -2,416.0 -2,927.0 -3,259.0 -3,216.0 -3,248.0 -4,205.0
Bahamas -166.9 -131.6 -172.8 -179.0 -82.6 -128.4 -137.6 -135.7 -148.8 -160.2
Barbados -35.5 -25.8 -45.7 -39.5 -28.9 -41.0 -40.7 -47.7 -52.2 -59.2
Belize -7.7 -9.4 -10.2 -10.8 -16.1 -17.5 -25.3 -23.0 -26.0 -23.8
Bolivia -285.3 -280.7 -269.5 -268.3 -225.0 -239.3 -199.3 -226.1 -206.2 -212.2
Brazil -12,080.0 -12,546.0 -11,608.0 -9,651.0 -7,997.0 -10,322.0 -9,091.0 -11,105.0 -12,723.0 -16,091.0
Chile -1,932.0 -1,940.0 -1,737.0 -1,926.0 -1,881.0 -1,655.0 -2,499.0 -2,730.0 -2,794.0 -2,979.0
Colombia -1,745.0 -2,299.0 -2,305.0 -2,089.0 -2,022.0 -1,782.0 -2,307.0 -2,265.0 -2,925.0 -3,129.6
Costa Rica -342.6 -369.6 -232.7 -173.9 -202.6 -225.4 -128.4 -185.8 -168.0 -201.5
Dominican Rep. -270.6 -248.7 -248.7 -192.7 -321.4 -552.6 -623.1 -659.4 -1,062.5 -1,193.3
Ecuador -1,233.0 -1,364.0 -1,364.0 -1,313.0 -1,147.0 -1,257.0 -1,224.0 -1,202.0 -1,308.0 -1,347.0
El Salvador -105.5 -101.3 -131.7 -120.8 -97.2 -111.6 -94.6 -70.0 -90.5 -87.2
Guatemala -176.3 -179.4 -195.7 -102.8 -141.0 -118.4 -130.0 -159.1 -229.9 -181.4
Guyana -93.8 -102.7 -108.7 -109.0 -96.6 -101.8 -106.1 -117.7 -53.9 -59.2
Haiti -27.1 -25.6 -18.2 -18.0 -11.9 -10.6 -11.2 -30.6 -10.7 -13.6
Honduras -231.3 -237.6 -236.8 -246.1 -282.0 -229.4 -211.7 -265.4 -259.4 -232.6
Jamaica -335.2 -350.1 -430.0 -438.8 -293.9 -195.9 -294.1 -320.1 ... -219.3
Mexico -7,043.0 -8,101.0 -8,316.0 -8,265.0 -9,209.0 -11,030.0 -12,259.0 -12,689.0 -13,067.0 -13,400.4
Nicaragua -262.1 -204.8 -217.0 -363.3 -494.8 -429.1 -465.5 -358.6 -300.3 -194.5
Panama -87.9 -266.5 -262.4 -384.1 -392.7 -310.5 -186.7 -324.7 -107.5 -331.6
Paraguay -81.3 -23.4 -14.3 -6.3 -48.6 -94.7 -67.7 -74.3 -90.9 -106.9
Peru -1,515.0 -1,685.0 -1,733.0 -1,367.0 -1,632.0 -1,615.0 -1,800.0 -1,997.0 -1,573.0 -1,497.0
Suriname -15.1 -11.3 -15.2 -20.0 -13.3 -6.2 -3.8 -2.6 2.8 -0.2
Trinidad & Tobago -302.0 -377.6 -396.8 -442.1 -448.1 -325.8 -412.1 -390.1 -536.0 -498.0
Uruguay -324.3 -348.9 -321.3 -232.4 -187.1 -192.4 -242.6 -227.0 -188.6 -207.8
Venezuela -1,771.0 -2,368.0 -774.0 -598.0 -1,746.0 -1,715.0 -1,896.0 -1,924.0 -1,735.0 -1,877.0
Latin America1 -35,596.5 -40,020.0 -35,564.7 -32,816.9 -31,433.8 -35,633.6 -37,715.5 -40,745.9 -42,901.6 -48,508.5

1 Latin American aggregate excludes Jamaica (1996).

TABLE D-12. INVESTMENT INCOME BALANCE

(Millions of U.S. Dollars)

Country 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Argentina -5,127.0 -6,422.0 -4,400.0 -4,260.0 -2,416.0 -2,927.0 -3,259.0 -3,216.0 -3,248.0 -4,205.0
Bahamas -149.6 -110.8 -138.3 -132.0 -58.0 -105.4 -112.6 -107.9 -119.7 -129.1
Barbados -43.7 -34.4 -56.8 -56.7 -39.9 -52.4 -47.9 -55.8 -61.2 ...
Belize -6.2 -7.9 -8.4 -9.3 -15.0 -16.2 -20.0 -21.5 -24.0 -21.1
Bolivia -284.7 -276.1 -264.9 -263.6 -220.3 -234.3 -193.6 -222.5 -204.4 -223.5
Brazil -12,084.0 -12,547.0 -11,613.0 -9,652.0 -8,002.0 -10,210.0 -8,960.0 -10,948.0 -12,660.0 -16,137.0
Chile -1,918.0 -1,923.0 -1,730.0 -1,926.0 -1,881.0 -1,655.0 -2,499.0 -2,730.0 -2,794.0 -2,979.0
Colombia -1,742.0 -2,291.0 -2,269.0 -1,999.0 -1,953.0 -1,711.0 -2,231.0 -2,142.0 -2,727.0 ...
Costa Rica -351.7 -379.6 -244.7 -187.3 -216.8 -241.4 -138.4 -193.5 -186.5 -220.8
Dominican Rep. -270.6 -248.7 -248.7 -192.7 -321.4 -558.1 -633.6 -675.0 -1,080.2 -1,209.1
Ecuador -1,047.0 -1,190.0 -1,209.0 -1,115.0 -947.0 -925.0 -1,000.0 -936.0 -1,038.0 -1,067.0
El Salvador -118.1 -106.9 -137.7 -126.7 -103.9 -116.7 -99.6 ... ... ...
Guatemala -177.0 -191.4 -204.4 -139.9 -178.5 -151.7 -148.7 -159.1 -229.9 -203.1
Guyana ... ... ... ... -93.9 -92.7 -97.6 -108.7 -44.9 -41.9
Haiti -27.1 -25.6 -18.2 -18.0 -11.9 -10.6 -11.2 ... ... ...
Honduras -243.1 -251.2 -249.7 -276.7 -334.0 -41.1 -3.6 -34.3 -41.0 -41.5
Jamaica -407.4 -435.4 -517.1 -478.9 -348.2 -240.2 -335.5 -366.6 -209.0 ...
Mexico -7,585.0 -8,681.0 -8,922.0 -8,881.0 -9,839.0 -11,677.0 -12,906.0 -13,384.0 -13,792.0 ...
Nicaragua -262.1 -204.8 -217.0 -363.3 -494.8 -429.1 -465.5 -358.6 -300.3 -194.5
Panama -170.6 -354.8 -354.4 -478.0 -481.7 -402.5 -281.6 -420.4 -185.1 -426.0
Paraguay -105.0 -62.5 -48.1 -48.7 -112.5 -94.7 -67.7 -74.3 -90.9 -106.9
Peru -1,515.0 -1,685.0 -1,733.0 -1,367.0 -1,632.0 -1,615.0 -1,800.0 -1,997.0 -1,573.0 -1,497.0
Suriname -12.2 -9.6 -13.0 -16.9 -10.4 -4.6 -2.8 -1.4 4.2 0.9
Trinidad & Tobago -297.9 -375.7 -394.8 -439.3 -444.3 -324.3 -410.7 -388.7 -536.0 -498.0
Uruguay -324.3 -348.9 -321.3 -232.4 -187.1 -192.4 -242.6 -227.0 -188.6 ...
Venezuela -1,763.0 -2,368.0 -765.0 -592.0 -1,745.0 -1,714.0 -1,895.0 -1,915.0 -1,725.0 -1,865.0
Latin America1 -36,032.3 -40,531.3 -36,078.5 -33,252.4 -32,087.6 -35,742.4 -37,863.2 -40,683.3 -43,054.5 …

1 Latin American aggregate excludes El Salvador (1995-96), Guyana (1988-91), Haiti (1995-96).
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TABLE D-13. CURRENT TRANSFERS BALANCE

(Millions of U.S. Dollars)

Country 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Argentina ... 8.0 998.0 793.0 661.0 411.0 320.0 432.0 334.0 350.0
Bahamas -11.5 5.9 5.6 11.2 12.0 23.8 27.3 17.9 37.2 39.3
Barbados 16.6 4.7 42.7 33.2 40.4 20.8 35.3 33.6 39.8 30.6
Belize 25.8 31.1 29.4 28.0 30.4 29.5 27.5 40.2 31.1 29.6
Bolivia 135.3 149.9 159.2 182.5 242.6 236.9 266.0 244.6 250.2 252.2
Brazil 91.0 221.0 799.0 1,514.0 2,189.0 1,603.0 2,423.0 3,621.0 2,446.0 2,176.0
Chile 181.0 227.0 197.0 312.0 380.0 321.0 330.0 310.0 500.0 527.0
Colombia 964.0 898.0 1,026.0 1,698.0 1,734.0 1,138.0 862.0 679.0 532.0 591.7
Costa Rica 255.4 191.4 191.9 141.6 173.3 143.1 165.7 153.5 139.6 135.6
Dominican Rep. 353.6 384.4 370.6 386.5 431.8 882.9 964.3 992.0 1,147.2 1,345.3
Ecuador 97.0 97.0 107.0 110.0 120.0 130.0 145.0 231.0 290.0 391.0
El Salvador 500.5 610.7 631.0 669.9 938.2 1,045.0 1,288.5 1,389.5 1,254.5 1,363.4
Guatemala 224.3 249.8 227.0 259.7 390.5 363.2 448.6 491.2 522.5 534.0
Guyana 19.5 21.6 28.3 21.0 53.0 62.6 61.9 62.1 50.7 64.0
Haiti 192.9 174.3 192.9 234.2 155.0 173.4 156.2 552.9 462.5 440.5
Honduras 235.6 192.6 279.7 197.3 216.1 218.3 210.9 264.0 276.7 312.0
Jamaica 521.9 502.2 290.9 268.5 357.4 389.8 457.6 534.6 542.3 688.5
Mexico 2,255.0 2,543.0 3,975.0 2,746.0 3,385.0 3,640.0 3,782.0 3,960.0 4,531.0 5,130.0
Nicaragua 130.0 168.9 201.6 585.0 335.6 273.6 295.4 305.0 357.1 366.8
Panama 108.3 95.7 219.3 222.4 204.0 203.1 148.9 154.2 151.7 163.4
Paraguay 35.1 23.5 55.6 72.3 33.9 100.3 31.5 72.2 39.4 49.4
Peru 163.0 176.0 316.0 459.0 446.0 495.0 637.0 642.0 647.0 636.0
Suriname 12.8 34.7 53.0 23.2 52.3 20.9 4.0 10.3 123.5 102.8
Trinidad & Tobago -9.2 -7.5 -6.2 2.4 0.4 4.7 0.3 -4.5 -12.5 -5.0
Uruguay 21.3 8.0 8.1 40.1 28.6 53.4 41.2 76.0 82.5 81.2
Venezuela -147.0 -183.0 -302.0 -364.0 -374.0 -368.0 -83.0 109.0 138.0 -124.0
Latin America 6,372.2 6,828.9 10,096.6 10,647.0 12,236.5 11,615.3 13,047.1 15,373.3 14,914.0 15,671.3

TABLE D-14. CAPITAL AND FINANCIAL ACCOUNT BALANCE, EXCLUDING RESERVES1

(Millions of U.S. Dollars)

Country 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Argentina 3,625.0 -272.0 -2,145.0 3,028.0 8,363.0 12,149.0 10,674.0 2,707.0 7,570.0 13,176.0
Bahamas 70.2 72.2 59.1 167.4 -6.8 -0.1 55.2 92.1 156.7 396.1
Barbados 27.1 -34.4 40.8 20.9 -32.1 -0.5 -11.0 -79.8 -7.0 -17.6
Belize 24.3 21.3 22.1 21.8 22.4 32.8 3.6 1.4 37.3 27.4
Bolivia 287.4 305.3 255.0 261.5 569.7 462.2 417.2 607.1 610.8 949.9
Brazil -2,080.0 710.0 4,594.0 229.0 9,974.0 9,504.0 8,810.0 29,609.0 32,492.0 26,739.0
Chile 1,108.0 1,268.0 2,658.0 753.0 2,928.0 2,737.0 5,064.0 2,091.0 5,383.0 7,405.0
Colombia 939.0 478.0 -2.0 -777.0 183.0 2,702.0 2,783.0 4,662.0 6,786.0 5,542.0
Costa Rica 142.0 318.2 183.4 391.4 345.3 261.6 -81.0 202.7 109.8 505.0
Dominican Rep. 42.2 310.9 351.3 -33.6 202.3 677.1 501.2 488.6 430.3 564.2
Ecuador 629.0 719.0 345.0 622.0 337.0 1,237.0 1,154.0 1,838.0 1,449.0 1,520.0
El Salvador 51.3 163.6 16.9 -28.1 135.0 98.9 83.9 408.1 333.9 266.7
Guatemala 305.8 371.4 134.9 651.7 572.4 737.0 696.2 550.9 722.2 857.6
Guyana 50.9 88.2 164.5 158.6 193.4 186.3 163.0 122.8 111.0 63.4
Haiti 24.8 69.5 29.2 33.2 -3.0 -1.6 21.1 127.7 80.8 92.8
Honduras 202.3 306.2 220.4 132.3 373.6 293.2 279.8 304.4 304.3 329.3
Jamaica -26.7 232.5 348.0 207.6 223.6 227.3 301.2 153.9 509.7 251.4
Mexico -1,155.0 1,863.0 9,484.0 25,320.0 26,467.0 32,585.0 14,587.0 15,472.0 3,331.0 14,220.8
Nicaragua 707.4 495.0 447.1 288.7 709.2 396.8 664.9 433.0 415.1 288.6
Panama 18.5 172.6 283.4 -269.0 -296.1 -20.5 134.8 626.5 -9.4 531.2
Paraguay -156.3 -19.8 29.2 151.0 -204.5 180.7 363.9 251.2 494.7 344.8
Peru 1,338.0 979.0 1,812.0 1,294.0 2,238.0 1,737.0 5,462.0 4,681.0 4,500.0 4,816.0
Suriname -120.3 -311.4 -31.7 56.0 -92.3 -72.6 -84.3 -30.2 38.1 90.2
Trinidad & Tobago 40.0 151.5 -149.3 -69.2 -190.7 -41.9 -110.5 -335.0 176.4 323.3
Uruguay 178.1 -74.1 -181.4 -397.7 -43.3 213.6 526.6 411.9 199.5 669.7
Venezuela -1,180.0 -2,686.0 -2,161.0 2,425.0 3,203.0 2,388.0 -3,404.0 -3,427.0 -2,480.0 -2,078.0
Latin America 5,093.0 5,697.7 16,807.9 34,638.5 56,171.1 68,669.3 49,055.8 61,970.3 63,745.2 77,874.9

1 Includes Errors and Omissions for El Salvador (1995-97), Jamaica (1996-97), and Panama (1997).
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TABLE D-15. CAPITAL ACCOUNT BALANCE

(Millions of U.S. Dollars)

Country 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Argentina ... ... ... ... ... ... ... ... ... ...
Bahamas -3.0 -16.6 -7.7 -5.6 -9.8 -9.4 -11.6 -12.5 -24.4 -12.9
Barbados ... ... ... ... ... ... 20.3 ... 0.2 ...
Belize ... ... ... ... ... ... ... -2.6 -2.2 -3.4
Bolivia 49.0 6.4 7.4 0.5 0.6 1.0 1.2 2.0 40.4 25.3
Brazil 3.0 23.0 35.0 42.0 54.0 81.0 173.0 352.0 453.0 44.0
Chile ... ... ... ... ... ... ... ... ... ...
Colombia ... ... ... ... ... ... ... ... ... ...
Costa Rica ... ... ... ... ... ... ... ... 28.1 ...
Dominican Rep. ... ... ... ... ... 77.0 659.5 68.0 72.0 144.5
Ecuador ... ... ... ... ... ... 43.0 ... 7.0 138.0
El Salvador ... ... ... ... ... ... ... ... ... ...
Guatemala ... ... ... ... ... ... ... 61.6 65.0 78.0
Guyana ... ... ... ... 81.7 65.7 16.4 10.1 524.0 ...
Haiti ... ... ... ... ... ... ... ... ... ...
Honduras 20.0 26.0 41.5 45.0 52.8 54.0 31.9 14.2 ... 4.1
Jamaica -15.4 -15.0 -15.9 -15.7 -17.6 -12.9 14.7 37.1 ... ...
Mexico ... ... ... ... ... ... ... ... ... ...
Nicaragua ... ... ... 259.4 53.0 147.7 141.5 1,452.7 4,208.1 103.7
Panama ... ... ... ... 130.0 ... ... ... ... ...
Paraguay 0.1 0.4 ... ... ... ... ... ... ... ...
Peru 4.0 -20.0 -25.0 -40.0 3.0 -71.0 45.0 42.0 66.0 ...
Suriname -2.7 -2.8 -5.0 -1.9 -5.7 0.5 -0.2 ... ... ...
Trinidad & Tobago -20.4 -17.2 -19.2 -16.1 -16.5 -11.5 -6.4 -11.9 -13.0 ...
Uruguay ... ... ... ... ... ... ... ... ... ...
Venezuela ... ... ... ... ... ... ... ... ... ...
Latin America 34.6 -15.8 11.1 267.6 325.5 322.1 1,128.3 2,012.7 5,424.2 …

TABLE D-16. CAPITAL TRANSFERS BALANCE

(Millions of U.S. Dollars)

Country 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Argentina ... ... ... ... ... ... ... ... ... ...
Bahamas -3.0 -16.6 -7.7 -5.6 -9.8 -9.4 -11.6 -12.5 -24.4 -12.9
Barbados ... ... ... ... ... ... 20.3 ... 0.2 ...
Belize ... ... ... ... ... ... ... -2.6 -2.2 -3.4
Bolivia 49.0 6.4 7.4 0.5 0.6 1.0 1.2 2.0 40.4 25.3
Brazil 3.0 23.0 35.0 42.0 54.0 81.0 173.0 352.0 453.0 44.0
Chile ... ... ... ... ... ... ... ... ... ...
Colombia ... ... ... ... ... ... ... ... ... ...
Costa Rica ... ... ... ... ... ... ... ... 28.1 ...
Dominican Rep. ... ... ... ... ... ... ... ... ... ...
Ecuador ... ... ... ... ... ... 43.0 ... 7.0 138.0
El Salvador ... ... ... ... ... ... ... ... ... ...
Guatemala ... ... ... ... ... ... ... 61.6 65.0 78.0
Guyana ... ... ... ... 81.7 65.7 16.4 10.1 524.0 ...
Haiti ... ... ... ... ... ... ... ... ... ...
Honduras 20.0 26.0 41.5 45.0 52.8 54.0 31.9 14.2 ... 4.1
Jamaica -15.4 -15.0 -15.9 -15.7 -17.6 -12.9 14.7 37.1 ... ...
Mexico ... ... ... ... ... ... ... ... ... ...
Nicaragua ... ... ... 259.4 53.0 147.7 141.5 1,452.7 4,208.1 103.7
Panama ... ... ... ... 130.0 ... ... ... ... ...
Paraguay 0.1 0.4 ... ... ... ... ... ... ... ...
Peru 4.0 -20.0 -25.0 -40.0 3.0 -71.0 45.0 42.0 66.0 ...
Suriname -2.7 -2.8 -5.0 -1.9 -5.7 0.5 -0.2 ... ... ...
Trinidad & Tobago -20.4 -17.2 -19.2 -16.1 -16.5 -11.5 -6.4 -11.9 -13.0 ...
Uruguay ... ... ... ... ... ... ... ... ... ...
Venezuela ... ... ... ... ... ... ... ... ... ...
Latin America 34.6 -15.8 11.1 267.6 325.5 245.1 468.8 1,944.7 5,352.2 …
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TABLE D-17. FINANCIAL ACCOUNT BALANCE

(Millions of U.S. Dollars)

Country 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Argentina 3,625.0 -272.0 -2,145.0 3,028.0 8,363.0 12,149.0 10,674.0 2,707.0 7,570.0 13,176.0
Bahamas 73.2 88.8 66.8 173.0 3.0 9.3 66.8 104.6 181.1 409.0
Barbados 27.1 -34.4 40.8 20.9 -32.1 -0.5 -31.3 -79.8 -7.2 -17.6
Belize 24.3 21.3 22.1 21.8 22.4 32.8 3.6 4.0 39.5 30.8
Bolivia 238.4 298.9 247.6 261.0 569.1 461.2 416.0 605.1 570.4 924.6
Brazil -2,083.0 687.0 4,559.0 187.0 9,920.0 9,423.0 8,637.0 29,257.0 32,039.0 26,695.0
Chile 1,108.0 1,268.0 2,658.0 753.0 2,928.0 2,737.0 5,064.0 2,091.0 5,383.0 7,405.0
Colombia 939.0 478.0 -2.0 -777.0 183.0 2,702.0 2,783.0 4,662.0 6,786.0 5,542.0
Costa Rica 142.0 318.2 183.4 391.4 345.3 261.6 -81.0 202.7 81.7 505.0
Dominican Rep. 42.2 310.9 351.3 -33.6 202.3 600.1 -158.3 420.6 358.3 419.7
Ecuador 629.0 719.0 345.0 622.0 337.0 1,237.0 1,111.0 1,838.0 1,442.0 1,382.0
El Salvador 51.3 163.6 16.9 -28.1 135.0 98.9 83.9 408.1 333.9 266.7
Guatemala 305.8 371.4 134.9 651.7 572.4 737.0 696.2 489.3 657.2 779.6
Guyana 50.9 88.2 164.5 158.6 111.7 120.6 146.6 112.7 -413.0 63.4
Haiti 24.8 69.5 29.2 33.2 -3.0 -1.6 21.1 127.7 80.8 92.8
Honduras 182.3 280.2 178.9 87.3 320.8 239.2 247.9 290.2 304.3 325.2
Jamaica -11.3 247.5 363.9 223.3 241.2 240.2 286.5 116.8 509.7 251.4
Mexico -1,155.0 1,863.0 9,484.0 25,320.0 26,467.0 32,585.0 14,587.0 15,472.0 3,331.0 14,220.8
Nicaragua 707.4 495.0 447.1 29.3 656.2 249.1 523.4 -1,019.7 -3,793.0 184.9
Panama 18.5 172.6 283.4 -269.0 -426.1 -20.5 134.8 626.5 -9.4 531.2
Paraguay -156.4 -20.2 29.2 151.0 -204.5 180.7 363.9 251.2 494.7 344.8
Peru 1,334.0 999.0 1,837.0 1,334.0 2,235.0 1,808.0 5,417.0 4,639.0 4,434.0 4,816.0
Suriname -117.6 -308.6 -26.7 57.9 -86.6 -73.1 -84.1 -30.2 38.1 90.2
Trinidad & Tobago 60.4 168.7 -130.1 -53.1 -174.2 -30.4 -104.1 -323.1 189.4 323.3
Uruguay 178.1 -74.1 -181.4 -397.7 -43.3 213.6 526.6 411.9 199.5 669.7
Venezuela -1,180.0 -2,686.0 -2,161.0 2,425.0 3,203.0 2,388.0 -3,404.0 -3,427.0 -2,480.0 -2,078.0
Latin America 5,058.4 5,713.5 16,796.8 34,370.9 55,845.6 68,347.2 47,927.5 59,957.6 58,321.0 77,353.6

TABLE D-18. FINANCIAL ACCOUNT: DIRECT INVESTMENT

(Millions of U.S. Dollars)

Country 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Argentina 1,147.0 1,028.0 1,836.0 2,439.0 4,019.0 3,262.0 2,982.0 4,628.0 4,885.0 6,298.0
Bahamas 36.7 25.0 -17.2 ... 7.4 27.0 23.5 106.7 88.1 209.6
Barbados 10.6 5.4 9.8 6.1 13.6 6.8 11.9 8.5 9.8 ...
Belize 14.0 18.6 17.2 13.6 15.6 9.2 15.4 20.8 16.6 11.9
Bolivia 30.4 35.0 65.9 93.7 120.1 121.6 128.0 372.3 472.0 608.2
Brazil 2,629.0 608.0 324.0 89.0 1,924.0 801.0 2,035.0 3,475.0 9,519.0 18,601.0
Chile 952.0 1,277.0 653.0 696.0 540.0 600.0 1,673.0 2,220.0 3,561.0 3,468.0
Colombia 159.0 547.0 484.0 433.0 679.0 719.0 1,515.0 2,033.0 3,254.0 5,303.3
Costa Rica 121.4 95.2 160.4 172.8 221.6 244.4 292.9 390.0 421.9 446.2
Dominican Rep. 106.1 110.0 132.8 145.0 179.7 214.0 347.5 389.8 357.9 405.2
Ecuador 155.0 160.0 126.0 160.0 178.0 469.0 531.0 470.0 447.0 577.0
El Salvador 17.0 14.4 1.9 25.2 15.3 16.4 ... 38.0 ... ...
Guatemala 329.7 76.2 47.6 90.7 94.1 142.5 65.2 75.2 76.9 82.3
Guyana 6.2 9.2 6.5 23.5 146.6 69.5 106.7 74.4 53.0 47.5
Haiti 10.1 9.4 8.0 13.6 ... ... ... 7.4 4.1 5.0
Honduras 48.3 51.0 43.5 52.1 47.6 52.1 41.5 69.4 90.0 121.5
Jamaica -12.0 57.1 137.9 133.2 142.4 77.9 116.8 166.7 ... ...
Mexico 2,879.0 3,174.0 2,634.0 4,762.0 4,393.0 4,389.0 10,972.0 9,526.0 7,619.0 11,500.0
Nicaragua ... ... ... ... 15.0 38.8 40.0 70.4 85.0 162.0
Panama -595.1 51.5 131.9 41.2 138.7 155.7 353.6 178.9 237.6 ...
Paraguay 8.4 12.8 76.3 83.5 136.6 119.2 124.1 163.7 297.6 215.0
Peru 26.0 59.0 41.0 -7.0 136.0 670.0 3,083.0 2,083.0 3,571.0 2,005.0
Suriname -171.0 -299.7 -76.8 18.5 -54.3 -46.6 -30.2 -21.3 54.2 56.0
Trinidad & Tobago 62.9 148.9 109.4 169.3 177.9 379.2 516.2 298.9 400.0 782.0
Uruguay 44.5 ... ... ... ... 101.5 154.5 156.6 168.9 ...
Venezuela 21.0 34.0 76.0 1,728.0 473.0 -514.0 136.0 686.0 1,595.0 4,346.0
Latin America1 8,036.2 7,307.0 7,029.1 11,382.0 13,759.9 12,125.2 25,234.6 27,687.4 37,284.6 55,250.7

1 Latin American aggregate excludes Barbados (1997), El Salvador (1994; 1996-97), Haiti (1992-94), Jamaica (1996-97), Nicaragua (1988-91; 1997), Panama (1997) and
Uruguay (1989-92; 1997).
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TABLE D-19. FINANCIAL ACCOUNT: PORTFOLIO INVESTMENT

(Millions of U.S. Dollars)

Country 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Argentina -656.0 2,618.0 -1,309.0 483.0 910.0 28,304.0 4,537.0 5,173.0 10,868.0 10,448.0
Bahamas ... ... ... ... ... ... ... ... ... ...
Barbados 42.5 -4.2 -25.2 -2.8 -11.9 -8.4 46.9 37.4 25.9 ...
Belize ... ... ... ... 0.2 7.0 6.1 3.7 10.1 10.1
Bolivia ... ... ... ... ... ... ... ... 5.0 -53.0
Brazil 176.0 -421.0 512.0 3,808.0 14,466.0 12,322.0 51,135.0 9,745.0 ... 10,330.0
Chile -8.0 83.0 361.0 187.0 457.0 730.0 908.0 35.0 1,098.0 2,370.0
Colombia ... 179.0 -4.0 86.0 126.0 498.0 584.0 -170.0 1,656.0 -136.0
Costa Rica -6.0 -13.2 -28.2 -13.0 -16.9 -5.1 -1.2 -24.4 -21.5 -24.3
Dominican Rep. ... ... ... ... ... 51.0 -31.4 -17.0 -12.7 -14.6
Ecuador ... ... ... ... ... ... ... ... ... ...
El Salvador ... ... ... ... ... ... ... 68.5 71.5 111.0
Guatemala -220.6 -24.8 -16.6 74.9 11.7 85.4 -4.0 -16.3 -16.0 -22.0
Guyana ... ... ... ... 2.8 3.6 15.8 3.2 ... ...
Haiti ... ... ... ... ... ... ... ... ... ...
Honduras -0.2 0.1 0.1 0.1 0.1 ... ... ... ... ...
Jamaica ... ... ... ... ... ... ... ... ... ...
Mexico 2,677.0 298.0 -3,985.0 12,138.0 19,206.0 28,355.0 7,415.0 -10,377.0 14,697.0 3,600.0
Nicaragua ... ... ... ... ... ... ... ... ... ...
Panama 2,154.2 -468.1 -235.8 -246.7 -117.4 -809.3 373.3 313.6 3,642.7 ...
Paraguay ... ... ... ... ... ... ... ... ... ...
Peru ... ... ... ... ... 228.0 572.0 145.0 341.0 348.0
Suriname ... ... 0.9 -4.1 2.6 ... ... ... ... ...
Trinidad & Tobago ... ... ... ... ... ... ... 8.8 9.9 -10.0
Uruguay 164.2 129.8 107.8 47.4 83.4 29.3 158.1 288.8 179.9 ...
Venezuela ... -534.0 15,976.0 351.0 1,003.0 621.0 261.0 -326.0 758.0 626.0
Latin America 4,323.1 1,842.6 11,354.0 16,908.8 36,122.6 70,411.5 65,975.6 4,891.3 33,312.8 27,583.2

TABLE D-20. FINANCIAL ACCOUNT: OTHER INVESTMENT

(Millions of U.S. Dollars)

Country 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Argentina 3,134.0 -3,918.0 -2,672.0 106.0 3,434.0 -19,417.0 3,155.0 -7,094.0 -8,183.0 -3,570.0
Bahamas 36.5 63.8 84.0 173.0 -4.4 -17.7 43.3 -2.1 93.0 199.4
Barbados -26.0 -35.6 56.2 17.6 -33.8 1.1 -90.1 -125.7 -42.9 -17.6
Belize 10.3 2.7 4.9 8.2 6.6 16.6 -17.9 -20.5 12.8 8.8
Bolivia 208.0 263.9 181.7 167.3 449.0 339.6 288.0 232.8 93.4 369.4
Brazil -4,888.0 500.0 3,723.0 -3,710.0 -6,470.0 -3,700.0 -44,533.0 16,037.0 22,520.0 -2,236.0
Chile 164.0 -92.0 1,644.0 -130.0 1,931.0 1,407.0 2,483.0 -164.0 724.0 1,567.0
Colombia 780.0 -248.0 -482.0 -1,296.0 -622.0 1,485.0 684.0 2,799.0 1,876.0 374.7
Costa Rica 26.6 236.2 51.2 231.6 140.6 22.3 -372.7 -162.9 -318.7 83.1
Dominican Rep. -63.9 200.9 218.5 -178.6 22.6 335.1 -474.4 47.8 13.1 29.1
Ecuador 474.0 559.0 219.0 462.0 159.0 768.0 580.0 1,368.0 995.0 805.0
El Salvador 34.3 149.2 15.0 -53.3 119.7 82.5 83.9 301.6 262.4 155.7
Guatemala 196.7 320.0 103.9 486.1 466.6 509.1 635.0 430.4 596.3 719.3
Guyana 44.7 79.0 158.0 135.1 -37.7 47.5 24.1 35.1 -466.0 15.9
Haiti 14.7 60.1 21.2 19.6 -3.0 -1.6 21.1 120.3 76.7 87.8
Honduras 134.2 229.1 135.3 35.1 273.1 187.1 206.4 220.8 214.3 203.7
Jamaica 0.7 190.4 226.0 90.1 98.8 162.3 169.7 -49.9 509.7 251.4
Mexico -6,711.0 -1,609.0 10,835.0 8,420.0 2,868.0 -159.0 -3,800.0 16,323.0 -18,985.0 -879.2
Nicaragua 707.4 495.0 447.1 29.3 641.2 210.3 483.4 -1,090.1 -3,878.0 22.9
Panama -1,540.6 589.2 387.3 -63.5 -447.4 633.1 -592.1 134.0 -3,889.7 531.2
Paraguay -1,64.8 -33.0 -47.1 67.5 -341.1 61.5 239.8 87.5 197.1 129.8
Peru 1,308.0 940.0 1,796.0 1,341.0 2,099.0 910.0 1,762.0 2,411.0 522.0 2,463.0
Suriname 53.4 -8.9 49.2 43.5 -34.9 -26.5 -53.9 -8.9 -16.1 34.2
Trinidad & Tobago -2.5 19.8 -239.5 -222.4 -352.1 -409.6 -620.3 -630.8 -220.5 -448.7
Uruguay -30.6 -203.9 -289.2 -445.1 -126.7 82.8 214.0 -33.5 -149.3 669.7
Venezuela -1,201.0 -2,186.0 -18,213.0 346.0 1,727.0 2,281.0 -3,801.0 -3,787.0 -4,833.0 -7,050.0
Latin America -7,300.9 -3,436.1 -1,586.3 6,080.1 5,963.1 -14,189.5 -43,282.7 27,378.9 -12,276.4 -5,480.4
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TABLE D-21. CHANGE IN RESERVES (- INCREASE)

(Millions of U.S. Dollars)

Country 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Argentina -1,888.0 1,826.0 -3,121.0 -2,040.0 -3,106.0 -4,512.0 -541.0 49.0 -3,775.0 -3,082.0
Bahamas 0.7 25.2 -11.7 -12.6 28.0 -18.6 -9.1 2.9 7.6 -56.5
Barbados -27.6 48.9 42.3 40.8 -80.3 -21.0 -58.9 -23.5 -60.6 -15.0
Belize -18.7 -11.3 -12.5 16.8 -0.1 14.2 3.6 -3.1 -20.9 -0.9
Bolivia 12.8 57.3 -5.0 -8.4 -41.2 -81.7 -170.7 -152.3 -292.9 -142.4
Brazil -1,250.0 -893.0 -474.0 369.0 -14,670.0 -8,709.0 -7,215.0 -12,920.0 -8,665.0 7,871.0
Chile -756.0 -548.0 -2,122.0 -1,049.0 -2,344.0 -169.0 -2,917.0 -740.0 -1,107.0 -3,184.0
Colombia -193.0 -434.0 -610.0 -1,763.0 -1,274.0 -464.0 -153.0 -351.0 -1,598.0 16.0
Costa Rica -188.0 -112.3 197.2 -416.1 -176.8 59.6 65.5 -154.1 75.8 -127.9
Dominican Rep. -58.9 90.0 49.0 -357.4 -63.5 -156.0 386.6 -131.0 15.2 -39.5
Ecuador 26.0 -118.0 -195.0 -78.0 -22.0 -490.0 -453.0 233.0 -245.0 -235.0
El Salvador 30.1 -110.0 -164.6 70.0 -91.6 -112.0 -113.0 -146.6 -164.9 -362.6
Guatemala 110.6 -59.0 41.8 -551.3 51.6 -120.5 -47.3 157.3 -199.0 -287.0
Guyana 32.2 29.5 -18.1 -40.5 -67.1 -57.1 -21.8 0.8 -63.0 16.0
Haiti 1.2 3.9 39.0 -20.0 -11.3 -19.1 12.8 -175.6 48.6 -34.2
Honduras 21.6 28.9 -20.1 -66.9 -92.0 105.3 -17.2 -136.4 -174.3 -295.1
Jamaica 25.2 39.9 -65.3 52.9 -192.2 -92.9 -331.0 55.3 -271.3 152.1
Mexico 6,721.0 -542.0 -3,261.0 -8,154.0 -1,173.0 -6,057.0 18,398.0 -9,648.0 -1,805.0 -10,494.0
Nicaragua -43.9 -78.6 7.3 -41.7 -0.5 79.4 -84.6 -3.1 -37.9 -173.2
Panama 5.5 -47.9 -355.7 -148.4 116.2 -93.0 -104.7 -77.2 -237.7 -281.3
Paraguay 168.2 -145.2 -219.3 -298.9 346.9 -86.2 -327.8 -47.7 44.3 215.3
Peru 149.0 -242.0 -212.0 -899.0 -554.0 -667.0 -3,068.0 -950.0 -1,877.0 -1,635.0
Suriname 9.2 0.2 -18.3 78.3 21.5 -12.7 -34.3 -96.6 21.4 -31.4
Trinidad & Tobago 27.4 -158.5 -197.7 102.7 124.4 -29.4 -113.6 -40.1 -219.0 -155.8
Uruguay 46.8 3.2 -40.2 -113.5 -186.2 -178.6 -98.5 -218.0 -118.6 -321.1
Venezuela 3,872.0 -1,077.0 -4,376.0 -2,645.0 845.0 144.0 1,173.0 1,910.0 -6,296.0 -2,424.0
Latin America 6,835.4 -2,423.8 -15,122.9 -17,973.2 -22,612.2 -21,744.3 4,160.0 -23,606.0 -27,015.2 -15,107.5

TABLE D-22. ERRORS AND OMISSIONS1

(Millions of U.S. Dollars)

Country 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Argentina -165.0 -249.0 715.0 -341.0 205.0 35.0 -16.0 12.0 -8.0 25.0
Bahamas -4.4 -13.2 -10.8 25.0 -49.6 -30.0 -3.9 50.9 99.0 122.5
Barbados -47.6 -42.5 -75.1 -38.2 -31.1 -48.5 -62.3 13.2 -36.8 -25.8
Belize -2.9 9.1 -25.0 -12.8 6.3 1.5 32.8 4.5 -14.1 15.6
Bolivia 24.7 -70.9 -30.3 30.9 32.7 158.5 -158.6 -139.3 46.2 -144.8
Brazil -827.0 -819.0 -296.0 852.0 -1,393.0 -815.0 -442.0 1,447.0 973.0 -1,128.0
Chile -121.0 -31.0 -49.0 394.0 372.0 -21.0 -560.0 52.0 -534.0 -159.0
Colombia -530.0 157.0 70.0 191.0 191.0 -135.0 482.0 -210.0 -434.0 -589.5
Costa Rica 224.6 208.9 43.4 99.9 201.9 299.0 249.1 94.4 -60.4 44.9
Dominican Rep. 35.6 -73.6 -120.7 548.3 569.0 -99.7 -661.2 -256.5 -206.9 -299.8
Ecuador 25.0 114.0 210.0 164.0 -192.0 -69.0 -20.0 -1,336.0 -1,315.0 -542.0
El Salvador -107.1 140.9 299.4 125.6 65.6 90.3 47.3 0.0 0.0 0.0
Guatemala -2.4 54.7 36.2 83.3 81.8 85.2 -23.6 -136.2 -71.7 90.0
Guyana 10.5 -4.4 3.2 0.9 12.2 11.0 -16.3 11.2 2.0 -11.0
Haiti 14.3 -10.7 -46.3 42.9 6.4 37.3 -37.9 85.9 -55.9 27.2
Honduras -93.1 -138.9 -107.4 152.0 29.2 -71.3 83.1 11.7 60.1 60.7
Jamaica -46.0 10.0 29.3 -20.4 -59.9 49.7 12.9 36.1 0.0 0.0
Mexico -3,193.0 4,504.0 1,228.0 -2,278.0 -852.0 -3,128.0 -3,323.0 -4,248.0 398.0 3,500.0
Nicaragua 51.9 -54.7 -149.2 17.2 60.2 128.1 64.2 60.1 42.1 533.6
Panama -745.7 -236.3 -136.1 629.9 449.9 256.9 -52.5 -206.3 307.5 0.0
Paraguay 198.3 -90.6 362.4 472.0 457.7 318.1 530.5 297.0 98.4 109.3
Peru 332.0 -167.0 -215.0 1,114.0 417.0 1,232.0 267.0 567.0 982.0 233.0
Suriname -3.2 17.7 -16.8 -0.9 45.4 41.3 60.0 53.9 -69.1 -64.3
Trinidad & Tobago 21.1 45.4 -112.0 -29.0 -72.6 -41.8 6.3 81.4 80.0 387.3
Uruguay -247.0 -62.6 35.7 468.8 238.3 208.7 10.2 18.6 152.5 -27.5
Venezuela 3,117.0 1,603.0 -1,742.0 -1,516.0 -299.0 -539.0 -310.0 -497.0 -48.0 -1,498.0
Latin America -2,080.4 4,800.3 -99.1 1,175.4 492.4 -2,045.7 -3,841.9 -4,132.4 386.9 659.4

1 Included in Capital and Financial Account Balance for El Salvador (1995-97), Jamaica (1996-97), and Panama (1997).
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BALANCE OF PAYMENTS NOTES

The concepts and definitions underlying the Balance of Payments
statistics are described in the IMF Balance of Payments Manual,
Fifth Edition (1993). For analytical purposes, the tables follow a
summarized uniform presentation of the balance of payments
for the Latin American countries.

Current Account Balance:

This account is the sum of the trade, services (factor services),
income (non-factor services), and current transfers balances.

Trade Balance: Records the difference between merchandise
exports and imports, both expressed as “free on board” (f.o.b.)
values.

Exports of Goods (f.o.b.): Merchandise exports (includes goods
for processing, e.g., maquiladora exports; repairs on goods;
goods procured in ports by carriers; and non-monetary
gold).

Imports of Goods (f.o.b.): Merchandise imports (includes
goods for processing, e.g., maquiladora imports; repairs
on goods; goods procured in ports by carriers; and non-
monetary gold).

Service Balance: This is the net result of receipts and pay-
ments under the categories of transportation, travel and other
services.

Service Transactions — Transportation Balance: Most trans-
portation services (e.g., freight transportation by sea and
air).

Service Transactions — Travel Balance: Includes all receipts
for goods and services provided to foreigners visiting the
reporting country (credit), and all payments for goods and
services provided by foreigners to the residents of the re-
porting country traveling abroad (debit).

Service Transactions — Other Services Balance: Refers to re-
ceipts and payments of the following items: property in-
come; insurance services; communications services; con-
struction services; management fees; financial services;
computer and information services; royalties; and other
business services related to merchandise transactions and
other trade-related services, operational leasing, miscel-
laneous business, professional and technical services, and
personal, cultural and recreational services.

Service Transactions — Freight and Insurance: An addendum
item taken from Transport and Other Services, respectively.
Covers net transactions in connection with all forms of
transportation used for international shipments, includ-
ing ocean and inland waterway shipping, air, rail and road
transportation. Also includes insurance claims paid by
foreigners to residents (credit) and by residents to foreign-
ers (debit) with respect to international shipments.

Income Balance: The entries in this account cover net accrued
income derived from holdings of external financial assets by
residents, and from accrued liabilities to non-residents, re-
spectively; includes income in arrears. These holdings con-
stitute approximately all non-factor services, and are com-
posed of two elements: (1) Investment Income which includes
Direct Investment, Portfolio Investment and Other Investment

Income; and (2) Compensation of Employees—domestic
workers working for foreign firms and expenditure of foreign
workers in the home country, usually workers employed by
residents other than the government of the home country.

Investment Income Balance: The total of (1) Direct Investment
Income which is income derived from dividends on shares
and profits of enterprises; (2) Portfolio Investment Income
which is income derived from interest and dividends on
bonds, securities, and other equity and debt instruments;
and (3) Other Investment Income which is income derived
from interest on loans and deposits. The credits of Invest-
ment Income are income received by residents of the re-
porting country from assets invested abroad; the debits
are income paid to non-residents on their assets invested
in the reporting country.

Current Transfers Balance: Refers to receipts and payments with-
out a quid pro quo. They may be in cash or in kind and in-
clude (1) general government transfers between the home
government and all non-residents, and all current interna-
tional cooperation between governments and international
organizations (such as inter-governmental grants, withhold-
ing taxes on interest and dividends, and pensions); and
(2) other sectors (mainly private transfer payments), espe-
cially workers’ remittances (transfers by migrants employed
in-country—credit, and from migrants employed abroad—
debit).

Capital and Financial Account Balance (excludes Reserves):

Transactions likely to result in a change in the stock of assets of
one or other of the parties, but do not directly affect the level of
disposable income, or influence the current consumption of
goods and services. This is the net result of capital inflows and
outflows of the Capital Account Balance and the Financial Ac-
count Balance. Capital movements in the following categories
are entered on a net basis.

Capital Account Balance: Sum of Capital Transfers and the ac-
quisition or disposal of assets which are non-produced and
non-financial (e.g., tangible assets such as embassy-negoti-
ated land transactions, and intangible assets, such as pat-
ents or franchises, which may be needed for the production
of foods and services but which themselves have not been
produced).

Capital Transfers Balance: Consists of the transfer of owner-
ship of a fixed asset or the forgiveness of a liability by a
creditor when no counterpart is received in return (e.g.,
debt forgiveness); or a transfer of cash when it is linked
to, or conditional upon, the acquisition or disposal of a
fixed asset (e.g., migrants’ transfers: contra-entries to flows
of goods and changes in financial items that arise from
the migration of individuals from one economy to an-
other).

Financial Account Balance (excludes Reserves): All transactions as-
sociated with changes in legal ownership of the foreign fi-
nancial assets and liabilities of an economy; all public and
private investment capital transactions. An increase in liabili-
ties or a fall in assets is recorded with a positive sign, while a
decrease in liabilities or an increase in assets is recorded with
a negative sign. This item is the sum of Direct Investment
Balance, Portfolio Investment Balance, and Other Investment
Balance.
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Financial Account — Direct Investment Balance: The flow of in-
ternational capital where the investor (either foreign or
domestic) seeks to have an effective voice in the manage-
ment of an enterprise located in a foreign economy. In
addition to branches and subsidiaries, ownership of 10%
or more of the voting stock of an enterprise is considered
as direct investment.

Financial Account — Portfolio Investment Balance: Transactions
which usually are in the form of long-term corporate bonds
or debentures which provide the holder with a guaran-
teed income. Includes holdings of less than 10% of the
voting stock of an enterprise, and does not confer on the
holders an ‘effective voice’ in the management of an en-
terprise. Includes equity securities (instruments and
records acknowledging claims to the residual values of
incorporated enterprises), and debt securities (bonds,
debentures, notes, money market instruments and finan-
cial derivatives that usually do not extend to actual deliv-
ery and are utilized for hedging of risk, investment and
trading purposes).

Financial Account — Other Investment Balance: A residual cat-
egory composed of transactions not covered under direct
or portfolio investment.

Change in Reserves (a minus sign signifies an increase):

Foreign assets available to the authorities for financing or regu-
lating a payments imbalance. The change in the holdings of such
items reflects the responses to the aggregate deficit or surplus
accruing as a result of autonomous transactions. Shows the
change in the net position in actual assets and liabilities avail-
able to an economy’s monetary authorities to use in meeting
balance of payments needs. Thus, this category includes changes
in monetary gold; Special Drawing Rights (SDRs) in the Interna-
tional Monetary Fund (IMF); reserve position in the IMF; foreign
exchange assets; and other assets.

Errors and Omissions:

This item, estimated as a residual, is an offset to the overstate-
ment or understatement of the recorded components in the Bal-
ance of Payments. Positive net errors and omissions suggest that
the debit entries have been overestimated, or that the credits
have been underestimated. Hence, if the balance of those com-
ponents is a credit, the item for net errors and omissions will be
shown as a debit of equal value, and vice versa.

Sources:

The historical data are from the International Monetary Fund Bal-
ance of Payments magnetic tapes, various dates. The source for
the latest year(s) is IDB estimates based on official information
in the countries.
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TABLE E-1. DISBURSED TOTAL EXTERNAL DEBT OUTSTANDING1

(Millions of U.S. Dollars)

Country 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Argentina 56,610.1 59,615.2 54,671.7 56,778.1 59,268.8 70,575.0 77,433.5 83,536.1 93,840.7 ...
Bahamas 171.3 221.0 266.2 412.4 440.4 453.3 413.7 394.3 360.8 ...
Barbados 696.3 641.7 682.8 651.7 609.3 569.7 614.5 596.7 581.2 ...
Belize 139.3 144.4 153.2 170.1 186.7 196.6 198.2 255.5 282.7 ...
Bolivia 4,793.2 4,082.4 4,268.7 4,046.4 4,224.1 4,293.0 4,836.8 5,244.2 5,147.9 ...
Brazil 117,215.6 111,344.2 111,087.9 110,405.3 124,449.5 136,610.1 149,857.0 158,903.2 177,608.1 ...
Chile 19,581.9 18,032.3 19,227.2 17,946.9 19,133.7 20,636.9 24,728.4 25,567.8 27,410.5 ...
Colombia 17,015.0 16,883.0 17,193.8 17,181.4 17,266.2 18,926.7 21,929.1 25,045.9 28,859.0 ...
Costa Rica 4,250.7 4,204.4 3,678.3 3,952.8 3,905.9 3,830.4 3,867.7 3,761.9 3,427.6 ...
Dominican Rep. 3,756.6 3,799.7 3,866.0 4,202.7 4,269.4 4,327.7 4,095.3 4,220.8 4,082.3 ...
Ecuador 9,945.6 10,246.1 10,586.9 10,575.9 10,234.7 11,819.9 12,725.7 13,977.4 14,409.5 ...
El Salvador 1,987.6 2,058.3 2,141.6 2,175.6 2,248.4 2,005.6 2,187.2 2,586.8 2,891.4 ...
Guatemala 2,532.0 2,516.9 2,866.0 2,869.9 2,813.5 3,106.9 3,328.9 3,568.8 3,681.1 ...
Guyana 1,756.1 1,532.5 1,882.3 1,911.0 1,844.8 1,917.0 1,974.7 1,970.1 1,555.9 ...
Haiti 803.6 790.4 865.3 744.3 764.1 772.7 683.0 805.4 896.2 ...
Honduras 3,170.7 3,213.7 3,634.4 3,321.1 3,558.9 3,984.1 4,368.2 4,513.9 4,397.4 ...
Jamaica 4,490.2 4,435.9 4,546.2 4,282.5 4,126.7 3,975.0 4,208.4 4,166.3 3,943.6 ...
Mexico 99,215.7 93,840.6 104,442.1 114,067.4 112,265.0 131,572.3 140,006.1 166,104.1 157,124.6 ...
Nicaragua 7,615.5 8,307.4 9,019.6 9,610.8 9,750.2 9,826.1 10,107.9 8,889.3 5,453.9 ...
Panama 5,733.3 5,654.9 5,660.1 5,533.7 5,280.9 5,363.5 5,528.6 5,537.1 6,941.4 ...
Paraguay 2,257.6 2,303.9 1,989.0 1,944.7 1,602.2 1,567.3 1,954.7 2,219.9 2,130.7 ...
Peru 15,268.3 15,304.6 16,330.7 18,281.5 18,541.4 19,480.7 22,075.4 26,244.0 28,955.4 ...
Suriname 96.6 117.7 125.5 194.2 204.9 206.1 198.1 197.2 178.0 ...
Trinidad & Tobago 2,098.4 2,137.8 2,511.1 2,488.0 2,452.7 2,240.0 2,493.2 2,730.6 2,232.8 ...
Uruguay 3,820.8 4,448.6 4,415.1 4,191.2 4,573.5 4,850.7 5,077.3 5,317.3 5,898.8 ...
Venezuela 34,734.9 32,371.3 33,170.4 34,121.6 37,701.8 37,349.8 36,559.8 35,537.0 35,048.2 ...
Latin America 419,756.9 408,248.9 419,282.1 432,061.2 451,717.7 500,457.1 541,451.4 591,891.6 617,339.7 …

1 Sum of Long-Term and Short-Term External Debt and Use of IMF credit.

TABLE E-2. DISBURSED TOTAL EXTERNAL DEBT OUTSTANDING: LONG-TERM

(Millions of U.S. Dollars)

Country 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Argentina 49,346.3 53,632.3 48,705.5 49,374.0 49,854.9 58,403.3 66,052.3 67,235.2 75,348.1 ...
Bahamas 171.3 221.0 266.2 412.4 440.4 453.3 413.7 394.3 360.8 ...
Barbados 528.9 479.9 504.2 482.7 400.6 348.1 370.7 369.6 381.7 ...
Belize 127.1 136.7 147.6 159.9 176.5 179.6 184.2 220.3 252.2 ...
Bolivia 4,339.2 3,625.6 3,863.7 3,671.4 3,809.8 3,879.1 4,307.2 4,690.0 4,523.4 ...
Brazil 103,559.8 94,095.7 94,342.4 93,372.8 103,852.1 112,903.5 119,619.9 129,069.6 143,540.5 ...
Chile 16,057.6 13,789.2 14,688.7 14,790.4 15,180.8 16,031.0 17,999.2 18,612.8 20,421.0 ...
Colombia 15,406.0 15,269.0 15,783.8 15,449.8 14,726.3 15,289.3 17,448.1 19,502.7 22,975.3 ...
Costa Rica 3,863.3 3,849.0 3,367.0 3,595.4 3,508.9 3,410.4 3,445.5 3,339.8 3,082.0 ...
Dominican Rep. 3,378.9 3,424.2 3,518.2 3,839.5 3,802.4 3,842.6 3,647.7 3,659.7 3,519.9 ...
Ecuador 9,147.0 9,585.2 10,030.3 10,093.5 9,931.6 10,215.3 10,776.6 12,504.0 12,754.9 ...
El Salvador 1,742.9 1,868.0 1,938.4 2,079.4 2,159.7 1,904.0 2,002.2 2,064.4 2,298.3 ...
Guatemala 2,244.6 2,240.9 2,592.6 2,599.1 2,506.7 2,665.9 2,889.9 2,976.8 2,886.5 ...
Guyana 994.6 1,261.0 1,757.4 1,760.2 1,673.1 1,731.4 1,787.2 1,781.9 1,370.1 ...
Haiti 685.2 688.1 750.7 620.7 638.0 647.9 635.0 751.1 836.1 ...
Honduras 2,859.0 2,951.2 3,492.2 3,170.7 3,322.0 3,739.4 4,002.0 4,095.9 3,981.2 ...
Jamaica 3,774.4 3,785.5 3,967.5 3,736.6 3,593.6 3,486.0 3,514.8 3,536.0 3,305.7 ...
Mexico 86,532.2 80,088.0 81,808.8 85,444.6 81,780.4 90,527.7 96,823.4 112,975.5 113,777.8 ...
Nicaragua 6,950.5 7,589.4 8,280.4 9,152.6 9,311.3 9,440.1 9,760.8 8,540.5 5,122.4 ...
Panama 4,005.2 3,935.3 3,988.0 3,918.1 3,771.2 3,799.4 3,930.4 3,913.6 5,210.6 ...
Paraguay 2,119.6 2,120.9 1,731.0 1,703.7 1,384.2 1,306.5 1,374.7 1,443.9 1,398.2 ...
Peru 12,718.1 12,995.4 13,959.0 15,656.7 15,804.7 16,946.0 18,851.2 20,213.7 21,792.7 ...
Suriname ... ... ... ... ... ... ... ... ... ...
Trinidad & Tobago 1,856.9 1,806.1 2,054.7 1,976.1 1,973.4 1,957.6 2,079.0 2,031.6 1,948.9 ...
Uruguay 3,036.8 3,112.7 3,113.8 2,928.2 3,177.3 3,438.5 3,814.6 3,960.2 4,231.6 ...
Venezuela 29,463.9 29,089.2 28,158.7 28,588.6 29,627.5 30,177.3 30,478.2 30,507.7 30,266.1 ...
Latin America 364,909.3 351,639.5 352,810.8 358,577.1 366,407.4 396,723.2 426,208.5 458,390.8 485,586.0 ...
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TABLE E-3. DISBURSED TOTAL EXTERNAL DEBT OUTSTANDING: SHORT-TERM1

(Millions of U.S. Dollars)

Country 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Argentina 3,586.0 2,883.0 2,883.0 4,921.0 7,100.0 8,652.0 7,170.0 10,170.0 12,200.0 ...
Bahamas ... ... ... ... ... ... ... ... ... ...
Barbados 157.0 157.5 177.9 169.0 158.0 171.0 190.0 190.0 190.1 ...
Belize 4.4 4.4 5.2 10.2 10.2 17.0 14.0 35.2 30.5 ...
Bolivia 245.0 205.0 148.0 130.2 165.2 193.4 266.0 286.4 348.4 ...
Brazil 10,322.7 14,826.0 14,925.0 15,795.0 19,798.0 23,403.0 30,051.0 29,692.0 34,000.0 ...
Chile 2,202.0 2,973.0 3,382.0 2,199.0 3,231.0 4,130.0 6,438.0 6,955.0 6,989.5 ...
Colombia 1,609.0 1,614.0 1,410.0 1,731.6 2,539.9 3,637.4 4,481.0 5,543.2 5,883.7 ...
Costa Rica 316.0 320.0 300.0 274.4 315.5 338.6 355.8 397.8 344.9 ...
Dominican Rep. 160.0 253.0 276.0 274.0 344.0 299.0 258.0 401.4 466.8 ...
Ecuador 394.0 336.0 292.0 300.0 203.3 1,533.5 1,751.0 1,299.9 1,509.6 ...
El Salvador 234.0 185.0 203.0 96.2 88.7 101.6 185.0 522.4 593.1 ...
Guatemala 199.4 203.0 206.8 206.8 276.0 441.0 439.0 592.0 794.6 ...
Guyana 651.5 165.2 12.0 1.4 3.7 9.0 9.0 16.4 17.4 ...
Haiti 71.0 61.0 77.0 91.0 91.0 91.0 13.0 25.6 35.2 ...
Honduras 275.0 227.1 110.0 116.7 125.0 126.6 257.0 319.4 358.3 ...
Jamaica 233.0 267.0 222.0 154.5 176.0 153.6 375.9 389.9 476.5 ...
Mexico 7,879.0 8,662.0 16,082.0 21,857.0 24,535.0 36,257.4 39,322.6 37,300.4 30,068.0 ...
Nicaragua 665.0 718.0 739.2 433.8 415.5 362.6 296.1 309.5 302.7 ...
Panama 1,400.0 1,400.0 1,400.0 1,400.0 1,400.0 1,451.0 1,465.0 1,513.0 1,600.0 ...
Paraguay 138.0 183.0 258.0 241.0 218.0 260.8 580.0 776.0 732.5 ...
Peru 1,749.0 1,551.0 1,617.0 1,919.0 2,106.0 1,651.9 2,286.0 5,075.0 6,238.5 ...
Suriname ... ... ... ... ... ... ... ... ... ...
Trinidad & Tobago 127.0 127.0 127.0 127.0 197.0 127.5 323.0 648.8 260.2 ...
Uruguay 475.0 1,134.4 1,200.6 1,205.2 1,343.8 1,373.9 1,232.8 1,336.3 1,658.6 ...
Venezuela 5,271.0 2,284.0 2,000.0 2,284.0 5,128.0 4,493.0 3,439.0 2,790.7 2,585.7 ...
Latin America 38,364.0 40,739.6 48,053.7 55,938.0 69,968.8 89,275.8 101,198.2 106,586.3 107,684.8 ...

1 Includes Arrears on Long-Term Debt.

TABLE E-4. DISBURSED TOTAL EXTERNAL DEBT OUTSTANDING: USE OF IMF CREDIT

(Millions of U.S. Dollars)

Country 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Argentina 3,677.8 3,099.9 3,083.2 2,483.1 2,313.9 3,519.7 4,211.2 6,130.9 6,292.6 ...
Bahamas ... ... ... ... ... ... ... ... ... ...
Barbados 10.4 4.3 0.7 0.0 50.7 50.6 53.8 37.1 9.4 ...
Belize 7.8 3.3 0.4 0.0 0.0 0.0 0.0 0.0 0.0 ...
Bolivia 209.0 251.8 257.0 244.8 249.1 220.5 263.6 267.8 276.1 ...
Brazil 3,333.1 2,422.5 1,820.5 1,237.5 799.4 303.6 186.1 141.6 67.6 ...
Chile 1,322.3 1,270.1 1,156.5 957.5 721.9 475.9 291.2 0.0 0.0 ...
Colombia 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 ...
Costa Rica 71.4 35.4 11.3 83.0 81.5 81.4 66.4 24.3 0.7 ...
Dominican Rep. 217.7 122.5 71.8 89.2 123.0 186.1 189.6 159.7 95.6 ...
Ecuador 404.6 324.9 264.6 182.4 99.8 71.1 198.1 173.5 145.0 ...
El Salvador 10.7 5.3 0.2 0.0 0.0 0.0 0.0 0.0 0.0 ...
Guatemala 88.0 73.0 66.6 64.0 30.8 0.0 0.0 0.0 0.0 ...
Guyana 110.0 106.3 112.9 149.4 168.0 176.6 178.5 171.8 168.4 ...
Haiti 47.4 41.3 37.6 32.6 35.1 33.8 35.0 28.7 24.9 ...
Honduras 36.7 35.4 32.2 33.7 111.9 118.1 109.2 98.6 57.9 ...
Jamaica 482.8 383.4 356.7 391.4 357.1 335.4 317.7 240.4 161.4 ...
Mexico 4,804.5 5,090.6 6,551.3 6,765.8 5,949.6 4,787.2 3,860.1 15,828.2 13,278.8 ...
Nicaragua 0.0 0.0 0.0 24.4 23.4 23.4 51.0 39.3 28.8 ...
Panama 328.1 319.6 272.1 215.6 109.7 113.1 133.2 110.5 130.8 ...
Paraguay 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 ...
Peru 801.2 758.2 754.7 705.8 630.7 882.8 938.2 955.3 924.2 ...
Suriname ... ... ... ... ... ... ... ... ... ...
Trinidad & Tobago 114.5 204.7 329.4 384.9 282.3 154.9 91.2 50.2 23.7 ...
Uruguay 309.0 201.5 100.7 57.8 52.4 38.3 29.9 20.8 8.6 ...
Venezuela 0.0 998.1 3,011.7 3,249.0 2,946.3 2,679.5 2,642.6 2,238.6 2,196.4 ...
Latin America 16,387.0 15,752.1 18,292.1 17,351.9 15,136.6 14,252.0 13,846.6 26,717.3 23,890.9 ...
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TABLE E-5. DISBURSED EXTERNAL PUBLIC DEBT OUTSTANDING: LONG-TERM

(Millions of U.S. Dollars)

Country 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Argentina 47,546.3 51,832.3 46,905.5 47,574.0 47,610.9 52,033.9 55,832.3 55,970.2 62,391.8 ...
Bahamas 171.3 221.0 266.2 412.4 440.4 453.3 413.7 394.3 360.8 ...
Barbados 528.9 479.9 504.2 482.7 400.6 348.1 370.7 369.6 381.7 ...
Belize 119.3 129.0 136.5 151.0 170.1 176.0 182.7 220.3 252.2 ...
Bolivia 4,139.2 3,425.6 3,687.2 3,529.4 3,669.5 3,694.7 4,116.7 4,450.9 4,238.4 ...
Brazil 92,045.7 88,088.2 87,671.4 85,535.9 90,672.3 91,987.7 94,919.3 97,183.0 94,587.2 ...
Chile 13,696.4 10,865.5 10,426.1 10,070.5 9,577.5 8,867.4 8,994.9 7,183.9 4,889.8 ...
Colombia 13,846.0 13,989.0 14,670.8 14,468.8 13,476.3 13,242.9 14,357.6 13,949.6 14,813.6 ...
Costa Rica 3,546.7 3,545.3 3,063.0 3,291.6 3,175.1 3,130.4 3,217.5 3,125.6 2,889.0 ...
Dominican Rep. 3,261.3 3,319.6 3,419.4 3,756.7 3,736.4 3,792.1 3,612.5 3,640.4 3,514.7 ...
Ecuador 9,027.7 9,427.0 9,866.7 9,951.0 9,831.4 9,974.3 10,552.2 12,064.0 12,434.9 ...
El Salvador 1,687.7 1,828.7 1,912.6 2,058.3 2,148.0 1,896.0 1,994.2 2,059.8 2,296.7 ...
Guatemala 2,131.6 2,118.1 2,465.7 2,472.2 2,365.6 2,483.2 2,729.2 2,834.8 2,765.5 ...
Guyana 994.6 1,261.0 1,757.4 1,760.2 1,673.1 1,731.4 1,787.2 1,781.9 1,370.1 ...
Haiti 685.2 688.1 750.7 620.7 638.0 647.9 635.0 751.1 836.1 ...
Honduras 2,757.7 2,867.2 3,425.8 3,095.9 3,231.8 3,651.0 3,901.9 3,982.3 3,855.1 ...
Jamaica 3,723.5 3,743.5 3,933.9 3,708.8 3,565.8 3,457.8 3,436.8 3,408.0 3,182.7 ...
Mexico 80,601.2 76,117.0 75,973.8 77,824.6 71,105.4 74,989.2 79,334.7 94,388.1 93,437.8 ...
Nicaragua 6,950.5 7,589.4 8,280.4 9,152.6 9,311.3 9,440.1 9,760.8 8,540.5 5,122.4 ...
Panama 4,005.2 3,935.3 3,988.0 3,918.1 3,771.2 3,799.4 3,930.4 3,913.6 5,135.6 ...
Paraguay 2,091.2 2,093.5 1,711.9 1,683.4 1,363.2 1,280.8 1,356.9 1,427.1 1,377.2 ...
Peru 12,332.1 12,611.4 13,629.0 15,438.7 15,576.7 16,382.0 17,678.2 18,925.7 20,414.7 ...
Suriname ... ... ... ... ... ... ... ... ... ...
Trinidad & Tobago 1,856.9 1,806.1 1,781.6 1,749.9 1,787.7 1,807.5 1,961.3 1,941.2 1,870.9 ...
Uruguay 2,950.6 3,007.8 3,044.9 2,899.7 3,142.6 3,371.5 3,752.4 3,832.9 4,097.1 ...
Venezuela 25,180.9 25,166.2 24,508.7 24,938.6 25,829.5 26,855.3 28,041.8 28,494.3 28,452.1 ...
Latin America 335,877.7 330,155.7 327,781.4 330,545.7 328,270.4 339,493.9 356,870.9 374,833.1 374,968.1 ...

TABLE E-6. DISBURSED MULTILATERAL PUBLIC DEBT OUTSTANDING

(As a Percent of Total Debt)

Country 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Argentina 7.1 7.3 9.2 9.5 8.5 10.1 10.0 11.3 10.5 ...
Bahamas ... ... ... ... ... ... ... ... ... ...
Barbados 24.0 25.7 26.5 27.5 28.2 28.8 26.5 27.4 33.2 ...
Belize 29.8 35.9 37.7 35.7 34.2 32.0 35.8 35.1 31.8 ...
Bolivia 26.9 35.2 37.2 42.4 43.3 46.5 47.0 49.1 51.1 ...
Brazil 9.7 10.0 10.3 10.0 8.1 6.9 6.3 5.9 5.3 ...
Chile 17.3 19.7 21.5 24.0 22.6 21.0 17.7 11.2 7.6 ...
Colombia 33.0 33.5 35.5 35.8 34.0 29.9 24.6 21.2 16.5 ...
Costa Rica 24.7 25.5 31.0 29.9 30.2 31.8 33.9 35.8 37.5 ...
Dominican Rep. 19.8 20.6 22.2 21.0 20.3 20.5 22.9 24.5 25.0 ...
Ecuador 19.5 19.2 20.1 21.1 22.0 20.1 20.3 21.4 20.2 ...
El Salvador 36.6 37.8 36.7 38.5 41.0 52.6 57.2 52.4 53.7 ...
Guatemala 35.2 36.2 35.8 34.6 32.9 28.1 29.6 28.1 28.1 ...
Guyana 20.4 24.0 24.8 27.7 29.1 29.9 30.8 32.4 43.0 ...
Haiti 53.8 56.9 56.5 68.3 68.3 66.7 76.7 75.8 77.1 ...
Honduras 42.9 46.2 43.5 49.9 50.6 49.0 47.2 47.9 48.2 ...
Jamaica 24.1 24.6 25.7 27.6 27.1 29.0 28.1 29.2 28.0 ...
Mexico 10.4 11.5 13.7 13.6 13.8 12.2 12.2 11.2 11.3 ...
Nicaragua 11.4 10.6 10.3 9.8 11.1 11.3 13.0 16.4 28.4 ...
Panama 17.7 17.6 18.0 17.3 13.1 11.7 10.7 11.2 9.8 ...
Paraguay 34.4 31.8 36.8 37.0 43.2 43.8 36.3 35.0 37.8 ...
Peru 13.4 13.3 13.5 10.3 11.2 14.1 14.4 14.2 12.4 ...
Suriname ... ... ... ... ... ... ... ... ... ...
Trinidad & Tobago 3.2 3.2 4.1 6.3 8.5 13.1 16.0 19.3 25.7 ...
Uruguay 14.8 14.1 15.8 20.5 21.3 22.5 24.0 23.7 20.4 ...
Venezuela 0.9 1.7 4.9 6.5 7.2 7.7 8.6 9.3 8.0 ...
Latin America 12.0 12.7 14.3 14.4 13.6 13.0 12.7 12.3 11.4 ...
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TABLE E-7. SERVICE PAYMENTS ON THE TOTAL EXTERNAL DEBT1

(Millions of U.S. Dollars)

Country 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Argentina 5,023.1 5,060.4 6,161.0 5,544.6 5,003.1 6,556.4 8,174.8 9,692.0 14,021.2 ...
Bahamas 67.5 56.1 45.2 73.2 78.7 81.9 95.4 85.3 93.5 ...
Barbados 94.1 101.9 140.6 148.9 112.6 112.9 89.1 118.7 101.1 ...
Belize 26.3 18.1 20.0 19.5 19.4 21.2 30.1 37.7 44.3 ...
Bolivia 543.2 332.0 442.4 347.8 287.8 334.1 347.4 371.3 412.5 ...
Brazil 16,842.6 14,122.4 8,168.8 8,337.1 8,666.1 11,242.9 16,212.4 22,366.1 25,091.2 ...
Chile 2,147.5 2,667.8 2,771.7 3,882.5 2,693.4 2,841.9 2,932.8 5,151.7 6,270.4 ...
Colombia 3,342.7 3,905.0 4,093.5 3,754.9 4,008.1 3,706.6 5,570.0 4,344.9 5,400.7 ...
Costa Rica 403.5 345.4 521.2 443.0 542.5 551.8 503.7 646.7 637.8 ...
Dominican Rep. 339.7 322.3 232.0 266.3 345.8 375.1 544.9 409.1 445.2 ...
Ecuador 1,058.6 1,047.4 1,112.2 1,106.0 1,077.9 920.5 1,000.1 1,863.2 1,314.0 ...
El Salvador 203.1 219.6 207.8 354.1 241.0 293.9 339.4 283.2 314.4 ...
Guatemala 372.7 303.2 213.6 288.6 536.9 305.9 308.4 347.0 353.2 ...
Guyana 66.3 377.9 295.5 106.9 101.6 92.3 97.0 109.0 104.6 ...
Haiti 67.2 62.5 32.8 26.7 5.3 4.9 79.3 93.8 26.4 ...
Honduras 394.0 190.2 506.0 307.3 377.0 360.7 432.6 553.4 563.9 ...
Jamaica 735.4 642.5 706.3 759.3 681.2 563.9 596.6 672.9 682.2 ...
Mexico 15,473.0 15,563.3 11,315.5 13,545.0 20,812.5 24,218.1 21,942.6 28,909.4 48,017.9 ...
Nicaragua 20.5 11.3 15.8 672.6 124.7 186.7 273.9 287.8 227.9 ...
Panama 28.1 13.3 345.1 335.5 965.9 281.9 385.7 374.3 954.0 ...
Paraguay 381.4 149.9 324.9 275.3 648.8 285.6 255.7 288.3 283.3 ...
Peru 347.1 604.5 475.3 1,151.5 1,003.4 3,211.9 1,141.9 1,239.7 2,931.5 ...
Suriname … … … … … … 45.2 41.0 40.0 ...
Trinidad & Tobago 383.0 247.1 449.1 427.8 576.5 701.1 544.6 416.7 861.2 ...
Uruguay 890.4 659.9 986.7 805.9 524.4 586.6 676.9 865.5 664.5 ...
Venezuela 5,551.5 6,817.8 5,273.7 3,321.4 3,331.4 4,579.9 4,744.9 5,515.6 4,711.2 ...
Latin America2 54,802.5 53,841.8 44,856.7 46,301.7 52,766.0 62,418.7 67,365.4 85,084.3 114,568.1 …

1 Includes Interest and Amortization Payments.
2 For 1988-1993, Latin American total excludes Suriname.

TABLE E-8. SERVICE PAYMENTS ON THE TOTAL EXTERNAL DEBT: INTEREST

(Millions of U.S. Dollars)

Country 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Argentina 3,103.4 2,129.3 2,717.1 2,926.8 2,825.4 3,300.9 4,110.4 5,358.3 5,904.3 ...
Bahamas ... ... ... ... ... ... ... ... ... ...
Barbados 44.8 48.0 48.6 46.0 42.7 40.9 40.7 41.7 39.7 ...
Belize 5.4 7.3 7.1 6.4 6.6 6.9 8.2 11.4 12.8 ...
Bolivia 121.4 125.9 144.1 138.1 120.9 139.4 159.7 172.7 182.4 ...
Brazil 12,629.8 5,215.1 2,256.4 3,527.8 3,830.4 4,431.2 6,631.1 10,846.1 10,636.5 ...
Chile 1,262.1 1,636.3 1,792.0 1,555.8 1,340.2 1,120.5 1,240.8 1,486.9 1,593.5 ...
Colombia 1,539.6 1,762.0 1,700.8 1,555.6 1,394.0 1,302.1 1,677.9 1,998.0 2,036.0 ...
Costa Rica 228.6 169.6 206.3 233.4 239.7 209.1 215.4 250.3 215.4 ...
Dominican Rep. 181.9 120.9 85.9 105.9 148.9 147.3 209.4 174.9 198.4 ...
Ecuador 372.4 494.2 473.6 503.9 420.4 403.5 491.7 665.8 669.2 ...
El Salvador 78.5 69.1 84.1 81.4 84.0 121.9 98.2 122.9 136.7 ...
Guatemala 125.8 131.7 111.6 131.9 173.6 115.4 126.7 152.3 159.7 ...
Guyana 54.7 58.6 120.2 53.0 48.9 41.5 36.4 34.9 32.0 ...
Haiti 17.4 17.1 14.7 16.1 4.9 4.5 0.8 31.7 13.1 ...
Honduras 158.0 72.1 177.7 160.0 173.8 150.8 178.3 217.0 173.5 ...
Jamaica 251.0 230.2 260.0 239.9 211.9 203.8 216.0 233.2 228.2 ...
Mexico 8,712.2 9,310.4 7,303.7 8,186.1 7,538.0 8,101.2 9,236.9 11,208.3 11,721.5 ...
Nicaragua 11.6 4.8 11.4 200.2 64.5 69.3 104.4 85.3 87.5 ...
Panama 12.9 5.0 224.0 206.8 363.5 136.3 220.5 201.8 490.7 ...
Paraguay 133.0 74.5 90.0 106.7 246.1 88.2 96.0 129.2 106.7 ...
Peru 218.6 238.3 246.5 524.5 464.4 1,137.7 541.5 720.7 1,704.7 ...
Suriname ... ... ... ... ... ... ... ... ... ...
Trinidad & Tobago 161.1 179.9 216.3 212.6 180.2 144.3 155.2 175.7 193.6 ...
Uruguay 353.8 368.7 428.1 255.1 262.5 262.7 304.0 379.1 367.2 ...
Venezuela 3,122.7 3,086.3 3,242.2 2,424.6 2,137.2 2,161.7 2,117.6 2,402.9 2,141.0 ...
Latin America 32,900.7 25,555.3 21,962.4 23,398.6 22,322.7 23,841.1 28,217.8 37,101.1 39,044.3 ...
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TABLE E-9. SERVICE PAYMENTS ON THE TOTAL EXTERNAL DEBT: AMORTIZATION

(Millions of U.S. Dollars)

Country 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Argentina 1,919.7 2,931.1 3,443.9 2,617.8 2,177.7 3,255.5 4,064.4 4,333.7 8,116.9 ...
Bahamas ... ... ... ... ... ... ... ... ... ...
Barbados 49.3 53.9 92.0 102.9 69.9 72.0 48.4 77.0 61.4 ...
Belize 20.9 10.8 12.9 13.1 12.8 14.3 21.9 26.3 31.5 ...
Bolivia 421.8 206.1 298.3 209.7 166.9 194.7 187.7 198.6 230.1 ...
Brazil 4,212.8 8,907.3 5,912.4 4,809.3 4,835.7 6,811.7 9,581.3 11,520.0 14,454.7 ...
Chile 885.4 1,031.5 979.7 2,326.7 1,353.2 1,721.4 1,692.0 3,664.8 4,676.9 ...
Colombia 1,803.1 2,143.0 2,392.7 2,199.3 2,614.1 2,404.5 3,892.1 2,346.9 3,364.7 ...
Costa Rica 174.9 175.8 314.9 209.6 302.8 342.7 288.3 396.4 422.4 ...
Dominican Rep. 157.8 201.4 146.1 160.4 196.9 227.8 335.5 234.2 246.8 ...
Ecuador 686.2 553.2 638.6 602.1 657.5 517.0 508.4 1,197.4 644.8 ...
El Salvador 124.6 150.5 123.7 272.7 157.0 172.0 241.2 160.3 177.7 ...
Guatemala 246.9 171.5 102.0 156.7 363.3 190.5 181.7 194.7 193.5 ...
Guyana 11.6 319.3 175.3 53.9 52.7 50.8 60.6 74.1 72.6 ...
Haiti 49.8 45.4 18.1 10.6 0.4 0.4 78.5 62.1 13.3 ...
Honduras 236.0 118.1 328.3 147.3 203.2 209.9 254.3 336.4 390.4 ...
Jamaica 484.4 412.3 446.3 519.4 469.3 360.1 380.6 439.7 454.0 ...
Mexico 6,760.8 6,252.9 4,011.8 5,358.9 13,274.5 16,116.9 12,705.7 17,701.1 36,296.4 ...
Nicaragua 8.9 6.5 4.4 472.4 60.2 117.4 169.5 202.5 140.4 ...
Panama 15.2 8.3 121.1 128.7 602.4 145.6 165.2 172.5 463.3 ...
Paraguay 248.4 75.4 234.9 168.6 402.7 197.4 159.7 159.1 176.6 ...
Peru 128.5 366.2 228.8 627.0 539.0 2,074.2 600.4 519.0 1,226.8 ...
Suriname ... ... ... ... ... ... ... ... ... ...
Trinidad & Tobago 221.9 67.2 232.8 215.2 396.3 556.8 389.4 241.0 667.6 ...
Uruguay 536.6 291.2 558.6 550.8 261.9 323.9 372.9 486.4 297.3 ...
Venezuela 2,428.8 3,731.5 2,031.5 896.8 1,194.2 2,418.2 2,627.3 3,112.7 2,570.2 ...
Latin America 21,834.3 28,230.4 22,849.1 22,829.9 30,364.6 38,495.7 39,007.0 47,856.9 75,390.3 ...

TABLE E-10. TOTAL EXTERNAL DEBT TO GROSS DOMESTIC PRODUCT

(In Percent)

Country 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Argentina 44.9 77.8 38.7 29.9 25.9 27.4 27.5 29.8 31.7 ...
Bahamas 6.6 7.4 8.5 13.3 14.0 13.9 12.2 11.3 9.6 ...
Barbados 44.9 37.4 39.7 38.4 38.4 34.5 35.4 32.0 29.1 ...
Belize 44.2 39.8 38.1 39.4 38.9 37.4 36.5 43.6 46.7 ...
Bolivia 104.3 86.6 87.7 75.7 74.8 74.9 80.9 78.1 71.5 ...
Brazil 38.0 26.9 24.0 18.3 31.1 31.2 27.4 22.6 22.9 ...
Chile 81.1 63.9 63.2 52.2 44.8 45.2 47.4 38.0 38.1 ...
Colombia 43.4 42.7 42.7 41.7 39.1 37.2 32.0 31.1 33.7 ...
Costa Rica 92.1 80.5 64.4 70.1 58.0 50.9 46.5 41.7 38.0 ...
Dominican Rep. 69.9 56.8 54.7 55.4 48.4 45.0 39.6 35.8 31.0 ...
Ecuador 99.3 104.3 99.1 90.0 80.9 82.6 76.6 77.9 75.7 ...
El Salvador 40.6 36.2 40.2 40.9 37.7 28.9 27.0 27.2 27.8 ...
Guatemala 32.3 29.9 37.5 30.5 26.9 27.3 25.6 24.4 23.3 ...
Guyana 424.4 402.9 475.0 567.6 500.5 421.9 364.9 317.3 221.6 ...
Haiti ... ... 43.5 33.7 41.4 49.6 40.5 41.5 41.8 ...
Honduras 68.5 62.2 119.2 108.2 104.1 113.6 127.3 113.9 107.6 ...
Jamaica 126.7 108.9 107.0 114.7 123.1 94.3 99.8 81.5 66.8 ...
Mexico 54.1 42.1 39.7 36.3 30.8 32.7 33.2 57.9 46.9 ...
Nicaragua 1,176.6 842.1 406.0 552.5 528.4 499.0 546.0 465.8 273.8 ...
Panama 117.6 115.7 106.5 94.7 79.5 74.0 71.5 70.0 84.3 ...
Paraguay 37.4 52.8 37.8 31.1 24.9 22.8 25.0 24.7 22.1 ...
Peru 40.2 35.5 45.2 42.9 44.3 48.4 44.3 44.5 47.5 ...
Suriname 27.3 33.7 39.7 53.4 60.6 101.6 63.7 47.0 31.1 ...
Trinidad & Tobago 46.7 49.5 49.5 46.9 45.1 48.9 50.4 51.4 39.4 ...
Uruguay 50.4 55.7 52.8 41.7 38.6 35.1 31.2 29.5 30.8 ...
Venezuela 57.5 75.6 68.3 63.8 62.4 62.2 62.6 46.0 49.9 ...
Latin America 49.1 43.1 37.9 31.6 35.3 35.7 33.9 35.1 33.7 ...
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TABLE E-11. DEBT SERVICE RATIO1

(In Percent)

Country 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Argentina 45.1 43.0 41.6 38.5 34.1 42.1 44.3 40.7 51.9 ...
Bahamas 4.3 3.3 2.5 4.6 4.9 5.0 5.6 4.8 5.1 ...
Barbados 12.1 11.5 16.1 18.1 13.9 12.9 8.9 10.2 8.1 ...
Belize 13.6 8.6 8.2 7.8 6.9 7.5 10.8 12.6 14.4 ...
Bolivia 81.0 38.3 45.3 37.9 37.2 37.3 28.6 30.0 31.3 ...
Brazil 46.7 37.7 23.2 23.9 21.7 25.8 33.1 42.5 46.2 ...
Chile 26.4 27.8 27.1 35.1 21.8 24.3 20.3 26.8 33.4 ...
Colombia 49.5 53.3 47.2 41.3 43.3 37.3 46.1 31.6 37.2 ...
Costa Rica 25.0 18.9 26.5 20.2 21.0 19.0 15.2 17.1 15.5 ...
Dominican Rep. 17.8 16.4 12.7 14.3 18.1 8.1 10.7 7.4 7.1 ...
Ecuador 40.0 36.5 34.1 32.5 29.0 24.8 21.8 35.4 22.9 ...
El Salvador 21.6 24.2 21.4 39.4 24.7 25.8 20.7 13.9 14.3 ...
Guatemala 29.4 21.3 13.6 17.1 28.3 15.1 13.7 12.3 12.6 ...
Guyana 25.2 150.5 117.6 36.5 20.8 17.4 16.6 17.3 14.7 ...
Haiti 24.4 26.4 10.3 10.3 4.6 4.2 123.7 38.9 10.3 ...
Honduras 38.4 17.9 49.0 30.3 36.2 29.7 31.6 31.9 29.4 ...
Jamaica 43.7 33.7 31.9 34.7 30.7 23.8 21.1 21.2 ... ...
Mexico 42.1 36.7 23.2 26.3 37.5 39.4 30.8 32.4 44.9 ...
Nicaragua 7.5 3.3 4.0 198.8 40.3 50.8 57.6 44.5 28.3 ...
Panama 0.8 0.4 7.8 6.2 15.3 4.2 5.2 4.9 12.8 ...
Paraguay 32.7 9.5 17.3 13.6 34.0 9.6 7.0 6.0 6.4 ...
Peru 9.7 13.8 11.5 27.2 22.3 73.8 20.2 18.4 40.3 ...
Suriname ... ... ... ... ... ... 12.3 7.9 7.6 ...
Trinidad & Tobago 22.0 13.5 19.6 19.6 26.9 37.8 25.9 14.9 28.4 ...
Uruguay 50.8 32.5 45.7 36.6 19.9 21.3 20.8 24.7 17.3 ...
Venezuela 50.2 48.7 28.0 20.3 21.5 28.4 26.8 26.6 18.7 ...
Latin America 40.1 35.3 26.5 27.1 28.8 31.3 29.1 30.8 37.6 ...

1 Debt Service to Exports of Goods and (Non-Factor) Services.
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EXTERNAL DEBT NOTES

Unless otherwise specified, the concept used in the tables is dis-
bursed debt (i.e., the credit effectively used by the country).

Principal repayments and interest payments are recorded on
a “cash” basis. The difference with the Balance of Payments ap-
proach of what was “due” is equal to the amount due but fallen in
arrears and/or the payment of old arrears and/or the part which
has been rescheduled.

Total External Debt:

The sum of long- and short-term external debt and the use of
International Monetary Fund (IMF) credit:

Long-term Debt: Debt with an original or extended maturity of
more than one year, repayable in foreign currency, goods or
services. This is divided into public or publicly guaranteed debt
and private non-guaranteed debt:

Public or Publicly Guaranteed: includes all external long-term
debt contracted directly by public bodies or by private en-
tities with a guarantee of payment by any of the following
public institutions: central governments or their depart-
ments; political subdivisions (such as states, provinces,
departments or municipalities); central banks; autono-
mous institutions (such as corporations, development
banks, railways, utilities, etc.) where (a) the budget of the
institution is subject to the approval of the government of
the reporting country; or where (b) the government owns
more than 50 percent of the voting stock or more than half
of the members of the Board of Directors are government
representatives; or where (c) in the case of default the state
would become liable for the debt of the institution.

Consequently, long-term public or publicly guaranteed
debt excludes: obligations with a maturity of less than one
year; loans contracted with the option of repayment in lo-
cal currency; the debt of the private sector without the
guarantee of the public sector; the “purchases” and “re-
purchases” operations with the International Monetary
Fund and the “swap” transactions between central banks.

Private Non-guaranteed: is the external obligation of a pri-
vate resident of the country with a non-resident that is not
guaranteed by a public institution of that country.

Short-term Debt: Debt with an original maturity of one year or
less. It could be public or private, but there is no available
data for this distinction.

Use of IMF Credit: Net credit (purchases, repurchases and
charges) transactions with respect to all uses of IMF resources,
excluding those resulting from drawings in the reserve tranche
and the IMF Trust Fund. The use of IMF credit is a special item
and is not included in either short- or long-term debt.

Data are also presented on a regional level, by types of credits
and creditors. For this purpose, the latter are defined as follows:

Suppliers: include credits from manufacturers, exporters or other
suppliers of goods to finance the purchase of their products;

Private Banks: consist of credits extended by commercial banks,
whether their ownership is private or public, as well as credits
from private financial institutions other than commercial
banks;

Bond Issues: consist of securities offered to the general public,
which are traded in the stock exchanges, as well as securities
privately placed with a limited number of investors, usually
banking institutions, that could trade them on the stock ex-
changes at a later date;

Other: consists of debts that arise from a settlement for com-
pensation to foreigners for property owned by them, which
has been acquired by the public authorities by means of ex-
propriation or by common consent and other unclassified debt;

Official Multilateral: includes loans and credits extended by in-
ternational, regional or subregional financial organizations,
such as the World Bank, the International Development Asso-
ciation, the Inter-American Development Bank (IDB) and the
Central American Bank for Economic Integration. However, this
category does not include the loans made out of the funds
administered by the IDB on behalf of a government. Loans
from the Canadian Fund, for example, are registered with the
Canadian Government as official bilateral loans; and

Official Bilateral: includes direct loans from governments or
public entities, and government loans administered by the
IDB as explained above.

Sources:

The World Bank Debtor Reporting System (DRS) is the source for
most of the data in the tables, supplemented where necessary by
IDB estimates using official information from the countries.
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TABLE F-1. MARKET EXCHANGE RATES1

(Local Currency per U.S. Dollar)

Country 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Argentina2 - - 0.5 1.0 1.0 1.0 1.0 1.0 1.0 1.0
Bahamas 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0
Barbados 2.0 2.0 2.0 2.0 2.0 2.0 2.0 2.0 2.0 2.0
Belize 2.0 2.0 2.0 2.0 2.0 2.0 2.0 2.0 2.0 2.0
Bolivia 2.4 2.7 3.2 3.6 3.9 4.3 4.6 4.8 5.1 5.3
Brazil2 - - - - - - 0.6 0.9 1.0 1.1
Chile 245.0 267.0 304.9 349.2 362.6 404.2 420.2 396.8 412.3 419.3
Colombia3 299.2 382.6 502.3 633.1 759.3 863.1 844.8 912.8 1,036.7 1,143.1
Costa Rica 75.8 81.5 91.6 122.4 134.5 142.2 157.1 179.7 207.7 232.6
Dominican Rep. 6.1 6.3 8.5 12.7 12.8 12.7 13.2 13.6 13.8 14.3
Ecuador 301.6 526.4 767.8 1,046.3 1,534.0 1,919.1 2,196.7 2,564.5 3,189.5 3,998.3
El Salvador 5.0 5.0 6.8 8.0 8.4 8.7 8.7 8.8 8.8 8.8
Guatemala 2.6 2.8 4.5 5.0 5.2 5.6 5.8 5.8 6.0 6.1
Guyana 10.0 27.2 39.5 111.8 125.0 126.7 138.3 142.0 140.4 142.4
Haiti4 6.0 6.6 7.5 7.7 9.1 12.4 14.7 14.5 16.1 16.2
Honduras 2.0 2.0 4.1 5.3 5.5 6.5 8.4 9.5 11.7 13.0
Jamaica 5.5 5.7 7.2 12.1 23.0 24.9 33.1 35.1 37.1 35.4
Mexico 2.3 2.5 2.8 3.0 3.1 3.1 3.4 6.4 7.6 7.9
Nicaragua2 - - 0.1 4.3 5.0 5.6 6.7 7.5 8.4 9.4
Panama 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0
Paraguay 550.0 1,056.2 1,229.8 1,325.2 1,500.3 1,744.4 1,911.5 1,970.4 2,062.8 2,191.1
Peru2 - - 0.2 0.8 1.2 2.0 2.2 2.3 2.5 2.7
Suriname5 6.6 7.8 9.8 10.2 14.8 51.2 208.5 457.1 404.9 408.7
Trinidad & Tobago 3.8 4.3 4.3 4.3 4.3 5.4 5.9 5.9 6.0 6.3
Uruguay 0.4 0.6 1.2 2.0 3.0 3.9 5.1 6.3 8.0 9.4
Venezuela 14.5 34.7 46.9 56.8 68.4 90.8 148.5 176.8 417.3 488.6

Sources: Official statistics, IDB estimates and International Monetary Fund, International Financial Statistics, various issues.
1 Period average.  2 (-) Indicates that the exchange rate is less than half of a significant digit, given the magnitude of the depreciations experienced.
3 Refers to annual average until 1990; representative market rate from 1991.  4 Reference rate for 1988-1997.
5 Average exchange rate, taking into account parallel rate.

TABLE F-2. AVERAGE ANNUAL GROWTH OF CONSUMER PRICES

(In Percent)

Country 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Argentina 348.3 3,084.6 2,315.5 171.7 24.9 10.6 4.2 3.4 0.2 0.5
Bahamas 4.5 5.3 4.7 7.1 5.8 2.6 1.5 2.0 1.4 0.5
Barbados 4.9 6.1 3.1 6.3 6.0 1.2 0.1 1.8 2.4 7.7
Belize 5.4 0.0 3.0 2.3 2.3 1.4 2.6 2.8 6.4 1.1
Bolivia 15.9 15.2 17.1 21.4 12.1 8.5 7.9 10.2 12.4 4.7
Brazil 690.0 1,289.0 2,937.7 440.9 1,008.7 2,148.5 2,668.6 84.4 18.2 7.5
Chile 15.0 16.2 26.6 22.0 15.6 12.1 12.0 7.9 7.3 6.3
Colombia 28.0 25.9 29.2 30.4 27.0 22.6 23.8 21.0 20.2 17.7
Costa Rica 20.8 16.5 19.0 28.7 21.8 9.8 13.5 23.2 17.5 13.2
Dominican Rep. 58.4 40.6 50.4 47.1 4.2 5.3 8.2 12.5 5.4 8.3
Ecuador 58.1 75.7 48.6 48.8 54.4 45.0 27.4 22.9 24.4 30.7
El Salvador 19.9 17.5 24.1 14.4 11.2 18.6 10.6 10.1 9.7 4.5
Guatemala 10.9 11.3 41.2 33.2 10.0 11.9 10.9 8.4 11.1 9.2
Guyana 39.9 89.7 63.6 101.5 28.2 10.0 16.1 8.1 4.5 4.2
Haiti 4.1 7.9 20.4 18.2 17.9 18.9 37.4 30.2 20.5 16.1
Honduras 4.5 9.9 23.3 34.0 8.7 10.8 21.7 29.5 23.8 20.2
Jamaica 8.8 17.2 29.8 80.2 40.2 30.1 26.8 25.6 15.8 9.2
Mexico 114.2 20.1 26.6 22.7 15.5 9.7 6.9 35.0 34.4 20.6
Nicaragua 10,215.2 4,770.3 7,485.2 2,742.3 20.3 20.4 7.8 11.0 11.6 10.0
Panama 0.4 0.1 0.8 1.3 1.8 0.5 1.3 0.9 1.3 1.2
Paraguay 22.5 26.6 38.1 24.2 15.2 18.2 20.5 13.4 9.8 7.0
Peru 660.0 3,321.1 7,592.3 409.5 73.5 48.6 23.7 11.1 11.5 8.6
Suriname 7.3 0.7 21.8 26.0 43.7 143.5 368.5 235.6 -0.7 7.1
Trinidad & Tobago 7.7 11.4 11.1 3.8 6.5 10.8 8.8 5.2 3.4 3.7
Uruguay 62.3 80.5 112.3 102.0 68.4 54.1 44.7 42.2 28.3 19.8
Venezuela 29.3 84.7 40.6 34.2 31.4 38.1 60.8 59.9 99.9 50.0
Latin America 271.2 464.7 661.7 160.5 190.0 268.7 294.4 44.1 21.7 12.2

Sources: Official statistics, IDB estimates and International Monetary Fund, International Financial Statistics, various issues.
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TABLE F-3. REAL EFFECTIVE EXCHANGE RATE

(Index 1990=100)

Country 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Argentina 130.3 148.7 100.0 73.4 64.6 59.0 58.1 57.7 ... ...
Bahamas 99.0 97.1 100.0 96.9 94.4 92.4 96.2 99.6 99.0 96.9
Barbados 101.3 97.8 100.0 98.2 95.4 94.5 93.1 91.7 90.3 89.0
Belize 92.8 94.2 100.0 98.7 100.8 98.5 103.2 105.6 100.3 97.3
Bolivia 81.3 84.6 100.0 95.7 97.7 99.5 107.2 110.9 104.9 100.8
Brazil 142.4 116.0 100.0 126.2 138.3 122.4 102.7 90.5 89.1 85.0
Chile 99.2 96.9 100.0 97.2 92.0 100.5 88.5 83.7 80.8 73.9
Colombia 85.0 88.2 100.0 97.2 89.4 84.6 75.6 74.5 69.5 62.1
Costa Rica 101.8 98.1 100.0 109.6 107.5 109.2 111.8 106.9 110.5 110.0
Dominican Rep. 119.7 99.0 100.0 99.0 98.5 94.5 91.0 88.6 85.0 82.7
Ecuador 105.4 91.1 100.0 94.2 94.0 80.6 75.9 77.3 77.7 72.4
El Salvador 88.0 89.2 100.0 97.3 96.3 87.5 83.2 77.3 72.7 71.3
Guatemala 79.8 82.6 100.0 85.0 80.5 79.3 75.8 77.0 73.6 66.1
Guyana 56.4 71.4 100.0 116.7 106.1 97.3 97.6 96.9 89.7 90.2
Haiti 87.6 89.5 100.0 129.7 131.3 124.7 124.7 125.0 92.3 85.0
Honduras 68.8 64.0 100.0 108.9 109.0 114.5 120.2 108.0 109.0 100.7
Jamaica 95.5 89.2 100.0 111.1 127.8 111.8 95.0 94.6 70.9 128.9
Mexico 109.6 100.2 100.0 90.9 85.6 80.5 85.7 115.0 105.8 91.2
Nicaragua 91.3 149.2 100.0 104.5 107.2 110.2 118.1 116.9 114.9 115.0
Panama 90.6 94.6 100.0 102.7 105.1 108.2 112.3 115.8 116.2 116.2
Paraguay 78.4 102.5 100.0 88.4 91.3 91.0 88.8 88.0 84.2 80.6
Peru 212.6 120.2 100.0 80.8 78.9 91.2 84.1 82.1 79.9 78.2
Suriname 68.6 85.1 100.0 84.7 88.1 120.5 110.6 81.4 73.5 66.0
Trinidad & Tobago 100.9 102.2 100.0 99.6 97.6 108.3 117.2 119.6 117.4 118.4
Uruguay 96.5 92.2 100.0 86.9 81.3 69.1 65.3 63.6 62.3 59.3
Venezuela 75.6 88.8 100.0 93.0 89.6 85.5 89.5 71.6 84.8 64.7

Sources: Official statistics, IDB estimates and International Monetary Fund, International Financial Statistics, various issues.

TABLE F-4. TERMS OF TRADE

(Index 1990=100 except where noted)

Country 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Argentina 97.9 96.6 100.0 101.7 109.0 109.4 108.3 109.4 119.0 120.3
Bahamas ... ... ... ... ... ... ... ... ... ...
Barbados ... ... ... ... ... ... ... ... ... ...
Belize ... ... 100.0 98.0 94.7 96.6 97.7 97.5 96.2 95.7
Bolivia 110.5 94.5 100.0 92.6 70.4 71.2 84.1 74.7 66.9 67.9
Brazil 114.8 106.1 100.0 104.9 103.4 107.3 113.9 113.8 111.8 118.2
Chile 103.8 103.3 100.0 102.3 101.3 92.2 101.7 115.2 95.6 101.1
Colombia 103.6 102.6 100.0 106.8 108.6 105.0 120.2 122.5 123.4 132.5
Costa Rica 104.8 103.1 100.0 104.0 105.8 104.7 107.1 108.2 107.8 114.4
Dominican Rep. 137.1 131.1 100.0 114.6 107.2 105.2 110.8 123.3 118.5 123.3
Ecuador 93.4 100.8 100.0 88.4 89.5 77.9 81.2 79.7 86.9 91.4
El Salvador 85.5 82.3 100.0 98.5 98.6 97.1 131.4 138.0 134.5 149.7
Guatemala 98.8 97.6 100.0 104.3 103.8 97.7 112.6 115.6 109.4 117.3
Guyana1 109.8 97.4 100.0 128.7 125.6 103.2 101.8 74.9 110.4 110.1
Haiti 113.5 86.8 100.0 84.1 79.9 80.7 80.8 85.7 80.7 87.5
Honduras 105.3 101.0 100.0 105.2 99.2 103.0 114.0 115.4 111.9 123.9
Jamaica1 92.3 89.2 86.0 83.0 79.6 78.5 78.4 83.4 89.4 ...
Mexico 85.6 92.7 100.0 100.5 105.6 105.7 105.7 105.7 105.7 104.0
Nicaragua 113.4 103.8 100.0 92.7 67.9 78.6 90.9 104.8 96.8 104.2
Panama 101.1 100.5 100.0 95.6 97.5 98.6 99.1 93.8 94.4 99.7
Paraguay 91.1 95.5 100.0 99.5 98.6 103.5 108.1 111.1 109.8 113.1
Peru 96.8 94.1 100.0 96.1 95.1 92.1 93.9 94.7 94.2 100.5
Suriname1 84.7 122.0 99.1 84.1 77.0 75.0 83.2 91.1 81.4 83.9
Trinidad & Tobago1 68.5 66.5 71.1 71.6 69.6 72.5 88.2 98.9 88.3 90.0
Uruguay 102.9 105.5 100.0 99.6 104.3 94.3 95.3 101.4 98.5 102.0
Venezuela 72.2 91.0 100.0 82.6 79.4 74.0 74.8 77.6 92.1 90.2

1 Index 1980 = 100.
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TABLE F-5. ANNUAL GROWTH OF TOTAL: DOMESTIC CREDIT1

(Annual Growth Rates)

Country 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Argentina ... ... ... 84.0 23.2 20.5 10.8 5.3 6.5 15.2
Bahamas 12.3 13.5 20.5 5.5 4.5 15.7 8.5 9.6 7.8 22.8
Barbados 12.1 8.4 11.0 7.3 0.4 2.2 1.5 3.4 7.9 14.3
Belize -9.7 0.4 5.9 38.4 23.3 14.4 7.4 16.6 -0.7 15.8
Bolivia 51.4 65.3 48.3 31.4 45.1 52.6 22.4 -2.2 14.0 22.3
Brazil ... ... 900.0 420.0 1,351.9 2,666.2 864.3 17.3 25.3 15.3
Chile 12.3 11.4 20.3 14.1 19.9 24.3 8.9 22.4 16.4 14.3
Colombia 42.6 ... ... 6.8 32.9 50.0 54.1 36.2 25.3 42.0
Costa Rica 15.5 7.6 20.7 10.8 24.0 23.8 16.3 8.5 83.7 33.8
Dominican Rep. 28.8 33.1 23.6 15.2 23.2 15.7 30.4 21.6 30.1 26.5
Ecuador 80.5 10.2 14.7 80.5 47.2 257.6 36.5 -22.0 33.5 54.8
El Salvador 9.9 19.2 7.4 20.6 32.1 12.2 28.3 19.7 16.3 20.4
Guatemala 8.0 12.1 20.0 6.6 28.5 8.2 35.2 27.2 13.8 12.2
Guyana 60.7 127.8 34.5 102.4 47.6 1.3 1.2 12.9 -14.5 -7.4
Haiti 7.5 15.7 -1.3 4.0 16.8 14.7 23.5 22.2 12.8 27.3
Honduras 13.0 12.2 1.9 4.3 10.9 18.4 27.1 9.1 25.3 33.9
Jamaica 2.9 8.7 -5.1 0.6 56.5 70.9 31.1 61.1 29.3 42.2
Mexico 66.9 46.5 42.3 36.6 21.8 12.7 31.5 22.8 2.6 0.9
Nicaragua ... ... 25,400.0 1,332.5 510.8 15.5 9.0 1.1 -9.0 19.0
Panama -15.5 -0.7 -12.4 9.0 20.6 15.7 12.5 11.1 15.3 9.4
Paraguay 28.3 25.7 37.2 58.8 108.8 30.3 13.6 7.7 14.6 27.1
Peru ... 1,600.0 5,711.8 157.5 97.7 77.9 7.2 46.3 22.5 73.6
Suriname 22.9 16.8 3.5 23.3 17.2 37.8 24.3 37.0 202.9 ...
Trinidad & Tobago 3.5 4.0 0.8 10.7 2.3 -1.4 -13.0 20.3 16.0 18.2
Uruguay 78.4 75.0 92.5 50.6 65.7 43.3 42.2 45.8 31.0 ...
Venezuela 51.9 19.7 65.3 11.6 41.5 26.8 95.3 70.5 18.9 36.4

Sources: Official statistics, IDB estimates and International Monetary Fund, International Financial Statistics, various issues.
1 At end of period.

TABLE F-6. ANNUAL GROWTH OF NOMINAL MONEY SUPPLY1

(Annual Growth Rates)

Country 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Argentina 500.0 4,450.0 1,023.8 148.6 49.0 33.0 8.2 1.6 14.6 12.7
Bahamas 9.1 1.6 14.3 7.0 3.8 0.4 9.1 6.8 0.5 15.7
Barbados 12.4 -12.5 14.6 -5.9 1.5 -5.1 8.3 -17.0 46.4 -3.2
Belize -3.0 22.1 6.1 11.6 6.8 7.9 5.7 7.8 5.5 1.3
Bolivia 35.3 2.4 39.4 45.1 32.9 30.0 29.3 21.1 21.7 19.5
Brazil ... ... ... 400.0 960.0 2,000.0 2,194.7 25.7 29.5 22.1
Chile 46.5 17.2 23.3 44.8 26.3 21.2 16.2 22.2 16.2 20.2
Colombia 25.7 ... ... 31.7 44.3 27.7 27.4 23.5 23.4 17.2
Costa Rica 53.3 -2.0 3.9 20.0 37.2 7.0 37.9 -6.0 16.9 54.3
Dominican Rep. 55.9 24.3 41.2 24.5 16.9 22.7 1.4 17.1 29.8 19.3
Ecuador 52.7 43.8 65.9 46.7 48.4 63.7 32.5 2.7 28.9 30.0
El Salvador 7.9 13.4 22.4 18.1 29.5 17.2 5.2 15.8 12.9 -2.1
Guatemala 14.4 20.7 33.0 18.6 9.1 20.4 40.1 9.9 13.5 29.9
Guyana 54.8 33.9 54.5 65.5 31.5 32.0 10.4 16.7 14.5 10.0
Haiti -22.1 61.1 -12.6 7.0 27.8 22.7 31.8 31.6 -13.1 10.2
Honduras 11.9 20.0 23.6 11.1 22.5 11.9 36.1 21.7 29.4 41.0
Jamaica 53.0 -8.5 27.4 94.7 71.3 26.2 25.7 38.0 14.4 2.8
Mexico 67.8 37.3 63.1 123.9 15.1 17.7 1.1 3.5 36.9 32.2
Nicaragua ... ... 5,200.0 1,330.2 11.5 -4.7 36.3 13.2 33.3 32.0
Panama -31.3 1.0 41.0 28.7 14.8 10.8 13.5 1.3 3.3 18.3
Paraguay 35.5 31.7 28.3 32.4 22.5 16.5 30.0 28.2 -2.3 10.3
Peru ... 900.0 6,970.0 127.3 76.9 52.6 28.9 34.2 19.7 64.3
Suriname 24.5 11.3 4.0 28.2 11.6 87.6 245.6 178.2 -2.0 ...
Trinidad & Tobago -13.6 13.7 20.8 13.4 -7.7 16.3 19.5 4.7 -6.1 21.1
Uruguay 64.4 72.5 101.0 98.4 69.0 57.7 39.4 33.7 25.5 ...
Venezuela 18.7 15.6 58.4 28.4 7.6 11.2 140.1 39.4 145.0 66.9

Sources: Official statistics, IDB estimates and International Monetary Fund, International Financial Statistics, various issues.
1 M1 at end of period.
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TABLE F-7. TOTAL RESERVES MINUS MONETARY GOLD

(Millions of U.S. Dollars)

Country 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Argentina 3,363.0 1,463.0 4,592.0 6,005.0 9,990.0 13,791.0 14,327.0 14,288.0 18,104.0 22,320.0
Bahamas 172.0 146.8 158.2 181.3 155.3 172.3 176.6 179.2 171.4 227.1
Barbados 135.5 109.5 117.5 87.3 140.0 150.5 195.8 219.1 289.7 264.9
Belize 51.7 59.9 69.8 53.0 52.9 38.8 34.5 37.6 58.4 59.4
Bolivia 105.8 204.9 166.8 106.4 181.8 223.4 451.0 660.0 955.0 1,086.6
Brazil 6,972.0 7,535.0 7,441.0 8,033.0 22,521.0 30,604.0 37,070.0 49,708.0 58,323.0 50,827.0
Chile 3,160.5 3,628.6 6,068.5 7,041.3 9,167.7 9,640.3 13,087.6 14,139.8 14,833.2 17,305.8
Colombia 3,248.0 3,616.0 4,212.0 6,029.0 7,389.0 7,552.0 7,750.0 8,102.0 9,597.0 9,507.0
Costa Rica 668.0 742.6 520.6 919.8 1,018.7 1,024.0 893.2 1,046.6 1,000.2 1,261.8
Dominican Rep. 254.0 164.0 61.6 441.9 499.8 651.2 252.1 365.6 350.3 391.0
Ecuador 397.6 540.4 838.5 924.3 868.2 1,379.9 1,844.2 1,627.6 1,858.5 2,092.8
El Salvador 161.6 265.9 414.8 287.2 422.1 536.2 649.4 758.3 936.9 1,307.9
Guatemala 201.2 306.0 282.0 807.3 765.2 867.8 863.1 702.0 869.7 1,111.1
Guyana 4.0 13.4 28.7 124.4 188.1 247.5 247.1 268.9 329.7 315.5
Haiti 13.0 12.6 3.2 17.3 ... ... 30.9 105.8 107.9 77.1
Honduras 50.0 21.1 40.4 104.9 197.5 97.2 171.0 261.5 249.2 580.4
Jamaica 147.2 107.5 168.2 106.1 324.1 417.0 735.9 681.3 880.0 682.1
Mexico 5,279.0 6,329.0 9,863.0 17,726.0 18,942.0 25,110.0 6,278.0 16,847.0 19,433.0 28,797.0
Nicaragua 38.1 115.8 106.6 134.1 130.5 55.0 141.0 136.2 197.3 377.9
Panama 72.2 119.4 343.5 499.1 504.4 597.4 704.3 781.4 866.5 1,147.8
Paraguay 323.7 432.6 661.4 962.1 561.5 631.2 1,016.4 1,026.6 869.1 694.7
Peru 511.0 808.4 1,039.8 2,443.0 2,849.0 3,407.9 6,992.4 8,221.7 10,578.3 10,982.2
Suriname 12.6 9.3 21.1 1.1 17.3 17.7 39.7 132.9 96.3 109.1
Trinidad & Tobago 127.1 246.5 492.0 338.6 172.2 206.3 352.4 358.2 543.9 706.1
Uruguay 532.0 501.3 523.5 335.8 509.4 758.4 968.6 1,150.1 1,251.0 1,556.4
Venezuela 3,092.0 4,106.0 8,321.0 10,666.0 9,562.0 9,216.0 8,067.0 6,283.0 11,788.0 14,378.0
Latin America 29,092.7 31,605.3 46,555.7 64,375.4 87,129.6 107,392.8 103,339.3 128,088.5 154,537.5 168,166.7

Sources: Official statistics, IDB estimates and International Monetary Fund, International Financial Statistics, various issues.

TABLE F-8. GOLD (NATIONAL VALUATION)

(Millions of U.S. Dollars)

Country 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Argentina 1,421.0 1,421.0 1,421.0 1,430.0 1,446.0 1,672.0 1,651.0 1,679.0 1,611.0 120.0
Bahamas ... ... ... ... ... ... ... ... ... ...
Barbados 3.9 3.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Belize ... ... ... ... ... ... ... ... ... ...
Bolivia 37.8 37.8 37.8 37.8 37.8 39.6 37.7 37.7 39.6 39.6
Brazil 1,144.0 1,194.0 1,735.0 731.0 747.0 1,107.0 1,418.0 1,767.0 1,381.0 903.0
Chile 679.4 592.0 641.5 596.9 574.0 612.0 652.0 642.8 637.4 533.0
Colombia 468.0 249.0 248.0 323.0 172.0 119.0 112.0 119.0 94.0 104.0
Costa Rica ... ... ... ... 96.0 ... ... ... ... ...
Dominican Rep. 7.6 7.5 6.8 6.5 6.1 6.9 6.8 6.8 6.7 5.5
Ecuador 165.7 165.7 165.7 165.7 165.7 165.6 165.6 166.6 166.6 166.7
El Salvador 19.8 19.8 19.8 19.8 19.8 19.8 19.8 19.8 19.8 19.8
Guatemala 22.1 22.9 8.8 8.8 5.1 8.8 8.8 8.9 8.9 9.0
Guyana ... ... ... ... ... ... ... ... ... ...
Haiti ... ... ... ... ... ... ... ... ... ...
Honduras 1.1 1.1 1.1 7.8 7.8 8.5 8.3 8.4 8.0 6.4
Jamaica ... ... ... ... ... ... ... ... ... ...
Mexico ... ... ... ... ... ... ... ... ... ...
Nicaragua ... ... ... ... ... ... ... ... ... ...
Panama 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Paraguay 14.3 14.0 14.0 12.8 11.6 13.7 13.4 13.5 12.9 10.1
Peru 587.1 671.6 728.9 556.5 515.6 434.0 362.9 366.6 349.7 272.0
Suriname 20.4 19.8 18.7 17.7 16.2 841.7 14.3 41.3 58.2 ...
Trinidad & Tobago 2.0 2.0 2.0 2.0 2.0 1.4 1.4 1.4 1.3 1.3
Uruguay 969.8 855.4 736.9 640.4 541.2 453.6 497.4 525.4 672.1 650.8
Venezuela 3,439.0 3,439.0 3,439.0 3,439.0 3,439.0 3,440.0 3,440.0 3,440.0 3,440.0 3,440.0
Latin America1 9,003.0 8,715.6 9,224.9 7,995.7 7,802.9 8,943.5 8,409.4 8,844.3 8,507.2 6,281.2

Sources: Official statistics, IDB estimates and International Monetary Fund, International Financial Statistics, various issues.
1 For 1997, Latin American aggregate excludes Suriname.
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TABLE F-9. TOTAL RESERVES

(Millions of U.S. Dollars)

Country 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Argentina 4,784.0 2,884.0 6,013.0 7,435.0 11,436.0 15,463.0 15,978.0 15,967.0 19,715.0 22,440.0
Bahamas 172.0 146.8 158.2 181.3 155.3 172.3 176.6 179.2 171.4 227.1
Barbados 139.4 112.6 117.5 87.3 140.0 150.5 195.8 219.1 289.7 264.9
Belize 51.7 59.9 69.8 53.0 52.9 38.8 34.5 37.6 58.4 59.4
Bolivia 143.6 242.7 204.6 144.2 219.6 263.0 488.7 697.7 994.6 1,126.2
Brazil 8,116.0 8,729.0 9,176.0 8,764.0 23,268.0 31,711.0 38,488.0 51,475.0 59,704.0 51,730.0
Chile 3,839.9 4,220.6 6,710.0 7,638.2 9,741.7 10,252.3 13,739.6 14,782.6 15,470.6 17,838.8
Colombia 3,716.0 3,865.0 4,460.0 6,352.0 7,561.0 7,671.0 7,862.0 8,221.0 9,691.0 9,611.0
Costa Rica 668.0 742.6 520.6 919.8 1,114.6 1,024.0 893.2 1,046.6 1,000.2 1,261.8
Dominican Rep. 261.6 171.5 68.4 448.4 505.9 658.1 258.9 372.4 357.0 396.5
Ecuador 563.3 706.1 1,004.2 1,090.0 1,033.9 1,545.5 2,009.8 1,794.2 2,025.1 2,259.5
El Salvador 181.4 285.7 434.6 307.0 441.9 556.0 669.2 778.1 956.7 1,327.7
Guatemala 223.3 328.9 290.8 816.1 770.3 876.6 871.9 710.9 878.6 1,120.1
Guyana 4.0 13.4 28.7 124.4 188.1 247.5 247.1 268.9 329.7 315.5
Haiti 13.0 12.6 3.2 17.3 ... ... 30.9 105.8 107.9 77.1
Honduras 51.1 22.2 41.5 112.7 205.2 105.6 179.3 269.9 257.2 586.8
Jamaica 147.2 107.5 168.2 106.1 324.1 417.0 735.9 681.3 880.0 682.1
Mexico 5,279.0 6,329.0 9,863.0 17,726.0 18,942.0 25,110.0 6,278.0 16,847.0 19,433.0 28,797.0
Nicaragua 38.1 115.8 106.6 134.1 130.5 55.0 141.0 136.2 197.3 377.9
Panama 72.2 119.4 343.5 499.1 504.4 597.4 704.3 781.4 866.5 1,147.8
Paraguay 338.0 446.5 675.4 974.9 573.1 644.9 1,029.8 1,040.1 882.0 704.8
Peru 1,098.1 1,480.0 1,768.7 2,999.5 3,364.6 3,841.9 7,355.3 8,588.3 10,928.0 11,254.2
Suriname 33.0 29.0 39.7 18.8 33.5 859.4 54.0 174.3 154.5 109.1
Trinidad & Tobago 129.1 248.5 494.0 340.6 174.2 207.7 353.8 359.6 545.2 707.4
Uruguay 1,501.8 1,356.7 1,260.4 976.2 1,050.6 1,212.0 1,466.0 1,675.5 1,923.1 2,207.2
Venezuela 6,531.0 7,545.0 11,760.0 14,105.0 13,001.0 12,656.0 11,507.0 9,723.0 15,228.0 17,818.0
Latin America 38,095.7 40,320.9 55,780.6 72,371.0 94,932.5 116,336.4 111,748.7 136,932.7 163,044.7 174,447.9

Sources: Official statistics, IDB estimates and International Monetary Fund, International Financial Statistics, various issues.
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ARGENTINA
Statistical Profile1

1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Real Gross Domestic Product (GDP)2 (Average Annual Growth Rates)

Total GDP ............................................ -2.0 -7.0 -1.3 10.5 10.3 6.3 8.5 -4.6 4.3 8.4
Agriculture, Forestry and Fishing .. 8.3 -8.6 8.4 4.3 -1.0 3.1 3.6 2.3 1.6 0.5
Manufacturing ................................ -4.5 -7.6 -2.3 9.9 10.2 5.1 6.2 -7.0 5.2 10.2
Construction .................................. -2.9 -24.5 -16.1 25.4 16.9 11.2 15.2 -10.9 1.1 20.8

Non-Financial Public Sector3 (As a Percent of Current GDP)

Current Revenue ................................ 22.1 24.0 20.4 20.3 20.9 19.4 17.8 17.1 15.6 17.2
Current Expenditures ....................... 24.8 25.2 20.9 20.8 20.3 17.2 16.9 16.9 16.4 17.6

Current Saving ............................... -2.7 -1.2 -0.5 -0.5 0.6 2.3 1.0 0.2 -0.8 -0.4
Capital Expenditures4 ....................... 4.2 3.1 1.4 1.0 0.8 1.5 1.4 1.1 1.2 1.2
Overall Balance (- Deficit) ................ -6.0 -3.8 -1.5 -0.5 0.6 1.1 -0.1 -0.5 -1.8 -1.4
Domestic Financing .......................... 0.2 1.4 -0.1 -0.6 -0.4 -0.6    ...    ...    ...    ...

Money and Credit5 (As a Percent of Current GDP)

Domestic Credit ................................. 18.9 13.6 21.1 20.9 20.4 22.0 23.5 24.4 24.7 25.4
Public Sector .................................. 10.4 7.5 12.1 10.7 7.8 6.9 6.8 6.7 7.5 7.3
Private Sector ................................. 8.6 6.1 9.0 10.2 12.6 15.1 16.7 17.8 17.2 18.1

Money Supply (M1) ........................... 2.2 0.9 1.9 2.8 4.2 4.7 5.2 5.3 5.9 6.0

Interest Rate6 ..................................... 372.0 1,7236.0 1,517.9 61.7 16.8 11.3 8.1 11.9 7.4 7.8

Prices and Salaries (Average Annual Growth Rates)

Consumer Prices ............................... 348.3 3,084.6 2,315.5 171.7 24.9 10.6 4.2 3.4 0.2 0.5
Real Wages7 ........................................ -5.5 0.1 -8.9 -11.2 -5.0 -1.6 0.7 -1.2 -2.0 1.0

Exchange Rates (Pesos per Dollar)

Market Rate8 .......................................    - 0.04 0.49 0.95 0.99 1.00 1.00 1.00 1.00 1.00

(Index 1990 = 100)

Real Effective9 .................................... 130.3 148.7 100.0 73.4 64.6 59.0 58.1 57.7    ...    ...

(Index 1990 = 100)

Terms of Trade ..................................... 97.9 96.6 100.0 101.7 109.0 109.4 108.3 109.4 119.0 120.3

Balance of Payments (Millions of Dollars)

Current Account Balance ................. -1,572.0 -1,305.0 4,552.0 -647.0 -5,462.0 -7,672.0 -10,118.0 -2,768.0 -3,787.0 -10,119.0
Trade Balance ................................. 4,242.0 5,709.0 8,628.0 4,419.0 -1,450.0 -2,426.0 -4,238.0 2,238.0 1,622.0 -3,195.0

Exports of Goods (FOB) ............ 9,134.0 9,573.0 12,354.0 11,978.0 12,235.0 13,117.0 15,839.0 20,964.0 23,811.0 25,223.0
Imports of Goods (FOB) ........... 4,892.0 3,864.0 3,726.0 7,559.0 13,685.0 15,543.0 20,077.0 18,726.0 22,189.0 28,418.0

Service Balance .............................. -687.0 -600.0 -674.0 -1,599.0 -2,257.0 -2,730.0 -2,941.0 -2,222.0 -2,495.0 -3,069.0
Income Balance ............................. -5,127.0 -6,422.0 -4,400.0 -4,260.0 -2,416.0 -2,927.0 -3,259.0 -3,216.0 -3,248.0 -4,205.0
Current Transfers ...........................    ... 8.0 998.0 793.0 661.0 411.0 320.0 432.0 334.0 350.0

Capital and Financial Account
       Balance ............................................ 3,625.0 -272.0 -2,145.0 3,028.0 8,363.0 12,149.0 10,674.0 2,707.0 7,570.0 13,176.0

Capital Account Balance ..............    ...    ...    ...    ...    ...    ...    ...    ...    ...    ...
Capital Transfers ........................    ...    ...    ...    ...    ...    ...    ...    ...    ...    ...

Financial Account Balance ........... 3,625.0 -272.0 -2,145.0 3,028.0 8,363.0 12,149.0 10,674.0 2,707.0 7,570.0 13,176.0
Direct Investment ...................... 1,147.0 1,028.0 1,836.0 2,439.0 4,019.0 3,262.0 2,982.0 4,628.0 4,885.0 6,298.0
Portfolio Investment ................. -656.0 2,618.0 -1,309.0 483.0 910.0 28,304.0 4,537.0 5,173.0 10,868.0 10,448.0
Other Investment ....................... 3,134.0 -3,918.0 -2,672.0 106.0 3,434.0 -19,417.0 3,155.0 -7,094.0 -8,183.0 -3,570.0

Change in Reserves (- Increase) ...... -1,888.0 1,826.0 -3,121.0 -2,040.0 -3,106.0 -4,512.0 -541.0 49.0 -3,775.0 -3,082.0
Errors and Omissions ....................... -165.0 -249.0 715.0 -341.0 205.0 35.0 -16.0 12.0 -8.0 25.0

Total External Debt (Millions of Dollars)

Disbursed Debt .................................. 56,610.1 59,615.2 54,671.7 56,778.1 59,268.8 70,575.0 77,433.5 83,536.1 93,840.7   109,000.0
Debt Service Actually Paid ............... 5,023.1 5,060.4 6,161.0 5,544.6 5,003.1 6,556.4 8,174.8 9,692.0 14,021.2 12,000.0

(In Percent)

Interest Payments Due/Exports of
       Goods and Non-Factor Services .. 42.0 51.2 38.0 36.1 11.8 13.4 11.1 10.3 9.7 9.3

1 Source: IDB Statistics and Quantitative Analysis Unit
and Regional Operations Department.
2 At market prices.
3 Corresponds to the National Non-Financial Public Sector, excluding the provinces.
4 Includes net lending.
5 Mid-year values.

6 Average-nominal rate offered on 30-day time deposits.
7 In Manufacturing.
8 (-) Indicates that the exchange rate is less than half of a significant digit,
given the magnitude of the depreciation experienced.
9 Trade-weighted calculated using the period average nominal exchange rate.
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BAHAMAS
Statistical Profile1

1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Real Gross Domestic Product (GDP)2 (Average Annual Growth Rates)

Total GDP ............................................ 2.3 2.0 -0.4 -2.7 -2.0 1.7 0.9 0.3 4.2 3.5
Agriculture, Forestry and Fishing ..    ...    ...    ...    ...    ...    ...    ...    ...    ...    ...
Manufacturing ................................    ...    ...    ...    ...    ...    ...    ...    ...    ...    ...
Construction ..................................    ...    ...    ...    ...    ...    ...    ...    ...    ...    ...

Central Government (As a Percent of Current GDP)

Current Revenue ................................ 16.8 15.2 15.9 15.9 17.0 16.5 18.0 18.5 18.5 18.6
Current Expenditures ....................... 16.9 15.8 15.7 16.9 16.3 15.1 16.0 16.8 17.4 17.7

Current Saving ............................... -0.2 -0.6 0.2 -1.1 0.6 1.5 1.9 1.7 1.1 0.8
Capital Expenditure3 ......................... 3.2 3.5 2.6 3.2 2.9 2.1 2.7 3.0 1.6 3.0
Overall Balance (- Deficit) ................ -3.4 -4.1 -2.4 -4.3 -2.2 -0.7 -0.7 -1.1 -0.5 -2.1
Domestic Financing .......................... 3.8 4.3 3.9 4.0    ...    ...    ...    ...    ...    ...

Money and Credit4 (As a Percent of Current GDP)

Domestic Credit ................................. 39.0 37.1 44.3 48.9 49.6 50.9 56.8 60.4 60.7 70.6
Public Sector .................................. 6.6 8.3 10.7 12.0 12.6 13.0 13.5 12.5 12.0 12.2
Private Sector ................................. 32.4 28.8 33.6 36.8 37.0 38.0 43.3 47.8 48.7 58.3

Money Supply (M1) ........................... 10.3 9.6 10.0 11.3 11.7 11.9 11.8 12.6 11.8 12.5

Interest Rate5 ..................................... 6.0 6.5 6.6 6.9 6.1 5.2 4.3 4.2 5.1 5.3

Prices and Salaries (Average Annual Growth Rates)

Consumer Prices ............................... 4.5 5.3 4.7 7.1 5.8 2.6 1.5 2.0 1.4 0.5
Real Wages .........................................    ...    ...    ...    ...    ...    ...    ...    ...    ...    ...

Exchange Rates (Bahamas Dollars per Dollar)

Market Rate ........................................ 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00

(Index 1990 = 100)

Real Effective6 .................................... 99.0 97.1 100.0 96.9 94.4 92.4 96.2 99.6 99.0 96.9

(Index 1980 = 100)

Terms of Trade .....................................    ...    ...    ...    ...    ...    ...    ...    ...    ...    ...

Balance of Payments (Millions of Dollars)

Current Account Balance ................. -66.5 -84.2 -36.6 -179.8 35.8 48.7 -42.2 -145.9 -263.3 -462.1
Trade Balance7 ............................... -672.1 -910.8 -796.5 -816.9 -767.7 -738.0 -815.3 -931.3 -1,014.1 -1,038.2

Exports of Goods (FOB)7 .......... 310.8 221.0 283.5 229.4 216.6 192.2 198.5 225.4 273.2 295.0
Imports of Goods (FOB)7 .......... 982.9 1,131.8 1,080.0 1,046.3 984.3 930.2 1,013.8 1,156.7 1,287.3 1,333.2

Service Balance .............................. 784.0 952.3 927.1 804.9 874.1 891.3 883.4 903.2 862.4 697.0
Income Balance ............................. -166.9 -131.6 -172.8 -179.0 -82.6 -128.4 -137.6 -135.7 -148.8 -160.2
Current Transfers ........................... -11.5 5.9 5.6 11.2 12.0 23.8 27.3 17.9 37.2 39.3

Capital and Financial Account
       Balance ............................................ 70.2 72.2 59.1 167.4 -6.8 -0.1 55.2 92.1 156.7 396.1

Capital Account Balance .............. -3.0 -16.6 -7.7 -5.6 -9.8 -9.4 -11.6 -12.5 -24.4 -12.9
Capital Transfers ........................ -3.0 -16.6 -7.7 -5.6 -9.8 -9.4 -11.6 -12.5 -24.4 -12.9

Financial Account Balance ........... 73.2 88.8 66.8 173.0 3.0 9.3 66.8 104.6 181.1 409.0
Direct Investment ...................... 36.7 25.0 -17.2    ... 7.4 27.0 23.5 106.7 88.1 209.6
Portfolio Investment .................    ...    ...    ...    ...    ...    ...    ...    ...    ...    ...
Other Investment ....................... 36.5 63.8 84.0 173.0 -4.4 -17.7 43.3 -2.1 93.0 199.4

Change in Reserves (- Increase) ...... 0.7 25.2 -11.7 -12.6 28.0 -18.6 -9.1 2.9 7.6 -56.5
Errors and Omissions ....................... -4.4 -13.2 -10.8 25.0 -49.6 -30.0 -3.9 50.9 99.0 122.5

Total External Debt (Millions of Dollars)

Disbursed Debt .................................. 171.3 221.0 266.2 412.4 440.4 453.3 413.7 394.3 360.8  398.0
Debt Service Actually Paid ............... 67.5 56.1 45.2 73.2 78.7 81.9 95.4 85.3 93.5 94.0

(In Percent)

Interest Payments Due/Exports of
       Goods and Non-Factor Services .. 10.4 20.5 20.8 20.8 10.0 13.2 10.2 10.4 11.0 12.4

1 Source: IDB Statistics and Quantitative Analysis Unit
and Regional Operations Department.
2 At market prices.
3 Includes net lending.
4 Mid-year values.

5 Average of nominal rates quoted by commercial banks for 3-month time de-
posits.
6 Trade-weighted calculated using the period average nominal exchange rate.
7 Include goods procured in ports by carriers.
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BARBADOS
Statistical Profile1

1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Real Gross Domestic Product (GDP)2 (Average Annual Growth Rates)

Total GDP ............................................ 3.5 3.6 -3.3 -3.9 -5.8 0.8 4.0 2.9 5.0 4.0
Agriculture, Forestry and Fishing .. -5.9 -9.0 7.2 -3.4 -9.7 -4.5 -0.6 0.0 17.3 2.9
Manufacturing ................................ 6.7 5.4 -2.7 -4.7 -9.4 -2.8 6.8 7.9 0.1 2.7
Construction .................................. 9.0 8.1 -10.2 -7.5 -8.3 2.2 3.5 7.1 4.5 4.8
Tourism ........................................... 10.5 10.1 -9.8 -5.4 -1.9 4.0 9.4 1.0 6.7 8.6

Central Government (As a Percent of Current GDP)

Current Revenue ................................ 28.9 29.2 27.3 30.4 31.4 31.5 30.0 31.0 29.7 32.7
Current Expenditures ....................... 24.4 24.7 27.9 27.5 30.8 28.4 27.7 27.6 28.8 27.8

Current Saving ............................... 4.5 4.5 -0.6 3.0 0.6 3.1 2.3 3.3 0.9 4.9
Capital Expenditures3 ....................... 6.7 6.7 6.9 4.8 3.1 3.2 4.3 2.6 4.5 6.7
Overall Balance (- Deficit)4 .............. -2.3 -2.2 -7.5 -1.9 -2.5 0.0 -1.9 0.9 -3.6 -1.8
Domestic Financing ..........................    ...    ...    ...    ...    ...    ...    ...    ...    ...    ...

Money and Credit5 (As a Percent of Current GDP)

Domestic Credit ................................. 45.2 43.6 52.8 54.9 60.7 58.1 57.3 56.3 57.1 54.8
Public Sector .................................. 12.5 11.0 18.9 19.3 23.4 22.5 19.2 15.9 17.4 17.6
Private Sector ................................. 32.7 32.7 34.0 35.6 37.3 35.5 38.1 40.3 39.7 37.2

Money Supply (M1) ........................... 18.5 15.0 18.2 16.2 19.2 18.9 22.9 24.1 26.0 25.6

Interest Rate6 ..................................... 9.3 11.5 10.6 14.8 10.9 8.9 9.1 9.9 9.9 9.5

Prices and Salaries (Average Annual Growth Rates)

Consumer Prices ............................... 4.9 6.1 3.1 6.3 6.0 1.2 0.1 1.8 2.4 7.7
Real Wages ......................................... 2.4 -3.3 1.7 -2.1 -7.4 0.4 -2.2 -1.1    ...    ...

Exchange Rates (Barbados Dollars per Dollar)

Market Rate ........................................ 2.00 2.00 2.00 2.00 2.00 2.00 2.00 2.00 2.00 2.00

(Index 1990 = 100)

Real Effective7 .................................... 101.3 97.8 100.0 98.2 95.4 94.5 93.1 91.7 90.3 89.0

(Index 1980 = 100)

Terms of Trade .....................................    ...    ...    ...    ...    ...    ...    ...    ...    ...    ...

Balance of Payments (Millions of Dollars)

Current Account Balance ................. 48.0 28.0 -7.9 -23.5 143.4 70.0 132.3 90.2 104.4 58.4
Trade Balance8 ............................... -338.9 -416.4 -408.7 -416.1 -277.8 -326.7 -354.8 -445.7 -456.2 -600.6

Exports of Goods (FOB)8 .......... 179.4 187.3 218.9 206.6 189.8 187.6 189.8 245.4 286.7 240.4
Imports of Goods (FOB) ........... 518.4 603.7 627.6 622.7 467.7 514.3 544.6 691.2 742.9 841.0

Service Balance .............................. 405.9 465.6 403.7 398.9 409.7 416.9 492.5 550.1 573.1 687.5
Income Balance ............................. -35.5 -25.8 -45.7 -39.5 -28.9 -41.0 -40.7 -47.7 -52.2 -59.2
Current Transfers ........................... 16.6 4.7 42.7 33.2 40.4 20.8 35.3 33.6 39.8 30.6

Capital and Financial Account
       Balance ............................................ 27.1 -34.4 40.8 20.9 -32.1 -0.5 -11.0 -79.8 -7.0 -17.6

Capital Account Balance ..............    ...    ...    ...    ...    ...    ... 20.3    ... 0.2    ...
Capital Transfers ........................    ...    ...    ...    ...    ...    ... 20.3    ... 0.2    ...

Financial Account Balance ........... 27.1 -34.4 40.8 20.9 -32.1 -0.5 -31.3 -79.8 -7.2 -17.6
Direct Investment ...................... 10.6 5.4 9.8 6.1 13.6 6.8 11.9 8.5 9.8    ...
Portfolio Investment ................. 42.5 -4.2 -25.2 -2.8 -11.9 -8.4 46.9 37.4 25.9    ...
Other Investment ....................... -26.0 -35.6 56.2 17.6 -33.8 1.1 -90.1 -125.7 -42.9 -17.6

Change in Reserves (- Increase) ...... -27.6 48.9 42.3 40.8 -80.3 -21.0 -58.9 -23.5 -60.6 -15.0
Errors and Omissions ....................... -47.6 -42.5 -75.1 -38.2 -31.1 -48.5 -62.3 13.2 -36.8 -25.8

Total External Debt (Millions of Dollars)

Disbursed Debt .................................. 696.3 641.7 682.8 651.7 609.3 569.7 614.5 596.7 581.2    ...
Debt Service Actually Paid ............... 94.1 101.9 140.6 148.9 112.6 112.9 89.1 118.7 101.1    ...

(In Percent)

Interest Payments Due/Exports of
       Goods and Non-Factor Services .. 0.3 0.2 0.4 0.3 0.2 7.7    ...    ...    ...    ...

1 Source: IDB Statistics and Quantitative Analysis Unit
and Regional Operations Department.
2 At factor cost.
3 Includes net lending.
4 Central Bank of Barbados (CBB) Basis.

5 End of period values except for 1997, which represents end of June values.
6 Average prime lending rate.
7 Trade-weighted calculated using the period average nominal exchange rate.
8 Include goods procured in ports by carriers.
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BELIZE
Statistical Profile1

1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Real Gross Domestic Product (GDP)2 (Average Annual Growth Rates)

Total GDP ............................................ 6.3 13.2 10.3 3.1 9.5 4.3 1.5 3.8 1.4 4.4
Agriculture, Forestry and Fishing .. 0.2 6.0 11.8 3.9 15.1 0.1 2.9 5.6 7.2 12.2
Manufacturing ................................ -0.6 11.0 10.2 -0.2 7.6 4.7 4.8 4.4 0.3 2.7
Construction .................................. 8.9 28.4 10.1 7.7 12.1 14.3 -20.5 -0.4 -8.2 -5.4

Central Government3 (As a Percent of Current GDP)

Current Revenue ................................ 25.5 26.1 26.1 24.8 25.2 23.8 24.4 22.1 23.4 22.8
Current Expenditures ....................... 18.3 17.4 16.8 17.5 19.5 20.9 21.9 22.7 21.2 20.2

Current Saving ............................... 7.3 8.6 9.3 7.3 5.7 2.9 2.6 -0.6 2.2 2.6
Capital Expenditure4 ......................... 0.5 10.3 10.3 12.3 10.5 11.0 10.9 4.1 6.3 6.8
Overall Balance (- Deficit) ................ 7.1 -0.8 0.7 -3.2 -3.4 -6.7 -7.4 -3.5 -2.0 -1.6
Domestic Financing ..........................    ...    ...    ...    ...    ... 4.0 4.5 3.2 -0.8 1.3

Money and Credit5 (As a Percent of Current GDP)

Domestic Credit ................................. 32.2 28.5 24.9 27.6 32.3 37.7 40.3 43.3 45.8 48.1
Public Sector .................................. 5.9 -1.2 -4.8 -5.4 -3.2 2.2 5.2 7.9 9.2 6.2
Private Sector ................................. 26.3 29.7 29.8 33.0 35.5 35.4 35.1 35.4 36.7 41.9

Money Supply (M1) ........................... 15.0 13.3 12.6 14.6 13.7 14.1 14.2 13.8 14.2 14.0

Interest Rate6 ..................................... 5.7 6.0 6.3 6.4 6.0 6.0 6.1 7.2 6.2 6.7

Prices and Salaries (Average Annual Growth Rates)

Consumer Prices ............................... 5.4 0.0 3.0 2.3 2.3 1.4 2.6 2.8 6.4 1.1
Real Wages .........................................    ...    ...    ...    ...    ...    ...    ...    ...    ...    ...

Exchange Rates (Belize Dollars per Dollar)

Market Rate ........................................ 2.00 2.00 2.00 2.00 2.00 2.00 2.00 2.00 2.00 2.00

(Index 1990 = 100)

Real Effective7 .................................... 92.8 94.2 100.0 98.7 100.8 98.5 103.2 105.6 100.3 97.3

(Index 1990 = 100)

Terms of Trade .....................................    ...    ... 100.0 98.0 94.7 96.6 97.7 97.5 96.2 95.7

Balance of Payments (Millions of Dollars)

Current Account Balance ................. -2.6 -19.0 15.4 -25.8 -28.6 -48.5 -40.1 -2.8 -2.3 -42.1
Trade Balance ................................. -41.8 -64.1 -59.2 -97.5 -103.9 -118.5 -75.4 -67.6 -54.2 -80.7

Exports of Goods (FOB) ............ 119.4 124.4 129.2 126.1 140.6 132.0 156.5 164.3 171.1 176.5
Imports of Goods (FOB) ........... 161.2 188.5 188.4 223.6 244.5 250.5 231.8 231.9 225.3 257.2

Service Balance .............................. 21.1 23.4 55.4 54.5 61.0 58.0 33.2 47.6 46.8 32.8
Income Balance ............................. -7.7 -9.4 -10.2 -10.8 -16.1 -17.5 -25.3 -23.0 -26.0 -23.8
Current Transfers ........................... 25.8 31.1 29.4 28.0 30.4 29.5 27.5 40.2 31.1 29.6

Capital and Financial Account
       Balance ............................................ 24.3 21.3 22.1 21.8 22.4 32.8 3.6 1.4 37.3 27.4

Capital Account Balance ..............    ...    ...    ...    ...    ...    ...    ... -2.6 -2.2 -3.4
Capital Transfers ........................    ...    ...    ...    ...    ...    ...    ... -2.6 -2.2 -3.4

Financial Account Balance ........... 24.3 21.3 22.1 21.8 22.4 32.8 3.6 4.0 39.5 30.8
Direct Investment ...................... 14.0 18.6 17.2 13.6 15.6 9.2 15.4 20.8 16.6 11.9
Portfolio Investment .................    ...    ...    ...    ... 0.2 7.0 6.1 3.7 10.1 10.1
Other Investment ....................... 10.3 2.7 4.9 8.2 6.6 16.6 -17.9 -20.5 12.8 8.8

Change in Reserves (- Increase) ...... -18.7 -11.3 -12.5 16.8 -0.1 14.2 3.6 -3.1 -20.9 -0.9
Errors and Omissions ....................... -2.9 9.1 -25.0 -12.8 6.3 1.5 32.8 4.5 -14.1 15.6

Total External Debt (Millions of Dollars)

Disbursed Debt .................................. 139.3 144.4 153.2 170.1 186.6 196.6 198.2 255.5 282.7 232.7
Debt Service Actually Paid ............... 26.3 18.1 20.0 19.5 19.4 21.2 30.1 37.7 44.3 30.7

(In Percent)

 Interest Payments Due/Exports of
       Goods and Non-Factor Services .. 2.8 4.2 2.8 2.2 2.0 2.2 3.5 3.8 3.7 3.5

1 Source: IDB Statistics and Quantitative Analysis Unit
and Regional Operations Department.
2 At factor cost.
3 Fiscal Year (April-March) used.

4 Includes net lending.
5 Mid-year values.
6 Weighted nominal average deposit rate.
7 Trade-weighted calculated using the period average nominal exchange rate.
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BOLIVIA
Statistical Profile1

1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Real Gross Domestic Product (GDP)2 (Average Annual Growth Rates)

Total GDP ............................................ 3.0 3.8 4.6 5.3 1.6 4.3 4.7 4.7 4.1 4.2
Agriculture, Forestry and Fishing .. 2.4 -1.5 4.6 9.9 -4.2 4.1 6.7 1.4 3.6 4.9
Mining and Quarrying ................... 19.9 14.5 7.6 2.2 1.3 5.9 3.4 7.3 -1.0 -0.3
Manufacturing ................................ 5.4 5.0 7.8 4.8 0.1 4.1 5.4 6.8 3.9 4.2
Construction .................................. 14.5 5.8 2.5 6.0 11.2 5.8 1.2 6.0 10.3 7.5

Non-Financial Public Sector (As a Percent of Current GDP)

Current Revenue ................................ 23.2 24.1 29.6 30.9 30.9 30.0 32.9 33.1 31.5 32.4
Current Expenditures ....................... 22.1 22.8 27.4 27.9 27.9 28.4 30.3 29.4 27.2 29.5

Current Saving ............................... 1.1 1.2 2.2 3.0 3.0 1.5 2.6 3.7 4.3 2.8
Capital Expenditures3 ....................... 7.3 7.6 8.9 9.3 10.7 9.8 9.8 8.8 9.2 8.1
Overall Balance (- Deficit) ................ -5.3 -5.0 -4.7 -4.5 -4.8 -6.5 -4.0 -2.1 -2.1 -3.7
Domestic Financing .......................... 1.2 3.1 2.1 1.1 0.7 1.1 1.4 -0.0 -0.7 0.8

Money and Credit4 (As a Percent of Current GDP)

Domestic Credit ................................. 12.1 17.5 26.5 30.0 34.2 51.1 60.3 55.9 51.2 53.0
Public Sector5 ................................. -0.4 2.5 4.3 5.1 4.0 11.8 12.6 5.3 1.8 1.9
Private Sector ................................. 12.5 15.0 22.2 25.0 30.2 39.3 47.7 50.6 49.4 51.1

Money Supply (M1) ........................... 4.3 4.6 5.3 6.3 7.8 9.2 10.3 11.2 11.8 13.3

Interest Rate6 ..................................... 15.8 16.1 14.4 11.4 11.7 10.2 9.6 10.3    ...    ...

Prices and Salaries (Average Annual Growth Rates)

Consumer Prices ............................... 15.9 15.2 17.1 21.4 12.1 8.5 7.9 10.2 12.4 4.7
Real Wages7 ........................................ 23.9 8.6 2.4 -6.6 4.0 6.7 7.9 1.1 -1.0    ...

Exchange Rates (Bolivianos per Dollar)

Market Rate ........................................ 2.35 2.69 3.17 3.58 3.90 4.27 4.62 4.80 5.07 5.25

(Index 1990 = 100)

Real Effective8 .................................... 81.3 84.6 100.0 95.7 97.7 99.5 107.2 110.9 104.9 100.8

(Index 1990 = 100)

Terms of Trade ..................................... 110.5 94.5 100.0 92.6 70.4 71.2 84.1 74.7 66.9 67.9

Balance of Payments (Millions of Dollars)

Current Account Balance ................. -324.9 -291.7 -219.8 -283.9 -561.2 -538.9 -87.8 -315.5 -364.1 -662.7
Trade Balance ................................. -48.4 -6.0 55.2 -43.9 -432.4 -396.2 -30.0 -182.3 -236.1 -491.0

Exports of Goods (FOB) ............ 542.5 723.5 830.8 760.3 608.4 715.5 985.1 1,041.4 1,132.0 1,151.7
Imports of Goods (FOB) ........... 590.9 729.5 775.6 804.2 1,040.8 1,111.7 1,015.1 1,223.7 1,368.1 1,642.7

Service Balance .............................. -126.5 -154.9 -164.7 -154.2 -146.4 -140.3 -124.5 -151.7 -172.0 -211.7
Income Balance ............................. -285.3 -280.7 -269.5 -268.3 -225.0 -239.3 -199.3 -226.1 -206.2 -212.2
Current Transfers ........................... 135.3 149.9 159.2 182.5 242.6 236.9 266.0 244.6 250.2 252.2

Capital and Financial Account
       Balance ............................................ 287.4 305.3 255.0 261.5 569.7 462.2 417.2 607.1 610.8 949.9

Capital Account Balance .............. 49.0 6.4 7.4 0.5 0.6 1.0 1.2 2.0 40.4 25.3
Capital Transfers ........................ 49.0 6.4 7.4 0.5 0.6 1.0 1.2 2.0 40.4 25.3

Financial Account Balance ........... 238.4 298.9 247.6 261.0 569.1 461.2 416.0 605.1 570.4 924.6
Direct Investment ...................... 30.4 35.0 65.9 93.7 120.1 121.6 128.0 372.3 472.0 608.2
Portfolio Investment .................    ...    ...    ...    ...    ...    ...    ...    ... 5.0 -53.0
Other Investment ....................... 208.0 263.9 181.7 167.3 449.0 339.6 288.0 232.8 93.4 369.4

Change in Reserves (- Increase) ...... 12.8 57.3 -5.0 -8.4 -41.2 -81.7 -170.7 -152.3 -292.9 -142.4
Errors and Omissions ....................... 24.7 -70.9 -30.3 30.9 32.7 158.5 -158.6 -139.3 46.2 -144.8

Total External Debt (Millions of Dollars)

Disbursed Debt .................................. 4,793.2 4,082.4 4,268.7 4,046.4 4,224.1 4,293.0 4,836.8 5,244.2 5,147.9 4,504.0
Debt Service Actually Paid ............... 543.2 332.0 442.4 347.8 287.8 334.1 347.4 371.3 412.5 372.0

(In Percent)

Interest Payments Due/Exports of
       Goods and Non-Factor Services .. 44.0 32.7 27.1 29.2 27.9 24.1 15.0 18.0    ...    ...

1 Source: IDB Statistics and Quantitative Analysis Unit
and Regional Operations Department.
2 At market prices.
3 Includes net lending.
4 Mid-year values.

5 Decrease between 1994-1995, due mainly to methodological change in Janu-
ary 1995.
6 Average nominal time deposit rate.
7 1996 value through September.
8 Trade-weighted calculated using the period average nominal exchange rate.
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BRAZIL
Statistical Profile1

1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Real Gross Domestic Product (GDP)2 (Average Annual Growth Rates)

Total GDP ............................................ -0.1 3.2 -4.2 0.3 -0.8 4.2 6.0 4.2 3.0 3.0
Agriculture, Forestry and Fishing .. 0.8 2.9 -3.7 2.8 5.4 -1.2 7.5 5.9 3.1    ...
Manufacturing ................................ -3.4 2.9 -9.5 -2.4 -4.1 7.9 8.0 1.6 0.8    ...
Construction .................................. -3.1 3.1 -9.7 -3.5 -6.6 4.9 5.8 0.1 5.5    ...
Wholesale and Retail Trade ......... -2.7 2.7 -7.0 -0.8 -2.4 7.0 5.9 7.4 5.1    ...

Non-Financial Public Sector (As a Percent of Current GDP)

Borrowing Requirements ................. 56.6 89.9 30.2 23.3 43.1 59.0 45.5 7.2 5.9 5.9
Operational Balance (-Deficit)3 ....... -5.1 -7.4 1.4 1.4 -2.2 0.3 1.4 -4.9 -3.8 -4.1

Money and Credit4 (As a Percent of Current GDP)

Domestic Credit ................................. 34.0 14.1 34.8 31.5 29.2 24.1 43.8 32.7 37.6 35.9
Public Sector .................................. 26.7    ... 17.4 19.9 15.9 12.2 14.3 4.2 10.2 10.7
Private Sector ................................. 7.3 14.1 17.4 11.6 13.3 11.9 29.5 28.6 27.4 25.2

Money Supply (M1) ........................... 2.4 1.4 8.7 3.3 2.0 1.2 2.6 3.2 4.0 4.8

Interest Rate5 ..................................... 955.6 2,622.9 1,412.1 558.0 1,547.6 3,019.3 1,327.5 53.3 24.7 24.6

Prices and Salaries (Average Annual Growth Rates)

Consumer Prices ............................... 690.0 1,289.0 2,937.7 440.9 1,008.7 2,148.5 2,668.6 84.4 18.2 7.5
Real Wages ......................................... -1.6 30.6 -42.7 14.9 5.3 -1.4 -16.0 8.5 7.0 2.5

Exchange Rates (Reals per Dollar)

Market Rate6 .......................................    -    -    -    -    - 0.03 0.64 0.92 1.01 1.08

(Index 1990 = 100)

Real Effective7 .................................... 142.4 116.0 100.0 126.2 138.3 122.4 102.7 90.5 89.1 85.0

(Index 1990 = 100)

Terms of Trade ..................................... 114.8 106.1 100.0 104.9 103.4 107.3 113.9 113.8 111.8 118.2

Balance of Payments (Millions of Dollars)

Current Account Balance ................. 4,156.0 1,002.0 -3,823.0 -1,450.0 6,089.0 20.0 -1,153.0 -18,136.0 -24,800.0 -33,482.0
Trade Balance ................................. 19,168.0 16,112.0 10,747.0 10,578.0 15,239.0 14,329.0 10,861.0 -3,157.0 -5,539.0 -8,372.0

Exports of Goods (FOB) ............ 33,773.0 34,375.0 31,408.0 31,619.0 35,793.0 39,630.0 44,102.0 46,506.0 47,747.0 52,986.0
Imports of Goods (FOB) ........... 14,605.0 18,263.0 20,661.0 21,041.0 20,554.0 25,301.0 33,241.0 49,663.0 53,286.0 61,358.0

Service Balance .............................. -3,023.0 -2,785.0 -3,761.0 -3,891.0 -3,342.0 -5,590.0 -5,346.0 -7,495.0 -8,984.0 -11,195.0
Income Balance ............................. -12,080.0 -12,546.0 -11,608.0 -9,651.0 -7,997.0 -10,322.0 -9,091.0 -11,105.0 -12,723.0 -16,091.0
Current Transfers ........................... 91.0 221.0 799.0 1,514.0 2,189.0 1,603.0 2,423.0 3,621.0 2,446.0 2,176.0

Capital and Financial Account
       Balance ............................................ -2,080.0 710.0 4,594.0 229.0 9,974.0 9,504.0 8,810.0 29,609.0 32,492.0 26,739.0

Capital Account Balance .............. 3.0 23.0 35.0 42.0 54.0 81.0 173.0 352.0 453.0 44.0
Capital Transfers ........................ 3.0 23.0 35.0 42.0 54.0 81.0 173.0 352.0 453.0 44.0

Financial Account Balance ........... -2,083.0 687.0 4,559.0 187.0 9,920.0 9,423.0 8,637.0 29,257.0 32,039.0 26,695.0
Direct Investment ...................... 2,629.0 608.0 324.0 89.0 1,924.0 801.0 2,035.0 3,475.0 9,519.0 18,601.0
Portfolio Investment ................. 176.0 -421.0 512.0 3,808.0 14,466.0 12,322.0 51,135.0 9,745.0    ... 10,330.0
Other Investment ....................... -4,888.0 500.0 3,723.0 -3,710.0 -6,470.0 -3,700.0 -44,533.0 16,037.0 22,520.0 -2,236.0

Change in Reserves (- Increase) ...... -1,250.0 -893.0 -474.0 369.0 -1,4670.0 -8,709.0 -7,215.0 -12,920.0 -8,665.0 7,871.0
Errors and Omissions ....................... -827.0 -819.0 -296.0 852.0 -1,393.0 -815.0 -442.0 1,447.0 973.0 -1,128.0

Total External Debt (Millions of Dollars)

Disbursed Debt .................................. 117,215.6 111,344.2 111,087.9 110,405.3 124,449.5 136,610.1 149,857.0 158,903.2 177,608.1    ...
Debt Service Actually Paid ............... 16,842.6 14,122.4 8,168.8 8,337.1 8,666.1 11,242.9 16,212.4 22,366.1 25,091.2    ...

(In Percent)

Interest Payments Due/Exports of
       Goods and Non-Factor Services .. 29.4 29.2 30.9 27.2 20.8 18.0 16.6 12.6 23.5 24.1

1 Source: IDB Statistics and Quantitative Analysis Unit
and Regional Operations Department.
2 GDP at market prices, Sector of Origin at factor cost.
3 Excludes monetary and exchange correction.
4 Mid-year values.

5 Annualized nominal monthly overnight market rate.
6 (-) Indicates that the exchange rate is less than half of a significant digit,
  given the magnitude of the depreciations experienced.
7 Trade-weighted calculated using the period average nominal exchange rate.
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CHILE
Statistical Profile1

1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Real Gross Domestic Product (GDP)2 (Average Annual Growth Rates)

Total GDP ............................................ 7.3 10.6 3.7 8.0 12.3 7.0 5.7 10.6 7.4 7.1
Agriculture, Forestry and Fishing .. 11.5 6.2 9.1 2.4 12.2 2.9 7.5 6.9 3.9 -0.2
Mining and Quarrying ................... 7.8 7.8 0.9 12.4 -1.4 -0.2 8.9 9.3 13.0 8.1
Manufacturing ................................ 8.8 11.0 1.0 5.3 11.4 7.3 4.1 7.5 3.5 4.4
Construction .................................. 8.6 11.1 10.0 -1.5 13.6 23.5 -1.1 9.9 9.0 6.8

General Government3 (As a Percent of Current GDP)

Current Revenue ................................ 31.4 29.6 25.7 27.1 26.3 25.8 25.5 26.2 25.5 25.6
Current Expenditures ....................... 21.0 20.7 19.3 20.6 19.2 19.4 18.9 18.5 18.4 18.8

Current Saving ............................... 10.4 8.9 6.4 6.5 7.1 6.4 6.6 7.6 7.1 6.8
Capital Expenditures4 ....................... 7.1 4.2 5.2 4.5 4.4 4.5 4.7 4.2 4.7 4.7
Overall Balance (- Deficit) ................ 3.6 5.0 1.4 2.2 2.8 2.0 2.0 3.5 2.5 2.2
Domestic Financing .......................... -5.8 -5.8 -1.3 -0.9 -0.4 -0.2 -0.2 -0.4 -1.1 -0.5

Money and Credit5 (As a Percent of Current GDP)

Domestic Credit ................................. 76.4 68.8 65.3 54.5 50.5 54.1 53.9 48.2 54.6 54.9
Public Sector .................................. 28.3 23.7 23.4 17.1 12.5 10.8 9.7 5.0 4.5 3.7
Private Sector ................................. 48.1 45.0 41.9 37.4 38.0 43.3 44.2 43.2 50.1 51.3

Money Supply (M1) ........................... 6.3 6.3 6.1 6.4 7.2 6.8 6.6 7.0 7.2 7.9

Interest Rate6 ..................................... 15.1 27.7 40.3 22.3 18.3 18.2 15.1 13.7 13.5 12.3

Prices and Salaries (Average Annual Growth Rates)

Consumer Prices ............................... 15.0 16.2 26.6 22.0 15.6 12.1 12.0 7.9 7.3 6.3
Real Wages ......................................... 6.5 1.9 1.8 4.9 4.5 3.5 4.5 4.1 4.5 3.0

Exchange Rates (Pesos per Dollar)

Market Rate ........................................ 245.01 266.95 304.90 349.22 362.58 404.17 420.18 396.77 412.27 419.30

(Index 1990 = 100)

Real Effective7 .................................... 99.2 96.9 100.0 97.2 92.0 100.5 88.5 83.7 80.8 73.9

(Index 1990 = 100)

Terms of Trade ..................................... 103.8 103.3 100.0 102.3 101.3 92.2 101.7 115.2 95.6 101.1

Balance of Payments (Millions of Dollars)

Current Account Balance ................. -231.0 -689.0 -487.0 -99.0 -956.0 -2,547.0 -1,587.0 -1,403.0 -3,742.0 -4,062.0
Trade Balance ................................. 2,210.0 1,484.0 1,283.0 1,484.0 722.0 -990.0 732.0 1,368.0 -1,094.0 -1,296.0

Exports of Goods (FOB) ............ 7,054.0 8,079.0 8,372.0 8,942.0 10,007.0 9,198.0 11,604.0 16,025.0 15,405.0 16,923.0
Imports of Goods (FOB) ........... 4,844.0 6,595.0 7,089.0 7,458.0 9,285.0 10,188.0 10,872.0 14,657.0 16,499.0 18,219.0

Service Balance .............................. -690.0 -460.0 -230.0 31.0 -177.0 -223.0 -150.0 -351.0 -354.0 -314.0
Income Balance ............................. -1,932.0 -1,940.0 -1,737.0 -1,926.0 -1,881.0 -1,655.0 -2,499.0 -2,730.0 -2,794.0 -2,979.0
Current Transfers ........................... 181.0 227.0 197.0 312.0 380.0 321.0 330.0 310.0 500.0 527.0

Capital and Financial Account
       Balance ............................................ 1,108.0 1,268.0 2,658.0 753.0 2,928.0 2,737.0 5,064.0 2,091.0 5,383.0 7,405.0

Capital Account Balance ..............    ...    ...    ...    ...    ...    ...    ...    ...    ...    ...
Capital Transfers ........................    ...    ...    ...    ...    ...    ...    ...    ...    ...    ...

Financial Account Balance ........... 1,108.0 1,268.0 2,658.0 753.0 2,928.0 2,737.0 5,064.0 2,091.0 5,383.0 7,405.0
Direct Investment ...................... 952.0 1,277.0 653.0 696.0 540.0 600.0 1,673.0 2,220.0 3,561.0 3,468.0
Portfolio Investment ................. -8.0 83.0 361.0 187.0 457.0 730.0 908.0 35.0 1,098.0 2,370.0
Other Investment ....................... 164.0 -92.0 1,644.0 -130.0 1,931.0 1,407.0 2,483.0 -164.0 724.0 1,567.0

Change in Reserves (- Increase) ...... -756.0 -548.0 -2,122.0 -1,049.0 -2,344.0 -169.0 -2,917.0 -740.0 -1,107.0 -3,184.0
Errors and Omissions ....................... -121.0 -31.0 -49.0 394.0 372.0 -21.0 -560.0 52.0 -534.0 -159.0

Total External Debt (Millions of Dollars)

Disbursed Debt .................................. 19,581.9 18,032.3 19,227.2 17,946.9 19,133.7 20,636.9 24,728.4 25,567.8 27,410.5 28,617.7
Debt Service Actually Paid ............... 2,147.5 2,667.8 2,771.7 3,882.5 2,693.4 2,841.9 2,932.8 5,151.7 6,270.4 4,070.0

(In Percent)

Interest Payments Due/Exports of
       Goods and Non-Factor Services .. 22.0 18.5 17.9 14.7 11.4 10.3 8.2 7.3 7.0 6.7

1 Source: IDB Statistics and Quantitative Analysis Unit
and Regional Operations Department.
2 GDP at market prices, Sector of Origin at factor cost.
3 Central government, decentralized entities and municipalities.

4 Includes net lending.
5 Mid-year values.
6 Weighted average rate offered by banks on nominal deposits of 30 to 89 days.
7 Trade-weighted calculated using the period average nominal exchange rate.
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COLOMBIA
Statistical Profile1

1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Real Gross Domestic Product (GDP)2 (Average Annual Growth Rates)

Total GDP ............................................ 4.1 3.4 4.3 2.0 4.0 5.4 5.8 5.4 2.0 3.2
Agriculture, Forestry and Fishing .. 2.8 4.3 5.8 4.2 -1.8 3.2 0.9 5.2 0.2 0.2
Mining and Quarrying ................... 4.5 11.6 5.9 -0.6 -3.9 -1.7 1.6 17.8 7.7 3.3
Manufacturing ................................ 1.9 5.6 4.2 0.8 4.5 1.6 1.6 1.0 -2.7 2.5
Construction .................................. 13.2 -8.1 -13.1 0.2 7.3 18.2 19.2 5.2 -0.5 0.4
Wholesale and Retail Trade ......... 5.0 1.8 2.8 0.4 2.6 9.1 6.1 5.2 -0.3 3.9

Non-Financial Public Sector (As a Percent of Current GDP)

Current Revenue ................................ 21.6 22.4 23.6 25.2 25.5 27.1 27.4 30.9 32.6 32.5
Current Expenditures ....................... 16.2 16.3 16.8 18.2 18.7 19.0 20.2 23.6 24.3 25.4

Current Saving ............................... 5.4 6.1 6.8 7.0 6.8 8.1 7.2 7.3 8.3 7.1
Capital Expenditures3 ....................... 7.4 7.9 7.2 6.9 8.7 9.4 7.7 8.7 12.5 13.5
Overall Balance (- Deficit)4 .............. -2.1 -1.9 -0.3 0.2 -0.2 0.2 2.7 -0.5 -1.0 -0.1
Domestic Financing .......................... 0.9 1.1 0.8 0.9 0.2 -0.4 1.3    ...    ...    ...

Money and Credit5 (As a Percent of Current GDP)

Domestic Credit ................................. 20.4    ... 20.5 16.9 14.7 15.1 16.9 20.5 22.5 22.9
Public Sector .................................. 5.9    ...    ...    ... 0.6 -0.6 0.3 0.8 1.2 1.6
Private Sector ................................. 14.5    ... 20.5 16.9 14.0 15.6 16.6 19.8 21.3 21.3

Money Supply (M1) ........................... 8.9 9.0 8.5 8.3 9.6 9.4 8.8 8.6 8.6 8.7

Interest Rate6 ..................................... 33.5 33.7 36.4 37.2 26.7 25.8 29.4 32.3 31.1 24.5

Prices and Salaries (Average Annual Growth Rates)

Consumer Prices ............................... 28.0 25.9 29.2 30.4 27.0 22.6 23.8 21.0 20.2 17.7
Real Wages7 ........................................ -0.5 1.9 0.4 -1.8 2.3 6.2 2.6 3.1 2.8 3.9

Exchange Rates (Pesos per Dollar)

Market Rate8 ....................................... 299.17 382.57 502.26 633.05 759.28 863.06 844.84 912.83 1,036.69 1,143.12

(Index 1990 = 100)

Real Effective9 .................................... 85.0 88.2 100.0 97.2 89.4 84.6 75.6 74.5 69.5 62.1

(Index 1990 = 100)

Terms of Trade ..................................... 103.6 102.6 100.0 106.8 108.6 105.0 120.2 122.5 123.4 132.5

Balance of Payments (Millions of Dollars)

Current Account Balance ................. -216.0 -201.0 542.0 2,349.0 901.0 -2,102.0 -3,113.0 -4,101.0 -4,754.0 -4,968.5
Trade Balance ................................. 827.0 1,474.0 1,971.0 2,959.0 1,234.0 -1,657.0 -2,292.0 -2,699.0 -2,133.0 -2,392.3

Exports of Goods (FOB) ............ 5,343.0 6,031.0 7,079.0 7,507.0 7,263.0 7,429.0 8,748.0 10,222.0 10,651.0 11,648.5
Imports of Goods (FOB) ........... 4,516.0 4,557.0 5,108.0 4,548.0 6,029.0 9,086.0 11,040.0 12,921.0 12,784.0 14,040.8

Service Balance .............................. -262.0 -274.0 -150.0 -219.0 -45.0 199.0 623.0 184.0 -227.0 -38.3
Income Balance ............................. -1,745.0 -2,299.0 -2,305.0 -2,089.0 -2,022.0 -1,782.0 -2,307.0 -2,265.0 -2,925.0 -3,129.6
Current Transfers ........................... 964.0 898.0 1,026.0 1,698.0 1,734.0 1,138.0 862.0 679.0 532.0 591.7

Capital and Financial Account
       Balance ............................................ 939.0 478.0 -2.0 -777.0 183.0 2,702.0 2,783.0 4,662.0 6,786.0 5,542.0

Capital Account Balance ..............    ...    ...    ...    ...    ...    ...    ...    ...    ...    ...
Capital Transfers ........................    ...    ...    ...    ...    ...    ...    ...    ...    ...    ...

Financial Account Balance ........... 939.0 478.0 -2.0 -777.0 183.0 2,702.0 2,783.0 4,662.0 6,786.0 5,542.0
Direct Investment ...................... 159.0 547.0 484.0 433.0 679.0 719.0 1,515.0 2,033.0 3,254.0 5,303.3
Portfolio Investment .................    ... 179.0 -4.0 86.0 126.0 498.0 584.0 -170.0 1,656.0 -136.0
Other Investment ....................... 780.0 -248.0 -482.0 -1,296.0 -622.0 1,485.0 684.0 2,799.0 1,876.0 374.7

Change in Reserves (- Increase) ...... -193.0 -434.0 -610.0 -1,763.0 -1,274.0 -464.0 -153.0 -351.0 -1,598.0 16.0
Errors and Omissions ....................... -530.0 157.0 70.0 191.0 191.0 -135.0 482.0 -210.0 -434.0 -589.5

Total External Debt (Millions of Dollars)

Disbursed Debt .................................. 17,015.0 16,883.0 17,193.8 17,181.4 17,266.2 18,926.7 21,929.1 25,045.9 28,859.0    ...
Debt Service Actually Paid ............... 3,342.7 3,905.0 4,093.5 3,754.9 4,008.1 3,706.6 5,570.0 4,344.9 5,400.7    ...

(In Percent)

Interest Payments Due/Exports of
       Goods and Non-Factor Services .. 20.7 21.7 19.0 16.4 14.6 12.3 12.9 13.7 13.7 14.6

1 Source: IDB Statistics and Quantitative Analysis Unit
and Regional Operations Department.
2 At market prices.
3 Includes net lending.
4 Includes privatization receipts.
5 Mid-year values.

6 Weighted average nominal deposit rate paid by commercial banks, financial
corporations, and commercial finance companies on all certificates of deposit.
7 In Industry, excluding the coffee-husking process. For 1997 January-October.
8 Refers to annual average until 1990; representative market rate from 1991-
1995.
9 Trade-weighted calculated using the period average nominal exchange rate.
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COSTA RICA
Statistical Profile1

1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Real Gross Domestic Product (GDP)2 (Average Annual Growth Rates)

Total GDP ............................................ 3.4 5.7 3.6 2.3 7.7 6.3 4.5 2.4 -0.6 3.2
Agriculture, Forestry and Fishing .. 4.6 7.4 2.5 6.3 4.0 2.4 3.0 4.0 -0.4 -0.7
Manufacturing ................................ 2.2 3.4 2.6 2.1 10.3 6.4 3.5 3.6 -4.1 4.5
Construction .................................. 0.0 12.4 -2.3 -7.5 2.6 16.5 6.2 -8.3 -9.7 16.3

Non-Financial Public Sector (As a Percent of Current GDP)

Current Revenue ................................ 28.2 27.4 27.8 27.6 28.2 28.4 26.1 28.6 26.1 28.0
Current Expenditures ....................... 24.2 26.1 26.6 23.8 22.2 22.4 26.6 25.9 27.4 25.7

Current Saving ............................... 4.0 1.3 1.1 3.8 6.0 6.0 -0.6 2.7 -1.3 2.3
Capital Expenditures3 ....................... 5.3 6.3 5.2 4.1 5.3 5.4 6.0 4.9 3.3 3.7
Overall Balance (- Deficit) ................ -0.3 -2.9 -2.9 -0.1 0.7 0.6 -6.6 -2.0 -4.5 -1.4
Domestic Financing .......................... 0.7 2.0 2.6 -1.6 -1.1 0.5 5.7 3.0    ...    ...

Money and Credit4 (As a Percent of Current GDP)

Domestic Credit ................................. 32.3 28.8 28.0 25.6 19.5 22.0 22.3 18.2 21.8 31.8
Public Sector .................................. 15.2 12.9 13.1 11.9 7.8 6.0 5.8 5.6 6.3 15.0
Private Sector ................................. 17.0 15.9 14.9 13.7 11.7 16.0 16.5 12.6 15.5 16.7

Money Supply (M1) ........................... 10.8 11.8 12.4 8.4 8.6 8.3 7.4 7.4 7.7 8.6

Interest Rate5 ..................................... 15.2 15.6 21.2 27.3 15.8 16.9 17.7 23.9 16.1 17.0

Prices and Salaries (Average Annual Growth Rates)

Consumer Prices ............................... 20.8 16.5 19.0 28.7 21.8 9.8 13.5 23.2 17.5 13.2
Real Wages ......................................... -1.4 4.1 2.4 -2.4 0.8 8.7 1.9 -2.1 1.9 3.7

Exchange Rates (Colones per Dollar)

Market Rate ........................................ 75.81 81.50 91.58 122.43 134.51 142.17 157.07 179.73 207.69 232.60

(Index 1990 = 100)

Real Effective6 .................................... 101.8 98.1 100.0 109.6 107.5 109.2 111.8 106.9 110.5 110.0

(Index 1990 = 100)

Terms of Trade ..................................... 104.8 103.1 100.0 104.0 105.8 104.7 107.1 108.2 107.8 114.4

Balance of Payments (Millions of Dollars)

Current Account Balance ................. -178.5 -414.9 -424.0 -75.2 -370.4 -620.2 -233.6 -143.0 -125.2 -422.0
Trade Balance ................................. -97.9 -238.6 -442.5 -199.5 -471.8 -760.8 -605.8 -473.5 -413.6 -714.4

Exports of Goods (FOB) ............ 1,180.7 1,333.4 1,354.2 1,498.1 1,739.1 1,866.8 2,122.0 2,480.2 2,743.6 2,953.8
Imports of Goods (FOB) ........... 1,278.6 1,572.0 1,796.7 1,697.6 2,210.9 2,627.6 2,727.8 2,953.7 3,157.2 3,668.2

Service Balance .............................. 6.6 1.9 59.3 156.6 130.7 222.9 334.9 362.8 316.8 358.3
Income Balance ............................. -342.6 -369.6 -232.7 -173.9 -202.6 -225.4 -128.4 -185.8 -168.0 -201.5
Current Transfers ........................... 255.4 191.4 191.9 141.6 173.3 143.1 165.7 153.5 139.6 135.6

Capital and Financial Account
       Balance ............................................ 142.0 318.2 183.4 391.4 345.3 261.6 -81.0 202.7 109.8 505.0

Capital Account Balance ..............    ...    ...    ...    ...    ...    ...    ...    ... 28.1    ...
Capital Transfers ........................    ...    ...    ...    ...    ...    ...    ...    ... 28.1    ...

Financial Account Balance ........... 142.0 318.2 183.4 391.4 345.3 261.6 -81.0 202.7 81.7 505.0
Direct Investment ...................... 121.4 95.2 160.4 172.8 221.6 244.4 292.9 390.0 421.9 446.2
Portfolio Investment ................. -6.0 -13.2 -28.2 -13.0 -16.9 -5.1 -1.2 -24.4 -21.5 -24.3
Other Investment ....................... 26.6 236.2 51.2 231.6 140.6 22.3 -372.7 -162.9 -318.7 83.1

Change in Reserves (- Increase) ...... -188.0 -112.3 197.2 -416.1 -176.8 59.6 65.5 -154.1 75.8 -127.9
Errors and Omissions ....................... 224.6 208.9 43.4 99.9 201.9 299.0 249.1 94.4 -60.4 44.9

Total External Debt (Millions of Dollars)

Disbursed Debt .................................. 4,250.7 4,204.4 3,678.3 3,952.8 3,905.9 3,830.4 3,867.7 3,761.9 3,427.6  3,410.3
Debt Service Actually Paid ............... 403.5 345.4 521.2 443.0 542.5 551.8 503.7 646.7 637.8 635.0

(In Percent)

Interest Payments Due/Exports of
       Goods and Non-Factor Services .. 22.1 23.7 15.5 10.1 8.7 8.1 6.4 6.2 5.6 5.5

1 Source: IDB Statistics and Quantitative Analysis Unit
and Regional Operations Department.
2 At market prices. Mining and Quarrying included in Manufacturing.
3 Includes net lending.
4 Mid-year values.

5 Average official bank rate for nominal time deposits of more than 30 days and
less than 90 days. Beginning 1991, average rate offered by state-owned com-
mercial banks on time deposits of one month.
6 Trade-weighted calculated using the period average nominal exchange rate.
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DOMINICAN REPUBLIC
Statistical Profile1

1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Real Gross Domestic Product (GDP)2 (Average Annual Growth Rates)

Total GDP ............................................ 2.2 4.4 -5.5 1.0 8.0 3.0 4.3 4.8 7.3 8.2
Agriculture, Forestry and Fishing .. -1.3 2.3 -8.6 4.2 6.0 0.7 -1.8 6.0 9.5 3.4
Mining and Quarrying ................... -7.0 -0.6 -11.8 -5.9 -17.5 -36.0 88.2 9.4 2.4 3.1
Manufacturing ................................ -0.7 4.6 -4.3 2.6 12.2 2.0 2.9 -0.7 3.7 7.9
Construction .................................. 3.2 13.2 -6.9 -12.5 24.4 10.1 6.6 5.7 13.0 17.1

Central Government (As a Percent of Current GDP)

Current Revenue ................................ 14.9 15.7 12.5 13.6 15.3 15.9 15.1 15.0 14.1 15.9
Current Expenditures ....................... 8.0 6.7 6.5 5.5 6.0 8.2 7.7 7.9 8.2 11.2

Current Saving ............................... 7.0 9.0 6.0 8.2 9.4 7.7 7.4 7.1 5.9 4.7
Capital Expenditures3 ....................... 7.5 8.6 6.0 5.3 6.5 8.1 8.6 6.6 6.4 4.2
Overall Balance (- Deficit) ................ -0.0 0.7 0.5 3.6 3.8 0.5 -0.1 1.2 0.1 1.0
Domestic Financing .......................... -0.3 0.9 -0.1 -3.9 -1.9 -0.3 0.3 -0.1 0.9 0.2

Money and Credit4 (As a Percent of Current GDP)

Domestic Credit ................................. 18.0 22.2 18.9 11.3 13.2 15.1 17.1 17.0 20.4 19.7
Public Sector .................................. 4.7 6.0 4.3 0.9 0.4 -0.6 0.3 1.0 2.4 1.9
Private Sector ................................. 13.3 16.2 14.6 10.4 12.7 15.7 16.9 16.0 18.0 17.8

Money Supply (M1) ........................... 10.3 10.3 10.2 7.5 8.7 9.2 9.5 8.5 9.8 9.7

Interest Rate ......................................    ...    ...    ...    ...    ... 27.2 29.9 30.0 23.7 21.0

Prices and Salaries (Average Annual Growth Rates)

Consumer Prices ............................... 58.4 40.6 50.4 47.1 4.2 5.3 8.2 12.5 5.4 8.3
Real Wages ......................................... 4.0 -11.0 -4.6 6.0 15.0 5.0 -12.5 9.9 5.2    ...

Exchange Rates (Pesos per Dollar)

Market Rate ........................................ 6.11 6.34 8.53 12.69 12.77 12.68 13.16 13.60 13.77 14.27

(Index 1990 = 100)

Real Effective5 .................................... 119.7 99.0 100.0 99.0 98.5 94.5 91.0 88.6 85.0 82.7

(Index 1990 = 100)

Terms of Trade ..................................... 137.1 131.1 100.0 114.6 107.2 105.2 110.8 123.3 118.5 123.3

Balance of Payments6 (Millions of Dollars)

Current Account Balance ................. -18.9 -327.3 -279.6 -157.3 -707.9 -421.4 -226.6 -101.1 -238.6 -224.9
Trade Balance7 ............................... -718.3 -1,039.4 -1,058.3 -1,070.5 -1,611.8 -1,540.4 -1,541.9 -1,492.2 -1,531.9 -1,806.4

Exports of Goods (FOB)7 .......... 889.7 924.4 734.5 658.3 562.5 3,114.0 3,361.5 3,652.8 4,195.3 4,801.8
Imports of Goods (FOB)7 .......... 1,608.0 1,963.8 1,792.8 1,728.8 2,174.3 4,654.4 4,903.4 5,145.0 5,727.2 6,608.2

Service Balance .............................. 616.4 576.4 656.8 719.4 793.5 788.7 974.1 1,058.5 1,208.6 1,429.5
Income Balance ............................. -270.6 -248.7 -248.7 -192.7 -321.4 -552.6 -623.1 -659.4 -1,062.5 -1,193.3
Current Transfers ........................... 353.6 384.4 370.6 386.5 431.8 882.9 964.3 992.0 1,147.2 1,345.3

Capital and Financial Account
       Balance ............................................ 42.2 310.9 351.3 -33.6 202.3 677.1 501.2 488.6 430.3 564.2

Capital Account Balance ..............    ...    ...    ...    ...    ... 77.0 659.5 68.0 72.0 144.5
Capital Transfers ........................    ...    ...    ...    ...    ...    ...    ...    ...    ...    ...

Financial Account Balance ........... 42.2 310.9 351.3 -33.6 202.3 600.1 -158.3 420.6 358.3 419.7
Direct Investment ...................... 106.1 110.0 132.8 145.0 179.7 214.0 347.5 389.8 357.9 405.2
Portfolio Investment .................    ...    ...    ...    ...    ... 51.0 -31.4 -17.0 -12.7 -14.6
Other Investment ....................... -63.9 200.9 218.5 -178.6 22.6 335.1 -474.4 47.8 13.1 29.1

Change in Reserves (- Increase) ...... -58.9 90.0 49.0 -357.4 -63.5 -156.0 386.6 -131.0 15.2 -39.5
Errors and Omissions ....................... 35.6 -73.6 -120.7 548.3 569.0 -99.7 -661.2 -256.5 -206.9 -299.8

Total External Debt (Millions of Dollars)

Disbursed Debt .................................. 3,756.6 3,799.7 3,866.0 4,202.7 4,269.4 4,327.7 4,095.3 4,220.8 4,082.3  3,927.0
Debt Service Actually Paid ............... 339.7 322.3 232.0 266.3 345.8 375.1 544.9 409.1 445.2 506.0

(In Percent)

Interest Payments Due/Exports of
       Goods and Non-Factor Services .. 14.7 11.8 13.4 8.6 9.1 5.9 4.7 4.9 3.8 3.0

1 Source: IDB Statistics and Quantitative Analysis Unit
and Regional Operations Department.
2 At market prices.
3 Includes net lending.
4 Mid-year values.

5 Trade-weighted calculated using the period average nominal exchange rate.
6 From 1993 the methodology for compiling the balance of payments statistics
was adjusted to conform with the guidelines of the IMF Balance of Payments
Manual 5th Edition.
7 Includes Goods for Processing from 1993.
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ECUADOR
Statistical Profile1

1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Real Gross Domestic Product (GDP)2 (Average Annual Growth Rates)

Total GDP ............................................ 10.5 0.3 3.0 5.0 3.6 2.0 4.3 2.3 2.0 3.3
Agriculture, Forestry and Fishing .. 7.7 2.8 6.1 5.9 3.4 -1.7 3.9 3.2 3.5 3.1
Mining and Quarrying ................... 115.8 -9.7 -0.9 8.4 5.8 11.0 10.6 3.8 -1.9 4.6
Manufacturing ................................ 2.0 -5.0 0.7 3.2 3.6 2.5 4.4 2.2 3.3 3.2
Construction .................................. -14.1 4.0 -14.9 -1.1 -0.3 -4.3 5.3 -1.4 2.5 2.0

Non-Financial Public Sector (As a Percent of Current GDP)

Current Revenue ................................ 21.5 26.2 27.1 25.4 25.8 26.1 24.4 25.5 24.4 23.2
Current Expenditures ....................... 21.4 20.1 19.5 18.5 19.6 19.1 17.3 20.1 19.7 19.5

Current Saving ............................... 0.1 6.1 7.6 6.9 6.2 7.0 7.1 5.5 4.6 3.7
Capital Expenditures3 ....................... 6.0 7.5 7.5 7.9 7.9 7.4 6.5 6.6 7.6 6.2
Overall Balance (- Deficit) ................ -5.9 -1.4 0.1 -1.0 -1.7 -0.4 0.6 -1.1 -3.0 -2.5
Domestic Financing .......................... 2.8 -2.9 -3.6 -1.0 0.5 -3.3 0.1 1.2 0.3    ...

Money and Credit4 (As a Percent of Current GDP)

Domestic Credit ................................. 21.1 19.2 15.6 14.1 14.0 13.5 37.0 20.2 23.5 23.2
Public Sector .................................. 4.8 8.0 4.6 3.1 2.4 1.0 19.4 -2.4 -1.5 -2.8
Private Sector ................................. 16.9 11.9 10.9 11.0 11.6 12.5 17.6 22.5 25.0 26.0

Money Supply (M1) ........................... 8.9 7.8 7.4 8.2 6.9 8.4 8.9 8.2 6.8 7.0

Interest Rate5 .....................................    ... 40.2 43.5 41.5 46.8 32.0 33.6 43.3 42.7 30.3

Prices and Salaries (Average Annual Growth Rates)

Consumer Prices ............................... 58.1 75.7 48.6 48.8 54.4 45.0 27.4 22.9 24.4 30.7
Real Wages ......................................... -16.0 -21.6 -9.3 -13.0 0.1 14.9 15.8 18.6 9.7 -3.5

Exchange Rates (Sucres per Dollar)

Market Rate ........................................ 301.61 526.35 767.75 1,046.25 1,533.96 1,919.10 2,196.73 2,564.49 3,189.47 3,998.27

(Index 1990 = 100)

Real Effective6 .................................... 105.4 91.1 100.0 94.2 94.0 80.6 75.9 77.3 77.7 72.4

(Index 1990 = 100)

Terms of Trade ..................................... 93.4 100.8 100.0 88.4 89.5 77.9 81.2 79.7 86.9 91.4

Balance of Payments (Millions of Dollars)

Current Account Balance ................. -680.0 -715.0 -360.0 -708.0 -122.0 -678.0 -681.0 -735.0 111.0 -743.0
Trade Balance ................................. 622.0 662.0 1,009.0 643.0 1,018.0 592.0 561.0 354.0 1,220.0 598.0

Exports of Goods (FOB) ............ 2,205.0 2,354.0 2,724.0 2,851.0 3,101.0 3,066.0 3,843.0 4,411.0 4,900.0 5,264.0
Imports of Goods (FOB) ........... 1,583.0 1,692.0 1,715.0 2,208.0 2,083.0 2,474.0 3,282.0 4,057.0 3,680.0 4,666.0

Service Balance .............................. -166.0 -110.0 -112.0 -148.0 -113.0 -143.0 -163.0 -118.0 -91.0 -385.0
Income Balance ............................. -1,233.0 -1,364.0 -1,364.0 -1,313.0 -1,147.0 -1,257.0 -1,224.0 -1,202.0 -1,308.0 -1,347.0
Current Transfers ........................... 97.0 97.0 107.0 110.0 120.0 130.0 145.0 231.0 290.0 391.0

Capital and Financial Account
       Balance ............................................ 629.0 719.0 345.0 622.0 337.0 1,237.0 1,154.0 1,838.0 1,449.0 1,520.0

Capital Account Balance ..............    ...    ...    ...    ...    ...    ... 43.0    ... 7.0 138.0
Capital Transfers ........................    ...    ...    ...    ...    ...    ... 43.0    ... 7.0 138.0

Financial Account Balance ........... 629.0 719.0 345.0 622.0 337.0 1,237.0 1,111.0 1,838.0 1,442.0 1,382.0
Direct Investment ...................... 155.0 160.0 126.0 160.0 178.0 469.0 531.0 470.0 447.0 577.0
Portfolio Investment .................    ...    ...    ...    ...    ...    ...    ...    ...    ...    ...
Other Investment ....................... 474.0 559.0 219.0 462.0 159.0 768.0 580.0 1,368.0 995.0 805.0

Change in Reserves (- Increase) ...... 26.0 -118.0 -195.0 -78.0 -22.0 -490.0 -453.0 233.0 -245.0 -235.0
Errors and Omissions ....................... 25.0 114.0 210.0 164.0 -192.0 -69.0 -20.0 -1,336.0 -1,315.0 -542.0

Total External Debt (Millions of Dollars)

Disbursed Debt .................................. 9,945.6 10,246.1 10,586.9 10,575.9 10,234.7 11,819.9 12,725.7 13,977.4 14,409.5 15,099.0
Debt Service Actually Paid ............... 1,058.6 1,047.4 1,112.2 1,106.0 1,077.9 920.5 1,000.1 1,863.2 1,314.0 4,984.0

(In Percent)

Interest Payments Due/Exports of
       Goods and Non-Factor Services .. 35.2 37.9 34.0 29.9 22.8 21.7 19.0 15.7 15.9 16.1

1 Source: IDB Statistics and Quantitative Analysis Unit
and Regional Operations Department.
2 At market prices.
3 Includes net lending.

4 Mid-year values.
5 Average of nominal free market rates offered by deposit money  banks on 30 to
89-day time deposits. Beginning 1992, weighted average.
6 Trade-weighted calculated using the period average nominal exchange rate.
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EL SALVADOR
Statistical Profile1

1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Real Gross Domestic Product (GDP)2 (Average Annual Growth Rates)

Total GDP ............................................ 1.9 1.0 4.8 3.6 7.5 7.4 6.1 6.4 2.1 4.0
Agriculture, Forestry and Fishing .... -1.0 -0.6 6.5 -0.3 8.0 -2.6 -2.4 4.5 2.0 -0.3
Mining and Quarrying ................... 7.2 3.7 -0.7 9.4 5.2 10.6 10.9 6.7 4.0 5.0
Manufacturing ................................ 3.4 2.7 4.9 5.9 9.9 -1.5 7.4 6.9 1.6 8.2
Construction .................................. 7.8 3.6 -12.8 10.3 6.5 3.6 11.5 6.1 2.4 6.0

Non-Financial Public Sector (As a Percent of Current GDP)

Current Revenue ................................ 13.5 11.6 12.4 14.0 14.1 14.4 16.0 17.1 17.3 15.5
Current Expenditures ....................... 14.0 13.4 12.8 14.8 13.9 13.6 14.0 13.9 15.5 13.9

Current Saving ............................... -0.6 -1.8 -0.4 -0.8 0.2 0.8 2.0 3.2 1.8 1.6
Capital Expenditures3 ....................... 4.3 4.9 2.5 4.1 6.7 4.6 4.3 4.2 4.4 3.7
Overall Balance (- Deficit) ................ -2.9 -4.7 -0.4 -2.8 -4.6 -1.6 -0.6 -0.1 -2.4 -1.8
Domestic Financing .......................... 1.7 2.9 -1.1 0.8 0.7 -0.3 -1.5 -1.2 0.0 -0.3

Money and Credit4 (As a Percent of Current GDP)

Domestic Credit ................................. 34.1 33.6 31.1 28.6 30.3 28.5 30.7 34.4 36.4 41.5
Public Sector .................................. 6.7 7.2 8.6 8.9 9.1 8.7 6.5 4.7 4.6 3.6
Private Sector ................................. 27.4 26.4 22.5 19.7 21.1 19.8 24.2 29.7 31.8 37.9

Money Supply (M1) ........................... 10.2 9.8 9.1 8.5 10.2 9.9 9.8 9.3 9.6 9.0

Interest Rate5 ..................................... 15.0 16.2 18.0 16.1 11.5 15.3 13.6 14.4 14.0 11.8

Prices and Salaries (Average Annual Growth Rates)

Consumer Prices ............................... 19.9 17.5 24.1 14.4 11.2 18.6 10.6 10.1 9.7 4.5
Real Wages6 ........................................ -9.8 -4.7 -5.6 -7.4 -1.1 -5.3 1.2 -0.5 -6.9    ...

Exchange Rates (Colones per Dollar)

Market Rate ........................................ 5.00 5.00 6.85 8.02 8.36 8.70 8.73 8.75 8.76 8.76

(Index 1990 = 100)

Real Effective7 .................................... 88.0 89.2 100.0 97.3 96.3 87.5 83.2 77.3 72.7 71.3

(Index 1990 = 100)

Terms of Trade ..................................... 85.5 82.3 100.0 98.5 98.6 97.1 131.4 138.0 134.5 149.7

Balance of Payments (Millions of Dollars)

Current Account Balance ................. 25.8 -194.4 -151.7 -167.5 -109.0 -77.2 -18.1 -261.5 -169.0 95.9
Trade Balance8 ............................... -355.9 -662.7 -665.6 -704.6 -962.3 -1,034.9 -1,155.3 -1,444.0 -1,242.9 -1,107.5

Exports of Goods (FOB)8 .......... 610.6 557.5 643.9 586.8 598.1 731.5 1,252.2 1,652.1 1,789.2 2,415.9
Imports of Goods (FOB)8 .......... 966.5 1,220.2 1,309.5 1,291.4 1,560.5 1,766.4 2,407.4 3,096.1 3,032.1 3,523.4

Service Balance .............................. -13.4 -41.1 14.6 -12.0 12.4 24.2 -56.7 -137.0 -90.1 -72.8
Income Balance ............................. -105.5 -101.3 -131.7 -120.8 -97.2 -111.6 -94.6 -70.0 -90.5 -87.2
Current Transfers ........................... 500.5 610.7 631.0 669.9 938.2 1,045.0 1,288.5 1,389.5 1,254.5 1,363.4

Capital and Financial Account
       Balance9 .......................................... 51.3 163.6 16.9 -28.1 135.0 98.9 83.9 408.1 333.9 266.7

Capital Account Balance ..............    ...    ...    ...    ...    ...    ...    ...    ...    ...    ...
Capital Transfers ........................    ...    ...    ...    ...    ...    ...    ...    ...    ...    ...

Financial Account Balance ........... 51.3 163.6 16.9 -28.1 135.0 98.9 83.9 408.1 333.9 266.7
Direct Investment ...................... 17.0 14.4 1.9 25.2 15.3 16.4    ... 38.0    ...    ...
Portfolio Investment .................    ...    ...    ...    ...    ...    ...    ... 68.5 71.5 111.0
Other Investment ....................... 34.3 149.2 15.0 -53.3 119.7 82.5 83.9 301.6 262.4 155.7

Change in Reserves (- Increase) ...... 30.1 -110.0 -164.6 70.0 -91.6 -112.0 -113.0 -146.6 -164.9 -362.6
Errors and Omissions ....................... -107.1 140.9 299.4 125.6 65.6 90.3 47.3 0.0 0.0 0.0

Total External Debt (Millions of Dollars)

Disbursed Debt .................................. 1,987.6 2,058.3 2,141.6 2,175.6 2,248.4 2,005.6 2,187.2 2,586.8 2,891.4 2,679.7
Debt Service Actually Paid ............... 203.1 219.6 207.8 354.1 241.0 293.9 339.4 283.2 314.4 886.6

(In Percent)

Interest Payments Due/ Exports of
       Goods and Non-Factor Services .. 9.5 8.9 13.1 12.6 10.5 10.3 6.3 5.9 6.1 6.0

1 Source: IDB Statistics and Quantitative Analysis Unit
and Regional Operations Department.
2 At market prices.
3 Includes net lending.
4 Mid-year values.

5 Rate offered by banks and savings and loans associations on nominal time
deposits of 180 days.
6 For formal private sector employment only.
7 Trade-weighted calculated using the period average nominal exchange rate.
8 Include Goods for Processing beginning from 1995.
9 Includes Errors and Omissions for 1995-1997.
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GUATEMALA
Statistical Profile1

1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Real Gross Domestic Product (GDP)2 (Average Annual Growth Rates)

Total GDP ............................................ 3.9 3.9 3.1 3.7 4.8 3.9 4.0 4.9 3.0 4.1
Agriculture, Forestry and Fishing .. 4.5 3.1 4.1 3.1 3.0 2.1 2.5 3.5 2.6 2.8
Mining and Quarrying ................... 2.6 3.5 -5.2 8.4 30.2 10.8 3.8 14.3 23.9 26.9
Manufacturing ................................ 2.2 2.3 2.2 2.4 3.3 2.9 3.0 3.2 1.9 2.5
Construction .................................. 15.7 7.8 -7.9 1.4 25.5 -3.0 -0.2 8.9 0.8 5.5

Central Government (As a Percent of Current GDP)

Current Revenue ................................ 10.1 9.5 8.1 9.1 10.6 9.1 7.6 8.6 9.2 9.5
Current Expenditures ....................... 10.4 10.1 8.5 7.6 7.8 7.4 6.8 6.7 6.7 6.8

Current Saving ............................... -0.2 -0.6 -0.3 1.5 2.9 1.7 0.8 1.9 2.5 2.7
Capital Expenditures3 ....................... 2.5 3.1 1.7 1.5 2.9 3.1 2.3 2.7 2.6 3.9
Overall Balance (- Deficit) ................ -1.7 -2.9 -1.8 0.0 0.5 -1.3 -1.4 -0.7 -0.1 -1.1
Domestic Financing .......................... 1.5 2.4 1.5 0.9 0.1 1.3 -0.4 0.3 -0.2 0.0

Money and Credit4 (As a Percent of Current GDP)

Domestic Credit ................................. 18.2 18.3 15.1 10.5 10.8 12.0 11.4 13.3 15.1 14.7
Public Sector .................................. 3.6 4.1 3.3 0.8 0.8 1.1 0.8 -0.6 -0.3 -0.0
Private Sector ................................. 14.6 14.2 11.8 9.7 10.0 11.0 10.5 13.9 15.3 14.7

Money Supply (M1) ........................... 8.1 7.7 7.3 6.0 6.3 6.4 7.2 8.2 7.5 8.3

Interest Rate5 ..................................... 15.2 16.0 23.3 34.1 19.6 24.7 22.7 20.5 22.7 18.9

Prices and Salaries (Average Annual Growth Rates)

Consumer Prices ............................... 10.9 11.3 41.2 33.2 10.0 11.9 10.9 8.4 11.1 9.2
Real Wages ......................................... 5.2 6.5 -14.8 -6.3 16.3 10.8 7.2 12.0 -0.9 1.0

Exchange Rates (Quetzales per Dollar)

Market Rate ........................................ 2.62 2.82 4.49 5.03 5.17 5.64 5.75 5.81 6.05 6.07

(Index 1990 = 100)

Real Effective6 .................................... 79.8 82.6 100.0 85.0 80.5 79.3 75.8 77.0 73.6 66.1

(Index 1990 = 100)

Terms of Trade ..................................... 98.8 97.6 100.0 104.3 103.8 97.7 112.6 115.6 109.4 117.3

Balance of Payments (Millions of Dollars)

Current Account Balance ................. -414.0 -367.1 -212.9 -183.7 -705.9 -701.7 -625.3 -572.0 -451.5 -660.6
Trade Balance ................................. -339.9 -358.3 -216.6 -443.0 -1,044.1 -1,020.8 -996.5 -875.1 -643.4 -940.1

Exports of Goods (FOB) ............ 1,073.3 1,126.1 1,211.4 1,230.0 1,283.7 1,363.2 1,550.1 2,157.5 2,236.9 2,602.6
Imports of Goods (FOB) ........... 1,413.2 1,484.4 1,428.0 1,673.0 2,327.8 2,384.0 2,546.6 3,032.6 2,880.3 3,542.7

Service Balance .............................. -122.1 -79.2 -27.6 102.4 88.7 74.3 52.6 -29.0 -100.7 -73.1
Income Balance ............................. -176.3 -179.4 -195.7 -102.8 -141.0 -118.4 -130.0 -159.1 -229.9 -181.4
Current Transfers ........................... 224.3 249.8 227.0 259.7 390.5 363.2 448.6 491.2 522.5 534.0

Capital and Financial Account
       Balance ............................................ 305.8 371.4 134.9 651.7 572.4 737.0 696.2 550.9 722.2 857.6

Capital Account Balance ..............    ...    ...    ...    ...    ...    ...    ... 61.6 65.0 78.0
Capital Transfers ........................    ...    ...    ...    ...    ...    ...    ... 61.6 65.0 78.0

Financial Account Balance ........... 305.8 371.4 134.9 651.7 572.4 737.0 696.2 489.3 657.2 779.6
Direct Investment ...................... 329.7 76.2 47.6 90.7 94.1 142.5 65.2 75.2 76.9 82.3
Portfolio Investment ................. -220.6 -24.8 -16.6 74.9 11.7 85.4 -4.0 -16.3 -16.0 -22.0
Other Investment ....................... 196.7 320.0 103.9 486.1 466.6 509.1 635.0 430.4 596.3 719.3

Change in Reserves (- Increase) ...... 110.6 -59.0 41.8 -551.3 51.6 -120.5 -47.3 157.3 -199.0 -287.0
Errors and Omissions ....................... -2.4 54.7 36.2 83.3 81.8 85.2 -23.6 -136.2 -71.7 90.0

Total External Debt (Millions of Dollars)

Disbursed Debt .................................. 2,532.0 2,516.9 2,866.0 2,869.9 2,813.5 3,106.9 3,328.9 3,568.8 3,681.1  3,741.0
Debt Service Actually Paid ............... 372.7 303.2 213.6 288.6 536.9 305.9 308.4 347.0 353.2 322.8

(In Percent)

Interest Payments Due/Exports of
       Goods and Non-Factor Services .. 13.9 11.3 11.2 7.1 8.8 6.2 5.9 3.9 5.0 4.7

1 Source: IDB Statistics and Quantitative Analysis Unit
and Regional Operations Department.
2 At market prices.
3 Includes net lending.

4 Mid-year values.
5 Maximum nominal commercial bank lending rate through 1991. Beginning 1992,
weighted average nominal commercial bank lending rate.
6 Trade-weighted calculated using the period average nominal exchange rate.
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GUYANA
Statistical Profile1

1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Real Gross Domestic Product (GDP)2 (Average Annual Growth Rates)

Total GDP ............................................ -6.0 -4.9 -3.0 6.0 7.8 8.2 8.5 5.0 7.9 6.2
Agriculture, Forestry and Fishing .... -13.7 -2.9 -13.8 12.4 24.3 6.2 11.8 7.1 6.3 1.5
Mining and Quarrying ................... -4.5 -26.1 18.0 21.3 -11.5 49.0 6.6 -11.4 15.2 15.0
Manufacturing ................................ -5.5 -7.4 -13.1 10.5 19.3 3.5 5.9 12.7 8.2 7.7
Construction .................................. -4.7 -2.0 2.1 2.0 2.0 3.5 20.0 9.7 14.0 13.1

Central Government (As a Percent of Current GDP)

Current Revenue ................................ 41.6 31.1 34.1 31.4 38.6 37.8 31.6 33.5 34.8 31.9
Current Expenditures ....................... 51.9 35.9 48.7 48.8 50.1 35.9 26.2 27.0 23.9 27.9

Current Saving ............................... -10.3 -4.9 -14.6 -17.4 -11.5 1.9 5.4 6.4 10.8 4.0
Capital Expenditures3 ....................... 22.9 12.1 21.1 11.5 9.5 12.5 14.3 13.1 15.9 13.5
Overall Balance (- Deficit) ................ -31.6 -7.0 -21.7 -24.3 -17.4 -6.9 -1.5 -3.3 -1.9 -4.6
Domestic Financing .......................... 33.4 24.7 4.7 0.6 2.6 -11.2 -2.2 8.3 -3.3 -7.8

Money and Credit4 (As a Percent of Current GDP)

Domestic Credit ................................. 278.9 138.1 90.7 27.4 24.5 16.4 5.1 5.8 14.4 19.5
Public Sector .................................. 248.9 118.5 78.1 19.7 14.6 8.5 -6.6 -11.4 -11.8 -16.6
Private Sector ................................. 30.0 19.6 12.7 7.7 9.9 7.9 11.7 17.2 26.2 36.1

Money Supply (M1) ........................... 33.2 22.5 14.8 11.2 13.2 13.7 13.4 13.1 12.5 14.2

Interest Rate5 ..................................... 12.2 15.8 29.2 29.5 22.5 12.3 11.4 12.9 10.7 8.6

Prices and Salaries (Average Annual Growth Rates)

Consumer Prices ............................... 39.9 89.7 63.6 101.5 28.2 10.0 16.1 8.1 4.5 4.2
Real Wages .........................................    ...    ... 0.0 0.0 0.0 5.6 15.9 7.7 7.1 6.2

Exchange Rates (Guyana Dollars per Dollar)

Market Rate ........................................ 10.00 27.16 39.53 111.81 125.00 126.73 138.29 141.99 140.38 142.40

(Index 1990 = 100)

Real Effective6 .................................... 56.4 71.4 100.0 116.7 106.1 97.3 97.6 96.9 89.7 90.2

(Index 1980 = 100)

Terms of Trade ..................................... 109.8 97.4 100.0 128.7 125.6 103.2 101.8 74.9 110.4 110.1

Balance of Payments (Millions of Dollars)

Current Account Balance ................. -93.6 -113.3 -149.6 -119.0 -138.5 -140.2 -124.9 -134.8 -50.0 -68.4
Trade Balance ................................. 18.6 11.6 -22.9 17.2 -61.0 -68.3 -40.6 -40.8 -5.0 -24.4

Exports of Goods (FOB) ............ 214.6 204.7 203.9 239.0 381.7 415.5 463.4 495.7 575.0 594.0
Imports of Goods (FOB) ........... 196.0 193.1 226.8 221.8 442.7 483.8 504.0 536.5 580.0 618.4

Service Balance .............................. -37.9 -43.8 -46.3 -48.2 -34.0 -32.8 -40.2 -38.4 -41.8 -48.8
Income Balance ............................. -93.8 -102.7 -108.7 -109.0 -96.6 -101.8 -106.1 -117.7 -53.9 -59.2
Current Transfers ........................... 19.5 21.6 28.3 21.0 53.0 62.6 61.9 62.1 50.7 64.0

Capital and Financial Account
       Balance ............................................ 50.9 88.2 164.5 158.6 193.4 186.3 163.0 122.8 111.0 63.4

Capital Account Balance ..............    ...    ...    ...    ... 81.7 65.7 16.4 10.1 524.0    ...
Capital Transfers ........................    ...    ...    ...    ... 81.7 65.7 16.4 10.1 524.0    ...

Financial Account Balance ........... 50.9 88.2 164.5 158.6 111.7 120.6 146.6 112.7 -413.0 63.4
Direct Investment ...................... 6.2 9.2 6.5 23.5 146.6 69.5 106.7 74.4 53.0 47.5
Portfolio Investment .................    ...    ...    ...    ... 2.8 3.6 15.8 3.2    ...    ...
Other Investment ....................... 44.7 79.0 158.0 135.1 -37.7 47.5 24.1 35.1 -466.0 15.9

Change in Reserves (- Increase) ...... 32.2 29.5 -18.1 -40.5 -67.1 -57.1 -21.8 0.8 -63.0 16.0
Errors and Omissions ....................... 10.5 -4.4 3.2 0.9 12.2 11.0 -16.3 11.2 2.0 -11.0

Total External Debt (Millions of Dollars)

Disbursed Debt .................................. 1,756.1 1,532.5 1,882.3 1,911.0 1,844.8 1,917.0 1,974.7 1,970.1 1,555.9 1,569.0
Debt Service Actually Paid ............... 66.3 377.9 295.5 106.9 101.6 92.3 97.0 109.0 104.6 128.0

(In Percent)

Interest Payments Due/Exports of
       Goods and Non-Factor Services .. 32.3 37.3 40.5 34.1 4.9 6.8 6.7 8.0 7.7 7.3

1 Source: IDB Statistics and Quantitative Analysis Unit
and Regional Operations Department.
2 At factor cost.
3 Includes net lending.

4 Mid-year values.
5 Rate on 3-month nominal deposits at commercial banks.
6 Trade-weighted calculated using the period average nominal exchange rate.
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HAITI
Statistical Profile1

1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Real Gross Domestic Product (GDP)2 (Average Annual Growth Rates)

Total GDP ............................................ -1.5 -1.5 -3.0 -3.0 -14.8 -2.6 -10.6 4.4 2.7 1.1
Agriculture, Forestry and Fishing .... -1.3 -1.1 -3.7 -0.1 -1.1 -2.6 -1.7 -10.1 -0.3 -2.5
Manufacturing ................................ -2.6 -2.1 -7.0 -17.7 -21.5 -0.8 -33.3 9.6 3.0 0.8
Construction .................................. 1.0 3.1 -9.1 3.5 -54.0 -3.5 -25.0 31.4 17.2 11.5

Non-Financial Public Sector3 (As a Percent of Current GDP)

Current Revenue ................................    ...    ... 7.3 7.6 5.5 5.5 3.2 8.0 9.2 11.4
Current Expenditures .......................    ...    ... 8.8 8.7 8.4 9.8 7.1 13.7 11.5 12.3

Current Saving ...............................    ...    ... -1.5 -1.1 -2.8 -4.3 -3.9 -5.7 -2.3 -0.9
Capital Expenditures4 .......................    ...    ... 5.1 4.5 0.4 1.0 0.4 1.0 0.4 1.7
Overall Balance (- Deficit) ................    ...    ... -6.2 -5.0 -2.3 -3.0 -3.0 -8.3 -2.7 -0.7
Domestic Financing ..........................    ...    ... 1.6 0.7 2.0 2.0 3.0 -0.2 2.4 -0.3

Money and Credit5 (As a Percent of Current GDP)

Domestic Credit .................................    ...    ... 31.3 30.1 37.6 42.9 33.5 27.4 26.4 25.9
Public Sector ..................................    ...    ... 19.4 18.2 23.8 27.0 21.7 14.1 13.7 10.8
Private Sector .................................    ...    ... 11.9 11.9 13.7 15.9 10.8 13.3 12.7 15.1

Money Supply (M1) ...........................    ...    ... 14.0 13.6 16.8 19.3 17.7 15.0 12.3 11.5

Interest Rate6 .....................................    ...    ... 10.2 10.2 6.0 5.7 5.2 6.2 5.5 5.5

Prices and Salaries (Average Annual Growth Rates)

Consumer Prices ............................... 4.1 7.9 20.4 18.2 17.9 18.9 37.4 30.2 20.5 16.1
Real Wages ......................................... -2.7 -9.9 -17.0 -15.4 -15.2 -16.0 -27.2 84.3 -17.1 -13.9

Exchange Rates (Gourdes per Dollar)

Market Rate ........................................ 6.00 6.60 7.50 7.70 9.10 12.40 14.70 14.51 16.13 16.23

(Index 1990 = 100)

Real Effective7 .................................... 87.6 89.5 100.0 129.7 131.3 124.7 124.7 125.0 92.3 85.0

(Index 1990 = 100)

Terms of Trade ..................................... 113.5 86.8 100.0 84.1 79.9 80.7 80.8 85.7 80.7 87.5

Balance of Payments8 (Millions of Dollars)

Current Account Balance ................. -40.4 -62.7 -21.9 -56.1 7.9 -16.6 4.0 -38.0 -73.5 -85.8
Trade Balance ................................. -103.5 -111.0 -176.8 -246.6 -138.5 -185.0 -83.8 -379.9 -351.1 -319.5

Exports of Goods (FOB) ............ 180.4 148.3 265.8 202.0 75.6 81.6 57.4 137.3 147.5 192.7
Imports of Goods (FOB) ........... 283.9 259.3 442.6 448.6 214.1 266.6 141.2 517.2 498.6 512.2

Service Balance .............................. -102.6 -100.4 -19.8 -25.7 3.3 5.6 -57.2 -180.4 -174.2 -193.2
Income Balance ............................. -27.1 -25.6 -18.2 -18.0 -11.9 -10.6 -11.2 -30.6 -10.7 -13.6
Current Transfers ........................... 192.9 174.3 192.9 234.2 155.0 173.4 156.2 552.9 462.5 440.5

Capital and Financial Account
       Balance ............................................ 24.8 69.5 29.2 33.2 -3.0 -1.6 21.1 127.7 80.8 92.8

Capital Account Balance ..............    ...    ...    ...    ...    ...    ...    ...    ...    ...    ...
Capital Transfers ........................    ...    ...    ...    ...    ...    ...    ...    ...    ...    ...

Financial Account Balance ........... 24.8 69.5 29.2 33.2 -3.0 -1.6 21.1 127.7 80.8 92.8
Direct Investment ...................... 10.1 9.4 8.0 13.6    ...    ...    ... 7.4 4.1 5.0
Portfolio Investment .................    ...    ...    ...    ...    ...    ...    ...    ...    ...    ...
Other Investment ....................... 14.7 60.1 21.2 19.6 -3.0 -1.6 21.1 120.3 76.7 87.8

Change in Reserves (- Increase) ...... 1.2 3.9 39.0 -20.0 -11.3 -19.1 12.8 -175.6 48.6 -34.2
Errors and Omissions ....................... 14.3 -10.7 -46.3 42.9 6.4 37.3 -37.9 85.9 -55.9 27.2

Total External Debt (Millions of Dollars)

Disbursed Debt .................................. 803.6 790.4 865.3 744.3 764.1 772.7 683.0 805.4 896.2 1,028.1
Debt Service Actually Paid ............... 67.2 62.5 32.8 26.7 5.3 4.9 79.3 93.8 26.4 32.3

(In Percent)

Interest Payments Due/Exports of
       Goods and Non-Factor Services .. 8.3 9.5 7.9 7.7 11.3 10.7 17.5 12.7 4.2 4.7

1 Source: IDB Statistics and Quantitative Analysis Unit
and Regional Operations Department.
2 At market prices.
3 Central Government for 1995-1997.
4 Includes net lending.

5 Mid-year values.
6 Six-month nominal deposit rate (December of each year).
7 Trade-weighted calculated using the period average nominal exchange rate.
8 Fiscal year ending September 30.
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HONDURAS
Statistical Profile1

1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Real Gross Domestic Product (GDP)2 (Average Annual Growth Rates)

Total GDP ............................................ 4.6 4.3 0.1 3.3 5.6 6.2 -1.4 4.3 3.7 4.9
Agriculture, Forestry and Fishing .... -0.5 10.0 1.1 6.1 3.6 -0.6 0.9 8.8 2.5 3.2
Mining and Quarrying ................... 35.3 13.0 -7.7 4.2 10.7 3.6 -3.5 15.7 7.3 4.9
Manufacturing ................................ 5.0 3.8 0.7 1.7 6.1 6.3 -1.8 5.5 4.6 6.1
Construction .................................. 14.7 14.7 -9.9 -2.8 34.0 21.1 -18.0 0.7 -4.2 -7.4

Non-Financial Public Sector (As a Percent of Current GDP)

Current Revenue ................................ 25.1 24.6 27.3 29.7 29.3 27.3 26.7 30.6 29.1 31.7
Current Expenditures3 ...................... 24.6 25.1 25.8 23.1 22.1 23.4 22.6 24.7 25.0 24.9

Current Saving ............................... 0.5 -0.4 1.5 6.6 7.2 3.8 4.1 5.8 4.0 6.8
Capital Expenditures4 ....................... 7.2 7.2 7.5 9.1 11.6 14.5 10.7 9.4 8.1 7.9
Overall Balance (- Deficit) ................ -6.6 -7.4 -5.9 -2.2 -3.7 -10.0 -6.0 -3.0 -3.4 -1.5
Domestic Financing .......................... 2.5 5.3 -0.6 -4.3 -1.8 2.5 2.3 0.1 -1.0    ...

Money and Credit5 (As a Percent of Current GDP)

Domestic Credit ................................. 41.7 40.8 39.6 28.2 25.9 26.9 25.3 22.7 20.6 19.1
Public Sector .................................. 12.2 12.7 12.8 5.7 3.3 3.6 3.7 1.7 0.6 -2.0
Private Sector ................................. 29.4 28.1 26.8 22.5 22.7 23.3 21.7 21.0 20.0 21.1

Money Supply (M1) ........................... 11.5 11.1 12.4 10.3 10.7 10.6 10.0 10.8 10.1 11.2

Interest Rate6 ..................................... 15.3 15.3 17.5 22.0 21.5 22.0 25.0 28.4 30.0 33.1

Prices and Salaries (Average Annual Growth Rates)

Consumer Prices ............................... 4.5 9.9 23.3 34.0 8.7 10.8 21.7 29.5 23.8 20.2
Real Wages7 ........................................ -4.4 -9.0 16.8 0.1 13.3 1.8 -10.0 -2.0 -1.0 7.5

Exchange Rates (Lempiras per Dollar)

Market Rate ........................................ 2.00 2.00 4.11 5.32 5.50 6.47 8.41 9.47 11.71 13.00

(Index 1990 = 100)

Real Effective8 .................................... 68.8 64.0 100.0 108.9 109.0 114.5 120.2 108.0 109.0 100.7

(Index 1990 = 100)

Terms of Trade ..................................... 105.3 101.0 100.0 105.2 99.2 103.0 114.0 115.4 111.9 123.9

Balance of Payments (Millions of Dollars)

Current Account Balance ................. -110.8 -170.3 -51.4 -172.4 -258.0 -327.2 -345.7 -179.7 -190.1 -94.9
Trade Balance9 ............................... -34.0 -44.5 -11.8 -71.9 -150.9 -231.0 -257.4 -110.7 -132.7 -125.4

Exports of Goods (FOB)9 .......... 889.4 911.2 895.2 840.6 839.3 1,001.9 1,141.4 1,460.4 1,626.2 1,839.0
Imports of Goods (FOB) ........... 923.4 955.7 907.0 912.5 990.2 1,232.9 1,398.8 1,571.1 1,758.9 1,964.4

Service Balance .............................. -81.1 -80.8 -82.5 -51.7 -41.2 -85.1 -87.5 -67.6 -74.7 -48.9
Income Balance ............................. -231.3 -237.6 -236.8 -246.1 -282.0 -229.4 -211.7 -265.4 -259.4 -232.6
Current Transfers ........................... 235.6 192.6 279.7 197.3 216.1 218.3 210.9 264.0 276.7 312.0

Capital and Financial Account
       Balance ............................................ 202.3 306.2 220.4 132.3 373.6 293.2 279.8 304.4 304.3 329.3

Capital Account Balance .............. 20.0 26.0 41.5 45.0 52.8 54.0 31.9 14.2    ... 4.1
Capital Transfers ........................ 20.0 26.0 41.5 45.0 52.8 54.0 31.9 14.2    ... 4.1

Financial Account Balance ........... 182.3 280.2 178.9 87.3 320.8 239.2 247.9 290.2 304.3 325.2
Direct Investment ...................... 48.3 51.0 43.5 52.1 47.6 52.1 41.5 69.4 90.0 121.5
Portfolio Investment ................. -0.2 0.1 0.1 0.1 0.1    ...    ...    ...    ...    ...
Other Investment ....................... 134.2 229.1 135.3 35.1 273.1 187.1 206.4 220.8 214.3 203.7

Change in Reserves (- Increase) ...... 21.6 28.9 -20.1 -66.9 -92.0 105.3 -17.2 -136.4 -174.3 -295.1
Errors and Omissions ....................... -93.1 -138.9 -107.4 152.0 29.2 -71.3 83.1 11.7 60.1 60.7

Total External Debt (Millions of Dollars)

Disbursed Debt .................................. 3,170.7 3,213.7 3,634.4 3,321.1 3,558.9 3,984.1 4,368.2 4,513.9 4,397.4    ...
Debt Service Actually Paid ............... 394.0 190.2 506.0 307.3 377.0 360.7 432.6 553.4 563.9    ...

(In Percent)

Interest Payments Due/Exports of
       Goods and Non-Factor Services .. 17.6 17.6 18.0 21.1 25.9 15.5 15.2 13.3 11.4 8.7

1 Source: IDB Statistics and Quantitative Analysis Unit
and Regional Operations Department.
2 GDP at market prices. Sector of Origin at factor cost.
3 On a cash basis.
4 Includes net lending.

5 Mid-year values.
6 Weighted nominal lending rate.
7 Minimum wages.
8 Trade-weighted calculated using the period average nominal exchange rate.
9 Includes Goods for Processing from 1993.
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JAMAICA
Statistical Profile1

1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Real Gross Domestic Product (GDP)2 (Average Annual Growth Rates)

Total GDP ............................................ 2.9 6.8 5.5 0.7 1.5 1.4 1.1 0.5 -1.7 -1.4
Agriculture, Forestry and Fishing .... -3.4 -9.1 11.5 -0.2 12.9 10.1 7.4 2.2 3.3 -9.8
Mining and Quarrying ................... -4.5 35.6 22.8 5.7 -2.5 0.3 6.9 -6.8 7.5    ...
Manufacturing ................................ 5.4 7.5 3.9 -7.5 1.6 -1.9 0.3 -1.2 -3.1 -4.0
Construction .................................. 14.8 18.0 1.6 0.6 0.4 -0.5 -6.3 7.2 -5.4 5.5

Central Government3 (As a Percent of Current GDP)

Current Revenue ................................ 28.5 29.9 27.6 28.8 28.7 31.4 32.0 34.5 33.0 32.0
Current Expenditures ....................... 26.2 25.8 22.7 22.7 21.4 24.7 26.0 27.1 34.6 32.7

Current Saving ............................... 2.3 4.1 4.9 6.1 7.3 6.7 6.0 7.4 -1.6 -0.7
Capital Expenditures4 ....................... 8.8 6.4 4.2 5.1 5.3 4.5 4.0 6.7 7.4 6.1
Overall Balance (- Deficit) ................ -1.5 -0.2 3.0 4.4 4.2 3.5 3.6 1.9 -8.1 -6.1
Domestic Financing .......................... -0.6 -2.8 -5.1 -8.2 -3.4 -4.3    ...    ...    ...    ...

Money and Credit5 (As a Percent of Current GDP)

Domestic Credit ................................. 32.5 26.5 24.2 14.9 9.3 11.1 14.6 18.0 17.4 28.3
Public Sector .................................. 6.2 -2.3 -2.6 -6.6 -6.4 -6.3 -6.5 -3.1 -3.8 6.0
Private Sector ................................. 26.3 28.9 26.7 21.5 15.7 17.4 21.1 21.1 21.2 22.3

Money Supply (M1) ........................... 13.6 11.2 11.0 11.1 12.4 13.9 14.0 12.6 12.3 13.0

Interest Rate6 ..................................... 14.3 20.2 24.5 27.5 23.0 39.8 34.0 26.2 20.0 15.5

Prices and Salaries (Average Annual Growth Rates)

Consumer Prices ............................... 8.8 17.2 29.8 80.2 40.2 30.1 26.8 25.6 15.8 9.2
Real Wages .........................................    ...    ...    ...    ...    ...    ...    ...    ...    ...    ...

Exchange Rates (Jamaica Dollars per Dollar)

Market Rate ........................................ 5.49 5.74 7.18 12.12 22.96 24.95 33.11 35.14 37.12 35.40

(Index 1990 = 100)

Real Effective7 .................................... 95.5 89.2 100.0 111.1 127.8 111.8 95.0 94.6 70.9 128.9

(Index 1980 = 100)

Terms of Trade ..................................... 92.3 89.2 86.0 83.0 79.5 78.5 78.4 83.4 89.4    ...

Balance of Payments (Millions of Dollars)

Current Account Balance ................. 47.5 -282.4 -312.1 -240.1 28.5 -184.0 16.9 -245.2 -238.4 -403.5
Trade Balance8 ............................... -356.9 -589.8 -502.1 -391.6 -424.6 -815.1 -513.8 -813.2 -1,263.0 -1,780.9

Exports of Goods (FOB)8 .......... 898.4 1,028.9 1,190.6 1,196.7 1,116.5 1,105.4 1,551.0 1,792.7 1,379.4 1,361.2
Imports of Goods (FOB)8 .......... 1,255.3 1,618.7 1,692.7 1,588.3 1,541.1 1,920.5 2,064.8 2,605.9 2,642.4 3,142.1

Service Balance .............................. 217.7 155.3 329.1 321.8 389.6 437.2 367.2 353.5    ... 908.2
Income Balance ............................. -335.2 -350.1 -430.0 -438.8 -293.9 -195.9 -294.1 -320.1    ... -219.3
Current Transfers ........................... 521.9 502.2 290.9 268.5 357.4 389.8 457.6 534.6 542.3 688.5

Capital and Financial Account
       Balance9 .......................................... -26.7 232.5 348.0 207.6 223.6 227.3 301.2 153.9 509.7 251.4

Capital Account Balance .............. -15.4 -15.0 -15.9 -15.7 -17.6 -12.9 14.7 37.1    ...    ...
Capital Transfers ........................ -15.4 -15.0 -15.9 -15.7 -17.6 -12.9 14.7 37.1    ...    ...

Financial Account Balance ........... -11.3 247.5 363.9 223.3 241.2 240.2 286.5 116.8 509.7 251.4
Direct Investment ...................... -12.0 57.1 137.9 133.2 142.4 77.9 116.8 166.7    ...    ...
Portfolio Investment .................    ...    ...    ...    ...    ...    ...    ...    ...    ...    ...
Other Investment ....................... 0.7 190.4 226.0 90.1 98.8 162.3 169.7 -49.9 509.7 251.4

Change in Reserves (- Increase) ...... 25.2 39.9 -65.3 52.9 -192.2 -92.9 -331.0 55.3 -271.3 152.1
Errors and Omissions ....................... -46.0 10.0 29.3 -20.4 -59.9 49.7 12.9 36.1 0.0 0.0

Total External Debt (Millions of Dollars)

Disbursed Debt .................................. 4,490.2 4,435.9 4,546.2 4,282.5 4,126.7 3,975.0 4,208.4 4,166.3 3,943.6 4,030.7
Debt Service Actually Paid ............... 735.4 642.5 706.3 759.3 681.2 563.9 596.6 672.9 682.2 644.6

(In Percent)

Interest Payments Due/Exports of
       Goods and Non-Factor Services .. 18.3 17.8 15.5 15.2 13.9 12.7 9.5 8.7    ...    ...

1 Source: IDB Statistics and Quantitative Analysis Unit
and Regional Operations Department.
2 At market prices.
3 Fiscal year ending March 31.
4 Includes net lending.

5 Mid-year values.
6 Weighted nominal deposit rate.
7 Trade-weighted calculated using the period average nominal exchange rate.
8 Include goods procured in ports by carriers.
9 Includes Errors and Omissions for 1996 and 1997.
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MEXICO
Statistical Profile1

1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Real Gross Domestic Product (GDP)2 (Average Annual Growth Rates)

Total GDP ............................................ 1.3 3.3 4.5 3.6 2.8 0.7 4.5 -6.2 5.1 7.0
Agriculture, Forestry and Fishing .... -3.8 -2.3 5.9 1.0 -1.0 1.4 0.9 1.0 1.2 1.4
Mining and Quarrying ................... 0.4 -0.6 2.8 0.8 1.8 0.9 2.5 -2.7 8.3 4.3
Manufacturing ................................ 3.2 7.2 6.1 4.0 2.3 -0.8 4.1 -4.8 10.9 9.8
Construction .................................. -0.4 2.1 7.0 2.4 7.8 2.8 8.4 -23.5 11.4 10.2

Non-Financial Public Sector (As a Percent of Current GDP)

Current Revenue ................................ 28.5 27.2 27.5 24.3 23.8 23.4 22.9 23.0 22.8 22.6
Current Expenditures ....................... 33.0 28.1 25.1 20.4 18.6 19.1 19.4 19.7 19.5 19.9

Current Saving ............................... -4.5 -0.9 2.4 3.8 5.1 4.3 3.5 3.3 3.3 2.7
Capital Expenditures3 ....................... 4.2 3.7 4.6 4.1 3.6 3.0 3.7 3.1 3.5 3.3
Overall Balance (- Deficit) ................ -11.7 -5.2 -3.6 1.6 3.1 0.7 -0.1 0.0 -0.1 -0.7
Domestic Financing4 ......................... 13.2 5.7 2.5 -1.3 -2.9 -0.2 0.4 -5.3 -0.4 1.5

Money and Credit5 (As a Percent of Current GDP)

Domestic Credit ................................. 20.7 23.7 26.2 28.7 31.7 33.2 38.0 39.3 27.9 22.0
Public Sector .................................. 12.7 12.8 11.6 9.0 5.8 1.5 1.0 0.5 -0.5 -1.3
Private Sector ................................. 8.0 11.0 14.6 19.7 25.9 31.7 37.1 38.8 28.4 23.3

Money Supply (M1) ........................... 4.2 3.8 4.2 5.3 9.1 9.7 9.3 6.2 6.3 6.8

Interest Rate6 ..................................... 68.2 44.9 34.8 19.3 15.7 14.9 13.9 48.6 31.0 19.0

Prices and Salaries (Average Annual Growth Rates)

Consumer Prices ............................... 114.2 20.1 26.6 22.7 15.5 9.7 6.9 35.0 34.4 20.6
Real Wages7 ........................................ -1.3 9.0 2.9 6.5 8.8 7.1 4.1 -14.8 -8.0 0.5

Exchange Rates (New Pesos per Dollar)

Market Rate ........................................ 2.27 2.46 2.81 3.02 3.09 3.12 3.38 6.42 7.60 7.91

(Index 1990 = 100)

Real Effective8 .................................... 109.6 100.2 100.0 90.9 85.6 80.5 85.7 115.0 105.8 91.2

(Index 1990 = 100)

Terms of Trade ..................................... 85.6 92.7 100.0 100.5 105.6 105.7 105.7 105.7 105.7 104.0

Balance of Payments (Millions of Dollars)

Current Account Balance ................. -2,374.0 -5,825.0 -7,451.0 -14,888.0 -24,442.0 -23,400.0 -29,662.0 -1,576.0 -1,923.0 -7,226.8
Trade Balance9 ............................... 2,611.0 405.0 -881.0 -7,279.0 -15,934.0 -13,481.0 -18,464.0 7,089.0 6,531.0 623.6

Exports of Goods (FOB)9 .......... 30,692.0 35,171.0 40,711.0 42,687.0 46,196.0 51,885.0 60,882.0 79,542.0 96,000.0 110,431.4
Imports of Goods (FOB)9 .......... 28,081.0 34,766.0 41,592.0 49,966.0 62,130.0 65,366.0 79,346.0 72,453.0 89,469.0 109,807.8

Service Balance .............................. -197.0 -672.0 -2,229.0 -2,090.0 -2,684.0 -2,529.0 -2,721.0 64.0 82.0 420.0
Income Balance ............................. -7,043.0 -8,101.0 -8,316.0 -8,265.0 -9,209.0 -11,030.0 -12,259.0 -12,689.0 -13,067.0 -13,400.4
Current Transfers ........................... 2,255.0 2,543.0 3,975.0 2,746.0 3,385.0 3,640.0 3,782.0 3,960.0 4,531.0 5,130.0

Capital and Financial Account
       Balance ............................................ -1,155.0 1,863.0 9,484.0 25,320.0 26,467.0 32,585.0 14,587.0 15,472.0 3,331.0 14,220.8

Capital Account Balance ..............    ...    ...    ...    ...    ...    ...    ...    ...    ...    ...
Capital Transfers ........................    ...    ...    ...    ...    ...    ...    ...    ...    ...    ...

Financial Account Balance ........... -1,155.0 1,863.0 9,484.0 25,320.0 26,467.0 32,585.0 14,587.0 15,472.0 3,331.0 14,220.8
Direct Investment ...................... 2,879.0 3,174.0 2,634.0 4,762.0 4,393.0 4,389.0 10,972.0 9,526.0 7,619.0 11,500.0
Portfolio Investment ................. 2,677.0 298.0 -3,985.0 12,138.0 19,206.0 28,355.0 7,415.0 -10,377.0 14,697.0 3,600.0
Other Investment ....................... -6,711.0 -1,609.0 10,835.0 8,420.0 2,868.0 -159.0 -3,800.0 16,323.0 -18,985.0 -879.2

Change in Reserves (- Increase) ...... 6,721.0 -542.0 -3,261.0 -8,154.0 -1,173.0 -6,057.0 18,398.0 -9,648.0 -1,805.0 -10,494.0
Errors and Omissions ....................... -3,193.0 4,504.0 1,228.0 -2,278.0 -852.0 -3,128.0 -3,323.0 -4,248.0 398.0 3,500.0

Total External Debt (Millions of Dollars)

Disbursed Debt .................................. 99,215.7 93,840.6 104,442.1 114,067.4 112,265.0 131,572.3 140,006.1 166,104.1 157,124.6 174,120.0
Debt Service Actually Paid ............... 15,473.0 15,563.3 11,315.5 13,545.0 20,812.5 24,218.1 21,942.6 28,909.4 48,017.9 25,700.0

(In Percent)

Interest Payments Due/Exports of
       Goods and Non-Factor Services .. 23.6 22.0 19.0 18.0 17.5 18.3 8.9 8.9 7.4 10.9

1 Source: IDB Statistics and Quantitative Analysis Unit
and Regional Operations Department.
2 At market prices.
3 Includes net lending.
4 Includes deficit of non-controlled public sector and financial intermediaries.
5 Mid-year values.

6 Nominal average yield on one-month treasury bills, calculated from the
weighted average rate of discount on daily transactions among dealers.
7 Wages, salaries and benefits in Manufacturing.
8 Trade-weighted calculated using the period average nominal exchange rate.
9 Include Goods for Processing.
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NICARAGUA
Statistical Profile1

1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Real Gross Domestic Product (GDP)2 (Average Annual Growth Rates)

Total GDP ............................................ -12.4 -1.7 -0.0 -0.2 0.4 -0.4 3.3 4.3 4.5 5.0
Agriculture, Forestry and Fishing .... -10.2 9.2 0.2 -3.9 3.1 1.8 10.8 5.1 6.6 8.5
Mining and Quarrying ................... -8.7 41.0 -22.1 -1.4 17.1 2.7 -10.1 30.2 31.0 23.1
Manufacturing ................................ -25.3 -1.9 -1.5 6.4 -5.1 0.0 1.0 2.8 2.4 3.1
Construction .................................. -7.0 -15.0 -5.9 -8.1 8.3 1.5 17.8 17.5 16.5 9.0

Non-Financial Public Sector (As a Percent of Current GDP)

Current Revenue ................................ 21.6 27.5 17.6 24.3 27.7 28.4 28.7 30.0 30.3 33.0
Current Expenditures ....................... 40.0 29.4 35.7 26.8 26.3 25.2 26.4 27.6 28.4 28.4

Current Saving ............................... -18.4 -1.9 -18.1 -2.5 1.4 3.2 2.4 2.5 1.8 4.6
Capital Expenditures3 ....................... 9.6 6.2 2.3 5.5 9.9 12.4 15.0 15.4 17.4 13.3
Overall Balance (- Deficit) ................ -27.4 -4.5 -18.4 4.1 -3.4 -0.2 -5.9 -6.4 -6.8 -3.5
Domestic Financing .......................... 25.0 -0.2 10.3 -4.5 -6.8 -1.2 -2.3 2.1 0.2 0.8

Money and Credit4 (As a Percent of Current GDP)

Domestic Credit ................................. 6.5 9.4 8.2 39.4 36.1 37.7 38.1 35.5 37.3 42.4
Public Sector5 ................................. 1.2 -1.0 3.6 10.1 3.5 2.8 6.4 6.4 6.8 7.9
Private Sector ................................. 5.3 10.4 4.6 29.3 32.6 34.9 31.7 29.1 30.5 34.5

Money Supply (M1) ........................... 4.5 4.4 1.7 7.5 8.4 7.4 6.8 7.2 7.4 9.1

Interest Rate6 .....................................    ... 1,585.9 9.5 11.6 12.0 11.6 11.7 11.1 12.3 12.6

Prices and Salaries (Average Annual Growth Rates)

Consumer Prices ............................... 10,215.2 4,770.3 7,485.2 2,742.3 20.3 20.4 7.8 11.0 11.6 10.0
Real Wages ......................................... -42.6 35.6 64.9 -4.5 11.4 -6.4 -0.1 1.9 -1.7 -2.0

Exchange Rates (Gold Córdobas per Dollar)

Market Rate7 .......................................    -    - 0.14 4.27 5.00 5.62 6.72 7.55 8.44 9.45

(Index 1990 = 100)

Real Effective8 .................................... 91.3 149.2 100.0 104.5 107.2 110.2 118.1 116.9 114.9 115.0

(Index 1990 = 100)

Terms of Trade ..................................... 113.4 103.8 100.0 92.7 67.9 78.6 90.9 104.8 96.8 104.2

Balance of Payments (Millions of Dollars)

Current Account Balance ................. -715.4 -361.7 -305.2 -264.2 -769.0 -604.3 -644.5 -490.0 -419.3 -649.0
Trade Balance ................................. -482.6 -228.6 -237.3 -419.9 -547.7 -392.4 -417.5 -334.8 -359.7 -741.8

Exports of Goods (FOB) ............ 235.7 318.7 332.4 268.1 223.1 267.0 363.7 530.2 673.5 708.6
Imports of Goods (FOB) ........... 718.3 547.3 569.7 688.0 770.8 659.4 781.2 865.0 1,033.2 1,450.4

Service Balance .............................. -100.7 -97.2 -52.5 -66.0 -62.1 -56.4 -56.9 -101.6 -116.4 -79.5
Income Balance ............................. -262.1 -204.8 -217.0 -363.3 -494.8 -429.1 -465.5 -358.6 -300.3 -194.5
Current Transfers ........................... 130.0 168.9 201.6 585.0 335.6 273.6 295.4 305.0 357.1 366.8

Capital and Financial Account
       Balance ............................................ 707.4 495.0 447.1 288.7 709.2 396.8 664.9 433.0 415.1 288.6

Capital Account Balance ..............    ...    ...    ... 259.4 53.0 147.7 141.5 1,452.7 4,208.1 103.7
Capital Transfers ........................    ...    ...    ... 259.4 53.0 147.7 141.5 1,452.7 4,208.1 103.7

Financial Account Balance ........... 707.4 495.0 447.1 29.3 656.2 249.1 523.4 -1,019.7 -3,793.0 184.9
Direct Investment ......................    ...    ...    ...    ... 15.0 38.8 40.0 70.4 85.0 162.0
Portfolio Investment .................    ...    ...    ...    ...    ...    ...    ...    ...    ...    ...
Other Investment ....................... 707.4 495.0 447.1 29.3 641.2 210.3 483.4 -1,090.1 -3,878.0 22.9

Change in Reserves (- Increase) ...... -43.9 -78.6 7.3 -41.7 -0.5 79.4 -84.6 -3.1 -37.9 -173.2
Errors and Omissions ....................... 51.9 -54.7 -149.2 17.2 60.2 128.1 64.2 60.1 42.1 533.6

Total External Debt (Millions of Dollars)

Disbursed Debt .................................. 7,615.5 8,307.4 9,019.6 9,610.8 9,750.2 9,826.1 10,107.9 8,889.3 5,453.9 5,985.8
Debt Service Actually Paid ............... 20.5 11.3 15.8 672.6 124.7 186.7 273.9 287.8 227.9 340.0

(In Percent)

Interest Payments Due/Exports of
       Goods and Non-Factor Services .. 96.7 62.1 58.3 110.3 158.5 115.6 97.1 54.2 35.9 21.5

1 Source: IDB Statistics and Quantitative Analysis Unit
and Regional Operations Department.
2 At market prices.
3 Includes net lending.
4 Mid-year values.

5 Includes Area de Propiedad del Pueblo (APP).
6 Average rate offered by commercial banks on one-month nominal deposits.
7 (-) Indicates that the exchange rate is less than half of a significant digit, given
the magnitude of the depreciation experienced.
8 Trade-weighted calculated using the period average nominal exchange rate.
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PANAMA
Statistical Profile1

1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Real Gross Domestic Product (GDP)2 (Average Annual Growth Rates)

Total GDP ............................................ -13.4 1.6 8.1 9.4 8.2 5.5 2.9 1.8 2.4 4.2
Agriculture, Forestry and Fishing .... -6.4 5.6 1.5 1.1 4.4 0.0 2.7 3.2 0.7 -1.4
Manufacturing ................................ -22.5 1.3 13.8 10.5 9.2 6.3 4.3 0.2 0.7 3.4
Construction .................................. -52.8 -40.3 17.9 131.9 36.7 40.5 2.2 4.1 -4.1 4.8
Transportation

         and Communications .................. -8.0 -2.6 2.9 2.4 3.8 -3.2 4.4 9.4 2.7 4.3

Non-Financial Public Sector (As a Percent of Current GDP)

Current Revenue ................................ 21.7 22.2 26.7 28.4 29.2 28.1 28.2 28.9 27.8 28.0
Current Expenditures ....................... 30.4 31.7 28.7 27.8 25.1 25.8 24.7 25.6 23.7 25.2

Current Saving ............................... -8.7 -9.6 -1.9 0.6 4.0 2.3 3.4 3.3 4.1 2.7
Capital Expenditures3 ....................... 1.2 1.1 0.7 2.1 3.1 4.0 3.4 3.4 3.8 5.0
Overall Balance (- Deficit) ................ -10.0 -10.7 -2.5 -1.2 1.4 -1.4 0.3 0.2 0.4 -0.6
Domestic Financing .......................... -0.3 1.7 -4.3 -1.3 -1.7 -0.8 -1.9 -2.8 1.4 -2.1

Money and Credit4 (As a Percent of Current GDP)

Domestic Credit ................................. 70.9 64.5 49.6 49.1 52.9 55.0 59.8 66.6 66.4 70.8
Public Sector .................................. 13.6 13.4 4.7 2.1 -0.5 -5.0 -5.2 -8.4 -9.9 -9.6
Private Sector ................................. 57.3 51.1 44.9 47.0 53.4 60.0 65.0 75.0 76.2 80.4

Money Supply (M1) ........................... 6.2 5.3 6.5 6.9 7.9 8.4 8.9 8.8 8.8 9.4

Interest Rate5 ..................................... 7.5 8.5 8.4 7.7 5.7 5.9 6.1 7.2 7.2 7.1

Prices and Salaries (Average Annual Growth Rates)

Consumer Prices ............................... 0.4 0.1 0.8 1.3 1.8 0.5 1.3 0.9 1.3 1.2
Real Wages ......................................... 0.3 0.0 0.9 0.3 1.3 4.1    ...    ...    ...    ...

Exchange Rates (Balboas per Dollar)

Market Rate ........................................ 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00

(Index 1990 = 100)

Real Effective6 .................................... 90.6 94.6 100.0 102.7 105.1 108.2 112.3 115.8 116.2 116.2

(Index 1990 = 100)

Terms of Trade ..................................... 101.1 100.5 100.0 95.6 97.5 98.6 99.1 93.8 94.4 99.7

Balance of Payments (Millions of Dollars)

Current Account Balance ................. 721.7 111.6 208.4 -212.4 -270.0 -143.4 22.3 -343.0 -60.3 -249.9
Trade Balance7 ............................... 156.8 -123.9 -157.7 -399.6 -375.5 -334.2 -250.5 -575.0 -629.8 -562.6

Exports of Goods (FOB)7 .......... 2,505.9 2,742.1 3,346.2 4,191.8 5,104.2 5,416.9 6,044.3 6,104.0 5,888.6 6,934.9
Imports of Goods (FOB)7 .......... 2,349.1 2,866.0 3,503.9 4,591.4 5,479.7 5,751.1 6,294.8 6,679.0 6,518.4 7,497.5

Service Balance .............................. 544.5 406.3 409.2 348.9 294.2 298.2 310.6 402.5 525.3 480.9
Income Balance ............................. -87.9 -266.5 -262.4 -384.1 -392.7 -310.5 -186.7 -324.7 -107.5 -331.6
Current Transfers ........................... 108.3 95.7 219.3 222.4 204.0 203.1 148.9 154.2 151.7 163.4

Capital and Financial Account
       Balance8 .......................................... 18.5 172.6 283.4 -269.0 -296.1 -20.5 134.8 626.5 -9.4 531.2

Capital Account Balance ..............    ...    ...    ...    ... 130.0    ...    ...    ...    ...    ...
Capital Transfers ........................    ...    ...    ...    ... 130.0    ...    ...    ...    ...    ...

Financial Account Balance ........... 18.5 172.6 283.4 -269.0 -426.1 -20.5 134.8 626.5 -9.4 531.2
Direct Investment ...................... -595.1 51.5 131.9 41.2 138.7 155.7 353.6 178.9 237.6    ...
Portfolio Investment ................. 2,154.2 -468.1 -235.8 -246.7 -117.4 -809.3 373.3 313.6 3,642.7    ...
Other Investment ....................... -1,540.6 589.2 387.3 -63.5 -447.4 633.1 -592.1 134.0 -3,889.7 531.2

Change in Reserves (- Increase) ...... 5.5 -47.9 -355.7 -148.4 116.2 -93.0 -104.7 -77.2 -237.7 -281.3
Errors and Omissions ....................... -745.7 -236.3 -136.1 629.9 449.9 256.9 -52.5 -206.3 307.5 0.0

Total External Debt (Millions of Dollars)

Disbursed Debt .................................. 5,733.3 5,654.9 5,660.1 5,533.7 5,280.9 5,363.5 5,528.6 5,537.1 6,941.4 5,083.0
Debt Service Actually Paid ............... 28.1 13.3 345.1 335.5 965.9 281.9 385.7 374.3 954.0 1,745.4

(In Percent)

Interest Payments Due/ Exports of
       Goods and Non-Factor Services .. 31.3 30.5 27.0 22.9 19.1 15.6 15.0 21.6 15.6 17.9

1 Source: IDB Statistics and Quantitative Analysis Unit
and Regional Operations Department.
2 At market prices.
3 Includes net lending.
4 Mid-year values.

5 Average rate offered by deposit money banks on 6-month time deposits. Be-
ginning December 1992, weighted average rate.
6 Trade-weighted calculated using the period average nominal exchange rate.
7 Include activity within the Colón Free Zone.
8 Includes Errors and Omissions for 1997.
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PARAGUAY
Statistical Profile1

1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Real Gross Domestic Product (GDP)2 (Average Annual Growth Rates)

Total GDP ............................................ 6.4 5.8 3.1 2.5 1.8 4.1 3.1 4.7 1.3 2.6
Agriculture, Forestry and Fishing .... 12.1 7.7 2.2 -0.6 0.1 5.6 -0.6 8.1 1.3 4.1
Manufacturing ................................ 5.8 5.9 2.5 1.1 0.4 2.0 1.5 3.0 -2.2 1.0
Construction .................................. 2.6 2.5 -0.9 3.0 5.0 2.7 3.6 4.0 3.0 3.1
Wholesale and Retail Trade ......... 4.1 4.7 3.6 4.4 0.6 3.8 4.3 1.6 -1.0 1.5

Central Government (As a Percent of Current GDP)

Current Revenue ................................ 8.0 11.4 12.4 11.8 13.3 12.2 14.5 15.3 14.7 13.1
Current Expenditures ....................... 5.3 6.7 6.1 5.7 11.3 11.0 11.3 12.1 12.7 11.0

Current Saving ............................... 2.6 4.7 6.2 6.1 2.1 1.1 3.2 3.3 2.0 2.2
Capital Expenditure3 ......................... 1.3 0.9 1.1 1.6 2.4 2.0 2.5 3.9 3.1 2.2
Overall Balance (- Deficit) ................ 1.4 3.8 5.2 4.5 -0.2 -0.8 1.0 -0.3 -0.8 0.2
Domestic Financing .......................... -1.2 -3.7 -4.5 -5.8 0.0 0.3 -1.1 -0.4 0.4    ...

Money and Credit4 (As a Percent of Current GDP)

Domestic Credit ................................. 11.5 10.8 11.0 9.6 15.1 22.8 20.9 19.7 20.1 22.7
Public Sector .................................. 3.0 1.0 0.6 -1.9 -0.3 6.1 3.5 -0.2 -0.5 -0.9
Private Sector ................................. 8.6 9.9 10.4 11.5 15.4 16.7 17.4 19.9 20.6 23.6

Money Supply (M1) ........................... 9.0 8.9 6.9 7.6 7.6 7.4 7.3 7.9 8.1 7.9

Interest Rate5 ..................................... 14.0 14.0 12.0 12.0 10.4 10.6 12.0 12.5 11.9 9.7

Prices and Salaries (Average Annual Growth Rates)

Consumer Prices ............................... 22.5 26.6 38.1 24.2 15.2 18.2 20.5 13.4 9.8 7.0
Real Wages ......................................... 13.4 0.7 -3.7 -4.8 -8.8 -3.9 2.7 6.9 2.5    ...

Exchange Rates (Guaranies per Dollar)

Market Rate ........................................ 550.00 1,056.22 1,229.81 1,325.18 1,500.26 1,744.35 1,911.54 1,970.40 2,062.78 2,191.05

(Index 1990 = 100)

Real Effective6 .................................... 78.4 102.5 100.0 88.4 91.3 91.0 88.8 88.0 84.2 80.6

(Index 1990 = 100)

Terms of Trade ..................................... 91.1 95.5 100.0 99.5 98.6 103.5 108.1 111.1 109.8 113.1

Balance of Payments (Millions of Dollars)

Current Account Balance ................. -210.2 255.6 -172.3 -324.1 -600.1 -412.6 -566.6 -500.5 -637.4 -669.4
Trade Balance ................................. -159.1 164.1 -253.5 -746.8 -869.1 -892.0 -1,270.0 -1,440.8 -1,428.9 -1,393.7

Exports of Goods (FOB) ............ 871.0 1,180.0 1,382.3 1,120.8 1,081.5 1,827.0 2,281.7 3,030.4 2,766.7 2,643.4
Imports of Goods (FOB) ........... 1,030.1 1,015.9 1,635.8 1,867.6 1,950.6 2,719.0 3,551.7 4,471.2 4,195.6 4,037.1

Service Balance .............................. -4.9 91.4 39.9 356.7 283.7 473.8 739.6 942.4 843.0 781.8
Income Balance ............................. -81.3 -23.4 -14.3 -6.3 -48.6 -94.7 -67.7 -74.3 -90.9 -106.9
Current Transfers ........................... 35.1 23.5 55.6 72.3 33.9 100.3 31.5 72.2 39.4 49.4

Capital and Financial Account
       Balance ............................................ -156.3 -19.8 29.2 151.0 -204.5 180.7 363.9 251.2 494.7 344.8

Capital Account Balance .............. 0.1 0.4    ...    ...    ...    ...    ...    ...    ...    ...
Capital Transfers ........................ 0.1 0.4    ...    ...    ...    ...    ...    ...    ...    ...

Financial Account Balance ........... -156.4 -20.2 29.2 151.0 -204.5 180.7 363.9 251.2 494.7 344.8
Direct Investment ...................... 8.4 12.8 76.3 83.5 136.6 119.2 124.1 163.7 297.6 215.0
Portfolio Investment .................    ...    ...    ...    ...    ...    ...    ...    ...    ...    ...
Other Investment ....................... -164.8 -33.0 -47.1 67.5 -341.1 61.5 239.8 87.5 197.1 129.8

Change in Reserves (- Increase) ...... 168.2 -145.2 -219.3 -298.9 346.9 -86.2 -327.8 -47.7 44.3 215.3
Errors and Omissions ....................... 198.3 -90.6 362.4 472.0 457.7 318.1 530.5 297.0 98.4 109.3

Total External Debt (Millions of Dollars)

Disbursed Debt .................................. 2,257.6 2,303.9 1,989.0 1,944.7 1,602.2 1,567.3 1,954.7 2,219.9 2,130.7    ...
Debt Service Actually Paid ............... 381.4 149.9 324.9 275.3 648.8 285.6 255.7 288.3 283.3    ...

(In Percent)

Interest Payments Due/Exports of
       Goods and Non-Factor Services .. 11.8 7.1 5.3 4.7 8.3 3.2 2.2 1.8 2.1 2.4

1 Source: IDB Statistics and Quantitative Analysis Unit
and Regional Operations Department.
2 At market prices.
3 Includes net lending.

4 Mid-year values.
5 Short-term nominal deposit rate.
6 Trade-weighted calculated using the period average nominal exchange rate.
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PERU
Statistical Profile1

1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Real Gross Domestic Product (GDP)2 (Average Annual Growth Rates)

Total GDP ............................................ -8.3 -11.7 -5.4 2.8 -1.4 6.4 13.1 7.2 2.6 7.4
Agriculture, Forestry and Fishing .... 7.9 -4.8 -6.4 1.9 -6.1 10.4 15.3 4.9 5.7 3.6
Mining and Quarrying ................... -15.0 -4.9 -8.7 2.2 -2.6 8.2 4.4 2.2 2.6 5.8
Manufacturing ................................ -11.2 -15.7 -5.8 6.2 -2.4 4.8 15.8 4.5 2.7 6.5
Construction .................................. -6.8 -14.7 3.2 1.7 4.3 14.4 32.1 17.2 -4.6 21.3

Non-Financial Public Sector (As a Percent of Current GDP)

Current Revenue ................................ 10.9 9.0 10.0 10.3 11.3 13.3 14.9    ...    ...    ...
Current Expenditures ....................... 15.7 14.3 11.8 9.0 9.8 10.5 11.3    ...    ...    ...

Current Saving ............................... -4.7 -5.3 -1.8 1.2 1.5 2.8 3.6 2.1 3.4 4.5
Capital Expenditures3 ....................... 3.7 4.4 2.8 2.8 3.5 4.5 5.1 5.0 4.8 4.6
Overall Balance (- Deficit) ................ -8.1 -8.5 -4.5 -1.5 -1.7 -1.3 3.1 -1.3 2.4 0.8
Domestic Financing .......................... 4.1 4.9 2.0 -0.6 0.8 -0.3 -4.2 -1.0 -3.1 -0.3

Money and Credit4 (As a Percent of Current GDP)

Domestic Credit ................................. 3.6 3.5 1.6 5.6 6.3 8.8 7.2 8.5 11.8 14.1
Public Sector .................................. 1.4 1.4 0.8 2.0 0.7 0.8 -2.6 -3.5 -4.2 -4.7
Private Sector ................................. 2.2 2.1 0.8 3.5 5.5 7.9 9.8 12.1 16.0 18.8

Money Supply (M1) ........................... 3.0 2.2 0.7 3.5 3.8 4.4 4.2 4.8 5.3 7.5

Interest Rate5 ..................................... 161.8 1,135.6 2,439.6 170.5 59.7 44.1 22.3 16.0 15.4 15.0

Prices and Salaries (Average Annual Growth Rates)

Consumer Prices ............................... 660.0 3,321.1 7,592.3 409.5 73.5 48.6 23.7 11.1 11.5 8.6
Real Wages ......................................... -23.6 -46.7 -14.4 15.2 -3.6 -0.8 14.9 -8.4 -4.5 0.4

Exchange Rates (New Soles per Dollar)

Market Rate6 .......................................    -    - 0.19 0.77 1.25 1.99 2.19 2.25 2.45 2.66

(Index 1990 = 100)

Real Effective7 .................................... 212.6 120.2 100.0 80.8 78.9 91.2 84.1 82.1 79.9 78.2

(Index 1990 = 100)

Terms of Trade ..................................... 96.8 94.1 100.0 96.1 95.1 92.1 93.9 94.7 94.2 100.5

Balance of Payments (Millions of Dollars)

Current Account Balance ................. -1,819.0 -570.0 -1,384.0 -1,510.0 -2,101.0 -2,302.0 -2,662.0 -4,298.0 -3,605.0 -3,414.0
Trade Balance ................................. -134.0 1,246.0 399.0 -189.0 -341.0 -607.0 -997.0 -2,170.0 -2,000.0 -1,814.0

Exports of Goods (FOB) ............ 2,731.0 3,533.0 3,321.0 3,406.0 3,661.0 3,516.0 4,598.0 5,591.0 5,897.0 6,754.0
Imports of Goods (FOB) ........... 2,865.0 2,287.0 2,922.0 3,595.0 4,002.0 4,123.0 5,596.0 7,761.0 7,897.0 8,568.0

Service Balance .............................. -333.0 -307.0 -365.0 -413.0 -575.0 -575.0 -502.0 -773.0 -679.0 -739.0
Income Balance ............................. -1,515.0 -1,685.0 -1,733.0 -1,367.0 -1,632.0 -1,615.0 -1,800.0 -1,997.0 -1,573.0 -1,497.0
Current Transfers ........................... 163.0 176.0 316.0 459.0 446.0 495.0 637.0 642.0 647.0 636.0

Capital and Financial Account
       Balance ............................................ 1,338.0 979.0 1,812.0 1,294.0 2,238.0 1,737.0 5,462.0 4,681.0 4,500.0 4,816.0

Capital Account Balance .............. 4.0 -20.0 -25.0 -40.0 3.0 -71.0 45.0 42.0 66.0    ...
Capital Transfers ........................ 4.0 -20.0 -25.0 -40.0 3.0 -71.0 45.0 42.0 66.0    ...

Financial Account Balance ........... 1,334.0 999.0 1,837.0 1,334.0 2,235.0 1,808.0 5,417.0 4,639.0 4,434.0 4,816.0
Direct Investment ...................... 26.0 59.0 41.0 -7.0 136.0 670.0 3,083.0 2,083.0 3,571.0 2,005.0
Portfolio Investment .................    ...    ...    ...    ...    ... 228.0 572.0 145.0 341.0 348.0
Other Investment ....................... 1,308.0 940.0 1,796.0 1,341.0 2,099.0 910.0 1,762.0 2,411.0 522.0 2,463.0

Change in Reserves (- Increase) ...... 149.0 -242.0 -212.0 -899.0 -554.0 -667.0 -3,068.0 -950.0 -1,877.0 -1,635.0
Errors and Omissions ....................... 332.0 -167.0 -215.0 1,114.0 417.0 1,232.0 267.0 567.0 982.0 233.0

Total External Debt (Millions of Dollars)

Disbursed Debt .................................. 15,268.3 15,304.6 16,330.7 18,281.5 18,541.4 19,480.7 22,075.4 26,244.0 28,955.4 27,520.0
Debt Service Actually Paid ............... 347.1 604.5 475.3 1,151.5 1,003.4 3,211.9 1,141.9 1,239.7 2,931.5    ...

(In Percent)

Interest Payments Due/Exports of
       Goods and Non-Factor Services .. 44.8 42.6 46.4 36.7 37.3 38.9 34.4 33.0 25.4 19.5

1 Source: IDB Statistics and Quantitative Analysis Unit
and Regional Operations Department.
2 At market prices.
3 Includes net lending.
4 Mid-year values.

5 Average rate offered by commercial banks on 31- to 179-day nominal time
deposits; converted to percent per annum by compounding monthly interest
rates.
6 (-) Indicates that the exchange rate is less than half of a significant digit, given
the magnitude of the depreciations experienced.
7 Trade-weighted calculated using the period average nominal exchange rate.
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SURINAME
Statistical Profile1

1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Real Gross Domestic Product (GDP)2 (Average Annual Growth Rates)

Total GDP ............................................ 9.4 4.7 0.3 2.8 -10.7 -12.5 -2.4 6.7 6.9 4.7
Agriculture, Forestry and Fishing .... -0.5 -2.4 0.9 16.8 0.4 -2.0 -8.4 -3.4 -4.1 -3.2
Mining and Quarrying ................... 43.8 6.6 -1.9 1.4 5.5 9.1 19.1 3.5 7.7 16.0
Manufacturing ................................ 11.9 1.5 0.9 -3.2 -11.4 -16.1 1.9 -0.9 6.6 0.5
Construction .................................. -1.7 -10.3 -13.7 -2.2 18.9 -27.1 -38.2 131.8 18.4 -1.3

Central Government (As a Percent of Current GDP)

Current Revenue ................................ 29.3 31.2 31.5 27.2 22.8 12.6 19.0 34.7 34.4 30.8
Current Expenditures ....................... 49.0 44.8 37.8 44.9 37.6 39.0 25.7 38.5 45.6 38.0

Current Saving ............................... -19.7 -13.5 -6.3 -17.8 -14.8 -26.4 -6.7 -3.8 -11.2 -7.2
Capital Expenditures3 ....................... 2.5 3.8 3.9 1.5 2.3 3.6 3.3 5.9 7.0 7.5
Overall Balance (- Deficit) ................ -21.3 -14.0 -6.3 -17.4 -8.7 -9.4 4.1 4.6 0.5 -4.0
Domestic Financing .......................... 20.9 16.7 2.2 18.9 8.7 8.5 -2.2 -5.8 1.9 3.7

Money and Credit4 (As a Percent of Current GDP)

Domestic Credit ................................. 137.1 142.0 126.8 126.5 115.4 66.2 13.7 5.9 10.0 21.0
Public Sector .................................. 101.8 102.8 86.2 84.2 73.3 39.6 7.4 -0.5 -3.8 -0.3
Private Sector ................................. 35.3 39.2 40.6 42.3 42.0 26.6 6.3 6.4 13.8 21.3

Money Supply (M1) ........................... 74.2 75.3 69.8 67.7 59.1 37.1 14.5 18.6 25.0 22.9

Interest Rate5 ..................................... 8.8 8.6 8.8 9.2 9.2 11.7 32.2 39.9 35.2 34.6

Prices and Salaries (Average Annual Growth Rates)

Consumer Prices ............................... 7.3 0.7 21.8 26.0 43.7 143.5 368.5 235.6 -0.7 7.1
Real Wages ......................................... -5.4 9.4 -16.7 -4.6 -14.4 -33.9 12.3 22.0 85.4 33.6

Exchange Rates (Guilders per Dollar)

Market Rate6 ....................................... 6.56 7.77 9.76 10.23 14.80 51.23 208.50 457.14 404.87 408.66

(Index 1990 = 100)

Real Effective7 .................................... 68.6 85.1 100.0 84.7 88.1 120.5 110.6 81.4 73.5 66.0

(Index 1980 = 100)

Terms of Trade ..................................... 84.7 122.0 99.1 84.1 77.0 75.0 83.2 91.1 81.4 83.9

Balance of Payments (Millions of Dollars)

Current Account Balance ................. 114.3 293.5 66.8 -133.4 25.4 44.0 58.6 72.9 9.6 5.5
Trade Balance ................................. 212.3 389.7 163.3 -2.0 122.1 84.4 99.3 123.0 8.0 30.7

Exports of Goods (FOB) ............ 639.7 980.3 831.6 617.5 608.6 298.3 293.6 415.6 434.3 538.1
Imports of Goods (FOB) ........... 427.4 590.6 668.3 619.5 486.5 213.9 194.3 292.6 426.3 507.4

Service Balance .............................. -95.7 -119.6 -134.3 -134.6 -135.7 -55.1 -40.9 -57.8 -124.7 -127.8
Income Balance ............................. -15.1 -11.3 -15.2 -20.0 -13.3 -6.2 -3.8 -2.6 2.8 -0.2
Current Transfers ........................... 12.8 34.7 53.0 23.2 52.3 20.9 4.0 10.3 123.5 102.8

Capital and Financial Account
       Balance ............................................ -120.3 -311.4 -31.7 56.0 -92.3 -72.6 -84.3 -30.2 38.1 90.2

Capital Account Balance .............. -2.7 -2.8 -5.0 -1.9 -5.7 0.5 -0.2    ...    ...    ...
Capital Transfers ........................ -2.7 -2.8 -5.0 -1.9 -5.7 0.5 -0.2    ...    ...    ...

Financial Account Balance ........... -117.6 -308.6 -26.7 57.9 -86.6 -73.1 -84.1 -30.2 38.1 90.2
Direct Investment ...................... -171.0 -299.7 -76.8 18.5 -54.3 -46.6 -30.2 -21.3 54.2 56.0
Portfolio Investment .................    ...    ... 0.9 -4.1 2.6    ...    ...    ...    ...    ...
Other Investment ....................... 53.4 -8.9 49.2 43.5 -34.9 -26.5 -53.9 -8.9 -16.1 34.2

Change in Reserves (- Increase) ...... 9.2 0.2 -18.3 78.3 21.5 -12.7 -34.3 -96.6 21.4 -31.4
Errors and Omissions ....................... -3.2 17.7 -16.8 -0.9 45.4 41.3 60.0 53.9 -69.1 -64.3

Total External Debt (Millions of Dollars)

Disbursed Debt .................................. 96.6 117.7 125.5 194.2 204.9 206.1 198.1 197.2 178.0 187.1
Debt Service Actually Paid ...............    ...    ...    ...    ...    ...    ... 45.1 41.0 40.0    ...

(In Percent)

Interest Payments Due/Exports of
       Goods and Non-Factor Services .. 0.7 0.6 1.6 2.0 1.5 1.3 1.0    ...    ...    ...

1 Source: IDB Statistics and Quantitative Analysis Unit
and Regional Operations Department.
2 GDP at market prices. Sector of Origin at factor cost.
3 Includes net lending.

4 Mid-year values.
5 Weighted average commercial bank lending rate.
6 Average exchange rate taking into account parallel rate.
7 Trade-weighted calculated using the period average nominal exchange rate.
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TRINIDAD AND TOBAGO
Statistical Profile1

1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Real Gross Domestic Product (GDP)2 (Average Annual Growth Rates)

Total GDP ............................................ -3.9 -0.8 1.5 2.7 -1.6 -1.5 3.6 2.4 3.1 3.9
Agriculture, Forestry and Fishing .... -2.8 6.0 17.0 3.0 -1.1 8.4 0.8 -2.8 3.8 -0.9
Mining and Quarrying ................... -2.6 -1.2 0.6 -3.1 -5.0 -9.0 6.1 0.2 -1.7 -4.0
Manufacturing ................................ 0.7 5.1 2.7 8.4 2.6 -3.1 6.6 3.7 6.0 7.0
Construction .................................. -2.5 -8.2 2.2 11.7 -5.0 -4.3 13.5 7.9 5.3 9.4

Central Government (As a Percent of Current GDP)

Current Revenue ................................ 28.6 26.3 25.7 29.9 26.3 27.4 25.6 26.8 28.1 25.4
Current Expenditures ....................... 30.9 28.3 25.8 26.8 27.5 26.1 24.2 24.8 25.9 24.0

Current Saving ............................... -2.3 -2.0 -0.1 3.1 -1.2 1.4 1.4 2.0 2.2 1.4
Capital Expenditures3 ....................... 3.4 2.4 1.6 3.4 1.6 1.6 1.6 2.0 1.7 2.9
Overall Balance (- Deficit) ................ -5.7 -4.2 -1.2 -0.2 -2.8 -0.2 -0.0 0.2 0.5 0.7
Domestic Financing .......................... 5.8 5.0 3.3 1.9 3.6 -1.9 -1.1 2.4 -0.5 1.5

Money and Credit4 (As a Percent of Current GDP)

Domestic Credit ................................. 53.5 52.2 44.6 43.2 47.8 48.6 38.0 32.2 35.9 38.6
Public Sector .................................. 19.0 18.9 15.7 11.7 15.9 16.5 11.6 7.4 7.9 3.0
Private Sector ................................. 34.5 33.4 28.9 31.4 31.9 32.1 26.4 24.9 28.1 35.5

Money Supply (M1) ........................... 11.0 11.0 10.4 11.2 11.4 12.1 10.7 11.2 11.0 11.4

Interest Rate5 ..................................... 12.1 12.0 11.7 11.8 12.8 13.1 13.9 13.4 14.2 13.8

Prices and Salaries (Average Annual Growth Rates)

Consumer Prices ............................... 7.7 11.4 11.1 3.8 6.5 10.8 8.8 5.2 3.4 3.7
Real Wages ......................................... -6.8 -12.8 -9.2 -0.7 -1.6 -6.9 -7.6 -3.2 -0.8 -0.8

Exchange Rates (Trinidad and Tobago Dollars per Dollar)

Market Rate ........................................ 3.84 4.25 4.25 4.25 4.25 5.35 5.92 5.95 6.01 6.25

(Index 1990 = 100)

Real Effective6 .................................... 100.9 102.2 100.0 99.6 97.6 108.3 117.2 119.6 117.4 118.4

(Index 1980 = 100)

Terms of Trade ..................................... 68.5 66.5 71.1 71.6 69.6 72.5 88.2 98.9 88.3 90.0

Balance of Payments (Millions of Dollars)

Current Account Balance ................. -88.6 -38.5 459.0 -4.7 138.9 113.1 217.8 293.8 -37.4 -554.8
Trade Balance ................................. 405.3 505.5 1,012.5 564.2 695.7 547.2 741.1 587.7 275.7 -294.4

Exports of Goods (FOB) ............ 1,469.5 1,550.8 1,960.1 1,774.5 1,691.4 1,500.1 1,777.6 2,456.1 2,565.2 2,528.6
Imports of Goods (FOB) ........... 1,064.2 1,045.2 947.6 1,210.3 995.6 952.9 1,036.6 1,868.5 2,289.5 2,823.0

Service Balance .............................. -182.7 -158.9 -150.6 -129.1 -109.1 -112.9 -111.5 100.7 235.5 242.6
Income Balance ............................. -302.0 -377.6 -396.8 -442.1 -448.1 -325.8 -412.1 -390.1 -536.0 -498.0
Current Transfers ........................... -9.2 -7.5 -6.2 2.4 0.4 4.7 0.3 -4.5 -12.5 -5.0

Capital and Financial Account
       Balance ............................................ 40.0 151.5 -149.3 -69.2 -190.7 -41.9 -110.5 -335.0 176.4 323.3

Capital Account Balance .............. -20.4 -17.2 -19.2 -16.1 -16.5 -11.5 -6.4 -11.9 -13.0    ...
Capital Transfers ........................ -20.4 -17.2 -19.2 -16.1 -16.5 -11.5 -6.4 -11.9 -13.0    ...

Financial Account Balance ........... 60.4 168.7 -130.1 -53.1 -174.2 -30.4 -104.1 -323.1 189.4 323.3
Direct Investment ...................... 62.9 148.9 109.4 169.3 177.9 379.2 516.2 298.9 400.0 782.0
Portfolio Investment .................    ...    ...    ...    ...    ...    ...    ... 8.8 9.9 -10.0
Other Investment ....................... -2.5 19.8 -239.5 -222.4 -352.1 -409.6 -620.3 -630.8 -220.5 -448.7

Change in Reserves (- Increase) ...... 27.4 -158.5 -197.7 102.7 124.4 -29.4 -113.6 -40.1 -219.0 -155.8
Errors and Omissions ....................... 21.1 45.4 -112.0 -29.0 -72.6 -41.8 6.3 81.4 80.0 387.3

Total External Debt (Millions of Dollars)

Disbursed Debt .................................. 2,098.4 2,137.8 2,511.1 2,488.0 2,452.7 2,240.0 2,493.2 2,730.6 2,232.8 2,661.0
Debt Service Actually Paid ............... 383.0 247.1 449.1 427.8 576.5 701.1 544.6 416.7 861.2  600.0

(In Percent)

Interest Payments Due/Exports of
       Goods and Non-Factor Services .. 10.8 12.7 10.4 11.6 10.4 11.4 9.4 10.0 4.7    ...

1 Source: IDB Statistics and Quantitative Analysis Unit
and Regional Operations Department.
2 At market prices.
3 Includes net lending.

4 Mid-year values.
5 Weighted average lending rates.
6 Trade-weighted calculated using the period average nominal exchange rate.
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URUGUAY
Statistical Profile1

1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Real Gross Domestic Product (GDP)2 (Average Annual Growth Rates)

Total GDP ............................................ -0.0 1.3 0.9 3.2 7.9 3.0 6.3 -1.8 5.3 5.1
Agriculture, Forestry and Fishing .... -1.6 3.5 0.3 2.2 12.1 -3.7 9.2 3.1 8.5 -1.2
Manufacturing ................................ -0.9 -0.2 -1.5 -0.5 1.5 -9.0 4.0 -2.8 4.0 5.8
Construction .................................. 6.7 2.2 -14.5 10.1 15.7 20.5 1.4 -15.8 4.2 2.9
Wholesale and Retail Trade ......... -1.6 -0.9 0.2 8.4 13.5 16.7 10.0 -9.3 5.6 8.2

Non-Financial Public Sector (As a Percent of Current GDP)

Current Revenue ................................ 24.9 23.8 28.9 31.1 31.7 30.8 30.5 30.0 30.4 30.8
Current Expenditures ....................... 22.6 23.5 24.5 25.7 26.4 26.9 27.3 26.9 27.6 27.7

Current Saving ............................... 2.3 0.3 4.4 5.3 5.3 3.9 3.2 3.1 2.9 3.1
Capital Expenditures3 ....................... 4.2 3.8 4.0 4.1 3.9 4.7 5.7 4.2 3.9 4.1
Overall Balance (- Deficit) ................ -1.9 -3.5 0.4 1.3 1.4 -0.8 -2.5 -1.1 -1.0 -1.0
Domestic Financing .......................... -1.3 -4.0 -2.0 -2.5 -2.5    ...    ...    ...    ...    ...

Money and Credit4 (As a Percent of Current GDP)

Domestic Credit ................................. 47.6 47.1 46.0 34.1 29.0 31.9 28.9 30.6 32.8 35.0
Public Sector .................................. 12.2 11.6 13.5 8.4 5.7 7.3 5.5 5.6 4.9 5.3
Private Sector ................................. 35.4 35.5 32.5 25.7 23.3 24.6 23.4 25.0 27.9 29.7

Money Supply (M1) ........................... 6.0 5.1 4.9 4.7 5.4 6.1 5.2 5.2 5.2 5.3

Interest Rate5 ..................................... 67.8 84.7 97.8 75.2 54.5 39.4 37.0 38.2 28.1    ...

Prices and Salaries (Average Annual Growth Rates)

Consumer Prices ............................... 62.3 80.5 112.3 102.0 68.4 54.1 44.7 42.2 28.3 19.8
Real Wages ......................................... 1.5 -0.4 -7.3 3.8 2.2 4.8 0.9 -2.9 0.6 0.2

Exchange Rates (Pesos per Dollar)

Market Rate ........................................ 0.36 0.61 1.17 2.02 3.03 3.95 5.05 6.35 7.97 9.44

(Index 1990 = 100)

Real Effective6 .................................... 96.5 92.2 100.0 86.9 81.3 69.1 65.3 63.6 62.3 59.3

(Index 1990 = 100)

Terms of Trade ..................................... 102.9 105.5 100.0 99.6 104.3 94.3 95.3 101.4 98.5 102.0

Balance of Payments (Millions of Dollars)

Current Account Balance ................. 22.1 133.5 185.9 42.4 -8.8 -243.8 -438.3 -212.5 -233.4 -321.1
Trade Balance ................................. 292.3 462.8 426.0 61.0 -121.8 -386.7 -706.0 -563.0 -686.9 -723.1

Exports of Goods (FOB) ............ 1,404.5 1,599.0 1,692.9 1,604.7 1,801.4 1,731.6 1,917.6 2,147.6 2,448.5 2,780.5
Imports of Goods (FOB) ........... 1,112.2 1,136.2 1,266.9 1,543.7 1,923.2 2,118.3 2,623.6 2,710.6 3,135.4 3,503.6

Service Balance .............................. 32.8 11.6 73.1 173.7 271.5 281.9 469.1 501.5 559.6 528.6
Income Balance ............................. -324.3 -348.9 -321.3 -232.4 -187.1 -192.4 -242.6 -227.0 -188.6 -207.8
Current Transfers ........................... 21.3 8.0 8.1 40.1 28.6 53.4 41.2 76.0 82.5 81.2

Capital and Financial Account
       Balance ............................................ 178.1 -74.1 -181.4 -397.7 -43.3 213.6 526.6 411.9 199.5 669.7

Capital Account Balance ..............    ...    ...    ...    ...    ...    ...    ...    ...    ...    ...
Capital Transfers ........................    ...    ...    ...    ...    ...    ...    ...    ...    ...    ...

Financial Account Balance ........... 178.1 -74.1 -181.4 -397.7 -43.3 213.6 526.6 411.9 199.5 669.7
Direct Investment ...................... 44.5    ...    ...    ...    ... 101.5 154.5 156.6 168.9    ...
Portfolio Investment ................. 164.2 129.8 107.8 47.4 83.4 29.3 158.1 288.8 179.9    ...
Other Investment ....................... -30.6 -203.9 -289.2 -445.1 -126.7 82.8 214.0 -33.5 -149.3 669.7

Change in Reserves (- Increase) ...... 46.8 3.2 -40.2 -113.5 -186.2 -178.6 -98.5 -218.0 -118.6 -321.1
Errors and Omissions ....................... -247.0 -62.6 35.7 468.8 238.3 208.7 10.2 18.6 152.5 -27.5

Total External Debt (Millions of Dollars)

Disbursed Debt .................................. 3,820.8 4,448.6 4,415.1 4,191.2 4,573.5 4,850.7 5,077.3 5,317.3 5,898.8    ...
Debt Service Actually Paid ............... 890.4 659.9 986.7 805.9 524.4 586.6 676.9 865.5 664.5    ...

(In Percent)

Interest Payments Due/Exports of
       Goods and Non-Factor Services .. 18.8 20.9 21.2 16.2 11.8 11.0 12.1 12.8 11.9    ...

1 Source: IDB Statistics and Quantitative Analysis Unit
and Regional Operations Department.
2 At market prices.
3 Includes net lending.

4 Mid-year values.
5 Rates on 1-6 month domestic currency fixed nominal deposits at deposit money
banks; average rate for 5 most representative private banks at end of month.
6 Trade-weighted calculated using the period average nominal exchange rate.
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VENEZUELA
Statistical Profile1

1988 1989 1990 1991 1992 1993 1994 1995 1996 1997p

Real Gross Domestic Product (GDP)2 (Average Annual Growth Rates)

Total GDP ............................................ 6.2 -7.8 6.9 9.7 6.1 0.3 -2.3 3.7 -0.4 5.1
Agriculture, Forestry and Fishing .... 4.6 -5.1 -1.5 2.4 2.1 3.0 -1.1 -0.5 1.9 2.7
Petroleum ....................................... 4.1 0.0 17.9 9.5 1.4 9.0 5.5 6.0 8.4 8.9
Manufacturing ................................ 6.9 -11.8 6.0 9.7 2.5 -1.0 -2.4 7.9 -2.6 4.1
Construction .................................. 7.9 -27.0 7.8 30.9 34.6 -5.5 -17.4 -5.0 1.9 12.6

Non-Financial Public Sector3 (As a Percent of Current GDP)

Current Revenue ................................ 23.8 29.4 32.9 29.5 24.2 25.7 27.7 25.8 34.4 28.4
Current Expenditures ....................... 18.0 18.4 20.1 18.0 17.7 15.9 16.3 17.3 16.0 17.4

Current Saving ............................... 5.8 11.1 12.7 11.5 6.5 9.9 11.4 8.5 18.4 11.0
Capital Expenditures4 ....................... 14.4 12.3 12.7 15.3 12.5 11.3 25.3 15.8 12.1 12.5
Overall Balance (- Deficit) ................ -8.5 -1.2 0.1 -3.5 -5.9 -1.3 -13.8 -7.3 6.8 2.3
Domestic Financing ..........................    ...    ...    ...    ...    ...    ...    ...    ...    ...    ...

Money and Credit5 (As a Percent of Current GDP)

Domestic Credit ................................. 30.6 24.1 18.5 27.6 22.8 21.2 30.4 19.6 16.3 11.9
Public Sector .................................. 1.0 1.2 2.5 10.6 6.4 6.7 8.1 7.1 7.0 0.2
Private Sector ................................. 29.7 22.9 16.0 17.0 16.5 14.5 22.3 12.5 9.2 11.7

Money Supply (M1) ........................... 13.5 9.3 7.0 8.7 8.4 6.1 7.2 8.2 5.4 8.0

Interest Rate6 ..................................... 8.9 33.1 29.1 31.3 35.6 53.9 39.0 25.1 26.3 23.2

Prices and Salaries (Average Annual Growth Rates)

Consumer Prices ............................... 29.3 84.7 40.6 34.2 31.4 38.1 60.8 59.9 99.9 50.0
Real Wages ......................................... -8.8 -15.8 -7.9 -8.2 3.8 -6.8 -11.0 -7.0    ... 13.0

Exchange Rates (Bolivares per Dollar)

Market Rate ........................................ 14.50 34.68 46.90 56.82 68.38 90.83 148.50 176.84 417.33 488.63

(Index 1990 = 100)

Real Effective7 .................................... 75.6 88.8 100.0 93.0 89.6 85.5 89.5 71.6 84.8 64.7

(Index 1990 = 100)

Terms of Trade ..................................... 72.2 91.0 100.0 82.6 79.4 74.0 74.8 77.6 92.1 90.2

Balance of Payments (Millions of Dollars)

Current Account Balance ................. -5,809.0 2,161.0 8,279.0 1,736.0 -3,749.0 -1,993.0 2,541.0 2,014.0 8,824.0 5,999.0
Trade Balance ................................. -1,863.0 5,694.0 10,706.0 4,900.0 1,322.0 3,275.0 7,606.0 7,013.0 13,756.0 11,592.0

Exports of Goods (FOB) ............ 10,217.0 13,059.0 17,623.0 15,159.0 14,202.0 14,779.0 16,110.0 19,082.0 23,693.0 23,966.0
Imports of Goods (FOB) ........... 12,080.0 7,365.0 6,917.0 10,259.0 12,880.0 11,504.0 8,504.0 12,069.0 9,937.0 12,374.0

Service Balance .............................. -2,028.0 -982.0 -1,351.0 -2,202.0 -2,951.0 -3,185.0 -3,086.0 -3,184.0 -3,335.0 -3,592.0
Income Balance ............................. -1,771.0 -2,368.0 -774.0 -598.0 -1,746.0 -1,715.0 -1,896.0 -1,924.0 -1,735.0 -1,877.0
Current Transfers ........................... -147.0 -183.0 -302.0 -364.0 -374.0 -368.0 -83.0 109.0 138.0 -124.0

Capital and Financial Account
       Balance ............................................ -1,180.0 -2,686.0 -2,161.0 2,425.0 3,203.0 2,388.0 -3,404.0 -3,427.0 -2,480.0 -2,078.0

Capital Account Balance ..............    ...    ...    ...    ...    ...    ...    ...    ...    ...    ...
Capital Transfers ........................    ...    ...    ...    ...    ...    ...    ...    ...    ...    ...

Financial Account Balance ........... -1,180.0 -2,686.0 -2,161.0 2,425.0 3,203.0 2,388.0 -3,404.0 -3,427.0 -2,480.0 -2,078.0
Direct Investment ...................... 21.0 34.0 76.0 1,728.0 473.0 -514.0 136.0 686.0 1,595.0 4,346.0
Portfolio Investment .................    ... -534.0 15,976.0 351.0 1,003.0 621.0 261.0 -326.0 758.0 626.0
Other Investment ....................... -1,201.0 -2,186.0 -18,213.0 346.0 1,727.0 2,281.0 -3,801.0 -3,787.0 -4,833.0 -7,050.0

Change in Reserves (- Increase) ...... 3,872.0 -1,077.0 -4,376.0 -2,645.0 845.0 144.0 1,173.0 1,910.0 -6,296.0 -2,424.0
Errors and Omissions ....................... 3,117.0 1,603.0 -1,742.0 -1,516.0 -299.0 -539.0 -310.0 -497.0 -48.0 -1,498.0

Total External Debt (Millions of Dollars)

Disbursed Debt .................................. 34,734.9 32,371.3 33,170.4 34,121.6 37,701.8 37,349.8 36,559.8 35,537.0 35,048.2 32,000.0
Debt Service Actually Paid ............... 5,551.5 6,817.8 5,273.7 3,321.4 3,331.4 4,579.9 4,744.9 5,515.6 4,711.2 9,800.0

(In Percent)

Interest Payments Due/Exports of
       Goods and Non-Factor Services .. 29.0 24.9 16.3 7.1 10.4 10.1 9.1 8.5 5.5 4.5

1 Source: IDB Statistics and Quantitative Analysis Unit
and Regional Operations Department.
2 At market prices.
3 On a cash basis.

4 Includes net lending.
5 Mid-year values.
6 Nominal average annual time deposit rate.
7 Trade-weighted calculated using the period average nominal exchange rate.
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SOURCES OF THE STATISTICAL PROFILES

Real Gross Domestic Product:

Argentina: Ministerio de Economía y Obras y Servicios Públicos,
Secretaría de Programación Económica.

Bahamas: IDB estimates based on information furnished by the
Department of Statistics and the Central Bank of the Bahamas.
Barbados: Barbados Statistical Service and the Central Bank of Barbados.
Belize: Central Statistical Office, Ministry of Finance.
Bolivia: Instituto Nacional de Estadística, Departamento

de Cuentas Nacionales.
Brazil: Fundação Instituto Brasileiro de Geografía e Estatística,

Departamento de Contas Nacionais.
Chile: Banco Central de Chile, Departamento de Cuentas Nacionales.
Colombia: Departamento Administrativo Nacional de Estadística.
Costa Rica: Banco Central de Costa Rica, Departamento de Contabilidad

Social.
Dominican
  Republic: Banco Central de la República Dominicana,

División de Cuentas Nacionales.
Ecuador: Banco Central del Ecuador, Subgerencia de Cuentas

Nacionales.
El Salvador: Banco Central de Reserva de El Salvador, Departamento

de Cuentas Económicas.
Guatemala: Banco de Guatemala, Departamento de Estudios Económicos.
Guyana: Statistical Bureau and Bank of Guyana.
Haiti: Institut Haïtien de Statistiques et d’Informatique, Banque de

la République d’Haïti and International Monetary Fund
estimates.

Honduras: Banco Central de Honduras, Departamento de Estudios
Económicos.

Jamaica: Statistical Institute of Jamaica.
Mexico: Instituto Nacional de Estadística, Geografía e Informática.
Nicaragua: Banco Central de Nicaragua, Gerencia de Estudios

Económicos.
Panama: Contraloría General de la República, Dirección de Estadística

y Censo.
Paraguay: Banco Central del Paraguay, Departamento de Cuentas
Nacionales y Mercado Interno.
Peru: Instituto Nacional de Estadística and Banco Central

de Reserva del Perú.
Suriname: Algemeem Bureau Voor de Statistiek and IDB estimates.
Trinidad
 and Tobago: Central Statistical Office of Trinidad and Tobago.
Uruguay: Banco Central del Uruguay, Departamento de Estadísticas

Económicas.
Venezuela: Banco Central de Venezuela, Departamento de Cuentas

Nacionales.

Non-Financial Public Sector:

Argentina: Ministerio de Economía y Obras y Servicios Públicos
and Secretaría de Hacienda.

Bolivia: Banco Central de Bolivia, Gerencia de Estudios Económicos
and Ministerio de Finanzas.

Brazil: Banco Central do Brasil, Departamento Econômico.
Colombia: Departamento Nacional de Planeación.
Costa Rica: Ministerio de Hacienda, Autoridad Presupuestaria.
Ecuador: Ministerio de Finanzas, Banco Central del Ecuador

and International Monetary Fund estimates.
El Salvador: Ministerio de Hacienda and Banco Central de Reserva de

El Salvador.
Haiti: Ministère de l’Economie et des Finances and International

Monetary Fund.
Honduras: Banco Central de Honduras, Departamento de Estudios

Económicos
and International Monetary Fund.

Mexico: Dirección General de Planeación Hacendaria. Secretaría
de Hacienda y Crédito Público.

Nicaragua: Ministerio de Finanzas y Banco Central de Nicaragua.
Panama: Contraloría General de la República, Ministerio de

Planificación y Política Económica, International Monetary
Fund and IDB estimates.

Peru: Banco Central de Reserva del Perú and Ministerio de
Economía.

Uruguay: Banco Central del Uruguay.
Venezuela: Banco Central de Venezuela and International Monetary Fund.

Central Government:

Bahamas: Central Bank of the Bahamas, Quarterly Statistical Digest.
Barbados: Central Government of Barbados and Ministry of Finance.
Belize: Ministry of Finance.
Chile: Contraloría General de la República, División de Contabilidad.
Dominican
  Republic: Tesorería Nacional, Contraloría General de la República

and Banco Central de la República Dominicana.
Guatemala: Ministerio de Finanzas.
Guyana: Ministry of Finance and Bank of Guyana.
Jamaica: Ministry of Finance, Fiscal Policy Management Unit.
Paraguay: Ministerio de Finanzas.
Suriname: International Monetary Fund based on data furnished by

the Ministerie van Financiën en Planning and Planbureau.
Trinidad
  and Tobago: Central Statistical Office of Trinidad and Tobago and

the Ministry of Finance and the Economy.

Money and Credit (mid-year observations)
International Monetary Fund, International Financial Statistics and the following
national sources:

Brazil: Domestic Credit: Banco Central do Brasil, Departamento
Econômico.

Ecuador: International Monetary Fund, International Financial Statistics
and IDB estimates based on information furnished by
the Banco Central del Ecuador.

Guyana: Bank of Guyana.
Haiti: Banque de la République d’Haïti.
Nicaragua: Banco Central de Nicaragua (annual average).
Peru: Banco Central de Reserva del Perú.
Suriname: Centrale Bank van Suriname.
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Prices:
Consumer Prices: International Monetary Fund, International Financial Statistics.

Real Wages:

Argentina: Fundación de Investigaciones Económicas Latinoamericanas.
Barbados: Central Bank of Barbados.
Brazil: Fundação Getúlio Vargas, Conjuntura Econômica.
Chile: Banco Central de Chile, Boletín Mensual, various issues.
Colombia: Departamento Administrativo Nacional de Estadística,

Encuesta mensual manufacturera.
Costa Rica: Banco Central de Costa Rica, Departamento de Contabilidad

Social based on information furnished by the Caja
Costarricense del Seguro Social.

Dominican
  Republic: Oficina Nacional de Planeación.
Ecuador: Consejo Nacional de Desarrollo (CONADE) and Banco Central

del Ecuador.
El Salvador: Instituto Salvadoreño del Seguro Social.
Guatemala: Instituto Guatemalteco de Seguridad Social and Banco

de Guatemala, Sección de Cuentas Nacionales.
Haiti: Ministère des Affaires Sociales, and the Institut Haïtien

de Statistiques et d’Informatique.
Honduras: Banco Central de Honduras, Departamento de Estudios

Económicos.
Mexico: Banco de México.
Nicaragua: IDB estimates based on data furnished by Ministerio de

Trabajo.
Panama: Contraloría General de la República, Dirección de Estadística

y Censo, and IDB estimates.
Paraguay: Banco Central del Paraguay.
Peru: Banco Central de Reserva del Perú.
Suriname: Algemeem Bureau Voor de Statistiek and IDB estimates.
Trinidad
  and Tobago: Central Statistical Office of Trinidad and Tobago.
Uruguay: Dirección General de Estudios y Censos, Boletín Mensual.
Venezuela: Oficina Central de Coordinación y Planificación (CORDIPLAN),

Dirección de Planificación de Empleo, Producción y Precios.

Market Exchange Rates:
International Monetary Fund, International Financial Statistics and the following
national sources:

Haiti: Banque de la République d’Haïti.

Real Effective Exchange Rates:
IDB estimates based on data from the International Monetary Fund, International
Financial Statistics, and the following national sources:

Guatemala: Banco de Guatemala, Departamento de Estudios Económicos.
Mexico: Banco de México, Dirección de Operaciones Internacionales.
Peru: Banco Central de Reserva del Perú.

Terms of Trade:
ECLAC, Balance preliminar de la economía de América Latina y el Caribe, various issues,
and IDB estimates for Guyana, Jamaica, Suriname and Trinidad and Tobago.

Balance of Payments:
International Monetary Fund, Balance of Payments Statistics (magnetic tapes) and the
following national sources:

Argentina: Ministerio de Economía.
Bahamas: Central Bank of the Bahamas.
Barbados: Central Bank of Barbados.
Belize: Central Bank of Belize.
Bolivia: Banco Central de Bolivia.
Brazil: Banco Central do Brasil.
Chile: Banco Central de Chile.
Colombia: Banco de la República, Subgerencia de Estudios Económicos.
Costa Rica: Banco Central de Costa Rica.
Dominican
  Republic: Banco Central de la República Dominicana,

División de Balanza de Pagos.
Ecuador: Banco Central del Ecuador, Subgerencia de Balanza de Pagos.
El Salvador: Banco Central de Reserva de El Salvador.
Guatemala: Banco de Guatemala, Departamento de Estudios Económicos.
Guyana: Ministry of Finance.
Haiti: Banque de la République d’Haïti.
Honduras: Banco Central de Honduras.
Jamaica: Bank of Jamaica.
Mexico: Banco de México.
Nicaragua: Banco Central de Nicaragua.
Paraguay: Banco Central del Paraguay.
Peru: Banco Central de Reserva del Perú.
Suriname: Centrale Bank van Suriname.
Trinidad
  and Tobago: Central Bank of Trinidad and Tobago.
Uruguay: Banco Central del Uruguay.
Venezuela: Banco Central de Venezuela.

External Debt:
World Bank, World Debt Tables (magnetic tapes) and the following national sources:

Bahamas: Treasury Accounts, Treasury Statistical Printout and Quarterly
Reports from Public Corporations, and estimates.

Suriname: IDB estimates based on information from the Centrale
Bank van Suriname.

All countries: Interest Payments Due/Exports of Goods and Non-Factor Services:
Ibidem and see also Balance of Payments above.

Interest Rates:
International Monetary Fund, International Financial Statistics, and the following
national sources:

Barbados: Central Bank of Barbados.
Belize: Central Bank of Belize.
Bolivia: Banco Central de Bolivia.
Brazil: Fundação Getúlio Vargas, Conjuntura Econômica.
Guatemala: Banco de Guatemala.
Haiti: Banque de la République d’Haïti.
Honduras: Banco Central de Honduras.
Jamaica: Bank of Jamaica.
Paraguay: Banco Central del Paraguay.
Suriname: Centrale Bank van Suriname and IDB estimates.
Trinidad
  and Tobago: Central Bank of Trinidad and Tobago.


