A New Approach to
Analyzing Reforms:
Macro-Micro Linkages

I n the last ten to fifteen years, the Latin American
and Caribbean region has undergone the most sig-
nificant transformation of economic policy since World War Il. Through a
series of structural reforms, an increasing number of countries have moved
from the closed, state-dominated economies that characterized the import-
substitution industrialization model to economies that are more market
oriented and more open to the rest of the world. Complementary aspects
of the process have accorded a new priority to macroeconomic stability,
especially lower rates of inflation, and to increasing expenditure in the so-
cial area. Policymakers expected that these changes would speed up eco-
nomic growth and increase productivity gains, at the same time that they
would lead to the creation of more jobs and greater equity.

Have those expectations been fulfilled? It is impossible to make more
than a preliminary analysis at this point, since in many cases the reforms
are less than a decade old. Even tentative conclusions will be useful, how-
ever. Governments must decide whether the new policies are moving in the
right direction and, even if they are, whether they would benefit from some
mid-course corrections. This requires more data and analysis than were
available when we began this project. Moreover, any conclusions that can
be drawn will be relevant beyond the boundaries of the region itself. In
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many parts of the world, including central and eastern Europe, the former
Soviet Union, Africa, some parts of Asia, and even some industrialized
countries with respect to specific policy areas, governments are experiment-
ing with similar policy changes. Since Latin America has had a head start,
others are interested in learning from its successes and failures.

The Literature on the Reforms

We are not, of course, the first to study the reforms and their impact.
During the last decade, an extensive literature has developed on the topic.*
Early works tend to express quite rigid views—albeit with little evidence to
back them up—that the reforms would either resolve most of the socioeco-
nomic problems in the region or that they would result in disaster. With
time and experience, opinions have converged to a certain extent, and a
more nuanced evaluation has emerged. Substantial differences of opinion
still remain, however, on whether additional reforms are needed, what role
the state should play, and what can be expected of the new economic model.
These differing evaluations lead to variations in policy recommendations.

Most analysts have studied the reforms in terms of their impact on
growth. While emphasizing that growth improved with respect to the 1980s,
the majority holds that the impact was disappointing.? Post-reform growth
was lower than the region’s past performance, lower than in some other
regions, and lower than necessary to deal with the region’s social problems.
Others, however, say that the growth rate was as good as could be expected
or that growth would have been even slower without the reforms.® Most of
this analysis concentrates on the aggregate level. An important exception is
the United Nations Economic Commission for Latin America and the
Caribbean (ECLAC), which points out that the lack of dynamism was
accompanied by fundamental changes in sectoral and microeconomic mo-

1. Much of the debate was generated by two documents that were very influential in defining the
new development model that Latin American and Caribbean governments began to implement. The
World Bank (1991) introduced the concept of market-friendly policies, while Williamson (1990)
coined the term Washington Consensus. Even earlier, in the mid-1980s, Bela Balassa and three promi-
nent Latin American economists (1986) advocated many of the same reforms. Our review of the
subsequent literature focuses on those works that are broadly comparative across countries and types
of reforms. This leads to a concentration on studies produced by international organizations, which
may bias our interpretation to some extent.

2. For examples, see the analyses in ECLAC (1996); IDB (1997); Burki and Perry (1997).

3. Easterly, Loayza, and Montiel (1997); Lora and Barrera (1997).
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mentum; in particular, exports from the region had a good performance,
although they were concentrated in a few sectors and generally incorpo-
rated low levels of technology.*

With respect to employment, the consensus is that job creation was
generally insufficient, more because of relatively slow growth of the gross
domestic product (GDP) than because of problems of employment elas-
ticities.> The International Labour Organization (ILO) has taken the lead
in stressing the problems in job quality. Thus Victor E. Tokman empha-
sizes that there was a strong expansion of employment during the eco-
nomic recuperation of the first half of the 1990s, but these jobs were basically
low paid and their productivity was low.® In addition, employment became
increasingly precarious, both because jobs were concentrated in the infor-
mal sector, generally without social security, and because modern firms
outsourced the labor process, transferring the cost of adjustment and insta-
bility to small firms and the self-employed.

Somewhat greater disagreement exists with respect to the impact of the
reforms on equity. The Inter-American Development Bank (IDB) argues
that the main deterioration in distribution occurred in the so-called lost
decade of the 1980s and that the reforms helped to slow the tendencies of
deteriorating income distribution and increasing poverty.” In particular, it
identifies a positive effect of the trade opening on the real income of the
first three quintiles of the income distribution, and a negative effect on the
richest 20 percent. In contrast, Bulmer-Thomas, on the basis of empirical
evidence for the period up to the early 1990s, suggests that the results of
the so-called new economic model were basically regressive in terms of
income distribution.? This was due to a decrease in real wages together
with an increase in unemployment, real interest rates, the weight of the
informal sector, and the concentration of wealth. The only element of the
reform process that had a progressive role was fiscal reform, according to
this analysis, in that it made possible the reduction of inflation. Similarly,
Berry points to the negative role played by trade reform, which favored
capital-intensive technology and subjected small firms to intense competi-
tive pressures.’

4. ECLAC (1996).

5. See, for example, ECLAC (1997); Lora and Olivera (1998).

6. Tokman (1994). See also the ILO’s annual Panorama Laboral de América Latina y el Caribe.
7. 1DB (1997); see also Londofio and Székely (1997).

8. Bulmer-Thomas (1996).

9. Berry (1998).
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Measuring the impact of the reforms on growth was very difficult since
so many other things were happening simultaneously. In addition, the re-
forms themselves were a process, so it was hard to capture their impact at
any particular point in time. This problem was even more acute in study-
ing employment and equity than in analyzing growth, since data are more
unreliable and the definition of relevant indicators is much more complex.
Two main strategies have been used in the literature. ECLAC, Sebastian
Edwards, and Shahid Javed Burki and Guillermo E. Perry, among others,
describe the reform process and present indicators to capture their degree
of implementation (such as the changing level of tariffs or number of priva-
tized firms).”® This approach then relies heavily on examples, qualitative
indicators, and case studies of firms or countries to evaluate the progress of
the reforms. A different approach was followed by the IDB, which devel-
oped an index of reforms to summarize the reform process in five areas
(trade, taxes, finance, privatization, and the labor market)." The IDB de-
signed these quantitative indicators to address the problem that there had
been no systematic attempt to measure what had been reformed; without
such a measure it was very difficult to evaluate the impact and to separate
the reforms from other trends.

Efforts to quantify the reforms often confuse policy and performance
variables. Given that it is frequently easier to devise measures of the results
of an action than to measure the action itself, many studies mix the two
types of indicators. Thus studies on trade reform might use indicators like
the ratio of exports plus imports to GDP, while attempts to measure fiscal
reform might rely on measures like taxes as a share of GDP. In this context,
despite its limitations, the IDB’s reform index is a contribution in that it
helps to concentrate attention on the reforms themselves.

An author’s approach to characterizing the reforms is linked to the
methodology used for analyzing their effects. Authors who explicitly or
implicitly reject the possibility of measuring the reforms tend to stress the
richness and complexity of the processes and to make evaluations that are
mainly historical. They make attempts to attribute results to individual
elements of the new policy package. A particular variant of this approach is
found in an analysis by the World Bank, which says: “[our] analysis . . . of
economic performance fulfills the dual purpose of assessing the state of
reform and evaluating general economic development, under the hypothesis

10. ECLAC (1996 and 1998a); Edwards (1995); Burki and Perry (1997).
11. See especially IDB (1996); Lora (1997).
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that in the recent experience of Latin American countries, economic devel-
opment is largely a reflection of macroeconomic and structural reforms.”*?

In contrast to the historical approach are the authors who try to quan-
tify the reforms; they then use their measures as independent variables in
regression equations to “explain” economic growth or other variables of
interest. Thus, for example, growth equations of the type popularized by
Robert Barro tend to incorporate an additional variable.”* The IDB index
serves this purpose for many analysts, but other ad hoc proxies have also
been used. In principle, analysis of this type makes it possible to separate
the influence of the reforms from that of other simultaneous events, espe-
cially macroeconomic policies; in practice, the variables are so interrelated
that the results are questionable.

Indeed, many problems exist with this literature, which is extremely
diverse in coverage as well as methodology. The quantitative analyses of the
IDB, in particular, have been criticized, both for the oversimplifications
necessary to construct the reform indexes and for the attempt to draw con-
clusions about the effects that go well beyond what the data and the (some-
times debatable) econometric analysis will bear. Nonetheless, these criticisms
should not obscure the advance that these efforts at quantification and
methodological precision signify. Neither should they minimize the prob-
lems of alternative methodologies based almost exclusively on historical
analysis that uses ad hoc examples, circumstantial evidence, and expert
opinion.

In addition to methodological problems of various sorts, four substan-
tive limitations appear in the studies reviewed.

(1) Failure to disaggregate the variables. The tendency of the analysis to
focus exclusively on variables and processes at the aggregate level makes it
difficult to capture the differences between countries, sectors, and socio-
economic actors with respect to the adoption, implementation, and im-
pact of the reforms. If a possible result of the reform process is the growing
heterogeneity of the productive structure and its performance, failure to
disaggregate makes it impossible to recognize this, much less explain it.
This problem is important at two levels.

First, the lack of attention to processes and variables at the sectoral
level hinders comprehension of the processes of specialization within the
productive system, which may affect the growth capacity of the new struc-

12. Burki and Perry (1997, p.27), emphasis added.
13. Barro and Sala-i-Martin (1995).
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tures generated by the reforms. These factors may also weaken domestic
supplier chains, reducing the impact of investment and technological
modernization.

Second, the absence of analysis and evaluation at the microeconomic
level makes it impossible to trace a key objective of the reforms: to modify
the behavior of microeconomic actors, in particular, of firms. Moreover,
no one has explored changes in entrepreneurial behavior in the areas of
investment and the incorporation of technical progress across a wide range
of countries, which would be a crucial indicator of the success or failure of
the reform process.

(2) Failure to emphasize the mechanisms of articulation between national
economies and the international context. This problem is seen in the scarce
attention that is paid to phenomena associated with the external financial
opening and to the dynamics of foreign direct investment and the assimila-
tion of technological progress. It is paradoxical because the preoccupation
with an efficient integrationinto an increasingly globalized world economy
is at the center of the new model of growth. Beyond a general recognition
of the importance of the trade opening, however, the noncommercial di-
mensions of that integration do not receive adequate attention. Nor is much
attention paid to the links between the reforms, macroeconomic policies,
and the international context.

(3) Failure to consider that the package of reforms and policies may be
internally inconsistent. Although the framework of a market-friendly devel-
opment model informed the design of the reforms and the policy instru-
ments they engendered, detailed analysis of the internal consistency of the
reform package and associated policy variables is lacking. This concerns
relations among the reforms themselves, between the reforms and the mac-
roeconomic and social policies that accompanied them, and between both
the reforms and policies and the international environment in which the
new economic model has to function. The assumption of coherence has
led to the persistence of some serious problems.

(4) Scant attention to the articulation of the dynamics of employment
and the distribution of income with the rest of the model. Employment and
equity, as well as their relation to investment, productivity, and growth,
are absent from the original formulations of the Washington Consensus
and the market-friendly development model. There was a subsequent at-
tempt to link the reforms to employment and equity, but the mecha-
nisms of transmission among the various components have yet to be
adequately conceptualized.
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A New Conceptual Framework

This book builds on the literature, but it also presents significant inno-
vations to deal with the four problems identified above. The main charac-
teristic that distinguishes it from other comparative studies of economic
reforms is the focus on the interaction between macroeconomic and
microeconomic processes. To make significant advances at this time, it is
crucial to focus less exclusively on the macroeconomic and regional levels
and more on countries and the microeconomic behavior of firms, grouped
by sector, size, and ownership characteristics. Different countries and groups
of firms are affected quite differently by government policies, including
structural reforms, and by the increasingly globalized world economy. Some
have been able to take advantage of the new opportunities created, while
others have seen their situations become ever more precarious. The sum of
these behaviors produces the aggregate trends that others have observed
and measured. Knowing what lies behind the aggregates is essential for
designing policy measures to improve future economic performance.

Another way to characterize our approach is that it insists on the need
to make economic actors central to the analysis and to try to understand
their reactions to government policies in order to explain, predict, and (if
necessary) modify their behavior. In particular, we focus on entrepreneurs’
decisions on whether to invest and to incorporate new technologies. Under
what domestic and international conditions will they make positive deci-
sions? What will be the time frame for implementing investment deci-
sions? Without a positive response on investment, and without increased
productivity through technical progress and better skills for workers, me-
dium- and long-term growth cannot take place, although economic recov-
ery can occur.

A disaggregated approach is also necessary for analyzing outcomes other
than growth, especially the generation of employment and any change in
the patterns of income distribution. Job-creation capacities vary widely for
large and small firms and for firms in labor-intensive or capital-intensive or
natural resource—intensive sectors. The skill differential that characterizes
jobs in different categories of firms is then a crucial factor in determining
patterns of income distribution.

Given the centrality of economic actors for our approach, we start by
considering the reforms as a set of signals in the form of government policy
decisions. When governments want to change the way their economies
(and societies) operate, they make policy decisions and transmit them to
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the relevant actors; these decisions constitute our signals. The governmen-
tal decisions are essential for creating a new environment in which the
private sector can operate more dynamically. The environment is also in-
fluenced, both positively and negatively, by international forces that are
generally beyond the control of most governments, including capital flows,
interest rates, expansion of output in importing countries, and trade re-
gimes. These will have to be taken into consideration as well.

In addition to the signals and the environment they help to create, we
need to be concerned about the reception of the policy signals at the
microeconomic level in decentralized economies. A first issue with respect
to reception obviously involves information. Do the actors know that poli-
cies have changed and what the government is trying to signal through its
policy decisions? In the real world of imperfect information, not all actors
have access to the same formal channels, and informal channels are even
more skewed to favor some groups over others. We must therefore assume
that information will be unequally distributed, and that less powerful ac-
tors will have less access.

Information alone, however, is not sufficient. A second question con-
cerns the credibility of the information and signals. Do the actors believe
what the government says at any given moment, and do they believe that
the new policies will remain in force for the foreseeable future? If they have
doubts, they will not be willing to take the risks involved in making the
new investments that are necessary to incorporate new technology and,
ultimately, to pave the way for a new growth path.*

Lack of credibility with respect to economic reforms arises from three
possible sources. First, the various components of the policy package may
be inconsistent. If the reforms and policies are inconsistent among them-
selves, they create mixed signals, and the recipients are confused about what
they should do. In an extreme situation, inconsistency may lead to a crisis
that precipitates a change in policy stance. Second, key sectors of the popu-
lation may not support the policies. Lack of support or, more important,
active opposition may cause the relevant actors to surmise that the policies
will be abandoned sooner or later. Third, the reforms may exist within an

14. A substantial literature has developed around the concept of credibility. Until recently, it has
focused almost exclusively on domestic factors that might affect the government’s incentives to main-
tain or change its policy stance. See, for example, Calvo (1986); Rogoff (1987); Persson (1988);
Persson and Tabellini (1989); Rodrik (1989). Recently, however, Drazen (1997) has expanded the
scope of the discussion to include international factors, which is especially relevant for our purposes.
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unfavorable international environment. Even with consistent policies and
a reasonable degree of domestic support, an unfavorable international en-
vironment, such as a lack of external finance or a sharp deterioration in the
terms of trade, will pose credibility problems. This is especially the case
with a policy package that increases the openness of the economy and thus
the dependence on external factors.

These three sources of credibility problems are closely interrelated. A
negative international environment can lead to, or increase, inconsistency
among policies. Ironically, even a positive external context (such as abun-
dant international finance) can create policy inconsistency. Either policy
inconsistency or an unfavorable environment can undermine support for
policies. Insofar as key economic actors perceive the presence of one or
more of these problems, they are likely to draw the conclusion that the
policies will be changed and will make their own decisions accordingly.

Finally, beyond information and its credibility, the economic actors
must be able to take advantage of the new circumstances. For example,
they must have access to domestic or international financial resources that
enable them to invest; they must have knowledge of the technological ad-
vances in their area; they must have access to the appropriate equipment
that embodies the new technology; and they must have workers with the
necessary training to use the new equipment they have acquired. Again, the
resources at the disposal of different actors vary substantially across sizes
and sectors of firms.

To study the processes of signaling, response, and the resulting outcomes,
we have worked with the conceptual framework shown in figure 1-1.%
Our analytical framework begins with the external context, which we model
as variables related to international finance and the demand for Latin Ameri-
can exports. The past performance of these and other international vari-
ables has helped to determine the initial domestic conditions (economic,
social, and political) in each country. In the present, the external context
has a strong impact on government policy, making certain policy choices
more likely than others. Beyond its impact in the policy arena, external
finance facilitates investment and technical change processes, while inter-
national demand and the vagaries of financial flows have an impact on the
dependent variables, especially growth rates.

15. For this framework, we owe a debt to the authors of the World Banks The East Asian Miracle
(1993), despite a number of differences in the two approaches. In the early days of our thinking about
this project, when The East Asian Miracle had recently been published, it gave us a number of ideas
about how to conceptualize a vast array of variables and processes.
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Figure 1-1. Conceptual Framework
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Initial conditions within each of the countries are mostly determined
by domestic developments, although they are also influenced by external
factors. We take these initial conditions as given, rather than trying to ex-
plain them, but they are crucial in determining both policy choice and
response. From the perspective of policy choice, we are particularly inter-
ested in several economic variables, including growth and inflation rates,
the structure of output and employment, and links with the world economy.
Social characteristics of the population and the ability of governments to
make and implement policy decisions are also important. At the firm level,
the accumulated learning and productive capacity are elements that gov-
ernments must take into account.

Based on the initial conditions in each country and on external influ-
ence, governments make decisions on reforms (such as import liberaliza-
tion, domestic financial liberalization, opening of the capital account,
privatization, and tax reform), macroeconomic policies (including fiscal,
monetary, and exchange rate measures), and social policies (especially with
respect to education and health). Although the nine countries for this study
had undertaken substantial reforms and changes in macroeconomic and
social policies, policy decisions on individual items were not necessarily
the same. On the contrary, one of the things we want to investigate is the
difference in the choice and implementation of reforms and policies and
how this affected the outcomes.

The study analyzes investment and technical change at both the aggre-
gate and sectoral levels to see what determines the response to the reforms.
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At the aggregate level, the response is related to the interaction of the re-
forms with macroeconomic policy and the international context. The un-
certainty created by changes in the rules of the game and the volatility of
key macroeconomic variables merit particular attention. The behavior of
these variables, and the uncertainty they generate, may lead to a delayed
response in investment and technological change. At the sectoral level, we
study the transmission mechanisms between these same variables and the
process of investment and the incorporation of new technologies. These
operate through shifts in market structure, corporate strategy, and the en-
try of new actors into specific markets.

The three dependent variables of the model are growth, employment,
and equity. Growth in the post-reform period is compared with that of the
1950-80 base period, and its components (that is, capital accumulation,
labor accumulation, and productivity) are analyzed in a growth-account-
ing framework. The characteristics of the growth process (in particular, the
types of firms that are expanding output dynamically or lagging behind)
and the decisions on the type of technology to be incorporated will deter-
mine employment generation; the latter is disaggregated by productive sec-
tors and size of firm. Employment characteristics, especially the salary
differential between skilled and unskilled workers, are important in deter-
mining the distribution of income, although this may be offset by other
economic and social trends.

Six Propositions

We use this framework to explore a set of six propositions. They take as
a point of departure the previous judgment on the impact of the reforms:
growth has been modest; employment has grown slowly and with prob-
lems in job quality; and inequality has not improved and may even have
gotten worse. The propositions, then, are directed toward answering the
question of why the impact has not been more favorable.

First, the initial conditions in the various countries were quite diverse
and affected the extent to which reforms were adopted. Variables of par-
ticular importance include macroeconomic stability, economic distortions,
past growth rates, and the degree of governability. The greater such prob-
lems in the recent past, the more willing countries are to undertake large-
scale reforms in the hope of improving future economic performance. At
the same time, a history of past turbulence and failed reform or stabiliza-
tion attempts will increase the credibility problems of governments intent
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on changing policy course. Countries that have done well in the past have
much less reason to undertake risky reforms, and there is likely to be less
support for doing so.

Second, governments frequently introduced reforms that were incon-
sistent with their macroeconomic and social policies. The most obvious
case is when high rates of inflation and deficits continued, thus leading to
uncertainty for economic actors. Even if stability is attained, however, other
contradictions may exist. For example, exchange rate appreciation, stimu-
lated by newly liberalized capital flows, prevents firms from taking full
advantage of the new export opportunities presented by trade liberaliza-
tion. The way in which budget deficits are controlled may also generate
contradictions: cutting expenditures for social policies limits growth po-
tential as well as possibly increasing inequality, while reducing public in-
vestment limits the expansion of essential infrastructure.

Third, the reforms were slow to produce an impact at the micro-
economic level because of the great uncertainty they generated, especially if
they were combined with macroeconomic instability. This led to a hesita-
tion on the part of investors to engage in large-scale projects, as they pre-
ferred to defer irreversible decisions. One possibility is that the timing of
the response is arbitrary, depending on particular country conditions. It is
also possible that a pattern can be found across countries, geared to the
level of uncertainty and its impact on investors’ risk-return calculations.

Fourth, the uneven response of actors helped to explain both the less-
than-hoped-for performance to date in most countries in the region, as
well as the differential performance across countries. \WWe may expect a het-
erogeneous reception of the signals—creating leading and lagging sectors—
and thus the average response for the economies of the region would be
modest. The percentage of actors receiving and responding positively to
the signals also varies across countries (and across sectors and firms by
size), so that country averages vary quite substantially. Within countries
and sectors, economic actors’ past experience results in a heterogeneous
reception of, and response to, the signals from the reforms. The effects
have implications for all three of our dependent variables: growth rates,
employment, and equity.

Fifth, the positive effects of reforms were frequently undermined by
unfavorable trends in the international economy. Capital flows, for example,
helped to sustain high growth, despite contributing to distortions such as
overvalued exchange rates. However, sharp declines or reversals of—and
great volatility in—private capital flows can overwhelm the positive ef-
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fects. On the trade side, external demand can also contribute to economic
growth, but volatility in export prices and sudden declines in demand can
undermine the positive impact. The reforms have exacerbated both the
positive and negative effects by increasing the openness of the economies
to international flows.

Sixth, the reforms were incomplete in that they lacked the proper in-
stitutional support typically found in the industrial world. A key example
relates to the development of factor markets—namely, capital, technology,
and labor. Although these markets are imperfect in all parts of the world,
they are especially deficient in developing countries, including Latin America
and the Caribbean. Capital markets lack long-term segments, labor mar-
kets lack training opportunities for unskilled or low-skilled workers, and
technological progress is frequently limited to the largest firms. Another
way in which the reforms were incomplete refers to the lack of a proper
regulatory framework to complement privatization and liberalization re-
forms. For example, banking crises have been frequent in Latin American
and Caribbean countries in recent years, since local governments have failed
to establish and enforce adequate rules on reserves and lending practices.

Methodological Considerations

The focus of our approach on macro-micro relations and the central-
ity of actors has clear implications for methodology. Specifically, we must
go beyond the econometric or formal modeling techniques that typify most
of today’s economic research. We do use quantitative methods whenever
this is possible. For example, we engage in econometric analysis to explain
investment and growth outcomes as well as employment and equity pat-
terns. Many parts of the following chapters, however, require qualitative,
historical analysis. In particular, the complex interrelation of variables leads
to the use of such methodology in the sectoral analysis of investment.

The post-reform period covers a relatively short time span, and pool-
ing data before and after involves some important statistical assumptions
that may or may not be valid. Like others, we have engaged in such analy-
sis, but the results must be read with a substantial amount of caution. Our
concentration on nine countries also limits the number of possible obser-
vations, although it enables us to go into more detail on the policy and
institutional framework. In some particular cases, especially the chapter on
equity, the analysis draws on a larger set of countries, thus making econo-
metric analysis more feasible.
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The issue of timing goes beyond problems with numbers of observa-
tions. Much of the literature on reforms centers on comparisons between
the 1980s and 1990s. This clearly creates a bias in the results, since the
1980s were characterized by very low growth and the deterioration of a
variety of social indicators. A comparative analysis of the 1980s and 1990s
thus attributes to the reforms results that are merely the consequence of
recovery. To avoid this particular problem, some authors have turned to
comparisons with the 1970s. This type of comparison is also problematic
since the 1970s were a period of unusual dynamism based on borrowed
resources, which eventually led to the crisis of the 1980s. In other words,
the economic situation was not sustainable. Obviously the best possible
comparison would be with a similar economic situation in which no re-
forms had been implemented. Since this kind of counterfactual analysis is
of dubious value, our solution is to draw whenever possible on a data set
that uses as a base the 1950-80 period, which provides a better measure of
previous economic performance.™

As implied above, the focus on nine countries has both advantages and
disadvantages. It limits the range of methodologies that can be employed,
and in some cases precludes the use of powerful quantitative techniques,
but it gives a much better understanding of the interaction of variables that
are difficult, if not impossible, to measure precisely. Since these latter vari-
ables may well provide the key to understanding the mechanisms behind
the quantitative results found by other researchers, the sacrifice may be
considered worthwhile.

The nine countries were selected because they had the longest history
of implementing economic reforms in the region. Given that the aim of
the project was to study the impact of the reforms, this was the most obvi-
ous way to select the sample.*” Four of the countries—Bolivia, Chile, Costa
Rica, and Mexico—have reforms that date to the mid-1980s or, in the case
of Chile, to the mid-1970s with a reinvigorated period beginning in the
mid-1980s. Four others—Argentina, Brazil, Colombia, and Peru—began

16. Such a methodology is being used in a joint project by the United Nations Development
Program (UNDP), ECLAC, and the IDB. See Vos and others (forthcoming).

17. The alternative would have been a sample that mixed reformers and non-reformers, using the
latter as a type of control group. Our main reason for not using this alternative research design was
that two of the countries that would enter the sample as non-reformers (Ecuador and Venezuela) were
in such difficulties that reaching meaningful conclusions would have been impossible. Macroeco-
nomic instability and lack of consensus on the need for reforms gave rise to extremely volatile eco-
nomic conditions, under which long-term trends on investment, productivity, and other variables
could not have been detected.
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Table 1-1. Weight of Nine Countries in Latin America and the Caribbean,
1998

GDP GDP Exports Imports
(billions  per capita  (billions  (billions
Population  of 1995 (1995 of 1998  of 1998

Country (millions)  dollars) dollars) dollars) dollars)
Argentina 36.1 304.8 8,438 25.3 31.0
Bolivia 8.0 7.6 959 1.3 2.3
Brazil 166.3 711.9 4,281 51.1 60.8
Chile 14.8 76.9 5,187 14.8 17.1
Colombia 40.8 83.9 2,056 10.9 14.6
Costa Rica 3.8 9.8 2,550 5.4 6.2
Jamaica® 2.5 4.7 1,869 1.4 3.1
Mexico 95.8 428.1 4,467 117.3 125.3
Peru 24.8 65.5 2,642 5.7 8.2
Subtotal 3929 11,6932 3,605 233.2 268.6
Total Latin America® 4855 1,876.1 3,865 263.4 307.2
Share of nine (percent) 80.9 90.3 111.5° 88.5 87.4

Source: Project database, on the basis of ECLAC statistics.

a. Data for Jamaica are for 1997.

b. Total Latin America includes twenty countries for population, GDP, and GDP per capita; seven-
teen countries are included for exports and imports.

c. Ratio of the weighted average GDP per capita of the nine countries to the weighted average GDP
per capita of the twenty countries.

their reforms in the early 1990s."® Jamaica is frequently considered to be an
example of the group of earlier reformers, but our own analysis puts it in
with the latter group, indicating that the reforms are best dated as begin-
ning around 1990. Given the much longer history of the Chilean reforms,
some added weight is given to this country in the chapters that follow.
Although the countries were selected for their reform history, they also
represent the vast majority of the population, economic output, and inter-
national trade of the Latin American and Caribbean region. As can be seen
in table 1-1, the nine countries account for 81 percent of total population,
90 percent of aggregate GDP, and 88 percent of international trade (the
average of exports plus imports). In terms of per capita GDP, they are slightly
above the regional average. Finally, other characteristics of the nine coun-

18. Argentina actually had a brief experience with reforms at the end of the 1970s, but the process
was aborted and not resumed until the Menem government took office in 1989.



16 NEW APPROACH TO ANALYZING REFORMS

tries are relatively diverse. They include the three largest countries in
the region (Argentina, Brazil, and Mexico), three medium-size economies
(Chile, Colombia, and Peru), and three smaller ones (Bolivia, Costa Rica,
and Jamaica). They also have substantial geographic diversity within the
hemisphere.

Building on an in-depth analysis of this group of countries, we can
arrive at a better comprehension of the processes stimulated by the eco-
nomic reforms. We can see which countries did better and why, which
types of firms did better and why, and how the diversity affected the distri-
bution of benefits. Only with this kind of understanding will we be in a
position to propose a set of policy recommendations in the final chapter of
the book.

The book is organized in the following manner. Chapter 2 analyzes the
international context in which the reforms took place, with emphasis on
trade and capital flows. Chapter 3 discusses the reforms, macroeconomic
policies, and social policies, together with their interrelations. Chapter 4 is
the first of two chapters that focus on the aggregate level of analysis, in this
case analyzing trends in investment, productivity, and growth. Chapter 5,
then, follows with an aggregate-level analysis of employment generation
(incorporating both quantity and quality dimensions) and equity. Chapter
6 turns to the sectoral and microeconomic levels, to examine questions
that could not be answered at the aggregate level. In particular, the chapter
focuses on whether the reforms have changed the structure of output, in-
vestment, and productivity so as to provide faster, more sustainable growth
as well as adequate employment opportunities. Chapter 7 concludes with a
summary of the findings and a set of policy recommendations.



