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A recent UN study on the State of Democracy in Latin America found that more than half the citizens of the region would support an authoritarian regime if it could solve their country's economic problems. This worrisome position, reflecting the cultural fragility of democracy in many parts of the Americas, is a consequence of the region's dismal economic results that have en-dured for many years, despite the political and economic reforms that have been undertaken since the late 1980s. In fact, many people subscribe to the idea that those reforms are the very cause of the poor performance of so many Latin American nations. 

This belief is dangerous on two counts: It provides fertile ground for the revival of authoritarian governments, which were pervasive throughout the region not so long ago; and it helps resuscitate populist, interventionist and protectionist policies once thought to be totally discredited and defunct in these countries. If a return to the past were to occur, the biggest losers once again would be the large majority of Latin Americans, whose individual freedoms and chances to prosper in their own lands would be severely curtailed. 

Pertinent Questions

It is therefore important to ponder why Latin America, with the exception of Chile, continues to fall behind much of the rest of the world, and to ask what must be done to reverse the situation. First, I want to refute the notion that Latin America is failing despite--or, even worse, because of--the adoption of profound reforms. In point of fact the reforms, although substantial, have been far from profound and have proven insufficient to break the bottlenecks that have impaired the region's development for far too long. Today--as was the case 30 to 40 years ago--Latin America is crippled by low savings rates, typically one-third to one-half those of Asia's emerging economies. Low savings rates lead either to low investment rates or to an imprudent reliance on foreign borrowing to finance capital expansion, a situation that almost invariably leads to financial crisis. Even more serious, investment--both in physical and human capital--continues to be plagued by low productivity. True, some economies elsewhere have grown with relatively low investment rates, but only when productivity has been high enough, as is beginning to occur in some eastern European countries. Other countries, such as China, have grown fast despite having relatively low productivity rates because they have high rates of savings and investment. 

Latin America must accept that in order to grow it cannot have it both ways: investing little and investing wrong. The meaningful liberalization efforts of a few years ago notwithstanding, most Latin American economies continue to be burdened by numerous distortions in their product, capital and labor markets. The end result is that too much of their available resources is wasted. The huge costs of opening and closing enterprises, the tremendous rigidities in labor markets, the weak institutional ability to grant title to and enforce property rights, the lack of quality control in the education systems and insufficient competition in most economic sectors are some of the factors that consistently conspire against productivity. 

Deepen, Don't Reverse, Reforms

Latin American nations will not overcome poverty and social injustice without achieving and sustaining high economic growth for at least two generations. For this to happen, policy changes must be put in place that encourage higher levels of savings and investment and increase the productivity of capital and labor. It must be recognized, however, that in any democracy the capacity to implement meaningful reforms is limited at any point in time--or during any particular governmental period, for that matter. Reforms, therefore, must be prioritized. None seems more important than fixing, once and for all, Latin America's perennially precarious public finances. These states' fiscal weakness continues to be the chief reason for their poor savings and investment performance and the main factor behind their recurrent and devastating financial crises. 

Not every fiscal problem is the same throughout the region, however. Some countries raise high amounts of revenue but spend even more. Others spend more frugally but proportionally collect less in taxes. All spend too little on basic infrastructure. The general goal must be to achieve fiscal consolidations--either by axing current expenditures or by collecting more taxes. This would enable governments to apply countercyclical macroeconomic policies and to invest more in human and physical infrastructure. 

Next in importance is guaranteeing the rule of law, under which falls the protection of property rights and the relentless fight against corruption. The rule of law is an essential requirement for the development of credit markets and other important aspects of a modern economy. Finally, the removal of internal and external barriers to competition must be part of any must-do list of public policy. Latin American economies need fewer and better regulations and must be more open to foreign competition and investment. 

Needless to say, these reforms are extremely difficult to execute, mainly because of opposition from those benefiting from the status quo who also happen to be well-positioned to control to their ad-vantage economic processes as well as political outcomes. Democracy must be used to defeat them before they defeat democracy. 
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