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Part 1
General Overview, Problems, Trends and
Regional Policies in Latin America



Chapter 1
The Reason Why of This Book:
An Introduction

Juan R. Cuadrado-Roura and Patricio Aroca

The quantity and quality of the research and publications on Latin American
nations’ territorial problems and policies have increased substantially over the
past decade. However, the fact that the majority of the studies have been published
in Spanish and Portuguese has limited their dissemination to the countries in which
those languages are spoken. Today, there is a great deal of interest in Spanish- and
Portuguese- speaking America for a variety of reasons. The region’s increasing
weight on a global scale is undeniable due to its population and the dynamism of
some of its economies and to the interesting political changes that have taken place
and continue to develop in these nations. As such, one should not be surprised by
the interest that has developed in the problems, dominant trends, and policies of the
countries of Latin America, which has increased both generally and in regard to the
specific sphere of the regional, territorial and local.

For all of these reasons, we decided to publish an English language book about
territorial issues and the regional policies that have been applied in Latin American
countries over the past few decades. Nearly 3 years have passed since we began to
develop an outline of the publication. During that period, Springer-Verlag agreed to
handle the editing and marketing of the book, and we should note that it did so
enthusiastically. This was without a doubt an important source of encouragement
for us as editors and for all of the authors who prepared a set of original manuscripts
for possible inclusion in the book. Springer-Verlag’s support guaranteed that the
book would be handled carefully and marketed on an international scale.

All of the manuscripts that were submitted during the first phase of the project
were submitted to anonymous review, after which they were revised, edited and the

J.R. Cuadrado-Roura ()
Department of Applied Economics, University of Alcala, Madrid, Spain
e-mail: jr.cuadrado@uah.es

P. Aroca
University Adolfo Ibanez, Vifia del Mar, Chile
e-mail: parocanet@gmail.com

J.R. Cuadrado-Roura and P. Aroca (eds.), Regional Problems and Policies in Latin 3
America, Advances in Spatial Science, DOI 10.1007/978-3-642-39674-8_1,
© Springer-Verlag Berlin Heidelberg 2013
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data used have been updated wherever possible. One of the conditions to which the
authors agreed was that all of the texts be absolutely original.

The experience and earlier publications of the authors and teams that joined the
project guaranteed the quality of their contributions. A second basic condition for
the project was that all manuscripts contribute clear added value beyond that which
was already known utilizing the most current data and information possible. An
additional condition was placed on chapters that present a specific analysis of a
series of countries. In addition to being original work, they were required to have a
survey focus. The goal was to ensure that any reader would be able to come away
from the text with a global vision of what had occurred in each country regarding
the evolution of disparities and other regional problems and the policies applied.
Each text also had to offer a selection of bibliographic references for those
interested in expanding their understanding of the topic. Something similar was
sought in the texts that provide more horizontal and comparative analyses of
common issues and problems such as job markets, poverty, fiscal decentralization,
and urban problems and the concentration of population and wealth.

The final result of this effort is this 24-chapter book which offers a very current
and critical vision of regional problems in the countries of South America and
Mexico. Of course, its contents are not exhaustive. It would be nearly impossible to
address every single issue that merits attention. We do believe that this volume
offers a broad vision of territorial matters in Latin America, the place that they
occupy in the societies and economies of the region, the efforts that have been
deployed to reduce interregional disparities in income and living conditions, and
the challenges that must be faced now and in the coming years.

As the editors of this book, we are quite satisfied with the results, though we are
aware that there are problems that we have not been able to address mainly due to a
lack of available research. In any case, we trust that this publication will allow other
studies to emerge that will complement, update, and expand upon its contents.

The texts that were selected have been organized into three parts. The first
consists of more general analyses designed to provide an overview of the problems,
dominant trends, and role of territorial policies in Latin America. The second is
composed of texts that address a group of countries that is representative of the
region but also reflects the differences that exist. The third presents studies that
consider more horizontal issues, comparing the unique situations of several differ-
ent countries. Below we mention some of the characteristics of the studies that
make up these three sections.

1.1 General Overview: Problems, Trends and Territorial
Policies in America Latina Along the Last Decades

The first part of the book includes seven chapters. As it has been pointed out the aim
of this part is to offer a panoramic overview on the evolution of regional disparities
in the Region, as a whole, and the most outstanding territorial trends. It also
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includes a first analysis of some regional programs and actions put into practice or
recently planned.

The editors of this book, Profs. Juan R. Cuadrado-Roura and Patricio Aroca,
are the authors of Chap. 2, which aims are clearly two. Firstly, to underline some
arguments and characteristics of recent attitudes about regional problems in Latin
America and the increasing interest of International Organizations about them.
And, second, to propose the need for regional development policies in Latin
America, taking advantage of the period of excellent performances in terms of
macroeconomic growth that most economies of the Region are experiencing from
the beginning of this century. A departing point supporting to this proposal is the
fact that regional economic disparities are actually higher than in other continents.
There are examples of Latin American countries where the richest region has an
income per capita almost ten times the poorest. Even in cases not having so high
differences, the dominant characteristic of such income disparities is that they have
not changed significantly along the last decades.

As many authors point out, from politics and macroeconomics it would seem
that Latin America is once again facing the dilemma of choosing between promot-
ing more market and promoting more government in policy, particularly in regional
policy. Increasing importance is given to the fact that inequalities are beginning to
generate strong movements that are opposed to continuing with the concentration of
power and wealth in some specific areas within each nation or certain groups within
the population. From Central America to the Patagonia and from the Andean
countries to Venezuela or Brazil, numerous political movements can be seen
claiming for a better distribution of the income, both at personal and territorial
level. Undoubtedly, as the authors establish in this chapter, there are sufficient
elements and signs to suggest that interregional inequalities merit more attention
than they have received over the past decades. But regional development policies
cannot be confused with simple redistribution policies or measures taken to combat
poverty and improve the wellbeing of low-income individuals or families. Struc-
tural changes and long term objectives to develop the backwardness regions cannot
be identified to some social programs actually implemented by some Latin Ameri-
can governments. The development of more delayed areas requires profound
changes that cannot be achieved through short term policies. They require policies
having continuity and not being subject to changes derived from electoral processes
or governmental changes. And they require also concentration of actions and
policies and not dispersion over all regions of a country. Arguments justifying
this type of regional policies and some specific requirements to get successful
results are also pointed out in this chapter.

Chapter 3 provides an overview of some stylized facts of development models in
Latin America and the dynamics of the socio-spatial inequalities in the past half
century. Jorge Mattar, actual Director of the ILPES-CEPAL, and Luis Riffo,
researcher of such Institute, are the authors of this text which is organized in two
main parts plus some final reflections. The first part deals with an analysis of the
prevailing development models in Latin American and the Caribbean throughout
the last 50 years, paying particular attention to the observed changes in the role of
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the state and to the predominant ideological ideas. The second part offers a study of
long-term trends of the regional economic disparities in some of the most represen-
tative countries of Latin America: Chile, Mexico, Brazil, Colombia and Peru,
emphasizing the spatial concentration of GDP and population and the slow evolu-
tion of regional disparities in GDP per capita, which have even worsened in some
cases. Finally, the chapter ends highlighting the increasing importance that territo-
rial development policies seem to have recently, reviewing some particular cases of
countries that have plans to implement new approaches and perspectives.

Some final remarks of the authors must be pointed out. The first is the radical
change of approaches that can be observed between the decades of 1940-1970 and
the 1980s onwards. The core of this important change is the degree of confidence on
the role of the market and the state as instruments to promote development and the
increasing internationalization of the economies. While, in the first stage the state
was almost always the main agent to decide economic policies — including some
regional policies experiences — in the second stage the market has been the main
protagonist, mainly through privatization of public companies and public services,
de-regulation processes, openness to FDI and supporting the role of private
entrepreneurships and investments.

The second remark is on the evolution of regional disparities. The main trends
observed is that while it is possible to observe interesting transformations in terms
of population and the structure of production, as well as some evidence of conver-
gence in GDP per capita, no substantive changes can be observed in the main core
subsystems of each country and the strong interregional disparities. This last is
calling for more active regional policies and to increase decentralization in terms of
governance.

Territorial policy is the main topic of Chap. 4, which was written by renowned
professor and expert Sergio Boisier. Boisier draws on a very important asset: his
direct experience over the course of many years as a member of ILPES and
consultant on the design and implementation of territorial policies in many South
American and Caribbean nations. This chapter contains impressive ideas and
conclusions that will no doubt be of interest to the reader. The text also has a
very critical profile in regard to the handling of territorial policies, which are
described in terms of benchmarks and in the context of the policy models that
sustained them. The author describes the changes that have taken place in regional
development policy in Latin America, situating all of this in the context of the
nations’ various governments and dominant ideological backgrounds. Two ideas
are particularly noteworthy. The first is the general trend towards decentralization
that has impacted the majority of the countries of Latin America. The second is that
many of the changes observed have their roots in theories from those specific
periods. As a result, there has been a clear lack of continuity in the actions
implemented. Boisier argues that the failure of many policies has to do with both
of these phenomena.

Professor Juan R. Cuadrado-Roura, from the University of Alcala, and the
engineer and economist Sergio Gonzalez, researcher at the ILPES-CEPAL, have
been the authors of Chap. 5, which analyses the relationship between economic
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growth and regional disparities in Latin America. The first section of their paper
underlines five stylized regional or territorial trends considered by the authors as the
most relevant along the last decades in Latin America. That is: the high levels of
product and population concentration; the high level of regional disparities within
countries that barely have declined; the significant growth of some regions as
producers of primary resources; the low progress in decentralization objectives;
and the lack of effective regional development policies or the lack of continuity in
several countries. Lately, the text analyses in-depth the spatial concentration of
population and production as a characteristic of the majority of Latin American
countries, as well as the very limited evolution, if not worse, of regional disparities
compared to the most positive achievements of the national economies. The authors
discuss and show the empirical results of the relationship between economic growth
and regional disparities in eight Latin American countries, which should give
support to the need of much more active and realistic regional development policies
oriented not only to diminish the high territorial inequalities but to increase the
economic and social cohesion. In this field the text suggests the three principles that
international experiences show as the suitable starting point for a Regional Devel-
opment Policy. They offer also some guidelines to be considered in terms of
objectives, strategies and instruments of such policies, drawn from international
experiences.

The problem of concentration and growth is also the central point of the
contribution prepared by professors Manuel Atienza and Patricio Aroca. Their
work is included as Chap. 6 of this book. It presents a rich analysis of the trend
towards concentration and its effects. Specifically, the authors argue that concen-
tration restricts the growth of many Latin American nations. In addition to
reviewing theoretical ideas about the topic, Atienza and Aroca provide empirical
analyses that demonstrate the evolution of spatial concentration over the past few
decades in terms of both population and economics. Their goal is to show that that
spatial concentration affects countries’ growth based on the cases of nine very
important countries in the region. Their work suggests that the polarized pattern of
urbanization has become an obstacle to their growth. The authors identify two
groups of countries for which it is recommended that the reduction of spatial
concentration become a national policy objective, not only due to reasons of equity
but to increase the growth potential of their economies. The first group includes
almost all Southern countries: Argentina, Chile and Peru, followed by Uruguay and
Paraguay. The second group is formed by most of the countries in Central America.
The existing differences between these groups and countries requires particular
case analysis, paying particular attention to evaluate the degree to which policies
aimed at de-concentration of population and productive activity contribute to
promoting their growth.

The last chapter of Part I have been prepared by L.M. Cuervo, an experienced
researcher of the ILPES, and N. Cuervo, economist. Their work, which is presented
as Chap. 7, complements the previous study and expands the analysis of the strong
urban development that has taken place in Latin America (LA) over the past several
decades, connecting it to the regional disparities that persist in the majority of the
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countries of the region. The analysis underscores urban primacy as a very dominant
characteristic and provides an in-depth study of urban primacy and economic
primacy, presenting a comparative empirical analysis based on seven countries.
Special attention is paid to the cyclical nature of urban primacy over the past
60 years, showing that the ultimate phase of the diachronic function of primacy is
saturation. Nevertheless, the authors remark that the decrease in primacy after
saturation is much slower than its increase along its growth phase. Additionally,
it shows the appearance of processes of stagnation or reversion of these trends; that
is, a take-up of primacy growth again. As the chapter shows, these processes of
revitalization of growth in Latin America primacy seem to be associated with the
deep economic restructuring that large cities are experiencing across the continent.
All this let the authors to analyze and propose the global effects produced by these
changes. But, the authors underline some existing differences. Argentina, Peru and
Brazil show a permanent relationship between changes in economic primacy and
changes in disparities, whereas Bolivia, Colombia, Chile and Mexico show a
significant but changeable direction of such relationship. An interesting epilogue
closes this contribution proposing some final reflections about the public policy that
seems convenient to apply and the need to confront seriously the urban concentra-
tion and their consequences in a good number of Latin American countries.

1.2 The Necessary Country Study Analysis

It is important to note that while the texts from Part I generally suggest that there are
many characteristics that seem to be shared by all Latin American nations, it is also
true that the there are differences among them. Part II presents seven chapters that
provide analyses of regional development problems and policies in specific Latin
American nations or groups of nations.

Professors Luis Quintana and Norman Asuad of FES-Acatlan and the UNAM
School of Economics, respectively, are the authors of Chap. 8, which focuses on
Mexico. The title of the chapter suggests the main points that the study addresses,
all of which are quite closely linked: Growth, concentration, inequality and
Regional Policy in Mexico. Three characteristics differentiate the focus adopted
by the authors from other contributions already published on the Mexican case.
First, they analyze the evolution of inequality in Mexico under the idea that the
spatial unit of analysis is relevant. This leads the analysis to combine the traditional
analysis by states with one by metropolitan areas, which they believe represent a
regional disaggregation closest to what functional economic region should
be. Second, they use new proposals to measure the inequality, not restricted to
the traditional analysis of sigma and beta convergence. Third, the analysis seeks to
contextualize inequality in the process of spatial concentration of economic activity
in the country, showing at the same time how regional policies have helped to
consolidate the current concentration pattern and the regional differences that arise
in this process.
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It is not our place to provide a detailed discussion here of how the authors delve
into these three fronts, the empirical evidence that they present and the main
conclusions that they reach. The reader can evaluate the quality of the analysis
provided independently. He or she also can observe the very clear connections that
exist between growth, economic and demographic concentration, and spatial
inequalities in Mexico and the changing regional policy actions. The problems
and challenges that the country faces from this territorial perspective require a clear
strategy as well as continuity in the policies that are applied, the latter of which has
always been absent given that policies are linked to government mandates that are
limited to 6-year periods.

Colombia presents a set of unique characteristics in this regard as well as points
in common with other Latin American countries. Luis A. Galvis and Adolfo
Meisel of the Banco de la Repuiblica de Colombia Center for Regional Studies
(Cartagena) contributed Chap. 9 of this book. The main objective of this contribu-
tion is very clear: departing from some theoretical approaches on the origin and
evolution of regional disparities they focus their attention on the Colombian case to
show the facts associated to inequalities and regional imbalances. They also
highlight the role of the central government through regional policies and the
limited success that it has achieved. After a very robust and detailed analysis they
conclude that regional economic disparities have been increasing in Colombia over
the last decades and the lack of success of the policies implemented to reduce such
disparities. Government transfers have actually benefited mainly the most prosper-
ous regions, as there is a positive correlation between income per capita and
transfers per capita by the central government. They conclude that a regressive
policy has been practiced, which has not favored the poorer areas that are rural and
mainly located in the periphery of the country.

As Professor Carlos R. Azzoni, from the Sao Paulo University, points out at the
beginning of his contribution — Chap. 10 — “being a country with large territory, it is
expected that regional disparities would be pronounced in Brazil”. This is true, but
it is necessary to analyze deeply the actual situation, the evolution along the last
decades and the factors explaining the changes observed. General indicators are
presented and analyzed in this text revealing the high degree of economic
disparities in the country and its persistency. Figures cover a long period of seven
decades end it is clear that concentration and regional inequalities of Brazil are high
and relatively stable over time. As for spatial concentration of economic activities
the main change is the growth in the north region, related to mining and logging,
and in the mid-west region, related to agriculture and agribusiness. So, the main
changes are related to resource-oriented activities, led by, or associated to, some
governmental programs such as the establishment of a new state capital (Brasilia) in
the Mid-west, the design and implementation of a free-import zone in the Amazon,
the support given to technological improvement in agriculture making possible
for the mid-west to become a great-basket for the world. Any case, it appears that
income inequality decreased in the last decade, but this is associated with govern-
ment social programs. But, it seems clear that there is a long way to diminish the
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concentration of economic activities. As Prof. Azzoni concludes “centripetal forces
are still surpassing the centrifugal influences of de-agglomeration economies”.

Argentina constitutes a rather singular case, but finally not so different from
other LA countries. The text has been prepared by Professor Victor J. Elias, with
Mauro Alem, Julio J. Elias and M.A. Mancino and it is an excellent contribution
to a better knowledge of what has happen along the last four decades in Argentina,
from a territorial point of view. The author’s analysis, which has been included as
Chap. 11, draw on several factors strongly related to economic development, on the
basis of its initial and current value, including: education (human capital), financial
sector development, urbanization, exports, productivity, tax burden, size of firms,
among others, They also analyze the role of public policy on regional development
of the country. As in other countries of the Continent, Argentina is characterized by
a large concentration of population and economic activity in one region known as
Pampeana, which includes Buenos Aires City and Buenos Aires Province, as well
as Cordoba, Entre Rios, La Pampa and Santa Fe. Buenos Aires is, of course, the
main concentration of population, economic activities and transportation
infrastructures. Any case, as it is shown in the chapter, the main feature of regional
development in Argentina is the remarkable diversity across regions and provinces
in measured per capita income levels and in growth rates. The convergence in living
standards between provinces has been very low along the four decades analyzed
and there was little change in the income per capital raking of provinces. Only
Catamarca’s region has had an unprecedented growth performance due to the
mining, but provinces of the Nordic region lag behind by any economic measure.
Regional economic policies during the period have registered frequent changes and
most of them were targeted to macroeconomic objectives as to increase exports,
industrial production and, some, to innovation and education.

Patricio Aroca is the author of Chap. 12 on Inequalities and Regional Policies in
Chile. Ten years ago Aroca and Hewings have yet shown that in the case of Chile,
even when migration follows the market’s signals, inertial concentrating forces
around large cities, particularly around the Metropolitan Region, were stronger,
leading to greater concentration rather than a reduction of inequalities of the
country. The Aroca’s contribution to this book not only confirms this result but it
argues that Chile, starting from the basis that it is one of most inequitable nations in
the world and that this situation has a strong territorial component. He argues that
between 1990 and 2010, regional differences have grown, presenting a center-
periphery type pattern. This is proved in the second section of the chapter where
results from the analysis carried out by the author on the evolution of regional
inequalities in Chile have increased over time and that their origins lie in govern-
ment actions and the expansion of the market mechanisms for assigning resources
to the production of goods and services. A particular remark can be picked up from
the analysis carried out: the analysis of the country from a spatial shows the main
profile of inequality in Chile, namely a high concentration of income and the
benefits of growth around the Metropolitan Region despite the fact that the growth
of production in other regions has been higher. In other words — the author says —
this Region has a very strong capacity to appropriate the income generated by
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growth in the country. According to the statistical data, the Metropolitan Region
shows the highest income of the country and the differences with the rest of regions
has grown over the course of a decade. A second group is formed by the southern-
and northernmost regions which produce primary goods (cooper, oil and salmon).
The rest of regions, which are low-income, are located in the central part of the
country to the north and south of the Metropolitan Region. The increase of
inequality observed is not only due to the mechanisms of market, but to government
actions, which fund designed to reduce regional inequalities has worked increasing
the centralism of public spending, the allocation of grants for advanced human
capital and the monetary policy of the Central Bank of Chile, mainly oriented to
guaranty the prices stability.

Two more countries have been object of specific analysis: Peru and Ecuador,
located as Chaps. 13 and 14 of the book, respectively. The Peru’s analysis has been
developed by an academic team constituted by professors Maria-Teresa Gallo and
Ruben Garrido (University of Alcald, Madrid) and Efrain Gonzalez and Juan
M. delPozo (Catholic University of Peru). These authors begin their analysis by
showing that this country has experienced high levels of growth over the past few
years which was motivated to a great extent by the exportation of primary
resources. However, from a territorial perspective and even a sectoral one, this
does not seem to have been capable of modifying the old tendency towards
divergence among the regions of the country. Overcoming the limitations of the
model of ‘imbalanced economic growth’, or non-inclusive growth as the authors
prefer ton ame it, constitute one of the main challenges of the Peruvian economy.
This growth continues to coexist with high levels of inequality and socioeconomic
territorial disparities, and thus has not resulted in generalized welfare for broad
sections of society and for more diverse territories. As factors explaining this
process, the author point out: first, the primary material exports model, largely
based in mining, which does not contribute to generate changes for the regions to be
capable of endogenously activating regional demand and reducing their rates of
rural poverty; second, the dynamism of imports, favored by the revaluation of the
‘nuevo sol’, does not generate the necessary incentives for investment in productive
sectors; and third, the limited distributive capacity of the state, together with
restrictions on undertaking and effective decentralization and to improve the
efficiency of public expenditure. Final comments from the analysis carried out
underline three final points: (1) the advances to close the gap among regions is very
limited; (2) the strong and increasing spatial concentration of economic activity,
accompanied by greater levels of inequality, configures a type of perverse dynamic
of growth, with a strong divergent center (Lima) which scarcely integrates the
remaining regions; and (3) that the fruits of decentralization are still scarce as it is
not contributing to change territorial economic concentration or divergence among
regions. All this is claiming for greater efforts to be implemented with a long-term
view and assured continuity in actions.

The analysis of Ecuador has been developed by a group of young academics of
the Private Technical University of Loja, Marlon Ramoén, Santiago Ochoa and
Diego Ochoa. Chapter 14 shows that the case of Ecuador is quite similar to those of
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other Andean nations. Over the past few years, Ecuador has managed to grow at
fairly high rates. This was due to a significant extent to the exportation of primary
products, as is the case in Peru and other neighboring countries. The authors utilize
conventional convergence analyses to show that this growth has been accompanied
by a moderate decrease in regional differences in terms of per capita product. This
reduction is linked to migratory movements, which have resulted in high population
and productive activity concentration in Quito and even to a greater extent in the
area of Guayaquil. In fact, Ecuador is a highly polarized nation with areas or regions
that present notable differences as a result of their physical/geographic
characteristics. The analysis shows that the forces of growth are very dependent
on elements outside of the country and that exhaustion may have begun, which
suggests that there is also an incipient process of regional divergence. The estimates
of beta convergence and the Moran index allow us to arrive at a more complete
vision of that which is taking place in the country as a whole and to highlight the
fact that what occurs in a given region is very much connected to the dynamics and
productivity of neighboring regions. From the perspective of regional policy,
several observations can be made: (1) notable changes have been introduced in
regard to territorial division in Ecuador; (2) there is a limited presence of regional
development policies as such with a predominance of sectoral policies that have
benefited the most dynamic nuclei, especially Guayaquil; and (3) the current focus
is on social equality policies which are more oriented towards the individual or
families than an effort to decrease territorial disparities.

1.3 Horizontal and Comparative Analysis

The case studies in Part II of the book and the more general trends that are analyzed
in Part I clearly do not exhaust the field of possibilities of analysis that a collection
like this one should address. As such, a third of the space, or perhaps a bit more than
that, was set aside from the outset to include a set of contributions focused on
providing more specific analyses of relevant topics such as migration and popula-
tion, education and human capital, poverty, progress and difficulties linked to
greater decentralization, exports, and the regional policies implemented by some
countries. The idea was for these chapters to provide information regarding several
countries from the region in order to underscore the points of contact and
differences in each specific case. It has not been possible to meet that objective in
every case, but the great majority of the contributions selected for this book do so.

Part I1I has ten chapters. The first one, number 15 of the book, has been prepared
by Professor Patricio Aroca and the researcher of the Population and Development
of CELADE- ECLAC Population Division — Jorge Rodriguez. The central point is
the analysis of demographic trends and internal migrations in several Latin-
Americans countries, shows a strong tend to concentrate population around more
developed areas.
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Even though, the market signals as regional wage differentials, unemployment
differentials and growth at regional level, tend to move people in the expected
direction and one might be predict a reduction of territorial differences because the
market job in reallocating workers, what the authors find is that a large share of the
movement is associate to the size of the population at the destination region, which
is also the main region of its country. This conclusion rises in the descriptive
analysis of the data as well as in the model that allows controlling for several
other characteristics.

The main implication of this results endure the conclusion of several other
chapters of this volume, that concentration in Latin-America has a strong inertia
that will need serious regional policy to revert.

Professors Miguel A. Mendoza and Jorge Isaac of the Schools of Economics at
UNAM and FES-UNAM (Acatlan), along with researcher Marcos Valdivia of
UNAM’s Regional Center for Multidisciplinary Research, offer a study on Educa-
tion, Innovation and Economic Growth in Latin America, which is Chap. 16 of this
book. We have become familiar with these topics through earlier research but these
authors revisit them and offer a truly interesting analysis. The main purpose has
been to analyze how economic growth in the LA countries is affected by the
linkages between population in school (net enrollment rate) and population with
different educational skills enrolled in the job market. In particular, their study
focus in whether skilled workers are engaged in the production processes through
practices of imitation or innovation of technologies and how this affects growth
performance. Figures used come from the Socio-Economic Database for Latin
America and the Caribbean, the World Bank and the data set of Educational
Attainment of Barro & Lee. The authors examined the challenges facing education
in LA on the basis of UN’s Millenium Development Goals, concluding that:
(1) most countries in LA can achieve the goal of universal primary level education
by 2015; and (2) that the workforce with primary level schooling yrs. is relatively
homologous among LA countries. The situation is very different when analyzing
the enrollment rates and the years of schooling for secondary and tertiary education.
Great disparities exist between countries in this case; Argentina and Chile emerge
as leaders and Peru, Panama and Chile came top in tertiary and higher education.
Actually, the differences in the proportions of the population with complete sec-
ondary and tertiary education, accumulated over the past 60 years. do not seem easy
to reduce in the short term. And, on the other hand, the links between levels of
education and the capacity of innovate or imitate technological processes are very
clear, according to the analysis carried out using five economic growth models.

At least in some aspects, the previous contribution is complemented by the paper
included as Chap. 17, which adopts a much more regional approach. It has been
produced by Francisco Rowe, from the University of Queensland, and its title is:
‘The Geography and Determinants of Human Capital in Eight Latin American and
Caribbean (LAC) Countries’. Using a unique dataset comprising 5,978 city-level
regions from eight LAC countries, the paper investigates the evolution of the
national stock and spatial distribution of human capital and explores the factors
that influence a region’s share of human capital. The analysis shows that the
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national stock of human capital has increased in all eight countries over the past last
five decades to 2010, but it has remained smaller than in advanced economies, such
as Japan, Australia and the US. On the other hand, the results accomplished reveal
that human capital in LAC countries is concentrated in regions which include areas
of main cities and their close surrounds. The findings also suggest that a unique
combination of factors collectively play a role in explaining regional differentials in
human capital accumulation. Of these, the provision of public amenities is shown to
be the most prevalent factor influencing human capital differential in each of LA
countries. In contrast, the share of regional foreign-born workforce as a measure of
regional diversity only helps to explain regional differences in human capital in the
case of Brazil. This original contribution opens a door to new researches on this
interesting aspect of regional disparities inside the LAC countries.

The issue of poverty in Latin American nations and its connection to living
conditions and particularly wages is without a doubt one of the overarching
questions that could not be omitted from this book. Chapter 18 was prepared by
Professors Carlos Salas and Anselmo Santos of the Universidade Estadual de
Campinas in Brazil utilizing data from that country and Mexico. Their analysis
show not only the crucial importance of this topic, but the differences which exist
comparing both countries. In Brazil, due to a major policy change, incomes have
been raising more than in Mexico, jobs were created in the last decade and poverty
felt throughout the whole country. Job creation increased also the number of
salaried workers protected by the labor and progress to a more egalitarian society
has taken place. This let not ignore that there is a group of hardcore poverty areas in
Brazil and that standard policies are not enough to rise the living standards of
millions of people, due to their isolation, their low levels of education and the
impact of poverty ridded generations. The Mexican case shows some specific
characteristics and differences compared to Brazil. The greater integration of this
country into the US (and Canada) economic area have not lead to a convergence
process, whereby the less developed regions started growing faster to catch up the
rest of the country, thereby diminishing poverty levels in a more clear and perma-
nent way. Unfortunately, the impact of the actual crisis, starting in 2008, and the
slow rate of creation of qualified jobs have had an impact on the general well-being
of Mexican workers. Micro economic units (those having less than six workers,
including self-employed workers) represent more than 80 per 100 of the Mexican
enterprises; they create more jobs than the rest of the economy but their working
and payment conditions are bad, which surely explain the surge in poverty levels. It
is clear that more education is needed, but the type of jobs being created does not
need qualified personal. The chapter includes tables supporting the results attained.

Two different papers included in the book as Chaps. 19 and 20 have focused the
problem of decentralization in LA. The contribution of Professor Clemente Ruiz
Duran, from the UNAM, offers a rich approach to the topic both from a theoretical
point of view but also considering the consequences of the dominant ‘centraliza-
tion’ being practiced in a great number of LA countries. On the other hand, the
contribution written by M. Camilo Vial, Ph.D. candidate in Political Science, pays
a much more specific attention to the fiscal decentralization through a comparative
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analysis of Bolivia, Chile, Colombia, Ecuador and Peru. Both are, without any
doubt, two excellent papers, plenty of ideas to extend the debate on centralization
versus decentralization, strongly supported by theoretical approaches and empirical
analysis. It is difficult to summarize the chapter written by Professor C. Ruiz
Duran (Chap. 19), from the UNAM, Mexico. His departing point is the Latin
America debt crisis and their consequences to analyze later the strengthening local
governance comparing the cases of Argentina, Mexico and Brazil structures and the
tax distribution among different levels of government, the transfers systems in each
of these countries showing a bargaining political process. Other aspects analyzed
are expenditures and the trap of megacities, a topic strongly related with the urban
and concentration trends studied in Part I of this book. Finally, the chapter try to
answer a crucial question: How much decentralization has fostered development?
His conclusion is that decentralization agenda has helped to strengthened territorial
development in LA, but it has to be recognized that the lack of planning has
diminished positive effects. Any case, he underlines the need of studies case by
case because there are important differences by countries and the trends to central-
ize are still dominating.

The contribution by M. C. Vial (Chap. 20) offers a panoramic view on the
political and fiscal decentralization in the Andean countries (Bolivia, Chile,
Colombia, Ecuador and Peru). The aim of the first part of the chapter is focused
to describe the decentralization processes held in these countries from the 1980s to
now. This overview is complemented by a revision of the evolution of political-
administrative division. Differences existing between the countries studied can be
simplified considering two territorial units with their own governments that stand
out because of their responsibilities, resources and territorial authority: the local
governments (municipalities) and the intermediate ones governing the respective
provinces, departments or regions according to the different names used). Finally,
the author analyzes the processes of fiscal decentralization in each of the countries
studied, differentiating transfers from self-generated incomes. The main conclusion
is that three decades after the process began, there is no doubt that LA now presents
a more decentralized face, which is linked to the advances to a democratic partici-
pation. But it is also true that some major decentralizing reforms are limited to
formal aspects that do not manage to generate practice or fail to meet the high
expectations created, which once again generates incentives for the center to take
on greater leadership. Or, perhaps, this has been really due to the lack of real
decisions to decentralize.

Chapter 21 offers an specific analysis on the procedures and effects of govern-
ment transfers, taking Brazil as a reference case. This contribution, prepared by
E. Haddad, C.A. Luque, G.T. Lima, S.N. Sakurai and S.M. Costa, from de
University of Sao Paulo, complements some aspects studied in the two previous
chapters. In fact, the Brazilian case is a very interesting example of how work the
government transfers to attain social goals and the reduction of personal (and
indirectly regional) disparities. Redistributive policies carried out by the central
government in Brazil through interregional government transfers is a relevant
feature of the Brazilian federal fiscal system. Regional shares of the central
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government revenues in the poorer regions have been recurrently smaller than the
shares of central government expenditures in those regions. Appeal to core-
periphery outcomes could be made, as Sao Paulo, the wealthiest state, concentrated
in 2005 over 40 % of total Federal tax revenue, receiving less than 35 % of Federal
expenditures. These figures suggest an effective process of redistribution of public
funds from the core of the economy to the peripheral areas. The chapter analyses the
role interregional transfers play in the redistribution of activities in the country,
using an interregional input—output approach. Counterfactual simulations allow the
authors to estimate some costs and benefits for the core and the periphery due to
such fiscal mechanisms. The final conclusion is that the results are positive in the
sense that the Northeast and North regions have increased their share in national
GDP, as their shares in total value added effect exceed their respective shares in
GDP. Thus, interregional government transfers seem to have had a favorable
impact. But, the analysis carried out has also shown that interregional linkages
within the Brazilian economy operate favoring the more developed regions, as there
are relevant leakages from lagging regions to more developed regions. So, as the
authors conclude, “the persistence of regional dualism in Brazil is nonetheless
reinforced by the structure of productive interdependence of the economy, as our
results have demonstrated”.

The aim of Chap. 22, which author is Prof. Edgard Moncayo, has been to
analyze the role of regional policies in the Andean countries and their evolution. To
understand both is absolutely necessary, as the author underlines from the very
beginning, to contextualize the political evolution of such countries, that is,
Venezuela, Colombia, Ecuador, Peru and Chile.

From the perspective of major structural trends, Andean regional policies have
evolved in a pattern quite similar to most LA countries. These, in turn, have
followed the model of the dominant international trends. Such synchronicity can
be explained by the fact that regional policies — just like all other public policies —
evolve paripassu to the role assigned to the State in the processes of development.
Regarding their public policies, two clearly distinct periods can be highlighted in
the LA context: (a) the post-War period until the late 1980s, and (b) the period
dating from that time until the present. In the case of three Andean countries —
Bolivia, Ecuador, and Venezuela — it is relevant to distinguish yet another stage,
characterized by “post-" or “anti-” neoliberal policies of governments that aim at
establishing a new kind of socialism in their respective States.

The analysis carried out by the author concludes with some specific remarks.
The first is the continuous presence of a centralism-federalism debate which caused
several civil wars and conflicts in the nineteenth century and during the twentieth
century. Such conflicts — and contradictions — remain unsolved today in the twenty-
first century. The second underlines that during the second half of the twentieth
century, Andean regional policies followed a path that is closely associated to the
evolution of the role assigned to the State in development processes, and that is very
similar to the cycles of the welfare state and regional policy in the developed
countries. The third is that the ascendant stage of regional policy in the Andean
countries was supported by the greater State interventionism and
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‘developmentalism’ (Bolivia, Peru and Venezuela in particular) leaded towards a
substitution of imports policies and the export of natural resources. Fourth, the
international crisis of the 1970s, the impact of imbalances in the world economy in
the 1980s, and the adoption of the neoliberal model in the 1990s determined the
dismantling of previous statist policies — as in most of the other Latin American
countries — and thus the decline of active public policies, including regional
policies.

Finally, disenchantment with the results of structural reforms of the economy
inspired by the neoliberal paradigm (the Washington Agreements) and the exhaus-
tion of the political parties that promoted them led to a wave — unprecedented in
Latin America — of governments on the left side of the political spectrum. From the
point of view of regional policies it must be admitted that they aren’t the most
important in the political programs of the leftist governments of Venezuela, Bolivia
and Ecuador, much more interested in personal redistribution policies through
subsidies and actions oriented to facilitate lodging, healthcare and education with-
out a clear territorial component.

The exports patterns in Latin America contrasts clearly to the one in the
European Union. While the differences among the European countries export
baskets are decreasing over time, the pattern among the Latin American countries
shows a rise on specialization (less diversification). This pattern among the
countries is also found within two Latin American countries (Chile and Colombia),
showing regions more specialized than their country. This is a first remark set up by
professors Miguel A. Marquez, Ma. Teresa Fernandez and Julian Ramajo,
from the University of Extremadura (Chap. 23). There are two important
implications of this pattern. Firstly, shocks abroad that impact demand for export
will have different impact within the country according the specialization of the
regions. While a negative shock might affects significantly to some regions, it might
not affect at all other ones. The chapter includes empirical analysis showing both
alternatives and their consequences.

From a regional policy point of view, a government that is aware of these
potential impacts should have a policy that compensates those affected regions in
order to reduce negative impacts. A model to estimate the potential impact for a
country is estimated and the information for regional policy design is generated.

Finally, Chap. 24 includes the analysis of an important aspect of the recent
development of Latin American countries: the presence of Foreign Direct
Investments and their allocation by countries and sectors. It has been produced by
Michael Penfold and Jose Luis Curbelo, both linked at CAF, Development Bank
of Latin America. The chapter has three main sections. In the first one, the behavior
of foreign investment in Latin America is characterized on the basis of various
indicators. The second analyses the relevance that Asian investments have been
acquiring, with a special focus on China, as well as the investment of the
‘multilatins’ as a mechanism of intra-regional integration. In this same section
some incipient elements relating to FDI are dealt with, such as the location of
Research and Development Centers by multinational companies and the emergence
of a venture capital industry which has begun to channel investment resources
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towards local sectors and companies with innovative potential. Finally, the chapter
concludes with the identification of new challenges which the Latin American
countries are going to have to deal with in order to increase FDI and, above all,
to positively impact in the different economies of the region. These final reflections
constitute what the authors have named as ‘the new agenda’ of FDI in Latin
America. It must be underlined that one of the characteristics of the most recent
trends is the increasing presence of what the authors call ‘multilatin’ companies,
which show not only an increasing activity but a much more sectoral diversifica-
tion. In particular, investments in food and beverages, engineering and construc-
tion, steel and metallurgy, transport, petroleum and mining stand out. Furthermore,
as they also remark, this is a process in which there is a growing participation of
medium sized companies that attempt to emulate the internationalization patterns of
large Latin American companies, through which they tend to be integrated as
suppliers.

1.4 Some Final Remarks

As we stated at the beginning of this introduction, it is clear that we have not
addressed every aspect and problem related to the issues that form the focus on
these studies. However, the 23 chapters that comprise this book along with this
introduction offer numerous elements that can be used to understand the problems
and trends that can be observed from a territorial perspective in Latin American and
Caribbean nations. These studies also elucidate the types of policies that have been
implemented in order to address or reduce the severity of those problems. We have,
of course, tried to provide rigorous and objective treatments of the issues. Though
they respected basic formatting guidelines and accepted comments and suggestions
based on early drafts, the authors prepared their texts with complete freedom.

The final result of the work of the authors and editors is this volume, which we
are confident will be well-received and widely circulated as it clearly fills a void
that existed in English-language literature on regional problems and policies.

We wish to emphasize two final points.

The first is that, as the reader will note and as we have tried to underscore in this
introduction, although Latin American countries have a great deal in common in
regard to territorial problems that allow one to identify dominant trends that have
emerged over the past six or seven decades, the studies in this book also highlight
differences between them.

The second point is that those differences among the countries of the
sub-continent make it impossible to apply clichés to the interpretation of what
has happened in each of them. This is not only valid in regard to the problems that
the countries are facing, but also in terms of the policies (or lack thereof) applied in
order to address them. In many cases, these policies present scant results and have
been linked to instability and a lack of continuity derived from frequent political
changes. In this sense, the much more stable situation of growth that many countries
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in the region are experiencing leads us to hope that regional development policies
can be implemented that decrease territorial inequality and achieve a greater level
of economic and social cohesion and thus increase political stability based on clear
advances in terms of social equality in the areas of economics and quality of life.

Finally, as the coordinators and editors of this volume, we would like to thank
Springer-Verlag for the support that it has provided for the publication since its
inception and all of the authors whose names are listed in this book for their
generous collaboration and willingness to bring this project to fruition.

Madrid and Santiago de Chile, December 2012.
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Chapter 2
Facing the Need for Regional Policies
in Latin America

Juan R. Cuadrado-Roura and Patricio Aroca

2.1 Introduction

From the perspective of results in terms of growth as a whole, Latin America and
particularly some countries of the continent are experiencing an economic stage
that could be described as fairly pleasant. There are, of course, differences among
countries, but several of them have reported GDP growth rates of over 4 % in real
terms since 2000. The impact of the international economic-financial crisis had its
worst manifestation in 2009, when Brazil, Chile, Venezuela and especially Mexico
reported real negative rates in the variation in their GDP. However, in 2010, all of
them returned to very positive rates of expansion (7.44 % in Brazil; 5.2 % in Chile;
5.39 % in Mexico; 4.13 % in Bolivia and over 8 % in Peru and Uruguay). This put
the average real growth in the region for 2010 at around 4.1 %, which was estimated
to have increased two more decimals in 2011 and would only decrease to slightly
below 4 % in 2012." As some reliable reports have suggested, Latin America and
the Caribbean (LAC) confirmed its economic power in 2012 because the region was
capable of resisting international economic instabilities and maintains expectations
of growth of 3.5-4 % for the next 2 years.”

'Data extracted from World Bank reports, Anuario Estadistico de América Latina y Caribe 2012,
and statistics and forecasts through 2012 published by ECLAC (CEPAL). When this text was
written, reliable data on 2012 results were not available.

2See Perspectivas econdmicas de America Latina 2012 (OECD-CEPAL 2011) and the more
recent report by the International Monetary Fund.
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One of the factors that explain these results has undoubtedly been the exporting
sector, in which the two most important clients — the United States and Europe —
were recently joined by a third that has become a source of stimulus: China, the
recipient of many of the exports of mining products without any prior processing.
However, one must keep in mind that the national accounting data also reflect a
notable and nearly constant increase in internal consumption, domestic
investments, and flows of entries of external investments, though this latter is
more limited than it was in the past. In several countries on the continent all of
this has been accompanied by the application of macroeconomic policies designed
to maintain stability. In fact, the policies applied during the years of strong growth
(2003-2008) frequently allowed the margin for other social policies to be generated
and broadened. For example, some Latin American nations used monetary policy
and particularly fiscal policy (OECD-CEPAL 2011) in a counter-cyclical manner
during the worse period of the international financial crisis of 2008-2009, which
helped them to avoid a deep recession and soften the negative effects of the crisis on
the most vulnerable sectors of society.

The data provided and consolidation of adequate macroeconomic policies
should not hide the fact that some countries present behavior and results that are
far from the average for the region. This is the case in several Central American
nations, for example. Furthermore, there continue to be risks for the future derived
from the strong dependence on some exports to the evolution of China and other
emerging nations, the low levels of productivity in some economic sectors and
inflationist movements that gain steam from the increase in the prices of primary
materials and energy and from social spending policies.

It would not make sense to continue to expand upon the issues mentioned above
in this text, though they undoubtedly merit more extensive comments and some
fine-tuning. There are, however, three problems or questions that merit special
attention, one of which will be taken as the foundation for the thesis that is set forth
in this chapter.

The positive data in terms of growth, exports and social improvements do not
impede the existence of significant problems now and looking to the future. The
need to maintain the stability of macroeconomic balances may be the first of them,
as the goal of closing gaps in infrastructure, education and innovation is maintained,
which would allow most Latin American economies to continue to grow more and
better in the long term. But there are two others that are directly related to income
distribution and the well being of the citizens who also are and should be a cause for
concern. The first is the unequal distribution of income at the individual or house-
hold scale given that the differences that exist in this area in Latin America and
Caribe (LAC) are well-known. Some countries in the region are even among those
that have the greatest level of inequality in the world. The second, different but
strongly related to the first, is the significant economic disparities that exist in Latin
America from the territorial perspective, that is, among the states, provinces or
regions of each country. This is not something new, as it is a problem that began
decades ago and has barely improved over the past few years. In some cases, it has
been exacerbated as a result of clear processes of concentration of production in
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metropolitan areas or specific sectors of the country, as several chapters in this book
demonstrate. In Argentina, the highest per capita GDP in 2010 (Santa Cruz prov-
ince) was 7.85 times that of the poorest province in the country (Formosa).’ In
Brazil, the per capita GDP of the Federal District is 7.35 times higher than that of
the state of Alagoas. In Mexico, the richest state’s per capita GDP is 9.3 times that
of the poorest state (Campeche and Guerrero, respectively). In Peru, that figure is
7.8 and in Colombia it is four. The differences are just as high or higher in other
LAC countries.

These strong interregional economic disparities in terms of production per
inhabitant also frame very important differences connected to the productive
structures of states, provinces or regions and very limited or null perspectives for
improvement for the most delayed territories if one does not measure the imple-
mentation of specific regional development programs to promote their transforma-
tion. This also should affect regions that are temporarily in a phase of high growth
rates and the expansion of employment based on the exportation of natural
resources, because the continuity of that activity may be limited due to changes
in international markets or the economies of the countries that are their main clients.

This chapter starts from the need to promote new regional development policies,
capitalizing on the positive economic situation that many countries in the region
enjoy. In the case of LAC, implementing regional policies is not a whim or an
‘accessory’ policy. The realities that the content of several chapters of this book
reflect lead us to state that the territorial issue and the development of the most
delayed regions should occupy a very high-profile position on government agendas.
The reflections presented in the pages that follow are designed to justify the need for
such policies and underscore some of the characteristics that should accompany
those that are implemented as well as those that are ongoing, of which there are
undoubtedly few at this point in time.

2.2 Regional Policy in Latin America: Preliminary
Observations

2.2.1 A Brief Description of the Recent Historical Context

The recent economic history of Latin America (LA) has been marked by a set of
policies generated in order to address the varied problems that have emerged not
only as individual countries but as a set of nations that shares histories, from their
Independence processes to their languages, culture, some characteristics of their
productive systems, and certain policy proposals and economic strategies.

tis important to keep in mind that Santa Cruz is responsible for exceptional energy production
that increases the average per capita production.
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The 1950s and 1960s were marked by an economic policy proposal built by the
group of LA countries and formalized by the Economic Commission for Latin
America (ECLAC) in which the development of a continent that was closed off to
commerce with developed countries was proposed. There was active promotion of
import substitution for domestic products and the specialization of the countries in
different manufactured goods.

The main justification for this approach lay in the fact that evolution in terms of
exchanges mainly benefited developed nations, which exported manufactured
goods, unlike LA nations, which exported basic agricultural, mineral and energy
products. At the same time, the model proposed defended the need for the govern-
ment to play a very active role in the production of goods and services in both the
manufacturing and agricultural sectors. In the latter case, agrarian reforms were
implemented based on the fact that a significant portion of the land was purchased
with speculative intentions.

This set of changes with a strong emphasis on the role to be played by the
government was complemented by political reforms dominated by a liberal
governing class that sought greater equality and affected the economic interests
of large multinational corporations that had investments in those countries and local
wealthy groups. This lead to a significant decrease in both local and foreign
investment and governments used inorganic emission to finance the growing
demand of its operations. This led to growing inflation in numerous countries on
the continent towards the end of the 1960s and throughout most of the 1970s.

The 1960s saw serious attempts to implement regional policies, as several
chapters in this book point out, rampant inflation and the stalling of production
generated characteristics that were described as ‘stagflation.”* The solution to this
was the focus of most of the economic policies of the following decade, and the
approach taken was the application of stabilization programs.

The stabilization plans applied in Latin America in order to manage the
imbalances were accompanied by military dictatorships and characterized by a
strong contraction of government demand in order to decrease budgetary deficits
and try to reduce the continuous increase in the level of prices that was seen in most
Latin American nations.

The majority of these adjustment programs enjoyed the support and conditioning
of the International Monetary Fund (IMF), whose set of recommended measures for
countries, which they were required to implement in order to have loans approved
by that agency, had positive consequences for control of inflation but not economic
growth with one exception. However, at the same time the reduction of the size of
the government through privatizations and particularly through spending reductions
oriented towards the poorest sectors of society caused a significant increase in

“The content of this expression — stagflation — was also applied to several European nations,
neither the causes, the levels that inflation reached, nor the limited growth and scant job creation
are comparable to the situation of various Latin American nations, as in the cases of Peru, Ecuador,
and Brazil.
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inequalities of income at the individual level. A second and equally or more
important element was the increase in territorial inequalities within each country,
as many studies have shown for years and as is very clearly reflected in several
chapters of this book. Existing interregional differences were not decreased and in
many cases, they worsened or remained unchanged.

Despite the fact that these territorial inequalities are recognized in the political
discourses of various governing coalitions, the economic policies that were given
priority after the stabilization are those that promote growth and, with much less
importance, those focused on reducing poverty. In fact the poverty levels increased
dramatically during the adjustment period that took place throughout nearly the
whole of the 1980s and that have allowed it to be described as “the lost decade of
Latin America.”

The following decade — the 1990s — began to show signs of economic and social
recovery in the region. The military dictatorships gave way to returns to democracy
and, as part of this process, decentralization policies were implemented in order to
ensure the transition towards a full republican government. However, though these
policies were the subject of proposals and were implemented in some countries, as
Burki et al. (1999) note, progress in that direction was only made in a few cases.
Otherwise, there is no clear link between the limited decentralization efforts and the
reduction in territorial economic inequalities.

2.2.2 The Intellectual Contribution

There is a long history of intellectual contributions to understanding the effect of
location, interaction and spatial heterogeneity in economies and the generation of
territorial inequalities. However, it was likely Nobel Prize-winning economist Paul
Krugman who helped focus the consideration of space in the center of the discus-
sion or at least in the mainstream of traditional economics in the 1990s. This gave
way to a new area of Economics as a science that took shape and continued to grow
stronger based on then-new contributions known as the “New Economic Geogra-
phy” (NEG). One of the main conclusions that this analytical current proposed
starting from a look inside of the countries was that concentration or increased
density promotes growth (Fujita et al. 1999). This complements and supports one of
the main recommendations of economic policy that were present in the 1990s
through the early twenty-first century: grow and then distribute.

This idea, which has existed for some time in traditional regional economics
(Capello 2007), was presented in a much more formalized context and thus adapted
more and in a better fashion to the current mode of doing economics, with
microeconomic foundations and a piece that had been absent of a greater puzzle
that sustained the design of regional policies (Baldwin et al. 2003). At those time,
mainly following these approaches, the majority of Latin American nations not only
smiled upon processes that favored concentration but also promoted them,
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generating a significant increase in the already concentrated distribution of eco-
nomic activity and population in space.

The extension of a theoretical body of NEG has begun only recently in which,
motivated by the fact that some countries present behaviors similar to those
suggested many years ago by Williamson (1965), more attention has been paid to
the thesis that the excesses of concentration negatively affect growth. In fact,
various contributions show that under certain conditions, excessive concentration
around a region of a country may negatively affect the entire growth process (see
Cerina and Mureddu 2010) and may produce new increases in socio-economic
disparities among the regions within countries.

2.2.3 The Interest of International Organizations

The territorial inequality that exists in Latin America undoubtedly has deep roots. It
began to show signs of reaching concerning levels some time ago, levels that could
affect economic efficiency as well as the stability of the region. The emergence of
the Zapatista movement in Chiapas, in southern Mexico, to the north, and more
recent protests in Punta Arenas, Chile, on the southern end of the continent, were
based mainly on the resentments produced by territorial inequalities, as Armstrong
and Taylor (2003) have observed. It is likely that this has moved international
organizations to increasingly pay attention to the growth of territorial inequalities.

In its flagship report from 2009, Reshaping Economic Geography, the World
Bank began the study of the countries in the world with an intra-country gaze. This
work, which was strongly influenced by the ideas of NEG, proposes adopting
policies that generate concentration or increase density in order to continue to
grow. The companion book for Latin America and the Caribbean that was
published by the same entity extends and expands this idea for Latin American
nations (World Bank, 2009).

Also in 2009, ECLAC (CEPAL) published the book Economia y Territorio en
América Latina y el Caribe: Desigualdades y Politicas in which regions within
countries on the continent are classified as winners and losers. However, the
analysis is again focused on growth of the GDP and ignores how it is distributed
in the territory and how that affects the wellbeing of different areas of countries,
which present fairly strong internal disassociations. This is particularly true for
regions or areas that focus on the exploitation of natural resources, an activity that is
highly intensive in use of capital and strongly oriented towards exports. The
noteworthy aspect of the ECLAC analysis is how aligned it is with the position
adopted by the World Bank given that the two institutions have traditionally
promoted clearly contradictory visions of development in Latin America.

That same year, the OECD published volume focused on the study of Chile and
its regions (OECD 2009a) following the formal invitation extended to that nation to
become a member state of the organization. The OECD’s perspective is different
than the one described above for the World Bank and ECLAC. The main conclusion
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of the OECD report is that Chile needs to make better use of its regional assets and
reduce concentration around the Santiago metro area given that this would allow
the country to achieve greater economic growth and a reduction in territorial
inequalities. Other OECD publications (2009b, 2010) have more generally
presented this same idea, though with a fairly formal and even more ascetic
approach.

In 2010, the Corporation for Andean Economic Development (Corporacion
Andina de Fomento, CAF) focused its annual report on economics and develop-
ment on the topic (CAF 2010). The publication was entitled: Desarrollo Local:
hacia un nuevo protagonismo de las ciudades y regiones(Local Development.
Towards a new protagonism of cities and regions). In it, the CAF argues that
there are territorial and city-region cases that have been very successful with their
goal of promoting the productivity of their firms and industries and improving
inhabitants’ quality of life. The report shows and concludes that regional policy and
regional development are key for explaining the cases of successful cities and
regions of its member states that were considered for the study. As was the case
with the OECD report (2009a), the influence of NEG on the CAF study is minor
and, as is noted in the text, the goal is to “contribuir al entendimiento de los patrones
de desarrollo local y regional, asicomo aidentificar opciones de politicas
publicasque con una fuerte participacion de los gobiernos e instituciones
sub-nacionales, tanto en el disefiocomo en la ejecucion, permitan compatibilizar
el crecimiento econdmico con un desarrollo balanceado de los territorios al interior
de laseconomias” (to contribute to the understanding of the patterns of local and
regional development and identify public policy options that with strong participa-
tion by sub-national governments and institutions in their design and execution,
allow economic growth to be made compatible with balanced development of the
territories within the economies).

2.2.4 The Challenges for Politicians and Regional Policy

It would seem that LA is once again facing the dilemma of choosing between
promoting more market and promoting more government in policy, particularly in
the case of regional policy. Increasing importance is being given to the fact that
inequalities are beginning to generate strong movements that are opposed to
continuing with the concentration of power and wealth in certain territories within
each nation or certain groups within the population.

Over the past few years, we have moved from the privatizing current of the
1980s and 1990s to nationalization processes, which have been implemented in
several nations. Also, there are a growing number of localized movements on the
periphery of the countries that are fighting to achieve more and greater
opportunities for their inhabitants. In this context, there is no doubt that regional
policy has an important role to develop and that the current circumstances also
constitute a great opportunity because several countries are experiencing a clear
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overall economic improvement of their economies. Whether said policies are
designed, implemented and successful in their results depends a great deal of the
related assessments. Understanding the processes of concentration and the creation
of greater opportunities on the margins of the territories is thus a key aspect, as is
discovering the right institutions for the culture and levels of development of the
different areas of LA. All of this constitutes a fundamental task that will allow
policymakers to be provided with the tools they need to design the new regional
development policies that Latin America currently needs. The issue clearly merits
more careful study, which is what we propose to do in the following sections.

2.3 On the Advisability of and Justification for
Implementing Regional Policies

The need for Latin American nations to implement ‘regional policies’ finds clear
support in everything that has been presented in the introduction and preceding
section. It is very especially clear when one considers the persistence of territorial
disparities over the past few decades and in the majority of the region’s nations.

As we have already indicated, and as some of the texts included in this book have
underscored, the implementation of this kind of policy has a notable history in the
region, mainly through the 1980s. Currently, however, the agendas of Latin Amer-
ican governments rarely include policies of this kind despite the fact that they have
recognized the need for them formally and in many government programs. Over the
past 10 years, administrative decentralization programs and territorial development
policies have been approved, but many of them continue to be stuck in a very
primary phase or are under review.

The processes of economic concentration and strong interregional disparities
that exist in Latin America are clearly manifest in many chapters of this book. The
authors highlight the need to design and implement regional development policies
and do so precisely now, when the evolution of the economies is very positive in
terms of economic growth. South Korea may represent an interesting reference in
this regard. Its officials understood a little over a decade ago that the strong growth
that the economy was experiencing could not continue to be concentrated in and
around the capitol and that there was a need to take advantage of the economic
abundance to achieve more territorially balanced development (Sang-Chuel Choe
2012). In fact, from the beginning of this century, South Korea has re-centered the
focus of its problems on local and territorial development rather than on national
problems, on quality of life rather the economic problems, and on local and
regional government rather than problems of administrative centralization.

When this type of approach is shared, the objective that we present here is to try
to clarify what we are talking about when we talk about regional policies, the
motivations that justify it and the types of fronts or lines of action that seem to be
most important based on the international experience that has been accumulated.
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The ideas and suggestions presented below require more space than we can
provide for them here.” However, we must present them — albeit in a summary
format — during such a crucial phase in Latin America’s history in which issues of
politico-administrative decentralization and the need to correct disparities between
states, provinces and/or regions is the focus of demands that merit a clear response.

2.3.1 Regional Policy, Social Equality Policies or Regional
Development Policies?

The role of the market in the economies and the one that officials should play when
it comes time to correcting the market’s ‘faults’ has been one of the liveliest topics
of debate that has taken place among economists and, of course, at the political
level. The critical literature on the effective functioning of the markets is fairly
extensive. In many studies, the list of problems that the market fails to address or
does not resolve properly® has allowed authors to defend the need for officials to
intervene in order to resolve these problems or at least to alleviate their
consequences. However, there is another set of studies whose critiques of the
market have evolved towards much more radical positions. They demonstrate that
the capitalist system based on the free market does not function adequately and fails
to address real needs and social objectives. The conclusion to which the latter
approach leads one is the need to ‘substitute’ the system, albeit radically, through
the annulment of private property and creation of a system of planning and
centralized decisions or a combination of central planning and market. By contrast,
the option initially presented leads to a mixed system of market economy’ in which
government interventions is legitimated though in a level that is comparatively
uneven by country and according to their respective constitutions.

If we situate ourselves in the context of mixed economies, which is what we find
in nearly every Latin American economy currently and, of course, the system in
place in the majority of the most developed nations, the issue of disparities of
income and wellbeing among the various regions in a country8 is introduced or
forms part of the concern over the improvement in income distribution among

5 See for ex.: Cuadrado-Roura, 2010, 2012.

SThese ‘lacks’ include at least the following: the existence of non-competitive markets; the failure
to consider external effects; the deficient or non-existent assessment of public goods; the existence
of increasing production of scale; the lack of consideration for income distribution; the failure to
resolve imbalances and growth of the economy; the existence of preferential and undesired needs;
the lack of solidarity that the market promotes in social conduct; the flawed allocation in relation to
the ‘moral risk’; and the ineffectiveness of the market when urgent problems develop.

7This is also sometimes called the ‘social market economy.’

80r of a set of countries if one is considering nations linked to an economic integration process,
like the European Union, or connected through an agreement that is more limited to the commer-
cial realm, as MERCOSUR essentially continues to be, or like NAFTA.
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citizens, an aspect that market mechanisms clearly do not address. However, it is
important to note that one must not confuse inequality in terms of personal income
(inequality in the level of wellbeing or in regard to the level of per capita income)
with inequalities in the spatial distribution of production and the population, though
both types of inequality are or can be linked.

In theory, one would have to present the possibility that the social inequalities
that a country suffers in terms of per capita income would be reproduced equally in
all of its regions, states or provinces. This would mean that, in practice, disparities
between regions, provinces or states would not exist and that the objective of
economic policy to be considered in this area could consist only of ensuring that
socio-economic inequalities among individuals would be progressively reduced
(Polése and Shearmur 2005; Polése and Rubiera 2009).

However, this type of situation is unthinkable in reality because in all nations
both types of inequality or disparity exist simultaneously and require different
treatments. In effect, though they are related, these are actually two different issues.
On the one hand, there is a problem of personal distribution of income and, on the
other, disparities in the levels of development that can exist among provinces, states
or regions within a country. The latter also have to do with the former, mainly in
terms of average levels, but personal inequalities in income can and tend to occur in
more dynamic and developed regions as well as more delayed ones. In fact, the
struggle against regional disparities does not in and of itself ensure the achievement
of greater social equality.

As simple as it seems, the above reasoning allows one to reach a clarifying
conclusion: introducing income redistribution policies through the tax system and
spending and subsidy or government aid policies is not the same as implementing
territorial or regional rebalancing policies or vice versa, though they may influence
each other. In some Latin American countries, regional policies as such are not
being implemented at this time, but the governments are introducing social and
income and quality of life policies for the poorest citizens through subsidies, aid and
personal transfers like those are included in anti-poverty programs. However,
confusing these types of policies would be and clearly is an error, particularly
when we introduce the concept of regional development policies.

The question that must be asked is thus, what do we call regional policies and/or
regional development policies?

The answer is simple, at least on the surface. Both are policies that take as their
point of reference the territory and, as such, the whole of the population that utilizes
it, the economic activity developed in it, its economic structure and the endowment
of social and wellbeing-related infrastructures. However, it is possible to identify
two major types of socio-economic policies in regional matters: regional policies
(RP) and regional development policies (RDP).’

°The possible confusion may increase when the concept of ‘territorial organization policies’ is
included. These policies have a different meaning than the other two, though they can be
incorporated as part of them. ‘Organizing’ a territory is not the same as economically balancing
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The former essentially seek to reduce regional disparities or inequalities in terms
of per capita income and employment (Armstrong and Taylor 2003). In order to
achieve this, actions are developed that generally try to refocus the spatial distribu-
tion of economic activities throughout the entire countries as sources of new income
and employment. For example, business location incentives may be offered or
specific public investments may be made. In the context of such policies, transfers
may be made to the regions in order to even out the availability and access to basic
social services such as education and healthcare, thus reducing disparities that may
exist between poorer regions and more dynamic and better endowed ones.

Regional development policies (RDP) are aimed at the ‘development’ of some
regions that are more delayed than others or have suffered some sort of setback due
to the exhaustion of their main resources or as a result of a crisis in specific
productive sector, be it agriculture, manufacturing or services. From this perspec-
tive, the concept of ‘development’ looks to achieve in the medium and especially
long term economic, social and qualitative objectives'® that truly imply a profound
change in favor of one or several delayed regions and their inhabitants. The action is
thus more selective from the territorial perspective given that it focuses on devel-
oping a specific number of regions, states or provinces and the goals that are sought
cannot be compared to those of redistribution policies, nor do they only seek
regional economic growth. They are clearly different from regional parties,
whose nature is frequently more ‘aid-oriented’ than the promotion of ‘develop-
ment.” This is particularly the case because RDPs must always incorporate a long
term vision aimed at resolving the economic and social problems that delay or under
development of a specific territory or territories within a country pose, transforming
their structures from the outset.

From a conceptual perspective, the difference between the two policies is fairly
clear, though it is not as much in practice given that they can and tend to become
entwined. There is often a move to promote the ‘development’ of delayed or less
favored regions as part of an anti-inequality policy. An important differential
characteristic is that regional development policies (RDP) always require the
participation of the region and the various agents present in it, while regional
policies tend to be more horizontal — they cover or tend to cover an entire nation,
though there are some differences — and vertical at the same time: the protagonist is
the State, that is, the central government.

the regions of a country or a group of countries. Territorial organization looks to do something that
is much more closely linked with a respectful treatment of space, evaluating the consequences —
mainly physical, of respect for nature, etc. — that may come from any public action (transportation
networks and new infrastructure) and urban problems and systems, rural areas, natural spaces that
must be protected, etc.

19The differentiation between simple economic growth and ‘development’ is the subject of a
broad body of literature that we do not need to list here. See Furtado (1968); Thirlwall (1972,
1999) and Eatwell et al. (1987).
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2.3.2 Economic and Non-Economic Arguments That Justify
the Implementation of Regional Development Policies

There is broad agreement with the idea that regional policies in general and
regional development policies in particular can be justified and have been justified
not only due to economic reasons but also because of political and social reasons
based on principles of equity. This has led economists who believe that the market
is a mechanism that guarantees greater efficiency in the allocation of resources to
criticize the implementation of any type of regional policy, just as they do with
practically all policies that involve government intervention in economic processes
derived from the free market.!' The reason that they give is that the application of
such policies is not justified from the perspective of efficiency or improved alloca-
tion of resources in the short or especially the long term.

However, it seems clear that there are economic arguments, and not only extra-
economic ones that justify the application of regional rebalancing policies in favor
of the most delayed regions of any nation.

2.3.2.1 Economic Arguments

These arguments revolve around two clearly related issues: (i) whether interre-
gional disparities in terms of income and employment exist and their causes and
(ii) whether the mechanisms of the market will tend to correct disparities or if they
will tend to remain and even increase. It is important to note the following regarding
these matters, however briefly:

(i) The empirical evidence shows that economic imbalances exist at the territorial
level in all types of economies both in those considered more developed and
those that are emerging or developing. From this point of view Latin American
nations are not only an exception but, as was noted in the introduction to this
chapter and as many of the texts included in this book show, the territorial
disparities of Latin American countries are — almost without exception — higher
than in other areas of the world and with strong resistances against decreasing
over time.

The reasons for the existence and development of territorial inequalities in
Latin America can be attributed, as in other cases, to various causes. There are
clear differences in available resources; the geographic location of the regions,
in some cases very far removed from the more dynamic centers of the country;
the play of certain favorable or unfavorable effects of attraction for different
regions, such as the ‘capital effect,” which generally favors the city named as the
capital of the country; the attraction that large urban nodes exercise, which

1 By contrast, deregulation policies, privatizations, etc., that is, elements that are favorable to the
free movement of the market and competition, are accepted.
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means that they constitute to grow; certain policy decisions made in the past
such as transportation networks, the priority nature of a port, etc.; the
differences in terms of the entrepreneurial spirit or ‘social capital’; the climate,
etc. But over the past few decades, industrial relocation processes and the crises
suffered by specific productive activities also have played a role. In some cases,
these activities are very concentrated due to technological changes, the devel-
opment of substitute products or simply the exhaustion of the natural resources
that constituted their initial basis. As a result, regardless of the causes, it is the
existence of elevated interregional differences, in terms of production, average
per capita income and employment.

(i) The immediate question to be asked is whether the territorial disparities that
existed within each country would tend to increase or decrease over time
thanks to economic evolution if authorities do not intervene or specific devel-
opment programs are not implemented (Cuadrado-Roura 2012).

Economists have offered fairly different responses. This should not come as
a surprise given that Economics is a social science and, as such, the theories and
arguments implicitly or explicitly take up ‘values’ and value judgments'? that,
along with some, suppositions, condition the recommendations of said theories
or models and their results, as eminent economists such as Myrdal (1953),
Blaug (1962), David (1988), Higgins (1951) and Schlefer (2012) have noted.
This is also what happens in the interpretation of economic disparities at the
territorial level and their possible evolution. Those who base their claims on
and defend the principles of the neoclassical model argue that the existence of
said territorial disparities should not be a reason for special concern. The
system of exchange of the market, if it acts freely, handles or adjusts the prices
and quantities in a certain time period (Borts and Stein 1964; Harris and Trainor
1997; Hulten and Schwab 1984; Barro and Sala-i-Martin 1992, 1995) such that,
in the long term, interregional convergence in terms of income, employment
and productivity will be assured. According to this approach, which is
associated with neoliberal policies, the free play of the market is always better
than any type of regional policy given that the latter involves introducing
restrictions or impediments to the free circulation of goods, services and factors
of production that push the market when it is allowed to operate with the
necessary freedom. Convergence — in terms of per capita income, productivity,
etc. — will be the result of successive adjustments through the functioning of the
market if the distortions that affect its operative capacity are reduced or
removed.

This approach comes, as is known, from a set of previous suppositions such
as the existence of perfect information, constant performance of scale and the

'2Some could qualify them as ‘preferences’ or ‘value judgments’ of those who build any theory.
Regarding the ‘Hume rule’ on the need to establish a border between what ‘science’ can contribute
and preferences around specific ‘values’ have been — as G. Myrdal demonstrated in his doctoral
thesis — a common note for all economists (Myrdal 1953).
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complete divisibility of all of the factors, which lead, through the key factor, —
free trade and free mobility — to a world of perfect competition.

However, many other authors have been openly critical in regard to the real
operation of market mechanisms in economies and their ability to resolve the
existing disparities in the regional environment and elsewhere. These include
the arguments developed years ago by Myrdal (1957), Hirschman (1958),
Friedmann (1963), and Kaldor (1970), among others. There are also more
recent theoretical developments including some of the conclusions of the
modern ‘new’ theories of growth.

The accumulative model of economic development states, for example, that
“el libre juego de las fuerzas en el mercado tiende normalmente a aumentar, en
lugar de disminuir, lasdesigualdades entre las regions” (‘the free play of market
forces normally tends to increase rather than decrease inequalities among
regions’) (Myrdal 1957). Once some regions have out-performed others thanks
to an initial advantage (Clark 1966), there tend to be new increases in activity
and growth in expanding regions due to their own advantages and the dynamic
that the markets develop. As a result, the convergence among countries and
long-term convergence of regions in a specific country is not something that
one can take as a given (Kaldor 1970; Dixon and Thirwall 1975; Thirwall
1980). And though effects of concentration and dispersion stand in opposition
to one another, there is a need for policies to promote the development of
delayed regions and promote the “effects of dispersion” through investments in
social capital and/or the use of specific development and stimulus funds in
order to create businesses and attract new domestic or direct foreign
investments.

The contributions of modern international commerce theory and theories on
super national integration processes also support the idea that it is very unlikely
that commercial and economic integration processes among countries will
reduce regional disparities. In fact, these tend to increase. Those integrating
processes reinforce the advantages of “central” regions or nuclei for the
location of new businesses and increase competition in the markets, not infre-
quently to the detriment of more marginal or rural regions. All of this has a
negative impact on less efficient producers or those that have a lower capacity
to react as seen, for example, in the cases of NAFTA and the European Union.

Based on the ideas and approaches presented above, regional policies have

found support in a set of important economic arguments:

Efficiency is not fully guaranteed by the market and its mechanisms of
adjustment.

The market is blind to the redistribution of wealth and it alone does not
contribute to decreasing disparities in terms of income and wealth.

The lack of adaptation and delay of some regions implies improper use or
underutilization and the abandonment of their resources and infrastructures,
which will always hurt the country as a whole.
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e The movements of the population (migration from less developed areas to
capital cities and more dynamic areas) present economic, social and cultural
costs that the market does not assess.

¢ In addition, the accumulation of the population from rural areas in large urban
centers creates high costs related to problems of infrastructure, sanitation equip-
ment and education apart from negative externalities such as congestion that
tend not to be considered.

» Finally, numerous analyses have shown that the development of a delayed
territory benefits the entire country given that it promotes better use of the
resources available in that area and avoids the abandonment of facilities and
equipment.

Several recent studies, specifically Chaps. 5 and 6 of this book, offer empirical
evidence showing that the income disparities among regions and production and
income concentration processes in Latin America hamper the overall growth of the
countries analyzed."’

2.3.2.2 Ethical-Political and Historical Arguments

In addition to the economic arguments there are extra-economic reasons and
arguments that have provided clear support for the need to introduce RDP or at
least RP. Thus the principles of equity and solidarity support the need to move
towards greater equality in the living conditions of all citizens and in favor of the
distribution of global benefits provided by economic growth. In this sense, the
existence of significant economic and quality of life differences among the regions
of a country is not socially acceptable or advisable because it will eventually
produce instability. Nor is it acceptable from a collective perspective for a large
number of citizens and their families to be forced to leave their places of origin and
roots in order to be able to find a job and sufficient income to live, which generally
produces negative impacts for the individual and their family.

The need to implement regional policies also has found support in some political
arguments which underscore the need to balance a country’s social and economic
situation and suggest that it is generally difficult to maintain the social and political
stability and cohesion of a State when there are territorial conflicts or significant
inequalities among its various regions or areas. Several Latin American countries
(Bolivia, Brazil, Colombia, etc.) provide solid examples of this. On the other hand,
it is easy to ‘believe in’ the advantages and benefits of a process of supranational
integration (such as that of the EU, for example'?) or the benefits derived from the

'3 See Chap. 5, Cuadrado and Gonzélez: “Growth and Regional Disparities in Latin America” and
Chap. 6: Atienza and Aroca, “Concentration and Growth in Latin American Countries.”

"“In the case of the EU, the main argument in favor of a shared regional policy is linked to the
concept of social and territorial ‘cohesion,” which was introduced for the first time in the
Maastricht Treaty of 1992. This document states (Art. 130 a) that “Con el fin de promover un
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intensification of free trade through various global agreements (such as NAFTA and
MERCOSUR) when some of the countries or regions affected by that integration
feel that the advantages of it do not benefit them at all.

Finally, the arguments that are not strictly economic in nature that justify the
implementation of regional policies also have included historical reasons or some
punctual facts of the past that allow one to suggest that some of the decisions that
have been taken have led to territorial inequalities that must be corrected or
“compensated.” These include the location of the capital of a country, the design
of the highway or railway network, or the existence of international borders that
decisively influence behavior in border regions.

2.4 The Objectives of an RDP: Long Term Vision,
Concentration, and Continuity

The main problem that justifies the implementation of regional policies is, as we
have just noted, the existence of disparities among the regions, states or provinces
of a country and the need to ensure that they do not increase or to reduce them. But
given that it is not a matter of generating subsidies or turning more delayed regions
into ‘aided’ ones, the idea is to create the basis for promoting a development
process in those areas. The problem cannot be limited to the economic sphere.
The goal is not only to foster growth in the regional production level (GDP) or,
where possible, to put that number somewhere over the national average, which
could guarantee a process of convergence. Nor is it true that the differences in
territorial per capita income lead exclusively to a line of convergence. On the one
hand, the GDP and per capita income are indicators that leave aside many
non-economic elements that should be considered. On the other, one must refer to
what other authors have called the tyranny of the averages, which is a result of the
use of very simple indicators such as per capita GDP that inadequately reflect the
real economic and social differences. RP in general and RDP in particular are
currently posited as a basic objective for the achievement of a greater social and
economic cohesion. This does not only mean reducing economic territorial gaps
within a nation, but something more. ‘Economic cohesion’ implies reducing
differences in terms of economic variables, GDP, per capita GDP, productivity
and employment, which should lead to greater collective wellbeing. And, on the
other hand, ‘social cohesion’ means that one must move towards other fronts that

desarrollo armonioso del conjunto de la Comunidad, ésta desarrollara y proseguird su accion
encaminada a reforzar su cohesion econdmica y social. En particular, la Comunidad tendra por
objetivo reducir las disparidades entre las diversas regiones y el retraso de las regiones menos
desarrolladas, incluidas las zonas rurales” (‘In order to promote harmonious development of the
entire Community, it will develop and pursue action aimed at reinforcing economic and social
cohesion. Specifically, the Community will seek to reduce disparities among its various regions
and the delay of less developed regions including rural areas’).
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imply the reduction of territorial differences in terms of the quality of life of all
citizens. This means health, education, access to transportation and
communications as well as the wellbeing of needier groups and the lack of
differences based on gender, race and/or culture.

This goal of achieving increasing ‘social and economic cohesion’ at the territo-
rial level is what should represent the basic goal of RDP. This would eliminate the
search for possible short-term results, always so highly valued by politicians, given
that it forces a country to introduce long term goals. The essential condition for this
is that the policies and actions that are designed must have continuity over time.
This condition has not exactly been the dominant characteristic of the policies
designed in Latin America. When they have existed, political changes have fre-
quently led to the abandonment of programs and policies before the results were
visible and the design of new actions that also were not implemented properly or for
long periods of time.

In the context of the OECD and in the EU the most positive regional develop-
ment experiences present two main conditions or principles. On the one hand, there
is the principle of concentration, which means that RDP are presented for regions
with problems and not as policies for the distribution of incentives, subsidies and
investments throughout the entire territory of the country or ‘sprinkler’ policies, as
some call policies that try to address all regions in one way or another. On the other
hand, it has been found that successful policies are designed and applied with long
term objectives and actions because both structural changes and the development of
new activities or improvement of social conditions and quality of life require time
and continuity. RDP can never be short term policies.

Several years ago, the OECD (2009a, b) identified the factors that would seem to
be most relevant for regional growth. In a more recent report (OECD 2012), the
entity has reaffirmed and developed this idea at the general level and based on the
lessons learned from the analysis of 23 cases of regions in OECD member states,
including four regions in Mexico (Chiapas, Durango, the State of Mexico and
Jalisco). Those factors are listed below in no particular order:

o Infrastructure. They have a positive impact on regional growth when other key
factors such as human capital and innovation are also present.

* Human Capital. The absence or limited presence of people of working age with
only primary school education and the presence of individuals with tertiary
education has a positive impact on regional growth.

« Job Market. The activation of the labor force'> can play a very positive role in
regional development.

e Innovation. In the long term — 10 years or more-, this factor can and tends to have
an important impact on regions’ growth.

' This concept includes both unemployment and labor participation rates. Policies related to labor
activation seek to improve skills and abilities, looking to better match supply and demand and
other aspects of the labor market rather than simply focusing on the reform of labor markets in
terms of salaries.
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e Productivity. This is a key factor (measured in GDP by employee) whose
improvement is decisive and depends on various factors including efficiency
in the use of factors and the organizational aspects of companies, their size and
their competitiveness within the country and abroad.

» Clustering and connectivity. Clustering also has an effect that is generally
positive on regional growth. It stands in contrast to the dispersion of actions.

2.5 Policy Design: Centralization Versus Direct
Participation of Regions

There is a final question that must be pointed out. It addresses who should take
responsibility for designing and implementing RDP. Offering an answer is not
merely a technical issue — though it is also this-, but implies matters directly related
to power and distribution. The matter of whether government officials are seen as
being linked to such policies or whether responsibility for the development of any
state, region or province should be shared and cooperative between the central
government and regional officials and social agents definitely does have an impact.

Three options can be presented in regard to who can play a leading role in the
design and implementation of any RDP, though there can be formulas with a less
Cartesian profile.

The first basic option is the top-down RDP. This corresponds — with some slight
variants — to cases in which these policies have been or are clearly centralized.
Territorial problems and aspirations are considered, but the central power — the
government and its administration — handles the design and to a significant extent
the execution of development programs. In other words, here RDPs are designed in
the ‘center’ and managed from the ‘center,” though there may be ‘delegations’
responsible for the monitoring and execution of the programs with limited levels of
autonomy. This type of approach was the most common one during the 1950s and
1960s in Latin America as well as Europe, and it continues to be present in the
approaches that have emerged much more recently.

The second option corresponds to cases in which the government is much
decentralized, as it occurs with countries that have very well developed a
decentralized confederal or federal systems. In this case, the RDP can come
‘from’ and ‘by’ the state or province — if it is called that — to which the policy
refers. This could be described as a ‘down — down’ policy and it requires, as a
premise, significant decentralization of power in terms of both strictly political-
administrative aspects and the finance system that has been adopted in the country
for its states, which must ensure the high level of territorial autonomy.

Finally, it is important to refer to a mixed RDP in which priority is placed on
cooperation between central and regional officials with broad autonomy of the latter
in the design and execution phases of the regional program. This could be described
as a ‘top+down’ distribution of responsibilities during the design phase given that
the elaboration of the program and its policies is handled jointly by the central
government and that of the state or region that would benefit. The process continues
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with the execution of actions that would mainly be handled by the region or state
(down) and a final assessment of the execution and results obtained that would
again involve cooperation between the center and the state/region (down+top).

From various points of view, one can state that in order to be effective, RDPs
require very significant participation of the involved regions in regard to the
existence of a government or authority in that region and the incorporation of
various agents — business people, social representatives, civil organizations, etc. —
in the planning and final assessment phases. The most adequate political-
administrative setup is thus the third option. The executor agency also should
have a regional profile, though the national officials also should be present. The
essential aspect of the model is that it is decentralized, though based on cooperation
between the central and regional administrations and representatives of the same.
With various nuances, this final option has been used for years to implement the
European Union’s Regional Policy for Cohesion — and others — under the principle
of partnering, that is, participation and cooperation between the European Com-
mission, the governments and the regions.

The aspect considered in this section is undoubtedly a very important one. It is
clearly an issue that is directly related to governance and the structure that is
adopted. A very centralist approach can be successful when the country is small
and the administration is very centralized without any or almost any power being
transferred to regional and local administrations in the territories for which the RDP
is designed. The best experiences, however, — as the OECD has stated and as can be
deduced from the EU experiences-correspond to a decentralized approach similar
to the one described above as the third general option. This approach is based on the
principles of self-reliance and cooperation, which are absolutely essential to the
achievement of successful results.

There is one additional condition: RDPs must have a duration and implementa-
tion that is not subject to possible political changes at the national or regional levels.
This is frequently simply the result of elections (national, regional, municipal) and
their calendars. There is no doubt that political changes introduce — or can introduce
— levels of instability that are contrary to one of the characteristics that must
accompany RDPs so that they can be effective: their continuity and the long term
as a horizon.

2.6 Final Remarks

The issues presented in this chapter cannot be fully explored in a text whose length
must be limited. There is no denying that many of them require significant devel-
opment and careful consideration. However, we can outline some important points
that represent the messages that we have wanted to communicate. They can be
summarized as follows:
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A significant number of LAC countries have experienced a fairly pleasant
economic phase over the past few years in function of the growth rates reported
for their economies, the level of stability that they have achieved, their improved
position on an international scale, and the positive results that all of this has
provided for the people and their wellbeing.

Territorial socio-economic disparities in LAC countries are very concerning for
two reasons: (1) their magnitude; and (2) the fact that they have continued for
several decades without variation (and where there were variations, they have
not been always positive).

There are sufficient elements and signs to suggest that interregional inequalities
merit more attention than they have received over the past few decades. The
need to correct them or ameliorate their real effects is included in political and
government agendas but there are very limited current examples of regional
policy.

The most recent theoretical arguments and reports issued by many organizations
los (OECD, ECLAC, CAF, World Bank) contribute more than enough
arguments for LAC countries to consider the need to promote policies focused
on the development of the most delayed regions in their respective countries.
These arguments are entwined with others that are already known but forgotten
that were very much present in the past.

RDPs cannot be confused with simple redistribution policies or more horizontal
measures taken to reduce poverty and improve the wellbeing of low-income
individuals or families.

RDPs cannot only be justified on the basis of equity or political arguments but
are equally justified from the economic results and better and more efficient use
of each country’s resources. In fact, the empirical evidence demonstrates that
excessive concentration even threatens growth.

Some principles must be taken into account and respected when designing and
implementing new regional development policies. One very important principle
is accepting that this policy is and always must be a long term one. The
development of more delayed areas requires profound changes that cannot be
achieved through short term policies.

This requires that the policies designed have the continuity that they require and
that they must not be subject to changes that may be produced as a result of
electoral processes or governmental changes. However, this continuity does not
exclude the revision of the objectives and the efficiency of the measures so that
they may be refined. This also requires the existence of a medium term (ongoing)
assessment system as well as evaluation at the end of the program (ex post).
Another condition that the available experiences support is the concentration of
actions regarding dispersion. Regional development policies must be selective in
regard to the regions at which it is directed and not address all regions or states.
Finally, a necessary institutional question is that of regions/state/provinces that
are the object of the RDP participating very directly in the assessment and design
of the actions to be developed as well as their execution. This implies transfer-
ring power to the territories — decentralization — and the implementation of
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principles of cooperation and partnering between the central government, the
regions, and social agents.
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Chapter 3
Territorial Development in Latin America:
A Long Term Perspective

Jorge Mattar and Luis Riffo

3.1 Introduction

It is a well-known fact that Latin America is the world region with the greatest
inequalities in the various dimensions associated to development; economic
(income), production, employment, social and territorial. Inequality, in its various
forms, reinforces each other, and in the absence of public policy intervention, it is
unlikely that these gaps that have characterized the region for decades will be
reduced (ECLAC, Time for Equality. Opening paths, closing gaps 2010). This
insight may explain why the development agendas of many countries of the region
are aimed at reducing such disparities. Furthermore, these disparities could be a
barrier to long-term growth of national economies. High levels of income inequality
usually go hand-in-hand with stark differences in terms of organization and socio-
spatial disparities. The current configuration of continental socio-spatial disparities
was consolidated when industrialization processes began to develop around the
early 1940s which as a result, led to accelerating urbanization and a growing
rural-urban gap in terms of living conditions. At the same time, it also accelerates
the economic and demographic concentration in a few parts of the country.

From the mid-1970s the region experiments a gradual change in its style of
development, in which emphases are placed on increased openness and economic
deregulation, privatization and divestiture of public enterprises and a deepening of
the external integration as part of an overall strategy that attempts to assign a
leading role to the market, to the detriment of state intervention. As in other
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dimensions, the strategy lacked accompanying polices for the reduction of inequal-
ity gaps, and socio-spatial inequalities did not change substantially, accounting for
strong inertia dictating territorial concentration processes. Reducing inequality
therefore, seems to require an explicit public policy for that purpose. It is a long
journey in which the market could and should be a positive contributor to this
strategy.

This paper aims to provide an overview of some stylized facts of development
models in Latin America and the dynamics of socio-spatial inequalities in the past
half century and is organized as follows. The first part deals with an analysis of the
prevailing development models in Latin America in the last 50 years, especially
considering the observed changes in the role of the state and forms of international
integration. In the second part, an analysis of long-term trends of territorial
disparities is made for a group of Latin American countries, with emphasis on the
spatial concentration of the gross domestic product (GDP) and population and
disparities in GDP per capita. We will analyze the cases of Chile, Mexico, Brazil,
Colombia and Peru, which have longer series of sub-national GDP. Finally, we
highlight the growing importance that territorial development policies have
acquired recently, reviewing some particular cases of countries that are
implementing new approaches or perspectives.

3.1.1 Styles of Development in Latin America and the
Caribbean Countries

The discussion on the problems of development in Latin America and the
Caribbean over the past three decades has been very intense and insightful.
Departing from theories and concepts of industrialized countries about the devel-
oped world itself and developing regions, the region has been able to articulate an
own vision of development, based on the different realities that most industrialized
countries today experienced more than a century ago, including their patterns of
socio-spatial organization. The remainder of this section provides a brief tour of the
development stages of Latin America, starting in the 1950s, when the promotion of
development plans begin to consolidate from the state apparatus and a variety of
sectoral policies are implemented, and to a lesser extent, territorial development.
Prior to the 1950s, the relatively developed Latin American economies had
advanced in their process of import substitution of manufactured goods of low
technological complexity (mainly consumer goods, such as processed foods, cloth-
ing, shoes, etc.). A more challenging period followed, which extended to the
replacement of durable consumer goods (appliances, electronics, cars), whose
output was very dynamic in the subsequent decades, elicited by changes in the
structure of demand of the highest income groups. Progress in this process was
important due to the multiplier effects on the manufacturing of parts and
components of certain capital goods and related services. The type of complex
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and sophisticated products that high-income groups demanded of industrial pro-
cesses required more capital intensive and imported technologies designed to
operate larger scales (in terms of larger markets). This, given the low import
capacity, “forced the Latin American industrial development towards greater open-
ness on admission and participation of foreign capital.” (see ECLAC/ILPES,
“Regional development and economic development in Latin America”, Training
program, DCPC document — B/19, 1976, pp. 4-5).

In the 1950s and 1960s, the development plans expanded their scope and
sophistication. Governments created capabilities to develop and expand their tech-
nical foundation; generally, focusing on sectors (manufacturing, as an engine of
growth and leader of import substitution, and agriculture, for its procurement of
food and export surplus) and priority projects (mainly infrastructure and the devel-
opment of production clusters in certain regions). The development plans did not
have a broad and long-term view of development, but government action was
considered essential to address the many social economic problems to be solved.
They begin to lay the groundwork for sub-regional planning (in the sense of regions
within countries). Furthermore, the concept and dialogue of territorial development
and its relationship to national development begins to take shape. Geography matters
and there is concern for development with harmony, through territorial convergence,
which is reflected in national planning initiatives for regional development.

At the beginning of the 1960s, the tensions that the development process showed
in the region during the previous decade endured or worsened in most countries. In
fact, the outlook of accelerating the process of import substitution in a protected
environment strengthened, but it lacked powerful instruments in order to
strengthening the industrial process, which, later in the context of competition
with the international economy, could give a new qualitative leap in its develop-
ment. Thus, a limited development persisted, dependent and vulnerable on interna-
tional integration.

In territorial terms, on the one hand, disparities between town and country, and
urban-rural increased, and on the other, the processes of urban marginality
intensified, due to increasing migration to the large Latin American cities. During
the 1960s and 1970s socio-spatial structure is subject to large subsystems or
diversified metropolitan areas, resulting in a high dependence condition for the
rest of the territories. In the domain of ideas, support for approaches that attributed
to increased state responsibilities had strengthened in solving development
problems. Responding to the requirements of various sectors, several governments
were creating organizations and institutions with the capacity to develop national
and regional development plans with prescriptions based on increasingly rigorous
studies, clearly defined options and precise policy proposals. These studies were
intended to guide and modify the development of all the major economic and social
sectors of the country and intended to guide decisions on the allocation of public
resources and the use of instruments to influence private decisions.

A milestone in the 1960s was the institutionalization of development as a central
objective of public policy, achieved with the creation of the Charter of Punta del
Este, adopted by the member countries of the Organization of American States,
except Cuba, in August, 1961. In this letter, a commitment was established
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(Alliance for Progress) to undertake an effort to develop economic cooperation,
previously unprecedented, in which the United States, international financial
organizations and the governments of Latin America would participate. The Char-
ter committed signatory governments to ambitious targets for economic growth,
income distribution, production modernization, social welfare, price stability and
regional integration. Essentially that is the same agenda of today.

In the 1970s the import substitution scheme and the political consensus on
industrialization as the path to development paradigms, were left behind, as was
the idea of planning as a development tool. Meanwhile, the international economic
system would begin a process of financial internationalization; from the withdrawal
of the fixed exchange rate system of Bretton Woods in 1971, and the development
of foreign exchange markets and Eurodollars after 1973. The governments of the
region were engaged in the search for development models to respond to new
realities and challenges posed by the tensions created by the aspirations of different
social groups. Inequality, in its various dimensions, and beyond its clear ethical
repercussions, was shown as an obstacle to development, but public policies did
little or nothing to attack. The influence and even the institutional functions, of
systems planning and development strategies endured significant changes.

At this time, signs of tiredness (or, from another point of view, requests to move
to the next stage) of the development scheme of the two previous decades started to
appear. It was recognized and recommended (by ECLAC, among others) that a
transition was necessary from a specialization model in commodities//infant
industries//import substitution//protection, to one based on a more open develop-
ment, with an external integration based on competitiveness of manufactured or
semi-manufactured products, taking advantage of the relative abundance of labor,
increasingly well educated, qualified and trained; and gradually leaving behind
specialization in production//exports of raw materials, commodities or semi-
finished products.

From the mid-1970s, countries’ foreign trade expanded rapidly. As did imports —
and even faster — capital inflows to the region, above all in the form of foreign loans,
which accelerated the growth of the foreign debt, tripling between 1978 and 1982.
In 1982 the volume reached more than three times the value of exports to Latin
America annually. As the international interest rate exceeded double digits since
1979, the payment of interest on debt, especially since 1981, gravitated very heavily
towards the current account of the balance of payments, exceeding 30 % of the
value of exports.

In 1982, three developments were added to stress the deteriorating international
payments position of the countries in the region: exports declined, the terms of trade
fell due to the deterioration of the central economies, and international interest rates
rose again. In August of that year, Mexico was forced to suspend debt service and a
rough interruption of commercial bank loans to all countries in the region was
produced. Without those loans, no country was able to maintain the debt service on
the originally agreed terms, except for Colombia. The balance between net capital
inflows and debt service became negative. Financial transactions caused a consid-
erable drain on resources that swept the exchange reserves of the region and forced
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countries to sharply reduce their domestic spending. There were severe contractions
of public spending, depreciation, investment contraction with a powerful impact on
economic activity, income and consumption per capita, unemployment and infla-
tion. The result was the worst crisis since the Great Depression of the 1930s; the
economy lost competitiveness and poverty and social inequalities sharply
increased. What followed was the “lost decade” for development of the region.
The external sector crisis was followed by renegotiation attempts of the foreign
debt, repeated in each country for the rest of the decade. These became the
determinants of economic and social policies of the governments of the region.
The GDP per capita stagnated 10 years, inflation overflowed in many countries,
government deficits exploded and the voluntary debt international markets of
remain virtually closed for Latin American countries.

The objectives of economic and social development were subordinated to
financial constraints that the external debt service imposed. In this sense, the
adjustment plans that each government presented to re-balance their external
accounts were constituted with the basic definition framing public policy. Mid to
long-term considerations yielded to short-term problems. The incipient search of
territorial development in harmony with national development was abandoned
when growth and development ceded priority to economic survival.

In the late 1980s, a “pillar” of development starts to gain global importance —
Latin America is no exception — that while having existed from the time of
Malthus’s writings of the late eighteenth century about population and economic
growth, it had failed notoriety, to the extent that prior to the 1990s little was known
about the threats to the sustainability of development in the long term, especially in
an environmental context. It must be recognized, however, that since the United
Nations Conference on the Human Environment in 1972, the subject starts to
become relevant and raises awareness on the dangers of environmental degradation
and its impact on the welfare of the population.

The term sustainable development was popularized with the presentation in
1987 of the Brundtl and Report (Our Common Future). Its use became especially
popular after 1992, when it spread to the Earth Summit in Rio de Janeiro, Brazil, in
which it was defined as “development which meets the needs of the present, without
compromising the ability of future generations to meet their own needs.” Today it is
inconceivable to talk about development without considering sustainability as a
critical component. Knowledge and ideas have evolved and the discussion on
differentiated strategies for sustainable growth in the North and South is not over,
issues which were discussed at the Rio+20 Summit in June 2012 in Brazil.

The 1980s left the idea of a failed “model” import substitution as a legacy. It was
argued from the mainstream that the region had not been able to substitute imports
efficiently, not having achieved a high international competitiveness and thus kept
the fragility and vulnerability of the external sector, and whose most vivid expres-
sion was the manufacturing sector, unable to generate their own currencies for self-
sustaining development. External constraints persisted to growth: increases in
exports were accompanied by increases of equal or greater magnitude in imports,
which ultimately put a ceiling on output growth, as inferred by Thirlwall’s model
(1982).
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In this context, the foundations were laid in virtually all countries of the region to
change “model”, based on the market and private sector acting as the support and
leader of the development process. It was introduced like that, and a new period was
conceived, which was immediately characterized by a wave of structural
transformations, emphasizing privatization and divestiture of public enterprises,
spreading the participation of the private sector, opening the external sector, both
regarding goods-services and the capital account, and deregulation of markets,
including in many cases urban land markets. In the 1990s structural reform
programs were executed, inspired by the Washington Consensus (1989), which
systematically reduced activity and influenced public policy and planning — and the
role of the state — in development. In this decade the market was assigned the role of
leader in the development process, with a key ally — the private sector — that did not
responded accordingly. The governance effort was concentrated on restoring the
macro “balance” (key prices: consumer, interest rate, exchange rate, wages). As in
the “lost decade,” on the 1990s the effort of the region turned to short-term
objectives, first to overcome and survive the crisis, and then to balance the econ-
omy. The reforms of the 1990s — that, in principle, were expected to succeed in the
structural change in favor of a more active role of the market and private sector
development — , were not successful as many hoped for.

The privatization of enterprises or institutions that were previously from the
State, the divestiture and deregulation of activities was due to policy approaches
that directly contradicted the views that prevailed in Latin America in previous
decades, in which the state had a fundamental role in the development process. A
new economic model and national development started to take place where the
market was principal in resource allocation and income distribution; private initia-
tive was called to be the engine of growth and the state reduced its intervention to a
subsidiary and secondary role. That is, the pendulum was inclined to the other end,
when what was needed was to balance the market with the state.

Unlike what happened in the countries of Southeast Asia, which adopted
strategies of industrialization with strong public support decades ago, the Latin
American States stopped acting as the authority which should have ensured,
through appropriate policies, resource allocation and progressive improvements
in income distribution. In the new market approach, the state was limited to
providing legal and regulatory frameworks that the market requires to function.
The state was replaced as a corrective mechanism of the allocation of resources by
the marketplace.

Under the new paradigm, the state’s orientation of economic and social devel-
opment was unnecessary. Policy instruments were removed, and policies on pro-
ductive sector development were minimized, including agricultural and industrial
policies that had been important in the past. Social policies were focused on
reducing poverty, which had soared in the previous decade, supported by a
sustained increase in social spending, reversing the deterioration experienced in
the previous decade. Public investment is maintained, meanwhile, at very low
levels, around 4 % of GDP, due to the divestiture of public enterprises.
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Private sector intervention, with appropriate market signals (liberalization,
privatization, neutrality, ad-hoc instruments), should result in increased competi-
tiveness. It sought to reinsert the Latin American economies in the global scene, on
the basis of a model based on exports of dynamic products in world trade. In a
context of economic expansion and global trade, an elevated dynamism of Latin
American exports was expected which would lead to global economic growth
(“export led growth”). Ten years later, however, it could be said that there was
growth in exports, but low output growth, i.e., “export led, but no growth.”

With regard to the field of territorial development, even though one might think
that the new strategy could boost several lagging regions, rich in natural resources
for export, and therefore would mitigate the unbalanced regional development, the
available evidence indicates that, in general, the main winners that remained were
the major metropolitan areas while less developed regions failed to take off, with
what remained was a heavily unbalanced socio-spatial structure.

On the public institutional space, the reforms proposed by the Washington
Consensus were limited to promoting the modernization of public finance, the
effectiveness of fiscal and tax instruments and the ability of information systems
to facilitate financial decisions, and developments were scarce. Public investment in
infrastructure recorded a decline. The expansion of the role of markets was
conducted in the absence or inadequacy of regulatory frameworks that promoted
competition and protected the interests of consumers.

In the last decade, many of the countries in the region showed a satisfactory
economic performance, which was associated with a downward trend of poverty
and inequality. Economic growth — highest in South America — was encouraged by
the external sector, and in South America was supported by demand from China,
prompting high growth in agricultural and mining exports, mainly through the
increase in international prices and, to a lesser extent, by increases in physical
volume. Such is the demand for this type of goods, that South America has been
deepening its specialization in production and export of raw materials. In some
countries, this dynamism is expressed in subtle processes of territorial convergence,
measured in terms of GDP per capita, where certain less developed regions have
managed to slightly increase their relative position, which has not implied a
significant structural change.

This situation resulted in favorable trade balances that allowed stabilizing the
external sector, diminishing in this period the structural constraint of the balance of
payments that dragged them for decades. The good performance of the region was
confirmed both in the period of growth of the world economy, and during the
financial crisis that began in late 2008. Although the region was hit by the world-
wide recession, it learned how to overcome financial instability and the fall in
demand with disciplined macroeconomic management, which in some countries
even allowed implementing countercyclical measures to avoid a greater impact.
Despite the dominant “neoliberal” stage of the past 20 years, it is clear that the state
has been able to “remain at the scene”, with a new role in the conduct of public
policy in the countries of the region, which has been instrumental in regional
performance in the last 20 years: the percentage of people living in poverty fell
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from over 48 % in 1990 to just over 30 % in 2011, while employment increased in
quantity and improved in quality. Inflation has stabilized in single digits in most
countries (average 6.6 % in 2011), public debt is better in quality and low in
quantity (below 35 % of GDP) and international reserves have reached record
levels, about $765,000 million dollars in 2012 (ECLAC 2012).

Improved governance has been fundamental in the progress aforementioned. It is
worth noting the modernization of budgetary planning processes and performance
management, the fiscal consolidation status, the greater transparency of fiscal
exercise, the efficiency of expenditure and accountability, improved budget execu-
tion, and the decrease of the public debt ratio, in some cases accompanied by fiscal
surpluses (ECLAC//ILPES, Panorama de la gestion piiblica 2011; and ECLAC//
ILPES, Haciaunanuevaarquitectura del Estado para el desarrollo,
SerieEspaciosIberoamericanos 2011).

In terms of territorial development, in several countries we see major progress
particularly in the areas of infrastructure, poverty reduction and access to basic
social services. Likewise, there are interesting local democratization processes
which form an important part of a new concept of territorial autonomy and social
participation.

On the side of the future development policy agenda, the current effort is aimed
at attaining a high, sustained and inclusive growth: the region continues with a very
uneven — yet improved — income distribution and wide inequalities in other
dimensions, such as the territorial one. Nor was there a substantial improvement
in reducing the heterogeneity of production, which was associated with widening
internal and external productivity gaps, reflecting in turn, the technological distance
against global competitors. On the contrary, in many cases, the dynamic primary
products exports emerged as the new specialization of countries in the region in the
international economic context, giving importance to the former and current
ECLAC ideas of unequal international linkages between the Center and the
Periphery.

Thus, the crisis has highlighted the region’s ability to confront it; the existence of
vulnerabilities of the growth plan followed in past years, the importance of planning
the development to be better prepared to face these crises, and therefore, this reveals
an opportunity to continue the discussion regarding development, not simply
development, but inclusive and sustainable development.

The elusive path towards development with equality continues to manifest itself
strongly in most countries. While recognizing the resilience of Latin American
macroeconomics, we still notice weaknesses of the manufacturing base (the “meso”
economy), and the risks of an external integration scheme that is accented with the
continued rise of raw materials, especially for South America. Central America and
the Caribbean are not taking advantage of this boom and therefore, do not run the
same risks; however, Central America and Mexico face declining or stagnant terms
of trade and vulnerability to the low dynamics of the United States economy. The
Caribbean remains with high debt ratios and structural weaknesses, as these
economies depend on the external sector, whether in the provision of inputs and
finished products, or through international tourist arrivals.
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The question remains of how to move towards higher stages of development,
where (in fact an intrinsic part of the process) development gaps are closed
simultaneously, such as income inequality, employment, productivity and territo-
rial gaps. The region still exhibits unequal growth, exclusive and concentrated, with
expressions of territorial divergence within most countries. Development is a long-
term issue that requires an enormous effort for a long time (in fact, it never finishes),
led by state policies that are beyond the reach of government administrations. State
policies should look at long-term horizons. Hence countries might be increasing
their attention on building visions of the future, in which the reduction of inequality
is a widespread aspiration. This is a remarkable phenomenon in Latin America and
the Caribbean, because it means a real and concrete role for development.
Envisioning a desired scenario is a way of committing to a development path,
which in the Latin American experience, has been truncated by the difficulty of
articulating the social and political actors around long-term goals.

Planning is a powerful tool capable of articulating interests of different actors
(the state, society, external environment, national and subnational actors) public
policy (the state, plans and programs, national and subnational), with a long-term
(sustainable) vision, political economy towards less unequal societies.

As part of what could be described as a good performance against the crisis, the
economic and social actors recover elements of public policies left behind by the
prominence of the Washington Consensus and seem to regain the interest of public
policy makers. In that debate, the need resurfaces for medium and long term
policies, with economic policies not only for nominal stability (inflation, interest
rate, exchange rate), but also with a greater role for real stability (output and
employment to rise and with less volatility, interest rates and exchange rates to
promote growth and reduce poverty).

Likewise, there is renewed interest in promoting territorial development
policies, which should be complemented by regional and local initiatives, starting
with the search for efficient and participatory coordination mechanisms.

In this brief summary we have shown that over the past five decades Latin
America and the Caribbean has experienced significant sociopolitical and economic
changes associated with different proposals for development strategies. Within
them, the state has played consistent roles with the interpretations that have
emerged in recent decades, more active and structured during the developmental
stage; more subordinate and absent during the neoliberal stage; and more regulated
in the most recent stage. Despite these strong transformations, what has survived
without significant changes is a socio-spatial organization that is strongly unbal-
anced and expressed as high territorial concentration and high disparities in eco-
nomic and social development. This does not mean that there was no absolute
progress during these decades, which are relatively evident, but the differences
between the territories show a strong inertia, without observing emerging regions
that balance the importance of large metropolitan areas, along with their areas of
influence. This path will be analyzed in the following section from the available
evidence.
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3.1.2 Long-Term Regional Economic Dynamics
in Latin America

As was discussed in the previous section, in the early 1970s, the main features of the
spatial economic structure of Latin America that emerged in the context of import
substitution industrialization processes had consolidated, which was essentially
characterized by a strong geographic concentration of production and population
in a few places in the territory and generated profound socio-spatial disparities in
living standards. This concentration process resulted in the formation of a limited
set of core subsystems of accumulation within each country, which comprised its
most dynamic parts, coexisting with peripheral subsystems which are linked from
various channels, mainly investment, migration and trade (CEPAL 1968; ILPES
1978; Rofman 1974).

From the mid-1970s and especially during the 1980s, the continent
experimented with substantive changes in their styles of development, towards
further deregulation of their economies and increasing openness. This new style
will have as the background; the external debt crisis, the balance of payments and
structural adjustment processes undertaken by several countries from the
indications of the International Monetary Fund and the World Bank. For some
Latin American authors, this new context seemed suitable to drive decentralized
spatial processes which would reverse three decades of unbalanced regional devel-
opment (Boisier 1993). Others remained skeptical as to the new scenario and
argued that the prevailing capitalist rationality would prevent substantive changes
to the spatial structure in Latin America (De Mattos 1986).

In this context, the purpose of this section is to analyze long-term trends of
territorial inequalities in Latin America, starting in the 1970s, and identify the
major transformations in the last four decades. The focus of the analysis will center
on the changes in the relative shares in GDP (or value added) and in the population,
along with changes in the relative differences in GDP per capita.

On this last indicator we should clarify certain points. Firstly, this is not a
measure of welfare, and although it does measure wealth generated from the
production processes, it is not an indicator of disposable income of the population
of the different territories. In this sense, it does not allow conclusions about the
distribution of income, which can be very high in spite of a higher GDP per capita.
Secondly, measurements of sub-national GDP for Latin America and the Caribbean
have made substantial improvements in the last two decades, whereas the
measurements available for previous decades are subject to a number of limitations
of basic statistics and estimation methods, which may include some bias for
interpretation.

One last important note regarding the methodology refers to the type of political
administrative division available for each country, which should be considered for
this analysis. In the case of Mexico City in Mexico, and Bogota in Colombia, its
administrative limits are substantially lower than their actual spatial dimension,
usually referred to as large metropolitan area, while in the case of Lima in Peru,
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Sao Paulo in Brazil and Santiago in Chile the reverse follows, its administrative
limits include more than the major metropolitan area, to include the entire Depart-
ment, the state or the region. One option for a comparable analysis would be to
consider the major stratum for the first three countries, which is left for the reader’s
consideration.

3.1.2.1 Chile

In 1970 36.7 % of the population was located in the Metropolitan Region of
Santiago (RMS), home of the nation’s capital, 13.9 % in the Bio-Bio region and
10.9 % in the region of Valparaiso. Together the three regions accounted for 62.5 %
of the total and formed the main industrial centers of the country. In terms of
contribution to production, the focus on the three clusters was even higher, reaching
72 % of the total, where the RMS only realized 47 % of total GDP. These strong
concentration levels coexisted with high levels of disparities in GDP per capita
(GDP pc), which ranged from the Araucania Region with GDP pc representing less
than 40 % of the national GDP pc average and the Magallanes region with GDP pc
that exceeded 164 % of the average.

The analysis of the major socio-spatial trends from the 1970s allows us identify
four broad areas. First, there is a significant increase in the relative weight of The
North (Tarapaca, Antofagasta and Atacama), highly specialized in the mining
sector, both in terms of population and GDP, and a clear improvement in the
relative levels of GDP pc. In second place, the RMS increases its relative weight
in both population and GDP and there is a slight reduction in the level of GDP pc,
even if it still exceeds the national average. Thirdly, there is a clear decline in the
share of total GDP of the regions of Valparaiso and Bio-Bio, and less clear in terms
of population as well as a reduction in their relative levels of GDP pc. In fourth
place, a relatively small improvement occurs in several regions that were under the
relative levels of GDP pc, and with low contribution to GDP and total population,
although still maintaining strong differences with the national average, as in La
Araucania, Coquimbo, Maule and Los Lagos. Finally, in the context of the new
parameters of the deregulated and externally open model, regions such as
Magallanes, which had a free trade zone status, see a quick decline in their positive
differentials of GDP pc in the period.

As a primary result of increases in GDP pc of the northern regions, as well as a
strong reduction from that of Magallanes, a convergent trend is recorded throughout
the period, expressed as a decrease in the standard deviation of GDP pc from 58.2 to
42 (Table 3.1).

3.1.2.2 Brazil

In 1970 Brazil was structured around two major socio-spatial subsystems: the
Mid-South, with Sao Paulo as the main pole and the Northeast, with Bahia as the
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Table 3.1 Chile: GDP, population, and GDP per capita (percentages and indices) 1970-2010

GDP (percentages) Population (percentages)  PIBpc VApc (Chile = 100)
Regions 1970 1992 2010 1970 1992 2010 1970 1992 2010

Chile 100.0 100.0 100.0 100.0 100.0 100.0 100 100 100
Tarapaca 2.4 2.9 3.8 2.0 2.6 2.9 122 113 131
Antofagasta 4.6 5.9 6.8 2.8 3.1 34 167 187 203
Atacama 1.8 1.8 2.3 1.7 1.7 1.6 105 107 139
Coquimbo 2.0 2.3 2.7 3.8 3.8 4.2 52 61 63
Valparaiso  12.4 9.5 89 109 10.2 10.3 114 92 87
RMS 47.1 475 49.1 36.7 39.5 40.3 128 121 122
O’Higgins 4.0 4.1 4.0 5.3 52 5.2 76 78 77
Maule 35 39 3.7 6.8 6.2 5.9 52 63 63
BioBio 125 11.6 94 139 12.9 11.9 90 90 79
Araucania 2.4 2.7 2.7 6.6 5.8 5.7 37 46 47
Los Lagos 4.3 4.5 4.8 8.1 7.1 7.1 52 64 67
Aysen 0.6 0.6 0.6 0.5 0.6 0.6 111 92 101
Magallanes 2.4 2.3 1.3 0.9 1.0 0.9 264 216 141
Standard deviation 58.2 47.7 42.0

Source: Authors estimations based on National Statistics Institute and Central Bank of Chile

largest state, where both differ strongly in their development conditions. While the
former subsystem consisted of 53 % of the population and 80 % of the country’s
total GDP, the latter subsystem accounted for 28 % of the population and 10 % of
total GDP. Sao Paulo, by itself, accounted for almost 40 % of total GDP, even
though its weight in the population was significantly lower, at around 20 %.
Following behind Sao Paulo were Rio de Janeiro and Minas Gerais.

In terms of GDP pc, the differences were also very noticeable. While Sao Paulo
doubled the national average and Rio de Janeiro exceeded it by 75 %, at the other
end, the GDP pc of Bahia and Pernambuco were 60 % below average and 50 %
below average, respectively. A special case is the Federal District, home to the
country’s capital, that although in 1970 represented only 3.1 % of GDP and 0.6 % of
the population, it had a much higher GDP pc national average, on the order of four
times and a half. This can be explained by its particular condition as seat of
government, which is characterized by a high share in total employment of public
officials (above 50 % of the total), which receive an income above the average.

On the other hand, while the Central South had a production structure with a high
degree of industrialization and a diversified agricultural economy, the Northeast
kept a very intensive production structure of export commodities.

In the last 40 years, Brazil has experienced a very important series of economic
and social transformations, particularly during the 2000s, although large gaps
remain in their levels of socio-spatial development.

In the first place, it has expanded strongly pushing the agricultural frontier, the
so-called Midwest region, comprising the states of Mato Grosso, Mato Grosso do
Sul, Goias and the Federal District. Secondly, the North has had an important
dynamism sustained in large part by the dynamics of the city of Manaus, State of
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Table 3.2 Brazil: GDP, population and GDP percapita (percentages and indices) 1970-2009

GDP (percentages)  Population (percentages) GDPpc (Brasil = 100)

States 1970 1991 2009 1970 1993 2009 1970 1993 2009
Brasil 100.0 100.0 100.0 100.0 100.0 100.0 100 100 100
Acre 0.2 0.2 0.2 0.2 0.3 0.4 81 71 63
Alagoas 0.6 0.8 0.7 1.7 1.7 1.6 33 47 42
Amapa 0.1 0.2 0.2 0.1 0.2 0.4 112 84 70
Amazonas 0.3 0.7 1.5 1.0 1.4 1.8 26 48 82
Bahia 3.1 4.3 4.3 8.0 8.1 7.4 39 53 59
Ceara 1.5 2.1 2.1 4.7 4.3 4.4 31 48 47
Distrito Federal 3.2 3.9 4.2 0.6 1.1 1.3 558 354 309
Espirito Santo 1.2 1.8 1.9 1.7 1.8 1.8 69 100 105
Goias 1.8 2.7 32 34 34 39 53 79 83
Maranhio 1.1 1.3 1.3 33 34 33 34 37 39
Mato Grosso 2.4 2.0 3.0 1.7 2.6 2.9 141 75 103
Minas Gerais 7.8 94 9.0 123 10.7 10.3 64 88 88
Para 1.0 1.8 1.9 2.3 34 4.0 44 53 47
Paraiba 0.8 0.9 0.9 2.6 2.2 2.0 32 42 47
Parana 4.4 5.5 6.0 74 5.7 5.5 59 95 109
Pernambuco 2.9 2.5 2.4 5.5 4.8 4.6 52 52 52
Piaui 0.4 0.6 0.6 1.8 1.8 1.6 25 31 37
Rio de Janeiro 16.8 12.7 10.8 9.6 8.7 8.4 174 146 129

Rio Grande do Norte 0.5 0.9 0.9 1.7 1.6 1.7 31 53 53
Rio Grande do Sul 8.3 7.0 6.8 7.1 6.2 5.6 116 113 120

Rondonia 0.1 0.5 0.6 0.1 0.8 0.8 80 62 79
Roraima 0.1 0.1 0.2 0.0 0.1 0.2 116 101 78
Santa Catarina 2.8 3.8 4.1 3.1 3.1 33 91 123 124
Sao Paulo 38.5 339 326 19.0 21.5 21.7 202 158 151
Sergipe 0.3 0.6 0.6 1.0 1.0 1.1 27 61 59
Standard Deviation 106.2 63.5 54.8

Source: Authors estimations based on Brazilian Institute of Geography and Statistics (IBGE) and
Institute of Applied Economic Research (IPEA)

Amazonas, home to a major industrial complex supported by regional incentive
policies. Finally, as a result of active industrial and social policies, we see a greater
dynamism of GDP pc of the most lagging regions like the Northeast, with respect to
the most prosperous regions of the country (South and Center South), which has
resulted in a significant convergence process, as shown by the sharp reduction in the
standard deviation of the index of GDP pc (Table 3.2).

3.1.2.3 Mexico

In 1970 the main socio-spatial subsystem was located in the center of the country
around the metropolitan area of Mexico, covering all parts of the Federal District
and State of Mexico and Hidalgo. The sum of the three territorial entities accounted
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for 25 % of the total population and 34 % of total GDP. Far behind were the states of
Jalisco, with 7.7 % of GDP and 6.8 % of the population, Veracruz, with 7.0 % of
GDP and 7.9 % of the population and ultimately New Leon, with 6.1 % of GDP and
3.5 % of the population.

Major gaps were observed between the Southwest, Guerrero, Chiapas and
Oaxaca and northern and central Mexico. Indeed, in the first three states, GDP pc
was lower between 60 % and 40 % to the national average, while in Nuevo Leon
and Mexico City GDP pc was above 70 % of the average. Other areas of high GDP
pc, such as Campeche and Tabasco to the southeast, were important hydrocarbon
production centers, which do not necessarily mean better living conditions for the
population.

In the period under study, one can see three types of processes. Firstly, we are
witnessing a process of spatial de-concentration around the metropolitan area of
Mexico and to the northern axis, mainly to the State of Mexico, Querétaro,
Guanajuato and Aguascalientes. Secondly, it strengthens the relative GDP of
several northern states like Nuevo Leon, Coahuila and Chihuahua, derived in large
part to the expansion of assembly plants for exports (maquiladoras in Spanish), also
increasing their levels of GDP pc. Thirdly, the most lagging states of Mexico,
Guerrero, Chiapas and Oaxaca, large gaps remain with respect to the national
average, with GDP pc around 50 % of the national average.

The cases of greatest relative increase in GDP pc were produced in
Aguascalientes, Queretaro, Quintana Roo, Campeche, Zacatecas, Chihuahua, San
Luis Potosi and Mexico City. At the other end, the main relative decreases were
recorded in Mexico, Baja California, Veracruz and Chiapas.

The high fluctuations in GDP pc of some oil states such as Campeche, have
influenced the volatility of the convergence indicator which increases significantly
between early 1970s and early 1990s, and then subsequently declined sharply in
2009, it is necessary to explore in more detail future dynamics of territorial
disparities estimates without considering any oil activity (Table 3.3).

3.1.2.4 Peru

In Peru’s case, the concentration levels were very high compared to the average for
Latin America in 1970. Indeed, the region of greatest weight relative to the early
1970s was Lima, with 28 % of the population and 55 % of the GDP. Far behind was
Cajamarca, with 6.8 % of the population and 2.3 % of the GDP, and Piura, with
6.3 % of the population and 5.4 % of the GDP.

Lima, Madre de Dios and Tacna and recorded the highest relative levels of GDP
pc, while in five departments, Cuzco, Ayacucho, Amazonas, Cajamarca and
Apurimac, GDP pc did not exceed 40 % of the national average.

After a long period of political, economic and social instability, Peru has shown,
in the first decade of the century, a strong dynamism which has repositioned the
country in the Latin American context. An important part of this rise is related to the
development of the mining sector, which has fueled the growth of various
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Table 3.3 Mexico: GDP, population and GP per capita (percentages and indices) 1970-2009

Population GDP pc
GDP (percentages) (percentages) (México = 100)
States 1970 1993 2009 1970 1993 2009 1970 1993 2009
México 100.0 100.0 100.0 100.0 100.0 100.0 100 100 100
Aguascalientes 05 08 1.2 07 0.9 1.0 69 91 112
Baja California 25 26 29 138 22 2.8 141 120 106
Baja California Sur 03 05 07 03 0.4 0.5 129 120 135
Campeche 1.8 48 35 05 0.7 0.7 347 712 483
Coahuila de Zaragoza 2.7 2.8 3.0 23 24 24 115 114 126
Colima 05 06 05 05 0.5 0.6 92 107 99
Chiapas 1.8 20 19 32 4.0 4.2 56 50 45
Chihuahua 26 29 33 33 3.0 3.1 78 96 104
Distrito Federal 245 208 18.1 142 9.7 84 172 214 214
Durango 14 13 1.3 1.9 1.6 1.5 73 80 87
Guanajuato 37 36 40 47 4.9 4.7 78 74 84
Guerrero 1.8 19 16 33 32 3.0 54 59 52
Hidalgo 14 16 15 25 2.3 23 58 68 65
Jalisco 77 70 6.6 68 6.5 6.5 113 107 102
México 77 9.0 94 81 12.5 13.6 95 72 70
Michoacan de Ocampo 2.8 2.5 25 48 4.3 38 58 59 65
Morelos 1.0 1.3 1.2 1.3 1.5 1.6 76 86 78
Nayarit 1.0 07 06 1.1 1.0 0.9 85 73 70
Nuevo Ledn 6.1 65 76 35 39 4.1 173 169 187
Oaxaca 1.6 1.8 1.6 42 3.7 34 40 49 46
Puebla 32 31 34 52 5.1 5.2 62 61 66
Querétaro de Arteaga 0.8 1.3 1.9 1.0 1.3 1.5 76 99 120
Quintana Roo 0.2 1.2 1.5 0.2 0.7 1.1 94 174 137
San Luis Potosi 16 18 1.8 27 24 23 61 73 79
Sinaloa 25 23 21 2.6 2.7 2.5 96 87 83
Sonora 28 23 25 23 2.3 23 124 101 108
Tabasco 24 27 28 1.6 1.9 1.9 154 141 146
Tamaulipas 35 30 33 30 2.8 2.9 116 107 114
Tlaxcala 04 05 05 09 1.0 1.0 50 57 53
Veracruz — Llave 7.0 49 4.8 7.9 7.5 6.9 89 65 70
Yucatan 1.1 1.3 1.5 1.6 1.7 1.8 72 75 84
Zacatecas 09 07 08 20 1.5 1.3 46 48 64
Standard Deviation 56.7 114.1 77.5

Source: Authors estimations based on National Institute of Statistics and Geography (INEGI)

departments. Moreover, a significant expansion of agricultural exports was
recorded.

Nevertheless, apart from a few marginal exceptions, the socio-spatial structure
has not experienced fundamental changes, even reinforcing the relative demo-
graphic weight of Lima, which in 2007 amounted to 34 % of the population, that
is, a growth of six percentage points with respect to 1972, and maintaining a high
contribution to total GDP of 52 %. Some departments such as Arequipa, La
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Table 3.4 Peru: GDP, population and GP per capita (percentages and indices) 1970-2007

GDP (percentages) Population (percentages) GDP pc (Perd = 100)
Departments 1972 1993 2007 1972 1993 2007 1972 1993 2007

Peru 100.0 100.0 100.0 100.0 100.0 100.0 100 100 100
Amazonas 0.5 0.8 0.6 1.4 1.5 1.4 38 55 47
Ancash 4.2 35 38 5.4 4.3 39 79 81 97
Apurimac 0.7 0.6 0.5 2.3 1.7 1.5 32 33 31
Arequipa 4.0 5.1 5.8 39 4.2 4.2 103 123 139
Ayacucho 1.3 0.9 1.0 34 2.2 2.2 38 41 44
Cajamarca 2.3 24 2.7 6.8 5.7 5.1 33 41 53
Cusco 2.1 2.5 2.6 5.3 4.7 4.3 39 53 62
Huancavelica 1.1 1.1 0.9 2.4 1.7 1.7 44 63 51
Huanuco 1.2 1.3 1.0 3.1 3.0 2.8 40 42 36
Ica 2.7 2.7 2.8 2.6 2.6 2.6 101 105 106
Junin 33 3.7 33 5.1 4.7 4.5 65 79 74
La Libertad 3.9 4.2 4.9 5.8 5.8 5.9 67 73 83
Lambayeque 2.2 2.8 2.7 3.8 4.2 4.1 58 68 66
Lima 55.6 507 520 28.0 31.9 34.0 199 159 153
Loreto 1.6 3.8 3.1 3.7 4.5 4.8 44 83 63
Madre de Dios 0.4 0.4 0.4 0.2 0.3 0.4 226 139 99
Moquegua 0.5 1.4 14 0.6 0.6 0.6 83 231 243
Pasco 1.1 1.3 1.2 1.3 1.0 1.0 88 130 119
Piura 54 5.1 4.1 6.3 6.3 6.1 85 80 68
Puno 2.6 2.5 2.2 5.7 4.9 4.6 45 51 47
San Martin 0.7 1.1 1.3 1.7 2.5 2.7 42 45 47
Tacna 2.2 1.7 1.4 0.7 1.0 1.1 311 170 134
Tumbes 0.4 0.6 0.5 0.6 0.7 0.7 75 79 63
Standard Deviation 68.1 48.8 47.8

Source: Authors estimations based on National Institute of Statistics and Informatics (INEI)

Libertad, Loreto or Moquegua achieve slight increases in their relative
contributions to total GDP, about one percentage point, mostly derived from a
higher mining production.

Regarding the GDP pc some significant changes were seen. On the one hand
there are relatively strong reductions in cases of Tacna and Madre de Dios; while on
the other hand, Pasco, Moquegua, Arequipa, Cuzco and Loreto experience a
relative increase. The latter department has been positively impacted by the
increasing flow of tourists.

When considering the general trends in convergence//divergence we observe a
clear reduction of territorial disparities in the first period from 1972 to 1993,
however, when looking at the period from 1993 to 2007, there is a stagnation
regarding the gaps measured by the standard deviation (Table 3.4).
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3.1.2.5 Colombia

In the case of Colombia, Bogota had almost a third of the country’s total GDP in
1975, but only 14 % of the total population. The existence of two departments with
a demographic weight slightly less than Bogota, corresponding to Antioquia and
Valle del Cauca, helped to create a socio-spatial structure slightly less concentrated
than in other Latin American countries. These three departments formed the most
developed part of the country.

In terms of GDP pc, Bogota largely exceeded the rest of the territory with a level
135 % above national average. Other departments with high GDP pc were Meta,
which exceeded the national average by 68 % and the new departments, which had
an intensive productive base in mining.

The strong territorial gaps in Colombia is particularly exemplified by the case of
Chocd, which had in 1975 a GDP pc of only 25 % of the national average, but also
with the Departments of Huila, Cérdoba and Magdalena, with a GDP pc lower than
50 % of the average.

The analysis of the evolution of recent decades shows a strong demographic
expansion of Bogota, whose population rose from 12.7 % to 16.1 % of the total
population, with a relative reduction in its contribution to total GDP, from 30 % in
1975 to 26.3 % in 2009. Departments that slightly increase its share in total GDP are
Meta, Santander and the new departments.

In terms of GDP pc, we can observe a higher growth relative to various
departments located in the lowest levels in 1975, such as Huila, Choc6, Quindio,
Coérdoba and Magdalena, which is indicative of a process of convergence. It also
shows significant increase in the Department of Santander.

In the case of Bogota, it decreases its level relative to the average, even though it
still exceeds it by 62 %.

In terms of the overall dynamics of disparities, we notice a reduction between
1975 and 2005, while the estimates for the second period recorded a slight increase
in the standard deviation index of GDP pc (Table 3.5).

3.1.2.6 Some Remarks from the Cases Studied

From the previous discussion, we can draw some conclusions about the long-term
regional economic dynamics of Latin America, which can be complemented by
more recent analysis prepared by ILPES (ILPES 2010, 2012).

First, it can be seen that with regard to the structure of relative weights of
subnational GDP and population, the cases of Chile and Peru show the greater
stability of the primacy of core subsystems. One the other hand, significant declines
are noticeable in some regions that were traditionally relevant in the early 1970s yet
have been losing their relative weights in recent decades, as in the case of Rio de
Janeiro in Brazil, Valparaiso and Bio Bio in Chile and Veracruz in Mexico. In
contrast, parts of Argentina, Brazil, Peru and Chile with few resources have
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Table 3.5 Colombia: GDP, population and GP per capita (percentages and indices) 1970-2009

GDP (percentages) Population (percentages) GDP pc (Perd = 100)
Departments 1972 1993 2007 1972 1993 2007 1972 1993 2007

Peru 100.0 100.0 100.0 100.0 100.0 100.0 100 100 100
Amazonas 0.5 0.8 0.6 1.4 1.5 1.4 38 55 47
Ancash 4.2 35 38 5.4 4.3 39 79 81 97
Apurimac 0.7 0.6 0.5 2.3 1.7 1.5 32 33 31
Arequipa 4.0 5.1 5.8 39 4.2 4.2 103 123 139
Ayacucho 1.3 0.9 1.0 34 2.2 2.2 38 41 44
Cajamarca 2.3 24 2.7 6.8 5.7 5.1 33 41 53
Cusco 2.1 2.5 2.6 5.3 4.7 4.3 39 53 62
Huancavelica 1.1 1.1 0.9 2.4 1.7 1.7 44 63 51
Huanuco 1.2 1.3 1.0 3.1 3.0 2.8 40 42 36
Ica 2.7 2.7 2.8 2.6 2.6 2.6 101 105 106
Junin 33 3.7 33 5.1 4.7 4.5 65 79 74
La Libertad 3.9 4.2 4.9 5.8 5.8 5.9 67 73 83
Lambayeque 2.2 2.8 2.7 3.8 4.2 4.1 58 68 66
Lima 55.6 507 520 28.0 31.9 34.0 199 159 153
Loreto 1.6 3.8 3.1 3.7 4.5 4.8 44 83 63
Madre de Dios 0.4 0.4 0.4 0.2 0.3 0.4 226 139 99
Moquegua 0.5 1.4 14 0.6 0.6 0.6 83 231 243
Pasco 1.1 1.3 1.2 1.3 1.0 1.0 88 130 119
Piura 54 5.1 4.1 6.3 6.3 6.1 85 80 68
Puno 2.6 2.5 2.2 5.7 4.9 4.6 45 51 47
San Martin 0.7 1.1 1.3 1.7 2.5 2.7 42 45 47
Tacna 2.2 1.7 1.4 0.7 1.0 1.1 311 170 134
Tumbes 0.4 0.6 0.5 0.6 0.7 0.7 75 79 63
Standard Deviation 68.1 48.8 47.8

Source: Authors estimations based on National Administrative Department of Statistics (DANE)

experienced slight increases derived from the boost of some activities, primarily
mining or agriculture, while in the case of Mexico, there were increases in the north
derived from assembly plants for exports. Finally, there are also central territories
that have lost weight in population or GDP, due to a greater increase in their
immediate areas of proximity or influence, as in the case of Mexico City with
respect to the State of Mexico.

And second, when analyzing trends in GDP per capita, we notice strong
deviations, either positive or negative, which as a hypothesis could be explained
by two types of phenomena. (a) the development, expansion or decline, for extrac-
tive activities (primarily mining) strongly impacting on levels of GDP per capita,
because they are usually located in states with low population levels as they are
resource and capital intensive. (b) the relative decline of more industrialized or
diversified areas that have failed to insert themselves dynamically into the current
globalization processes but on the contrary, have experienced deterioration pro-
cesses of their production structures.
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3.1.3 Recent Experiences of Regional Development Policies

Several Latin American countries have recently promoted new territorial develop-
ment agendas, which have been included into the national policy strategies and
objectives designed to reduce the strong internal imbalances. These new policies
include: processes of decentralization, territorial competitiveness agendas, cluster
promotion, infrastructure development, and cross-border integration, among others.

This new interest in the territorial dimension of development could be supported
by a set of objective factors that have emerged in the last decade and that require a
more explicit territorial approach of public policy. Firstly, it is clear that in spite of
showing a positive social and economic performance in many countries, this has not
enabled to overcome the relatively high distances between advanced and lagging
regions. Secondly, in contrast to the rise of the integration of countries into the
global economy, the need for public policies to promote regional competitiveness
has come to light, understood in a broad sense, the set of dimensions of the
territorial environment where companies operate. Thirdly, the growing environ-
mental risks generated either by climate change, strong urban expansion, or by the
growing number of natural resource-intensive activities have triggered concern
about national approaches to territorial development. Finally, and derived from
growing democratizing desires, concerns for issues of decentralization and social
participation have emerged, which has been expressed in various cases of new
institutions.

Given this framework of reemergence of the territorial dimension, a few
examples have been selected: Ecuador, Argentina, Peru and Brazil, which express
the diversity of approaches to the problem of uneven regional development. The
common element in all four experiences is its explicit objective to modify or change
the current pattern of socio-spatial organization, interpreted as highly unbalanced,
for which different actions are proposed in the economic, infrastructure, decentral-
ization and coordination among others.

In the case of Ecuador, the new territorial agenda is embedded in the 2009-2013
National Plan for Good Living, under the name of National Spatial Strategy
SENPLADES (2009). Within its organizational outline it aims to create seven
planning areas, their main emphases being: (a) Polycentricity, (b) Rurality and
food sovereignty, (c) Infrastructure, connectivity and energy, (d) Sustainability,
(e) Diversity and cultural heritage, (f) External Insertion and regional integration,
and (g) Decentralization and participation.

The graph of the strategy presented in the following map, which shows in order
of appearance: (1) Ecological valuation; (2) Rural Good Living, (3) Infrastructure
corridor, (4) local support hub, (5) Regional link hub, (6) National structuring hub
and (7) International articulation hub (Map 3.1).

In the case of Peru, the territorial agenda is embedded in the Bicentennial Plan:
Towards 2021. Relevant to this discussion is the strategic axis number 5; regional
development and infrastructure CEPLAN (2011). The main emphases of the
strategy are: (a) Decentralization and transfer of capabilities, (b) Reconfiguration
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Map 3.1 Graphics expression of the Brazilian National Territorial Strategy (Source: National
Territorial Strategy, National Secretary of Planning and Development (SENPLADES))

of political administrative division, (c) economic corridors, (d) Partnerships and
clusters, (e) Public-private partnerships and investment promotion, and
(f) Development infrastructure.

One important dimension is the development of economic corridors, identified
from special studies conducted by the Presidency of the Council of Ministers, which
is shown on the maps below. On the left side its shows Cities classification:
Metropolis, Major City, Intermediate City and Minor City. On the right side its
shows Corridors: Coastal, North, East, Center and South (Map 3.2).

In the case of Argentina, the most recent territorial agenda is in the National
Development Policy and Land Management, which is embodied in the National
Spatial Strategy Plan. Argentina 2016 (PET). The main emphases are:

— Participate on the territorial composition of the country and each of its regions
MINPLAN (2008).

— Improve the level of development of national urban networks, provincial and
local.

— Increase and rationalize the provision of infrastructure and services in each
province.
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Map 3.2 Classification of cities and economic corridors in Peru (Source: National Center for
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— Work on the most lagging and less dynamic areas.
— Stimulate and maintain the order territorial and make the management capacity
in government more dynamic.

The graphic expression of the desired spatial development model is shown
below. Its identify three categories of Territorial Dynamic and Organization: To
qualify; to potentiate and to develop. Also it identified: Connective tissue, structur-
ing network, structuring hub, city to potentiate and city bigger or equal to 30,000
inhabitants (Map 3.3).

Finally, in the case of Brazil, the new Regional Development Policy was
institutionalized in 2007, and is conducted by the Ministry of National Integration
(MI 2007). It has as a general goal to reduce regional inequalities and enable
development potential of regions. The specific objectives are:

(a) Provide regions the necessary conditions — infrastructure, credit, technology,
etc. — to take advantage of economic-productive opportunities for its
development.

(b) Promoting integration of social productivity in the population, human resources
training and improving the quality of life in all regions.

(c) Strengthening regional socio-productive organizations, with the expansion of
social participation and encouraging construction practices of plans and
sub-regional development programs.
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(d) Encourage the sub regional exploration potential arising from the magnificent
cultural and socioeconomic diversity of the country.

For the National Regional Development Policy it was build a typology of
territories, shown below, which identify four categories of territories: (a) Low
income (b) Stagnant (c) Dynamic and (d) High income (Map 3.4).

These examples do not exhaust the range of initiatives being carried out in other
countries in the region, as recorded in most efforts to confront subnational
imbalances.
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Map 3.4 Brazil. Typology of the National Regional Development Policy (Source: Ministry of
Integration, Brazil)

In conclusion, we can say that in Latin America and the Caribbean there exist a
new context of territorial development policies, framed in new approaches that
exploit the state’s role as an active agent in the development process, and which
give the territorial element greater importance in strategic thinking and foresight.
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3.2 Conclusions

In this work we have reviewed in the first place the various development strategies
followed from the postwar period in Latin America and the Caribbean, with
particular emphasis on the transformations in the economic, social and territorial
dynamics of each period. In each case, different approaches were considered on the
role of government and public policy.

Overall, a radical change can be seen in approach between the decades of 1940-
1970 with respect to the 1980s onwards. Said change refers, at its core, to a different
appreciation, or degree of confidence, on the role of the market and the state as
instruments of promoting development. While in the first stage the state, in particu-
lar at the national level, was considered the main transforming agent and promoter
of the development process; in the second stage, it was conceived in a completely
opposite manner, identified as the main cause of low development levels.

This perception was expressed in various fields of public policy, from the
enterprises owned by the state, to the overall macroeconomic and in particular to
the production policies, to labor institutions, and to territorial policies. In this
framework, planning, which was one of the pillars of the strategies implemented
during the first decades was gradually losing visibility in many countries.

In terms of the territorial trends it was noted at the outset that while it is possible
to observe a number of interesting transformations in terms of population and
relative weights of total GDP, as well as evidence of convergence in per capita
GDP, no substantive changes were observed in the situation of the primacy of the
main core subsystems of each country and the strong interregional disparities.

This scenario probably supports the reemergence in Latin America and the
Caribbean of territorial development policies that seek to generate more harmoni-
ous or balanced processes, which have been considered for various areas of
intervention or promotion, from the decentralization of power, through demands
for clusters or development corridors, to the emphasis on more traditional heavy
investment in infrastructure observed in recent years in several countries. A rela-
tively new element is forward planning processes that delineate seeking future
scenarios in relation to models of socio-spatial organization.

In short, Latin America and the Caribbean has shown in these last five decades
transforming processes of different ideological persuasions, seeking to direct
development towards new horizons, accumulating a wealth of successes and
failures that must be considered in the formulation of current development
strategies.
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Methodological Annex

The information that was considered was based on estimates of GDP and popula-
tion for the first level of the political and administrative division of each country
(e.g., region, province, department, etc.), due to this level having greater availabil-
ity of official information.

First we selected those years for which there was a Census Population and GDP
estimates. This was possible mainly by the early 1970s and early 1990s. For the
most recent year we considered population estimates or projections for Chile,
Mexico, Colombia and Brazil, the 2007 census for Peru, and the ECLAC-Argentina
estimate for 2005.

For the purpose of having constant prices we performed a single splice using
varying rates between series with different base years for the cases of Mexico,
Chile, Colombia, Peru and Brazil.

Sources for GDP original series.

Mexico: 1970-1988, INEGHI Estimate, 1993-2009, Regional Accounts of
Mexico, INEGHI.

Chile: 1970-2001, MIDEPLAN, regionalized GDP Estimate 1960-2001,
2003-2010, Central Bank of Chile.

Colombia: 1975, ILPES, 1993 and 2009, Regional Accounts, DANE.

Peru. Departmental Accounts, INEL

Brazil: 1970-2009. IPEA.
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Chapter 4

The Origins, Development and Current State
of Territorial Policies in Latin America in the
Twentieth and Twenty-First Centuries

Sergio Boisier

4.1 Introduction

This chapter is organized as follows: The introduction identifies the purpose of the
document and redefines the concept of territorial policy. Next, a theoretical
approach is described that includes a discussion of the nature of territorial issues,
a fundamental aspect of policy interventions in the territory. The historical over-
view traces the origins of policy interventions in Latin America on the basis of two
foundational experiences: the Tennessee Valley Authority, which was established
by Roosevelt in the 1930s, and the Cassa per ilMezzogiorno, a development agency
created in southern Italy in 1950. In each case, I present the most important Latin
American replicas of those experiences. The section on paradigmatic territorial
policies provides a detailed examination of the evolution of these instruments.
Next, the discussion of the objectives of territorial interventions and their results
reviews the goals that were set and the outcomes. My hypothesis regarding a more
than evident failure explains the reasons why success was not achieved. The section
on key events from the twenty-first century addresses new interventionist trends in
Brazil and Chile and the World Bank’s 2009 report on the global economy as a
significant milestone from this century. Finally, the conclusions describe the over-
arching weaknesses of the approaches and interventions that have been developed
thus far.

This article provides a general and transversal framework for reading the Latin
American experience with the formulation and application of first, second and third
generation territorial policies over a period of almost half a century. I look at the
origins of these policies, which represent an essential point of reference if path
dependence adopted as a hypothesis, as well as the theoretical referents, objectives
and results, examining the causes of what could be called a more than evident
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failure. In the current century, we have witnessed the emergence of new approaches
and practices that promise improved results. In this article, special attention is paid
to the new role of civil society in the construction of regions.

It should be noted from the outset that the contemporary concept of territorial
policy refers to a set of policies or to a global policy goal that includes four mega-
policies: (a) territorial organization; (b) decentralization; (c) the promotion of
territorial economic growth; and (d) the promotion of societal development in the
various territories." Each of these mega-policies includes diverse sets of meso-
policies (e.g. territorial organization policy includes infrastructure localization
policies, land use policies, etc.) and each one of these is ultimately expressed as a
vector of specific instruments. This is an interpretation that is far more complex
than the simple idea of a territorial policy, which refers exclusively to interventions
concerning certain territorial sections which are called regions based on various
criteria.

4.2 Theoretical Approach

From a functionalist perspective, as Talcott Parsons might say, all socio-economic
systems seek to achieve three over-arching and immanent, irrevocable, and long-
term objectives: (1) to systematically increase the capacity to produce goods and
services; (2) to obtain a certain social stability that makes the process of savings and
investment viable, a condition that is necessary in order to achieve the first
objective; and (3) to maintain territorial sovereignty, a basic condition of the
permanence of a national government.

In classical literature on planning, the clash between objectives and their
obstacles is defined as a problem, and thus an issue that contributes to defining
the field of intervention.

According to this reasoning, over the course of a country’s evolution, a process
that is framed within the logic of capitalism in the case of Latin America, several
types of problems begin to emerge at different levels and with varying degrees of
importance. At some point, a special class of problems will develop within this
group: those defined by aggregate (national) objectives and impediments of an
evident territorial nature. This in turn generates a set of problems that we refer to as
territorial issues (formerly known as regional issues).

The objective of “systematically increasing production capacity” (the achieve-
ment of a sustained high rate of growth of the GDP) begins to be impeded by an
excessive level of territorial concentration of the means of production due to the
emergence of the phenomena of external diseconomies and agglomeration that
surpass the increasing positive yields of concentration. The “problem of hyper-

! The fact that the word development is underlined is not coincidental: it denotes the change of the
role of the government in neoliberalism.
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territorial concentration of production and population” thus begins to take shape,
and the effort to address it will take the form of a policy that seeks to reverse the
situation by means of both positive measures (varied stimuli to peripheral localiza-
tion) and negative ones (differentiated taxes, restrictions on industrial building at
the core, etc.).

The goal of maintaining a social system free of recurrent extreme tensions in
order to facilitate the process of saving and investment is threatened when the
pattern of distribution of the results of the growth process is questioned. This is
particularly true in relation to the unequal distribution of income, which shows, in
all cases, a strong, highly visible territorial component, which in turn generates “the
problem of territorial disparities in income, well-being and opportunities,” with
their attendant social and political tensions. These may lead to the formation of
frankly challenging political movements and center/periphery conflict in addition to
causing migratory patterns that introduce true vicious circles in sub-national
territories. Proposals for transfer policies, social endowments and distributive and
redistributive policies will emerge in response to this.

The objective of maintaining the territorial integrity of the nation/government is
threatened by excessive economic and demographic concentration accompanied by
perceptibly higher income levels in the “center” of the system. This creates a
political situation associated with a highly unequal distribution of power (in its
variety of guises). Combined with Latin America’s Bourbon tradition in the shaping
of the government, it results in the “problem of centralism” that is so evident in the
sub-continent. According to Claudio Veliz (1982), this also feeds off of a true
centralist culture. The government’s response will take the form of policies of
deconcentration and/or administrative, political and territorial decentralization.

These problems, taken together or in individually, tend to appear at the interme-
diate stages of growth, and are inherent to them. This multivariate dynamic is
typical of the evolution of all systems of social relations of production, in this case
capitalism. Processes that are clearly positive during initial periods, such as con-
centration or centralism, become negative after a turning point and require the
implementation of various forms of social self-intervention.

In Latin American countries that presented “early industrial evolution,” such as
Mexico, Argentina and Brazil, the government’s response began to form half-way
through the twentieth century.

4.3 Historical Overview

The above observations help to elucidate the rationality of territorial policies, but
rarely does rationality alone support them.

At the global level, the first relatively explicit attempt by a national government
to intervene in addressing the issue that is now described as a “regional problem”
was the TVA (Tennessee Valley Authority). The project, which was undertaken in
the United States in the early 1930s, was the work of Roosevelt’s government. The
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TVA was enormously successful and influential, and its theoretical foundations
were based on Keynesian economic policy. The establishment of the TVA was a
typical Keynesian response to the crisis of 1929. As such, it was an intervention
that, by nearly mathematical derivation, became the icon of regional
developmentism (desarrollismo). After World War II, it would be followed by
the creation of the Cassa per il Mezzogiorno in Italy, a clearly ideological state
intervention (aiming to avoid the Communist Party’s taking of Presidential power)
and again, it became an icon of regional policy but for different purposes.

Scholars agree that Mexico has been the cradle of territorial policy development
in Latin America since the establishment of the Papaloapan River Basin Commis-
sion in 1947. The body was created to manage approximately 47,000 km” of basin
area. Its main objectives were linked to flood control, though several other
objectives were eventually assigned to it. In fact, its authority included investment
in hydraulic resources for controlling floods, irrigation, hydro-electric power and
drinking water as well as the establishment of all sorts of communication systems
for all matters of industrial and agricultural development, urbanization and coloni-
zation (Barkin and King 1970, p. 100).

Commissions would later be formed to intervene in the Grijalva and Usumacinta
(120,000 km?) basins as well as Tepalcatepec (17,000 km?), Balsas (100,000 km?),
Fuerte (29,000 km?) and Lerma-Chapala-Santiago (126,700 km?). Such entities
would eventually cover over 20 % of the country’s territory.

In Brazil, the National Department of Works Against Drought (DNOCS) created
the Commission for the Development of the Sdo Francisco River Valley (known as
CODEVASF for its acronym in Portuguese) in 1948. It later formed the Commis-
sion for the Development of the Rio Doce River Valley Basin. In both cases, the
strategy is very similar to the one that had been tested in Mexico.

Brazil also created the Office for Northeastern Development, or “SUDENE,” in
1959. This is probably the most emblematic body in the area of territorial policy in
Latin America (de Oliveira 1977). The name of Celso Furtado and his Northeast
Operation had been linked to the creation of SUDENE. Next steps were the Offices
for Amazon Development (SUDAM) and the Manaus Duty Free Zone
(SUFRAMA). The decades that followed would bring similar agencies for the
macro-regions of west-central, south-central and southern Brazil.

That same year, Argentina created the Federal Investment Council (CFI) through
a constitutional agreement between the provinces, the municipal government of the
City of Buenos Aires, the National Territory of Tierra del Fuego, Antarctica and the
South Atlantic Islands. This is another agency that was considered an icon of
regional development practice. Perhaps one of the most important features of CFI
was the exclusion of the national government from the constitutional pact, which
reaffirmed federalism and regionalism.

Another historic milestone which also became an icon in this field was the
establishment of the Venezuelan Corporation of Guayana (CVG) in 1960. The
entity was framed by the sort of philosophy of development and planning that
was brought to the government of Venezuela in 1958 by President Romulo
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Betancourt. The development of the Guayana, project hinged on the foundation of a
new city Santo Tomé of Guayana and on the development of hydro-electric power
and iron and steel mining. John Friedmann wrote a classic text on the Venezuelan
experience (Friedmann 1966).

The final stages of the first half of the twentieth century saw the creation of
Colombia’s Cauca Valley Development Corporation, first as an electricity produc-
ing company and later as a development agency. The La Sabana Autonomous
Corporation was created soon after, followed by several departmental corporations
that were more closely linked to issues of territorial organization.

By the 1960s, regional policies changed in their form and footing following the
emergence of national regionalization plans that were more in line with the
functionalist rationale described above. The policies would take on a more systemic
character, opening up the field to two variants: (a) intra-regional policies and
(b) inter-regional policies. A number of countries adopted this method, including
Argentina, Bolivia, Brazil, Colombia, Chile, Mexico, Peru, and Venezuela.

Austrian economist Walter Stohr took stock of regional development programs
in Latin America in the late 1960s. He gathered information on no fewer than
75 programs in total and organized them into the following five categories:

Policies for the decentralization of decision-making

Policies for depressed areas

Policies for the colonization of new areas of natural resources
Policies for the development of border areas

Policies for metropolitan areas and new poles of development.

The same author assesses the degree of implementation and success of these
policies, and here his judgment is generally more negative. It would seem that most
were more semantic than real (Stohr 1972).

Later on, in the 1970s, an even more drastic change would develop in the field of
regional policies. This issue will be examined in greater detail below.

4.4 The Paradigmatic Models of Territorial Policies

The influence of the institutional model of the TVA remained on the front lines for
about a decade. By the mid-1950s, the “hydraulic” paradigm model would give way
to another model, a European one that was founded more on political lines than
economic ones. As we have already noted, the post-war period raised the possibility
that the Communist Party could take control of Italy by means of accession to the
presidency. Fear of this was one of the causes of the passage of the Constitution of
1947, which divided Italy into 22 regions. The strategy was to form territorial and
political spaces in which the Christian Democrats could find refuge and strength
and build resistance. The Communist Party never won the presidency, though it did
gain control of several regions and cities that would later become the stars of Italian
development (industrial districts). As part of the same political construction and
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under the Marshall Plan, the U.S. pushed for the creation of a funding and projects
implementation agency that would channel investment resources to the
impoverished southern area of the Italian peninsula, where it was thought that
communism would find a favorable environment.

The result was the emblematic Italian experience (Cassa per il Mezzogiorno).
Between 1950 and 1980, the agency would receive the enormous sum of $36 billion
(nominal) earmarked for investments in infrastructure and industrial equipment for
the south. La Cassa had considerable success in increasing per capita income in that
region, but income in the north increased much more rapidly during the same
period, exposing the duality of disparities in absolute and relative terms.

SUDENE would become the main replica of La Cassa in Latin America. Like its
parent model, this institution owes its creation to political developments. It
represents the Brazilian government’s response to the social and political unrest
caused by poverty that had developed in the northeastern region of the country. The
situation had already created a powerful and menacing movement, Las Ligas
Camponesas, which were led by Francisco Juliao (Juliao would later be co-opted
by the system and become a federal deputy). Through Furtado, Kubistchek’s
government created a device whose main purpose was to make visible the transfer
of capital from the center-south to the northeastern region, creating companies,
entrepreneurs and employment. Francisco de Oliveira said -using clear Marxist
language — that SUDENE made viable the expansion of Brazilian oligopolistic
capitalist accumulation with a nationalist air while creating a local oligarchy similar
to the one that was already in place, mainly in S3o Paulo. The tax exemptions
created through Article 34/18 would be the main instrument for raising capital.

The “invisible hand” of the United States soon became visible: Hollis Chenery,
one of the architects of the La Cassa model, and Stephan Robock, a prominent
economist, would serve as advisors to the Superintendency and contribute deci-
sively to its organization and the definition of its strategy. Later, according to
Oliveira, “the action of the USAID in the northeast specifically aimed to undermine
the authority of SUDENE by offering direct aid to state governments that were
capable of politically opposing populist political forces, which were in turn labeled
as ‘radicals’” (Oliveira, op. cit, p. 122).

The 1960s began, in a sense, with the Punta del Este Conference of 1961, which
saw the creation of the Alliance for Progress. This was at that time that the
U.S. used its power to veto the use of planning, transforming it into a legitimate
instrument of progressive interventionism endowed with a supposed fundamentum
in re. On the other hand, it was a decade marked by utopias, ideological visions
(today the term is metanarratives) and a clash of ideologies, at least in Latin
America. This confrontation involved various schools of thought and interpretation
of development: dependency theory in its Marxist versions (Frank, dos Santos,
Marini, Quijano) and non-Marxist ones (Cardozo, Faletto, Sunkel), and social
modernization theory, which was mainly espoused by Gino Germani.

According to this latter position, the lack of development of Latin American
countries was mainly due to a set of structural barriers that prevented these
countries from following the path of progress already trodden by the industrialized
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nations (there was an implicit assumption that a single path to development
existed). The list of barriers included —rightly so, it seems — the educational system
and land ownership. Educational and agricultural reforms were put on the agenda.

Another barrier, and one that is of particular interest in this field, was the low
degree of internal integration of Latin American economies. The concept of low
“internal integration” referred to physical integration, which was clearly very
deficient; economic integration as the lack of a national market; and socio-political
integration. These processes had not been completed during the construction of the
nation-state, which led to a lack of a national framework of values and the precari-
ous position of the government in its own territory. Colombia may be the best
example of these shortcomings.

Although not included in the assessment of the lack of Latin American develop-
ment made in the framework of modernization theory, one could easily take from it
a recommendation that would be central to the design of territorial policies begin-
ning in the 1960s: the advisability of modifying the political and administrative
structure of national territories in order to create a sort of a new geographic policy
that was more in line with contemporaneity. This would allow for the elimination of
the old internal territorial boundaries of the Conquest and of a new political
geography the Hispano-Portuguese colony which had ceased to reflect the contem-
porary organization of the territory. It was thought that this intervention would
contribute strongly to improving internal integration conditions. Regionalization of
a national scale comes onto the scene at this point. This process involved the
definition of a comprehensive and exclusive division of the national territory
which would serve as a basic framework for the implementation of national
regional or inter-regional policies and intra-regional policies or simply regional
policies. We must note that this proposal comes at a key time for the cognitive
framework known as regional science developed mainly by Walter Isard in the
United States (University of Pennsylvania), an elegant neoclassical synthesis of the
contributions of European geographers and economists starting with von Thiinen.

As often happens within the Latin American intellectual arena -particularly in
the field of economic thought-, in most countries, an “all or nothing bet” in favor of
regionalization comes to the fore. (Magical properties are attributed to certain
economic models, and there is hardly any country of a significant size that will
not make an attempt at regionalization, including Panama, which has only
57,000 kmz, and the Dominican Republic and Honduras, which are even smaller.)
In some cases, such as Argentina, the respective proposal was based on the
application of the gravitational models of social physics that were so widely
disseminated by Isard. In other cases, such as Chile, the proposal combined
ecological, geographic, and economic criteria. In all cases, the move constituted a
political and social “experiment” imposed by the government but did not respond to
any social demands and was markedly economist in character. In almost all cases,
regionalization created regions ex nihilo.

In a sense, regional planning entered a golden decade in the early 1960s. This
period also saw the advent of very significant political change in countries like
Colombia, Chile, Panama, Peru and Venezuela, where government control was
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transferred to single parties, party coalitions or military factions. In general, these
entities shared their adhesion to Social Democratic or Christian Democratic politi-
cal positions and could be described as progressive and modernizing governments
(although the conciliation of these terms with a dictatorial practice would be
difficult to carry out). There is also a link in generic terms to the ideas of social
modernization. As such, there is a certain tendency towards regionalization. In the
case of Chile, Frei was always a fervent supporter of the regions as entities that
helped to balance out the excessive weight of the capital. Once regions were
defined, specific policies for the whole and the components of the system relied
heavily on Paul Rosenstein-Rodan’s central idea of a great destabilizer and
multiplying boost and Francois Perroux’s concept of poles of development, an
industrial destabilizer.

The 1970s bore witness to the enthronement of de facto military and right-wing
governments, which destroyed the idea of planning. In some cases, such as Chile,
formal regional planning would continue until 1978. This effort was supported by
the military, which took charge of CONARA (the National Commission on Admin-
istrative Reform) until economists belonging to the group known as the Chicago
Boys (in reference to their almamater) took full control of ODEPLAN (the National
Planning Office). A thorough examination of the experience of the military govern-
ment is found in Boisier (1982).

From this point on, Chile’s national regional development policy would take
other directions. In general, it disappears from government discourse and is
replaced by a kind of non-strategy that transfers responsibility for regional devel-
opment to the regions by removing the government’s role on this area. A kind of
subliminal message was sent from the center to the peripheries, often without a
clear target audience: From now on, responsibility for development is in your
hands; take note of the external opening of the economy and pull yourselves up
by your bootlaces, and understand that the State is limited in its ability to ensure the
permissiveness in the exploitation or over-exploitation of both natural resources
and also manpower. Try your best! Prominent Brazilian SUDENE economist Tania
Bacelar de Araujo has been a harsh critic of this self-marginalized position of the
government, and has denounced this laissez faire policy for leaving less competi-
tive regions adrift.

Regionalization began to unravel throughout the region with the exception of
Chile. Over the years, however, a kind of regionalist reorganization emerged in
several nations. In Argentina, the constitutional reform of 1994 opened the door for
adjoining provinces to form regions (as occurred with the formation of the
Patagonia Region, which is composed of five provinces and a regional capital,
Santa Rosa de la Pampa, and the Central Region). The five macro-regions of
planning disappeared in Brazil. In Colombia, Article 306 of the Constitution of
1991 made the establishment of regions mandatory. This was achieved through the
association of adjoining departments (RAP regions, Administration and Planning).
The five CORPES (Regional Council of Economic and Social Planning) regions
that were created in 1985 disappeared. In Bolivia, departmentos were reinforced. In
Peru, the sophisticated regional institutional architecture created by Alan Garcia in
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his first term of office was erased at a single stroke. Meanwhile, the Constitution of
1993 allowed for the formation of regions based on voluntary association of
neighboring departments. This occurred in Argentina in 1994.

Ray Bromley (1990) made a significant contribution to this field through his
article “Development, Underdevelopment, and National Spatial Organization,” in
which he provides the perspective of a British geographer with an extensive
knowledge of Latin America.

Roberto Camagni, a leading Italian specialist, has prepared a sequence of the
most common regional intervention concepts (see list below). It should be noted
that Latin America is following the same conceptual path but with a significant time
lag.

KEY CONCEPTS IN LONG-TERM
REGIONAL POLICIES

1950-1960 Infrastructure as a condition for growth

1960-1970 Attracting inward investment, development poles,
exportation bases

1970-1980 Endogenous development: Small and Medium Size
Enterprisess, local competences

1980-1990 Innovation, technology difussion, innovative
methods

1990-2000 Knowledge, intangible factors,
collective learning

2000-2010 Relational capital , interconnection, local culture,
electronic labor

Poland’s Katarzyna Dembicz (2005, pp. 149-164) provided a lucid examination
of the contributions of ECLAC in regard to the concepts of region and regional
development in Latin America.

4.5 The Objectives and Results of Territorial Interventions

As we have seen, the multiple programs that were created in order to promote
growth and development in the territory were based on various paradigms. Overall,
they proposed a limited and more or less standardized set of goals.

The first of these is an instrumental objective: the implantation of a new
political/administrative division of the territory, regionalization, which is clearly
an instrumental objective or measure that, in the minds of many, became the
ultimate goal.

A second common goal was limiting the expansion of large cities or the largest
city in each case. The purpose of the control of-metropolization was to reduce both
the volume of internal migration and the already visible social costs associated with
sprawl and the exponential growth of the main center of each country.



78 S. Boisier

Third, great importance was given to a vague notion of equality expressed as the
need to reduce territorial disparities in per capita product, income or well-being. As
we have noted, this objective was not removed from considerations of national
political and institutional stability.

The fourth goal was that of the decentralization of decision-making in the public
and private spheres, though this was presented in a rather vague manner. Even basic
or theoretical knowledge of Latin American centralism was very limited.

Last, regional development appeared as an objective as the end or teleological
result of the four preceding goals. It was presented as a process with two scales.
The first was national or inter-regional, with a systemic conceptual background,
and the second was regional, which refers to each one of the regions and addressed
the impossibility of equal relative growth.

An assessment of the level of achievement of these objectives in the long term
shows of the limited nature of the results.

By the late twentieth century, Chile was the only Latin American nation that
presented the constitutional and political consolidation of regionalization. The
Constitution of 1980 and subsequent reforms stated that “Chile is a unitary state.
Its territory is divided into regions. Its administration will be functional and
territorially decentralized, or deconcentrated where appropriate, in accordance
with the law.” (Article3) Peru (1996), Nicaragua (1996), and the Dominican
Republic (1996) appear together with Chile in an undated UNDP report on the
subject, but it was noted that in 1993 the Peruvian constitutional reform eliminated
the regions and the political and administrative structures established during Alan
Garcia’s first government. Noted politician and Peruvian specialist Manuel
Dammert (1999) maintains a position that is completely contrary to the one
presented in the UNDP report, though it is true that in 1998 Congress approved a
Framework Law for Decentralization in an effort to “departmentalize” regionaliza-
tion. But in any case, it seems more accurate to note that in the year of the UNDP
report’s publication, only Chile, Nicaragua and the Dominican Republic could
present de jure regional structures, and if one takes into account the size of these
countries, it would not be unreasonable to point to Chile as the only relevant case in
function of its geographic size.

Secondly, the purpose of setting limits on metropolization and urban primacy
failed outright. It is well known that Latin America is characterized by a high rate of
urbanization (84 % in South America and 72 % in Central America). This process is
developing quickly in the region, which presented a rate of urbanization of 1.6 %
annually between 2005 and 2010 (Population Division, Department of Economic
and Social Affairs, United Nations 2011). As has been observed elsewhere, even the
inability to contain metropolitan growth has led to the introduction of new words
such as megalopolis and megalopolization. The figures show that the percentage of
the population that lives in large urban areas has surpassed 47 % in Mexico, 48 % in
Brazil, 42 % in Argentina, 42 % in Peru, 39 % in Chile, 34 % in Venezuela, and so
on (see www.unpopulation.org). In some cases, the population figures for the
largest cities exceed 20 million inhabitants.
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The hopes for a shift in the economic model, in the spread of post-Fordism and in
decentralization have not become a reality.

Third, the reduction of territorial disparities in per capita product and income,
another objective noted above, was an issue that merited the attention of empirical
analysts from early on. This was the case with Gilbert and Goodman (1976) for
Brazil and the northeast; Leon for Colombia, Panama and Venezuela; Martin
(1984) for those same countries based on Leon; and Boisier and Grillo (1969) for
Chile. Currently, the issue has been taken up with the vision of convergence/
divergence analyses. Luis M. Cuervo (2003) prepared an excellent review of the
“state of the art” for ILPES to which we refer the reader with an appetite for
numbers. The most general conclusion is that there is no clear pattern of conver-
gence in Latin America; rather, convergence containment patterns appear. The
ILPES study written by Ivan Silva (2003) offers an even more complete overview
of the disparities, territorial competitiveness, and local and regional development in
the sub-continent and is recommended reading. A more recent and complete study
on Chile that includes mathematics which are only for the initiated was published
by Robert Duncan and Rodrigo Fuentes of the University of Wisconsin and the
Central Bank of Chile, respectively (2006, pp. 82—112). The document presents two
points of view and a comprehensive bibliography featuring many Chilean
publications on the topic.

Empirical evidence provided by Duncan and Fuentes tends to support the
hypothesis of convergence in per capita GDP both in terms of beta convergence
(convergence in levels) and sigma convergence (convergence in the dispersion).

However, this result is accompanied by slow rates of convergence of slightly less
than 1 %, implying that the time needed to halve the gap between “rich” and *“poor”
regions is between 81 and 96 years! It is difficult to appreciate the practical utility of
studies of this nature.

One of the most important empirical studies on territorial disparities in Latin
America was prepared by Emmanuel Skoufias and Gladys Lopez-Acevedo for
IBRD/World Bank (2009, p. 9). It states that:

The eight Latin American countries examined in the study show significant differences in
poverty rates in and within regions. For example, some countries such as Brazil and Peru
have large differences in poverty rates both within and between regions, while other
countries such as Ecuador, Guatemala and Nicaragua have higher differences in rates of
poverty between urban and rural areas than within regions in general.

Each country has a clearly determined “leader” region and one or two straggling
regions. People living in straggling regions experience even higher levels of poverty, as
measured by poverty rates, levels of well-being, and consumption rates. In an extreme case,
some regions of Brazil have poverty rates slightly above 10 percent, while others are above
50 percent. Mexico and Peru also show large differences in poverty rates in the regions. In
all of the Latin American countries analyzed, poverty rates are higher in rural areas than in
urban ones, with very high rates in straggling regions, such as the Northeast of Brazil, the
South Pacific states of Mexico, the Andes mountains in Peru, and the Pacific region of
Colombia.

Fourth, the objective of decentralizing public and private decision-making
systems has demonstrated an erratic temporal trajectory as a result of serious
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limitations in the culture, the tradition of government organization, the sub-culture
of public administration, and Latin American’s individualist mentality. The latter
was inherited from the model of rule by rural landowners in which the peasant (later
to become the urban worker) cultivated a model of dependence with respect to the
land owner and later the government. The distinction between federal and unitary
countries is naturally mandatory in this area. Ivan Finot (2001) prepared a careful
study for ILPES in which he reviews the “state of the art” in this field which we
recommend for all readers. Ultimately, however, we must recognize that progress in
decentralization — where there is progress — seems to respond to changes connected
to globalization and neo-liberalism rather than to the strength of the statements.

The final objective encourages regional development processes in the region’s
countries. It has always failed from the standpoint of evaluation due to the vague,
inexplicit nature of the objective itself. However, if we use a criterion that is very
simple but not without rationality, namely, describing regional development as
processes that generate or promote cities (as a “device” for a region, to use
Mumford’s terms) that become competitive centers in the process of capitalist
accumulation of one (or a few) traditional and historical accumulation centers,
one could tentatively state that there has been a process leading to a condition which
could be classified as “regional development.”

If this criterion is used to take a new look at the map of Latin America, we see
that situations like the one described are seen in Monterrey and Guadalajara in
Mexico; Medellin, Barranquilla and Cali in Colombia; Guayaquil in Ecuador;
Arequipa in Peru; Concepcion in Chile; Mendoza, Rosario, and Cordoba in
Argentina; Santa Cruz in Bolivia; and Sao Paulo in Brazil. However, a more
detailed analysis would reveal that the thrust of development in most of these
cities/regions began in the nineteenth century, before there was talk of regional
policy, though there could have been implicitly.

Based on a more contemporary understanding of development, the following
cases should be highlighted: Neuquén in Argentina; Ceara, Santa Catarina and
Parana in Brazil; and San Pedro Zula in Honduras along with cases arising from the
action of the “developmentist government” such as Cdrdoba in Argentina and
Concepcion in Chile. In any case, the results, once again, are quite precarious.
Something has not worked out as planned.

4.6 Hypothesis of a More Than Evident Failure

Disappointment caused by the poor performance of regional policies has led to
extensive discussions of its possible causes. These discussions were not without
ideological approaches, at least in the beginning.

First, we must mention — and only a mention is sufficient — radicalized sectors’
thesis of the impossibility of relatively harmonious regional development in the
context of the capitalist system at least until the late 1970s. This thesis would not
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have held up under even the most basic theoretical examination and was not at all
validated by empirical evidence.

Next, a hypothesis was presented concerning coherence between the styles of
development and regional policies. This discussion was held at an important
seminar in Bogota in 1979 during which participants concluded that most regional
policies had been conceived as highly functional in terms of the style that had begun
to gain ground, a style heavily biased towards economic growth. This went against
the suppositions that had been made. Some of the papers presented at that seminar
(including those of Hilhorts, Uribe-Echevarria/Helmsing, Boisier, Haddad, Pineda,
Stohr, and others) helped highlight coherence and opened up new avenues for
reflection in view of the empirical results.” In recent years, regional policies
strongly associated with international competitiveness have been perfectly consis-
tent with external liberalization and globalization, at least in discourse, even though
this has meant that the less favored regions have been neglected.

Certainly, the political and economic policy “discontinuities” that prevailed in
Latin America from the mid-1970s were also noted as possible causes of the results.

A first look at the search for an operational causality — that is, explanations that
clearly give rise to new forms of intervention, and not a self-contained explanations —
must point to the following: if the processes of growth and development in the
territory are understood as complex evolutionary processes, as real systemic
emergencies associated with evolutionary complexity, then it must be admitted
that causality is also complex by explaining successes or explaining failures, as
Rubén Utria states in a book on the development of nations (Utria 2002).

This leads us to argue that a whole range of causal factors comes into play, from
the kind of international integration that a country presents, with the entire system
of domination/dependency that is usually involved, to the national economic policy
(macro and sectoral) to the culture and behavior of specific stakeholders and agents.
However, here a selective analysis that intends to point to two radical causes (in the
sense of being at the root of the matter) are given priority and have been exposed on
numerous occasions and still have not, to this day, been rejected. It is important to
keep in mind that lessening the complexity of an operation is fraught with danger,
given that, as per Cartesian dualism, this reduction in complexity dilutes the very
question being considered and eventually makes it disappear.

Beginning with a strict differentiation between the concepts of growth and
development, that were framed initially in a synonymy (since at least the time of
the Atlantic Charter signed by Churchill and Roosevelt in 1941), it became increas-
ingly clear that the most significant specific difference between them was relegating
the concept of growth (as a process and government) to material achievements
(certainly important in and of themselves) while the concept of development is
linked to immaterial, intangible, subjective, and value-related achievements

2See Experiencias de planificacion regional en América Latina: Una teoria en busca de una
prdctica, 1981. Compiled by S. Boisier, F. Cepeda, J. Hilhorst, S. Riffka, Uribe Echevarria,
ILPES, SIAP, Santiago de Chile



82 S. Boisier

strongly influenced by the thinking of Seers, Sen, Goulet, Furtado, Hirchmann and
others.

A precise definition of development was not available (and is one available
now?). This has led to a lack of understanding of its structure and its dynamics.
Even worse, development on the sub-national scale had a great deal of scale
reductionism, which led to a failure to recognize the qualitative changes between
scales. The lack of a definite corpus makes interventions mere bets; the desired
results may be achieved, but surely these will result from chance, from good luck.

Even on firmer theoretical ground concerning growth, current theorizing about
endogenous growth at the sub-national level has been adopted a bit lightly, ignoring
issues such as the considerable degree of systemic openness of sub-national
societies and their also systemic insertion in areas of high command —the country
and the world-, levels at which major initiatives are undertaken. (For example, this
may include the specification of the framework of the economic policy, the
specification of a “country project,” or long-term national project, regulations of
various forms, investments, etc. etc.).It neglects the fundamental fact that the
growth process (and also development) is the result of an enormous decision-
making structure that involves a multiplicity of “agents.” When the elemental
question of where most of these agents are found is asked, the answer is unequivo-
cal: outside of the territory (region, province, neighborhood, etc.) in question. As a
result, economic growth in the territory should be considered highly exogenous
regardless of whether knowledge and technical progress adheres to a strictly
economic rationality.

From a strictly theoretical point of view, it has been argued (Boisier 2003) that
both growth and regional development are systemic emergences. In the case of
growth, such emergence arises from the intense interaction of the system with its
own environment (with the decision-makers in charge of capital accumulation,
technical progress, human capital, external demand, the formulation and imple-
mentation of economic policies, and design of the “country project” if it exists). In
the case development, due to the strong interaction between the subsystems of the
system (axiological, accumulation, organizational, procedural, decision-making,
and subliminal subsystems whose interaction (synapses) depend on the complexity
of evolution). This reasoning supports the exogenous growth thesis as well as the
endogenous development theory.

Theory and practice in the area of interventions designed to encourage develop-
ment have been steeped in positivism (with all of the limiting assumptions of this
paradigm) and analytic Cartesian thought, ahistoricism, and action programs such
as “disjointed instrumentalism” d la Lindblom. They are impregnated with a belief
that development results from the sum of projects and programs, rather than the
result, metaphorically speaking, from the multiplication of cognitive social
synergy.

The key to designing successful territorial interventions, which necessarily
assume their consonance with contemporaneity, probably lies in considering that
processes of social change in the territory (growth + development) require
decentralized interventions in order to maximize the endogeneity of the of
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processes (we already know that it will be relatively low in the case of growth and
high in the case of development). The requirement is broad decentralization in
institutional terms, i.e., in the public and private spheres, and simultaneously
political and territorial in nature (governments with the autonomy to govern,
endowed with resources and legitimate authority, having been elected by the
people). Without understanding decentralization as such, it would be difficult for
the indispensable public/private associativity to emerge, and it has been increas-
ingly recognized as a necessary condition for generating the social energy required
to trigger and sustain the process of change.

4.7 Key Events of the Twenty-First Century

4.7.1 Globalization and Geography: Tension Between
Change and Conservation

Globalization, that Bufiuelian obscure object of desire which we all want to
capture,’ is a game in which everyone (individuals, organizations, territories) is
required to participate in order to survive or avoid death, where possible. By
decoding the concept of globalization, we find a systemic process that is not
determined, as some naively believe, by a perverse conspiracy of world leaders
located in different areas and parts of the world. Rather, far from Manichaeist
simplism, globalization is nothing more, for better or for worse, than the current
techno-cognitive phase in the development of the capitalist system. This system
began in the Netherlands back in the seventeenth century as commercial proto-
capitalism. A century later, it would give way to industrial capitalism in England
and then morph into financial capitalism in the twentieth century mainly in the
United States and most recently into techno-cognitive capitalism, as can be seen in
several locations around the world.

This phase, which cannot even be considered as a final phase or the end of
history, shows the interaction between two underlying processes that are the main
cause of what appears as globalization’s world economic landscape. The key
elements of the landscape are the intense external opening of economies, gradual
replacement of material elements by information as the currency of international
trade, and mobility of capital, people and knowledge,* including the transformation
of the structure of the distribution of political power at both supra-national and
sub-national levels, allowing for decentralization. The two underlying processes
referred to are: (i) the exponential systematic reduction of the life cycle of

3This does not mean that it is a matter of greater free mobility. On the contrary, knowledge is
increasingly privatized, to say nothing of capital.

* This metaphor should be understood as referring to the cognitive and innovative nucleus of
globalization.
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manufactured products, and (ii) the exponential systematic increase of the added
cost of research, innovation and marketing.

Given that the capitalist system is a social system, it does not escape the tight
categorical imperative inscribed in the genetic code of all biological and social
systems: its permanent reproduction. As Althusser’ once said, “Therefore, the final
status of production is the reproduction of the conditions of production.” In order
for this to occur, the system must recover the resources spent on the research,
development and marketing involved in the transition process from “n” product
generation to “n+1” generation, in modern parlance, as quickly as possible. As a
result, the system does not tolerate borders, customs, tariffs, para-tariff ruses, or
other mechanisms that hinder the formation of a single trade area that will go hand
in hand with multiple spaces of production.® One can now understand the search for
more and more bi- or multi-lateral free trade agreements.

4.7.2 Three Events That Change History

The years 2005, 2007 and 2009 brought new milestones in the field of territorial
policy in Latin America.

The first event occurred in Chile. In August 2005, the Constitution of Chile was
modified in order to remove Article 49, which had established the existence of
13 regions in Chile. This text rigidly divided the country into regions and made it
impossible to create new ones. The modification was orchestrated by civil society in
the province of Valdivia, part of the Lakes District in the south of the country. For
30 years, the entity had demanded the right dismantle the current regional structure
in order to establish a full, legitimate region. In October of that year, the President
signed the bill to create the Rivers Region, which was enacted by Law 20.174 on
March 16, 2007. All of this occurred in the country that is most tightly bound to the
political model of a unitary, centralist, and presidential government in Latin
America. The regional government was installed and began to execute an unprece-
dented process of development strategy for the region with broad citizen participa-
tion and methodological support from the highest level.

Finally, Law 20390 was passed on October 16, 2009, establishing the direct
election of Regional Councilors. On October 12,2011, the President sent a message
(133-159) to Congress containing the bill to amend Law 19175 (the Statutory Law
of Government and Regional Administration). It is currently being discussed in
Congress and may allow for the direct election of Regional councilors by October

3 Althusser L. Ideology and ideological state apparatus, Freud and Lacan, 1969, http://www.
sociologia.de

S Certainly, the logic of the system does not always match the logic of its individual actors. This
explains behavior and ambivalence in the discourse and in the practice of free trade by the more
industrialized countries. However, there can be no doubt as to who will impose their logic. This
temporal contradiction had already been noted by Gramsci.
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of this year. The country would then move from territorial decentralization of the
regions to a form of decentralization that is also political.

The second of these events occurred in Brazil. In this case, the date February
21, 2007 becomes a symbol of another revolution in Latin America. On that day,
President Ignacio “Lula” da Silva signed the Presidential Decree 6047
re-establishing the federal government’s obligation to design and implement a
National Territory Policy, an issue that had disappeared from the national political
agenda at the beginning of the twenty-first century. This Decree grants political and
legal recognition to the new meso-regions formed as a result of civil society
initiatives (initially in southern Brazil). These entities are composed of regions of
adjoining territories belonging to different states. For example, the first of these is
the MERCOSUR Northern Border Meso-Region, which includes the states of Rio
Grande do Sul, Parana and Santa Catarina, adjoining territorial sections. A real
regional revolution!

According to Decree 6047, the National Policy for Regional Development
defines regional development strategies in the following territorial scales:

(a) Macro-regional scale, for which the Superintendents of the North, Northeast
and Central-West were recreated and identified as priorities

(b) Sub-regional or meso-regional scale, which is based on the definition of the
differentiated meso-regions (currently 13 differentiated meso-regions and nine
sub-regions)

(c) The semi-arid area, border area and Integrated Development Regions (RIDEs)
are defined as priorities.

The greatest contribution to the issue of territorial development in Latin America
found in the Decree is most likely the definition of the Differentiated Meso-regions.
It states that: . . . Differentiated Meso-Region is understood to mean the continuous
sub-national space, smaller than existing or proposed macro-regions, with a com-
mon identity, which includes areas of one or more federal states, defined for
purposes of identifying potential strengths and vulnerabilities that will guide the
formulation of socio-economic, cultural, political, institutional and environmental
objectives.”

Not all the contents of Decree 6047 are worthy of praise. Its greatest weakness
may be the lack of completeness and uniqueness that all national regionalization
must respect in the interests of consistency of national territorial development
policy. This is also a necessary condition for the mathematical modeling of some
aspects of this policy.” It might seem at first glance that Brazil presents a high
degree of decentralization given that it is has a federal government. However,
history does not support this thesis at all.

As Celso Furtado (1999) argues, “We must recognize that centralism was
instrumental in the formation phase of nationality and, to some extent, in the
construction of an economic system that is integrated enough to allow for the
absorption of modern technology. In a country with low income levels, regional
fragmentation of the domestic market was a serious obstacle to the formation of an
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industrial system.” He adds, ““You cannot ignore the fact that the historical mission
of centralism is spent.”

A group of case studies that offer a wide range of analyses is found in the book
Politicas de desenvolvimento regional: desafios e perspectivas d luz das
experiéncias da Unido Europea e do Brasil edited by Clelio Campolina Dinitz
(2007). The study by Bandeira, Araujo, Becker, Haddad, and Galvao is particularly
important in this field. A recent and significant contribution to studies of Brazil is
the book Governanga territorial e desenvolvimento (Dallabrida 2012).

Rui de Britto Alvares Affonso (1999) discusses the recurrent tension between
centralization and decentralization (decentralization by demand and decentraliza-
tion by supply) in Brazilian history. Az the end of his study he states, “The remaining
problem is the absence of an integrating perspective that is broad enough to
restructure the foundations of the federative pacts in a context in which conflicts
between spheres of government and the regions are expanding. The problem is
compounded by the profound changes underway in the Brazilian economy, society,
and in its international insertion.”

One of the objectives of a national territorial development policy in a country
like Brazil is to complete the construction of the nation in a global context that
questions the importance of national governments, as Bertha Becker, the outstand-
ing Brazilian geographer, writes. In that sense, Decree 6047 is a step ahead of the
trend that was anticipated in the Constitutions of Colombia (1991), Peru (1993) and
Argentina (1994).

All of these countries are pushing for a new form of regionalization through the
formation of associative regions, between adjacent sub-national territories. They
are introducing a strong democratic content by basing their efforts on the initiatives
of the communities. The Colombian process, which is expressed in Articles 306 and
307 of the Constitution of 1991, is stopped. That is not the case in Argentina, where
the Patagonian Region and Central Region have already been formed. The situation
of Peru is similar. It has seen the formation of the La Libertad region in the north of
the country. It is clear that what lies ahead is a gradual expansion of these examples,
which the current economic crisis will favor given the need to expand the range of
anti-crisis measures, not only from national governments, but also at regional level.
Clearly, a country the size of Brazil, with its federal policy-making, can live with
the problem of coordinating large and disparate systems.

The third event occurred in Washington. It concerns a report on the world
economy that was published by the World Bank in 2009.

The World Bank publication, World Development Report 2009: was quite
surprising. The first sentence of the Preface signed by Robert B. the World Bank
President, reads as follows: “Production is concentrated in large cities, advanced
provinces and wealthy nations.” It may be said that the Bank has abandoned its
belief in territorial floating economy, a belief so entrenched in many international
organizations, even those that were icons of developmentist thinking decades ago.
Many now highlight the importance of “the three Ds” (density, distance, and
division) in development and promote balanced growth and inclusive development.
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This “three Ds” approach provides a novel view that is not without interest and
merit. For the World Bank, density is the most important dimension at the
sub-national or local level, and indeed it is! Certain sizes and scales are essential
for generating economies of scale and external economies, and proximity is a key
factor in associativity in that it is a facilitator of trust (social capital). Distance from
density is the most important dimension at the national geographical scale. The
distance between prosperous areas and those which are lagging behind is crucial in
efforts to disseminate progress. In this case, the reduction of the cost of overcoming
the friction of this distance is an important tool, as is favoring labor mobility.
According to the World Bank, division is the most important dimension from an
international point of view. The concept of “division” is used here to denote the
divisions associated with the impermeability of borders and differences in currency
and regulations that hinder international trade. The race to sign bi- or multilateral
free trade agreements is proof of this.

Of course, the World Bank has spoken urbi et orbi from its Washingtonian
cathedral and the world must behave according to this new behavioral norm. We
must pay attention to the territory. Welcome to the territory!

From another angle, the World Bank paper that I have cited has an impressively
limited bibliography. Paul Krugman is not cited anywhere, not even in a footnote,
despite the fact that he was the clear inspiration for the change in perspective. The
same is true for Perroux, Boudeville, Rosenstein-Rodan, Myrdal, Hirschmann,
Friedmann, Furtado and many other creators of thought on territorial development.
ECLAC (Economic Commission for Latin America), which houses, malgré tout,
ILPES (the Latin American and Caribbean Economic and Social Planning Insti-
tute), the clear Latin American institutional center which shares the approach that
has now been (re)created by the World Bank, does not merit a reference either.

4.8 Conclusions: A Theory in Search of a Practice,
or a Practice in Search of a Theory?

This is not a play on words but a fundamental question regarding the task at hand. In
fact, the aforementioned seminar held in Bogota in 1979 was entitled National
Strategies of Regional Development. The book that was produced as a result of the
event was called Experiences of Regional Planning in Latin America: A Theory in
Search of a Practice. Both titles reflect what seemed to be a vision of consensus:
there is more theory than successful practices. Over time, this judgment has been
called into question.

Three factors stand out as shortcomings: the lack of a government policy
regarding territorial matters, the lack of scientific knowledge of the field in ques-
tion, and the attachment to productive structures based on comparative advantages.
There are several other issues to which I cannot refer given the limited space
available to me in this format.
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Chapter 5

Growth and Regional Disparities in Latin
America Concentration Processes and
Regional Policy Challenges

Juan R. Cuadrado-Roura and Sergio Gonzalez-Catalan

5.1 Introduction

The focus of this chapter is centered on the process of product concentration and the
evolution of regional disparities in Latin America and its relationship to countries’
economic growth. For this purpose, a group of eight countries have been taken into
account: Argentina, Bolivia, Brazil, Colombia, Chile, Mexico, Panama and Peru.
To carry out the empirical analysis these countries offer the advantage of having
uniform regional and national data that enables the comparison between them.
Nevertheless, figures from Ecuador will also be considered to study some specific
aspects, as regional disparities of income per capita, the concentration of population
and the increasing exports of raw materials to other American, European and Asian
economies.

Using regional GDP data, the analysis clearly establishes high levels of regional
disparities and economic concentration in Latin America and that the countries’
progress in both matters has been both limited and uneven. Although in various
‘regions’’ there has been positive economic growth, these advances have not been
able to reduce the gaps that exist between them. In fact, many of those regions still
remain stagnated and regional disparities trends have been stable in the countries
throughout the last decades. This confirms the idea that high level regional
inequalities persist in access to the wealth of its citizens, which at the same time

!Here we take as ‘regions’ the political administrative divisions named according to the different
countries: states, provinces and regions.
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encourages also considering what effect those differences have on the activity and
the overall economic performance of each country.

Regions with low levels of productivity could be, and in fact, have been, sources
of low economic growth, that results in decrease of aggregated national growth. On
the other hand, the high economic activity that other regions/provinces/departments
have recently shown in Chile, Peru, Bolivia, Ecuador or Colombia is mainly due to
the primary sector, which is receiving high external demand for goods, and results
in high contributions to national GDP and an improvement in their relative eco-
nomic ranking position within the country.

This shift, which national data conceal, raises questions about the long-term
sustainability of this growth and for the destination of the funds obtained through
exports, which are largely allocated to social policies and subsidies rather than to a
genuine development policy. This kind of reallocation of resources does not
contribute to structural changes in these regions or to reduction of interregional
differences.

The empirical evidence obtained through several studies suggests that the level
of regional inequalities, measured as differences in GDP per capita between
regions, could provide medium and long-term obstacles to national GDP growth,
including an increase in the gap between real and potential GDP. This justifies the
need for systematic and long term strategies. In this matter, the role of a regional
development policy is essential. Such policy should focus on both reducing regional
income per capita disparities and on ensuring an inclusive economic growth that
reduces social inequalities.

From these ideas and in accordance with the objectives stated at the beginning,
the contents of the chapter are organized as follows. Section 5.2 provides some
considerations regarding stylized facts and trends in recent decades in Latin America
from the regional point of view. This presentation is a starting point for our analysis,
which will focus primarily on the concentration of wealth and the evolution of
interregional disparities that have occurred. These two are not, however, the only
issues related to recent trends in Latin America. But we considered that it was
necessary to describe those dominant tendencies as a framework for the analysis
that is developed here.

Section 5.3 focuses on the territorially unbalanced economic growth that
characterizes Latin America. References are taken from well calibrated data from
eight countries that allow us to observe the relations between territorial inequalities,
measured through a Gini territorial index, and economic growth, measured by
changes in country GDP per capita. Section 5.4 explores in detail the relationship
between economic growth and regional inequalities through a regression analysis
that provides very significant results.

Finally, considering the results, Sect. 5.5 seeks to justify the need for regional
policies aimed to the correction of regional disparities in Latin America, and the
encouraging and developing of sustainable and long term growth policy. It was not
imperative to close the chapter with reflections contained in Sect. 5.5,since any
economic policy decision(including regional policy)involves introducing
preferences and value judgments that cannot be derived from a scientific analysis.
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However, in this section a few suggestions are made using experience and good
practices from other countries. The chapter closes with brief endnotes that summa-
rize the most important research results.

5.2 Regional Stylized Features and Trends in Latin
America for the Last 35-40 Years

The evolution of Latin America economies at a regional scale allows the extraction
of facts and dominating trends that have characterized them in the last decades.
However, it’s important to remember that there are important differences between
countries, which respond not only to different scales but to different historic as well
as cultural, political and economic outlines that have drawn the development of the
Latin American and the Caribbean countries. Recall, for example, that Panama is a
country whose extension is 27.5 times smaller than Colombia, with whom it shares
a border, and represents only 0.9 % of the territory and 1.6 % of the population of
Brazil. Uruguay is also equivalent to only 6.3 % of the Brazilian territory and an
8.7 % of Argentina.

However, establishing the existence of clear differences between Latin American
countries — in terms of territory and population, history and culture — the study of
their regional economy allows to pick out some facts and trends that can be
qualified as ‘stylized’ and which are common to most of the Latin America
countries. In our opinion, the most relevant on what has happened over the last
four decades are the following™:

* High levels of product and population concentration in most countries.

» High regional economic disparities within countries that barely have declined in
recent decades.

» Significant growth in some regions in recent years due to the exploitation and
export of primary resources.

» Low progress in decentralization objectives.

e Lack of effective regional development policy or lack of continuity in several
countries, replaced in recent years by social and income redistribution policy.

The characteristics of these dominant trends are discussed and illustrated below
in a very synthetic way.’

2 The origin of many of them is located in distant historical periods, but it has been since the 1950s.
and 1960s. when these facts and trends are reinforced.

3 Some of them could be clearly differentiated — for example, the concentration of production and
population — and even incorporate some more, but we present the most remarkable from an
economic and regional perspective.



94 J.R. Cuadrado-Roura and S. Gonzalez-Catalan
5.2.1 Regional Product and Population Concentration

The trend towards spatial concentration of production and population is undoubt-
edly one of the dominant features in most of the countries in Latin America,
although there are some differences between them. The capital of each state and
its metropolitan area generally occupy a dominant position in this matter. This is
something that also happens in many countries in the world, but not to the extent
that has occurred in the Latin American region.

Some facts should be noted, in this 1rega1rd.4 In Brazil, the states located in the
South Central region, including Sao Paulo as the dominant pole, represented 80 %
of the country’s production and 53 % of the population in 1970. Sao Paulo alone
contributed around 38 % of GDP of the country with only 19 % of the population.
Figures for 2009 indicate that this concentration has declined, but is still very
significant: the macro south-central region of the country accounts for about 70 %
of the country’s GDP and the population has increased to nearly 60 %.

In Peru, the concentration levels were and still are very high. In 1970, Lima
contributed to more than 55 % of GDP and 28 % of the national population. In 2007,
the relative weight of the population of Lima was 34 % and the contribution to total
country production was situated above 52 %, only three points below the level of
the last 40 years.

In Chile, the Santiago metropolitan region represented 47.1 % of GDP and
36.7 % of the population in 1970 and four decades later both figures have risen to
49.1 % and 40.3 %, respectively. Something similar has happened in Argentina,
where the metropolitan area of Buenos Aires is dominant both in population and its
contribution to the national product. In 1970, the city and province of Buenos Aires
accounted for 62.6 % and 50.3 % of the production and population respectively.
Both percentages have declined (55.5 % of GDP and almost 46 % of the population
in 2005), but the area is still very dominant in relation to the rest of the country.

Some countries show a comparatively lower concentration to the ones mentioned
above, although the numbers are still maintained at very high levels. In Mexico, its
metropolitan area (Mexico City and Mexico and Hidalgo states) currently represents
justover 29 % of GDP (with a relative decline of four points from 1970) and 24.3 % of
the population, a percentage level practically unchanged after four decades, although
the area’s total population has increased by more than ten million inhabitants. In the
Mexican case, however, two facts should be noted. First, there has been some effect of
productive activities spread from metropolitan cities cited above to other cities located
in the State of Mexico (for example Toluca) and to other near states, like Queretaro
and Guanajuato, besides Puebla and Aguascalientes. On the other hand, some north-
ern states like Nuevo Leon, Chihuahua and Coahuila, have strengthened their weight
due to industrial dynamism and to industrial exports (the ‘maquila’ industries).

In Colombia, the concentration in the capital area, Bogota, was and remains high
(almost 30 % of production in 1975 and 26.3 % in 2009), but the weight of
Antioquia and Valle del Cauca, which was already high in terms of production in

*See chapter written by J. Mattar and L. Riffo included in this book (Chap. 3)
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the 1970s., has risen to almost 14 % and over 10 %, respectively, in late 2009.
Several Colombian departments weighing less (Meta and Santander) have become
increasingly important in the period, but at the same time, a number of other
departments do not reach 1 % of total GDP or only slightly exceed it, although in
terms of population, that weight is duplicated.

The analysis of recent trends in Latin America in terms of product spatial
concentration shows at least two types of configurations: ‘primatial’ and ‘multi-
pole’. In Argentina, Chile and Peru a primatial structure is observed, which is
characterized by a single region — the metropolitan area of the state capital — that
concentrates economic activity. The multi-pole structure can be seen in Bolivia,
Brazil, Colombia and Mexico, where economic activity is concentrated in more
than one region. None of these countries have shown a strong tendency to decrease
the concentration of population or product in the 1990-2010period (ECLAC 2009).

The same stagnation can be seen when monitoring trends of the geographic
concentration index for GDP® from nine countries in Latin America (Fig. 5.1).
Stable trends are observed in most countries, in other words, no strong increases or
decreases in product concentration levels. The figure shows that the largest concen-
tration index values correspond to Brazil, Peru, Colombia and Chile. Intermediate
values are observed in Panama, Argentina and Mexico, while the lowest are
Ecuador and Bolivia. The value of the index for the average of the OECD countries
in 2005 was 0.43. Regarding the countries shown in Fig. 5.1, only Ecuador and
Bolivia have product concentration levels below the OECD average.

Moreover, the strong concentration of production and population centres in
some Latin American countries, that can even qualify as hyper-concentration in
the case of Peru, Brazil, Argentina, Bolivia and Mexico, should be related to the
central role that the nation’s capital and its metropolitan area play. This is explained
by centralization policies,® always enhancing the role of the state capital and the
concentration of power.

5.2.2 High Regional Economic Disparities Within Countries
That Barely Have Declined in Recent Decades

From the regional point of view, this is definitely a very dominant feature in
virtually every country in Latin America. Extreme differences between regions
within the same country vary between 4 and 5 times until ten or even 12 times
between the richest region and the poorest in the country (CEPAL, 2010). The data
that reflect regional disparities are indisputable. In Argentina, the relationship
between GDP p.c. in Buenos Aires (metropolitan area) and the provinces of

5 This index is the sum of the differences between surface and GDP ratio for country regions. The
index takes values from 0 when the surface and GDP all have the same regional ratio and tends to
1 when the differences between product and area ratios of each region are higher.

6 See chapters by S. Boisier and L.M. Cuervo and N. Cuervo in this book.
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Fig. 5.1 Geographic concentration index for GDP for countries in Latin America 1985-2010
(Source: Cepal/ECLAC (2012), based on official country data)

Formosa and Santiago del Estero, shows a difference of almost 7.4 times, which
was lower four decades ago. In Brazil, the difference between the state with highest
GDP p.c. and the lowest state (Piaui) is 8.4 times, having decreased compared to
1970 due to the relative decline of Distrito Federal and Sao Paulo. In Peru, the
difference between the region with highest GDP p. ¢ and the lowest is 8.1 times,
Lima has a GDP pc which is five times higher than the poorest region, although the
capital has concentrated population coming from the poorest regions, which has
resulted in a lower GDP p.c. growth. Finally, in Mexico, Campeche GDP p.c. is
equivalent to almost 11 times than the one of Chiapas.

When considering all regions from each country, the trend observed in regional
disparities is practically stable. Obviously this hides movements related to progress
in some areas and setbacks in others. Only a few of the Latin American countries in
our study recorded a slight tendency to interregional convergence. Figure 5.2 shows
the results obtained when estimating the Gini coefficient of regional inequalities
during the period 1995-2009 for nine countries.” Higher values correspond to
countries where regional disparities are greater, in which Panama, Colombia,

"The Gini coefficient expresses regional differences in GDP per capita and varies in a range
between O (low disparity) and 1 (high disparity). Regions are defined as the first subnational
administrative scale.
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Fig. 5.2 Gini coefficient of regional inequalities during the period 1995-2009 (Source: Cepal
(2012), based on official country data)

Argentina and Mexico are included. Brazil and Peru recorded slightly lower levels
of regional disparity and the lowest levels correspond to Chile and Bolivia.

More important is to observe the evolution of disparities over time, allowing us
to observe either a convergent or a divergent trend. What our estimation shows
(Fig. 5.2) is, as anticipated, a significant indicator of stability, with a very slight
converging trend since 2003 in Chile, Colombia and Mexico. Bolivia, which
recorded almost divergence from 1995 to 2007, seems to be undergoing a process
of convergence in recent years. Nevertheless, we must take into account, that the
exploitation of primary resources is driving to the expansion of some very specific
regions, which undoubtedly influences the slight trend showed by our analysis.

5.2.3 Significant Growth in Some Regions in Recent Years
Due to the Exploitation and Export of Primary
Resources

This is also a feature that characterizes the evolution of many Latin American
countries in the past and in recent years. The exploitation of primary resources,
whether mineral, energy related or agricultural, has always played an important role
in the development of a good number of countries in the region. Historically, Chile,
Mexico, Colombia, Peru and others lived in the past because of strong economic
expansion stages based mainly on the exploitation of mineral resources. Strong
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external demand was usually the driving factor, but not infrequently these very
positive trajectories were dashed by the fall — sometimes dramatic — of such
external demand due to the evolution of the international situation, the relative
prices or the appearance of substitutes.”

Since the beginning of this century, and even somewhat earlier, several Latin
American countries have been experiencing, again, an extremely positive step in
terms of the exploitation of some commodities, which are subject to strong external
demand and enjoying high prices in the markets, like copper, gas, oil, zinc, gold,
soybeans, cocoa, flowers and fish. The exploitation of these resources — in many
cases with great intensity — is allowing the provinces or departments to have high
rates of GDP growth, which in turn contributes to strong growth rates of
country GDP.

The following figures (Figs. 5.3, 5.4, and 5.5) show the case of three countries —
Ecuador, Bolivia and Peru — where primary exports have expanded strongly. The
regions obtained logically significant growth of GDP, although the real impact the
growth has on them is doubtful, from a regional development point of view and
regarding modification of their productive structures in the medium/long term. In
fact, we must question the long-term sustainability of growth through primary
exports. Also we must consider the effect that the exploitation of some mining
and energy products generate on the environment.

Examples of ‘successful’ regional growth due to natural resource exploitation
are Atacama and Antofagasta in Chile, Santa Cruz, Chubut and Tierra del Fuego in
Argentina, Arequipa, Loreto and Libertad in Peru, some regions of northeastern

8 A paradigmatic example is the exploitation of nitrates in Chile, Peru and Bolivia in the nineteenth
century and its rapid decline after 1920 as a result of the occurrence of chemical nitrates and
fertilizers
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Brazil, through agricultural production and export mining, and the department of
Tarija in Bolivia, due to gas exploitation. Some authors have called this kind of
success the ‘curse’ of natural resource abundance, because instead of helping them
in the generation of economic development, it condemns them in some way to a
final situation of stagnation and social conflict (Auty 1993; Gavin and Hausmann
1998; Sachs and Warner 1995, 2001).

5.2.4 Limited Progress on Political and Administrative
Decentralization

Some Latin American countries are defined constitutionally as federal states, as it is
the cases of Mexico and Brazil. Others have made political and even legislative
commitments to move towards decentralization, like Chile and, more recently,
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Bolivia, Ecuador and other states of the region. However, a very common feature in
Latin American countries is the preference for a highly centralized political orga-
nization. From the regional point of view, this means that the basic decisions that
could be placed on what is understood as a regional policy — infrastructure devel-
opment, industry promotion, granting benefits to the location, etc. — are taken
almost exclusively at the central level. Furthermore, its implementation is
instructed by the central government of the country, using established channels;
governors, delegates from government or ministries, and even delegates clearly
defined as an organization of regional action. Sergio Boisier has clearly described
this feature in Latin America, which can be seen in most of the regional policy
experiences carried out in the region.

In recent years, the concern about citizen involvement in the development
process of different regions, departments or provinces has rather clearly expanded
in several countries. In fact, some new initiatives have been approved that might be
important on modifying the centralizing trend we have outlined. In 2005, Chile
adopted an amendment to the Constitution that proclaims the country’s decentrali-
zation objective, while approving the creation of new regions. In Brazil, in2007,
President Lula signed a presidential decree mandating design a national regional
policy. Other countries have taken steps in the ‘decentralization’ direction or
recognition of the regions role in the overall development of the country, like
Bolivia, which has incorporated the regional autonomy principle in its new consti-
tution, although the commitment has hardly developed. Ecuador has also officially
endorsed a process aimed at decentralization.

So far, the results of these initiatives are not too obvious. It may be early to
speculate whether the tendency to ‘centralism’ and the maintenance of power by
national governments will finally move towards an effective decentralization
process.

5.2.5 Regional Development Policies Occupy a Very
Secondary Position and Are Subordinated to Sectoral
and Macroeconomic Policy

During the period identified with import substitution policy’ many countries
launched regional development policies largely inspired by the ones that had
been designed in some European countries, such as France or Italy. Two well-
known and studied examples are Venezuela and Brazil, but other countries —
Colombia, Peru, Argentina and Chile, among others — also developed initiatives
to promote the industrialization of particularly lagged sectors. For this purpose
instruments related to public enterprises and the granting of incentives to attract
investment allocation in some particularly underdeveloped regions were used.

9 See the chapter written by J. Mattar y L. Riffo on this volume (Chap. 3).
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The shift that took place in most Latin American countries since the mid-1980s.,
related to neoliberal policies, privatization, foreign investment and trade liberaliza-
tion, settled in the Washington Consensus in the early 1990s, and determined the
disappearance of conventional regional policies. Actually, these had already
disappeared from the agendas of Latin American governments, concerned about
overcoming the crisis that led to the highly interventionist policies of the past, as
well as macroeconomic imbalances (inflation, trade deficit, debt) that they had
to face.

The clearest consequence is that, with specific exceptions, few regional devel-
opment plans that favor backward provinces or departments were designed and
approved. It can also be argued that land use planning, in the French manner, has
not been very present, although in the previous decades it had its place, even if
sometimes it was much more of a policy formulation rather than a true framework
to be reflected on sectoral, infrastructure development and education and health
policy.

In the last decade, public policy has been oriented towards social policy, where
the income redistribution has played a major role. Venezuela, Bolivia, Ecuador and
Brazil are good examples. In the first three cases, the abundant resources obtained
through primary exports have provided funding for the implementation of such
policy, which can be better identified with an income redistribution policy and not
with a regional development policy. These are accompanied by education policy
and support to higher education (Ecuador), subsidy for primary goods, social
housing schemes and public health policy. Although some of these actions have
been positive for very poor regions, it is clear that their objectives cannot be
identified with what should be a regional development policy in favor of the most
backward regions, based on medium/long term approaches to modify production
structures, diversify production and promote growth and the creation of long-term
sustainable jobs.

Undoubtedly, social policies often have more immediate results than policies
that promote structural changes in undeveloped areas or conversion issues, so they
have greater political appeal. Brazil may be the country that has made the greater
effort to combine social and regional development policies. In other cases —
Mexico, Argentina, Chile and others — regional development policies have been —
for years — practically absent from the government objectives. This does not prevent
the government from designing very ambitious if not utopic regional plans, as the
‘Plan Puebla-Panama’ (later re-named ‘Project Mesoamerica’) in 2001, conceived
in Mexico and intended for the further the development for South and southeast
Mexico and for strengthening cooperation and coordination with Central American
countries. This important plan has been languishing due to the lack of financial
resources and the postponement of regional integration priorities and objective.
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5.3 Spatial Concentration of Wealth, Regional Disparities
and Territorial Performance

Knowing the trends and traits in Latin America regarding spatial concentration of
wealth and population and territorial disparities, it is important to establish what
kind of relationship exists between these factors and how they affect the economic
and social performance of the territories and countries. There is broad debate
concerning urban concentration levels of wealth and population and its relationship
to the economic and social performance. The question about the relationship
between variables associated with regional concentration of wealth/population
and economic/social performance is less clear and hasn’t been studied with such
depth.

Wheaton and Shishido (1981) suggest the existence of a U-shaped relationship
between the degree of decentralization, measured as the inverse value of urban
primacy index, and level of development, measured by the value of country GDP
p-c. In their view, an increase in the levels of GDP p.c. initially will be accompanied
by greater centralization up to a certain level and then as GDP p.c. grows an
increased level of decentralization will occur.

Henderson (2000) states that urban concentration levels are a key factor in
country growth and that the relationship between growth and urban concentration
is not linear, but also with a U-shaped in which the growth rate increases as the
degree of urban concentration increases in the country and decreases after reaching
certain level of urban concentration. Henderson also argues that there is an optimal
degree of urban concentration which maximizes a country’s growth and that this
optimal level varies according to the level of country development. Under this
logic, there will be high growth losses in non-optimal levels of urban concentration.
He also establishes a curvilinear between regional disparities and levels of urban
primacy. In the case of Chile, for example, while the concentration of population
and the product have increased between 1990 and 2007, territorial disparities levels
decreased slightly (Cuervo and Gonzalez 2010).

Nevertheless, the relationship between growth and regional disparities was
approached initially by Jeffrey Williamson (1965). In his well-known article on
the evolution of differences in state per capita income in the U.S. he demonstrated
that as state economic growth begins inequality increases and then decreases in the
presence of high levels of development. There is evidence, as shown above, that
Latin America and the Caribbean have very high levels of inequality, which is also
expressed in territorial disparities. However, De Mattos (1986) suggests that in
Latin America the theoretical approaches about concentration levels and disparities
are not met, due to the presence of structural rigidity.

Yet the debate persists about the need for no government intervention in order to
take advantage of economies of agglomeration and to allow economic development
processes with geographically unbalanced growth, but ensuring at the same time,
inclusive development (World Bank 2009). But in Latin America territories with
low population density (hab./km?) have managed to maintain high levels of growth
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during the period 1990-2007, so it seems that economies of agglomeration are not a
requirement to achieve a sustained growth process and economic development
(Panorama of Territorial development; CEPAL 2010).

While high levels of regional disparities result in an unequal access to welfare
between territories, what is the effect of these inequalities on economic perfor-
mance? To answer this question, Figs. 5.6 and 5.7 show the evolution of growth and
an regional inequality Gini coefficient in eight Latin American countries. In dotted
lines trends in both indicators are presented. Overall, in the sample of countries, the
existence of a negative relationship between regional inequalities and growth of
GDP pc is seen. Although it is not initially possible to demonstrate that the level of
regional disparities determines the level of country growth, or vice versa, this data
suggests that there is a relationship between the economic growth of countries and
the levels of territorial inequalities.

Research that deals with the relationship between national growth and regional
disparities is rare and has not yet established a clear relationship between the two
variables. Productivity gaps between regions can contribute to the discussion on
this relationship. Gatto (2007) notes that in Argentina, the post-crisis macroeco-
nomic conditions from 2001 to 2002 enabled strong economic growth and exports
for several provinces, but that this was conditioned by their productive profile. In
some provinces entrepreneurial, human, technological, and financial skills were
deficient, leading to unequal production rates.

Gatto also states that the lag in some regions of Argentina is mainly due to
de-accumulation of public and private investment that occurs in regions that lack
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Fig. 5.7 Country GDP p.c. growth and regional inequality Gini index(% y Coefficient) (Source:
authors based on country official data)

productive, social and human capital. He also concludes that the territory, defined
as a space of socioeconomic and cultural relationships, has an influence on
aggravating, containment or improving socio-economic inequalities and can
become a specific objective for socio-economic policy in order to improve and
transform the lives of large population groups that otherwise can’t be achieved with
a general (national) or sector policy instrument.

Regions with low productivity can be a source of lower growth, affecting
national aggregate growth. This may be exacerbated in the presence of high levels
of productivity gaps between regions. Gaps in productivity between regions reduce
potential growth, thus domestic growth will be lower. Another effect on national
growth can be caused by the pattern of investments in the presence of high levels of
regional productivity gaps, as these will be aimed at the most productive regions,
which already have capital and labor availability, in order to maximize returns, but
at the expense of the loss of growth potential of regions with lower productivity.

Other effects can be explained by neo-classical economic theory and refer to the
existence of saturation points produced by negative externalities from the agglom-
eration processes (increase in rent prices, land prices, pollution, increased time of
travel and other difficulties in transportation). Investment in dense rare as will lead
to a diminishing of marginal product, so that in larger and denser territories,
production and population will present a saturation process that will result in
lower growth levels, which have a negative effect on national aggregate output.

Although a clear link between regional disparities and growth has not been
established, Barro (2008) has studied the impact of income inequality on national
economic growth using panel data for several countries between 1960 and 2000.
The results conclude that there is a negative relationship between the levels of
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income Gini coefficient and levels of economic growth of the countries. He also
states that the impact of income inequality on growth is stronger in poor countries.
Barro concludes that the relationship between the initial level of GDP pc and
growth is given by the Kuznets curve. Inequalities increase at low levels of GDP
pc and then decrease once high levels are reached. Based on this model, and using
information on per capita GDP from 9 Latin American countries (Argentina,
Bolivia, Brazil, Chile, Colombia, Ecuador, Mexico, Panama and Peru), results of
empirical research to determine the relationship between regional disparities and
national growth are shown below.

5.4 Regional Inequalities and Growth: Empirical Evidence

To determine whether there is a causal link between regional disparities and
national growth a regression analysis is performed. The dependent variable is
annual country per capita GDP growth and the independent variable is the level
of regional inequalities in the previous period. This analysis will capture the effect
that regional disparity levels have on national growth.

Based on the model of Barro (2008) we use national GDP pc growth and the Gini
coefficient of regional disparities lagged in one period. The analysis uses data
from1995 to 2008 due to uniformity and availability of data for the countries.
Subperiods 1995-2000 and 2000-2008 are also analyzed; in these periods is
where stable and convergent trends are observed in several countries.

The model is expressed in Eq. 5.1 below:

i

GDPpc growth; = o + B;X;, + A regional Gini coefficient, , | + p

where

GDPpc growth;; = Annual GDP per capita growth from country i in year
t (percentage)

Xi,t = Binary variable for country i

Regional Gini coefficient; . ; = Gini coefficient of regional inequalities for country
i in year t-1 (coefficient)

W; = error

The estimation is made using a fixed effects model using Ordinary Least
Squares. '’

The results of the fixed effects model for the nine countries that have been taken
as reference show the existence of a negative relationship between national GDP pc
growth and regional inequality level lagged in a year (Table 5.1). For the

19Panel data from nine countries is used in the analysis (Argentina, Bolivia, Brazil, Colombia,
Chile, Mexico, Panama, Ecuador, Peru) for the 1988-2010 period. The data corresponds to an
unbalanced panel, due to lack of information for all the years in the period.
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Table 5.1 Results for the fixed effects model for national growth and regional disparities

Significance
Period Coefficient  Standard error  t-statistic Pvalue (5%) R-2
1995-2008  —0.349335  0.140509 —2.486212 0.0148  SI1 0.278670
19952000 —1.152043 0.228128 —5.049992  0.0000  SI 0.585126
20002008 —0.341945 0.162250 —2.107523  0.0393  SI 0.310420

Source: Authors elaboration using countries official data and (CEPAL 2012). The period
1995—-2000 period does not include information for Colombia, Peru y Ecuador

19952008 period we can observe a negative coefficient (—0.349335) associated to
the Gini coefficient of regional inequalities lagged in a year, with a 5 % of signifi-
cance. The negativity of the coefficient indicates that a higher level of regional
disparity has an adverse effect on GDP per capita growth for the following year, in
other words, the high level of regional disparities will result in lower country growth.

For 1995-2000 and 2000-2008, statistically significant coefficients with nega-
tive values are also obtained. However, the magnitude of the coefficient and R2
value are higher in 1995-2000, indicating that regional disparities had a stronger
effect on the level of aggregate growth in this period and that the model is
explaining a greater proportion of the variability of growth.

These results allow us to establish that in these Latin American countries the
level of regional disparities between 1995 and 2008 has had a negative impact on
national economic growth. Therefore, a reduction of regional disparities would be
important not only to ensure greater population welfare, but also to allow higher
levels of economic growth.

5.5 The Need for Regional Development Policy
and the Lessons from International Experience

Economists and policy-makers know that national economies, as well as world
economy, are developed unevenly from the spatial perspective. Economic activity
and population tend to concentrate and this involves a self-feeding process in which
concentration stimulates growth through the productive potential due to the prox-
imity between enterprises and individuals. Agglomeration economies reflect the
economy of scale’s cumulative effect; greater labor market supply, forward and
backward link ages of production units, networks effects, spill-over and other
internal and external economies that firms may be able to exploit when activity is
geographically concentrated (OECD 2012).

Evidently, economic forces alone do not explain regional imbalances or the
spatial concentration process. The territories show differences in resource
endowments and offer certain advantages and disadvantages in order to achieve a
development process. The soil, climate, geographical position and endowments
may be considered too simple explanations of regional disparities (Higgins and
Savoie 1995), but no one denies that they play an important role. Human and
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cultural factors, which could be considered ‘mobile’ compared to natural resources or
geographical conditions, are also closely linked to the territory. In any case, there are
numerous examples showing that the lack of natural resources cannot be an impedi-
ment to economic development if the answer to the ‘challenge’ — in the sense of
Toynbee — determines the development of entrepreneurial, organizational and special-
ization senses, or the application of disciplined principles of conduct and assessment.

Whatever the reasons for unbalanced regional development and concentration,
what is clear is that both — regional disparities and concentration- are very present in
Latin America, as shown in the three previous sections. This suggests the need to
implement regional development policies to reduce the differences between the
most dynamic and the stagnated regions and to balance the concentration process.

The question is, in any case, very clear: Why governments should worry about
improving performance of the less developed regions, instead of focusing only on a
few key regions as engines of growth?

This is certainly an important question, posed also by the OECD (2012). The
answer is not an easy one. In fact, economics offers several arguments to disagree
with government intervention, as has been shown for years by the supporters of the
‘school of divergence’ (from Myrdal and Hirschman to Thirlwall and other con-
temporary authors), supporting only the need for the authorities to correct territorial
imbalances produced by market mechanisms, arguing that the free mobility of
capital and labor eventually will lead to convergence in the long term (as argued
also by the neoclassical approach of the 1960s., and still do today).

Underdeveloped regions — as emphasized by (OECD 2012) — are often seen as a
negative factor or as national performance obstacle rather than strengths or
advantages to be potentially exploited. OECD further notes that “in the past, most
policies aimed at supporting such regions sought to “prop them up” through fiscal
transfers and subsidies, an approach that yielded very poor results. However, a new
OECD report: Promoting Growth in All Regions (2012), provides fresh analysis that
shows how relatively backward regions can in fact be potentially important sources of
growth, but that a very different approach is needed to tap that potential” (p. 1).

A striking result from research by OECD (2009b , 2011) is based on analysis of
the member countries and regional case studies, and states that the less developed
regions make a vital contribution to national growth. In fact, during 1995-2007,
such regions accounted for 43 % of aggregate OECD growth. It also notes that the
predominantly rural regions have, on average, enjoyed faster growth than urban or
intermediate regions. Concentration of economic activity and population is neither
necessary nor sufficient for success.

Although OECD countries are quite different from those in Latin America (Chile
and Mexico are OECD members and Brazil is in the process), these results should
be taken into account. Likewise, results reported in the preceding sections of this
chapter suggest that it would be very positive, both for country and regions, to
implement policies that correct regional disparities and the high concentration that
characterizes most Latin American countries.

If economic potential of poorly developed regions (provinces, states,
departments) is put into value they can contribute significantly to national growth,
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and at the same time will improve the economic welfare and stability of its people.
Internal migration processes have costs that are not valued by the market and high
concentration of population and production in certain areas also carries important
social costs. Finally, developing a territory can bring benefits to the whole econ-
omy, not only because of its direct contribution to growth but also because of the
use of otherwise abandoned facilities and resources. The efficient allocation of
resources is not guaranteed by the market and its adjustment mechanisms, but they
do determine the under—utilization marginalized regions.

Besides economic arguments there are ethical arguments (equal living conditions
and equal distribution of benefits to the population) and political arguments (the
existence of large economic and welfare differences among regions is not socially or
politically acceptable and has the risk of generating political and social instability),
which also justifies the need to carry out regional development policies (RDP).

As outlined in Sect. 5.2, the majority of Latin American countries haven’t
applied clear nor effective RDP for years. In some of them, the place of these
policies has been occupied by social welfare focalized on individuals and families,
not the region. In others, there are regional programs, but with ineffective imple-
mentation, either because of lack of resources or by the political changes in
governments, that do not undertake long-term projects. Interesting initiatives in
Latin America are the “National Regional Strategy” in Ecuador, the strategic
territorial “Bicentennial Plan: Towards 2021” in Peru, the “National development
and land use policy” in Argentina and the “Regional Development Policy” in
Brazil. In urban areas specific policies have been developed, some successful,
though very disassociated from the regional and national levels (Rojas et al. 2008).

It would be inappropriate to try to develop here how the RDP should be
formulated, mainly because of the fact that such policies must always conform to
the conditions of each country and its regions, as well as objectives to be achieved.

However, it does seem possible to learn some lessons from both the past
experience with in Latin America, as from the European Union and some member
countries of the OECD. The analysis and review of many of them can point out
some principles that should prevail, and some conclusions about “what we have
learned” (Cuadrado-Roura 2010, 2012).

There are three principles that experience shows that should be taken into
account as a starting point for a Regional Development Policy:

» Concentration. Interventions or actions of the RDP should focus on specific
geographical areas in order to achieve maximum effectiveness. It makes no
sense to pretend RDP that benefits all regions. The RDP should be selective and
directed essentially to try to boost the less developed regions. There is no sense
in a “sprinkler type” policy which profits all regions.'' To narrow the scope or

' For example, the EU has rectified its regional policy towards increasing shares and benefits for
prioritized regions according to a criterion: that GDP pc. is below 75 % of the Community average.
The margin for grant aid to the remaining regions has been reduced, linking them with the general
objectives of the Community.
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areas that may be ‘eligible’ to benefit from RDPsetting a threshold is useful; for
example, a benefit directed only to regions whose GDP pc is below 50 or 55 % of
the national average. (Obviously, this principle does not apply to ‘land use
planning’, which by its very nature must include the entire country and even
coordinate with other neighboring countries).

¢ Medium/long term programs. The RDP should be programmed for periods
exceeding the duration of governments (national and regional); the lack of
continuity will result in failure. All RDP should always have long time horizon,
because structural change, development of new activities or empowering others
require time and continuity. Thus, the RDP should be a state policy, not a
government policy. The duration of a regional program should be 5-6 years
with the possibility of continuing for a second period of similar duration.

» Co-participation. Although the central government takes significant responsi-
bility for the design, realization and conducting a RDP, it is necessary to involve
regional authorities and representative social partners. Both the diagnosis and
the priorities should be set together through a consensual process and such
co-operation must also be present along the implementation of programs and
activities.

In addition to these principles, some RDP have established ‘additionality’,'* so
that the actions that the central government or the local authorities had already
planned on the basis of regular budget resources are not taken as a part of the RDP.
This principle also applies for large public companies investments. Thus, this
principle implies that there will be an ‘additional’ financial, political and economic
effort.

On a more concrete level, the experiences of RDP also allow drawing some
guidelines for the objectives, strategy and regional policy instruments (Cuadrado-
Roura 2012). Objectives and strategies should be consistent with the current situa-
tion, characterized by the internationalization of the economies (which implies that
RDP results must be competitive and sustainable in the long term).

The main guidelines are:

* A RDP is not a redistribution policy. Its objectives are to remove obstacles and
enable development of lagging regions and to promote long-term structural
changes in the production scheme. It cannot be a social welfare policy, nor
guided only by ethics and equality.

e The ‘regions’ (departments, provinces, states) are always ‘open economies’,
which means there is no room for isolated projects or for promoting activities
only on a local or regional level. New activities must be competitive nationally
and internationally.

* Making a region ‘competitive’ means that a positive effect is added to the
competitiveness of a company installed in the territory. To achieve that status
action in three areas is required: financial capital, human capital and public capital.

'2For example: in the European Union.
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» Regarding the instruments the RDP has moved from a public support and
incentives system (credit, tax, etc.) to a more ‘horizontal’ scheme, aimed at
the production structure of regions and the increasing companies efficiency and
competitiveness, by improving basic infrastructure, providing innovation
facilities for the development of new technologies, business services, supporting
exports, among other initiatives.

» Public companies can play an important role in the development of stagnated
regions, but always under the condition that they operate with a high level of
efficiency. There is much experience regarding the perverse effect of public
companies with no prospect of long-term sustainability.

e Modern RDP emphasize two key factors for development: human capital and
‘entrepreneur’ support.

¢ Experience shows that some institutions and regional development instruments
(Development Agencies, Institutes for small and medium company support,
technology parks, business networks, etc.) work effectively when social actors —
employers, trade unions, chambers of commerce — participate and engage in
their activity. To do this, the public authority must give the leading role to other
actors.

¢ The RDP must consider real possibilities of development in each region. This
means that it is pointless to imitate or copy instruments or schemes that may
have been successful in other regions (e.g. high technology areas) and underes-
timate the potential of the available natural resources, agricultural products and
livestock or certain handcrafts by increasing their added value.

¢ The efficiency and effectiveness of any PDR is always a long-term project and
its main enemies are improvisation and changes in guidelines or strategy.

+ The RDP should have evaluation mechanisms. Ex ante to assess its coherence,
on going to assess their development and midterm results, and ex post at the end
of the period (5-6 years). The evaluation should be objective and technical,
carried out by an outside party and with measurable objectives.

5.6 Final Remarks

The purpose of this chapter has been to link regional disparities and product/
population concentration in Latin America with its influence on the overall eco-
nomic country performance.

To meet this purpose the starting point was to highlight some stylized facts that
characterize the behavior of regional economy in recent decades. Among them, the
tenacious process of economic and demographic concentration that has occurred
from the territorial point of view, the fact that regional inequalities are much higher
than anywhere else in the last decades. Other features can be identified; centralized
decision—making, high economic performance of some regions thanks to the
exploitation and export of natural resources and the almost total lack, in recent
years, of regional development policies.
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Sections 5.3 and 5.4 are the core of the chapter. In them, the reality of interre-
gional disparities and the concentration of production are analyzed using a sample
of nine countries in Latin America. Using econometric techniques we reached the
thesis, also supported by several authors, that regional disparities apparently have a
negative effect on aggregate growth of the country. The results suggest that regional
disparities are a burden to national economic development. Recent studies of the
OECD (2012) reinforce the validity of this thesis and state that in advanced
countries, the least developed regions contribute about 43 % to aggregate growth
in the OECD, and predominantly rural regions have presented a faster average
growth than intermediate, urban and developed regions.

This invites us to reflect on the need for a regional development policy (RDP) of
a highly selective character and medium to long term target for countries in Latin
America. This is clearly supported by economic arguments, as well by other ones
related to the achievement of equality within countries. Political reasons and social
cohesion are also very relevant. Section 5.5 presents some principles and possible
aspects to consider in terms of objectives, strategies and instruments of RDP, drawn
from international experiences. We pointed out, however, that any policy must
adjust to country specifications and, especially, to regional characteristics,
problems and potentials.
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Chapter 6
Concentration and Growth in Latin
American Countries

Miguel Atienza and Patricio Aroca

6.1 Introduction

Despite urbanization and recent development, many Latin American countries,
such as Chile, Peru, Uruguay and Argentina, still maintain very high levels of
urban primacy (United Nations 2012). Most studies about the region have analyzed
economic and social problems derived from the existence of urban giants but have
not considered in which ways urban primacy is currently affecting national growth.
In this respect, Briilhart and Sbergami (2009) show, using a sample of 105 countries
and controlling for 18 variables used in various convergence studies worldwide,
that when a country achieves a GDP per capita level of $10,000 an increase in the
level of urban concentration, negatively affects the national growth rate. Conse-
quently, it is plausible that in some Latin American countries spatial concentration
not only has become an equity problem but also a constraint for national efficiency
whose reduction should be taken into account in development strategies.

The aim of this chapter is to analyze to what extent, relative excess of spatial
concentration of economic activity and population has become a constraint for
growth in Latin American countries in order to know whether or not spatially
focused policies oriented towards the reduction of concentration are necessary.
For this purpose, the chapter, first, describes theoretical approaches that have
analyzed the evolution of spatial concentration as countries develop and how spatial
concentration affects aggregate economic growth. Afterwards, the second section
of the chapter analyzes the characteristics of Latin American urbanization and the
evolution of spatial concentration in the last decades and presents, based in previous

M. Atienza ()
Universidad Catélica del Norte, Antofagasta, Chile
e-mail: miatien@ucn.cl

P. Aroca
University Adolfo Ibanez, Vifia del Mar, Chile
e-mail: patricio.aroca@uai.cl

J.R. Cuadrado-Roura and P. Aroca (eds.), Regional Problems and Policies in Latin 113
America, Advances in Spatial Science, DOI 10.1007/978-3-642-39674-8_6,
© Springer-Verlag Berlin Heidelberg 2013


mailto:miatien@ucn.cl
mailto:patricio.aroca@uai.cl

114 M. Atienza and P. Aroca

empirical studies, which are the countries where concentration is affecting national
efficiency. Finally, conclusions are drawn.

6.2 Economic Geography and Growth

6.2.1 Economic Development and Spatial Concentration

Experts are increasingly recognizing the strong relationship that exists between
nations’ development and their economic geography (World Bank 2009). It is well
known that the process of development is spatially unbalanced (Hirschman 1958;
Myrdal 1957). Early stages of development are characterized by the strong spatial
concentration of economic activity. Industrialization favors the transition from a
rural to an urban society and emerged an internal geography concentrated in one or
two cities. This spatial pattern is beneficial to the economy as a whole, as it allows
companies located in a single place to benefit from increasing returns of scale
arising from proximity that firms would not have been able to obtain if they were
dispersed due to the reduced size of the economy and high trade costs resulting from
a lack of infrastructure. During this period, the agglomeration of the population is
intimately linked to the structural change derived from urbanization, and public
policies have a limited impact on spatial concentration (Davis and Henderson
2003).

As the economy develops, circumstances that are favorable for spatial dispersion
appear. On the one hand, companies located in regions with a higher level of
concentration face pure external diseconomies of agglomeration and a relative
increase in the cost of land, commuting and salaries. On the other hand, economic
growth favors increases in local markets demand and allows the internal trade costs
to fall thanks to regional investment in infrastructure. In addition, the growth of the
industry and related activities lead to greater productive diversification and favor
the appearance of economies of scale in peripheral regions. As countries further
develop, deconcentration begins to be efficient for the economy and it is plausible
to expect the beginning of a process of regional dispersion of industry.

The Williamson hypothesis (1965) takes up these ideas and proposes that the
relationship between economic geography (concentration) and economic develop-
ment follows a quadratic distribution in the shape of an inverted “U.”' The
Williamson hypothesis has been theoretically formalized by some of the models
of New Economic Geography, in which development is equated to diminishing
trade costs and the resulting integration of domestic markets (Fujita et al. 1999;
Puga 1999; Puga and Venables 1996; Van Marrewijk 2005). The empirical

"In his study, Williamson (1965) refers to the evolution of per capita income inequality among
different regions. His argument was later used to address inequality in the location of activities and
population, particularly by Urban Economics and New Economic Geography.



6 Concentration and Growth in Latin American Countries 115

evidence on the relationship proposed by Williamson has been proved in various
cross-country and panel data studies (Ades and Glaeser 1995; Alonso 1980; Barrios
and Strobl 2009; Bertinelli and Strobl 2007; Briilhart and Sbergami 2009;
El-Shakhs 1972; Gaviria and Stein 2000; Henderson 1999, 2003; Junius 1999;
Wheaton and Shishido 1981).”

The hypothesis of the inverted “U” also has been corroborated in the case of
specific countries, though the number of studies is reduced due to the long periods
of time required to estimate the evolution of urban systems. El-Shakhs (1972) found
that Williamson’s hypothesis held in the case of the United Kingdom and
Alperovich (1992) in Israel. Parr (1985) utilizes the Zipf coefficient to analyze
the level of asymmetry of the urban systems of 12 countries and obtains mixed
results. In more developed countries, a pattern similar to Williamson’s is found, but
that is not observed as the level of development of the nations decreases. Along
these same lines, Vallone and Atienza (2012) analyze the evolution of the Zipf
coefficient in Chile between 1885 and 2002 and show that the trend towards an
increase in spatial concentration has not yet been reverted in that country. By
contrast, Combes et al. (2011) analyze the case of France between 1860 and 2000
and find evidence of a bell-shaped process of spatial concentration in
manufacturing and services over time.

This empirical regularity is not found systematically but it is known that the
process of spatial agglomeration that accompanies development in its initial stages
tends to occur very quickly, while the dispersion of activity and population tends to
be slow and to come at different speeds depending on the geographic, historical,
economic and political conditions of each nation (Henderson 1999). The persis-
tence of the concentration in one or two cities despite the increase in per capita
income has been a usual characteristic, particularly in countries with intermediate
development where urbanization has already finished. In this sense, it could be said
that it is a characteristic that extends to the great majority of Latin American
nations, which currently present some of the highest primacy index in the world
(United Nations 2012).

The persistence of spatial concentration depends on diverse factors such as the
size of the country, the level of urbanization, the level of trade openness, the size
reached by the industrial sector and whether or not the main concentration is found
in the nation’s capital. However, one characteristic that differentiates the persis-
tence of the concentration from urbanization is that the former is a phenomenon that
is directly and significantly influenced by the institutional framework and public
policy. Ades and Glaeser (1995) find that political factors such as dictatorships,
political instability and centralized government explain urban concentration. Junius
(1999) highlights the influence of historical patterns of location, related to the
institutions of the colonial period, on current rates of primacy. Along the same
lines, Kim and Law (2012) compare differences between historical decentralized
forms of government in the United States and Canada, and centralist Latin American

> This relationship has not been verified in some studies, such as Rosen and Resnick (1980),
Richardson and Schwartz (1988), Mutlu (1989) and Lemelin and Polése (1995).
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nations, and find that this is one of the factors that explains the greater concentration
that exists today in Latin America. Moomaw and Alwosabi (2004) point out the
importance of rent-seeking opportunities that occur in large concentrations for
explaining primacy, particularly if the agglomeration occurs in the country’s
capital city.

As Hirschman (1958) has noted, public policies play a key role in the transition
from a polarized economic geography to a more balanced one. It has been empiri-
cally verified that the institutional framework and specific policies can favor the
excess of concentration, generating the phenomenon known as “favoritism.” This
term refers to the existence of economic and political incentives for ensuring that
resources are mainly directed at large concentrations of people (Ades and Glaeser
1995; Davis and Henderson 2003). Other policies such as investment in interregional
infrastructure throughout a nation in order to integrate its markets, greater fiscal
decentralization and increased levels of democracy facilitate the deconcentration of
activity from central regions to peripheral ones (Davis and Henderson 2003).
Furthermore, actions of this nature not only contribute to greater spatial equity but
also can have a positive impact on the growth of middle income countries.

The existence of profound regional imbalances and urban systems dominated by
large metropolises that are maintained despite national development posits key
questions in two areas. On the one hand, the problem of equity in the spatial
distribution of resources emerges, and could become a focus of social tension in
the long-term if it is not resolved (Stohr and Todtling 1977). On the other hand, the
problem regarding the way in which the excessive concentration affects the
country’s efficiency and growth is posited (Henderson 1999, 2003). In this chapter,
we will focus on later point.

6.2.2 Spatial Concentration and Growth

The Williamson’s hypothesis implicitly establishes a close link between develop-
ment measured as per capital GDP, concentration, efficiency and equity. During the
early stages of development, the trade-off between efficiency and spatial equity
dominates (World Bank 2009; Briilhart and Sbergami 2009). This can mean that
policies focused on improving the regional distribution of factors can become
prejudicial to growth. As the country develops, this effect gradually weakens and
the nation can reach a situation in which high spatial concentration does not only
present problems of equity but also negatively affects growth (Davis and Henderson
2003). In this section, we will analyze the theoretical approaches that have
addressed this relationship and the empirical studies that have tried to verify it.

6.2.2.1 Theoretical Approaches

Two main approaches have been used to address spatial concentration and growth
from a theoretical perspective. One involves the system of cities model that



6 Concentration and Growth in Latin American Countries 117

originated in Henderson’s study (1974) and the other is composed of the models of
New Economic Geography that are developed based on Krugman’s work (1991).
Attempts to reconcile these two lines of research have been incomplete and their
complexity has made their empirical contrasting partial and limited (Combes
et al. 2005). Specifically, the theories reach opposite conclusions in most cases
for the analysis of the relationship between spatial concentration and national
growth.

The main objective of the system of cities theory is to explain how differences in
size and productive specialization emerge in a set of cities within a single nation.
With different levels of complexity regarding the original arguments (Abdel
Rahman and Anas 2004), this theory is posited based on general equilibrium models
in which the production of goods has increasing returns of scale that comes from the
existence of some type of economy of agglomeration, such as economies of
location in Henderson (1974), or the accumulation of qualified human capital. At
the same time, the concentration of production and workers in a city causes
diseconomies of scale that normally are modeled as increases in the price of land
and the cost of urban commuting. Due to the opposed impact of these two forces,
cities cannot grow indefinitely and reach an optimal size based on the difference
between the diseconomies and economies of agglomeration. As a result, cities
cannot produce all of the goods and tend to specialize in some activity. The number
of cities emerges in an endogenous manner by introducing a set of city developers
into the model. These developers can enter the land market and promote the
creation of new cities according to the Henry George’s theorem. In this way,
the economy is composed of a system of cities that present efficient sizes related
to the agglomeration economies that correspond to their productive specialization.

Based on this theory and in combination with a model of endogenous growth,
Henderson (2003) finds that empirically there is an optimum level of primacy
depending on the size of the economy, measured as urban population, and its
level of development, measured as per capital GDP. However, when the market
of land developers has coordination problems or there are situations of favoritism
that create excess of concentration in some cities in the system, the result is a
situation of inefficiency in the economy as a whole. This situation has a negative
impact on national growth. From a static perspective, the loss of efficiency caused
by excess concentration has its origins in both resources wasted by diseconomies of
agglomeration caused by the existence of cities that exceed their optimal size and
economies of scale that are not used in cities that are too small. Both effects cause
lower income levels, potentially cause less saving and lower accumulation of
capital and, as a result, lead to a lower rate of growth (Henderson 2005, 2010).
From a dynamic perspective, these losses emerge from the deviation of resources
that could be used for investment and innovation in productive activities in the
periphery towards large agglomerations in order to maintain the quality of life in
congested local spaces (Duranton and Puga 2001; Henderson 2003).

One of the main problems of the system of cities models is that they do not
incorporate transportation costs, which is a key element in the models of New
Economic Geography for explaining the organization of space. These models
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initially were presented in order to explain the processes of agglomeration in an
economy with two regions and two sectors, agriculture and industry (Krugman
1991). Industry possesses internal returns of scale and its demand is adjusted to a
function with constant elasticity of substitution in a context of monopolistic com-
petition. The preference for diversity on the part of consumers makes each indus-
trial company specialize in a product. These assumptions coupled with the
existence of positive transport costs and the mobility of industrial workers generate
an explosive mechanism of agglomeration that is activated as transport costs
decrease, favoring the concentration of the industry in a single region. This sector
benefits from the productive advantages that emerge as a result of pecuniary
economies of agglomeration that are derived from a greater market potential. As
a result, that region is capable of offering higher real wages and attracting more
workers. According to Krugman’s model, when the transport costs are low enough,
the stable equilibrium is the complete concentration of industry in a single region,
which determined a core-periphery pattern. Later studies based on the same frame
of reference (Helpman 1998; Puga 1999; Van Marrewijk 2005) incorporate new
centrifugal forces such as the price of land or diseconomies of agglomeration.
These studies were capable of reproducing an inverted “U” pattern similar to the
one proposed by Williamson’s hypothesis. As transportation costs decreased, a
process of industrial concentration was produced. This was later reverted and the
stable equilibrium returned to symmetry among regions. However, these models
had the limit of not being dynamic and being unable to incorporate the relationship
between the structure of the economic geography and growth.

More recent models (Baldwin and Martin 2004; Baldwin et al. 2004) introduce
endogenous growth a la Romer (1990) in the context of the core-periphery models
of the New Economic Geography. This allows them to incorporate the dynamism
that they were lacking and to analytically estimate how spatial organization affects
economic growth. These models give special importance to the mobility of quali-
fied human capital and capital and are capable of including technological agglom-
eration economies and innovation through the incorporation of a research and
development sector. The main result of the models of the New Economic Geogra-
phy that incorporate endogenous growth is favorable to the idea of the existence of a
trade-off between spatial equity and efficiency (Martin and Ottaviano 2001;
Baldwin and Forslid 2000; Fujita and Thisse 2003). When transportation costs are
sufficiently low, the concentration of activity (industrial and innovative) in a single
region is a stable equilibrium that favors greater national growth due to the
endogenous creation of knowledge and innovations produced in the core. The result
is that the growth of the real income of the periphery is, in the long term, equal to
that of the core. The gap between core and periphery increases, but the inhabitants
of the latter are “better off” than if the activity were deconcentrated. All regions
win, but some win more than others. From the policy perspective, the models of the
New Economic Geography that incorporate endogenous growth, in contrast to the
system of cities models, consider that while there is room for spatial compensation
policies oriented towards development in peripheral regions such as the construc-
tion of infrastructure, these measures will reduce the rate of growth of the economy
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as a whole. From this perspective, policies that help reduce the costs of innovation
would be more profitable than spatial policies.

As we will see below, the predictions of the models of the New Economic
Geography that incorporate endogenous growth have not found support in empiri-
cal studies and lack robustness because their results heavily depend on the form of
the Cobb-Douglas function utilized (Cerina and Mureddu 2011). In this same vein,
Dupont (2007) states that the link between concentration and growth depends on the
assumptions made about the mobility of capital and the diffusion of knowledge.
Recently, Cerina and Mureddu (2010) have made some modifications to this type of
model which allow them to reach results that are closer to those forecasted by the
system of cities theory and that reconcile the approach of the New Economic
Geography with empirical research. These authors add a third sector — services —
to core-periphery models. This sector produces non-tradable goods and benefits
from the knowledge externalities that exist in manufacturing sector thanks to
research and development. The existence of localized knowledge spillovers
between sectors implies incorporating an “anti-growth” effect in the periphery,
where the rate of growth is reduced due to the loss of manufacturing activity, but
also in the core. This reduction of growth due to industrial concentration is
produced when: (1) the spatial range of the spillover effects within the research
and development sector; (2) the force of the technological externalities towards the
services sector; and (3) the expenditure on non-tradable goods (services) are
sufficiently high. In this case, which adjusts to a situation of relatively advanced
development, the losses of growth that occur in the periphery due to the reduction of
manufacturing are not compensated by the lower costs of innovation in the core
region. As a result, in this model, the trade-off between growth and spatial concen-
tration does not occur in the case of economies that have reached high levels of
development, where, consequently, the policies oriented towards reducing regional
inequalities could positively affect growth.

6.2.2.2 Empirical Studies

The empirical studies that analyze the relationship between spatial concentration
and national economic growth tend to confirm the implicit idea of the “Williamson
hypothesis.” For relatively low levels of per capita income, there is a trade-off
between concentration and growth. However, after a certain income threshold,
concentration can become an obstacle to economic efficiency. Several studies
(Henderson 1999, 2003; Sbergami 2002; Bertinelli and Strobl 2007; Barrios and
Strobl 2009; Briilhart and Sbergami 2009; Pholo Bala 2009; Gardiner et al. 2010)
have recently verified that the excess of primacy in one or two cities within the
urban system significantly reduces productivity and national growth. It is important
to keep in mind that the empirical studies that have been conducted thus far have not
verified the models proposed by the system of cities theory and the New Economic
Geography. They are based on growth models using cross-country and panel data
analyses. One of the reasons that these theories remain without strict empirical
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verification has to do with the difficulty of measurement of economies and
diseconomies of agglomeration that are at the basis of their explanations. The
absence of studies on the specific experience of countries is also noteworthy. This
may be due to difficulties with unraveling the determinants of long-term growth.

Henderson (2003) presents what could be considered one of the most complete
and technically solid studies written thus far on the relationship between concen-
tration and national growth. He utilizes data on the period between 1965 and 1995
in S-year intervals for a sample of 69-81 countries depending on the variables
utilized. In order to analyze the direction of the causality, Henderson takes the first
differences of all of the variables that eliminate permanent effects by country that
could be correlated to growth and the primacy rate. He then uses the Generalized
Method of Moments estimation technique, utilizing the primacy rate from 10 years
earlier as an instrumental variable. The main results of the study suggest that the
process of urbanization does not in and of itself promote growth. Urbanization is
rather a by-product of the structural shift from a primary economy to an industrial
one, a process that takes place as a country develops. However, he does not rule out
the possibility that there may be an optimal level of urbanization that could favor
growth. In contrast, he does find that growth is strongly impacted by the level of
spatial concentration. Economic growth increases and then decreases in relation to
urban primacy. There is also an optimal level of urban concentration that
maximizes growth. Deviations with respect to that optimal level due to excess or
defect of primacy have a significant impact on growth. An increase in urban
primacy over a standard deviation from the mean would reduce the rate of growth
of the GDP by approximately 1.5 % per year.

Another noteworthy study is that of Briilhart and Sbergami (2009), who
conducted extensive research on the determinants of growth, selecting 18 of
80 variables that were robust in a significant number of studies in an effort to
explain regional growth in different countries. To this group of variables they added
the concentration of the population measured through an index of primacy
(Urban750) calculated as a percentage of the population that lives in cities with
over 750,000 inhabitants. One of the main results of this study is presented in
Fig. 6.1, which shows that the sign of the relationship between concentration and
growth depends on the level of the country’s per capital product. Concentration
positively affects growth for low levels of per capital product. However, once it
passes a certain level, that relationship changes its sign or is not significant. More
specifically, the authors use a database of 105 countries and show that the threshold
of the per capita product in which this relationship changes its sign is US$10,048
estimated based on purchasing power parity from 2006.°> In other words, for
countries with a per capita product of over US$10,000, it is recommended that
they reduce concentration in order to achieve greater growth.

3 Earlier studies like the one conducted by Wheaton and Shishido (1981) identified a slightly lower
per capita product threshold of US$8,384.
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Bertinelli and Strobl (2007) and Pholo Bala (2009) do not analyze the relation-
ship between spatial concentration and growth using structural models. Instead,
these authors utilize semi-parametric techniques, which allow them not to impose a
functional form on the relationship between growth and concentration and to
estimate the degree to which the growth rate varies for each level of the variable
utilized to measure urban concentration. This approach also allows them to analyze
the differences that exist between groups of countries. Bertinelli and Stobl (2007)
analyze a data panel of 70 countries that covers the period between 1960 and 1990
and estimate the form of the relationship between the growth of the product and
primacy, comparing developed and underdeveloped nations according to criteria
established by the World Bank. The main result shows that in the case of developed
nations, this relationship tends to be positive while in developing nations it is closer
to an inverted “U.” There is a level of primacy that the authors situate at 35 % of the
urban population after which the spatial concentration has a negative effect on
growth. Pholo Bala (2009), for his part, conducts an analysis that is similar to the
one described above, though he controls for the potential endogeneity of the results,
uses different concentration measurements to estimate the robustness of the results,
and calculates the significance of the differences between groups of countries. The
results show significant differences by continent. In Europe, the relationship
between concentration and growth is a positive one, which coincides with the
results reported by Bertinelli and Strobl (2007). Asia and Latin America are located
in what the author describes as a “concentration trap” in which the relationship is
basically negative, especially in the case of Latin America. Finally, Africa presents
an inverted “U” shape. The author also shows that the differences between the
continents are significant among developed and underdeveloped nations but not
among underdeveloped ones.

Both studies highlight the need to examine the relationship between concentra-
tion and growth keeping in mind the differences in the urbanization and growth
processes that the different groups of countries have followed. Specifically, they
state that developed countries may have reached a growth trajectory that is different
from that of underdeveloped nations, which could affect the relationship between
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concentration and growth. Different patterns of urbanization and concentration
could have an impact on this relationship. In developed nations, urbanization led
to a progressive improvement in the qualification of human capital, industrializa-
tion, the development of a formal economy and to economic growth. It does not
seem that this process has followed the same path in continents such as Latin
America and Africa. There, urbanization can mean concentration without growth
characterized by cities with large informal economies, poverty and a mixture of
rural and urban activities (Fai and Opal 2000; Yuki 2007). In the rest of the chapter,
we will focus on the processes of urbanization and spatial concentration of activity
in Latin America.

6.3 Spatial Concentration and Growth in Latin America

In contrast to European countries, Latin America completed its urbanization in less
than a century at a speed that is unprecedented elsewhere in the world. At the same
time, the urbanization of this region was characterized by high levels of spatial
concentration and primacy that persist in most countries despite the levels of growth
and per capita income that its nations have achieved over the past two decades.
These characteristics make Latin America a particularly interesting case study for
evaluating the relationship between spatial concentration and growth. In this sec-
tion, we will address the process of urbanization and spatial concentration in Latin
America in order to understand its unique characteristics. We will then analyze how
the current economic geography of its countries could become an obstacle to
growth. It is important to note that not all of the countries on the continent have
followed similar paths. As a result, one of the tasks to be completed -which we will
only partially address in this section- is the specific analysis of each nation.

6.3.1 Urbanization and Spatial Concentration in Latin
America

At this time, Latin America presents the second greatest level of urbanization in the
world and is just three percentage points behind North America. In 2010, nearly
80 % of the region’s population lived in cities and the urban population is expected
to reach nearly 87 % by the year 2050 (United Nations 2012). These statistics were
difficult to anticipate at the beginning of the twentieth century. In 1925, when
censuses began to be generalized throughout the sub-continent, the urban popula-
tion was barely 25 %, significantly lower than that of North America, Oceania and
Europe, where the urbanization process was already at an advanced level (Cerrutti
and Bertoncello 2003). Over the past 60 years, between 1950 and 2010, the
percentage of the urban population in Latin America has doubled (Fig. 6.2),
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based on United Nations data from 2012)

growing at an annual rate of 3.2 %, which is twice the rate of North America and
triple that of Europe. The speed of Latin American urbanization,* which occurred in
just one century, is unprecedented (Kemper 2002) and shows patterns that are
significantly different from those observed in the case of more developed nations,
in which urbanization was a process that took several centuries and led to a more
balanced economic geography.

Between the years prior to Independence and the first half of the nineteenth
century, the urban growth of Latin American nations was weak. Paradoxically, the
region was characterized by a process of urbanization that was faster in peripheral
cities as part of an effort to make use of the exploitation of natural resources,
plantation and export economies and in order to avoid conflicts and crime in border
areas (Morse 1974). It was at the beginning of the second half of the nineteenth
century, once national unification was ensured and political systems were
centralized (with investments in railroads, ports, telegraph services and other
infrastructure), when the position of main cities was reinforced as places of political
clientelism and financial intermediation, and early industrialization. During the
second half of the nineteenth century, all of the capitals grew more quickly than
the rest of the nation, though the process of concentration was not accelerated and

“Itis important to recall the diversity that existed among Latin American nations in its urbaniza-
tion process. Table 6.1 in the Appendix describes the evolution of urbanization in larger countries.
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there were exceptions. The situation of primacy,” which later characterized the
economic geography of Latin America, was not initially the dominant pattern,
though it was the most widespread once in 1920. At that point, Argentina, Cuba,
Mexico, Chile and Peru demonstrated greater primacy in contrast to Brazil,
Colombia and Venezuela (Morse 1974; Kemper 2002).

The creation of asymmetrical systems of cities, in many cases dominated by a
single city, which begins between the second half of the nineteenth century and the
first three decades of the twentieth century, gives way to a path-dependence
trajectory that persists until today in most countries. The origin of this spatial
pattern is not based on the industrialization of these nations, as the models of
New Economic Geography predicted, because the development of manufacturing
was limited until the 1930s. It is instead based on political and institutional factors.
The dominant hypothesis about this situation point out the economic dependence of
Latin American countries compared to more developed nations, which favored the
concentration of political and economic power in the main cities. This situation
attracted the political and commercial elite to the major cities, mainly the capitals,
along with owners of land and other natural resources, creating a “metropolis-
hinterland” pattern (Morse 1962) and fundamentally centralist states (Kim and Law
2012). In contrast to the European case in which there were complex systems of
cities organized into small centers formed over the course of centuries, the rural and
peripheral areas of Latin America presented large extensions with scant population
density without transportation and communication infrastructure. In those spaces,
material development was very precarious due to the economic model of the
plantation and enclave. This model of internal colonization provided scant benefits
to the peripheral areas where production took place. These benefits were
concentrated abroad and in national urban centers, which favored the concentration
of migrants from the impoverished periphery and, particularly during this period,
from foreign countries (Rodgers et al. 2011).

The pattern of highly concentrated urbanization was consolidated and
accelerated significantly between the 1930s and 1970s. Between 1925 and 1975,
the urban population increased from 25 % to 61.2 % (Cerrutti and Bertoncello
2003). In countries like Argentina, Chile, Uruguay and Venezuela, the process of
urbanization was nearly complete, with over three out of every four inhabitants
living in cities. While many of the previous political and institutional conditions
remained in place, most authors have assumed that one of the main reasons for the
accelerated and concentrated urbanization that took place during this period is
related to the adoption of Import Substitution Industrialization (ISI) strategies in
most of the countries of the continent (Kemper 2002; Portes 2005; Rodgers
et al. 2011). The growth of industrial activity in the main cities produced large

5 Measured as the ratio between the population of the first and second cities of the system. It is
assumed that there is primacy when that ratio is greater than two. This convention is related to the
expected value if a system of cities meets Zipf’s law according to which the size of the principal
city is double that of the second, triple that of the third, and so on.
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flows of internal migration from rural areas, giving way to a rapid increase in
primacy rates that ended up exacerbating the preexisting pattern. Also, the cities’
inability to accommodate the large influx of migrants led to socially segregated and
polarized areas with high levels of informal labor (Portes 1989). The characteristics
of this process have led some authors (Polése 2005) to question the relationship
between the high level of urbanization achieved by the countries of the Southern
Cone (Chile, Argentina and Uruguay) and its long-term growth.

Beginning in the 1980s, the urbanization rate exceeded 60 % in nearly every
Latin American country. As a result, the growth of the urban population progres-
sively decreased. Despite the abandonment of ISI policies and the adoption of
neoliberal macro-economic stabilization policies, trade openness and privatization,
there was no substantive change in the high rates of primacy in most countries,
though in some of them increasing growth of secondary urban centers was observed
(Portes 1989, 2005). In any case, on this point, it is important to keep in mind the
diversity of experiences of these countries. Some have maintained high concentra-
tion levels and others seem to have initiated a process that would reverse this trend.
Figures 6.3 and 6.4 present the evolution of primacy rates of nine Latin American
countries that have at least two cities with over 750,000 inhabitants. In Fig. 6.3,
primacy (primacy 1) is calculated as the percentage of the urban population that
lives in the main city, while in Fig. 6.4 primacy (primacy '%) is calculated as the
ratio between the population of the first and second cities of the system.

The rate of growth of the participation of the main city in the urban population
tends to decrease or level out in the majority of countries beginning in the 1980s
with the exception of Chile, which grows slightly, and Colombia. This case is
special given that the internal violence associated with paramilitaries and guerrillas
caused massive waves of migration of displaced persons towards the capital city of
Bogota. These results confirm that which was observed by Ades and Glaeser (1995)
regarding the positive relationship between violence and political instability and
primacy. By contrast, the most significant reductions in primacy took place in
Bolivia and particularly in Venezuela where, since the 1970s, it has been reduced
nearly to half. Though in these two cases an urban system dominated by two cities —
La Paz and Santa Cruz in Bolivia and Caracas and Maracaibo in Venezuela- has
been formed.

Among the countries analyzed, which correspond to the largest nations of the
continent, Bolivia, Colombia, Ecuador and Mexico had a primacy rate of around
25 % of the urban population and three countries stood out for having primacy rates
of over 35 %. In 2010, Chile and Peru had the highest rates but seemed to have
stabilized, while Argentina presented a marked downward trend (Fig. 6.3). In
smaller Latin American nations that have not been included in the figure such as
Costa Rica, El Salvador, Nicaragua, Paraguay and Uruguay, the primacy rates are
over 30 % and up to even 40 % (United Nations 2012). This is due to factors such as
small size, which contributes to concentration, and the fact that the process of
urbanization is more delayed in nearly all of these countries with the exception of
Uruguay.
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The Y primacy rate indicates the degree to which the country is moving towards
an unpolarized urban system and develops at least two large urban concentrations.
When spatial concentration is measured in this way, only four of the countries
analyzed would not be in a situation of primacy (index of less than two): Bolivia,
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Venezuela, Ecuador and Brazil (Fig. 6.4). In this group, the marked downward
trend of Bolivia caused by the accelerated growth of the city of Santa Cruz stands
out, as does that of Venezuela, due to the growth of Maracaibo. Among the
countries with primacy, one observes a high dispersion of values and trends.
Argentina and Mexico, for their part, present a clear downward trend, particularly
since the late 1970s, which indicates the development of a less asymmetrical urban
system. However, their main cities continue to be significantly larger than the
second city in the system, nearly nine times in the case of Argentina and over
four times in Mexico. On the other hand, Colombia, Chile and Peru have reinforced
the position of their main city in the system. Note the strong growth of primacy in
Chile, where the city of Santiago has gone from being four times the size of
Valparaiso in 1950 to nearly seven times its size in 2010. Peru follows a variable
trend that could be related to migratory flows to Lima caused by the terrorism of
“Sendero luminoso”, and shows the largest primacy among the countries analyzed
(Fig. 6.4).

6.3.2 Spatial Concentration and Growth in Latin America

The results of the previous section show that while Latin America is one of the
sub-continents with the highest rate of urbanization in the world, it presents an
economic geography that is characterized by high primacy that has been maintained
despite the growth experienced over the past two decades. In fact, of the countries
analyzed, only Venezuela and Bolivia present a clear tendency to reduce primacy
according to the two indicators utilized, though both of these countries have moved
to a city system dominated by two cities. Several of the Latin American countries
analyzed have achieved or are close to reaching the level of 10,000 dollars after
which, according to Brulhart and Sbergami (2009), it would be recommendable to
reduce the primacy rate because it could have negative effects on national growth.
In this section, we will analyze the position that Latin American nations occupy in
the international context in terms of primacy and per capita GDP, and we will
review empirical studies that have analyzed the relationship between primacy and
growth in order to more precisely identify where in the sub-continent concentration
could be acting as an obstacle to growth.

Figure 6.5 presents the per capita GDP on the abscissa axis and percentage of the
total urban population that lives in the main city on the ordinate axis (primacy 1).
The per capita GDP has been divided arbitrarily into intervals of US$5,000 for
which the average primacy 1 rate has been calculated in order to observe which
Latin American countries are situated significantly above the average in their
group. The average level of primacy 1 for each per capital GDP interval is presented
as a dotted horizontal line within each interval. The countries with a per capita GDP
of less than US$5,000 are mainly African nations. On average, these countries
present the highest levels of primacy, 34 %. Among the Latin American nations in
this group, Paraguay stands out because of its high concentration (over 50 %), as
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does El Salvador (over 40 %). The group with per capita GDP of between US$5,000
and US$10,000, whose average primacy is 24 %, includes Peru, which has high
primacy of just over 40 %. In this group, the majority of Latin American nations
(Brazil, Venezuela, Guatemala, Ecuador and Colombia) are close to or below the
average primacy rate. The opposite is found in the group with per capita GDP of
between US$10,000 and US$15,000, in which the average primacy is around 30 %
and most Latin American countries (Argentina, Chile, Costa Rica, Panama and
Uruguay) present clearly higher levels of primacy. Only Cuba and Mexico are
below the average. As a whole, nearly 50 % of the Latin American countries
considered in Fig. 6.5 have a level of primacy that is significantly higher than the
average of their per capita product range.

The position of the Latin American nations in the international context leads one
to suspect that primacy has managed to become an obstacle to their growth in a
significant number of cases. The review of existing empirical studies confirms
it. Table 6.1 shows the results of various studies that identify the Latin American
nations in which spatial concentration could have a negative impact on economic
growth. These estimates consider various indicators of primacy and analytical
techniques and, in general, the results tend to coincide. In the first place, three
countries in the Southern Cone that are present in all of the studies — Argentina,
Chile and Peru — are highlighted. In that same area, Uruguay and Paraguay also
appear, though with less frequency. The majority of the countries in Central
America are found along with this group from the southern part of the continent,
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Table 6.1 Latin American countries with excess of concentration

Latin American countries with excess of Estimation

Paper Primacy index concentration method
Henderson  Primacy 1 Argentina, Chile, Uruguay, Paraguay,  Panel data
(2000) Peru, Panama, Costa Rica, El
Salvador, Nicaragua, Guatemala
Henderson  Primacy 1 Argentina, Chile, Mexico, Peru Panel data
(2003)
Bertinelli Primacy 1 Argentina, Chile, Uruguay, Paraguay,  Semi-
and Peru, Costa Rica, El Salvador, parametric
Strobl Nicaragua, Guatemala, Honduras estimation
(2007)
Brulhart and Primacy 1 and Argentina, Chile, Peru, Uruguay, Panel data
Sbergami primacy > 750,000 Venezuela
(2009)
Pholo Bala  Primacy 1 and Argentina, Chile, Dominican Republic, Semi-
(2009) density > 750,000 Guatemala, Nicaragua, Peru, El parametric
Salvador estimation

Source: Authors

particularly Nicaragua, Guatemala and El Salvador.® In principle, these countries
would form two groups with different characteristics. On the one hand, the
countries of the Southern Cone tend to be medium in size with very advanced
urbanization processes, higher incomes and primacy rates that have tended to stall.
On the other, the Central American nations are small and many have not yet
completed their urbanization process. They have lower incomes and higher rates
of primacy in the cases of Costa Rica, Panama and El Salvador. It is likely that the
study of the relationship between concentration and growth will require different
approaches for each group.

6.4 Conclusions

Over the past 10 years, a great deal of attention has been paid to the study of the
relationship between spatial concentration and growth. While the predictions of the
main theoretical lines of research are not in agreement, empirical studies have
tended to confirm that, based on a specific threshold of development; concentration
does become an obstacle to growth. The most recent studies also have highlighted
the need to differentiate between groups of countries due to the fact that the
relationship between concentration and growth could be affected by their different
patterns of urbanization and growth trajectories. An exploration of the process of

SThe differences, regarding the data, presented in Fig. 6.5, where Guatemala and Nicaragua,
which show relatively low levels of primacy, may be due to the time periods analyzed by the
studies gathered in Table 6.1, which frequently refer to the period between 1960 and 1995.
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urbanization in Latin America reveals that it has had very specific characteristics.
These include velocity — it has taken just one century for the continent to become
urbanized — and high levels of primacy. It is also noteworthy that trajectories of
primacy have tended to be more diverse since the 1980s, once maximum levels of
spatial concentration were reached.

The levels of per capita income reached by a significant number of the countries
of the sub-continent suggest that the polarized pattern of urbanization has become
an obstacle to their growth. This is confirmed by nearly all of the empirical studies
available for a significant number of countries. Two groups are identified for which
it is recommended that the reduction of spatial concentration become a national
policy objective not only due to reasons of equity but also in order to increase the
growth potential of their economies. The first group includes nearly all of the
countries in the Southern Cone, notably Argentina, Chile and Peru followed by
Uruguay and Paraguay. The second group is formed by most of the countries in
Central America. Given the differences that exist between the two groups and the
different trajectories observed between countries with similar incomes, there is a
need to analyze the experience of each country in Latin America and evaluate the
degree to which policies aimed at deconcentration of productive activity as well as
the population contribution to promoting their growth.

Appendix

Table A-1 Urbanization 1950 1960 1970 1980 1990 2000 2010

rates in Latin American -

countries. 1950-2010 (%) CostaRica 33,5 343 388 43.1 50.7 59.0 642
El Salvador 36.5 383 394 441 492 589 643
Guatemala 25.1 31.1 355 374 41.1 451 493
Honduras 176 2277 289 349 40.5 455 51.6
Mexico 427 50.8 59.0 663 714 747 77.8
Nicaragua 352 39.6 47.0 499 523 547 573

Argentina 653 736 789 829 87.0 90.1 923

Bolivia 338 368 39.8 455 556 618 0664
Brazil 362 46.1 559 655 739 812 843
Chile 584 678 752 812 833 859 889

Colombia 3277 450 548 621 683 721 75.0
Ecuador 283 339 393 470 551 603 669
Paraguay 346 356 37.1 417 487 553 614
Peru 410 468 574 646 689 73.0 769
Uruguay 779 802 824 854 89.0 913 925
Venezuela 473 61.6 719 792 843 89.9 933
Source: Authors based on United Nation 2012
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Chapter 7
Urban Primacy and Regional Economic
Disparities in Latin America

Luis Mauricio Cuervo G. and Nicolas Cuervo B.

7.1 Introduction

The purpose of this paper is to attempt to understand the relationships between
urban primacy and regional economic disparities in Latin America. It tackles,
therefore, the investigation of the interactions between two different dimensions
of regional development. On one hand, the spatial, that of urban primacy under-
stood as a special kind of regional configuration. On the other hand, the socio-
economic, that is to say, disparities understood as a determined distribution of
opportunities for growth and wellbeing between regional territories in a determined
national space.

Regions are heterogeneous and disparate spaces. Heterogeneous in the sense of
being made up of areas of very diverse qualities and structures in terms of their
economy, or their social, cultural aspects, their landscape, habitat or type of
settlement. Inequalities exist in the levels of access to services, employment
opportunities and wealth creation. In contemporary societies, the city possesses a
peerless power to have an effect on both dimensions; that is to say, the organization
of space and the distribution of opportunities for wealth creation and wellbeing for
members of society.

The city’s power to have an effect outside its boundaries is explained, mainly, by
the fact that it is part of an urban system whose operation is politically determined
by the presence and actions of the nation state. In economic terms, the constitution
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and the dynamics of the urban network respond, in the main, to the process of
emergence, integration and the evolution of the internal market.'

Under these conditions, the nation state> and the domestic market provide
political and economic significance for the relationship between urban primacy
and regional disparities. Indeed, the relationships between cities and between
regions are highly conditioned by this legal-political entity (Nation State — National
Territory) — where specific ideas of prosperity and solidarity between individuals,
social groups and also regions take place. Moreover, national state regulations and
operations also take care of the promotion of each of these two ideas, and the
management of their interrelationships. Finally, but of no lesser importance,
because of regulations governing customs, finances, the freedom and restraint of
the economy, and also the physical infrastructure which results, are a fundamental
to the domestic market and of the conditions in which they relate to the outside
world.

The paper begins with a deliberation on the theory, with the aim being to identify
and organize what it adds to the comprehension of these relationships. Even though
special importance is granted to economic theory, other disciplinary contributions
are also considered, especially those of a geographic and historical base. Then, the
available regional economic information for Latin America will be organized to
form the most panoramic comparative view possible, centered on events over the
past two decades.

7.2  Urban Primacy Economic Policies and Regional
Disparities

There is no integrated theoretical corpus that accounts for the basic interrela-
tionships between urban primacy and regional disparities. Therefore, this section
will establish the theoretical fundamentals of this relationship, beginning with a
review of most relevant and pertinent approaches. For argumentative ease,
disparities are considered as the dependent variable, and primacy as the explanatory
variable.

To begin with the dependent variable, the economic explanations for the behav-
ior of regional disparities will be reviewed. Continuing then with the independent
variable, where economic theory concerning city size will be examined, along with
the main empirical research available, in an attempt to explain urban primacy in
general terms, and in Latin America specifically. The section is concluded with a
text considering, by means of a hypothesis, the main relationships between urban
primacy and region disparities.

! Without implying that the global is not fundamental

2 Under very special conditions, such as with the European Union, these relationships take on the
sense of a multinational space.



7 Urban Primacy and Regional Economic Disparities in Latin America 137
7.2.1 Economic Explanation for Regional Inequalities

In this part, a brief description of what theory and empirical research offer us in the
discovery and explanation of the evolution of regional economic disparities.’

In terms of the description of the phenomenon being explained, there are two
commonly used alternatives employed for the theory and empirical research. The
first, derived from neoclassical theory of growth, is based on the calculation of a
convergence coefficient. This coefficient calculates statistical relationship between
the level of per capita wealth of a region in the initial year [Log(y;, — 1)] and its
growth rate during a reference period [Log(y;/y;, — 1)]. In accordance with the
theory’s underlying assumptions, it is expected that the poorest regions grow at
higher rates (f > 0) and that, over time, they will tend to close the gap in wealth
between regions (and also between countries). This is known as convergence and it
is usually calculated by the use of the Eq. 7.1:

Log(y;/yi, ) =a—(1— e_h) 'L0g<yi,171) + uir(1) (7.1)

The second family of descriptions is centered on the calculation of different
indicators of inequality. The most elemental of which are standard deviation and
others such as the GINI or Theil coefficient. Within this family, Williamson (1981),
in his studies of regional economy has used a particularly pertinent index, the
Weighted Variation Coefficient (V,,), as defined by the Eq. 7.2:

(7.2)

Where:

yi: per capita income of the i-th region
V: national per capita income

f;: population of the i-th region

n: national population

Even though the first type of indicators became widely accepted during the
1990s and during parts of this century, for several reasons the use of the second
type, and especially V,, are advisable. Among the most significant limitations of
the f convergence indicator are the following: In substantial terms, it has drawn the
debate towards a discussion of little consequence, in as much as whether to prove or

3 For the effects of this paper, regional economic disparities are understood as the inequality of
access to opportunities for wealth creation and well-being between subnational unities within the
same country. In the area of empirical research, GDP and per capita earnings are the most
commonly used indicators to measure these inequalities.
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reject convergence hypothesis. As will be seen, regional systems pass through
alternating periods of convergence and divergence, and as so, efforts should be
centered on identifying the factors that explain the trends at each moment and the
ruptures that induce movement from one phase to another. In place of this, the
debate over convergence hypothesis has been taken to levels of ever more sophisti-
cated measurement and has become remote from the identification of explanatory
factors of one or another behavior. In operative terms, the § convergence coefficient
manifests difficulties of varying magnitudes that transforms it into an unreliable
measurement: the result can vary from one extreme to another quite opposite one,
depending upon the initial year and final year chosen; by admitting or taking out of
some of the component regions in question, a considerable impact on the value and
significance of the statistics results; every region is treated as a component of
comparative importance irrespective of the percentage of population that lives
there; finally, it doesn’t allow for the tracking of year by year figures, but only for
defined periods. The variations resulting from any of these reasons mentioned,
makes it very difficult to distinguish whether they are the result of the calculation
methods used, or, on the contrary, of the phenomenon observed.

In accordance with the arguments above, CVP (Eq. 7.2) will be taken as a
reference point for the empirical exercises developed throughout this article. The
long-term historical study undertaken by Williamson (1981) concerning regional
disparities in the USA is particularly inspiring. This historical undertaking, how-
ever, will not be considered as a prediction as to what is likely to happen in lesser
developed countries. It will be used instead, as an opportunity to identify significant
features of the historical evolution of this phenomenon and of its explanatory
factors.

With the long-term experiences for the USA, Williamson (1981) and Barro and
Sala-i-Martin (1995) together indicate convergence as the predominant trend.
However, the former’s research reveals the cyclicality of the process, with its
changing speeds, its regional diversity (North—south) and the changing composition
of base determinants. In agreement with the above, the particular interest of this
research is the identification and characterization of cycles of regional economic
disparities for Latin America. From this characterization, the convergence, stagna-
tion and divergence phases should appear, which should allow for the identification
of their determinants and explanations. In addition, given that our research takes
into account a sample of countries of varying sizes and characteristics, identifying
the differences and similarities in the countries’ cycles will be of particular interest,
as well as the levels around which these cycles oscillate.

The direction and the speed of these trends are explained by Williamson (1981)
in relation to productivity and salary gaps between sectors and regions
(rural-urban). The free movement of capital and work explains the lack of con-
stancy of these gaps. Only during a specific period, from 1900 to 1930, have the
relative prices of some strategic goods, cotton in this case, been used as an
additional explanation for the development of productivity and salary gaps. In his
previous research, Williamson (1965) explains the economic mechanisms that are
the basis for these convergence and halting of these processes: “That spatial
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inequality, depressed areas, and backward regions appear to persists may simply
suggest to some that internal factor flows (tending to reduce internal inequality) do
not occur with sufficient speed and quantity to offset the dynamic indigenous
conditions which cause relatively faster resource augmentation and technological
change in the rich developing regions (tending to increase inequality). In fact, one
could reasonably appeal to the high degree of sectionalism, fragmentation and
general national disintegration in the youthful stage of national development to
predict increasing regional inequality during those early decades” (Williamson
1965, p. 5).

One aspect that is more explicit than implicit, but of paramount importance, is
that these explanations start with a representation of the radial focus of the pro-
cesses of development. Innovation, prosperity, and growth appear in specific nodes
(focuses), from which their dynamism spreads. Economic theory of disparities
center their attention on the conditions in which this process of spread is produced
or impeded, leaving aside the emergence of innovative focuses as a factor.

Although by different routes and by different arguments, Williamson’s
reasoning is complemented by the work of Barro and Sala-i-Martin (1995). The
model of growth proposed here predicts convergence between economies with very
similar structural characteristics and parameters. This is what has been known as
conditional convergence (Cuervo 2003, p. 12): “In order to answer these questions,
a group of closed economies (regional or isolated economies) are considered that
are structurally similar, in the sense that they have the same values for the s,* n° y §°
parameters, and they also have the same production function f(¢). Therefore, the
economies have the same y* y k* values as are found in a state of stagnation.
Imagine that the only difference between these economies is the initial level of
capital per capita, k(0). These differences in the initial levels could reflect past
disruptions, such as wars or temporary conflicts in the production functions. The
model therefore implies that less advanced economies — with lower k(0) and y(0)
values — have higher levels of growth than k. The y level of growth will be typically
higher in less advanced economies (Barro y Sala-i-Martin 1995, p. 26). “Therefore,
the model does not always predict convergence in all circumstances; a poor country
can grow at a lower rate than a rich country. (...) Countries with a lower level
starting point y(0), are probably there because they are in a state of stagnation, k*,
probably owing to their low levels of investment or due to bad, persistent govern-
ment policies that effectively lower the production function” (Barro y Sala-i-Martin
1995, pp. 29-30).

Williamson’s work and arguments make evident the importance of free spatial
mobility as conditions for convergence. In agreement with the neoclassical theory
of growth, more than just this freedom, it is also important to have regional
socioeconomic homogeneity. In effect, the underlying assumption of convergence

4 Savings rate
5Rate of demographic growth
S Depreciation rate
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is the existence of the same stagnant state between areas that are being compared,
that is to say, in terms of technological, labor, and financial similarities, manifest in
the existence of “the same values for s, n and & parameters, and also having the
same level of production function f{+)”” (Barro y Sala-i-Martin 1995, p. 26). Accord-
ingly, physical and institutional integration of the economic space will form the
base for the freedom of movement of factors, while socio-regional cohesion will be
fundamental for homogeneity.

7.2.2 Economic Explanations for Urban Primacy

Urban primacy is understood as the percentage of national population living in the
countries’ largest city. The concept of economic primacy will also be considered,
and is understood to be the relative economic weight of the largest city with respect
to its country. This constitutes a particular aspect of more general phenomena such
as urbanization’ and urban concentration.® To focus attention on this particular
feature of contemporary regional organization in Latin American countries is
justified by the singular importance of this phenomenon for the subcontinent (see
Fig. 7.1).

The analysis of this incorporates various theoretical contributions: the economic
history of the city, the economic theory of urban size and also the theory of primacy,
as already mentioned.

Paul Bairoch’s research (1985) on urban economic history provides evidence of
the external constraints for urban growth. The city depends on the region, on its
capacity for the production of surplus food commodities, for water and energy
supplies — vital for sustaining an urban population dedicated to non-agricultural
activity. Under these conditions, the maximum size of the city depends upon the
magnitude of these surpluses and upon the form of provision of these elements.
Bairoch (1985) calculates and shows that to sustain a million inhabitants in Imperial
Rome depended upon the capacity to provide sufficient food provisions the sourc-
ing of which was dependent upon the entire Mediterranean bay. Under the agricul-
tural production conditions of the time, in terms of transportation and conservation
methods for food-stock, it proved difficult for Rome to increase its size beyond this
historical level, and for there to have developed other cities of a similar size. This
dependency relationship still exists today, though, in today’s world we resolve
some of these problems by means of global networks of food-stock provision and
energy supply.

Alonso’s (1971) and Richardson’s research (1977) may be considered
pioneering in their inquiry of the explanations for urban growth. Using theory of
the firm, a city’s growth is explained as the result of the coming together of opposite

7 Extent of the city as a general form of human settlement
8 Trend of fastest growth witnessed in largest cities
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forces — the costs and benefits of urbanization — that model rhythms of growth,
saturation and decline. The theory predicts a cyclical expansion dynamic for the
city: an accelerated expansion phase, ever slowing, followed by a point of satura-
tion, and then a final phase of decline. Given the microeconomic inspiration for this
theory, it can be assumed that the definitive parameters of cycle’s thresholds (that is
to say, its beginning and its end) are the extension of fixed urban capital” and of
technological changes.

Research into urban history and geographical history provide empirical support
to the prediction of cyclical urban growth and it places it, moreover, in its chrono-
logical dimension. As already mentioned, Bairoch’s research (1985) illustrates the
long cycles of expansion, saturation and decadence in the cities of Rome and
London, where epochs are measured in centuries, rather than decades or years.
Research by Yazaki (1968) illustrates, on the other hand, the transition of Edo, from
the imperial capital of medieval Japan, to Tokyo, the country’s industrial center,
taking almost a century and including a pronounced decline in the population (from
one million to 500,000) and then returning to growth (from 500,000 to one million).
Research undertaken by Sassen (1991) on New York, as well as studies carried out
on Bogotd (Cuervo 1995) reveal the existence of shorter cycles and phases of
transition, calculated in decades (around 50 years). In accordance with historical
observation, the cycle of urban expansion is part of a process of long waves (over
various centuries), medium (over various decades) and short (over years), deter-
mined by very different changes in magnitude and intensity. In the interests of this

° As known, it is assumed that this type of capital can be extended continuously and infinitely until
a certain threshold, from which the only possible expansion is by means of a discontinuous leap.
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paper, the center of attention is in identifying the determiners of medium and short
waves.

Research by Hall (1998) helps with the comprehension of the factors that place
limits on the medium cycles of urban expansion and explain the transitions from
one to the next. Its reflection stresses that the city as an economic challenge is the
result of not only physical capital and technology, but also from forms of organiza-
tion, ideology and ethical and moral agreements that, together, constitute virtual
capital that operates alongside physical capital, being the city’s spirit and its engine.
Cities and countries, says Hall, react before change opportunities in many different
ways and are obliged to invent new and ingenious methods to combines public and
private funds and build new urban infrastructures; new regulation systems must
appear and other cease to exist; all of which involve the creation and preservation of
moral order, a process of social construction, and a sense of shared social order as
well (Hall 1998, p. 617; italics are ours).

To comprehend medium and short cycles of urban growth requires, therefore,
the understanding of the city as an aggregate product, composed of and determined
by the behavior of at least three great types of capital (a) physical capital supporting
the general workings of the city, of collective consumption, subject to their own life
cycles10 (gestation, expansion and obsolescence); (b) immaterial capital, princi-
pally relationships, providing meaning, cohesion and integration of individual,
corporative and social human behavior; (c) sectorial capital, with its own dynamics
and cycles of expansion and obsolescence.

The historic research into Latin American urban primacy undertaken by Cuervo
(2004), reaffirms the predictions of economic theory in respect to its cyclical
evolution, indicating its magnitudes, and identifying some of its most important
socioeconomic determining factors. It takes as its reference, the proposal of the
existence of a diachronic function of urban primacy, with at least four historical
phases proven for Latin America and also for Europe. Before industrialization,
urban primacy never achieved such levels as now. (i) The phase before industriali-
zation was accompanied by negative growth in levels of urban primacy; however,
in Latin America, Southern Cone countries did not experience this decline. (ii) The
moment at which industrialization takes off, signals the beginning of a long phase
of growth in urban primacy. (iii) Growth in primacy continues until saturation is
reached, and this is the turning point for primacy. (iv) Finally, the expectation is that
the declining phase with eventually come to an end at some point. Taking this
function as a reference, and by comparing Europe and Latin America, the
differences seen in the latter are derived from the presence of various
particularities: the lack of phase (i) for various countries and a higher intensity
and duration of phase (ii). Under these conditions, if, at the beginning of the period,

In accordance with Hall (1998, p. 616): an innovative push, giving rise to a Kondratieff
expansion, produces new forms of transportation and communication, which in turn alters the
accessibility patterns and the popular perception thereof; as a result, urban space is revalued,
resulting in great changes to urban form and structure.
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levels of primacy in Europe and Latin America are comparable, by the end of the
period, the latter has more than double the level of the former.

How is this peculiarity in Latin America explained? Empirical research from
geographic and economic standpoints identifies some factors that appear to be of
little significance. Various empirical studies establish an inverse relationship
between primacy and the size of the nation (Mehta 1964; Linsky 1965; De Cola
1984; Henderson 2000). Even though the size of Latin American countries would
predict lower levels of primacy than is the case for Europe, this is not the case.
Other factors that appear to be more significant are geographic traits derived from
political and economic processes. Some possess a clear and direct impact, as in the
positive relationship found by Henderson (2000) as to whether the primate city is at
the same time a maritime port and/or political capital of the country. Finally, there
are other ambivalent impacts, positive in some cases, and negative in others, as
occurs with the level of physical integration in national territory. For some, favoring
primacy, while for others, the impeding it: for Henderson (2000), urban primacy in
a country is an inverse function of the density of its road network infrastructure.

More forceful explanations seem to come from industrialization modalities, the
configuration of the internal market, and the characteristics of the urban labor
markets. The Latin American peripheral industrialization mode, present between
1930 and 1970, weakened the spatial de-concentrative forces and heightened some
of the concentrative ones. Latin American industry came about in the presence of
large gap between the optimum size and the real size of production. These means
that from just one city or one company (or from a very reduced number of
companies) the national market demand is satisfied. Therefore, a highly monopolist
or oligopolistic industrial structure is formed. In contrast, dispersing forces are
weaker. This weakness is expressed principally through the absence of an industrial
base and production branch of means of production that normally tends to develop
close to sources of primary materials or energy provision (generally outside of large
cities). This industrial base only started to appear at the end of the 1960s and early
1970s.

On the other hand, levels of urban salaries do not encourage geographic disper-
sion of industry. Non-salary incomes and the self-sufficiency activities in goods and
services make up important complements to salary incomes. This combination of
income types (salary and non-salary) helps to keep urban salaries surprisingly low,
in spite of the growing costs of urbanization and city life."' This over-priced cost of
urbanization is financed by the non-salary part of working income, and, by this
means, has no effect in encouraging industry to relocate to areas outside of the big
cities. Finally, the orientation and priorities of public investment reinforce
industry’s location in the big cities, as urban infrastructure is maintained at a
superior level in comparison to the countries’ other cities or regions.

"'Economic incentives for the dispersion of industry are lessened, as expressed in theories by
Richardson.
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7.2.3 Possible Relationships Between Urban Primacy
and Regional Disparities

Economic theories of size and urban primacy establish the role that the biggest city
undertakes as a generator of, and focus for, demographic and economic growth,
prosperity and innovation. They allow for the comprehension of the external
conditions (food-stock and environmental surplus) for city growth (Bairoch
1985), the internal opposing conditions (agglomeration economies and
diseconomies) that regulate the cycle, and the underlying fundamentals (urban
technologies, organizational structures, moral order, obsolescence of collective
physical and sectorial capital installed) around which the transition from one
medium term cycle to another is produced.

For various reasons, which are numbered below, this primate city cycle is neither
parallel to the cycle of disparities, nor does it condition it:

— Firstly, empirical evidence suggests that the cycle of primacy possesses a great
inertia and that its direction does not coincide with cycles of disparities: the
examination of this coincidence or discrepancy is one of the proposals to be
followed up by means of the research undertaken here and is expressed below.

— Secondly, there is no coincidence, nor clear correspondence, between urban
expansion and the increase in prosperity and standards of living in the big cities.
Depending on the balance between agglomeration economies and diseconomies,
the growth of the city and an increase in well-being and standard of living
coincide at the early stage; after which, their direction diverges until a saturation
point is reached where they again synchronize and both witness a decline.

— Thirdly, this impact is conditioned by national regional characteristics, which
are outlined below. First, the properties of the urban network, specifically, if this
network is headed by only one city, or by many. Second, the impact of primacy
on the integration and homogeneity of national space, that is to say if this is
accompanied by a process of segmentation, or by the integration of national
economic space.

7.3 Recent Evolution of Regional Economic Disparities
in Latin America

This part characterizes the disparities, from which questions will be stated and
discussed. Figure 7.2 shows the evolutions of Weighted Variation Coefficient (V)
for the seven countries included in this analysis and for a period of time of around
two decades (1990-2010) that are to be analyzed here. By observation of these,
conclusions will be drawn related to the absolute values of V,, and their trends.

In terms of levels, Fig. 7.2 prompts the distinction of three groups of countries:
(a) of the highest value, Argentina; (b) the most numerous grouping, of four
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Fig. 7.2 Latin America, seven countries 1985-2007. Weighted regional disparities (V,,) (Source:
Cuervo and Gonzalez 2010)

countries with intermediate values (Mexico, Brazil, Peru and Colombia); (c) finally,
two countries, Chile and Bolivia, form the group with the lowest values. These
groups are clearly staggered since the intermediates oscillate between values of
almost two times those of the lowest group, and the highest show values almost 1.4
times those of the intermediates.

Concerning trends, various groupings are also identified: Mexico and Chile with
oscillations around a stable value; Brazil (since 1985), Colombia (since 1993) and
Peru (since 1998) with decreasing trends; and Argentina and Bolivia (both since
1993) with growing ones.'? For all countries, except Brazil, the 1990s were a period
of change in trends, though not in the same sense for all. These trends, moreover, do
not appear to alter with the advent of the twenty-first century.

The fact that for political and social reasons Vy, is considered priority as an index
for disparity, doesn’t mean that the evolution and behavior of VC should be
ignored'® as illustrated in Fig. 7.3, that demonstrate very different observations
than those seen in Fig. 7.2. In accordance with this, the classification by level goes
from three countries to only two: Brazil and Peru, those countries with a high
regional disparity, and the five remaining countries have an intermediate level.

'2 Classifications of countries previously made in publications, CEPAL (2009) and Cuervo and
Gonzalez (2010), based on Variation Coefficient (VC): standard deviation of GDP per capita for
region divided by the average) Sigma (standard deviation) classifies Chile as a country with
medium levels of disparities and Colombia as a country with low levels. On the other hand, the
1990s are often spoken of as an era of growing inequality, upending a variety of trends (stagnation,
decline and increase) as here found.

13 Defined as Standard Deviation divided by the average.
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Argentina lowers abruptly from a country with very high levels of socio-regional
disparities (V,,) to a country of moderate levels of regional disparity. Observations
related to trends are very similar to those seen in Fig. 7.1, with the exception of
Chile, which shows a moderate decreasing trend in V.

7.4 Characterization of Recent Evolution of Urban
Primacy in Latin America and Its Relationship
with Disparities

In a similar manner to the way in which regional disparities were characterized,
urban primacy should also be characterized in each country in accordance with its
absolute level, and also by its change trends.

Figure 7.4 represents data available for the selected countries between 1950 and
2010. Taking these levels as points of reference, of the seven countries studied,
three clearly differentiated groups are configured:

— Chile, Argentina and Peru, with very high levels of primacy, between 30 % and
35 % of the national population residing in the primate city.

— An intermediate group, made up of Colombia, Mexico and Brazil, with values of
around 17 %.

— And finally, Bolivia, with very low values, of around 10 %.

In terms of making sense of temporary evolution or trends, Fig. 7.4 shows the
classification of countries into two large groups. The first, most numerous group,
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being made up of five countries, have a decreasing or stable trend: Argentina (since
1970), Chile, Mexico and Brazil (since 1980), and Bolivia (since 1995). The second
group, made up of only two countries, Peru and Colombia, show an increasing
trend.

From the information provided by Fig. 7.4, various conclusions of singular
importance can be drawn. The cyclical behavior of primacy, forecast by the theory
and by statistical research, is validated by these results: confirmation that the
primacy saturation phase has been reached in five of the seven cases. Additional,
complementary observations may also be made. The figure shows, firstly, the slow
process of primacy reversion: after reaching a saturation point, the downward side
is always less steep than the upward growth in primacy. The trend in primacy
reversion, therefore, is significantly slower than during its increasing phase. Sec-
ondly, observations can be made concerning some countries such as Chile,
Argentina and Brazil, where the decreasing trend in primacy is halted, and,
although slowly, follows a growth path: in Chile, since 2000, in Brazil, since
2005, and in Argentina since 2000, although this falls back after 2005.

The data here presented and interpreted allows for the testing of one of the
central questions asked in this paper, by exploring the statistical relationship
between urban primacy and regional disparities. Figure 7.5 reveals the relationship
for the most recently available data concerning levels of urban primacy and
regional disparities.

As seen, there is no significant statistical relationship between urban primacy
and regional disparities. Two groups of countries are identified with very similar
levels of urban primacy, but with very different values of disparities: Mexico,
Colombia and Bolivia with primacy rates of around 17 %, but with V,, levels
between 0.3 in the case of Bolivia and up to 0.6 in the case of Mexico; Chile, Peru
and Argentina have primacy rates of between 30 % and 35 % and V,, values of
between 0.3 in Chile’s case, and up to 0.8 in Argentina’s.
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As posed from the beginning of this paper, urban primacy and regional
disparities are related to two very different orders or empirical dimensions: firstly,
with reference to demographic processes and the spatial distribution of the popula-
tion, while the second is related to the economic activity conditions and wealth
creation in the region. There is no reason to rule out a close and direct relationship
between the two; even though there is no reason to think that this relationship, if it is
produced, has to be invariable and lasting. The theory suggests, as witnessed above,
that cyclical behavior trajectories in both cases have factors and explanations that in
some cases coincide, and in others, do not. What this statistical study shows is that,
at this precise and exact period (the last 20 years of Latin American history) this
coincidence has not resulted.

As a consequence to this first result, a second essay was made necessary, using a
different definition of primacy, a direct economic one. The proposal and results for
which are given in the next section.

7.5 Characterization of Recent Evolution in Economic
Primacy in Latin America and Its Relationship with
Disparity

Economic primacy is defined as the percentage of GDP (Gross Domestic Product)
resulting from the Intermediate Administrative Division (IAD)14) where primate
city is located. As seen in Figs. 7.6 and 7.7, the countries with a high economic
primacy, over 40 %, are Argentina, Chile and Peru, while those with intermediate

14Category using censual language, corresponding to intermediate regional entities, such as
Provinces, States, Regions or Departments.
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values are Bolivia, Brazil, Colombia and Mexico. Distinguishing them by trend, the
first group of three countries:

— Brazil, Mexico and Bolivia show a persistent decline in the medium term, that,
however, is slowed at the beginning of the 1990s.

— A second group (Argentina and Peru), with initial early declines, again over a
long period, and with a trend reversal after 1990.

— Finally, Chile and Colombia, with prolonged rising trends from the middle of the
1970s, and with a final slowing down phase after 1992 in Chile’s case, and after
2000 in Colombia’s.
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For six of the seven countries studied, the beginning of the 1990s represented a
break from previous trends: Brazil, Mexico and Bolivia with a slowing down in the
rhythm of falling economic primacy; Argentina and Peru, with falling trend
reversals, and Chile with a slowing down of previous growth. Colombia is the
only country that seems not to have felt the impact in its incremental trend since the
early 1990s. In Colombia’s case, the impact of the arrival of the 1990s is more
uniform, thus, five cases deal with the mitigation of the decrease or in reverting to
increase; only in Chile’s case is an inverse impact seen.

From the results above, a similar procedure was carried out to that of urban
primacy. Fig. 7.8 explored the simple statistical relationship between economic
primacy and regional disparities, with a very different result from that achieved
from urban primacy. In this case, with Chile as the only exception, levels of
economic primacy are directly associated with regional disparities (V).

Econometric studies of the relationships between economic development and
urban primacy have not considered'” the existence of a possible discrepancy in the
behavior and the evolution of the two expressions of primacy here examined:
demographic and economic. The additional conclusions show evidence that a
correspondence, or symmetry, between levels of economic primacy and
demographics is non-existent. In accordance with what was found, from now on,
economic primacy will be taken as the central observation.

Next, the dynamic relationships between economic primacy and regional
disparities will be examined. A graphic illustration, by means of Figs. 7.9 and
7.10, will be given as the source for these relationships. Figure 7.9 groups four

15 Absence probably explained by the difficulties of obtaining specialized economic information.
Thus, generally speaking urban primacy has been assumed to be proxy for economic primacy.
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countries which show a close and direct association between economic primacy and
regional disparities (V): Argentina, Brazil, Mexico and Peru:

In Argentina, two sub-periods are identified: from 1994 to 2001, with a concom-
itant growth in economic primacy and in regional disparities; from 2002 to 2006,
with stagnation in both variables and a slight upturn in both at the end.

In Brazil, data over a longer period is available, which shows, during the period
observed, a systematic fall in disparities accompanied by an oscillating but
sustained decline in economic primacy.

In Peru, an almost parallel movement in both variables is seen: an increase from
1993 to 1997, and a decline from 1997 to 2003, with another increase from 2003
to 2007.

In Mexico, two periods are identified, from 1993 to 1996 where movement in the
two variables do not coincide, and, from 1997 onwards, where a direct relation-
ship is seen, an increase between 1998 and 2000, and a decrease from then until
2004, and then upturn between 2004 and 2006.

Figure 7.10 includes three countries in which more complicated relationships are

identified that seem to involve break-down processes or structural change.

In Colombia, from 1976 to 1993, both economic primacy and regional
disparities are increasing. However, after this date, this relationship disappears
since a profound decrease in regional disparities is accompanied by stagnation,
and even a slight decline, in economic primacy.
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Fig. 7.10 Dynamic relationships between economic primacy and regional disparities. Countries
with a strong and direct association (Source: Own calculations based on: Cuervo and Gonzalez
2010 and National Accounts data by county)

e In Chile, from 1985 to 1994, an independence or absence of a simple relationship
between the two variables is seen, as the increase in economic primacy is
accompanied by stagnation in regional disparities. After which, an inverse
relationship appears: from 1994 to 2004, where a slight decrease in economic
primacy is accompanied by an increasing growth trend in regional disparities;
while from 2004 to 2007, an increase in economic primacy is accompanied by a
decrease in regional disparities.

¢ In Bolivia, from 1988 to 1993 there is a parallel decrease in economic primacy
and disparity; from 1993 to 2001 however, this relationship changes and
movements in opposite directions appear, a decline in economic primacy and
an increase in disparities; finally, after a brief pause between 2002 and 2006, this
inverse relationship continues, but now, disparities fall while urban primacy
increases.

Moreover, it’s worth making a distinction between a group of three countries for
which data exists over a longer period than for the others. This is the case for Brazil,
Colombia and Chile. Additional information can be learnt by focusing on this
group. In the case of Brazil, for example, the difference between a more volatile
behavioral rhythm and oscillation of economic primacy and disparities is evident.
However, owing to the length of time for these observations, it is shown that these
oscillations occur with a longer, more marked trend in disparities. There is, it
seems, a process of structural change with a great inertia that is a feature of the
Brazilian evolution. In the cases of Chile and Colombia, the presence of break-ups
and deep changes are seen, with radical transformations in the types of relationships
between the two variables in question. It is of great importance to consider this
moment of change in order to identify its conditions and explanations.
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In the countries with shorter timelines, these two forms of behavior are also
reproduced. However, the conclusions drawn are less sure as it’s not possible to
know whether these oscillations are the same as in Brazil’s case, along a large and
inert trend, or if they foreshadow the existence of structural break-ups, or if, finally,
they concern marked behavioral dynamics of volatility. The outstanding task for
future research is to form statistical series over a longer period of time that would
clear up any of these questions.

The countries with very high levels of economic primacy (Peru and Argentina)
show a very close relationship between both variables, with the only exception
being Chile. In the countries with an intermediate level of economic primacy
(Brazil, Mexico and Colombia), more complex relationships are seen, from intense
to slight, direct to inverse, or even with independence between the two variables;
only during some periods is the relationship as close as that seen in the first group.
Finally, Bolivia, the country with the lowest level of economic primacy, shows very
uneven dynamics for the two variables in question.

7.6 Urban Cycle and Regional Disparities

In this section, the relationship between urban primacy and regional disparities will
be examined focusing on the role undertaken by big cities as a center for innovation.
This role, as was concluded in the previous section, is changing in its intensity as in
its meaning and direction.

The empirical evidence that has been examined up to now has shown that the
early 1990s represented, for an important number of countries, a change in the
previous trends of economic primacy. In the trend analysis, a first group of three
countries was shown to have a persistent medium term decrease that, however, is
slowed by the early years of the 1990s: Brazil, Mexico and Bolivia; a second group,
with early initial growth and with prolonged periods of decreases, but with a trend
reversal after 1990: Argentina and Peru. A third group consisting of two countries,
Chile and Colombia, escapes this relationship, with growing and prolonged trends,
from the middle of the 1970s, with a final phase of slowing down, after 1992 in
Chile’s case and as late as 2000 in Colombia’s.

Between 1990 and 2010, the Latin American primate city experienced a deep
transformation in its economic structure. This urban economic restructuring would
be a reflection of the process of renovation experienced by primate cities, together
with, and affected by, the changes in trends as already mentioned. The sectorial
participation of the primate city against the national total for three strategic
groupings is used as an indicator of this change: industry; commerce, restaurants
and hotels; and financial activities.

Figures 7.11, 7.12, and 7.13 show the participation of the sectorial production
generated by the primate city against the national total. The years 1990, 2000 and
2010 are compared. For each year, moreover, the percentage of each sector
measured against GDP is taken as reference. In spite of the differences in structure
and levels of sectorial primacy for each country, the sense of the evolution is quite
uniform for this collection of countries:
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— Firstly, albeit with differences in intensity, there is a considerable decline in the
weight that industry has in the primate city in relation to the national total. The
extremes are Mexico with a decline of almost half from its initial level, and
Colombia with a stable participation.

— Secondly, a considerable increase in the primate city’s financial activity is seen
for each country. The highest increase is presented by Lima-Callao in Peru'® and
the lowest by Santiago de Chile. However, in the latter case, its participation was
even more significant in 1990, at almost 80 %.

— The evolution of the relative weight of commercial, hotel and restaurant activity
is, however, more disparate. Peru, Colombia, Brazil and Argentina show growth
in this field. Chile and Mexico show a decrease, while Bolivia is stagnated.

These figures suggest that the revitalization of the primate metropolis is
associated with a major structural change connected with the consolidation of the
city as a financial center, and with the relative weakening of its role as an industrial
pole. However, it might be prudent to underline that, even with this weakening; the
industrial weight of the Latin American primate city is still significant (Table 7.1).

7.7 Conclusions

The revised economic theory of regional disparities identifies the factors that
determine and explain the direction of its evolution. Work undertaken, and
arguments developed, by Williamson (1965, 1981) underline the importance of
free spatial mobility of factors as a condition for convergence. On the other hand, in
accordance with neoclassical theory of growth, in addition to this freedom, a
condition of regional socioeconomic homogeneity is also required. In effect, the
basic assumption of convergence is the existence of the same stationary state
between entities that are compared, which means similar technologies, labor,
finance, manifested in the existence of “the same values for s, n y 8 parameters
and also the same for production function f{+)” (Barro y Sala-i-Martin 1995, p. 26).
Consequently, the physical and institutional integration of the economic space will
form the base for the free movement of factors, while socio-regional cohesion will
be fundamental for homogeneity.

Even though no explicit observations were carried out of these determiners, nor
of their influence on the explanation of the recent evolution of regional disparities,
it is possible to put forward some interpretive hypotheses. Recent experiences for
the seven Latin American countries studied, suggests that the fundamental factors
in operation and existence are very varied. In accordance with the trends observed,
countries can be grouped into three categories:

16 Available data for Peru only indicates services in general, not financial services.
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Table 7.1 Latin American Urban Primacy and Regional Economic Disparities. Main Indicators
circa 1990 - circa 2010

Country V,, Level VCLevel V, Trend VC Trend

Argentina  High Medium 1 accelerated between 1993 and 2000  T(since 1993)
T slower (2001-2005)

Bolivia Low Medium 1(1988-1993) T(since 1990)
1(1993-2006)

Brazil Medium High | accelerated (1985-1992) | (since 1985)

— (1992-1998)
| slower (1998-2006)

Colombia  Medium Medium T(1975-1985) | (since 1998)
1(1985-1991)
1(1993-2005)

Chile Low Medium 1(1985-1988) l(since 1985)
1(1988-1998)
1(1998-2007)

Meéxico Medium Medium 1(1993-1996) —
1(1996-2002)
1(20032-2006)

Pera Medium High T(1994-1997) T(since 1998)
1(1997-2005)
T(2005-2008)

Key Notes:

Source: Own material, based on Cuervo and Gonzalez 2010

Taking these characteristics as reference, it’s possible to propose the following questions to be
considered:

- What is the impact or effect of primacy on socio-regional disparities in each country?

- How does primacy contribute to the explanation of each country’s inclusion at the determined
level of V,, (High, Medium, Low)

- What role does the primacy dynamic play in the explanation of witnessed changes in trends for
each country during the period of time studied?

T: Increasing trend;

|: Decreasing trend;

—: Stable

— Two groups, each made up of an extreme case and of opposite directions: Brazil,
with a long trend of decreasing V,, values, and Argentina with the opposite
trend. Both countries seem to be under the influence of long-term socio-spatial
processes and relative inertia. Brazil, with a process of growth spreading from its
most dynamic pole, Sao Paulo, towards the entire south of the country;
Argentina, with its long period of primacy in terms of the vast Buenos Aires,
in absence of regional poles (potential and eventual receivers) to spread this
dynamism towards, which might include the most developed, central provinces
of Santa Fe, Cordoba and Mendoza.

— The remaining group, the other five countries, with changeable relationships,
very probably determined by the experienced transformations caused in the
regional economic structure for each country. The identification of these
relationships and relevant factors make up part of the fundamental task for
future research.
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Theories on size and urban primacy establish the role of the biggest city as a
central generator for growth in terms of demographics, the economy, prosperity and
innovation. They identify the external conditions (food-stock and environmental
surplus) for city growth (Bairoch 1985), and the opposing internal forces
(economies and diseconomies of agglomeration) which regulate the cycle. Like-
wise, among these fundamental factors (urban technologies, forms of organization,
moral order, obsolescence of installed physical and sectorial collective capital)
from which the transition from one medium term urban cycle to another is pro-
duced. The theory//theories forecast a dynamic cyclical expansion of the city, with
an accelerated initial expansion phase, followed by a point of saturation and then a
final phase of decline. In accordance with developed historical observations made
in different regions of the world, the urban expansion cycle would be part of a
process with long wave (over several centuries), medium waves (over various
decades), and short waves (in years), determined by very differing changes in
magnitude and intensity.

The historic study of Latin American urban primacy undertaken by Cuervo
(2004) reaffirms the predictions made by economic theory with respect to its
cyclical evolution, specifying its magnitudes and identifying some of its most
important socio-economic determiners. It proposes and measures the existence of
a diachronic function of urban primacy, with at least four historical phases proven
in Latin America as well as in Europe: a phase beginning before industrialization
with decreasing levels of primacy, a long phase of growth in primacy beginning
with the process of industrialization, a moment of saturation and then a final phase
of decline. In the case of Latin America, the phase for growth in primacy is longer
and more intense, and this forms the base for the generation of the high levels of
primacy witnessed on this subcontinent.

The empirical evidence developed and presented in this paper contributes to the
development of knowledge of the theme in many ways and for various reasons. On
one hand, the evolution of Latin American urban primacy over the last 60 years
reaffirms the cyclical character of urban primacy, and shows evidence of the
ultimate phase of the diachronic function of primacy: saturation. It specifies,
moreover, that the decrease in primacy after saturation is much slower than its
increase during its growth phase. Additionally, it shows the appearance of processes
of stagnation or reversion of these trends, that is to say, a take-up of primacy growth
again. These processes of revitalization of growth in Latin American primacy seem
to be associated with, as shown in the last part of this paper, the deep economic
restructuring that large cities are experiencing across the continent. This
restructuring lessens, without destroying, the role of industry as a generator for
regional disparities and boosts the role of financial activity. The collection of cities
studied has experienced a similar transformation, with varying degrees of intensity
and scale.

As forecasted at the end of the theoretical review in this paper, the primate city
cycle is not parallel to, nor completely conditions cycles of disparities. The first
contribution to this comes from establishing the inexistence of a significant statisti-
cal relationship between levels of urban primacy in the seven countries studied and
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levels of disparities (measured by means of V). The revised statistical evidence
does not allow us to rule out of the possibility that this relationship was valid at
other times in history. To verify this would require the use of long-term data, which
was not available at the time of writing of this paper.

The examination of the relationship between economic primacy and regional
disparities produced very different results: Firstly, a significant and direct statistical
association between the former and the latter. Secondly, very close dynamic
relationships between changes in economic primacy and changes in disparities.
Though close and lasting, this association occurs in a various guises: from a direct
and permanent relationship in the case of some countries like Argentina, Peru and
Brazil; from a significant but changeable direction in the remaining countries:
Bolivia, Colombia, Chile and Mexico. The explanation for these differences
between countries, and the variations over time, are themes to be explored for
future research.

7.8 In Epilogue Form: Reflections on Public Policy

Though the purpose of this research is not to formulate regional or urban economic
policy recommendations, by its very nature, it provides an opportune moment to
make some reflections on the theme. In as much as these reflections are not the
direct result of presented arguments, we prefer to present them in the form of an
epilogue.'” Thinking about public policy means centering attention on institutional,
political and even ethical processes; areas that have not been closely related to the
exercise in hand. Objective knowledge of the casual relationships between
variables, factors and dimensions is only one of the varied ingredients necessary
for creating satisfactorily prepared economic policy. Therefore, in spite of recogni-
tion of the limitations of the presented reflections in the following lines, we consider
it appropriate to make them, more to open up the debate, than to finalize it.

These reflections take their starting point from two findings. The first: from
research (Cuervo and Williner 2009) and from direct contact with Latin American
national realities,'® where there is a notable lack of concern about urban concentra-
tion and the size of the biggest cities as a phenomenon related with regional policy
objectives.'” An interesting theme in itself, for its undeniable environmental, social,

17 The definition of "epilogue” according to the Spanish Royal Academy es: “the last part of a
piece of work, detached in some way from earlier parts, representing an action or referring to
events that are a consequence of the main action or are in some way related to it.

'8 There is a renaissance in the theme of spatial decentralization//de-concentration of economic
activity in public policy and regional regulatory plans in countries such as Venezuela, Ecuador and
Trinidad and Tobago.

'% Gained interest at the end of the 1970s when some countries in the region implemented measures
to dis-incentivize growth in the biggest cities and promote growth in the intermediate cities and in
new poles, as this was called in that era.
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political and institutional impacts; but not for its possible impact on regional
economic disparities. The second: from the 1970s (a time when this area for
concern existed) until today, advances made in theoretical and empirical research
are noteworthy. Starting with that research, it would be possible, and also neces-
sary, to reformulate quite drastically, the fundamentals there established. Some of
these advances have been taken up again in this paper, and others have been raised
in previous publications (CEPAL 2009). We have taken up some of the most
significant public policy suggestions deriving from these.

The most important reference for the 1970s was early work carried out by
Williamson (1965). From this work, many considerable advances have been
made in the knowledge of the relationships between economic development and
urban primacy. There was the acceptance of the idea that urban primacy is neither
positive nor negative in itself, but that its economic significance depends upon the
development phase of a particular country; additionally, it was established that
states of excessive concentration or de-concentration, with long-term growth pos-
sibility implications, can result at any moment of the process (Henderson 2000).
The relationships between urban primacy and development are situated thus, in the
context of a multifaceted and multidimensional argument that suggest and oblige
placing the county in the specific context that corresponds to it, without pigeon-
holing it with supposedly universally valid affirmations. Research inspired by
neoclassical models of growth, undertaken during the 1990s, made evident the
extremely slow process of regional convergence before, and its halting thereafter. It
identified and quantified the importance of qualitative research, already
documenting these phenomena, but little studied at a statistical level; such was
the case for regional fragmentation of national space (Cuervo 2003). This fragmen-
tation is the reason for the presence of losing and winning regional clubs, the
expression of socioeconomic and infrastructural heterogeneity of Latin American
national space.

Along with progress made in theory, consideration for the institutional learning
undertaken in the region is also indispensible. The most notable of which concerns
decentralization policies applied in Latin America. Though very different in
context — in terms of institutions, continuity and also in the tools applied — they
have shown that decentralization is a necessary condition, but not in itself
sufficient, in achieving a decrease in levels of regional disparities. Moreover,
experiences in local development and in regional competitiveness pertaining to
the 1990s, but still valid today, show a similar conclusion: regional involvement
is a necessary condition, but not sufficient in itself, to weaken or lessen regional
economic disparities.

As stated above, some countries begin to bring concerns about excessive
concentrations of activity and economic power in their biggest cities into the sphere
of public policy, and put in place programs which attempt to mitigate the effects of
this concentration. The scattered and incomplete data that exists suggest that the
design of these new generation of spatial economic de-concentration policies
haven’t absorbed the previously mentioned theoretical knowledge, or knowledge
gleaned from research or institutions. In the majority of cases, these policies are
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concerned with the formulation of plans, which a lack clear articulation and with
imprecise instruments of execution and financing, and with no intersectional coor-
dination space. Additionally, instead of making the most of the policy and institu-
tional strengthening that some subnational and local governments have enjoyed
thanks to decentralization, policies put forward by national governments are formed
by consultation neither with, nor in coalition with, regional levels below. Finally,
there is a lack of effort: (a) from academia to carry out research for the purposes of
making historical and institutional memoirs and creating reflections and arguments
that help us avoid making the same mistakes as in the past; (b) from multilateral
organizations to aid with the identification and interchange of relevant experiences
that accelerate the processes of improvement in the quality of public management
in areas as specific as this.
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Part 11
Analysis by Countries



Chapter 8
Growth, Concentration, Inequality
and Regional Policy in Mexico

Luis Quintana-Romero and Norman Asuad-Sanén

8.1 Introduction

During the period from 1970 to 2010 the Mexican economy grew at an average rate
of 3.3 %, a disappointing long run performance. To a large extent, this situation is
due to the end of the import substitution industrialization period, during the late
1970s, and the subsequent transition to a new model based on exports, during the
1980s.

Slow growth of the Mexican economy has been associated with an increase in
regional disparities (Appendini et al. 1972 Hernandez 1984; Garza 1997; Unikel
et al. 1976; Ruiz 1997; Ramirez 1986; Juan-Ramon and Rivera-Batiz 1996;
Messmacher 2000; Garcia-Verdd 2002). Since the late 1990s, numerous studies
of the convergence hypothesis in Mexico have found greater regional inequality
(Navarrete 1995; Esquivel 1999; Esquivel and Messmacher 2002; Gamboa and
Messmacher 2002). These studies agree on the existence of a process of conver-
gence in the early years of Mexican industrialization and one of stagnation in the
years following its demise. That is particularly true after 1985 when a unilateral
liberalization process started, that was later completed with the signing of the North
American Free Trade Agreement (NAFTA) in 1994 (Hanson 1998, 2001; Sanchez
and Rodriguez 2002; Esquivel and Messmacher 2002; Aguayo 2004; Rodriguez-
Orregia 2005; Chiquiar 2005; Serra et al. 2006; Gonzalez Rivas 2007; Calderon and
Tykhonenko 2007; Cermeiio and Garrido 2009).
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In addition to the studies conducted, the use of new spatial analysis techniques
(spatial econometrics, kernels and conditional densities) has provided additional
elements to evaluate regional inequality Anselin (1988). Asuad et al. (2007a, b),
using spatial growth models, have shown that inequality is a process that has a
regional feedback. Meanwhile Aroca et al. (2005) note that the envisioned consoli-
dation in the northern region of the country, derived from NAFTA, has indeed
occurred. For them the regional divergence is explained by the development of a
convergence club at the country’s central region. Sastre and Rey (2008) show that
the divergence is associated with a deepening of regional polarization.

In relation to the existing evidences of regional inequality in MeXico, this paper
starts from a different perspective, one which we believe can provide new evidence
on what happens to the country’s regions. First, we analyze the evolution of
inequality in Mexico under the idea that the spatial unit of analysis is relevant.
That is why we combine the traditional analysis by state with one by metropolitan
areas, which we believe represent a regional disaggregation closest to what a
functional economic region should be. Second, it makes use of new proposals to
measure inequality that are not restricted to the traditional analysis of sigma and
beta convergence. Third, the analysis seeks to contextualize inequality in the
process of spatial concentration of economic activity in the country, and shows
how regional policies have helped to consolidate the current concentration pattern
and the regional differences that arise in this process. We think these three elements
allow us to present a better analysis of the regional inequality process, and also raise
new research issues on regional analysis.

For these purposes, the text is divided into three parts. The first presents some
stylized facts about concentration and regional growth in Mexico. The second part
we present several inequality indicators at the state and at the metropolitan area
level. Finally in the third part we examine the central elements of a regional policy
that has helped to consolidate the current structure of inequality.

8.2 Patterns of Regional and Urban Development

Mexican regional development maintains essentially the same economic
characteristics and population concentration that existed in traditional regions, during
de 1970s. Although there have been changes at the intra-regional level, derived from
economic liberalization and the outward orientation of the economy, they have not
been strong enough to solve the structural problems of regional and urban
development.'

! The data used in this section are author’s calculations based on the Economic Census of 1989,
1994, 1999, 2004 and 2009, and the Population Censuses of 1970, 1980, 1990, 2000 and 2010. The
inter-census population data were estimated using the method of interpolation.
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To analyze the basic features of growth in Mexico, we use a regional delimita-
tion combining physical, economic, social and spatial criteria. The results are three
major areas (Central, North and South) composed of nine regions.” National
regional development pattern is characterized by high economic and population
concentration in a few regions and urban areas, due to differences in the formation
of market areas, the agglomeration of fixed capital in the global and sectorial
productivity of their economies.

8.2.1 Central Zone and Its Regions

From 1970 until 2008, the Central zone accounted for about 50 % of the national
gross product production. It also provided more than half of the jobs in the country
(57 %) and concentrates up to 55 % of the total population according to 2008 data. It
is worth noting that the aggregate share of the area in production, employment and
population, remained practically constant during the period 1970-2008.

Moreover, the central zone contributes most of the production of services and
manufacturing activity. The zone accounted for 73 % and 64 % respectively, of the
national total in 2008. It is in the central region where employment is concentrated
in the central zone, as it accounts for 37 % of manufacturing employment and 43 %
of the services jobs of the Central zone enter. However, Central zone’s productivity
and per capita output are the smallest among the country’s zones.

Inside the Central zone there have been significant structural changes, while the
North Central region and the Central West have been more involved in
manufacturing, and the central region has increased its relative share of services.
In fact, the Central zone is characterized by a change in its production structure
moving from manufacturing to services, both in terms of production’s value, and in
terms the structure of jobs created.

Alongside with economic concentration processes, Central zone is also distin-
guished by its high urban population, hosting cities with over 15,000 inhabitants. In
2008, the Center had more than half of the total population of the cities of that size.
For example, the metropolitan area of Mexico City had about 20 million people,
while the next most important city in the Zone is Puebla, which is Mexico’s fourth
largest city.

2The North zone comprise three regions and its respective federative states; Northwest (Baja
California, Baja California Sur, Sonora, Sinaloa), North (Chihuahua, Durango, Coahuila), North-
east (Nuevo Ledn and Tamaulipas). The Central zone is form for the next regions; Central (Distrito
Federal, Estado de México, Puebla, Hidalgo, Morelos, Querétaro, Tlaxcala), Central west (Jalisco,
Michoacan, Nayarit and Colima), North Central (Guanajuato, Aguascalientes, San Luis Potosi and
Zacatecas). Finally, the South zone comprise the next regions; Southeast (Guerrero, Oaxaca
and Chiapas), Southwest (Tabasco and Veracruz), and Yucatan peninsula (Yucatan, Campeche
and Quintana Roo).
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8.2.2 Northern Zone and Its Regions

The Northern zone was second in importance in terms of the share of production
and employment generation, corresponding to 23 % and 27 %, respectively, of the
national total in 2008. This Zone accounts for 22 % of the total population of the
country and its relative importance has remained virtually unchanged from 1970
to 2008.

The Zone held the second place in its share of manufacturing (23 %) and services
(16 %) in 2008. Inside this Zone, the Northeast region stands out as it contributes
with a little more than half of manufacturing activity and half of the services in
the Zone.

In the case of employment, it ranks in second place in terms of the Zone’s
manufacturing and service jobs, but it also has a high share in the creation of jobs in
the primary sector, contributing with 40 % to the national total.

Within the Zone, there are significant regional differences in the manufacturing
and service sectors performance, as the Northeast region noted for its even greater
participation in production and productivity levels, even in the national figures. The
high industrial productivity of the northeast region has led to an increased partici-
pation at national level between 1970 and 2008, although the Zone to which it
belongs has lost relative weight in the country’s totals.

The Zone accounts for 28 % of the population of the major cities of the country
and 20 % of the total urban population. It also includes within its boundaries, the
third largest city in the country, Monterrey with 3.9 million inhabitants in 2008.

8.2.3 Southern Zone and Its Regions

The Southern zone area ranks third in importance for its contribution to production
and employment generation, with 27 % and 16 %, respectively, in 2008. However,
much of that weight is due to the oil extraction southeastern sector and to the
Yucatan peninsula. The area has a primary productive structure, contributing with
94 % of the sector’s national total. It concentrates only 10 % of the population of the
major cities, Merida being the most important city inside this zone relevant.

8.3 Regional Inequality and Spatial Effects on Regional
Performance

The evolution of regional economic inequality in Mexico must be examined in
accordance with the different ways in which it expresses itself in the country’s
regions. We begin with the analysis at the administrative region level (i.e., at the
state and municipal level). State level is relevant because the allocation of federal
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public spending. While the municipal level is the locus of economic concentration
upon which economic activity takes place. It is within these levels that the eco-
nomic links are generated inside a region. Our analysis of inequality includes the
administrative regions of the country, that is, states and their municipalities, as well
as representative regions of economic concentration, in this case Metropolitan
areas. Inequality measurements, at these different levels of spatial aggregation,
are complementary and enrich the discussion of the evolving regional growth and
its nationwide disparities.

We begin our analysis with a review of the evolution of GDP per capita
(GDPPC) dispersion levels, over the 32 states in which the country is divided
administratively. In this analysis we introduce two novel aspects in relation to the
vast literature that has been published since the 1990s on regional inequality in
Mexico: the use of a wide range of indicators of inequality and use of population
weights to account for size differences in the spatial units.’

Following Ezcuarra and Rodriguez-Pose (2010), the degree of inequality among
the states during the period 1970-2010, is analyzed by means of the coefficient of
variation (c), the standard deviation of the logarithms (v), the Gini index (G),
generalized entropy indexes (GE) and the Atkinson index (A).

Figure 8.1 includes the results for the different inequality indicators, that has
been unable to overcome inequality levels that prevailed in the 1970s. According to
the indicator used, inequality levels are currently in the range from —4 to 7 percent-
age points relative to 1970.

During this time span there are five stages of regional inequality reductions.
They are shaded in the graph at its lowest point, corresponding to the periods of
1970-1978, 1980-1987, 1993-1995, 2000-2004 and 2008-2009. In the first two
periods the reduction of inequality reached its historical peak, in 1970-1978 is
reduced from 5 to 15 percentage points, while from 1980 to 1987 is reduced from
8 to 26 percentage points. In studies related with convergence or divergence of
regional growth in Mexico, the coefficient of variation has been used as a key
indicator of inequality. What can be seen in our results is that this indicator
undervalues the dimensions of the problem. Most of the alternative measures of
inequality have higher values than those derived from the values of the coefficient
of variation. Therefore, is possible to argue that the sigma convergence process was
much deeper in the 1970-1987 phase, than previous studies have argued. In that
period, the Mexican economy still registered high growth dynamics. In spite of the
oil prices collapse in 1986, when the oil revenues diminished to half its previous
level, the economy grew at a rate of over 5 %.

The final three periods in which the regional dispersion is reduced, correspond to
a stage of slower growth that begins with the process of structural reform in the
mid-1980s, which promotes the country’s trade liberalization and privatization of
companies previously owned by the Mexican state. Since 1987, the year in which

3 Annex describes broader the indicators of inequality, and the way in which were calculated.
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Fig. 8.1 Regional inequality in the Mexican States (GDP per capita, 1970 = 100) (Source:
Authors’ calculations based on Mendoza (2011))

the reduction of regional inequality is highest, there is a notorious economic
slowdown of the country: between 1987 and 2010 the average annual growth rate
drops to 3 %.

Since the 1990s, the processes of regional inequality reduction have two main
characteristics. Its duration tends to be shorter, i.e., they are less sustainable than the
processes that occurred in the 1970s and 1980s. Also their depth is less than what
was achieved years ago. Clearly regional inequality is associated with the weaken-
ing in the pace of economic growth. Slower rates of growth are a consequence of a
very orthodox conception regarding economic policies, which has prioritized the
stability of macroeconomic indicators at the expense of growth.

The processes of reducing and increasing inequality that we have described, are
related to a growing polarization. The graph below shows the results of generalized
polarization indicator of Esteban et al. The first thing to observe is that the long-
term regional inequality we have highlighted before, also corresponds to an
increase in long-term polarization. This increase goes from 5 to 22 percentage
points from 1970 to 2010, depending on the weights assigned to the sensitivity
parameter used. The greatest polarization growths occurs after the process of trade
liberalization in the mid-1980s (Fig. 8.2).

Between 1970 and 2010, we can find times when regional polarization is slightly
reduced. This happens from 1970 to 1975, from 1979 to 1985, from 2000 to 2001
and from 2003 to 2010. There is no full correspondence in decreasing inequality
and reductions of polarization. In fact, even after 1985 one observes increased
polarization processes that correspond to processes of lower regional inequality.
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Fig. 8.2 Regional polarisation: two groups of Mexican States (1970 = 100) (Source: Authors’
calculations based on Mendoza (2011))

As has been stated in the first section of this chapter, the spatial economic
concentration is the dominant aspect in the growth processes of the country’s
regions. The main concentrations are located in metropolitan areas, so it is worth
examining the behavior of inequality at that level of aggregation. In Mexico GDP
data are not disaggregated by municipalities, so it is not possible to have this
information directly for metropolitan areas. Therefore, in this paper we use
Mendoza’s estimates of (2011) for municipal GDP in the period 1989-2010.

Figure 8.3 shows the estimates of inequality in Mexican metropolitan areas.
Regardless of the form in which it is measured, data indicates a process of greater
inequality over the last 20 years. Inequality among states, as we have already
observed above, also shows an increasing pattern in those years. When inequality
is measured by metropolitan areas, its values are higher than those estimated
considering only states. Overall, the data suggest that inequality among metropoli-
tan areas has grown between 12 and 24 percentage points, a higher figure than the
4 percentage points, estimated using state level data.

In the long run the combination of greater divergence and greater polarization
can be characterized if we look at the entire distribution of the data (Quah 1993,
19964, b, 1997; Magrini 2009). Panel (a) of Fig. 8.4 shows the conditional distribu-
tion function (Hyndman 1996; Hyndman et al. 1996) of the states’ per capita GDP
in 1970 and 2010. The persistence of the distribution along the main diagonal,
highlights the absence of regional convergence. At the same time, there can be seen
a movement in the probability mass of high levels of income in 1970 to higher
levels in 2010. The latter indicates greater regional polarization and the existence of
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Fig. 8.3 Regional polarisation: two groups of metropolitan areas (1970 = 100) (Source: Authors’
calculations based on Mendoza (2011))

a group of states that have been relatively more enriched, which is located between
the DF and a group of central states such as Aguascalientes, San Luis Potosi and
Queretaro. Panel (b) of the same graph shows the distribution for metropolitan
areas. There we also find persistence, but there is greater mobility at higher income
levels. Metropolitan areas that tend to improve their position more strongly are
those of Coatzacoalcos, Aguascalientes, Chihuahua, Toluca and Morelia.

The problem of regional inequality lies not on its existence, but on its extent and
in the fact that it leads to vicious cycles of growth, in which the rich regions become
more rich and the poor ones, poorer. This has been possible to the extent that
regional policy has proved unable to reverse this problem, as discussed below.

8.4 Change and Evolution of Regional Policy

8.4.1 Origins, Orientation and Regional Policy Change Until
1970

Since its origins, regional policy was oriented to diminish regional inequalities in
the country.” This goal is included in the 1917 Constitution text, where is stated that
national development will be based on the domestic market. In its first phase

“This section was developed based in Asuad (1995)
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(1915-1940), the main feature of regional policy was the creation of basic
institutions for domestic market infrastructure development. These institutions
include the creation of the Bank of Mexico and other public funding agencies,
and the creation of government owned strategic industries such as electricity
production and distribution, Railroads and Oil industries.

The main instrument to promote human settlements in the country was the 1915
land reform law, upon which 153 major agricultural settlements were established,
some with significant impacts on the subsequent urbanization process.

The growth of a railroad network strengthened economic regions formed during
the period before the 1910 Revolution. The country concentrated most of mining and
metallurgy in the Central zone and railroads moved cargo from production sites to
the ports. The economic regions that flourished during this period were the following:

1. Central Region based in Mexico City maintained its role as the main regional
center of the country.

2. The Western Central Region based in the city of Guadalajara. It was
consolidated as the second most important regional center, extending to the
Bajio region, which today form the North Central region.

3. The Northeast Region based in the city of Monterrey as the third regional center.

Inside these regions, major market areas developed, mainly in the central and
north regions. Mexico City stands out for its huge economic size and a population
of 1.8 million people, representing 26 % of the urban population, while Guadalajara
and Monterrey had more than 200,000 inhabitants.
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From 1940 to 1970, based on import substitution, a major industrialization drive
was promoted. This process resulted in the transition from a rural to an urban
nation. During those years the population nearly tripled, from 20.2 to 60.0 million
people, with about two-thirds of the population living in cities.

Regional policy focused on the expansion of industry and the development of
agricultural production. Domestic industry was protected by means of import
restrictions and helped through fiscal exemptions, credit facilities and massive
support for productive infrastructure. This support for the manufacturing industry
consolidated the major regional centers of the country, which still prevail, and
which are articulated mainly around Mexico City, Guadalajara, Monterrey and
Puebla (see Fig. 8.1). Industrial development was complemented by support for
agriculture, through the expansion of irrigation districts, especially in the North-
west, which resulted in agricultural productivity increases the productivity of
agriculture, increases that made possible the provision of food and raw materials
required by the manufacturing development. In fact the model is adopted the
traditional paradigm of regional policy of the Tennessee Valley Authority, which
was based on watersheds (Barkin and King 1993) (Fig. 8.5).

8.4.2 Impulse, Reorientation and Change of Regional Policy
1970-1988

8.4.2.1 The Model of Shared Development and Institutionalization of
Regional Policy During 1970-1976

In the late 1960s Mexican economy began reducing its growth rate and in 1968
went through a major political crisis because of the repression of the student’s
movement. Thus, to deal with social discontent, government policy in the early
1970s focused on income redistribution, job creation and the expansion of produc-
tion capacity. Therefore, regional policy was aimed at combating centralism,
reducing regional disparities, given attention to marginalized areas and creating
integrated regional development areas. This stage is known as the shared develop-
ment model, and coincides with the a reduction of regional inequality already
alluded to in the previous section.

The main regional policy actions were aimed at creating growth poles, regional
development regions and programs that promoted comprehensive regional devel-
opment, details of which can be reviewed in Box 8.1

5 Regional policy was analyzed from the Presidential reports and National Plans of Development
of each Government (Presidencia de la Republica, Informes Presidenciales and Presidencia de la
Republica Planes de desarrollo de los sexenios 1970-1976; 1976-1982; 1982—1988; 1988-1994;
1994-2000; 2000-2006; 2006-2012).



8 Growth, Concentration, Inequality and Regional Policy in Mexico 175
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Fig. 8.5 Economic regions in Mexico 1970 (Source: Authors’ elaboration)

The implementation of shared development policy was based upon expansive
public spending, which led to monetary issues, inflation, debt, a decline in private
investment, capital flight and devaluation of the exchange rate, which led to a
reorientation both of economic policy and the development model between 1976
and 1982.

Box 8.1: Regional Policy 1970-1976

Rural Development Programs

1. National Commission for Arid Zones, (CONAZA 1971); Research, loans
and subsidies.

2. Policies and programs for the development of indigenous groups of central
Mexico, (1970), by providing communications infrastructure, agricultural
inputs and education.

3. Public investment program for rural development (PIDER 1973), to boost
its development.

4. National Plan of new population centers Ejidal (1971) to redistribute
population to smaller centers.

(continued)
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Box 8.1: Regional Policy 1970-1976 (continued)
Development Programs and Industrial Decentralization

1. Program for parks and industrial cities (1970).

2. Maquiladora Industry Extension Program (1972) to other parts of the
country, except three main clusters.

3. Financial incentive scheme for small and medium industries (1972),
outside the major industrial clusters.

4. Tax incentives for industrial decentralization outside the traditional indus-
trial centers, (Decrees 1971 and 1972).

Creating Centers of Industrial and Tourism Growth

1. Iron and Steel complex Lazaro Cardenas Las Truchas (1971)
2. Resort in Ixtapa, Zihuatanejo, Guerrero
3. Resort in Cancun, Quintana Roo.

Creating Regions for Integral Development

1. Commission for the Integral Development of the Isthmus of Tehuantepec
(1972).

2. Commission for Economic Development of the Peninsula of Baja
California (1974).

Management and Coordination for Regional Development

1. National Regional Development Commission (1975), in order to develop
plans for development for regions spanning more than two states with
participation of private and public sector.

2. Committee for promoting socioeconomic development in states (Coprodes
1971-1975). Coordinate federal programs and implement their own
programs.

3. General Direction for regional development (1974), to support and provide
technical assistance to the Coprodes.

4. Administrative Decentralization of Mexico City government owned
companies (1970).

8.4.2.2 The Model of Development Based on Oil and Regional Policy
1976-1982

The government officials that took office in the year 1976 made an agreement with
the International Monetary Fund in order to carry out a plan of adjustment of the
economy. However, the discovery of new oil fields, the increase in international oil
prices and credit availability at the international money market, led to a new
economic policy aimed to stimulate oil production and, eventually, its exports. In
this period the policy has three main areas: (1) Direct stimulus for regional and



8 Growth, Concentration, Inequality and Regional Policy in Mexico 177

territorial production by means of oil production and the creation of industrial ports
and regional programs; (2) Creation and promotion of city regions, along with a
decentralization of federal government expenditure and the creation of new feder-
alism coupled with the creation of state institutions for the management and
coordination of regional development, and (3) Regularization of human settlements
and comprehensive urban planning (see Box 8.2). A remarkable aspect of this
period is the creation of a system of tax coordination in 1980, under which a system
of federal participation is created. This system is one of the main mechanisms for
channeling federal resources to states and municipalities, as well as to promote
fiscal coordination among federal, state and municipal authorities, as to become a
resource balancing mechanism between states and municipalities.

The states, under the approved coordination agreement with federal authorities,
were to receive 13 % of total federal tax revenues. Moreover, the agreement
established the requirement that states in turn should transfer to municipalities at
least 20 % of the federal proceeds received.

Regulation and planning of human settlements, was promoted through the
creation of the Ministry of Human Settlements and Public Works, (SAHOP), in
order to formulate policies for of human settlements through urban planning and
some aspects of regional planning, and to promote and manage the planning activity
and the principles of coordination with states and municipalities.

By early 1980, a fall in oil prices along with a higher credit cost and to high
public debt levels, contracted based on the oil production potential, contributed to
the collapse of this development model, as the country fell into a severe economic
crisis in 1982.

Box 8.2: Regional Policy 1976-1982

Oil extraction, Construction of Refineries and Petrochemical Plant

1. Were completed and put into operation seven plants of the Refinery
“Miguel Hidalgo” in Tula, Hidalgo, with combined capacity of extracting
150,000 barrels per day.

2. Exploitation of wells Cantarel and Maloobl, the largest in the country
based on the oil region of Chiapas, Tabasco and Campeche, which
provided 79 % of the country’s total output.

3. Construction and operation of the refinery “Hector R. Lara Sosa” in
Cadereyta, Nuevo Leon with a capacity of 100,000 barrels per day.

4. Construction and operation of the refinery “Antonio Dovali Jaime” in
Salina Cruz, Oaxaca, with a capacity of 165,000 barrels per day.

5. Construction and operation of the Petrochemical Complex “La
Cangrejera” with capacity to process 113,000 barrels of crude and liquids
in Coatzacoalcos, Veracruz.

6. Construction and operation of the combined plant No. 2,135,000 barrels
per day refinery in Cadereyta.

(continued)
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Box 8.2: Regional Policy 1976-1982 (continued)
Creating Industrial Ports and Regional Development Programs

1. Industrial ports of Altamira, Tamaulipas; Coatzacoalcos, Veracruz;
Lazaro Cardenas, Michoacan; Salina Cruz, Oaxaca.

2. Tax incentives for industrial location in the industrial port.

3. National program for the development of border areas and free trade areas
1977).

4. Coordination of National Plan for backward areas and marginalized
groups, COPLAMAR (1977), replaced CONAZA’s purpose of providing
minimum welfare to zones and core areas of high deprivation.

5. It continued with the public investment program for rural development
(PIDER 1973).

6. Mexican Food System, SAM (1980), which aimed to achieve self-
sufficiency in basic foodstuffs, which was intended to be accomplished
by coordinating the resources sector and the development of own
programs.

Federal Public Expenditure Decentralization and Fiscal Federalism

1. Creation of the National System of Fiscal Coordination and Fiscal
Federalism

Management and Coordination of Regional and Urban Development

1. It was established the Single Convention on Coordination (CUC) between
the federal government and the states.

2. Creating committees for planning state development (COPLADES)
in 1981.

3. Creation of the Directorate General of regional programming in 1977 to
set standards for other regional planning agencies.

4. Program for territorial decentralization of the federal public administra-
tion, (PRODETAP), in 1978.

Managing the Urban Development

1. Creation of the Ministry of Human Settlements and Public Works,
(SAHOP), in order to plan human settlements and some functions of
regional planning and the principles of coordination with states and
municipalities.

2. Development of the National Plan for Urban Development (PNDU 1978)
in order to rationalize the distribution of economic activities and
population.

3. National Urban Development Commission (1977).

4. Urban Development Plan for the Federal District in 1980, in order to
induce urban growth deliberately.
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8.4.3 Structural Adjustment, Orientation of New National
Development Model and Regional Policy 1982-1994

The 1982 crisis forced a strong macroeconomic adjustment to improve public
finances, pay interest on debt, reduce inflation and improve the balance of payments
and the exchange rate. The reduction of public spending, privatization of public
enterprises and trade liberalization of the economy are at the heart of economic
policy during the 1982—1994 period.

In line with these national policies, regional policy was focused on three areas of
action:

1. Stressing planning, programming and regional coordination through the devel-
opment of an Industrial Plan, state plans, regional development programs and the
creation of regional planning institutions;

2. Enforcing the regulations of federal public expenditure decentralization and
fiscal federalism and expanding the fiscal powers of the municipalities, and

3. Promotion of sustainable urban planning by creating institutions. The main
activities of the regional policy of this period are shown in Box 8.3.

It is worth noting that the new industrial plan (PRONAFICE) sought regional
de-concentration, encouraging industrial development in new areas and regions.
For those purposes it defined the following areas: Areas of high priority, areas of
state priorities and/ or rest of the country, controlled growth areas and areas of
consolidation. It also indicated as priorities for the first phase of diversification, the
automotive, electronics, petrochemical and Maquiladora activities.

The strategy of industrial decentralization, as in previous administrations
policies on economic growth centers, was aimed to the development of intermedi-
ate urban-industrial growth centers.

To supplement the general industrial plan, plans were developed by state and
priority regions, highlighting the need for planned growth of the Mexico City
Metropolitan Area (MCMA) as the most important national problem to ensure
balanced regional development and the central region of the country in order to
guide a planned decentralization of economic activity and population
concentration.

Planning activities were regionally supplemented by promoting decentralization
of public expenditure and fiscal federalism. This was done primarily through
federal contributions and the support of municipalities by increasing their fiscal
powers.

Meanwhile, population policy was also associated with decentralization
policies, since it had the purpose of relocation, retention of population and redirec-
tion of internal migration. The basic thrust was to control the growth of the MCMA,
the consolidation of Guadalajara, Monterrey and Puebla. Fifty nine middle size
cities were selected as alternative locations to the large population centers of
Mexico City, Guadalajara and Monterrey.
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However, regional policy never left the paper as the developing plans and
programs, were not carried out. Paradoxically decentralization of Mexico City,
was only enacted as a result of the 1985 earthquakes and for environmental
concerns.

In this context, the new government for the period 1988—1994, considered as
exhausted the economic development model of industrialization based on import
substitution and on the social policy of the Mexican Revolution.

The new model of development was sketched in the National Development Plan
1989-1994, using two basic strategies:

(1) Face financial and economic crisis in the country, and restore growth and
social spending, as well as renegotiate public debt payment schedules, and (2) To
promote the new development model based on an outward orientation of the
national economy, which essentially meant the signing of the North America Free
Trade Agreement in (1992) with the United States and Canada and its entry into
operation 1994. In this context, regional policy focused on two main areas:
(1) Social policy primarily through the creation of institutions and social develop-
ment programs and through expenditure decentralization and fiscal federalism and
regional institutions for the development of social development programs, and
(2) Urban planning aimed at strengthening territorial decentralization, improved
city services and municipal strengthening and the development of population
centers (see Box 8.4).

Despite the achievements in reviving growth, and reducing debt, the Mexican
economy at the end of this administration had strong pressures on the current
account, which actually showed signs of trade imbalance and overvaluation of the
peso, making uncertain the viability of the country’s economy. This was reaffirmed
with the political crisis of the ruling party, PRI, with the indigenous uprising in
Chiapas and the ensuing devaluation in the first days of the new government.

Box 8.3: Regional Policy 1982-1988

Regional, Planning, Programming and Coordination

1. Development of Industrial and Foreign Trade Plan (PRONAFICE) from
1983 to 1988, with regional priorities and industrial decentralization
strategy.

2. Preparation of 31 state plans, one for each state, where erroneously
regarded each as regions.

3. Preparation of development Programs for priority regions: Sea of Cortes,
Southeast Region, metropolitan area of Mexico City and Central Region,
Arid Areas, Northern Border, Yucatan henequen zone and Zone of the
Oaxaca Mixteca, and Coatzacoalcos Basin.

(continued)
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Box 8.3: Regional Policy 1982-1988 (continued)

4. Creation of the National System for Democratic Planning, including for
the first time an integrated manner for the global, sartorial and institutional
levels to consult the public linked to state entities from the COPLADES.
The entities acted as instances of coordination between the federal gov-
ernment and the states of the country.

Federal Public Expenditure and Fiscal Federalism Decentralization

1. Support fiscal federalism, number 25 budget branch appearance, in 1983
as a federal investment program operated by state governments, where
resource transfers were made through the expenditure of federal executive
agencies.

2. Large fiscal powers to municipalities through changes in Article 115 of the
Constitution.

Sustainable Urban Development

1. Creation of the Ministry of Urban Development and Ecology, which
replaced the SAHOP.

2. Mexico City Metropolitan Area (MCMA) Program and the Central
Region, in order to guide a planned sustainable decentralization of eco-
nomic activity and population.

Box 8.4: Regional Policy 1988-1994

Social Policy

1. Development of National Solidarity Program (PRONASOL), in order to
provide the minimum population welfare in food, health, education and
infrastructure services. In addition to supporting the primary activities
production, especially for social sectors in poverty and marginalization
and run micro-regional programs.

2. Creation of the Ministry of Social Development (SEDESOL) in 1992,
replacing the SEDUE, to perform the functions of urban planning, territo-
rial management, environmental control, coordination and implementa-
tion of micro — regional and social programs.

(continued)
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Box 8.4: Regional Policy 1988-1994 (continued)
Federal Public Expenditure Decentralization and Fiscal Federalism

1. Creating Conventions for Social Development (CSD) of the Federation
and the states to transfer fiscal resources directly to states and
municipalities.

2. Federal Expenditure decentralization to States and Municipalities through
fiscal federalism to allocate 20 % of tax revenue for the participation of
States and Municipalities.

3. Transfer of fiscal resources to States and Municipalities untied according
to the formula of federal participation, including equity criterion for
attention to the poorer.

Urban Development

1. Preparation of the National Urban Development Plan for 1990-1994 was
aimed to strengthen territorial decentralization, improving urban services
and municipal strengthening and development of population centers.

2. One-hundred medium size cities Program, aimed to improve the distribu-
tion and quality of services in a concentrated form.

8.4.4 NAFTA, Post-NAFTA and Regional Policies
1995-2012

In the period 1995-2000, government seeks to continue and consolidate the new
export oriented development. Therefore, in the National Development Plan for the
period 1995-2000 very similar objectives to those of the previous period are set and
continued with the privatization of public enterprises.

Similarly the regional policy adopted in the previous period was reinforced,
along two main axes: social policy and urban planning and land use in cities. The
main actions carried out are shown in Box 8.5.

During the period 2000-2006, a candidate proposed by the opposition right-wing
National Action Party (PAN) was President. However, the new government
followed the same precepts of neoliberal order that had been applied to the country
since the mid-1980s.

Its proposals for regional planning, sought to promote the development of the
south- southeast meso-region. The new government launched an initiative known as
Plan Puebla-Panama, which until the date still has not materialized. In particular
regional policy in this period is reduced to social policy, as the main tool is
Oportunidades. This program aims to support 250 p —regions of extreme poverty.
The main regional policy actions of this government are shown in Box 8.6:

For the period 20062012 the second PAN government reduces the scope of
regional policy to a series of actions and programs of the federal government with
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an aggregate and sectorial focus. It gives impetus to traditional programs to fight
poverty, which were already implemented in the previous administration:
Opportunities, temporary employment, 70 and over, Daily agricultural Workers,
Social Milk Supply, kindergartens, health programs and access to medical atten-

tion, tec. The main actions are shown in Box 8.7.

The overall balance of the regional policy conducted since the mid-1980s and
especially since the period of government of Salinas de Gortari (1988—1994) is one
of a transition from an active policy supported by regional advocacy tools to passive

policy supported by social policy instruments.

Box 8.5: Regional Policy 1995-2000

Social Policy

1.

Development of ‘Progresa’ Program to combat poverty through integrated
care: education, health, nutrition and training to work, promoting employ-
ment and housing and basic services like water, sewage, electricity, roads
and roads to communities. Replaces Solidarity program.

. Programs to combat poverty by population group targeted and micro-

regions: 94 the number of priority areas, including 1,595 municipalities
in which 32.7 million people live, just over a third of the national popula-
tion. Program 39 regions in precarious conditions for immediate attention,
comprising 989 municipalities in 22 states with a population of 16.8
million inhabitants.

. Alliance Program for the country, temporary employment program for

129,000 jobs to benefit 705,000 families.

. PROCAMPO mechanism for transferring resources to compensate domes-

tic producers because subsidies received by their foreign competitors.
Replacement of the guaranteed price scheme for grains and oilseeds.
Support to about 1.1 million farmers on 3.2 million hectares.

. Sustainable rural development programs (PRODERS) integrated planning

model to drive sustainable development of 30 regions, located in 18 states,
covering an area of 19.6 million hectares, distributed in 312 municipalities
in which six million people reside.

Federal Public Expenditure Decentralization and Fiscal Federalism

1.

Delegation to local and state congresses direct oversight of federal grants
to states and municipalities, which corresponded to the federal resource
transfers, conditioned to federal regulation and supervision by special
agreements (1997).

(continued)
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Box 8.5: Regional Policy 1995-2000 (continued)

2. The budgetary resources of the branch 26 which are for the states that
previously drove regional development was redirected to combat extreme
poverty through integrated social development in micro regions and were
the most focused.

3. Institutionalization of social spending by state and municipal budget item
branch 33, oriented to basic education, health services and municipal
infrastructure.

4. It was promoted the creation and operation of the Municipal Development
Councils — CDM - and Planning Committees for Municipal Development —
COPLADEM - in the whole municipalities of the country.

5. The budget share formula was modified, including poverty criterion of the
entity, so that both the criteria of number of inhabitants, 45 % of federal
tax revenues (RFF) and 45 % of state revenue collection capacity and 10 %
according to poverty rates. According to these rates, transfers
corresponding to greater poverty entities were $230.00 per capita and the
lowest $32.50 per capita. Thus 35 % of the resources allocated to the six
states with the highest poverty.

Urban Development

1. The National Urban Development Program from 1995 to 2000 includes
actions in 205 cities of the country: the four main metropolitan areas,
85 cities considered priority in states and 100 cities program which is the
main Federal Government investment vehicle to promote urban
development.

2. Development of State Plans for Urban Development.

3. Project for National Land Management (1996) which aims to achieve
effective coordination between sectorial policies seeking to promote sus-
tainable patterns of population distribution and economic activities in the
country.

4. Tt was made studies titled Mexico 2020: a territorial approach to develop-
ment, urban watershed, and Mexico 2020: a territorial approach to devel-
opment, regional dimension, with the purpose of exploring the urban and
regional development of the country in the long term.

5. Program for Planning Metropolitan Area of Mexico City (POZMVM),
within the Metropolitan Commission on Human Settlements
(COMETAH) between governments of Mexico City, State of Mexico
and SEDESOL.
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Box 8.6: Regional Policy 2000-2006

Strategic Planning, Regional Development and New Ways of Government
Relationship

1. Create the Office of the President for Strategic Planning and Regional
Development (OPEDR)

2. Adoption of a regional planning model based on the principle of volun-
tary association of states. This new bases were established and coordina-
tion schemes between the federation and the states and municipalities in
the region to modernize public administration and possible social partic-
ipation of inhabitants.

3. Five Meso-regions were created for intergovernmental coordination in
the formulation of comprehensive sustainable development (PIDS). The
general policy was: The freedom of each region and federal entity to
control their own destiny in harmony with the rest of the country.
Coordination regions are: (I) Northeast (Tamaulipas, Nuevo Leon,
Coahuila, Chihuahua, and Durango) (II) Northwest (Baja California,
Baja California Sur, Sonora, Sinaloa, Chihuahua, Durango) (III) Center
(Mexico City, Queretaro, Hidalgo, Tlaxcala, Puebla, Morelos, Mexico)
(IV) West Center (Jalisco, Michoacan, Colima, Aguascalientes, Nayarit,
Zacatecas, San Luis Potosi, Guanajuato, Querétaro) (V) South — South
East (Campeche, Yucatan, Chiapas, Oaxaca, Quintana Roo, Tabasco,
Guerrero, Veracruz, Puebla)

4. Establishment and operation of five regional Trusts to carry out regional
development plans and projects of regional impact. (FIDERCO: West
Central Region), FIDCENTRO: Central Region; FIDENORESTE:
Northeast Region; FIDESUR: South Region Southeast. The trust of the
Northwest region did not succeed as a unifying body and catalyst of
efforts.

5. Project Puebla-Panama Plan Initiative, which should boost regional
development and Southeast region integration to the country and the
Central American countries to Panama. It aims to provide basic transport
infrastructure and production to integrate the region and promote
regional development.

6. Creating Regional Coordination OPEDR dependent for Puebla — Panama
Plan and the Northern Border.

7. Norms for Budget Regionalization issued by the Secretary of Finance and
Public Credit.

(continued)
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Box 8.6: Regional Policy 2000-2006 (continued)

8. March to the South Program: Providing federal resources of 493.7 mil-
lion pesos for the implementation of 392 projects in the less developed
regions of the country.

9. Strengthening Regional Road Infrastructure: South Southeast Region
was the most favored. Were constructed/upgraded 7,965.7 km highway
links, roads and feeder roads.

10. Nautical Ladder Plan for Gulf of California (2001-2006) to establish the
Baja California port infrastructure.

11. Development programs of the Northern Border, to boost trade, employ-
ment and prevent environmental problems.

12. Development programs of the Southern Border.

13. Great Vision project to integrate central region of highland corridor to
link the center with the Gulf Axis.

Social Policy

1. Creation of the National Human Development Program “Opportunities”,
which replaces the Progresa program.

2. Boosting regional micro SEDESOL programs, 250 p regions of extreme
poverty.

3. The resources were deployed from branch 33 of the federal budget that
relates to the contributions from the federal government.

4. Supporting states accounted for about 21 % of federal revenues shareable
and is comprised untied resources.

5. 3 x 1 Program for Migrants. For every peso that migrants bring to the
realization of social impact projects that favor the development of their
home communities, municipalities, states and the federal government
provide, overall, three pesos.

Programs to Increase Regional Competitiveness

1. Micro region Program aims to promote the comprehensive and sustainable
development projects through strategic — educational infrastructure, pro-
curement, health, culture and recreation; basic social infrastructure, agri-
cultural and service, and projects that increase the productivity of the
beneficiaries. Their antecedents in the National Priority Regions Care
developed in period 1994-2000 and the Care Strategy 250 p regions,
“With you, hands to work.”

2. PROCAMPO direct support to field related to historical land use, resource-
poor farmers, poor farmers, and the program introduced a grant scheme of
support per hectare.

(continued)
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Box 8.6: Regional Policy 2000-2006 (continued)

3. “Alliance With you” program incorporates over 100 programs to increase
agricultural productivity and capitalization between producers.

4. Marketing Support Program for supporting transition from selling to
CONASUPO towards market-based scheme.

5. Support Competitiveness of Productive Branches Fund (FACRP) seeks to
strengthen production systems and production lines consumption, with
greater sensitivity to international market conditions.

6. FIRCO operates the Shared Risk Fund for the Promotion of Agro Business
(FOMAGRO).

Urban Development

1. Territory Management Policy and Urban and Regional Action:

(a) Habitat Program establishes an institutional model to regulate, pro-
mote, manage and promote the development of the National Urban
System. This aims to improve basic infrastructure, equip marginalized
urban areas, and provide social services and community development
actions. This was organized into six territorial aspects of performance:
Border Cities, Cities Oil Producer, Tourist Cities, Metropolitan Areas,
Overall Slope, and Historical Centers.

(b) Program Soil: Land Reserve to integrate land suitable for development
as a support tool for urban expansion to meet the requirements for
housing and urban development.

(c) Preventing and responding to impacts from natural disasters in urban
and rural areas, through control works and prevention. Relocation of
human settlements located in high risk areas, regulation and control of
land use, limiting permitted uses in risk areas and warning and organi-
zation of society, to meet contingencies.

2. Creating of five Regional Planning Programs that will address the
priorities of the Meso-regions with a criterion of territorial management
policy.

Box 8.7: Regional Policy 2006-2012

Social Policy

1. Continue with actions to combat poverty and marginalization through
70 programs and more; Temporary Employment (PET) Social Milk

(continued)
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Box 8.7: Regional Policy 20062012 (continued)
Supply; Daycare for Working Mothers Support, and Care for Farm
Workers, among others.

Implementation

1. Continue with Human Development Program Oportunidades: main ele-
ment in combating poverty through strategies and actions sectors to
education, health, food. As for coordination with other social programs
that promote employment, income and household savings in extreme
poverty. In 2012, sum 5.8 million families served.

2. It drives the Planning Strategy and Land Management with Identity
Development in 155 p-regions, for 23 states that have indigenous
population.

3. Programs to improve coverage and access to medical services, such as
Universal Immunization Program, Dental Health Week and National
Health Weeks.

4. Implementation of Popular Health Insurance, formerly known as “Health
for All Program” in order to preserve the health of families and encourage
affiliates timely health care.

5. 3 x 1 Program for Migrants. For every peso that migrants bring to the
realization of social impact projects that favor the development of their
home communities, municipalities, states and the federal government
provide, overall, three pesos.

6. Programs of the National Business Support for Solidarity Enterprises
(FONAES) whose focus towards boosting production projects,
strengthening business and trade skills of the population: 100 x 100
strategy, rural municipalities, and predominantly indigenous
municipalities.

Regional Development Programs: Infrastructure

1. National Infrastructure Fund, authorized since its inception in 2008 until
June 2012, support for studies and projects for 103,816 million pesos for
the implementation of various infrastructure projects in the country,
estimated to detonate an investment 230,386,000 pesos.

2. Rural electrification programs and neighborhoods, construction and
upgrading of roads and rural roads.

Funding

1. BANOBRAS funding from infrastructure to regions by 148,073 million
pesos representing 67 % of its resources.

(continued)
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Box 8.7: Regional Policy 20062012 (continued)

2. Financing provided by NAFIN: From January 2007 to June 2012, NAFIN
provided financing to the private sector by 2,382.8 billion pesos with the
following regional destination: Central — Country, 44.6 % Northeast,
23.5 %; Centre — West, 16.8 %; South — South East 7.6 %, and North
West 7.5 %.

3. Financing issued by Rural Financial: working on financing lines for high
environmental projects and to develop financing schemes for forest
communities and ejidos.

4. Program “L@ Red de la Gente” (“The net of people”) offers a wide range
of financial products and services in regions where there is no presence of
commercial banks.

Tourism

1. Strengthening tourism sector via Conventions Coordinating on resource
reallocation to 1,090.9 million pesos allocated to 230 projects aimed at
developing infrastructure and services; urban image, tourist facilities,
improvement, rehabilitation or creation of tourist sites; support systems
and tourist information materials, as well as the Program for Competitive-
ness and Tourism Training.

2. Strengthening tourism policy with the operation of the National Agree-
ment on Tourism, based on coordination between governors, legislators,
employers, trade unions and academics to the implementation of the
101 specific actions grouped into ten strategic favorably impacting domes-
tic tourism and international, foreign exchange earnings, employment
generation and improved quality of life of the population engaged in this
activity.

3. FONATUR invested in tourism development studies, tourism infrastruc-
ture and conducted several support programs for tourism development:
Maya World, Mexico gastronomic routes, Magic Towns.

Boost SMEs

1. It continues with the policy for the development of small and medium
enterprises (SMEs), through mechanisms for specific attention to the size
and production potential, among them funding for the creation of new
businesses, training and reduction procedures for its establishment and
operation.

2. Expanding the capacity of social enterprises and promotion of productive
people in poverty, by National Fund for Business Support (FONAES).
Programs to Promote SME Financing: Young Entrepreneurs, National

(continued)
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Box 8.7: Regional Policy 20062012 (continued)

Business Incubation, Entrepreneurs Financing with Commercial Banking,
Capital Seed SMEs.

3. National Microenterprise Program for the entrepreneur ensure its perma-
nence in the market, growth and competitiveness.

4. Productive Projects Program of the Secretary of Economy in coordination
with state governments and business organizations, the present adminis-
tration has channeled a total of 3,592.9 million, in support of 11,510
MSMEs, contributing to the generation of employment sources 6,461.

5. Supplier Development Program, integrator enterprises Program and Parks
of SMEs Program.

Urban Development

1. Through 14 offices, promotes cross-agency strategy called Integrated
Sustainable Urban Developments (DUIS)

2. Habitat Program. It applies in cities of at least 15,000 inhabitants. Within
these, focuses its activities in poor urban areas with high concentration of
households in poverty.

3. Program recovery of public spaces: social action and implementation of
physical works to regain community meeting places, everyday social
interaction and recreation, located in urban areas with characteristics of
insecurity and marginalization.

4. Program savings and housing allowance, your HOME: provides support
for the acquisition or construction of a basic housing unit in urban, semi-
urban and rural areas.

8.5 Conclusions

In the long term, the economic and social development of the regions in Mexico
shows the existence of structural patterns based on processes of economic concen-
tration and their impacts on social development. These patterns are expressed at the
regional and territorial level, as they result in a spatial distribution of economic
activity and population, in cities-regions that do not match the country’s adminis-
trative political units. Regional and urban development in the country, exhibits the
location, distribution and growth consequences of a cumulative causal process that
has its roots in history and geography, one of economic activity in space whose
natural tendency is towards concentration and generation of regional disparities.
Public policies have failed to reverse the processes of regional inequality that
have emerged in the country, which has shown the inability of social policy and
urban development to reduce disparities, largely due to an ‘assistentialist’ concep-
tion of the urban development process. The regional policy management is critical
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for achieving adequate results. However, it is designed nationally in the aggregate
and sectorial, bonded to the political administrative units without reconciling their
impact on specific regions and territories.

Economic growth in the activities and dynamic regions does not overflow
spontaneously and naturally, so their natural tendency, lacking a deliberate policy,
is to form enclaves or convergence clubs that do not allow pushing or pulling other
regions towards economic and social development.

The strategy of the outward oriented development model has been successful for
certain economic sectors. However it has led to an increased income polarization
and to deeper regional disparities. The regional and urban policy has very limited
scope since it has its focus on the use of fiscal transfers and welfare programs.

The regional and urban development problems show inertial and structural
components. Thus problems cannot be solved just with the coordination of the
Federal Government without a deliberately defined strategy. Such changes cannot
be reversed in a 6-year period, as they require long term transformations. Since
regional and urban policies have been changing every 6 years, as the Federal
government changes, there is no continuity, no permanent direction, nor have
those policies had the human resources and the needed information for their
implementation. This calls for a rethinking of regional policy that takes into account
the essential role of sub-national economies and their development for the advance
of the country as a whole. Economic regionalization and development of the
country based on subnational economies should be the basis of coordination
between state and local entities, for the definition and implementation of economic
policy and national development. Its implementation requires building upon func-
tional economic regionalization, detailing the differences of subnational economic
performance and proposing social managed policies to make regional equality a
concrete reality.

Annex: Inequality Indicators

The next indicators are based on Ezcuarra and Rodriguez-Pose (2010):
The coefficient of variation (c), and the standard deviation of the logarithms (v),
which are in the expressions (8.1) y (8.2):

8.1)

8.2)

Where:
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The Esteban and Ray’s measures of polarization are in the following
expressions:

PEC(foocp) = Y 0 D oy Pkl — ik (8.6)

PEGR(fv(Xap*HB):PER(fﬂocvp*)_ﬂ[G(f)_G(p*)] (87)

where:
x € [1,1.6] parameter that reflects the degree of sensitivity to polarisation
p > 0is a weighting parameter for the error term in expression (8.7)
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Finally, the modified conditional density estimator proposed by Hyndman
et al. (1996) takes the following form:

/ (ylx) =3 w0k ([y-v2) 88)

Where:
#(ylx) is the natural kernel estimator of the conditional density YIX = x
K is the kernel function
II]| is a metrical distance
b controls the smoothness of each conditional density in the y direction
w; can be estimated from:

i) = (Hx XH) IS K (nx aX”> 59)

where a controls the smoothness of each conditional density in the x direction

All the indicators were calculated with DASP (Distributive Analysis Stata
Package) in STATA.12 (Araar and Jean-Yves 2007), and using the Hyndman’s
hdrcde package for R.
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Chapter 9

Regional Inequalities and Regional Policies
in Colombia: The Experience of the Last Two
Decades

Luis Armando Galvis and Adolfo Meisel

Colombia has one of the worst income distributions in the world. This finding is a
matter of concern since abundant empirical evidence at the international level
shows a negative relationship between economic growth and inequality (Deininger
and Squire 1996; Alesina and Rodrick 1994; Bertola 1993; Engermann and
Sokoloff 2002). In Colombia large differences in the distribution of income have
become worrisome. For the last three decades inequality has increased and the most
impoverished areas, such as the Caribbean and Pacific coasts, continue to lag
behind. What is observed in the Colombian context is an increasing territorial
polarization. Moreover, several key economic policies seem to have worsened the
situation of economic imbalances in this respect.

Regional income convergence matters because it is related to inequalities in
income distribution and to economic welfare. Having an unequal income distribu-
tion is an issue that should warrant special attention, more so when polarization
trends are evident. This is the case of Colombia in recent decades. In this country,
inequalities have been persistent during the last two decades and with them the
economic growth and welfare of the population may have been negatively affected.
Furthermore, the most impoverished areas, such as the Caribbean and Pacific
coasts, have not received special policy support from the central government.
Besides this situation, the capital city has reached an unprecedented importance
in the national economy. For all these reasons, Colombia is an interesting case to
study from a local perspective to delve into the specificities of the Colombian
regions and the economic policies needed for the reduction of the disparities.

This paper seeks to review the economic growth and the evolution of inequalities
during the last two decades in Colombia (1990-2010). Employing the last two
censuses (1993 and 2005) we evaluate the spatial distribution of poverty and its
persistence over time.
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The main regional policy that the Colombian government has implemented in
the last decades, fiscal decentralization, is discussed. This policy has not resulted in
a reduction of regional economic disparities. On the contrary, it seems that the
majority of the resources transferred from the central government have ended up
helping the most prosperous regions.

The first section presents a review of the theoretical issues that help understand
the evolution of regional disparities and economic growth. In the second section we
focus on the Colombian case with respect to the factors associated to inequalities
and regional imbalances. We highlight the role of the central government in terms
of the regional policies and the limited success that has achieved in this matter. It is
stressed that previous National Development Plans have focused on sectorial
strategies rather than regional ones. The third section presents the spatial aspects
related to poverty and inequalities. The fourth section reviews the way resources
from the central government have been allocated among administrative units. The
fifth section presents an analysis of the convergence hypothesis during the last two
decades. Finally, the seventh section offers some concluding remarks.

9.1 Theoretical Perspectives on Economic Growth and
Regional Imbalances

Economists have long recognized that knowledge spillovers are one of the main
sources of economic growth (Marshall 1920). According to this framework growth
in some sectors or geographic areas is explained by the externalities they receive
from knowledge created in other sectors (Romer 1986; Lucas 1988). When sectors
grow because of knowledge that they did not create, but rather that they “borrowed”
from other sectors of the economy it is said that the knowledge spills over. Inspired
by these ideas, there has been much work in the empirical literature on the
determinants of the growth in cities (Glaeser et al. 1992, 1995; Ades and Glaeser
1995; Black and Henderson 1999). These theoretical frameworks have highlighted
knowledge spillovers as important elements of economic growth, especially in
urban environments where, as opposed to the rural areas, ideas may flow quickly
due to the intensity of interactions between people. The literature on agglomeration
economies pioneered by Marshall (1920) provided an explanation for why firms are
located in urban areas: the search for positive externalities in the form of knowledge
spillovers from other firms. In this sense Marshall mentions that:

When an industry has thus chosen a locality for itself, it is likely to stay there long: so great

are the advantages which people following the same skilled trade get from near neighbor-

hood to one another. The mysteries of the trade become no mysteries; but are as it were in
the air. (Marshall 1920, p. 225).

Jacobs (1969) has been recognized for having started the discussion of why cities
provide an environment that facilitates the interchange of ideas and thus, knowl-
edge spillovers and externalities. More specifically, the recent literature studying
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the determinants of innovative outputs refers to the effects of industrial specializa-
tion as Marshall externalities and industrial diversity as Jacobs externalities (Paci
and Usai 1999; Ejermo 2005).

In the same framework of Jacobs’ (1969), Glaeser et al. (1992) put stress on the
sources of technological spillovers and their effect on city growth. This new growth
theory is relevant for the study of factors which make cities prosper, and is
particularly important to understand the growth of the main Colombian cities,
especially Bogota, which has become an enormous economy in comparison with
the rest of the urban areas.

Studies based on the new economic geography, with its emphasis on scale
economies, have influenced the recent literature on the determinants of economic
growth (Krugman 1991). In particular, Krugman has shown that the interaction
between economies of scale and externalities can lead to the agglomeration of
economic activity (Krugman 1999). This agglomeration in turn strengthens urban
concentration as this phenomenon may act in a virtuous cycle.

Other theoretical proposals which enrich the growing body of literature on the
determinants of city growth have been made by Vernon Henderson, Andrei
Shleifer, and Edward L. Glaeser (1992, 1995). The study by Ades and Glaeser
(1995) explores why some cities grow and become excessively large by pointing to
two elements, namely trade and circuses. In the case of urban growth in Colombia,
these elements can be understood as opportunities and amenities. People migrate to
the main cities in search of job opportunities, education and improved welfare
conditions. Ades and Glaeser’s (1995) study shows some of the pulling forces that
lead to such concentrations such as the population of Buenos Aires, with 35 % of
Argentina’s total. Along the same lines, 10 % of the Japanese population lives in
Tokyo, 25 % of the population in Mexico is concentrated in Mexico City, among
other examples.

The study by Ades and Glaeser (1995) also highlights some prominent themes.
The biggest cities tend to be the country’s capital. The authors also stress the
importance of the links to natural resources. The higher the share of labor force
outside agriculture, the more labor not tied to natural resources, and hence, more
people will choose to live in the main urban areas.

From a policy perspective, Krugman and Livas (1996) argue that protectionism
will foster urban concentration due to the fact that higher import taxes negatively
affect imports and therefore local industries (and thus workers) will locate in big
cities in order to supply national markets. In this respect, Colombia has been no
exception. For instance, the import-substitution-industrialization (ISI) policies dur-
ing the 1950s mainly benefited the central areas of the country, especially those that
had accumulated physical capital with the coffee export profits, i.e. the so called
coffee belt (Antioquia, Caldas, Risaralda and Quindio). This was not the case for
regions such as the Caribbean Coast that did not benefit from ISI policies and, on
the contrary, due to the geographical advantage of its localization near the coast,
would have benefited from an export led growth policy. The latter was not part of
the core coffee producing areas located around Antioquia, Caldas, Quindio,
Risaralda, and the northern part of Valle del Cauca.
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The growth of the central government has also been an important source of
imbalances in regional growth in Colombia. During the first half of the twentieth
century government expenditures reached an average of 5 % of the Colombian
GDP; by the decade of the 1990s it had surpassed 20 % (Junguito and Rincén 2004).
This tremendous growth has mainly benefited Bogota, as this city employs the vast
majority of public officials, and attracts the majority of the firms that engage in
contracts with the public sector, especially with the central government (Bonet
2003).

Political factors also contribute to territorial economic imbalances. For instance,
factors related to democracy and civil rights have various effects on population
concentration. It has been argued that governments protect civil rights for people
living in the main urban concentrations, as they are the ones that determine the
results of elections (Ades and Glaeser 1995). This becomes a pulling factor towards
the cities for people in the hinterland.

Following previous theoretical propositions, in the Colombian literature there
have been studies linking regional development and the convergence hypothesis.
For instance, Cardenas (2005) argued that although between 1970 and 2002 eco-
nomic growth permitted a small reduction in regional income disparities, since the
ratio between the per capita GDP of Bogota and that one of Chocé declined, this
was not reflected in the quality of life for people with lower incomes.

In 2006, CEGA (Center for Livestock and Agricultural Studies) published the
series for income, consumption, and savings for Bogota and the states that existed
before the Constitution of 1991. This allowed the analysis of the income of those
states. Up to that moment, research was carried out using state GDP, which
distorted the information for the mining regions, among other problems. Bonet
and Meisel (2006) tested the convergence hypothesis using the dataset produced by
CEGA. Their findings point to a polarization process between Bogota and the rest
of the country. Using stochastic kernel functions the authors show a highly persis-
tent pattern of disparities, as the ranking, in terms of the per capita income, remains
unaltered during the three decades analyzed.

Gaviria and Gelves (2009) also provide evidence of the highly persistent patterns
of income inequalities. The authors also use kernel functions to represent these
patterns, but using a long run view covering various population censuses starting
from the beginning of the twentieth century.

Galvis and Meisel (2010a) discuss two dimensions of economic disparities, time
and space. The authors show that poverty is clustered in space and that this
clustering remains through time, which constitutes evidence of the highly persistent
pattern of disparities in the country and the existence of spatial poverty traps in
Colombia. As the economic literature has pointed out, these poverty traps are
characterized by low-income equilibriums (Azariadis 2006). From a policy per-
spective it is necessary to think about the presence of an external authority that
provides a “big push” to the impoverished areas to help them get out of the poverty
trap (Rosenstein-Rodan 1943; Sachs 2005).
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9.2 Factors Associated to Growth and Disparities
in Colombia

In countries like Colombia, the spectacular population growth of Bogota, is a matter
of concern." In fact, Colombia is going through a process of urban polarization in
which economic disparities between the main cities have been increasing (Galvis
and Meisel 2001). In this context, Colombia seems to be an example of what
Krugman and Livas (Krugman and Livas 1996) said about the consequences of
trade policies followed by developing countries to promote import substitution
industrialization: the growth of a huge metropolis (which very often is also the
capital).

This phenomenon is known as urban primacy, and it appears when the principal
city is oversized in relation to the rest of the cities. The latter begin to depend
economically on the main city, since the most important economic opportunities are
concentrated there. The same can be said about investment and infrastructure which
strengthens the capacity to undertake projects and establish new companies, and the
investment in social and cultural capital coming from private resources, as well as
the resources from the central government. Thus, middle sized cities turn into net
ejectors of population onto the principal city, which has the largest market and,
therefore, the greatest capacity to obtain economies of scale. Facilities and urban
infrastructure such as better schools or subsidies also play the role of “welfare
magnets” which attract people. This phenomenon has also been observed for
international migrants to the US, who are attracted by welfare programs
(Borjas 1999).

The abrupt topography seems to have played an important role on the spatial
distribution of population in Colombia. This factor made land communication
relatively deficient between intermediate cities and Bogota and that was one of
the reasons why urban primacy was not observed earlier (Gouéset 1988). A similar
case occurs in Peru, where the geography seems to provide physical barriers that
make it more difficult for people to migrate. Furthermore, high transportation costs
as well as ethnic fragmentation are also found to represent impediments for poor
households to relocate in more prosperous areas (De Vreyer et al. 2009).

The localization patterns of the population in Colombia were characterized by
the presence of several relatively balanced growth poles. This was explained in the
past by the country’s topography. When the Andes mountain range enters Colombia
through the south-west region it breaks up into three mountain ranges from which
the Central Region emerges, with Bogota as the principal urban center; the Pacific
Region, with Cali as the principal urban center; the coffee zone, with Medellin; and
the Caribbean Coast, with Barranquilla, as the principal city of the region (See
Fig. 9.1).

! This section is based on the paper by Galvis and Meisel (2009). Parts of it are reproduced here
with permission from the editor of the journal Foreign Affairs- Latinoamérica.
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Fig. 9.1 Colombia: states and main cities (Source: Prepared by the authors based on the map
database of the Agustin Codazzi Geographical Institute IGAC))

9.2.1 Path Dependence

At the beginning of the twentieth century Bogota was the only city with more than
50,000 inhabitants, and the other municipalities were small and heavily dependent
on agriculture, i.e., on immobile natural resources. With the industrialization of the
mid-twentieth century, major cities were consolidated as an urban network, with
each one becoming a nodal point in their respective regions. However, due to the
stagnation experienced by Barranquilla since the 1950s (Posada and Meisel 1993),
the main urban network was consolidated around the triangle Bogota-Medellin-
Cali. A couple of decades later Bogota began to consolidate itself as the main urban
area in a scheme of urban primacy. For example, in the 1973 Census, its population
exceeded the sum of the following three main cities. By 2010 the population of
Bogota represented 16.2 % of the country’s total.

The importance of Barranquilla in the national context rested on that the fact
that, despite being distant from other cities, it was connected to the Magdalena
River, the primary mean of transporting merchandise and people from the Carib-
bean Coast to the interior of the country. However, following the opening of the
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Panama Canal in 1914, it was easier to reach the interior cities through the Pacific
Ocean. This, together with the large investments in roads and railways that occurred
at the beginning of the century, allowed the central region to become well
connected with the Pacific Coast.” As a result, the comparative advantage held by
Barranquilla as a seaport connecting the center of the country with the rest of the
world disappeared, and this role was taken by the port of Buenaventura.

As a result of the redefinition of road infrastructure and the growing importance
of coffee in the national economy, the coffee belt became a center of development
which concentrated a large portion of the country’s population. In addition to the
above, the country entered a period of import substitution policy. This policy
favored some parts of the country, especially the industrial cities of the interior,
and generated a process of concentration of wealth in those areas. The latter was the
result of low import taxes on industrial raw materials, even with negative rates in
real terms, which for other regions such as the Caribbean coast, was not as
beneficial as it was for the regions where the industry was located.

The growing importance of the capital is more notable if one examines the
participation of Bogota in the national GDP. While in 1960 Bogota contributed with
14 % of the GDP, this percentage increased to 22.6 % in 1995. It is estimated that in
2010 this percentage rose to 26 %.’

Further explanations for the regional imbalances in the economic growth of
Colombia were studied by Galvis and Meisel (2001). The authors employ a series of
variables to explain the economic growth of Colombian cities. The study concludes
that the results obtained for urban income are consistent with the research of Paul
Krugman and Edward Glaeser on regional economics, who emphasized the role of
scale economies and knowledge spillovers to understand the growth of cities, rather
than with the research of Jeffrey Sachs, which gives special importance to the role
of physical geography. On the whole, the variables that stimulate economic growth
also constitute pulling factors for population growth and Bogota has the best, or
near the best conditions in terms of those “luring” factors.

Geographic variables may explain localization of people in the country from a
historical perspective. Bogota is located along the Andean mountains and presents
an average temperature of 65°, soil in the surroundings is fertile, and the main
endowments in terms of infrastructure are located around it. For the latter situation
there is also a historical explanation that goes back to the conquest period as the
majority of indigenous population was concentrated around the Andean mountains
(Zambrano 1997). Later the income generated by coffee growers was used for
investments in communications and infrastructure along the Andean ranges. Thus,
there is a sort of path-dependence through which the importance of geography in
the more agrarian stages of development manifests itself in more recent periods and
helps in the understanding of the localization of people in the territory.

2 The infrastructure was built mainly with the resources obtained as an indemnity from the loss of
Panama and with other resources coming from credits from US investors (Ramirez 1999).

3 Calculations based on National Department of Statistics, DANE.
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Fig. 9.2 Theil index of per capita income of the states, 1975-2000 (Source: Authors’ estimates
based on CEGA)

9.2.2 Income Concentration

The growing importance of Bogota in the national economy has been accompanied
by an equal increase in regional disparities that is evident until the end of the decade
of 1990. This can be seen in the concentration of income per capita in the states
measured by the Theil index of concentration. This index is presented in Fig. 9.2,
and evidences the polarization of income.* It can be observed that disparities in per
capita income in Colombia have increased. This has resulted in a series of spatial
imbalances in the distribution of wealth in the country, and regions such as the
Pacific and Caribbean coasts have lagged behind. These two regions contribute with
about 50 % of the population with unmet basic needs (UBN’), in spite of
contributing with only 30 % of the national population.

The contrast in poverty levels between Bogota and the coastal regions is evident.
For instance, according to the census results of 2005 the percentage of people with
UBN in the Pacific Coast was 47.9 %, and 45.4 % on the Caribbean coast, while in
Bogota that percentage was 9.16 %.° Moreover, the UBN index of the states along
the so called “golden triangle” reached 15 % in 2005. This pattern provides
evidence to posit that in Colombia the phenomenon of poverty has a spatial
counterpart: the core of the country accumulates wealth while in the periphery
the opposite occurs.

4 Calculations were made until 2000, the latest date for which data is published for per capita
income by CEGA.

5 The UBN index is the percentage of households with deficiencies in at least one of the following
characteristics: (1) quality of housing (2) public utilities (3) crowding (4) school attendance
(5) dependency ratio.

% The Pacific coast is the sum of the departments of Chocd, Narifio and Cauca, together with the
municipality of Buenaventura.
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In conclusion, the phenomenon of poverty and inequality is present and persis-
tent. Unfortunately, recent national government policies have not had any compo-
nent aimed at reducing regional imbalances. With the exception of the national
development plan of 2010-2014, no explicit policy related to reducing regional
economic disparities has been formulated. Moreover, it had already been noted by
experts in fiscal policy, that in Colombia the system of allocation of resources from
the Government Transfers (GT) and the revenues derived from the exploitation of
non-renewable natural resource royalties (NRR) have no explicit mechanisms to
compensate for existing regional imbalances (Alesina et al. 2000, p. 14).

9.2.3 Regional Labor Market Segmentation

From a neoclassical perspective, labor market integration can be achieved through
labor mobility. Under this view, if supply and demand are not in equilibrium the
market will induce changes in prices of the commodity, in other words, wages will
adjust to correct these disequilibria.

In a country like Colombia it would be expected that the adjustments occur via
quantities i.e. through labor mobility as there is little chance for wages to fluctuate
according to the market conditions, due to certain rigidities in the labor market
(Echeverry and Santamaria 2005). Labor mobility constitutes, then, a very impor-
tant element for understanding the dynamics of population and the adjustments of
the labor market. What determines that mobility? Various factors are counted as
determinants with wages being the one that exhibits an important weight. If labor
were perfectly mobile we should observe an integrated national labor market and
the equalization of wages across regions.

If we consider a representative market for any product, we could think of the
integration in this market as the parity in the prices across regions. The same
relationship may hold for the labor market if it is integrated. Why would there be
differences in wages across regions? This question can be addressed in the frame-
work of compensating wage differentials across labor markets in which these
differentials reflect some desirable and non-desirable attributes associated with a
given place of work or occupation. Those characteristics may generate some wage
differentials as a form of compensation for the lack of amenities in certain jobs.

First, it is important to mention as background previous work, such as that of
Galvis (2002) who used a gravity-type model to explain the interregional migration
in Colombia. The author follows the framework employed by Aroca and Hewings
(2002) to show that both the distance and the relative position of origin and destiny
are important for migration flows. The study concluded that interregional mobility
is of considerable importance and that economic conditions of destination and
origin regions exert a significant influence on the migration flows. It was shown



206 L.A. Galvis and A. Meisel

- et

g

Standardired per capita income Standarded per capia income

Fig. 9.3 Net migration rate and per capita average income 1988-1993 and 20002005 (Note:
Vertical dashed line indicates the average per capita income. Net migration rates calculated with
respect to the population in 1993 and 2005. Source: Authors’ calculations)

that, for relatively similar time periods, the net interregional migration rate in
Colombia was of comparable magnitude to that experienced by countries such as
Spain, Ireland, Japan, and the United States.

The question that follows is if the labor market is integrated, given that there is a
significant amount of labor mobility. In this regard, previous studies like Nupia
(1997) investigated integration in the labor market of the four main metropolitan
areas and Jaramillo et al. (2001) used urban and rural wages for unskilled workers to
study the same issue. According to the results integration of the labor market of
unskilled workers holds for the areas around the core of the country.

Considering both unskilled and skilled workers Galvis (2011) show that, for
instance, Bogota presents the highest magnitudes of wages followed by Cali and
Medellin, and show a similar behavior. On the other hand, urban areas that behave
very differently with respect to the rest of cities are Barranquilla and Pasto. The
particularities that are observed in those two cities which may explain that differ-
ence are related to the fact that they are located in the periphery of the country.
Because of that reason, the possibility of movements of labor from or to these
markets is even more limited.

What makes the results of the imbalances more profound is the fact that the
regions that present higher per capita income are the ones which have positive net
migration rates (see Fig. 9.3). What is expected is that those departments with
higher per capita income or per capita income above average (right of the dotted
line in Fig. 9.3) attract immigrants. In Romero (2010) it is shown that in Colombia,
internal migration has contributed to human capital concentration in the largest and
wealthiest cities, as more qualified people migrate to the main cities. This supports
the hypothesis that the population with more economic resources is the one who can
afford mobility across regions. For poorer people it seems that the costs of migra-
tion would prevent them from moving to areas in which there are greater
opportunities to achieve higher living standards.
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9.3 Spatial Analysis of Poverty

This section discusses spatial autocorrelation indexes in order to assess whether
poverty in Colombia is randomly distributed across its territory. The spatial auto-
correlation analysis considers that all phenomena are interrelated in space, but those
which are closer are more correlated than distant ones. The foundation of this
statement derives from the first law of geography, or Tobler’s Law (1970). In this
way, for spatial econometric analysis it is of relevance to evaluate statistically the
existence of similar values in a variable, occurring in near spaces. Pearson’s
correlation coefficient does not account for similarities in close spaces between
the variables that are geo-referenced, i.e., that have a reference to where the
phenomenon occurs in space. In this case the Moran’s I is used. This index parts
from the definition of correlation coefficient, but adds the location of the
observations in the space by including an array of spatial weights, W;;, as follows:

N Z,-ZthijZj
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whereZ; = X — X ,,i.e. X is in terms of deviations from itsmean and Sp = ¥ ; ¥ Wi
The term W;;Z; is known as the spatial lag of Z. W;; matrix allows us to identify the
“neighbors” of the observations in Z. Based on the “first law of geography” the
definition of the neighbors is achieved by building W;; as a binary array whose cells
are equal to one if observations i and j are neighbors and zero otherwise. Different
criteria are used to restrict the neighbors such as contiguity criteria, distance weights,
or the K-nearest neighbors.

For the calculation of Moran’s I the covariance of Z with its spatial lag divided
by the variance of Z is used. This can be obtained from the regression of the variable
WZ with Z (Anselin 1996). Thus, if the sign of Moran’s I is positive, it is said that
there is a positive spatial autocorrelation in the Z variable, i.e., similar values occur
in nearby locations.

Global Moran’s I is useful to detect a general pattern of clustering. However,
when it comes to local analysis the Moran’s I index can be used to explore clusters.
In this case the analysis is done by means of the Local Indicators of Spatial
Association, LISA, which allows for the detection of patterns of spatial autocorre-
lation in small areas of the region of study (Anselin 1995). For this analysis if Z is
set to be a variable resulting from the demeaned X variable, Z; = X; — X, the LISA
indicators, I;, can be built in the following fashion:

Zi
Ii=—> wiZ;

Where: m, = ). Z:2, which is equal to the variance of the Z variable.

1
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The objective of this analysis is to find matching high values of a variable in a
spatial location i as well as in neighboring observations j. This case corresponds to
the High-High clusters. Low values in [ surrounded also by low values, would
correspond to the Low-Low. High-Low and Low-High combinations are also
feasible and they would correspond with cases of local outliers. These cases are
also of interest as they may indicate a phenomenon of resiliency in the sense that a
poor area remains poor without experiencing spillovers to foster wealth coming
from the prosperous places in the surroundings.

The inference, the same way as for the Moran’s I, is performed by Monte Carlo
simulations building a distribution of /;, to serve as a reference to determine if
clusters are statistically significant.

9.3.1 Spatial Poverty Traps

Regional economic disparities in Colombia have persisted over time (Bonet and
Meisel 1999). This, however, is not a unique characteristic of Colombia, as it has
been documented in the literature on economic development in other countries
(Sawhill 1988; Morrill and Wohlenberg 1971; Levernier et al. 2000; Blanden and
Gibbons 2006). Among the explanations for the persistence of economic disadvan-
tage of some regions there is one that is related to “poverty traps”, where the
disadvantage maybe the result of conditions that lead to a vicious circle and a
perverse equilibrium (Azariadis 2006). For instance, in the case of individuals
low-income parents are not able to provide high-quality education for their chil-
dren, who will in turn, have few opportunities to reach high income levels, thus
maintaining the vicious circle. To bring these people to a sustained growth path, it is
required that external forces provide some minimum level of wealth or human
capital to exit the vicious circle.

Often the conditions that give rise to objective conditions of poverty are confined
to specific geographical areas, where neighborhood effects are magnified (Durlauff
2006; Sampson et al. 2002). In these spaces the adverse consequences of poverty
reinforce each other and thus there will be persistence of the unfavorable
conditions. For example, poor local economies may have low quality of education
that remains static for years, which implies a reproduction of poverty across
generations (Bénabou 1996; Durlauff 1996). On the other hand, high income
regions can invest in education, in order to provide better opportunities for their
inhabitants. This process would imply not only persistence of disparities, but also
the polarization of regional economic growth.

In this regard, fiscal decentralization processes may contribute to an increase in
regional disparities, as documented in the case of developing countries (Rodriguez-
Pose and Ezcurra 2010). This result may be related to differences in the ability of
local authorities to lobby for resources from the central government, financial
constraints, and differences in the quality of institutions that affect the efficiency
with which regions use their resources.
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In Colombia, in the early 1990s decentralization policies, which were strength-
ened after the 1991 Constitution, promoted a system in which sub national units,
such as municipalities and states, obtained resources from the national budget
through transfers of the central government. One of the objectives of the fiscal
decentralization was to reduce regional economic disparities. This objective, how-
ever, has not been achieved. Rather, the evidence shows that after the early 1990s
there has been an increase in regional economic disparities.

Following Sampson and Morenoff (2006) study of durable inequality the persis-
tence in poverty may be analyzed by means of a plot displaying poverty rates’ based
on in the last two Census, i.e., 1993 and 2005, as displayed in Fig. 9.4. There is a
correlation of 0.87, between poverty rates in the municipalities in 1993 and 2005.
This means that municipalities with high poverty rates in 1993 remain in poverty in
2005. The same correlation calculated between 1985 and 1993 yields a magnitude
of 0.80, which is lower than the 0.87 found for 1993-2005 period, in spite of being
calculated for a shorter period.® This means that the persistence of poverty rates
increased after the decade of 1990.

To analyze the change in poverty rather than in its levels, it is important to see
how the change in poverty is related to the initial conditions, and trying to
understand whether the municipalities that increased their level of poverty between
1993 and 2005 “were those that were already very poor or those that were in the
transition toward becoming poor” (Sampson and Morenoff 2006, p. 182). For that
matter, Fig. 9.5 plots the poverty levels in 1993 against the “gains” in poverty from
1993 to 2005. In the figure we display the municipalities split into two categories:

7 Poverty rates are measured as the percentage of population with unmet basic needs, UBN, (NBI
for its Spanish acronym).

8 Both correlation coefficients are statistically significant even at 1 %, using Bonferroni-adjusted
significance levels.
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the core municipalities and the peripheral ones, according to the c classification by
Galvis and Meisel (2010b).

Figure 9.5 shows that most of the municipalities in the core present low poverty
rates as opposed to the peripheral ones which are concentrated beyond the 50 %
threshold. Furthermore, the municipalities with mayor decreases in poverty rates
were the peripheral ones. This suggests that the poverty patterns and their dynamics
have a spatial counterpart, which can be tested by estimating the equation relating
poverty rates in 1993,UBN ;g93,t0 those in 2005, UBN,ys, in the following fashion:

UBNyys = o + p1UBN 1993 + €

In this case the residual change scores, denoted by ¢, reflect the variation in
poverty rates that are unaccounted for in the initial conditions. If only path
dependence matters, the residual change would not have a spatial pattern, as the
current level of poverty rates would be explained mainly by past poverty rates. To
test for spatial dependence in the change scores, we use Moran’s I test for regression
residuals (Cliff and Ord 1981) as displayed in Table 9.1.

According to the results, the Moran’s I is positive and statistically significant,
which means that there is positive spatial autocorrelation in the residual change
scores. This, in turn, provides evidence to suggest that the residual change scores
are spatially clustered and, thus, the factors that explain current poverty levels,
beyond past poverty rates, have a spatial dependence. To put this results into
context we can refer to Durlauf (2006), who proposes that “poverty traps are
nothing more than socioeconomic environments in which persistency in economic
status is arbitrarily long” (p. 143). Spatial poverty traps, thus, may be defined as
socioeconomic environments circumscribed in a given space that imply persistence
in economic status. This may be precisely the explanation behind the results
portrayed in Table 9.1. In other words, to understand the paths of poverty change
in the municipalities of Colombia, it is necessary to make reference to spatial
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Tab!e 9.1 Begression of Dependent variable: UBN2005 Coefficients
persistency in poverty rates oy
UBN1993 0.8895
(0.0175)
Constant —2.5655"""
(0.9814)
N 1,064
Adj. R-squared 0.71
Moran’s I for regression residuals 0.1368"""
Expected value —0.0014
Std. Error 0.0176
Moran’s I statistic standard deviate 7.8535""

Note: ***p < 0.001. Standard Errors in parentheses
Source: Authors’ estimates

poverty traps as one of the main factors explaining the trajectories towards improv-
ing or reinforcing poverty and regional inequality.

9.3.2 Government Transfers and Decentralization Policies

The central government funds subnational units through participation in the
national budget, also known as government transfers, GT. Besides the latter,
royalties derived from the exploitation of non-renewable natural resources (NRR)
are also transferred to territorial units. These funds originating from NRR were
initially used by municipalities to finance basic needs programs.

It was expected that with the decentralization of fiscal resources, there would be
an impulse to the strengthening of human capital and a reduction of inequalities in
available incomes of local government. Nonetheless, it has been noted that in
Colombia the clusters of municipalities where there are large amounts of per capita
GT and NRR, do not coincide with clusters of poverty. Figure 9.6 shows an estimate
of spatial clusters of poverty and transfers (GT plus NRR).

Clusters were identified based on local indicators of spatial association, LISA.
The dark shaded areas correspond to municipalities with high values that are
surrounded by municipalities with similar values, called high-high clusters. Conse-
quently the low-low clusters, correspond to municipalities with low levels in the
measured variable as well as its neighbors.

From this analysis we would expect that the high-high clusters in terms of UBN,
correspond with areas of higher per capita transfers or high-high clusters. This is not
the case and in fact, Panel A in Fig. 9.6 shows that a large fraction of municipalities
with high levels of UBN, are surrounded by municipalities in the same condition
without a level of national government transfers corresponding to the situation of
poverty (they are located in clusters of low amounts of transfers, represented by
gray areas). This happens in the southern part of the departments of the Caribbean
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Fig. 9.6 Poverty clusters and transfers from the National Government. (a) Clusters of
municipalities with UBN, 2005. (b) Clusters based on transfers (GT + NRR, 1996-1999) (Source:
Prepared by the authors based on the National Administrative Department of Statistics (DANE),
the National Planning Department (DNP) and the map database of the Agustin Codazzi Geograph-
ical Institute IGAC))

Coast, and in some towns on the Pacific Coast, and in several municipalities in the
eastern part of the country. Similar results were found for the UBN index for 1993,
especially in the Caribbean Coast.

9.3.3 Trade Policy and Economic Geography

Trade liberalization can have an effect on the concentration of economic activity
and thereby influence regional disparities. The effects of such policies depend on
the relative accessibility to the domestic and the external markets, and how the
regions are integrated via the transportation network. For instance, after NAFTA,
manufacturing wages in the Mexico-US border increased relative to the existing
ones in Mexico City. Specifically a 10 % increase in distance from the US border
implied a decrease in the relative wage of 1.9 % (Hanson 1996). Relocation of
manufacturing towards the border region was also documented after Mexico joined
the NAFTA (Hanson 2004).

Regarding trade policy, it was expected that greater trade liberalization in
Colombia in the early 1990s would help reduce regional disparities. The mecha-
nism through which it would act to improve the living conditions in the coastal
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economies relied on the location on shipping areas. This would, in turn, create jobs
and wealth in those areas, among the most economically depressed in Colombia.
However, the opposite has occurred and it seems that the effects of trade liberaliza-
tion account for an increase in the size of the economy in the core of the country,
specifically in Bogota (Fernandez 1998). As a consequence of this, the highest
concentration of companies in the capital and other areas with relatively high
wealth may have increased regional disparities. This seems to be the case portrayed
in Fig. 9.7, where we show a negative relation between the distance, in kilometers,
to Bogota and the per capita taxes collected from manufacturing and retail. What is
more interesting is that this negative relation strengthened from 1993 to 2005. The
latter result shows that, more than a decade after trade liberalization, more income
is generated in neighboring areas of Bogota than in cities near the seaports.

This last result could be expected, according to the approach of the so-called
New Economic Geography, NEG. According to Paul Krugman, one would expect
that in an economy with high transportation costs such as the Colombian, the
concentration of economic activity would be localized in the center and not in the
periphery.

The result expected from trade liberalization was that the Colombian economy
would resemble an economy such as the US, which is more open to trade and, as a
stylized fact, shows a great proportion of populous and wealthy cities and counties
around the borders and in the seaports. In Colombia, however this has not occurred
as it is shown in Fig. 9.8. This figure portrays the share of population in 1993 and
2005 living near the coastlines at different buffers of distance. It is shown in Panel
A that the closer one gets to the coastline, the higher the share of population with
UBN (i.e. under poverty conditions). On the other hand, in Panel B it is observed
that as one approaches the coastline the share of population decreases. What is more
surprising is that the average poverty rates near the coastline have increased from

1993 to 2005, even though the share of population has remained practically
unchanged around those areas.
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Fig. 9.8 Relation between distance to the coastline and the share of total population and popula-
tion with UBN, 1993-2005 (Source: Prepared by the authors based on the National Administrative
Department of Statistics (DANE))

9.4 Regressive Economic Policies

It would seem that the policies of the Colombian National Government follow a
spatially regressive structure in which more transfers are allocated to more prosper-
ous regions. This is evident when considering the relationship of departmental per
capita GDP, as a measure of income, and the total transfers per poor people. This
relation is presented in Fig. 9.9, showing that there is a positive association between
the two. This result indicates a clearly regressive regional policy of fiscal transfers
because the municipalities that have greater per capita wealth are receiving a
greater portion of the resources transferred from the central government.

The latter results seem to justify the proposal of a regional policy that takes into
account the elements of fairness. A recent report of the United Nations Develop-
ment Program (UNDP 2007) estimates the Gini coefficient, and notes that in the
global ranking of inequalities in income distribution Colombia (with a Gini coeffi-
cient of 0.586) is only exceeded by Haiti (0.592), Bolivia (0.601), Botswana
(0.605), Central African Republic (0.613), Sierra Leone (0.629), Lesotho (0.632)
and Namibia (0.743).

Economic and social policies should seek to reduce the gaps in income distribu-
tion which, as discussed above, have a strong regional component. That is, it
requires a commitment from the National Government to be written into future
development plans, taking into account these inequalities and identifying their
causes in order to propose strategies to reduce them. In Colombia, perhaps because
it was believed that the market would achieve a balance in regional income
distribution, clear policies have not been formulated in this regard, with the
exception of the latest National Development Plan 2010-2014. So far, the market
has not eliminated regional economic disparities. For instance, in relation to the
labor market, it is observed income differentials between regions do not tend to
reduce over time. One explanation would be that this is the result of the most
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Fig. 9.9 Relation between total per poor transfers and the GDP per capita of the states (Average
2005-2007) (Note: Per capita fiscal revenues include Government Transfers, GT, plus
non-renewable Natural Resources Royalties, NNR, sent to the states and municipalities. Source:
Prepared by the authors based on the National Planning Department (DNP) and DANE, the
National Administrative Department of Statistics)

qualified population groups moving to places where the income level is higher. This
phenomenon has led to a larger gap in income generation among the territories of
the country: those who are migrating are the most qualified people, and they
migrate to areas with better income opportunities. This labor migration is causing
that the most deprived areas lose human capital.

This migratory phenomenon in Colombia has been characterized by a concen-
tration in Bogota, Cundinamarca, Valle, Antioquia and Atlantico. These territorial
entities attracted over 50 % of the migration that occurred between 1988 and 1993
(Galvis 2002), according to the 1993 census and between the years 2000 and 2005,
according to the 2005 census. Note that these are precisely the states where wealth
is mostly concentrated.

9.5 Convergence Analysis

It has been argued that the reduction in disparities is supposed to help the country to
achieve higher growth rates, as the reduction in inequalities is complementary to a
more balanced growth (Lustig et al. 2002). Furthermore, the empirical literature has
documented the existence of a negative relationship between inequality and growth
(Deininger and Squire 1996; Alesina and Rodrik 1994; Bertola 1993; Engermann
and Sokoloff 2002).
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Inequalities between countries are found as a result of barriers to mobility. For
instance, between countries it is less likely that factors move to places with higher
returns until their relative supply becomes more balanced and income equalizes. On
the other hand, within a country income disparities may arise as well but it is
expected that these inequalities disappear faster than between countries, due to the
higher mobility of labor and capital, which will lead to economic convergence. The
latter may be studied by analyzing beta (conditional or non-conditional) or sigma
convergence. Non conditional beta convergence exists when there is a negative
relationship between the growth rates and the initial income. In this sense, the
poorest regions, due to the higher returns to capital, will grow faster than the
prosperous ones, experiencing a “catching up process” (Abramovitz 1986). Condi-
tional beta convergence, on its part, occurs when this negative relation is found
even if one controls for different attributes of the regions. On the other hand, sigma
convergence refers to the reduction of disparities in income, measured though
Theil’s entropy index, the variation coefficient, Gini coefficient, among others.

Previous studies in Colombia have analyzed economic growth and convergence,
suggesting evidence both in favor and against the convergence hypothesis. These
research lines began with the pioneering study of Cardenas et al. (1993), which
found evidence in favor of the convergence hypothesis over the 1950—1989 period.
On the contrary, various recent studies unanimously rejected the idea that income is
converging towards one equilibrium level. Each study used different sets of data or
estimation methods which rejected the convergence hypothesis (Rocha and Vivas
1998; Bonet and Meisel 1999; Galvis and Meisel 2001; Bonet and Meisel 2006).

Recent evidence on the analysis of disparities still shows no clear pattern of
convergence. For instance, Gonzdlez-Quintero (2011) analyzes the period
1975-2005 and finds evidence of conditional beta convergence in income, at a
speed of 1.5 % per annum. However, and bearing in mind that beta convergence is a
necessary but not sufficient condition for the sigma convergence, when analyzing
the dynamics of the distribution using Markov chains, Gonzalez-Quintero finds that
the distribution is characterized by a persistent pattern and a polarization of income.
His results show, for instance that for the different classes in which the income is
categorized, in most of the cases the probability of a spatial unit to remain in the
same category is more than 90 %. The latter is an indicator of the great persistence
shown by the distribution of regional income in the country. Moreover, for those
categories where the probability of remaining in the same position is below 90 %, it
is more likely that the spatial units move to a position where they will be worse off
than before, which for the lower income classes will imply the occurrence of a
polarization pattern. The latter results contrast with the ones obtained by Gonzalez-
Ramirez (2011) for the period 1994-2009. From his study, Gonzalez-Ramirez
concludes that Colombia has been a successful case of convergence as he finds
evidence of absolute beta convergence and sigma convergence. However, as we
have discussed, the persistent patterns of polarization of regional income distribu-
tion found by Gonzilez-Quintero (2011) do not seem to coincide with this
conclusion.
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Table ?.2 Regressions for (@) (b) ©
per capita GDP absolute
convergence, 1990-2010 1990-2000 2000-2010  1990-2010
a 0.036" 0.065™" 0.045™"
(0.015) (0.013) (0.008)
B 0.019 0.025" 0.021"
(0.011) (0.01) (0.007)
N 33 33 33
Speed of convergence 1.74 2.26 1.74
Half-life (years) 36 27 33

Note: “p < 0.05, ”p < 0.01, ™"p < 0.001
Source: Calculations of the authors

9.5.1 Beta Convergence

The analysis of beta convergence is done following the approach proposed by Barro
and Sala-I-Martin (1991):

1 ; 1
oo (52 e ontc1 () 1)

Where y;, and y;, _r are the per capita income at time ¢ and at the beginning of
the period analyzed, respectively.

Estimation of the convergence equation indicates we can reject the hypothesis that
there is no absolute convergence for the period 2000-2010, but not for 1990-2000.
The speed of convergence, A, is calculated using 4 = Ln(1 + g * T)/T. For the first
period A reaches a magnitude of 2.52 %, and for second period A is about 2.32 % per
annum. For the combined periods A is 1.93 % per annum. With those results, the time
that it takes to reduce the initial spread by half, i.e. the half-life, is near three decades
(Table 9.2).

As it has been stated, beta convergence is a necessary but not a sufficient
condition for the reduction of disparities among regions or spatial units (Barro
and Sala-I-Martin 1992). For this reason, complementary to the results found for
beta convergence, we need to analyze the dynamics of the reduction of disparities
by means of sigma convergence, which is of greater interest as it provides evidence
of whether per capita income is becoming more equitable across spatial units (Quah
1993; Friedman 1992).

9.5.2 Sigma Convergence

Regarding sigma convergence we found that the coefficient of variation shows that
up to 1999 inequalities increased. Later on, there was a decrease in the coefficient
(Fig. 9.10). This result is confirmed by the weighted coefficient of variation
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Fig. 9.10 Sigma convergence (Source: calculations of the authors)

(weighted by population share). It is observed that both coefficients show a first
period of increase in inequalities followed by a period of improvement.

The spatial concentration of income is measured by the Herfindahl-Hirschman
index. This index shows a different pattern since the concentration increases until
1994, from which it follows a period of decrease in spatial concentration until 1999.
The spatial de-concentration trend breaks up from the year 2000 onwards. These
results coincide with the ones presented by Gonzalez-Arbelaez (2006) during the
period 1990-2004.

It is worth mentioning that most of the previous evidence shown for this index in
Colombia reports values near 1,000 or above (Bonet and Meisel 1999; Galvis and
Meisel 2001; Gonzalez-Arbelaez 2006). Moreover, if the Herfindahl-Hirschman
coefficient were calculated for a full equidistribution for the 33 states the value
obtained would be 303.03, a magnitude very close to the value of 325.7 presented
by Gonzalez-Ramirez.

Up to this point the evidence is non-conclusive regarding regional income
concentration. Another common method to evaluate sigma convergence is to
analyze the standard deviation of the logarithm of per capita income, v,:

2
1 n Vi % 1 n
o ()] -5

As it is shown in the Fig. 9.11, this index shows a similar pattern as the one
displayed by the variation coefficient.”

° This is not always the case, as documented by Dalgaard and Vastrup (2001).
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Fig. 9.11 Standard deviation of log per capita income (Source: Calculations of the authors)

Even though the coefficient exhibits a decreasing trend, is this enough evidence
to conclude that disparities are decreasing? Note that the upward or downward trend
exhibited by the coefficient may be an artifact of the scale. In fact, in order to verify
whether there has been effectively a reduction in disparities we follow the work by
Carree and Klomp (1997), who test the null hypothesis that variance of the initial

year o2, is equal to the variance in the ending year, a%, i.e. the null hypothesis of no

sigma convergence Ho: 61>=02=c>.We use the T statistics proposed by Carree

and Klomp (1997) that follows a y*(1) distribution.'® The results show that the test
for comparison of variances between 1990 and 2000, 2000-2010, and 1990-2010,
do not allow us to reject the null hypothesis, as all values of the T, are below the
threshold of y*(1) = 3.84. This means that the variances are equal to each other for
the three comparison periods, which in turn implies that disparities have not
changed between the years 1990 and 2010 Table 9.3.

In sum, it is not plausible to conclude that Colombia is a successful story of
convergence as the evidence is mixed. In fact, it is more plausible to suggest that
there are convergence clubs for which the inequalities within groups decrease, and
the inequalities between them increase. If that is the case, what may be happening is
that the convergence clubs tend to separate from each other, showing a trend
towards polarization.

2 2\2
19 The T2-statistic is expressed as To=(N—2.5) x In {1 +1 (2 L Q } , where o7 is the covariance

between per capita income at time 1 and time T.
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Table 9.3 Tests for equality of income variance, 1990-2010

Variable N Mean Std. Dev. Covariance T,
Log(per capita income 1990) 33 15.36 0.62

Log(per capita income 2000) 33 15.45 0.59

Combined 0.3174 0.20
Log(per capita income 2000) 33 15.45 0.59

Log(per capita income 2010) 33 15.73 0.52

Combined 0.2742 2.23
Log(per capita income 1990) 33 15.36 0.62

Log(per capita income 2010) 33 15.73 0.52

Combined 0.2532 222

Note: Calculations based on log of per capita income (Constant pesos of 2005). T, follows a
x* distribution with one degree of freedom which implies a critical value of y*(1) = 3.84
Source: Calculations of the authors

9.6 Concluding Remarks

This document has pointed out critical issues regarding regional inequalities in
Colombia. It has been shown that regional economic disparities have been increas-
ing over the last decades. Moreover, the regional policies that the government has
implemented in order to help in this matter do not seem to be successful in
achieving this objective. On the contrary, government transfers have benefited
mainly the most prosperous regions, as there is a positive correlation between per
capita income and per capita transfers from the central government. From another
perspective if the regions with the high poverty levels are compared to the places
where the main government transfers are allocated, it is found that lagging regions
are not the ones receiving the highest flows of resources from the central govern-
ment. This is clearly a regressive policy that has not favored the impoverished areas
which are mainly rural and located in the periphery of the country.
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Chapter 10
Concentration and Inequality Across
Brazilian Regions

Carlos Roberto Azzoni

10.1 Introduction

Being a country with a large territory, it is expected that regional disparities would
be pronounced in Brazil. There is a wide range of natural conditions, since the
distance between its north and south extremes reaches 2,700 miles. Weather and
natural conditions are varied, since 6 % of the area and 5.3 % of the population are
located in the northern hemisphere, close to the equator line, while 7 % of the area
and 14.5 % of the population are situated in the temperate zone, with occasional
episodes of snow in the high mountains. The majority of population is located in the
coast, while 20 % is located in in-land states. Different biomes, with at least ten
different types of vegetation, a variety of soil types, and different landscapes
compose the natural basis of the country.' The largest part of the population and
production is located in the southeast region, which accounts for only 11 % of the
area and 43 % of the population.

As one would expect, regional inequalities are important and persistent (Azzoni
2001; Baer 2001). As Table 10.1 indicates, the poor northeast region, encompassing
nine states, 28 % of the population, and 18 % of the country’s total area, accounted
for 18 % of the national GDP in 1939; in 2009 that share had dropped to 13.5 %. On
the other hand, the southeast region represented 63 % of the national GDP in 1939
and 56.3 % in 2009.

In general, it can be said that few changes have occurred in the relative positions
of the two most populated regions, the poor Northeast and the rich Southeast. It is
true that their combined share in population has dropped from 79.5 % in 1940 to
69 % in 2010 and their combined share in national GDP has also dropped. But the
Southeast remained the richest and the Northeast remained the poorest. The most

! http://www.ibge.gov.br/home/geociencias/cartogramas/ctb.html).
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Table 10.1 Indicators of regional concentration

Share in population ~ Share in national GDP

Share in area 1940 2010 1939 2009 2009
Total Agric. Mining Manuf.
North 453 39 8.3 27 50 75 11.6 4.2
Northeast 18.3 35.0 27.8 169 135 185 9.1 9.6
Piaui St. 2.9 2.0 1.6 09 0.6 1.1 - 0.3
Southeast 10.9 44.5 42.1 63.0 563 28.7 75.0 60.6
S. Paulo St. 2.9 17.4 21.6 313 335 115 2.3 43.0
South 6.8 13.9 14.4 153 165 263 2.0 21.1
Mid-West 18.9 2.7 7.4 2.1 9.6 19.0 2.4 4.6

relevant changes in regional shares are related to the rise of the north and mid-west
regions. In the first case, natural resources played an important role, for the region is
rich in minerals and timber, whose extraction started during the period; in 2009 it
hosted 11.6 % of the national mining production. Also, a free import zone was
established in the city of Manaus, which boosted the growth of that area, especially
in the 1970s and 1980s, when import tariffs in the country were still very high. The
north region moved from a share of 2.7 % in the national GDP in 1939 to 5.0 % in
2009, almost doubling its economic importance. The mid-western region benefited
from the transfer of the national capital to the newly built city of Brasilia in 1961,
which nowadays is a metropolitan area with over 2.5 million inhabitants. Another
decisive factor was the technological development in agriculture promoted by
government-funded agricultural research, which made the region the most impor-
tant producer of grains, cotton, and ranching products in the country. The share of
that region in the national GDP moved from 2.1 % in 1940 to 9.6 % in 2009.

Another way of looking at the process over time is to observe the changes in the
center of gravity, defined as the average latitude and longitude of the state capital
cities, weighted by the shares of the respective states in national GDP. As a
simplification, it is assumed that the state’s GDP takes place in the capital city of
the state. This assumption is a good approximation for the majority of the states,
since the areas around the capital cities tend to host most of the economic activity,
especially in manufacturing and in the tertiary sector. The value obtained for a
specific year, expressed in degrees of latitude and longitude, reflects both the
geographical disposition of the capital cities and the state shares in national GDP,
and it is not useful as an economic indicator. However, since the coordinates of the
capital cities do not change over time, any movement in the gravity center is
determined by changes in the economic importance of the states. Therefore,
observing how the center of gravity moves over time indicates the economic forces
pushing/pulling it, basically, the changing shares in the economic importance of the
states in the national context.

Figure 10.1 exhibits the evolution of the center of gravity of the Brazilian
economy over the period 1939 and 2009, covering a period of seven decades.
Those were years presenting many important economic changes that could have
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Fig. 10.1 Center of gravity of the Brazilian economy

led to modifications in the regional concentration in the country (Baer 2001). The
World War II years were positive for the economy, since Brazil supplied raw
materials for the allies. The following years were also positive, but the country
burned all the international currency accumulated during the war, leading to a slow
grow period in the early 1950s. National planning institutions were established in
the second half of the 1950s and a concern about regional concentration was
included in the planning toolkit. This period was followed by troubled times, with
high inflation, political instability and, eventually, recession in the early 1960s. A
military coup occurred in 1964 and important institutional modifications were
implemented, leading to a boom period known as “the Brazilian miracle”, which
died off in 1973, along with the first international oil crisis. The mid 1970s were
years of moderate growth and increasing inflation. This situation moved to the
1980s, which are known as the “lost decade”, due to its low growth. The early 1990s
continued in the low growth situation up to 1994, when inflation stabilization was
finally achieved. Since the mid-1990s the country has grown steadily, although at a
moderate pace. An important aspect is the opening-up of the economy from 1990
on, which took at least half a decade to mature and produce important results. The
first decade of the twenty-first century presented much better years, with higher
rates of GDP growth.

In spite of all those ups and downs, regional concentration remained almost the
same. The poor northeast region, for which regional development instruments were
developed and implemented, given its relevant share in population, possibly at a
very high cost (Carvalho et al. 2006), lost participation, as presented before. It is
clear that the booming years of the early 1950s and early 1970s brought the center
of gravity to the strongest economies in the country, located in the southeast
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Table 10.2 Indicators of regional inequality

Per Capita GDP respective to the national average

1939 2009

North 0.75 0.63
Northeast 0.48 0.48
Piaui St. 043 0.33
Southeast 1.41 1.31
S. Paulo St. 1.8 1.55
South 1.11 1.14

Mid-West 0.7 1.32%

“The capital city, Brasilia, established in 1961 in the region, presents the highest per capita income
level in the country, 2.98 times the national average

region.” Years of economic difficulties tended to move it towards the northeast.
After the mid-1980s, however, the center clearly moved towards the northwest.
This can be explained by the development of high-performance agriculture in
the mid-west, driven by government policies towards technological development
in the sector, the establishment of the nation’s capital in the core of the mid-west,
the implementation of a free import zone in Manaus, in the core of the Amazon, the
exploitation of mining activities in the state of Para, in the North (bauxite, iron ore),
as well as logging in that area.

Another way to look at the regional disparities is through the inequality in
regional per capita income. Table 10.2 presents the relationship of the per capita
income level in the regions in relation to the national average. The northeast region
was never able to achieve a per capita income level higher than half the national
average, in spite of massive out-migration movements, especially in the 1960s and
1970s. The per capita income level of the rich southeast region was 1.4 times the
national average in 1939 (which includes that of the region) and dropped slightly to
1.31 times in 2009. The north region, in per capita terms, moved from 75 % of the
national per capita income average in 1939 to 63 % in 2009, a movement that was
caused by high population growth in the period, which more than doubled the
regional share (from 3.9 % to 8.3 %). That is, the impressive increase in the regional
share in GDP was out shadowed by the even more intensive growth in population.
As for the mid-west, another gainer in terms of GDP, its per capita income level was
70 % of the national average in 1940 and moved to 32 % over the average in 2009.
At present, Brasilia shows the largest per capita income level of any large city in
Brazil, almost three times the national average. As compared to the north region,
the mid-west was able to gain both population and GDP, but the later was more
intensive than the former, leading to an upgrade on the regional per capita income.

The above numbers are eloquent in showing both the impressive disparity levels
and how little they have changed over seven decades. Recent changes, however, are
calling the attention of researchers, since, for the first time over a sequence of years,

2 Azzoni (1997) concluded that booming years tended to increased concentration, which was
decreased subsequently.
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inequality levels are decreasing. And this is not only for regional inequality, but
also for personal income inequality, with the Gini coefficient dropping from 0.60 in
1997 to 0.51 in 2009, a movement that was accompanied by a decrease in the shares
of poor and indigent people® (Barros et al. 2006; Ferreira et al. 2006; Hoffmann
2006; Soares 2006a, b; Neri 2010). As for regional inequality, as pointed out in
Silveira-Neto and Azzoni (2011a, b), the numbers are also striking, since trends
started to change in the late 1990s. The spatial Gini (across 27 states) and the
standard deviation of the logarithm of per capita income, indicating sigma conver-
gence, presented important decreasing trends. Employment in manufacturing
shows similar behavior.

These new trends might raise some optimism about the future of regional
concentration and regional inequality in the country. This paper sets to investigate
some factors that could reinforce those trends, such as the recent levels and the
evolution of productivity in the regions. It is well-established that human capital is a
key aspect in regional development, and we will present some indicators in this area
also. The paper has two sections besides this introduction and the concluding
section. In Sect. 10.2 we present indicators of productivity across states, and in
Sect. 10.3 we present higher education indicators. We set aside government
influences, especially through interregional transfers, since we have a specific
chapter to deal with them (Chapter 21st in this book).

10.2 Regional Productivity in Agriculture

Competitiveness differentials and their development over time are associated with
regional disparities, especially with the regional concentration of production. By
being more competitive, some regions tend to receive more investment and may

3 http://www.ipea.gov.br/082/08201002.jsp?ttCD_CHAVE=3128
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generate economies of agglomeration, which reinforce the initial level of competi-
tiveness. Given their level of production and their importance for the competitive-
ness of the country, generally these regions are able to influence national policies
and the regional allocation of public investment. These factors can consolidate or
stimulate their competitive environment. This logic applies in general, but specially
so in manufacturing, because of its greater potential geographical mobility and its
sensitiveness to economies of agglomeration. But it also applies to primary and
tertiary activities.

The goal of this section is to investigate productivity levels of agriculture in
Brazilian regions and its evolution in recent years. Manufacturing and tertiary
activities will be dealt with in subsequent sections.

Brazil has become an important food producer in the world in the last decades,
thanks to government-led massive investments in research and technology. The
evolution of total factor productivity for the country as a whole between 1970 and
2006 is impressive, as shown by Gasques et al. (2010). But this evolution was not
homogeneous across regions, as the regional productivity differentials in agricul-
ture calculated by Vicente (2006), presented in Fig. 10.2, indicate. Regional levels
are expressed in relation to the southeast region, the one with the highest produc-
tivity level. The first thing that comes to sight are the low levels in the northeast and
north regions. Not only that, but also these regions became progressively less
competitive in the period, with an important inversion in 2006. The south region
had comparable levels of productivity as the southeast up to 1980, but lost
competiveness in the following periods. The uprising region is the mid-west,
although in 1995 it was still 20 % below the southeastern level, and lost competi-
tiveness in 2006.

The latest agricultural census was performed in 2006, from which two studies
provide similar results. Vicente (2011) measures levels of total factor productivity
and technical, allocative and economic efficiency in agricultural crop production at
the state level, using a nonparametric frontier model (DEA). Imori (2011) uses
stochastic production frontiers and inefficiency effects models at the municipal
level. As the results in Table 10.3 indicate, the southeast region held its first place as
the most productive in the country in 2006, followed more closely by the mid-west
and south regions. Figure 10.3 reinforces this conclusion, at a finer geographical
disaggregation.

In conclusion, the analysis of competitiveness in agriculture reveals that the
southeast region holds the first position in the national ranking. The neighboring
south and mid-west regions present the second best levels. Even considering that
the southeast is basically the manufacturing core of the country, it is still responsi-
ble for 28.7 % of the national agricultural production (Table 10.1). It is followed by
the south region, which held the second place until 1995. In more recent years, the
downwards trend in this region, coupled with the upwards trend in the mid-west,
made the latter to approach the former as the second most important region in
agriculture in Brazil. This result is compatible with the changes in regional concen-
tration presented in the introduction of this paper.
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Table 10.3 Indicators of Competitiveness for Brazilian States, 2006

Share in Efficiency
Region State production TFP Technical Allocative Economic
Northeast ~ Alagoas 1.16 86.17 1.00 0.51 0.51
Bahia 8.00 9431 1.00 0.53 0.53
Ceara 1.52 5439 0.85 0.56 0.47
Paraiba 0.89 87.26 1.00 0.65 0.65
Pernambuco 1.83 83.74 1.00 0.49 0.49
Piaui 0.63 33.23 043 0.58 0.25
Rio Grande do Norte 0.41 61.74 0.81 0.56 0.45
Sergipe 0.48 7127 0.87 0.52 0.45
Maranhao 1.29 4371 0.69 0.52 0.36
Region 16.21 80.50 0.93 0.54 0.50
North Acre 0.17 69.97 1.00 0.54 0.54
Amapa 0.02 53.40 0.92 0.49 0.45
Amazonas 0.37 40.32  1.00 0.35 0.35
Para 1.00 39.37 0.63 0.54 0.33
Roraima 0.10 80.08 1.00 0.90 0.90
Rondénia 0.74 88.15 1.00 0.70 0.70
Tocantins 0.59 7591 1.00 0.51 0.51
Region 2.99 61.97 0.88 0.56 0.49
Mid-West  Distrito Federal 0.16 97.98 0.98 0.63 0.62
Goias 5.54 108.03 1.00 0.88 0.88
Mato Grosso 9.42 88.02 1.00 0.62 0.62
Mato Grosso do Sul 2.97 97.32  1.00 0.62 0.62
Region 18.09 95.76 1.00 0.70 0.70
Southeast  Minas Gerais 11.20 112.28 1.00 0.76 0.76
Espirito Santo 1.60 86.18 1.00 0.49 0.49
Rio de Janeiro 0.44 97.77 097 0.55 0.53
Sao Paulo 21.46 162.65 1.00 1.00 1.00
Region 34.70 142.04 1.00 0.89 0.89
South Parana 12.25 97.73 0.84 0.78 0.65
Santa Catarina 4.14 11143 1.00 0.78 0.78
Rio Grande do Sul 11.62 92.26 1.00 0.75 0.75
Region 28.01 9749 0.93 0.77 0.71
Brazil 171.99 100.00 0.91 0.61 0.55

Source: Vicente (2011)

10.3 Manufacturing

Manufacturing is an interesting sector to analyze because it is the most potentially
mobile in space, as compared to resource-oriented activities, such as agriculture and
mining, and to the tertiary activities. While accounting for 22 % of GDP, Brazilian
manufacturing accounts for almost 70 % of exports and one-third of total R&D
investment. It also employs 26 % of Brazilian workforce and buys 40 % of its inputs
from other sectors of the economy (CNI 2010).
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Fig. 10.3 Technical
efficiency at the municipal
level, 2009 (Source: Imori
(2011))
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Azzoni and Ferreira (1998) have computed indicators of relative profitability for
the period 1970-1995. They are based on a comparison of efficiency wages, which
consider both productivity and wage levels at the regional level. Their results are
presented in Fig. 10.4. Due to data limitations, only five regional units are
presented, with three states (Sao Paulo, Minas Gerais and Rio de Janeiro, all in
the southeast region) and two regions (Northeast and South). The numbers indicate
that the northeast region lost competitiveness over time, reaching 80 % of the
national profitability level in 1995. The state of Rio de Janeiro also lost competi-
tiveness. The south region was able to remain around the national average, but lost
positions in more recent years. The most important state in manufacturing in the
country, Sao Paulo, was able to remain above the national average all the time.
Since the national average includes all states, it is right to say that the distance
between Sao Paulo state and the remaining states is larger than in relation to the
national average. Finally, Minas Gerais state presented an outstanding perfor-
mance, due to the establishment of an important automobile plant (Fiat) in the
mid-1970s, and its relevant metal-mechanic sector, which is related to the iron ore
mines present in that state.

Schettini and Azzoni (2011) have computed efficiency indicators for states and
regions. Figure 10.5 shows how concentrated the manufacturing production was in
the country in 2006. Using data by the 137 meso regions from yearly manufacturing
surveys, the authors were able to estimate stochastic frontiers, which allowed for
the calculation of efficiency indicators. The focus was on the first years of the
twenty-first century, given that important economic changes occurred in the coun-
try, associated with the opening up of the economy and the stabilization of prices
from the mid-1990s on.
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Fig. 10.4 Manufacturing profitability indicators for some Brazilian regions (Source: Azzoni and
Ferreira (1998))

Their results in terms of levels are shown in the maps of Fig. 10.6. The numbers
refer to the average of the period 2000-2006. Taken Sao Paulo Metropolitan area,
the most important manufacturing center in the country, as a benchmark, only one
region presents higher productivity. It is the “Extremo Oeste Baiano” meso region,
a recent expansion area of grain production, hosting processing plants from the big
international players in that activity. There are some few areas with the same level
of productivity as S@o Paulo metropolitan area, basically in the mid-west and north
regions, related to agribusiness, mining extraction and logging. Other than those,
productivity is concentrated in the traditional manufacturing area of the country.

Another topic refers to the changes in productivity in this century. Figure 10.7
shows the rate of growth of productivity in the period 2000-2006. The national
average growth was 3.9 % per year, but it ranged from —6.4 % to 7.6 %. As the
figure shows, all states with negative productivity growth belong to the north and
northeast regions. On the other extreme, the largest growth rates were from the
north region (Amazonas) and the mid-west (Mato Grosso).

In Fig. 10.8 the possible existence of convergence across states is considered.
The horizontal axis portrays the share of each state in national manufacturing; the
vertical axis shows the rate of growth in productivity in the period. States with low
participation in national production would have to present higher productivity
growth to improve their situation over time. That is, the line relating these variables
should be decreasing in order to indicate reduction of inequality. As it can be seen,
that is not the case. Even if we did not formally test for the existence of divergence,
it is clear from the picture that convergence in productivity is out of perspective.
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10.4 Tertiary Activities

Although typically tertiary activities are not considered in regional analyses and
regional policies, it is important to consider their role in regional disparities. First of
all, their quantitative role is too big to ignore: in Brazil, their share in GDP was
53 % in 1950 and 67 % in 2011. That is, more than two-thirds of GDP come from
this sector; and its importance is increasing, as it happens everywhere in the world.
Secondly, these are urban activities by nature, which adds another aspect to regional
disparities: changes in the distribution of cities. The effects can be seen in Fig. 10.9,
which portrays the changing shares of some important capital cities in their
respective state’s population. It seems clear that the capital cities in the most
important areas of the country, in economic terms, have lost importance, due to
an in-state decentralization process provided by the strength of their economic
fabric (Panel a, in Fig. 10.9). At the same time, capital cities of peripheral states
gained importance, possibly indicating a growing role in the economic system of
the state (Panel b).

Considering these activities, Azzoni and Andrade (2005) analyzed the role
of tertiary activities in regional inequality in Brazil in the period 1970-2001.
They computed competitiveness indicators based on the limited information avail-
able. The authors concluded that the most important centers of Brazilian economy
were either below average in terms of competitiveness or loosing competitiveness
over time in commerce activities, but the same did not hold for services in general,
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Fig. 10.6 Efficiency levels in comparison to Sdo Paulo Metropolitan region, 2000-2006

as their results reproduced in Table 10.4 indicate. In this direction, Table 10.5 offers
information on some sub-sectors within services. The results indicate that hotels
and restaurants and real state presented a similar behavior as commerce, except for
revenue/establishment, for which rich areas show increasing competitiveness. For
transportation, Sdo Paulo state presented improvements in revenue/worker and in
revenue/establishment, as did the southeast region in this latter case. The really
interesting modifications occurred in services to firms and miscellaneous, in which
the rich areas moved from below to above average in revenue/wages, and increased
their advantage in the other two indicators, with one exception only in the southeast
region. These are more sophisticated sectors, for services to firms are related to
outsourcing, consulting, etc., and miscellaneous tends to include new innovative
activities not included in the previous classifications. Computing activities were
only present in the surveys after the 1980 census, with only data for the late 1990s
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available. The results indicate high competitiveness in all indicators for the richer
areas, especially for the state of Sdo Paulo. In the case of the mid-west region,
results are biased by the presence of the federal government in Brasilia,
concentrating all data processing for federal activities in Brazil. It seems clear,
thus, that in the most sophisticated sub-sectors within services, the rich regions are
not only above average, but have increased their competitiveness over time.
Tertiary activities were disaggregated into 24 sub-sectors, and a spatial concen-
tration index based on Devereux et. al. (2004) was calculated for each year. Results
displayed in Fig. 10.10 indicate that, in general, sectors highly concentrated
presented lower growth rates, with some exceptions, such as publicity, marketing
and decoration. Over time, only six sectors increased spatial concentration as
measured by employment: miscellaneous; security; communication; commercial
representation, storage and agriculture; household services and travel agencies. The
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(Source: IBGE, Demographic Census, various years)

sectors for which increased concentration was the highest were household services
and commercial representation, storage and agriculture. No statistically significant
relationship between the two variables was found, that is, employment growth and
end-of-period concentration do not seem to be associated.

The analysis of tertiary activities indicates that the rich areas are losing compet-
itiveness in commerce and in traditional services, but are becoming more competi-
tive in the modern sub-sectors within the tertiary, such as in services to firms,
computing, etc. The analysis of growth and concentration revealed a great variety
across sub-sectors, indicating that it is important to develop detailed analysis to
come to relevant conclusions. As for spatial concentration, the majority of
sub-sectors presented decreasing concentration in the period, although six
sub-sectors presented increasing concentration. An income convergence analysis
was performed, indicating that only a sub-set of sectors presented convergence. By
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Table 10.4 Competitiveness indicator

Commerce

Wholesale Retail Services
Late 1970s Late 1990s Late 1970s Late 1990s Late 1970s Late 1990s

Revenue/wage bill

North 1.03 1.36 1.20 1.27 1.04 1.09
Northeast 1.13 1.27 1.39 1.16 1.19 0.94
Southeast 0.99 0.89 0.92 0.93 0.97 1.01
South 1.01 1.09 0.99 1.05 0.92 0.98
Center-West 0.85 1.37 1.15 1.19 1.24 0.98
Sao Pauo State 0.95 0.83 0.94 0.88 0.86 1.02
Revenue/worker
North 0.70 1.30 0.67 1.31 0.75 0.96
Northeast 0.65 0.89 0.57 0.88 0.57 0.68
Southeast 1.16 1.03 1.21 1.03 1.18 1.13
South 0.89 0.94 1.13 0.99 0.73 0.83
Center-West 0.74 1.09 0.99 1.01 1.10 0.83
Sao Pauo State 1.16 1.06 1.36 1.14 1.15 1.27
Revenue/establishment
North 0.55 1.56 0.53 2.24 0.75 1.80
Northeast 0.36 0.96 0.38 0.78 0.39 0.92
Southeast 1.44 1.07 1.56 1.06 1.37 1.17
South 0.96 0.80 1.35 0.93 0.71 0.59
Center-West 0.75 1.31 1.00 1.18 1.12 0.93
Sdo Pauo State 1.44 1.12 1.84 1.10 1.38 1.27
Brazil 1.00 1.00 1.00 1.00 1.00 1.00

Source: Azzoni and Andrade (2005)

correlating convergence with concentration and concentration changes, none, or
very weak, association was found. The authors concluded that that there was no
association between the increasing share of tertiary activities in GDP and spatial
income inequality in the country in the period.

10.5 Conclusions

We have presented indicators of regional disparities for Brazil over the last seven
decades. It was made clear that concentration and inequality are high and relatively
stable over time. As for concentration, the important phenomena in terms of
changing the long last distribution of activities are the growth in the north region,
related to mining and logging, and in the mid-west region, related to agriculture and
agribusiness. Therefore, the main changes are related to resource-oriented
activities, led by, or associated to, governmental programs such as the establish-
ment of a new capital city in the mid-west, the design and implementation of a free-
import zone in the Amazon, the intense allocation of resources for technological
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Fig. 10.10 Evolution of sectoral spatial concentration

improvement in agriculture — which made possible for the mid-west to become a
bread-basket for the world.

However, even in agriculture the inequality in productivity levels are practically
the same as it was in 1970, with the southeast region still leading in terms of
competitiveness. As for the urban activities, with the exception of agribusiness
activities in the mid-west, the situation in terms of competitiveness is also similar as
it was in the past. No signs of regional convergence in productivity levels in
manufacturing were found. On the contrary, indicators suggest that the industrial
core of the country became even more competitive in the beginning of the
twenty-first century. As for the tertiary activities, there are signs of
de-concentration in the more traditional ones, such as commerce or basic services,
whereas the more sophisticated services typically present a more concentrated
pattern, both in levels and in growth.

Studies show that regional income inequality decreased in the last decade, but
this is associated with government social programs, such as the appreciation of the
minimum wage and the implementation of cash transfers to poor families, typically
located in the poorer regions (Silveira-Neto and Azzoni 2011a, b). From the
indicators presented in this chapter, it seems that there is a long way to go before
the highly concentrated distribution of activities in the country could present
significant changes. Even with all the changes that took place in the economy of
the world and of the country over the last two decades, it seems that the centripetal
forces are still surpassing the centrifugal influences of disagglomeration economies.

Acknowledgement I thank Prof. Eduardo Haddad, Department of Economics at the University of
Sao Paulo, for his insightful comments.
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Chapter 11

Argentina’s Regional Performance:
1970-2010

Victor J. Elias, Mauro Alem, Julio J. Elias, and Maria Antonella Mancino

11.1 Introduction

The aim of this chapter is to characterize and explain the evolution of provincial and
regional GDP per capita in Argentina in the period 1970-2010 and the difference on its
levels across provinces and regions. We draw on several factors related to economic
development, on the basis of its initial and current value, including: education, financial
sector development, urbanization, exports, inputs, productivity, tax burden, size of
firms, among others. We also analyze the role of public policy on regional development.

Argentina, like most Latin American countries, is characterized by a large
concentration of population and economic activity in one region known as
Pampeana,' mainly in Buenos Aires. This feature of the economy is more

! The regions of Argentina are defined as follows: PAMPEANA includes Buenos Aires, Buenos
Aires City (CABA), Cordoba, Entre Rios, La Pampa and Santa Fé; PATAGONIA includes
Chubut, Neuguén, Rio Negro, Santa Cruz and Tierra del Fuego; NOA includes Catamarca,
Jujuy, La Rioja, Salta, Santiago del Estero and Tucuman; CUYO includes Mendoza, San Juan
and San Luis; NEA includes Chaco, Corrientes, Formosa and Misiones.
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pronounced at the beginning of the past century, on the first centennial of the
country, in which great territorial expansion in Buenos Aires, an important migra-
tion inflows from Europe and the expansion of transportation, accompanying the
development of agriculture in the region, contributed to an even stronger concen-
tration around Buenos Aires and its port.

Although at the beginning of the settlement some regions had a variety of
activities, they were characterized then by regional products such as sugar cane
and snuff in the Northwest (NOA), the vine in Cuyo, and yerba mate and cotton in
the Northeast (NEA). The economy of the Patagonia region was defined mainly
over the second century around the petroleum industry. Only late in the second
century, these regions were able to diversify their activities as they were more likely
to participate in foreign trade.

Over the last century, regional economies of Argentina grew unevenly and
uncoordinated. The convergence in living standards between regions was very
low. The convergence rate recorded over the period was less than half the level
observed in the more affluent countries. However, the main features of levels and
rates of growth of incomes of regional economies vary across period. According to
the available data, it looks that the large differences between provinces and regions
were given before 1970. After 1970, the data shows a certain catch up for some
regions.

This chapter is organized as follows. Section 11.2 presents a short discussion on
different views on the process of regional development. Section 11.3 describe
briefly the framework used to organized the data and think on the causes of regional
development in Argentina. Section 11.4 presents the main patterns of economic
growth by region and province in Argentina and in Sect. 11.5 we explore correlates
of development. Section 11.6 discuss the main public policies implemented in the
regions during the period. Section 11.7 summarizes and concludes.

11.2 Some Views on Regional Development:
Human Capital and Cities

Human Capital accumulation and technological progress, accompanied by invest-
ment, are the main factors involved in development processes. Robert Lucas Jr. of
the University of Chicago stress the role of human capital as an engine of growth by
saying “the central idea. . .is that a successful transformation from an economy of
traditional agriculture to a modern, growing economy depends crucially on an
increase in the rate of accumulation of human capital”.

Lucas (1988) suggests that cities may enhance growth by facilitating the accu-
mulation of human capital, by generating ideas. Glaeser (2011) estate the connec-
tion between human capital and cities as follows: “The success of cities depends on
the demand for physical connection. . .Newer cities have grown because technolog-
ical change has increased the returns to the knowledge that is best produced by
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people in close proximity in each other. Cities thrive when they have many small
firms and skilled citizens.”

On thinking in regional development, the statesman and seventh President of
Argentina Domingo Faustino Sarmiento wrote in 1845 that “The evil that afflicts
Argentina is its extension: the desert is all around,. . ., the loneliness, the wilderness
without a single human habitation, are generally unquestioned boundaries between
the provinces.”” Even though Argentina has an extensive system of rivers, “the
greatest favor that Providence has in store for a country, the Argentine gaucho
disdains it”.?

Sarmiento was convinced that the key for regional development were the cities:
“But progress is stifled because there can be no progress without the permanent
possession of the ground, without the city, which promotes man’s industrial capac-
ity and allows him to extend his acquisitions.”

In the period 1875-1915, just after the end of Sarmiento’s term in office in 1874,
Argentina grew at an annual rate greater than 5 % with little increase in productiv-
ity. This is explained in part by the increase in land input, mainly in Buenos Aires
(Acemoglu 2008; Krugman 1991; Marshall 1961; Schultz 1968).

11.3 Economic Framework

There are many approaches to studying the process of regional development
(Acemoglu 2008). Different theories emphasize different factors as the engines of
economic growth and development. In this chapter we follow the Neoclassical
Solow model of economic growth extended with human capital input to think about
regional development and organize the data (Solow 1956). In order to account for
the main features of regional development in Argentina, we go beyond the
determinants of inputs and its importance for economic growth by looking at the
role of cities, migration, public policies and other factors.

Even though the Solow model cannot account for endogenous growth processes,
the model is a useful framework to organize the data. The model emphasizes
physical capital accumulation and technological change in the process of economic
growth. This framework allows to quantify the contribution and effects of various
factors, such as policy changes, on growth. In its crude version, the workhorse of
the model is the Neoclassical production function Y;, = A;; F(L;,, K;,) for the
output of the i economic unit in a given period t, where A stands for technology, or

2e] mal que aqueja a la Repuablica Argentina es la extension: el desierto rodea por todas partes, se

le insintia en las entrafas; la soledad, el despoblado sin una habitacion humana, son por lo general

los limites incuestionables entre unas y otras provincias.”

3<el favor mas grande que la Providencia le depara a un pueblo, el gaucho argentino lo desdefia”

““Pero el progreso esta sofocado, porque no puede haber progreso sin la posesién permanente del
suelo, sin la ciudad, que es la desenvuelve la capacidad industrial del hombre y le permite extender
sus adquisiciones.”
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any factor that augment labor and capital productivity, L for labor and K for capital
utilization.

Following the model, to account for economic growth and differences in income
across economic units we look at different measures of labor (population) and its
quality (education) and technological progress. We do not have good measures of
capital at the regional level, so we do a poorer job in characterizing the patterns of
this input.

It is important to notice that the basic Solow model predicts convergence in the
growth on the standards of living of different economic units to a common rate and,
under certain conditions, on its level, both outcomes that do not adjust exactly to the
facts that we observe for the province and regions of Argentina. However, there are
other factors that help to explain the patterns that we observe in the data.

In what follows we provide a detailed analysis of what happened in the
Argentinean provinces in the last 40 years. It is important to notice that the analysis
of the evolution of certain province or region cannot be easily isolated from what
happens at the country level (Elias 1992; Hoselitz 1953; Solow 1956).

11.4 Economic Performance of Provinces and Regions:
1970-2010

We can characterize the main features of regional development in Argentina
through tables and graphs. In Table 11.1 we present characteristics and trends of
different variables for the provinces of Argentina for the period 1970-2010. Part of
the analysis is concentrated in provinces rather than regions. When convenient, we
group the observations in regions. In Table 11.2 we present the data at the regional
level. Table 11.5 presents the shares of each province in GDP, public and private
employment and profits.

The first thing that the observer can notice is the remarkable diversity across
regions and provinces in measured per capita income levels. In 2010, the income
per capita of NEA region was less than half of the average for the country. While
the income per capita of the Patagonia region almost double it.

In order to look at these differences and its evolution, Figs. 11.1 and 11.2
provides an estimate of the income and the log of income distribution, respectively,
across provinces in the years 1970, 1985, and 2010. Both figures show that today
there is greater inequality among provinces, coincident with an increase in the
average per capita income. Figure 11.1 shows that in 1970 most provinces had an
income per capita below $4,000 (in US$ of 1995), the mode of the distribution is
$3,000. From 1970 to 2010, the figure shows that there is a spreading out of the
distribution of income across provinces. Part of this is due to the increase in average
income from $5,210 in 1970 to $8,707 in 2010 (both values expressed in US$ of
1995).



247

Argentina’s Regional Performance: 1970-2010

11

(ponurnuod)

(S002) Ddd

791 0°¢¢ e |4 76l 181 0l e 0ve el 145 ! 9se ampuadxa orjqnd [erouIA0L]
(S007) sed1AIes Funjueq Aq paIo

¢'8¢ 91 91 €6l 8 I'9 ! VL ¥9l1 gel 00 e -A09 jou uonendod jo oFeIuRdIo]

LT1I1 oy [A%3 Vel 0yl 6'6¢ 879 ¢ol 8¢ 98¢ S0 8'CC  (L00T) dAD %St sHodxa [erourAolg
(0102) s1uENQRYUT 00O°000°T

0Ll 0¢8I 08¢ 086c OIS 0L8T  09SI 065 0°¢I 0861  0°89L 0CIlL Jod sroyoreasol THOINOD

ooy 'Ly 4% vy STy (4% Ley 8Ly 691 (U394 0°¢s 1294 (0107) drex AIANdY

8'6¢ [A4% 1474 €8¢ 0ey 9ty '6¢ 6'8¢ 8’1y 01y Cly 9°6¢ (6007) Iom Jo smoy Apjeop
(8002)

(Y 89 901 L1l VL ¥0l1 (! (34! gel I'Cl L'L $'TT SYMIq AT 000‘ T Jod Aifetow juejuy
(110T) S010p410m

8'6 L6 L6 1'6 €6 06 6 6'8 o 8'6 S1l 1'é o} JO UONEINPD JO SILAL STLIoAY

89¢ LTl YLT 6€9 1SS 60S Sel'c 6lc 9¢CT  60€c  068C ST9°Sl1 (000°1) 010¢ uonemndod

6L L9 '8 ¥ L'L 0¢ e 3 07¢C I'e £6 ¢ 7881 V¢ 01 2ATR[aI 0107 2d JAD
soord

€EI'0T  +¥9TLL  0I80T  9TI'9  +€9'61 606'CI  €LI'8  [L06  6SI'S  988'L  L8Y'ET  ¥IF9  IueIsuod G661 ‘010g eides sod 4an
sqord

906'c  886'tt PPEVI L89TT  9L9CL 0SI'9  LIT'8 v68F  THO'ET  0TO'S  IueIsuod G661 ‘G861 eirded rod JaD
soond

SEY’c €686l VOV'IT  9L6'S  666'S  666'8 880  SPI'O  LI8T  196¢  LEL6 €p8'y  JUEISUOD G661 ‘0L6T ENded 1od JAO
%(LOOT—LL6T) el

e - 6t 6V 61 6'v 194 9 Sy 8y - Sy [moI5 2o1id puey [enuue ooy
%(0107—5861)

6’1 I'c el e 'l 91 ST 8’1 Cl [ 91eI YImMOIS 9FeM [ENUUE OTLIOAY
%(0T0T—0L6T) 2ver yamoIs

143 v0- ¢l 10 0¢ 60 Cl 01 Sl L1 ¥ L0 eiides 1od JqO [enuue a3erony
%(010T-0L61)

VL 143 4 €T €9 ve [ ¢cC 9¢ 6C ¥ [ QIBI IMOIS JOO [ENUUE ATLIOAY

LVD 4dL doS Uy  NON NHS EEN de] qud aad  vdvD vd ourAoxd/iorestpuy

SIOJEIIPUI SAOUTAOIJ T'TT d[qeL



V.J. Elias et al.

248

6 011 8Tl 8'8 6'6 ol '8 IS 89 L'L 6’11 6 6007 9Z1s W

76 €6 6 €L 1'8 'L L (44 1'9 L9 001 '8 9661 971 WIL]
(06—0861)

§9- 00 9C 00 1'eyr— 8'8 01 00 891 vy 00 00 eI IMO0IS J L, 95eIAY

€TIL £6201 9'¢L8 £'er6 7'91L 7'€C8 €61 G€79 €CSIl eTIL (sosad G61) 95eM dTRIAY

Sve '8¢ SL [ LT 1'81 9'1¢ 671 1'CC LT 7’6l Sye (9661) yuswordws [erysnpuy %

6'S¢ 8'6¢ '6¢ €9¢ 0'9¢ 9°¢¢ 8°8¢ 6'C¢ (0861) A1 KIANOY
(1007) @o10310M

6 1’01 $6 9'8 06 6’8 7’6 L'8 L'8 96 |4 o JO uONEINPS JO SIBIA 9TBIAY

SLS 1'S6 898 8'IL 1°9L 7’18 0'C8 6'79 889 L08 0°001 €6 (0861) uonendod uequn jo 9
(0861) A1epuodas papua)e

8'8¢ SIS oy 9'LE 8°9¢ L'ty [ 1444 801 L'¥S 1'8L 0'¢s oym /] 03 ¢] page ardoad Jo 9

'8 €T 8¢ 6 L6 L'L 8¢ 9 L'L 49 7'l 8¢ (0861) vex KoexI([[
(0861)

6'7Cl 9°¢01 £96 '801 7Tl 1'S9 0'LTl 061 L9 1°¢C1 8°L8 L'6¢ uonendod gp0‘Q1 od sowr)
(5002)

8¢CC 76¢C 0SI 79¢ 0153 L91 TTS'1 61C 9¢0°1 SII'T 0S1'C zury Aq Surpuads orqnd [erouraoig

791 'e 88 0LT 9'¢ 7'e €6l 8 9'¢C o6l - 011 (0861) dAD ur AIm[noLSe Jo areys
(0861) uoneindod g,se

9'LE 9°¢C L'TC 8'C¢E 6'¢ce 8°6C 00T 881 6'LT 7’6l V'L 6’61  I4N Wi spoyassnoy ur uone[ndoq
(€861)

68C°0 66£°0 L9€°0 0LT0 60C0 08I0 600 S1T0 LT1°0 8800 200 190°0 eyrdeo 1ad saakordws orqnd Tel0,

(a4 981 €1C 8¢ 6'¢cl 0¢l 0¢l 9°¢ 8¢ L'L S0 €9 (¥661) dAD %St sHodxa [erourrold
(8661)

€T 7ad! 1’9 98 'L 7’6 S9 49 9L 0'6 (4% 9'6 syueqeyur 000°001 od WLV
(0107) uonendod o jo

0L 0¢ 0T 0'¢ (187 (184 0’8 001 0’6 001 0'¢e %08 T2A03 Jey) $INID JO IquInN
(6002)

88 Sol 9°¢l SLT 991 T8l SLT 9'CC €¢I 7'81 6'Sy 9'C1 (000°T,) eydes xod soruedwo)

LVD AdL AOS Uy NON NHS ddS de1 Jqudg ddd vdavo vd douraoxd/rojedrpuy

(ponunuoo) Y AqeL,



249

Argentina’s Regional Performance: 1970-2010

11

(L002) daD

860 Tl 9'¢ S¢S 0Tl el $6¢ 8°0¢C 6Ll L1T 1'6C $6 v6l 9% se suodxa [eruraolg
(0102)
sjuBIIqEyUr 000°000° 1

Y00 0LL 0L 0°0S 00T 08L1 069 OvIl  08EI 06 0°6¢ 07T 0t JIod sxoyoreasar LHOINOD

6070 80 vTe ¥'8¢ 0°€e L'8€ 90t 9t 9t TLE 0S¥y 9°6¢ Ty (0107) w1 ANANOY

00—  Sev 87 6'1¥ Sy Sy €Ty 0 6% 0Th 12y Sov 6'8¢  (6007) Y1om jo smoy APRom
(8007) symiq

YI0-  6°¢l 6l I'LI 081 I'¢l 144! 801 8¢l 01 ad! 0S1 0¥l 9AIL 000‘T 1od Arenow juejug
(110T) 9210py10M AU} JO

0€°0 $6 06 L6 1'6 06 6 86 I'6 88 66 v'6 001 UOTIBINPS JO SIBAK oFeIoAY

€00~ TOI'1 0gs €66 SSO'1 (434 189 6€LT  8¥t'1 vL8 ¥ITT ree €19 (000°1) 010 uone[ndog
881

19°0 'l ! Sl Sl T ¥l S'¢ Sl 91 91 4! L1 v 03 dane[a1 0107 od daD
mm.o_.a jueisuod

190 S88T ILS'€  ¥Y8E  69L€  66SS  SLYE  SE06  88LE  6£0v  III'Y  810€  19€Y S661 ‘010 endes 1ad 4ao
sooud juejsuod

SI'0- 88T  SI6E  €SE€T  STF9  99€’C YOS €6SY  SPST  6SEY  8LI9 010 S661 ‘6861 endeo 1ad 4aD
mwoﬁm JueISU0d

91'0— 160C OILT 068CT 8LST VL6E 6SI'E  869v  8L9°C  SEI'T  OLEE  6SP'E  1€9°€ S661 ‘0L61 ended 1ad 4ao
%(LO0T—LL6T) S¥el 3moI3

€0- 69 TS 96 It €Y 6t 34 Lt 9¢ S¢ 6t Ty ooud pue| [enuue oFeIoAY
%(0102-5861) el

LO0 1 S0 91 €l 8l L1 81 ¥l 61 ! ! 1013 95eM [ENUUE dFBIAY
%(0102-0L61)
arer yymoi3 eydeo

001 80 L0 L0 01 60 €0 91 10 91 S0 €0 S0 Iad g@o renuue a5eiony
%(0102-0L61) el

690 I'¢ 8T I'C ST 0¢ L1 I'e LT I'¢ LT 61 ST IMOIS JQO [eNUUE AZBIOAY

[o110D) SIN  ¥04 ¥0D VHD Tes ’S ZAN DNl ddSs VS qel ne douraoxd/iojedtpuy




V.J. Elias et al.

250

(1007) 210p10M

610 9L 6'L '8 SL I'6 0’6 0'6 6'8 8L L8 €6 9'8 JO uoneINpa Jo SIeak dFeISAY

80°0— °0S LSS 79 6°09 0'0L 0CL 6'89 6'0L 6'1¢ 8'IL L'19 9'€L (0861) uonedod ueqin jo 9
(0861) A1epU0das papua)je

600 8'LT 1'8¢C ¥'0¢ L'8C [3N72% 9'LY €9y 8ty 98¢ 0’1y L'y 0’1y oum L] 03 ¢ pade ofdoad jo 9,

900~ 6'11 £l 8Vl S91 L'L 'L €L '8 9Tl T'T1 9 911 (0861) <1ex Kovray([
(0861)

S1'o 1494 901 '8¢ Iyl LTy [a48! LY01 0v01 9691 '96 198 6'¢S1  uonendod 00T fod sewir)
(S007) Juny

91'0— 89T'1 8¢ (S8Y) 19% 08¢ 1cs CL8 €VLC [ 43 08¢ 1ce 18S  Aq Surpuads orjqnd [erouraoigq
(0861)

700~ 7’81 €91 c0c (S 74 7'6¢ 191 7Tl 8¥1 881 8°¢C1 (Y £ dao ur amnouge jo areys
(0861) uonendod %se AN

01'0— 6¢g 891 9'0v 8 L'LT 0'9¢C 7'0C 9'9¢ 8 Sy 7'y 9'1¢ 'Sty spjoyasnoy ur uonendod
(€861) endes

SO0~ I€I0 €CC0 891°0 8Y1°0 8¢€C0 9LT"0 0rro €CIo 8S1°0 10 LOE0 LLTO Jad saakordwo orjqnd [eloy,
(r661)

LO0— 9'¢ 8¢ e €6 4 L1 99 0¢ vy 19 e 1A% dao %se spodxa [erourA0lg
(8661)

€10 oY 1I'e 6'C 0T 1Tl 9 6'L 6'S 'l 'y 0¢ 'C sjueliqequr 000001 1od INLV
0102)
uorne[ndod 2y Jo 9,08

10°0 001 (\h% 0TI 0TI 0'¢ 08 08 08 0TI 09 0¢ 0°¢ J9A09 Jel]) S9N JO IoqUUNN
(6002)

61°0 '8 (Y 9'8 L'8 1Tl 0TI vl 6 1’9 8 6'L €L (000°1,) eardeo 1ad soruedwo)
(S002) Ddd %se

€ero— 9'8¢C 6'SS 9'6C SLE 9'1¢C S0¢ el 6'8C €LE 1°¢C s 6'C¢ armyrpuadxa orqnd [erouraoig
(S007) sad1ATS
Sunjueq Aq paIoA0d

000 6'¢ce 9'1¢ ST LVC €1l L'9T £¢eT 14 9'9¢ e L'81 1'vC jou uone[ndod jo aejusdIg

[o110D SIN 04 0D VHD Tes res ZAnN oNL 4ds VS Je1 nr 9ourA01d/103ed1pU]

(ponunuod) T°TY dIqeL



251

Argentina’s Regional Performance: 1970-2010

11

0TO0Z PUe 0L6] ueamiaq ymois eydes 1od JO oSeroAe [enuue oy} pue J[qELIEA Y} U0dMIOq UONR[II0D d)
SMOUS  [9110D),, UWIN[0d IsB[ Y], "Xapul 201d HFN] Suisn pajeyop sem ejep oy, ‘[erresardury eorweul £ od[dwyg 9p o10JeAIdSqQ SoSepy pue juswkojdurg
‘Inoqe] Jo ANSIUI\ 9Y) WOIJ ouIed ejep  Swy oy [, (oseqere JVID) eiep juowkordwo pue (JIN() N00Is [e3ded ‘Jqo uo paseq paje[nofed sem AJALONPOIJ
(0007) UO[RIA pue o1 [erresardwyg eorureul A oojdurg op oL0eAIdsqQ saSep pue Juswkodwyg ‘InoqeT Jo ANSIUIA Y} wolj dwed ejep soruedwod ay [,
(VYD9) eunuadry eorqndoy e[ op [enus)) odueq pue (9007) ‘Te 30 ISeIseuy WOIJ PJoeIIxa seMm SadIAIes Sunyueq SurpreSar ejep oy, *(Je'A03'100TUOd MMM
//:dny) oSedqom 1HDINOD U WOIJ UMBIP SeA SIDYIILSAI [FDINOD JO Ioqunu YT, “($007) 01od pue saourroid 10J aseqelep JyID Ul WOIJ PIALIOP dIom
e1ep sypodxo pue axmyrpuadxe orqnd “ojer KorIor ‘ejer £)IANOR ‘O U0 2IM[NOLISE JO oIeys Y], "SOOUTA0I J0F dseqeie(] AISTUTA] JOLISIU] o) WOIJ Paure}qo
sem Ajifeltow Jurpredar eiep oy, "(QAANI ‘HdHd) A2AIns pjoyasnoy [euoljeN 2y} Suisn paje[nofed aIom [00yds A1epuodas papuaiie oym o[doad jo areys ayj pue
JIom JO SINOY AT o9M “90IOFJIOM I} JO UOTBINPS JO STEaK 95eIdA. YT, "0T0T PUB ‘100T ‘0661 ‘0861 ‘0L6] Ul PAIONPUOD SISNSUID A} WIOIJ PAJOLIIXD SEM SANIO
Jo Joquunu ay) pue ejep uonendod oy, *, ueWINON] 9P LIWOUOIH ©],, J00q ) Woly paure}qo sem oursold yoes 1oy eydes 1od J@o ayJ, -orel yimois ejideo
10d @O renuue oeIoAE Y} PUB GOOT PUB ‘G661 ‘G861 ‘€561 sTeak 1oy eides 1od g@o oy Suisn pajejodenxs sem 010z pue 0,61 103 eides 1od Jgo oy, 930N

S00—- V6 6L 8'L 69 0l
100 L'L 99 99 9°¢ 101
8C0~ V6~ I'se 6'1¢ 9¢l 06vl
0c0 Ce8s  v'689  Ives  8evS  T'6LS
LT'0-  60¢ ! ['81 LI (39
€00 09¢ vve 9Ce 9¢ VLE

001
6L
¥'01
Sves
'8¢
I've

€6
€8
Syi—
¢el9
§'9¢
ot

At
L0l

19

9¢
8'9¢

08
89
Sle-
9v6y
¢el
9ve

9°01
€6
801
0'60S
€91
cee

S0l
88
9'¢6
233
444
8ve

901 6007 9Z1s uL

901 9661 9ZIS W]
(06-0861)

9'¢ el YIMOI3 J ], 95eIoAy

810G (sosad Gga1) 98em a3eIoAy
(9661)

9'6¢ JuowAodwa [ernsnpuy 9,

9°¢¢ (0861) 211 ANANOY


http://www.conicet.gov.ar
http://www.conicet.gov.ar

V.J. Elias et al.

252

S0 90 90 pu 80 7881

881 UI SaIIy souang
01 aAneal elideo 1od gao
S91 €8 791 L'e ¢ 010¢
671 V'L (LY 0'¢ 9'0¢ 100T
[\ €9 9'C1 (4 L'81 0661
9'6 (Y 901 Sl €91 0861
SL vy €8 0’1 Lel 0L61
(vavD Surpn(oxa) Asua
9¢'16 11°68 61°06 LO'98 SO'L8 9'€6 010¢
768 I18°9L er'vy8 €5°8L €1'16 8L°68 100T
r'L8 9C'89 SL6L 16°¢L 6788 6598 0661
66'C8 78°LS 1€°0L 8¢9 £6°08 S8 0861
6°0S 9¢'89 9L'19 10°LL 6088 0L61
uonendod ueqin 9,
0S¥y 1494 861 0S'1 ¥9°L 86'¢ 010¢
1Ty L9C 10°C 19°'1 (AN 145 100C
€€'6 8T'6 €6'¢ LS'E Se'1C 0S'L 0L61
uornjeindod 9, uoryeindod oATjeU UON
0 6’1 1T 0¢ 9’1 (0L61-010¢ onex) uonendod
960°L11°0% 089°¢ 68T 116 001°C Y159 010C
0€1°092°9¢ 89¢°¢ 896°C 8SH'Y 8EL1 8CIVC 100T
G60°LTSTE 66LT 61CT $69°¢ 4! Y0¥'CC 0661
VY LY6°LT 8¥CC LL8T CI0°c €01 8LL'61 0861
987°79¢°€T 808°1 1951 8€°T SoL 976°91 0L61
(000°1) uone[ndog
Anuno) VAN 0OAND VON eruogejeq eueadweq S9[qeLIB A

SUOI3Y

sI107edIpuUl [RUOISSY T'TT dIqeL



253

Argentina’s Regional Performance: 1970-2010

11

(ponunuod)

LY'€S
€L'8¢

£'6
8L
08

[N 6v'y
65°C 999
189 88°¢l

9¢ 6°C

91 91

el Cl
S0S°8 7S¢
L69°L 86V°C
8699 6€0°€
€78y 06€C

p0'1-
S
a
Tl
60

6LY9
019

£'6
06
98

0T
Y0'¢
LEL

6C

8’1

el
SL99
L68°S
8E6Y
L8I°E

co'1
87
€T
61
Cl

SL'19
LT°6¢

$'6
L8
88

9LC
80
0L'6

s

6’1

el
8€¢’S
gT8'e
6617
96C°C

S 4]
87
¢l
91
60

10°0L
12394

€6
6
98

IL'1
8¥'¢C
099

9

81

01
1€5°61
889°11
YLI'SI
9069

R
V'S
9v
'L
L't

¢8°0L
0LeS

L6
9'6
'8

4!
90°C
[

Lc

L1

!
801
68S°8
Shy'L
[Akay

el'o—
8¢
v'e
6°C
91

100¢

0861
[00Yds AIepuodas

papuane jey)
L1 pue ¢ usamioq

pa3e odoad jo areys

110C

100¢

9661

pIo S1B9K G9 pue G7
U29M]9q 0I0PIOM

JO UOIBONpPA JO SIBAK 9FeIOAY
010¢
100T
0861

qrer KoRIIT

(0L61-010¢ ouel) JaD
($861-500T oner) dao
(6861-500¢ onex) eides 1od Jan
€00¢

S661

6861

€661

sosad Gee1 ‘eides 1od @O
100T

9lel UoNRISIW UIdU]

L00T

S661

G861

€561



m T9¢ I'1g 9¢g 8°T¢ 8°9¢ 69¢ €002
° I'LE €Ce Tse 43 $9¢ ¥'9¢ €661
m T9¢ €ee TTE 0zE ¥'9¢ LS 861
— orer juowkodwg
> 8T (47 60 €T 80 600
607 617 0¥ 9Ty Sy 1002
L9¥ YLy 9'9% Ty 60S 9661
I'1¥ Ty 00 [t v oy $861
M.HOB .‘wo wHSOS %MMODB
STl I'LT 8Tl 8¢l v'6 0Tl 800¢
991 v 0Ll 661 4 ad! 000
96T I'€€ 1°$T At 81¢ 0°€T 0661
Tee TLY 0°€e Lt¥ vIg 98¢ 0861

u10gmat ()0Q‘ [
1od Ayrpertow jueyuy
SL €L TL 69 S9 I'L 010
08 '8 '8 €L SL 08 €002

(ySrom umoty) (‘3 00§ 7>) WSToMm TIIq
MO[ JO SYMIQ AI] JO owmu:oo.s.n—

(9007) 3 ur yurq
€ €¢ €¢ v'e €€ Je UIP[IYO JO JYSIom dTeIOAL ((I[edH
€8¢ 9¢l1 L8l 991 0Ll |43 0102
LT Y01 0vl ¢l 9CI €8¢ 9661

sjootos ojearid
wﬁzu:oﬁw. wuﬁvﬁﬂum .wo U.H.mﬂw
L1 81 91 8l 61 Ayrrenb reuoneonpyg
SP'88 75°68 678 9L°68 1668 1102
Anuno) VAN OAND VON eruogejeq eueadweq S9[q