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Latin America is a region characterized by its diversity. There are very large countries, like Mexico (with 110 million inhabitants and the 14th largest GNP in the world) or Brazil (with a population of 160 millions and the 10th largest GNP), together with the much smaller countries of Central America and the Caribbean.

Despite these differences, the Latin American countries have a common origin. Almost all were once Spanish colonies, the most important exceptions being Brazil (a Portuguese colony) and a few Caribbean islands (French, English and Dutch).

The Spanish or Portuguese language is common to nearly all the countries of the region. Furthermore, the great majority won their independence from the metropolitan power in the early nineteenth century (the exceptions being Brazil and Cuba, which remained colonies until towards the end of the century), and there are notable similarities in their respective political and economic trajectories. 

All these factors allow us to refer to certain general characteristics of Latin America, and not treat it as a mere geographical reference, as the sum of its different parts. 

In this conference, I will refer briefly to the origins and principal characteristics of the ‘neoliberal model’, the development model applied between the late eighties and the late nineties. Then I will explain why neoliberalism was a failure. Afterwards, I will focus on the current model, which some analysts call the “New Left”. Although its features are not yet altogether clearly defined, I think we are justified in talking of a distinctive development model. I will attempt to emphasize the redefinition of the role of the State and its consequences for confronting the current international crisis.

Neoliberalism and Redemocratization

Between the late eighties and the early nineties, the majority of Latin American countries experienced profound changes. 

In political terms, the majority had left behind the legacy of the military dictatorships of the sixties and seventies. 

At the same time, they were experiencing the crisis provoked by the loss of viability of the “developmentalist model”, based on the substitution of imports and a marked protagonism of the State. The macro-economic problems were becoming unmanageable.
 and in this context, almost all the countries of the region began to apply neoliberal policies.

In this way, the process of re-democratization and economic modernization –as understood by the neoliberals- appear as the two faces of the same coin. It was assumed that the two agendas would allow Latin America to recover from economic recession, political authoritarianism and its international isolation.

The neoliberal policies formed part of what was to be known as the ‘Washington Consensus’, which could be resumed as: opening up the economy, privatizations, de-regulating and fiscal responsibility. The objectives were: to restore order in the macro-economic variables, improve the region’s insertion in the global economy and recover the path to growth. To this end, what was proposed was to increase the role of the market in the economy and reduce state intervention. As a result, the capacity of the State to influence the functioning of the economy was radically weakened.

Initially, the results appeared favorable. 

· Latin America succeeded in increasing its exports at a rapid pace: on average 8% a year. This ‘export boom’ was particularly important in Mexico, Chile and Brazil.

· The majority of the countries succeeded in balancing their budgets. Fiscal deficits became a thing of the past. (Indeed, during most of the nineties, Latin America complied with the criteria established in Maastrich.)

· Some countries improved the efficiency of the State by introducing measures designed to professionalize the bureaucracy.

· Inflation was reduced

Despite this, the neoliberal policies provoked several problems:

· They did not overcome the problem of instability. The Latin American economies continued to be vulnerable to external ‘shocks’. This was due to the rapid opening up of the economy and an excessive dependence on foreign capital flows. As a result, they were affected by the 1997 Asian crisis, the 1998 Russian crisis and by their own local crisis (Mexico in 1994 and Argentina en 2001)

· The export boom did not lead to a diversification of the products exported.

· Income from taxes rose, but not enough

The net result was a disappointing growth performance during the neoliberal period. From 1990 to 2001 average growth of the GNP in Latin America was 2.7%. The hopes of reducing the gap which separated the continent from the developed countries remained unfulfilled: The Latin American GNP per capita continues to be a quarter of that of the G-7 countries. 

The impact was also negative in terms of the struggle to overcome poverty. At the end of the nineties, poverty rates in Latin America continued to be high: roughly 45%, about 240 million people.

As for inequality, the neoliberal policies, instead of reducing it, aggravated it. Latin America is the most inequitable region of the world, not as poor as Africa, but more inequitable. The distribution of income is very regressive: the 20% of the continent’s well-off account for 60% of income and the 20% poorest only 3%.

Summing up, neoliberal policies succeeded in modernizing the economies, improved the efficiency of the State, increasing exports and re-inserting the continent into the world economy. But they did not provoke high rates of growth and led to a further worsening of social conditions.

In parallel, the basis of democracy was being strengthened. Despite the social problems and the economic crisis, elections were held, press freedom was respected and the political parties were functioning, etc. In the mid-nineties, all the Latin American countries –except Cuba- were democratic.

So, the consolidation of democracy was accompanied by a social discontent provoked by the impact of neoliberalism. The result was a series of profound political and economic changes.

The Left turn

Neoliberalism was not displaced from one day to another. In fact, it was a prolonged and difficult process, provoked, above all, by the levels of social discontent.
 Nevertheless, democracy survived.  

The failure of neoliberalism was the most important but not the only cause of the ‘Turn to the Left’ There are two other factors which must be taken into account. The first is the geopolitical change provoked by the fall of the Berlin wall. The collapse of the Soviet Union left Latin America without its traditional ‘communist threat’. This meant that Washington was more willing to accept Left governments in its ‘backyard’. The second tendency is the growth of indigenous movements in various countries.

The Latin American political panorama has changed. In most of the region, we find presidents or parties which define themselves as Left-wing and got to power on the basis of campaigns marked by a radical criticism of neoliberalism. : Hugo Chávez in Venezuela (1999), Ricardo Lagos in Chile (2000), Lula in Brazil (2003), Néstor Kirchner in Argentina (2002), Evo Morales in Bolivia (2004), Tabaré Vázquez in Uruguay (2004), Rafael Correa in Ecuador (2006), Daniel Ortega in Nicaragua (2007) y Fernando Lugo in Paraguay (2007. (Y El Salvador?)

In order to understand the scope of the ‘Left turn’, we need to distinguish two regions.

On the one hand, Mexico, Central America and the Caribbean. These countries are closely tied to the United States in economic terms (all have Free Trade Agreements with the US), in terms of migration problems (all have a significant proportion of their population resident in the US), and politically (of key importance for US security strategy).  In this region, the turn to the Left is less marked, although there are left-wing governments in Nicaragua and El Salvador.

In South America, the turn to the left is unambiguous. Only two countries in the region (Perú and Colombia) lack a left-wing government.

Economics and the State under the Left-wing governments. The situation in the world economy in recent years, and up to the crisis which exploded in 2008, was favorable for Latin America. Between 2001 and 2008, the average annual growth rate was 5%. It is the highest rate since the nineteen seventies. 

This is to be explained, above all by the influence of exogenous factors:

· The growth of the world economy led by China and India.

· The increase in prices for primary products. The Latin American countries are net exporters of commodities. So the commodities boom was a direct benefit.

· The liquidity and low interest rates in international financial markets.

The Left-wing governments took advantage of this stage of high growth rates to introduce economic policies which in some aspects differed from those of the neoliberals.
 In general, these governments increased State intervention and thus reduced the space occupied by the market.

To this end, they attempted to increase tax revenues. In some cases, governments decided to re-nationalize their principal natural resource and primary source of exports: the case of gas in Bolivia and oil in Venezuela. They also nationalized petro-chemical industries, tele-communications and transport. This implied a counter-reform, reversing the move towards privatization in the nineties.   

In other countries, the governments decided to impose new taxes on the main export product, in Argentina for soy beans and in Ecuador for oil.

The Left-wing governments also adopted more sophisticated mechanisms to influence economic performance: industrial policies, credit, support for exports. Nevertheless, these instruments can only prove effective in countries counting on an efficient State, with technical capacity, a professional bureaucracy, etc.  Many Latin American countries have never been able to count on a State with these characteristics.

 These two tendencies combined to strengthen the Latin American economies: on the one hand, the elevated prices of the principal export products; on the other, the decision to increase the government income derived from the export sector. The result was the high growth rates we have already commented.

Furthermore, the Left-wing governments succeeded in maintaining a fiscal equilibrium and low rates of inflation.  Some even succeeded in reducing their external debt. In the past, many argued that Left-wing governments were incapable of containing social demands and, as a result, would provoke economic chaos. But the new governments leant from the neoliberals the importance of maintaining order in the macro-economic variables.
 In consequence, their economic policy is a combination of heterodox and orthodox measures.

The State and social policies under the Left-wing governments. Buoyant economic growth, moderate inflation and the general stability allowed for an improvement in social conditions in Latin America between 2000 and 2008. Unemployment fell to 7,5%. In 2007, poverty and extreme poverty registered the lowest levels in 30 years: 31,1 and 12,7%.

Improvements in the distribution of income were not so marked. Some countries, like Brazil, succeeded in improving it but, in general,  Latin America continues to have a notably regressive and inequitable distribution.

But these advances were not simply the product of economic growth. The increase in taxes and the strengthening of the State permitted a broader system of social protection. The majority of these governments created or improved ‘programs of income transference’. 

These programs transferred every month a small amount of cash – ‘social wage’ – to the poorest families.  In exchange, the government sought a declaration from the parents that their children were going to school and taking advantage of the public health programs. In this way, they tried to articulate social assistance with education and public health.
 There were also policies directed toward the elderly.

The State and politics under the Left-wing governments.  From a political point of view, the Left-wing governments can be divided into two categories

On the one hand, those which promote a radical reform of the judicial basis of the State by way of Constitutional reforms: Venezuela, Bolivia and Ecuador. In these three countries, the transition from neoliberalism to a Left-wing government was dramatic. The party system and the economic model collapsed and there was a massive renovation of the political elites. Currently, these three countries are ruled by strong-minded presidents who provoke political polarization. Power is concentrated in their hands. Some analysts define them as ‘populists’.

On the other hand, there are countries where the transition from neoliberalism to the Left was less traumatic, as in Chile, Brazil or Uruguay. These countries have more organic political parties, the State is more institutionalized and the political polarization less intense. It is no coincidence that these are countries with a higher standard of living. The parties and their leaders appear to be similar to the European social democratic model, although there are important differences.

The distinction is, of course, schematic. They are ideal types. Elements of one group can also be found in the other. On the other hand, the relations between these different types of government are reasonably good. In fact, one of the characteristics of the new political movement in Latin America is its emphasis on regional integration. However, the integration under way is far from that in Europe. There are different processes: NAFTA (Mexico, the United States and Canada), CAFTA (the Central American countries and the US), and the Andean Community (Colombia, Peru, Ecuador and Bolivia). The most developed is MERCOSUR (Brazil, Argentina, Uruguay, Paraguay and, more recently, Venezuela) Despite the evident difficulties, in the coming years there could well be an increasing convergence between the different South American countries, doubtlessly led by Brazil.  

The impact of the World crisis in Latin America. A new role for the State? Unlike the previous crises (Asia 1997, Russia 1998, Mexico, 1994 and Argentina 2001) this crisis did not break out in the ‘developing countries’ but in the heart of the ‘First World’. Latin America is the victim and not the cause of the crisis.

It is calculated that the GNP in Latin America will fall 0.3% in 2009 and unemployment will rise to 10%.

The world crisis affects Latin America in different ways. However its impact is not the same in the different countries. It will be particularly serious in Mexico, Central America and the Caribbean, as these countries are economically more closely linked to the US:

- Between 70 and 90% of their exports go to the US.

- The greater part of direct foreign investment comes from the US. 

- Tourism, one of their more important economic activities, is affected.

- The remittances from the many nationals living in the US, which are of fundamental importance to these economies, will fall as a result of the crisis and the growing unemployment in the US.

In South America, the impact of the crisis is less serious. These countries do not depend as much on the US market, on North American investment or on remittances. 

In these countries, the main impact comes from the global recession and the reduction in commercial activity. At the same time, the prices for their exports are falling and the availability of foreign capital has been reduced. Nevertheless, the South American countries are better prepared to confront the crisis.  

- The destinies of their exports are more diversified. They are not concentrated in the North American market, but also go to Asia, Europe and the rest of South America.

- Some of the South American countries, like Brazil and Argentina, can count on developed domestic markets, which can sustain their economic activity

- The financial impact of the crisis is limited because their banking systems are relatively solid, at least when compared with those of the US or Europe.

- In previous years, several countries had succeeded in reducing their external debt. This eases the problem of paying short-term debts.
 

For all these reasons, The South American countries are relatively well prepared to confront the crisis. Although, of course, there is no guarantee for the future.

Responding to the crisis. The first reaction of the Latin American governments once the crisis broke was to reduce interest rates, together with other measures designed to inject liquidity into the market. Then, many governments launched plans designed to stimulate domestic demand. These plans included tax reductions, above all for medium and small enterprises and for the export sector. They also introduced programs which implied an increase in public spending: construction of infrastructure (roads, ports and housing), credit for firms from State banks, programs for creating employment, etc.

Of central importance is that the Left-wing governments take advantage of the relative buoyancy of previous years to introduce anti-cyclical policies in the Keynesian tradition.

As in other parts of the world, some Latin American governments were tempted to take protectionist measures and increase the taxes on imports. However, the regional integration agreements prevented this from being a general tendency. There was no return to the State protectionism of the fifties.

The Latin American governments have made an effort to prevent a worsening of living standards. Indeed, the maintenance of the social improvements is a priority. For this reason, apart from the measures designed to stimulate the economy, there has been a notable emphasis on social policy: some countries, like Brazil and Chile, broadened the scope of the social protection networks developed in previous years.

Challenges of the crisis. Although the world economic crisis found Latin America, and especially South America, relatively well-prepared to face it, the challenges are many and very important.

- The first is to strengthen the fiscal resources of the State. The Left-wing governments, by way of nationalizations and special taxes on exports, managed to increase their disposable resources. However, tax levels continue to be very low: the average for the region is 18% of GNP (compared with 35% in the OCDE). Furthermore, the tax structures are regressive, basically on consumption and not on income. The tax potential is further weakened by the scale of the informal economy.
 Low levels of taxation evidently limit the capacity of maneuver for the State and also limit the capacity to apply anti-cyclical policies over time. Many analysts are already asking what will happen if the crisis persists? How will social expenditures be maintained?

- The second challenge is to improve the State’s capacity to act.  During the neoliberal period, the majority of the States in the region were disarticulated. Many of them abandoned instruments for intervening which , in times of crisis, are really needed. The Left-wing governments have tried to reconstitute the State’s capacity to act by way of a strengthening of the instruments for intervening and regulating, development banks, credit banks, organisms designed to promote competition in the market, etc. But it is a challenge that  has been with us for many years and the social demands are urgent and the rhythm of State action sometimes too slow.

 - The third challenge is to diversify production.  With the exception of Brazil and to a lesser extent Argentina and Mexico, the economy of the majority of Latin American countries is based on a reduced number of export products, with little added value and generally related to primary production.
  This pattern creates weak economic structures, which produce few employment possibilities, it inhibits diversification and has little dynamism. All this, in turn, stymies the efforts to improve the distribution of income. Those countries that depend on the exports of primary products are, by definition, inequitative and, generally, underdeveloped. I personally am convinced that this is the essential source of Latin America’s problems.

Final comments 

In the nineties, parallel to the return to democracy, Latin America abandoned the developmentalist model and began to apply neoliberal policies. A decade later, these policies had not produced the expected results, especially in relation to growth rates and social equity. The ‘Left turn’ was an almost natural result of the disappointing results of the neoliberal policies. The new presidents, which in many cases assumed power in the wake of serious social discontent, attempted to introduce some changes in the neoliberal model: Strengthening the State, restricting the scope of market relations, broadening the basis of social networks. The years of high growth rates permitted some advances. Nevertheless, the pending challenges are important.

The world crisis is the source of the central challenge for Latin America. Its effects are not as direct as in other parts of the world, but are nevertheless perceptible. The future of the Left in the continent depends on how the different governments manage the crisis.

�	 Argentinian journalist and political scientist, currently editor of Nueva Sociedad. His latest book is  La nueva izquierda. Triunfos y derrotas de los gobiernos de Venezuela, Argentina, Bolivia, Brasil, Chile, Uruguay y Ecuador (Random House Mondadori)


�	  All the economic data included in the text are from ECLAC.


�	 This analysis covers all of Latin America and, as a result, is naturally schematic. However, in the footnotes we attempt to indicate the most important national cases


�	 The re-democratization did not occur from one day to the next. The countries of the Southern Cone and the Andean region were the first to recover their democratic institutionality. In Central America the process was longer and followed bitter civil wars. 


�	 In Argentina, inflation was 1000% in 1989; Mexico was obliged to declare a moratorium on her debt; and Brazil entered into a prolonged recession.


�	 These changes were not equally intense in all the countries. Chile was the first Latin American country to begin introducing neoliberal policies under the Pinochet dictatorship. The reforms were especially radical in Peru and Argentina (Argentina privatized all its oil resources.) The reforms were more moderate and progressive in Brazil, Uruguay and Costa Rica. Mexico is a special case because the neoliberal reforms were accompanied by a process of integration with the United States.


�	 One of the few Latin American countries which manager to reduce poverty in a sustained way was Chile.The poverty level was 42% in 1989 when Pinochet left the presidency and is currently about 18%. Nevertheless inequality rose during the same period.


�	 Inequity in the distribution of income is especially marked in Brazil, Mexico and Bolivia, and less striking in countries like Uruguay and Costa Rica.


�	 There were violent social demonstrations in Argentina (2001), Ecuador (2005), Bolivia (2003, 2004), attempted coups in Venezuela (1992, 2002), Ecuador (2002), Paraguay (2000), Haiti (2004)political indigtments and the overthrow of presidents (Brazil, Argentina, Paraguay, Venezuela, Ecuador) andthe premature demission of presidents (Bolivia, Peru, Paraguay Haiti).


�	 The indigenous movements are particularly strong in the Andean countries. Until Evo Morales’ triumph, Bolivia had never had an indigenous president, despite the fact that 67% of its population is indigenous. This represents a ‘symbolic revolution’ which some have compared with that of Nelson Mandela in South Africa.


�	 Not all the governments introduced the same policies. Some, like those of Uruguay or Brazil, applied more moderate policies. In these countries, the transition from neoliberalism to the New Left stage was more gradual.


�	 The principal exception is Brazil. During the nineties, although it formed part of the neoliberal wave, Brazil maintained certain elements of the ‘developmentalist model’.For this reason, it currently counts on some instruments absent in other countries, for instance the BNDES, a State development bank which concedes long-term credits to national firms. In 2008, BNDES conceded credits amounting to 30.000 million dollars.


�	 This is the case even with the most radical governments. Evo Morales has a 3% surplus, the highest in recent Bolivian history.


�	 These programs assume different forms and scope, according to the country. The most important is the Program Zero Hunger in Brazil, which incorporates 14 million families, 40 million persons (a third of the population).


�	 Populism is a long-standing tradition in Latin America. Populist presidents are strong leaders which establish a direct relation with the popular masses, govern in a plebiscitary way, by-passing institutional controls. These governments tend to maintain their distance from the US government and are sometimes  anti-imperialist The antecedents from the last century would be Perón in Argentina, Vargas in Brazil and Cárdenas in Mexico.


�	 The country most directly affected is Mexico. Its exports (90% directed to the US) fell 40% in 2008, direct foreign investment fell 35%. Oil, the principal export product was also affected. Remittances passed from 17.000 million to 15.000 million dollars. It is calculated that Mexico’s GNP will fall between 3 and 5% in 2009.


�	 Brazil’s reserves are 200.000 million dollars, those of Argentina 50.000 million and Venezuela’s 40.000.


�	 The capacity for applying this type of policies is not uniform. There are countries with a more efficient and professionalized State apparatus which count on more modern instruments, like Brazil or Mexico. In other countries, the financial weakness of the State, the lack of a professional bureaucracy and specialized technical organisms, like Ecuador or Bolivia, makes the task of implementing these policies much more difficult.


�	 In some countries, like Nicaragua or Bolivia, the informal sector accounts for between 60 and 75% of the economy. In others, like Uruguay Argentina or Brazil the problem is not as serious, but they nevertheless have rates above 40%.


�	 Oil represents 70% of Venezuela’s exports; gas and nickel account for 70% of the exports of Bolivia; oil, bananas and shrimps account for 72% of Ecuador’s exports; copper represents 40% of Chilean exports and food crops (soy beans, maize and wheat) represent 60% of Argentina’s exports. The only country with a truly diversified export sector is Brazil.





