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Even though most Latin American countries gained independence much earlier than other
former colonies, the region’s economic development in the last century has been marked
decisively by the specter of international economic dependence and by a variety of policy
efforts to overcome this dependence. This chapter discusses the evolution and the politics of
Latin American trade and capital flows and the relations between Latin American countries
and international development institutions in recent decades, This overview suggests
that despite some genuine progress in promoting domestic industrial development, many
countries in the region continue their traditional reliance on primary commodity exports
and foreign financial capital. The cyclical nature of commodity prices and international
capital flows, which in the Latin American context is reinforced by the shifting power
balance between social actors with different international policy preferences, has contributed
to a series of dramatic swings in nature of the region’s engagement with international
markets as well as the international development institutions. As this chapter illustrates,
much of Latin America’s international political economy has fluctuated between periods
of rapid growth fueled by commodity export booms and often excessive capital inflows
and buttressed by generally harmonious relations with foreign investors and international
financial institutions, and periods of painful recessions, whose depth and length were
exacerbated by capital flight and were often punctuated by acrimonious relations with
international creditors.

For obvious reasons, much of the discussion is devoted to identifying broad regional
trends and putting them in a global perspective through a number of inter-regional com~
patisons to other parts of the developing warld. Since such broad generalizations run the
risk of doing violenee to the very real intra-regional diversity of developmental Jevels and
trajectories, this chapter will identify at least some of the more notable differences in how
different Latn American countries have managed the political challenges of integrating
with international markets.

Trade
¢l the 190

The evolution of trade in Latin America is deeply rooted in its colonial past. Un lonia
colo

century the region served primarily as a source of raw materials for the Europeall
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powers, and the combination of trade openness and a heavy emphasis on agricultural and
mineral exports continued after independence. While thesc policies produced fairly rapid
growth in much of the region, trade openness primarily benefitted Jarge agricultural produc-
ers, who had pushed out small farmers in most Latin American countries. When the Depres-
sion of the 1930s drastically reduced the demand for and profitability of Latin American
primary exports, much of the region turned away from free trade and adopted what eventu-
ally became known as import-substituting industrialization (ISI)." While Latin American
countries differed somewhat in the timing and the specifics of their ISI policies, their broad
goal was to promote domestic mdustriaal production through a set of economic measures
designed to protect the reglon’s nascent industries from thewr more advanced European and
U.S. competitors, During the first labor-intensive version of 151, these measures included high
wrilf protection and currency devaluations, which raised the prices of imports and thereby
ifted domestic consumprion towards local producers. While this approach produced very
positive results in terms of both growth and poverty reduction (at least for unskilled urban
workers), after 1945 it was gradually replaced by a second capital intensive version of ISI, which
used a combination of tariifs, multiple exchange rates, overvalued currencies, state subsidies
and low interest rates to encourage a shift towards more capital intensive industries. This
approach, which was promoted at the time by the UN Economic Commission for Latin
America and the Caribbean (ECLAC) under the leadership of Raul Prebisch, was intended
to help the region overcotne its econonue backwardness and it produced some impressive
periods of growth (especially in Brazil and Mexico). However, it eventually had a number of
negative repercussions, which contributed to its downfall in the early 1980s. First, through
its greater emphasis on relatively scarce capital and skilled labor, the approach failed to build
or, which reduced growth rates and exac-

on the region's relative advantage m unskilled lal
erbated economic inequality. Second, for a humber of domestic and international political
reasons, ISI policies in Latin America failed to promote industrial exports to the same extent
as their competitors in East Asia.” The modest export performance, combi ned with the high
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imports of capital goods contributed to high trade deficits (see Figure 24.1) and growing
foreign debt in much of Latin America in the 1960s and 1970s,

Even though the debt crisis of the 1980s ultimately represented the death knell of ISI
in Latin America, the process occurred only gradually and unevenly. Thus, while fiscal
austerity measures undermined the elaborate system of subsidies to the industrial sector,
the IMF was initially less concerned with reducing tariff rates. Instead, the IMF promoted
currency devaluations, which combined with the high tariffs led to a reversal of the high

'\' trade deficits of the late 1970s, While Latin American countries did achieve significant trade
! surpluses in the mid 1980s (see Figure 24.1) and were thereby able to earn at least part of
| the foreign currency necessary to service their foreign debt, the improving trade balance

reflected at least in part the recession-driven lower demand for imports, and thus came at a
high economic cost. Moreover, since many domestic producers relied on imported capital
goods, the devaluation fueled inflation, which was already high in many Latin American

118 countries. Meanwhile, after an initial rise in 1982—-84, regional exports were largely flac
). for the rest of the decade and—as illustrated in Figure 24.2—the late 1980 and early 1990s
I b were the period when Latin America fell far behind East Asia in terms of international trade
'.l | integration. Even though Latin American trade growth picked up slightly in the mid-1990s,

progress was slower than in both East and South Asia. Moreover, the region's consistent
trade deficits from 1992-2001 suggest that this trade expansion was driven by primarily by
higher imports. After 2002, driven by a combination of higher commodity prices and the
dramatic Argentine devaluation, the Latin American trade balance once again turned posi-
3 tive but its magnitude was lower than in East Asia and it had vanished by 2008.

While the trade volume and trade balance trends discussed above suggest that, especially
compared to East Asia, Latin America’s insertion into world trade have been less success-
ful during both the ISI period and its neoliberal aftermath, the trends in trade composi-
tion suggest a somewhat more positive picture, Even though by 2008 Latin America still
relied more heavily on primary exports than Eastern Europe, Fast Asia and South Asia,
the temporal trends illustrated in Figure 24.3 nevertheless a fairly significant shift in trade

100 )
—&— Latin America & Caribbean
i 9077 —a—south Asia
= 80 - —&— Eas| Asia & Paclilic
| 70
| 60 ‘ﬁ-
A 50

40 .‘.‘/
a0 | A ..‘ﬁ"“..
20 M’M“" .': f- L™ »

Adk g
Ponnn 0%,y ut

10

0:

o L e K P ®
o8 \qé" G \QQP R ‘_&@ @0" S

Figure 24.2  Trade Volume — Cross-Regional Trends

366

International Ecanomic Relutions/Interuational Development [nstitutions

60
—— Food
—a— Fuel
50 —&— Manufaclures

Ores and metals Ak
—%— Senvces J Hl‘s‘
AT :

mw\f\/\
£ /\\"
o
a
x
@«
530
o
g /
® y "
e
L e L
*‘fﬂh%mﬂ'
o w ""‘sﬂt—!
0 A — R
FE O A e D ® S > ®
I AC GG I L S R

Figure 24.3 Composition of Latin American Trade

composition in the direction that ISI architects had hoped for, Thus, wheseas in the early
19608 traditional agriculiural exports sull represented by far the largest export category,
they gradually lost ground to manulictures, which by 2008 accounted for slmost half of
Latin American exports, Remarkably—and somewhat iranically-—the rapid rise of manu-
Gacturing exports occurred as the region started o move away from IS policies in the con-
text of the debr crisis of the 1980 and continued through the heyday of nealiberalism in
the early and naid 19905 before plateauing again since the late 19905, Meanwhile, fuels and
oresfiminerals continued to Tepresent an important component of Latip American exports,
though theit relative mmportance tracked the lughly volanle world commodity prices and
\'araj:.d quite dramatically across different countries i the FERION,
o tfll':'li-:!—!;-l.{\\f::]lc 50 fil:' we have a.ll.lly'.l.:('.d how overall 1':.'[;!&"14] trade patteris have responded
i “-‘,1-..1, 51.1: ares m’fum‘ tar everse Latin America’s traditional \:.mmuuhty dependence,
Tt s d [ CUssing .15 ‘Tm a few of the most important aspects of the great intra-regional
prn 1‘1 At American teade patterns. First, the overall low trade exposure of Latin
164 was much more pronounced in the regions largest countries (especially Brazil and
Pre-2002 Argentina), which not only pursued much more aggressive 151 cie
705 byt were also slower 1 opening up the 1 kg :“ W ket
Kposin o ME,:,I- o !|h Ig llm_n (l-{t e snece the 1980s. M_cum\lu]u. trade
e iy g ul | r!;. A nmmber of smaller Central American and the Caribbean coun-
Conomy, ,‘i‘-.,l,‘-,..;"l,]y higher and '.lll'j.‘,lldbi‘)’ reflected the strong graviational pull of the US
RLLTTE llnl”," ;I-hu‘ 'ln‘“cxporl profiles of Latn American countries have also varied quite
5, 0 lew coun

i o e e 'rulﬁ' for the l\lulk ul'llw'n. export earmings on traditional
. es such as fuels for Bolivia, Colombia, Ecuador, and particularly Vene-
g, :*::'::::::,:[I.“mIlh in Chile and Peru and agricultural products in Argenting and Uru-
.l1||(:7||'ll1l:-‘.‘1ll -L : i ate - a number of Central American
of | ¢ N countries (including Mexico) and once again arguably reflect the proxuniy

“hn >
wrkets, whose fluence has been
[

lff:ll'“ll'llll: expoarts |‘l|‘."dl1ﬂllll

cinforced by the emergence of export process-

g 20y
e angd regional trade agreements (especially CAFTA and NAFTA).
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International Capital Flows

The second crucial aspect of Latin America’s historical economic dependence has been 1ts
heavy reliance on external borrowing, whose cyclical and volatile nature has reinforced
the domestic boom-bust cycles of Laun American economic development. Since achieving
independence in the early 19th century, most Latin American countries went through a
serles of booms, characterized by rapid commodity-driven economic growth accompanied
by rapidly accumulating foreign debt and followed with remarkable regularity by cconomic
busts, driven by falling demand for Latin American commodity exports and usually accom-
panied by widespread sovercign debt defaults and prolonged periods of economic stagnation
and international 1solation.! For the purpose of the current discussion, we will prumarily
focus on the dynamics of the two most recent cycles during the post-Wodd War IT period.,

The shift from labor-intensive to capital-intensive ISI in the post-war period required
significant capital investients, and since Latin Amerlcan saving rates were not sufficient to
finance this expansion, Latin American governments and private sectors increasingly turned
to foreign borrowing as an alternative, These trends reinforced in the 1970s by a combina-
tion of low investment returns in developed countries and an abundance of petro-dollars
following the oil shock of 1974, which gave commercial banks strong 1ncentves to lend to
Latin American countries. As a result—as illustrated in Figure 24.4—Latin American debt
to commercial banks almost doubled as a share of GDP between 1970-79, and when U.S.
interest rates rose significantly after 1980, Latin American debtors suddenly experienced
serious difficulties in servicing their ballooning foreign debt.

Following Mexico’s announcement in August 1982 that it could no longer service its for-
eign debt, most obscrvers (including the IMF) initially diagnosed it as a temporary liquidity
crisis and predicted a relatively rapid regional econoniic recovery, However, in a belated
effort to reduce their high exposure to Latin American debt, the Western commercial banks
practically stopped all new loans to the region and thereby further exacerbated the liquid-
ity problems of many debtor countries.” Furthermore, Latin American governments were
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Figure 24.4  Debt Composition tn Latin America (1970-2008)
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burdened by the rapidly rising interest rates and by the fact that many of them ended up
assunung large portions of the private sector debt as part of the initial adjustment packages
promoted by the IMF. Several Latm American countries under the leadership of newly
democratic Argentina tried to form a debtor cartel o obtam more favorable deht scttle-
jments but the so-called “Cartagena Consensus” ulumately fasied when some of the region’s
Jargest debtors, including Brazil and Mexico, decided to engage mstead 1 case-by-casce
negotiations with their foreign creditors. Predictably, this collective action failure resulted
1 worse debt renegotiation terms for most debtor countries; despite adopting painful aus-
terity measures to cope with their nsing debt service payments, Latin American countries
were actually significantly more indebted to both private and official creditors in 1988 than
they had been 1n 1982 at the start of the debt crisis (see Figure 24.4).

Not surprisingly, the process of external adjustument i the context of the debt crisis
ratsed a number of comphcated and contentious dilemmas about the roots of the crisis and,
therefore, about the optimal policy solutions.” Perhaps the central question was about the
relative share of blame between debtors and creditors: on the one hand, Latm American
debtor countries clearly used the easily available credit of the 1970s to live beyond their
means and racking up unsustainable fiscal and trade deficits, On the other hand, many Latin
Amevicans argued that despite sustaining significant losses” and being pressured by the M
to extend additiona) involuntary loans to Latin American debtors, the commercial banks
were ulumately allowed to get off too easily for their irresponsible lending behavior in the
run-up to the crisis. A further complication was the 1ssue of “odious debt,” which arose
from the fact that many of the region’s new democracies (such as Argentina and Bolivia)
were forced to pay off the debts incurred by their former nulitary regimes. Given that many
of these loans had been used etther to line the pockets of the nilitary juntas or on unneces-
sary military expenditures, democratic politicians repeatedly argued that their countries
should not be responsible for such debts, since Western lenders had knowingly engaged i
the financially risky and morally questionable practice of lending to the nulitary regimes. A
second debate focused on whether the crisis largely reflected cemporary liquidity constraits
nduced by exogenous changes 1 international financial inarkets or whether 1t was mdica-
tive of deeper structural problems with ISUin Latm America, Whereas inttially even the
International financial institutions endorsed the first point of view, as the crisis dragged on
mto the second part of the decade and successive heterodox adjustment programs achicved
only short-lived ecanomic stabilization, proponents of a deeper structural overhaul started
1o gain the upper hand first in the international community and gradually (and uncvenly)
Wmany Latin American countries

Of course, while the 1980s are generally referred to as Latin America’s lost decade, the
Uyectories of individual Lann American countries varied significantly during the 1980s,
At one extreme, poot and externally vulnerable countries like Bolivia, whose foreign debt
Problenss were exacerbated by dechining terms of trade and crippling domestic political
conflict, suffered staggering economic shocks, characterized by deep recessions and hyper-
"fationary eptsodes. At the other extreme, Venezuela and Colombia benelitted from high
O prizes and more manageable debt levels and therefore nanaged (o survive the 19805
*‘aéireg;l:, l‘Jnscnthed. [n between these t}\{o extremes, ||_|l|{'|| n.f thie rest of Latin Amenca man-
*Xperz avoud the complete collapse of Bolivia in 1985 and Peru in 198990 but |.|cverthe]css
and decl]lce'd weak growth, high imflation (and i same cases ||¥|\a:|'m|l:ntmu}. rising poverty
i“gly Onmlllg wages and public services as a result of their efforts to service therr tncreas-

erous foreign debt burdens.
epite these efforts and a number of mternational initiatives designed to restare lending
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to developing countries (such as the Baker Plan of 1985), there was limited progress until
a(tér 1989, when a combination of lower international interest rates and the 1-l)no‘(fe fle 'Ill)l]
deslgrf of the Brady plan® reduced both the overall debt and the debt service burden Of[),(:ltil(‘:
American couatries, and thereby paved the way for their return to international capital
markets. However, the nature of international lending to Latin America changed dra ' ti
cally after 1990. As illustrated in Figure 24.4, conunercial banks continued togre(‘h,lcent‘;;1 o
exp.osgre to Latin America in the early 19905 and even though lending rates ickedle]r
again in the mid-1990s commercial bank debt never again came close to the iak le ulp
from the previous two decades. This funding gap was filled by different ﬁuancpjal instve i
ments, and particularly by portfolio investment (bonds and equity), which became the 5‘1:]1:
gle large.st source of external finance for Latin America from 1993 until 2008.° At the same
n.me, finven by privatization and more investor—{riendly business environn:nents forei,
jlre]‘ct }nvestn.len.t (FDI) levels quadrupled between the late 1980s and the late 1990‘5 beﬂi:
d:;l;l;ﬂg again in the context of the greater economic and political uncertainty of the last
Howeyer, itis important to remember that the international financial boom of the post-
1990 period was highly uneven across different Latin American countries. Thus ﬂEp 1
poor Central American and Andean countries (including Bolivia Hondur;ls and ,N'Vera
g_ua) have been largely bypassed by the lending boom of the 19905’and continue to llcara‘
b]la.tel'fil and multilateral official loans for most of their financing needs MeanwhilemiE yt(f)nn
region’s largest and/or wealthiest countries, particularly Argentina, li:'a.all Mexico fITh ]:
and more recen‘tly Venezuela, both governments and I;ri\-:lu: companies !lbavc‘ succ(:is‘u;l
tapped international capital markets for their financing needs, which fueled ;Ilcir llllmlthy'
(though uneven) growth rates in the last two decades. But as the Argenune default (:f:’(lllé
suggests, even some of the region’s more attractive investment targets have not beenuable

) 9 ica's rel
to overcome the traditional boom: bust cycles of Latin A nericass relationship with interna
tional financial markets "

The Politics of Trade and Financial Liberalization

\Vith the notable exception of Chile, the process of international opening and structural
reforms had its roots in the traumatic experience of the debt crisis of :ﬁ: I‘)Hli}r'\ Smrlc
that period comcided with an intense involver 1ent of the IMF and the World Uan}: I'III the
region (see below), and since at least in the second part of the 19805 the two organizations
incréasingly advocated greater trade and financial liberalization as part of lhr:ns:r u.en]ih-
cral :'c.fur 1 package to address the shortcomings of IS1, it is not mrpr:sm;_.:, th;ll‘mail Latin
Americans have mterpreted these refonns as instruments of continued economic 'mdypﬂ'lll"
cal domination by developed countries (and particularly the United St‘ulcs} While West-
ern economic interests obviously played a role in drwving the globalization i1rurcss such a
|.It‘lﬁ|!l:.|'.tl\-"c 1gnores the important domestic political dimension ut'trul-:- and I. 2 “puit
liberalization in Latin America, e

First, as discussed above, the region had extensive prior experiences with free trade and
capital fiows, which benefitted and therefore elicited political support from the Irr.'ni'rl ianal
commodity sectors {especially agriculure and mimng) i which Latin American countrie®
had a comparative sdvantage. This pomt was vividly reinforced by the |‘ri>|l;}l'tgl'f| and nias
swve protests launched by the Argentine agricultural sector in 2008 1n rcs‘punw ta the Kirch-
ner government'’s efforts w raise export taxes on agricultural products. Second-—: nd this
pomtgoes back to one of the key arguments of dependency school theor I‘Sl.!"' —internation?!
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financial interests had important domestic political allies among part of the national bour-
geoiste in many Latin American countries, and more broadly among individuals involved
in the “internationalized” sectors of the economy. Third, according to oue of the funda-
mental models in international trade, the Heckscher-Olin model, trade liberalization tends
to benefit the abundant factor of production 1n any given country, which means that trade
liberalization should have been beneficial to Latin America’s abundant unskilled labor pool,
However, the empirical evidence of this theoretical prediction is mixed," arguably reflect-
ing the important differences between formal and nformal sector workers and between
sectors with different degrees of international competitiveness in the absence of ISI-type
protectionist policies. More broadly, these three points underscore that the politics of trade
liberalization were nat stmply driven by external actors, but reflected the interests of a broad
range of social actors who felt that their economic interests had not been properly repre-
sented by the urban ISI coalition between the industrial bourgeoisie and organized labor,
Another important distinction, which is often ignored by broad discussions about the
impact of globalization on Latin American societies, is that between trade and capital
account liberalization, While both types of reforms occurred around the same tinie and
were promoted by some of the same domestic and international actors, a few important
differences are worth noting. First, the neoliberal Washington Consensus of the early 1990s
emphasized the importance of trade liberalization and foreign direct investment promotion
but it did not call for unrestricted capital flows."? Second, even though globalization gener-
ally increases the econonuic vulnerability of developing countries to international market
fluctuations, the dangers of contagion and speculative attacks are significantly higher in the
context of highly mobile financial capital, particularly portfolio investment. Moreover, a
number of observers have argued that the constant threat of rapid capital flight and the col-
lective action problems inherent in the large number of portfolio investors (compared to
the relatively small number of commercial banks) has significantly narrowed the scope of
economic policy making choices by democratic politicians in Latin America and beyond
Third, and related, enipirical evidence suggests that in Laun America greater financial
liberalization was associated with significantly worse poverty and inequality outcomes,
whereas trade liberalization had (albeit modest) positive effects.”

Beyond these differences, one of the common concerns with both trade and financial
liberalization was that they would further increase the mobility of capital. Since labor has
much lower cross-border mobility levels, a number of observers have argued that the easier
exit options afforded by globalization strengthened the relative bargaining power of capital
and therefore resulted in a race to the bottom, characterized by lower social spending." On
the other hand, the risks assoctated witly greater international exposure may increase the
dﬁmands for higher governiment spending, and cross-national research confirms the posi-
t!VE correlation between trade and government size.'” Moreover, certain aspects of interna-
tional ntegration may actually benefit orgamzed labor as well, as illustrated by the ability
of Mexican labor unions to obtmn greater concessions from the government in the months
Preceding the ratification of NAFTA.Y

Relations with International Development Institutions
Tt

. Thationa| development mstitutions (1D1s) bave played an important and often con-
il

Vi . ! X A
o, tsial role in mediating the relationship between Latin American countries and the
al e y - " ;
lon economy. While ant-globalization critics tend to portray most of these Orgainiza-
% 0 . .
* thinly disguised tools for pursuing the economic and pohitical interests of advanced
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industrial countries (and especially the United States) in the region, a closer look at the
historical evidence reveals a great deal of variation across several crucial dimensions: the
type of the institution, the time period and the broader international economic environ-
ment, and the particalar fit (or lack thereof) between the policy prescriptions of IDIs and
the political agenda of key domestic political actors.

Different Types of International Development Institutions

The overall tone of the relationship has varied significantly with the type of international
development institution. At one end of the spectrum, ECLAC was one of the key architects
of 18I policies, which were very popular with large segments of Latin American elites and
publics. However, the crisis and eventual catlapse of the IST model in the face of the debt
crisis of the 1980s undermined the appeal of structuralist economic ideas and weakened
ECLAC’s influence on Latin American policy making. While starting in the 1990s ECLAC
has tried to articulate a neo-structuralist response to neoliberalism by proposing a “high
road to globalization,” with the partial exception of post-Pinochet Chile these efforts have
failed to restore ECLAC to its previous influence on Latin American economic policy
makers. At the same time, however, despite some criticisms that starting in the early 1990s
ECLAC’s retreat from the key structuralist tenets unwittingly reinforced global capital-
ism,” ECLAC continued to act primarily as a partner of Latin American governments
eager to find alternatives to the dominant neoliberal model advanced by other international
organizations.

At the other extreme, telations with the International Monetary Fund (IMF) have often
been much tenser. These tensions were particulatly visible during the debt crisis of the
1980s, when the IMF was widely regarded as an inflexible debt collector, who placed the
solvency of Western commercial banks above the welfare of average Latin American citi-
zens. Moreover, starting in the late 1980s and the early 1990s the Fund’s growing empha-
sis on structural economic reforms and international openness made it into one of the
most prominent promoters of the Washington Consensus and thus a prominent target of
criticisms from Latin American leftists and populists. Following the East Asian Crisis and
especially the Atgentine crisis of 2001, these critics were increasingly joined by main-
stream economists (including from other international organizations),”® and reflected the
Fund’s failure to recognize and address some of the significant drawbacks of the neoliberal
model it had promoted in the early and mid 1990s. However, at the same time it is impor-
tant to recognize that in many cases the IMF was used by Latin American politicians as 2
scapegoat for unpopular policies, which were either largely inevitable for addressing prior
economic imbalances (as in the case of the unsustainable fiscal deficits of the late 1970s)
or were favored by domestic elites for distributional reasons.” Meanwhile, wlhien Latin
American governments disagreed with IMF policy prescriptians they could either avord
IMF programs altogether—as many of the region's leftist governments have done in recent
years—or they could drag their feet on the implementation front (as suggested by the lgh
proportion of incompletely implemented IMF programs in the 19805 and 1990s). Howevenh
as illustrated by the catastrophic repercussions of Alan Garcia's defiant attitude towards the
Fund in the late 19805, such policy deviations could carry a very significant cost npr:ri:i")‘
during periods of global economic erisis.

By comparison, the World Bank’s role in Latin America's political economy has u‘cclVEd
somewhat less palitical scrutiny, at least in part because its presence lias not been as concen”
trated during periods of extreme crisis as that of the IMF. Moreover, at least i a few select
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cases, such as Argentina in the late 1980s, the Bank showed somewhat greater fexibility
towards the pohtical challenges facing Latin Anietican governments trymg o bridge the
tension between international economic pressures and democratie politics. OF course, the
Bank's activity 1n Latin America was not nimine (o crivice Tl
mental disasters tied o World Bank programs m Brazil (and elsewhere m the region) in the
early 19805 triggered growing crincisms from environmentalists and eventually persvaded
large developed countries 1o pressure the Bank to change ws lending pracuices to toke mio
account environmental concerns. ™ Others eriti rod the limited effectiveness of World
Bank’s health and education promotion programs” and even internal Workd Bank stidies

a series of civiron-

found that domeste political economy vanables played 3 much greater role i explaining
the sticcess of Bank-supported structural adyustment programs than any of the factors under
the Bank’s control.™ Despite this ieffectiveness, the World Bank's structural adjusts
programs were subject 1o similar criticisams as IMF lending progranis, though the Bank
arguably became less of a public enemy during both the 19804 debt crisis and the region’s
pust-2001 Jeftist wrn thian its more assertive Bretton Woods sister nstitution.™

Temporal Variation

Another important—and often underappreciated—source of variation in the relationship
between Latin American governments and [Dls are the important temporal differences
based on the changing nature of the international financial enviromment. These changes are
ilustraced most cleatly by the evolution of the IMF' role in the region but fus mentioned

carlier) other 1D1s also went through important changes in their involvement with Latin
Americat countries. Thus, the IMF played a relatively nunor role an the immedipte post-
Warld War 1l period, and while a number of countries experimented with IMF programs
during the 1960s and 19705, the Fund’s influence i the region was limed by the lending
boom of the 1970s, which gave all but the region’s poorest members fanrly casy acvess to

private capital wath few 1f any economic policy strings attiched. The sitwation changed
drastically during the debt cnsis of the 19805, which marked a dramatic increase n the
iwmber of Latin American IMF programs. Though shghtly less ubiquitous, the Fund's pres-
ence in Latin Anierica cantinned to be significant during the boom of the 1990s (especially
following the Mexican Tequila Crisis of 1994/5 and in the run-up to the Argentine default
of 2001). However, a combination of rising commodity prices and an explicit—though

primatily rhetorical—rejection of IMF-style economic policies has led to the virtual disap-
pearance of IMF adjustment programs in recent years.

The Auctuations were equally dramatic with respect to the nature of IMF interventions
and the domestic pohitics of IMF programs. Thus, whereas in the 1970s the IMF had largely
acted as an international lender of last resort for the region’s most vulnerable countries, the
deh_t crisis of the 1980s catapulted the Fund into the crucial role as an intermediary between

A American debtors and the heavily exposed Western commetcial banks. While the
F_u“d did pressure the banks to extend additional loans to Latn American debtors, program
::“""';I:!vs received I'c\\‘.l.:nmhl.r benefits i reétorn I'm'.tlh\- harsh austerity nieasures they had
01.11‘“1‘.' to :‘.01.111115.'.“-u|| IMF program condiions. The high economic and human costs

economic adjustmient process drew widespread crinicisins not only from the Left but

v en T
Wt from some other development institutions.™ As a result, the politics of IMF programs
ng y ;
ten, "8 this peried) were marked by significant ideological disagreements and by inportant
L] q .
15 between IMF-style ecanomic reforms and democratic politics. During the 19905

the y
Mg - 1
e of ws anteractions with Latn Amierican countries unproved significantly, even
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though in the 1990s the IMF further broadened the scope of its conditionality to include
important structural conditions in addition to its traditional balance-of-payments focus.
The main reason for this change-of-heart was that following the resolution of the debt
crisis, the IMF's seal of approval became a crucial component for allowing Latin American
countries to take advantage of the financial market boom of the 1990s. This change was
also reflected in the domestic politics of IMF programs, which in the 1990s were no longer
at odds with democratic politics and also no longer exhibited different patterns between left
and right governments.

Cross-country Variation

Even after taking into account the significant variations in the nature of IDI missions and
the international economic context, there were important differences across Latin Ameri-
can countries in their interactions with international development institutions. These dif-
ferences can be traced to significant variations in the international and domestic political
context in which these relationships were imbedded.?

While in theory international development institutions are supposed to treat all their
members according to the same technocratic standards, in practice the interactions often
bear the imprint of unequal international power relations. One source of inequality, which
has been documented extensively across the world, is that developed countries use their
influence over IDIs to secure preferential treatment for their allies. While such consider-
ations may have played a role in individual Latin American countries,” their salience was
arguably lower than in other regions (such as the Middle East and Eastern Europe) where
U.S. geopolitical interests were more acute than in the Western Hemisphere.

A second type of preferential treatment, illustrated by the surprising IMF tolerance for
Argentine and Brazilian heterodox adjustment programs in the mid-1980s, arises from the
simple fact that some countries are “too big to fail” in the sense that their economic collapse
could have serious regional and even global spillover effects, The threat of such contagion
translated into a much greater bargaining power for the region’s largest economies—Brazil,
Mexico, and to a lesser extent Argentina—in their interactions with international institu-
tions, While such preferential treatment, which was at tines reinforced by direct interven-
tions from top U.S. officials, resulted in greater responsiveness and more genevous financial
packages in the context of IMF programs, a few caveats should be noted, First, such prefer-
ential treatment was largely confined to situations of extreme crises, such as the debt crisis
or the Mexican Tequila crisis, whereas in less dire circumstances, such as the Argentine
default of 2001, countries eventually found out that they were not too big too fail. Second,
preferential treatment for large countries did not apply equally across issue areas: thus, while
the IMF showed greater flexibility vis-a-vis the details of domestic adjustment policies 10
Argentina and Brazil n the 19805, it was actually less willing to agree to sulistantial debt
teductions for the large debtors than for some of the smaller countries (such as Bolivia)
where such reductions were significantly cheaper for Western creditors. Third, as il lustrated
by the World Bank's special relationship with Argentinn 1 the late 19805 and the IMFs
excessively sofi response to- Argentina’s mounting economic woes in the late 19905 the
short-run political and economic benefits of preferential treatment may well be overshad-
owed by the greater costs of delayed economic adjustimient.

The third type of preferential treatmient is in many ways the mirror image of the oy
big to fail mechanism™ and arises from the face that in order to deal with the frequent
cnncsms levied aganst their economie policy prescriptions, [DIs often need to be able 10
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present showcase examples of the successes of their program countries. In return for their
rather strict adherence to economic orthodoxy, such countries may get preferential treat-
nent 1u other areas, such as more favorable financial conditions, Perhaps the best example of
such a case is Bolivia in 1985-87, where the IMF let the newly elected Paz government get
away with a partial debt moratorium and facilitated generous debt renegotiation terms in
return for the country’s exemplary adhierence to domestic fiscal and monetary discipline,”
While this “showcase” strategy 1s one of the more promising options for small developing
countries, its replicability is limited by the fact that the “propaganda” value of any given
showcase country declines with the number of countries who chose to go along with IDI
requirenients,

The other major source of variation 1n the relationship between Latin American coun-
tries and international development institutions 1s rooted in domestic politics, While IDIs
generally consider themselves as non-partisan sources of technocratic policy advice and
financial support to facilitate the pursuit of the program countries’ domestic developmental
priorities, in practice the policies required by most IDI programs ate closely intertwined
with the domestic political debates in program countries. This is the case not only because
most economic policies create winners and losers (and therefore trigger distributional con-
flicts) but because the policy prescriptions of international institutions invariably reflect the
ideological preferences of their staff and their principals. Not surprisingly, then, the rela-
tions between IDIs and Latin American countries have tended to be closer and more har-
monious when DI staff and Latin American government officials had similar backgrounds
and ideological preferences: for exaniple, Chile’s engagement with the IMF was particularly
intense during the 1980s as the Pinochet government’s broad ideological agreements with
the Fund’s pro-market policy prescriptions reinforced the economic incentives of the debt
crisis. By contrast, in the 1990s successive center-left Concertacién governments cultivated
closer ties with ECLAC but did not enter any new IMF programs.*’

The conflict potential between the global agenda of IDIs and the domestic political
priorities of Latin American governments becomes much clearer once we look beyond the
cases where elective ideological affinities encouraged greater cooperation between the two
sides, Arguably, the best lens for understanding these tensions is to look at the politics of
IMF programs, because the IMF has been widely associated with a neoliberal ideological
agenda and because countries confronted with severe external economic imbalances often
have few alternatives to the IMF for addressing thernr problems. The dynamics of Latin
American IMF programs are particulacly telling during the debt crisis of the 1980s, when
both cross-country and within-country differences in IMF relations usually reflected the
Shlfting partisan balance in different Latin American countries. Thus, after a series of failed
attempts to address its spiraling debt and inflationary crises in the context of an IMF pro-
gram, the leftist Siles government in Bolivia was eventually replaced by a center-vight coali-
ton, which executed a dramatic U-turn and launched an ambitious and successtul orthodox
Stabilization program, which eventually attracted support from the IMF and other IDIs.
Around the same tinte, Peru moved in the opposite direction, as 1ts freshly elected leftist-
bopulise President, Alan Garcia, reversed the country’s eatlier IMF cooperation and put it
" a collision course with the IMF and Western lenders, While in the Peruvian case this
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's inflammatory rhetoric, these clear partisan shifts reflect

eper underlymg political conflicts triggered by the severe distributional consequences

ME-style adyustment programs in the 1980s.

Cxlll::: -‘-mlﬂ iets abated .uunn-\vlu.t during the 1990s, when the hz.aalthy economic gw\yth
ced by most Latin American countries led to broader improvements in hving
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standards (despite the persistence of high inequality), and not surprisingly this relative
“harmony” was also reflected in the much weaker politicization of IMF programs, which
found such unlikely political champions as the Argentine Peronist President Carlos Menem,
However, in retrospect the 1990s represented more of a hiatus than a turning point 1n the
conflictual relationship between the Latin American left and the IDIs: thus, following the
Argentine default of 2001 and the rise of the Left in much of Latin America, some of the
region experienced a renewed rhetorical and policy turn against both the [IMF and the
neoliberal policies that the Fund has been associated with, While the global economic crisis
of 2008-09 has left much of Latin America unscathed and has therefore produced a much
smaller “crop” of new IMF programs, we should expect the political logic of the next wave
of IMF-style adjustment politics to have much more in common with the political tensions
and partisan polarization of the 1980s than with the comparatively placid period of the
1990s.

Conclusion

This brief overview of Latin America's engagement with international trade and capital
markets suggests that even though the economies and societies of many countries in the
region have changed in profound ways in the past half century, they are still confronted
with many of the same challenges that IST promoters had hoped to overcome. Thus, despite
some significant progress of shifting from food to manufactured exports since the 1960s,
many countries—and particulatly Venezuela, Bolivia, Ecuador, Chile and Peru—still tely
on primaty comumodities for the bulk of their export earnings and this dependence has
actually increased in the last decade (especially in Bolivia and Peru). While the potential
pitfalls of this dependence have been masked in recent years by high international commod-
ity prices, in the long run it is likely to exacerbate the region’s seeming inability to break out
of the boom-bust cycle of its economic development trajectory.

The cyclical nature of Latin American political economy is also apparent in the interac-
tions of many Latin American countries with international financial markets and interna-
tional development institutions. Thus, even though the nature of international capital flows
to the region has changed substantially since the 1980s, Latin American reliance on foreign
capital has continued to be a cornerstone of its developmental model and one that is still
subject to large and often rapid fluctuations between economic booms fueled by massive
and often speculative capital inflows, which are inevitably followed by dramatic economic
collapses exacerbated by capital flight, debt crises and often by defaults. Just as predictably.
relations with international development institutions—and particulatly with the Interna-
tional Monetary Fund—have fluctuated between reasonably cordial cooperation (or benigh
neglect) during periods of financial booms to serious tensions punctuated by open conflict
and recriminations during periods of financial crises.

While these cycles are rooted at least in part in the fluctuations of international cade
and capital flows, they have arguably been more extreme in Latin America than in othet
regions, In addition to the aforementioned high reliance on volatile primary exports, Laum
Amenica’s vulneralnlity. to international fluctuations has been exacerbared by the wide-
spread fatlure to enact counter-cyclical fiscal policies that could be vsed to reduce hoth the
averheating tendencies of the boom periods and the depth of subsequent recessions. In ll""i,
rs and the accompanying inflationary tendencies are s-'_.'lllplk“”“”f_ 2
the region's unresolved political conflice berween different socinl classes and sectors.
well as of the weak taxation capacities of most Latin American states.

these fiscal imbalan
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More broadly, Latin America serves as a vivid reminder of the intimate interconnected-
ness of domestic and international cconomic interests and politics. While a comprehensive
analysis of the roots and mechanisms of the politics of international econoniic integration
in peripheral countries has been at tumes undermined by somewhat arbitrary distinctions
across different disciplines (e.g., economics vs. political science vs. sociology) or even within
disciplines (e.g., berween comparative politics and 1nternational political economy in politi-
cal science), Latin America has long been the breeding ground for theoretical efforts to
integrate the different disciplinary strands.

Such integrative efforts help counteract two types of temptations: the first, reflected in
some of the early dependency school approaches but also i some of the more recent glo-
balization literature, 15 to see Latin American development as sumply a side-product of the
imperial project of developed countries.™ In this respect, a vibrant literature has emphasized
the importance of domestic elites in mediating external pressures and shaping the nature of
economic adjustment since the debt crisis.”> However, these debates would benefit from a
more direct incorporation of non-elite interests into the political calculus of international
trade and financial integration, pethaps through a dialogue with survey-based scudies of
Latin American public opinion towards political economy issues. Such an approach might
help us understand the extent to which political and economic elites can shape public opin-
ion on international economic policy questions or whether average citizens can play a more
active role in checking elite interests, The second risk is that of the potential “provincial-
ism” of academic literatures that focus exclusively on a region (and often on a handful of
countries within a given region). This does not obviously mean that Latin America cannot
be productively be analyzed on its own terms or that it invariably needs to be imbed-
ded in a global sample of countries but that our understanding of the region’s insertion
into the world economy can benefit fronm more explicit comparisons to the experiences of
other regions. While a number of prominent exceptions—often in the form of edited vol-
umes—exist,™ they still represent a very small proportion of the analyses of Latin American
nternational political economy. Finally, given the strong cyclical nature of Latin America’s
lteractions with international trade and capital, our understanding of the subject would be
well served by more systemaue cross-temporal comparisons of the politics of international
booms and busts in the regron. Such studies would net only help us avoid reinventing the
Wheel for every “new" historical episade but they may also highlight which aspects of the
fegian’s current challenges and opportunities are gen
ation of the conventional wisdom.

inely new and may require a reevalu-
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