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I. Introduction

Growth in the LAC region has experienced high volatility, 
which makes difficult extrapolating a tendency. 
The slowing-down pattern that seemed to emerge since 
the 1990s broke down in 2003.

Figure 1. Latin America and the Caribbean: GDP growth 
rates 1994

-

2005, 

Weighted and seasonally adjusted (y to y)
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I.  T re n d  p a t te r n s  in  th e  L AC  re g io n  
H o d r ick -P re sc o t t s t i ll  o n e  o f  th e  m o s t  p o p u la r  f i l te rin g  
te c h n iq u e s :  
M in  { (Yt -Y *t ) 2  +  l  (Y * t – 2 Y * (t - 1 )  +  Y* t -2 )2 }     
 [1 ]  
T h re e  c lu s te rs  o f  co u n t rie s . 
G ro u p 1 :  S o u th  A m e rica n  co u n tr ie s  th a t e n te re d  in to  o p e n  
c r is is  a f te r  1 9 9 8  
G ro u p  2 : O th e r  S o u th  A m e rica n  c o u n t r ie s   
G ro u p  3 : M e s o a m e r ica n  c o u n t rie s  (M e x ico ,  C e n t ra l 
A m e r ic a ,  C a rib b e a n )  
 
F ig u re  2 . L a t in  A m e r ic a  a n d  th e  C a r ib b e a n ,  y  to  y  G D P  
g ro w th  ra te s  1 9 9 4 -2 0 0 4 ,   
S im p le  a ve ra g e  o f  fi l te re d  d a ta  (H P 1 7 9 )  
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I .  G ro w th  p o te n tia l  fro m  th e  s u p p ly  s id e  
 
P o ten t ia l G D P  [Y * ]  is  a  fu n c t io n  o f  the  c ap ita l s toc k  [(1 -
d )K (t-1 ) ] ,  p lu s  in v e s tm e n t [ I ( t -1 ) ]  w e ig h te d  by  it  p ro du c t iv i ty  
[A ( t) ] .   
S u b s t i tu tin g  K  ( t-1 )  fo r  Y * ( t-1 )  :  
 
Y *( t)  =  (1 -d )  Y *( t-1 )  +  A ( t) .I ( t- 1 )       
 [2 ] 
 
A ( t)  c a n  b e  de c om p o se d  in  a  co n s ta n t (A 0 ) a nd  a  
m a rg in a l ( A 1 ) : 
 
A ( t)  =  A 0  +  A 1 (t-1 )        
 [3 ] 
 
T h e  p r od u c tio n  fro n t ie r :  

∑
=

T

t
Min

0
(  Y *( t) -Y ( t) )      [4 ] 

s ub jec t to :  
 
[Y *( t)  –  (1 -d )Y *( t-1 ) ]  –  [A 0  +  A 1  ( t-1 ) ]  I ( t -1 )  =  0  
Y *( t)  ≥  Y ( t)  
A 0  ≥  0  



 
Shortcomings: : 

 
 - Capital is the restricting factor 
- Homogeneity:. Structural and institutional factors are not 
incorporated. 

- Stability ( steady state; structural transition is 
smooth) 
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But it is not always the case.  

 
Segment the 1950-2005 period in three subsets.  

- One period covering the whole sample: 1950-2005  

- Two periods 1950-1972 and 1973-2005 (pre and post Bretton Woods) 
- Three periods 1950-1972, 1973-1990, 1991-2005 (pre and post Brady) 
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Table 1. Observed and potential growth using DEA 
methodology 

 Average annual growth rates (%, ytoy) 
Output gaps: observed GDP in relation to

potential outputs (%) 
 InvestmentGDP Y * (1) Y * (2) Y * (3) Y * (1) Y * (2) Y * (3) 

LAC         
  - 1991-1997 4.2 3.3 2.3 3.0 3.4 11.0 4.9 4.3 
  - 1998-2002 8.1 4.2 2.2 2.7 3.8 12.1 4.4 3.5 
  - 2003-2005 5.1 3.5 ... ... ... ... ... ... 

MERCOSUR and CHILE       
  - 1991-1997 2.0 2.6 2.8 2.8 3.4 11.2 4.9 4.4 
  - 1998-2002 7.4 4.5 3.1 3.0 4.3 9.5 2.9 1.7 
  - 2003-2005 8.8 4.1 ... ... ... ... ... ... 
ANDEAN COMMUNITY        

  - 1991-1997 2.4 2.7 1.5 2.6 2.9 12.2 5.7 5.7 
  - 1998-2002 6.8 3.9 1.6 2.5 3.3 13.4 4.4 4.3 
  - 2003-2005 3.0 3.7 ... ... ... ... ... ... 

MESOAMÉRICA       
  - 1991-1997 6.8 4.0 2.5 3.4 3.8 10.1 4.5 3.4 
  - 1998-2002 9.3 4.2 2.1 2.7 3.8 13.0 5.4 4.2 
  - 2003-2005 4.1 3.1 ... ... ... ... ... ... 

Note: Simple average of country results. Y*(1), Y*(2) and Y*(3) are 
potential GDP calculated using three serializations. Depreciation 
factor d=5%  



Efficiency of capital stock.

- A1: marginal coefficient for the entire 1950 -2005 period.

- A2, A3 marginal coefficients for the 1950 -1972 period, corresponding to two and three 
segmentations.

- B 2, B 3: marginal coefficien t for the 1973 -2005 and 1973 -1990 period 

- C3: marginal coefficient for the 1991 -2005 post reform period (three segmentations). 

Figure : Marginal efficiency of capital in LAC region, several periods (d=5%)
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Figure : Phase diagram of marginal Capital-Potential output ratio 

Notes: Five year moving average of the incremental capital-
output ratio, based on observed investment and potential 
GDP (one single period, d=5%) 
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III. External sector, demand and sustainable trends

Promoting an export -led model : another objective of the 
st ructural reforms 

dY it = α dX i,t + β RPI i,t +  δ TRN i,t + µ i + ν t + ε i,t []

Table : Growth simulations for 2003, following a positive
external shock 
Simple average of 
countries

Simulation 1:
Positive trade 
shock

Simulation 2: 
Positive trade and 
financial  shocks

Total LAC region 3.5 5.6
Mercosur+Chile 3.2 4.9
Andean 
Community

3.3 4.9

Mesoamerica 3.9 6.6
Note: shocks are equal to one standard deviation.



 
G ro w th  p o t en tia l an d  e x t e rn a l s u s ta in a b il ity . 

 

T h ir w a ll  (1 9 7 9 ) m o d e l :  
 
x  =  α 1 q+ ε ÿ         
m  =  α 2 q+ π y        
 
T r a de  b a la n ce  :  x  =  m   
 
In  th e  lo n g  ru n , q = 0   

 
W a rr a n te d  g r o w th  ra te  (y * )  d e p e n d s  o f th e  g r ow th  o f ex te rn a l 
d e m a n d  ( ÿ )  an d  th e  in c o m e  e la s t ic i tie s .   

π y* ?=  εÿ    
(y *  >  ÿ )   < = >  (π  <   ε  ) .  



Sustainability problem:

Income elasticity of imports (∆M/M)/(∆PIB/PIB) increased from 2,7 to 4,2 in 1991-2003.

But it was a transitional phenomenon.

Figure  : Evolution of regional income elasticity of imports, five year moving average.
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C o n clu sio n s: 

 

P o tent ia l g ro w th i s an  e lu siv e  co n cep t .  

 

A n  eclect ic  ap p ro ach a llo w s to  red u ce un certa in ty 

 

Fro m  a  p o licy  o rien ted  p ersp ectiv e  in  th e  Lat in  A m erican  case:  

 

P o tent ia l f o r g ro w th  stil l d ep en d s up o n  th e  in tern atio n al si tu at io n . 

  

Ex p o r t-led  g ro w th h as a  stro n g er th an ex p ected  p o ten tial  

Ten d ency  to  red u ctio n  in  im p o rt e last ic iti es.  

 

P ro d uct iv e cap acity d eb il ita ted  b y  y ears o f red u ced  in vestm en ts  

To ta l  facto r p ro d u ctivi ty  has n o t resp o n d ed  p o sit iv ely to  th e  stru ctu ral refo r m s.  

 


