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The Research Department (RES) is
pleased to present the first issue of
IDEA (Ideas for Development in the
Americas), which replaces Latin
American Economic Policies. Like its
predecessor, /DEA will report on
recent research on major economic
and social problems affecting Latin
America and the Caribbean. New
features of the newsletter include
information on recent RES publica-
tions and presentations, highlights
from RES’ macroeconomic monitor
(LatinMacroWatch), and news from
RES’ numerous networks. Any and all
comments are welcome and should
be directed to IDEA's managing edi-
tor, Rita Funaro at Ritaf@iadb.org.
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programs takes these complex realities into tives can lead to a loss of benefits. In addi- \l;\";:trl::/lacm 1 3
account. In several Latin American countries tion to providing for children’s wellbeing,

unrestricted cash payments and price subsi-these conditions prevent less conscientio IS | ok Who's
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Perhaps the most famous andNicaragua. (See accompanying boxgrowth due to malnutrition. Vaccina-
best-studied CCT program in Latin for a summary of programs in Latin tion rates have increased notably, and
America and the Caribbean is Mex- America.) families report an increase not only
ico’s rural Progresa initiative, which Nor is interest in CCTs confined in total food consumption but also
has recently been renamed Oportu-to the Americas. One of the world’s in the quality and variety of foods
nidades and expanded to includelargest initiatives in this area is the consumed.
urban areas. This is far from the Food for Education program in Surprising unintended effects
whole story, however. Brazil has two Bangladesh. have occurred as well. As cash trans-
CCT programs in place. One, Bolsa When social policies are fers have so far only been distributed
Escola, addresses general concernslesigned to affect future generations,to mothers, women in beneficiary
of child health, education and nutri- assessing their impact after only ahouseholds have been empowered by
tion. A second program, known by few years has limited value. The some programs. They report an
its Portuguese acronym Programa deresults of CCT programs in Latin increase in status and decision-
Erradicacao do Trabalho Infantil America and the Caribbean so far aremaking authority within the home,
(PETI), has the additional goal of nonetheless promising. School atten-and a corresponding increase in self-
reducing child labor in hazardous dance and retention rates have generesteem. In some communities, talks
occupations in the country’s poorest ally improved, particularly among on health and nutrition offered to
states. Elsewhere in the region,adolescent girls, and children in par- beneficiaries are also open to atten-
CCT programs are in pilot phasesticipating households usually display dance by non-participants; local
or being fully implemented in improvements in physical develop- knowledge of public health issues
Colombia, Honduras, Jamaica andment and lower levels of stunted and preventive medicine have thus

improved without any additional
government expenditures.

The unintended consequences of
This issue ofDEA is based on the research of Carola Alvarez, Fernando ccT programs have also included

Regalia and Emmanuel Skoufias. John Dunn Smith contributed to Writinggrowing pains_ As CCT programs are

and edltlng the articles in this issue. based on payments to nuclear house-
' holds made up only of parents and
Eduardo Lora Rita Funaro children, participation can cause
General Coordinator Managing Editor frictions in the multiple generation

_ o . _ and extended family households
IDEA (ldeaS for Development in the AmerlCEan economic and social common in the deve|oping world;

policy newsletter published by the Research Department, Inter-Ameri- disputes on allocating money and
can Development Bank. The views expressed herein are those of thegod can arise when these house-
authors and do not necessarily represent the views and policy of the IDBho|ds are composed of both benefi-
Articles may be freely reproduced provided credit is givelDiBA and ciaries and non-beneficiaries.
the IDB. To receive the newsletter electronically, please send your e-mail  This issue oiDEA takes a look
address to; RES-pubs@iadhy. Past issues of this newsletter are avail- at CCT programs in the region and
able on the Internet at: http://wwwadhorg/res/nevs. shows how countries have attempt-
ed to bridge the gap between theory
and practice. Also discussed are
issues relevant to the future design,

§ % implementation and evaluation of

these programs so that they can best

Inter-American Development Bank improve the conditions of target
1300 New York Ave., NW populations and of society as a
Washington, DC 20577 whole.
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What's Going on in Latin America?

The following tables summarize the principal Conditional Cash Transfer (CCT) Programs in Latin America.

Table 1. Objectives, Components and Target Population of CCT Programs in Latin America and the Caribbean

Program

Objectives

Components

Target population

Education

Health and Nutrition

Education

Health and Nutrition

Programa 1. Increase the educational Cash grants Poor children 6-15
Nacional de attainment of school-age
Bolsa poor children
Escola, 2. Reduce current and future
Brazil poverty
PETI, Brazil Eradicate the worst forms of Income transfer Children 7-14

child labor (i.e. those involving After-school

a health risk), while increasing program

educational attainment and

reducing poverty.
Familias Increase the human capital Bi-monthly school 1. Nutrition subsidy Poor families with Poor families
en Accion, investment among extremely subsidy 2. Health education children 7-17 enrolled | with children 0-6
Colombia poor families in school not participating

(2nd - 11th grade) in other
programs

PRAF II, Increase the accumulation of 1. Demand incentives 1. Demand incentives Poor households Poor households
Honduras human capital among children (educational voucher) (nutrition and health with children 6-12 women and/or

of the poorest families and 2. Supply incentives voucher) who have not yet children under

thereby help to break the circle for primary schools | 2. Supply incentives completed the 4th three

of poverty. for health care centers | grade of primary

3. Nutrition training for | school
mothers

PATH, 1. Increase educational attainment, | Education grant 1. Health grant Poor children 6-17 Poor children
Jamaica improve health outcomes, 2. Health education 0-5; poor

and thus reduce poverty.
. Reduce current poverty
. Reduce child labor
. Serve as a safety net

BN

pregnant and
lactating women;
elderly poor over
65; poor persons
with disabilities;
and destitute
adults under 65

Oportunidades/
PROGRESA
Mexico

1. Improve the educational, health
and nutritional status of poor
families, particularly children and
their mothers.

. Create income generating
opportunities for poor households
through preferential access to
microcredit, housing
improvements and
adult education.

N

1. Educational grants

2. Support for school
materials

3. Strengthening the
supply and quality of
education services

1. Cash grant for
food consumption

2. Basic health care
services package

3. Nutrition and health
education

4. Improved supply of
health services

5. Nutrition supplements

Poor children 8-17

Cash grants are
targeted to poor
households while
nutrition
supplements are
targeted specifically
to pregnant and
lactating women,
children 4-24
months old and
malnourished
children 2-5 years
old

Red de Proteccion
Social (pilot),
Nicaragua

Promote human capital
accumulation among
households living in extreme poverty

1. Education grant

2. Support for school
materials

3. Supply incentive

1. Cash grant for food

2. Nutrition and health
education

3. Basic health care
package for children
under 5

4. Supply incentive

Cash grants are
targeted to poor
households; health
care services are
targeted to children
0-5

Poor children 6-13
enrolled in primary
school grades 1st
to 4th

www.iadb.org/res
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Table 2. Conditionality and Transfer size of CCT Programs in Latin America and the Caribbean

Program

Bolsa
Escola,
Brazil

Conditionality?

Education

At least 85% school attendance
in a 3-month period

Health and Nutrition

Transfer size

Local Currency

R$15 — R$45 (US$6-19)
per family

Health and Nutrition

Local Currency

PETI, Brazil

At least 80% school attendance
and participation in the after-school
program Jornada Ampliada

Varies across states between
$R25-39 (US$11-17) per child
per month?2

Familias en At least 80% school attendance Regular health care visits for Primary: Col$14,000 (US$6) Col$ 46,500 (US$20)
Accion, in a 2-month cycle child’s growth and development per child per month per family per month
Colombia monitoring Secondary: Col$28,000 (US$12)

per child per month
PRAF II, School enrollment and maximum Compliance with the required Educational voucher: Health voucher: L$660
Honduras 7 days of school absence in a frequency of health center visits L$ 828 (US$58) per child (US$46.3) per family

(max 9 days of school absence
per term)

number of health visits per year,
which varies by beneficiary
age/status

3-month period. per year per year
Average supply incentive: Avg. supply incentive
1$57,940 (US$4,000) 1$87,315 (US$6,020)/
/school/year facility/year
PATH, Jamaica Minimum school attendance of 85% | Compliance with the required J$500 (US$9)/child/mo? J$500 (US$9)

per eligible household
member per month’

Oportunidades,

School enrollment and minimum e

Compliance by all household

Primary: varies by grade

Mex$125 (US$14)

promotion

development; up-to-date
vaccinations, attendance
to health and nutrition talks

Mexico attendanc rate of 85%, both monthly | members with the required Secondary: varies by grade per household per
and annually number of health centers visits and gender* month (1999)°
and mother attendance at health
and nutrition talks
Red de School enrollment; less than six days | Regular health care visits for Grant: C$240 (US$17) every C$480 (US$34)
Proteccion Social,| of school absence in a two-month child’s growth monitoring; 2 months per famil per family
Nicaragua period school; and school grade satisfactory child’s growth and School material support: every 2 months

C$275 (US$20) per

child per year

Supply incentive: C$10
(US$0.7) per student every
2 months

' In practice, some programs have not enforced all conditions. For example, delays in the development of the PRAF MIS prevented the enforcement of program conditions dur-
ing the first months of program implementation. In Nicaragua, program administrators realized that some schools had automatic grade promotion, thus they decided not to

withdraw program benefits to children who failed to pass to the next grade. Likewise, they did not enforce the condition of timely vaccination.

? In Bahia and Sergipe, the income transfer is R$25/month for each participating child. In Pernambuco, the monthly income transfer is R$50 for 1-2 participating children,

R$100 for 3-4 children and $150 for 5 or more. The average transfer per month in this state is R$37.8.

® The level of monthly benefits per eligible household member will increase from J$300 during the first year of the program, to J$350 during the second year and J$500 after-

wards.

“ At the end of 1999, educational grants for primary school varied between Mex$80-165/child/month depending on the school grade (3rd to 6th); for secondary schools trans-
fers varied between Mex$240-265/boy/month and Mex$250-305/girl/month. In addition, households received Mex$165 per year for each child enrolled in primary school
(grades 3rd to 6th) and Mex$205 per year for each child enrolled in secondary school. The maximum monthly transfer per household including food support and educational

grant is Mex$750

® The maximum monthly transfer per household including food support and educational grant is Mex$750
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Evaluation as a Tool

tion is straightforward. Without randomly selected from a pool of eli- This approach has both drawbacks and

it, there is no reliable means for gible beneficiaries. Random selection advantages in relation to experimental
determining whether a program is serves both practical and ethical pur-design. The most notable disadvan-
achieving its objectives, whether the poses. Many programs, particularly in tage is that this method does not per-
situation of the intended beneficiaries their initial phases, simply do not have mit precise selection of the control
has changed, and what that situationthe resources to serve everyone whaand treatment groups in advance.
might have been without the program. might benefit. Choosing members of Consequently, evaluations conducted
Anecdotal evidence and casual impres-the treatment group by what is in through quasi-experimental design
sions alone are insufficient to manageeffect a lottery gives every member of yield less reliable results.
programs that operate on a large scaléhe target population an equal chance  The quasi-experimental approach
and in some cases nationwide. Evalu-of receiving benefits. The two groups nonetheless enjoys several practical
ations of programs and their impacts can be compared for any indicator of advantages. First, this approach is
represent an important tool for testing interest, such as income, consumption,generally less costly to implement, as

The rationale for program evalua- the treatment and control groups areaccording to the indicators of interest.

programs’ design and effective-
ness, and determining whether

time and money are well spent. The costs of evaluation
often represent less than

Moreover, evaluation at an
early stage of a project can

it does not call for new programs
or bureaucracy. Second, quasi-
experimental design can prevent
delays in service delivery that
would result from planning, car-

improve program design or target- percent of program COSts  rying out and analyzing an exper-
ing. Evaluation at an intermediate imental design. Third, a quasi-

stage can further modify program but the returns in terms experimental approach accommo-
design and increase the effective- _¢ - . dates political reality: politicians

ness of service delivery. In any Of Increased EffECTIVEHESS and members of the public are
event, the costs of evaluation rep-of social Spending and often—and  understandably—
resent only a small share of pro- more interested in receiving ben-

gram costs, often less than 1 per-greater accounta b|||ty are efits than waiting for the most
cent. The returns in terms of accurate findings. Finally, this

increased effectiveness of socialvery h|gh method allows policymakers to
spending and greater accountabil- improve existing programs rather
ity, though, are very high. than scrap them altogether or con-

Two main methods of evaluation school attendance, or labor force par-tinue to use their resources ineffec-
are used. Both compare a treatmenticipation, among many others. Ran- tively.
group of beneficiaries with a control domization can also serve as a model  Whatever method is used, some
group of non-beneficiaries. When test- for program expansion and later phas-kind of evaluation is far better than
ing is conducted on a small scale, es of testing. none at all. Planning, managing and
evaluators assume that the program A second approach is quasi- expanding social programs without
has no impact on the economy as aexperimental design. Using a variety the tools of evaluation is inconceiv-
whole. Evaluation of large-scale pro- of statistical and econometric meth- able. When rigorous and thorough
grams, however, should take macro-ods, analysts take survey information evaluations take place, though, policy-
economic effects into account. that is already available to construct makers and administrators can make

The first method—and the statis- approximations of treatment and con-the best use of limited funds and per-
tically ideal method—is experimental trol groups. As with experimental sonnel to serve the greatest possible
design. In this approach, members ofdesign, the groups are then comparechumber of beneficiaries.

www.iadb.org/res 5
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A Pioneer Program:
Mexico's Oportunidades

portunidades is different. Its mul- get? Among other factors, the benefits made their requisite visits to clinics; this
O tisectoral focus provides an inte- are calculated based on what a childtriggers a cash transfer for food support.
grated package of education, would earn in the labor force or con-
nutrition and health services to poor tribute to family production. Girls at the Does it Work?
families. And it is not a simple cash secondary level receive slightly higher
transfer program. Rather, Oportunidadesgrants, given their propensity to drop The International Food Policy Research
requires the active participation of recip- out at earlier ages. Every two months,Institute (IFPRI) conducted an inde-
ient households in exchange for benefits.school officials confirm whether chil- pendent evaluation of the original Opor-
Oportunidades is also different becausedren of beneficiary families attend tunidades when it only covered rural
it has been the subject of a rigorous eval-school more than 85% of the time; this areas that provided convincing evidence
uation that provides important clues astriggers the bi-monthly cash transfer for of a major shift in Mexico’s poverty
to what works and doesn’t work with school attendance. alleviation programs. In spite of the
this new approach to social programs. In the area of health and nutrition, politically charged environment, the
In 1997, the government of Mexico Oportunidades promotes health careevaluation generated independent and
embarked on a new program aimed atthrough free preventative interventions, credible measures of program impact
alleviating extreme poverty in rural such as nutritional supplements, educa-that contributed significantly to the con-
areas. Oportunidades, originally called tion on hygiene and nutrition as well as tinuation of the program despite a
PROGRESA, seeks to break the entan-monetary transfers for the purchase ofchange of government in Mexico.
gling web of poverty in which malnutri- food. Receipt of monetary transfers and ~ The evaluation provided valuable
tion, morbidity, high infant mortality, nutritional supplements are tied to information on the program’s outcomes
high fertility, junior high school dropout mandatory health care visits to public but it also left some important issues
rates and unhealthy living conditions clinics. This aspect of the program is outstanding. First, the evaluation of
prevail. By late 2002, the program targeted to children under five, and Oportunidades or any other social pro-
included nearly 4.2 million families in pregnant and lactating women. It is gram, requires a clear definition of its
72,00 localities in all 31 states. This con- administered by the Ministry of Health objectives to provide a benchmark
stitutes around 20% of all Mexican and by IMSS-Solidaridad, a branch of against which the performance of the
households and 77% of those in extremethe Mexican Social Security Institute program can be evaluated. A simplified
poverty. The total annual budget of the that provides benefits to uninsured indi- statement of the objectives of Oportu-
program in 2002 was around US$1.8viduals in rural areas. nidades is to alleviate poverty by induc-
billion (US$2.3 hillion in 2003). Nutritional supplements are given ing households through conditional
Oportunidades consists of threeto children between the ages of four cash transfers to invest in their human
components: education, health, andmonths and two years, pregnant and laccapital, such as health, education and
nutrition. The education component is tating women, and malnourished chil- nutrition. Clearly, these are long-run
designed to increase school enrolimentdren between the ages of 2 and 5. Theobjectives that can only be evaluated
among youth in Mexico’s poor rural nutritional status of beneficiaries is over the lifetime of program partici-
and urban communities by making edu-monitored by mandatory visits to the pants while the evaluation data are lim-
cation grants available to pupils’ moth- clinic. Upon each visit, young children ited to only two years of observations.
ers, who are then required to have theirand lactating women are measured for ~ Second, the educational and health
children attend school regularly. In wasting (weight-for-height), stunting services of the program as well as the
localities where Oportunidades current- (height-for-age), and weight-for-age. An nutritional supplements are all provided
ly operates, poor households with chil- appointment monitoring system is set upas a package. This feature makes it
dren enrolled in grades 3-9 are eligible and a nurse or doctor verifies adherenceimpossible to evaluate the impact of
to receive these educational grantsEvery two months, health care profes-individual program components (e.g.,
every two months. How much do they sionals certify that beneficiaries have » Continued on page 7
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A Pioneer Program: Mexico’s Oportunidades

the impact of the health component onwith higher levels of income, the esti- A detailed cost analysis also pro-
school attendance) or shed any light onmations imply that children have life- vides strong evidence that the program
program design (e.g., what if the cashtime earnings that are 8% higher due tois generally administered in a cost-
transfers were awarded to fathers insteadhe education benefits they receive effective manner. For example, for
of mothers). Certainly, households could through Oportunidades. every 100 pesos allocated to the pro-
choose to comply with some require- Both children and adults are also gram 9 pesos are "absorbed" by admin-
ments of the program such as visiting experiencing improvements in health. istration costs. Given the complexity of
health centers and not with others, suchSpecifically, children receiving Oportu- the program, this level of program costs
as enrolling their children in school. The nidades’ benefits have a 12% lower inci- appears to be quite small and relatively
evaluation does not address this issue. dence of illness (see Figure 2) and adultdow compared to other programs.

Third, Oportunidades is a demand- report a 19% decrease in sick or disabil- ~ Whether the vicious cycle of
side program, meaning that its main ity days. In the area of nutrition, Opor- poverty and its intergenerational trans-
objective is to induce households tunidades has significantly reduced themission are indeed broken can only be
through cash transfers to make moreprobability of stunting for children aged determined by continuing with Oportu-
intensive use of existing educational and12 to 36 months. It has also had impor-nidades and continuing to evaluate in
health facilities. However, it is important tant impacts on food consumption. Pro-the medium and long run its impact on
to note that the program is accompaniedgram beneficiaries report higher calo- the livelihood of Mexico’s poor.
by complimentary efforts and resourcesrie consumption and
to strengthen the supply and quality ofare eating a more
the educational and health services.diverse diet, includ-
These efforts serve only an auxiliary role ing more fruits, veg-
as a means of easing potential capacityetables, and meat.
constraints that might arise from greater ~ Oportunidades’
use of existing facilities. Thus, the pro- design feature that
gram and its evaluation can provide lit- gives control of the
tle direct evidence of whether a demand-monetary benefits to
side intervention is more effective (in women has increased
terms of impact and/or cost) than a sup-their household deci-

e
~

=
o

S
S

Percent Attending School Last Week
(=]
[4,]

ply-side intervention. sionmaking. Women 0.3 ' :
.. . X Nov-97 Nov-98 Jun-99 Nov-99
The majority of the evaluation find- report a greater level
ings suggest that Oportunidades’ com-of  empowerment, - BO‘:“"’EV R"“"gms i
bination of education, health, and nutri- defined as increased| """~ inProgram ~ Conirol in Program Control

tion interventions into one integrated self-confidence and
package has a significant impact on thecontrol over their pm .

welfare and human capital of poor rural movements and
families in Mexico. In the area of edu- household resources. 0.40
cation, the program has significantly Additionally, there is
increased the enrollment of boys andno evidence that
particularly girls, above all at the sec- adults are working
ondary school level (see Figure 1). Theless in response to the
results imply that children will have on monetary benefits.
average, about 0.7 years of extra school-This implies that the
ing because of the program, althoughprogram does not cre-
this effect may increase if children are ate dependence on its 0.10
more likely to go on to senior high benefits by reducing
school as a result of Oportunidades.an individual's self-
Since higher schooling is associatedsufficiency efforts.

0.35 NGERL T
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(=]
&

Baseline 7 Months Post 14 Months Post 20 Months Post
Baseline Baseline Baseline

e (portunidades = === Controls
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Pilot Phase Evaluation:
Lessons and Surprises from Nicaragua

ocial assistance programs aremeasures regarding their children’s results was that women participating
Sbased on good intentions, but health and education in order to in the program reported an increase in
translating those good intentions receive cash payments equal to US$1%tatus and influence within their fam-
into results and making the best use ofper family every two months, with ilies, as well as higher levels of self-
scarce resources depends on carefuhdditional payments of US$20 per esteem; in addition, communication
design and evaluation. In many casesyear for every child in school, with a between parents and teachers
the pilot phase of a program providessmall bimonthly supplement for improved. A much less pleasant sur-
an opportunity to combine theory and school supplies. These measuresprise was that participation sometimes
practice on a limited basis before aincluded regular medical check-ups, led to friction in extended families
government commits to launching a satisfactory progress in children’s composed of both beneficiaries and
large-scale effort. growth and development, maintaining non-beneficiaries. The program’s
The results of a pilot phase can up-to-date vaccinations, regular implicit targeting of nuclear families
hold a variety of surprises. Speaking school attendance for children of had not taken this possibility into
at the first meeting of the Inter-Amer- school age, and regular attendance byaccount.
ican Development Bank’s Social Pol- parents (generally mothers) at govern-  The lessons learned from the pilot
icy Monitoring Network in November, ment-sponsored health and nutrition phase of the program will be carried
Mireille Vijil of Nicaragua’s Family talks. over into the next phase of the Social
Ministry presented the findings of The results of the pilot phase, Protection Network. This will involve
Phase | of that country’s Social Pro- undertaken in 2000 and 2001, provedan expansion of the geographic area
tection Network, a conditional cash impressive. Compared to the control served, with new sites selected on the
transfer program that offers families group, family food expenditures rose basis of poverty maps. The target pop-
short-term monetary rewards for mak- significantly, with increases in quanti- ulation of the next phase will also be
ing long-term investments in chil- ty, quality and variety of food. Child expanded. In addition to the families
dren’s education, health and nutrition. height and weight gain also increased,with children already served, the sec-
The first challenge was in design- as did the percentages of childrenond phase will encompass women of
ing the experimental phase to ensurereceiving vaccinations and iron sup- child-bearing age and adolescents.
that the impact of the program was plements. Perhaps most impressiveNew types of medical attention will
measured rather than outside factorswere the pilot phases’ improvements also be introduced into the program:
An intensive evaluation process led toin school attendance and retention inchildren will be monitored for ane-
the random selection of 21 test areasall age groups, which exceeded expec-mia, and children from 6 months to
and 21 treatment areas drawn fromtations. In addition, the timing of the six years of age will be provided with
comparable census tracts with a highpilot phase was particularly fortunate: Vitamin A supplements. Additional
incidence of poverty, but with access because of depressed coffee prices antbrms of coverage will involve prena-
to health facilities and public schools. the Central American drought crisis, tal and perinatal care, as well as fam-
A second challenge was to selectthe food security of many of these ily planning.
the households to observe within thosefamilies was threatened. The second stage of the Social
census tracts, making sure that only  Unlike many programs, though, Protection Network is likely to bring
families who had the greatest potentialthe pilot phase of the Social Protec- new findings, and new surprises, but
to benefit were chosen. For this reasontion Network recorded participants’ the successful completion of the pro-
households whose members ownedqualitative impressions as well as gram’s pilot phase has represented
vehicles, businesses, or more than 14quantitative results. The results an essential first step toward improv-
hectares of land were excluded. included unexpected findings with ing the conditions and prospects of
Once households were selected,major implications for future pro- some of Nicaragua’s most vulnerable
they were obliged to take specific grams. One of the unforeseen positivecitizens.
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More Questions than Answers

answers. In fact, many times it areas of education, health and nutritionyounger children preferable to pro-

generates more questions than itpreferable to intervening in each of grams targeted at older children? Since
resolves. Clearly this is the case withthese sectors separately? The Oportuanalyses show that the program has had
the conditional cash transfer (CCT) pro- nidades program has shown promisinga greater educational impact on girls
grams being studied in Latin America outcomes but it has been accompaniedhan boys, the question arises whether
today. And that is a good thing. Even in by complimentary efforts to strengthen there should be any differentiation
the most successful programs, there ighe supply and quality of educational between boys and girls as beneficiar-
considerable room for improvement. and health services. In this way, the pro-ies? What about how and to whom the
The right questions can help highlight gram has averted capacity constraintsbenefits are distributed? To date, bene-
key issues and continually raise the barthat might arise as a result of the morefits have been given to the mothers in

Evaluation does not provide all the Is simultaneous intervention in the school age? Or are programs aimed at

for social programs in the future. the household. What if the benefits
A prime example is the finding that were distributed to fathers instead?
gresa program in Mexico has nad no | 1€ TIGNT QUESTIONS 0 B alements of & pro-
measurable impact on the achievement Can help h|g h||ght gram that can be effective in alleviat-
test scores of children in beneficiary k . d ing poverty in the short and long run,
localities. This suggests that if the pro- ey ISSUes an the list of questions and concerns about

gram is to have a significant effect on
the human capital of children, more

program choices and design cannot

contlnually raise help but grow longer. Hopefully, the

attept'tion ?ee(élls tot.be direct%d Jo .the the bar for social garly involvgmentI of;esearfchers in the
quality of education provided in . esign and evaluation of programs
schools. Currently, the award of the pro- PIrograms In the implemented in many Latin American
gram’s educational benefits is condition- f t countries including Brazil, Honduras,
al on regular school attendance but not uture. Nicaragua, Colombia, Jamaica and

performance. But attending school reg- Argentina can shed some light on these
ularly is only one necessary condition intensive use of existing facilities and critical questions for policy.
for improving children’s human capital. resources. Is this feature critical to the Sharing what has been learned
The question is whether benefits shouldsuccess of the program? Programs thaabout evaluations and policy is then the
also be linked to performance; for do not pay sufficient attention to ward- next step. Toward this end, the IDB’s
instance, bonuses could be granted foling off capacity constraints may be lessResearch Department created the
successful completion of a grade. effective. In areas with capacity limita- Social Policy Monitoring Network to
A number of other questions have tions, wouldn’t building a school have improve the ability of Latin American
also come out of the evaluation expe-a greater effect on school attendanceand Caribbean countries to evaluate the
rience. Is it possible for unconditional than paying families to send their chil- impact of social policies and to
cash transfers with no strings attacheddren to overcrowded or distant schools?improve their design. The Network
to have a similar or higher impact on There are also questions surround-brings together renowned experts in the
the human capital investments of pooring the optimal target population. The evaluation field, regional researchers
rural families? Is the amount of the evaluation finds a larger program interested in evaluation and policymak-
cash transfer given to families too impact on the schooling attendance ofers from social ministries and relevant
high? Perhaps a lower cash transferchildren of secondary school age. Is itagencies. Ultimately, the goal is to pro-
could achieve the same impact. If so,not preferable to reorient funds from mote the value of evaluation, enhance
what is the minimum amount required families of primary school children to understanding of the effects of social
to achieve acceptable results? families with children of secondary policies and build the technical capaci-
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Who's In and
Wha's byl ’ .
Wlhia s Chd WhOS Qi
“m———s  Social

Exclusion in
Latin America
Edited by Jere
R. Behrman,
Alejandro
Gaviria and
Miguel Székely

Social exclusion is closely linked with
many economic problems in Latin
America, yet seldom does it take the
form of a “keep out” sign. More com-
monly, groups are excluded because
they lack access to opportunities
enjoyed by others in health care, edu-
cation, housing and employment. These
barriers prevent people from reaching
their full productive potential, in turn
constraining growth and revenues.
Who'’s In and Who's Out explores vari-
ous forms of social exclusion, including
residential segregation in Bolivian
cities, exclusion from health care in
Brazil, barriers to legal status of
Nicaraguan immigrants in Costa Rica,
geographic isolation in El Salvador, and
educational inequality among the
indigenous in Mexico.

Quienes son
los maestros?
Carreras e
incentivos
docentes

en América
Latina

Edited by
Juan Carlos
Navarro
(available in Spanish only)

.:_1.] dlenes son
los maestros?

Quienes son los maestros? aims to
contribute to a better understanding of
the characteristics and incentives of
teachers in Latin America. It explores a

myriad of relevant issues including
training, certification, recruitment, pro-
fessional development, and teacher
supervision and evaluation. Policy rec-
ommendations emphasize an integral
approach to the effort to improve the
quality of the teaching profession in the
region.

RESEARCH DEPARTMENT
WORKING PAPERS

Better the Devil that You Know:
Evidence on Entry Costs Faced by
Foreign Banks (WP-477)

By Arturo Galindo,
Alejandro Micco and César Serra

Institutional and legal differences
between countries increase entry costs
and reduce banks’ ability to expand
abroad. Using bilateral foreign banking
data for 176 countries, it is found that
foreign banking is negatively affected
by absolute differences in the legal
setup and in basic institutions between
source and host countries.

Trade Intensity and Business
Cycle Synchronization:

Are Developing Countries Any
Different? (WP-478)

By César Calderon, Alberto Chong
and Ernesto Stein

This paper attempts to determine
whether trade intensity increases busi-
ness cycle correlation in developing as
well as industrial countries. On the
basis of annual information for 147
countries from 1960 to 1999, it is found
that countries with higher bilateral trade
exhibit higher business cycle synchro-
nization. The effect is not as great as in
the case of industrial countries, howev-
er, and the effect is mitigated by asym-
metries between countries’ production
structures.

The Cyclical Nature of North-South
FDI Flows (WP-479)

By Eduardo Levy-Yeyati, Ugo Panizza
and Ernesto Stein

This paper examines how the business
and interest rate cycles in developed
countries affect FDI to developing coun-
tries. It is found that FDI flows are coun-
tercyclical with respect to both output
and interest rate cycles in the United
States and Europe, whereas in Japan
they display either no cyclical behavior
or mild procyclical behavior.

Streamlining and Privatization
Prices in the Telecommunications
Industry (WP-480)

By Alberto Chong and Virgilio Galdo

This paper investigates determinants of
privatization prices by focusing on one
industry—telecommunications— across
many countries. The findings are consis-
tent with the little existing work on priva-
tization prices; the resulting best policy
prescription is primarily to concentrate
on the transparency of the privatization
process, as sale methods do matter.
Government administration of labor
downsizing may result in adverse selec-
tion, as the best workers are the first to
leave when given the opportunity.

Should State-Owned Firms Change
CEOs before Privatization? The Case
of the Telecommunications Industry
(WP-481)

By Alberto Chong and Virgilio Galdo

Should state-owned enterprises change
their chief executive officer before pri-
vatizing? This paper finds that CEO
replacement will improve performance
in the telecommunications industry
before privatization as measured by
penetration, operating efficiency, and
profitability. Moreover, these findings
are consistent with previous research
that links CEO replacement with an
increase in privatization prices.

» Continued on page 11
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Corporate Governance and Private
Capital Flows to Latin America
(WP-482)

By Alberto Chong, Alejandro Izquierdo,
Alejandro Micco and Ugo Panizza

This paper suggests that corporate
governance is a crucial determinant of
capital flows in Latin America. While the
region is characterized by relatively low
levels of corporate governance, it
shows highly volatile capital flows. By
implementing better corporate gover-
nance the region could reduce the sen-
sitivity of capital flows to external
shocks and hence reduce the volatility
of its economy.

Do State-Owned Banks Promote
Growth? Cross-Country Evidence

for Manufacturing Industries

(WP-483)

By Arturo Galindo and Alejandro Micco

This paper tests the efficiency of differ-
ent structures of bank ownership in tar-
geting manufacturing sectors in need of
credit. It is found that state-owned
banks do not play a significant role in
the development of industries that rely
more on external finance and/or that
have less tangible assets to pledge as
collateral.

Sudden Stops and Exchange
Rate Strategies in Latin America
(WP-484)

By Arturo Galindo and
Alejandro Izquierdo

This paper finds that countries’ ability
to sustain a credible monetary policy
depends on how vulnerable countries
are to the impacts of sudden stops.
Four factors are of vital importance in
this regard: i) opening up the econo-
my so there is an increased supply of
tradables; ii) reducing indebtedness
to limit the real exchange rate depre-
ciation required to adjust to a sudden
stop; iii) lowering currency mismatch-
es in the composition of debt relative

to output to reduce vulnerability to
valuation effects and iv) addressing
exposure to possible fiscal contingen-
cies to reduce the vulnerability of fis-
cal accounts.

Privatization and Labor Force
Restructuring around the World
(WP-485)

By Alberto Chong and
Florencio Lopez-de-Silanes

Using worldwide data, this paper finds
that adverse selection plagues down-
sizing programs carried out by govern-
ments before privatization, and several
labor retrenchment policies yield a neg-
ative impact on net privatization prices.
Moreover, various types of voluntary
downsizing lead to a higher frequency
of re-hiring of the same workers by the
new private owners. A qualified "do not
intervene" appears to be the safest bet
with respect to labor retrenchment
before privatization.

LATIN AMERICAN
RESEARCH NETWORK
WORKING PAPERS

Access to Credit and the Effect of
Credit Constraints on Costa Rican
Manufacturing Firms (R-471)

By Alexander Monge-Naranjo and
Luis J. Hall

Using a 2001 survey of manufacturing
firms, this paper finds that while banks
are the main source of credit for larger
firms, trade and informal credit remains
the leading source of funds for smaller
and newly created firms. In addition, the
probability of accessing bank credit and
the proportion of banking credit/total
debt is mostly influenced by the char-
acteristics of firms, not their owners.
The firm’s value and age, and whether
it keeps formal accounting procedures
are the most relevant determinants of
access to bank credit.

The Effects of Unions on

Productivity: Evidence from Large
Coffee Producers in Guatemala
(R-473)

By Sigfrido Lee and Carmen Urizar H.

This paper provides an econometric
analysis of the impact of unions on pro-
ductivity in Guatemala, specifically on
the production of coffee. Although union
density is low, there is evidence that
unions have a negative effect on the
productivity of large coffee plantations.
Also, it seems that capital has a larger
effect on unionized farms’ productivity
than on non-unionized farms. The pres-
ence of permanent workers on farms,
both in unionized and non-unionized
settings, has a negative effect on pro-
ductivity.

Teacher Unionization and the
Quality of Education in Peru:
An Empirical Evaluation Using
Survey Data (R-474)

By Eduardo Zegarra and
Renato Ravina

This paper analyzes the evolution and
current profile of teacher unionization
and estimates the impact of unioniza-
tion on the quality of public education
in Peru. There is evidence that the rate
of teacher unionization has dropped
during the last three decades, but espe-
cially during the 1990s, due basically to
the hiring of temporary teachers. It is
also found that unionized teachers are
older and more experienced, and that
males are more common in the union
membership. The data indicate that
unionization does not currently seem to
be a major factor affecting the quality of
services in the Peruvian public educa-
tion system.

OTHER PUBLICATIONS

Calvo, G., O. Celasun and M.
Kumhof. 2003. A Theory of Rational
Inflationary Inertia. In Knowledge,

» Continued on page 12
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Information and Expectations in
Modern Macroeconomics: In Honor
of Edmund S. Phelps, eds. P.
Aghion, R. Frydman, J. Stiglitz and
M. Woodford. Princeton: Princeton
University Press.

This paper develops a theory of infla-
tionary inertia based on forward-look-
ing staggered price setting in the non-
tradable goods sector of a small open
economy. Unlike current theories of
sticky prices, transitions to a lower
steady state inflation rate take time
even if they are fully credible, and they
are associated with significant losses
in output of nontradables. The same is
true for temporary programs, but
recessions in nontradables at the
beginning and the end of the program
are alleviated by a full recovery of out-
put in between. Empirical results using
Mexican data are consistent with the
theory.

Chong, A. and A. Micco. 2003. The
Internet and the Ability to Innovate

in Latin America. Emerging Markets
Review. 4:53-72.

This paper provides an overview of the
situation of the Internet in Latin America
and argues that while Latin American
countries are latecomers to the industry,
they could catch up at a faster pace and
a lower cost. That will depend, however,
on the environment for innovation in the
countries; in that respect, the Internet
may prove to be no different than other
technological changes. Importantly, the
paper demonstrates that the capacity to
innovate and assimilate new technolo-
gies is not just a matter of income or
infrastructure endowment.

Cowan, K. and H. Bleakley. 2002.
Corporate Dollar Debt and Devalua-
tions: Much Ado About Nothing
Working Paper Federal Reserve
Bank of Boston (02-5).
http://www.bos.frb.org/
economic/wp/wp2002/wp025.pdf

Much has been written recently about
the problems for emerging markets that
might result from a mismatch between
foreign-currency denominated liabilities
and assets or income flows denominat-
ed in local currency. In particular, sev-
eral models suggest that a ballooning
"peso” value of "dollar" liabilities result-
ing from a devaluation could, via a net-
worth effect, offset the expansionary
competitiveness effect. This paper uses
a new database with accounting infor-
mation for close to 400 non-financial
firms in five Latin American countries to
assess which effect dominates. Inter-
estingly, the average effect of a devalu-
ation was on net positive, and the con-
tribution of the net-worth effect was
small.

Gawviria, A., U. Panizza, J. Seddon
and E. Stein.2003. Political Particu-
larism Around the World.  World
Bank Economic Review . March.

This paper presents a new data set on
electoral systems and outlines its
potential uses in further research on
the connections between electoral
systems and economic outcomes. The
data set provides indicators of the
degree to which individual politicians
can further their careers by appealing
to narrow geographic constituencies
on the one hand, or party constituen-
cies on the other.

Hausmann, R., U. Panizza, and E.
Stein. 2002. Original Sin,
Passthrough and Fear of Floating. In
Financial Policies in Emerging Mar-
kets, M. Blejer and M. Skreb, eds.
Cambridge: MIT Press.

This paper considers a set of countries
with a de jure floating exchange rate
and finds substantial differences in their
exchange rate policies. In particular, the
paper explores how the ability to bor-
row in own currency and the degree of
passthrough from exchange rate to

prices affect the degree of exchange
rate management. The authors find
strong evidence for a negative link
between exchange rate flexibility and
ability to borrow in own currency, and a
much weaker link between passthrough
and exchange rate flexibility.

Lora, E. and U. Panizza. 2003. Struc-
tural Reforms in Latin America: Is
the Pendulum Swinging Back?
Journal of Democracy 14(2).

This article synthesizes the facts and
opinions that underlie the debate over
the future of structural reforms in Latin
America. It shows that the reform
process has been incomplete and
uneven, both across countries and dif-
ferent areas of reform. It also analyzes
public opinion of the reform process.
Growing disillusionment stems largely
from the corruption that has tainted the
privatization process in some countries.
In reviewing the effects of the reforms,
their impact on growth seems to have
been positive, albeit temporary, but the
effects on employment and income dis-
tribution have varied. The article con-
cludes with a summary of the main pro-
posals to expand or reorient the reform
agenda in the region.

Panizza, U., E. Stein and E. Talvi.
2002. Assessing Dollarization: An
Application to Central American and
Caribbean Countries. In  Dollariza-
tion. Cambridge: MIT Press.

This paper develops a set of criteria for
assessing the benefits and costs of
forming a monetary union with the U.S.
that incorporates the traditional criteria
found in the OCA literature, and that
expands them in directions considered
relevant to such a decision. To illustrate
the type of analysis necessary to
assess dollarization in practice, these
criteria are then applied to a set of
countries from Central America and the

» Continued on page 16
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Country Risk:
Who is to Blame?

ountry risk in many Latin Amer-

ican countries began to climb

alarmingly in mid-2002. In
Brazil, many pointed an accusing fin-
ger at Luis Inacio Lula da Silva, the
labor leader turned president whose
leftist campaign talk raised the hair of
more than one investor. In Colombia,
fears over the sustainability of the
public debt and escalating violence in
this war-torn country seemed to be
giving the market jitters. And in
Venezuela, a short-lived coup against
populist President Hugo Chavez and
escalating tension between the gov-
ernment and the opposition seemed
reason enough to boost that coun-
try’s interest spreads.

As legitimate as these explana-
tions may seem, are they real-
ly to blame for the steep rise in
interest spreads?

Actually, data from Latin-
MacroWatch suggest that the
source of the problem may lie in
the United States, not Latin
America. Certainly, domestic
factors may have played a role,
but the correlation in the behav-
ior of U.S. high-yield corporate
spreads with the EMBI+ for Latin
America (adjusted for Argenti-
na) is just too close to ignore
(See Figure 3). Apparently, per-
ceptions of business risk in the
United States have had a pro-
found impact on country risk in
Latin America.

The September 11, 2001

High Yield Bond

dals of 2002 rattled the nerves of U.S.
investors—and with good reason.
They were dramatic, unexpected
events with repercussions that could
linger for the long term. The collapse
of Enron and subsequent scandals at
Arthur Andersen, MCI and others had
an economy-wide effect. Moreover,
they occurred at a time when families
and firms were over-indebted and the
speculative bubble on Wall Street had
burst.

The perception of greater risk in
the U.S. high-yield corporate bond
market spread to Latin America. How
did this happen? One theory is that as
Enron et al cast its shadow over Cor-
porate America, the decline in foreign
direct investment (FDI) to emerging
markets accelerated and precipitated
outflows of financial capital. The rea-
son for this is twofold: higher spreads

increase the cost of financing FDI
projects and investing in emerging
markets does little to boost confi-
dence in balance sheets. Since FDI is
about the only source of financing left
in emerging markets, cutting this off
leaves these economies high and dry
for capital and naturally increases EM
spreads.

After spiking in September-Octo-
ber 2001 and then again in the fall of
2002, U.S. high-yield corporate bond
spreads and the EMBI+ have come
down, a trend only partly interrupted
by the War in Iraq. Even though the
fighting has ended quickly, several
risks still haunt the U.S. economy.
Should the U.S. economy suffer any
more tremors, Latin Americans
should brace themselves for the
inevitable aftershocks.

Figure 3. Emerging Market Risk or U.S. Risk?
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Look Who's Talking

This section of the newsletter spotlights presentations or events sponsored by RES in the past quarter.

Globalization, Institutional
Choice and Development

Dani Rodrik (Harvard University)
addressed IDB’s Board of Directors,
March 14, 2003.

Creativity and flexibility rather than a
strict menu of policy prescriptions may
be the key to growth. Developing coun-
try governments, international institu-
tions and lenders should keep this in
mind and learn from novel approaches
around the world. This was one of Dani
Rodrik’s main messages in his presen-
tation to the Board on Globalization,
Institutional Choice and Development.

Rodrik opened with a summary of
Latin America’s growth performance
from 1960 to 2000, which has proven
disappointing in comparison to other
regions. Latin America recorded aver-
age annual growth of 2.9% from 1960 to
1980, average negative growth of 0.8%
during the “lost decade” of 1980-1990,
and 1.6% annual growth during the
structural reform decade of the 1990s.
Moreover, the ratio of the region's GDP
to that of developed countries fell from
20% in 1960 to 13% in 1990.

This performance stands in marked
contrast to other developing regions.
East Asia has grown at an annual rate
of 4.4% since 1960, South Asia, partic-
ularly India, has exhibited accelerating
growth since 1980, and according to
official figures China has grown more
than 8% annually since 1980.

Several lessons can be drawn from
developing regions’ experience. First,
the growth evidence of all these regions
is broadly consistent with three “higher-
order” economic principles: Macroeco-
nomic stability; the importance of pri-
vate-sector incentives; and social pro-
tection to minimize conflict following
shocks. Second, periods of high growth

hardly ever result from the adoption of
Washington Consensus policies. Third,
periods of high growth are hardly ever
caused by policies aimed at deep inte-
gration into the global economyj; in fact,
integration may represent an effect
rather than a cause of growth.

The recent experience of China
provides a concrete alternative to Wash-
ington Consensus policies, showing that
higher-order principles can be observed
through a variety of institutional arrange-
ments. While a Washington Consensus
approach calls for institutional reforms
that take into account a web of econom-
ic causes and effects, the Chinese
approach has involved institutional inno-
vations or shortcuts that have in effect
provided property rights, financing,
appropriate pricing, incentives, and
macro stability. China’s household
responsibility system and township and
village enterprises have obviated the
need for ownership reforms, two-track
pricing has maintained subsidies while
allowing for market prices at the margin,
and latitude for policy experimentation
within China’s federal structure has gen-
erated incentives for policy competition
and institutional innovation.

The widely differing labor market
institutions in advanced economies pro-
vide a further example of plausible diver-
sity in institutional arrangements. Swe-
den, Finland, the United Kingdom and
the United States, for instance, have
increased their divergence in union den-
sity rates since 1950, and continue to
diverge in other areas of labor policy. As
in the Chinese experience, this suggests
that countries do not need to take only
one path toward growth.

The empirical record of high-growth
countries in the developing world, more-
over, provides several lessons for poli-
cymakers and lenders. First, growth

spurts are associated with only a rela-
tively narrow range of reforms, which
vary across countries, rather than a
comprehensive approach. Second, the
policy changes that initiate growth typi-
cally combine orthodox policy measures
with unconventional institutional innova-
tions. Third, institutional innovations are
often country-specific and cannot nec-
essarily be applied elsewhere. Fourth,
initiating growth is easier than sustain-
ing growth, and high growth periods that
are not accompanied by institutional fol-
low-up leave countries prone to growth
collapses and vulnerable to shocks.

Whatever specific policies are
chosen, a growth strategy should
include two principal features: an
investment strategy to stimulate short-
run growth and an institution-building
strategy to sustain medium-run growth.
The implementation of these strategies
should include both “carrots” and
“sticks.” Carrots consist of incentives
for entrepreneurs to invest, such as
short-term protection, credits, and sub-
sidies, while sticks include motivations
for discipline such as monitoring of
beneficiaries and withdrawal of support
from those who do not comply with
agreed-upon terms.

The experience of developing
countries, particularly Latin America, in
recent decades illustrates what hap-
pens when only half of this two-pronged
prescription is implemented. The import
substitution industrialization (ISI) peri-
od in Latin America was characterized
by provision of incentives without disci-
pline; the result in many countries was
an overly diversified industrial sector,
with some firms permanently depend-
ent on subsidies rather than markets.
Conversely, the recent period of struc-
tural adjustment monitored by interna-

» Continued on page 15
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tional financial institutions has featured
discipline without incentives, even
though some developing countries still
need incentives for investment and/or
to continue industrialization.

A country's choice of development
strategy, however, is constrained by
what has been called the political
trilemma of the world economy. In the-
ory, countries might wish to maintain
simultaneously the integrity of the
nation state, democratic politics and
deep integration into the global econo-
my; in practice, however, countries
must choose two of these three goals.
Within this trilemma, countries pursu-
ing growth strategies must develop
market-supporting institutions, as mar-
kets neither create, maintain nor legit-
imize themselves without assistance.

Given the diversity that exists
among countries, these institutions are
unlikely to take the same form in all
places. While growth policies of the
1990s were often characterized by a
conflation of general goals and specific
arrangements, particularly from the point
of view of international financial institu-
tions, there is currently more acknowl-
edgment that experimentation and coun-
try-specific strategies are valid if they are
undertaken in accordance with higher-
order principles. For instance, although
lending conditions prevented Latin Amer-
ican countries from engaging in exten-
sive experimentation at the national level
during the 1990s, significant experimen-
tation took place at the subnational level,
and with interesting results.

In light of the experience of recent
decades, it seems there is a desirable
diversity in the range of countries’ insti-
tutional arrangements to encourage
and sustain growth. This experience
holds particular relevance for interna-
tional institutions and lenders: it may
be better to operate on the basis of
"thin" rules that allow experimentation

rather than "thick" rules that discour-
age diversity and in turn constrain
growth strategies and policies.

Argentina:
From Tragedy to Triumph

Federico Sturzenegger (Universidad
Torcuata di Tella) was lecturer at the
IDB, January 16, 2003.

Professor Sturzenegger began with a
survey of conditions prior to Argentina’s
late 2001 default and abandonment of
the Convertibility regime. International
conditions proved increasingly unfavor-
able to Argentina’s efforts. Both the Inter-
national Monetary Fund and the United
States Treasury Department became
increasingly skeptical of Argentina’s abili-
ty to maintain a fixed exchange rate, and
prevailing opinion in the international
financial community was that Argentina
should float its exchange rate. In addition,
the U.S. Treasury expressed concern that
efforts by international financial institu-
tions to prop up the Convertibility regime
might contribute to moral hazard. At the
same time, investment banks increasing-
ly took short positions on Argentine
bonds, signaling a lack of confidence in
the country’s economy and perhaps cre-
ating a self-fulfilling prophecy:.

These external conditions brought
pressure to bear on a particularly vexing
domestic situation in late 2001. In addi-
tion to the inherent difficulties of the fixed
exchange rate, Argentina experienced an
unusual fiscal tightening as dictated by
the Zero Deficit Law, adopted largely to
satisfy international lenders. However,
when the government was obligated to
pay the customary thirteenth monthly
wage, it became clear that the tightening
was not enough to reach the zero deficit
target. This further reduced the support
of international lenders leading to
Argentina’s default, abandonment of
Convertibility, and pesoification of debts.

While such an abrupt change in pol-
icy is not without precedent—the United
States effectively dollarized its debts in
1933 by abandoning the gold standard—
the aftermath of Argentina’s change in
policy has proven particularly difficult. The
assessment of different exchange rates
for different classes of liabilities has under-
mined confidence, and the prospect of a
Supreme Court ruling that may lead to
redollarizing some deposits has con-
tributed to an atmosphere of uncertainty.

The consequences of these
changes have been dramatic. In a
volatile political and economic environ-
ment, the driving force of the Argentine
economy has at least until recently been
capital outflow, estimated at 50% of
GDP for the first half of 2002. The poor
have been particularly hard-hit by deval-
uation, as the sudden change in the real
exchange rate greatly diminished pur-
chasing power. Moreover, the shock to
provincial finances led to the issuance
of quasi-monies that have complicated
the country’s efforts to formulate coher-
ent fiscal and monetary policies.

The present situation, however,
bears signs of hope. The Central Bank
has so far prevented hyperinflation
through its use of reserve funds, and the
Plan Jefe de Hogar program has helped
to promote social stability by providing a
subsidy to low-income workers. While
unemployment remains high, labor
demand appears to be rising, particular-
ly in the provinces that produce tradable
goods and benefit from a devalued
exchange rate; agricultural export sec-
tors such as wine, meat, and grain are
similarly benefiting. Additional reactiva-
tion and growth, though from a modest
base, are associated with growing import
substitution in goods and service sectors
such as tourism and education.

Argentina faces a variety of policy
challenges in translating the present

» Continued on page 16
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bottoming-out into a viable recov-
ery. The first is continuing to con-
tain inflation, especially in light of
recent increases in the money sup-
ply. Second, Argentina must contin-
ue to chalk up primary budget sur-
pluses that are large enough to
facilitate debt restructuring, a task
complicated by the prospect of
redollarization. Moreover, in an
atmosphere of low aggregate
demand and increasing business
profitability, the question remains of
how to turn those profits into the
basis of investment and growth
rather than a source of capital out-
flows.

Sturzenegger noted that a
potentially more intractable prob-
lem is the conflictive nature of
Argentine society. The inability to
build consensus and support for
Convertibility may have made that
model unworkable, and the frac-
tiousness of the country’s politics
and culture may similarly under-
mine subsequent growth strate-
gies, regardless of their intrinsic
merits. These risks are exacerbat-
ed by what Sturzenegger called
"chronic" and “structural® pes-
simism, as well as a public tenden-
cy to make high demands on the
government and political system,
then to protest and punish officials
when expectations are not met.
Periodic readjustments in the polit-
ical and economic system, with
compensation of "losers" in the
process, have destroyed meritoc-
racy, promoted a non-universal
view of the law, and diminished the
country’s governability. Moving
from the current equilibrium to one
in which Argentines support a
shared paradigm may represent
the country’s greatest challenge.

Network News

Latin American Research
Network Call for

Proposals

The Elasticity of Substitution in
Demand for Non-tradable Goods
in Latin America

The objective of this Research Net-
work project is to estimate the elas-
ticity of substitution between tradable
and non-tradable goods, as well as
associated price elasticity of demand
for non-tradable goods.

To access information pertaining
to this call, please visit the Research
Network Web Site: www.iadb.org/res/
researchnetwork. Institutions interest-
ed in submitting proposals should
inform Raquel Gomez before April 25,
2003, email: red@iadb.org. Research
proposals must be received by May
16, 2003.

Latin American Research
Network Conference at
Boston College

An international conference on the
"Balance Sheet Effects of Exchange
Rate Fluctuations in Latin America",
sponsored by the IDB Research
Department and the Department of
Economics at Boston College will be
held on the Boston College campus
in late May. The conference brings
together six teams of researchers
from the Latin American Research
Network who have gained access to
firm level data on the currency com-
position of debt. Using these data,
the researchers have empirically
investigated the importance for firms'
investment decisions of the balance
sheet effects of exchange rate fluctu-
ations. The conference agenda is
available at http://fmwww.bc.edu/ec
/ec.php

The conference will take place
on May 23 and 24 at the Lynch Exec-
utive Conference Center, Fulton Hall,
Room 513.

Caribbean, which are among the most
likely in Latin America to take the first
steps toward full dollarization of their
economies.

Panizza, U. 2002. The Strange Case
of the Public Sector Wage Premi-

um. Public Finance Management .
2(3) 334-355.

Empirical work suggests the pres-
ence of a public sector wage premi-
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um. This paper investigates the the-
oretical reasons for the presence of
such a premium. The results of the
paper are consistent with the higher
premium paid to women and with the
fact that the premium decreases
with skills. The key insight of the
paper is that job security under-
mines the incentive to work hard and
forces the public sector to pay high-
er wages.
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