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Abstract
Latin America and the Caribbean has, generally speaking, shown greater resilience in the face of the
current economic crisis than other regions, both in terms of economic growth and employment. The
countries of Latin America have performed well economically and their labour markets have not been
particularly affected, in spite of the uncertainty that the global economy is currently experiencing. This
notwithstanding, the region faces the challenge of capitalizing on its numerous achievements, whilst not
losing sight of its weaknesses.
This document presents the most recent trends with regard to economic growth and employment in the
region. In this context, it reflects on the slowdown in economic growth that has been observed recently
in various Latin American countries, and highlights the different macroeconomic and labour-market
challenges that the region confronts. Specifically, the paper advocates a more diversified productive
structure that would favour the export of products with higher value added - which, in turn, requires
investment in education to develop a workforce possessed of the skills needed for this structural change.
Latin America and the Caribbean must also address the social challenge posed by the need to reduce
income inequalities, extend social protection and reduce the weight of the informal sector in the
region’s economy.
Lastly, this document argues for the importance of designing and coordinating a set of policies to be
implemented at both national and international level. Stronger regional economic integration and the
promotion of internal sources of growth would contribute to industrial development and the
diversification of the economic base. Also, better regulation of financial flows and stimulation of public
and private investment would lead to stronger macroeconomic stability. With regard to social and
labour-market policies, programmes that transfer cash to households, as well as measures that support
the transition to formality, are extremely useful tools to fight poverty and social exclusion, and to
promote inclusive economic growth. Finally, it is fundamental that these social protection measures be
complemented by well-designed active labour-market policies that support the integration into the
labour force of those most at risk of exclusion.

Keywords: promotion of employment / economic growth / labour market / social protection /
development policy / Latin America / Caribbean
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1. Latin America and the Caribbean in the global context
The state of the global economy is uncertain, with prospects of modest growth over an extended
period. The IMF’s most recent projections forecast global growth of 3.6 per cent in 2014, a rate 0.6
percentage points higher than that recorded for 2013 (Figure 1). While this figure justifies a degree of
optimism regarding a greater global economic recovery, it is important to remember that this growth
rate is 0.2 percentage points lower than that recorded, on average, over the post-crisis period (20102013). Moreover, as Global Employment Trends 2014 indicates, the growth projections made by the
main international organizations have been repeatedly revised down over recent years (ILO, 2014a).
Therefore, it is reasonable to doubt the accuracy of the predictions for 2014.
Weak global economic growth is essentially rooted in the advanced economies, which are predicted to
grow by 2.2 per cent in 2014 (Figure 1). This slow growth, in turn, has its roots in advanced countries’
unresolved financial sector problems and high levels of public indebtedness, coupled with fiscal
consolidation measures that limit economic growth and job creation.
The unfavourable economic climate in the advanced countries is having negative collateral effects on
some emerging economies, including China and India. Until a relatively short time ago, international
trade was the principal mechanism for global transmission of the negative effects of the crisis.
However, the anticipated and narrow monetary stimulus provided by the central banks of some
advanced economies has created uncertainty and volatility in the global financial markets (ILO,
2014b). As various sources indicate, this financial instability particularly affects emerging and
developing economies, which tend to have fewer defence mechanisms (Ffrench-Davis, 2012).
Regions such as Latin America and the Caribbean have been affected by the increased volatility of
international capital flows, which has obliged them to rapidly adjust their macroeconomic policy in
order to limit the impact on exchange rates, while also weakening their national economies.
The economic growth of Latin America and the Caribbean decelerated over the course of 2013 as a
result of the negative international climate, although it remained positive. The region’s GDP grew by
2.7 per cent in 2013, 0.4 percentage points less than the previous year and 3.3 percentage points less
than in 2010. Further, a deceleration in economic growth is forecast for 2014. Latin America’s GDP is
estimated to grow by approximately 2.5 per cent in 2014, a growth rate 0.2 percentage points lower
than that recorded for 2013 (Figure 1).
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Figure 1 Real annual GDP growth, 2007-2014
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As a result of the uncertain economic situation, the global unemployment rate is predicted to reach 6
per cent in 2014, 0.6 percentage points higher than its pre-crisis level. In addition, the level of global
unemployment is estimated to remain virtually constant over the next five years - meaning it will
continue to be half a percentage point higher than before the crisis. While it is true that in emerging
and developing countries the situation as regards unemployment is more positive, the knock-on effect
from the advanced economies has resulted in an acceleration in unemployment growth in most
countries and regions (ILO, 2014b). For example, in 2014 unemployment rate is forecast to grow by
0.2 percentage points in Central and South-East Europe, and by 0.1 percentage points in both South
and East Asia. Similarly, the economic deceleration of 2013 is expected to affect the Latin American
labour market over the course of 2014. In fact, unemployment rate in the region is predicted to
slightly increase, from 6.2 per cent in 2013 to 6.3 per cent in 2014 (Table 1).
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Table 1 Unemployment rate by region: 2007, 2012, 2013 and 2014
2007

2012

2013

2014p

Global

5.4

5.9

6.0

6.0

South Asia

4.0

3.9

3.9

4.0

South-East Asia and the Pacific

5.5

4.1

4.3

4.3

East Asia

3.8

4.4

4.5

4.6

Latin America and the Caribbean

6.9

6.3

6.2

6.3

Sub-Saharan Africa

7.3

7.4

7.4

7.4

Central and South-East Europe (non-EU) and CIS

8.2

8.0

8.1

8.3

Advanced economies

5.8

8.6

8.5

8.3

Middle East

10.2

11.1

11.1

11.1

North Africa

11.5

12.4

12.3

12.3

Note: The data for 2014 are projections.
Source: ILO, Trends Econometric Models, April 2014 (ILO, 2014b).

2. Challenges facing Latin America and the Caribbean
Based on the economic and labour market context described in the previous section, the region should
make the most of its numerous achievements without losing sight of its weaknesses, particularly in the
light of the deepening of the crisis in the advanced countries. Indeed, Latin American countries face
various macroeconomic and labour market challenges.

2.1. Challenges related to the growth model
Exports have played a crucial role in the economic evolution of Latin America and the Caribbean,
especially from the 1980s onwards. In concrete terms, exports accounted for approximately 15 per
cent of Latin America’s GDP in the early 1980s, but grew to account for over 25 per cent of its GDP
over the first decade of the new millennium. In 2012 exports represented 24.7 per cent of Latin
America’s GDP, 1.5 percentage points less than the previous year and 1.7 percentage points less than
prior to the crisis.
Latin American exports are notably concentrated, both in terms of the kinds of products traded and
their destinations. In 2012 the Latin American countries as a whole sent 57 per cent of their exports to
advanced economies (i.e. the United States, Canada and the European Union), while only 16 per cent
went to other countries in the region (Figure 2). These figures contrast starkly with what has been
observed in the Asian region. In fact, around 40 per cent of Asian exports go to other Asian countries
(if exports to China are included the figure is over 55 per cent). The concentration of its exports
represents a significant challenge for Latin America and the Caribbean, particularly in view of the
worsening global economic situation and, in particular, the economic relapse of various developed
countries, among which are the region’s principal trading partners.
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Figure 2 Latin American and Asian exports by destination region, 2012
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As well as having a macroeconomic impact, the concentration of Latin America’s exports and the
consequent lack of diversified production structures have a direct effect on the skills of the labour
force, and, in turn, labour productivity. Although labour productivity in the region recovered quickly
from the 2009 fall, it has continued to grow at a rate below the global average. Further, projections
contained in Global Employment Trends 2014 suggest that this tendency will continue over the next
four years (Figure 3).
Weak labour productivity in Latin America and the Caribbean reflects the limitations the region faces
with regard to the generation of productive capacity. This negative drift could be reversed through
greater investment, particularly in sectors with a big technological component. However, investment
as a percentage of GDP has stagnated over the last decade; in 2013 it represented 22.1 per cent of
GDP. Moreover, levels of investment are low in comparison with other emerging economies. In 2013,
for example, Latin American investment as a percentage of GDP was 20 percentage points lower than
that recorded for Asian developing countries (Figure 4).
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Figure 3 Labour productivity index, 2000-2018 (2000=100)
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Figure 4 Investment as a percentage of GDP, by region
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The decrease in exports and investment in Latin America and the Caribbean can probably be
attributed to the fact that some of the region’s principal trading and investment partners are among
those worst hit by the crisis. Furthermore, advanced economies’ relapse could spark new capital
flows, seeking the higher profitability of emerging markets. This bigger flow of foreign direct
investment could cause exchange rate fluctuations that would affect the external competitiveness of
Latin America and the Caribbean, and have a significant distorting effect on the region’s real
economy.

2.2. Challenges related to the labour market
On top of macroeconomic challenges, Latin America must respond to its social and labour-market
challenges. The need for a more diversified production structure that would enable the region to
export products with more value added requires investment in education, to create a skilled labour
force able to support such a structural transformation. At the same time, Latin America must extend
social protection, and reduce the weight of the informal sector in the region’s economy. Despite
significant improvements in the last decade (particularly in Argentina and Brazil), approximately 50
per cent of non-agricultural employment in 2011 was informal. This problem is particularly pressing
in some countries, including Bolivia, Honduras and Peru, where informal employment accounts for
approximately 70 per cent of non-agricultural employment (ILO, 2012).
Figure 5 Estimated informal employment shares, 2011 (per cent)
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Source: ILO (2014a).
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In the majority of Latin American countries, the wealth generated by labour productivity has not been
distributed evenly between wages and profits. In fact, the share of GDP allocated to labour decreased
almost continually between 2000 and 2008. There has, however, been a noteworthy change in this
trend since the economic crisis in 2009 (Figure 6). On the other hand, real wages in the region have
improved, although there are significant inequalities between countries. While real wages grew in
Brazil and Paraguay by more than 4 per cent in 2012, in countries like Colombia and Mexico they
increased by only 1 per cent. Similarly, there is mixed progress with regard to the minimum wage.
While there has been a considerable increase in the real minimum wage in some countries, such as
Brazil and Uruguay, in other territories including El Salvador, Mexico and Panama, the increase has
scarcely offset price rises and, therefore, its effect on workers’ purchasing power has been neutral
(ILO, 2013a).

Figure 6 Share of labour incomes in GDP, 1998-2010 (2000=100)
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Source: World of Work Report 2014 (ILO, 2014b).

Over the last decade, the Latin American region has seen a significant reduction in income inequality.
Yet the degree of inequality remains high by international standards. The Gini coefficient is higher
than 45 per cent for the majority of countries in the region, and higher than 55 per cent for some, such
as Colombia and Honduras. On the other hand, according to the World of Work Report 2013,
economic growth, better quality jobs and the reduction of inequalities have contributed, over the
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course of the last decade, to the growth of Latin America’s middle class. To be precise, Latin
America’s middle-income group grew by more than 100 million in only ten years, from 152 million
people in 1999 to 253 million in 2010 (Table 2). Moreover, in most countries in the region, the
increase in the number of people on middle incomes was greater than the increase in the number of
people barely above the poverty threshold. This swelling was particularly notable in Brazil and
Ecuador, where the middle-income groups grew between 1999 and 2010 by 15.8 and 14.6 percentage
points, respectively (ILO, 2013b).1

Table 2 Size of different income groups by group of countries (millions of people)

Low-income economies
1999
2010
Low- and middle-income economies
1999
2010
Middle- and high-income economies
1999
2010
Total
1999
2010
Latin America and the Caribbean
1999
2010

Group in poverty

Vulnerable
group

Middle-income
group

432.8
493.5

63.2
131.5

18.9
38.5

1,432.5
1,371.1

556.3
904.8

69.3
171.4

1,560.8
1,046.7

497.7
888.9

175.0
484.2

3,426.2
2,911.3

1,117.2
1,925.2

263.2
694.1

111.3
60.5

203.3
190.3

152.4
253.1

Source: World of Work Report 2013 (ILO, 2013b), based on the PovcalNet database of the World Bank.

1

In the Report, the middle class in these two countries is defined as comprising those with incomes of between
10 and 50 US dollars a day. All the data are from the PovcalNet databases of the World Bank and are expressed
in 2005 purchasing power parities.
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3. Reflections on policy
Latin America and the Caribbean has been one of the regions to be only moderately affected by the
current economic crisis and its impact on the labour market. The region has also continued to show
good economic and employment performance over the last few years, despite the uncertain state of
the global economy. In order to make the most of its achievements thus far, without losing sight of its
weaknesses, it is essential to design and coordinate policies at both national and international level.
•

Regional integration and industrial policy. Given the weak growth prospects of the majority of
their trading partners, the countries of Latin America and the Caribbean could accelerate their
development through a coherent policy strategy based on stronger regional economic integration
and the promotion of internal sources of growth. Moreover, regional integration could support
industrial development and the diversification of the economic base, which is often dominated by
the exploitation of natural resources. In this regard, the Latin American region could undertake to
implement similar processes to those that other regions have used to cooperate in inter-regional
trade. Asia’s regional integration process, for example, deserves particular attention.

•

Reform of the financial system. To achieve stronger macroeconomic stability, the internal capital
market must be reformed and financial flows better regulated. National banks for development,
such as Banco Nacional de Desenvolvimento Econômico e Social do Brasil (BNDES), are notable
initiatives in this arena.

•

Promotion of investment: It is worth highlighting the value that support for public and private
investment by the region’s governments would have. As the World of Work Report 2013
indicates, if policies designed to stimulate investment (such as tax exemptions) target the most
labour-intensive sectors or activities that generate energy savings, they are likely to have a
positive impact on employment. In addition, an increase in public investment has positive effects
on productivity and, if well directed, can also promote private investment, particularly in those
regions most in need of investment in basic infrastructure (ILO, 2013b).

•

Support for economic assistance programmes. Social protection policies, such as cash transfer
programmes to households, can be highly useful tools to combat poverty and social exclusion and
support inclusive economic growth. In the same way, a minimum wage can act as a social
protection floor in the face of salary cuts, and can stimulate demand in periods of crisis. Brazil
serves to illustrate this - it has made considerable progress in terms of poverty reduction, owing,
in part, to a more solid national minimum wage and to the cash transfer programme “Bolsa
família”.

•

Strengthening of active labour market policies. It is important for adequate social protection
measures to be complemented by well-designed active labour market policies. While it is true that
social protection floors guarantee a minimum income and protect individuals, active labour
market policies can support skill updating and the alignment of work supply and demand, thereby
reducing the risk of long-term unemployment. Programmes such as “Empléate” in Costa Rica and
“Jóvenes con más y mejor trabajo” in Argentina are examples of social protection programmes
with a strong active component.
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Stimulation of formal job creation and improvement of informal workers’ working conditions.
The high incidence of informal employment in Latin America and the Caribbean is largely due to
the existence of institutional frameworks that are unfavourable to formalization. Simplification of
administrative procedures and reduction of financial barriers to formalization, therefore, are
measures that would support the gradual transition to a formal economy. Measures such as
reducing taxes and administration fees for small and medium enterprises could be contemplated.
Moreover, informal employment has clear negative repercussions on workers and their families.
In fact, not only can a high incidence of informal employment increase the risk of poverty and
exacerbate income inequality, but, also, the persistence of poverty makes it more difficult to
reduce the region’s informal employment. There have, however, been examples of good practice
in the region - such as Argentina’s integrated strategy for reducing informal employment through
economic, social and labour measures – which other Latin American and Caribbean countries
could try to emulate.
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