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Prologue

L. Enrique Garcia
Executive President of CAF

The evidence on territorial development patterns in Latin America shows there are significant
disparities in levels of production, income and welfare within countries. On the other hand, there
are cases in which territories and city-regions have been very successful in promoting producti-
vity within firms and industries and improving citizens’ quality of life.

Generally, this success owes more to factors that are susceptible to control by the population and
its authorities and less to exogenous factors such as climate, natural resources, and the proximity
to navigable waterways, among others. In particular, we see that efforts at the local level have
centered more on improving workforce quality (accumulation of human capital), attracting
investment into firms and industries through the development of productive chains and/or clusters
and strengthening the development of public policies and institutions. Besides providing social
and economic infrastructure, these efforts also facilitate the exchange of ideas, citizen participa-
tion and transparency in collective decision-making.

This latest release of the Report on Economics and Development seeks to contribute to the
understanding of these patterns of local and regional development and to identify public policy
options that, together with strong participation from governments and subnational institutions in
their design and implementation, allow for the compatibilization of economic growth and balan-
ced development across territories and throughout economies. The Report highlights the role that
local and regional governments play in shaping these institutions and policies. Their proximity to
stakeholders in the productive process and families that directly benefit from public services
allows them to obtain information and the capacity to create consensus, which enables more
effective public decision-making. It also strengthens the response of stakeholders from the private
sector. The intensification of the decentralization process over the past twenty years in Latin
America has expanded the space in which subnational governments can forge these types of local
and regional development strategies.

The analysis presented throughout this publication suggest that a successful local development
strategy should be comprehensive, that is, it should act upon all of the determinants of develop-
ment and at the same time base itself on the territory. Thus, subnational governments play a key
role in its design and implementation. This role goes beyond the formally mandated powers of
spending, taxation and regulation emerging from the decentralization process. Ultimately, what
makes a city or region more or less competitive is the prevalence of “soft” institutions, consisting
of popular assemblies, neighborhood associations, business chambers, learning and cultural
centers, among others, through which different stakeholders may interact, express demands and
share information within an atmosphere of cooperation and trust. At the local level, the possibility
of creating this institutional fabric is favored by the physical proximity of the diverse interests.
These institutions enable a more efficient public decision-making process that can successfully
respond to both the risks and the opportunities that are generated by technological change and
national and international economic trends.
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With the sixth edition of this Report on Economics and Development, CAF hopes to contribute to
the debate on the role of subnational governments (alongside other local actors) in the economic
development of Latin America. Reducing income gaps and other variables that affect quality of
life require the sourcing of goods and services, both public and private, whose production techno-
logy involves the use of local resources, such as human capital and institutions, which cannot
easily be provided by the central government. This proves the fundamental role that territorial
stakeholders play.

We at CAF hope that this latest contribution will be helpful in building the yearned for economic
and social development of our nations.
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Development in the territory:
promoting local initiatives

Introduction

A noticeable stylized fact of economic development
in Latin America since the middle of the last century
is that the region has not been able to reduce its per
capita income gap with respect to the developed
world. Over the past twenty years, as a response to
this challenge, the region’s nations have undertaken
various policies aimed at strengthening their partici-
pation in global trade and investment flows. Initia-
tives of subcontinental and regional integration
have also complemented these policies of global
liberalization. The effect of these polices on growth
and national development has been widely
analyzed, as relatively successful cases exist along-
side others whose results have fallen short of expec-
tations (Edwards, 2007; Rodrik, 2003; Rodrick and
Rodriguez, 2001; Cardenas et al., 2000).

In any event, beyond the aggregate results of each
country, it is clear that the process of globalization
and integration with international markets has
consequences over the development of regions
within nations. In this new context of liberalization
and international integration, economic activity
becomes more dynamic, and in turn, the determi-
nants that shape the competitiveness of each region
or locality also become increasingly mutable. For
example, technological progress can cause the
decline of a region with a strong pattern of concen-
tration in a single industry; commercial liberaliza-
tion can make proximity to a large domestic
consumer market less relevant in determining the
location of new firms and, in contrast, can favor
locations with better access to international
markets; the promotion of foreign direct investment
(FDI) can add value to the exploitation of natural
resources located in specific places; etc. In other
words, international economic dynamics imply that
comparative advantages enjoyed by certain territo-
ries in the past are becoming less important, while
or others —previously not considered— emerge.

So, why should the territorial or spatial dimension
of development or growth processes be a cause for
concern? It is to be expected that any policy, tech-
nological change or new circumstance in the world
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economy would generate regional winners and
losers (as well as sectoral winners and losers). From
the perspective of a nation’s aggregate welfare, the
important thing is that in net terms the change is
positive and that there is always a way to compen-
sate the affected localities and still have a net gain.
In this sense, expecting the aggregate economic
dynamic to be “neutral,” from a spatial point of
view, could be an unrealistic or perhaps mistaken
objective, limiting the adoption of policies or initia-
tives that promote economic growth.

Notwithstanding these arguments, the analysis of
the territorial consequences of national and interna-
tional policies and trends are very relevant for
several reasons. First, in practice, such transfers or
compensatory policies are rarely implemented.
Therefore, from the perspective of the “political
economy” of reforms, it is very important to know
which regions or locations benefit or lose, as well
as the magnitude of such impacts. This is important
especially if disparities in the distribution of
economic activity and regional production also
affect access to basic services (i.e. education and
health) that fundamentally determine the future
possibilities of families” human development. In
this case, territorial disparities can translate into
significant and persistent disparities in income and
quality of life across the population.

Secondly, from the standpoint of public policies, it
is important to consider that the final effects of
technological change and globalization on regions
and localities will depend on how these shocks are
mediated through a series of markets (products and
factors) that can be subject to market failures or
coordination problems, reducing gains or magnify-
ing losses. In other words, these movements in the
economic opportunities of territories are not only
determined by external factors but their ultimate
consequences on employment opportunities and
household welfare will also depend on institutional
aspects, public policies and private initiatives that
can moderate negative effects and/or enhance
opportunities.

——

13
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In this context, the object of this report is to high-
light the role that local governments and regional
governments play in shaping these institutions and
policies in favor of the development of their territo-
ries. Proximity to the actors of the production
process and to the families that directly benefit
from local public services allows access to informa-
tion and the capacity to generate agreements and
consensus that can render the decision making
process more efficient and strengthen the response
of local private sectors. In this sense, the intensifi-
cation of the decentralization processes that has
occurred in Latin America in the last twenty years
has expanded the space of subnational governments
in forging these types of local and regional develop-
ment strategies.

The evidence on territorial development patterns
demonstrates the existence of significant disparities
in production, income and welfare levels within
countries. With the exception of certain basic
welfare indicators (such as illiteracy or infant
mortality), these gaps do not appear to be declining
over time. On the other hand, there are cases of
territories and city-regions that have been very
successful in increasing the productivity of their
firms and industries as well as their citizens’ quality
of life. In general, this success has been associated
less with factors exogenous to the location or region
(climate, natural resources, proximity to navigable
rivers, etc), while other, endogenous, factors have
been more relevant. In particular, an effort can be
seen at the local level to improve the quality of the
workforce and the education of the population
(accumulation of human capital), in order to attract
firm and industry investment through the develop-
ment of clusters and/or productive chains, all of
which is strengthened by the development of insti-
tutions and public policies that not only provide
economic and social infrastructure but also facili-
tate the exchange of ideas, civic participation and
transparency in collective decision making.

The analysis presented throughout this publication
suggests that a successful local development strat-
egy should be comprehensive, that is, it should act
upon all of the determinants of development and at
the same time base itself on the territory. Thus,
subnational governments play a key role in its
design and management. Such a role is not neces-
sarily limited to formal powers of spending, taxa-

——

tion and regulation as determined by the decentral-
izing regime, although of course it may influence
some of the results. In that sense, the management
of local development involves, on the one hand,
promoting the quantitative and qualitative analysis
of the present and future potential of a locality or
region. This diagnostic should analyze the opportu-
nities and threats that emerge from the external
context both nationally and internationally. A
second step is to raise awareness of these opportu-
nities and threats by both public and private stake-
holders that act within the territory (including the
highest levels of government). Third, stakeholders
should agree on objectives, actions and initiatives,
which should be reflected in mid- and long-term
strategic plans. Finally, initiatives should be devel-
oped and executed and the results evaluated. As
can be seen, this whole process of managing local
development requires strong leadership and the
ability of different members of the community to
interact with one another.

The goal of this chapter is to provide motivation for
the analysis developed throughout the book and
summarize its main points and conclusions. To that
end, it first documents the evidence on the magni-
tude and dynamics of economic development
disparities within countries. These disparities may
relate to the levels of production and per capita
income between regions and localities. Neverthe-
less, as mentioned before, differences in quality of
life indicators between localities is the most rele-
vant issue from the perspective of the population’s
welfare. There is abundant empirical evidence
demonstrating that quality of life does not only
depend on household incomes (IADB, 2008). Other
variables, associated with access to certain basic
services such as health and education, and the phys-
ical and cultural characteristics of where house-
holds live and carry out their activities (i.e. secu-
rity) are also very important.

Secondly, it presents a simple conceptual frame-
work that will allow the identification of possible
factors determining the evolution of income and
quality of life differentials within countries, with
the goal of understanding the determinants of local
development sources and the policies that promote
them. As will be seen, such a conceptual framework
emphasizes that the differences in local develop-
ment patterns are mainly explained by the complex



interactions between three fundamental determi-
nants of local economic growth: economies of
agglomeration and specialization; migration and
human capital; and institutions. Within this last
determinant, the concept of “soft or informal insti-
tutions” stands out, referring to different types of
interaction among economic actors, the networks
they form, cultural factors, attitudes towards risk,
managerial and entrepreneurial capacity, and local
leadership, among others, which from the local
level can influence firm localization decisions,
migratory choices of the work force, and the ability
of the local community to adapt to surrounding
changes.

This introductory analysis of the factors that deter-
mine local development serves as a motivation for
the rest of the report. The first part (chapters 2-5)
analyzes with more detail each of the factors and
offers evidence for the case of Latin America. The
second part (chapters 6-8) explores the implications
of initiatives directed towards improving produc-
tive development and the quality of life in regions
and localities, and the role played (through design,
implementation, etc.) by city and departmental
governments and private actors.

The rest of the chapter is organized as follows: the
second section presents evidence on the magnitude
and dynamics of the disparities in per capita income
and other welfare indicators at the subnational level
for various Latin American countries. This opens
the discussion for the third section, which formally
presents a conceptual framework that rests on three
main pillars: economies of agglomeration and
specialization, human capital and institutions.
Finally, the fourth section describes the structure of
the rest of the report and summarizes the main
conclusions of the different chapters.

Evidence on disparities in production,
income and quality of life in subnational
territories

To what extent has the development process in
Latin America over the last few decades been
marked by the rise of significant territorial dispari-
ties in economic activity and welfare? This section
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seeks to answer this question and, thus, motivate
the analysis of the possible determinants.

Production and income disparities
at the subnational level

It is a documented empirical fact that the growth of
national per capita income is accompanied by a
process of concentration of economic activity
within the territory (World Bank, 2009; ECLAC,
2009). In fact, one of the first stages in the develop-
ment process is the migration from rural areas
towards cities, which implies a growing degree of
urbanization. In Latin America, this urbanization
process is already well established in many coun-
tries, often exhibiting a high degree of concentra-
tion in a small number of cities (see Table 1.1). In
this sense, in the majority of countries with a high
degree of urbanization, the most important city
accounts for close to or above 30% of the total
urban population.

This pattern of concentration of population in a
limited number of regions is correlated with an
observed concentration in the generation of employ-
ment and economic activity. Figure 1.1 (see p. 17)
shows maps with the share of GDP (the darker the
shade the greater the share) and of total population
(the larger the circle the greater the share in total
population) in eight selected countries in Latin
Americal. Clearly, the economic geography of these
nations does not exhibit much territorial homogene-
ity. Within the same country, scarcely populated
regions with limited shares of total wealth coexist
with regions that produce over 40% of the goods
and services of the total economy and where
between a third and a half of the nation’s inhabitants
are concentrated. This is the case, for example, of
The Province of Buenos Aires in Argentina, with
43% of national GDP and 41% of the population, or
the Metropolitan Region of Santiago in Chile with
46% and 41% of GDP and population, respectively.
Something similar occurs in Peru, where the Lima
region represents 50% of the production of goods
and services and 30% of total inhabitants.

As can be seen in Figure 1.1 (see p. 17), there is a
certain degree of spatial correlation in these indicators

1 Detailed information by country and territorial body is presented in this chapter’s appendix.

——



‘ CAP1_RED2010_ENG:camino a la transformacion 7/21/11 3:35 PM Page 16@

16 | Local development: towards a new protagonism of cities and regions

Table 1.1 Urban concentration in selected countries of Latin America (1990 and 2006)

Urban population / Population in the

Countries Urban population (millions) total population (percentage) largest city @/
1990 2006 1990 2006 1990 2005
Argentina 28.3 35.3 87.0 90.0 37.0 36.0
Bolivia 3.7 6.0 56.0 65.0 29.0 26.0
Brazil 111.8 160.3 75.0 85.0 13.0 12.0
Chile 11.0 144 83.0 88.0 42.0 40.0
Colombia 24.0 33.3 69.0 73.0 20.0 24.0
Costa Rica 1.6 2.7 21.0 62.0 47.0 46.0
Ecuador 5.7 8.4 55.0 63.0 28.0 29.0
El Salvador 25 41 49.0 60.0 39.0 38.0
Guatemala 37 6.2 41.0 48.0 220 16.0
Haiti 2.1 3.7 30.0 39.0 54.0 59.0
Honduras 20 3.3 40.0 47.0 29.0 29.0
Jamaica 1.2 14 49.0 53.0 n.a. n.a.
Mexico 60.3 79.5 73.0 76.0 25.0 25.0
Nicaragua 22 33 53.0 59.0 33.0 36.0
Panama 1.3 24 54.0 72.0 65.0 53.0
Paraguay 21 3.6 49.0 59.0 45.0 54.0
Peru 15.0 20.1 69.0 73.0 39.0 36.0
Trinidad & Tobago 0.1 0.2 9.0 13.0 100.0 100.0
Uruguay 2.8 341 89.0 92.0 46.0 42.0
Venezuela, BR 16.6 25.3 84.0 94.0 17.0 12.0

al Percentage of the total urban population.

n.a.: Not available.

Source: World Bank (2009).

of concentration; for example, in the case of Brazil
and Peru the concentration of economic activity and
population occurs, respectively on the Atlantic and
Pacific coasts. In Colombia, it occurs in the depart-
ments of Cundinamarca, Antioquia and others in the
center and north of the country. This suggests that
there are geographic factors (climate, geological and
soil characteristics, access to navigable rivers, etc)
that explain a territory’s better or worse luck in terms
of relative development. In any event, it is also clear
that with all exogenous conditions being equal,
certain territories demonstrate much more develop-
ment than others do, which suggests that the actions
of other types of “endogenous” factors (human capi-
tal, institutions, etc.) are also important in explaining
subnational development.

It is interesting to analyze whether these dispari-
ties in the economic size of regions and localities

——

are correlated with income and welfare indicators
of the populations located within the different
regions. Figure 1.1 (see p. 17) also shows regional
per capita GDP (in dollars corrected for purchas-
ing power parity) for some of the territorial enti-
ties in the different countries. Large differences
can be seen, for example, in the case of Argentina
where average per capita GDP corresponding to
the province of Buenos Aires (close to 10,000
dollars in the year 2000) is four times higher than
that of Santiago del Estero (2,500 dollars in the
same year), one of the poorest provinces located
in the northwest of the country. The same relation-
ship occurs in Brazil between the states of Sdo
Paulo (approximately 13,700 dollars in 2005) and
Maranhao (3,200 dollars), located in northeastern
Brazil. In Peru, the Lima region (approximately
10,600 dollars in 2005), on the Pacific coast, has a
per capita GDP more than five times higher than
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Bolivia Peru Figure 1.1
Regional disparities
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Continues

that of Apurimac (almost 1,700 dollars) in the One issue that has attracted the attention of
mountainous southern zone?2. researchers working on regional development
issues is whether these differences in per capita

2 Using microdata (household surveys and censuses), Acemoglu and Dell (2009) demonstrate that there are significant disparities in
income levels within countries on the American continent. The authors find that on average the differences between municipalities are dou-
ble those between countries when the United States is excluded. A second result that illustrates both the role of human capital and insti-
tutional factors in regional disparities is that about half of the estimated differences in income between localities (and countries) can be
explained by differences in human capital (education) among regions. The other half is due to residual factors in which institutions and
local public policies (provision of public goods, etc.) could play an important role.

——
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Continuation

Figure 1.1

Regional disparities

in the size of
subnational economies
in selected countries
of Latin America
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output levels have decreased or magnified over time.
This debate does not yield definite results, and as we
shall see later, the evidence varies by country as well
as by the type of indicator used to measure the evolu-
tion of territorial inequality. One well-analyzed
hypothesis investigates whether there has been a

——

convergence process in which regions that were
initially the poorest have grown at a higher rate than
richer areas. This process would be facilitated by the
free flow of capital and other productive factors
within countries together with the fact that regions
share, in principle, the same institutional and political
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Peru Brazil Figure 1.2
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framework. As will be seen ahead, this type of
convergence is consistent with the neoclassical view
on growth where decreasing capital returns insure
that investment incentives will be greater in poorer
rather than richer regions3. Figure 1.2 examines this
hypothesis in a simple manner, graphing the relation-
ship between regional growth rates (province, state
and department) and per capita GDP in the first year

Per capita GDP 1992 (Millions of Argentinian pesos of 1992)

for six selected countries. The conclusion that
emerges is that in some economies (Colombia, Brazil
and Chile) there is evidence that a moderate process
of (beta type) convergence has occurred while in
others (Argentina, Bolivia, and Peru) this evidence is
more difficult to find4 5. As will be analyzed in more
detail in the third section, these results can be
explained by the fact that poor regions lack factors

3 This type of convergence analysis is referred to in the literature as “beta type convergence” (Barro and Sala-i-Martin, 1999). There are
other alternative ways of evaluating the dynamics of regional income or per capita GDP disparities. Two other commonly used indicators
are the Theil and Gini indices. It is important to underline that results, in terms of whether dispersion or inequality levels rise or fall, can
change depending on the methodology or index used (see footnote 4). The difference in results is due to the fact that while the “beta con-
vergence” method basically compares the average rate of growth among regions, the other indicators use much more information on
regional per capita GDP distribution to evaluate the inequality dynamics.

4 As mentioned in the previous footnote, results can change depending on which indicator is used to evaluate the dynamics of inequal-
ity. For example, while in Figure 1.2 the relationship between growth and initial income suggests evidence of a certain convergence
process in the case of Brazil and Chile, the Theil and Gini indicator (which are not shown) suggest a rise in dispersion. On the other hand,
according to Figure 1.2 in Peru there is no evidence of convergence while the Gini and Theil calculations suggest a reduction in inequal-
ity in per capita GDP among departments.

5 Numerous works have researched the behavior of income and regional GDP in Latin America. For example, Blyde (2005) shows that
in Mercosur countries, with the exception of Brazil, disparities have increased. Pineda (2005) shows a clear reduction in disparities with-
in Andean nations. Baron and Meisel (2003) discover that disparities at the departmental level grew in the 1990-2000 period in Colombia,
while in Chile, Anriquez and Fuentes (2001) uncover evidence of a strong convergence of income within regions of that nation between
1960 and 1992; similar evidence arises from an OECD study (2009). Finally, in the case of Mexico, Esquivel finds that the state GDP con-
vergence process has slowed significantly in the last two decades, confirming that integration with the United States through the free trade
agreement has not lead to a reduction in regional disparities.
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complementary to physical capital (such as human
capital, public infrastructure, etc.) or, alternatively, by
the presence of economies of scale and agglomera-
tion that generate increasing returns in physical capi-
tal, which in turn lead to the concentration of produc-
tion in advanced regions. In any case, this also
suggests that subnational governments can play a
significant role in the strengthening of these aspects
related to the allocation of factors complementary to
private productive investment (including the develop-
ment of clusters to benefit economies of agglomera-
tion) with the goal of making their territories more
attractive to firms and industries.

Welfare disparities at the subnational level

The debate on regional and local development has
shifted focus towards a more general concern for
quality of life issues. Traditional growth models offer
a partial or perhaps intermediate indicator of devel-
opment. For a better perspective on development,
new measurements are required, that focus more
generally on quality of life, instead of focusing only
on employment and income. In this sense, it is
widely recognized that well being is a multidimen-
sional concept and that measuring it solely based on
income does not successfully capture many of the
relevant factors (BID, 2008). As a result, when eval-
uating regional disparities, it is important to consider
other types of variables aside from per capita output.

Table 1.2 shows that for the last two census years of
the countries considered, three indicators that can be
used to measure quality of life associated with
access to certain basic health and education services,
namely life expectancy, illiteracy and infant mortal-
ity. As can be seen, at the national level all of the
indicators experienced improvement.

Notwithstanding progress in the national average, it is
also useful to evaluate disparities in the behavior of
these indicators at the subnational level. Figure 1.3
(see p. 22) maps the territorial values (by province,

state or department) of these variables for six of the
eight countries previously considered®. While the first
impression that emerges is that of greater homogene-
ity in the spatial distribution of these indicators (in
comparison with the indicators of economic concen-
tration and GDP per capita of Figure 1.1, see p. 17),
when specific comparisons are made important
contrasts appear. For example, in the state of Alagoas
in northeastern Brazil, almost a third of the population
(30.4%) is illiterate according to the 2005 census,
compared to only 5% of those in the southern state of
Santa Catarina. In Maranhao, the infant mortality rate
(85 for every 1000) is four times higher compared to
that of Sao Paulo (20 for every 1,000). In the case of
Bolivia, life expectancy in Potosi is almost 10 years
shorter than those of the states of Santa Cruz or Tarija.
Figure 1.3 (see p. 22) shows that these types of dispar-
ities are present in other countries as well.

The information described above seems to suggest a
certain correlation between the disparities observed
in income or regional per capita GDP and quality of
life variables. Table 1.3 (see p. 23) shows the corre-
lation coefficients calculated for each country, using
the observations from the subnational entities?.
Interestingly, almost all of the correlations are
significant at 5% level and the sign suggests that
states with larger incomes also tend to be the ones
with better welfare indicators (less illiteracy and
infant mortality as well as higher life expectancy.)

This evidence is worrying because if disparities
observed in the level of per capita GDP and of
economic activity across regions are reproduced in
the indicators of welfare and access to basic services,
then the place or region of birth may continue to
determine future living standards. In that sense it may
be, for example, that people born in poor regions will
face difficulties in accessing better jobs or higher
levels of education (access to university education),
even when migrating to other states or more devel-
oped areas, for the simple fact of having been poorly
educated in their original state8.

6 Ecuador was not included due to the unavailability of regional data on welfare indicators. In the case of the Bolivarian Republic of
Venezuela, information on infant mortality was not available. See details of the values for each variable by territorial entity and by coun-

try in the tables presented in the appendix.

7 The last two census years of each country were used to calculate the correlations.

8 The census data for various countries reflect this type of phenomenon. For example, it can be seen that in Argentina, Brazil and
Colombia people born in poor provinces have, on average, less years of schooling than those from richer states (for example, six years
in Santiago del Estero in Argentina versus ten years in the Autonomous City of Buenos Aires or eight years in the Province of Buenos
Aires; Alagoas in Brazil with an average of four years of schooling versus seven in Sao Paulo; an average of four years of schooling in

Guajira, Colombia, compared to seven in Bogota.)
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Table1.2  National mean of welfare indicators according to census data in selected

countries of Latin America

Country Variable National mean
Censal years 1991 2001
Argentina Life expectancy (years) 719 73.8
llliteracy rate (percentage) 39 2.8
Child mortality rate (per thousand born alive) 247 16.3
Censal years 1992 2001
Bolivia Life expectancy (years) 59.3 61.4
llliteracy rate (percentage) 20.1 13.3
Child mortality rate (per thousand born alive) 75.0 66.0
Censal years 1997 2005
Brazil Life expectancy (years) 69.5 722
llliteracy rate (percentage) 15.0 1.3
Child mortality rate (per thousand born alive) 35.2 212
Censal years 1992 2003
Chile Life expectancy (years) 74.3 7.7
Illliteracy rate (percentage) 6.0 4.2
Child mortality rate (per thousand born alive) 141 8.0
Censal years 1991 2001
Colombia Life expectancy (years) 69.3 72.6
llliteracy rate (percentage) 13.5 7.6
Child mortality rate (per thousand born alive) 32.5 244
Censal years 1990 2001
Ecuador Life expectancy (years) 68.9 73.8
llliteracy rate (percentage) 1.7 9.0
Child mortality rate (per thousand born alive) 50.0 27.0
Censal years 1993 2007
Peru Life expectancy (years) 68.3 71.2
llliteracy rate (percentage) 12.8 71
Child mortality rate (per thousand born alive) 45.0 320
Censal years 1990 2001
Venezuela, BR Life expectancy (years) 712 72.5
llliteracy rate (percentage) 9.1 6.4
Child mortality rate (per thousand born alive) 25.8 17.6

Source: official organisms, own calculations.

The previous evidence suggests that important Figures 1.4, 1.5 and 1.6 (see p. 25, 26 and 27,
disparities exist in quality of life and welfare levels  respectively) shows the relationship between the
between territorial entities. One aspect that could be  relative change (growth with respect to the national
interesting to evaluate is whether there is any indi- average) in the welfare variables by region (the
cation that these differences tend to decline over vertical axis) and the initial level (the horizontal
time, suggesting some degree of convergence. axis)?. Results for illiteracy, infant mortality and

9 The relative change indicator was calculated using the following indicator: dr(x;)= (x2 - xI)/(x2 - %) where x is any of the vari-
ables under examination X represents the national average, the subscript i indicates the entity and the superscript indicates the year. The
indicator, therefore, measures the change in the variable in each entity with respect to the change in the national average. If dr(xi) is larg-
er (less) than one, in this entity the variable experienced a greater (lesser) change than the nation as a whole. Given that all of the vari-
ables of development improved on a national level in all of the countries, a coefficient greater than 1 indicates that this variable improved
in this state more than the rest of the country. The dr are measures of relative growth rates and reflect how much of the state’s improve-
ment can be attributed to a growth process that has a dynamic that is more specific to the region, independent of the aggregate behavior
of the corresponding variable.
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Figure 1.3
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life expectancy rates are described. In all cases, a
greater value of the relative change indicator signi-
fies that the state or province has improved (illiter-
acy and infant mortality have declined and life
expectancy has risen) with respect to the national
average. As can be seen, in most cases, the slopes
suggest that the poorest regions —those that exhibit
the worst indicators of initial quality of life— are
those that have improved the most with respect to
the reduction of illiteracy and infant mortality rates
and an increase in life expectancy.

The previous results, which suggest a process of

convergence in basic welfare variables, might not
necessarily transfer to other quality of life indicators.

——

Continues
In part, the improvements in illiteracy, infant mortal-
ity or even life expectancy reflect the broader use of
very standardized technologies (for example, vacci-
nation campaigns in the case of infant mortality),
where the national government can play a decisive
role in their promotion and application. This stan-
dardization does not require much adaptation to the
local reality in order for said technologies to have the
desired effect and achieve a satisfactory impact.

The case could be different for other non-basic
services where the production technology requires
greater use of local inputs to improve quality and
access. For example, in the case of secondary
education, quality improvement may require deci-
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Continuation
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Table 1.3 Correlation between per capita GDP and development variables for countries

of the sample

Country IIIiteracy Child m_ortality Life exp_ectancy
per capita GDP per capita GDP per capita GDP

Argentina -0.5488" -0.4497* 0.1770

Bolivia -0.7005* -0.6161* 0.6425*

Brazil -0.7058* -0.5930* 0.7092*

Chile -0.6267* -0.3537 -0.2700

Colombia -0.7238* -0.1811 0.2263

Peru -0.5617* -0.6091* 0.6362*

* Indicates that the correlation is significant at the 5% level.

——
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sions to adapt a part of the contents and programs to
the local reality, the training of school boards and
professors, and the construction of appropriate
buildings and establishments given the territory’s
geography and climate. In the case of poor regions
and jurisdictions with management problems,
subnational governments cannot carry out these
activities efficiently. At the same time, national
intervention is not necessarily an adequate substi-
tute, given the need to adapt these policies and
investments to local demands and characteristics.
In these circumstances, it is to be expected that a
convergence process will not appear in indicators of
quality of public services and other welfare indica-
tors that take into account access to services whose
production technologies are more complex (less
standardized) and require greater use of local inputs
and management.

Figures 1.7 and 1.8 (see p. 27 and 28 respectively)
present evidence consistent with this hypothesis.
Figure 1.7 illustrates, for the case of the Bolivarian
Republic of Venezuela, the evolution of two alter-
native indicators (coefficient of variation and
range)10 of the differences in state averages of stan-
dardized math tests that students take at the end of
secondary school and which serve as a parameter
for university admission!l. Assuming that the result
of this exam captures, in part, the quality of educa-
tion provided in each subnational jurisdiction, it can
be concluded that existing disparities do not tend to
decline. On the contrary, the evolution of the varia-
tion coefficient shows an increase of more than
100% over almost 20 years (Figure 1.7, see p. 27).
Nor is there evidence of “beta type convergence”;
as Figure 1.8 (see p. 28) demonstrates, the states
where average student grades were initially lower
do not show any tendency to improve at higher
rates than those that initially performed better12.

From the analysis of the evidence presented in this
section, it is possible to conclude that the existence

of disparities in economic activity and in wealth
generation within nations is a characteristic of Latin
America. These differences have translated, in part,
into disparities in quality of life and basic welfare
(health and education) between localities. Despite
the fact that some of these welfare disparities have
exhibited a tendency to decline over time, this does
not always occur when it is related to non-basic
services (i.e. quality of secondary education) where
the production technologies are more complex and
require local inputs and management to improve
access to and quality of services. This is true not
only for services that directly affect families’ qual-
ity of life but also for those associated with produc-
tive activity (infrastructure, innovation, etc.).
Subnational governments can therefore perform an
essential role in the promotion of local and regional
development. The challenge, however, is to analyze
which factors determine adequate local manage-
ment and allow for the reduction of differentials in
production, income and quality of life within coun-
tries. An initial effort in the identification of these
factors and their interaction will be developed next.
This discussion will serve to support the structure
of the rest of this report.

The three main sources of regional
and local development: human capital,
economies of agglomeration and
specialization, and institutions13

A conceptual framework that attempts to capture in
simple form the factors that explain disparities in
subnational development should begin by indicat-
ing the possible differences in the allocation of
factors between regions and localities, beginning
with those that are fixed to the territory such as the
presence of natural resources, climate and other
geographic elements that determine access and
connectivity with other regions and localities (for
example, proximity to navigable rivers). While
these factors are very relevant to the determination

10 The coefficient of variation is defined as the standard deviation divided by the average value, while the range is the difference between

the highest and lowest value.

11 Strictly speaking, the grade averages by state are calculated as the average for each state of the residuals between the actual value and
the estimated value for each student from a regression where students’ grades are related to variables such as age, sex and education of
the student’s family (mother and father) and a dummy that controls for public and private school. This way, the calculation of each territorial
entity’s average is not influenced by changes over time in the composition and the socioeconomic level of students that access the sec-
ondary level or by modifications in the combination between public and private school that students choose within each jurisdiction.

12 Evidence similar to that described for BR Venezuela is also found in Argentina. In that sense, Galiani et al. (2008) show that secondary
students from provinces with high indices of poverty and poor-quality public management perform badly on standardized tests.

13 This section is partly based on Storper (2009).
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of wealth, they are not variables that can be accu-
mulated via household savings or business invest-
ment decisions, or even stimulated by public poli-
cies. This reduces their importance in explaining
regional disparities, especially when the emphasis is
on policies that can be implemented by subnational
levels of government to promote local development.

This leads to the consideration of factors that can be
modified by decisions from the local communities
themselves (endogenously accumulated) and that
have a fundamental impact on long-term develop-
ment. In this sense, the theory of economic growth
has emphasized the role of the accumulation of
knowledge in enabling other production factors
(such as work and physical capital) to become more
productive. A good part of this knowledge is incor-

porated in the labor force, which can have different
levels of education and skill. From the standpoint of
a locality or region, human capital can be accumu-
lated through educational policies or training
programs for the region’s already existing work-
force, or through migratory flows, which are
usually more intense within nations and between
localities than at the international level. The accu-
mulation of human capital could be subject to gains
through external effects, given that knowledge can
be recombined and reused in many different ways;
this tends to have an increasingly positive effect on
productivity (Romer, 1990).

The application of the concept of human capital to

regions, together with the possible existence of
externalities, has led researchers, such as Lucas

——

Figure 1.4

Regional convergence
in indicators of quality
of life in selected
countries of Latin
América
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Figure 1.5

Regional convergence
in indicators of child
mortality in selected
countries of Latin
América
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(1988), to declare that highly qualified people tend
to concentrate to be close to other highly qualified
people, since this increases their productivity. This
process of “knowledge spillover” produced in urban
contexts has given rise to the notion of “creative
cities” and “amenities-based” cities (Florida, 2002:
Glaeser et al.,2001). What is interesting about this
approach is that it deals with cases of local and
regional economic development driven by human
capital. In the framework of creative cities, special-
ization emerges due to the attraction (hence the
migratory component in the determination of the
level of human capital of a locality) of creative
workers whose main characteristic is, in general,
that of possessing a high level of education.

A second determinant of regional and local develop-
ment is related to economies of agglomeration and

——

specialization that drive firm localization decisions.
These localization decisions determine investment
flows and the accumulation of physical capital in
localities, which in turn expands production and
regional income. Clearly, given the high mobility
(ex ante, before being invested) of capital, these
investments do not depend on savings or resources
available in the region or locality per se, but rather
on investment flows available to the whole country,
which include funds from third countries.

To determine how firms make their localization
and investment decisions, a first, very traditional
(also known as neoclassical) approach is to assume
diminishing returns on capital, which entails that in
regions and localities with a low occurrence of
already installed capital the return on new invest-
ments will be higher than in more developed
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Figure 1.6

Regional convergence
in indicators of life
expectancy in selected
countries of Latin
América

Figure 1.7

Evolution of the
disparities of the
average grades by state
in the math test
(secondary education)
in Venezuela, BR.
(1984-2003)
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Figure 1.8
Convergence of the
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regions; this is due to the simple fact that in the
former there will be more opportunities to expand
the production of certain products due to there
being less competition and less demand coverage
for certain products and services. As can be seen,
this type of reasoning suggests that convergence
should occur between regions and localities, with
those most behind growing more rapidly (more
firms will locate there and invest) compared with
those that are initially more developed. As was
noted earlier, this is not exactly reflected in the
evidence of subnational regional development
analyzed for a sample of Latin American countries.
On the contrary, a certain tendency towards the
concentration of production and income in some
regions is observed.

To explain this pattern of spatial concentration of
production and employment, as well as the apparent
lack of convergence in subnational per capita
income levels, one must abandon the neoclassical
assumption of diminishing capital returns and
assume that, within a certain range, there may be
benefits from the agglomeration or concentration of
production within the territory. This is precisely
what the approach known as the “new economic
geography” (Krugman, 1991) postulates. Under
this approach, the decision of firms to geographi-
cally concentrate their production and locate them-
selves near other firms of the same or related
sectors is based on the existence of economies of
scale (internal to the firm and to the industry), on
the minimization of transportation and trade costs
in supplying various markets of different sizes, and

on localized technological externalities (Duranton
and Puga, 2004; Rosenthal and Strange, 2001).

Because of the benefits of economies of scale and
the minimization of transport costs, firms have an
incentive to concentrate production in a few loca-
tions close to other firms and/or centers of consump-
tion. If these agglomeration economies occur mainly
within firms and industries, the concentration of
economic activity leads to a regional productive
specialization in a limited number of sectors.
However, if there are also economies of agglomera-
tion and intersectoral externalities, territorial
concentration can give rise to a certain diversifica-
tion in the patterns of production. In either case,
spatial concentration of production is associated
with increases in productivity and income in the
territories where production is located.

It is clear then how this approach leads to the oppo-
site conclusion of the neoclassical approach. As a
result of economies of agglomeration, the regions
that receive the most investment are those that
already have a certain minimum number of estab-
lished firms and a certain level of production and
income. So, in addition to weakening the argument
for convergence, this approach suggests that regional
development as well as the localization and concen-
tration of production may be subject to a coordina-
tion problem among firms (or of “multiple equilib-
ria”) where all localities are equally appealing; the
“only” requisite is that a large number of firms and
investments jointly decide to locate within the same
territory.



Finally, institutions are a third determinant to local
economic development, not only affecting ex post
productivity of existing factors and employees in the
production of goods and services within a locality,
but also the ex ante incentives that determine their
accumulation (dynamics) and their localization
(Rodrik et al., 2004; cf. Glaeser et al., 2004,
Acemoglu et al.,2004). “Institutions” can be thought
of as a wide array of elements that address both the
way in which the formal rules of public institutions
affect economic activity (regulations, taxes, provi-
sion of public goods and infrastructure, etc.) as well
as other, more informal mechanisms through which
government agencies and private sector groups and
individuals operate reciprocally to shape the econ-
omy’s rules and resources (North, 2005)14.

In the local and regional context, a key aspect of the
formal institutional structure is the degree of decen-
tralization and the size of the territorial units that are
responsible for deciding public policies. This affects
the cost structure of providing local public goods
(educational services, infrastructure, etc.) and can
lead to a trade-off between, on the one hand, higher
profits due to greater proximity between manage-
ment and beneficiaries (through better focus on
local needs and greater control) and, on the other,
higher costs due to not taking advantage of
economies of scale and/or lack of capabilities.

Beyond the formal rules and policies that determine
the degree of decentralization, there is evidence that
the informal institutions that determine the degree
of society’s participation in public decisions, the
capacity for public-private cooperation as well as
local trust and leadership, are crucial to capturing
arising opportunities. Successful cities are charac-
terized by having institutions that allow them to
overcome problems such as rent-seeking activities
by interest groups or unfair competition. Rodrik
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(2007) shows that institutional arguments can help
explain why some regions capture certain activities
and why these regions achieve better transitions in
their development processes!s. In fact, there are
examples of cases in which a potentially lucrative
activity is not exploited due to the lack of an
adequate institutional environment, weakening atti-
tudes towards risk, entrepreneurial capacity, stake-
holder networks and other “non-tradable” or
“contextual” dimensions of collective action within
aregion (Mokyr, 1990; North, 2005).

However, it is appropriate to acknowledge that
there is significant interaction and interdependence
among the three factors previously identified as
determinants of regional development (Storper,
2009). On the one hand, it is conceivable that the
human capital of a region depends, in principle, on
the population located in that region and its level of
education. This, in turn, is affected by local educa-
tional policies (quantity and quality) of workforce
training and knowledge and innovation promotion.
Therefore, the institutions that define these policies
affect human capital accumulation in that region;
but at the same time, the agglomeration and special-
ization of production can affect the stock of human
capital of a particular city-region. In that sense, the
productive structure of a city shapes the incentives
for the migration of labor and the accumulation of
skills and human resources in the region. By
concentrating in one city, firms with similar labor
demands (within the same sector) can generate
synergies and joint actions on issues related to
workforce education and training in certain area,
which, in turn, can attract labor from other regions
and localities.

On the other hand, gains or economies of agglomera-
tion are also affected by the level of human capital
that the locality possesses. In fact, there is a two-way

14 Acemoglu and Dell (2009) suggest that these institutional aspects may explain, to a considerable extent, the differences in income
among regions (see note 2). On the other hand, Dell (2008) and Acemoglu (2008) provide more direct evidence on the different institu-
tional factors and regional development of Latin American countries. Dell (2008) analyzes the case of labor systems (“la mita”) during the
colonial period in Peru and Bolivia, while Acemoglu does the same so examining the local political system in Colombian regions during
the nineteenth century.

15 Silicon Valley, to the south of San Francisco, USA, is a classic example. At the end of the 1950s, when the semiconductor industry
was consolidated in the US, there were various regions possessing factors necessary for its production. Since the industry was new, there
were not yet any established production chains nor vertical and horizontal links among businesses, so there was a “window” of opportu-
nity for the region that could be exploited. It has been argued that several agents of the University of Stanford were key to the develop-
ment of the region’s semiconductor industrial park, and this “institutional entrepreneurship” was responsible for Silicon Valley taking advan-
tage of the opportunity, over other regions such as Boston and Phoenix. On the other hand, the current de facto institutionalism in Silicon
Valley reflects the process of specialization: the developed capital risk finance sector and the abundance of law firms specializing in laws
of technology are examples of this.
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interaction between agglomeration and human capi-
tal, where on the one hand, according to the models
of economic geography, "jobs come first and people
later." Nevertheless, there is also the argument that
the skills composition of the workforce drives the
evolution of specialization of a metropolitan econ-
omy, i.e. "jobs come after people" (Muth, 1971). In
fact, it is argued that city-regions are able to attract
skilled workers due to certain kinds of amenities, and
that the agglomeration of production and specializa-
tion follows (Glaeser, 2007, Florida, 2002).

One can also argue that the spatial agglomeration of
productive activity is the result of institutions that,
in the long term, choose to encourage certain activi-
ties over others. Thus, institutions may "capture" or
refuse favorable opportunities, in the first instance
by enabling the economy to adjust to changing
external circumstances and in the second, by block-
ing its adaptation (Rodrik et al., 2004).

Finally, organizational performance and the quality
of local public policies will also depend on human
capital and the process of agglomeration and prod-
uct specialization. In particular, institutions (both
formal and informal) can be affected by changes in
human capital as well as by specialization in a
particular locality. For example, if there is consid-
erable immigration and immigrants are politically
active, this could change the expressed preferences
in policy decisions that affect the areas that influ-
ence regional development (for example, education,
training, infrastructure, business rules, fiscal policy,
among others). Likewise, if economic specializa-
tion changes, then firms that “leave” a region will
have weaker voices, while firms associated with
newer or stronger sectors will likely have more
influence on the decisions that affect regional
development (Cox, 1993, Moltoch, 1976).

The conceptual framework presented up to here
offers a guide to identifying the fundamental factors
that affect regional and local development as well
as the existing degree of interdependence among
them. In this framework, the interplay of economies
of agglomeration, human capital flows and local
institutional capacity is responsible for the growth
path followed by the regions.

In accordance with this framework, understanding
this phenomenon requires an in-depth analysis of

——

each of the elements to later use them as a basis for
defining local actions, with the aim of strengthen-
ing the productivity of firms and industries and of
improving households’ quality of life. The remain-
der of this publication is organized precisely
according to this logic, as will be seen in the second
section.

Main message and structure of the report

As was mentioned in this chapter’s introduction,
the main message of this report is that regional and
local governments can play a very active role in the
design and implementation of economic develop-
ment policies, within a framework of strong inter-
action and cooperation with the private productive
sector and other representatives of the community.

This policy conclusion emerges from an analysis
that describes how the forces of productive
agglomeration and specialization, together with the
accumulation of human capital and institutional
factors, explain the differences in levels of
economic activity and welfare between regions and
localities. Human capital and institutions are partic-
ularly important when the production of goods and
services (both private and public) depends on rela-
tively complex production technologies that require
the use of local public inputs (i.e. transportation
infrastructure, mid-term planning; ability to coordi-
nate initiatives with the private sector; etc.)

The message that emerges from this analysis is that
the interaction of these forces is a complex process
with a strong degree of interdependence. A particu-
lar production structure affects both the incentives
for labor migration and the accumulation of skills
and human resources in regions; additionally it
shapes, to a certain extent, local institutions. This
notwithstanding, subnational governments can
improve — through a variety of interventions - the
skills and productivity of the workforce in their
territories; this, in turn, can affect the ability to
create new institutions, improving the public deci-
sion making process and the degree of cooperation
with the private sector. At the same time, there is
also room for the local public sector to promote
institutional improvements that encourage human
capital accumulation and productivity improve-
ments, fostering a climate of trust and public-
private cooperation.



The conceptual framework of the determinants of
local development presented above suggests that a
successful strategy must be comprehensive, in other
words, it must act on all determinants and, at the
same time, be based on the territory. In this sense,
local governments fulfill a key role in the design
and management of such a strategy. This role is not
necessarily limited to formal powers in matters of
expenditures, taxes and regulations as determined
by the decentralization regime, although of course
this can influence some of the results. Local devel-
opment is not achieved by maximizing discretional-
ity to manage policies (something that is hard for
subnational governments to attain) but rather by
being able to agree on these policies and initiatives
and oversee that they are implemented by the rele-
vant actors.

Ultimately, what makes a town or region more or
less competitive is the presence of “soft institu-
tions,” made up of citizen assemblies, neighbor-
hood and business associations, research and
cultural centers, among others, that facilitate the
interaction between different interest groups,
enables the expression of demands and the release
of information, and generates cooperation and trust
building. At the local level, the possibility of
generating this institutional fabric is favored by the
physical proximity of the various actors. The exis-
tence of this institutionalism allows for a much
more efficient process of public decision and one
that is able to respond successfully to both the
threats and opportunities generated by technologi-
cal change and trends in the national and interna-
tional economy.

This book develops these themes over the course of
seven additional chapters divided in two parts. The
first part (chapters 2-5) discusses in detail the
analysis of local development determinants accord-
ing to the previously discussed conceptual frame-
work: economies of agglomeration and specializa-
tion (chapter 2), human capital and migration
(chapter 3) and institutional aspects (chapters 4 and
5). The second part concentrates on studying the
implications of this analysis for the design and
implementation of interventions that promote local
productive development (chapter 6) and household
quality of life (chapters 7 and 8). A brief summary
of the contents and main lessons of each of the
chapters follows.
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Chapter 2 analyzes the forces of agglomeration and
productive specialization and how these determine
the specific territorial concentration of economic
activity, especially that of industry. The chapter will
also analyze to what extent this tendency towards
productive concentration can be related to
processes of trade liberalization and integration.
The chapter shows that trade barriers are an impor-
tant determinant of localization and concentration
of economic activities and, therefore, of spatial
disparities. The reduction of trade barriers,
however, can lead to both increases and reductions
in regional disparities, depending on the interaction
of the forces of agglomeration and dispersion and
their impact on access to different regional markets.
Moreover, the complementarities between
economic activities and backwards and forwards
linkages can lead to the persistence of patterns of
economic concentration and slow the response of
disparities to changes in trade barriers. Faced with
the effects of liberalization, in small and peripheral
regions there is a clear need to accompany trade
barrier reduction policies with policies designed to
improve conditions for economic activity. Infra-
structure investment, for example, and the reduc-
tion of transportation costs (which for many coun-
tries in the region represent a greater barrier to trade
than tariffs) can represent a major influence on
patterns of concentration and agglomeration.

Chapter 3 analyzes the phenomenon of local human
capital accumulation; considering in particular, job
training policies and local education as well as
internal migrations, which should be seen, in part,
as responses to regional disparities. Migration is
considered as motivated, to a large degree, by
productive conditions and quality of life throughout
the territory. To the extent that workers seek better
working conditions, differences in productivity
generate movements of people that consequently
impact productivity and living conditions, not just
of migrants but also of non-migrants. There are
opportunities for interventions to improve aggre-
gate productivity through a more efficient distribu-
tion of resources, specifically through the reduction
of barriers to internal migrations at the aggregate
level. Likewise, at the local level, there are various
policies that governments can undertake to make
their territories more attractive for human capital,
improving in turn the local productive potential and
fostering virtuous cycles of attraction and produc-

——
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tivity. These initiatives should be complemented
with basic systems of urban planning and regulation
allowing for the orderly growth of cities so as to
accommodate migratory flows, offering adequate
access to services, personal security and quality
housing for the development of a dignified city life
for both new and established residents.

Chapter 4 begins with an analysis of the institu-
tional issues surrounding the decentralization
regime, which, in part, determines the possibility of
regions and localities to respond to the challenges
inherent to the local development process. Decen-
tralization allows local governments to play a
greater role in the provision of certain services, set
taxes for their financing and decide on a series of
regulations (for example, urban land use, environ-
mental questions, etc.) that affect both household
welfare and the efficiency of productive activities
in the territory and, subsequently, levels of income
and socioeconomic development. The decentraliza-
tion of services may result in efficiency gains to the
extent that it entails closer proximity of those
responsible for management with the communities
most directly benefited. This allows for better
focalization, greater transparency and increased
control. However, these incentives towards improv-
ing local management- by authorities as well as
local communities- are intensified when local serv-
ices are financed, to some extent, with taxes and
tariffs charged in the same localities and regions.

On the other hand, decentralization can imply
productive efficiency losses when there is excessive
fragmentation of the territory into very small politi-
cal-administrative units relative to the optimal scale
of the services that are decentralized, especially
those subject to scale and network economies (for
example, the collection and treatment of solid
wastes, water and sanitation, and public transporta-
tion, among others). In these cases, in addition to
the possibility of centralizing services within inter-
mediate levels of government (for example,
provinces or departments), one should not discard
possibility of inter-municipal cooperation. These
types of cooperative arrangements, which can be
implemented through municipal associations or
metropolitan authorities, are still in their early
stages in Latin America, although the few examples
that do exist (such as in the case of Spain in Europe)
demonstrate that results can be positive.

Chapter 5 examines the institutional factors beyond
the level of existing political and fiscal decentral-
ization. The main argument is that decentraliza-
tion- both institutional and fiscal- is not sufficient,
although necessary, to ensure improvements in the
provision of public goods and services. The direct
election of regional and local authorities is, no
doubt, an institutional reform aimed at improving
accountability, enabling political representatives to
better interpret citizen preferences. Encouraging
fiscal reforms aimed at improving the capacity of
localities to finance themselves through their own
taxes is also an essential reform to provide the
public goods and services demanded by the
community. However, local management depends
on additional factors that are difficult to achieve,
such as a relationship of trust between politicians
and society, an increase in the level of community
collaboration, the existence of political leadership
and the building of permanent managerial capacity
by local government. The combination of these
elements is the central axis that ensures local gover-
nance in the context of profound institutional and
fiscal reforms such as those experienced by the
region.

The existence of these “soft or informal institu-
tions”, referring to the forms of interaction among
economic actors, the networks they form, cultural
factors, attitudes toward risk, managerial and entre-
preneurial capacity, and local leadership, among
others, are factors that affect local development,
influencing firms’ localization decisions, the work
force’s migratory decisions and the ability of local
actors to adapt to changes in their surroundings.

The previous analysis of the determinants of local
development and regional disparities allows us to
address the study of policies, strategies and
concrete interventions that have been carried out in
different locations. In that sense, chapter 6 empha-
sizes strategies focused on productive development.
It presents an example of the implementation of a
strategy that adopts elements from the conceptual
framework developed in previous chapters and that,
as such, is clearly distinguished from approaches
that are more traditional. The case studies analyzed
are those of the cities of Rafaela (Argentina),
Medellin (Colombia) and Jalisco (Mexico). The
most important characteristic of these initiatives is
that they are based on public policies centered on



the territory as a unit of action. In addition to this,
this type of public policy requires a major invest-
ment in the generation of institutional capacities
that facilitate participation and dialogue with the
different economic and social players, in order to
guarantee mid- and long-term implementation of
the reached agreements. This implies the mobiliza-
tion of local resources that share a long-term vision
planning processes that are both locally owned and
managed.

Notwithstanding the advantages of this type of
approach in fostering local productive develop-
ment, it is important to note that it is not without
risks. The success of these initiatives depends on a
complex combination of factors. The implemented
strategy will highlight socioeconomic development
depending not only on the prevailing local, national
and international context, but also on the effective-
ness of the previous analysis to adequately identify
opportunities offered in the region. While the
bottom up approach is not a panacea, the increase in
successful cases demonstrates that it is capable of
generating greater sustainability and adaptability to
the changing economic conditions than the tradi-
tional approaches. Regardless of whether the
regions are small or large, traditionally more urban
or more rural, with strong or weak institutions,
several cases show that local financial and institu-
tional capacities can ensure sustainable develop-
ment and create quality jobs. Adapting develop-
ment strategies to local conditions, while promoting
both formal and informal institutional capacity
building, may be the best way of improving the
economic conditions of regions and localities.

Chapter 7 discusses how well-planned interven-
tions can help to enhance household quality of life
by improving urban space. Several surveys, includ-
ing those developed especially for this report,
demonstrate that access to and the quality of certain
goods and local services such as water, sanitation,
public transport, and safety, among others, are
major factors in determining individuals’ satisfac-
tion with their standard of living and welfare. This
suggests that cities and towns play a significant role
in determining household quality of life through the
provision of these services. The chapter analyzes
various successful interventions within these
dimensions and highlights that these occurred
within the context of comprehensive and holistic
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planning, and were not limited to isolated and unre-
lated policies. In that sense, strategic planning
processes are a useful tool to organize the provision
of public goods and services, promoting compre-
hensive interventions focused on the territory. The
common thread to these positive strategic planning
experiences at the local level is a long-term agree-
ment between local governments, the private sector
and civil society, reflecting the lessons previously
presented: good local management is the combina-
tion of different elements that include not only
institutional capacities but also the participation of
different economic players in the public sphere and
a sense of belonging within the community.

The chapter argues that a particular area where
strategic planning can offer positive results is that
of of transportation and public transit. In effect, the
complexity of the problem requires an integrated
approach that coordinates infrastructure, technolog-
ical innovations, services planning, and the regula-
tion of and competition between providers. Despite
the fact that the problem of transportation is
common to the majority of cities within the region,
it is important to recognize that there are no univer-
sal solutions and all measures must be adapted to
local conditions.

Finally, chapter 8 discusses in greater detail local
interventions related to the problem of crime. In
the last few years, according to surveys, crime has
become one of the most important factors affecting
household quality of life in Latin American cities.
Increasingly, citizen insecurity is seen as a local
problem that requires attention, organization and
resources to be administered at a level much closer
to the population’s territory than before. There are
good reasons for this change in approach. First,
recognition of the multiple dimensions of the prob-
lem, from traditional elements of prevention and
punishment to those linked to the family environ-
ment of children, work and school opportunities for
youths and the rehabilitation of prisoners demon-
strate that what is needed is an integral approach
that effectively incorporates a wide gamut of infor-
mation that may differ by localities. Second, it is to
be expected that mechanisms to hold authorities
accountable are more effective at the local level in
relation to public safety, which, in addition to other
related dimensions, such as street lighting or main-
tenance of public spaces, have generated positive

——
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results thanks to the processes of decentralization
within the region. Finally, the need to innovate and
adjust the political response to changes in local
conditions requires that decision making on regular
interventions or immediate actions occurs close to
where the events happen.

Local regional governments will probably continue
to play an increasingly more important role in the
management of citizen security, and it is clear that
local authorities can do a lot to improve safety
conditions in their territories. Based on a detailed
diagnosis of the security conditions as well as
socioeconomic and demographic characteristics of
the population, it is possible to implement compre-
hensive interventions that target this problem effec-
tively. This is what the evidence on police interven-
tions suggests in areas of high-risk, community
support and neighborhood networks, and of support
to families to reduce domestic violence, among
others. It is likely that with the leadership of local
governments, citizen security can achieve a higher
priority level than that which the national political
dynamic is able to attribute it.

As a final reflection of this report’s introductory
chapter, it can be concluded that local governments
play a very important role in the articulation of poli-
cies and initiatives that improve productivity and
the quality of life in subnational spaces. The reduc-
tion of income gaps and other variables that affect
quality of life requires the production of both public
and private goods and services whose technology
demands the use of local inputs, such as human
capital or institutions, which cannot be easily
provided from the central government. The proxim-
ity between actors within the productive process
and with families that benefit directly from the local
public services enables local governments to obtain
information and generate agreements and consen-
sus that can make the public decision making
process much more efficient and strengthen the
response of the involved private sector. Throughout
this book different tools and instruments are
analyzed that can fuel local development initiatives
based on these characteristics.
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