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THE GROWTH PROBLEM

Stability has improved; growth has not

Stronger monetary frameworks, credible central banks and flexible exchange rates have helped the region absorb shocks — but growth

remains near its long-run average.
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Source: IDB (2026), Latin American and Caribbean Macroeconomic Report: Resilience and Growth Prospects in a Shifting Global Economy; IDB estimates.
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Presenter Notes
Presentation Notes
Latin America has made considerable progress in macroeconomic management, even with heterogeneity across the region. That progress has helped the region navigate successive disruptions without the widespread crises of earlier periods. Yet the improvement in macroeconomic stability has not been accompanied by a comparable improvement in growth. The region is expected to grow a little above 2 percent this year, broadly consistent with the past decade. Between 2015 and 2025, real GDP per capita increased by only about 5.5 percent. And fiscal constraints are binding: public debt remains elevated and financing costs relatively high.


THE GROWTH PROBLEM

Six decades without convergence
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Source: Maddison Project Database 2020 (Bolt & van Zanden), 1960-2018; Latin America 2025 (dashed) from IDB estimates.
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Perhaps the most striking fact is that Latin America has made almost no progress in converging toward U.S. income levels over the past six decades. In 1960, GDP per capita in the region was 26 percent of the U.S. level; in 2025, it was 24 percent. In the meantime, other emerging regions have achieved substantial gains — South Korea went from under a tenth of US income to more than two-thirds, and East Asia as a whole tripled its relative income. This points to a structural problem that goes beyond the economic cycle.


THE GROWTH PROBLEM

Low investment, weak productivity
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Source: McKinsey & Company (2025), Seizing the moment: Latin America’s productivity opportunity, based on World Bank WDI and The Conference
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Investment has remained relatively low, at around 20 percent of GDP, well below levels observed in faster-growing emerging economies. Productivity growth has also been weak, reflecting not only insufficient capital accumulation but also how resources are allocated across firms and sectors. These two problems reinforce each other: weak productivity reduces the expected returns to investment, while insufficient investment limits the adoption of new technologies, the expansion of productive firms, and the development of more sophisticated activities. So the question is how to generate a sustained increase in productive investment and ensure it translates into higher productivity.


WHAT IS DIFFERENT NOW

Cyclical tailwinds and structural shifts

Cyclical tailwinds Three structural shifts

Welcome — but in the past they have not produced lasting productivity gains 1 Changing geography of production

Firms diversify suppliers; proximity helps, but costs, skills and rules decide.
More favorable global financial conditions reduce financing costs

and attract capital inflows Energy, food and critical minerals

Terms of trade at their strongest since the 2000s supercycle Natural advantages, if demand builds broader productive capabilities.

Sovereign spreads near historic lows: 209 bp median, end-2025 Digital services and Al

Digital trade shrinks distance; gains hinge on skills and complementary

investment.
The last sustained acceleration, 2003—08, rested on the same mix.

Sources: Citi Research (2026), LatAm Poised for Take-Off; IDB (2026), Latin American and Caribbean Macroeconomic Report. ‘ ’ IDB Group
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What might be different about the current international environment? Recent analysis — Citi’s among others — suggests Latin America may benefit from more favorable global financial conditions, commodity demand, and changes in trade and investment patterns. Some factors are cyclical: a weaker dollar eases financial conditions and supports capital flows; favorable commodity prices improve terms of trade, export revenues and fiscal positions. These are welcome, but we know from experience that they do not necessarily generate lasting productivity gains. The more interesting question is whether structural changes could create opportunities for a different trajectory. I see three: the changing geography of global production; the growing importance of energy, food and critical minerals; and the expansion of digital services and AI. On nearshoring, we should not overestimate the automatic benefits: investment decisions still depend on costs, productivity, infrastructure, skills and predictability, and what matters is whether FDI strengthens domestic suppliers, technology and skills.


WHAT IS DIFFERENT NOW
Natural advantages in energy, food and minerals

The aim: capture more value where the region can do so competitively.
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Sources: IDB (2026), Macroeconomic Report (minerals, lithium demand); IEA, Latin America Energy Outlook (renewables); FAO via
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The second development is the growing importance of energy, food and critical minerals. Here Latin America has significant natural advantages: it is a major food exporter, has abundant mineral resources, and generates more than 60 percent of its electricity from renewable sources. But there is an important distinction between benefiting from increased demand for natural resources and using that demand to develop broader productive capabilities — which requires investment in infrastructure, technology, skills and related industries. In critical minerals, the contribution of mining can be much greater when investment also supports processing, specialized services, local suppliers and technology. Yet more local processing is not always efficient: competitiveness depends on energy costs, scale, technology and market access. The objective should be to capture more value where the region can do so competitively. The same logic applies to agriculture: future growth depends on productivity, logistics and more efficient use of land and water, rather than simply expanding the frontier.


WHAT IS DIFFERENT NOW

Digital services: fast growth, small share

Nearly fivefold since 2005 ...but a small slice of world markets
LAC exports of digitally delivered services, USS billion LAC share of world exports, 2024
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Source: IDB, World Bank Group and WTO (2026), Digital Trade in Latin America and the Caribbean: Connecting Markets, Powering ‘ ’ IDB Group
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The third development is the expansion of digital services and artificial intelligence. Latin America’s digitally delivered services exports have increased almost fivefold over the past two decades, reaching nearly 88 billion dollars in 2024. Yet the region still accounts for only about 2 percent of global digital services exports — below its share of services trade and far below its share of goods trade. This suggests considerable potential, particularly because digital technologies can reduce some of the disadvantages associated with geographic distance and market size.


WHAT IS DIFFERENT NOW

Al: the gains depend on how broadly it is adopted

+5.1% +0.3%

Regional GDP after a decade with broad Al adoption Regional GDP after a decade with limited adoption

The risk: adoption concentrated in a few large firms widens productivity 7% of job vacancies referenced Al skills by mid-2025, the fastest-growing

gaps. skill.

Sources: IDB (forthcoming, launch November 16, 2026), report on artificial intelligence; IDB (2026), Macroeconomic Report. \ ’ IDB Group
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Artificial intelligence could help address productivity weaknesses across a much broader range of activities — agriculture, manufacturing, services and public administration. But technology adoption is not the same as productivity growth: the benefits depend on complementary investments in skills, management practices, organizational change and digital infrastructure. Our forthcoming IDB report on AI, launching November 16 — you are all invited — examines these issues in detail. With broad AI adoption, regional GDP could be 5.1 percent higher after a decade; with limited adoption, only 0.3 percent. For Latin America, the risk is not only adopting too slowly, but that adoption remains concentrated in a relatively small number of larger, more productive firms, widening existing productivity gaps rather than narrowing them.


THE POLICY AGENDA

Turning opportunities into growth

1 - Investment environment 2 - Resource allocation and firm 3 - Regional integration
growth

Cross-border infrastructure, efficient trade

Regulatory predictability, permitting, agency Competition, lower barriers to entry and procedures and regulatory compatibility:

coordination and the capacity to execute expansion, finance and skills — so smaller firms energy, transport, digital.

projects — not only financing. can adopt Al too.

A high-income path by 2040 implies Productivity added only 0.8 of 2.3 points Intraregional share of digital services
investment of ~28% of GDP, up from ~20% of annual GDP growth, 1997-2022. exports: 8.4% in LAC vs. 62.4% in Europe.
today.

Priorities differ across countries: identify the binding constraints and sequence accordingly.

Sources: McKinsey & Company (2025), Seizing the moment (cards 1-2); IDB, World Bank Group and WTO (2026), Digital Trade in LAC (card 3). \ ’ IDB Group
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What would allow Latin America to translate these opportunities into higher growth? Three issues. First, the investment environment: macro stability is essential, but investment also depends on regulatory predictability, effective institutions, competition and the capacity to develop and execute projects. Often the problem is not the absence of profitable opportunities but bringing projects to fruition — infrastructure bottlenecks, complex permitting, weak coordination, uncertain rules. Second, resource allocation and the capacity of firms to grow: large productivity differences across firms, even within sectors; competition, lower barriers, finance and workforce capabilities help resources move to more productive uses — and determine whether smaller firms can use AI. Third, regional integration: fragmented markets limit scale and specialization; promising opportunities in energy interconnection, transport corridors and digital services. At the IDB we increasingly work through regional platforms that combine investments and reforms around shared priorities in multiyear programs. Priorities differ: identify binding constraints and sequence accordingly.


CONCLUSION

EXTERNAL PROSPECTS Stronger than recent growth suggests

UNDERLYING GROWTH CAPACITY . . .
Within the region’s own reach

By removing the constraints on investment, firm growth and productivity, countries can turn today’s favorable
conditions into a lasting rise in growth.
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There are good reasons to be more optimistic about Latin America’s economic opportunities than its recent growth performance might suggest. But the region has experienced favorable external conditions before without achieving a sustained acceleration in productivity. What matters now is whether the changes in global production, technology and demand can induce a broader increase in productive investment and diversification. That will depend less on the external environment itself than on the ability of countries to remove the constraints that have held back investment, firm growth and productivity. The distinction I would make is between an improvement in Latin America’s external prospects and an improvement in its underlying growth capacity. The first may already be underway. Achieving the second remains the central challenge. Thank you.
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