
Productivity in Latin America 

City limits 

FOUR out of five Latin Americans live in 
cities, compared w i t h fewer than half 

of Asians or Africans. The region's 198 big
gest cities-those w i t h more than 200,000 
people—account for 60% of its economic 
output, w i t h the ten largest alone generat
ing half of that. The productivity gains that 
flow from bringing people together in cit
ies have been one of the drivers of eco
nomic growth in Latin America over the 
past half century or more. But congestion, 
housing shortages, pollution and a lack of 
urban planning mean that Latin America's 
biggest cities now risk dragging down their 
country's economies, according to a re
port* by the McKinsey Global Institute, the 
research arm of McKinsey, a firm of man
agement consultants. 

Unti l the 1970s, Latin America's big cit
ies led their countries' economic develop
ment. São Paulo saw annual economic 
growth of 10.3% from 1920 to 1970 and Rio 
de Janeiro of 7%, both faster than the 6.8% 
notched up by Brazil as a whole over that 
period. But in the decade to 2008 São Pau
lo's output grew only two-thirds as fast as 
Brazil's, whereas Rio de Janeiro managed a 
pitiful 37% of the national average. Of the 

nine cities w i t h the biggest economies, 
only Lima, Mexico City and Monterrey 
saw economic growth in this period that 
was above their countries' norms. 

Some medium-sized cities—such as Cu
ritiba and Florianópolis in Brazil, Toluca 
and Mérida in Mexico and Medellin in Co
lombia-are starting to show more dyna
mism than the urban behemoths. That is 
partly the healthy consequence of liberal 
economic reforms in the 1980s and 1990s: 
the previous policies of state-led import-
substitution tended to concentrate eco
nomic activity close to the centres of politi
cal power. But McKinsey expects this trend 
to continue. It reckons that over the next 15 
years most of the top ten cities w i l l display 
below-average growth in population and 
output (one exception w i l l be Rio de Janei
ro, boosted by investment in offshore oil as 
well as the Olympic games of 2016). But 
other big and medium-sized cities w i l l 
grow faster than the national average. 

Unusually early in their development, 
Latin America's biggest cities may have 
ceased to reap economies of scale "be
cause their institutional, social and envi
ronmental support structures have not 

kept up w i t h their expanding popula
tions," McKinsey argues. Put more bluntly, 
the problem is that they are "congested, 
poorly planned and dangerous". 

Latin America's overall record of pro
ductivity growth is poor, thanks to a toxic 
mixture of burdensome regulation, a large 
informal economy and a lack of innova
tion. Given the cities' economic weight, it is 
not surprising that many of the region's 
wider problems are reflected there. Com
pared w i t h their peers in developed coun
tries, Latin America's top ten cities are un
safe, suffer endemic housing shortages, 
poor schooling and weak health services. 
They are also inefficient in their energy use 
and waste management. 

For example, every dollar of GDP gen
erated in Chile's capital, Santiago, requires 
60% more energy than a dollar of GDP gen
erated in (much colder) Helsinki in Fin
land. McKinsey reckons that Bogota needs 
to double its housing stock by 2025. Over
coming Latin America's housing shortage 
and supplying its urban population w i t h 
associated services (sewerage, water, gas 
and electricity) would require investment 
of $3 tri l l ion by 2025. 

If cities are exacerbating, rather than 
mitigating, national ills, this may be be
cause of a lack of urban planning. Un
planned sprawl leads to a shortage of 
green space, strains transport systems, and 
makes it hard for businesses or housing de
velopers to find sites. Al l this is harder still 
when cities expand beyond their political 
boundaries, creating problems of co-ordi
nation (Mexico City is split between the 
Federal District and the surrounding State 
of Mexico, for example). But the report also 
highlights some success stories. In both 
Monterrey and Medellin, public authori-
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• ties have worked closely w i t h the private 
sector to foster innovation. 

Along w i t h land use, transport is the 
biggest headache facing city authorities. 
Vehicle ownership is likely to expand by 
4% a year over the next 15 years, further 
clogging the streets. Curitiba stands out as 
an exception: 54% of journeys there are by 
public transport. The city's pioneering bus 
rapid-transport system has been copied 
across the region-in Bogota, Mexico City 
and Lima. In Bogota the number of daily 
public-transport journeys is equal to 75% 
of the population, whereas in Santiago this 
number is only 50%. 

More is needed. Experience in Europe 
and Asia shows that public authorities can 
increase the efficiency of goods distribu
tion in cities by getting private firms to 
share their lorries. And although metros 
are expensive, the cost of not having them 
may soon be even greater. 

SANTIAGO 

A trial of strength between students 
and the government 

IT BEGAN on August 4th w i t h the metallic 
clink of a few pots and pans. By nightfall, 

thousands of people were on the streets of 
Santiago banging kitchenware, a form of 
protest last heard under the dictatorship of 
General Pinochet. This time the cacerolo-
zos, as they are called, are being staged in 
the name of educational Utopia—and in re
sponse to a cack-handed government ban 
on marches. 

Chile's school system is the least bad in 
Latin America, according to the OECD'S 
PISA tests, which compare educational at
tainment across countries. But that does 
not make it good. And the overall perfor
mance hides huge disparities. Analysis 
done in Chile of the test results in the 65 
countries that took part finds that it ranked 
64th in terms of the variance of the results 
according to social class. Rich pupils get 
good private education; poor ones are con
demned to underfunded, dilapidated 
state-funded schools. 

This "educational apartheid" as Mario 
Waissbluth, a campaigner, puts it, is widely 
blamed for the fact that Chile remains a 
highly unequal society, despite its dramat
ic progress over the past quarter of a cen
tury in reducing poverty. "The kids from 
the posh suburbs study in those suburbs, 
go to university in those suburbs, get jobs 
as company executives in those suburbs 
and employ friends from the schools they 
went to themselves," says Mr Waissbluth. 

The centre-right government of Presi-

dent Sebastian Piñera agrees. Chile inherit
ed from the dictatorship a voucher system 
under which the government pays money 
to the school of the parents' choice. In No
vember the government unveiled a plan to 
increase the value of the voucher, especial
ly for the poorest children. As well as try
ing to attract better teachers to state 
schools, the government w i l l set up 60 ly
cée-style "schools of excellence" aimed at 
bright children from poor families. 

Students and teachers responded by 
demanding the abolition of all for-profit 
education. After they staged big marches 
along the Alameda, Santiago's main thor
oughfare, Mr Piñera last month sacked his 
unpopular education minister. The gov
ernment also said it would draw some $4 
bill ion from its reserve fund of windfal l 
copper revenue to pay for better schools. 

On August 1st the new minister, Felipe 
Bulnes, published new proposals. He pro
poses to put the national government, 
rather than municipalities, in charge of 
state schools. Any chance that this would 
settle the dispute was scotched when the 
government decided to ban protests in the 
Alameda. The students have since twice 
marched anyway. On August 4th break
away groups of masked youths, w i t h little 
apparent interest in learning, set up barri
cades, fought police and looted. Five days 
later the pattern was repeated. 

But many of the student leaders appear 
articulate and reasonable. For now they 
seem to have public opinion on their side. 
A recent opinion poll gave Mr Piñera an ap
proval rating of just 26%, the lowest of any 
president since Chile returned to democra
cy in 1990. The students are unlikely to w i n 
their demand in ful l . But they have dam
aged Mr Piñera, perhaps permanently. 
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