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In the catching up perspective applied in this paper, self-sustained growth is a function of the 

ability to promote structural transformation (technological upgrading and diversification), the 

inclusion of people to generate and share the economic surplus, and the modernization and 

nation-building properties of the state to set up autonomous and accountable arrangements. 

Accordingly, a late-comer country that manages to develop these social capabilities has a 

higher probability of increasing its resilience to economic shrinking, enabling catching up 

towards richer countries. In turn, such growth generates further advancements of social 

capability and makes the entire process mutually reinforcing and virtuous. Inherent in the 

capability approach is the two-way direction of causality between capabilities and resilience 

to shrinking.  By implication, as the development of social capability fosters higher resilience 

to economic shrinking, we would also expect growth to be better sustained and self-

generating. 

The paper has six sections. The next section illustrates the declining rate and 

frequency of shrinking in developing countries since the 1970s. The third section presents the 

theoretical ideas underpinning the capability approach and its relationship to economic 

shrinking. Section four details the data and method used, before section five presents the 

results, and section six delivers our conclusions. 

2. Economic shrinking in developing countries, 1970-2016 

Economic shrinking is most strongly associated with the least developed or poorest 

economies (Easterly et al., 1993). These countries are poor because they more frequently 

experience shrinking episodes than rich countries, and as countries develop, both the 

frequency and rate of shrinking tend to decline (Andersson, 2018; Broadberry & Wallis, 2017; 

North et al., 2009). To document this pattern, table 1 shows the frequency and rate of 

shrinking and growth across various regions of the developing world as decadal averages. The 

rate of shrinking is the average of the shrinking years, and the rate of growth indicates an 

average of the growing years. 
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Table 1. Shrinking and growing in the developing world, by decades. 

  1971-1980 1981-1990 1991-2000  2001-2010 2011-2018 

Asia first tier 
Frequency of shrinking 6% 6% 12% 20% 3% 

Rate of shrinking -2,5% -1,3% -4,8% -2,0% -0,1% 
Rate of growing 7,0% 6,5% 4,8% 4,3% 2,2% 

Asia second tier 
Frequency of shrinking 24% 14% 10% 9% 2% 

Rate of shrinking -2,9% -3,2% -4,8% -2,4% -0,4% 
Rate of growing 4,8% 4,6% 4,3% 5,3% 4,2% 

Eastern Europe 
Frequency of shrinking 4% 36% 24% 12% 11% 

Rate of shrinking -3,5% -4,5% -5,0% -6,7% -1,9% 
Rate of growing 5,3% 3,5% 6,1% 6,4% 3,5% 

Latin America 
Frequency of shrinking 21% 48% 25% 18% 11% 

Rate of shrinking -3,3% -4,5% -2,6% -3,0% -3,3% 
Rate of growing 4,0% 2,5% 3,1% 3,8% 2,8% 

Latin America without Venezuela 
Frequency of shrinking 20% 47% 23% 17% 8% 

Rate of shrinking -3,4% -4,4% -2,5% -2,7% -2,1% 
Rate of growing 4,1% 2,5% 3,1% 3,5% 2,8% 

The Caribbean 
Frequency of shrinking 25% 31% 28% 36% 32% 

Rate of shrinking -5,7% -3,1% -2,5% -2,7% -1,6% 
Rate of growing 5,8% 4,7% 3,4% 3,9% 2,2% 

Middle East & North Africa 
Frequency of shrinking 35% 47% 28% 29% 39% 

Rate of shrinking -7,2% -7,4% -4,9% -2,8% -3,5% 
Rate of growing 7,7% 6,2% 6,8% 3,6% 3,1% 

Sub-Saharan Africa 
Frequency of shrinking 45% 52% 43% 24% 18% 

Rate of shrinking -4,5% -4,0% -4,3% -3,4% -4,2% 
Rate of growing 5,0% 3,4% 4,6% 5,0% 3,2% 

Source: Penn data version 9.1. See appendix for the list of countries. 

The table reveals three patterns. First, on average, over the entire period from 1970 until 2000, 

Sub-Saharan Africa features the highest shrinking frequency in the developing world, 

followed by the Middle East and North Africa. The Caribbean and Latin America occupy the 

third and fourth positions. Most notable is that even if the average rate of growth is somewhat 

higher in Asia than in the rest of the regions, the frequency of shrinking in both first and 

second-tier Asia is significantly lower than in the rest of the regions. Second, frequencies of 
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one time event in the history of the region. In short, the capability of inclusion measured by 

the Gini index suggests that more equal distribution of income reduces the risk of shrinking.  

 
Table 2. Survival models of economic shrinking in LAC, 1970-2016 

  Full South  South A. South A. South A. 

VARIABLES Model America    + Mexico 
   + Central 
A 

   + 
Caribbean  

            
  Odds ratio         
Transformation           
Exports Diversification Index 2.823 9.067 10.053 7.697 4.415** 
  (2.478) (14.060) (16.437) (12.139) (3.325) 
Autonomy           
Central Bank Independence 0.444* 0.462 0.594 0.304* 0.671 
  (0.187) (0.322) (0.403) (0.208) (0.320) 
Inclusion           
Gini Index 0.986 0.977** 0.980** 0.988 0.983 
  (0.011) (0.010) (0.009) (0.015) (0.012) 
Controls           
Log of GDP pc Prev. Year 1.040 0.686 0.715 0.843 1.034 
  (0.081) (0.168) (0.155) (0.131) (0.085) 
            
GDP pc Growth Prev. 5 Years 0.699*** 0.728*** 0.716*** 0.697*** 0.708*** 
  (0.022) (0.036) (0.036) (0.026) (0.028) 
            
Net barter terms of trade prev. 5 years 0.998 0.998 0.997*** 0.999 0.996 
  (0.002) (0.002) (0.001) (0.001) (0.002) 
Observations 252 112 125 175 183 
Shrinks 236 105 117 161 174 
log L -367.8 -101.1 -122.6 -205.8 -225.4 
LR test Chi2 221.6 96.81 146.3 339 93.94 
Pseudo R-squared 0.137 0.169 0.159 0.172 0.138 
Robust seeform in parentheses           
*** p<0.01, ** p<0.05, * p<0.1           

 

Finally, as expected, the risk of shrinking declined with the strengthening of non-partisan 

institutions, indicating improved autonomy. The avoidance effect run in the right direction in 

every subsamples, and was statistically significant in the full sample. This means, institutional 

changes advancing democratisation and high-quality economic policymaking are ongoing and 

apparently persistent. Increased legal independence and law enforcement has been a gradual 

process governed by rules and procedures. Such consolidation of the rule of law provides less 

uncertainty and more information to actors at all levels of society. This might, to some extent, 

explain why there has been no reversion to autocratic rule in the region. 
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oligarchic elites can be prevented. This enhanced autonomy capability might have 

counteracted potential risks of backsliding into the politics of vested interests. Furthermore, 

the inclusion capability has been partially addressed through policies advocating anti-cyclical 

expenditure policies rather than violence, with increased welfare state funding and expanded 

social protections that might reduce the likelihood of shrinking in the future.  

Although the recent commodity boom contributed to reducing the risk of shrinking in 

the 2000s, the frequency of shrinking episodes had already begun to decrease during the 

processes of political democratisation and economic liberalisation. The establishment of more 

commercial, political and bureaucratic organisations, the reduction of social clashes and the 

general improvement of policymaking reflect the advancement of certain social capabilities 

and the increased resilience to economic shrinking in LAC. However, it is doubtful that any 

country in the region has sufficiently established the doorstep conditions for transition to an 

open-access society. The lack of significant positive change in transformative capabilities 

remains a weakness of all LAC countries and constitutes a substantial risk of falling back into 

a pattern of more frequent economic shrinking episodes.  

  







https://doi.org/10.1080/17487870.2019.1628757
https://doi.org/10.1080/13600810410001699993
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Table A. Descriptive statistics 

  (1) (2) (3) (4) (5) 
VARIABLES N Mean sd min max 
            
Country 456 17.17 9.950 1 33 
Year 456 1,994 13.35 1,970 2,016 
Time 0 (from entry) 456 21.29 13.05 0 46 
Time since entry 456 24.57 13.35 1 47 
Time 0 (from las shk) 456 0 0 0 0 
Time since last shk 456 3.397 3.622 1 23 
Shk number 456 8.186 5.256 1 25 
Shrinking Dummy 456 0.943 0.232 0 1 
GDP pc Growth Prev. 5 Years 450 0.112 2.676 -8.782 6.359 
Log of GDP pc Prev. Year 456 7.839 1.145 4.340 10.34 
Net Barter Terms of Trade 316 110.4 35.93 50.98 256.8 
Natural Resources Assets 399 4.954 6.372 0.00807 34.16 
Population (millions) 456 14.70 33.32 0.0404 206.2 
Urban Population (% of pop) 456 56.06 19.69 18.45 95.14 
Gini Index 335 48.02 6.207 24 60.20 
Top 10% Income Share (Urban) 101 40.99 4.671 30.60 51.70 
Unemployment Rate 206 9.375 4.592 2.493 22.72 
Exports Diversification Index 456 0.289 0.0731 0.185 0.537 
Exports Quality Index 456 0.838 0.112 0.519 1.169 
Economic Complexity Index 271 -0.192 0.469 -1.128 1.022 
Central Bank Independence 407 0.462 0.173 0 0.827 
Log of Inflation (ln(1+inlf)) 456 20.01 34.01 -3.556 214.4 
Tax Revenue (% of GDP) 234 16.04 5.758 4.839 35.25 
Education Expenditure (% of 
GDP) 315 4.112 1.819 0.905 12.97 
Governent Expenditure (% of 
GDP) 220 20.34 6.793 9.319 65.23 
Country Risk Index 310 4.443 1.380 1.558 6.981 
Latent Conflict Index 310 6.975 1.534 3.750 9.382 
Institutional Quality Index 310 4.899 1.757 1.752 8.358 
1 if record is to be used; 0 othw 456 1 0 1 1 
1 if failure; 0 if censored 456 0.943 0.232 0 1 
analysis time when record ends 456 3.397 3.622 1 23 
analysis time when record begins 456 0 0 0 0 
1970s 456 0.145 0.352 0 1 
1980s 456 0.298 0.458 0 1 
1990s 456 0.211 0.408 0 1 
2000s 456 0.178 0.383 0 1 
2010s 456 0.169 0.375 0 1 
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Table B. Frequency data for shrinking episodes 
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