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1. Introduction 
 

The transformation of telecommunications markets is occurring at a rapid pace around the world, with 
new technological developments, changing market structures, privatization of former public telecom operators 
(PTOs) in developing countries, convergence of services, and globalization of telephone operators along with 
the world economy. The strengthening of regulatory reforms to sustain private investment is another recent 
development. The Latin American and Caribbean telecommunications sector reflects this astonishing 
metamorphosis.  

As the world economy becomes more integrated in the markets for goods, services and capital, 
recognition of the need for expanded and modernized telecommunications services has pervaded the plans and 
policies1 of most Latin American countries. However, the degree of concern has not been similar across the 
different countries in the region. 

This study examines trends in aspects of the telecommunications sector in Latin America and the 
Caribbean. Among the topics considered are the expansion of the telecommunications network, privatization, 
level of efficiency after privatization and the effort to establish independent regulatory authorities in the 
region. Latin America and the Caribbean include more than thirty countries with different languages, cultures 
and institutional endowments. An individual analysis of telecommunications development in each of these 
countries is beyond the scope of this essay. Instead, I focus on four broad groupings of countries that appear 
to share some common characteristics, which make analysis more fruitful.  

These regional groups are the Andean Pact countries, the Caribbean nations, Central America and the 
Mercosur countries (plus Chile). The Andean Pact includes Bolivia, Colombia, Ecuador, Peru and Venezuela. 
This is a very compact and homogenous group of countries. The Caribbean group includes the Bahamas, 
Barbados, Belize, Cuba, the Dominican Republic, Guyana, Haiti, Jamaica, Suriname and Trinidad and 
Tobago. This set of nations might be the most heterogeneous grouping because of the different economic, 
cultural and institutional frameworks. Although Belize, Guyana and Suriname are not islands like the others, 
they have close institutional similarities to countries like Trinidad and Tobago and Jamaica. In contrast, 
countries like Haiti, Cuba or the Dominican Republic, although Caribbean islands, do not share some of the 
institutional features of Common Law countries like Jamaica and Barbados. 

The third group of countries, Central America, is composed of Costa Rica, El Salvador, Guatemala, 
Honduras, Mexico, Nicaragua and Panama.  These are also homogenous, although Mexico, given its level of 
economic development, may be considered a country apart. The last group is called Mercosur, following the 
Spanish acronym for countries in that trade association. Mercosur is composed of Argentina, Brazil, Paraguay 
and Uruguay. I have added Chile to this group because of its close similarities with the other countries2. I 
hope this will not lead to any confusion. 

This study utilizes graphical and charts analysis to study developments in telecommunications in these 
four groups. A previous study (Gutierrez and Berg, 1998) provides an econometric analysis of quantitative 
issues. This essay will have four more sections. The next section contains a general overview of current 
economic and political indicators for the region as a whole. The third section deals with the analysis of how 
the telecommunications network has expanded across the different groups. The fourth section analyzes the 
privatization reforms undertaken by some countries in the region. I then present a short description of how the 
region has evolved in terms of regulatory reform, followed by an account of the level of efficiency and 

 
1 See Hudson (1997). 
 
2 An alternative name could have been Southern Cone Countries.  
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digitalization achieved by the sub-regions. The last section presents some concluding observations.  
 
2.Overall Picture of Latin America 
 

To many observers of the Latin America economy, the 1980s was the "lost decade".  The debt crisis 
that hit almost all the countries in the region brought lower or negative economic growth rates, an increase in 
poverty, a broader gap in the distribution of income and higher levels of unemployment. Many blamed the 
inward-looking development model that most countries in the region had followed for more than four 
decades. To cope with all these problems, in the mid-1980s, international organizations like the World Bank 
and the International Monetary Fund demanded that governments in the region undertake a broad number of 
reforms. Some called this set of structural policies the "Washington Consensus3."  

Hence, from the mid-1980s, most of the governments embarked on implementing reforms in many 
areas. In trade policy, they lowered tariffs and eliminated controls on imports. In the financial arena, they 
liberalized financial markets. With regard to tax policy, there was a rationalization of the number and 
structure of taxes. In the area of labor legislation, labor markets were made more flexible, and in privatization 
reform, most governments began divesting assets in some sectors4, leaving production decisions to managers 
who reported to private investors.  

As seen in Table 2.1, researchers have constructed two measures of the structural reforms in Latin 
American countries: the Structural Policy Index and the General Reform Index. Based on the first index, the 
average indicator shows that the region furthered reform by about 37% between 1986/90 and 1991/95, while 
according to the second one, the increase was close to 28%. Economic growth performance has been quite 
disappointing.  While in the last second half of the 1980s, the region suffered a negative growth in GDP per 
capita, in the first half of the 1990s that growth was barely above 1%. Also, while it is clear that the region 
deepened its integration into the world trade flow of goods, it is also apparent that the service sector as a 
percentage of GDP declined slightly in the first five years of the 1990s. 
 

Despite that poor economic performance, the region had gains in the overall polity and in the way 
international analysts perceived the region. Three well-known indexes, the International Country-Risk Guide 
(ICRG), Euromoney and Institutional Investors show increases that range from 11 to 27% when comparing 
the second half of the 1980s with the first half of the 1990s. These indicators constructed by specialized 
country-risk agencies capture the macro level of the institutional endowments in the region. The region, then, 
progressed remarkably in this context. Another important indicator is related to the political headway Latin 
America has made in the last fifteen years. The GOVTYPE index in Table 2.1 shows the political stability or 
level of democratization in the first half of the 1990s; the governments of the region have leaned toward more 
democratic processes reflecting a broader social consensus. 
 
 
 
 
 
 
 
 

 
3 See Williamson (1990) and McCoy (1999). 
 
4 For a more detailed analysis of Latin America's structural reforms see IADB (1997), Lora and Barrera 
(1997), Lora (1998), Morley et al. (1999), Easterly et al. (1997), and Fernandez and Montiel (1997). 
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Table 2.1 
Economic, Political and Demographic Indicators in Latin America 

 
23 Latin and Caribbean Countries* 1986-1990 1991-1995 1996-1997 

GDP per capita (U.S.$1990) 2630 2694 2989 

Growth of GDP per capita -.16 1.09 2.86 

Value-added service/GDP 51.01 50.87 51.00 

Regulatory Framework Index .14 .30 0.59 

Democracy-GOVTYPE 1.27 1.93 NA 

Euromoney*/ 32.98 41.77 49.47 

Institutional InvestorΒ/ 22.94 27.18 33.33 

ICRG-BURQUA 2.28 2.51 NA 

Structural Policy Index5 .425 .581 NA 

General Reform Index6 .614 .788 NA 

Economic Freedom Index 4.61 5.89 NA 

Population density 40.45 45.18 48.10 

Urban population 60.28 62.79 63.12 

Trade (exports+imports)/GDP 61.16 72.36  

Cellular subscribers per 100 inhabitants 0.01 0.31 1.14 

Main lines per 100 inhabitants 
TELEDENSITY 

7.07 9.74 12.3*/ 

Source: See the Appendix for a description of the variables. 
These are Argentina, The Bahamas, Barbados, Belize, Bolivia, Brazil, Chile, Colombia, Costa Rica, 
Ecuador, El Salvador, Guatemala, Guyana, Honduras, Jamaica, Mexico, Nicaragua, Panama, 
Paraguay, Peru, Trinidad and Tobago, Uruguay and Venezuela. 

 */ Includes 24 countries 
 Β/ Includes 20 countries 
 
 

 
In the telecommunications arena, the region as a whole achieved good results. Progress is apparent in 

both mobile and fixed telephony. The indicator of main phone lines per 100 inhabitants, or teledensity in 
short, increased from seven to almost ten lines. Although the ratio is still far below the level of developed 

                                                 
5 See Lora (1998). 
 
6 It comprises 17 countries. See Morley et al. (1999). 
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countries, the region has surpassed Africa and some of the Asian countries.  
 More recently, the performance of some of the above indicators has shown some progress. The 
growth of the GDP per capita increased by almost 3.0% and the added value of the service sector as a 
proportion of GDP came back to the average level of 1985-90. The Euromoney and Institutional indicators 
have also improved, increasing between 18.4% and 22.6% when comparing the first half of 1990s and the 
1996-97 average. The telecommunications indicators increased greatly, especially the total number of cellular 
phones per 100 inhabitants. However, the 1998 exchange rate crisis of Brazil's currency (a depreciation of the 
Brazilian currency by 40%) reminds us that the region seems to be extremely vulnerable to global market 
instability.  

Thus, it seems that the overall progress of the region has been mixed. The more recent economic and 
financial developments that followed the Mexican crisis of 1995 and Brazil's of 1998 threaten and blur the 
future of the region. Although I do not want to delve into more detail about the reasons that keep Latin 
America's expectations low, a leading economist has explained it as follows. "That [Washington] consensus 
all too often confused means with ends: it took privatization and trade liberalization as ends in themselves, 
rather than as means to more sustainable, equitable, and democratic growth….   It focused too much on price 
stability, rather than growth and the stability of output. It failed to recognize that strengthening financial 
institutions is every bit as important as controlling budget deficits and increasing the money supply. It focused 
on privatization, but paid too little attention to the institutional infrastructure that is required to make markets 
work, and especially to the importance of competition" (Stiglitz, 1998b, p.1). 
 
3.  The Deployment of Phone Fixed Telephony Network in Latin America and the Caribbean 
 

The purpose of this section is to assess the state of the development in the telecommunications 
network deployment in the last eighteen years for twenty-seven countries in Latin American and the 
Caribbean. The progress in the advancement of the telecommunications network in the region has been 
affected by multiple factors. Perhaps the most important has been the privatization throughout the region that 
has been carried out differently across countries. Another important factor has been the appearance of new 
technological developments like fiber optics and wireless telephony (cellular and PCS). Lastly, the unfolding 
process of regulatory reform might also have contributed to that development. 

There are not many reliable sources regarding the performance of the telecommunications sector in 
Latin America. The most widely used database comes from the International Telecommunications Union 
(ITU henceforth), a worldwide organization that includes more than 140 countries. Every year the ITU 
releases a wide number of indicators about the development of the telecommunications sector in associated 
countries. One of the best indicators for the measurement of  telecommunications enhancement would be the 
dollar value of annual investments or the amount of capacity. However, despite ITU requests for information 
about investment value in telecommunications for every associated country, the data for Latin America and 
the Caribbean is relatively incomplete.  
 Fortunately, the ITU database includes a very useful indicator, total main fixed lines. In the last forty 
or fifty years, this variable may have reflected the level of investment in telecommunications due to the 
predominance of fixed telephony. Since the total number of lines should be greater for more heavily 
populated countries, the ITU also publishes total main lines per 100 inhabitants. This normalized indicator is a 
better proxy of the level of investment in telecommunications and the degree of network penetration, at least 
for developing economies. Nevertheless, as new technologies like the cellular, personal communications 
services (PCS) and high-speed data transmission appear, the reliability of this indicator will diminish as proxy 
of investment in telecommunications.  

The increase in the deployment of main fixed phone lines in Latin America in the last eighteen years 
has been outstanding. Table 3.1 presents annual average data on this indicator for the periods 1980-85, 1986-
90, 1991-95, and 196-97. From a 4.4 average main lines per 100 inhabitants in 1980, it expanded to more than 
twelve lines. The behavior has not been even across the different country groups though. Back in 1980-85, the 
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Bahamas and Barbados, with 16.5 and 16.2 main lines of teledensity, had the more advanced telephone 
networks in the region. In contrast, countries like Haiti and Honduras did not even reach one line of 
teledensity. Seven countries were above the average of 4.7 lines, but most of them were under it. By 1996-97, 
again Barbados and the Bahamas reached a level of teledensity close that of the developed countries, almost 
39 and 33 lines per 100 inhabitants. In the lower bounds, Haiti is the most striking outcome, because eighteen 
years later, it still does not exceed one line of teledensity. Nicaragua, Honduras, and Cuba fell well behind the 
rest of the countries in the region, with networks of less than four lines per 100 inhabitants. Ten out of twenty-
seven countries achieved outcomes above the unweighted average of the region.  

The study of how the network expansion occurred across the different sub-regions shows interesting 
results7. First, it is worth mentioning that in all the groups analyzed there has been at least one country that 
has privatized its former PTO. The reader should also remember that by 1980, all but one country had a PTO. 
On average, the most advanced sub-region has been the Caribbean, as shown in Table 3.1. There are two 
indicators for the Caribbean, and in both, this tropical region has been the leader in the deployment of more 
telephone lines per 100 inhabitants. The result is most evident if countries like Cuba, the Dominican Republic 
and Haiti are removed. A fairly good average of almost 6.3 lines in the first half of the 1980s almost doubled 
to the period 1996-97 (17.5 lines). Mercosur followed a similar pattern of improvement across the same 
period. From an average total teledensity of close to 5.3 lines, this region increased its network expansion to 
about 14. The Andean Pact countries take third place, showing some progress. Lastly, Central America barely 
doubled its teledensity.     

 
A different picture can be obtained by looking at Figure 3.1, which presents the annual average 

growth rate of teledensity for the same periods. It is evident that across the whole period, 1980-97, the 
Caribbean, with or without Cuba, Haiti, and the Dominican Republic, achieved the highest annual average 
growth rate (above 8%). This comes as no surprise because most countries in this region have a large tourism 
industry, and some are offshore financial centers. But we can also observe that for the more recent periods, 
1991-95 and 1996-97, both the Andean Pact and Mercosur countries have, on average, attained higher growth 
rates than the Caribbean countries, showing perhaps the attention that countries in these sub-regions have 
granted to the development of the telecommunications sector. Recall that most of those countries have pushed 
the structural reforms described in the previous section. The lagging sub-region, Central America, although 
achieving a remarkably growth rate during 1991-95, has slowed down more recently.  

 
The apparent better performance of the growth rate in recent periods in both the Andean Pact and 

Mercosur countries may have also been propelled by the way privatization took place in those countries. I will 
tackle some of these topics later. 

 
 
 
 
 
 
 
 
 
 
 

            Table 3.1  

 
7 All the indicators in this section and in the later one are simple (unweighted) average.  
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Deployment of Main Phone Lines per 100 Inhabitants 

I 
   1980-85 1986-90 1991-95 1996-97 1980-97 

MERCOSUR-PLUS   
 Argentina   8.00 9.78 12.56 18.25 10.90 
 Chile   3.74 5.13 10.51 16.79 7.45 
 Brazil   4.71 5.96 7.61 10.11 6.46 
 Paraguay   1.86 2.34 3.01 3.92 2.54 
 Uruguay   8.29 11.47 17.00 22.04 13.12 
Mean   5.32 6.94 10.14 14.22 8.10 
    
CARIBBEAN NATIONS  
 Bahamas   16.50 23.62 29.33 32.42 23.81 
 Barbados   16.20 23.83 32.03 38.71 25.22 
 Belize   3.41 6.94 12.86 13.51 8.14 
 Dominican Republic  2.05 3.48 6.93 8.51 4.52 
 Guyana   2.19 2.04 4.24 6.25 3.23 
 Haiti   0.45 0.63 0.71 0.80 0.61 
 Jamaica   2.82 3.74 8.46 14.10 5.90 
 Suriname   5.56 8.36 11.48 13.89 8.91 
 Trinidad and Tobago  5.93 13.02 15.01 17.91 11.75 
 Cuba   2.53 3.18 3.18 3.29 3.00 

    
Mean   5.76 8.88 12.42 14.94 9.51 
    
ANDEAN PACT   
 Bolivia   2.62 2.64 3.40 5.60 3.17 
 Colombia   4.73 6.50 8.68 13.25 7.27 
 Ecuador   2.98 3.96 5.49 7.43 4.45 
 Peru   1.91 2.39 3.23 6.37 2.91 
 Venezuela  6.13 7.70 9.73 11.91 8.21 

    
Mean   3.68 4.64 6.11 8.91 5.20 

    
CENTRAL AMERICA   
 Costa Rica  7.60 8.79 11.71 16.17 10.02 
 El Salvador  1.72 2.16 3.75 5.61 2.84 
 Guatemala  1.39 1.72 2.35 3.60 1.99 
 Honduras   0.93 1.46 2.27 3.39 1.72 
 Mexico   4.52 5.72 8.60 9.54 6.54 
 Nicaragua   1.24 1.31 1.73 2.78 1.57 
 Panama   7.15 8.53 10.40 12.16 8.99 

    
Mean   3.05 3.75 5.07 6.30 4.16 
    
Source: ITU Database disk. 
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Figure 3.1 
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Figure 3.2 
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Perhaps countries that begin to achieve a level of teledensity close to that of developed countries 
begin slowing down their penetration. It might be an income effect in the sense that after a threshold level of 
income, growth in demand for new telephone lines begins to drop. The opposite case seems to be also true. 
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For countries like Cuba, Haiti,  and Nicaragua, where the GDP per capita is low and where there should be a 
very large unmet demand, the increase in the teledensity will more likely occur if there is an appreciable 
increase in the national income. Otherwise, growth rates will stagnate. 

Figures 3.3 and 3.4 may shed light on the above conjecture. These figures plot the GDP per capita in 
1990 and 1997 in the x-axis (base year 1990) against the level of teledensity in 1990 and 1997, y-axis. In 
1990, we observe that Argentina, Belize, Costa Rica, Mexico, Panama, Trinidad and Tobago and Uruguay 
began growing in both GDP per capita and teledensity, while Haiti, Nicaragua, and Guatemala8 continued to 
have low deployment of lines per 100 inhabitants. This seems more evident in Figure 3.3 than in Figure 3.4.  
In this figure, the achievement of a country like Suriname is striking. A low-income country, U.S.$ 823, it 
reached a level of 9.2 lines per 100 inhabitants, higher than many countries with double or triple its GDP per 
capita.  
 
 
 

Figure 3.3. 
TEL1990  Versus  DPPC90 

 TEL1990     |---------------------------------------------------| 
     28.070 -|                                               BAR*| 
             |                                                   | 
             |                                                   | 
     21.226 -|                                                   | 
             |                                                   | 
             |                  URU                              | 
     14.382 -|                   *         *T&T                  | 
             |   SUR                                             | 
             |    *   ECU  ***COL,COS,BEL        *ARG            | 
      7.538 -|         *       *   ***MEX,PAN,VEN                | 
             |    *  *   *BRA CHI                                | 
             |    ***  * *JAM                                    | 
      0.694 -|*2 *GUA  PER                                       | 
             |HAI,NIC                                            | 
             |---------------------------------------------------| GDPPC90 
              |         |         |         |         |         | 
            316.3    1584.3    2852.3    4120.3    5388.3     6656.3 

Note: For the purpose of clarity, not all countries' entries have been included in either figure. . Some 
countries' entries are placed above, others below and some to the right of the stars. 

 
 
 
 
 
 

In 1997, we observe that countries like Trinidad and Tobago, Chile, Argentina, and Uruguay have 
begun separating from the rest of the pack both in terms of income and teledensity. Countries like Colombia, 
Suriname and Belize that were in good shape in 1990 lost pace to countries like Chile. Mexico, from its 
average position in 1990, has lagged remarkably given its level of income and the privatization of its former 
PTO. Among the laggard countries in 1990, Peru and especially Guyana performed very well by 1997. The 

 
8 Cuba would be there too. Unfortunately, no statistics about GDP or any other account of the National 
Account is available for Cuba. 
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former multiplied its teledensity by almost three times, but the latter exceeded the others, increasing by 
about four times its 1990 teledensity level. 

 
 

Figure 3.4. 
TEL1997  VERSUS GDPPC97*/ 

 TEL1997     |---------------------------------------------------| 
     40.430 -|                                               BAR*| 
             |                                                   | 
             |                                                   | 
     30.522 -|                                                   | 
             |                                                   | 
             |                        *URU                  T&T  | 
     20.615 -|              COS             *ARG             *   | 
             |   SUR,COL    *             *CHI                   | 
             |    *      2   *  VEN                              | 
     10.707 -|              JAM  *  ***BEL,PAN,BRA               | 
             |    ***  *     *MEX                                | 
             |  **  * **                                         | 
      0.800 -|*HAI                                               | 
             |---------------------------------------------------| GDPPC97 
              |         |         |         |         |         | 
         214.400            2911.601            5608.800 
                  1563.000            4260.201            6957.398 

*/ 1990 price. 
 
 
 
Some countries with a low level of income still do not take off - Haiti, Cuba, Nicaragua, Honduras 

and in lesser degree Guatemala and El Salvador. It is clear that these countries have been through political and 
economic difficulties that may have hindered their telecommunications investments. The graphical evidence 
does point to income level as the main determinant of the evolution of teledensity across the region. 
 
4.  Privatization and Telecommunications Reform 
 

In light of increasing integration of Latin American countries into the global economy and the signing 
of the World Trade Organization (WTO) agreements in telecommunications, most Latin American countries 
have begun a process of telecommunications reform since the late 1980s. The reforms have been different for 
the countries in the region, but they often share some characteristics.  

In Table 4.1, we can see that at least fifteen Latin American countries have privatized their former 
PTO9.  That is, three countries from the Andean Pact - Bolivia, Peru and Venezuela; five from the Caribbean - 
 Barbados, Belize, Guyana, Jamaica, and Trinidad and Tobago; four from Central America - El Salvador, 
Guatemala, Mexico, and Panama; three in the Mercosur - Argentina, Brazil and Chile. Out of these fifteen 
countries, thirteen governments chose to give up more than 50% of their stake in the former PTO. In one other 
case (Bolivia), the government kept 50% but transferred it to a pension fund scheme.  In the remaining case of 
Trinidad and Tobago, the government kept 51% of its former share. Hence, the privatization reform has been 
different across the region10. 

 
9 We do not include the case of Dominican Republic because its privatization process did not come out of 
telecommunications reform. 
 
10 This paper does not describe the factors that may have eased the privatization of SPTO in some Latin 
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Table 4.1 
Privatization and Market Structure 

Country Year 
Of Privatization 

Private 
Ownership 

Separate 
Regulatory 
Authority 

 
Current Market Structure 

Argentina 1990-1991 100% Yes Two regional Monopolies in local telephony 
and one incumbent in long-distance service. 

Bahamas None - No Monopoly in all main markets 
Barbados 1991 80% on 

Average 
No Monopoly in all main markets 

Belize 1988-1992 97% No Monopoly in local and long distance services 
Bolivia 1995 50% Yes Monopoly in long-distance services and local 

monopolies in local telephony 
Brazil 1998 100% Yes Long-distance monopoly, and local loops 

monopolies. 
Chile 1985-1990 100% No Full competition since 1995. 
Colombia Plan to privatize 

local telco. 
- Yes Local-city monopolies but open to competition. 

One state-owned and two private providers of 
long distance. 

Costa Rica No concrete plan. - Yes Monopoly in local and long distance services. 
Ecuador Privatization 

efforts failed. 
- Yes Monopoly in local and long distance services. 

El Salvador 1998 51% Yes Current Monopoly in local and long distance 
services but open both to full competition.  

Guatemala 1998 98% Yes Full competition in both local and long 
distance services. 

Guyana 1991 80%  Yes Monopoly in all markets. 
Honduras Expected for 2000 Expected 

51% 
Yes Monopoly in local and long distance services. 

Jamaica 1989-1990 100% Yes Monopoly in local and long distance services. 
Mexico 1990-1994 100% Yes Full competition in local-distance market. 

Partial competition in long telephony. 
Nicaragua Expected in 2000 

or later. 
40% Yes Monopoly in all markets. 

Panama 1998 51% Yes Monopoly in local and long distance services. 
Paraguay No privatization 

Plans 
- Yes Monopoly in local and long distance services. 

Peru 1994-1996 98% Yes Competition in local and monopoly in long 
distance service. 

Suriname None - No Monopoly in main phone markets 
Trinidad and  
Tobago 

1989-1991 49% Yes Monopoly in local and long distance service. 

Uruguay No Privatization - No Monopoly in local and long distance service 
Venezuela 1991-1996 96%  Yes Monopoly in local and long distance service. 

                                                                                                                                                             
American and Caribbean countries. For the study of four cases in the Southern cone countries see Molano, 
(1997). For other Latin America cases, see Beca (1993).  
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Source: ITU (1997 and 1998), supplemented by the author. Some years and percentages do not match 
those of the ITU because they were updated or include sales of shares to local investors. 
Main Telephone Markets: local fixed telephony and long distance, domestic and international. 

 
This critique applies to all but the most recent privatization reforms. This brings us to another point of 

similarity. Without exception, governments in the region gave up, easily and willingly, exclusivity periods to 
the new private PTOs. The range of exclusivity went from five to twenty-five years. More than that, as 
Stiglitz correctly states, most of the time the governments knowingly sacrificed potential competition because 
they wanted to "raise much-needed revenue". Until 1995, most of the main telecommunications markets in the 
region were monopolies (see Table 4.1). In some cases, like Chile, competition was brought out or pushed 
because of the judiciary's decisions. So governments in the region changed public monopoly PTOs into 
private monopoly PTOs. More recently, however, the new privatization programs do not emphasize 
exclusivity periods. For example, in Guatemala and Brazil, governments have complete or partial open market 
competition11. 

With regard to regulatory reform, institutions have been established but improvements are necessary. 
Most governments postponed regulatory reform until after privatization of their former PTO. It seems strange 
that private foreign investors have accepted such delays. However, in most Latin American privatization, 
governments, under the pressure of the new (potential) owners, wrote down contract concessions that 
stipulated (almost) all the obligations, rights, and ways of solving potential disputes that might arise between 
the government and the private PTOs. In this sense, the reaction of Stiglitz is correct in that some 
governments may not have enough freedom to implement a strong regulatory reform because of the 
constraints imposed by those contracts.  

That being the case, it is also true that most of the Latin American and Caribbean countries made 
some apparent progress toward the creation of independent regulatory authorities. As can be seen from Table 
4.1, eighteen countries in the region created separated regulatory bodies. By “separate”, I mean that either the 
operational activity was separated from the regulatory one and/or that a new agency, body or authority was 
created. Nobody will argue that they are completely independent12, but the creation of such institutions 
represents the first step toward broader regulatory reform. I will analyze this in the next section. 

Given that some countries in the region have privatized and others have not, what can be said of the 
relative post-privatization reforms? Have the privatized countries deployed their networks more than the non-
privatized? Furthermore, are there any different patterns among the countries that privatized? To answer some 
of these questions, I make use of graphical and data analysis. 

From Table 4.2, we obtain a fundamental result. The statistical evidence seems to show that the 
privatization process tends to improve the growth of main phone lines per 100 inhabitants13. Although we do 
not weight this average by population or GDP, it is evident that after privatization the annual average growth 
rate was double for those countries. This might mean that the incentives to deploy more lines across the 
country were greater in those countries where the PTOs were in private hands. Even if we rule out countries 
that recently privatized, i.e., Peru and Bolivia, the growth rate is about 3.7 percentage points higher than for 

 
11 For example, Guatemala opened completely its market before privatization (For a very colorful depiction 
see Spiller and Cardilli [1997]), while in Brazil the government is about to open the public bidding to the 
mirror licenses. The first is a sample of complete opening to competition, whereas the second one created a 
duopoly market structure. 
 
12 For more details about what instruments a regulatory authority should have, see Tenenbaum (1996). 
 
13 I say “seem” because a simple test of means difference shows that post-privatization averages are different 
at a 5% significance level (one tail) but failed at different significance levels. 
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non-privatizers.  

The second interesting outcome to observe is that there is no clear pattern of behavior within the 
countries that privatized their PTO. For example, the performance of Guyana was expected. Before 
privatization there was a very bad rate of deployment of new lines per 100 inhabitants. So the new owners 
stepped up new investments. It is also normal that a country with a higher annual growth rate prior to 
privatization, like Trinidad and Tobago, had the lower in the post-privatization era. But there is a cluster of 
very-close-to-average pre-privatization countries, like Barbados and Argentina, that grew almost equally in 
the years after the privatization reform.  

The countries that did not privatize did increase teledensity, but more slowly on average. However, 
several countries (Haiti, and Cuba) had and still have very low levels of teledensity. Recall that Haiti, for 
instance, had a teledensity lower than one in 1980 and its teledensity still did not exceed that number in 1997. 
But it quite evident that the smallest countries in this sub-group were the ones with higher annual growth rates 
(e.g., Nicaragua, Honduras, El Salvador, and Guatemala). 

 
 
 
 
 

Table 4.2 Comparisons of Pre- and Post-Privatization Reform↔/ 
Countries that privatized their former state-owned operators / 

 Year*/ of 
Privatization 

% Annual Growth 
Prior to Privatization

% Annual Growth From 
Privatization 

Trinidad & Tobago 1990 15.0 5.0 
Belize 1988 12.1 9.5 
Barbados 1989 6.7 6.4 
Chile 1987 5.7 13.7 
Argentina 1990 5.2 8.2 
Mexico 1991 5.1 5.6 
Jamaica 1989 5.0 16.6 
Peru 1994 4.2 23.7 
Venezuela 1991 3.8 6.8 
Bolivia 1995 2.4 29.0 
Guyana 1991 -2.4 24.1 

Simple Average  5.7 13.5 
Countries that did not privatize their former state-owned operators 

%Annual Average Growth Rate  
1981-1989 1990-1997 

Honduras 8.5 10.6 
Suriname 8.3 6.9 
Colombia 5.8 10.6 
Uruguay 5.5 8.4 
Ecuador 5.5 6.6 
Paraguay 5.1 7.3 
El Salvador 5.1 12.0 
Brazil 4.7 7.1 
Guatemala 4.5 11.3 
Costa Rica 3.3 7.9 
Panama 3.1 4.5 
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Nicaragua 1.8 11.1 

Simple Average 5.1 8.7 
↔/The information in this table refers to those countries that privatized before 1998. 

/This refers to the year where control of major state's stake was transfer to private hands 
Source: ITU  (1997a ) Database Indicators. 
 
Figures 4.1 and 4.2 present a general picture for comparing the teledensity performance for those 

countries that privatized. P means the year the PTO was privatized. For example, for Chile it was 1988. Then, 
P = teledensity1988/teledensity1988. P+1 = teledensity1989/teledensity1988 and so on.  Figure 4.1 depicts those 
countries with more years of post-privatization. In the x-axis, we find the pre- and post-privatization years. 
We can see that Barbados and Trinidad and Tobago showed little progress compared to countries like Chile 
and Jamaica. Belize's performance was in the middle. Figure 4.2 presents the countries with a shorter 
privatization period. As mentioned earlier, Guyana had an outstanding growth rate and leads in the process of 
modernization. Its performance surpasses that of Argentina, Mexico, and Venezuela, which had the most 
publicized privatization reforms14. However, their performance is strikingly mediocre. None of these 
countries goes over the two hundred points. Peru seems to be on a strong growth path, but it is not clear 
whether it will continue growing at that rate. 
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In short, the rate of network expansion has been significantly better in countries that embarked on 
privatization reforms. However, the performance has been uneven across countries. Furthermore, many small 
and medium-sized countries that did not privatize did have outstanding growth rates in teledensity, even 
higher than those of privatizing countries. Although the data seem to contradict Stiglitz's critique, his overall 
point still seems valid. Telecommunications performance may have been even better had competitive 
structure been introduced. However, a more technical econometric analysis is needed to gain additional 
insight into the impact of privatization reforms in Latin America and the Caribbean. Lastly, we have not 
covered the conditions that were imposed on the new (private) owners about universal service, especially in 
rural areas. As a telcom analyst has pointed out, "most Latin American governments are not requiring 
obligations as significant as those imposed on investors in Asian countries, such as Indonesia and the 
Philippines, to build out networks in rural areas. This missed opportunity to provide strong incentives for 
extending rural access could pose a potential problem in the long term" (Hudson 1997, p. 354). 
 
5.  Regulatory Reform 
 

In the last two decades, the economics profession has given more attention to institutional factors as 
explanatory variables for the differences in countries’ economic development. Institutional economics has had 
a long tradition, but not until recently has it been incorporated formally into the theoretical models and in 
empirical research. In the economic growth literature, the works by Barro (1996), Keefer and Knack (1997), 
Knack and Keefer (1995), Alesina et al. (1996), and Mauro (1995, 1998) have tested the thesis of the New 
Institutional Economics (NIE). The main indicators used to capture the institutional environment have been, 
among others, the Gastil Indexes and several of indexes developed by specialized country-risk agencies, like 
ICRG (International Country Risk Guide) and BERI (Business Enviroment Research Intelligence). 

More recently, the study of the state and development of institutions in Latin American and 
Caribbean countries has received attention. International leading agencies like the World Bank and the Inter-
American Development Bank have placed more stress on institutional endowments when studying new 
requests for project loans. Also, within those institutions, think tanks have started to publish research and 
studies that show the weakness and strengths of institutions in Latin America. (For more about this, see 
Birdsall et al. [1998, chap. 12] and Burki and Perry [1998]). 

The institutional endowment of a country is composed of a variety of elements. Some of them belong 
to what transaction cost economics calls the macro level of the institutional environment. Among these are the 
constitution, the congress, and the judiciary. Another group comprises the micro level. These institutions deal 
with more specific problems. Included in this group are regulatory authorities (for example, in 
telecommunications). Why should such institutions exist? Given the conflicting interests that may arise 
between consumers, governments, and private investors, a specialized institution can be created to mediate 
conflicts and to limit opportunistic behavior. The regulatory body is viewed as a governance organization by 
Williamson (1998, p. 95): "Governance is the means by which order is accomplished in a relation where 
potential conflict threatens to undo or upset opportunities to realize mutual gains” [italics in original]. Tyler 
and Bednarczyk {1993), Levy and Spiller (1994a,b) and Galal and Nuriyal (1995) identify the main 
parameters that should be taken into account when studying regulatory reform in telecommunications.15  

 
15 Tyler and Bednarczyk examine why a government should regulate, i.e., to achieve universal coverage, 
to increase competition within the sector, to stimulate innovation and so on. In their analysis, they 
propose that three aspects be considered when referring to the independence of a regulatory body: (1) 
independence from the operational organization(s) responsible for providing the telco services, (2) 
independence from industrial interests and other parties, and (3) independence from ministers or elected 
officials.  Levy and Spiller and Galal and Nuriyal approach institutional endowments in similar ways.  
Their premise is that every country is endowed with a set of institutions that altogether give more or less 
incentive for private investors to undertake investments, especially in the Public Utility Research Center 
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In the previous section it was shown that eighteen out of twenty-seven countries created new 
regulatory bodies. What kind of regulatory authorities are they? And what minimum conditions must be 
satisfied to establish an institution that guards fairness? The first condition should be the separation of the 
operational activity from the regulatory one. It was common in all the Latin American countries that the PTO 
undertook the investment, installation and operation of the main telecommunications service, with the 
organization also being responsible for the regulation of the sector. The PTO was then a public agency and its 
acts were ruled by norms different from those applicable to private companies.  

The first step in regulatory reform is the separation of government oversight from company 
operations. This process began in some countries well before privatization. In such a case, the regulatory 
duties were given to a special agency or a particular ministry or secretary. Many analysts view this separation 
as superficial, arguing that the regulatory agency may be extremely dependent on political developments. 
However, it represents a real step toward more independent regulatory bodies. For example, in many 
countries, the liberalization of the telecommunications sector began with so-called value-added services, i.e., 
data communications and cellular. This process would have had a stronger resistance and perhaps would 
never have happened had this separation not occurred first. Recall that telecommunications unions and some 
political parties have been strongly opposed to any kind of privatization in most Latin American countries. 

The second step in regulatory reform involves more separation, this time from political pressure. 
Considerations include the kind of legal instrument (law, decree, etc.) used to create the new 
telecommunication regulatory body.  Also, to whom does the regulatory authority report? Who, if anyone, can 
remove the regulators? Under what conditions is removal permitted? Is the regulatory body self-financed? Is 
it a collegial body (i.e., are there member commissioners)? What are the mechanisms to solve disputes 
between operators? What is the role of the judiciary? Finally, is the judiciary strong and independent enough 
to solve disputes between the government (regulatory body) and telco operators?16. 

Although the second step has taken place only recently in some Latin American countries (with all 
the well-known defects common to the politics of the region), I have constructed an indicator called the 
regulatory framework index. For simplicity, this index takes a dichotomous value: 0 or 1. I assigned 0 when 
there has been no separation in terms of either the first or second step. If there has been separation in the sense 
of the first step and/or any of the parameters of the second step are present, a value of 1 is assigned. To make 
the index more robust, I have taken into consideration the criteria identified by analysts of the 
telecommunications sector for each country (when available) about the degree of independence of the 
regulatory agency and the role of the judiciary.17

Figure 5.1 shows the average of the regulatory framework index by regions for the periods 1986-90, 
1991-95, 1996-97 and 1986-97. In the 1996-97 period, Andean Pact countries seem to have accelerated 
regulatory reforms the most. All countries in this group have separated oversight and operations, the first step 
of reform, but lack other aspects of independence in the opinion of the experts. Mercosur countries have also 
embraced more separate and independent regulatory authorities. The case of Chile stands out. Most analysts 
of the sector that have studied this country give it the best marks. Its strong judiciary is a major element of 

 
utility sectors.  Hence, elements like the existence of a strong judiciary, checks and balances on executive 
decisions, and so on are fundamental in the analysis. 
 
16 Additional considerations are interconnection regulation, whether the regulatory authority influences the 
market structure, and anti-competitive rules. 
 
17 The construction of the dichotomous index involves serious shortcomings. For instance, from one year to 
another, a country can pass from having a 0 value to 1 value, apparently having advanced to the upper bound 
of the index. For this and other reasons, I am presently modifying the methodology to include a range of 
values from 0 to 1, calculating the regulatory framework index on the basis of several components. 
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this consensus view. More recently, some Central American countries have also deepened their regulatory 
reforms. An important step that almost all Central American countries have taken is the enactment of new 
telecommunications law. Guatemala and Mexico are perhaps the most representative cases. The last sub-
region is the Caribbean. Guyana, Jamaica, Trinidad and Tobago, and the Dominican Republic lead in this 
group. 

Perhaps a better picture of how the overall region has advanced in regulatory reform can be seen in 
Table 2.1. There I present the performance of economic, political, and institutional indicators, including the 
regulatory framework index. As a whole, Latin America was given a value of 0.14 (out of a maximum of 1.0) 
for the period 1986-90. The index for the region doubled in the next five years (1991-95). For the more recent 
years, 1996-97, there has been considerable progress toward more independent telecommunications 
regulatory institutions  

 
Figure 5.1 
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 In general, we observe a slow pattern of movement toward more independent and separate regulatory 
authorities. The region is moving in the right direction, but perhaps too slowly considering the amount of 
capital required to extend and modernize the current networks. The need for separate and independent 
regulatory authorities will be more acute in the future when telecommunications markets are completely open 
to competition. At that time, more disputes will arise between the incumbent operators and new entrants and 
between the regulatory authority and the operators.  
 
6.  Efficiency and Digitalization 

In addition to the teledensity indicator that shows the level of deployment of telecommunications 
network across the geography of a country, a couple of indicators may help us to compare the evolution of the 
telecommunications sector in the four sub-regions. The first is total lines per telco employee (ITU database). 
This indicator reflects the “degree of efficiency” of the telecommunications operators: the higher the index, 
the better the efficiency or productivity. It was very common in Latin American telecommunication 
development for governments to use the public utility as a means to exchange political favors. The 
overstaffing of companies was common for telecommunications operators. This measure augments the 
teledensity as an indicator of how the modernization of the telecommunications network has progressed in a 
country. Differences across the region should not be substantial, given the similarities of the technologies 
available to provide fixed telephony and the almost complete dependence on imported equipment. 
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Figure 6.1 
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Figure 6.1 illustrates the evolution of this indicator for the regions during 1980-96. The first point to 
highlight is that there were not appreciable differences across regions in 1980. Mercosur and Central America 
countries had about 37 lines per telco employee, and the other two sub-regions were a bit less efficient (more 
overstaffed). In comparison, this efficiency indicator was about 88 for the United States in 1980. A second 
point is that the gains in productivity rose rapidly from 1991 on. Hence, by 1996, the productivity pattern is 
quite different. With about 180 lines per employee, the Andean Pact countries have made extraordinary 
productivity gains. The modernization in Argentina, Chile and Uruguay made the Mercosur-plus sub-region 
the second most efficient in Latin American. The indicator for Mercosur-plus improves considerably if we 
exclude Paraguay; the efficiency index would then be about 200 lines per employee. These two country 
groups are close to worldwide standard levels of efficiency, when compared with the U.S. index of about 192 
lines per telco employee in 1996. 

In contrast, the Central American region lagged behind, reaching no more that 80 lines per employee. 
In last place, Caribbean countries seem, on average, less concerned about productivity gains. Again, although 
the homogeneity is large for this region, the Dominican Republic would be the exception. Its productivity 
index was about 140 lines by 1996.  

The second indicator of progress (or modernization) is the digitalization index. The International 
Telecommunications Union provides information about the level of digitalization of the main fixed telephone 
lines network. The 1980s technological revolution introduced digital telecommunications, which make 
communications between people far more efficient and faster. Data for Latin America are available from 1990 
on.  Figure 6.2. provides information about these indicators for the sub-regions. The main feature of this 
indicator is that the Caribbean countries have the best digital telecommunications networks. This observation 
comes as no surprise given that many countries are important tourist and offshore financial centres. 
Performance by the Andean Pact countries is worth mentioning. Lagging in 1990 with less than 20% of the 
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network digital, the region caught up, achieving 72% digitalization by 1996. The Mercosur-plus and 
Central American regions have kept a steady trend toward a more modernized network.  
 

Figure 6.2 
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7. Conclusions 
Latin American and Caribbean countries have made considerable effort to modernize their 

telecommunications sectors. The region is viewed by some as propelling privatization and regulatory reforms 
in other parts of the world. Mistakes were made in the difficult transition from state-owned telco operators to 
private and multinational operators. Furthermore, the creation of new regulatory authorities responsible for 
telecommunications safeguards has not been easy. The region is composed of more than 30 countries, with 
different cultural, economic, political institutions. I have shown that sub-regions like the Andean Pact and 
Mercosur have made noteworthy progress in liberalization and the creation of regulatory institutions. The 
Caribbean countries, having started in a better shape, have moved more slowly toward regulatory reforms. 
Central American countries, although very aggressive in regulatory reforms in terms of enacting new 
telecommunications laws, have not achieved high levels of teledensity and efficiency.  

This study presents some patterns of telecommunications development in Latin America and the 
Caribbean. The measure of the regulatory reform presented, although incomplete, is a first approximation for 
measuring regulatory independence in the region. The causal relationships behind the developments are still 
uncovered. Why have some countries that privatized their SPTOs lagged behind others that privatized (and to 
some that did not)? What explains the slow pattern of regulatory reform in the Caribbean region? These and 
more questions need to be addressed. 
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APPENDIX A 
VARIABLES  

Source of the Variables. 
 
MLINES is main telephone lines: each line represents “a telephone connecting the subscriber's terminal 
equipment to the public switched network and which has a dedicated port in the telephone exchange 
equipment." Main lines per 100 inhabitants or teledensity is derived by taking (Main Lines/Population) *100. 
 It is taken from ITU World Telecommunications Indicators 1996  (International Telecommunications Union 
[1997a]).  
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GDPPC is the GDP per capita in 1990 U.S. dollars, TRADEGDP is the ratio (export plus imports)/GDP 
and VSERGDP is value added in the service sector as a percentage of GDP. These variables are taken from 
the (public) Inter-American Development Bank, IADB, Social and Economic Database. 
 
The demographic variable URBAN, urban population, represents the degree of urbanization. It is derived by 
taking (urban population/total population). DENSITY, population density, is found as total population/ area. 
These variables are taken from the World Bank, "Economic and Social Indicators 1997 CD-ROM". 
 
ICRG index is compiled by the IRIS (Center for Institutional Reform and the Informal Sector at the University 
of Maryland) using the Political Risk Services Group Information. This is a private international investment-
risk service company that employs experts to provide political and economic risk ratings of countries. I used 
the composite index that is made up of five components. 
 
GOVTYPE index was constructed by using the data provided by Jaggers and Gurr (1996). I follow Londregan 
and Poole (1996) and combine the two measures of DEMOC and AUTOC (democracy and autocracy) to 
construct GOVTYPE. S = DEMOC - AUTOC. This raw measure creates a 21-point scale with a floor of –10, 
and a ceiling of 10. Applying the logistic transformation to it gives GOVTYPE(S) = ln(S + 10.5) – ln(10.5 – 
s). This converts scores to a truly continuous scale. A value of S at 10.5 would correspond to a T(S) of 4; an S 
of –10.5 corresponds to a T(S) at -4. The Polity III data-base also contains information on indicators of 
political framework: (1) regulation of executive recruitment; (2) competitiveness of executive recruitment; (3) 
openness of executive recruitment; (4) institutional independence of chief executive: (5) constraints on chief 
executive; (5) regulation of political participation; (6) competitiveness of political participation; and (7) 
centralization of state authority). For a more detailed description, see Jaggers and Gurr (1995). 
 
THE ECONOMIC FREEDOM INDEX was constructed by using the data provided by the Economic Freedom 
Network. The index is based on four major areas: (1) money and inflation, (2) structure of the economy, (3) 
takings and discriminatory taxes, and (4) international trade.  The index I use is the simple sum of the four 
developed by Gwarthy and Robert (1997).  The index is available for every five years starting in 1980 (1985, 
1990 and 1995). 
 
INSTINV or Institutional Investor Index is the average of the Country Credit Rating index that the 
Institutional Investor magazine publishes twice a year (in March and September). The index goes on a scale 
of 0 to 100, with 100 representing those with the least chance of default. The sample of the study ranges from 
75 to 100 banks, each of which provides its own ratings. 
 
EUROMONEY is the average of the Country Risk rating index that EUROMONEY magazine publishes twice 
a year. The index also goes on a scale of 0 to 100. The index is composed of nine categories, each with 
different weighting. Economic performance and political risk account for 50% of the total index. 
 
CELLSUB variable is the number of cellular subscribers per 100 inhabitants, and is taken from the ITU 
database World Telecommunications Indicators, 1996. 
 
LINESTELCO is the efficiency or productivity index. It represents the total main phone lines per telco 
employee. This index is constructed by using the total main phone lines and the total full telecommunications 
staff indicators provided by the ITU database. 
 
THE STRUCTURAL POLICY INDEX is taken from the Inter-American Development Bank’s Latin America 
After a Decade of Reforms, Economic and Social Progress in Latin America, 1997 Report, Washington, D.C. 
This index was constructed by Eduardo Lora, an IADB researcher. His index covers 20 countries in the region 



 24
from 1985 to 1995. "The structural policy index is a simple average of the policy indices of the following 
five areas: (i) trade policy, (ii) tax policy, (iii) finance policy, (iv) privatization, and (v) labor legislation. Each 
of the basic indices can move on a scale of 0 to 1, where 0 corresponds to the worst observation for any year 
and any country within the period and countries considered, and 1 is the best" (IADB 1997, p. 95). The most 
important feature of the index is that it reflects policy variables, like tariffs, tax rates and so on, and not results 
variables like ratio of exports to GDP and so on. 
 
THE GENERAL REFORM INDEX is a joint work of researchers in the ECLAC (Morley et al., 1999).  The 
index covers seventeen countries in the region and extends Lora's (1998) index by adding another reform 
dimension and more years. The new dimension of reform is the control of foreign capital transactions. This 
index covers a period of years from 1970 to 1995. 
 
TREGUL index is constructed by using information from papers, articles, essays, books, Internet-downloaded 
information and a survey sent to officials and regulators in some Latin American and Caribbean countries. 
The studies reviewed analyze privatization, regulatory framework, and telecommunications policy in each of 
the sample countries.  More specifically, so far, I have focused on such aspects as the degree of independence 
of the regulatory body in telecommunications, enforcement powers and neutrality.  The index was constructed 
in a dichotomous way: a 1 was assigned to those countries that have all or most of the above characteristics, 
and 0 otherwise. Given that the literature from which this index was constructed is substantial, the interested 
reader can refer to Gutierrez's (1999) dissertation for details. The index is still a raw version because some 
other parameters and the methodology are under revision. 
 
Digitalization Index is the percentage of digitalization of the main lines network reported by the ITU database 
disk. 
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