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CEPAL REVIEW No. 34

Neo-conservatism
versus
neo-structuralism
in Latin America

Sergio Bitar*

The devastating effect of the financial crisis has
rekindled the debate in Latin America on develop-
ment strategies. The short-term logic of the reces-
sionary adjustment has proven to be unworkable,
and in order o find a solution the formutation of a
new kind of thinking aiming at structural change is
now required.

From the North, the multilateral agencies and
the governments of the induscrialized countries, as
well as certain research centres, have begun to use a
language rather like that used in the region in the
past, calling for “scrucrural adjusement”. What is
invclved, however, is an approach that teies w pro-
duce change through liberalization, privatization
and market policies. This conceptual scheme, which
in Latin America is termed "neo-liberalism”, and in
the US. and the UK, "nec-conservatism”, is also
termed in this paper the "liberalizing/privacizing”
approach **

For a long cime, a structuralise approach has
prevailed in Latin America which, notwithstanding
the different individual expressions it has assumed,
has left its stamp on the concepts of economic devel-
opment in Latin America. With the passage of time,
the shortcomings of this approach have gradually
been revealed, and it began to show signs of exhaus-
tion, but in recent years this approach has gained
renewed vigour, with the emergence of a becter-
articulated tendency which seeks to rise above the
limitations and to make structural changes taking
into account cthe new economic, financial and exter-
mal and internal crade faceors, In chis article, this
tendency is called "neo-seruceuralism” or “che main-
stream thinking” of the region.

*President, Larin American Cencre for Economics
and lnternarional Policy (CLEFI), Santiago, Chile.

This paper is the result of research carried vut by the
author for the Economic Development Division of ECLAC.

**In Latin America the term "neo-liberalismo™ is
used to denominate economic measures aimed at privatiza-
tion, deregulation, reducrion of the role of the Stace, and
greater opening-up to the exterior in the spheres of both
trade and finance. In English, however, this policy
approach is known rather as "neo-conservacism”, part of
the reason fer this being thacin Latin America “liberalism”
is understond as referring to economic matters in this
sense, whereas in English it is more closely associated with
political considerations.

I

The new liberalizing/
privatizing approach

On the basis of a refined version of a model
which had been applied in some Latin American
countries from the mid-seventies, the World
Bank, the IMF and the United States government
began during the 1980s to promote a new stra-
tegy for the entire region. The purpose of this
strategy is to induce a “struccural adjustment”
which will help to overcome the external debt
crisis. This new policy has profound implica-
tions affecting the long-term evolution as well as
the structure and method of functioning of our
economies.

Structoral adjustment loans, which were
introduced in 1980, closely resemble those made
under the “Extended Fund Facility” instituted by
the IMF in 1974, When the latter was introduced
it triggered off a fundamental change of strategy:
trade liberalization, removal of price controls
and restructuring of public enterprises (Hag-
gard, 1985 cited in Sachs, 1986). The abrupt
changes which subsequently occurred in the
international financial system seriously affected
such attempt. In March 1986 the IMF began to
apply a new credit formula, that of the "Structu-
ral Adjustment Facility”, which contains fea-
tures very similar to the “Scructural Adjustment
Loans” of the World Bank (IMF Survey, June 29,
1987, pp. 196-197).

The new approach aims in the short term to
reduce the size of the fiscal deficit and of public
expenditure; to apply a strict monetary policy to
cutb inflation; and o keep up positive real inter-
est rates and a “suitable” real exchange rate. The
medium-term objectives, for their part, are to
transform exports into the engine of growth; to
liberalize foreign trade; to make maximum use
of the market and reduce government regula-
tions; to concentrate investment in the private
sectot and reduce the presence of che Scate sec-
tor; and to promote a price structure without
“distortions”.

The proponents of these measures are
openly against import substitution; undervalued
exchange rates; high and differentiated ctariffs
and non-tariff protection measures; negative
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real interest rates; managed and artificially low
prices for food and other mass-consumption
goods; compulsory wage readjustments; ax
and/or tariff exemptions; controls and/or subsi-
dies in order to achieve redistribution effects; the
shifring of resources to the public sector, etc.

The new orientation displayed by the World
Bank was prompted by the Government of the
United States. At the joint meeting of Governors
of the Bank and the IMF held in Seoul, Korea, in
October 1985, the Reagan administration for-
mally initiated a process to correct its policies in
respect of the Latin American debt, as it took
cognizance of the fact that the new situation
prevented the continnation of the strategy
pursued since 1982 (Counil of Economic Advis-
ers, February 1986).

In the so-called "Baker Plan”, the Secretary
of the Treasury urged the World Bank to assume
a more dominant role. He further stressed the
dual need to grant fresh resources and to “cor-
rect” the development policies of the debtor
countries. As he saw it, the availability of fresh
resources in the World Bank would provide an
effective instrument for producing such changes.

Among his main proposals were the
following:

— Privatization of public enterprises and
increase in the efficiency of non-privatized pub-
lic enterprises, accompanied by less government
interference in che economy.

— Greater opening-up of the capital and
stock markets.

— Improvement of the “acmosphere” for
national and foreign investment, liberalizarion
of investment regulations and measures to
reverse capiral flight,

— Liberalization of trade and rationaliza-
tion of import regulations.

— Tax reform to stimulace greater growth.

— Reform of the labour market so as to
eliminate the rigidities which prevent a freet
play of labour supply and demand.

— Correction of price distortions.

The intentions manifested in Seoul in
October 1985 did not come to fruition, and the
commercial banks continued to reduce their
flows to Latin America. ln 1986 cheir toral loans
to the region fell by US$900 million, and they
continved to decline in 1987 {data given by the
Bank for International Settlements in Latfn
Amersican Report, 31 July 1987). Although che
World Bank offset this slide by increasing its
loans, the total availability of multilateral loans
in the countries covered by the Baker Plan still
went down (Morgan Guaranty Trust Company,
June-July 1987, page 1).

Furthermore, the growth rate in the indus-
trialized countries has been low. This slowness
and the subsequent protectionism led to the
deterioration of the terms of trade and a conse-
quent fall in the quantity and price of exports
from the debtor countries.

The failure of the commercial banks to meet
the demands set forth in the Baker Plan was
clearly reflecred in the decision taken by Citibank
and followed by the major United States and
British banks to ser aside funds in order o write
off their loans to the debtor countries,

After an abrupt change in the initial assump-
tions had led to the failure of the Secretary of the
Treasury's initial plan, he made some changes in
it. Firstly, he stressed the importance of the
multilateral agencies and tried to increase
Washington's degree of control over the World
Bank and the IDB, Secondly, he increased the
pressure on the debtror countries to make radical
changes in their economic policies in the direc-
tion of liberalizing them and privatizing Seate
enterprises.
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II

Attempts to overcome the structuralist
approach

The structural approach, which was in vogue
during the 1950s and 1960s laid emphasis on a
medium and long-term perspective, the factors
of production, and their linkage with the social
and political variables. It further stressed State
intervention mechanisms for inducing the struc-
tural changes considered necessary.

Viewed with hindsight, it is now clear that
its main weaknesses were its insufficient incor-
poration of financial variables of both internal
and external origin and its failure to give ade-
quate consideration to the most appropriate eco-
nomic policy instruments for achieving the
objectives sought.

In order to overcome these limitations and
to enhance the scope of this approach, several
contributions have been made which laid the
foundations for “neo-strucrural” thinking,'

The vast majority of Latin American econo-
mists agree that the external vulnerability of the
countries of the region has grown more acute.
The financial burden is excessively heavy and is
incompatible with a policy of rapid growth. The
adjustment processes have been inefficient, ip so
far as they have not been made a part of a
long-term perspective. The productive scruc-
tures are disjointed, uncompetitive and slow to
face the rechnological changes and the new
trends which are emerging in world trade, The
technological and productive gap berween Latin
America and the advanced countries has grown
even wider.

Furthermore, the inequality within the
countries themselves has worsened. The share of
the lower-income strata in national income has
gone down, while extreme puverty, open unem-
ployment and underemployment have got
worse.

'One basis for evaluating che present situarion in chis respect
can be found in the documents drafted for the Experr Meeting on
Crisis and Develupment in Latin America and the Caribbean
{"CEPAL Técnica”}, Sanriago, Chile, 29 April-3 May 1985, as well
as those prepared during and afrer chat meering.

On the basis of this diagnosis, a strong con-
sensus has been formed regarding the need:
i) To overcome false dilemmas.

— Import substitution and export promo-
tion do not have to be mutually exclusive
options: the real challenge to be faced is how to
choose a combination of policies which will
optimize the countries’ own productive capacity
and increase their international
competitiveness,

— Nor is there any dichotomy between
planning and the market. Planning must be
improved by using decentralized methods and by
concentrating it only in strategic areas. How-
ever, the market must also play an important
rale in the decencralization of decisions, At the
same time, the policy of leaving decisions to the
automatic operation of the market must be
rejected because of the distortions which it
creates in resource allocation and its ineffective-
ness in achieving a fairer distribution of income
and in protecting national autonomy.

— The rtraditional antagonism between
agricultural development and industrialization
is now obsolete. Agroindustry constitutes a form
of joint development involving both these sec-
tors. Peasant agriculture must also play an
important role because it employs labour, pro-
vides mass-consumption goods, helps to raise
the level of food security, contributes to higher
productivity and is a factor of expansion of the
demand for non-agricultural goods inso faras it
incorporates new sectors into the market,

ii) To recognize the vical importance of pot-
itical and institutional facrors in the analysis of
economic problems.

More attention is now being paid to the
processes of democratization, participation and
decentralization of power, as strategic objectives
that economic policy should seek to attain, and
also to the weight of social factors, behaviour
patterns, values and atticudes in the formulation
of stable policies. :

The discussion on the restructuring of the
State has also become more penetrating, in an
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attempt to redefine its economic functions,
enhance its efficiency, combat bureaucracy and,
in the political sphere, to foster concertation
between workers and employers.

iii) To regard inflation as a social pheno-
menon. At present, it is subordinated to the
expectations of the economic agents, as well as to
the conflicts between them and the institutional
mechanisms for settling them, especially in che
increasingly frequent cases of hyperinflation,
Consequently, in additicn to monetary and fiscal
policies and structural changes, measures should
be jointly formulated on the psychological, social
and politico-institurional aspects.

iv) To realize thart there is an urgent need to
increase the level of domestic saving in order to
raise the investment rare, since the concraction
in voluntary external financing is likely to last
for a long time. It is also obvious chac individual
national and regional capacity must be streng-
thened in order to grow more rapidly and thus
reduce dependence on external factors which
are, by cheir very nature, unstable and
unpredictable.

v) To bring down the risks involved in our
present form of insertion in the international
ecanomy.

To this end, we must reduce our dependency
on the “locomotive” of the North as much as
possible. The Norch no longer has enough
strength to carry with it the full weight of inter-
national trade, and still less to improve the situa-
tion with regard to primary commodities, whose
real prices have, on the contrary, declined stead-

ily because of the rapid rechnological changes
which have taken place. It is also essential to
reduce economic and social heterogeneity, at the
national level and throughout the region.

vi) To strengthen the countries own pro-
ductive and technological base and to buildup a
well co-ordinated domestic nucleus which will be
able to secure more autonomous growth and
achieve a satisfactory level of international com-
petitiveness in specific manufacrured goods.

vii) To inject new life into the Latin Ameri-
can integration process. Although recent expe-
rience has been frusrrating, skepticism must be
overcome in order for the region to survive,
Trade, financial relations, technological research
and industrialization can be considerably
expanded and strengthened if flexible regional
integration policies are devised.

viii) To alter che form of adjustment advo-
cated by the IMF, the new conditionality con-
tained in the Baker Plan and the requirements
for structural adjustment credits from che World
Bank, and to oppose the new orientation in this
same direction which the United States is trying
to impose on the IDB.

ix) To find formulas of concertation and
work towards building up broad-based social
alliances which can sustain the new develop-
ment strategy for long periods. The idea of a
“national project” reflecting the interests of the
majority sectors is an obvious first requirement,
The existence of democracy and progress
towards greater equity are essential precondi-
tions for any concertation to be viable.

Guiding principles of the neo-conservative
and neo-structural policies

The liberalizing/privatizing school of thought
takes on different characteristics, depending on
who is expounding these ideas. Some versions
are more flexible, others more rigid. The neo-
structural school of thought, for its part, is only
now being pur together. However, despite the
differeat features and even some partial conver-
gence, fundamental differences still persist

between the two approaches. The clearest way to
explain these is to analyse the stand raken by
each approach on some key issues.

With respect to principles, when che general
statements formulated by the advocates of the
liberalizing/ privatizing system are compared, a
strong similarity is observed with the positions
of the neo-structuratists. Boch the “mainstream”
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thinking in Latin America and the new struciu-
ral adjustment theories of the World Bank attach
priority to speeding up the growth rate, the
eradication of extreme poverty, improving effi-
ciency and competitiveness and increasing
exports. However, these overall similarities con-
ceal importaat differeaces.

The World Bank and the IMF assign priocity
to lifting price regulations, promoting openness
in the fields of finance and foreign trade, and the
liberalization of labour regulations. In their
view, the ptivate sector should play the leading
role, and they seek ta reduce the role of the State,
They are in favour of establishing a global,
national and international market system gov-
erned by automatic regulation mechanisms
oriented by a system of signals which are free
from “distortions”. They place emphasis on fis-
cal, monetary, taciff and tax policy instruments,
while neglecting structural, insticutional and
political factors.

In the case of Latin America, the criticisms
levelled at the liberalization scheme highlight
the existence of imbalances and the absence of
production linkages, which undermine the effi-
ciency of a neo-liberal approach. Conversely, the
criticisms of the dominaat thinking attribute the
inefficiency of the model based on this to the
excessive size of the State. Those advocating
liberalization and a free-market system maintain
that the private sector is better equipped than
the government to determine the activities in
which it is desirable to specialize. The market
could give more appropriate guidance for the
long term.

Despite all this, the IMF's analytical frame-
work for external adjustment and stabilization
has proved to be incapable of even partially
achieving its most basic objectives. It has not
been possible to make the transition from an
external adjustment strategy to one of struceural
adjustment through private and market mecha-
nisms. Experience shows thar inducing a change
in the structure of production calis for a variety
of instruments corresponding to a variety of
proposals: in other words, one which is much
broader than that of the neo-conservative
scheme. In cases where external adjustment is
promoted simultaneously with a stabilization
plan, the mulciple purposes are somerimes
incompatible. There are no examples of coun-

tries which have successfully achieved stabiliza-
tion and external balance at the same time as
liberalization, especially if “structural adjust-
ment” is added to the objectives too (Sachs,
1986).

A fundamental criterion in defining policies
in Latin America is the effectiveness of each
instrument for achieving specific goals. Viewed
from this angle, the liberalizing/privatizing
approach limits its instruments, since it restricts
the possible range to certain guiding “princi-
ples” adopted « priori. It thus tends to reject a
number of regulatory and public participation
measures cut of hand in trying to bring abour
changes in the structure. As a result, it has to face
a very broad range of objectives with a limited
number of instruments,

In contrast, the policy proposals based on the
dominant thinking give priority to the medium-
term perspective and highlight those aspects
connected with the productive base, the equili-
brium among the different sectors, technological
progress, the development of natural resources,
concentration of ownership and the destination
of the surplus. In this mediem-term perspective,
the public sector is assigned a preponderant role
in policy implementation. This dominant think-
ing rends more towards dirigisme, with a State
which takes part in the selection of priority
activicies and uses administrative instruments to
achieve its goals. The "mainstream™ approach
sees development as a deliberate process where
social and political energies ate concentrated on
a national project, and not as the sponcaneous
resule of market forces,

The proposals emerging from the main-
stream Latin  American line of thinking
undoubtedly call for a more vigorous inscrumen-
tal capacity. The approach of this school of
thought has been successful in defining policies
of structural change but has proved inadequate
for dealing with acute short-term excernal
maladjustment situations. Nor has it been effec-
tive in combining the goals of adjusrment and
stabilization, on the one hand, and those of
change in the productive base on the other.

From 2 Latin American standpoine, it is
essential to give increasing analytical and practi-
cal artention to instrumental aspects. A more
highly perfected neo-structuralist scheme needs
to have 2 bigger range of instruments at its
disposal.
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1. Differences in the approach
to foreign trade

The question of how to change the foreign trade
structure of Latin America has become one of the
main topics of the debate on development strate-
gies. The inadequacy of the external adjustment
applied since 1982 has been due largely to the
weak growth of exports. Although the physical
volume of exports has expanded, there has been
a sharp drop in their international prices, so that
the final increase in income has been only slight.

There is an urgent need to secure and
increase in the physical volume of exports, as
well as an improvement in their value, for which
purpose it is also vital to change their composi-
tion, which ts at present disproportionately con-
centrated on natural resources with a low level of
processing, Thus, in the mid-1980s primary
commodities accounted for almost 80% of the
region’s total exports (INTAL, 1985 and Ibarra,
1986). These are the products most severely
affected by the world trade crisis. During phases
of expansion, on the other hand, the demand for
raw materials scarcely rises, because technologi-
cal changes have substantially altered the respec-
tive demand elasticity, The consumption of raw
materials in the industrial countries per unit of
GNP has declined, whereas that of manufacrures
has grown (Kuwayama, 1986 and Malan ef 4/,
1986).

There is consensus among the different cur-
rencs of thought on chis subject. However, there
are different views regarding the relative impor-
tance of exports as the engine of growth and also
the identification of the most suitable instru-
ments for improving the trade balance.

The liberalizing/privatizing viewpoint is
strongly against subsritution and assigns exces-
sive responsibility for promoting growth to
exports. With regard to policies, it focuses its
artention almose exclusively on two instru-
ments; low tariffs, and a high and stable
exchange rate, in order to facilitate cthe operacion
of the marker.

It is beyond discussion that growth necessar-
ily means deploying a much more vigorous effort
to export, and especially to export manufactures.
This goal demands a change in the productive
base to heighten its specialization and selectiv-
ity. It presumes that there are medium- and

long-term plans for investment, technological
development, human resources training and
organization for external trade.

These objectives are not feasible within a
“neo-conservative” policy. There is no empirical
evidence that the developing countries which
have succeeded in rapidly increasing their
exports have done 50 thanks to low across-the-
board tariffs and a high and stable exchange rate.
This has not been the experience of the South-
Easc Asian countries, for example. Korea and
Taiwan, two of the most important economies,
used differentiated tariff policies and concen-
rrated their efforts on specific activities which
were not chosen solely through the action of the
market. In addition, the process received deter-
mined State support in both these countries
(Yung Whee Ree, 1984). Likewise, Brazil's suc-
cess was the result of a suitable combination of
policies, specialization in certain branches,
financial support, and incentives, in addition to
the existence of a competitive exchange rate.

Having said this, however, there is no ques-
tion of underestimating the need for exchange
and tariff policies differing from those used in
the past. Low tariffs are undoubcedly required,
but they must be applied in a programmed, selec-
tive and discriminating way. It is also essential co
have an exchange rate whose real value is rela-
tively stable and serves to encourage exports.
These instruments and criteria should be incor-
porated more positively into development
policies.

It is also advisable to work towards equaliz-
ing the costs in terms of national resources
required tc generate one export dollar and one
substitution dollar. This invalves carrying out a
tariff reduction while also establishing equival-
ent incentives for exports and in particular the
non-traditional ones. However, this equahization
need not take place immediately nor even in the
very shore cerm. Selectivity, learning new skills
and the acquisition of new comparative advan-
tages may make it advisable, for a certain length
of time, to mainrain a bias in favour of substitu-
tion or of certain carefully selected activities,and
the same goes for exports of certain items,

Transforming the productive base is a slow
process, and therefore any abrupt policy which
involves intensive and sudden liberalization is a
highly inefficient one. The shifc from a scheme
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primarily based on substitution to one based on
exports involves changes in products and pro-
cesses, as well as investments and technical,
human and organizational adjustments which
take years and which ought to be gradual.

The size of the tariff reduction will depend
on the initial situation, but in any event a policy
of programmed reduction of tariffs is preferable.
It is also necessary to distinguish between sectors
in accordance with the specialization priorities.

Selectivity and specialization, which are
indispensable for increasing exports of manufac-
tures, in turn require the establishment of a close
linkage between export and industrial policies. It
is possible to progress towards berter use of
natural resources through vertical integration,
by identifying activities using such resources
where it is feasible to “create” comparative
advantages in such areas as inputs, engineering
and the production of equipment or services.

The experience of the Nordic countries,
because of their small size, their exploitation of
narural resources and the autonomy to operate in
the world economy, can provide valuable lessons
for many Latin American countries, The cases of
Sweden, Norway, Denmark and Finland deserve
a careful study because they constitute successful
examples of industrialization with specializa-
tion. It should be recalled that 40 years ago Fin-
land’s industrial development was less than that
of many Latin American countries.

Services have been increasing in importance
in international trade. A policy of indiscriminate
i:b ralization in this field carries with it the risk
of losing development potential. There is con-
siderable room for well-articulated growth by
the Latin American countries in the areas of
transport, financial services, information, insu-
rance, technology and marketing, Brazil's deci-
sion to reserve its information processing
market for isself is an interesting example
(SELA, 1986). Such a step is obviously not a
viable option for everyone, because in each case
the size of the market and the sector must be
carefully considered. The important thing is to
formulate suitable measures to enhance compe-
titiveness and avoid lagging behind, because
catching up later would be very costly.

In the case of industry and services, the
world market has the capacity to absorb more
Latin American exports. With regard to raw

materials, however, a policy of simultaneous
expansion of production by the Third World
countries could be disastrous. Priority must be
given to manufacturing and to the establishment
of closer links between that sector and agricul-
ture and mining.

In 1983, a mere 0.2% of the industrialized
countries’ consumption was supplied by Latin
American manufactures (Balassa e «/, 1986,
p- 25}, which shows that there is much scope for
increasing the sales of this type of product to
those markets. The region should set itself the
target of reaching a higher exporis/GDP ratio,
based on manufactures. Furthermore, an
export/induserialization linkage exercises a
greater pull on the economy than a purely liber-
alizing policy that fosters the exploitation of
natural resources,

Taken to the extreme, the liberalization/ pri-
vatization system leads to the exploitation of
raw materials with little added value and seeks to
take advantage of cheap labour as a “"compara-
tive :dvantage”. Both these factors will only
increase the region’s external vulnerability.

The mainstream Latin American thinking
has repeatedly maintained that priority should
be given to regional concertation. On the other
hand, this topic is aimost completely ignored in
the neo-conservative arguments, although this is
not surprising, since the approach favouring lib-
eralization seeks to have each country trying ¢o
find its own place in the world economy, without
coming to any preferential agreements with
other Latin American countries. It is clear, how-
ever, that an export strategy based on manufac-
tures will have a better chance of success if it has
access o a wider market —namely, the entire
region— where investment, technological
research, manufacture of equipment, marketing
efforts, etc., can all be co-ordinated. The recent
complementation agreements between Brazil
and Argentina augur well for the reacrivacion of
a process, which for a long time was in abeyance,
The pending reviews within the Andean Group
and the Cencral American Market take on partic-
ular urgency in rhis connection.

One of the many obstacles that must be over-
come is the excessive fluctuation exchange rates.
With such sudden fluctuations it is difficult to
keep up a steady effort to increase exports within
the region. It is instructive that the European



32

CEPAL REVIEW No. 34 / April 1988

Community has assigned high priority to the
adoption of 2 common exchange policy.

The neo-structural approach, for its pare,
offers a suitable basis for expanding exports on
the basis of greater productive and rechnological
capacity. The range of instriments it uses must
be increased, however, by more active steps to
incorporate a policy of low cariffs and a stable
exchange rate.

2, The stracture of production

The requirements of foreign trade are key fac-
tors in reorienting the productive structure.

The level of specialization of an economy is
reflecred in the weighe of its foreign trade, par-
ticularly in manufactures, with respect to the
product. In Latin America, the global coefficient
(total exports /GDP) is less than 20%, and if raw
-materials are excluded it sinks to only about 5%.

The small and medium-sized nations which
have managed to create a productive base capa-
ble of competing on international markets
(South-East Asie, the Notdic countries, and
some other countries in Western Europe) regis-
ter much higher coefficients, especially in the
area of manufactures.

Specialization does not mean that some
activities are dealt with in isolation from the
rest. On the contrary, this process too requires a
properly articulated productive base in which
various sectors (engineering, data processing,
electronics, metal products and machinery, capi-
tal goods, chemicals, technological research and
manpower training) are interlinked. Specializa-
tion helps to orient priority efforts but a solid
network, that is, a "critical mass”, must first have
been established. In the mainstream thinking,
the term, “dynamic endogenous nucleus” has
been used to express this idea, which can be
implemented through the formation of compre-
hensive productive nuclei which, starting from
natural resources, extend to capital goods, inter-
mediate inputs, engineering, data processing,
etc. This is a useful concepe, but one which needs
to be elaborated further in order to make it more
operational.

A feature of the dominane Latin American
approach is that it has centered its analysis both
on the productive structure and on the links
between sectors (especially industry, agriculture

and energy and, more recently, technology and
services). This structural approach offers a bet-
ter means of tackling che task of productive
change, but it has cettain shortcomings.

The goal is not industrialization per re, but
rather how to increase productivity and competi-
tiveness and create dynamism for change. If this
approach is used it may be observed that selec-
tive industrialization, propetly articutated with
narural resources, provides a first-rate channel
for inducing technological progress and improv-
ing the quality of management and human
resources, which are the key factors of growth
and competitiveness.

Industrialization and progress in technology
and management must not be the monopoly of
the large countries. The challenge now facing
tne small and medium-sized councries.is that of
specialization. Dispersion and not scale is the
obstacle to be overcome.

It is essential that the public sector should
play an active role. Effective implementation of
this policy calls for less red tape, less centraliza-
tion, and the removal of a host of petry adminis-
trative regulations. The functions of the State
should be conceatrated primarily on the stra-
tegic variables, leaving aside those of minor
importance. In this new stage of development,
the neo-structural approach understands thar
those functions will be quite different from the
ones that were required during the substitution
industrialization phase extending from the end
of the last war to the late 1970s,

Natural resources are one of the pillars of
specialization. At the same time, once a certain
level has been reached the suppore activities
must also be given autonomy. Finland, for exam-
ple, after expanding its copper exports, was able .
to export coppet technology, engineering and
other services and machinery, thus enabling it to
earn a higher income than from the mere exploi-
tation of the natural resource.

Microelectronics and data processing are
activities which pervade the entire productive
structure, so thac they should be given priority in
any development scheme, The importance of
services related to production and activities with
a higher level of technological development will
continue to grow. Consequently, they must be
expressly included in any analysis of structural
change.
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Strengthening the productive base involves
a tremendous technological effort. The amount
of money allocated for this purpose by the entire
Larin American region is only equivalent to that
spent by Italy alone in the same field. Brazil,
which accounts for half of the technological
expenditure of the region, comes between Bel-
gium and Switzerland in this respect, whereas
Mexico only invests amounts similar to those
spent by much smaller European countries, such
as Austria and Denmark (ECLAC/UNIDO, Sep-
ternber 1985, p. 12, ¢.1). Latin America should at
least double the resources allocated to technolog-
ical research and adaptation, which at present
represent only ¢.5% of the product.

Radical changes are taking place in the world
industrial structere because a new technological
pattern has emerged. The “third industrial revo-
lution™ now underway is profoundly changing
the productive and social base. This transforma-
tion centers around a new key factor, microelec-
tronics —an unlimited, low-cost resource which
is spreading quickly in every branch of activity—
which is taking the place of the cheap energy
that provided the dynamic impulse for the pre-
vious phase. This change represents a "long
wave' and is not just a partial adjustment (Pérez,
1986).

In these circumstances, the Latin American
structuralist tradition surpasses the free marker
approach. It is obvious, however, that periods of
radical change call for a much broader range of
industrial policy instruments thar will have a
more forceful impact in the areas of technology,
education, organization and investment and will
favour the key sectors of the future.

The same can be said about the training of
human rescurces, an area in which the indus-
trialized countries vie with each other for the
leading place. The Reagan administration has
just submitted to Congress a bill designed to
improve the competitiveness of the United
States in order to prepare chat superpower for
the twenty-first cencury. The bill provides for
the creation of federal research centres and mas-
sive training programmes in mathemarics and
computer operation in primary schools. How
much more importanc it is for Latin America to
take up this challenge!

The spatial dimension of the productive
structure is just as important. This should help

to reduce regional imbalances. The cost of con-
tinuing to expand the great Latin American cit-
ies is reaching wunsustainable levels.
Regionalization allows berter use of the local
resources, potenrial and markets, while at the
same time favouring each region's iniciative,
Information processing opens up new horizons
for decentralization, and local powers must be
strengthened in order to make the best use of
this opportunity.

These topics are completely overlooked by
the liberalizing/privatizing school of thoughe
which is predominantly global, since in most
cases it does not go deeply into sectoral analysis,
not does it take account of the pace and sequeace
of the changes in producrion. It establishes a
framework of market indicators to otient the
decisions taken by enterprises and assumes that
this alone is enough to lead to the right selecrion
of the most dynamic activities. In other words,
its approach is disaggregaced as far as economic
policies are concerned, but globalistic with
respect o sectoral issues.

In its purest expression this approach can-
not lay claim to any relevant successes. It is.
impossible to consider it as a valid option, and
still less in countries where the productive struc-
ture shows substantial imbalances. Guiding the
process calls for a combination of both managed
instruments and those governed by the market.
What is more, the liberalizing/privarizing
approach does not have a consistent analytical
framework for assessing the temporal effects of
the policies and deciding on a sequence of the
most effective measures for obtaining multiple
objectives over long periods.

3. Financing, saving and investment

The growth of the region will continue to be
conditioned by the severe restrictions prevailing
in external financing, The majority of the new
proposals seek to deal with this situation by
eliminating the net transfer of resources abroad
(ECLAC, 1986, p. 101, and table 9). The mulcilac-
eral agencies, the private banks and the govern-
ments of the industrialized nations agree that a
positive flow musc be restored as a matter of
urgency, but they hold thac this should be
achieved mainly through the efforts of the deb-
tor countries themselves and through changes in
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their policies aimed ar promoting
liberalization/ privatization.

This is where the two main approaches
diverge fundamentally. The dominant critetion
in Latin America maintains that growth must
come first, and chat the amount earmarked for
servicing must ctherefore be subordinated to the
attainment of this objective, As far as the "neo-
conservatives” are concerned, the important
issue is the payment of the debt, and this means
avoiding critical sitcuations which could adversely
affect the internacional financial system.

In the 1980s the rate of saving has gone
down. Due to the decline in external saving
{reduction of the current account deficit), recov-
ery will have to be based primarily on both public
and private domestic saving. Public saving must
therefore be increased. Efforts on the partof the
State can generate significant volumes of resour-
ces and open up the possibility of channelling
these funds towards priority projects and areas,
establishing close links with investment.

This goal may be incompatible with the
underlying principles of the liberalizing/privat-
izing approach, which envisages a smaller public
sector, Even United States authorities have been
relucrant to allow the credits available from mul-
tilateral agencies to be used by public enter-
prises. The systemaric application of an
anti-State criterion can only stand in the way of
an auronomous development strategy.

It is undoubredly essential for the public sec-
tor to make unremitting efforts to improve ics
efficiency and reduce current expenditure, while
gradually divesting itself of non-priority func-
tions. To some extenr savings can be improved
by reducing the deficits or increasing the profits
of public enterprises.

However, the indiscriminate sale of well-run
State enterprises at low prices makes no coneri-
bution to increased saving, It may even reduce it
if, for example, the new privace owners divert
resources to consumption or transfer them
abroad, or if over the medium term the income
from the sale of the enterprises is exceeded by
the loss of profit. Rationalizing the public sector
may mean the privarization of a considerable
number of enterprises, but it is important not to
fall into the simplistic crap of confusing thar
process with the dismantling of the Scate appa-
ratus or the imposition of obstacles to the crea-

tion of new public bodies needed to meet the
challenges now emerging with regard to techno-
logical progress, education and investment
which take a long time to mature.

Fiscal income should also be increased by
raising the level of tax collection. This level is
too low in many countries, and such a move
would avoid excessive cutbacks in expenditure.
The existence of a light tax burden only favours
the higher income groups. Moreover, in some
cases the tax structure is far from progressive,
which indicates that considerable amounts could
be collected for saving.

The reallocation of expenditure can also lead
to increased public saving. In particular, the pos-
sibilities rhar a reducrion in military expenditure
could provide for the Latin American countries
should be explored.

Private saving should be encouraged. How-
ever, the “liberalization/privatization”
approach, which claims that a contraction in the
public sector is a condition for encouraging more
saving by the private sector, could be counter-
productive, There is no proof that any kind of
automatic mechanism operates in these cases.
On the contrary, the experience in the countries
of the Southern Cone shows that a decline in
public saving does not necessarily produce an
increase in private saving and may even produce
the reverse effect. Whar is observed is racher
that public investment and private investment
complement each other. If managed selectively,
the first can promote the second by providing it
with a more secure and stable frame of reference.

Furthermore, the creation of financial sav-
ings in the private sector does not guarantee that
it will be turned into real saving and investment.
Thus, it may well occur that privatization only
encourages the transfer of assets or speculation.
In fact, while domestic financial saving responds
positively to the profitability of financial instru-
ments the same is not true of privare saving.

What is needed is a moderate and stable real
interest rate. However, this should not be the
only policy objective, since this alone is not the
most effeccive instrument for encouraging an
increase in the levels of domestic savings and
investment. The experience of a considerable
number of countries suggests that in certain cir-
cumstances the interest rate bears no relation to
private saving. In Korea, for example, although
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for long periods the real interest rate was nega-
tive, rates of saving were nevercheless high. In
Chile and Argentina, in contrast, there were
periods during which the real interest rates were
disproportionately high but saving was even
below irs historical levels. Consequently, it is
necessary to take into account the whole ser of
policies and not just one in particular.

The actual behaviour of private ageats in
Latin America is different from what is expected
inthe privatization/liberalization approach. It is
quite true that entrepreneurs adapt chemselves
to the context in which they are operaring and
that market signals have a significant impact on
their decisions. But there are also parterns of
behaviour which are historically conditioned by
cultural factores, perceptions of risk or economic
and institutional scructuees. Thus, for example,
the adoption of rax measures which will alleviate
the burden of businesses {"supply side” mea-
sures) does not necessarily lead to higher real
saving,

External financing for the developing coun-
tries, for its parr, shows little elasticity with
respect to interest rates. Nor is it a suitable
mechanism for containing capital flight, because
decisions in this regard are taken in line with a
policy of diversifying the risk by national
INVESLOrS,

The region's economists and the interna-
tional agencies agree that capital flight has been
a widespread phenomenon throughout Latin
America. They have widely divergent views,
however, as to the best policies for reversing this
trend. The multilateral agencies contend that the
Latin American nations should adopt measures
that attrace this flight capital back, so chat it will
decide to return of its own accord. However,
neither liberalizing policies not interest rate dif-
ferentials are enough to put a stop to this flight,
since the phenomenon is influenced by a consid-
erable number of political, psychological and his-
torical factors.

The motives that prompt capital flight
abroad can only partially be offset by incentives.
Even in periods of strong stimuli (extremely
high real interest races) and political "security”
(democratic stability in Venezuela and Mexico
and the existence of tough authoritarian dicta-
totships in Argentina, Chile and Uruguay) capi-
tal flight has increased. It would be difficult to

apply measures to win over the persons respon-
sible for this flight, because at the present time
the scarcicy of foreign exchange and the controls
are greater than ever, on account of the deterio-
ration in the international financial situation.
Emphasis must therefore be placed on contain-
ing the flight. There is no doubt that a stable
economic policy with prospects of growth redu-
ces the magnitude of the phenomenon and may
even attract some capital back to the country. In
addition to this, however, there must also be
suitable administrative control measures.

The measures proposed by the World Bank
and endorsed by the Baker Plan and the IMF for
attracting fresh capital envisage the expansion
and opening-up of the stock and capital markers.
It may well be that these measures lead to an
increase in the capital inflow; however, this
inflow will still be only slight. Moreover, in
seeking to expand this type of financing, the use
of incentives which impair the achievement or
implementation of other important objectives
should not be eschewed. It may be added that the
extension of the capital and share markets is a
gradual process and should be based on a set of
rules that ensure its stability and protect the
small and medium-scale investors from specula-
tive operations. This is particularly valid for che
Latin American countries, whose markets are
usually small and therefore very vulnerable to
manipulation and instability.

The violent fluctuations observed recently in
the stock markets of the industrialized countries,
which possess huge capital markets, constiture
another factor of great uncercainty which affects
the Latin American stock markets. This shows
the big risks involved in the policy of encourag-
ing humble workers to deposit their savings in
such systems.

Finally, the reduction of the degree of con-
centratipn of economic and financial power is
another essential factor in the development of
these markets along sound lines.

Foreign direct investment, channelled prim-
arily through the transnational corporations,
may be another spur ro regional development. It
must be borne in mind, however, that at the
present time its behaviour is different from its
historical parterns. The percentage of the contri-
bution to primacy capital made by the firm itself
has declined and the percentage financed with
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credits has risen. Furthermore, new formulas
involving contributions of technological and
production know-how, with little direct invest-
ment, have multiplied. Consequently, such
investment cannot be regarded as a substitute for
external bank financing. In financial terms the
contribution is small, and its value lies in the
improvement of the technological, managerial
and trading capacity (Bitar, 1987; Helleiner,
1986).

The foreign investment policy should be
aimed at attracting enterprises in the sectors
chosen, in order to strengthen specialization. An
aceempt should preferably be made to attract
medium-sized or highly competitive firms
which have not yet extended their operations on
a worldwide scale. The indiscriminate granting
of incentives in a precipitate fashion in order to
improve the “atmosphere”, which some banks,
multilateral agencies and governments of the
industrialized nations are suggesting, could
prove to be very costly and give few concrete
benefits for the host countries.

The practice of converting debe into equity
("debt for equity swaps”) is now growing. The
banks see this as an interesting way of lessening
their risks through diversification of assets, quite
apart from the facr that the management and
intermediation operations themselves earn
them considerable profits. For the debtor coun-
tries, however, the advantages are very doubeful.
In some cases, this formula involves new invest-
ments, but in others all it involves is the transfer
of existing assets to foreign enterprises. Its
effects on the balance of payments can even be
negative in the short term, if there is no inflow
of new capiral and the saving gained from non-
payment of interest on the debt thus converted
into equity is less than the remittances of profits
by the denationalized companies.

Furthermore, it should be botne in mind that
the current sitwacion will probably lead to a
change in debt servicing conditions. Symptoms
of this which are already evident are the morato-
ria which major debtor countries have resorted
to and the increase in the funds set aside to cover
losses by the creditor banks. In chese circumstan-
ces, advance payment through the conversion of
assets could turn out to be bad business for the
national interest. If the discounts on debt paper
continue to increase on the secondary markets, it

would be advisable to encourage this decline and
o look for repurchase formulas that will benefic
the countries and not the middlemen or some
foreign shareholders.

Finally, it should be pointed out that the
conversion formula advocated by the supporters
of liberalization/privatization is negative and
even inconsistent with its own postulates, for if
it is true chat the market should rule decisions,
then why not accept the indications of the secon-
dary market of debt promissory notes?

In so far as the financing of investment is
concerned, it is obvious that in order to cacry out
a programmed structural adjustment, funds
directed towards and concentrated in certain
areas of specialization will be required, on favou-
rable terms and conditions {ECLAC/UNIDO,
1983). This calls for the active participation of
the Starte: it is not enough to adope general rules
and marker criteria. It is also necessary for the
State to participate in channelling resources
towards small and medium-sized enterprises
and preventing these resources from being con-
centrated in the large firms, which would hinder
healthy competition.

In the institutional sphere it should be borne
in mind, finally, that a considerable change has
taken place in the international financial system.
Capital movements now greatly exceed the
amounts involved in crade. The integration of
the global system means that the fluctuarions
generated in the North spread to the Latin
American economies with remarkable speed.
The presence of bank subsidiaries integrared
into the world banking system may unduly res-
crict the effectiveness of domestic policies. These
considerations cast doubt on the desirability of
the external financial openness advocated by
some supporters of liberalization, It is necessary
to establish regulations and mechanisms to pro-
tect the national economies from the vicissitudes
originacing in the external financing system.
This also means that the State must play an
active supervisory and regulatory role.

Increasing private saving will inevicably
involve greater austerity in the spending of the
higher income groups. Conspicuous consump-
tion must be rescrained, or at least its rate of
expansion must be reduced, especially if it is
aimed at the same time to increase the consump-
tion of essential products. Changing the pattern
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of consumption requires new fiscal and tax
measures.

The adoption of a liberalizing/privatizing
framework can become a serious obstacle for any
austerity policy, since it inevitably triggers off a

greater concencration of income. Consequently,’

the removal of regulatory measures must only be
carried out after a very careful evaluation, and it
must be compensated by other measures which
promote greater equality.

4, Dirtrsbution of income and
wealth and extreme poverty

The crisis of the early 1980s heightened che
disparities in the distribution of income and
wealth in Latin America, which were already
very pronounced, and it became urgent to make
radical changes in order to reduce concencration.
The inequality is so extreme, however, that its
correction cannoct be lefc to the trickle-down
effect of growth.

The liberalization/privatization school of
thought attaches little importance to redistribu-
tive mechanisms, since it believes that the
market and growth by themselves will favour
equity, without any need for direct measures to
atleviare the problem. An instructive example of
this attitude is the fact that the name of the
“employment and income distribution™ depart-
ment of the World Bank has been changed to the
“labour markets” deparcment (Annis, 198G).
This way of thinking assumes that free competi-
tion and the removal of regulations will stimu-
late growth and thus indirectly bring about a rise
in employment levels and real wages. This
approach therefore envisages very few direct
instruments (Feinberg, 1986, pp. 18-20).
Another shortcoming inherent in this approach
lies in the underestimation of structural factors
in its interpretation of the root causes of this
inequality.

The advocates of the liberalizacion/ privati-
zation scheme claim that in crisis periods such as
the present one, little can be done to meet unsat-
isfied basic needs, so thar efforts should be
directed instead towards growth, since this
improves the condition of the poorest through
the trickle-down effect. They also recommend
that the terms of trade for agriculture should be
improved in order to assist the peasant sector: a

measure which will undoubtedly have a greater
impact in those countries with a large rural pop-
ulation, but not in the case of the urban agglo-
merations which are typical of Latin America. In
addicion, they advocare the termination of indis-
criminate subsidies, so that the limited public
resources used for social expenditure will be
channelled only to the poorest groups, leaving
the other sectors to bear the cost of education
and health, for example. Finally, they claim thar
it is the fight against extreme poverty which
should have top priotity.

This line of thought pays lictle heed to the
structural causes of inequality: the concentration
of ownership; the tenuous social and trade union
organization, especially in agriculture and in the-
marginal urban sectors,; the spread of consump-
tion habits from the industrialized countries in
the middle and upper classes; the low levels of
educacion, and technological backwardness.
These distortions cannot be corrected by market
mechanisms alone, but call for measures aimed
specifically at changing the structural elements
which created them in the first place.

We feel that an effective approach must
combine the two components: measures o deal
with the structural elements, and price, fiscal and
tax policies that eliminate rigidities and foster
growth.

In particular, the reduction of inequality
requires that changes be made in the structure of
ownership. Concentration should be reduced in
every case where it is not justified on grounds of
technical efficiency, and in those cases whete it is
considered absolutely essential, it must be super-
vised, regulated and offset by administrative
mechanisms. At the same time, broader forms of
ownership should be promoted {co-operatives,
small- and medivm-sized enterprises, etc.).

The concentration of the financial apparatus
in a few hands, quite apart from providing politi-
cal power which can unbalance society, stimu-
lates the use of resources in activities related to
the same financial groups, and this further
increases concentration. Consequently, all
efforts to move towards greater equality call for
control over the financial apparatus.

The organization of workers and of the more
vulnerable social groups must also be encour-
aged. The persons concerned can best protect
their interests by organizing themselves. Polt-
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cies aimed at liberalizing the labour matket seek
to bring abour downward flexibility of real
wages, the argument being that this will encour-
age more employment. However, empirical
analysis shows that in global terms the assump-
tion that a drop in real wages will lead to higher
employment is unfounded. What has realiy
occurred is that these policies have weakened
labour organization and increased inequality,

The strengthening of worker-run enter-
prises, self-help construction organizations or
self-managed health clinics, as well as different
forms of local power, will promote grearer
equality and reduce the excess burden on the
State apparatus. It is also essential that measures
should be taken parallel to the market, or outside
of it, in order to overcome the worst manifesta-
tions of extreme poverty as regards unemploy-
ment, malputrition and the lack of housing.
Specific rural and urban groups should be tar-
geted, and especially children, since giving spe-
cial attention to them will help to progress
towards greater equality of opportunity,

Tax reform and more efficient use of fiscal
resources are also vital. More revenue should be
collected from the high-income groups and
transferred to the poorer groups. It should be
noted that in quantitative terms, the fight
against extreme poverty should not involve a
very significant fraction of the product. The
transfer of only 5% of the income earned by the
richest tenth of the population to the poorest
third would be enough to change the situation
considerably. If progress is to be made in this
area the direct tax burden must be raised and tax
collection must be made more efficient. A
change in the composition of expenditure would
make it possible to generate additional
resources.

The mass educacion and retraining of man-
power to equip it to work at more complex and
more productive jobs is another priority task for
reducing inequality.

The policies suggested here are motivated by
more than ethical, social and political reasons,
They can also have a favourable impact on the
capacity for growth, A labour force which is
better trained physically, mentally and techni-
cally will be more productive and more adaprable
to changing conditions.

Ie is not for want of ideas that the govern-
ments of the region have progressed little in

applying effective formulas. Political reasons
have been a key factor in this. Hence there is a
need to dovetail the desired goals more clearly
with che resources needed to implement them,
This aspect has been totally ignored in the
approach taken by the multilateral agencies and
in the reasoning of the privatization/liberaliza-
tion schaool of thought.

S. The State and the private rector:
an ideological conflict

The question of the size and the functions of the
State has become a cencral issue in the economic
policy debate, Criticisms have been levelled at
the State from two angles: its supposedly nega-
tive effect on the efficiency of production and the
supposition that it tends to expand fiscal expen-
diture. The vehemence of these criticisms and
the repeated proposals for privatization have
polarized the debate, robbing it of realism and
practical usefulness.

The proponents of the privatization/ liberal-
ization approach advocate a reduction of the
State apparatus, suggesting thac public enter-
prises should be sold and that new credits should
be channelled to the private secror. This stance
has been reinforced by the United States govern-
ment agencies and the commercial banks of that
country (Baker, 1986h; Morgan Guarancy Trust,
1986). There are Latin American economists
who hold a similar view (Balassa, Bueno,
Kuczynski and Simonsen, 1986).

The proposals that cthe functions and size of
the State should be reduced appear to be based on
the assumption that such a contraction would
provide a stimulus for the automatic expansion
of the private sector, This assumption leads to an
undue concern for reducing the size of the public
sector, while at the same time neglecting ways of
directly stimulating private enterprise.

At least two of the assumptions on which the
liberalization/ privatization approach is based
are inaccurate. The first is the claim that the
distortions in the Latin American economies can
be corrected through liberalization, The truth is
that excessive confidence in the automatic role of
the market leads to other shortcomings, espe-
cially in the case of economies plagued by serious
imbalances. On the contrary, the “programmed
structural adjustment” approach calls for gui-
dance, What is important here is not liberaliza-
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tion in itself, burt rather the efficient
management of the programmed adjustment.

The second of these erroneous claims is that
the private sector reacts to the market signals,
thus leading to an increase in investment and
efficiency. These assumptions on the behaviour
of the private sector have little historical evi-
dence to support them. Even during phases
which were very favourable to Latin American
entreprencurs, only in a few exceptional cases
has liberalization led to an innovative attitude
and to effores within a2 medium-term
perspective.

In order to develop the habits which have
been present for a long time in the countries of
the North and in some Asian countries, deeper
cultural changes would be needed. It is not realis-
tic to attempt to achieve such modifications in
the short term, using purely market
instruments.

Considerable importance should be attached
to increasing the efficiency of public enterprises.
Without a doubt, it may be advisable to privatize
some of them, but it is clear that inefficiency
cannot be combatted solely by this means. It is
also necessary to make substantial improve-
ments in management techniques and in rate
and price-fixing, to increase decentralizarion,
and to bring about institutional reforms which
allow for decisions to be taken autonomously. In
contrast with the south-easr Asian counrries,
Latin America has a long tradition of the Scate as
entrepreneur, and this should be updared, as it
would be unwise to seek to eliminate it.

It is essential to recognize that cthe State has
accumulated oo wide a range of activities, some
of which are linked to the industrializing func-
tion in an inward-looking development scheme,
while others are connected with the supply of
basic services to the poor sectors or with various
administrative regulation mechanisms for
orienting investments or consumption or fight-
ing inflation. There must be a profound change
in this respect.

The State must assume qualitatively differ-
ent funcrions which are more in keeping with
the challenges of the twenty-first century and
bear little relation to the public structure chae
took shape after the Second World War, The
point is that before assuming new responsibili-
ties some of the old ones must be relinquished.

It is the responsibility of the State to guide
the structural adjustment towards greater spe-
cialization and competitiveness within a long-
term perspective: a form of guidance that the
market does not provide. This is the proper
function of the “leader” State. In addition, the
State should concern itself with protecting
equity and national autonomy. What is needed is
a State which acts as the "guardian” of certain
basic socio-political equilibria.

Concertation among workers, entrepreneurs
and the State is a key factor in any development
strategy. This approach helps to build up con-
sensus around a national project and reduces the
sometimes artificial struggle between the State
and private-sector agents.

These elements, if duly integrated, will lend
greater vigour to the neo-structural way of
thinking and thus avoid the spread of a neo-
conservative model with disintegrating effects,

6. Political and rocial factors

In the political and social sphere, there is a wide
gap between the neo-conservative concepts and
the neo-structural approach. The first-named
pay little or no attention to the social and power
variables which interact with economic policies
and which derermine che viabilicy of any devel-
opment strategy.

The privartizing/liberalizing approach rules
out any express reference to sociclogical and
political factors. [t is essential, however, to take
account of the interaction between economic and
political elements. There are two particularly
important perspectives: the impact of given eco-
nomic measures on social and political variables,
and secondly, the conditions and power requi-
sites needed in order to apply such policies
successfully.

If any of these create inequality, lower the
standard of living of large sectors of the popula-
tion, lead to denationalization, etc., which are
results incompatible with the existence of demo-
cratic institutions and standards, it musr be asked
how a liberalizing/privatizing strategy could
possibly be applied. If the only way to do this is
by using force, then the exclusion of political and
social considerations implies the acceptance
under this scheme of a non-democratic frame-
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work, as has occurred and is occurring in several
countries of the region.

A gradual transformarion of the steuccure of
production necessarily requires ongoing social
support. Under certain circumstances, a shock
policy may possibly secure some degree of price
stabilization. It is also possible to apply this “by
surprise” for a brief period without having pop-
ular support. However, this cannot be so in the
case of more thorough-going strategies of
change. An abrupt policy causes very high eco-
nomic and social impacts and costs, and it could
therefore hardly be used for an extended period
of time.

Nor is it politically viable to subordinate the
development srrategy to burdensome external
conditions which imply an excessive loss of
national autonomy. An abrupt or simplistic libe-
ralizing/privatizing policy runs the risk of
unleashing reactions chac will lead ro the auchor-
itarian exercise of power or to the system’s own
collapse.

The experiences of the Southern Cone coun-
tries have led many social and political scientists
to explain the crumbling of democratic systems
partly in terms of the breakdown of certain min-
imum social agreements and of the batcle chat is
unleashed for the appropriation of the State
surplus. Furthermore, the acceleration of infla-
tion and the failure of stabilization policies have
been ateributed to the sharp conflict over the
distribution of income.

These experiences have had some influence
on the neo-structural approach, in that they have
encouraged the search for ways and means of
consensus, concertation and participation wich
the aim of reducing conflicts or channelling the
energy generated during them towards common
objectives. The idea of a national project has thus

assumed growing importance, as has the need to
build up broad social and political support in
order to sustain the project for extended periods.
These factors are crucial in assessing whether
the implementation of a given strategy is
feasible.

It would be an illusion to assume thar con-
flicts will disappear by the mere use of these
expedients, but they can be lessened and subordi-
nated to collective aims. Because this approach
does not think in terms of “zero-sum societies”,
it opens up opportunities to seek joint progress.
An efficient form of insertion in the world econ-
omy would provide space for a shared national
effort to redound to the benefit of all.

The repercussions of a given strategy on the
military establishment must also be taken into
account. A national project must be understood
and backed by the armed forces in view of its
favourable effect on security in the broadest
sense. The strengchening of autonomy, equity
and technological capacity have a positive
impact on security (Varas, 1986}, In many cases,
there is no doubt that military expenditure
should be restricted. It may be noted that these
aspects do not explicitly form a part of the con-
ceptual framework which governs the liberali-
zing/ privatizing school of thought,

The power requirements for sustaining a
long-term strategy are satisfied betcer in a demo-
cracy where there is concertation and broad par-
ticipation. At the same time, however, these
same requirements dictate the type of economic
policies that are acceprable to the majority. The
effect that the measures adopted will have on
equity are of particular importance if the aim is
to further democracy and strengthen this
system.

Final reflections

The strategic priority in Latin America is growth
and development, which demands that structu-
ral changes be made in the productive base to
increase interpational competitiveness and
satisfy basic needs.

There is no single model for carrying ouc
such a structural transformation and it is there-
fore necessary to learn from experience and act
pragmatically. Supposedly highly perfected
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“docerines” based on immutable “principles” can
bring with them a host of negative effects,

These conceptual schemes whose philo-
sophy is based almost exclusively on the notion
of balance and on the validity of the "market
laws™ may achieve some degree of efficiency for
brief periods in helping to overcome external
maladjustments and to stabilize prices, but they
are not appropriate for structural change, which
must stem rather from a dynamic perspective.
Seen in this light, the challenge to be faced is
how to manage and regulate the sequence of
changes, while taking care ro keep the financial
and economic distortions inherent in any change
in the productive structure within manageable
limits.

The relatively unpredictable nature of these
processes is at odds with the practice of estab-
lishing a strict condirionality for managing the
mazin macroeconomic variables, which is the
method of procedure followed by certain multi-
lateral agencies and favoured by the advocates of
neo-conservatism.

The application of a long-term strategy
requires political scability, which in turn calls for
the shaping of social agreements shared by the
majority of the people. The economic strategy
must also protect the political spaces in order to
preserve a broad, permanent social alliance.

Consequently, a liberalizing/privatizing
scheme will be ac¢ variance with the goal gf
growth with equity, given the prevailing condi-

tions in Latin America, and will therefore jeo-
pardize political stabilicy.

In the long run, the importance of purely
economic consideracions is reduced and the via-
bility of the strategy will depend on a host of
polirical and cultural variables. In order to be
useful, an approach must be able to adapt to
changing situations while keeping economic/
political interaction under constant and rigorous
scrutiny.

To sum up, a policy which seeks to further
growth with equiry and autonomy must face the
double challenge of bringing about change in the
productive structute while protecting financial
equilibrium and ac the same time building up
social support in a democratic system.

Both challenges can most effectively be dealt
with if action is based on 2 conceptual approach
which dtaws on the Latin American tradition,
past experience, and the new type of interna-
tional and national economy which now exists.

Ideas possess great power. The existence of a
mature Latin American line of thought is thus
exeremely valuable for promoting new stages of
development. The important thing is to get
away from a defensive artitude to neo-
conservatisin by proposing functional ways of
tackling the problems affecting national life, and
especially those concerned with the new role of
the Scace. An open and flexible "neo-structural”
approach is the appropriate framework for tak-
ing up the new challenges.
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