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‘Women

in the region:
major changes

Miriam Krawczyk

Chief of the

Women and Development
Unit of the ECLAC
Social Development
Division

This article addresses concerns relating to the promotion of the
advancement of women within the framework of ECLAC’s
proposal for changing production patterns with social equity,
Virtually all the countries of the region have ratified the
mechanisms .set up by the United Nations to help attain truly
equal treatment for women. Women have already been
integrated into society, but their position in it needs to be
improved, bearing in mind the social role which most cultures
assign to them as womea. As a means of illustrating some of the
ways ia which the status of women in the region has changed,
the author analyses their participation in the spheres of
employment, education and health. It is noted that women’s
growing participation in gainful employment is part of a
structural trend that will continue to grow more marked in the
future, despite the striking differences between the contexts in
which women perform their productive and reproductive roles.
In the field of education, enrolment continues to rise and male
and female enrolment rates are starting to converge, but the
distribution of women among the various fields of study has
changed very little. Wage discrimination persists (women need
to have had about four more years of formal education than men
to earn as much) and most school textbooks continue to transmit
images that militate against participation by men and women on
a more equal footing, With regard to reproduction, the conscious
separation of sexuality from reproduction, which until recently
was not possible for women, is associated with free choice and
the search for more effective birth control methods. Although
most women in the region do not have access to contraceptives
-due to lack of information and the cost involved— the average
number of children per woman has dropped from 5.9 ia
1950-1955 to 3.4 in 1985-1990. The modernization process
inherent in today’s new development styles has opened up new
vistas for women through education, gainful employment,
shared codes of communication and the spread of pro-choice
models. The question which arises is whether all this will help
to alter traditional power relationships, permit the formation of
new types of links between the public and private spheres of
activity, and promote mote equitable interpersonal relationships,
especially between men and women.

APRIL 18923
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I

Women and changing production

patterns with soclal equity -

Strictly speaking, the status of women should no
longer be studied as a separate topic within the
broader subject of population, since all population
variables affect women and vice versa: human repro-
duction, population shifts, economic and social devel-
opment, and the cultural, ethnic and generational
aspects of population. In practice, however, there are
at least two reasons for doing so: to heighten concern

for Latin American and Caribbean women in areas.

that are essential to the aim of greater social equity
and in which women occupy a subordinate position
despite their obviously central role; and to ensure that
attitudes that take due account of gender begin to per-
meate all the various aspects of development includ-
ing population.

Today, in addition to sweeping technologmal
change, we are witnessing thorough-going changes in
the way our societies ~including, of course, women
and the roles they play— are being perceived. Our
thinking and the way we look at things are apparently
starting to change. The weakening of the major ideo-
logies that had served up cosmo-visions of the world
and the secularization accompanying modern-day

life, at least in the Western model, are making room .

for new theories, cultural models and forms of inter-
personal interaction, for a different kind of relation-
ship between the public and private spheres and
between economics and ethical considerations, and
for a notion of democracy that involves a broader
concept of citizenship. Within this new framework, it
is essential that we redefine the relationship between
gender, modernity and culture.

Any attempt to conduct research on the status of
women runs up against well-known problems with
regard to the availability of statistical information
and the persistent gaps in that information, As long
ago as 1979, C. Borsotti asserted that the pivotal
questions involved in the formation of an appropriate
conceptual framework for analysis and action relating
to the status of women and their integration into de-
velopment were: the exact definition of the type of
social entity that women constitute; the links between

domestic vnits and the overall socioeconomic struc-

* ture; sexual stereotypes, and cultural patterns (ECLAC,
- 1979). Although there has been a good deal of pro-

gress in each of these areas, much work remains to be
done in order to link them up to one another and
thereby get to the root of the problems associated
with the positions that people ~both men and women—
occupy in society, including their empowerment or

- lack thereof within a context of changing production

patterns with social equity.

There is a great difference between the de jure
and de facto situations with regard to equality for
women in the region, despite the fact that the instru-
ments and mechanisms established by the United Na-
tions for the advancement of women have been
ratified by all the countries of the region except one.

By definition, BCLAC’s proposal for changing
production patterns with social equity, which advo-

cates the concertation of strategies and consensus-

building as an avenue to development within a
democratic framework, incorporates the principle of
respect for individuals® civil rights, including, of
course, women’s rights to participate in society and in
the sharing of power on an equal footing and to have
children or not, according to their own personal con-
victions. The effort to change production patterns
with social equity, including cross-gender equity,
takes the most innovative schools of current thought

-and incorporates into them ethical considerations

which will contribute to the formation of the desired
types of societies.

~In this setting, population policies and gender-
based considerations can play a new and different role
in the region whereby they may help ensure that the
long-standing tension ~and even conflict- between
State policy and the rights of the individual gives way
to a form of complementarity. Progress in this regard
has not come easily. Although it is generally agreed
that rapid population growth hinders development,
policies designed to regulate that growth —and espe-
cially those relating to fertility— have always involved
certain political, ideological and religious values. In

WOMEN IN THE REGION: MAJOR CHANGES + MIRIAR KRAWCZYK
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fact, human reproduction is perhaps the subject in
which we see the most complex entanglement of the
most intimate and private affairs of the individual
with the overall views of society.

The way in which women’s issues have evolved
has also entailed similar tensions at various points
along the way; at present, a debate is in progress on
the limitations of the concept of the “integration of
women into development”, which seemed a natural
framework for consideration of these issues. Some
contend that there has been no conceptual integration
and that women’s issues have, as a rule, been an
“add-on” to the main development issues. It is also
asserted that measures designed to “integrate” women
have often only increased the marginalization both of
the subject and of women themselves, and further-
more it is noted that, although the approach used thus
far has indeed brought out many essential aspects of
the situation, it suffers from major theoretical short-
comings: no matter how broadly the concept of devel-
opment may be defined, the economic indicators used
to measure it will invariably refer to the production of
goods, and women'’s preponderant contribution to re-
production and to such other unpaid “services” as
health care, food preparation and child-rearing will
therefore remain invisible (Elson, 1991).

The predominant line of reasoning on this point
today is that women are in fact an integral part of
society, so that what must be done now is to improve
their status in it, not only in terms of the position they
occupy within society by virtue of the socioeconomic
stratum to which they belong, but also as regards their
culturally-assigned social role as women. It is now
recognized that it will not be possible to achieve de-
velopment, in the broad sense of the word (i.e., in
ways that go beyond economic growth), unless an
improvement is made in the social status of women
{United Nations, 1992).

Although we cannot yet say that gender-based
analysis now constitutes an adequately systematized
body of theory, the large number and wide variety of
studies conducted in recent years have generated new
information about the status of women and their posi-
tion within society. Studies specifically on women, as
well as the attempts being made to formulate a theory
of society capable of describing and explaining subor-
dination as a cultural trait, have made significant con-
tributions (although much remains to be done) to our
pool of information on the status of women and our
understanding of this subject. For example, gender

concepts and categories are sometimes used with ref-
erence to both men and women alike, while on other
occasions they are used merely as synonyms for “sex”
or “women” rather than to refer to a complex social
construct. However, studies of social status from a
gender perspective as well as analyses of social rela-
tions or the theory of power structures have helped
not only to provide more information about women
but also to identify more significant types of links
between this subject and the more general aspects of
society and to delineate those links more clearly.
Today, the idea that development affects (either posi-
tively or negatively) men and women differently is
much more widely accepted and easier to grasp
(Portocatrero, 1990).

Organizations within the United Nations system,
especially those with mandates that specifically con-
cern womer, have also been making major theoretical
and practical efforts in recent years to incorporate the
gender dimension into their activities.

Emphasis has been placed on the above aspects
here because they have played such an important role
in the conceptual maturation of the approach taken to
women’s issues and in the consensus that is being
built in this regard. The variety and depth of the pro-
posals put forward, the sum of the activities con-
ducted, the strengths and weaknesses of the concept
of women’s integration into development, the incor-
poration of the dimension of gender, and the idea that
women’s issues should be included in more global
processes provide a solid foundation for efforts to
begin designing more fully integrated policies. This
emphasis on the importance of examining the agree-
ments reached in respect of women’s issues and seek-
ing to strengthen them still further should not,
however, be construed as an attempt to play down the
theoretical, political, value-based, religious, ethnic or
other types of differences that undoubtedly exist and
will inevitably continue to do so in the future.

Finalty, the great majority of women who are in
vulnerable positions within society should be ac-
corded priority attention. Women heads of household,
teenage mothers, refugee and displaced women,
women migrants and older women are perhaps the
most vulnerable of these groups, as they live under
conditions of poverty, are open to all types of harass-
ment and discrimination, and are unable —either in
relative or absolute terms— to obtain proper education,
suitable jobs or training or, in most cases, to exercise
their reproductive rights.

WOMEN IN THE REGION: MAJOR CHANGES
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II

The regional setting

The changes which have taken place in the region in
the space of just a few decades have totally trans-
formed Latin America’s economic, sociopolitical and
cultural profile as well as its patterns of personal and
political relations. We might say that there has been a
change not only in the objective situation but also in
the way we look at it. The long, severe crisis of the
1980s made it necessary to “re-think” the future,
which was seen to be fragile and uncertain, and to
interpret reality on a new basis. Within this context,
the ECLAC proposal for changing production patterns
with social equity has provided a framework that is
flexible enough to incorporate due consideration for
matters of concern to women, including the issue of
equity between the sexes and the need for more
solidly-based measures, more fully integrated into
general and sectoral public policy (ECLAC, 1990b).
These changes have significantly affected the
status of women in Latin America and the Caribbean.
‘Women’s increasing presence in education and the
labour force, the legal consolidation of their citizen-
ship through women’s suffrage, and the growing so-
cial acceptance of women in politics and public life
are changes whose impact transcends economics and
politics and is beginning to be reflected in new cultu-
ral patterns. The increase in life expectancy —which
gives women what almost amounts to another whole
“lifetime” after their child-bearing and child-rearing
days are over— and the greater availability of birth
control methods have given Latin American women
new life choices and opportunities for exercising their
rights more fully than in the past. Although the Latin
American and Caribbean region is very heteroge-
neous and exhibits striking national differences that
have a significant effect both on the status of women
and on the pace of change, the direction of change
appears irreversible (ECLAC, 1990a), and its impact on
the women of the region goes far beyond what the
figures have to tell us. The possibility of separating
sexuality from reproduction and choosing, with some
degree of certainty, whether or not to have children is
still a very recent development on the Latin American
scene. Although these changes are more apparent
among educated, urban middle- and upper-income

groups, the pro-choice model has beguh to make its
influence felt in all sectors of society (CELADE, 1992).

The heterogeneity of the region and the implica-
tions this has for democracy pose one of the most
formidable and urgent challenges that must be faced
today. Although the countries have certain elements
in common, each of them has gone through its own
particular development process. The coexistence of
different ethnic and cultural groups, the different
types of policies applied and the varying degrees of
modernization attained at more or less early stages of
the process have served to form individual profiles
and have created a wide range of situations in the
region which will surely have to be resolved in differ-
ent ways by each country. ‘

This heterogeneity is also reflected in varying
forms of participation by women. One aspect which
should be studied in greater depth is the type of rela-
tionship that must exist between women and democ-
racy in order to uphold the rights of the individual
and, hence, social equity. Time and time again, the
region has seen women band together in opposition to
authoritarian governments through social movements
and women’s organizations which, however, then
tend to become diluted in the course of the demo-
cratic process as it is channeled through political
parties, _

Given the region’s structural heterogeneity, the
wave of modernization that is increasingly per-
meating the regional model is not necessarily linked
to democracy or economic growth. New options may
lead to more freedom or less freedom; they may
heighten economic problems and destabilize demo-
cratic processes. Nevertheless, the modermization im-
plicit in those options has at the same time triggered
the large-scale entry of women into education, gainful
employment, shared codes of communication and the
dissemination of pro-choice —or at least different—
models. The question arises, however, as to whether
modernity helps alter traditional power relationships,
whether it makes possible new types of links between
the public and private spheres, and whether it con-
tributes to the emergence of more equitable interper-
sonal relationships, especially between men and
women.

WOMEN IN THE REGION: MAJOR CHANGES -
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Women and employment

Employment, together with education and health,
has been one of the highest-priority issues for
women ever since the United Nations Decade for
Women. In addition to placing women within a more
global context, these issues influence women’s beha-
viour, conditions and position within society and have
a major impact on demographic variables, particularly
fertility.

The analyses conducted in recent years show that
women’s increasing patticipation in gainful forms of
employment has become a structural trend that will
continue its upward path in the future. During the
1980s, women’s participation in the labour market
jumped from 18.83% to 22.03%, and they accounted
for 37% of the growth in the economically active
population during that decade (CELADE, 1992).

The increased economic activity of women has
been a significant factor in the expansion of employ-
ment in lower- productivity activities, both in small
businesses and in informal enterprises; this is largely
a result of the big and mid-sized companies’ tendency
to subcontract work to small businesses, rather than
hiring permanent or temporary staff, as a way of get-
ting round labour laws.

In La Paz, for example, a growing number of
women are engaging in own-account commercial
microenterprises as part of their survival strategies;
these businesses are often run out of their own homes
or in open-ait markets and city streets, and they
mainly involve the sale of products (especially food)
included in the basic shopping basket; the intense
competition within this sector tends to hold down in-
come levels, particularly in the case of most street
vendors (Silva, 1988). In Jamaica, a very large per-
centage of own-account workers are women who
work as vendors of farm produce, street vendors or
illegal traders; the women of Jamaica’s informal sec-
tor are generally middle-aged, of rural origin (al-
though they are becoming increasingly urbanized),
and work alone, with very little help from their
families (Mesa-Lago, 1990).

It is often said that employment influences
women’s fertility rates, gives them greater autonomy,
boosts their self-esteem, helps to make them

economically independent, gives them a sense of
their worth as individuals and permits them to exert
control over their own bodies. The foregoing is true in
conceptual, theoretical terms, within the context
of what Marshall Wolfe called “significant activities”;
but in the case of Latin American and Caribbean
women, the difficulties entailed in the types of em-
ployment to which they have access must not be
underestimated.

Moreover, some authors contend that in the de-
veloping world there are enormous differences be-
tween the environments in which women perform
their productive and reproductive roles, and this plays
a part in determining how they will interact. A
woman’s educational level —especially if it is high—
has a strong influence on the types of job oppor-
tunities open to her. In heavily biased societies,
women mainly participate at the two extremes of the
spectrum: in the modern sector, and in the most poor-
ly paid segments of the domestic-service and informal
sectors., Another highly influential factor in terms of
the options open to women has been the fact that their
work outside the home must be compatible with their
child-rearing responsibilities, and this also continues
to influence (although to a diminishing extent as time
goes by) cuitural attitudes to working women.

The work performed by women —whether paid or
not— continues to be underestimated by official statis-
tics because of the types of positions occupied by
women in the labour force, the way in which econ-
omic activities are defined, and certain aspects of cen-
sus-taking procedures, all of which are linked to
cultural assumptions regarding the sexual division of
labour. Although efforts have been made to rectify
this state of affairs since the very outset of the United
Nations Decade for Women, little has been achieved
in this connection except a greater awarencss of the
problem. A recent study on the subject found that the
types of censuses usually conducted in Latin America
provide reliable data on the male labour force but that
much of the information they supply regarding the
female labour force is unreliable, especially in rural
areas of the least developed countries. Using the same

WOMEN [N THE REGION: MAJOR CHANGES -
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definitions of economic activity as those used by the
censuses, but with certain procedural modifications,
this study was able to show that five-sixths of peas-
ant women and one-half of utban women were
under-represented, while only one-tenth of the men
were affected by this statistical flaw. Other studies
based on the number of hours worked have found that
women in developing countries work between 12
and 13 hours more per week than men (Wainermann,
1992).

On the subject of wage discrimination, the most
recent household surveys for six countries of the re-
gion indicate that during the second half of the 1980s
the incomes of women with nine years of schooling

IV

were lower than those of men who had attended
school for only five years. Another study found
that, although economically active women in Latin
America and the Caribbean have had more schooling
than their male counterparts, their rising levels of
education and of employment in non-manual acti-
vities have not brought any improvement in their
incomes (Sojo, 1992). The same author also asserts
that women’s higher employment rates should be
considered in the light of striking differences in
wages and discrimination, and that these ‘factors are
more marked among older women and, in every case
studied, increase in severity as one moves up the edu+
cational scale.

Women and education

The region’s enrolment rates continue to rise, and the
male and female rates are tending towards parity. At
present, over half of the young women between 15
and 19 years of age have completed their elementary
education. In 1985, women accounted for about 45%
of enrolment in institutions of higher education, and
they outnumbered men in this respect in 45% of the
countries, but in contrast, illiteracy among the female
population in rural areas continued to fluctuate be-
tween 19.2% and 48% in that same year. The dis-
tribution of women among the various fields of study
has changed very little; although the percentage of
women in engineering-related courses of study
climbed to 8% in 1985, the figure for the social scien-
ces and teaching fields still ranged from 60% to 70%.
Women have less chance of attaining high academic
positions, and they must have had more years of for-
mal education than men in order to gain access to the
same jobs. As mentioned earlier, wage discrimination
is reflected in the fact that in order for a woman to
earn as much as a man, she will need to have about
four more years of formal education than her male
counterpart; this wage gap narrows as one moves
down the educational scale. Finally, despite the many
changes that have occurred, school textbooks con-
tinue to transmit images that highlight women’s tole
in the home, thereby working against the formation of
a broader perception of women’s roles and, hence,

discouraging women from attempting to participate
on an equal footing with men.

The figures still show in no uncertain terms that
education exetts a very strong influence upon demo-
graphic trends, since it affects the variables which
produce demographic changes. The population’s ris-
ing level of education and the improvement of its
living conditions have played a pivotal role in bring-
ing down the rate of infant mortality, Studies on the
link between a mother’s educational level and the
variables of fertility and infant mortality have found
an inverse relationship in every case. It is generally
agreed that education affects reproductive behaviour
by, in particular, influencing the formation and spread
of attitudes, values and beliefs having to do with what
is viewed as being a desirable family size. In the re-
gion it has been observed that more highly educated
women tend to marry later and usually have fewer
children. Education must not, however, be regarded
as the only policy tool in this field, because its imme-
diate effects are not known, depending as they do on
the content of the instruction received and on interac-
tions with the rest of the social system.

There are some indications that the influence of
education may be declining, while at the same time
the significance of education in itself and its efficacy
as a factor of upward social mobility seem to be
changing. As the educational system’s coverage

WOMEN IN THE REGION: MAJOR CHANGES « MIRIAM KRAWCZYK
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expands, higher and higher levels of education are
needed in order to open the door to a better job and
standard of living. Education’s influence on fertility
may also have been weakened by such factors as in-
creased knowledge of and access to contraceptives
and the information provided by the social media. It
must also be borne in mind that the region has already
experienced a very substantial decrease in women’s
fertility rates, and that education has probably had a
great deal to do with that drop. What is happening
is that the fertility rates of less educated women are
now falling as well, which makes the differences of
magnitude seem less striking,

- It should be remembered that, in the region, the
large-scale entry of women into education took place
between 1950 and 1980, During this period, there was
a steady expansion of the formal educational system,
scientific and technological research capabilities, and
vocational training, side by side with rapid urbaniza-
tion and a huge increase in women'’s participation in
the labour market. Even though the expansion of the
formal educational system was a regionwide phe-
nomenon, it only heightened the existing heteroge-
neity and was not accompanied by any improvement
in the quality of instruction; this was reflecied in
some of the highest repetition rates in the entire world
(46% in first grade). The decline in the quality of
education, which became even more marked in the
1980s, was due, infer alia, to poor living conditions, a
deterioration in the supply of teaching services, cuts
in government spending on education, and the use of
outdated curricula.

All this indicates that a major effort should
certainly be mounted to upgrade the quality of
education in the region. This initiative should go
beyond the mere question of coverage and seek to
determine just how suitable the type of education
being given today will be for the kind of society
that will take shape in the near future. Changes in
production paradigms and our increasingly glo-
balized world view call for a very different type
of education from that given today, which is
mainly geared to the needs of the past rather than
the needs that are likely to exist in the twenty-first
century. Flexibility, know-how, mental breadth,
continuing education, independence and creativity
will be essential components of this new kind of
education.

The new educational strategy proposed by ECLAC
and UNESCO calls for educational reform, the building
of a consensus among all the relevant actors in the
public and private sectors, strategic coordination in
combination with decentralization and, as regards
content, a guarantee that future generations will enjoy
universal access to the codes of the modem-day
world, the formation of an open institutional structure
and the promotion of creativity. In order to accom-
plish this, the whole of society will have to make a
financial commitment and accord high priority to the
promotion of regional cooperation in the field of edu-
cation (Ottone, 1991).

Within this context, education is a key factor
in helping women to gain a different kind of place
for themselves in society, and it is essential that
the substance of the educational process should be
redesigned so as to promote more equitable inter-
personal relations. The influence of women’s edu-
cational level on their fertility rates, the quality of
their children’s lives and their job opportunities
has been well documented. However, thus far
little thought has been devoted to the type of edu-
cation demanded by the models of the future —i.e.,
a participatory, flexible, non-hierarchical, non-
authoritarian form of education capable of elicit-
ing change and inspiring creativity, innovative
thinking and initiative. Latin American and Carib-
bean women have had experiences of this type
only in the context of women’s movements,
women’s organizations or psychological counsel-
ing. An education of the sort proposed by
ECLAC and UNESCO could prepare them much bet-
ter not only to obtain new types of jobs but also to
develop greater decision-making capabilities and
attain greater autonomy and freedom in all areas
of their civic and family lives.

In seeking to improve the status of women, two
very important aspects must not be overlooked: al-
though during its early stages the content of education
as it now stands does encourage the participation of
women by giving them access to shared, universal
codes, later on it reinforces existing stereotypes re-
garding women’s role in society and distorts their role
within the labour market. Consequently, changing
the educational process so that it will not perpetuate
sexual discrimination is an essential step in improving
women’s place in society.

WOMEN IN THE REGION: MAJOR CHANGES *+ MIRIAM KRAWCZYK
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Health and women’s right to

control their own fertility

Women’s health is influenced by their socioeconomic
status, biological factors and elements relating to their
position and role in society. Their rights should there-
fore include effective access to health services and to
reproductive health aid —i.e., the right to avoid un-
wanted pregnancies and, on the other hand, to be
pregnant and give birth under the safest possible con-
ditions. These rights, which relate to the most inti-
mate aspects of life, must be set forth in public
policies and, as part of the democratic process, provi-
sion must be made for the people who will be af-
fected by those policies to have a say in their
formulation. Demographic changes and a recognition
of women’s right to control their own fertility there-
fore have important implications when health is
defined as a harmonious balance of an individual’s
physical and psychological functions that is closely

related to the basic conditions under which that indi-

vidual lives.

1. Demographic change

Demographic statistics have perhaps been the clearest
indicators of one of the major changes that occurred
in women’s lives during the 1980s: notwithstanding
the existence of differences between and within coun-
tries, these figures show that, in general, during that
period women were in the midst of a phase of demo-
graphic transition marked by declining fertility and
mortality. The average annual population growth rate
during the 1980s was 2.0%, and estimates show it
falling to 1.7% during the 1990s; this means that the
average number of children per woman dropped from
5.9 in 1950-1955 to 3.4 in 1985-1990, with the lowest
fertility rates being those of the most highly educated
urban women (CELADE, 1992).

Sharp differences have also been observed
among subregions. The lowest fertility rates overall
were found in the Caribbean, while the highest were
registered in Central America, although Central
America also experienced the steepest decrease in fer-
tility rates between 1965-1970 and 1985-1990. The
exceptions to the above were the rates for Costa Rica

and Panama in the Central American subregion, for
Uruguay, Argentina and Chile in South America, and
for Haiti in the Caribbean.

The incidence of pregnancy is becoming increas-
ingly concentrated (70%) in the 20-35 year age group.
The high-risk groups still form a significant propor-
tion of the whole (25%-30%), with a particularly not-
able increase among adolescents but a reduction in
fertility .among older women. In the Caribbean,
teenage pregnancies climbed from about 20% of the
total at the start of the 1950s to 30% in the early
1980s, but then declined to between 15% and 20% by
the end of that decade. It has not yet been determined
whether these figures constitute a trend or not, how-
ever (Boland, 1992). Multiparity has decreased in the
region as a whole, but 50% of all women still have
more than four children. There is little reliable infor-
mation on birth spacing, since figures on abortions
are not available (PAHO/WHO, 1990).

It is impossible to determine the precise causes of
these changes, since we do not have detailed informa-
tion about the unwritten rules governing preceding
models. The above figures are probably the outcome
of a number of different factors, including: i) the birth
control policies and programmes implemented in the
region over the past few decades; ii) the different sort
of cultural model that has been spreading throughout
the region since the introduction of television, in
whose programmes small families are portrayed as
the norm; iii) urbanization and the increasing incom-
patibility between women’s paid and unpaid work,

due to the lack of preschool child-care assistance and

infrastructure in almost all the countries; iv) new con-
sumption models which place greater importance on
the acquisition of material goods, and v) the needs
and desires of women themselves, who did not par-
ticipate, either as individuals or as members of or-
ganized groups or social movements, in the design or
implementation of these programmes.

2, Contraception

The changes that have occurred in respect of human
reproduction during the twentieth century have been
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overwhelming. Although all cultures have used some
form of birth control, it appears that efforts to address
this issue have now assumed an entirely new dimen-
sion, involving free choice for individuals (particular-
ly women), along- with a conscious separation of
sexuality from reproduction (that is to say, for
women, since this separation already existed in the
case of men) and a search for more effective birth
control methods.

The possibility of engaging in sex with some de-
gree of certainty that it will not lead to procreation
has been an aspiration of people for a very long time.
There are a number of mostly qualitative anthropo-
logical studies which illustrate these practices in the
past. The rhythm method, early withdrawal, abortion,
concealed infanticide, abstinence and some forms of
condoms were appatently the most commonly used,
or at least the best-documented, contraceptive meth-
ods in the past, but we cannot determine the scale or
significance of their use with any degree of certainty.
The large number of deaths (especially among
women and young children) caused by plagues, other
infectious diseases and childbirth-related complica-
tions was the most important, and most dramatic,
regulator of population growth. It is interesting to
note that, unlike modern methods of contraception,
most of which are designed for use by women, some
of the traditional systems placed the greatest share of
responsibility on the man.

Current figures on contraceptive use in the region
reflect striking differences from one country to the
next (from 7% in Haiti to 70% in Costa Rica and
Puerto Rico). 'The most recent statistics indicate that
over 60% of married women use contraceptives. in
Brazil and Colombia but less than 30% do so in
Guatemala. The main differences stem from such fac-
tors as economic stratum, educational level, age, the
country’s level of development, and the prevailing
kind of health care policy, since contraceptive use is
categorized as a health issue. According to some esti-
mates, between the mid-1970s and the mid-1980s
contraceptive use rose from 36% to 49% in Latin
America.

In the beginning, the issue was highly controver-
sial. Some groups .objected to the idea of the region
borrowing models of reproductive behaviour from de-
veloped countries; others took exception to the im-
plementation of family planning programmes that
were contingent upon funding from the “beneficiary”
countries themselves. In some circles, the debate re-
volved around the religious beliefs of the majority of

the population; in others, there was concern aboul
the diversity of reproductive behaviour patterns in the
region, the indiscriminate sterilization of certain
groups of women, and many other questions. ‘There
is now an international legal instrument —the Conven-
tion on the Elimination of All Forms of Disctimina-
tion against Women (United Nations, 1979)- which
voices a consensus on the need to ensure free choice
for all individuals. In this context, free choice means
socially and politically free choice based on a partici- -
patory approach and unconditional respect for plu-
rality and differences on the part of all social actors;
in other words, it is free choice based on a rcnewed
appreciation for the value of democracy as a politicat
model. C

The World Health Organization (WHO) has said
that the fact that a woman can now control her own
fertility is probably one of the most important events
in the history of women (WHO, 1980, p. 13), and the
Nairobi Forward-looking Strategies state that a
woman’s ability to control her own fertility con-
stitutes an important basis for the exercise of other
rights. This is tantamount, at least in formal terms, to
an acknowledgement of women’s right to control
their own fertility (United Nations, 1985).

Thus, we have moved from a situation in which
women’s fertility was controlled in the name of a
“higher purpose”, and they played little or no part in
decision-making, to a situation where women are —at
least formally- free to regulate their fertility. They are
also given almost total responsibility fot the repro-
duction of new generations, however. Granted, this is
not stated explicitly, but if we take a look at how
fertility is currently regulated in the region, we will
find that in nearly 80% of all cases it is women who
are responsible for contraception (PAHO/WHO, 1990).
In fact, more recent data obtained from population
and health surveys put the figure even higher (nearly
90%) in some countries.

It should be noted that although the literature on
fertility-related behaviour usually talks about the
“population”, almost all the available information has
actually been supplied by women, since all the health
and fertility surveys are directed exclusively at
women, It would be of interest at some future date to
analyse the significance of a body of information that
reflects solely the views of women on an issue which
is al once so private a matter, yet at the same lime
such a subject of public concem as is the reproduction
of human societies— a question which involves not
individuals, but couples.
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The contraceptive methods currently in use are
sterilization, medication, intrauterine devices (1UDs),
implants, condoms and vaginal methods. The tradi-
tional systems on which the most statistics have been
compiled are the rhythm method and early withdra-
wal. Obviously, of all these methods, only early with-
drawal and condoms place the main responsibility for
avoiding pregnancy on men; all the others are the
woman’s responsibility. Another way of regulating
fertility that is used in the region is abortion, which
will be discussed later.

The most widely used of all of these systems in
Latin America, as well as in the other developing
countries, during the past decade has been the sterili-
zation of women, which as of 1983 was applied to
36% of the women with active sex lives who were
seeking to regulate their fertility (PAHO/WHO, 1990).
In fact, more recent figures indicate that in some
countries of the region the rates are now far higher
than that 1983 regional average, with the Dominican
Repubilic, El Salvador and Brazil registering steriliza-
tion rates of 65.8%, 63.8% and 40.4%, respectively,
of the total number of female contraception users.
Male sterilization has begun to have some impact, but
in Latin America (with the exception of Puerto Rico,
where the figure has reached 4%) the rates have re-
mained below 1%, so that they do not even begin to
measure up to female sterilization rates.

Given these figures, the question arises as to
whether sterilization as a means of limiting the num-
ber of children is a contraceptive method comparable
with those which only seek to space out births. It is
true that, in terms of risk and under appropriate con-
ditions, sterilization is a relatively more economical
method, since it involves a single one-time cost; in
addition, it affords complete security and probably
has no physical side effects. However, in view of the
fact that this method’s use has become so widgspread
among fertile women with active sex lives, we might
ask ourselves whether this irreversible decision —the
facts show that it is indeed irreversible for the great
majority of sterilized women-— actually represents the
result of true freedom of choice. It is one thing for a
woman who is exhausted by the double workday
with which she is saddled when she is raising her
children -as is the case of the immense majority of
women in the region— to express her conscious and
definitive desire never to have any more children, and
quite another for her to give that “never” a concrete

expression, especially within the cultural and social
milieu of Latin America and the Caribbean, where
these women will continue to live for many years to
come. If it were an option chosen only by women
whose age exposed them to possible high-risk preg-
nancies, it would be much more understandable, but
most of these women are quite young, in an age group
for which the future should hold many more “free
choices”. It is important for this phenomenon to be
analysed in greater depth; it is not simply a question
of examining the programmes that are set up or the
type of education and information given to women,
but rather of determining to what extent they could
perhaps envisage using other methods. The best
known methods are the so-called “modern” ones,
among them the “pill” and female sterilization.

The use of traditional methods has been declin-
ing considerably in comparison to modern methods.
Although in Bolivia and Peru traditional methods are
still the most widespread, in countries such as Colom-
bia and Mexico they account for only a negligible
percentage of total contraceptive use. The predomin-
ance of modern methods in such countries as Brazil,
the Dominican Republic and even Guatemala, which
has a low rate of contraceptive use, attests to the im-
pact of the campaigns that have been launched to pro-
mote the use of particular methods.

According to recent figures, the demand for con-
traceptives on the part of women of childbearing age
ranges from over 80% (Brazil and Colombia) to
scarcely more than 50% (Guatemala). Although a
substantial part of that demand is not being satisfied
(in Bolivia, 35.2% of the women -mostly rural
women and uneducated women— are not having their
contraceptive needs met (Westoff and Ochoa, 1991)),
the figures none the less indicate that the trend al-
ready is and will continue to be one of fewer births or
perhaps, in some sectors, even no births at all,

There appears to be a need for a more in-depth
study of the concept of demand so that we can deter-
mine how it is linked to class, ethnic group and cul-
ture and identify women’s actual needs. People
usually turn to what is most familiar to them, and in
order to exercise their right to free choice, women
should therefore have genuine access to all the infor-
mation that has been compiled on the various meth-
ods, as well as to the methods themselves. If it is
indeed true that a majority of the women in the region
wish to limit the number of children they have rather
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than simply spacing out those births, then the demand
for contraceptives should be greater. This desire is
also to be observed among young adult women, who,
rather than simply spacing out their pregnancies, want
to prevent any future births once they have had the
number of children they wish (Westoff and Ochoa,
1991). »

Although the subject of contraception has been
addressed in many different ways, involving a variety
of actors and numerous contradictions —which is why
the available information on the topic is so fragmen-
tary— there is clearly a very large and very explicit
unsatisfied demand for contraceptives, Contraceptives
are, in fact, inaccessible for a large majority of
women due to lack of information and the cost of
modern methods.

3. Abortion

Today it is generally agreed that abottion is not an
acceptable means of contraception; nevertheless, the
extent of this practice and its impact in terms of the
physical and psychological injury done to many
women who submit to this procedure under extremely
substandard conditions merit our concern. The out-
come of efforts (o attain a suitable system of birth
control will largely hinge upon a better appreciation
of the complexities associated with decisions regard-
ing birth control options, along with assured access to
~ other possibilities. Sexual conduct and reproductive
behaviour have sources and implications that go far
beyond any single rationale, transcending ideological,
geographic, linguistic and religious boundaries
(David, 1974).

Induced abortion is one of the issues about which
there is least information and most ambivalence,
Some experts contend that abortion as a form of birth
control is as old as the human race and has probably
been practised in all cultures. Throughout- history,
women have chosen to abort undesired pregnancies,
regardless of moral or legal sanctions and, frequently,
at. considerable - physical and psychological risk
(David, 1974). :

At present, official statistics are available only
on legal abortions in countries that have passed laws
-starting, for the most part, in the 1930s- to lift re-
strictions on abortion. There are no reliable figures on
‘illegal abortions, however, and this hinders the forma-
tion of informed opinions on the subject. The current
laws concerning abortion range from total prohibition

to selective authorization at the request of the preg-
nant woman concerned. About 10% of the world’s
population live in countries where abortion is illegal;
18% live in countries where it is permitted only if the
life of the pregnant woman is in danger; and 39% live
in countries where abortion is permitted upon the
woman’s request,

Unconditional opposition to abortion is a position
taken by conservative groups, primarily on religious
and moral grounds. Although the Catholic Church
has perhaps been the strongest opponent to abottion
in the last few centuries, its position is shared by
some Moslems, fundamentalist Protestants and or-
thodox Jews (David, 1974).

Cuba is the only country in the region where
abortions are performed as part of government-
provided health services. In 1974, Cuba recorded an
overall rate of nearly 70 abortions per 1,000 women
between the ages of 15 and 44; during the five-year
period from 1974 to 1980, that rate dropped by 21%
and the number of births fell by 33%, which would
seem to indicate increased use of contraceptives. The
abortion rate is believed to be higher in other coun-
tries and is thought to be on the rise, especially in
urban areas (Tietze, 1987).

The circumstances under which abortion is per-
mitted differ from country to country. In the Scandi-
navian countries, it is allowed primarily for medical,
eugenic (including mental illness and hereditary
diseases), legal and medico-social reasons. Abortion
—during the first three months and under no circum-
stances after the eighteenth week- is also permitted
on demand for women over 38 - 40 years of age and
for women who have four or more children living. In
the rest of Europe, abortion was restricted until the
mid-1970s; thereafter it was permitted, and is now
complemented by personal, psychological and family
counseling. Interpretations in this regard tend to vary,
and the methods employed differ as well. The most
commonly used methods are instrumental extraction
through the vaginal canal, uterine surgery and medi-
cation-induced uterine contractions. In Latin America,
legal grounds for an abortion range from specific
medical reasons only (for example, if the woman’s
life is in danger), to narrowly-defined medical rea-
sons, broadly-defined medical reasons, eugenic con-
siderations and, in some countries, legal, social and
medico-social reasons (Tietze, 1987).

Interventions by persons with no medical training
arc particularly common in countries where abortion
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is illegal; these include magic spells, traditional
medicaments (some of them toxic) and traumatic pro-
cedures designed to destroy the embryo or fetus, after
which its expulsion is left to nature. The most com-
mon method of all is the introduction of a foreign
body into the uterus (Tietze, 1987). This type of abor-
tion, usually performed with unsterilized instruments
under unhygienic conditions, leads to such complica-
tions as hemorrhaging and sepsis which, unless the
woman receives proper medical care, can result in her
death. Indeed, this is the cause of 54% of all maternal
mortality in Trinidad and Tobago, over 35% in

VI

Conclusions

Women’s issues and their relationship to develop-
ment form part of a sweeping process of change in-
volving modifications in the way the developed and
developing worlds relate to one another, a process of
economic internationalization of unprecedented pro-
portions, the breakdown of ideological polarization,
and a renewed appreciation of democracy as an al-
most inherent part of human development. All of this
is taking place at a time marked by widening dis-
parities between economic and social progtess, the
exclusion of large contingents of the population from
the benefits of that progress, and the physical dete-
rioration of our planet. For women, the basic issue is
no longer their integration into development per se,
but rather what form that integration should take. This
calls for a thorough-going transformation of society,
cultural changes, and shifts in the power structure
(ECLAC, 1991).

It is inconceivable that a response to the needs of
the women of the region today could be given by any
one of the social actors on its own. The issues are
complex ones, and there is no organization or group
in the countries that has all the necessary human and
financial resources to do the job. In order to incorpor-
ate these issues into global processes and design truly
effective policies in support of women, government
agencies (including national mechanisms targeting
women and sectoral ministries, particularly in the
areas of education, labour and health) must join

Argentina and Chile, and 25% in Uruguay and Vene-
zuela (PAHO/WHO, 1990).

There is a clear lack of adequate legislation in
this area to protect women’s physical and mental
health, and this is reflected in the statistics on mater-
nal mortality, in the fact that the number of abortions
exceeds the estimated figures (illegal abortions are
concealed and induced abortions are recorded as mis-
carriages), and in a whole range of problems mostly
associated with certain socioeconomic strata, since
well-to-do women in the region are able to obtain
abortions under satisfactory medical conditions.

forces with non-governmental organizations,
women’s movements, research centres, universities
ang others.

In order to exercise their rights to the full,
women need: i) genuine access to health services, in-
formation on reproduction and the means of planning
their reproductive behaviour in accordance with their
own beliefs; ii) consideration for the various stages of
their life cycle; iii) a type of education that prepares
them to participate in society on an equal footing as
full citizens; iv) changes in the content of formal edu-
cation and access to informal education, particularly
with respect to training; and v) employment free of
wage discrimination and of restrictions on access to
certain areas of production.

Policies that have population-related impacts are
more complex than other sorts of economic and social
policies because they affect the private lives of indi-
viduals. They have more intimate emotional and af-
fective components, and are heavily charged with
cultural elements having historical, religious and ide-
ological overtones. A process of change is therefore
needed in order to ensure that reproduction -which
has obviously always been a shared endeavour for
men and women in biological terms— will also be a
matter of shared concern to men and women in re-
spect of the decision to have children and the care of,
responsibility for and rearing of those children.
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This article analyses three aspects of the economic relations
between South-east Asia and Latin America: i) the true extent of
the heédway made by four newly indusirializing Asian
economies (NIEs) (the 'Republic of Korea, Hong Kong, Taiwan
and Singapore) and four ASEAN countries (Indomesia, the
Philippines, Malaysia and Thailand) in the new Asian economic
omder; if) their economic relations —particularly those of the
Republic of Korea and Taiwan— with Latin America; and iii) the

implications of the Pacific Basin's new economic profile in .
P P

terms ‘of the effort to change production patterns with social
equity in Latin America. The means by which the ASEAN
countiies and China have achieved theii rapid pace of economic
growth are also examined; to this end, the basic characteristics
of the “catching-up” process, - of the realignment of
technological systems and of the globalization of the
Asian-Pacific region are analysed. The argument is then put
forward that in order for Latin America to change its production
patterns, it will have to incorporate the new elements of

technical/industrial  realignment  being wused by ‘the:

Japanese/NIE/ASEAN/Chinese economic centres; the author also
contends that Latin America’s dynamic re-incorporation into the
new world economic order in the 1990s will increasingly come
to depend on the degree of horizontal integration of production
it achieves within the context of the “catching-up” -procéss
currently under way in Asia and the Pacific. The author
concludes that regional and hemispheric integration within the
framework of the Enterprise for the Americas witl not conflict
with Latin America's integration with the Asian-Pacific

‘countries; on thé contrary, it will contribute. to a broader

integration of the Pacific Basin, just as the open-ended
regionalization of South-east Asia is not leading to the
formation of an Asian economic bloc but instead represents a

regional stage along the path to globalization.
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I

Iintroduction

There are three ways of approaching the subject
of the simultaneous globalization and regiotialization

processes now taking place in the world economy.
The first is to study the dynamics of economic
relations among all three of the traditional geographic
economic centres -the United States, the European
Economic Community (EEC) and Japan- in order to
determine what the main trends and most significant

variables are. The second is to examine each of
these centres separately, analysing the underlying

phenomena within each of these economies as a
means of understanding their internal dynamics.
And the third is to analyse how the current pro-
cesses differ from the operational patterns of the
preceding economic system by, for example, making
a distinction (within the overall internationalization

process of the postwar period) between the glo- .
balization process now under way, which gathered

steam in the second half of the 1980s, and the
transnationalization process that marked. the three
preceding decades.

None of these three approachcs affords a truc._

picture of world economic events, however, because
in each case their tools of analysis take into
consideration only the three main traditional ac-
tors in the sphere of international trade (United States,
BEC, Japan), thus overlooking a fourth actor that
has burst upon the scene. During the 1980s the
world witnessed the emergence in Asia of anew
wellspring of growth composed of the newly indus-
trializing economies (NIEs) of Asia and the "Asso-
ciation of South-East Asian. Nations (ASEAN). The
former group includes Hong Kong, the Republic of
Korea, Singapore and Taiwan, while the latter in-
cludes the Philippines, Indonesxa, Malaysia and
Thailand. !

Thus, until the start of the 1980s the world’s
market economy system could accurately be de-
scribed as a triad. Today, however, the two above-
mentioned groups of Asian economies have begun
to play such a crucial role in international econ-
omic relations that any thorough examination of

globalization and regionalization processes at the
world ‘level must incorporate them into the dis-
cussion,

The objectives of this article are to determine,
first, how we should interpret the emergence of
the Asian NIEs and the ASEAN countries (the most
recent NIEs) within the context of the new world
economic order; second, what factors have con-
tributed to the economic vitality of these groups
within thé context of the new Asian economic
order; thlrd what new economic patterns or
matrices have taken shape in the relations be-
tween these groups and the Latin American
countries in terms of foreign direct investment
(,DI) and the promotion of foreign trade;
and, finally, what conclusions can be drawn
from these analyses as regards economic cooper-
ation between the Asian-Pacific countries (espe-

. cially the NiEs) and Latin America within the new
‘ setting created by the globalization process in the

Pacific Basin.?

! Singapore and Brunei are also permanent members of ASEAN,
For the purposes of this study, however, Singapore is grouped
with the Asian NIEs and Brunei is not considered, since its econ-
omy is too small to have any major influence on the performance
of ASEAN.

2 For our purposes here, the Asian-Pacific region includes Japan,
the NIEs, the ASEAN countries, China, Australia and New
Zealand, while the Pacific Basin includes the above plus the
United States, Canada and Latin America.
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II

The Pacific Basin in the new

world economic order

1. Three International modalities for changing
production patterns: the Asian-Pacific, Euro-
pean-Atlantic and Latin American models

Within the framework of the ongoing globalization
process, a new kind of specialization began to take

shape in the production sector at thé world level start-

ing in the second half of the 1980s. In order to gain a
clearer picture of this new global division of labour
and how it is influencing the different international
patterns of technical/industrial development, it will be
helpful to outline the above three modalities of
changing production patterns on the basis of the
changes seen in the corresponding industrial struc-
tures over the past two decades, with special em-
phasis on the period 1985-1992 and the approach
taken by the 1991 UNIDO study.

The Asian-Pacific modality, involving changes
—due to an increase in value added- in production
patterns at the three-digit level of the International
Standard Industrial Classification (ISIC) in Japan, the
Asian NIEs and the ASEAN countries, is notable for the
rapid growth of the electrical and non-electrical ma-
chinery, chemical and plastic products industries, and,
in particulat, the electronics industry, which is a key
factor in the third industrial revolution. This pattern is
evident in almost all the Asian-Pacific countries, from
Japan to the NIES and from the ASEAN countties to
China and India (UNIDO, 1992). If we plot this pattern
on a graph, we end up with a shape that looks very
much like a spaceship (see figure 1).

3In the UNIDO study, the value © for changing production
patterns is defined as:
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where (f) is the share of the total value of the manufacturing
aggregate in year t that is accounted for by activity .. The value
© is interpreted as the angle between two vectors (t-1) and (1),
measwred in degrees. Thus, the maximum theoretical value is 90
degrees (see UNIDO, 1991).
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The second, or European-Atlantic, modality
corresponds to the United States, Canada and Europe;
the changes in these areas’ production patterns are
characterized by the rapid growth of the plastics in-
dustry, followed by chemicals, non-ferrous metals,
and paper and printing. The less intensive develop-
ment of the electronics industry distinguishes this mo-
dality from the Asian-Pacific model (see figure 2).

The third modality of changing production pat-
terns, which corresponds to Latin America, involves a
type of development based on non-ferrous metals and
petroleum and petroleum products; in other words, it

- is still based on raw materials. Since the 1980s many

countries in the region have been overhauling their
industrial structures by means of privatizations and
the liberalization of their trade and financial markets,
Since this industrial restructuring is seen primarily in
terms of an intensification of industrialization (of the
type associated with the second industrial revolution),
it would be more accurate to describe this process as
a new modality for changing production patterns
based on the progressive absorption of technological
innovations (chiefly in the fields of micro-¢lectronics,
information sciences, biotechnology and new materi-
als) corresponding to the third industrial revolution.
The main difference between “industrial restructur-
ing” and the “realignment of technical/industrial sys-
tems” is that whereas the former involves a change in
the industrial structure based on the use of the internal
combustion engine and heavy machinery, with petro-
leum products as the main energy source, the latter is
based on intensive use of micro-€lectronics and takes
advantage of computerized memory storage capa-
bilities to incorporate knowledge as a basic input.

If the transformation of production patterns is
seen as an industrialization process involving the on-
going replacement of technologies having constant
returns fo scale with technologies that generate in-

‘creasing returns (Murphy, Schleifer and Vishny,

1989), then it follows that the realignment of techni-
cal/industrial systems is preferable to industrial re-
structuring.
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FIGURE |
Japan, newly industrlalizing Asian economies (Asian NiEs) and
members of the Association of South-east Aslan Nations
(ASEAN): changing production patterns, 1975-1992
(Index of value added (1975 = 100), at constant 1980 prices)
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FIGURE 2
United States, Europe and Latin America:
changing production patierns, 1975-1992
(Index of value added (1975 = 100), at constant 1980 prices)
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In view of the foregoing, efforts to change Latin
America’s production patterns in the 1990s will stand
a greater chance of success if the changes are envis-
aged within the framework of an economic globaliza-
tion process in which the third industrial revolution is
playing a leading role. In addition to incorporating the
above-mentioned elements, this “future-oriented” de-
velopment strategy has a geo-economic connotation
which suggests that the linchpin for this realignment
of technical/industrial systems is to be found in the
economic buoyancy of the Asian-Pacific region.

Since manufacturing has been assigned a central
role in the effort to change production patterns, there
should be a close correlation between GDP growth, the
value added by manufacturing, and employment in
the manufacturing sector. If we draw a comparison
between Latin America, on the one hand, and the
Asian NIEs and ASEAN couniries as a group, on the
other, we find that in the 1980s GDP growth fluctuated
around 7%-8% for the Asian group and between 2%
and 4% for Latin America. During that same decade,
the value added by the manufacturing sector in-
creased by between 7% and 14% for the Asian group,
while for Latin America the figures ranged from -1%
to 4%. Meanwhile, the growth rate for employment in
the manufacturing sector fell sharply in Latin Ameti-
ca and ended up with an average of less than 2%,
whereas the Asian countries’ average for the period
1985-1992 was nearly 4%. These figures reflect sharp
differences between the two groups’ development pat-
terns; the pattern of the South-east Asian countries is
primarily based on the value added to manufactures,
which is not the case in Latin America.

In short, these three modalities of changing pro-
duction patterns did not lead to similar rates of econ-
omic growth in the 1980s. Although it is safe to assume
that Latin America’s performance was influenced by its
financial crisis, the real problem was that the develop-
ment of the production system stagnated during the
1980s; unless the 1990s bring a turnaround in this
trend, both the region’s economic development and
its chances of establishing a new position for itself in
the sphere of international trade may be at risk.

2. The growth of Intra-Pacific, intra-Asian and
Intra-industry trade

The end of the 1980s marked a profound change in
the international economic order. In addition to the
wave of political and economic reform that engulfed
the former Soviet Union, Eastern Europe and

Germany, the economic bloc envisioned in Western
Europe’s plans to form a single market (Evrope 92)
began to take shape, steps were taken to create a
North American free trade area, and the Enterprise
for the Americas was unveiled. Another significant
event was the emergence of South-east Asia as the
new growth leader. The trend towards the consolida-
tion of the Asian-Pacific region as anew hub of
international trade on a par with that of the Atlantic
heralds the birth of a new technical and economic
centre of production in Asia. In fact, as the end of the
twentieth century approaches, all indications are that,
regardless of the form taken by the new international
economic order, South-east Asia is likely to become
one of its leading players.

The rapid growth of the Asian NIES’ and ASEAN
countries’ trade has occurred thanks to the internal
technical/industrial realignments carried out by each
of these economies and to a development style based
on increasing linkages between intra-industry trade
and intraregional investment. In other words, the
productive momentum generated by their internal in-
dustrialization drive has strengthened the economies
of this region through multilateral trade in manufac-
tures and investments in the realignment of their tech-
nical/industrial complexes, which have also been
complemented by outward-looking initiatives.

On the new economic map of the Asian-Pacific
region, there are three main focal points: Japan, the
NIEs and ASEAN. The economic growth of the ASEAN
nations in recent years has outstripped that of the
NIEs, and its multiplier effect will be felt to an
increasing extent in bordering countries such as
Vietnam, Cambodia and Burma (Myanmar). Mean-
while, China is laying the groundwork for an effort to
carry over the model it has set up along its coast into
the inland areas of the country, which holds one-fifth
of the world’s population and has extraordinary econ-
omic potential, Along with China, India too is making
an effort to join in the “flight of the wild geese”,
headed by Japan and followed by the Asian NIEs and
the ASEAN countries.

Thus, the industrialization process appears to fol-
low a linear sequence of different yet mutually com-
plementary stages of technological and industrial
development, all of which seem to be leading in the
same direction (Chen, 1989). For example, the “lead
goose” is Japan, with its highly knowledge- and tech-
nology-intensive industries; it is followed by the NIES,
whose industries are semi-intensive in knowledge
and technology, and the ASEAN countries have also
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joined the flock, with their labour-intensive and
semi-technology-intensive industries.

In order to arrive at an understanding of the
movements, cotrelations and linkages within and
among these three cenires, it is useful to bear in mind
the following phenomena: i) the ascendancy of intra-
Pacific trade over intra-Atlantic trade; ii) the expan-
sion of intraregional trade in the Asian-Pacific region;
and iij) the intensification of intra-industry trade.

The United States’ trade links with the Asian-
Pacific region are growing stronger while its ties with
Europe ate, in relative terms, growing weaker. In
the 1970s and 1980s, total United States trade with
Europe grew at an average rate of 12% per year,
while its trade with the Asian-Pacific region expanded
by 18% annually; as a result, total intra-Pacific trade
amounted to over US$300 billion per year, which was
half as much again as the value of intra-Atlantic trade
(US$200 billion). ’

The increase in Asia’s intraregional trade is evi-
denced by the growing share of total Asian-Pacific
exports accounted for by intraregional trade, which
rose from 34% in 1986 to 45% in 1990 (GATT, 1992).
This marks a departure from the trend of the early
1980s, when North America was the largest market
for Asian-Pacific exports.

The expanding role of intraregional trade in
Asia’s total trade is illustrated even more clearly by
the figures on intraregional imports, which had come
to represent S0% of the total by 1989. Moreover, dur-
ing the second half of the 1980s NIE imports from the
Asian-Pacific region climbed from 61% to 66%.
Intra-NIE imports also rose, from 7% to 14%, while
imports from China jumped from 5% to 11%. It is
also noteworthy that exports of manufactures from the
ASEAN countries to the Asian NIEs increased by a fac-
tot of 70 between the early 1970s and the late 1980s,
while their share of exports rose from 10% to 20%.

Horizontal intra-industry trade has been a signifi-
cant component of intraregional trade. In terms of
overall trends in exports of manufactures, Europe’s
and the United States’ shares have shrunk while that
of the Asian-Pacific region has burgeoned (Fukasaku,
1992). NIE exports of manufactures increased by a
factor of 35 and those of ASEAN by a factor of 32
between the start of the 1970s and the end of the
1980s. The expansion of imports of manufactures was
greater in the NIEs, which registered a 21-fold in-
crease during the period in question. For example, in
1987 the Asian NIEs imported twice as much as Japan

did (6% versus 3% of world imports of manufactured
products). At the same time, however, the NIEs as a
group were the second largest exporter of manufac-
tures o ASEAN, with their 26% market share being
surpassed only by Japan’s 30%. China was also a net
exporter of manufactures to the NIEs (Nohara and
Kagami, 1991).

Between 1980 and 1990, the percentage of manu-
factures in total NIE and ASEAN exports and imports
expanded substantially, which underscores their tend-
ency to move towards an intra-industry-based
trade/production pattern. In the case of the NIEs, for
instance, manufactures made up over 90% of their
total exports in 1990. The figure was much lower for
the ASEAN member countries, but it still averaged
around 50% for that year; in the space of a single
decade, the Philippines, Malaysia and Thailand
doubled the percentage of manufactures in their total
exports, while Indonesia registered almost a tenfold
increase.

The percentage of total imports accounted for by
manufactures also expanded in both groups of coun-
tries, rising on average from about 55% to 70% in the
NIEs and from approximately 60% to around 70% of
total imports in the ASEAN countries between 1980
and 1990. .

An analysis of the composition of both groups’
exports of manufactures during the 1980s brings to
light various changes: i) human-capital- and technol-
ogy-intensive industries increased their share of such
expotts; ii) industries making intensive usc of un-
skilled labour and natural resources saw their share
decline (in Thailand and Malaysia, in particular, the
role of natural resources was significantly reduced);
and iii) the share of manufactured exports accounted
for by natural resource-based industries tended to
shrink in the Nigs, but these industries still play a
major role in the ASEAN countries, even though their
share also decreased during the period in question.

In terms of the Grubel-Lloyd intra-industry trade
index 4 for manufactures in the Asian-Pacific region,

4 The Grubel-Lloyd index is expressed as follows:

_ TET (K + My - | XMy, ) . (100)
Z2Z Xy + My

&l

where X4 denotes exports of product ; by country ; to country ,
and M:'jk represents imports of product , by couniry ; from
country .. The greater the extent of intra-industry trade, the
closer L, will be to 1 (Grubel and Lloyd, 1975).
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all the countries exhibited sizeable increases during
the 1980s. Among the Nies, Hong Kong and Singa-
pore registered values of 75% and 72%, respectively,
while the figures for the Republic of Korea and
Taiwan were both slightly over 40% in 1989, The
ASEAN countries saw their shares expand consider-
ably, with the shares of the Philippines and Thailand
nearly doubling. The largest increase was recorded by
Malaysia, whose index jumped from slightly over
30% in 1979 to 55% in 1989, putting the country in
third place among all the Asian-Pacific economies.
Table 1 provides an overview of trends in the
Asian-Pacific countries’ intra-industry trade with their
main trading partners for manufactures. As may be
seen from the table, particularly high indexes have
been recorded for the intra-industry trade of the vari-
ous individual Nies with the NIEs as a group (around
30%-40%), of the Republic of Korea and Taiwan with
Japan, and of the ASEAN countries (especially Malay-
sia, at over 50%) with the United States. The largest
intra-industry traders in the Pacific Basin (including
Japan, the United States and Canada) are the Asian
NIEs, with an (unweighted) average of almost 30%.
They are followed by the United States and Canada.
Europe and Japan are farther back in the ranking,

with shares of 22% and 17%, respectively. China, for
its part, has already garnered a 14% share of the
Asian-Pacific economies’ intra-industry trade.

In summary, strong manufacturing trade links
have been established not only between the Asian
NiEs and Japan, among the NIEs themselves, between
the NIEs and ASEAN, and within ASEAN, but also be-
tween the NiES, ASEAN and the United States. This
suggests that, along with the open-ended regionaliza-
tion of the Asian-Pacific area, we may witness a
stronger trend towards the globalization of trade in
the Pacific Basin, in which the United States would
play a pivotal role. Given the Latin American region’s
strong ties with the Uniied States, this trend could
have an increasing influence on Latin America’s inte-
gration strategy as regards the Pacific Basin.

3. The new international economic order and the
role of the new NIE/asEAN hub: from a “triad” to
a “quartet”

An examination of the present foreign trade structure,
with its three traditional economic hubs (Japan,
United States and Europe) and its new, fourth, centre
(NIE/ASEAN), reveals that the NIEs are becoming in-

TABLE L

Asian-Pacific region: index of intra-industry trade in manufactures

between Aslan-Pacific economies and their main trading partnars
Asian- Australia United
Pacific - Japan and New NIEs* ASEAN® China States and OECD
economies Zealand ' Canada countm?s
Hong Kong 21.9 21.6 42,0 310 471.7 24.5 : 352
Singapore 213 312 432 57.2 19.2 438 378
Malaysia 222 19.3 46.0 435 11.2 533 27.9
Republic of ' '
Korea 36.0 9.0 329 19.8 - 247 20.2
Taiwan 31.8 9.7 29.0 16.3 - 19.6 25.7
New Zealand 4.8 573 10.4 135 1.7 222 13.9
‘Thailand 10.6 15.1 321 209 20.2 323 . 19.6
Japan - 7.2 27.0 11.4 145, 26.7 34,1
Australia 6.7 51.0 : 16.2 124 38 18.1 14,1
Philippines 10.6 14.2 15.5 232 9.1 28.7 “13.4
Indonesia 5.8 _ 1.5 129 21.2 1.9 4.1 4.8
Unweighted ’
average 17.2 221 279 24.6 144 271 224

Source: K. Fukasaku, Economic Regionalization and Intra-Industry Trade: Pacific-Asian Perspectives, OECD Technical Papers, No, 53,
Patis, Organization for Economic Cooperation and Dcvelopment (OECD), 1992.

#Newly industrializing Asian economies
® Association of South-East Asian Nations.
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creasingly influential with regard to the dynamism of
the new international economic order.

This phenomenon is attested to in a study by the
secretariat of the General Agreement on Tariffs and
Trade (GATT, 1992) which found that a radical change
had taken place in the ranking of the top merchandise
exporters during the period 1980-1990. In" 1979,
Hong Kong was in 27th place, Taiwan was in 22nd
place, the Republic of Korea in 29th, and Singapore

was the 32nd largest exporter. One-decade later, all of.

these economies wetre in the top 20 (Hong Kong was
in 11th place, Taiwan in 12th, the Republic of Korea
in 13th and Singapore in 18th place); the same trend
was also observed among importers for that period.

Furthermore, the average growth rate recorded for
NIE foreign trade in the period 1986-1989 was above the
average for Asia as a whole (22%, not including Japan)
as well as the world average (14%), since the NIE figures
for that period were over 26% for imports and 23% for
exports. In other words, the rate of increase in NIE
foreign trade during that period was neatly twice as high
as the growth rate of world trade.

These trends and changes entail a reahgnment of
traditional trade- links. Until recently, the United
States was unquestionably the largest market for NIE
exports.” Now, however, the  Asian-Pacific - market
(Japan, the NIEs, ASEAN and China) is becoming in-
creasingly important, and intra-NIE trade has sur-
passed trade between the NiEs and Japan. In fact, with
a growth rate of 36%, intra-NIE trade was the fastest-
growing component of NIE exports between 1986 and
1989, since the rate of increase. of NIE exports to
Japan was 31%, exports t0 ASEAN countries rose by
30% and sales to the United States increased by 14%.

Trade relations between the NIEs and ASEAN have
been remarkably buoyant compared with the relations
between these groups and-the three traditional centres
of world trade, and this means that we need to make
some changes in the way we have traditionally talked
about the world trade structure, since the incorpora-
tion of another actor into the new international econ-
omic order may very well alter its future course of
development.

As may be seen in table 2, in 1988 the total value
of NIE and ASEAN exports to the United States (US$83
billion) was nearly the same as the value of Furope’s
exports to that country (US$84 billion) and quite
close to that of Japan’s exports to the United States
(US$90 billion) as well. It is also interesting to note
that the value of United States exports to the Asian
NIEs was quite similar to the value of its exports to

- Japan. In other words, the NiEs are as large a market

for the United States as Japan is.

As regards the value of exports to Japan,
NIE/ASEAN exports together exceeded those of the
United States. and were double. the level of European
exports. NIE exports to the Japanese market constitute
an extraordinary case in that they exceeded the value
of total European expotts to Japan, while United States
exports to that country were only 1.5 times as great as
those of the NIEs. Meanwhile, Japan’s exports to the
NIEs were worth more than its exports to Europe, and
the total value of Japanese exports to the Nies and
ASEAN was almost 1.5 times the value of its sales to
Europe. '

The economic vitality of the Asian countries as a
group (the NIEs, the ASEAN countries and Japan) is
also reflected in the figures for Asia’s exports to the

TABLE 2 _ o

The new “quartet” in internationai trade

{United Stalew, Japan, Europe and NIES + ASEAN):

merchandise trade, 1988

(Billions of dollars)
Source/ NIEs + " United. Total
destination ASBAN " States Europe Japan exports
NIEs + ASEAN ' - 83 40 44 " 167
United States a2 - - 38 150
Europe o T30 ' "84 - 20 134
Japan .63 %0 45 . ‘ 198
Total imports o135 257 155 102 649

Source: Original calculations based on figures provided-in the Japanese Foreign Trade Yearbook, 1999, in Nikkei Economic Daily, 1991,
" Newly industrializing Asian economies (Asian NIEs) plus the member countries of the Association of South-East Asian Nations

(ASEAN).
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United States, since these amount to twice the value
of Europe’s exports to that market, which indicates
that intra-Pacific trade is outperforming intra-Atlantic
trade. Moreover, the combined value of NIE and
ASEAN exports to the European market is almost on a
par with Japanese exports to Europe. In fact, when all
these Asian nations’ exports are taken together, their
total value surpasses that of United States exports to
the Buropean market.

As a corollary to the factors discussed above, it
may be said that, in addition to constituting a model

III

of rapid economic growth, the NIEs and ASEAN have
also come to be a vigorous centre of economic growth
in Asia. We therefore need to analyse the new global
economic situation in terms of a quartet (United
States, Europe, Japan and the NiEs plus ASEAN) of
leading actors rather than of the conventional triad
(United States, Europe and Japan). South-east Asia
must now be regarded as another player whose im-
portance will increasingly depend on the NIEs’ partici-
pation in the technological and economic circuit that
links Japan, the NIEs, ASEAN and China.

The factors underlying the economic

buoyancy of the Asian-Pacific region

1. Foreign direct Investment (FDi) In the
Asian-Pacific reglon: trends and prospects

An examination of the new Asian economic ordet is
the best way to gain a clear picture of the globaliza-
tion process taking place in the market-economy sys-

tem, since its epicentre is located in the Asian-Pacific

region. This analysis reveals that such constructs as
R. Vernon’s product cycle theory and the Heckscher-
Ohlin theorem are no longer valid. Owing to the
emergence of a new and more complex global divi-
sion of labour based on increasing horizontal integra-
tion, FDI is not motivated only by comparative
advantages, but also by new chains or circuits of
value-adding activities in which global corporate
strategies play a very important role,

In terms of the new Asian economic order, the
year 1986 was a turning point in a variety of ways:
iy in response to the 1985 Plaza Agreement, Japan
took advantage of the edge it has over the United
States and Europe. in the high-technology micro-
electronics sector (Makino, 1991), employing such
mechanisms as the diversification of its production
system, mergers and acquisitions, and other “new
forms of FDI” (Oman, 1984) to intensify the globaliz-
ation of its economy in an effort to become more
competitive; ii) starting in that same year, the NIEs
managed to attain the largest trade surplus in the re-
gion, which enabled them to become a major foreign
investor; and iii) the ASEAN countries achieved the
undisputed status of “new NIES” by marking up

economic growth rates that
those of the NIEs themselves.

Behind this Asian economic buoyancy lies a new
intraregional trend in FDi. It will be recalled that the
first surge in FDi from the NIEs coincided with the
second boom in Japanese FDI. The chain of events
underlying these developments was as follows: the
Plaza Agreement of 1985 led to a revaluation of the
Japanese yen which immediately gave the NIEs a
greater competitive edge in the world market, and the
surplus achieved by these economies during the sec-
ond half of the 1980s was transferred to the ASEAN
countries in the form of FDI. It should be emphasized
that, despite the correlation between the two above-
mentioned upswings in FDI, Japan channeled its in-
vestments primarily to the tertiary sector, whereas the
NiEs directed their investments chiefly to the manu-
facturing sector (especially in the ASEAN countries
and Latin America).

have outpaced even

SAs is generally known, there have been two booms in Japanese
FDI: one between 1969 and 1972, and the other between 1985
and 1989. The first upturn had three causes: i) the revaluation
of the yen following the collapse of the Bretton Woods system
in 1971; ii) the Japanese Government’s deregulation of FDI; and
jii) the 15% annual increase in Japanese wage levels durlng the
early 1970s. These three factors explain why there was such a
large outflow-.of Japanese investment during the 1969-1972
period, Most of this investment went to developing countries,
since investors were seeking locations with low labour costs,
and within such countries, the bulk of investment funds went
to labour-intensive industries such as textiles and electrical
machinery.
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Contributory factors in the second Japanese FDI
boom, which followed on the heels of the Plaza
Agreement, included: i) exchange-rate adjustments,
particularly the sharp rise in the yen against the
United States dollar; ii) trade disputes between Japan,
the United States and the Furopean Economic Com-
munity (BEC); and iii) wage hikes, labour shortages
and the series of financial deregulation measures as-
sociated with the internationalization of the banking
system. As a result of all these changes, Japanese FDI
grew at a record rate in 1986-1990: indeed, over 70%
of the total stock (US$227 billion) of Japanese FDI
was built up during those five years. Even though the
United States and Burope took in over two-thirds of
the annual flows of such investment, during the peri-
od in question Japanese FDI accounted for 65% of
total FDI in the NIES, 45% in the ASEAN countries and
90% in China.

One of the most notable events which occurred in
respect of FDI during the 1980s was the NIEs” emer-
gence as one of the largest investors inthe Asian-
Pacific region and as a potentially major investor in
other regions. During the 1980s, the stock of Tai-
wanese FDI in Malaysia skyrocketed by a factor of
250, to US$2.3 billion. This sum is equivalent to 35%
of the total FDI flow to Malaysia in 1990, and is far
more than Japan’s FDI in that country. Thailand, for its
part, received approximately US$500 million in FDI
from the NIEs in 1989, which was about 30% of its
FDI total. In 1989, the largest investments in China
came from Hong Kong and Macao, which together
invested US$2.3 billion. At the same time, the NIES
are now taking those of their labour-intensive indus-
tries that generate less value added and relocating
them in developing countries, while they are bringing
over more science- and technology-intensive indus-
tries from the developed countries.

In analysing the linkages between FDI and
foreign trade, it is important to note the influential
role which the mounting inflow of such investment to
the Asian-Pacific region has played in the expansion
of that region’s foreign trade. Initiatly, FDi generates a
flow of capital goods from source countries to reci-
pient countries. Parent companies provide their.subsi-
diaries with parts and components for assembly, and
the subsidiaries then send the semi-finished goods for
final processing in a third country or for the last stages
of their assembly in the source country. The spatial
globalization of production entails a relocation of pro-
duction activities via FDI such that national borders

cease to represent an obstacle and bilateral or trilat-
eral trade flows are set in motion.

The Asian-Pacific region’s relative importance as
a new FDI source and. destination has changed sub-
stantially. NIE transnationals have played an unpre-
cedented role in bringing this change about by
beginning to make foreign investments both in the
Asian-Pacific region itself and in other developing
and developed nations. The countries’ efforts to set up
a framework for investors were complemented by the
creation of tegional, bilateral and international instru-
ments designed to provide guarantees for transna-
tional investors in this region. In addition, in rapidty
growing economies such as the NIEs and the ASEAN
couniries, international agreements are being nego-
tiated more swiftly in order to protect their invest-
ments in other countries of the region and in the rest
of the world. At the regional level, ASEAN has
emerged as an important vehicle for the coordination
of investment policy and joint programmes aimed at
boosting FDI flows. The ASEAN countries have also
agreed to standardize their investment policies so as
to reduce the competition among member countries
through, inter alia, the liberalization of trade within
ASEAN under the provisions of trade preference agree-
ments; semi-public ASEAN manufacturing entetprises;
the South-East Asjan Association for Regional Co-
operation; cooperation in the field of human resources
development, and an industrial master plan. 6

The recent increase in the volume of FDI in the
Asian-Pacific region reflects not only local com-
parative advantages but also the global strategies of
transnational corporations headquartered in de-
veloped countries (especially Japan) which call for
the establishment of subsidiaries in the region to sup-
ply both local and foreign markets within the context
of a process of progressive globalization. In order to
gain a clearer notion of the relationship between FDI
and trade in that context, an analysis of Japanese in-
vestments in the Asian Pacific will be helpful.

As regards local manufacturing supply, the subsi-
diaries of Japanese transnationals in the NIEs and
ASEAN countries make about 50% of their purchases
on the local market. Local suppliers’ market share in

- the ASEAN countries is growing.remarkably. fast; in-

deed, 90% of all precision instruments and 65% of all
clectrical machinery, iron and steel, and transport

SOn the subject of regional cooperation in the Asian-Pacific
area, se¢ ESCAP, 1991, chap. IX, pp. 331-369. See also CIC,
1991.
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equipment are supplied by local producers. These
figures attest to the growing “import-substituting en-
dogenization” 7 of the ASEAN nations, which is speed-
ing up the Asian-Pacific region’s progress towards
self-sufficiency (Nohara and Kagami, 1991).

Although FDI flows amount to no more than 10%
of gross domestic capital formation, in most of the
countries the economic conttribution made by transna-
tional corporations, as measured by such indicators as
stock ownership and sales, is the source of much of
their industrial activity: in the late 1980s it accounted
for over 50% of such activity in Hong Kong, Thailand
and the Philippines, and for more than 40% of total
Taiwanese exports of electronic equipment in 1986.
Furthermore, especially in countries with generous
endowments of natural resources, subsidiaries of
transnational corporations are very large employers in
the primary sector. In Fiji, for example, such subsi-
diaries provide three-quarters of all the jobs in the
mining sector, and in Hong Kong they provide half of
all the jobs in the electrical equipment industry, as
well as half of the total value added by the manufac-
turing sector and exports. In Singapore, they account
for 50% of all sales and a considerably larger percent-
age of exports, value added and employment; they are
particularly active in the electrical equipment and pe-
trochemicals industries. In fact, for these industries,
transnationals account for over 45% of the total in all
the indicators except export levels in the majority of
Asian-Pacific countries (CTC, 1991).

The predominance of FDI in the electrical equip-
ment industry 8 is one of the basic characteristics of
the - realignment  of technical/industrial systems in
most of the Asian-Pacific countries. Within this sec-
tor, transnational corporations have invested in every-
thing from component assembly to manufacturing
activities having the greatest technological content. It
appears that FDI in the NIEs is increasingly moving
towards more complex manufacturing activities, such
as the production of motor vehicles (Republic of

"In using the term “import-substituting endogénization” we are
seeking to emphasize the distinctive traits of the industrialization
process now under way in the ASEAN countries. Their original
model has been the e'xpenence of the NIEs, which were able to
generate an “endogenous core of techmical progress” oriented
towards exports of manufactures. Even thongh this concept does
not depart from the fundamental concepts of import-substituting
industrialization, the two modalities do differ in terms of the
processes resulting from their actual implementation in, for
example, South-east Asia and Latin America.

80n the subject of FDI in the electronics sector in Malaysia and
Thailand, see Lim and Fong, 1991.

Korea) and electrical equipment (Hong Kong, Taiwan
and the Republic of Korea).

2. The realignment of technical/industrial sys-
tems in the Asian-Pacific region

The vigorous growth of trade and financial activity in
the Asian-Pacific region has been achieved through
the creation of new competitive advantages, which, in
turn, have led to changes in production patterns and,
consequently, in-trade patterns. As the lead country
moves on to new products containing more value
added and more technological inputs, it makes up for
its traditional products’ loss of competitiveness by
shifting their production base to countries where pro-
duction costs are lower; these countries then sub-
stitute these products for their imports and later go on
to become net exporters. The source country, for its
part, becomes a net importer of these products again
and moves on to create new products for export
(Hugues, 1989; EScaP, 1991).

Within about 10 years’ time, this process will en-
able most of the Asian-Pacific nations, and particular-
ly the ASEAN countries and China, either to compete
with Japan on an equal footing or to gain a competi-
tive edge over it in almost all the export product lines
of importance today. Meanwhile, Japan will have
moved on to the production of new items containing a
still larger proportion of technological and human-
capital inputs.

- According to data compiled by UNIDO (1991), at
existing price levels the NiEs already manufacture ar-
ticles. that are more competitive than those produced
by Japan in most of the electronics indusiry’s product
lines. Even China has an edge over Japan in the pro-
duction of radio receivers, and the fans produced by
Malaysia and Thailand out-compete those made in
Japan. What is more, it is projected that within the
next three years Malaysia will become more competi-
tive than Japan in various lines of electronic products.
The Nies (chiefly the Republic of Korea) will also
gain an advantage over that country in various types
of machinery and eleetronics, including individual
semiconductors. In sum, the current trend towards
“catching up” with more technically and industrially
complex. forms of production will probably enable
most -of the:NIEs to take Japan's.place in various in-
dustries within the machinéry and electronics sectors,
while Malaysia, Thailand and China will move into
the position left open by the NIEs.
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In view of these phenomena, it is important that
we re-interpret the dual role of the NIEs in the Asian-
Pacific region. As we said earlier, the NIES promote
FDI from developed countries in high-technology sec-
tors, while at the same time investing heavily in the
ASEAN countries. Over the past 40 years the produc-
tion of labour-intensive goods has shifted from Japan
to the NIEs, from the NIFs to ASEAN, and from ASEAN
to China, and in the near future these activities are
likely to move on to Indochina (especially Vietnam)
and southern Asia. v

‘Because of this process, the countries’ com-
parative advantages are constantly changing, thereby

IV

rendering invalid approaches that define economic
integration solely in terms of cross-sectoral com-
plementarity. What is happening in South-cast Asia
demonstrates the increasing importance of intra-
industry complementarity in economic integration
processes.

Bearing these changes in mind, in the following
chapter we will undertake an analysis of the econ-
omic relations between the Asian NIEs and Latin
America. In the course of this examination, we will
seek to identify the complementary aspects of the re-
lationship between integration into trade flows and
the. integration of production in the Pacific Basin.

The new economic relations between

the NIEs and Latin America

Latin America’s economic relations with the NiEs

have an impact in three areas: the growth of trade,

potential technological cooperation and new direct in-
vestments in production.

1. The expansion of trade between the NEs and
Latin America in the 1980s

Trade relations between Latin America and the NIES
changed significantly in the 1980s. Even during the
economic crisis, trade between these two regions ex-
hibited an unusual, and relatively unilateral, intensity
(see table 3): while Latin America expanded its trade
with these economies more than with any other world
region, the NIEs were increasing their trade with other
markets” {e.g., ASEAN). Total trade between Latin
America and the NIEs in 1990 was three times as great
as it had been at the start of the 1980s in terms of
value. The member countries of the Latin American
Integration Association (ALADI) accounted for the
bulk of total Latin American-NIE trade in terms of
value, although total NIE trade with the Central
American Common Market (CACM) also exhibited an
upward trend.

The Repubhc of Korea has undoubtedly played
the largest role in Latin American-NIE trade relations:
in the 1980s total trade between.the CACM and the
Republic of Korea soared by over 500% and Republic
of Korea-ALADI trade by 350%. This means that the

value of merchandise trade between Latin America
and the Republic of Korea jumped from US$600 mil-
lion to US$2.8 billion during the decade. Strong up-
turns were also seen in trade between Latin America
and Taiwan (200%), Singapore (150%) and Hong
Kong (130%).

Latin American imports from the Asian NIEs
doubled during the 1980s. The reasons for this in-
crease included: i) the international competitiveness
of NIE manufactures, which apparently motivated
Latin America to turn away from its traditional sour-
ces of imports in favour of new industrial zones with
more competitive prices, and ii) the NIEs’ drive to
expand their share of world export markets during the
1980s by opening up new markets for their products,
including that of Latin America. ‘

.. Traditionally, Latin American imports from the
NIEs have been manufactures, whereas most of its ex-
ports to the NIEs have been natural resource-based
goods. Since the continuation of this situation perpe-
tuates an existing form of cross-sectoral complemen-
tarity, it follows that this type of trade will tend to
widen the technological gap that separates Latin
America from the Asian NIEs.

The value of total Latin American exports to the
Asian NIEs increased more than fivefold between
1980 and 1990, the largest buyers of Latin American
exports during this period being the Republic of
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TABLE 3
Newly industriallzing Asian economies {ASIAN NIES) and Latin Amerlca:*®
merchandise trade, 1980 and 1990
(Percentage variation and millions of dollars)
Exports to Impeorts from Total trade
ALADI & CACM ALADI & CACM (exports + imports)
Vatiation Variation Variation
1980 1990 (%) 1980 1990 (%) 1980 1990 (%)
Republic ALADI 2742 10932 298.6 3203 15623 387.7 5945 26555 346.6
of Korea CACM 212 126.4 496.2 29 258 789.6 24.1 152.2 531.5
Total 2954 12194 3128 3232 1 588.1 3913 618.6 28077 3538
Taiwan ALADI 458.0 154.7 64.7 1908 12815 5716 6488  2036.2 2138
CACM 30.1 98.0 25.5 19.5 8.1 -41.5 49.6 106.1 1138
Total 488.1 852.7 74.6 2103 1 289.6 7513.2 698.4 21423 206.7
Singapore ALADI 2373 273.0 - 118.8 605.8 4099 356.1 878.8 146,7
CACM - 12.5 . - 87 - - 21.2 -
Total 237.3 285.5 203 118.8 614.5 417.2 356.1 900.0 1527
Hong Kong ALADI 263.9 265.6 0.6 111.9 609.6 444.7 375.8 875.2 132.8
CACM 8.8 - 30.7 248.8 32 2.7 -84.3 120 334 178.3
Total 2727 2966.7 8.6 115.1 6123 431.9 3878 908.6 1342
NIEs ALADI 12334 23865 934 7418 40592 4472 19752 64457 - 2263
(total) CACM 60.1 267.6 3452 256 45.3 76.9 85.7 3129 265.1
Total 12935 26541 105.1 7674 41045 4348 20609 67586 2219

Seource: International Commodity Trade Data Base (COMTRADE) and others.
2 Latin American Integration Association (ALADI) and Central American Common Market (CACM).

Korea (a fivefold increase in value) and Taiwan (with
a sixfold increase). ’

Thanks to this trend, Latin America’s 1980 trade
deficits with all these economies had been trans-
formed into large surpluses by 1990, A product-
by-product analysis of NIE-Latin America trade flows
for the period 1980-1990 brings to light several fea-
tures. First, NIE exports to the Latin American region
became considerably more diversified in most cases
(the Republic of Korea was the exception, since its
exports exhibited a marked degree of specialization),
as did Latin American exports to the NIEs (except for
those sold to the Taiwanese market). Second, the type
of trade taking place between Latin America and the
Asian NIgEs changed during the decade from an intra-
sectoral flow of commodity trade in combination with
inter-sectoral trade ® to a type of trade marked by

9Except in the case of Hong Kong, which at the start of the
1980s maintained a vertical intra-industry trade link with ALADI
(ALADI exported ships and boats while Hong Kong exported
watches and clocks).

greater inter-industry complementarity. 1° The si-
zeable increase during the 1980s in inter-industry
trade between Latin America and South-east Asia
(including Japan, the NIEs and ASEAN) appears to her-
ald the emergence of a new and different produc-
tion/trade pattern whose potential should be
explored, ! ' '

It is of interest to note that (primarily vertical)
intra-industry trade accounted for a larger share of
total trade between the two regions than it did in the
trade flows for the period 1986-1990 between Latin
America and the United States, between Latin Ameri-
ca and Europe and among the Latin American coun-
tries themselves.

YThe exception here was commerce between Singapore and
ALADI, which as of 1990 involved three types of trade: intra-
sectoral trade in primary products (mainly semi-finished goods),
inter-sectoral trade, and vertical inter-industry trade (Singapore
supplies colour television sets and ALADI provides photographic
film, plates and paper).

! We do not feel that the results of this new paitern will ‘affect
our hypothesis regarding the relationship between Latin America
and the NIEs, '
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The trend towards more intra-industry trade be-
tween Latin America and South-east Asia may be
illustrated by comparing their manufacturing indus-
tries’ shares of total exports. For example, if we use
the Grubel-Lloyd index, we see that in the period
1980-1988, the manufacturing sectors of three Latin
American countries considerably increased their
shares of intra-industry trade with South-east Asian
countries: Chile’s index jumped from 0% to 21%;
Mexico’s rose from 1% to 16% and Colombia’s
from 4% to 24%. In these Latin American countries,
the relative importance of South-east Asia in intra-
industry trade within the manufacturing sector is
between 15 and 20 times greater than that of Europe
(ECLAC, 1991).

This would seem to point to a budding oppor-
tunity for increased economic cooperation between
South-east Asia and Latin America, especially with
regard to the establishment of intra-industry trade
links and of new reciprocal ties between their econ-
omies. To make such cooperation a reality, however,
Latin America will have to meet the challenge of ac-
tually changing its production patterns in order to in-
crease its exports’ value added through systematic
efforts to promote the development of endogenous
scientific and technological capabilities and coopera-
tive links in this field while at the same time mod-
ifying its institutional structures to promote Asian
investment in the manufacturing sector. The dynam-
ism of trade between the NIEs and Latin America pro-
vides us with a suitable environment for exploring
these possibilities.

2. The potential for cooperation in the field of
technology

Unlike the United States and post-1992 Europe, the
Asian-Pacific region encompasses a broad spectrum
of highly diverse countries, some of which are in situ-
ations similar to those of some Latin American coun-
tries. This raises the possibility of integrating some
aspects of production through greater intra-industry
trade between Latin America and Asian-Pacific
countries or groups; for example, such trade could be
increased with Japan, as the world’s main source
of technological innovations, particularly in high-
technology products; with the Nibs, which are in-
creasingly concentrating on products requiring intens-
ive use of high technology and of human and physical
capital; with ASEAN, which is primarily an exporter of
natural resource-based and labour-intensive goods;

and with China, which had one of the highest growth
rates in the world during the 1980s and is an increas-
ingly competitive exporter of manufactures involving
abundant inputs of low-cost labour.

Latin America could attain greater integration of
production, both vertical and horizontal, with any one
of these countries or groups of countries. 1% Indeed, in
terms of the new strategy for changing Latin Ameti-
ca’s production patterns, the Asian-Pacific region
could be the area that offers the greatest potential for
economic cooperation in the 1990s; in- order to de-
velop that potential, however, we will have to set
aside our traditional view of Latin America’s com-
parative advantages in favour of a new concept based
on dynamic, competitive advantages.

In the present process of reorganization of the
global economic order, such an increase in inte-
gration will be possible only if the countries move up
to more advanced technical/industrial levels. Since
the Asian-Pacific region is where this process is tak-
ing place most rapidly today, Latin America’s integra-
tion with that region is essential, especially in view of
the impact that the realignment of technological sys-
tems is likely to have on the world economy in the
near future.

3. Trends in Asian NIE foreign direct investment
in Latin America

During the second half of the 1980s, foreign direct
investment by the Asian NIEs (particularly the Repub-
lic of Korea and Taiwan) in Latin America was
stimulated by: i) the NIEs' incorporation into the
Generalized System of DPreferences (GSP) of the
United States; ii) their labour force’s rising wages;
iii) the revaluation of their currencies; iv) their
labour-intensive industries’ declining ability to com-
pete against ASEAN and China; v) the need to diver-
sify their production base in line with the
globalization process; vi) the growing protectionism
of developed countries, which pressured Korean and

12 This statement is based on the following line of reasoning:
When intra-industry trade predominates, the reallocation of re-
sources takes place chiefly among the companies in the same
industry, rather than between different companies in different
industrics; it follows that, all other factors being equal, an intra-
industry adjustment will therefore be less-costly than an inter-
industry adjustment. Moreover, the changes in income
distribution brought about by the liberalization of trade will be
less dramatic if the industrial adjustment is based primarily
on intra-industrial, rather than inter-industrial, specialization
(Fukasaku, 1992),
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Taiwanese exporters to relocate their production
bases so that they could re-export to the North Ameri-
can market; and vii) the need to adapt swiftly to tech-
nological change, which led to a rapid recycling of
the types of technologies that require less capital.

Circumstances in Latin America that have helped
to attract direct investment from the NIEs include:
i) the region’s inexpensive labour; ii) its geographic
proximity to the United States re-export market;
iii) the hemispheric integration process called for by
the Bush Administration’s Enterprise for the Americas
initiative, the incentives offered under the Caribbean
Basin Initiative and the Gsp; iv) the tax incentives
available to enterprises in the region’s export process-
ing zones; v) the ready local supply of raw materials;
vi) access to the region’s internal market potential;
vii) the growing stability of Latin American democ-
racies; viii) a greater receptiveness to the technologies
of the Asian NIEs, whose direct investments are con-
centrated in the manufacturing sector; and ix) the
growing openness of the capital market and the intro-
duction of legal modifications that have made the
regulations pettaining to ¥DI more flexible,

Let us now see what factors could draw a greater
volume of FDI to Latin America in the next few years.
The first wave of NIE investment in Central America
-much of which came from the Republic of Korea
and Taiwan- took place under the terms of the incen-
tives provided by the Caribbean Basin Initiative (CBI);
in fact, almost all the resulting production activities
re-exported their goods to the United States market.
There are two constraints, however, that will have an
increasing effect on this first wave of investment:
from an internal standpoint, NIE investment is over-
concentrated in one industry (textiles and wearing
apparel), while from an extemal angle, Central
American exports are limited by United States quotas.
This means that if greater concentration in the textiles
and clothing industry does not lead to increased re-
exports to the United States, then NIE investors will
have only two options: to diversify their production
base, relocating it in countries eligible for CBI incen-
tives that are not subject to quotas; or to diversify
their activities to include other product lines for
which incentives are provided under the Generalized
System of Preferences. The recent increase in Korean
FDI in Honduras is a clear example of the first option;
for examples of the second, we might look to the
diversification of FDI into other manufacturing acti-
vities, such as the electrical equipment/electronics

industry. In this last regard, there is one variable ~the
Latin American countries’ free trade agreements with
the United States— that is having a greater impact
than expected on the inflow of NIE invesiment to
Latin America, as is illustrated by the massive flow of
Korean investment recently received by Mexico.

If Latin America can manage to attract more NIE
investment to its manufacturing sector —i.e., to attract
a “second wave” of NIE investment and channel it into
industries that are not only labour-intensive but also
technology-intensive— this could lead to a realign-
ment of the region’s technological systems, given the
greater technological content that products would then
have and the speed with which technologies are
recycled by the Asian NIEs. This means that what
Latin America needs to do is to see to it that this first
wave of NIE investment in the textiles industry is fol-
lowed by a second wave of FDI into other, more tech-
nology-intensive, manufacturing activities. It would
seem that, in a sense, Latin America’s chances of suc-
cessfully changing its production patterns may in-
creasingly depend on whether or not it joins in the
process of economic renewal now taking place in the
Asian Pacific. The grounds for such a statement in-
clude the fact that the NIBs will be the world’s most
important new source of FDI during the 1990s (since
their investments are concentrated in the manufactur-
ing sector, are technology-intensive and are recycled
rapidly) and the observation that, in order for Latin
America to change its production patterns, it will
need to undertake a more comprehensive realignment
of its technological systems as it entets into the third
industrial revolution.

It may therefore be assumed that during the
1990s the framework for the region’s new form of
integration into the world market will be shaped by
the lead “quartet” (United States, the EEC, Japan and
the NIEs + ASEAN) and that the framework for the
integration of its production activities will have to be
based on the realignment of technological systems
now undet way in the NIES and the ASEAN countries
—a realignment which is having a direct impact on the
effort to change Latin America’s production patterns.

If a general trend towards a reduction of trade
barriers within the framework of GATT occurred, then
an increase in trade would be possible, especially in
view of the following factors: the NIES’ recent move
towards trade liberalization and the important poten-
tial of this market, which has not yet been fully
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explored; the fact that the NlEs have a higher import
coefficient than such developed countries as the
United States and Japan; and the increase in

Vv

complementarity to be expected as progress is made
towards more complete vertical (inter-sectoral) and
horizontal (intra-sectoral) integration of production. .

From trade integration to a new

type of integration of prdduction

in the Pacific Basin

Up to the early 1980s it was commonly believed,
first, that Latin America’s trade with South-east
Asia would grow less rapidly than its trade with de-
veloped countries owing to competition from South-
east Asian couniries that are rich in natural resources
(e.g., Thailand, Malaysia and Indonesia) and, second,
that greater economic cooperation between these two
regions was therefore not feasible. .

Events in ASEAN during the final years of the
1980s proved, however, that the growth of commerce
is increasingly determined by trends in intra-industry
trade. Although it is true that until the early 1980s the
inter-sectoral complementarity between Japan and the
NIES, on one side, and ASEAN, on the other, was the
linchpin of vertical integration in the Asian-Pacific
region, from' the mid-1980s onward intra-sectoral
complementarity has come to play an increasingly
impottant role in that region’s horizontal integration.
As was said earlier, the expans1on seen during that
period in intra-industry trade flows between the NIEs
and ASEAN was the result of the former’s mvestments
in the latter’s manufacturmg sector,

These events have direct implications for the ef

fort to change. Latin America’s production .patterns.
After all, less than a decade ago, conditions in many
countries of the Asian-Pacific region were less condu-
cive (o a transformation of production patterns than
in many Latin American countries. Today, howevet,
these Asian countries” economic development outlook
is radically different: Malaysia is the world’s largest
producer of semiconductors; Thailand has become a
paradigm of development by virtue of its ability to
combine the growth of natural resource-based indus-
tries with the development of its electronics industry
and has taken up the leadership position in ASEAN;
Indonesia boosted the percentage of manufactures in

its total exports from under 5% in 1980 to nearly 40%
in 1990; the Philippines is regaining its political sta-
bility and hopes to find its way on to the Asian econ-
omic growth path with the help of a mounting inflow .
of FpI; and China’s “sleeping giant” economy is be-
ginning to wake up. All these Asian countries except
the Philippines grew at an average pace of between
7% and 10% per year in the 1980s. Furthermore, the
fact that the Philippines was an exception to this rule
suggests that geographic proximity is not. always a
decisive factor in gaining access to a process of rapid
economic growth,

The common denominator for all these Asian
economies that grew so rapidly between 1979 and
1989 is that they carved out a position for their
economies in the world market by creating new
competitive advantages rather than by relying on the
traditional sott of comparative advantages. It may
be supposed that the changes to be made in Latin.
America’s production patterns should. incorporate this
same sort of “upward and onward” approach which is
so characteristic of the technology of the thl[’d indus-
trial revolution.

An analysis of the Asian experience suggests
some guidelines for such an effort. First, the change
in the ASEAN expott mix brought about by its shift
from the primary to the manufacturing sector was as-
sociated not only with Fbi. from Japan and the United
States, but also with a greater flow of ¥p1 from the
NIEs. There may thus be reason to believe that the
increased flow of NIE investment into Latin America,
which has been directed primarily to its manufactur-
ing sector, may help to expand Latin America’s intra-
industry trade with South-east Asia. A considerable
increase in such trade has already been seen in, for
example, Mexico, Colombia and Chile.
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In this era of economic globalization, an increase
in investment prompts an increase in trade flows. In
the case of the NIEs, because of their need to raise the
technological content of their products in order to re-
main competitive, the recycling of technology is car-
ried out in countries having lower production costs.
Thanks to this relocation, the ASEAN countries were
blessed with the lion’s share of NIE-source FDI during
the second half of the 1980s. The data for 1991,
however, indicate that FDI in the ASEAN countries is
now growing more slowly, which the experts attribute
to shortcomings in their infrastructure, rising costs
(chiefly wages) and over-invesiment, i.c., a level of
investment that exceeds these countries’ production
capacity and is thus fueling inflation. This demon-
strates that although geographic proximity, along with
ethnic identity, is still important —as is commonly
asserted in connection with the Chinese “diasporas”
in Hong Kong, Singap(;re and Malaysia- it is not the
only determinant. Today, NIE investment tends to flow
to whatever country in the world offers the best com-
petitive opportunities in production and trade. Latin
America is no exception, as is demonstrated by the
fact that the Republic of Korea’s investments in the
region more than doubled during the second half of
the 1980s.

NIE-source FDI differs from other types of FDI in
the following ways: first, the pace at which it recycles
technology is among the fastest in the world —owing
to the double “push” it gets from the NIEs’ efforts to
catch up with Japan while the ASEAN countries try
to catch up with them— and encompasses everything
from labour-intensive to technology- and human capi-
tal-intensive technologies; second, as a consequence
of the above, this FDI is made on the “cutting edge” of
competition between Japan’s highest-technology acti-
vities and the ASEAN countrics’ greater capacity for
technological endogenization (Emst and O’Connor,
1992); and third, both the trajectory of strategic
change in NIE technological and industrial develop-
ment and the way in which it is being accomplished
suggest what the future course of development of
technology-intensive products is likely to be and
serve as a frame of reference for developing countries
such as those of ASEAN and Latin America as they
take decisions regarding the positioning of their
technical and industrial activities within the world
economy. ‘There is no question but that the
ASEAN countiries benefited from this strategic frame
of reference during the 1980s, as may be inferred

from Malaysia’s policy of “looking eastward” (Onn,
1989), which has sparked imitative measures in
Indochina (especially Vietnam) and in the islands of
the Pacific (Alagh, 1989; Choo and Ali, 1989,
Schlosstein, 1991).

Moreover, as we have been saying throughout
this article, the liberalization of Asian-Pacific trade is
spreading from the export processing sector to other
activities and is coupled with the deregulation of
commodity prices, wages, interest rates and exchange
rates. Consequently, production bases could expand,
in a geographic sense, throughout the region. And
this, with the support of increased investment in the
Asian-Pacific region, has swelled intraregional (from
Japan and the NIEs) and interregional (with the United
States) trade flows based on competitive advantages.
Thus, in considering the possibility of the linkage of
the Latin American economies under the terms of the
Enterprise for the Americas initiative (and the North
American free trade area), we must also consider
the possible linkages entailed by regional and he-
mispheric integration, vis-a-vis integration within the
framework of the Pacific Basin.

For example, Japan/ASEAN and NIE/ASEAN,
NIE/China and United States/aSEAN production link-
ages with the North American market hint at new
types of production relations between, for instance,
the Nies and Latin America (at present such a rela-
tionship exists only with Central America) and ASEAN
and Latin America. So long as Japan does not act as a
substitutive recipient of the products generated by the
above-mentioned production linkages, the North
American market will continue to be of vital import-
ance for exports of manufactures. Under these cir-
cumstances, the global extension of the production
chain from South-¢ast Asia to Latin America could be
a feasible option in view of the Latin American re-
gion’s proximity to the main market for such exports,
the United States.

On the other hand, if an inward-looking regional
Asian economic bloc were to be formed -such as
the East Asian Economic Caucus (EAEC) proposed
by Prime Minister Mahattir of Malaysia in 1990,
which would include Japan, the NIEs, ASEAN, China,
Myanmar and Vietnam but would exclude the
United States, Canada, Australia and New Zealand—
it could inhibit Latin America’s participation in the
integration of the Pacific Basin. Fortunately, in view
of the characteristics of the Asian-Pacific production
and trade structure within the context of the Pacific
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Basin, many Asian countries are opposed to this
introverted type of regionalization. In other words,
since the United States is -at least for the time
being-13 an irreplaceable economic linchpin for
intra-Pacific integration, this means that if Asian re-
gionalization is carried far enough, it will inevitably
lead to fuller globalization of the Pacific. Basin.
This became evident at the Asia-Pacific Economic
Cooperation Council meeting in Seoul in 1991, when
China, Taiwan and Hong Kong joined this gtoup, pre-
viously made up of the United States, Canada, Japan,
the Republic of Korea, Singapore, the ASEAN coun-
tries, Brunei, New Zealand and Australia (making a
total of 15 participants), Clearly, the possibility of
Latin America’s incorporation will be one of the tasks
of the 1990s.

13 As noted in the introduction to this article, Japan is already
one of Latin America’s largest markets. What we are suggesting
here, however, is that in the new global economic order that is
taking shape as we approach the year 2000, the United States
will continue to play a predominant role in the globatization of
the Pacific Basin.

In summary, within the framework of intra-
Pacific cooperation, Latin America has two options:
it can join the group of Pacific Basin countries by
means of inter-sectoral specialization, or it can
achieve integration through the intensification of
intra-industry trade with the Asian countries. All the
indications are that it would be “easier” for Latin
America to accomplish this through inter-sectoral
economic cooperation. However, if broader variables
are taken into consideration —such as the globalization
process, the third industrial revolution, the realign-
ment of technical/industrial systems, and the “catch-
ing up” path to integration, - then intra-industry
integration appears to be the best option. This task
must be accomplished in order for the region to
change its production patterns (ECLAC, 1992); in other
words, the success of Latin America’s economic de-
velopment effort will increasingly depend upon the
new economic configuration emerging in the Pacific
Basin, which is the epicentre of the economic global-
ization process and of the realignment of technical/
industrial systems at the world level.
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After having reached a turning point some ftime ago, the
political, economic and social processes of the countries of the
reglon are currently in the midst of a transition. Now that the
wave of change which elevated the market and private
enterprise to a position of unrivalled supremacy has passed, a
morc thoughtful evaluation needs to be made of the virtues and
responsibilities, shortcomings and excesses of these factors. At
the same time, a new assessment is also being made of the role
of the State and of how it needs to change, as well as of possible
forms of government intervention in social and ecconomic
processes. In short, the paradigm that will ultimately take hold
in each couniry of the region has not yet become clearly
defined. The changing nature of wnderdevelopment, its new
dimensions and its most pressing manifestations make it
necessary to rework existing interpretations and analyses and,
on that basis, to put forward new political agendas and strategics
for building more cificient economies and more equitable,
unified socicties. In recent years a considerable number of
reforms have also been undertaken, with varying degrees of
success, in an effort to improve the way market mechanisms
function and to redefine the role of the State in various areas of
the region’s economic and social life. In the new division of
responsibilities between the public and private sectors that is
emerging out of these national experiences, modes of interaction
associated with mixed economies are coming to the fore. In
view of these developmenls, an ongoing analysis of the
processes now under way is needed in order to organize and
describe  the different categories of newly emerging
public-sector Functions, ascertain  the possibilities and
limitations of the capacity for collective action embodied in
planning as a lechnique of govemnance, and strengthen
government approaches and procedures for marshalling and

altocaiing resources.
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I

Introduction

The planning and coordination of public policy are in
the process of being reviewed and brought into line
with the new sets of circumstances that have arisen in
the region. Within the framework of the broader re-
forms being effected with regard to the State, the
changes being made in the governmental administra-
tive process are directed towards the establishment of
new organizational and operational patterns.

This article comments upon these changes in the
light of the actual processes cutrently taking place in
the Latin American countries. ! On the basis of con-
siderations relating to existing forms of State action,
the first four sections deal with fundamental aspects of
strategic management. The discussion begins by fo-
cusing on the most pressing problems associated with
underdevelopment and their very necessary prioritiza-
tion, the conclusion being that we need to update our
ideas about how these problems are created and per-
petuated. Starting from a generic interpretation of the
region’s socioeconomic mode of operation, the ECLAC
secretariat has drawn up a proposal for changing pro-
duction patterns with social equity, and the idées-
forces of that proposal are highlighted in this article.

I1

State action

Some dissatisfaction is to be noted among the re-
gion’s political leadership as regards the operation of
the existing socioeconomic system. The market and
private enterprise are acknowledged to have certain
features that should be utilized and promoted, but it is
also recognized that they suffer from certain short-
comings which must be redressed and that they lead
to certain excesses which need to be tempered. 1t is

LA preliminary version of this essay was presented in November
1992 at the fifteenth meeting of the Presiding Officers of the
Regional Council for Planning (CRP), the intergovernmental body
that oversees the work of ILPES. The authors wish to thank the
directors of the Institute, as well as Jorge Israel and Ricardo
Martner, for their valuable comments and snggestions.

It is also argued that an analysis of this subject as it
relates to the actual economic and social realitics of
the region would be a very useful input for an exam-
ination of new forms of government intervention.

The last two sections are devoted to a discussion
of the new functions of government which are begin-
ning to emerge against this backdrop of societal
change and reform of the State. One such group of
functions has to do with the role of government as a
catalyst in guiding and energizing national develop-
ment processes; a second category is composed of the
regulatory functions of government as an arbiter in
cases where individual and collective interests may
conflict, while the last group of functions concern the
performance of those duties that are the exclusive
prerogative of government. These categories of inci-
pient governmental functions are used as a point of
reference for a number of proposals for updating sub-
stantive and methodological aspects of planning as a
technique of governance. The article closes with a
few comments and suggestions for strengthening the
governmental decision-making process as it relates to
the allocation of public resources.

appreciated that existing political agendas are firmly
committed to building better societies. This calls for a
skilful combination of market action and State inter-
vention designed to ensure that the State’s efforts to
achieve this goal do not smother the potential of pri-
vate enterprise. Clearly, this involves the delicate task
of defining the proper sphere for State action, but it
also creates a need to devise new forms and methods
that will be in keeping with the changes taking place
in our economies and societies (ILPES, 1992a).

The political processes which have taken
place in the region over the past few years have had a
very strong influence on State intervention and on the
functions of planning as an instrument for guiding
social and economic activity. Initially, these
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mechanisms were clearly relegated to a position of
secondary importance, while preference was given to
the market and to deregulation. Planning ministries,
departments and offices have, generally speaking,
seen a decline both in their status and in their in-
fluence with decision-makers.

More recently, however, a more objective and re-
alistic view has begun to be taken of new spheres and
forms of State action, and this has led to the restora-
tion of some of planning’s classic functions as well as
the identification of new tasks called for by emerging
conditions. Today, the suppression of State interven-
tion is no longer a leading issue; rather, the controver-
sy —depending on the particular countries- concerns
the extent, spheres and forms of regulatory action and
of measures for guiding economic and social pro-
cesses in desired directions.

II1

It is not in mankind’s nature to refrain from
seeking to influence the future course of events, and
this is also certainly true of society as a whole, which,
if endowed with a democratic system of government,
will choose the agenda that it finds most cogent.
If we have a societal agenda to fulfil, then as soon as
we lift our eyes to gaze into the future we are
accepting the need for a strategic position and the
desirability of being prepared beforehand, both for
foreseeable external events and for the decisions
that will have to be taken in order to put up a better
defence against adverse events, take advantage of
favourable ones, and ensure the fulfilment of the
government’s political agenda. Herein lies the es-
sence of a renewed form of planning that abides by
the restrictions imposed upon it by the modern
world.

The foundations of strategic management

A national agenda that embodies the goal of building
a better society and explicitly states its main objec-
tives is an essential frame of reference for the defini-
tion of a sirategic form of management. This involves
the identification and prioritization of the most seri-
ous problems of underdevelopment in each country,
together with the formulation of an updated and more
precise interpretation of their origins and of the chain
of events and factors that have engendered them.

In the recent past, the region has witnessed signi-
ficant deterioration in a range of economic and social
variables which has led to a general decline in the
quality of life of large segments of its population,
This deterioration has, of course, been experienced in
different ways in the different countries. The most
disturbing problems must be weighted differently in
each country; nevertheless, the problems discussed in
the following pages, which mainly have to do with
social inequity, are to be found in quite similar forms
throughout much of the region.

1. The most critical problems

a) Poverty and social exclusion
It is generally agreed that the social inequity existing
in most of the countries of the region has reached

unbearable proportions. As someone once said, when
a minority of the population has almost everything
while the vast majority has almost nothing, this im-
balance weakens democracy where it is most vulnet-
able. Indeed, this problem is so severe that its
magnitude can be gauged quite well even without the
help of statistics (ECLAC, 1990a). One has only to take
a look at the region’s cities and rural areas to realize
that social exclusion and enormous territorial imbal-
ances are among the chief manifestations of underde-
velopment. The disturbing extent of poverty in the
region is the result of its economies’ inability to ab-
sorb the increase in the labour force in productive
ways, and the emergence of the informal economy is
compelling evidence of that inability. This obliges us
to take a look at the way in which the social and
economic system currently operates.

There are those who think that the stigma of ex-
clusion is inherent in the prevailing development
style. Others contend that it is a matter of time: they
reason that if free enterprise and the market are
allowed to function without being suffocated by State
intervention, the level of investment will gradually
rise so that available labour will be absorbed in an
increasingly productive manner. In view of the imper-
ative need to consolidate all the various facets of the
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region’s democracies, the span of time available for
rectifying this problem is becoming a scarce resource,
however. Hence the growing acceptance of the idea
that the market and private enterprise, strategic man-
agement and State action are not mutually exclusive.
The magnitude of the tasks to be accomplished leaves
no choice but to concentrate on shared needs so that
the operational demands of the market and private
business and the government’s responsibilities in re-
spect of social needs and strategic leadership are all
accorded due consideration.

b) Excessive consumption of non-essential goods
and services
In contrast with efforts to address the above problem,
there is an increasingly evident trend towards the un-
bridled acquisition of goods and setvices that are not
strictly essential. Although such a propensity is not
new, the current pace of consumption and, in particu-
lar, the means employed to satisfy this demand have
become a cause of concern. Once again, we have no
need of econometrics to realize that, if this trend per-
sists, it could lead to even more disturbing distortions.
Although a large percentage of such consumption
is accounted for by a relatively small segment of the
population, it has an undeniabie demonstration effect
which, in conjunction with forms of advertising that
go far beyond the bounds of mere persuasion, pro-
motes consumption patterns that are at odds with the
income levels of many sectors of society. This not
only reduces the population’s saving capacity, but
leads to a great deal of frustration on the part of those
who are urged to purchase more than they can afford.
Does it make sense for economic growth to be
based largely on the growth of non-essential con-
sumption? In view of this concern, it would not be
reasonable to eschew State activity aimed at helping
to moderate such excesses and to remedy shortfalls in
regard to the consumption of essential goods and ser-
vices. This is undoubtedly a complex matter: who is
to decide what should be consumed? Be that as it
may, however, the fact remains that today those who
have something to sell use very aggressive ways of
creating and fueling demand.

c) The insecurity of daily hife

In many cities of the region, even in countries that are
making substantial economic progress, criminal
means of appropriating private and even public
property are spreading at an alarming rate. Despite
the punitive and preventive measures used by the

agencies responsible for the public’s safety, the fre-
quency of such crimes does not appear to have de-
clined. In some cases the population comes to accept
the situation and changes its behaviour patterns in
ways designed to avoid what are considered to be
inevitable hazards.

The prevalence of such acts may signal the
presence of a phenomenon that runs deeper than mere
antisocial behaviour. It might be a good thing to re-
flect on the contradiction that persists in today’s so-
cieties: poverty is spreading, yet at the same time
there is ongoing incitement to consume what are, for
the most part, non-essential goods and services. The
amount of advertising and the methods it employs
seduce and enthrall the potential consumer, whose
earning power and opportunities are, in many cases,
quite limited. The gulf between what people want to
buy and what they are really in a position to buy may
serve as a breeding ground for forms of behaviour
that are harmful to society. There can be no doubt
about their proliferation in recent years, and all the
projections —even the most conservative ones— class-
ify this phenomenon among the societal disorders re-
quiring priority attention.

d) The uncertain future of young people
There is little need for further evidence to prove that
the fate of a significant number of young people in
Latin America and the Caribbean remains uncertain.
Some young people have had a patently insufficient
education, while others have received a type of edu-
cation that prepares them only for quite a limited
place in today’s societies. Some do manage to find a
stable, productive role for themselves in economic
and social life, but there are few opportunities for the
rest, and their future employment status becomes all
the more uncertain if they hope to work in the field
for which they have tried to prepare themselves.
Education and access to knowledge are probably
the subjects that will require the most thorough-going
analysis from the standpoint of future development. If
we care to look any further ahead than a year or so,
there can be no doubt as to the importance of this
issue.

e) The deteriorating quality of life for the middle
class

The various sorts of corrective adjustments made in

the economic and social processes in recent years

have had both good and bad effects. On the negative

side, we must include the impact on the so-called
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middle class, which has had to forgo the consumption
of a great many items, including even essential goods.
The price of the shopping basket of goods and ser-
vices for middle-income groups has risen much more
sharply than their income levels, but the nature of
their social role obliges them to maintain forms of
behaviour that require substantial sacrifices. The
mounting discontent among this sector of society is a
source of social unrest that is menacing the political
structures upon which democracy is founded. A so-
ciety’s vitality is closely related to the solidity and
influence of this sector; if it is weakened, this may
obstruct upward social mobility and cast a cloud over
the political process itself. The adoption of an integra-
tive view of the different social groups within the
context of a strategic position aimed at advancing to-
wards a better future is thus a prime responsibility of
government.

P The demand for transparency

In the 1990s we ate witnessing a new wave of democ-
racy on a universal scale which is probably the
broadest, most thorough-going and intense process of
this type to have occurred in the present century. Le-
gitimate democracy is bringing about transformations
in, inter alia, political regimes, forms of government
and party systems. The wide-ranging democratization
of Latin America is an outstanding example of this
trend. There are other processes at work, however,
which are less well known and insufficiently under-
stood. One such process has to do with society’s de-
mands for transparency. The restoration of democracy
entails the establishment of an open, transparent pub-
lic forum in full view of the citizenry.

The very nature of some features of the develop-
ment process heightens this demand for clarity. In-
deed, the new mechanisms of economic deregulation
require it in order to attain their legitimization, and it
is a crucial requirement in the privatization of State-
owned companies.

The demand for transparency can be equated
with the demand for a genuine share in the design and
implementation of public policy. Thus, atl forms of
confidentiality and any lack of transparency in deci-
sion-making processes are challenged. Obviously, the
scope of this demand extends to social mechanisms
and forms of behaviour such as bureaucracy, nepot-
ism, clientage, influence-peddling, etc., and the cur-
rent crisis in the political parties of some countries

certainly has to do with the disapproval aroused by
such excesses. There is very little, if anything, that
can do more to harm a government’s ability to govern
than the questioning of its legitimacy or of the
legality of its acts.

g) Other aspects

There are, of course, other serious problems associ-
ated with underdevelopment, and environmental
deterioration is one of them. Despite the tremendous
importance of this issue, however, we will do no
more than mention it in passing here. The wealth of
information, analyses and projections concerning
environmental factors are publicly available and are
all the more accessible o0 the region's political
leadetship.

2. The need for updated interpretations

Although there are other disturbing manifestations
of underdevelopment which could be mentioned,
in this article we have referred only to those which
are of high priority because of the seriousness of
their implications and theit widespread nature. As
noted earlier, these problems are manifested differ-
ently in each national setting and, in some cases,
may even be of secondary importance in comparison
to other concerns specific to a given couniry. Be that
as it may, a thorough analysis of this subject appears
necessary.

This naturally creates a need for an updated ex-
planation of how each of these problems arises and
how it is perpetuated. The view persistently dissemi-
nated in the past that there is no point in further ana-
lysis no longer appears valid. The outside world and
the economy and society of each country have
changed considerably. Completely new problems
have arisen, while chronic problems have changed
considerably, even in their inherent nature. If bascline
analyses are to serve as a foundation for the design of
strategies for overcoming these problems, then they
must not be limited to general considerations, but
must instead refer to particular sets of circumstances.
Exacting standards must be met in identifying vari-
ables, their sequencing and their dircct and indirect
linkages, as well as in estimating their magnitude and
impacts. General analyses must be made more con-
crete and more specific and need to be devcloped on
a more disaggregated level.
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IV

The idées-forces of ECLAC

In response to the need for strategies to solve the
range of problems faced by the region, the ECLAC
secretariat has put forward a set of general concepts
relating to the ideas of changing production patterns,
social equity and sustainable development. These
“idées-forces” are based on the observation of current
phenomena and serve to promote a debate in which
each country can address these issues in a way that
relates to its particular circumstances. The ECLAC pro-
posal’s primary aim is to answer the following ques-
tion: How can we achieve greater economic growth
and gain a more solid footing in the external economy
while also raising the living standards of the popula-
tion and safeguarding the environment? (ECLAC,
1990b and 1992c¢).

The central ideas of this proposal concern the
achievement of genuine competitiveness and the sys-
temic nature of economic growth. In contrast to the
type of competitiveness afforded by comparative ad-
vantages based on low wages and plundering of the
environment, this new concept of competitiveness en-
tails an ongoing absorption of technical progress and
knowledge into the production and distribution pro-
CESSES. .

The systemic character of this approach demands
the formation of linkages in respect of economic growth
generated by a more solid position in the external
market and by the increased productivity of activities
that produce goods and services for domestic con-
sumption. This ensures the formation of greater social

\Y%

linkages, thanks to the increased social equity that
one finds in a more fully integrated economy. Clearly,
then, the core element that sustains all these achieve-
ments —economic growth, a reduction in structural hete-
rogeneity, a stronger position in the external market and
greater social equity— is the absorption of technical pro-
gress and knowledge as a result of policies that bring
needs and objectives into line with one another.

One of the basic assumptions underlying this
proposal is that the development of open economies
based on these elements can lead to the creation
of far more jobs at a much higher level of productiv-
ity than could be created by intensifying the import-
substitution process within protected economies.
The systemic nature of the proposal stresses indirect
job creation, as part of the overall competitive ef-
fort, in activities providing the relevant inputs and
services.

The integrated approach devised by ECLAC points
to an active role for the State in certain key areas,
such as stricter public and private austerity with a
view to the promotion of saving and investment; the
preservation of natural capital and of a healthy bio-
sphere; the promotion of transport, communications
and other infrastructural projects needed to achieve
systemic competitiveness; a policy for the absorption,
adaptation and creation of technology; investment
in human resources and vocational training; and
the launching and financial backing of small and
medium-scale businesses.

New forms of government action and

a new kind of planning

Efforts to strengthen the governmental administrative
process within the framework of a strategy for chang-
ing production patterns with social equity and envi-
ronmental sustainability must take into consideration
the societal phenomena that will influence that

process in coming years. These phenomena fall into
four main categories of trends or shifts which are fair-
ly widespread in the countries of the region: i) a tran-
sition from semi-closed to more open economies with
a view to integration with the rest of the world and
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participation in cooperation and free trade agreements
with other nations; if) a shift away from heavily regu-
lated economies in which the State plays a large role
(both directly and indirectly) in the production of
goods and services and a move instead towards sys-
tems based on private enterprise and the operation of
the market, with sirategically aimed and more effec-
tive government regulations; iii) vertical dispersion of
the central government apparatus as the central auth-
orities give up powers and instruments —as a conse-
quence of the economy’s greater openness and
integration— and delegate authority to lower levels as
part of decentralization processes of varying scope at
the regional, provincial and municipal levels; and iv)
the increasing difficulty faced by governments, owing
to financial, organizational and technological con-
straints, in coping with the range of demands being
expressed, to varying degrees, at the political level,

Within this context, there are two closely related
issues —reform of the State and emerging governmen-
tal functions— which, although their specific aspects
and emphases may vary from couniry to country, are
a prime focus of government concern and action. In-
creasing attention is aiso.being given to a third issue:
the renovation of planning.

1. Reform of the State

There is a prime fact that cannot be disregarded:
against this backdrop, significant changes are already
taking place in the economic functions of the State,
and this process can be summed up in a single phrase:
the State is reforming and is being reformed. It is, at
one and the same time, both the agent and the object
of this process. :

This implies the simultaneous presence of two
processes in governmental action today: administra-
tion and change. On the one hand, the government is
defining and administering public policy within the
context created by a given sct of operational condi-
tions; on the other, it is seeking to change those con-
ditions in order to delimit the spheres of
governmental action, redefine its functions and in-
crease the viability of its policies. Thus, another im-
portant fact is that the current governmental process is
marked by this interaction between the processes of
administration (routine) and change (innovation).

A matter of some concern is that it is clearly
simpler to reduce the State’s role as a leading actor
than to create the effective capacity needed .to

establish a new profile, although these two processes
do not necessarily conflict with one another. If we are
to make headway in this direction we must focus the
discussion on the quality of government involvement
rather than merely its quantity. The question therefore
is: What requirements need to be met as regards the
quality of government intervention, in order to be in
keeping with the changes mentioned above?

We will not attempt to provide an exhaustive
analysis of this question here, but-mention may be
made of five such requirements that are of par-
ticular importance (ILPES, 1992b; Assael, 1992): i) a
high degree of selectivity in defining critical
areas; ii) efficiency and effectiveness of the action
taken; iii) credibility and transparency; iv) explicitly-
defined duration of the intervention; and v) advance
knowledge of the cost.

Today, if governmental intervention is to be ac-
corded legitimacy, society must be informed about
the costs and benefits of government action, must
have the right to evaluate them, and, above all, must
know who is going to be receiving, who is going to be
giving, why, how much, and for how long. All this
must take place within a climate of unhindered ex-
pression of responsible public opinion.

The requirement of selectivity is an acknow-
ledgement not only of the existence of spheres which
properly fall within the purview of other economic
and social actors, but also of the fact that the govern-
ment has only a limited supply of managerial resour-
ces, funding and, ultimately, power. Quite apart from
this fundamental circumstance, however, an explicit
definition is needed of what the critical areas requit-
ing government intervention are and what form that.
intervention should take. This means that we must
shift the focus of the discussion away from the pub-
lic-sector/private-sector balance and direct it instead
towards these two sectors’ emerging roles; in other
words, we must shift our attention from the anatomy
of the mixed economy to its physiology.

2. Emerging public functions

One difficulty that must be resolved in this connec-
tion is that, in various spheres, the State bears the
ultimate responsibility because it alone among all the
economic and social actors is supposed always to act
for the general good. Its action in certain areas may
be accorded top priority, which involves postponing
the search for solutions to other problems. Postponing
is not the same as ignoring, however, for to put it
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simply, the government has the responsibility —a re-
sponsibility it cannot delegate to any other agent- to
head up a collective effort to deal with all the various
national problems.

Under a democratic system, a country is gov-
ermed by a series of successive administrations, so
that this responsibility to lead a collective effort there-
fore devolves upon a succession of different actors,
and the commitments of a given administration are
not necessarily binding upon the following one. An
effective means of dealing with both of these difficul-
ties is the conclusion of explicit or implicit agree-
ments among all the major political forces regarding
key aspects of the direction of development and the
full operation of institutions.

In addition to such agreements concerning the
direction and administration of public policy, the as-
sets at the command of the government include the
intertemporal framework in which it operates (since
this gives it time to link up outputs and accommodate
demands) and the different mixes of public/private
interaction that can be used in taking action to pro-
mote the general welfare, which allows it to adjust the
extent of its own participation in the design, execu-
tion, financing and administration of the relevant
policies.

The government functions now emerging in the
region can be grouped into three categories: functions
relating to the catalytic role of the government in
orienting and energizing the national development ef-
fort; functions relating to the government’s arbitra-
tion, via government regulations, between individual
and collective interests in areas where the two may
come into conflict; and functions that are the exclu-
sive prerogative of government. Of course, depending
on the specific set of circumstances found in each
country, the emergence of these types of functions
will differ in intensity and in the degree of consensus
surrounding it. Furthermore, their concrete express-
ions will necessarily reflect a given interpretation of
development issues in the region. What substantive
features should they have in order to build up a
strategy for changing production patterns with social
equity and environmental sustainability?

a) Building effective,
guiding development
In order to meet the challenges arising out of today’s
development process, the strategy for bringing about
change has four main pillars: investment, technology,
markets and finance. The links among these elements
do not form spontaneously, and it is the duty of the

modern mechanisms  for

government, in its role as a catalyst, to ensure that
they develop in step with one another.

i) Stimulating investment. The maintenance of
consistent ground rules, the credibility and sus-
tainability of public policy, respect for property
rights, and fair, prompt and swift settlement of con-
tract disputes are some of the direct ways in which a
government can help to encourage private invest-
ment; it can create these conditions either through its
own acts or by promoting the necessary legal and
administrative adjusiments and the efficient operation
of other State bodies. However, these conditions, al-
though necessary, are not sufficient in and of them-
selves. An effort must therefore be made to promote
an increase in public and private saving rates, the
development and modernization of infrastructure, and
the dissemination to the public of information on in-
vestment opportunities.

il) Scientific and technological development. The
purposeful absorption and dissemination of technical
progress plays a pivotal role in changing production
patterns and ensuring their compatibility with a
democratic political system and an increasing level of
social equity (ECLAC/UNESCO, 1992). The absorption
and dissemination of technical progress irivolves a
great many elements, including human resources de-
velopment and a whole array of mechanisms and in-
centives for facilitating access to new information and
the generation of knowledge. The region’s shortcom-
ings in respect of the education-knowledge conti-
nuum lessen its chances of making headway in other
aspects of the absorption and dissemination of techni-
cal progress, however. Such headway can therefore be
made only with the help of broad-ranging reforms in
the educational and vocational training systems and
through the development of endogenous capabilities
for utilizing scientific and technological advances.

iiiy Markets and competitiveness. In order to
stimulate competitiveness and the advent of a new,
more technologically-intensive phase of export activ-
ity, interaction between the public and private sectors
will need to be intensified in at least two areas: the
reinforcement of those bodies responsible for moni-
toring the relevant external markets and opening up
new markets, and the conclusion of free trade
agreements and regional, subregional and binational
integration accords (ECLAC, 1990b, chap. V). Compe-
tition is not confined to external markets, however. In
view of its effects on domestic markets, the trade lib-
eralization process should be steady but gradual, or
should be coupled with temporary protective
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measures or direct subsidies in order to give national
sectors exposed to outside competition a chance to
adapt to these new conditions w1th1n a reasonable
period of time.

iv) Raising funds for long-term financing. The
fact that some private firms are beginning to return to
the internationatl financial market relicves some finan-
cial difficulties at the microeconomic level but, with
few exceptions, the crux of the problem at the aggre-
gate level continues. to be external financial con-
straints and the size of the public-sector debt. The
reduction and stabilization of external debt payments
and efforts to put public finances on a sound footing
are processes that continue to be very necessary, al-
though notable progress has been made on both fronts
by a number of the countries in the region. None. the
less, although temporary inflows of external resources
may be secured through privatizations and portfolio
investment, the resumption of financial flows for pro-
ductive investment is closely linked to the chances of
establishing new trade flows with countries outside
the region and reducing both costs and country risk.

b) Creating the necessary capabilities Jor regula-
ting markets and economic activities that require
supervision

Opening up the economy and movmg towards greater

reliance on the market make it necessary for the gov-

ernment (o set up regulatory and supervisory mechan-
isms in certain specific areas in order to reconcile
private and collective interests, ensure the sustaina-
bility of the system, and establish suitable commit-
ments among different sectors. Four areas in which
such mechanisms appear to bé n€eded in the majority
of the countries in the region are: the production of
goods and services under monopolistic conditions, the
financial system and-the ‘capital- market, social se-
curity administration, and the labour market and la-
bour laws. In some cases, there is clearly some form
of interaction between two or more of these areas.
i) Production of goods-and services under mo-
nopolistic' conditions. The privatization of State-
owned firms is a prominent feature of the economic
scene in the region today. The governments’ privatiz-
ation schemes are quite ambitious, and ‘there is‘no
sign-that this trend is beginning to wane. If the privat-
ization process includes —as it sometimes does— goods
and setvices that' are provided under monopolistic
conditions or that involve significant externalities, then
the quality and effectiveness of governmental regula-
tion will become a ceniral element in determining

both the future impact and the sustainability of the
policies applied. Therefore, governments must find a
way to establish appropriate regulatory frameworks to
ensure efficient allocation, reconcile the various inter-
ests that are at stake, develop effective instruments
for enforcing those regulations and settling disputes
and, above all, for adjusting those frameworks to
changing technological and operational conditions.

il) The financial system and the capital market.
Regulatory and supervisory systems in this area have
shown themselves to be of decisive importance in
detcrmmmg the success of liberalization and financial
reform policies. Countries that have deregulated their
credit markets and interest rates without establishing
suitable regulatory and supervisory mechanisms have
tended to suffer from crises of insolvency and a loss
of financial control. The available information
(ECLAC, 19922) indicates that a suitable system
should include a prudent degree of regulation to help
banking and financial institutions guard against insol-
vency and illiquidity; financial regulations designed
to ensure that domestic instruments will continue to
function smoothly and remain competitive with exter-
nal placements (in terms of exchange rates, interest
rates, lead time, etc.) and to promote the development
of instruments that will broaden the institutionalized
sector’s coverage (such as, for example, credit guat-
antee funds, insurance, and venture capital loans); and
organizational regulation to ensure the system’s oper-
ational efficiency through the attainment of econ-
omies of scale, the integration of activities and the
promotion of competitiveness.

iii) Social security administration. The crisis of
traditional State -run somal security systems is promp-
tmg a number of govemmems to undertake reforms in
this area. Some of these reforms provide for adjust-
ments in the traditional system, while others entail
dmcardmg it entirely and replacing it with a prlvathy-
run, individually capitalized system or a comibination
of these two systems (ECLAC, 1992b). The situation
now takmg shape appears to point to the possibility of
a greater role for private organizations in the adminis-
tration of large-scale funds in the future and to the
concomitant need for governmental regulatory mech-
anisms which will not only open up investment op-
portunities for those funds, but will also ensure the
administering ‘bodies’ continued solvency, flnancml
stability and competitiveness.

iv) The labour market and labour laws. An im-
portant- element in the development of -competitive-
ness is themaintenance of a sufficient degreé of
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flexibility in the labour market. The modernization of
production is not a smooth or integral process; it car-
ries with it the risk of tensions and imbalances, and
human resources may lag behind newly emerging de-
mands both in terms of technical knowledge and their
ability to adapt to a production environment subject
to frequent major changes. If a national economy is to
reduce this lag and retrofit its uncompetitive sectors,
it will have to marshall its public and private resour-
ces in order to mitigate the social impacts of the pro-
cess by creating mechanisms for the payment of
unemployment benefits, providing vocational training
geared to new markets, and ensuring an orderly tran-
sition through the preparation of sectoral baseline
analyses and prospective studies, the adjustment of
the legal and institutional structures and the estab-
lishment of efficient labour retraining mechanisms.

¢) The performance of exclusively governmental
duties

Despite the trends mentioned above, the State —by
virtue of its economic importance, its ability to levy
taxes and the power that it holds— remains the para-
mount organization in the countries of the region;
moreover, there are many tasks for which it bears
virtually sole responsibility. Therefore, the planning
of its acts and the skill with which it manages its
activities are matters of very high priority. Three to-
pics should be considered in this connection: the
management of global imbalances; the accumulation
of social, physical and human capital; and the dis-
tribution of duties and powers within the State ap-
paratus.

i) Management of global imbalances. The gov-
ernment must keep macroeconomic imbalances under
control in order to permit growth within a context of
stability, which, in its turn, is a necessary condition in
order to meet the challenges involved in changing
production patterns with environmental sustainability
and social equity. Within this framework, fiscal man-
agement must be geared towards achieving structural
stability of income together with budgetary flexibility
so that the public sector’s financing needs will be
kept in line with the resources actually at its com-
mand.

In order to meet the other challenges it faces,
however, a government must also maintain a pro-
gressive fiscal policy (ECLAC, 1992¢, chap. 1V). This
progressivity needs to be measured in terms of the net
impact on the various social groups of all the govern-
ment’s acts taken together: taxation and public-sector

rates and prices, on the one hand, and the various
types of expenditures, on the other. Thus, the manage-
ment of economic, social and environmental imbalan-
ces could be based on the proper articulation over
time of measures affecting the amount and stability of
public resources, the possibility of reallocating funds
from one budget item to another and, in particular,
more efficient expenditure patterns.

iy Formation of social, physical and human
capital, Given the systemic nature of the concept, in
order for significant progress to be made in promoting
genuine competitiveness, physical infrastructure must
be developed and must run efficiently at international
prices. The region’s physical infrastructure was
allowed to deteriorate so much during the fiscal crisis
of the 1980s that its rehabilitation is now a high-
priority task. The fact that the public sector does not
have sufficient resources to cover the necessary levels
of investment and current expenditure has led govemn-
ments to undertake deregulation programmes, privat-
izations, decentralization schemes, and subsidized or
toll-based leasing arrangements with the private sec-
tor in order to pay for the restoration work, the
necessary expansion, and the maintenance and opet-
ation of major components of the system. Apart from
the above-mentioned regulatory function of govern-
ment-controlled monopolies, mention should also be
made of the complementarity that must exist between
public expenditure and private investment within the
framework of effective government policies to ensure
the harmonious development of a country’s infra-
structure and to guard against negative impacts in re-
lation to social equity, territorial equity and the
environment.

In the area of social benefits, the region is also
witnessing a mounting expansion of quasi-markets for
social security, health and education oriented towards
the upper- and middle-income sectors. The sharp de-
cline in the quality of public services in recent years
has hastened the transition to these new systems, even
in cases where families must make sacrifices in other
areas of their household budget. The great majority of
the population, however, has no choice but to rely on
public services. In addition to increasing the resources
made available for such services, a determined
public-sector effort is required to establish realistic
policies, design effective programmes, target expendi-
ture, coordinate the actions of the institutions in-
volved and, above all, establish efficient systems for
providing the highest-quality services possible.
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iii) Distribution of duties and powers at the
various levels of government. The deconcentration
and decentralization of many of the central govern-
ment’s duties have been prompted by two mutually-
reinforcing factors: the demand for greater autonomy,
and the shrinking supply of resources and capacities
available to the central government. This shift has
three dimensions: corporate management, which is
the typical case of State-run companies; the provision
of social services; and territorial divisions at the le-
vels of national regions, provinces and municipalities.
The process is not a linear one in any of these dimen-
sions, nor is it free of conflicts between the opposing
forces of centralization and autonomy, between
subsidization and obligatory autarky, and between
standards imposed by the central government and
private or local resistance thereto. Two facts should
be borne in mind in this regard. First, the necessary
degree of financial autonomy should be strictly
commensurate with the duties and responsibilities
assumed while seeing to it that the central govern-
ment’s leeway for dealing with macroeconomic im-
balances is reduced as little as possible. Second,
deconcentration and decentralization bring about a re-
organization of the functions of the entire State ap-
paratus, so that it is not merely a question of
strengthening the technical and institutional capa-
bilities of the bodies to which duties and powers are
being delegated; this shift also involves redefining
and organizing the functions of central or sectoral
bodies in order to formulate national policies, define
and enforce standards and regulations, speedily detect
any major variations in the quality of deconcentrated
or decentralized management as measured by national
standards, and take corrective action to suppott their
fulfilment.

The profile of the type of State capable of perfor-
ming these functions differs from the traditional State
structure. While the State may have to be smaller, it
will also need to be sturdier and stronger; it will have
to specialize its various functions while at the same
time achieving greater unity between its leadership
and implementational roles; it will need to interact
more closely with political and operational organiza-
tions and with those of civil society, but. it must also
retain a sufficient degree of autonomy in respect of its
decision-making functijons. This transformation,
whose specific aspects will differ in each country, is
perhaps one of the greatest challenges to be faced by
the countries of the region in the coming years.

3. A new kind of planning

The incipient functions of government which we have
been discussing in this article serve as a necessary
point of reference for efforts to update the content and
methodologies of planning as a technique of govern-
ance. What form will this new type of planning as-
sume, and, in terms of the government’s performance
of its three types of functions (i.e., its role as a cata-
lyst, arbitration between individuat and collective in-
terests, and the exclusive duties of government), what
contributions can it make?

In considering the catalytic role of government,
one important factor is the need to produce informa-
tion about the future, ie., to provide some idea, how-
ever minimal it may be, of the scenarios towards
which each national society could be evolving, There
are at least three reasons for this: it fosters greater
unity and inter-temporal consistency in governmental
decision-making; it provides a marker for private
economic calculations by permitting more accurate
estimates of the risk involved in long-term invest-
ments; and it offers a picture of the possibilities open
to all the members of the social structure. This is
perhaps planning’s chief contribution to a govem-
ment’s ability to govern, since in order to put together
any agenda whatsoever, we must travel a two-way
road between the present and the future; without this
movement back and forth between present reality, a
vision of what is possible and a vision of what is
desirable, there can be no leadership or strategic con-
sensus-building.

In times of rapid change such as the present, this
task involves much more than simply extrapolating
existing trends, but on the other hand it should not be
confused with the now disavowed type of planning
praxis which sought to dictate the future. Planning’s
job is to serve as a catalyst for an interconnection of
different perspectives that goes beyond what any mar-
ket or any social actor or group could do on its own
and to anticipate what consequences, over different
periods of time, the government’s decisions will have.
Although some countries’ governments do take these
types of factors into consideration, their efforts in this
respect are usually unsystematic and lack a solid
basis. A suitable technical foundation for such an ef-
fort can be provided by a prospective, scenario-based
methodology in combination with a system of leading
current indicators. The task cannot be accomplished
in isolation from the decision-making process at its
highest level, however, although the preparatory work
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may, of course, be the responsibility of a specific
agency (usually the national planning body). There
are two reasons for this: first, it involves managing
information and articulating rationales that find ex-
pression only at that level, and second, it serves as
a tool for strategic decision-making within the gov-
ernment and as the technical basis for consensus-
building outside the government.

The role of a new form of planning in the second
category of emerging governmental functions —i.e,,
arbitration between individual and collective interests
in spheres of activity in which the presence of private
agents is significant— can also be a pivotal one. First,
it can help pinpoint critical areas requiting govern-
ment regulation and supetvision; second, it can' con-
tribute to the early detection and monitoring of any
problems or undesirable effects caused by policy
changes; third, it can be of assistance in the develop-
ment of the necessary technical and negotiating capa-
bilities within the government apparatus; and finally,
it can contribute to the expression and reconciliation
of different interests, to the public transparency of the
process and to the establishment of automatic, institu-
tionalized mechanisms.for the settlement of disputes.
As in the case of the preceding category, this last task.
entails negotiation and consensus-building; however,
in-this case the relevant spheres are more limited in
terms of -the actors involved and more specific as re-
gards the nature of possible disputes.

The third and final category —functions that are
the special prerogative of govemment— also calls for

V1

a considerable planning effort, particularly in relation
to the programming, assessment and follow-up of
govemment action. In these activities, economic logic
and substantive knowledge of the relevant sector must
be systematically applied in the government’s de-
tailed decisions at the respective sectoral or global
levels, based on the corresponding data systems and
operational criteria.

It is important to be aware of the fact that, as
part of the State reforms currently under way in the
countries of the region, the content and procedures
of a number of these fairly routine planning tasks
need to be modified or reoriented. Examples of pro-
cesses which are going to require strategic interven-
tion at some point include the restructuring of the
budgetary process; the reorganization of the system of
investment planning and the evaluation of investment
programmes and projects dealing with social, physi-
cal and human capital; the redefinition of the rela-
tionship between public-sector enterprises and the
central government; and the redistribution of areas of
competence and resources among the various levels
of government. The common denominator of such in-
tervention will be the promotion of organizational,
methodological and procedural adjustments on a
concentrated, selective basis over a limited period of
time; in other words, planning is, in these cases,
associated with the idea of establishing a new system
of government management in specific areas, in ac-
cordance with the current prof1le of governmental
functions.

The relationship between

planning and the budget

The relationship between planning and the budget has
always been regarded as a crucial nexus in terms of a
government’s ability to take action; since, in effect, it
sums up the reciprocal links between decision-
making and resource allocation.

The usual difficulties involved in arriving at in-
stitutional and methodological arrangements that will
serve as effective links between these two processes
have recently been compounded by the interruption
—to a greater or lesser extént depending on ‘the
country- of one or the other of these tasks, -

At the same time, however, some lessons have
been learned that now make it more urgent, but also
more feasible, to find suitable solutions for this recur-
ting problem in respect of government action. These
lessons concern the following: i) the prime import-
ance to be assigned to fiscal matters in the manage-
ment of macroeconomic disequilibria; ii) the need
to consolidate and integrate policies on public
revenues, decisions regarding spending, and the
methods. to be. used to finance any deficits that arise;
i) the importance assumed, in a situation marked by
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resource constraints, by the concepts of priority,
productivity and substitution in comprehensive ex-
penditure programmes; iv) the need for the explicit
definition of a certain time span in which to seek
ways of satisfying latent or deferred demands; and
v) the need for better understanding of the interaction
between capital and current expenditure, as well as of
some of the shortcomings in this way of classifying
certain items of expenditure.

From a technical point of view, it is not too diffi-
cult to visualize the array of instrumental and infor-
mational capabilities needed to configure an
integrated public expenditure programming and man-
agement system, Such a system would. include: i) a
macroeconomic framework, means for interaction
with fiscal programming, and a set of leading indica-
tors for short-term analysis; ii) a fiscal plan with in-
come and expenditure projections for a number of
different assumptions with respect to continuity and
innovation; iif) a multi-year, renewable physical and
social investment programme, with expenditures
spread out over the programming period and updated
yearly; and iv) a physical/economic and financial
budget performance and expenditure control system.

These components entail tasks requiring different
amounts of time to complete: a sliding, medium-term
programming period (from three to five years, with
biannual or annual updates) is therefore called for in
order to provide the time horizon needed to gain a full
picture of the process. It is worth stressing that it is
perfectly possible to put together an analytical frame
of reference such.as the above, although, of course,
the process will not ‘be problem-free (there may be
theoretical or methodological controversies, difficul-
ties involved in linking up its various components,
and questions as to the relevance, up to-dateness and
reliability of the databases to name only a few of the
main p1tfalls)

The fact that these governmental activities are
performed by the civil service raises some major
problems. The institutional dimension is crucial, how-
ever, for convertmg mere technical possibilities into
routine administrative proccdures that can promote
the necessary organization and stability of the govern-
ment decision-making process. The problems in-
volved in the institutionalization of this process are by
no means negligible: strong inertial forces have to
be overcome, coordination mechanisms need to be
designed and set up and, most importantly, a way
must be found to ensure that the relevant information

—which is by no means a free good- flows properly
throughout the system.

Two vital institutional needs in this regard
deserve special mention: the need to have techno-
cratic and administrative machinery capable of inter-
acting efficiently with government leaders, and the
need for a sustained and cumulative process of inno-
vation in respect of public-sector programming and
administrative procedures.

With respect to the first of these needs, many
would agree that the civil service often suffers from
an oversupply of staff and an undersupply of oper-
ational capabilities at one and the same time. There is
also probably a consensus, however, that most of the
countries in the region do have a critical mass of
qualified human resources. Wherein, then, lies the
problem? Public-sector wage levels are surely a major
factor, but not the only one. What inducements to
become and remain a career civil servant can be of-
fered by a government service that is the target of the
types of charges that have been levelled so persist-
ently in the region? It is imperative that the image of
govemnment service shouldbe transformed into that of
a socially-esteemed endeavour characterized by trans--
parency and effective action. This renovation should
be headed by the political leadership, but all the vari-

- ous segments of society, especially the business sec-

tor, must take part in it. The reason for this is simple
but compelling: the successful development of the
private sector of an economy cannot take place in the
absence of a modern public sector capable of perfor-
ming its key tasks efficiently, particularly with regard
to the allocation of the resources entrusted- to it by
society. '

This political ‘decision should also, however, be
reflected in a correspondmg restructuring of legal
provisions, new administrative regulations and the
adoption of procedures that will reinforce the reform
process and sustain it over time so that its results will
be cumulative. Under normal circumstances, this will
also require that political agreements be reached to
maintain the direction of change beyond the term of
any given administration, Perhaps, paradoxically,
State reform must be a State policy. The institutionali-
zation of a solid technical foundation to support the
process of public resource allocation does not appear
to be so controversial an issue as to prevent the con-
clusion of agreements allowing for substantial pro-
gress in this area, and it therefore seems to be a good
starting point.
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It is not, of course, simply a question of building
up a techno-bureaucracy within the civil service,
since the process of allocating public resources also
has an important potlitical dimension. The true basis
for this process is a certain balance between the
technical and political criteria applied at nodes of
the public-sector apparatus at different decision-
making levels. The widespread, aggregative nature
of the process has three main consequences: there
are many different decision-making centres which ad-
vocate different types of expenditures; these units’ be-
haviour is largely determined by their own interests
and their own particular rationales, and the extent of
the power they bring to bear in pushing for their own
initiatives varies widely for technical and political
reasons.

Hence, rather than being a purely technical mat-
ter, the process of allocating public resources entails a
considerable amount of institutional negotiation. To
put it more precisely, the complex process by which
political decisions are taken can be made more effi-
cient and more rational in an overall sense with the
help of better analyses, but it cannot be replaced by
mere technical calculations. What is truly essential is

that this process should, through a positive form of
interaction, serve as an explicit means of setting forth
options and that the corresponding decisions on ex-
penditure should be such as to further the true objec-
tives of the government and of the political forces
represented in the country’s parliament.

The governments of the region are trying to re-
spond to some of these demands in the wake of an
extremely severe crisis. Because of the diversity of
national situations, the countries are likely to go
through several different stages in developing their
operational capabilities: i) putting their houses in
order (coping with urgent imbalances); ii) arriving at
a better understanding of where they stand and where
they are going (logging of data and follow-up); and
iii) plotting out a desired course (ex ante appraisal)
and determining why the goal was or was not reached
(ex post evaluation). The establishment of a suitable
time horizon is crucial for the organization of the
relevant tasks and their priorities and, above all, for
the development of the technical and institutional ca-
pabilities needed to provide a sound basis for politi-
cally significant decisions regarding public resource
allocation.
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The Latin American countries’ position within the international
economy finds concrete expression in the international
operations of their business enterprises. Some of these
operations, such as international trade and finance in major
world markets, are already traditional activities of leading Latin
American firms, and at least since the mid-1970s, these firms
have been part of a rapid internationalization process which
gave rise both to the export boom of the 1980s and also to the
heavy private external borrowing seen in. the 1970s. The leading
Latin American firms still have a great deal of room in which to
expand, and opportunities for them to increase their
international trade and re-enter international capital markets
have become evident during the incipient recovery being made
by most of the Latin American countries in the early 1990s. By
their very nature, however, these traditional components have
certain limitations and will theiefore need to be supplemented
by new forms of international economic activity that can support
and strengthen them over the long term. One of these
modalities, foreign direct investment by Latin American
enterprises, will play a role of major importance. It is therefore
necessary to analyse the effects of foreign investment by Latin
American firms on those firms’ international competitiveness,
on the development of competitive advantages in the source
country, and on the well-being of the population in both the

source and destination countries.
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I

The components of internationalization

The traditional components of leading Latin Ameri-
can firms’ 1 involvement in. the intérnational econ-
omy, i.€., international trade and the international

capital market, are subject to certain limits that

mainly have to do with what is happening in the
world economy in the 1990s; this is particularly the
case owing to the following limiting factors:

i) Trade negotiations such as those undertaken
within the framework of the General Agreement on
Tariffs and Trade (GATT) are subject to an inherent
limijtation that will persist regardless of the outcome
of the present round. This limitation lies in the fact
that although such negotiations concentrate on areas
of conflict, they do not cover the structures that gave
rise to those conflicts. Moreover, much more ground
will have to be covered before negotiations of the
type being held between Japan and the United States
under the terms of the Structural Impediments Initia-
tive are included on the agendas of the governments
of the region. Under these circumstances, and given
the intermittent appearance of protectionism in major
world markets, trade constraints due to conflicts may
hinder the internationalization of Latin Ametican
firms.

ii) The existing regionalization processes have an
as yet undetermined potential for trade creation and
diversion. Although it is still too early to predict what
the main effects of the three main regionalization pro-
cesses now under way will be (the formation of a
single European market, the North American Free
Trade Agreement and the East Asian common econ-
omic space), the clash between strategies aimed at
creating “closed” zones (strongholds) and those de-
signed to set up “open” zones may cast some doubt
upon the potential of trade as a tool for the interna-
tionalization of firms based in countries that are not
part of these major agreements. 2

iif) The other main traditional component of in-

- ternational economic activity -international finance—

also has certain limitations which, in this case, stem
from. expectations of a real capital shortage in the
1990s. These expectations became still stronger once
the costs of Germany’s reunification and of the econ-
omic changes in Eastern Europe became apparent,
and they have had a strong influence on government
decision-making in some of the larger countries of the
region since 1989. The recent acceleration of the
movement towards trade integration in the region has
undoubtedly been one of their effects.

These three limitations are not immutable, and
their severity may indeed undergo unexpected
changes during the 1990s. The fact remains, however,
that they introduce an element of uncertainty into
business decisions. Various firms, both in the newly
industrializing economies (NiEs) of East Asia and in
Latin America, have sought to reduce that uncertainty
through heavy foreign direct investment, particularly
in developed countries. Foreign investment not only
allows them to use intra-industry and intra-firm trade
as tools of market penetration, but also opens up at-
tractive opportunities for other investments and for
the acquisition of technologies unavailable on the in-
ternational market.

‘In addition to the opportunities for the quantita-
tive and qualitative expansion of trade and financing,
foreign direct investment permits the addition of en-
trepreneurial inputs to regionalization and even glo-
balization processes. ¢ At the international level, there
appear to be two major ways in which regional econ-
omic zones are established: i) the European strategy
of pursuing political negotiations aimed at the con-
figuration of a formally-constituted common market;
and ii) the prevailing strategy of the swiftly growing

! Latin American firms are defined here as business enterprises
in which a majority of the assets are either owned or controlled

by natural or juridical persons from the region. The features that
qualify a firm as a leader vary from country to country, but have

to do with the size of the company and its: market share. (gener-
ally speaking, their share would need to be among the four or
five largest in the market in question).

2For an in-depth analysis of the subject, see Lawrence, 1991,

3 From a short-term 'pempective, the expectations to this cffect in
respect of the early years of the decade appear to have fallen
wide of the mark. In fact, a relative oversupply of short-term

" capital seems to be flowing into the larger economies of the re-

glon. S

4 As used in this article, the term “foreign direct investment”
refers, unless otherwise indicated, to investments made by Latin
American countries,
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countries of East Asia, 3 In the first case, the integra-
tion process is carried forward by policy measures,
while in the second, the decisive element is direct
investment. Although strategies based on bilateral or
multilateral negotiations have a great deal of poten-
tial, the factors driving forward the economic integra-
tion of regions in South-East Asia appear to be much
more powerful. 6

These two approaches (overcoming the limita-
tions of the traditional components of international
economic activity and the materialization of the pro-
cess at the corporate level) have important policy im-
plications. The efficient involvement of such
companies in traditional and new forms of interna-
tional activity will have a direct impact on the levels
of competitiveness and well-being attained by the so-
cieties of their home countries, For Latin American
firms, an understanding of the importance of foreign
direct investment and of how it works is essential in
order to move towards more efficient policies.

It has always been somewhat difficult to explain
why enterprises based in developing countries engage
in foreign direct investment, since they usually lack
the advantages associated with transnational corpora-
tions based in developed countries (economies of
scale, multi-plant economies, proprietary techno-
logies). The theoretical analysis of direct investment
by developing countries has been based on two clear-
ly complementary approaches (UNCTC, 1991): one fo-
cuses on the investment cycle, while the other
concentrates on the advantages available to firms
based in developing countries.

The first approach emphasizes the fact that the
ratio between a country’s outward and inward invest-
ment flows will go through a number of different
stages as part of an evolutionary process whose nature
is primarily determined by the country’s per capita

¥ This strategy involves the movement of industries from Japan,
the leader of Asian technical and industrial progress, to the four
“tigers” which follow it, and from them to a second-tier periphery
(Thailand, Malaysia, Indonesia and the Philippines), followed
now by a real or potential third-tier periphery (Sri Lanka, China
and even Vietnam) which is beginning to be added to this chain.
This strategy has been likened to the formation typical of the
flight of the wild geese, which line up and follow a leader who
points the way.

®The rapid growth of the magquiladoras (export-oriented inbond
assembly industries) of northern Mexico provides an illustration
of the proportions that can be reached by a drive to establish a
position in the international market for “ecoremic” reasons, once
an explicit policy decision has been taken to employ such a
strategy.

GDP, level of industrialization and volume of trade
(Dunning, 1986). The corporate competitive advant-
ages associated with the possession, location and
possibility of internalizing those advantages are con-
sidered to generate a five-stage cycle: i) minimal in-
ward and outward investment flows; i) a
considerable inward flow of investment and an ex-
tremely small outward flow; iii) significant flows in
both directions, but with the inbound flow still ex-
ceeding the outbound flow; iv) an outward flow that
exceeds the inward flow; and v) a new mix of out-
ward and inward foreign investment. As their enter-
prises develop competitive advantages, countries will
pass through these different stages of the cycle.”’
Thus, foreign direct investment may well be a natural
stage in the economic development process.

The second approach involves an analysis, from
two different standpoints, of the advantages possessed
by firms based in developing countries. One type of
analysis is based on the product cycle theory and fo-
cuses on three possible sources of competitive ad-
vantages for such firms: i) the ownership of
technologies which are mature enough to have been
“forgotten™ by companies in developed countries but
which have not yet been mastered by more backward
countries; ii) the lower production costs deriving from
the adaptation of technologies to smaller-scale mar-
kets, local raw materials or a more abundant supply of
labour; and iii) lower wage costs and lower overheads
(Vernon, 1966). The second type of analysis, which is
compatible with the first, focuses on the importance
of the entrepreneurial capacity for performing tasks of
varying complexity through the accumulation of man-
agement skills, marketing techniques and essentially
idiosyncratic technologies that do not lend themselves
to formal structures. 8

The analytical aspects of the above approaches
are not entirely satisfactory. For example, many
countries do not have investment flows that are com-
mensurate with their level of development as defined
by the investment-Cycle approach; the product cycle

7Thus. for example, a number of countries in sub-Saharan Africa
are in the first stage; most of the Latin American countries are in
the second; Argentina, Brazil and Mexico, together with some
East Asian economies (the Republic of Korea and Tajwan), are
entering the third stage; Japan, Germany and Sweden, along with
Hong Kong, are in the fourth; and the United States and the
United Kingdom are in the fifth stage.

& For an example of this type of analysis, see Lall, (983,
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cannot account for the capital- and technology-
intensive invesiments that some developing countries
have made in developed countries; and adaptation as
a source of advantages does not necessarily work to
the benefit of firms based in developing countries,
since the established transnational corporations have
more experience in adapting to developing couniries
exhibiting a wide range of very different conditions,
as well as being able to benefit from the internal
transfer of that experience and of technology.

II

In short, these approaches are useful in explain-
ing what motivates developing countries to make
foreign direct investments in other developing coun-
tries (i.¢., South-South investment), but direct invest-
ment by developing countries in developed countries
(i.e., South-North investment) is a subject that re-
quires further study. This article attempts to contrib-
ute to such an analysis by taking a look at major Latin
American manufacturing firms’ recent experiences
with international expansion.

The scale of foreign

direct investment

1. The international experience

Foreign investment by companies based in develo-
ping countries is not a recent phenomenon, since
South-South investment has been going on since the
early 1930s. By the early 1980s, this type of invest-
ment had become quite significant, although esti-
mates of the accumulated stock of such investment
were extremely imprecise. For example, Louis T.
Wells has estimated that as of 1980 it amounted to
between US$5 billion and US$10 billion, whereas the
former United Nations Centre for Transnational Cor-
porations (UNCTC) (now the Transnational Corpora-
tions and Management Division of the United
Nations) has given a figure of US$15.3 billion for that
same year (Wells, 1983; UNCTC, 1988).

The phenomenon of interest to us here is some-
what different. The stock of foreign direct investment
from developing countries, which totalled around
US$50 billion in 1985, has tended to be concentrated
in developed countries (see table 1).? The available

? As shown in table 1, this figure includes nearly US$18 billion
of investment located in tax havens. More than one-third of
developing countries’ foreign direct investment in 1985 and
more than 20% of it in 1975 came from such countries as the
Netherlands Antilles, Bermuda, Liberia, Panama and the Cayman
Islands, where the major investors are transnational corporations
based in developed countries (UNCTC, 1991).

data on investment during the period 1986-1989 indi-
cate that by the end of the 1980s the accumulated
stock totalled at least some US$80 billion. 19 With the
exclusion of investment from Asia (not including the
Middle East), which has followed the strategy that
has become known as the “flight of the wild geese”,
over 70% of the invesiment flows from underde-
veloped regions have been channeled to the de-
veloped world.

In the early 1980s, of the 18 developing econ-
omies for which information on foreign direct invest-
ment is available, five (Argentina, Bangladesh, Brazil,
Mexico and Taiwan) were investing more in de-
veloped than in developing countries. By the close of
the 1980s, they had been joined by China, Indonesia,
the Republic of Korea and Venezuela, whereas most
of the foreign direct investment from Colombia,
Hong Kong, India, Pakistan, Peru, the Philippines,
Singapore and Thailand was concentrated in de-
veloping countries. Most of the developing econ-
omies that were engaging in foreign direct investment

1% The UNCTC estimated the average annual flow of direct invest-
ment from one group of developing countries for the period
1986-1989 at US$4 747 million (UNCTC, 1991). Since this figure
does not include such economies as those of Hong Kong, India,
Indonesia, Malaysia, Mexico or Peru, we can safely assume that
it seriously wnderestimates total foreign direct investment from
developing countries. Other data compiled by the UNCIC suggest
a figure of about US$BS5 billion for 1988,
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TABLE 1
Developing countries: foreign direct investment stocks
(Millions of doliars')
Investment destinations
Investment sources 1975 1985
Develo];red Developfng Total Develogcd Develop}ng Total
economies economies economies economies
Latin America and the Caribbean
(excluding tax havens) 3151 102 3254 4 664 388 5051
Tax havens* 1157 838 1994 15 402 2507 17 910
Latin America
(including tax havens) 4308 940 5248 20 066 2895 22961
Africa 255 44 299 690 522 1212
Asia (excluding Middle East) 535 2217 2752 4629 8337 12 966
Middle East 394 21 415 5480 519 6 000
Total 5653 3591 9244 36 240 13323 49 563
Foreign direct investment by developing
countries as a percentage of investment
by all countries 4.4 150 6.1 8.1 159 9.3

Source: United Nations Commission on Transnational Corporations, Non-Conventional Transnational Corporations (E/C.10/1990/18), 5 May

1990, table 2.
2 Netherlands Antilles, Bahamas, Cayman Islands and Panama.

® Includes the former Yugoslavia and Turkey as well as figures on direct investment from unspecified developing countries, Conscquem!y,

the sum of the individual entries does not match the totals shown.

directed it towards just a few recipient countries; for
example, in the late 1980s, over three-quarters of the
investment coming from China, Colombia, Hong Kong,
Peru, Singapore and Thailand was concentrated in
the three destinations of greatest importance for each
of those countries. Brazil and the Republic of
Korea, on the other hand, were more diversified: in
1988 there were 13 countries in each of which Brazil
had over US$10 million of direct investment, while
in the case of Korea there were 21 such countries.

In that same year there were 17 destinations (ten
developed countries and seven developing nations)
in which direct investment by developing countries
totalled more than US$1 billion. During the 1980s
the United States was the chief recipient of this type
of investment (with nearly one-third of the total),
but a substantial portion of its share came from tax
havens (73% in 1980 and 46% in 1988). Leading de-
veloping-economy recipients of direct investment
from other developing countries included China,

Indonesia, Malaysia, Mexico, Singapore and Taiwan,
each with over US$1 billion in direct investment
from developing countries not classified as tax havens
(UNCTC, 1991).

Although investment from developing countries
is still only a small fraction of foreign direct invest-
ment worldwide (less than 10%), it grew very rapidly
in 1975-1985, even if investment from tax havens is
excluded from the calculations.

Two elements merit particular attention in this
respect (see table 1). One is the fact that in the 1980s
the Latin American and Caribbean region (excluding
tax havens) slipped downward in the rankings as a
source of foreign direct investment: whereas prior to
that time it had accounted for slightly over one-third
of the total stock of foreign direct investment from
underdeveloped countries, its share shrank to only
about 10% in that decade. Since foreign direct invest-
ment patterns are related to competitiveness, econ-
omic maturily and the type of position held within the
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international economy, this trend is quite disturbing,
In contrast, there was a huge increase, in absolute
terms, in investment from East Asia. This develop-
ment will be discussed in the following section.

2. Direct investment from East Asia

An examination of investment flows in Asia in the
1980s (see table 2) demonsirates the importance of
foreign investment for countries whose economies are
smaller than the largest in Latin America.!! A signifi-
cant feature, however, is that China is playing an in-
creasing role in Asian investment and, in fact, has
become the fastest-growing foreign investor among
the developing countries. For its part, the United
States is a very important destination for investment
from the Republic of Korea and Taiwan (see table 3),
both of which have set up very strong support sys-
tems for their foreign investment activities.

In Taiwan, incentives for foreign direct invest-
ment began to be offered in 1979, when the Invest-
ment Promotion Act introduced exemption from
profits tax on foreign investments. This exemption
benefited firms investing in the exploitation, develop-
ment or processing of natural resources and their ex-
portation back to Taiwan. In 1984, this incentive was
extended to include companies which: i) produce or
process specific government-designated agricultural
or industrial raw materials and sell those products on
the domestic market or export them to other coun-
tries; 1i) are engaged in the transfer of government-
specified technologies; or iii) invest in government-
designated companies and sell their output on the do-
mestic market or to other countries. Also in 1984,
investors were given the right to defer the starting
date for the application of this exemption by one to
four years. Companies meeting the requirements to
qualify for this tax exemption were also given access
to the foreign exchange market under the provisions
of the Exchange Controls Act. Thus, in practice, ob-
taining authorization for a foreign investment quali-
fied that investment for a number of incentives. This

Uy s important to note the huge gap between the figures on
Taiwanese foreign direct investment reported by recipient coun-
tries (see table 2) and by Taiwan itself (see table 3). This discrep-
ancy would appear to be due to the fact that the amount of such
foreign investment has been deliberately undervalued in order to
avoid compromising the recipient countries, given Taiwan’s diffi-
cult position in terms of its international relations (see World
Bank, Department of Industry and Energy, 1989, box 2, p. 10).

gave rise to an extensive system of support for
foreign direct investment, made possible by the com-
bined effect of Taiwanese industry’s competitiveness
and its resulting trade surpluses (Chen, 1986).

The Republic of Korea’s system of incentives for
foreign direct investment has been equally ambitious.
During the 1980s, in particular, four types of stimuli
were offered:

i) Credit assistance from the Korean Export-
Import Bank, which financed as much as 80% of the
total investment (90% in the case of medium-sized
and small firms) at a rate slightly above LIBOR over a
10-year repayment period. The Korean corporations
for the development of petroleum and mining also
provided start-up and working capital for overseas
prospecting and development of natural resources.

ii) Tax incentives which take the form of authori-
zation for investors to establish a tax reserve to cover
possible losses on their foreign investment. This
reserve is equivalent to 15% of the investment (20%
in the case of natural resources) and, if no losses are
sustained, the reserve must be included in the profits
statement over a four-year period, following a three-
year grace period. Other tax incentives include deduc-
tions for taxes paid to foreign governments and an
income tax exemption on dividends earned abroad
from natural resource projects, provided that the divi-
dends are tax exempt in countries that have signed
agreements with Korea to avoid double taxation.

iii) Foreign investment insurance covering up to
90% of capital losses or losses of dividends or interest
due to political factors such as war, expropriation or
the imposition of restrictions on remittances.

iv) The provision of information through the
foreign investment advisory centre set up by the Korean
Small Business Federation and the Korean Export-
Import Bank (Bank of Korea, 1989; Kuang, 1989).

The experience of Korea and Taiwan illustrates a
dual dimension of foreign direct investment by de-
veloping economies. On the one hand, a rapid in-
crease in such investment has been feasible thanks to
favourable balance-of-payments conditions and, most
importantly, a strong competitive position in manu-
facturing. On the other hand, government policy has
been designed to help ensure that the growth of such
investment will serve national interests, the policy
aim being first to secure a supply of natural resources
and then to gain access to markets, management
methods and technology, as well as to transfer out of
the country industries that are on the decline in the
domestic market owing to changes in competitive
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TABLE 2
Asia: investment flows in the 1980s
(Millions of dollars)
Source economies
Host economies Total
Hong Kong Singapore Taiwan Korea N(;Eq Japan Other Total
Developing Asian
countries 11 120 1588 2484 412 15 604 11 565 15 159 42 328
Four newly
indusirializing
economies (NIES) 1063 171 43 nd. 12717 8022 17 440 26 739
Total 12 182 1760 2527 412 16 881 19 587 32 599 69 067

Source: World Bank, Department of Industry and Energy, Foreign Direct Investment from the Newly Industrialized Economies, Industry
Series, paper No. 22, Washington, D.C., December 1989, table 3. The data refer to investments made between 1979 and 1988; the period

varies depending on the country.

TABLE 3

Talwan and Republic of Korea: cumulative foreign
direct investment flows, 1986-1990

(Millions of dollars)

Destination Taiwan Korea
South-East Asia 990.6 * 601.8
North America 1176.8 1045.1
European Economic .

Community (EEC) 41.0 141.3
Other 653.2 360.4
Total 2 861.6 2 148.6

Source: Organization for Economic Cooperation and Development
(OECD), The Dynamic Asian Economies and International Di-
rect Investment, OECD SG/AW/CIME (92)4, Paris, 1992; and World
Bank, Foreign Direct Investment from the Newly Industrialized
Economies, Industry Series, paper No. 22, December 1989, tables 5
and 6.

* Authotized investments
US$2 527 million.

according to recipient countries:

factors (a rise in real wages, for example). 12 Given
the investment dynamics of these two economies and
their geographic orientation, in this case, too, we
are witnessing a combination of investments in de-
veloped countries and investment linked to industrial
deployment, as an efficient mechanism for improv-
ing the position of these economies in the world
market.

3. The scale of direct investment by Latin America

Although there is information at the company level
which shows that investment by Latin American
countries has grown rapidly since the mid-1980s,

aggregated information on investment flows and
stocks is available for only seven countries in the re-
gion: Argentina, Brazil, Chile, Colombia, Mexico,
Peru and Venezuela. The data for 1988-1990 indicate
that these countries had foreign investments totalling
US$7 461 million, 13 which was more than double
the estimated total for the entire region in 1975 (see
table 1). Argentine, Brazilian, Mexican and Venezue-
lan investment was concentrated in developed coun-
tries and tax havens; the other countries’ investments
tended to be located in Latin American countries and
tax havens.

12The expansion of Korean and Taiwanese investment once their
industries had matured is in keeping with the notion of an invest-
ment development cycle described earlier. The use of investment
as a means of facilitating industrial retrofitting through the trans-
fer abroad of industries as they become obsolete (without, how-
ever, relinquishing control over them) is in line with the
ideas on Japanese investment set forth by Terutomo Ozawa
(Ozawa, 1991). This article by Ozawa shows how Japanese
foreign direct investment has been an essential catalyst for the
country’s shift towards a more sophisticated domestic industrial
structure by allowing the transfer to other countries of industrial
activities in which Japan has been losing its competitive edge
and by serving as a support mechanism for the economy’s shift
towards scctors that provide more value added. For an early ex-
position of these ideas, see Ozawa, 1975.

YThe breakdown for this total is as follows: Argentina:
US$2 730 million; Brazil: US$2 397 million; Mexico: US$903
million; Venezuela: US$765 million; Colombia: US$402 mil-
lion; Chile; US$201 million; and Peru: US$63 million. The data
were obtained from ECLAC, 1992a, for Brazil, Chile, Colombia
and Peru in 1990, and from UNCTC, 1991, for Argentina, Mexico
and Venezuela in 1988,
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TABLE 4

United States: net inward foreign direct investment position

(Year-end stocks, in millions of dollars)

1991 1990 1989 1988 1987

Brazil 488 378 428 286 293
Mexico 608 550 1251 218 180
Panama 4 367 4099 3039 2878 2627
Venezuela 544 489 1431 540 411
Other 458 503 474 409 425
Latin American total 6 466 6020 6624 41331 3935
World total 407 577 396 702 373763 314754 263 394

Source: Uniled States Department of Commerce, “The international investment position of the United States in 1990”, Survey of Current
Business, vol. 71, No. 6, Washington, D.C., June 1991; and “The international investment position of the United States in 19917, Survey of

Current Business, vol. 72, No. 6, Washington, D.C., June 1992,

More recent data (June 1992) put Brazil's
total foreign investments at US$4 139 million, of
which 53% was in tax havens, 39% in developed
countries (mainly the United States and United
Kingdom) and 8% in developing countries (Peres
Nafiez, 1993). Indeed, Brazilian investment in
developed countries has grown extremely rapid-
ly, soaring from US$707 million in 1983 to
US$1 601 million in 1992, with nearly two-
thirds of that sum going to the United States
(US$1 064 million). Data on the main destination
for Latin American investment (the United
States) indicate that the Latin American coun-
tries” net position 14 increased by almost 65%
between 1987 and 1991, jumping from US$3 935
million to US$6 466 million, with Venezuelan,

14 “Net position” is the sum of foreign direct investors’ capital
plus the net balance of their accounts with their affiliates located
in the United States. It will therefore be determined by the finan-
cial policy of the parent company and its affiliates, which in turn
will be heavily influenced by real interest rates in the source and
destination countries. The ratio between these rates changed radi-
cally, for example, between Mexico and the United States in
1989-1990.

Mexican and Brazilian investments (if Panama is -
excluded on the grounds that it is a tax haven) ac-
counting for the bulk of that amount (see table 4).

A detailed analysis of the majot economic vari-
ables for non-bank affiliates in the United States (see
table 5) !5 points up the considerable sales volumes
achieved by companies in which Latin American in-
vestors have an interest: in 1990, their sales amounted
to US$19 341 million, which is in line with other stat-
istics that put the number of jobs created by these
affiliates at over 34 000. Although these amounts still
represent only a small fraction of total foreign in-
vestment in the United States (slightly over 1% in
1990), they are on the rise, and their size in absolute
terms is quite significant for the source countries in
question.

5The Survey of Current Business defines an affiliate as any
company in which 10% or more of the voting stock is owned by
a foreign investor. :
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TABLE §

United States: sales and jobs provided by non-bank

U.S. affitiates of foreign firms

Sales (millions of dollars) Jobs (thousands)
Source country

1990 1989 1988 1990
Brazil 1 600 1035 993 23
Mexico 2851 2543 1398 12.0
Vernezuela 13 196 7 862 6 604 16.2
Other 1694 2256 1935 4.1
Latin American subtotal (excluding
Panama) 19341 13 695 10931 346
Panama 4008 7113 3709 29.5
Latin American total 23349 20 808 14 640 64.1
World total 1168 490 1040 887 886 407 47053

Source: United States Department of Commerce, “U.S. affiliates of foreign companies: operations in 1990”, Survey of Current Business,
vol. 72, No. 5, Washington, D.C., May 1992; and “U.S. affiliates of foreign companies: operations in 1989”, Survey of Current Business,

vol. 71, No, 7, Washington, D.C., July 1991,

III

Main features of Latin America’s

direct investment

Based on an analysis of six case studies —on Argenti-
na, Brazil, Chile, Colombia, Mexico and Venezuela- ®
an idea can be gained of the principal features of the
foreign direct investments made by these countries’
major industrial enterprises. Some of the main such
features are the following:

First of all, these investments are heavily concen-
trated in certain destinations. For Brazil, Mexico and
Venezuela, the main tecipient country is the United
States. Although the levels of Mexican investment in
Central America and Europe and of Bravilian and
Venezuelan investment in Europe are significant, they
do not invalidate the above statement. The invest-
ments of Colombian,!7 Chilean and Argentine manu-

16 These studies were conducted as part of ECLAC/UNDP Re-
gional Project RLA/88/039, “Design of policies to strengthen the
capacity for technological innovation and enhance international
competitiveness in the Latin American entreprencurial environ-
ment”. The appendix contains a list of the main Argentine, Bra-
zilian, Mexican and Chilean manufacturing firms which have
made foreign direct investments. Because the identities of the
firms included in the survey samples in Colombia and Venezuela
were confidential, no fables are given for companies in these two
countries,

"The largest foreign direct investments made by Colombian
firms are those of Carvajal 5.A. (printing and publishing in Brazil,
Ecuador, Guatemala, Chile, Mexico, Panama and Venczuela, and
distribution in the United States and Spain); Distral S.A., which
has invested in the production of capital goods in Venezuela and
the United States (Florida); and Levapan S.A. (production of
yeast in Ecuador and Venezuela). The scope of Carvajal S.A.’s
internaticnalization is illustrated by the fact that nearly 25% of its
sales are made by its foreign affiliates. (Data obtained from inter-
views with executives in the above-named firms,)
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facturing firms are relatively more diversified and
tend to be directed primarily towards other Latin
American countries. 18

Second, the concentration of investment in cet-
tain countries is also related to a heavy concentration
of investment in certain sectors. If we look at the total
sum of investment rather than the number of invest-
ment projects, the following sectoral specializations
(excluding the financial sector) become apparent:

i) Over 95% of Venezuela’s investment in the
United States is in petroleum refining and related in-
dustries, principally through Petrleos de Venezuela
S.A L

ii) Mexican corporate investment is heavily con-
centrated in non-metallic minerals industries, chiefly
because of the large investments made by Vitro, S.A.
(glass containers and related industries) and by
Cementos Mexicanos S. A.20

iii) Investment by Brazilian firms is heavily con-
centrated in the production of motor vehicle parts
(United States and Portugal), wearing apparel (Spain
and Portugal) and marketing.

iv) Argentine firms exhibit a greater degree of
sectoral diversification; this is primarily because the
bulk of Argentina’s foreign investments were initiated
during earlier stages of development, as will be dis-
cussed later.

Third, the time frame for Latin American firms’
foreign investments differs significantly from one
country to another:

iy The first Argentine-based firms to diversify
their investments by moving some of them out of the
country started to do so in the early decades of the
twentieth century (e..g, Bunge & Bomn in the food
industry and Alpargatas in textiles and footwear).
These investments were channelled to other South
American countries, especially Brazil. Then, starting

18 The largest Argentine investments in developed countries are
in the banking sector and are concentrated in the Netherlands
(UNCTC, 1991).

1% State-owned aluminium producers are in second place, with
investments in Belgium, the United States and Costa Rica, Major
investments in other sectors include Corimdn’s involvement in
the chemical industry in the United States and Venezolana de
Pulpa’s investments in the United Kingdom (Ross, 1991; ECLAC,
1992b; América Economia, 1992).

20 For an analysis of how Vitro S.A.came to be the second-
largest producer of glass containers in the United States and how
Cementos Mexicanos S.A. (CEMEX) ended up controlling 29% of
Spain’s cement market, see Peres Nidez, 1990, and The New
York Times, 1992.

in the 1940s, a number of firms that had met with
success in import-substitution activities, particularly
in the metal products and machinery industries, also
began to invest in other countries of the region (Katz
and Kosacoff, 1983). Finally, in the 1980s -largely
because of the effort to restructure Argentine industry
that had begun in the mid-1970s- new business
groups started to invest in other countries in such ac-
tivities as pharmaceuticals, iron and steel, paper,
aluminium, special-order capital goods (short produc-
tion runs) and the food industry (see Bisang, Fuchs
and Kosacoff, 1992).

ii) Brazilian, Mexican and Venezuelan firms
began to make real progress in terms of international
expansion immediately following the recession of the
1980s, although some foreign investments had been
made in preceding decades. While those pre-recession
investments tended to be concentrated in protected
markets in other countries of the region, post-reces-
sion investments have been directed primarily to-
wards the United States. Colombian firms’
investments have followed a similar, although less
marked, trend.

iii) For Chile, internationalization is a very recent
phenomenon which only really took hold following
the relaxation of foreign investment regulations in
April 1991,

Fourth, each country’s development model and
policies have had a decisive influence on how -ag-
gressively they have sought to move into the interna-
tional market. This is shown in the following
examples:

i) In the cases of Mexico and Brazil, there has
been a close correlation between the development
model and the amount of investment. Mexico’s devel-
opment model is relatively more open to foreign mar-
kets, and its main economic groups’ levels of
investment have been higher as well, whereas Brazil-
ian groups —which operate on roughly the same scale
as their Mexican counterparts— exhibit less of a pro-
pensity for foreign investment. Of course, the dif-
ference in the location and size of the two countries’
domestic markets plays an impottant role in the per-
sistence of different development styles. Another
compelling demonstration of the development
model’s importance as a determinant of the intensity
and scope of international expansion by Latin Ameri-
can firms is provided by an analysis of the behaviour
of the region’s main television networks (Arruda,
1991; Robina, 1991).
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ii) The reorganization of -Argentine- industry in
the 1970s and 1980s is reflected in the profile of the
Argentine:firms that have internationalized their oper-
ations since that time. Argentine companies’ long his-
tory of international expansion provides a clear
illustration of the close correlation that may-exist be-
tween a couniry’s development style and the growth
of its foreign investment activity (Bisang, Fuchs and
Kosacoff, 1992). ‘The different development models
used. by this -country have gone hand in hand with
different investment strategies and motivations. The
incipient trend towards foreign - investment by
Chilean firms reflects an equally significant restruc-
turing process.

iii) The structural “petrolization” of the Venezue-
lan economy has had a decisive effect on the level
and structure of iis foreign investments (ECLAC,
1992a, box V-6).

v

In short, there is a clear-cut relationship between
the conceniration of investment flows in certain reci-
pient sectors and countries and the time frame and
development model in which such flows originated.
The investments made by Argentina and other coun-
tries prior to the 1980s were a “natural” expansion-of
efficient import-substituting processes and business
enterprises. In -some cases, this expansion .was
coupled with the transfer of appropriate technologies
that had been developed or adapted by those same
sectors or firms. The protection of destination coun-
tries’ markets was an incentive for that expansion,
and indeed it “forced” its occurrence, since it was the
only way to maintain market shares that had been
won with-exports. The rationale for many of the more
recent investments, especially by Mexico and Brazil;
is based on a more complex set of factors, which will
be analysed in the following section.

Determinants of foreign investment

The current vigour of foreign investment by some
leading. Latin American firms is the net result of the
interaction between factors that encourage investment
and factors that deter it. Sotme of these factors ate
taken into consideration by analytical approaches for
explaining the growth of foreign direct investment by
developing countries; in the aggregate, however, this
set of factors seems to go beyond the reasons sug-
gested by analyses of the product cycle, of the in-
vestment development cycle and of the skills
development process that were outlined earlier.

1. Factors that stimulate intérnationalization

The business enterprises that were studied have-inter-
natjonalized theit operations in response both to fac-
tors-at work within the companies themselves and to
factors forming part of their external environment.

‘The ‘internal factors —which are the most similar
to those dealt with in traditional analyses of foreign
investment by developed: countries— include the fol-
lowing: o SR

i).An- effort to increase.the firm’s efficiency and
profitability, which entails the use of mechanisms.for
utilizing -comparative  advantages..in a number of

countries, fully exploiting any possible economies of:

scale and of scope, and paving the way for the in-
house development of technology;

if) A desire to initiate or speed up the firm’s
learning process regarding markets, operations, man-
agement techniques, products, etc.; and

iii) The need to reduce the risk inherent in run-
ning a business in a highly unstable economy.

External factors relating to the business environ-
ment have also played an influential role in the inter-

‘national expansion . of companies based in the
"countries of the region. They include:

i) Factors that motivate companies to reduce their
sensitivity to the vagaries of their home country’s
economic policy and economic situation. In particu-
lat, companies in this position wish to increase the
petcentage of foreign-currency revenues in their total
earnings in order to-shield themselves from the insta-
bility- of their home country’s exchange policies. Ob-
viously, for the firms of some countrics, foreign
investment is also a way of reducing their dependence
on domestic markets whose growth is expecied to.re-
main slow, ‘ ,

- ii) Factors related- 1o the dynamics. of market
competition. Foreign investment has given companies
a way to stop firms with- which they compete at the
international level from making further inroads into
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their domestic market, take advantage of opportunities
for forming strategic alliances, and develop new, higher
value-added markets and market: niches (as has been
done, for example, by Brazilian firms in the garment
industry). It should also be noted that the presence of
affiliates in developed countries has made it pessible
or has helped make. it possible for firms from the region
to gain access to new technologies and financing.

iif) Changes in the organizational and technical
structure of industries that use Latin American ex-
ports. These changes have prompted firms to set up
plants in the markets where such user industries are
located. For example, Brazilian automobile part ma-
kers, such as Metal Leve and COFAB, have made in-
vestments in Europe or the United States so that they
can use the just-in-time inventory management sys-
tem demanded by their clients, develop designs in
close contact with them, and place more emphasis on
offering “technological solutions” rather than merely
supplying parts or components (see the case of Metal
Leve in ECLAC, 1992a, box V-4),

iv) It is possible that, within the context of the

international economy, current regionalization pro-- -

cesses may divert trade rather than increasing it. This
generates uncertainty, but that uncertainty can at least
be reduced to some extent by establishing plants, stor-
age facilities or marketing centres in countries which
are firmly-committed parties to existing agreements,
The intermittent appearance of protectionism under-
scores the importance of diminishing that uncertainty.

\Y

The main trends

2, Factors that deter Internationatization

Among the various factors that have discouraged
leading firms-in a number of countries from trying to
internationalize their operations, two main categories
can be identified: '

i) Macroeconomic policies, particularly those
having to do with regulations that obstruct the free
flow of funds reflected in the capital account (such
regulations were in effect in most of the countries of
the region up to the mid-1980s, and even mote re-
cently in the case of Chile) and with the absence of
international treaties to eliminate double taxation.

ii) Factors at work within the firm. Shortages of
some factors of production (e.g., financial resources
and management teams) have blocked or delayed
foreign investments. In addition, the fact that many
firms do not know a great deal about international
investment has acted as a significant constraint by
raising the level of uncertainty regarding the results of
possible investments. -

The available information on the cases studied
indicates that the factors which encourage interna-
tionalization outweigh the factors hindering it at the
present time and are likely to continue to do so in the
future. Although the elements-at hand do not provide
sufficient grounds for describing the investments now
under way as an authentic process in the strict sense
of the word, they do seem to constitute a sufficient
basis for the identification of certain trends.

in

Latin America in the early 1990s

The existing trends are not of a regional character, but
instead are essentially a result of the specific econ-
omic situation in each country and the strengths and
weaknesses of its firms. Generally speaking, how-
ever, businesses are increasingly coming around to
the view that foreign investment is necessary in order
to hold on to markets they have already penetrated or
to carve out a position in markets where the level of
value added is higher; it is also felt that in global
industries, companies in countries which are in the
process of opening up their economies to trade and
which suffer from systemic shortcomings run the risk

of losing their own domestic market unless they, too,
operate on the basis of a global strategy. ‘

The basic trends observed in the individval coun-
tries are as follows: '

i) Mexico’s large privately-owned groups. are in-
creasing their investments in the United States; this
trend is associated with the creation of the North
American Free Trade Area.

ii) For Argentine firms, the establishment of
MERCOSUR  strengthens the foundations of their
strategy of investing in southern Brazil, especially
in activities linked to agro-industry.

THE INTERNATIONALIZATION OF LATIN AMERICAN INDUSTRIAL FIRMS + WILSON PERES NUNEZ



CEPAL REVIEW 49 - APRIL 1893 67

iii) Some Chilean companies have made relative-
ly large foreign investments, especially since the re-
laxation of regulations governing access to the
informal exchange market for operations involving
direct investments outside the country. This liberali-
zation has been ocoupled with greater maturity on the
part of those Chilean firms capable of engaging in
foreign investment, as has been clearly reflected in

VI

their participation in the privatization of major com-.
panies in Argentina since 1991, 21

Although the foregoing indicates that the level of
foreign direct investment by Latin American enterprises
is already rising, a fuller understanding of the phenome-
non and its effects by the countries’ governments and
societies will surely cause this trend to grow stronger
and the process will become even more dynamic.

The impact of Latin American

foreign investments

In actual fact, no assessments are currently available
of the impact of Latin American firms’ foreign invest-
ment activity. More specifically, it is not known how
it affects the international competitiveness of the
firms® home countries, much less the well-being of
their inhabitants. Social and political acceptance of
these investments has been hindered by the lack of
such evaluations. In some countries, it is difficult
even to gain access to information about these busi-
ness activities because foreign direct investment is
confused with capital flight, the depletion of domestic
savings, and even a lack of patriotism. Complete, ac-
curate information and a suitable evaluation would
surely help to dispel preconceived ideas that con-
stitute a very real obstacle to foreign investment.

Despite the absence of such an assessment, suffi-
cient information can be compiled to attempt at least
a rough evaluation of the impact of foreign direct
investment in terms of winning or maintaining mar-
kets and gaining access to financial resources.

As regards the impact of foreign affiliates on the
external trade of their host countries, the available
information on foreign affiliates established in the
United States (see table 6) indicates that, on balance,
their net effect on the host country is negative.

Although the table does not mean that the source
country is the sole beneficiary of this situation, the
information to be gleaned from country studies and
from an analysis of the nature of the large-scale in-
vestments made by Mexican firms in glass and ce-
ment, by Brazilian firms in automobile parts and by
Venezuelan companies in the oil industry all indicate
that foreign investment has indeed improved these
countries’ trade balances. '

In the area of finance, the deterioration of Mexi-
co’s net foreign investment position in the United
States between 1989 and 1990 (see table 4) appears to
suggest that affiliates in that country are being used as
a source of finance. The available information indi-
cates that direct investment by Mexico has actually
increased; therefore, the reason for the deterioration
in the net position must lie in the parent companies’
accounts, which should have shown a reduction in the
affiliates’ debit balance or an increase in their credit
balance. Either of these two movements would be in
keeping with the spread between the two economies’
real interest rates during those years.

The exact way in which government policy in-
fluences the internationalization of companies in the
region is still far from being fully understood. How-
ever, even before precise evaluations become avail-
able, it is safe to say that the negotiation of
agreements to prevent double taxation and eliminate
unnecessary obstacles to the flow of capital for direct
investment would be appropriate steps to take in
order to boost competitiveness and strengthen Latin
America’s entrepreneurial base. Before recommend-
ing any further measures, much more precise infor-
mation would be needed on the consequences of
internationalization.

U According to information supplied by the Ministry of Econ-
omic Affairs of Argentina, Chile’s direct investment in that
country during 1992 amounted to US$700 million, which is con-
siderably more than the US$200 million in foreign direct invest-
ment registered with the Central Bank of Chile between 1971
and 1991 (Estrategia, 1992, p. 39). For a list of the main direct
investments in Argentina made by Chilean firms, see section D
of the appendix,
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TABLE 6

United Sﬁltu: exte.r‘nal.irado of non-bank

U.S. affiliates of foreign firms

(Millions of dollars)

1990 1989 1988

Source country: - -

Exports from Imports to Exports from Imports to Exports from Imports to

United States  United States  United States  United States  United States  United States
Brazil 196 211 134 186 148 186
Mexico 157 811 131 821 84 803
Venezuela 257 4 637 141 2 886 74 O
Other 1027 603 1274 609 ~ 1217 .2
Latin American subtotal 1637 6 262 1681 4 501 1342 3806
(excluding Panama) . . ) . o
Panama 247 ’ 547 1331 544 266 523
Latin American total 1883 6809 - © 2012 5045 1808 4329
World total 91137 180 674 84 263 169 745 69 541 155 533

Source: United States Department of Commerce, “U.S. affiliates of foreign ¢companies: operations in 1990”, Survey of Current Business,
vol. 72, No. 5, Washington, D.C., May 1992; “U.S, affiliates of foreign companies: operations in 1989", Survey of Current Business, vol. 71,,
No. 7, Washington, D.C., July 1991; and “U.S. affiliates of foreign companies: operations in 1988”, Survey of Current Business, vol. 70,
No. 7, Washington, D.C., July 1990. The sums of the source figures will not always match the totals and subtolals shown

* These figures were suppressed by the source for reasons of oonfldemlahty

A detailed study would also help to-do away with
obstacles to foreign invesiment created by the perhdps
mistaken idea that such investments constitute an in-
efficient use of chronically scarce domestic savings
which are needed to fund national development. The
restrictions which' the Government of Venczuela
placed on foreign investment by Petrélecs de Vene-
zuela S.A. in mid-1992 appear to be the result of just
such a mlsooncept;on (Latin American Weekly Report,
1992) These types of image problems are also found
in the recipient countries, as is shown by the resist-
ance of congressmen in the United States to the pur-
chase of ppI Del Monte Fresh Produce by a Mexican

group

It ‘may therefore be concluded that an in-depth
analysis is needed of the ways in which foreign in-
vestment by Latin American firms affects those firms’
international competitiveness, the creation of compe-
titive advantages in the source country and the well-
being of the population in both the source- and
destination countries.

22Opposition to this purchase was sparked by the fact that the
State-owned industrial development bank (Nacional Financiera)
has a minority interest in the Mexican group in question (La
Jornada, 1992 Thc Wall Street Jouraal, 1992)
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APPENDIX
A. Main Argentine firms with direct investments abroad
Company Foreign Country Year - Activity Observations
affiliates
Bunge & Molinos ‘
Born Harineros Paraguay 1943 Agroindustry
Sanbra Brazil 1905 Agroindustry Controls 11 fitms
Samrig Brazil 1928 Chemicals, textiles Controls 2 firms
La Fabril Peru 1943 Agroindustry Controls 9 firms
Alpargatas Fabrica Uruguaya Uruguay 1890 Yarns, footwear
de Alpargatas ' *
S3o Paulo Alpargatas Brazil 1907 Yarns Brazilian-owned
. since 1982
Comercial Textil Ltda. Chile 1982 Marketing
Anstalt Balzer - Switzerland 1983 Holding company ,
Exportex Anstalt Switzerland 1985 Marketing Has 5 branches
Arcor Arcopar Paraguay 1978 Candies Joint investment
: with local capital
Nechar SA Brazil 1980 Candies ‘
Van Dam SA Urnguay 1980 Candies Joint investment
‘ : with local capital
Alimentos Indal Chile 1981 Jam Joint investment
with local capital
Techint TPT Houston USA 1990 Pipe finishing
CEI Ttaly 1922 Electro-mechanical engineering
Techint SA Mexico Mexico 1954 Industrial engineering
COMEI Mexico nfs Industrial engineering Controlled by Techint
Mexico
Techint TAMSA Mexico 1952 Steelmaking Minority share
Pomini Farrel Taly 1988 Industrial equipment
Giustina International Italy n/s Industrial equipment Controlled by Pomini
Farrel
Breda-Techint Macchine Ttaly n/s Industrial equipment Joint investment by
Alumix-Breda and
Techint
Casagrande Techint Italy 1990 Industrial equipment Joint investment by
Casagrande and Techint
EV. Ecuacobre Ecvador 1978 Sanitary fittings
DOCOL Brazil 1984 Sanitary fittings
Fravi SA Brazil 1917 Marketing
EV. of America UsA 1988 Marketing
Celulosa Fabipar - Paraguay 1982 Paper manufacture
SINTYAL Lab. Krinos Venezuela 1982 Pharmaceuticals
Sintyal Peru Peru 1985-1989  Pharmaceuticals
Sintyal Chile Chile 1985-1989  Pharmaceuticals
Sintyal Uruguay Uruguay 1985-198%  Pharmaceuticals
Chepar Paraguay 1985-1989  Pharmaceuticals
Chemobras Brazil 1985-1989  Pharmaceuticals -
Difucap Brazil 1985-1989  Pharmaceuticals In association
: with Sanofi
Chemo-Ibérica Spain 1974 Marketing
Parke-Davis Espaiia Spain 1985 Pharmaceuticals
n/s Italy n/s Pharmaceuticals
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Company

Foreign

Country

Activity

Year Observations’
affiliates )
Bagé Hondulab Honduras nfs Pharmaceuticals Contract with
Keun Wah
Pharmaceutical Co.
of Korea
Laboratorios Amstrong (49%)Mexico ns Pharmaceuticals
Ethipharma ) Bolivia /s Pharmaceuticals
Profarma Chile /s Pharmaceuticals
Betal Uruguay n/s Pharmaceuticals .
Gramén G. Ramén Paraguay nfs Pharmaceuticals Minority share
Roemmers Roemmers Uruguay Uroguay n/s Pharmaceuticals
Roemmers Paraguay Paraguay nfs Pharmaceuticals
Manuel Sanmarifn Méquinas Sanmartin Ltda.  Brazil 1975 Machinery for the
beverages industry
Miéquinas Austral SA Mexico 1978 Bottle-washing machines
Carballo y Cfa Equis SRL Paraguay 1975 Machirery for the
S beverages industry
n/s Brazil n/s Machinery for the
beverages industry
Peiiaflor Bearco Puerto Rico 1979 Wines
Andean Vineyard Co. Inc. USA 1975 Wine marketing
Vinos Argentinos
‘Imports USA USA 1978 Wine marketing
Trapiche UK United Kingdom 1990 Wine marketing
Promecor Promecor Brasil Brazil 1980 Machine tools
Special machinery
Zanella Hnos. Agroméczinica Paraguaya Paraguay 1965 Motorcycle parts Sold in 1973
and metal products
Branco Motores Brazil 1991 Engines With automatic
gearboxes for mopeds
nfs Brazil 1992 Moped factory In course of execution
Sandor n/s Brazil - Dairy products In course of execution
n/s Mexico Dairy products In course of execution
Carrocerfas n/s Brazil Chassis manufacture In course of execution
El Detalle

Source: Adapted from Roberto Bisang, Mariana Fuchs and Bernardo Kosacoff, Internacionalizacién y desarroflo industrial: inversiones
externas directas de empresas industriales argentinas, ECLAC/UNDP Regional Project RLA/88/039, ECLAC, Santiago, Chile, 1991.
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B. Main Brazilian firms with direct investments abroad

Companies Sales ‘
(by sectors) (millions of Activity Country Year Observations
dollars) :
Foodstuffs
Copersucar 2043 Soluble coffee USA 1976 Fourth largest coffee processor plant in
the USA. Sold to Nestlé in 1986.
Cerval Alimentos 1135 Soya oil and Portugal To begin Joint investment with other
(Hering) meal plant in 1993 Brazilian groups.
' Investment: US$40 million.
Textiles and clothing
SP Alpargatas 693 Jeans factory Spain 1989 Investment less than US$14 million.
' Flexibility in meeting clients’ needs. '
Penetration of segments with bigger
margins. )
Hering 214 Shirt factory Spain 1988 780 workers in 1991. To serve a market
(Euro-Disney) _segment demanding quick deliveries.
Other projects in Germany and USA.
Staroup 72 Jeans factory Portugal 1989 Add value to product.
Portuguese partner.
Packaging T
Toga 141 Paper and cardboard USA 1988 Bryce Corporation provided
- packaging factory 40% of capital.
ITAP 138 Food packaging USA (Buffalo, 1983 150 workers. Production, and finishing
factory New York) of products exported from Brazil.
: Project for a plant in Portugal.
Electric and :
electronic goods . : :
Brastemp 763 40% of former Argentina -1990 Investment: US$10 million.
Philips affiliate; : Joint investment with Whirlpool.
refrigerator production
Gradiente 272 Assembly of - Mexico 1973 Closed down in 1986.
. audio equipment
., Laboratory and United 1979 | “Garrard” brand; plant closed
. trade-mark Kingdom “down in 1982,
Wood and furniture . L o
Duratex 254 Factory Germany 1990 Joint investment. 1990 sales:
(Itau Group) ) ’ (Hanover) US$14 million. Increase value added.
Steelmaking and
capital goods s
Gerdau 1097 Steelworks Canada - 1989 Ontario plant: 250 000 tons per year.
o I (Ontario) ' Uruguayan plant: 39 000 tons per year.
Uruguay 1981 Sales on protected markets; USA.
Motor vehicle parts - o - ‘ o
COFAP 616 Engine part factory Portugal 1991 Investment: US$150 million.
’ o S ’ ' " 'EEC Fund (Europe *92).
50% of INDUFREN .~ Argenlina 1991 Eliminate potential competition
i ' ' o ' in MERCOSUR. o
Metal Leve 366 Piston factory USA 1989 Investment: US$L0 million.

(South Carolina) Sales: US$15 million. Clients demand
technological solutions and “just in time”
operation. Projects: piston factory
(EEC) and gasket factory (USA).

SIFCO 142 Shaft machining usa - 1989 “Just in time” operation Project: second

plant

machining plant for 1991,

Source: Vivianne Ventura, A internacionaliza¢éo das empresas brasileiras, ECLAC/UNDP Regional Project RLA/88/039, ECLAC, Santiago,

Chile, 1991
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C. Main Mexican firms with direct investments abroad

Company Activity Country Observations
Bimbo Foodstuffs Guatemala Projects in Colombia and El Salvador
(bread) Chile :
Camesa Metal products USA
CEMEX Cement USA Controls 29% of the Spanish maret
Spain Produces cement and cement
mixers in the USA.
Cydsa - Chemicals Usa
Empresas Qil industry USA
Lanzagorta equipment
EPN Oil industry USA
equipment
GEAM Agricultural products USA Controls PPI Del Monte
Fresh Produce.
Investment: US$500 miilion.
Grupo Chihuahua n/s USA
Industrias Monterrey Foam panels USA Joint investment,
Herdez Foodstufts Usa
Grupo ICA Construction USA
Central America
Maseca Corn meal Costa Rica
Pefioles Mining Usa
Petréleos Oil refining Spain Investment: US$170 million in 5% of
Mexicanos REPSOL (I.N.H.).
Pefioles Mining USA
Pulsar Carpets usa
Quadrum Manufacture of public USA
telephones
TAMSA Steel pipes USA
Glass, glass products Usa . Controls Anchor Glass Corp. (second

Vitro SA

. and domestic
. appliances

largest producer of glass
containers in USA).
Joint investments

with Corning Inc.

Source: Expansién, No. 589, Mexico City, Expansién SA, 29 April-1992; América Ecanomia, special issue, December 1992; The New York

Times, 21 July 1992,
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D. Main Chilean firms with direct investments abroad

Company Activity Country Observations
Chilectra, Enersis Electricity Argentina Owns 25.2% of EDESUR.
and Endesa Investment: US$275 million.
Endesa, Enersis and Electricity Argentina Owns 42% of Central
Chilectra Costanera. Investment
US$23 million,
Chilgener and Electricity Argentina Owns 60% of Central
Chilquinta Puerto. Investment: US$92 million,
Masisa Construction of a Argentina Investment:
particle board plant US$35 million.
Compaiifa Manufacturera Purchase of a Argentina Qufmica Estrella San
de Papeles y diaper factory Luis SA. Investment: US$11.5 million.
Cartones
Dos en Uno Candy factory Argentina Investment: US$10 million.
Cemento Polpaico Cement Colombia Minority share.
Investment: US$10 million.
Cerdmicas Purchase of a Argentina Investment: .
Cordillera ceramics plant US$8.5 million.
Indura Purchase of an Argentina
industrial gases plant
Grupo Luksic Brewery, Argentina Investments in the
electricity province of Salta
Cochrane SA Printing and Argentina Joint investments with
publishing Editorial Atl4ntida (Argentina)
and Editorial O Globo (Brazil).
SOQUIMICH Nitrates and Argentina and Affiliates in six countries
iodine other countries with investments of
US$7 million.
Madeco Electrical Argentina Purchase of Industrias Eléctricas
industry Quilmes. Investment: US$5.5 million.
Madeco Copper pipes China Joint investments with Codelco

(Chile) and Beijing Non Ferrous Metal
to set up Beijing Santiago

Copper Corporation.

Capital: US$4.8 million.

Source: Luis Herndn Padl Fresno, Segunda ctapa en el proceso de integracidn a los mercados globales: inversién directa de empresas chile-
nas en el exterior, BECLAC/UNDP Regional Project RLA/B88/039, ECLAC, Santiago, Chile, 1991; Estrategia, Santiago, Chile, 28 September
1992 and 19 November 1990; E/ Mercurio, Santiago, Chile, 18 April 1992,



CEPAlL REVIEW 49

75

Water property rights

and the State:
The United States

experience

Carl J. Bauer

Visiting doctoral candidate,
Department of Jurisprudence
and Social Policy,

Boalt Hall School of Law,
University of California
(Berkeley)

The nature of property rights regimes has great influence on
patterns of water and other natural resource development, and
hence on economic development in general. Although in
capitalist societies property rights are predominantly “private,”
their actual form .and content are shaped by a wide range of
political, economic, legal, and social institutions, so that the
boundary between “public” and “private” is often very hard to
define. The case of water is especially problematic: its peculiar
physical characteristics mean that private rights are typically
rights to use rather than ownership, and the need for public
regulation to coordinate users is inescapable, In addition it is
commonly believed that water rights regimes are much affected
by geographic conditions: primarily whether the climate is wet
or dry. This paper presents a North American case study of
property rights and State involvement in water development that
has several features similar to contemporary Latin America:
geographic contrasts, economic transformation from agricultural
to urban/industrial development, and political conflict over the
role of the State and the limits of private property. The case is
that of the State of Washington from the late 19th century to the
Second World War, characterized by two contradictory water
rights doctrines and a dramatically changing balance between
irrigation and hydroelectricity, Several general lessons for
the Latin American region can be drawn from this case:
i) geographic conditions are much less important to legal
doctrine and institutions than the redefinition and security of
private rights needed to stimulate capital investment; ii) the
impertance of water development for regional economic growth
depends on State involvement to overcome the limitations of the
private sector; iii) private property can take several different
and incompatible forms: a point which both its proponents and
critics often ignore; iv) a private property regime geared to
dynamic economic development can only be established and
maintained with the active support of State intervention and
administration, and v) such a regime can-so effectively overcome
the geographic and social obstacles presented by Nature to
private property that the legal and institutional reforms needed to
ensure “environmentally sustainable development” will probably
have to be more fundamental than is often supposed.
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Introduction

In Latin America and elsewhere, the nature of
property rights regimes has great influence on pat-
terns of water and other natural resource develop-
ment, and hence on regional economic development
in general. lin capitalist societies, of course, propetty
rights are predominantly “private,” but their actual
form and content are shaped by a wide range of pol-
itical, economic, legal and social institutions. How to
define the boundary and relations between “public”
and “private” thus becomes a crucial and contested
question.

In the case of water the question is particularly
complicated. In part this reflects water’s physical na-
ture —its mobility, fluidity, versatility and vital impott-
ance give it an inherently public character. Property
rights regarding water are also affected by different
geographic conditions. The question of whether the
climate is arid or humid is widely believed to exett a
strong influence on water rights regimes: the scarcity
or abundance of water influences which land uses or
other economic activities are most feasible, and this
in turn influences legal rules on water use and control.
This belief may become a sort of “environmental

II

determinism”, according to which societies in arid
climates the world over tend to develop similar sys-
tems of water law which differ markedly from those
developed by societies in humid climates.

The premise of this paper is that Latin American
policy-makers can draw some important conclusions
about property rights and the role of the State in water
resource development from a case study of what hap-
pened in the State of Washington from the late 19th
century to the Second World War. Despite the evident
differences, this case presents several features that are
sufficiently similar to contemporary Latin American
conditions to be useful: geographic variability and
contrasts; economic transformation from primarily
agricultural and resource-extractive activities to more
urban and industrial development; and political con-
flict over the proper role for the State in this process
and over the nature and limits of private property
rights. While the study is limited to water resources, it
is suggested that it offers more general lessons about
the relation between private property and the State,
and about the prospects for environmental sustaina-
bility under conditions of capitalist development.

Water resource development and

policy issues in Latin America

Latin America is characterized by wide variations of
environmental and climatic conditions. This is so not
only between different nations —e.g., Mexico is gener-
ally more arid than Brazil- but also within nations, as
nearly all of them have both arid and humid regions
—e.g., northern vs. southern Mexico, western vs, east-
ern Argentina, etc. Such variety, when combined with
the geographic distribution of different economic ac-
tivities, leads to a wide range of supply and demand

! By “regime” 1 mean both the legal conception of property fighls
themselves, as well as the associated complex of public institu-
tions through which such rights are concretely expressed.

conditions for water resources, and hence of problems
for water law, policy, and management,

Notwithstanding such variety, there are several
economic, social and political factors that are com-
mon to water resource issues in most of Latin Ameri-
ca. As identified in a United Nations analysis in 1980,
these factors are: growth in both population and econ-
omic production; increasing urbanization (i.c., geo-
graphic concentration of development); water
resources which are abundant but typically distant
from population centres; rapid adoption of modern
technology; and centralization of both political and

WATER PROPERTY RIGHTS AND THE STATE: THE UNITED STATES EXPERIENCE -
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economic power and decision-making. These com-
bine to produce two principal kinds of water resource
problems: i) problems of quantity, regulation of flow,
and water and land vse conflicts; and ii) urban
problems of bad water quality, -especially associated
with poverty (United Nations/ECLAC/UNEP, 1980).
This and subsequent analyses have shown the need

III

for mote integrated institutional operations, more
equitable distribution of both costs and benefits of
water development, and more effective and participa-
tory long-term planning (see also ECLAC, 1989).
Reaching any of these objectives will depend in large
part on the nature of property rights regimes and the
role of the State.2

Contradictions between private property

and economic development

Private property is an idea and institution that has
been much argued and fought over. Both its propo-
nents and critics, however, have often failed to distin-
guish among different kinds of and justifications for
private property, thereby mixing together arguments
that are not always compatible and may even be
contradictory.”

The classic political argument, for example, is
that private property is the best guarantee of individ-
ual liberty, delimiting a private sphere of activity
within which State intervention is prohibited. This ar-
gument may also have moral or philosophical aspects,
since such liberty includes the right to individual self-
expression, free will, and the like (Ramos, 1991). The
classic economic arguments are twofold, but need not
go together: the first is that private propérty stimu-
lates production and productivity by .giving rights-
holders incentives both to labour and to invest wealth,
since they are guaranteed the fruits of their activities,
'The second is that such property is vital to the oper-
ation of markets, since the exchange of goods and
services is impossible unless people: have exclusive
and alienable rights to their possession.? Note that
these two arguments, although commonly associated,
are logically independent since production incentives
do not necessarily imply a market economy.

These political and economic arguments come
into fundamental conflict when a private propetty
regime is combined with rapid economic growth and
industrialization. Under such dynamic conditions of
capitalist development, the need for security of exist-
ing private rights clashes with the demand for econ-
omic and technological change, which involves newer
claims to resources. This has been the case in many

parts of Latin America during the 20th century, espe-

* cially since the Second World War, and is also clearly

illustrated by the example of the 19th century United
States. During that century U.S, law underwent a fun-
damental transformation, from a system of customary
rules inherited from England, based on substantive
notions such as “fairness” and “equity,” to a utilita-
rian conception in which laws were used as policy
instruments to stimulate economic expansion. Such
diverse areas of law as property, contracts, torts, and
corporations were reshaped to free private initiative
from its traditional social obligations, to promote
what the legal historian Willard Hurst called the “re-
lease of creative energy.” Property law in particular
lost its traditionally static character, rooted in protect-
ing the “quiet enjoyment” of land ownership, to
become both more dynamic and more abstract: exist-
ing vested rights were increasingly disregarded in
favor of newer commercial ventures, which helped to

2In this paper I am concerned with issues of water quantity
rather than quality; nonetheless, many of my conclusions are
directly applicable to the latier as well, in that they deal with the
relation between State authority and different kinds of private
property rights,

3 Useful surveys of property theory are glvcn in MacPherson
(ed. ), 1978 and Reeve, 1986.

*The North American “law and economics” school argues,
therefore, that the principal function of property law should be to
remove obstacles to private bargaining, thereby increasing econ-
omic efficiency through market mechanisms. This requires that
property rights be exclusive, transferrable, and universal, i.e.,
that as many things as possible be treated as pure commodities.
See Ackerman (ed.), 1975, Cooter and Ulen, 1988, and Posner,
19717.
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fuel economic expansion. 3 Water rights, as we will see
below, played a leading role in this transformation.
These changes in property law resulted from
repeated State intervention. The chronic scarcity of
capital in the 19th century U.S. induced state and
national legislatures to grant special legal privileges
to any private interests that would stimulate econ-
omic development, e.g. by building infrastructure
-roads, canals, bridges, etc.—or by exploiting natu-
ral resources in the public domain. Prominent
among these “legal subsidies” to private parties was
the grant of the government’s eminent domain
powers, which allowed the expropriation of private

IV

property when necessary for a “public use” or “public
purpose.”  Despite their usual protection of vested
rights, the courts supported this legislative policy
because of the shared conviction that economic
growth was a “public purpose” regardless of the dis-
tributional consequences (Scheiber, 1973; Scheiber
and McCurdy, 1975). By the end of the century,
however, legal policies of this sort had resulted in
such concentration of economic and political power,
and therefore social tension and inequality, that
reform movements were able to modify the legal
system in the direction of increased public regulation
(Hurst, 1956).

Water as a problem for private property i'egimes

Water is a substance whose peculiar characteristics
blur the public/private distinction and pose serious
problems for private property as usually understood.
“Water is life” —vital to biological survival and to a
wide range of economic and social activities. Its fluidity
and mobility link together different ecosystems while
making it hard to capture and hold. The physical con-
nections are unavoidable: how someone uses water in
one part of a hydrologic system directly or indirectly
-affects how other people use it somewhere else.
Because of these physical and social charac-
teristics, private rights regarding water have nearly
always been defined as rights to use rather than
ownetship, with the latter remaining public. Different
people may have use-rights to the same “parcel” of
water at different times or places in a hydrologic sys-
tem. Water rights are thus fundamentally conditional
rather than exclusive, fitting into a set of relationships
that express overlapping claims to the uses and

3 The major references for this legal transformation are Horwitz,
19777 and Hurst, 1956. Two additional comments of Hurst’s are
particularly interesting: he argued that private property, after
having been primarily a political idea in the 18th century, be-
came primarily an economic idea in the 19th; and he explained
the overall legal evolution by pointing to the market as the domi-
nant image and idea of 19th century U.S. society.

By the “abstract” nature of property I refer to the increasingly
universal tendency, by the late 19th century and beyond, to rec-
ognize claims to natural resources based on stock and bond
ownership, debt and credit instrumeats, and so forth, rather than
concrete use or other direct activity. See the essays collected in
MacPherson (ed.), 1978,

benefits of a shared resource, Such rights are hard
to treat as commodlities or to subject to market mech-
anisms, since exchanges usually affect other rights-
holders who are not part of the immediate deal.”
Use-rights in general, therefore, can be seen as an
inherently non-capitalist form of property (Mac-
Pherson (ed.), 1978) —inherently, but not inalterably,
as I will argue below. 8

$This must not be confused with the doctrine of dominie
eminente found in some Latin American countries, which refers
to inalienable public/State ownership of certain key resources,
particularly minerals. The U.S. usage refers to the State's power
to take private property for public purposes subject to the pay-
ment of compensation,

7 These third-party effects have led one prominent “law and
economics” figure from the University of Chicago to argue
that water is an exception to the principle that property should
be shaped by and for the market (Posner, 1977). See also Mac-
Pherson (ed.), 1978 and Reeve, 1986,

8 The problems posed by water use-tights, far from being limited
to water, indicate a deeper weakness in the neo-classical theory
that forms the basis of the North American “law and economics”
school (or the so-called “property rights” schoot): the definition
of value. Neo-classical economists assume that “value” means
“market or exchange value,” and argue that it is changes in such
value that force changes in property rights regimes. Recent work
in the “institutional economics” tradition, in contrast, argues
the reverse, i.e,, that changes in property relations, expressed
through legal, political and economic processes, determine how
value is defined. Both schools of thought agree, however, that
how market institutions work depends on property arrange-
ments set up beforehand. See Bardhan, 1989; Bromley, 1982;
MacPherson (ed.), 1978, and Reeve, 1986.
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Besides the juridical fact of public -owner-
ship, the practical need for coordination and control
of water uses is also evident.” Some form of public
regulation is thus both indispensable and legitimate.
“Public,” however, can mean different things and
different scales, from a local community organization
to a centralized State, The institutions in question

v

may be predominantly political, administrative,
judicial, or even religious or cultural in nature. These
different possibilities have markedly different effects
on the way decisions are made and conflicts re-
solved, on what kinds of arguments are brought to
bear, and on how different social groups can influence
the process.

Water rights doctrines in the 19th
century United States

The history of U.S. water rights law illustrates the
wider 19th century transformation of property men-
tioned above, as well as the influence of different
climatic conditions on such rights. The following
summary will set the stage for the case study that
makes up the next part of this paper.

Upen winning national independence, for reasons
of utility and shared cultural heritage the U.S. initialty
adopted almost the entire body of English common
law, including water rights law.® The English legal
tradition had developed the doctrine of riparian water
rights, according to which any owner of riparian land
-i.e.land bordering or containing 2 water-body such
as a stream, river, or lake— had the right to use that
water. This riparian right was a privafe property right
which derived from, and was supplemental to, the
ownership of land. But because all riparian land-
owners, regardless of amount of property or date of
title, had an equal right to use the water touching their
land, the courts developed rules prohibiting them
from consuming it without returning it, and mandat-
ing its equal sharing among all rights-holders. Since
both Britain and Eastern North America were humid
regions, agriculture and livestock raising could rely
on rainfall, and the main uses of water resources until
the 19th century were for navigation and fisheries;
both of these required continued and uninterrupted

9 This did not include constitutional law, of course, which did not
exist in England; in this area Americans developed an innovative
federal system, distinctive relationships among the legislative,
judicial, executive, and later administrative branches of govern-
ment, and a Bill of Rights. -

flow, which was guaranteed by the so-called “natural
flow” doctrine. In this way the riparian doctrine
expressed values of social equality and cooperation
—at least among property owners— and “an attitude of
non-interference with nature....[which] therefore was
biased against economic development.” (Worster,
1985, p.88)

* It was this bias against development that gave
water rights their leading role in the transformation of
American property law. Beginning in the 18th cen-
tury, the Industrial Revolution generated an increas-
ing demand for water-power for use in the expanding
grain, saw, and textile mills, as well as iron foundries.
Developing water-power required building dams that
blocked natural streamflow and created reservoirs,
then letting the water through at irregular intervals.
Since this was a clear violation of others’ riparian
rights, both upstream and downstream, for many
years the courts routinely ruled against mill-owners in
lawsuits; by the late 18th and early 19th centuries,
however, they came to approve new state legislation
that gave power developers priority over riparian
landowners. This change of policy and principle was
justified by the utilitarjian concern to promote indus-
trialization and economic growth (Horwitz, 1977,
Scheiber, 1973).

Aside from this modification the riparian doctrine
retained its key features of prohibiting off-stream con-
sumption and ensuring equal sharing of available water.
In the arid West, however, these rules in turn became
major obstacles to development after 1850, as the
westward march of European American settlement
reached the Great-Plains and Rocky Mountains, and
the Gold Rush sparked migration to California. In all
of those places agriculture required irrigation, which
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was impossible if consumptive water use was pro-
hibited, and in any. case precipitation was so scarce
and unpredictable that equal sharing made water
rights very uncertain. These were serious disincen-
tives to annual cultivation, let alone investment in ca-
nals and other irrigation works. As a result, in the
1870s and 1880s a new doctrine known as “prior
appropriation” was developed in the Western United
States, under which water rights referred to specific
quantities of water, which could be consumed off-
stream and which were ranked in order of priority
according the principle “First in time is first in
right.”10 In this way, at least the earliest (“senior”)
appropriators had secure claims in all but the worst
drought years, and more junior appropriators worked
down the order of priority each season until there
was no water left. These rights were private property

VI

and, unlike riparian rights, could be bought and sold
independently of land ownership.

The most common explanation of the spread of
the appropriation - doctrine throughout the Western
U.S. is the classic environmental argument: the
change in property rights was required by the needs

of agriculture in an arid climate, showing the prag-

matic ingenuity of the American pioneer (Webb,
1931). The associated changes in State administrative
structure, if mentioned at all, are generally considered
secondary (Dunbar, 1983). In the following case
study I will argue that this interpretation is wrong on
both counts: it overstates the importance of climate,
while it understates the changed role of the State and
ignores the ways in which the new regime overcame
some of the obstacles presented by water to capitalist
forms of property.

North American case study:
Washington State, 1890 - 1940

The State of Washington, from the late 19th to mid-
20th centuries, provides an especially useful illustra-
tion of the legal, geographic and political/economic
issues discussed -above. Located on the Northwest
coast of the U.S,, it contains both humid and arid
sections, divided by the Cascade Mountains: the for-
mer lie between that range and the Pacific Ocean,
while the latter stretch east from that range to the
Northern Rocky Mountains of Idaho. Conflicts arose
from the contrasting climatic conditions and from dis-
agreement over the legitimacy of different forms of
private property, as for several decades the State
maintained both the riparian and appropriation water
rights doctrines simultaneously, abandoning the for-
mer much later than other Western states. The out-
come of these conflicts was a property regime
designed to maximize capital investment, whose
functioning depended on comprehensive State admin-
istration. During the same period the new technology

19This principle had its roots in California thining claims, in
which private individuals competed for parts of the public do-
main (Pisani, 1984).

of hydroelectricity emerged and grew rapidly, al-
though State policy and intervention in water resource
development remained preoccupied with irrigation.
The eventual transformation of this.State role both
responded to, and had -a major impact on, the pattern
of regional economic development.

1. Conflicting water rfghts doctrines and the
move towards administrative rationalization

Washington’s  contradictory. approach - to water
rights was established in. 1889, the year it be-
came a state, and. in part- involved an institutional
conflict between the legislature and the courts. The
legislature  responded to demands from irrigators
and to the example of other Western states by de-
claring that water use-rights “may be acquired by
appropriation, and as between appropriations
the first in time is the first in right.” " When

'] focus on Washington State law, not Federal. law,, for two
reasons: i) under the U.S. Constitution non-navigable waters
fall wnder the former’s ju;‘isdiétion; and ji) State law provides a
more accurate picture of local and regional dynamics.

12 aws of 1889-1890; Laws of 1891, Chap. 142,
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adopting its Constitution, however, Washington fol-
lowed the usual practice of adopting the existing
body of English and American common law, which
included the riparian doctrine of water rights. Thus,
the State Supreme Court, as guardian of the Con-
stitution, refused to recognize appropriation rights
except in respect of waters on Federal public ]andsé
where such rights were recognized by national law. !
Although legally consistent, this distinction became a
nightmare in the arid eastern part of the state, where
most watersheds contained both public and private
lands. Repeated lawsuits asked the Court to aban-
don the riparian doctrine as “not applicable to the arid
portions of the state,” but in an 1897 landmark
case the Court rejected this environmental argument,
holding that: v

“It certainly cannot be true that a difference in
climatic conditions or geographical position can
operate to deprive one of a right of property vested in
him by a well-settled rule of common law.” 14

Nonetheless, the Court showed its desire to
encourage irrigation by developing the principles of
“reasonable” and “beneficial” use in the early 1900s.
With “reasonable use”, the Court modified the ripa-
rian doctrine’s “natural flow” requirement to allow
riparian righis-holders to divert and consume some
water for irrigation; with “beneficial use” it went
further by allowing non-riparians to claim riparians’
unused water rights, explaining:

“It is not to the state’s interest that the water of a
non-navigable stream should be idle or going to waste
because one of its citizens, having a preference right
to its use, unjustifiably neglects to avail himself there-
of, while others stand ready and willing, if permitted,
to apply it to the irrigation of their arid lands.” 15

135¢e, for example, Tenem Ditch Company v. Thorpe (1889) 20
Pac 588, Rigney v. Tacoma Light and Water Company (1894) 38
Pac 147. The Federal laws were the Mining Acts of 1866 and
1870 and the Desert Land Act of 1877. In this and other notes,
the abbreviation “Pac” refers to judgments of the Supreme Court
of the State of Washington compiled in the official Western U.S.
review of jurisprudence, The Pacific Reporter (National Reporter
System - State Series, St. Paul, West Publishing Co.). The num-
ber before the abbreviation indicates the volume and the number
after, the page.

14 Benton v. Johncox (1897), 49 Pac 495, 496-7.

SState ex rel Liberty Lake Irrigation Company v. Superior
Court of Spokane County (1907) 91 Pac 968, 970,

Riparians objected strongly, of course, but the
Court repeatedly asserted “the necessity of beneficial
use by the riparian owner,” contradicting its geo-
graphic reasoning quoted above (see footnote 14) by
saying that this met “the general needs and welfare of
the state, especially in the arid and semi-arid regions,”
and “deprived no one of any rights which he may
justly claim,” 16 -

Despite these judicial decisions, after 1900 there
were a series of political attempts to clarify the situ-
ation by adopting a State Water Code based on the
appropriation doctrine. The main forces behind the
proposal were irrigation interests in eastern Wash-
ington (including the U.S. Reclamation Service, see
below), who argued that new investment and develop-
ment, which depended especially on Eastern capital,
was prevented by the uncertainty of water rights and
the open-ended claims of riparians to future water
use. The Chairman of the Governor’s Water Code
Commission, for example, criticized the inaction of
such riparians and said, “It should be the privilege of
other people to appropriate and make use of all water
then running to the sea and doing nobody any good.”
An attorney on the Commission agreed:

“In this Western country we have claimed that
the proper use of water is what a man’s rights should
be based on. He should not be permitted to let it run
by just because it is pretty to look at or to let ducks
swim in it, but some beneficial use should be made of
it.” He added that “the needs of eastern Washington
are based on one theory, to wit, irrigation, {while] the
needs of... western Washington are based on the use
of water for power, logging, etc. So we have two
divergent interests in water matters in this state.” 17

But the political geography was not so simple.
The reform efforts were defeated again and again in
the Washington legislature from 1905 to 1917, by op-
ponents arguing that such a Code would unconstitu-
tionally expropriate riparians’ vested property rights,
without compensation. This objection was so well-
founded that it troubled even lawyers who favoured
the Code. In addition to riparian landowners in

16 Brown v. Chase (1923), 217 Pac 23, 25-26; Proctor v. Sim
(1925), 236 Pac 114, 118. “Beneficial use” has been defined as
“in an exclusive manner so as to reap an economic as distin-
guished from an aesthetic benefit.” (Morris, 1956, p. 258).

171 etter dated 2 October 1913 to Governor Lister; address by
LP. Englehart to the Washington Irrigation Institute, 1914, both
in Governor Lister’s Papers, which are to be found in the
Washington State Government Archives, Olympia, Washington .
(emphasis added by the author).
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western Washington, many of the Code’s most active
opponents were in fact irrigators in eastern Washing-
ton who had invested heavily in riparian land and
stood to lose much of their property’s value if their
riparian water rights were no longer protected. Most
of their prominent spokesmen were lawyers and busi-
nessmen from the eastern city of Spokane. As one of
them protested to the Governor, “There is no farmer
in the state of Washington but what is attacked by this
procedure.” 18

The position of hydroelectric power interests was
also more ambivalent than it first appeared. Since
their water use was non-consumptive, they initially
preferred the riparian doctrine, and helped to defeat
some early versions of the Code (Dunbar, 1983).
Most power development had taken place in humid
western Washington, where the riparian doctrine had
not presented serious obstacles; although constrained
by the rights of both upstream and downstream ripa-
rians, power developers could buy those rights if
necessary, and the courts consistently supported
their exercise for power generation. A 1913 decision
is illustrative:

“Where power is desired the rule [guarantecing
natural flow] must yield to the necessity of gathering
the water into reservoirs... Each owner is entitled
to a reasonable use, and any interruption in the flow
unavoidable by a reasonable and proper use is
permissible,” 19 ,

But power developers in eastern Washington had
had no trouble under the appropriation doctrine either.
From 1889 the courts had recognized their claims to
waters on public lands, and given them priority over
junior appropriators who were irrigators. 20 Appropri-
ation rights had the added advantage of being free, as
long as there was water available, whereas riparian
rights could be secured only by land ownetship or by
purchase from existing landowners. As & result, a

18 Wilbur Yearsley, letter dated 4 March 1913, in Governor
Lister’s Papers.

12 Sumner Lumber and Shingle Company v. Pacific Power and
Light Company (1913), 131 Pac 220, 224. Sec also an earlier
case in which a sawmill was awarded substantial damages when
an upstream municipality reduced the flow: “Whatever of
benefit, whether of power or otherwise, comes from the flow of
water in the channel of a natural stream, is a matter of property,
and belongs to the riparian owner, and is protected in law just as
fully as the land which he owns.” City of New Whatcom v, Fair-
haven Land Company (1901), 64 Pac 735, 740.

20See, for example, Ellis v. Pomeroy Improvement Company
(1889, 21 Pac 27; Sander v, Bull (1913), 135 Pac 489,

number of riparian spokesmen believed the power in-
terests to be secretly in favour of the appropriation
doctrine, since “it would give them all the water
rights on non-navigable streams which they now have
to pay for.” 2!

The constitutional argument over property rights
was finally resolved in 1917, when the legislature
passed a misleading compromise and put its future
resolution in the hands of a new state administrative
agency. The 1917 Water Code adopted the appropria-
tion doctrine as state law, while inconsistently declar-
ing that this did not “lessen, enlarge, or modify the
existing rights of any riparian owner.” Those rights,
however, became subject to condemnation (expropri-
ation) by other water users, and the requirement of
“beneficial use” was made statutory, The most im-
portant change was the creation and unprecedented
authority of the Office of the State Hydraulic Engin-
eer. This had a number of administrative powers and
duties: to review requests for appropriation water
rights and issue permits, free of charge, to those
whose requests were granted (i.e., if there was water
available); to keep a central record of water rights and
usage; to supervise stream diversions according to es-
tablished rights; to gather hydrologic data to aid in
water resource planning; to inspect the engineering
safety of dams, canals, and related infrastructure; and
-most controversial of all- to take over the courts’
function of determining water rights in the event of
conflicts.

This adjudicative authority was soon challenged
in court as unconstitutional. Irrigators whose rights
had been denied in onc such conflict argued that the
Code unconstitutionally gave the Statc Engineer both
executive and judicial powers, and that his decision
was an uncompensated taking of private property. In
1921 the State Supreme Court strongly disagreed:

[The Code] “was intended to cover the whole
field of irrigation and correct the abuses inherent in
earlier irrigation methods. [It] appears to be broad
enough to include almost any conceivable rights with
reference to irrigation....[and] authorizes the hydraulic
engineer to control all of the waters of the state for
irrigation purposes.”

2l See letters dated 27 Janvary 1913, 14 February 1913 and 8
January 1915, in Governor Lister’s Papers. Emphasis in
original. These letters describe the case of a planned irrigation
project in the eastern Cascades which had been blocked because
speculators in power development had appropriated the
necessary water.
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Two years later the Court confirmed that:

“The Water Code saves all existing rights in land
and water., That, however, does not militate against
the right of the state, in the exercise of a supervisory
conirol, of administering the use of water for the pub-
lic welfare.”

The Court was equally deferential in 1930 when
the legislature amended the Code to specifically men-
tion hydroelectricity (for the first time), and gave the
State Engineer the power to decide conflicts between
hydroelectric development and other water uses. %2
Thus a water rights system which had originally been
designed mainly for irrigation (a consumptive use)
proved to be equally suited to hydroelectric power (a
non-consumptive use), despite their apparently con-
tradictory needs.

In conclusion, the climatic differences proved to
be more important to the initial debates over water
rights doctrines than to the institutional structure that
eventually resulted. The strength of the state gov-
ernment’s commitment to the new system is highly
significant. The legislative and judicial response to
the legal protests was so firm and unified that the
Code and the appropriation docirine ceased to be
an issue in Washington politics within a few
years. In particular, business groups and capitalists
interested in water resources were untroubled by the
new state administrative role, and evidently con-
sidered it both to serve their interests and to promote
an acceptable model of economic growth. The event-
ual decision of the power companies to stop opposing
the Code can be understood in the same way: they
wanted an end to the confusion and had a strong stake
in overall regional economic investment and growth.
The system of state permits to use water was a move
toward centralized administrative control, and away
from the judiciary with its traditional concern for pri-
vate rights, but it solved part of the “problem” of
private property in water. Water rights were still use-
rights, but they were now more secure and predictable
than they had been before, and thereby encouraged
private investment.

2 Wese Side Irvigating Company v. Chase, Hydraulic Engineer
(1921), 196 Pac 667; State v. McBee (1923), 215 Pac 347, Funk
v. Bartholet, State Supervisor of Hydraulics (1930), 289 Pac
1018, )

2. Evolution of State intervention in irrigation and
power development

Shortly after the rationalization of water rights law in
the mid 1920s, the nature of governmental interven-
tion in irrigation and hydroelectric development
underwent a transition. Intervention in these two
forms of water use differed greatly and evolved slow-
ly during the period from 1890 to 1930, with very
similar patterns at local, state, and Federal levels. For
most of this period the amount of intervention was
inversely related to the sector’s economic vitality:
that is, it was early and important in the case of irrig-
ation, whose performance disappointed most hopes,
and bitierly contested in energy production, whose
growth exceeded all expectations. This reflected the
traditional North American belief that the State
should stay out of all economic activity in which pri-
vate enterprise could make a profit. These priorities
began (o be reversed in the 1920s, a period of grow-
ing political and economic crisis in U.S. capitalism,

a) Judicial policies in eminent domain law (expro-
priation of private property)

The Washington legislature, like that of other states,
regularly tried to facilitate economic development by
delegating its eminent domain power —i.e., the power
to expropriate or “condemn” private property, with
compensation— to certain private enterprises (se¢ sec-
tion II1 above). On constitutionat grounds, the courts
would not approve this unless it was for a “public use
or purpose,” which over a 25-year period the State
Supreme Court interpreted in such a way as to estab-
lish a clear preference for irrigation over hydroelec-
tric development.

In 1899 the legislature passed companion statutes
(Chapters 130 and 131) giving both lumber companies
and irrigators the power to condemn property as needed
for rights-of-way. In 1903, in its first major decision
in this area, the Court overturned the former statute
and flatly rejected the argument that an expanding
private lumber industry generated “public” benefits:

“It cannot be that, within the meaning of the
Constitution, the distinction between public policy
and public use is to be obliterated.... The use under
consideration must be either a use by the public, or by
some agency which is quasi-public, and not simply a
use which may incidentally or indirectly promote the
public interest or general prosperity of the state.” 23

B Healy Lumber Company v. Morris (1903), 74 Pac 681, 684-5.
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From 1905 to 1927, the Court applied the same
logic to deny private power companies the right to
condemn land for damsites and reservoirs. Since they
were producing electricity for commercial sale, either
to private industry or to the public without public
service obligations, they could not justifiably be
given such legal privileges. 24

Irrigators got different treatment, however, In 1904
the Court confirmed the second statute without a blink,
and in 1910 even extended the privilege to a private
land speculation company; it was “immaterial” that
the investors were speculating in canal systems rather
than planning to actually raise crops, because “irrig-
ation will promote the public good.” The Court ex-
plained, in stark contrast to its earlier reasoning:

“The benefit to the public which supports the
exercise of the power of eminent domain for purposes
of this character, is not public service, but is the de-
velopment. of the resources of the state, and the in-
crease of its wealth generally, by which its citizens
incidentally reap a benefit.”

This distinction was legally (if not economically)
justified by the “vast difference between the use of
water for manufacturing [i.e. power] and for itrig-
ation. In the latter case there is no choice of means or
location....Not so with a manufacturing plant. The
choice of location or motive power is one of economy
or convenience at most.” 25

This judicial policy continued into the 1920s, re-
ceiving an added boost from the 1917 Water Code,
which granted broad eminent domain powers “in-
cluding the right and power to condemn an inferior
use of water for a superior use.” 20 In conflicts be-
tween irrigation and hydroelectric power, the Court
considered the former to be “superior.” 27

2 The key decisions were State ex rel Tacoma Industrial
Company v. White River Power Company (1905), 82 Pac 150,
State ex rel Harris v, Superior Court of Thurston County (1906),
85 Pac 666. '

25 Weed v. Goodwin (1904), 78 Pac 36; State ex rel Galbraith v.
Superior Court of Spokane County (1910), 110 Pac 429, 433-4,
The last quotation is from Taeoma Industrial (see footote 24
above).

26This grant was remarkably broad, giving “any person...the
right of eminent domain to acquire any property or rights...
necessary for the storage of water for, or the application of water
to, any beneficial use” (Section 4 of the Water Code).

2 See, for example, State ex rel Kennewick Irrigation District v.
Superior Court for Walla Walla County (1922), 204 Pac 1.

This attitude finally changed in 1927, by which
time hydroclectric power had assumed new econ-
omic significance and State intervention was be-
coming politically more acceptable. When a private
utility sought to condemn land to enlarge its reservoir
at Lake Chelan in the eastern Cascades, planning to
sell some of the electricity to private industry, the
lower court followed the established precedents and
denied the request. But the State Supreme Court over-
tuled this decision “in view of the changed conditions
of society.” In the 22 years since the earlier decisions,
it ruled:

“We have seen the uses [of electricity) multiplied
a thousandfold, until there is scarcely an industry of
any kind that has not felt the beneficial influence of
clectrical energy, and it can almost be said that its use
is universal....[Therefore,] the use of electric energy
for all purposes is a public use.”

Noting that the state had created a Public Service
Commission in 1911 to regulate private utilities’ rates
and services, the Court continued:

“The unfettered and untrammeled development
[of water power]...is a thing much to be desired, and
when this can be accomplished through public control
and regulation... no decision of this court should
stand in the way. The vanguard of progress move
steadily onward.” 28 ‘

b) Direct governmental involvement: irrigation

These evolving judicial policies reflected the chang-
ing political and economic context. The state gov-
ernment activeiy supported irrigation ‘development
from 1889, mainly through its authorizalion and sub-
sidy of special “irrigation districts.” These districts
were an attempt to promote capital investment while
avoiding private monopolies, following the California
model of a few years earlier (Pisani, 1984): they were
local, quasi-public organizations formed voluntarily
by local property owners in order to build, expand
and maintain irrigation systems. The legislature
granted these organizations several important legal
privileges, including the power to use eminent
domain, to tax their members, and to raise capital
through the sale of public bonds (Department of Con-
servation and Development, 1987). Unfortunately, the
success of those bond issues depended on the dis-
tricts’ financial condition, which like the rest of the

B State ex rel Chelan Electric Company v. Superior Court of
Chelan County (1927), 253 Pac 115, 117-119 (emphasis added).
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agricultural sector was weak for most of the state’s
first half-century

To save the districts from collapse and prevent
serious social and political unrest in eastern Washing-
ton, the legislature had to intervene year after year
with direct subsidies and purchase of bonds, as well
as continual financial reorganization. These concerns
far outweighed the districts’ actual construction acti-
vities. 3 The financial pressures also induced the
state, from 1915 to 1933, reluctantly to give the dis-

tricts increasing rights to develop and sell electricity -

to help meet expenses. The same pattern was evident
in the state’s plans for a major public irrigation pro-
ject in the Columbia Basin: beginning in 1919 it pro-
moted a design with a small and incidental amount of
power generation, rejecting an alternative in which
hydroelectric power was a central component. It
changed its mind only in the late 1920s in order to
match the Federal government’s growing emphasis on
hydropower. 31

Federal mvolvement in Irngatxon projects simi-
larly came almost 30 years earlier than in hydro-
power. In 1902 the U.S. Congress passed the
Reclamation Act 32 in response to several decades of
disappointing private irrigation development. (i.e.,
land reclamation). This Act set up a new government
agency, the Reclamation Service, to plan and build
irrigation projects, which were financed by the na-
tional budget but which were to be repaid by the far-
mers who were the beneficiaries. In Washington, the
valleys east of the. Cascade Mountains became the
sites of several major Federal projects, chosen be-
cause of good soils and climate, proven agricultural

2 See Clark, 1976; Dodds, 1986; Fahey, 1986. The only pros-

perous periods resulted from the Federal irrigation projects in.

1905-1909 (sce below) and the brief boom during World War I.
From 1920 to 1938, irrigated dcreage rose only 11%, well under
1% per year. See the Biennial Reports of the State Hydraulic
Engineer and Department of Conservation and Development,
1918-1946.

5OThls is evident both in the statutes passed durmg lhIS penod
and the Biennial Reports of the State Reclam ation Board.

3 For the irrigation districts this was first mentioned as a
supplemental measure in a 1915 law (Chap. 179), though it was
not until 1927 that they were authorized to use power sales to
underwrite and repay bonds (State Reclamation Act, Chap. 254).
On the Columbia Basin project, see Harding, 1954, as well as
Laws of 1919, Chap. 60, Laws of 1927, Chap, 260, and Laws of
1933, Chap. 81.

32 This Act concerned the reclamation of land by means of water

development projects. Henceforth, this activity will be referred

to as “land reclamation”.

productivity, and access to railroads. These projects
accounted for nearly half of the.state’s expansion of
irrigated acreage in 1900-1910, and nearly 100% of
its irrigation storage capacity by 1920 (Coulter, 1951;
Fahey, 1986). Unfortunately, low crop prices and high
irrigation costs, in Washington and throughout the
Western states, prevented farmers from repaying the
Reclamation Service, which needed continuing infu-
sions of cash from an unwilling Congress. Thus, the
Service was on the verge of financial collap% in the
1920s (Gates, 1968).

¢} Direct governmental involvement:
tricity '
State and Federal involvement in hydroeleciric devel-
opment was limited and controversial until the late
1920s, as “public [electric] power” came to symbolize
the larger political. conflict over the proper role of
government in the U.S. economy. In Washington
State, however, there was an important “public power”
movement at the local level. Soon aftér 1900 the
state’s two biggest cities, Seattle and Tacoma, created
municipal utilities to produce energy —almost entirely
hydroelectric- for public consumption and to contrib-
ute income to the city governments. These enterprises
competed with private utilities inside city limits and
became important symbols of public service in the
early 20th century Progressive reform movement
(Dodds, 1986; MacColl, 1979). By 1920 the two utilities
produced 25% of the state’s total hydropower ™ 3 and
continued to expand and build new dams, arguing for
the right to provide service beyond city limits. They
were: backed by a coalition of urban Progressives, la-
bour unions, and farmers (some of the latter were
populists and some were simply frustrated at the pri-
vate utilities’ failure to provide rural services). In 1923
they got a bill to this effect passed by the legislature
and it was sent 10’ a public referendum for approval.
The municipal utilities were bitterly attacked by
private power companies, which produced the re-
maining 75% of the state’s hydropower. Two of these
companies were most important, one in eastern Wash-
ington and onc in the west, each of which produced
more than the city utilities combined. The private
companies complained of unfair competition, since
the city utilities were exempt both from paying taxes
and from regulation by the Public Scrvice Com-
mission. Together with other business intcrests and
political conservatives, the private utilities organized

hydroelec-

¥ Biennial Reports, 1917-1920, State Hydraulic Engincer.

WATER PROPERTY RIGHTS AND THE STATE: THE UNITED STATES EXPERIENCE « CARL J. BAUER



86 CEPAL REVIEW 4 » APRIL 1993

a massive publicity campaign against the bill, warn-
ing of a dangerous increase in governmental power
and a threat to individual freedom, and thus suc-
ceeded in defeating the referendum (Fahey, 1986;
Ficken, 1979). ‘

Nonetheless, throughout the 1920s public power
remained a hot political issue. As the economy dete-
riorated and state finances came under severe press-
ure, total hydroelectric capacity nearly doubled and
continued to ris¢, becoming an increasingly strategic
and attractive policy concern.3* Finally in 1930,
when the Great Depression had already begun, Wash-
ington voters approved a second and broader referen-
dum, despite a similar opposition campaign warning
of “socialism” (Washington Water Power Company,
1952). The new law authorized county-sized “Public
Utility Districts” (PUDs), analogous to irrigation dis-
tricts, which could produce and distribute eleciricity,
issue bonds, levy taxes, and exercise eminent domain
powers to condemn or force a linkage with private
generation and distribution facilities (Laws of 1931,
Chap. 31). The principle of public ownership and
control was thus established, though for some years
the economy remained too weak to allow any new
development.

It was the Federal government’s commitment to
hydropower that eventually transformed Washington’s
economy and opened a nationwide era of large-scale,
mutltiple-use water development. Federal policy was
of decisive importance both because Federal law con-
trolled all navigable waters —and thus the bigger ri-
vers- and because many of the nation’s most
promising water-power sites, especially in the West-
ern states, were on public lands. But deep political
disagreement within Congress over the nature of the
government’s role created a stalemate for nearly 20
years, until finally the 1920 Water Power Act found a
compromise, allowing Federal agencies to plan and
build power dams but requiring them to lease the fa-
cilities to private utilities for the energy production
itself (Hays, 1959). :

Even so there was little actual development until
the economic crisis of the 1930s, when part of Presi-
dent Franklin D. Roosevelt’s “New Deal” included
massive public works projects that were intended

34 Capacity increased from 380 000 to 700 000 hp between 1920 -

and 1928 (84%, or more than 10% per year), and then to
1000 000 hp by 1936 (an additional 43%, or more than 5% per
year at the height of the Depression). See Biennial Reports,
1920-1936, State Department of Conservation and Development.

both to provide public employment and to fuel re-
gional economic development. To achieve the latter
goal, Federal agencies drew on the hard lessons of
previous decades by making hydroelectricity the cen-
tral element in multiple-purpose water projects; in
this “cash register dam” strategy, power revenues
were used to subsidize less economically viable water
uses such as irrigation, flood control, and recreation.
The Bureau of Reclamation (the new name of the
Reclamation Service), in particular, followed this
strategy to save itself from being abolished, thereby
entering upon several decades of bureaucratic growth
and prosperity, even though irrigation remained its
official purpose (Gates, 1968; Swain, 1970).

In Washington the Federal government buiit two
big dams in the 1930s, named Bonneville and Grand
Coulee, both on the Columbia River in the eastern
part of the state. Finished in 1937 and 1941, respec-
tively, they more than trebled the state’s total power
production. 35 The Bonneville Power Administration
(Bra), an independent Federal agency, was estab-
lished in 1937 to stimulate regional economic devel-
opment by distributing this huge energy surplus,
using and expanding the existing transmission net-
work, and encouraging public consumption by offer-
ing very low wholesale prices to Public Utility Districts,
municipal utilities, and rural electric coopetatives. The
PUDs were thus relieved of the capital-intensive burden
of production, allowing them to expand rapidly for
the first time since they had been authorized in 1931
and even take over some existing private distribution
facilities (Pacific Notthwest Public Power Records
Survey, 1981; Washington Water Power Company,
1952). The Bra became a major symbol of both Presi-
dent Roosevelt and the New Deal, representing the
crucial role of government in boosting economic and
social welfare, and providing a standard of compari-
son for the rates, services and operations of the pri-
vate utilities. 3 At the time, however, there was no
demand for such large quantities of energy, and the
need to stimulate both distribution and consumption
soon led the BPA to work closely with-frivate utilities
and sell them power at the same wholesale prices.

35 Total state production rose from 2.9 billion kwh in 1935 1o
10.0 billion in 1943, almost entirely attributable to those two
dams. State Planning Council, 6th Report, 1934-44.

3¢ The BPA’s first director was a leading figure in the regional
“public power movement,” who had directed the dramatic expan-
sion of Seattle City Light for 25 years; at his death he was
described as a man “whose love for mankind expressed itself in
kilowatts” (MacColl, 1979, p. 561).
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The Federal dams and the BPA made possible a
regional economic transformation during and after
the Second World War, based on a boom in energy-
intensive industries such as metallurgy, aluminum-
smelting, shipyards and airplane-manufacturing.
This established lasting geographic patterns and
determined the course of water resource development
to the present day. After the war Federal agencies
built ten more big dams in eastern Washington
and 15 others elsewhere in the Columbia River

VII

basin, in Idaho and Oregon. Some of these provided
water for new irrigation development, including
hundreds of thousands of acres in the Columbia Plain,
but the first priority and driving force was electricity:
generated in the arid East of the state, but mostly
exported to western Washington and out-of-state
(Butcher and Wandschneider, 1986). Thus, after haif a
century of statehood, Washington’s economy had
become heavily dependent on water-power and
Federal intervention.

Conclusions relevant to

Latin America

This case study offers several lessons about property
rights and the role of the State in water resources that
are relevant to Latin America today.

First, geographic conditions seem to have a
less determining influence on the nature of water
rights than is commonly believed. Although in
Washington the debate over water rights doctrines
was often put in terms of the climatic differences
between the eastern and western halves- of the
state, the essential issue was the security of title
needed to attract private capital investment. Given
that security, regional economic dynamics were
much more important than either the geographic
basis of legal doctrine or the climate itself in deter-
mining the course of water resource development.
A key illustration of this is that the hard-fought
implementation of a Water Code supposedly de-
signed for the needs of arid-country agriculture was
almost immediately followed by the rise to domin-
ance of water-power for urban and industrial pur-
poses ~with the bulk of that energy produced in
the arid part of the state.

Second, the nature of private property under
capitalism is more ambiguous than either its propo-
nents ot opponents often realize. The security of pri-
vate rights necessary to stimulate capital investment
in Washington was only achieved at the expense of
other property rights that were equally private and
equally market-oriented, but less amenable to
maximized economic growth or capital accumulation.
For political, economic and social reasons, therefore,

it may be necessary to favour some kinds of private
property but not others, and arguments supporting one
kind do not necessarily support another —a point
which is usually lost in both ideological and prag-
matic debates. .

Third, the evolution of the Washington water
rights regime highlights both the historical and conti-
nuing dependence of private property and capital ac-
cumulation on State intervention. Although private
rights to water became defined as administrative per-
mits for its use, these functioned in fact as a capitalist
form of private property, encouraging capital invest-
ment and market-oriented economic development,
Such a system is absolutely dependent on continued
State maintenance of its rules, premises and practical
necessities: resolving conflicts, gathering and keeping
technical data and legal information, and so forth.
Thus “property,” like “the market”, must not only be
understood as a socially and collectively created in-
stitution —it must also be appreciated that it cannot
successfully function otherwise. -

Fourth, the crucial importance of State involve-
ment in both types of water development is evident.
In Washington, both state and national governmental
activity began as a reaction to economic conditions
—to the stagnation of irrigated agriculture¢ on one
hand, and to the promise of hydroelectricity on the
other~ but once established it then became the sine
qua non of regional growth. Furthermore, the inte-
grated and multiple-purpose character of water use
was due entirely to central governmental control.
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Finally, the property regime adopted in
Washington -i.e,, a combination of investment-
oriented private rights with centralized State adminis-
tration and control- was able to overcome the main
obstacles posed by water to private property (see
section IV). The fact that water rights were still
use-rights, and that water uses were qualitatively dif-
ferent from e¢ach other and inextricably related, did
-not prevent the establishment of institutions intended

to fully incorporate the resource into the process of
capitalist economic development. This effort was so
effective that it casts doubt on the limited character of
much of today’s debate. about “environmentally sus-
tainable development”: if the goal is to incorporate
the logic, qualities and relationships of ecological sys-
tems into existing political and economic models, the
necessary institutional and structural reforms will

have to be truly fundamental.
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Poverty and
adjustment.

the case of Honduras

Jorge Navarro

Director of National
Planning, Ministry of
Planning of Honduras.
This article is based

on a paper presented

by the author at the
Seventh National Congress
of Economists of
Honduras in July 1992,

The impact of the structural adjustment process on the level of
poverty has been a highly controversial issue in recent years. In
this article, a macroeconomic approach is used to analyse the
adjustment’s short-term effects on income levels, especially
among the poor. Income has been chosen as the chief
determinant of poverty levels because, in a market economy,
income and related inflows are what determine how much
control individuals have over the main factors influencing their
living conditions. This variable is also quite elastic in respect of
macroeconomic conditions and therefore reflects short-term
effects. A distinction is made here between earned income,
disposable income, social income and real income, and a
summary analysis is made of those categories for which
information is available. In an effort to formulate an explicit
definition of poverty, a seemingly simple measurement of
poverty levels is taken using a reference line based on both

biological factors and considerations relating to basic needs, and

the evolution of poverty levels in recent years is then examined.

The author concludes that the capacity for ascertaining the
impact of the adjusiment by empirical means needs to be
strengthened and that measures should be designed and
implemented to place the poor in a better position within the

“virtuous circle” of the production system.
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I

Conceptual and methodological

approaches

Various conceptual and methodological approaches
have been used in an attempt to formulate a more
precise definition of what we mean by “pOVCl'ty‘”.l
Over the years, poverty has been thought of as an
endogenous phenomenon of the individual and as an
effect of economic and social structures. Many people
would say that “poverty, like beauty, is in the eyes of
the beholder”, 2 thereby implying it is nothing more
than a value judgement.

The main studies on the subject in Honduras 3
have used a normative working concept: that is to say,
their definition is based on a certain set of minimum
requirements as regards the satisfaction of indi-
viduals’ basic needs. This entails sefting a minimum
threshold for the coverage of material and other
needs that will ensure a given level of well-being.

1. The poverty line

This threshold —or poverty line- is based on a meas-
urement of two types of consumption: one is the
necessary level of expenditure to meet a minimum
nutritional standard and to acquire other basic items;
the other relates to the concept of well-being and in-
cludes access to health care, literacy and goods within
the public domain. The critetion used in setting the
poverty line is thus a combination of biological ele-
ments and factors relating to basic needs.

The poverty line is defined as an income level
sufficient to meet basic nutritional and other needs
(health care, education, housing, etc.). The indigence
line is drawn at an income level that is just sufficient
to meet an individual’s nutritional needs as defined by
a shopping basket of staple foods. Thus, a typical

! There is a great deal of literature on this subject. For an excel-
lent analysis of the concept, see Sen, 1992,

2Sen (1992) attributes this statement to Mollie Orshansky.

3 Reference is made here, in particular, to the studies conducted
by the Ministry of Planning, Coordination and the Budget
(SECPLAN) with support from United Nations bodies.

household would be classified as indigent if its mem-
bers” monthly income is only enough to cover the per
capita cost of this shopping basket.

In contrast, the poverty line adds a percentage for
the consumption of other items to this minimum food
intake level. Thus, if in urban areas of Honduras
about 50% of the average per capita income is used to
buy food, then the poverty line would be twice the
value of the indigence line while, in rural areas, if
around 75% of the average income goes for food,
then the applicable poverty line would be onlty 1.33
times the value of the indigence line, 4

This serves as the basis for what is essentially a
biotogical concept of poverty, one which is absolute
rather than being relative to income distribution. In a
country such as Honduras, where the unsatisfied
needs are so great, the problem of poverty oversha-
dows considerations of equality.

2. Informatlon sourceé

Since 1970 Honduran experts have been working on
the definition and quantification of a shopping basket
of staple foods that would cover the average caloric
and protein requirements of the Honduran population.
This government-defined shopping basket was sub-
jected to an exhaustive analysis in early 1991 and is
the one vsed here (Honduras, SECPLAN, 1991). This
basket is structured in such a way that its value can be
calculated on the basis of the price information com-
piled by the Central Bank of Honduras for its compu-
tations of the general consumer price index (Central
Bank of Honduras, 1982).

4 This standard is based on the proportion of household income
spent on food and other basic items, as measured by expenditure
and income surveys conducted in Honduras in 1978 and 1979 and
ECLAC studies prepared by O. Altimir.
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The only regular source of information on in-
come in Honduras is the Multipurpose Permanent
Household Survey Programme run by SECPLAN, This
programme was launched in September 1986 and, as
of September 1991, it had conducted seven biannual
surveys (May and September) of the labour force and
one survey on own-account workets and micro-entre-
preneurs. One of the programme’s objectives is to
gather information on the ways in which wage-
earners receive their incomes. These surveys are not
specialized income surveys, however, and the relia-
bility of the information they provide may therefore
be questioned on those grounds; they do, however,
provide a wealth of useful data for the identification
of income trends.

Using the information obtained from these sour-
ces and the methodology described above, the per
capita cost of the shopping basket of staple foods was
calculated for the years from 1986 to 1991 (see
table 1); these figures reflect an upward trend in
prices as well as price fluctuations. It may also be
seen from the table that urban prices moved down-
ward from the general trend in 1988, The reliability of
price information obviously influences the placement
of the poverty line.

3. Recent poverty trends

Once household indigence and poverty lines have
been calculated, we can determine how many house-
holds are below each of these lines and how many are

TABLE {

above them. As shown in table 2, between Septem-
ber 1988 and May 1991 the percentage of poor
households rose from 68.5% to 73.0% and the pro-
portion of non-poor households fell from 24.5% to
18%, while the percentage of indigent households
climbed from 54.1% to 58%. Hence, during this
petiod there was an increase in the number of
households which, statistically speaking, had in-
comes below those needed to buy the shopping bas-
ket of staple foods. The percentage of poor
households, on the other hand, tended to hold
steady, although the increase in indigence might be
expected to be due to the movement of households
from the “poor” to the “indigent” category. The de-
crease in the number of non-poor households could,
however, account both for the increase in in-
digence and the constant percentage of poor house-
holds.

4 Has poverty grown worse following the Im-
plementation of adjustment policies?

In circles linked to international lending agencies, the
aims of typical adjustment policies, involving
measures such as devaluation, are clearly defined as
being to increase foreign exchange earnings, improve
the countries’ creditworthiness and bring about more
efficient allocation of resources. It is admitted, how-
ever, that it is not known whether these policies lead
to tower levels of well-being for the population in the
short run (Squire, 1991). Behrman and Deolalikar
(1991) have concluded that it is virtually impossible

Honduras: poverty and indigence lines based on the
per capita cost of a shopping basket of staple foods, 1986-1991

(In current lempiras)

1991
1986 1987 1988 1989 1990
May September
Cost of food basket (daily)
Urban 2.34 2.68 2.59 2.86 3.66 5.15 5.56
Rural 159 1.68 1.82 1.98 2.44 397 4.02
Indigence line (monthly)
Urban 70.2 80.2 717 85.8 109.8 154.6 166.80
Rural 47.7 50.3 54.7 59.4 73.2 113.0 120.75
Poverty line (monthly)
Urban 140.4 160.4 155.4 171.6 219.6 309.1 333.60
Rural 63.6 67.0 72.9 79.2 974 150.3 160.60

Souree: Data based on the shopping basket of staple foods formulated by the Ministry of Planning, Coordination and the Budget (SECPLAN)
and price information provided by the Central Bank.
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TABLE 2

Honduras: incidence of poverty among
households, 1988-1991

(Percentages)
Hovseholds 1988 1989 1990 1991
(September) (September)  (May) (May)

Indigent 54.1 52.0 517 58.0
Poor 14.4 16.0 14.4 15.0
Below

poverty line 68.5 68.0 72.1 73.0
Not poor 24.5 25.5 19.6 18.0
No response 7.0 6.5 8.3 9.0
Total 100.0 100.0 100.0 100.0

Source: Permanent household surveys, Ministry of Planning, Coor-
dination and the Budget (SECPLAN).

II

to ascertain a priori the impact of adjustment policy
measures on the poor; they contend that such an im-
pact can only be determined empirically a posteriori
and that people must simply have faith that, in the
long run, the adjustment will serve to raise the popu-
lation’s level of well-being,

Not all the poverty in Honduras is due to the
adjustment process, since the country exhibits a high
petcentage of structural poverty. Be that as it may, the
figures indicate that, rather than having halted its ex-
pansion, poverty is actually on the rise. At the same
time, however, it cannot be categorically argucd that
poverty has grown worse as a result of the stabiliza-
tion and adjustment effort until the question has been
analysed further,

The adjustment and income

1. General aspects

The impact of stabilization and adjustment pro-
grammes on income in general and on variations in
the poor sectors’ real income levels, in particular, has
been the subject of particularly heated debate in re-
cent years.5 The relationship between income dis-
tribution and economic policy has long been a
recurring issue, however, in the debate regarding de-
velopment strategies.

Thus, following the Second World War it was
argued that as economies grew and developed, the
benefits of that growth would trickle down to the
poot. However, even though many economies grew
rapidly, the benefits did not in fact reach this segment
of the population. New approaches were then devised,
such as those focusing on “growth with social equity”,
“pasic needs”, “assistance for the poorest of the poor”,
“redistribution with growth”, “payment of the social
debt”, “adjustment with a human face”, “changing
production patterns with social equity” and “human

5In 1990 the World Bank held a symposium on the subject and
later devoted an entire issue of The World Bank Economic Review
to an analysis of poverty and adjustment (World Bank, 1991b).
The preceding issue (World Bank, 1991a) included articles on the
subject of measurement.

development”. The World Bank (1980 and 1990a) has
studied the causes and extent of poverty in the world,
as have other international bodies (ECLAC, 1990 and
1992; UNDP, 1990). Generally speaking, these studies
have related primarily to long-term development
strategies. Less research has been done on the short-
term effects of financial stabilization and structural
adjustment programmes in terms of income distribu-
tion and the real income levels of the poor. ¢ Even the
chief proponents of adjustment acknowledge, how-
ever, that it has a social cost; at first, they asserted
that this effect was only temporary, but more and more
of them are beginning to admit that greater attention
needs to be devoted to protecting the poor, especially
since, as they themselves note, the adjustment process
generally takes years, and its costs may be high dur-
ing the transition (World Bank, 1992, particularly p. 3).

Today, however, practically everyone realizes
that the economic model in use until recently has now
run its course and needs to be replaced, and more and
more people are accepting the fact that adopting a

There are differences of opinion on this score among interna-
tional bodies (see Berg and Hunter, 1992). This question was
addressed by the Honduran authorities in a continent-wide televi-
sion conference on 23 June 1992 organized by the United States
Information Agency and the United States Agency for Interna-
tional Development (USIA/USAID). The topic of the conference
was “economic stabilization programmes and their effects on the
poor”.
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new model means changing the economic structure
and the ground rules for resource allocation. The
question as to what kind of policy package should be
implemented is still being debated, however, particu-
larly in regard to the kinds of measures that, along
with the correction of major financial and real dise-
quilibria, will also eliminate or at least mitigate the
drop in the real income levels of the poor. 7

It is axiomatic that the structural adjustment pro-

cess will have effects on income and its distribution.
At any given point in time, economies have a certain
production pattern or structure for tradeables and
non-tradeables, a given level and composition of ag-
gregate demand, and an associated set of prices and
payments to factors of production. This, in conjunc-
tion with an array of implicit and explicit monetary
transfers, is what determines the distribution of in-
come as well as the income levels of social and econ-
omic actors in absolute terms.

By definition, financial stabilization and structu-
ral adjustment programmes seek to modify the level
of aggregate demand (usually the aim is to reduce it
in order to bring expenditure into line with income)
and the composition of production (by increasing the
proportion of internationally tradeable goods and re-
ducing that of non-tradeables) and to realign the prices
of goods, services and factors. Obviously, with all these
changes, income distribution and levels will be altered.

Consequently, this process will inevitably create
winners and losers, especially in the short run, since
in the long run the whole of society should be far
better off. What interests us here, however, is how
this process affects the poor and most vulnerable sec-
tors of society.

Although some economic policy-makers are
often skeptical about the existence of indicators that
can measure the impact of the adjustment process on
the population’s well-being, the scheme proposed by
Corden (1986) and a number of others with respect to
income levels can certainly be of use in such an ana-
lysis. 8 If we use the logic of adjustment in regard to

7 The International Monetary Fund (IMF) asserts thal the effects
of the adjustment process on the poor depend on the structure of
poverty and the policy mix (see Heller et al., 1988),

8 Advocates of adjustment policies generally contend that aggre-
gate indicators of well-being should not be taken too seriously
and that it is better to analyse trends in social indicators over the
medium and long terms. They also focus their economic and
social analyses on the question of what would have happened if
previous policies had been continued.

resource allocation -since the main factors influenc-
ing people’s living conditions are to be found in the
market— then income is the element which, generally
speaking, determines how much access people have
to those factors. The total income of persons or
households can be analysed in terms of their earned
income, disposable income, social income or real in-
come. Earned income is income obtained through the
sale of labour and capital. When taxes and direct
transfers are subtracted from or added to this sum, the
result represents disposable income. Social income,
for its part, represents the value of services provided
by the government, When disposable income and so-
cial income are added together, and then deflated by a
price index corresponding to the group in question,
this gives a person’s or household’s real income.

This scheme permits us to move closer to an
evaluation of the degree of success achieved by an
adjustment programme, especially if we bear in mind
Keynes’ famous observation to the effect that, in the
long run, we will all be dead anyway. This type of
evaluation will be all the more reliable if income and
its distribution are based on a sustainable type of per-
formance, such as rapid, sound economic growth of a
type that creates jobs, rather than on temporary
measures,

2. The cost of the adjustment in Honduras

Ever since the intensive phase of the adjustment pro-
cess began, the Honduran authorities, along with in-
temational organizations, have acknowledged that the
macroeconomic programme has certain costs, Thus,
the World Bank predicted that the economic reform
programme would hurt employment and that the un-
employment rate could rise to 17% (this figure is four
points above the actual rate for 1988). It also felt that
the economic adjustment would probably have suffi-

~ ciently negative impacts on health and nutrition indi-

cators to reverse the trend of steady improvements
observed over the preceding 20 years (World Bank,
1990b, p. 42). The same opinion was voiced by an-
other World Bank mission in one of its reports (Cas-
tafieda, 1990) when it noted that the programme was
being accompanied by sharp price increases in staple
foods, transport and other services and that the con-
sumption of staple foods would guite probably de-
crease as a result of the reduction of real wages and
rising unemployment, especially among persons liv-
ing in marginal urban areas, small farmers who were
net food consumers, and agricultural wage-carners,
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despite the favourable exchange rate for exports. The
report also said that other social indicators were ex-
pected to reflect severe impacts as well.

The World Bank, the IMF and the United States
Government acknowledged Honduras’ impoverish-
ment when they classified it as eligible for aid from
the International Development Association (IDA) and
for the IMF’s extended structural adjustment facility,
as well as condoning part of its external debt. The
Government of Honduras, for its part, faced with the
prospect of newly poor contingents of the population
joining the ranks of the structural poor, has responded
to the situation with a poverty relief strategy.

Be that as it may, analyses of this process need to
establish whether or not, after being in operation for
two and one-half years, the Government’s economic
and social compensation programmes have managed
to halt the deterioration of the population’s living
conditions or, better yet, whether living conditions
have improved to a point where they exceed the le-
vels achieved in the past. Some partial answers to
these questions can be provided by applying the in-
come method described earlier.

a) Earned income

The level of earned income will depend primarily on
the demand for labour generated by production acti-
vities. This makes necessary an anatysis of the aggre-
gate growth of the gross domestic product and, even
more importantly, of sectoral growth, since the de-
mand for manpower varies from sector to sector. Ac-
cording to official figurcs,9 production fell in real
terms in 1990. The decrease was particularly sharp in
manufacturing and construction, and was less severe
in services; agriculture and extractive activities, on
the other hand, continued to show some growth. In
1991, production began to find its way back to the
path of recovery, and agriculture and extractive acti-
vities (especially mining and quarrying) exhibited
some buoyancy, in contrast to their weak perfor-
mance of the year before. The rest of the country’s
sectors of production remained somewhat sluggish
(see table 3)

)

9Since there is no other source of information with which to
cotroborate the official figures, the latest revised statistics of the
Central Bank of Honduras (1992a and 1992b) have been used.
These figures, which were discussed at the Seventh National
Congress of Economists in Tegucigalpa in July 1992, have been
received by the Association of Fconomisis with some reserva-
tions.

TABLE 3
Honduras: principal macroceconomic variables
(Real growth rates) ‘

1988 1989 1990 1991

Gross domestic

product at facior cost 4.6 5.4 -0.4 12
Agriculture and

extractive activities 1.0 10.2 0.5 3.5
Manufacturing and

construction 7.1 6.4 -0.2 0.8
Other 57 24 -0.2 0.1
Exports -0.9 3.9 -0.6 -2.0
Private investment 18.7 31.6 3.0 1L.5
Public investment 4.0 10.3 -323 30.3
Private consumption 2.5 5.7 0.1 3.9
Public consumption 9.0 2.8 -13.5 -11.4

Source: Based on data supplied by the Central Bank of Honduras,
May 1992.

In the farm sector, the output of all the basic
grains (i.e., maize, beans, paddy rice and sorghum)
except maize increased considerably, especially in
1991. On the other hand, production levels of tradi-
tional export products (coffee, bananas, unginned cot-
ton and raw tobacco) declined; this setback did not
affect sugar cane or African palm, however. In 1990-
1991 the number of agricultural, agro-forestry and
coffee-growing cooperatives plunged to one third its
former level, with the drop in agricultural coopera-
tives being the sharpest.

This trend in agricultural production was re-
flected in a real decrease in exports. The volume of
banana exports followed the downward path of bana-
na production levels, but exports of coffee, cotton and
tobacco were maintained despite the smaller harvests
of these crops. Chilled meat and shrimp and lobster
showed an improvement, although that of the latter
was less marked. The output of extractive activities,
especially of lead, zinc and cement, was below 1989
levels. In current values, export performance was 50
disappointing that the IMF granted approximately
US$61.9 million in assistance to offset foreign ex-
change losses on exports. 10

101MF press release No. 92/18 (14 February 1992) announced the
award of US$44 million in Special Drawing Rights through
the Fund’s compensatory financing facillty and standby arrange-

. ments.
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Following a slump in 1990, the manufacturing
and construction sectors stagnated in 1991, Produc-
tion of sugar cane, pasteurized milk, vegetable oil and
vegetable fats -but not wheat flour- went down, and
the same was true of cement and iron rods, though the
output of asbestos cement sheets continued to rise.
The volume of cement exports was not even 15% of
the 1989 level, and the commercial and industrial
construction projects approved, as measured in square
metres, for the first quarters of each year in the 1990-
1992 period showed a significant decline, even
though the current value of industrial construction has
risen considerably.

The rest of the country’s economic activities vir-
tually stagnated; this was especially true of activities
related to the civil service and to community, social
and personal services, which for the most part are still
below their 1987 levels. It is somewhat surprising that
~despite reductions in electricity sales, water use, the
number of inter-urban passengers carried and the
number of people entering and leaving the country by
air— electricity, gas and water, transport, and com-
munications services all displayed some vitality.

To sum up, after slackening in 1990, production
made a slight recovery in 1991 but still did not show
strong growth; in fact, it did not even regain the aver-
age levels recorded in 1987-1989. Economic growth
can therefore not be said to have led to an improve-
ment in living conditions. As regards employment,
the available figures are not conclusive but do pro-
vide an indication of a general trend.

In agriculture and related activities, the total
number of people employed in 1991 declined, as did
the sector’s share as the leading employer in the econ-
omy. The same trend was seen in mining and quar-
rying, following an unusually sharp increase in 1990.
The same tendency to employ fewer people was ob-
served in electricity, gas and water services as well
(see table 4).

Open unemployment registered a series of slight
increases as it moved from 4.0% to 4.3% between
1989 and 1991, while concealed underemployment
climbed from 31.7% to 34.3%. Nevertheless, in keep-
ing with the expansion of production, the overall per-
centage of the workforce experiencing employment
difficulties shrank shghtly after having risen from
52.0% in 1989 to 54.7% in 1990.

These unemployment figures confirm that the Hon-
duran economy needs to gather more momentum in
order for an improvement to be seen in living condi-
tions. Indeed, as noted by the Regional Employment

TABLE 4
Honduras: employment in eelected

branches of activity in September of each year,
1988-1991

(Number of persons)

1988 1989 1990 1991
Agticulture 654 733 - 628 571 641 833 616 210
Mining and
quatrying 2021 2553 6434 3932
Electricity, gas
and water 7614 8 716 8290 - 8250
Total 1365862 1394281 1482902 1 523097

Source: Permanent household surveys for each period, Ministry of
Planning, Coordination and the Budget (SECPLAN)

Programme for Latin America and the Caribbean
(PREALC), “the adjustment has caused a slowdown in
job creation, higher unemployment and underemploy-
ment, and a decline in labour income” (Wurgaft, 1991).

b) Disposable income

In respect of disposable income, it may be noted that
the Government’s policy regarding direct taxes has
been to streamline the tax structure, raisc the mini-
mum income level at which income taxes begin to be
levied, and enforce income tax laws more strictly. In
other words, those who are in a position to pay in-
come taxes are doing so in accordance with the law,
while the growing number of people whose ability to
pay income taxes had been eroded are now exempted
from that obligation.11 None the less, the aim of se-
curing a progressive taxation system has for all in-
tents and purposes been replaced by a regressive,
undifferentiated system as the Government has come
to rely more heavily on indirect taxes, and although
such taxes do not affect the level of disposable in-
come, they do lower that income’s purchasing power.
Thus, the sales tax was hiked from 5% to 7%, and
excise taxes on such items as beer, liquor and petro-
leum products were also raised or modified.

Receipts from indirect taxes climbed from 1 098
million current lempiras in 1989 to 1 674 million in
1990 and 2 343 million in 1991. Generally speaking,
Honduras’ tax burden is one of the heaviest in Central
America, and it is still heading upwards, since tax
revenues rose more rapidly than income did (thanks,
in particular, 1o a reduction in tax evasion).

1t As a result of this streamlining, the number of wage-earners
paying income tax went down from 92,992 in 1989 to 12,714 in
1990 and 7,628 in 1991 (see De Figueroa, 1992). -
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The Government’s policy has been to eliminate,
as far as possible, the more general types of explicit
and implicit transfers and subsidies and to replace
them with explicit ones targeted at the most vulner-
able groups, as well as to eliminate any element that
distorts the prices of goods and services. Obviously,
this policy too has created winners and losers. Im-
plicit subsidies applying to the rates charged for such
public services as electricity, water and telecommuni-
cations are among those that have now been elimi-
nated. Explicit subsidies for low-volume electricity
consumers are being provided on a temporary basis,
while for all other consumers the rates have been ris-
ing steadily; it is expected that all such electric power
subsidies will have been terminated by 1993. Decree
18-90 also provides for other subsidies (while altering
the way in which they are administered) on urban
passenger transportation and on some foods, mainly
grains, 12

One important component of the adjustment pro-
gramme is the monetary transfers made under the
Family Allowance Programme in the form of vou-
chers issued to women heads of household and new
mothers. These explicit monetary transfers are in-
tended to help offset the social costs of the adjustment
programme, as well as to mitigate structural poverty.
The Family Allowance Programme was designed to
operate for a set amount of time, i.e., during the tran-
sition to a more dynamic economy, but recently the
Government has been taking steps to extend its dura-
tion and expand its coverage. This decision reaffirms
the view held by international bodies that the transi-
tion'may take many years.

In order to improve the employment programmes
which Honduras has been carrying out since 1974 in
an effort to counteract the devastation caused by Hur-
ricane Fifi and other natural disasters, in 1990 the
Honduran Social Investment Fund (FHIS) was created.
Although its original purpose was to create temporary
jobs and to help bring marginal workers into the la-
bour market, it has developed into a flexible mechan-
ism for attracting and managing resources and for
setting up projects to meet basic needs, and as such
has complemented and in some cases displaced tradi-
tional executing agencies. The FHIS has not been very
energetic in its efforts to facilitate the incorporation of

12 For 1990 and 1991, 30.5 and 67.4 million lempiras, respective-
ly, were allocated for transportation, while 3.4 million and 13.3
million lempiras went for staple goods (Honduras, Ministry of
Finance and Public Credit, 1992, p. 20).

marginal or quasi-marginal workers into the produc-
tion process on a permanent basis under more favour-
able conditions, however, as shown by the fact that it
has allocated only 7% of its resources to micro- and
small-scale enterprises; moreover, in many cases
these resources have been used to provide working
capital for commercial activities, such as those en-
gaged in by market vendors. Nor has the development
of economic infrastructure works such as small-scale
irrigation and soil conservation projects been a con-
cern of this compensatory mechanism, According to a
repott of the IDA (1992), however, the FHIS has direct-
ly contributed to the creation of the equivalent of be-
tween 17% and 33% of the total number of jobs
estimated to have been lost as a result of the adjust-
ment programme.

One of the beneficial spinoffs of the compensat-
ory or monetary-transfer programme has been the
methodological progress made in respect of targeting.
In order to reach the poorest or most vulnerable
groups, the Government has been fine-tuning its
“poverty maps” and, as a result, is now in a better
position to provide compensatory assistance to the
neediest groups within the population.

¢) Real income

An across-the-board process of price increases
coupled with a realignment of relative prices will ine-
vitably have a distributive impact on the economy,
and the inflation thus generated creates a great deal of
uncertainty within the production apparatus, thereby
discouraging both production and investment and,
hence, job creation.

Between 1990 and the end of 1991, Honduras
witnessed an inflationary process unlike anything it
had ever seen in its entire history, coupled with an
absence of economic growth and what the World Bank
(1992) euphemistically referred to as a “lull in invest-
ment”. The country’s traditional sectors —which are
not known for their flexibility, speed or adaptability—
came out of this process as losers. Wage-earners also
saw their real incomes fall simply because of time
lags in the adjustment of minimum wages, !* while
poor, marginal sectors watched helplessly as the cost
of the shopping basket of staple foods rose and their
chances of earning any sort of income at all dim-
inished (see table 5).

13 Minimum-wage adjustments were made on the following
dates: 15 July 1981, 30 December 1989, 1 October 1990, 15 July
1991 and 30 May 1992.
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TABLE §

Honduras: average prices nationwide for selected essential goode

betwesn January and June of each year, 1989-1691

(In current lempiras)

Unit 1989 1990 1991 192
Beans Pound 1.16 119 1.19 1.40
Maize Pound 0.28 0.34 0.64 0.48
Vegetable fats Pound 1.46 1.59 2.65 275
Vegetable oil Gallon 14.83 15.02 23.90 30.67
Milk (liquid) Litre 1.11 1.22 2.04 2.46
Beef Pound 3.40 4.40 7.07 8.36
Sugar Pound 0.60 0.58 0.89 1.06
White bread Loaf 1.47 1.64 2.67 2.82

Source: Central Bank of Honduras, Boletin, {ndice de precios al consumidor, Tegucigalpa, June 1992,

One of the few economic agents that ex-
hibited a high degree of flexibility and an ability
to adapt to the inflationaty process was the Gov-
ernment, which indexed electricity rates and “dol-
larized” the rates charged by the National Port
Corporation (ENP) and HONDUTEL, as well as some
business taxes.

3. Income concentration

Income distribution is one of the most rigid structu-
ral elements in any economy. It can take years for
the effecis of measures aimed at improving income
distribution to make themselves felt, even when
achieving a more equitable distribution of income
and of an economy’s productive assets is an ex-
plicit policy objective. The situation becomes even
more complex when an improvement in labour in-
come is a long-term policy goal and when policy-
makers look to market mechanisms as a possible
means of bringing about a redistribution of assets.
In addition to all the above, the analysis of income
distribution is an exercise which places heavy de-
mands on the information systems of low-income
countries.

In Honduras, one of the first studies on in-
come distribution was conducted in 1967 (see
table 6). In that year, the poorest 40% of the popu-
lation received just 7.3% of total income, while
the richest 10% of the population accounted for
50% of total income. The Gini coefficient for this
distribution pattern (0.6038) shows how deplor-
able this situation was (Garcfa Tudero, 1990).

TABLE S
Honduras: income distribution, 1967

Percentage of Share of income

population (%)
20 23
40 73
60 15.3
80 322
90 50.0
100 100.0

Source: Garcia Tudero, Reclasificacion de Honduras como pafs de
menor desarrolfo relativo, Mission report, Ministry of Planning,
Coordination and the Budget (SECPLANYUnited Nations Develop-
ment Programme (UNDP), June 1990.

TABLE 7

Honduras: distribution of labour income,
1989 and 1990

Percentage Share of income (%)
of
population 1989 1990
10 0.6 0.5
20 2.2 19
30 4.8 4.3
40 8.4 7.7
50 13.1 123
60 19.3 18.3
70 273 26.3
80 38.6 36.9
90 55.2 53.0
160 100.9 100.8
Gini coefficient 0.56 0.58

Source: Ministry of Planning, Coordination and the Budget
(SECPLAN), on the basis of household surveys for September 1989
and 1990.
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Some of the later studies suffer from numerous
limitations and are of only partial coverage, mainly
due to the lack of updated household expenditure and
income surveys (the last was carried out in 1978-
1979). Recently, attempts have been made to take
measurements using household surveys, but the infor-
mation obtained by this means includes labour in-
come only while failing to pick up interest, rent and
profits. Moreover, nearly 10% of the respondents do
not answer the question on income.

111
Cbriélusions

The adjustment’s impact on the most vulnerable
groups in society will continue to be a controversial
issue. Although there are many different conceptual
and methodological definitions of poverty, in a country
as poor.as Honduras quite a basic approach suffices for
analysis and policy formulation and the design and im-
plementation of the corresponding measures.

A clear understanding of the ultimate objectives
and effects of adjustment policies leads to a growing
realization that the transition may take many years,

What is more, it has proved vmually 1mp0551ble to,

determine a priori how adjustment policy-instruments
will affect the poor; the only possibility ‘left o 'us
therefore, is to make an empirical a posteriori evalu-
ation and have faith in the idea that, in the long run,
once all the reforms entailed by the adjustment pro-

cess have been completed, the population will-be -

better off.

In Honduras an empirical assessment is hindered
by the scarcity and unreliability of information on the
subject. Subject to these limitations, the available in-
dicators show that the percentage of households below
the poverty line rose from 68.5% in 1988 to 73% in
1991. Moreover, the lacklustre performance of pro-
duction activities, the low rate of job creation and the
unprecedented resurgence of inflation are signs that
overall poverty in the country may rise still further.

Studies carried out in 1990 by SECPLAN 14 show
that in 1989, the households in the bottom 40% in
terms of wage income were eaming 8.4% of total
labour income, whereas the households in the top
10% were drawing 44.8% of the total. The Gini
coefficient was estimated at 0.56. By 1990, the
proportion of total .income earned by households ‘in
the bottom 40% had slipped to 7.7%, while the por-
tion accounted for by the richest decile had chmbed to
47% (see table 7). - :

None the less, the empirical data do not in
themselves conclusively prove that the adjustment
has increased poverty or that, if reforms had not been
implemented, the population would be worse off than
it is now. Therefore, setting 1deolog1es as1de Hondu-
ras needs to strengthen ifs capabilities for the prepara-
tion of empirical evaluations of the adjustment’s
impact and for the design and implementation of
measutes that will put poor peqplc in a better position
to participate fully in the virtuous circle of the pro-
duction system. A parallel effort needs to.be made to.
rework existing systems of economic and social indi--
cators so that up-to-date, reliable information can be
made available. .

In the end, we have no chmce but to ask our-
selves the same _questlon as.was posed by The Econo-
mist: Will Central America's poorest citizens wait
patiently for the beneflts of growth to trlckle down to
them too? 13

14 Namely, the study by Garcfa Tudero (1990) and studies con-
ducted by the Project on Population Policies, Poverly and Em-
ploymem

57he Economist (1992).

POVERTY AND ADJUSTMENT: THE CASE OF HONDURAS -

JORGE NAVARRO



CEPAL REVIEW 49 .

APRIL 1993 101

Bibliography

Banco Central de Honduras (1982): Indice general de pre-
cios al consumidor, base 1978. Metodologta y series
cronoldgicas, Tegucigalpa.

—(1992a): Cuentas nacionales de Honduras 1978-
1990, Tegucigalpa, May.

——(1992b): Indicadores econdmicos de corto plazo,
Tegucigalpa, May.

——(1992¢):  Boletin , indice de precios al consu-
midor, Tegucigalpa, June.

Behrman, J. R. and A. B. Deolalikar (1991): The poor
and the social sectors during a period of macro-
economic adjustment: empirical evidence for Jamaica,
The World Bank Economic Review, vol. 5, No. 2,
Washington, D.C., World Bank, May.

Berg, E. and G. Hunter (1992): Social cost of adjustment:
the case of Latin America and the Caribbean,
Maryland, USAID Development Alternatives, Inc.,
February.

Castafieda, Tarsicio (1990): A Strategy for Alleviating the
Social Cost of Adjustment in Honduras, Washington,
D.C., RUTA/World Bank Mission.

Corden, W. M. (1986): Inflation, Exchange Rates and the
World Economy, Thitd edition, Chicago, IL, The
University of Chicago Press.

De Figueroa, C. N. (1992): “El control del déficit fiscal
en el proceso de ajuste: la experiencia de Honduras”,
paper presented at the Seventh National Congress of
Economists, Tegucigalpa, July.

ECLAC (Economic Commission for Latin America and the
Caribbean) (1<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>