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INTRODUCTION

In discussions on the development of Latin America, the question is often
raised as to whether the region can properly be considered in a category
by itself, for purposes of analysis. In view of the diversity of situations and
processes the different States have gone through in their development, it
might seem that the only typology that would be appropriate would be
one which would include the same number of cases as the number of
countries concerned. However, since no theory of development has yet
explained satisfactorily the overall transformations which take place in
economies and societies, even if each country’s case were studied separ-
ately, many questions would still remain.

Indeed, after two centuries in which many studies have been made
of the origins and consequences of the English industrial revolution, the
arguments continue on this subject and on the subsequent decline of
England’s international position. Many different reasons have been
given to explain Japan’s remarkable, though belated, industrialization,
but no consensus has been reached; nor has a satisfactory explanation
been given for the case of Argentina, whose per capita income from 1913
until the late 1950s was higher than that of France and almost double that
of Italy, but is now one-fifth that of France and a little over one-third that
of Italy. Likewise, Brazil is the Latin American country whose industriali-
zation has received the most attention in academic circles, both within
the country itself and within and outside the region. Nevertheless, there
are four different interpretations of the origins and processes which led
to its industrialization on the basis of agriculture and exports: i) the
theory of adverse shocks; ii) the theory of industrialization headed by the
growth of commodity exports; iii) the interpretation based on the devel-
opment of capitalism in Brazil, and iv) the theory which stresses the role
of the public sector in promoting industry (Suzigan, 1986).

Although theories come and go, governments have to take action,
and they are not immune to the intellectual fads which periodically
permeate the social sciences. There is a useful expedient for dealing with
this which, although not offering a real solution, does make it possible to
mitigate some of the more negative effects of the situation, ie., to
recognize the prevailing circumstances, both domestic and international,
even though there may not be a logical explanation for them.



So far, experience has shown that one of the salient features of
economic development processes in many different regions is that they
seem to be a combination of a learning process, using the more advanced
societies as models, and of economic and social inventiveness, with the
less advanced countries adopting innovations within the context of their
own shortcomings and potentialities. This explains the well-known fact
that the channels of change vary widely in content, in direction and in
regard to the institutions involved (Prebisch, 1951). In the case of the
industrialization process, which is a vital axis of economic development
because of the contribution it makes to technical progress and increased
productivity, the combination of learning and innovation becomes even
more important. One of the characteristics of industrialization in Latin
America so far has, in fact, been the asymmetry between a high compo-
nent of imitation (the stage prior to learning) and a very small compo-
nent of economic and social innovation.

Ina previous study (Fajnzylber, 1985), the author has stated that the
Latin American countries need to modify the industrialization pattern
which has been the basis for the structure of production in recent decades.
In this study, we shall discuss in depth both the pattern which must be
changed, and the direction, requirements and policy guidelines that must
be followed in order to achieve this.

In the first chapter, we describe the Latin American industrializa-
tion process in terms of its contribution to the achievement of the
objectives of economic growth and equity, identifying those features
which are common to the different countries and those whichare unique
to individual countries and thus account for the diversity of the region.
We also describe briefly the characteristics of the so-called industrial
crisis of the 1980s.

In the second chapter, we discuss what seems to be one of the main
characteristics of the patterns followed in the industrialization and devel-
opment of Latin America, i.e., its inability to absorb and creatively adopt
technical progress in a manner consistent with the region’s shortcomings
and potentialities. We also describe the relationship between technical
progress and the industrial sector, and the contribution of macroeconom-
ics. Finally, we summarize the technological changes that have taken
place on the international scene, and discuss their implications for Latin
America. :

On the basis of the observations set forth in the first two chapters,
we propose, in the third chapter, an analytical scheme for studying this
relationship —which serves as the leitmotif for this study— between the
pattern of industrialization and development and the achievement of the
objectives of economic growth and equity.

In chapter four, the analytical scheme is discussed against the
background of the actual situation of the three advanced industrial
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countries (the United States, Japan and the Federal Republic of Ger-
many) which to a large extent establish the pattern of consumption,
production, communications, transport and energy which prevails on the
international scene.

In chapter five, attention is centered on Europe, which is divided
into two subregions: the large Western countries, with which the Ameri-
can countries, especially the southern Latin American ones, have always
had close relations; and the small North European countries, relations
with which have been based on the availability of natural resources,
specialized industries geared towards the international market and a
sound system of participative democracy.

In chapter six, our attention is drawn back to Latin America, this
time with a view to comparing this region with certain recently indus-
trialized countries whose industrial performance seems to be more satis-
factory. Thus, we compare the situation of the three largest Latin
American countries —Argentina, Brazil and Mexico— with that of South
Korea, Spain and Yugoslavia. Finally, some comments are made regard-
ing the lessons which can be learned from this comparative study, with a
view to drawing up more accurate guidelines for the internal changes the
Latin American countries must make in order to face the challenge that
lies ahead, i, to come closer to the hitherto empty box in which
economic growth converges with equity.






I. THE EMPTY BOX

1. Industrialization, growth and equity
in Latin America

We shall define dynamism as the rate of growth attained by the advanced
countries over the past 20 years (GDP per capita annual rate, 2.4%), and
equity as the ratio between the income of 40% of the lowest-income
population and of 10% of the highest-income population. In the
advanced countries, this ratio averaged 0.8 in the late 1970s and early
1980s, i.e., 40% of the lowest-income population has an income equival-
ent to 80% of the income of 10% of the highest-income population. Let
us assume that in Latin America, the dividing line between the countries
that have attained the highest and the lowest levels of equity is defined by
this same ratio, but at a value of 0.4, i.e., half that of the industrialized
countries (World Bank, 1986a). When the growth and the equity varia-
bles are crossed, with the dividing line of dynamism being the average
growth of the advanced countries during the period 1965-1984, and the
dividing line for equity being the ratio between the poorest 40% and the
richest 10% (table 1), a dual-entry matrix is generated in which one box
remains empty, representing those countries which could have simul-
taneously attained a higher rate of growth than that of the advanced
countries and a level of equity of more than 0.4. This empty box brings to
light the key question we shall try to address in this study.

Approximately 73% of the region’s gross domestic product is
generated in countries which might be called dynamic disarticulated
countries (Brazil, Colombia, Dominican Republic, Ecuador, Mexico,
Panama, and Paraguay); 11% is accounted for by countries at the other
end of the scale, i.e., countries that are integrated or articulated but
stagnant (Argentina and Uruguay), and the remaining 16% is accounted
for by countries which are both disarticulated and stagnant. The latter
category includes some potentially explosive cases, inasmuch as stagna-
tion and social disarticulation lead to an unjust income distribution,
giving rise to a wide range of proposals aimed at stirring society to do
something to remedy the situation.
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So far, the box representing growth with equity is empty, at least in
the case of the countries for which comparable information is available.
As is to be expected, the place assigned to each country on the chart
depends on the point at which the waters divide. Thus, for example, if the
equity borderline moved slightly downward, the upper right-hand box
would include countries such as Costa Rica, Chile and Venezuela; if the
growth borderline moved slightly upward, the number of dynamic coun-
tries would decrease, with Brazil, Mexico, Ecuador and Colombia keeping
their place in that box. '

One might assume that the empty box could only be filled by
countries that had advanced in their development process. This assump-
tion is proved false, however, by the case of countries in other regions
that have attained levels of income and development comparable to those
of Latin America. There are at least six countries in different regions and,
in fact, with different socioeconomic and political systems (table 2)
which, according to the same sources of information (World Bank), could
be placed in the box which remains empty for Latin America, i.e., South
Korea, Spain, Yugoslavia, Hungary, Israel and Portugal. These are coun-

Table 1

LATIN AMERICA: STRATEGIC OBJECTIVES:
GROWTH-EQUITY

40% lowest-income

Equity 10% highest-income (1970-1984)
<0.4° =0.4
Bolivia _ Costa Rica Argentina
Chile El Salvador Uruguay
<2.49%° Peru ) Guatemala
Venezuela Honduras
Nicaragua
Haiti
Growth (15.9)° ' (11.5)°
GDP per capita
(1965-1984)
Brazil Panama
Colombia ) Dominican
Republic
=2.4% Ecuador
Mexico
Paraguay
(72.6)°

Source: Joint ECLAC/UNIDO Industry and Technologz Division, based on World Bank Data.
“Industrialized countries half comparable ratio. Industrialized countries GDP per capita
average annual growth rate (1965-1984). “Share of regional GDP.
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Table 2

OTHER COUNTRIES: STRATEGIC OBJECTIVES:
GROWTH-EQUITY

40% lowest-income

Equit 1970-1984)
sy 10% highest-income (
<0.4° =04
<24%"
Growth
GDP per capita
(1965-1984)
South Korea
Spain
Yugoslavia
=2.4%
Hungary
Israel
Portugal

Source: Joint ECLAC/UNIDO Industry and Technologx Division, based on World Bank Data.
“Industrialized countries half comparable ratio.’ Industrialized countries GDP per capita
average annual growth rate (1965-1984).

tries whose size and economies are comparable to certain Latin American
countries. Because of certain characteristics pertaining to the origin of
their societies and their geopolitical role, they meet the requirements of
economic growth and equity. The question arises, therefore, whether it is
the specific nature of Latin America’s development which gives rise to
the empty box.

In this study, we shall try to understand the Latin American situa-
tion in the light of a comparative study of certain countries inside and
outside the region. Historians realize that if we are to understand a
region such as Latin America, we must be familiar with the rest of the
world; this fact has not always been taken into account, however, in
studies on the development of the region.

To begin with, it may be worthwhile to compare the relative
situation of Latin America in different branches of activity as they relate
to the international economy. Thus, a fact comes to light which may
provide a clue with which to begin our study: the region contributes more
in terms of population than of any other indicator of economic activity. In
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addition, there are clear indications that the share of the region decreases
as the intellectual value added increases. In terms of population, the
region accounts for 8%; as regards the gross domestic product, for 7%,
and as regards the manufacturing product, for 6%. With regard to
manufacturing, if attention is centered on capital goods, the region’s
share drops sharply to 3%; engineers and scientists account for 2.4%,
and the resources available to these engineers and scientists to cartry out
their activities represent barely 1.8%. Finally, as regards authors of
scientific works, this indicator, although not very reliable, shows a Latin
American participation of slightly over 1%.

A fundamental feature of Latin American development would thus
be a very scanty intellectual value added to human and natural resources;
in one way or another, this implies that development has been brought
about more by imitation than by a process of reflection on internal
shortcomings and potentialities. The inadequacy, in several respects, of
the development process with respect to specific shortcomings and
potentialities of the different countries of the region will be a recurring
theme in our subsequent discussion and in the comparisons we make at
the international level. Thus, it would seem that the central feature of the
process of development in Latin America has been its inadequate adop-
tion of technical progress, and its scanty contribution to original thinking
based on the true situation in order to define the range of decisions
involved in economic and social change. The empty box would appear to
be directly related to what might be called an inability to open the “black
box” of technical progress; this is partly due to the origin of Latin
American societies, their institutional structure, their cultural context
and a set of economic and structural factors which have a complex but
indisputable bearing on the social and political environment. Although
this view of the situation only provides a preliminary working hypothe-
sis, it is useful as the thread with which to weave our subsequent
arguments.

Acknowledgment of this shortcoming associated with the empty
box is perfectly compatible with recognition of the profound changes
that took place in the Latin American economies and societies between
1950 and 1981, those years which Hirschman (1986) calls the glorious 30
years of Latin American history. Indeed, during that time, the product
increased fivefold, while the population rose from 155 million to almost
400 million; the process of urbanization took place at such a rapid pace
that in several of the countries of the region in which more than half the
population was devoted to agriculture in 1950, no more than one-fourth
or one-third are currently in this activity; education and health levels
improved, with life expectancy rising considerably in every country of the
region, and institutions were created which favoured the economic,
social, political and cultural integration of the region. In addition, the
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groundwork was laid for technological development in some very impor-
tant branches having to do with agriculture, public works and energy.

The world has grown and has undergone economic, social, political
and cultural changes since World War II, at a rate never before seen in
history, and many of these changes have also taken place in Latin
America. These positive changes in the region should not, however, lead
us into complacency.

2. Common features of Latin American
industrialization

Four features characterize the pattern of industrialization followed in
Latin America: a) participation in the international market based almost
exclusively on a trade surplus generated through natural resources, agri-
culture, energy and mining, and a systematic trade deficit in the manufac-
turing sector (except in the case of Brazil, from 1982 on); b) an industrial
structure conceived for and directed fundamentally at the domestic
market; ¢) a desire to reproduce the lifestyle of the advanced countries,
both as regards consumption and, in varying degrees, as regards domestic
production; and d) underestimation of the social role of entrepreneurs
and weak leadership on the part of public and private national corpora-
tions in those sectors whose dynamism and content define the industrial
profile of each country.

a) International insertion on the basis of raw materials

After more than 40 years of industrialization, and having soon
become aware of the deteriorating trend in the terms of trade for natural
resources —which, as in the United States, are abundant in the region—
with respect to manufactures, all the countries of the region, without
exception up to 1982, had a positive trade balance only in respect of
agriculture, energy or mining, depending on the country concerned, and
had a deficit in respect of manufacturing (table 3). Beginning in 1982,
Brazil had a surplus in the manufacturing sector, but the other countries
still showed deficits. As regards Brazil, there are several views as to the
possible structural nature of the surplus of the manufacturing sector.
Some hold that it is a passing situation that has to do with the contraction
of the domestic market (1980-1983), with the dynamism of imports from
the United States in 1984 and with the relative decline in the rate of
domestic investment during the first half of the 1980s; bthers feel that
the great investment effort made by Brazil during the 1970s in the
industrial sector laid the foundation for generating a sound and growing
manufacturing surplus (Barros de Castro, 1985). The deterioration of the
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trade balance in the manufacturing sector in 1986, associated with a
strong increase in domestic demand, has revived this controversy, which
has important implications for the rest of the region.

As regards the terms of trade, it is evident that the misgivings of the
1940s were fully justified: between 1950 and 1985, the index of relative
prices as between agriculture and manufacturing fell from 168 to 81
(1979-1981=100); in mining, from 124 to 79; and for oil, from 26 in
1950, it fell to 13 in 1970, rose to 107 in 1980, and dropped again to 101 in
1985 (World Bank, 1986b).

The region denounced these trends, but the changes made in the
structure of production were not sufficient to neutralize their adverse
effects. In the mid-1970s, some countries of the region, noting the

Table 3

LATIN AMERICA: TRADE BALANCE BY SECTORS OF
ECONOMIC ACTIVITY, 1985

(Millions of dollars)

Total Agricul- Mam.xfac- Ener- Mini Other
sectors  tute |, T8 gy ININE  sectors
industry

Total Latin America 34 541 19372 -13649 22593 6282 -57
Oil-exporting

countries 20 241 -285 -11 606 29 566 2593 -27
Bolivia -17 -107 -538 371 257 -
Ecuador 1258 743  -1346 1897 -35 -1
Mexico 9 197 -209 -5 092 14 049 455 -6
Peru 1 084 224 <948 637 1171 -
Venezuela 8 719 -936  -3682 12612 745 -20
Non-oil-exporting

countries 14300 19657 -2043 -6973 3689 -30
Argentina 4581 5576 -1113 151 -34 1
Brazil 11 265 8 567 5791  -4901 1822 -14
Colombia -359 1748 -2271 94 -114 -16
Costa Rica -159 595 -570 -165 -19 -
Chile 904 887 -1523 -512 2052 -
El Salvador -493 234 -470 -253 -4 -
Guatemala -305 641 -487 -447 -12 -
Honduras -171 549 -520 -220 21 -1
Nicaragua -799 143 -596 -339 -7 -
Paraguay -197 237 -286 -142 -6 -
Uruguay 233 480 2 -239 -10 -

Source: Joint ECLAC/UNIDO Industry and Technology Division, updated on the basis of Data Bank
on Latin American and Caribbean Foreign Trade (BADECEL).
“Manufacturing industry includes SITC sections 5-8, except division 68 (non-ferrous metals).
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unsatisfactory results of this industrialization pattern, adopted policies
which led to an increase in the manufacturing sector’s deficit without
having much impact on the surplus in the natural resources sectors. Their
international financial liquidity temporarily mitigated the impact of this
problem, but it came up again, in even more serious proportions, in 1982,
when the net flow of financial resources showed a negative balance, and
the terms of trade fell even more sharply (ECLAC, 1986 a) and b)).

The problem is further aggravated by the fact that the manufactur-
ing deficit is concentrated precisely in the sectors having a greater
content of technology and greater growth, i.e., capital goods, chemicals
and the automobile industry. The region’s position is poor precisely in
those areas which offer a promising future for international trade, and
strong in those which are not so promising.

b)  Industrialization directed at the domestic market

Whatever may be the specific situation in individual countries —a
matter we shall discuss later on—, in every case, industrial exports
represent a low percentage of industrial production and, judging by the
technology applied in production, processing and manufacturing, it
would appear that such activities have been conceived fundamentally for
purposes of supplying the domestic market. This does not mean that
there were no exceptions in certain periods, sectors and countries, or that
no export promotion policies were applied during the mid-1960s. The
crucial fact is that the domestic market has always been more profitable
than the international market (table 4).

Since the late 1970s, investment in exports has had to compete not
only with easily reached and protected domestic market, but also with an
even more attractive option, i.e., that of placing money on the interna-
tional financial market at high dollar interest rates. To give an idea of the
magnitude of this new phenomenon —which works against productive
investment in exports and in the domestic market and which is related,
among other factors, to the United States deficit— suffice it to say that on
the Eurodollar market alone, the volume of trading each year is equival-
ent to 25 times the volume of international trade in goods and services.
Even allowing for some duplication in the recording of these transac-
tions, the orders of magnitude involved show that this is a new pheno-
menon which is potentially very significant.

Even in the case of Brazil, whose industrial exports represent half
the manufacturing exports of the region and more than 50% of its own
total exports, the coefficient of industrial exports is low, and the domestic
market remains the priority target of most enterprises and sectors. In
1980, the export coefficient in respect of industrial output was 5.3%,
using a strict definition of manufactures, and 8.0%, using a broader
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definition. This applies, with no major variations, to national and foreign
private firms and State firms. While this is serious in a country whose
GNP is equivalent to that of Sweden, Norway, Denmark and Finland all
together (all oriented towards the international market), it is even more
serious in the small and medium-sized countries of the region (with
export coefficients in the order of 109 ). Thus, there is a repetition of the
pattern seen in the United States, where production is concentrated on
the domestic market, with the difference that the country with the largest
domestic market of the region (Brazil) currently represents 1/13 that of
the United States. At the end of World WarIl, it represented 1/25 that of
the United States, when the latter was generating 409 of the world
product and 60% of world exports, with a population equivalent to 6% of
the world total.

Table 4
LATIN AMERICA: MANUFACTURING® EXPORT COEFICCIENT

(Percentages)

1965 1970 1975 1980 1981 1982 1983 1984 1985

Argentina 2.0 7.0 2.9 3.9 4.5 5.6 4.5 3.8 5.5
Brazil 2.1 2.8 3.0 5.3 6.1 5.0 74 17.3 28.4
Mexico 25 2.2 2.8 25 3.7 6.3 6.0 7.1
Bolivia 4.8 2.6 3.5 3.2 2.1 1.6
Colombia 1.4 2.0 49 4.9 5.0 4.5 3.5 3.6 4.6
Chile 1.3 2.2 5.4 6.1 44 5.1 5.4 6.0 6.6
Ecuador 1.8 1.9 5.4 9.8 7.4 6.6 24 4.4
Paraguay 12.5 9.0 106

Peru 0.6 0.5 0.5 5.1 33 3.5 2.5 3.1
Uruguay 39° 23" 48 78 66 76 113 117 103
Venezuela 1.2 0.6 0.8 1.0 1.3 1.0 0.7 1.9 5.0
Costa Rica 3.8 9.7 11.5 12.3 18.3 13.5 11.8

El Salvador 5.0 15.7 176 243 17.0 15.9 13.2
Guatemala 268° 1837 158 212 171 164 165 144
Honduras 55 104° 153 133 116 103 94 76
Nicaragua 2.6 9.2 8.9 7.6 5.0 27 27 1.6
Dominican

Republic 1.8 1.8 7.1 6.7 6.6 3.9 4.9 4.0

Source: Joint ECLAC/UNIDO Industry and Technology Division, on the basis of UNIDO data;
United Nations, Industrial Statistics Yearbook 1983; and ECLAC, América Latina y el
Caribe: exportaciones de manufacturas por paises y segtin su origen industrial desde 1961
hasta 1982 (LC/L.351), Santiago, Chile, 1985.
“Definition of manufactures and semimanufactures based on UNCTAD document
TD/B/C.2/3. ®1974. 1968, 41971
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The region’s particular problem, however, does not lie in the
application of an import-substitution policy —this was done throughout
the world, except in England, in the late eighteenth and early nineteenth
centuries—, but rather in the economic model it applied. Import-
substitution has been an integral part of an industrialization pattern that
is characterized by a set of elements that work together and strengthen
each other; it may be easier to isolate one of these components and centre
all attention on it, bue this does not work when it comes to designing
different industrialization strategies. It should be stressed, however, that
a region in which the hourly cost of the manufacturing sector ranges
between 1/7 and 1/20 of that prevailing in the developed countries, with
a lower tax burden, with productivity levels that are less than 50% of
those of the developed countries and with similar access to technologies,
can hardly afford to passively maintain a high and indiscriminate level of
protectionism. International experience has shown that radical and can-
did opening up of the economy is not wise either, but that the countries
should, for the time being, establish, at a sectoral level, a strategy
allowing for domestic industries to learn technologies that will enable
them to attain a secure place on the international market.

c) The consumption pattern

The desire to reproduce the lifestyle of the advanced countries,
especially that of the United States, is a common feature of all the
countries in the region; this desire seems to be shared by an overwhelm-
ing majority of the world’s population, regardless of level of develop-
ment, socioeconomic system or ethnic background. What is specific to the
region is the way in which it is becoming an integral part of industrial
demand and supply, the energy platform, marketing, communications
and consumer finance. The degree to which different objects are dissemi-
nated from the top to the base of the income pyramid depends on unit
prices. When cheap goods (beverages, wearing apparel and some house-
hold appliances) are concerned, dissemination even reaches the rural
sectors. When consumer electronics are included, it reaches the popular
urban sectors and, in the case of the automobile (the good which ina way
symbolizes this consumption pattern), it reaches the middle-income
sectors. The reference lifestyle has arisen in a country whose per capita
income is currently equivalent to more than seven times the per capita
income of Latin America, and whose economy is practically five times
larger than that of the Latin American countries taken together.
Moreover, the very country in which it originated has recently noted that
this lifestyle is so expensive that its own domestic resources are not
sufficient to sustain it, so that the United States has recently fallen into
the category of a net debtor, with the sole difference that it issues the
currency in which its debt is figured. In order to recover its international
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competitiveness and avoid falling back in terms of growth and productiv-
ity, it has had to resort to devaluation so as to erode the relative level of
domestic wages.

In Latin America, physical objects have been transplanted to a
greater extent than the know-how and the institutions required to
design, produce and adapt these objects to local conditions. The desire to
have them has been greater than the desire to assimilate the modern
know-how and the interpersonal relations that went into their design.

Assuming that the United States lifestyle is part of a collective ideal,
the challenge consists in making this fact compatible with the search for
social and economic articulation at the domestic level, and securing a
sound position in the international economy. In Latin America, the desire
to reproduce the United States lifestyle, in that part of the income
pyramid that is able to pay the prices of the various goods, has prevailed
over the objectives of articulation at the national level and of securing a
good position at the international level. This may be seen, for example, in
the density of consumption of certain expensive objects (automobiles),
which is much greater than in other recently industrialized countries
with a comparable level of income. Moreover, contrary to the case in
other countries and regions, local production of these objects.for the
domestic market has been set up in a large number of small-scale
factories, which are structurally incompatible, in most cases, with the
requirements of the international market. Access to these goods has been
facilitated through “carbon-copies” of the consumer credit mechanisms
applied in the countries of origin, with the inevitable implications this
has for family savings and the availability or resources for investment.

In an advanced country such as Japan, which was also a latecomer on
the industrial scene, and whose per capita income represents almost 80%
that of the United States, the density of automobiles is equivalent to 40%
that of the United States, and consumer credit availability is equivalent to
1/7 of the GNP. It is interesting to-note that Japan is the primary foreign
supplier of automobiles for the United States. Several of the Scandina-
vian countries having per capita incomes comparable to those of the
United States and whose markets, in terms of GNP, are larger than those
of the medium-sized countries of the region, have a high density of
automobile consumption, but have not yet started to produce them
domestically. South Korea, with a per capita income similar to that of the
larger countries of the region, a product equivalent to 1/3 that of Brazil
and 1/2 that of Mexico, and which currently exports automobiles to
Canada and the United States through national firms, has an automobile
density equivalent to between 1/5 and 1/10 that prevailing in the Latin
American countries.

As regards foodstuffs, it is clear that commodities have been neg-
lected on the domestic markets of Brazil and Mexico. Over the past 10
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years, there has been a significant increase in agricultural production for
export and in the production of sugar cane as a substitute for oil in Brazil,
along with a drop in per capita cereal production; the cereal import
coefficient has been rising regularly in both countries, reaching a level of
approximately 20% in the early 1980s. In Argentina, these products are
some of the main export items.

In Argentina and Korea, the problem of supplying basic foods for
domestic consumption has been solved, inasmuch as Argentina has an
abundance of natural resources and Korea has placed a high value on
attaining self-sufficiency in food production. (Per capita calorie con-
sumption in Argentina is similar to that of the United States and higher
than that of Europe and Japan.)

As regards dietary content, as shown in table 5, there is a clear
contrast between a country which seeks to make up for its own shortcom-
ings and potentialities (Republic of Korea) and the Latin American
countries, which try to reproduce, at the top of the income pyramid, the
food pattern of the United States, with a large part of the diet consisting
of foods of animal origin, especially. beef, whereas in Korea consumption
of grains and fish is predominant. Although calorie and protein content
are comparable, the composition of the diet is quite different. In Latin
America, the diet of the middle- and upper-income urban sectors, which
is very similar to that of the United States, has been superimposed on
that of the rural and lower-income urban sectors, whose diet is much
lower in absolute terms as well as in terms of meat and milk content.

Another contrast between the food patterns under consideration
has to do with the energy efficiency (this being understood as the
biological or commercial energy required per calorie consumed by the
average consumer) of the different countries. Suffice it to say that the loss
of efficiency involved in the transformation of grains into animal foods
and the estimates made for the United States food system —which is the
pattern usually imitated— show that around nine calories of fossil energy
are required for each calorie available “on the consumer’s plate” (Steihart
and Steihart, 1985). The Japanese consumption model, and even more so
the Korean one, would quite probably require less than half this amount.
Only the great disparities among food consumption patterns in Latin
America make it possible for the reference pattern to be fully reproduced
at the top of the income scale, inasmuch as, according to Schejtman, in the
specific case of South America, twice the current gross total consumption
of oil (1980) would be required if production and consumption patterns
like those of the model usually imitated were to be generally adopted
(Schejtman, 1985, p. 53).

Japan and Korea have also tended to gravitate towards the Ameri-
can lifestyle, both as regards vehicles and as regards diet, but this trend,
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Table 5
LATIN AMERICA AND REPUBLIC OF KOREA: DAILY INTAKE

Consumption Calories Proteins
Latin America Korea Latin America Korea Latin America Korea

Kg/year Per- Kg/ Per- Value Per- Per- Grams Per- Per-
(1979- cent- year cent- (1979- cent- (\1/;17[1;) cent- (1979- cent- gr;;g: cent-
1981) age (1975) age 1981) age age 1981) age age
Vegetable origin 459.9 76.1 364.4 88.6 2184 83.3 2282 93.2 39.6 59.2 53 75.7
Rice 39.7 6.6 1260 29.8 265 10.1 1243 50.8 5.3 7.9 23 329
Wheat 58.1 9.6 40.9 9.7 400 15.3 408 16.6 11.8 17.7 12 17.1

Corn 37.7 62 - - 337 12.8 - - 8.4 12.6 -
Other grains 3.7 0.6 48.6 115 26 1.0 472 193 0.8 1.1 11 -15.7
Total food grains 139.2 23.0 215.5 51.0 1028 39.2 2123 86.7 26.3 39.3 46 65.7
Fruits 102.7 17.0 15.2 3.6 144 5.5 24 1.0 1.6 2.4 1 14
Vegetables 376 6.2 105.1 24.9 30 1.2 40 1.6 1.3 1.9 3 4.3
Potatoes - - 27.6 8.9 - 86 35 - 2 29
Total fruits and vegetables 140.3 23.2 147.9 37.4 174 6.7 150 6.1 29 4.3 6 8.6
Others of vegetable origin 171.4 38.4 - - 897 34.2 - - 4.2 6.3 - -
Pulses 9.0 LS 1.0 0.2 85 32 9 0.4 6.2 9.3 1 1.4
Animal origin 144.8 23.9 48.2 11.3 437 16.7 166 6.8 27.0 40.8 17 24.3
Beef 16.6 2.7 1.9 0.4 97 3.7 9 0.4 6.3 9.5 1 1.4
Pork 6.1 1.0 4.7 1.1 34 1.3 48 2.0 1.9 2.9 2 29
Chicken 7.0 1.2 1.9 04 29 1.1 6 0.2 2.1 3.2 1 -14
Fish and seafood 135 2.2 249 5.9 24 0.9 68 28 3.4 5.1 11 15.7
Other meats 5.4 0.9 - - 18 0.7 - - 2.4 3.7 - -
Total meats and fish 48.6 8.0 33.4 7.8 202 7.7 131 5.4 16.1 24.4 15 215
Milk 87.4 14.5 1.3 2.7 155 5.9 19 0.8 9.2 13.8 1 1.4
“Eggs 6.2 1.0 3.5 08 23 08 16 0.6 .17 26 1 14
Animal oils and fats 2.6 0.4 - - 57 2.2 - - - - - -
Total 604.7 100.0 412.6 99.9 2 621 100.0 2488 100.0 66.6 100.0 70 100.0

Source: Joint ECLAC/FAO Agriculture Division and World Bank.



which is a worldwide one, has been moderated in order to protect growth,
international competitiveness and minimum standards of equity, and
promote the process of social integration.

d) Failure to recognize the social value of national entrepreneurs and
weakness of their leadership

In most cases, national private enterprises have not exercised lead-
ership in the more dynamic industrial sectors (automobiles, chemicals,
capital goods) which bring in technical progress and determine the
national profile of production; among the largest companies in each
country, national private firms rank in a modest third place, after public
enterprises and transnational corporations (Fajnzylber, in press); a study
of the position of the countries of the region as regards the presence and
the importance of small and medium-sized enterprises, which by defini-
tion are national private companies, will show that they are much less
important than in the advanced and recently industrialized countries of
other regions (Italy, Japan, India and Spain).

The strong role played by small and medium-sized industries and
the increasing attention being given to them in the advanced countries, in
several different sectors, all of which are exposed to international compe-
tition, suggests that some objections may be made to the determinism
with which the small size of domestic markets is often viewed. This is
often used as an excuse both for the absence of investment opportunities
and the maintenance of highly protectionist policies. Moreover, since the
mid-1970s, empirical observation in the advanced countries has con-
firmed the fact that these companies are much more dynamic not only as
regards employment but also as regards flexibility and technological
innovation. Finally, an analysis of the role of the national private sector
in technological research and development show that, even in the more
advanced countries of the region, their participation is marginal.

To the above facts are added two others which, although difficult to
quantify, are nevertheless significant: the role of corporations as such,
independently of the ownership system followed, is not appreciated by
society in Latin America, but the issue of ownership, which has become
deeply associated with ideology, arouses great interest in public debate.
Although the similarities with the United States hold, as regards con-
sumption patterns, the domestic orientation of production, and interna-
tional insertion by way of natural resources, the difference could not be
greater as regards this fourth aspect. This is, moreover, one of the
features which distinguishes the region from those recently industrial-
ized countries which have succeeded in competing on the international
market. The Latin American countries will not be able to get away from
this “showcase modernness” until such time as their societies properly
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appreciate the role of their enterprises and their entrepreneurs exercise
creativity. This is a very complex issue which goes beyond the sphere of
trade, fiscal or monetary policy; hence, it cannot be considered merely in
the light of doctrinaire positions to be imposed by decree. Economic
policy instruments and decrees may have positive or negative effects, but
they are not sufficient in and of themselves. A cultural and axiological
dimension is involved, and a crucial role is played by political debate
based on realities, social agreement, transparency in the transmittal of
information, the mass communications media and the educational
process.

In this regard, there are several basic differences between the
Republic of Korea and the Latin American countries. In Korea, a pre-
dominant characteristic, which is even more pronounced than in Japan, is
the close linkage between the State and a number of national conglomer-
ates centered especially in the manufacturing sector, but also showing a
high degree of diversification. The 10 largest conglomerates (table 6)
generate almost one-fourth of the gross national product and the 46
largest conglomerates originate 43% of the GNP. The national private
conglomerates of Latin America do not come anywhere near to carrying
that much weight, and their organic linkage with the State is much
weaker. Moreover, whereas in Korea the public sector has played a
decisive role in financial intermediation, public development banks in
Latin America, although relatively important, coexist with a private
banking system which accounts for the bulk of short-term financial
intermediation (Asfan Development Review, 1984).

The subsidiaries of transnational corporations play a much less
important role in Korea than in the Latin American countries, where
they exercise leadership and concentrate on the domestic market.

Finally, public enterprises account for a much greater share of
investment in Korea than they do in Argentina and Brazil, and a lesser
share only by comparison with Mexico, where the petroleum sector
(PEMEX) is particularly strong. In brief, whereas in Korea leadership is
provided by a strong, planning-oriented State which is organically articu-
lated with a small number of powerful national conglomerates, with a
number of TNC subsidiaries playing a minor, complementary role in
certain export-oriented sectors, what we see in Latin America is a
distribution of functions in which transnational corporations exercise
leadership in the more dynamic industrial sectors, publicenterprises take
care of infrastructure branches, and national private companies are
relegated to less dynamic and less technologically complex industrial
activities and the production of services, including financial intermedia-
tion (table 6).
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Table 6
IMPORTANCE OF DIFFERENT ENTREPRENEURIAL AGENTS

Argentina Brazil Mexico Republic of Korea

Foreign investment: stock of

foreign investment (end of 1970s) 5 489 13 005 3 868 737

(millions of dollars)® (1983)

Share of transnational corporations 31 44 39 11

in manufacturing gross output® (1972) 1977) (1970) (1975)

Share of transnational corporations >30 43 34 27

in exports of manufactures” (1969) (1969) (1974) (1978)

Public enterprises: share in fixed 20 23 29 25

total investment’ (1978-1980) (1980) (1978) (1974-1977)

Contribution of private national

conglomerates to GDP (1978):

10 largest 23.4

46 largest 43.0

State corporations (I)

Private national corporations (II)

Transnational corporations (III)

Percentage structure in

total sales (1983)° 1 1 1 I 11 I 1 11 111

10 largest corporations 45.1 71 478 593 11.2 295 837 142 2.1

50 largest corporations 37.1 245 384 474 208 318 659 245 9.6

Source: Joint ECLAC/UNIDO Industry and Technology Division.

“Centre on Transnational Corporations, Transnational Corporations in World Developments. Third study. New York, 1983. ®1. Sachs, External debts and
microeconomsc performance in Latin America and East Aséa, Brookings Papers on Economic Activity No. 219, 1985; and K.S. Kim, Industrial Policy and
Industrialization in South Korea, Kellogg Institute Working Paper No. 39, 1985. ‘Joint ECLAC/UNIDO Industry and Technology Division,

Industrializacién y desarrollo tecnoldgico, Informe No. 1, Santiago, Chile, September 1985; and ECLAC, Las empresas transnacionales en Argentina, Estudios e
Informes de la CEPAL, No. 56, Santiago, Chile, United Nations publications, Sale No. S.86.11.G.6.



e) Interrelationships among the fundamental characteristics

The four common characteristics mentioned above are interrelated
and mutually reinforcing. It is therefore difficult to understand the
transplanting of “showcase modernness” and systematic orientation
towards the domestic market without taking into account the weakness
of national corporations, and vice versa. The convergence of the three
factors, for its part, explains why, after several decades of industrializa-
tion, the countries still depend on natural resources for gaining access to
the international market. The availability of those resources in turn
influences the pattern of industrialization adopted.

From the standpoint of the formulation of new industrialization
strategies, what is important is to assume the interdependency of these
factors and deal with them as a whole. If, for example, attention is
directed solely towards the need to open up domestic markets, the
immediate effect will be an increase in “'showcase modernness”, a further
weakening of the entrepreneurial base and an accentuation of insertion
by way of natural resources. Moreover, it is arbitrary to try to strengthen
the national entrepreneurial base by applying the seemingly effective
expedient of transferring ownership of established enterprises to differ-
ent agents (changing to private or to State ownership), while maintain-
ing a pattern of consumption that is hardly compatible with growth,
especially at a time when net capital flows to the region are disappearing
and it has become so easy to place private savings abroad.

Regional and international experience suggests that if the general
objectives of development are to be achieved, it is important to advance
simultaneously towards the articulation of the domestic economy and
society and towards a sound participation in the international economy.
It is unrealistic to think that this participation can be achieved while
partially excluding certain social sectors and regions, inasmuch as the
latent social tensions will inevitably lead to uncertainty and, in the last
analysis, jeopardize growth and investment. Moreover, concentrating
attention entirely on domestic articulation at the expense of interna-
tional insertion is very risky, both because of the increasing efficiency of
communications and the resulting transmittal of expectations and behav-
iour patterns, and because of the even more decisive fact that the
improvement of living standards is associated with the improvement of
productivity. This has to do with the process of adoption of technical
progress, which requires growth and is encouraged and facilitated by
international insertion.

The pattern of industrialization that is characterized by the conver-
gence of “showcase modernness”, an easy domestic market, international
insertion by way of natural resources and weak national entrepreneurs
reflects the weakness of what has been defined, in a previous study
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(Fajnzylber, 1983), as an endogenous nucleus of technological dynamiza-
tion. To change this pattern would, in fact, involve reinforcing and
articulating that nucleus and the goods and services subsystems of which
it is made.

The national expressions of this pattern are the result of a combina-
tion of these common characteristics and the specific features of each
society and of the industrial sector itself.

3. Differential features of the industrialization of Latin
American societies

The industrialization pattern described above may be seen in societies
that are very different from each other. The specific features of an
industrialization process, as regards content, results, challenges for the
future and strategies and policies required to face them are directly
affected by the interaction of the common characteristics of the indus-
trialization pattern and the unique features which distinguish national
societies. We shall centre our attention on certain aspects in which the
similarities and differences appear to exert the greatest influence: the
type of natural resources, the characteristics of the agricultural system,
the historical moment in which industrialization takes on momentum,
the population dynamics, the size of markets and the prevailing political
system.

a)  Type of natural resource

The type of natural resource that nas enabled a country to gain
access to the international economy and the type of enterprises involved
in its exploitation influence, in varying degrees, the level, evolution and
stability of foreign-exchange income; the distribution of the available
foreign-exchange income among the different economic agents; the
relative economic weight of the State in society as a whole and abroad,
and variations in productivity. Consequently, the type and nature of the
natural resource involved, and the particular form of enterprise deve-
loped to manage it will have a direct influence on the backward linkages
in the industrial sector (raw materials, inputs and equipment), as well as
on the population’s demand for industrial goods.

A variety of situations have arisen in the different countries of the
region. There are mining enclaves managed by outside entrepreneurs
which have subsequently been transferred to public enterprises and have
thus become a mainstay of public finance in foreign currency and, pat-
tially, in local currency. Agriculture has been predominantly devoted to
industrial crops managed by large modern enterprises belonging to
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national capital, which subsequently play a leading role in industrial
development. In similar situations, entrepreneurial responsibility has
been borne by enterprises that act on the international scene. The
different ways in which the latter two situations affect the linkages and
subsequent role of the State, as well as on the country’s development
style, are far from negligible. Also, in some situations, export-oriented
agriculture has coincided with the production of basic foods for domestic
consumption, with ownership, although relatively concentrated, includ-
ing a large number of medium- and small-scale farmers. In this case,
structural diversity is attenuated, income distribution is more favourable,
and the relative autonomy of the society with respect to the State tends to
be strengthened.

A very simplified typology of Latin American agriculture might
show the distinction between the extreme cases of Argentina and Uru-
guay, on the one hand, and the rest of the region, on the other. Argentina
and Uruguay have fertile lands that are fairly uniform and sparsely
populated; their basic exports are consistent with the domestic diet of
meat and grains, medium- to large-scale commercial enterprises are
predominant, the peasantry plays a minor role, agricultural technology is
at an advanced stage, and there is little technological dualism within
agriculture or between agriculture and the rest of the economy. In the
other countries, although there are subsystems similar to those just
described, and they may be increasing in importance, industrial crops are
prevalent, soil fertility varies greatly, irrigation plays an important role,
large modern exploitations are combined with a significant peasant
economy and a growing dependency on imports to supply basic food
consumption (cereals); in this case, there is a strong technological dual-
ism within agriculture and between agriculture and the rest of the
economy.

b)  The belatedness of industrialization

The particular point in history at which the process of industrializa-
tion is unleashed will also have a significant effect on its scope and
content. Although reference is often made to the "belated industrializa-
tion” of the region, this generalization actually includes countries in
which the process began at the end of the nineteenth century (the Unidn
Industrial of Argentina was founded in 1887, and the Sociedad de
Fomento Fabril was started in Chile in 1883), others in which the process
seems to have started after World War II, and other intermediate situa-
tions in which World War I and the crisis of the 1930s seem to have
triggered the process. It could be argued that the later a country begins to
industrialize, the more advanced will be the level of technology to which
it has access. This advantage, however, is offset by the fact that there will
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be a greater gap between the way in which a preindustrial society works
and the requirements which the introduction of the industrial rationale
entails. The longer a preindustrial society persists, the greater will be the
lag and the latent social tensions. To this is added the fact that the
modernization of health services will take place more rapidly than
industrial development, and this will have an effect on population
dynamics. In Latin America, the migration of the population from the
tedium of farm life to the neon lights of the cities is reaching proportions
never seen in the process of industrialization of the developed countries.
It used to be that those who were excluded from progress were also
excluded from access to information and political participation; this
situation ended with the appearance of the transistor radio, which has
brought both the urban poor and most of the peasantry the collective
expectation of a modern lifestyle, represented by certain symbols of
consumption and lifestyles. The social tensions generated in preindus-
trial society are reinforced in the early stages of industrialization with the
inclusion of the poor in the shared expectation of entering into the
modern age, even if only through the precarious means of physical
contact with certain objects.

No reliable and comparable empirical data are available to assess
the influence of the industrial sector on the economy of Latin America as
a whole during the latter part of the nineteenth century. Nevertheless,
from the sources available, it would appear that Argentina, Brazil, Chile,
Mexico and Cuba had some degree of industrial development by the
beginning of World War I, particulary in the area. of textiles, clothing,
mills, footwear and some metal tools. Between World War I, the crisis of
the 1930s and World War II, industrialization took hold in Colombia,
Peru, Costa Rica and Bolivia, and after World War II, it began in
Venezuela, Paraguay, Honduras, Guatemala, Panama, Ecuador, Nicara-
gua, Dominican Republic, Haiti and other Caribbean countries. This is
just a rough estimate but it gives an idea of the wide range of situations
covered by the term “late industrialization”, i.e., from countries that have
been industrialized for more than a century to others with an industrial
history of no more than three decades.

¢) The size of the national economy

Evidently, the economic size of the different countries is a factor
which explains some of the differences in their industrialization pro-
cesses, especially in view of the fact that certain goods, such as widely used
intermediate inputs (cement, steel, petrochemicals), automobiles and
some mass-produced capital goods, require a minimum plant size that is
hardly compatible with the domestic markets of some countries.
Moreover, certain infrastructure works (transport, energy, communica-
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tions) require a very high fixed investment, and this can be raised more
easily in countries having a larger economy. In general, the smaller the
size of the country the more specialized will be its industry and the more
diversified the profile of the sectoral structure.

When these facts are considered in the light of the actual production
structure of the region, it becomes apparent that the latter has not been a
fundamental criterion in the design of industrial strategy and policy.
Moreover, in many countries, other considerations, which are hardly
justifiable from the economic or technological standpoint, have led to the
development of industries the minimum scale of which is incompatible
with the size of the country (steel, automobiles); at che same time, other
industries which would have been better suited to the country, such as
certain non- mass-produced capital goods, have not been developed. In
fact, a highly fragmented structure of production and a high level of idle
capacity were characteristic of several sectors and many countries of the
region over long periods of time; this situation was made possible, from
the economic standpoint, by the indiscriminate protectionism that pre-
vailed in these economies. In the Central American Common Market,
integration helped compensate for the limitations of domestic markets,
and in the Andean Group, the same effect was achieved, although just
barely. In general, the limitations arising from the small size of domestic
markets have been aggravated by the impact of domestic policies, and not
enough attention has been given, in practice, to efforts to compensate for
these limitations through integration.

d) Political systems

Judging from the texts of their constitutions, it would appear that
most of the political systems of the region are based on the liberal
doctrine of nineteenth-century Europe; this seems contradictory, consid-
ering that only a very small percentage of the population of Latin
America has lived for more than a few decades under a representative
democracy. Since the early 1980s, most of the region’s population has
succeeded in adopting this type of political system as a routine way of life.
The fact that representative democracy has been almost absent as a
structural feature in the political history of Latin America may help
explain why regional integration has advanced so slowly; international
and regional experience has shown that integration works better under
democratic régimes. The most significant step taken recently has been
the signing of an agreement between Argentina and Brazil, which con-
tains certain qualitative innovations with respect to the region’s expe-
rience with integration (ECLAC, 1987).
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4. The industrial crisis of the 1980s

a)  Relative magnitude of the Latin American industrial crisis

Mainly as a result of external factors, but also because of internal
factors of a structural nature and of the economic policies implemented,
the Latin American economies have, since 1980, been undergoing a crisis
which has particularly affected the industrial sector. It was inevitable that
the increasing scarcity of foreign exchange would most seriously affect
that sector of production which required the greatest amount of imports
and had a very limited export capacity and hence a heavy trade deficit. On
the demand side, industry was disproportionately affected by the drop in
national income and on the supply side, the scarcity of foreign exchange
made it difficult to obtain inputs, parts and equipment, which became
more expensive. Except in a few countries and sectors, inexperience and
the nature of the production facilities concerned prevented industrialists
from offsetting the decline of the domestic market with exports; to this
problem was added the rise in interest rates and the overindebtedness
carried over from the 1970s.

In 1985, Latin America’s manufacturing product per capita was at
an index figure of 89 (1980=100) and its GDP per capita was 93
(1980=100). The recovery attained by industry in 1984 and 1985 (2.6%
and 1.9%, for the manufacturing product per capita) was not sufficient to
restore the 1980 levels. Despite the notable differences in the
performance of the different countries, the manufacturing product per
capita in 1985 did not improve, with respect to 1980, in any of the
countries for which comparable data were available.

Disregarding population growth and considering only the level of
the manufacturing product, some extreme cases come to light, such as
those of Colombia, Ecuador and Venezuela, whose 1985 manufacturing
product was 8% higher than in 1980, on the one hand, and Bolivia, whose
1985 manufacturing product was 61% of the level attained in 1980 (53 %
in terms of the manufacturing product per capita).

b)  Explanatory factors and evolution of the industrial crisis

This disparity in the development of manufacturing is explained,
among other factors, by the degree of industrialization and integration of
the industrial apparatus, the volume and sectoral distribution of invest-
ment and the industrial growth of the preceding decade, the nature and
intensity of the negative impact of external factors (terms of trade,
indebtedness, capital flows, interest rates and trend in the quantum of
exports) and the domestic macroeconomic and sectoral policies adopted
by the different countries during the crisis.
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Brazil, which accounts for about one-third of the region’s manufac-
turing product, has played a major role in the overall decline of the per
capita product during the period 1980-1983 and in the recovery expe-
rienced in 1984-1985. That country saw its manufacturing product fall
steadily up to 1983 and then recover steadily in the subsequent years; this
was not the case, however, in most of the other countries of the region. In
some of these, the decline has continued from 1980 to the present
(Bolivia, Guatemala, Honduras, Panama); in others, after an initial fall,
up to 1982-1983-1984, there was still no clear recovery in the following
years (Argentina, Uruguay); and in others, there was little or no decline
at the beginning, but the situation later deteriorated (1982-1983 in
Mexico and Ecuador). Mexico drew up and implemented a programme
explicitly designed to protect the production plant, and this mitigated
and delayed the impact of adjustment. Another category would be that of
those countries whose industrial recession never actually reached major
proportions (Colombia, Venezuela and Paraguay): the lowest level of the
manufacturing product in these countries was 96 for Colombia in 1982,
98 for Venezuela in 1981, and 97 for Panama in 1983; the manufacturing
product per capita was 91 in Colombia and Venezuela in 1983 and 88 in
Panama in 1985.

The case of Brazil is an exception. This is the only country of the
region that had a trade surplus in the manufacturing sector during that
period. It accounts for 50% of total exports of manufactures from Latin
America, has attained the highest degree of relative development in the
capital goods sector, and, because of its procyclical behaviour, it expe-
rienced both the fastest fall of the industrial sector during the period
1980-1983 and a steady growth during the following years, up until 1986.
In 1984, when the world economy was stimulated by an increase in
imports from the United States (27%), Brazil’s exports to the United
States rose by 54 %, whereas exports from Latin America as a whole only
rose by 7%. Exports from southeastern Asia to the United States rose by
34% during that year. The results obtained by Brazil were the fruitof a
steady flow of investment over a period of 30 years, especially during the
second half of the 1970s, which seems to have contributed to increasing
the industrial sector’s foreign exchange balance from US$3 billion in
1981-1982 to US$5 billion in 1983 and US$7 billion in 1984 (UNIDO,
1985). '

Those countries whose industry was more dynamic during the
1970s, regardless of their level of industrialization and the size of their
domestic market (Brazil, Mexico, Venezuela, Colombia, Ecuador, Costa
Rica, Panama, Paraguay and Dominican Republic) showed a more posi-
tive evolution during the 1980s than the other countries (Argentina,
Chile, Uruguay and Peru). In the latter, the external crisis overrode
domestic factors.
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Table 7

GROWTH OF MANUFACTURING VALUE ADDED PER CAPITA?,
BY ECONOMIC GROUPING AND BY DEVELOPING REGION,

1963-1985
(Average annual rates, in percentages)
1963- 1973- b b c 1980-
1973 1980 1981 1982 1983° 1984° 1985 1985
Developed market
economies 4.6 10 -01 -29 24 6.1 25 16
Centrally-planned
economies 8.6 6.1 1.9 2.1 3.7 3.5 27 28
Developing countries 5.1 35 -19 -20 1.0 7.0 3.7 15
Africa 4.5 27 02 09 20 1.3 20 01
West Asia 6.2 23 -20 5.1 d
South and East 8.0 9.6 62 79
Asia 4.6 5.4 3.6 1.0
Latin America 5.1 28 5.1 -39 .53 2.6 1.9 -20

Source: Joint ECLAC/UNIDO Industry and Technology Division, based on data from UNIDO,
World industry: A statistical review, 1985 (UNIDO/1S.590), Vienna, 1985.
? At constant 1975 prices. ®Preliminary figures. “Estimates. 41982-1985.

c) Changes in the sectoral profile

The different trends in the industrial sector also affect the sectoral
profile. Before the crisis, the most dynamic sectors in the region were
transport equipment, chemicals and capital goods, while the least
dynamic were textiles, clothing and leather. This profile, which is similar
to that of the developed countries, originated mainly in the more indus-
trially advanced countries of the region. For example, in Colombia, whose
good economic performance we have mentioned, the food sector was one
of the most dynamic during the pre-crisis period, and this was also the
case in the less industrialized countries.

From the standpoint of the changes which occurred in the sectoral
profile, three major developments stand out during the period 1980-
1983: the transport equipment and capital goods sectors moved over into
the category of less dynamic sectors, which is understandable, given their
role in the investment process and the complementary impact of the rise
in interest rates and the fall in the GDP; the industrial chemicals sector
(ISIC, 351) remained dynamic both before and during the crisis, which is
an indication of the widespread use of this type of goods in overall
production activities (agriculture, mining, construction, non-durable
consumer goods); and, in the third place, the food sector, whose growth is
associated with basic survival needs, in 1980 became a highly dynamic
sector in such different countries as Brazil, Mexico, Chile, Dominican
Republic and Venezuela.
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In the region as a whole, the more dynamic sectors during the crisis
have been the food sector and two intermediate input sectors, ie.,
chemicals and steel, the latter being influenced by Brazilian exports. As
some of the countries recovered, around 1984 and 1985, it appears,
despite the lack of complete information, that the pre-crisis production
profile was reconstructed, with the automobile industry showing a
marked recovery and in some countries, especially Brazil, with the capital
goods sector also improving greatly.

So far, there are no signs of industrial recovery in most countries of
the region, and it would be premacure to try to forecast the changes that
will take place in the production profile, although certain sectors, such as
the automobile industry and some industries producing widely used
intermediate inputs (e.g., petrochemicals and steel) will no doubt
undergo far-reaching rationalization processes, in addition to the overall
reorganization of industry that is bound to take place.

d) Impact on scientific research and technology

Perhaps the most revealing feature of Latin American industry is
the fact that, in marked contrast with the situation in the advanced
countries, expenditures on research and technological development
closely associated with the public budget have fallen steadily, even in
Brazil. This trend has been quantified in respect of Argentina, Brazil,
Mexico, Chile, Peru and Venezuela.

This shows how little social and political importance is attached to
such activities in the region, and how weak is the link between research
and development activities and industrial production for the domestic
market. In regard to countries which rely on the industry sector for their
international competitiveness, it is inconceivable that budgetary con-
straints should lead them to sacrifice resources for scientific and techno-
logical research, which plays such a decisive role in a country’s posmon on
the international market.

e) General description of the current situation

The current situation of the Latin American industrial sector might
be described as follows: relatively high margins of idle capacity in several
countries and sectors; weak financial position of firms associated with the
decline of the domestic market; overindebtedness; high interest rates;
and, in several countries, a serious impact of successive devaluations on
imports and on the service of the foreign debt.

The collapse of the rate of investment, which in several countries
was barely high enough to allow for replacement, has hastened the
obsolescence of the industrial park, inasmuch as the existing equipment
was aging precisely at a time of rapid technological change (on the
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international scene) in the capital goods sector. To this must be added the
weakening and, in some cases, the dismantling of design groups in
manufacturing firms and engineering companies, and the deterioration
of the level of training of that part of the industrial labour force which
was obliged by the unemployment situation to move into other activities.

In the public sector, in addition to the lack of investment resources,
attention was centered on trying to solve short-term problems; this
inevitably led to neglect in drawing up the strategies that would be
necessary in order to provide a minimum of guidance for entrepreneurial
activity. Moreover, the decline in public-sector wages and the restrictions
placed on hiring may have helped eliminate unnecessary activities, but
they have also weakened public support for certain key sectors, such as
that of technological development. This combination of unfavourable
factors seems to have had the most serious effect on smaller companies
which had weaker links with government departments.

The issue is not one of specific problems affecting only certain
agents or sectors, but rather, what is being questioned is the entire
industrial system —the public and private agents of production, finance,
and technology—, as well as the validity of the policies required for
industrialization. The countries are faced simultaneously with the chal-
lenge of reactivating the entrepreneurial sector, reorienting production
activity, promoting the articulation of industry with natural resources
and with services, thinking up strategies and policies, and strengthening
different public and private institutions which influence the operation of
the industrial sector.
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II. INDUSTRIAL REORGANIZATION AND
INTERNATIONAL TECHNOLOGY: THE
BLACK BOX OF TECHNICAL PROGRESS

1. Technical progress and manufacturing

Efforts at innovation and technological development are not evenly
distributed throughout production activities, but are concentrated in the
manufacturing sector. Although in most industrialized countries, indus-
trial production accounts for between one-fourth and one-third of the
gross domestic product, expenditures on research and development in
the sector absorb over 90% of the resources allocated for this purpose
(table 8). This means that the technology content of the manufacturing
sector represents three or four times more effort than the average for
overall economic activity.

This basic fact explains why the demand for manufactured products
has grown more than the demand for natural resources and, along with
other factors, it affects the evolution of the terms of trade in respect of the
manufacturing sector and the different natural resources sectors. In
practice, as shown in figure I, there has been a definite erosion in the
relative prices of natural resources, including the well-known case of the
petroleum sector. This downward trend, formerly associated with devel-
oping countries, now appears to be favourable for some developed
countries and detrimental for others. Some countries in the northareina
position similar to that of the southern countries, while some of the
southern countries now have a market position similar to that formerly
enjoyed by the northern countries.

Within the manufacturing sector, as shown in table 9, efforts at
introducing technological improvements are concentrated in certain
branches, i.e., not all branches of industry show the same density of
technological know-how and effort. Chemicals and the branch falling
under the generic term "metal products and engineering”, which mainly
includes capital goods, transport equipment and home appliances,
account for no less than 80% of total expenditure on research and
development, whereas these branches account for no more than 40% of
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Table 8
PRODUCTION AND RESEARCH AND DEVELOPMENT
EXPENDITURE DISTRIBUTION BY
MAJOR ECONOMIC ACTIVITY, 1979

(In percentages of total)

Agricul- Minin Manu-  Infra-  Other
ture g facturing structure services

United States

Industrial production 3.8 3.6 285 16.2 44.7

R&D

expenditure 96.4 3.6
Japan :

Industrial production 5.1 0.7 337 20.5 40.0

R&D

expenditure : 0.2 0.3 918 7.6

Federal Republic of '
Germany .

Industrial production 3.3 1.3 44.6 17.9 329

R&D .

expenditure . 23 . 922 2.0 1.5
France ' ’

Industrial production 5.9 0.9 345 17.9 40.7

R &D

expenditure 0.6 0.7 93.0 4.0 1.7
United Kingdom

Industrial production . 3.1 37 . 336 21.0 38.6

R&D ' :

expenditure 1.7 90.4 7.0 0.9
Italy ;

Industrial production 8.2 w . 364 21.2 55.4

R&D . -

expenditure . 0.0 0.6 81.4 6.7 18.0
Canada '

Industrial production : 5.6 6.5 270 215 60.9

R&D

expenditure - 9.4 78.2 S 12.4
Netherlands

Industrial production 5.7 02 343 20.2 59.0

R&D

expenditure 0.7 24 90.1 6.8
Sweden

Industrial production 5.0 0.7 34.1 22.3 60.2

R&D

expenditure 1.6 0.5 01.8 5.0 61
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(Table 8 concluded)

Agricul- . . Manu- Infra-  Other
Mining . .
ture facturing structure services

Switzerland
Industrial production
R&D
expenditure 0.0 99.4 0.0 0.6

Australia
Industrial production 7.1 5.7 223 17.4 64.9
R&D
expenditure - 4.0 643 14.4 31.7

Belgium
Industrial production 3.0 0.6 33.0 23.4 63.4
R&D ,
expenditure 0.7 0.3 87.4 2.1 11.6

Austria
Industrial production 6.0 0.7 37.4 21.9 34.0
R&D
expenditure 04 09 923 1.3 5.1

Norway
Industrial production 6.3 11.3 220 27.1 333
R&D
expenditure 1.0 5.8 79.1 11.0 31

Denmark
Industrial production 7.0 0.2 26.6 25.2 41.0
R&D
expenditure 0.5 - 78.6 2.2 18.7

Yugoslavia
Industrial production 325
R&D
expenditure

Finland
Industrial production 11.2 0.6 344 23.0 30.9
R&D
expenditure 1.0 1.6 90.5 4.4 2.5

Source: Joint ECLAC/UNIDO Industry and Technology Division, “Ciencia y tecnologia en la OCDE,
posicidn relativa de América Latina”, Industrializacién y desarrollo tecnolégico, No. 1,
Santiago, Chile, September 1985.

total production activity. Consequently, the technological density of these
branches is twice that of manufacturing as a whole and six times that of
overall production activities. These are the branches that have expe-
rienced the greatest growth, during the postwar period, in different types
of countries of varying levels of development; in addition they are the
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Figure I
WEIGHTED PRICE INDEXES OF PRODUCTS, 1950-20002
(Constant dollars 1985 = 100)
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Table 9

COMPARATIVE STRUCTURE OF RESEARCH AND DEVELOPMENT
IN THE BUSINESS ENTERPRISE SECTOR BY
INDUSTRY GROUP,” 1981

(In percentages of total)

Elec Che- Aero- O Bagic Machin. CPe- Other
trical micals space NS etals ery ".“""" mand- i ces-
port linked facturing

United
States 202 139 226 108 3.1 202 3.1 3.1 4.1
Japan 245 181 00 172 83 133 7.2 4.2 6.6
Federal
Republic of
Germany 239 231 62 141 45 161 3.2 1.9 2.4
France 247 188 175 118 33 9.2B 5.3 2.1 5.8
United
Kingdom 311 161 20.1 5.0 24 120 4.7 2.1 4.8
Italy 149 232 9.1 144 25 10.0 3.9 42 165
Canada 225 180 123 2.4 6.0 7.3 3.9 5.1 122
Spain 163 228 376 196 6.9 5.5 7.2 5.1 141
Australia 109 156 94 100 5.8 5.8 39 320
Netherlands . 342 7.2 0.7 7.5
Turkey
Sweden 23.1 9.8 . 219 7.1 147 3.5 64 111
Belgium 25.1 340 0.4 25 8.1 5.9 6.3 50 122
Switzerland 247 485 0.6 48 160 2.6 0.8 2.0
Austria 228 122 9.3 89 238 9.3 5.4 7.2
Yugoslavia
Denmark 18 181 3.3 20 229 86 137 195
Norway 20.1 9.4 5.1 114 15.2 4.6 4.3 11.2
Greece 59 203 8.0 5.8 124 0.9 46 116 306
Finland 209 161 0.2 3.0 82 246 78 120 5.7
Portugal 168 228 0.0 7.9 29 3.3 39 42 290
New
Zealand 94 112 0.2 4.2 5.8 35 240 50 344
Ireland 226 17.2 0.2 33 6.0 81 266 5.8 85
Iceland 31.8  13.0 w273 1.3 84 7.1 0.1
Total
OECD’ 220 17.0 150 115 40 17.0 4.0 3.0 5.5

Source: OECD/STIIU data bank, December 1985.

“The sum of the industry groups indicated may be less than 100%; the difference representing R&D
in agriculture and mining. The detailed composition of the industry groups: electrical equipment:
electrical machinery, electronic equipment and components (computers excluded). Chemicals:
chemicals, drugs and petroleum refineries. Aerospace (missiles included). Other transport’ motor
vehicles, ships and other transport. Basic metals: ferrous metals, non-ferrous metals,
manufacturing of metal products. Machinery: tools, office machinery and computers, machinery
n.e.c. Chemical-linked groups: foodstuffs, beverages and tobacco, textiles and clothing, rubber and
plastics. Other manufactures: stone, clay and glass, paper and printing, wood, cork and furniture;
other manufacturing. Services: utilities construction, transport and storage, communications,
commerce engineering services and other services. ®Partly estimated by OECD, except for the
Netherlands.
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most dynamic branches in international trade, i.e., they account for an
increasing proportion of industrial output and world trade; and, lastly,
they are the branches in which international marketing has grown the
fastest.

Figure II shows the sectoral evolution of industry in the main
industrialized regions for the period 1970-1987. In all of them, electrical
equipment, the most dynamic component of which is electronics, shows
very rapid growth. Leaving out Japan, in which the transformation of the -
production sector was based on electronics, it will be noted that in both
the United States and Western and Eastern Europe, plastics and indus-
trial chemicals, in addition to electrical machinery, have been primarily
responsible for the transformation of industry.

Consequently, in the international economy as a whole, and inde-
pendently of the socioeconomic system concerned, the sectoral content of
technical change has been marked by two clearly-drawn axes which are
common to a wide range of countries. In the first place, there is the
chemicals sector, stimulated by the relative drop in the price of oil
between 1950 and 1973, which despite the crises of 1973 and 1979
continued to be very dynamic (although less so than in the past), and led
to an increasing substitution of synthetics for natural products. In the
second place are the metal products and engineering branches, which
include transport equipment (mainly automobiles) and home appliances.
These are the durable consumer products which are characteristic of the
lifestyle which has been spreading, since World War II, from the United
States throughout the world. Finally, there are capital goods, which have
greatly facilitated technical progress, thus making it possible to raise
productivity throughout production activities as a whole and deal with
the increasing shortage of manpower, its high cost, the pressures of trade
unions and the political power of the labour sector. All the countries have
also felt the influence of the intense international competition associated
with the dissemination of technical progress and the industrialization of
new regions and countries, which encourage modernization and the
growth of the capital goods sector. :

To explain increases in productivity —which in economic jargon
refers to what engineers call technical progress—, we must identify and
isolate those sectors which are mainly responsible for such increases. If .
we were to ignore the role which specific sectors play in this process,
there would be no point in trying to analyse technical progress and the
resulting increase in productivity, which is one of the central factors in
economic growth and change.

Macroeconomics, which is the main source of inspiration for eco-
nomic policies, is, in fact, based on the assumption that sectoral disaggre-
gation serves no purpose in achieving the analytical goals pursued, which
have to do mainly with the definition of short-term macroeconomic
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Figure 11

NORTH AMERICA, WESTERN EUROPE, EASTERN EUROPE AND JAPAN:
INDUSTRIAL STRUCTURAL CHANGE, 1970-1987
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equilibria among variables which result from adding up the effect pro-
duced in the different sectors by the various agents participating in
economic activity. Macroeconomics is concerned with defining to what
extent it will be possible to achieve equilibria among product, consump-
tion and investment, and to balance public accounts and short-term
external accounts. Some authors try to explain their indifference to
technical progress by referring to the trauma of the underutilization of
resources that is associated with the crisis of the 1930s. According to
Gordon (1980, p. 11), there may be no issue on which the thinking of the
1940s appears more old-fashioned, from our point of view, than that of
productivity and economic growth. Increased productivity was consi-
dered not as the source of economic progress but rather as the origin of
unemployment. This disregard for the relationship between productivity
and long-term development was based on an obsessive concern that
resources might be underutilized and on misgivings about the ability of
the economy to stand up under full employment. Rosenberg, for his part
(1986, p. 20) sees the indifference to technical progress as a basic charac-
teristic of the neoclassical conceptual framework. According to him, the
neoclassical tradition in economics, which began in the late nineteenth
century, set aside the classical concern for the prospects of long-term
economic growth and centered attention on a study of the potential
implications of maximization within a static framework. A constant
concern, which has dominated this line of thinking up to now, is that of
finding out how a market economy can generate forces that will enable it
to recover its balance once it has been disturbed. Considerable attention
has been given to the analysis of those conditions which determine the
stability and efficiency of the state of equilibrium towards which an
economy is leaning. Neoclassical economics, however, has been con-
cerned mainly with comparing successive equilibria, and does not envis-
age an analysis of the readjustment process itself. If it is considered at all,
technological change is-usually treated as a unique innovation, of an
exogenous type, which brings down costs and to which the economy
eventually adjusts.

Some of the most respected contemporary economists acknowledge
that the weakness of macroeconomics lies in the analysis of economic
growth and the raising of productivity, and that this is due, among other
reasons, to its failure to allow for the sectoral disaggregation that would
make it possible to isolate those factors which most influence this
process. Nevertheless, as Samuelson admits (1980, p. 693), the theory of
growth is still on the frontier of economic knowledge, and experts still do
not agree as to what is the underlying mechanism of past and future
trends in development.

Recognition of the need to deal with this shortcoming is evidenced
in the convergence of viewpoints on the need to work on sectoral
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disaggregation in order to open the “black box” of technical progress.
The linkage between technical progress and economic and social devel-
opment has been one of the central ideas governing the work of ECLAC.

2. Technical progress and the scope
of macroeconomics

After World War Il and up to the mid-1960s, productivity grew at a rate
of no less than 3% per year. After that, the rate of growth fell steadily.
From the mid-1970s up to the present, it has been very low in the United
States, but has recovered in other industrialized countries.

This phenomenon has been a subject of general concern; during the
1980s, the question of productivity and technical progress has, for the
first time, received special attention at the summit meetings of indus-
trialized countries. According to Jorgensen (1986, p. 69), the abrupt
decline of economic growth in the industrialized countries poses a prob-
lem which, owing to its scientific interest and social importance, is
similar to the problem caused by massive unemployment during the
great crisis of the 1930s. Traditional methods of economic analysis have
been tried and found useless. Evidently, a new conceptual framework
must be found in order to explain this in economic terms.

Table 10 shows the comparative situation, from the economic
standpoint, of different countries having different levels of development.
Countries in the lower middle-income group have a per capita income of
between US$500 and US$1 500; those in the upper middle-income group
range between US$1 500 and US$5 000, and the industrial market-
economy countries have per capita incomes of from US$5 000 or
US$6 000 up to as much as US$16 000 (1984). From the standpoint of
macroeconomic indicators, the profiles of these three groups of countries
do not appear to be too different. There are two main aspects in which
their differences may be noted: the public sector plays a stronger role in
the countries that have higher levels of development and per capita
income, and the degree of openness, measured by the ratio of total
exports of goods to GDP, seems to be lower in the more industrialized
countries. Paradoxically, these two differences are inconsistent with the
type of recommendations currently being made to the developing coun-
tries, i.e., to drastically reduce the role of government and increase the
degree of openness. The similarities between groups of countries seem
greater when pairs of developing and developed countries are compared,
in cases in which the differences in macroeconomic profiles are almost
imperceptible. If Panama is compared with the United Kingdom, for
example, the differences will be seen to be much smaller than one would
think, considering the nature of these two countries; the same is true of
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Table 10
MACROECONOMICS SIMILARITIES AND STRUCTURAL DIFFERENCES, 1984

(As a percentage of GNP)

Exports of Total Total Overall
. . Gross Gross P current current Central
Public Private . . goods and .
. . domestic domestic revenue expenditure government
consumption consumption . . non-factor
investment savings . Central Central surplus/
services .
government government deficit
Lower middle
income
economies 13 71 19 16 21 21 21 -5
Upper middle
income
economies 14 65 22 26 26 24 27 -6
Industrial market
economies 17 62 21 21 18 27 30 -6
Panama 19 64 18 | 17 36 30.2 40.4 -12.1
United Kingdom 22 61 17 17 29 37.6 41.4 -5.0
Costa Rica 16 61 25 24 34 24.3 26.4 -2.2
France 17 64 19 19 25 42.7 44.8 -3.6

Source: The World Bank, “World Development Report 1986”, Washington, 1986, tables 5, 22 and 23.
71983, .



Costa Rica and France. If it were not known which country the figures
referred to, even an expert observer might make the mistake of attribut-
ing the figures for one country to the other.

What does all this mean? It means that, from the standpoint of
macroeconomic analysis, the differences between countries whose struc-
tures are so different, as in the cases mentioned, are not useful for
purposes of defining short-term macroeconomic equilibria. To make a
rough analogy, one might say that it would be like the case of a physiolo-
gist who decided to measure the importance of the different organs of the
human body according to their weight, and suggested that in order to
evaluate the condition of the human body, one might simply take the
arithmetical sum of the weights of the different organs, without taking
into account the role each one performs. In the economic sphere, to
disregard the fact that certain sectors of production play a special role in
promoting technical progress would be to disregard no less than one of
the factors which determine the growth and the economic and social
transformation of a country. A more prosaic analogy might be that of a
specialist in automobile mechanics saying that he knew almost every-
thing about how a car works, but almost nothing about the engine. The
mere acknowledgment of this limitation at least represents a significant
step forward, and this is happening more and more often (Landau and
Rosenberg, 1986).

The issue is a methodological one that is not at all trivial. At a time
when the industrialized countries are making a systematic effort to
accelerate the adoption of technical progress, the Latin American
countries —which cannot reconcile growth with equity and which are
characterized, in fact, by their relative inability to absorb, process and
develop technical progress— are obliged to use a theoretical framework,
in setting economic policy, that avoids the very issue that is at the heart of
their development problem. Consequently, it would be advisable to work
towards drawing up an analytical scheme that would complement the
role of macroeconomics in the fundamental matter of watching out for
equilibria in short-term overall figures, without trying to make general
interpretations, and thus make it possible to systematize, or at least
organize, the concept of linkages between the pattern of industrialization
and development a country follows and the degree to which it achieves its
two central objectives, i.e., growth and equity.

3. Fundamental trends in the transformations
During the 1950s and 1960s, when the industrialization profiles of Latin
America were taking shape, the international economy was characterized

by vigorous economic growth and increasing productivity, which in turn
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led to a rapid internationalization of trade and of industrial production.
From the standpoint of consumption, production and energy, the basic
technological frame of reference was set by the United States, which in
1950 generated 60% of world manufactures; Europe, Japan and the
developing countries, each in its own way (Piare and Sabel, 1984) fol-
lowed this trend towards growth which made it possible to expand
markets, disseminate technical know-how and extend corporate invest-
ments beyond the countries of origin. From the late 1960s and the early
1970s on, there began a decline both in economic growth and in produc-
tivity increases, and financial resources began to flow independently of
the actual economic situation; this trend was furthered by the establish-
ment of floating exchange rates in 1971, the recycling of oil resources
after the crises of 1973 and 1979 and the deficit of the United States
Government.

In the economy itself, attention was centered on the drop in the rate
of growth of productivity (Zysman and Tyson, 1983) and on the implica-
tions of this phenomenon in terms of inflation, the decline of invest-
ment, the difficulty of overcoming economic and social constraints and
the reduced competitiveness of the United States and Europe vis % vis
Japan and the newly industrialized countries. To explain this pheno-
menon, more and more factors were explored, including technical pro-
gress, the relationship between savings and investment, corporate
management, skilled labour and, in recent years, product quality and the
production process, which would appear to influence both the manufac-
turing process and the use of inputs.

There are obvious differences among the problems faced by the
United States, by Japan and by Europe. In the United States, the problem
of competitiveness became especially serious; the problem began with
products of lower technology content (clothing, footwear and textiles),
but it currently affects products with an average technology content
(steel, automobiles, naval industry). and those of high technology content
(computers, semiconductors and telecommunications equipment). Pro-
ductivity has grown slowly, but the capacity to generate jobs is relatively
high —15 million jobs over the last decade—, although these are in
activities with lower average wage rates than the jobs generated during
the preceding period (mainly in services). Between 1973 and 1980,
productivity in the manufacturing sector rose by 2.1%, and hours worked
rose at a rate of 1.2% per year.

In Europe, the central problem is unemployment, but productivity
grew at high rates in Western Germany, Italy and France; the rates in the
United Kingdom were low compared with the United States (2% and
5% per year, respectively). Hardly any new jobs have been generated in
Europe over the last 16 years, and employment in the industrial sector
has fallen at a rate of approximately 2% per year.
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For different reasons —lack of competitiveness, and
unemployment— protectionist trends were accentuated in the United
States and Europe, and this led Japan, whose main markets they are, to
envisage a change in its growth rate by attaching greater importance to
its domestic market.

Since the late 1970s, the industrialized countries have begun to
accept the view that technological change plays an essential part in
policies aimed at achieving structural change. At the Tokyo summit
meeting held in May 1986, emphasis was placed on the need to apply
effective structural readjustment policies in all the countries and in all
economic activities, in order to promote economic growth, employment
and the integration of domestic economies into the world economy. It
was pointed out that such policies should include technological innova-
tion, remodeling of the industrial structure, and the expansion of trade
and of direct foreign investment.

Contrary to what sometimes happens in Latin America, this theo-
retical statement has actually been carried out in concrete terms. Indeed,
the expenditures on science and technology made by the developed
countries have been growing steadily since the 1970s, both in terms of the
GDP and of gross fixed capital formation and —despite austerity
policies— even in terms of total public expenditure (OECD, 1986). More
and more resources are being concentrated in the manufacturing sector
and, within it, in the high-technology sectors. From 1970 to the present,
production and international trade in these sectors (consumer and indus-
trial electronics, computers and semiconductors, scientific instruments
and pharmaceuticals) have grown much more than in other sectors.

The historical trend as regards the influence of technical progress
on the utilization of natural resources and manpower has been accentu-
ated (figure I). In early 1986, the price of raw materials, except oil, was at
a level similar to that of the great crisis of the 1930s, and the price of oil,
which between 1950 and 1973 had fallen by 50% compared with manu-
factures, had recently returned almost to pre-1973 levels. A recent study
shows that the content of raw materials per product unit has been falling
steadily, at a rate of 1.25% per year, so that the amount of raw materials
required is now estimated at approximately 40% of the level used at the
beginning of the century. As a matter of fact, this trend seems to have
accelerated over the last few years. In 1984, Japan used only 60% of the
amount of raw materials it would have needed to attain the same level of
industrial production in 1973 (Drucker, 1986). In 1977, the production of
petrochemicals in the United States was equal to the production of steel,
and now it is equivalent to the sum of the production of steel, aluminium
and copper. Over the past 10 years, the consumption of energy per
product unit has fallen by 25% in the United States and oil consumption
has fallen by 33%.
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Projections of the terms of trade for the remainder of the decade
indicate that this trend will continue, with the consequences that are to be
expected for the countries that have entered the world economy by means
of their natural resources, including, since 1982, the United States (which
is a net exporter only of agricultural products and has a deficit as regards
industrial, energy and mining products). The countries that will benefit
the most are those which participate on the international market with a
surplus in the manufacturing sector.

" As regards the impact of technical progress on employment there
" are several different projections, but they all seem to indicate that in
future less manpower will be needed to reach similar levels of production.
In Japan and in the large United States corporations, estimates project a
déubling of production over a period of 15 or 20 years, with the number
of jobs falling by between 25% and 40%. Previously labour-intensive
sectors are rapidly becoming capital-intensive (textiles, clothing, elec-
tronic assembly plants). Some high-technology sectors (semiconductors
and fine chemicals) use less manpower than an automobile factory
operated entirely by robots. This, along with the generalized automation
of different sectors of production, reduces the comparative advantages
based on the availability of cheap labour.

Significant changes are also taking place in the institutional envir-
onment, as a result of the changing channels of access to technological
progress on the part of Latin America. The trend is to move away from a
technology pattern characterized by highly standardized production
based on low and decreasing energy costs towards a system based on the
articulation of small but very flexible production modules having a
higher content of scientific know-how and made possible by the sharp
drop in the cost of processing, transmitting and organizing information.
This phenomenon is evident in the great contribution made by small and
medium-sized companies working in state-of-the-art technology

_(microelectronics and genetic engineering); schemes providing for co-
operation in research and development among companies from different
countries which work in the same sector (automobile industry); joint
operations for the production of high-technology goods among compan-
ies working in different sectors (robots for the automobile industry,
computers, machine-tools and electronics); co-operative research pro-
grammes among companies in different countries and the governments
concerned (the European EUREKA programme); and the increasing lack

" of differentiation between industry and services in data-processing tech-
nologies (telecommunication companies moving into computers and
vice versa) (Cohen and Zysman, 1987).

The developed countries share a concern for restructuring their
production in order to recover or consolidate their international position,
but they do this from very different angles and with many contradictions.
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For Japan, restructuring is a historical feature of the industrialization
process which is implemented through a succession of movements of
resources towards those sectors which are expected to be more dynamic
on the international market, with special attention being paid to activi-
ties that will bring about technical progress. There is a similar concern,
although expressed in different ways, in the Federal Republic of Ger-
many, and in some sectors in France which have to do with the purchas-
ing power of the public sector. In the United States, however,
restructuring implies theoretical and institutional innovation, in
response to a series of adjustments required by the market. According to
this view, the legitimate tools of structural readjustment are the macro-
economic variables. It seems from recent estimates, however, that the
devaluation of the last few years —intended to reduce the heavy trade
deficit— has been inadequate, and has opened the way for a recurrence of
protectionist pressures which, to a large extent, act against the formula-
tion of positive restructuring policies.

Despite the aforementioned differences, the developed countries
have certain basic features in common: they are economically and socially
articulated societies (with a relatively equitable income distribution, high
levels of schooling, relatively small differences in productivity among
sectors and enterprises, and a variety of patterns of social and political
participation and representation), their patterns of consumption and
production are generated endogenously, and their participation on the
international market is characterized by a highly specialized trade in
manufactured goods. Their industrial restructuring is therefore directed
at a limited common objective, i.e., to increase or consolidate their
international competitiveness within the context of internally articulated
societies.

In brief, the industrialized countries have embarked on a process of
industrial restructuring in which the country that served as a model, as
regards consumption, production and technology (the United States) has
lost its competitiveness in the manufacturing sector, has become a net
debror, and absorbs the resources generated by countries that have a
surplus, mainly Japan and West Germany, plus the resources which, for
economic and extraeconomic reasons (including the service of the debt
and the exodus of capital), flow into it from the less developed countries.
Official policy stresses the need to restructure industry in order to adapt
to technological change and maintain international competitiveness, on
the basis of an analyrical scheme in which macroeconomic factors are
given priority.

In practice, however, an analysis of the policies adopted by the
OECD countries will show that they include several elements of sectoral
and even microeconomic interventionism (OECD, 1982). Priorities are
set in certain sectors (winners); subsidies are granted for research and
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development in certain activities; non-tariff barriers are established for
specific items; the purchasing power of the public sector is explicitly used
as a promotional tool; a wide range of fiscal incentives are offered;
companies that are undergoing financial difficulties are rescued; the
leading European corporations in high-technology sectors demand five
to seven years of governmental protection, in addition to the guarantees
established by patent legislation, in order to ensure the survival of their
newly established industries; in the United States, steel companies
request extended periods of protection in order to revitalize the sector; in
Japan, subsidies are granted for purchases of automated equipment for
small and medium-scale industry, and in the United States, Europe and
Japan, expenditures on subsidies to agriculture are comparable to the net
transfers of financial resources from Latin America to other countries
over the last few years (approximately US$30 billion). The discrepancy
between the recommendation that neutral, uniform policies based on real
prices be implemented, and the actual practice in the countries where
these recommendations originate is even more notable, considering that
these are economically and socially articulated societies whose participa-
tion in the international economy is mainly based on their manufacturing
sector.

Latin America, for its part, must deal with an international environ-
ment that is much less favourable and much more complex than it was
during the pre-industrial stage, in several regards, i.e., the dynamism of
the world economy, financial flows, trends in technology, standardization
of a lifestyle rapidly disseminated by communications and, finally, the
prevailing influence of a school of economic thought which is not even
applied in practice in the economic policies of the advanced societies, and
which does not reflect the true situation of the Latin American countries.

Whatever may be the rate of economic growth of the developed
countries, there is reason to believe that it has less impact on the Latin
American economy than it did in the past, because of the protectionist
tendencies of the developed countries, the effect of technical change on
the demand for natural resources, the reduced competitiveness of labour-
intensive sectors and the disappearance of the financial flows which had
previously allowed for imports to increase more than exports. There also
seems to be a consensus to the effect that the rate of growth of the
developed countries is not as high as it was during the last few decades.

For reasons that have to do with their own process of industrial
restructuring and with the intensification of international competition,
the developed countries must now channel investment resources towards
their own economies. The region’s efforts to serve the interest on the
debt (approximately 4% of the GDP, 1/4 of investment, almost double
the amount of net investment) have not only aggravated the deteriora-
tion of the terms of trade, as a result of the excessive growth of exports of
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Figure III
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raw materials, but it has also accentuated the countries’ economic and
social disarticulation (increased unemployment, regressive income dis-
tribution, elimination of subsidies to less privileged sectors, increase in
utility rates and decline of real wages) and limited their potential for
growth.

From 1980 to the present, the Latin American countries have
suffered losses, both in terms of economic and social articulation and of
dynamism, More and more countries are showing symptoms of both
stagnation and economic and social disarticulation; very few of them
could be classified as dynamic countries with economic and social disartic-
ulation, and very few could be classified as relatively articulated but
stagnant countries. None of them could be said to meet the two-fold
standard which at some time in their history has been met by most of the
advanced societies, i.e., to be economically and socially articulated as well
as dynamic. Expectations have become very similar throughout society,
as a result of the high degree of urbanization in the different countries of
the region and of the wide dissemination achieved by the mass communi-
cations media; not everyone, however, has the same access to the consu-
mer, production and mass communication goods and services that are
characteristic of modern societies.

The adoption and dissemination of this collective urban ideal in
Latin America may help explain why these countries are willing to pay
the interest on their foreign debt, as this is perceived as the dues they
must pay in order not to lose their membership in the conglomerate of
modern societies (figure III). Indeed, despite the great diversity of
national situations as regards the origin and use of the debt, institutional
patterns, negotiations, economic role, participation on the international
market and even political systems, the countries of the region all showed
a willingness to transfer a net amount of resources abroad during the
period 1982-1988. Thus, there is no precedent of a total refusal to pay
debts, except in the distant past, when the countries concerned had
suffered military defeat (France in 1872-1885 and Germany in 1925-
1932) (Devlin, 1987). Whether or not this theory is correct, the fact is
that the Latin American region is faced with serious constraints which
hamper its efforts to attain the two-fold objective of growth plus eco-
nomic and social articulation. Unless it succeeds in achieving this goal, it
will be unable to consolidate modern social relations, even if it has access
to the use of modern objects.
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[II. ANALYTICAL FRAMEWORK: FROM THE
BLAK BOX TO THE EMPTY BOX

1. Purposes and scope

In an attempt to identify the main factors which play a part in linking
industrialization and development patterns with growth and equity, we
drew up some hypotheses on the causal relationships which might
explain why the objectives of growth and equity have been achieved in
some countries but not in the Latin American ones. An understanding of
the factors at work in both cases is essential to the establishment of
practical policies that can truly help raise living standards and correct
inequities.

The purpose of this analytical framework is to enable us to organize
our ideas systematically in order to allow us to better understand the
linkages that have developed in existing industrial systems. This will not
necessarily explain the evolution of a given country at a given time, but it
will provide some useful indication, by way of contrast, of the type of
causal relationships that have promoted the convergence of growth with
equity in each case when this has occurred.

Any attempt at understanding and describing the factors that have
favoured such development entails the risk not only of idealizing past
experiences by minimizing the negative aspects they must have had, but
also of creating the impression that certain factors must be present in
order to achieve the desired goal. In the developing countries, conditions
which seem to be lacking are likely to be replaced by others, and many
conditions which in the developed countries would be considered prereq-
uisites may actually be the result of the very process of industrialization.

In the developing countries, much of what is considered “prepara-
tion” happens to coincide with the stage of industrial progress, and it may
even be said that this combination of stages is the real condition for rapid
industrialization. Some situations in specific periods and countries may
not fit into this pattern, but precisely because of this, they may bring to
light other factors that would have to be added to the framework in order
to advance towards the policy-making stage. To the extent that the
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framework is proven valid by the facts, this phase should include changes
and policy tools which can have an impact in the economic, social and
political spheres, so as to modify behaviour and lead to changes in the
right direction. As in any comparative analysis, there is perhaps a
tendency to disregard certain national characteristics in order to empha-
size, by way of contrast, those features which are most likely to provide
explanations. .

Our reasoning is carried out in two stages: firstly, we suggest the
causal relationships on which our interpretation is based and, secondly,
we briefly mention those policies which may promote or hinder the
attainment of the twofold objective of growth and equity as a result of
development.

2. Framework for interpretation

The elements and causal relationships on which our discussion is based
are shown in Figure IV. Our interpretation is carried out in two stages:
firstly, attention is centered on those factors which are at the heart of our
analysis, i.e., transformation of the agrarian structure, equity, consump-
tion pattern, investment, growth and competitiveness of the industrial
system; secondly, an analysis is made of how this nucleus is influenced by
factors such as the availability of natural resources, population trends, the
availability of national industrial entrepreneurs, the supply of scientific
and technological know-how, direct foreign investment, international
financial transactions and the international consumption model.

a) Transformation of the agrarian structure and income distribution

Our analysis begins with the transformation of the agrarian struc-
ture; this may seem strange, since we are mainly concerned with the
industrial sector, the adoption of technical progress and participation in
the international market, but experience has shown that the structural
transformation of the agricultural sector has often played a decisive role
in the industrialization process (Gerschenkron, 1965). This transforma-
tion has followed many different patterns, as have the social processes
within which it has taken place, but in every case, it has been decisive in
helping “campesinos” integrate into modern society, changing the rela-
tions berween agriculture and industry and, specifically, improving the
situation with regard to equity. The structural transformation of agricul-
ture has had asignificant effect on patterns of income distribution —and,
hence, on patterns of demand— with which different societies have
begun the actual development of their industrial structures.

The origins of inequity and, in fact, of some of the behavioural
patterns of the ruling élites —which determine the direction of develop-
ment and industrialization— are closely related to the way in which
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agrarian structures have been formed and transformed. One feature
which distinguishes Latin America from the developed countries and
from some newly industrialized countries in other regions is the pathol-
ogy of this inequity. Even those countries which have the best profiles in
the region —Argentina and Uruguay— and a relatively more modern
agrarian structure (fewer differences in producrivity both within the
agricultural sector and between agriculture and industry) have patterns
of income distribution which are comparable to those of the developed
countries during the 1940s (figures V, VI and VII). The other countries
of the region, in which there are great disparities in productivity between
sectors and within the agriculture sector, have income distribution patt-
erns which do not appear to be comparable with any in the developed
countries, at least during the period in history for which reliable data are
available. Eighty-nine per cent of Latin America's economic activity
(GDP) takes place in countries with a level of equity that is less than half
that of the developed countries. It appears from several international
studies, as well as the experience of Latin America, that there is a clear
causal relationship between the structural transformation of agriculture
and improved income distribution; as we shall see later on, income
distribution plays an important role in the shaping of the production
system and hence in a country's capacity to absorb and generate technical
progress and to enter the international market (Hayami and Ruttan,
1985; Lecaillon et 4l., 1984).

In the developed countries, the birth of industrialization was pre-
ceded and accompanied by far-reaching transformations in the agrarian
structure which made it possible to disseminate and standardize increases
in productivity (the Puritan revolution in England, the French revolu-
tion, the Meiji restoration in Japan, the American Civil War, the agrarian
reform in Korea and Japan) (Mizoguchi, 1985). This helped expand
markets, both in agriculture and in industry.

Those forms of social organization of agricultural production which
preceded the process of industrial organization seem to have been espe-
cially important, in that the presence or absence of unimodal agrarian
structures influenced the internalization of the dynamizing impact of
demand for agricultural inputs and consumer goods in a newly arising
industry. '

Moreover, the large-scale production of consumer goods and of
simple means of production during the early stages of industrialization
depended on the uniformity, as regards type and size, of agricultural
production units. This allowed for the gradual assimilation, adjustment
and generalization of technology patterns that were well suited to the
scales and forms of organization of production units having a normal
distribution (in which differences in means, median scale and mode were
not significant).
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Figure V
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b)  Income distribution and consumption and investment patterns

When average incomes are the same, equity tends to lead to a more
austere pattern of consumption than when there is an acute concentra-
tion of income, inasmuch as it inhibits the tendency of the higher-income
sectors to copy and exaggerate the consumption pattern of the more
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advanced societies. Likewise, since a more frugal pattern of consumption
leaves resources free for investment, it might be assumed (as suggested
by José Casar and Jaime Ros, although this hypothesis is difficult to prove
in practice) that there is a certain relationship between affluent con-
sumption and the capital-product ratio. The productivity of investment
would appear to be higher in societies in which che consumption pattern
is relatively more austere, i.e., in which durable goods, energy and foreign

Figure VI
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Figure VII
SELECTED COUNTRIES: INCOME DISTRIBUTION, 1900-1980
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exchange are not so abundant. In those countries, the capital-product
ratio would seem to be lower than in those which try to reproduce a
foreign consumption pattern that is characterized by an abundance of
durable consumer goods and energy, as well as the physical communica-
tions and transport infrastructure to support it, and which is conceived
for countries with a low population density, abundant capital and very
large land areas.
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Income distribution is influenced by a wide range of factors, includ-
ing structural ones and others pertaining to public policy. Figure IV,
above, shows the transformation of the agrarian structure, the competi-
tiveness of the industrial sector and the growth rate. If there is enough
political will, public policies on distribution and redistribution can have a
significant effect. These include fiscal policy from the standpoint of
income, expenditure and budget balancing, income policy, policy on
employment in urban, poor and rural areas, policies aimed at promoting
social organization (trade unions, parties, co-operatives, associations),
health and educational services, training programmes, the establishment
of low-income housing developments, the social welfare system, and
support for small industries, both urban and rural. Nevertheless, the
differences in equity between developed countries (e.g., the United States
and Japan) and developing countries (Korea and Latin America) can
hardly be explained as being due to ignorance of the aforementioned
instruments on the part of public officials.

In some countries, the influence exercised by the independently
wealthy élite acts, to a certain extent, against equity, both directly, because
of the concentration of land ownership, and indirectly, because of the
existence of institutions and economic policies which tend to consolidate
a system wherein the benefits of progress are distributed in a manner
consistent with the original distribution of power. A radical opening up
of the domestic market might raise questions about or rationalize the
industrial system dominated by the rentier élite, but if the original
distribution of power is not changed, and power is concentrated, the
resulting regression of industry will lead to an accentuation of the pattern
of participation in the international market on the basis of natural
resources and the development of commercial and financial
intermediation.

¢) Consumption and investment patterns and growth

A comparison of different historical development experiences leads
to a preliminary conclusion which is different from the one usually
accepted: it would appear that equitable income distribution and greater
austerity in consumption patterns foster growth. The institutional mech-
anisms that are best suited for channeling savings towards investment
differ in different cases. In the countries that industrialized first (Eng-
land), where a large number of small- and medium-scale investors
accumulated capital, the Weberian hypothesis of asceticism is clearly
confirmed. Nevertheless, in the countries which developed later, the
process involved different types of institutions and more important
agents emerged, with a different capability for channeling and generat-
ing investment resources, including external and internal credit. In the
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countries that developed later, these agents seem to have replaced frag-
mentary initial accumulation by chattel mortgage banks (as in France);
subsequently, by mixed banks such as those set up in Germany and, finally
and more recently, and depending on a certain type of substitution related
to the degree of backwardness, by the State (Gerschenkron, 1965).

In Latin America, the State plays an important role in channeling
resources towards investment. How does it do this, what distortions are
involved, what are the underlying social coalitions, what degree of stabil-
ity is there?

In addition to the institutional dimension, there will be the influen-
ces exerted by the different economic policy instruments that affect the
channeling of savings towards investment, as well as the external lin-
kages that lead to the reproduction of international consumption patt-
erns and the creation of external transfer flow of savings, both through
financial deposits and through payments for interest and profits. What is
important to note is the linkage between the degree of austerity in
consumption, the role of investment agents and the dynamism and the
trend —which has been growing over the past decade— towards a
confluence of national and international processes whereby savings are
turned into investment (during the 1980s, Japan, Federal Republic of
Germany and, paradoxically, Latin America, have been saving more than
they invest, and the United States has been investing more than it saves).

Income distribution has a significant effect on consumption, but so
do several economic policy instruments; tax and social security systems,
credit policy and capital costs also determine differences in consumption
and investment patterns.

The mentality fostered by the presence of the rentier élite among
public officials tends to affect consumption and investment patterns. The
rentier élite want to propagate the lifestyle of the developed countries
and they manage to do so, regardless of the private and social costs
involved, not only through their own direct consumption, but also
through the dissemination of values and physical investment options
that are consistent with the hypothetical access to this lifestyle of the rest
of society. Thus, this reference pattern spreads towards the base of the
income pyramid, reaching the lower strata more and more, depending on
the unit value of the goods and services involved. As soon as the potential
for growth through the integration of rural manpower or of capital
resources from abroad is exhausted, this process can undermine the
potential for growth.

The consumption patterns of the developed countries can still be
reproduced without jeopardizing economic growth as long as labour
from the rural areas is available and there are foreign exchange resources
generated both by exports of natural resources and by foreign indebted-
ness. But once the option of foreign indebtedness no longer exists and the
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social consensus becomes increasingly costly and politically fragile, with
large sectors of the population being excluded —which is usually the case
when this type of leadership prevails— the growth process will be
questioned. This seems to be, in general terms, the situation that some
Latin American countries were beginning to experience, and which was
expressed in different ways at the beginning of the 1970s. This situation
continued up to the end of the 1970s because external indebtedness was
readily available, but in the last few years, the net transfer of resources
abroad represented 4% of GDP and there is no indication that the
previous situation —where there was a net inflow of resources— will be
restored, at least over the next few years.

d) Economic growth and international competitiveness

Economic growth allows for the adoption of new generations of
equipment and products, thus helping to raise productivity and improve
international competitiveness. Initially, the domestic market expands, in
order to receive a growing range of goods and services associated with
economic growth, which is enhanced when there is equity and austerity,
and an invaluable base is provided for learning in the areas of industry
and technology, which is a prerequisite for further participation in
international trade. This mutual reinforcement of economic growth and
competitiveness, in which the requirements of equity, austerity and
technological learning are often forgotten, is one of the pivots of a
successful industrialization process. In Latin America, because of defi-
ciencies in the areas of equity and austerity, and because of the frivolous-
ness of protectionist practices, growth and competitiveness have been
sporadic, and this is not consistent with the cyclical nature of growth in
industrialized societies. In this case, there are variations within a growing
tendency to adopt technical progress, whereas in Latin America, the
consequences of the weakness of some of the links required to sustain the
process become apparent from time to time. '

Growth is one of the main objectives of development, and a variety
of factors are involved in attaining that objective. In this case, we are
stressing consumption and investment patterns, equity levels, industrial
competitiveness and the policies and guidelines established by those who
exercise leadership (macroeconomic policies, public sector financing,
institutional savings mechanisms, financial intermediation systems,
financial flows from and to the exterior). It is evident, however, as
regards both growth and equity, that certain specific features of a coun-
try’s development history have a great impact. For example, in those
countries where there is a rentier élite, this group does not seem to be
concerned about growth or projects aimed at building for the future;
rather, they are mainly interested in maintaining the szatus guo, which
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especially benefits them. This is reflected not only in prevailing values or
attitudes, but also in specific signs and economic policies which tend to
discourage true economic and social change. In more general terms, any
reflection on the true situation, with its shortcomings and potentialities,
will almost by definition seem subversive to this group, since questions
are raised about the continuation of a state of affairs which, although
anachronistic, is particularly pleasing and comfortable for this élite. This
does not preclude certain inevitable economic and social changes, which
will be absorbed as long as the essential matter of the existence of this
élite is not questioned, nor does it mean that certain plans and proposals
for change cannot be put forth. Sometimes, however, they try to give an
appearance of legitimacy, outside the country, to internal governmental
action, in order to gain political and financial support.

e) Competitiveness and equity

An internationally competitive industrial system in a social context
in which a minimum of equity has been attained (agrarian transforma-
tion) could promote equity by allowing for a relatively broader distribu-
tion of ownership, along with the creation of small and medium-scale
enterprises; a higher level of worker skills; more rapid growth of
employment, in keeping with the vitality of the international market;
higher productivity and wages; universal access to education, with a
broader and more integrated social base, which is a prerequisite for
maintaining international competitiveness; and, finally, the dissemina-
tion of an industrial rationale throughout the society, through both
institutional and extrainstitutional channels, which will make it more
receptive to technical progress. This will in turn help improve productiv-
ity, and hence foster a more equitable dissemination of the fruits of
technical progress to overall society. However, this will not be achieved if
competitiveness is reached at the expense of wages, and if resources
generated during the initial stage, instead of being channeled towards the
incorporation of technical progress through investment, are displaced -
towards consumption or towards the exterior. Competitiveness that is
achieved in this way will be spurious and short-lived, and must not be
confused, either theoretically or historically, with the competitiveness
described previously in this study.

International competitiveness is influenced by rate of growth, avail-
ability of natural resources, the existence of a national entrepreneurial
base, access to worldwide technology, the nature of foreign investment,
and policy instruments as a whole, i.e., overall demand, exchange policy,
interest rates, tariff policies, export promotion, credit policies, institu-
tional mechanisms for financing medium-term investment, technologi-
cal, training and external trade infrastructure, etc. However, the different
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policies applied have probably had less influence on the international
market activity of the European countries, the United States and Japan
than the structural factors mentioned above.

In the case of Latin America, for example, leadership with a bias
towards the rentier élite may have had something to do with the unique
way in which the industrial system was shaped. The fact thac industriali-
zation has concentrated on the domestic market and has generated a sort
of rent for the industrial sector may be a reflection of the rentier attitudes
of the traditional sectors which have spread to the newly arising indus-
trial sector. Indeed, when industrialization takes several decades, and
almost a century in some countries, and concentrates on the domestic
market, it gradually becomes a source for transferring rent from the
consumer to the productive industrial sector. As a result, rentier behav-
iour becomes generalized within the private industrial sector and in the
public bureaucracy that regulates and administrates concessions to the
production sector, which is assumed to be the protagonist of moderniza-
tion. To this must be added the fact that in most countries of the region,
this rentier-based industrialization coexists with a traditional agrarian
structure; this inhibits the development of dynamic relations between
the two. As noted by Faletto (1981), the industrial revolution created its
own demand, or market, by transforming the social structure. The Latin
American bureaucracy which tried to solve the crisis of 1930 adjusted the
economy to the society, and did not bring about any major change in the
society that would prepare it for a new economy.

f)  Equity and growth

When a society reaches a higher degree of equity, it is more likely to
undertake long-term projects that will promote growth. The sense of
belonging to a society and being a part of the community encourages
people of all social strata to be more willing to participate in the collective
effort which entails partly giving up consumption for the sake of eco-
nomic growth. Equity promotes growth directly by creating a consump-
tion pattern that is compatible with a higher and more efficient rate of
investment, and indirectly, by generating a social climate that is condu-
cive to building for the future. This makes it necessary to legitimate the
élite and the system, in order to encourage society as a whole to undertake
action and take decisions that will help achieve this objective. This
position is not in keeping with the general view that the redistribution of
income jeopardizes economic growth over the short term.

Economic growth, for its part, furthers social peace, and makes any
potential lags in distribution more bearable than they would be if stagna-
tion prevailed. This is not to say that growth, in and of itself, leads to
equity —this has always been proven false in Latin America and in other
regions— but that, where growth does take place and industry is compet-
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itive, a lag in equity does not necessarily lead to social conflict, as long as
the people trust that the future will be better than the present. In brief,
equity supports growth and growth supports equity as long as a competi-
tive industrial system coexists with more austere and productive con-
sumption and investment patterns.

g) Competitiveness and growth

The competitiveness of an industrial sector with a more dynamic
demand than the other sectors of production makes a positive contribu-
tion to growth. Experience has shown that international trade in manu-
factures grows at a higher rate than world trade, and this difference is
greater for those items which have a higher content of technological
innovation. Over the last 40 years, such innovations have originated in
metal products and engineering and in chemicals. Breaking down the
statistics further, we note that those products which are in the lead in
international trade and technical progress are changing and conse-
quently, the capacity of a country to enter the international market on a
sound foundation will depend to a large extent on its ability to follow the
international trends in technology.

As this ability is developed, the feedback effect on growth is accen-
tuated, as a result of changes in relative prices, increases in productivity
and the expansion of the domestic market. In saying that competitive-
ness reinforces growth, we must add that this is all the more true when
the items with respect to which there has been an increase in productivity
have a high technological content and when the country concerned
already has an infrastructure of enterprises and technology to support
this growth. This is not to ignore the possible contribution of low-
technology items or those which originate in foreign enterprises, but
rather, what we wish to stress is the importance of the relationship
between sectors of production, enterprises and types of market, a matter
which will have to be studied further in order to improve knowledge
about the process of technological innovation. Because traditional macro-
economics does not take into account this link (sectors, enterprises,
markets), it is less able to grasp the true meaning of the dynamics of
technical progress.

h)  Natural resources base and competitiveness of the industrial system

The influence of the natural resource base on the shaping of a
country’s industrial system must not be underestimated, especially as
regards the pressure to attain international competitiveness. In those
countries which have an abundance of natural resources, the legitimacy of
the system —which involves the ability to increasingly meet the main
needs of society— may last longer thanks to the advantages offered by the
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resource base. In countries which do not have such a base, however, in
order to claim legitimacy, a system must generate, through the establish-
ment of an internationally competitive industrial sector, the foreign
exchange required to meet the growing needs of the population. This
strategy will be all the more pressing the smaller the base of resources
and the greater the country’s determination to penetrate, through its
national companies, the markets of developed countries and those sectors
that have a high and growing content of technology. Such a strategy is the
only option for countries which, because of their shortage of natural
resources, have decided to sustain a development pattern which will
ensure, at the same time, both growth and equity. More than an alterna-
tive among others, what we have here is a strategy for the very survival of
industrial society.

The application of scientific and technological know-how to pros-
pecting, extraction and industrialization has been more intense in coun-
tries which have had both a shortage of natural resources and an
advanced scientific and technological infrastructure. This is the case with
regard to renewable as well as non-renewable resources and with regard
to the systematic effort to develop substitutes for natural resources that
are scarce and strategically important. Genetic engineering, the develop-
ment of composite materials and the use of information technologies in
prospecting for resources has become especially important over the last
10 years in the industrialized countries which seek to become more and
more self-sufficient so as to have a supply of materials and products that
meet precise and stable specifications.

Increasing knowledge about elementary particles and the
development of improved electronic instruments and equipment are
furthering a transition to a period in which materials science will play an
important role. To the above factors must be added the economic
considerations arising from the rising costs of energy and the
intensification of international competition, which are leading firms and
governments of the industrialized countries to improve their efficiency
in the use of natural resources.

That is why all the developing countries sense the need to conceive
and apply comprehensive policies on renewable and non-renewable
natural resources with a feeling of urgency that would have been
unthinkable a decade ago. In dealing with this task, they must overcome
or offset some of the obstacles mentioned above by means of a structural
transformation of agriculture, the development of scientific and
technological infrastructure, improving the competitiveness of the
industrial sector, establishing mechanisms for financing long-term
investment and overcoming the rentier mentality that was based on the
abundance of natural resources.
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i)  Population growth and the industrial system

Although there is no question that population dynamics influence,
to a greater or lesser degree, the evolution of the industrial system, it is
difficult to generalize about the direction in which this occurs. Greater
population growth —when there is a good supply of natural resources—
can enable the industrial sector to continue growing for extended periods,
even if it concentrates on serving the domestic market. In other cases, a
high rate of population growth could lead to hyperurbanization, with the
resulting investment in physical infrastructure and an increase in the
capital-product ratio which, along with the absorption of a large part of
the population growth in activities that are not very productive, will
exacerbate inequity, thus jeopardizing long-term growth.,

This ambiguity may be seen in the fact that the only combination
which does not occur in Latin America is the combination of low
population growth with high economic growth. In the absence of
population growth, the stage of growth with a low rate of increase in
productivity may end sooner, but when the population grows rapidly
without there being an adequate accumulation or market, there will
inevitably be a loss of dynamism.

It is difficult to discuss this issue in theory, as it still has not been
properly defined, and it is politically sensitive and even extremely
controversial in some countries. The general trend, however, at this stage
when expectations are harder and harder to meet, is to consider policies
aimed at promoting, by different means, different types of birth-control
policies. Except for the United States, where the population is still
growing at a relatively high rate, this problem does not arise in the other
industrialized countries, where population has been reduced to a
minimum; in the developing countries, especially the Latin American
ones, population growth rates have been falling, along with the
strengthening of institutions and policies which are directed toward this
goal.

j)  National entrepreneurs and the industrial system

The availability of a national entrepreneurial capability will
undoubtedly be a decisive factor in determining whether an industrial
system can be built up that will be able to compete on the international
market. This is not necessary when only the domestic market is
concerned, in which case leadership of the more dynamic sectors can be
left in the hands of the transnational corporations, which are able to
adjust easily to conditions on that market.

On the other hand, in penetrating international markets, technical
innovation is required in order to stand firm by the only means that will
not be closed, i.e., through intellectual value added to natural resources or
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unskilled labour. It will therefore be essential to have a national
entrepreneurial capability, including a variety of ways and means for
linking up with foreign investment.

Transnational corporations can help promote exports in certain
periods and sectors in countries which have a large domestic market or in
countries where wages are low. The soundness of a country’s position on
the international market, however, is usually determined by the level of
skills of the population and its ability to take part in an ongoing process
of technological innovation. To be more specific, it depends on the
existence and development of national firms that will be able to compete,
either on their own or in association with foreign investment, with the
firms that are already supplying the international markets.

The issue of entrepreneurial capability is related to the question of
the existence of a technically qualified labour sector and the related trade
unions. Relations within each enterprise and in the different branches of
industry, in addition to affecting social and polirical institutions, have a
decisive influence on the evolution of productivity and the absorption of
technical progress. '

The main protagonist in the process of adoption of technical pro-
gress is the private and public entrepreneurial agent, without whom
policies and institutions working on scientific and technological research
become mere motors working mechanically. The development of these
agents is influenced by the history of the individual country and the
changing national and international environments.

The increasing importance of financial intermediation in produc-
tion activities, which has grown over the last 10 years, undermines the
creativity and growth potential of production companies, even in coun-
tries which used to be leaders in industry (England at the end of the
nineteenth century and the United States during the 1970s and 1980s).

In Latin America, the rentier élite tend to discourage, both directly
and indirectly, the emergence of innovative industrial entrepreneurs in
leadership roles. On the other hand, in societies in which industrial
leadership is associated with a total lack of natural resources, that leader-
ship can only be legitimated through the strengthening and dissemina-
tion of an enterprising spirit on the part of national industrial
entrepreneurs. For the rentier élite, the indiscriminate presence of affil-
iates of foreign corporations is perfectly acceptable; moreover, this may
even help them consolidate their position on the domestic scene. Local
rentier leadership does not see any need for strengthening a national
industrial base, which is a prerequisite for undertaking a sustained
process of adoption of technology and, consequently, for effective pene-
tration of international markets; rather, it leans toward the development
of national enterprises and groups in sectors which produce non-
tradeable goods and services, such as con‘s’truction, where they have the
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captive market of national public investment. That is why, in most of the
Latin American countries, the main modern national entrepreneurial
groups have their centre of gravity in that sector. This is also true in the
case of financial and commercial intermediation, where traditional sec-
tors are also to be found along with newly emerging entrepreneurial
sectors.

Although it takes some time for them to bear fruit, public policies
aimed at promoting private and public entrepreneurial development can
play an important role, especially in regard to the improvement of
efficiency in public enterprises and the promotion of small and medium-
scale companies. This is becoming more and more important during this
time of transition towards a pattern of technology which is characterized
by smaller minimum scale plants, greater flexibility and, in general
terms, a greater technical capability for decentralization.

k)  Access to scientific and technological know-how, and the industrial
system

The prospect of gaining access to the worldwide store of technologi-
cal know-how is a factor which promotes the consolidation of interna-
tionally competitive industrial systems. Such access makes it possible to
strengthen the national entrepreneurial base and this, in turn, is a
prerequisite for the absorption of technology. The meager accomplish-
ments of institutions devoted to the development of science and technol-
ogy in Latin America —institutions that arose in several countries of the
region during the 1970s, with similar characteristics, but limited
resources— may be attributed, in part, to the internal economic situation,
but also to the limitations of the economic agents who were responsible
for absorbing, applying and requesting this type of know-how, i.e., the
weakness of the national industrial entrepreneurial base, both public and
private. No one knows, as yet, how much frivolous protectionist policies
had to do with the weakness of the entrepreneurs. In addition, the store
of technology and scientific knowledge influence both the real supply of
natural resources (prospecting and exploitation techniques) and the
demand for them.

1)  Foreign investment and the industrial system

The presence of international corporations which invest directly in
the industrial sector is a factor which, depending on the circamstances,
can strengthen or weaken national entrepreneurial capabilities, but
which does not determine, in and of itself, the competitiveness of the
industrial system. In countries in which the industrial system is geared
mainly towards the domestic markert, this direct foreign investment will
tend to follow a pattern similar to that of the national sector. That is why
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in Latin America, the export coefficient of foreign corporations is no
different from that of the national firms, whereas in other countries with
a strong international participation, that coefficient is higher than that of
the national firms. In some countries, foreign corporations are allowed,
provided their export coefficient is much higher than that of national
firms; in other words, they are granted access to the domestic market in
return for the access to the international market that they can provide
(table 6).

Except in special cases in which geographical location or the
availability of cheap labour make a country attractive as a platform for
exports, what the foreign corporations seek is to open up new markets;
hence, what they are mainly interested in is supplying the domestic
market. It is therefore utopian to expect that the mere incorporation of
foreign investment will solve the problem of the international
competitiveness of the industrial system.

In the industrial sector, the issue arose during the 1950s and the
1960s, with the international expansion of United States corporations; to
these were added the European firms, during the 1960s and 1970s, and,
during the 1970s and 1980s, the Japanese ones. Investment flows have
mainly moved among developed countties, as have trade flows, but
during the 1960s and 1970s, the growth of direct investment in Latin
America, especially in the larger and more dynamic countries (Braziland
Mexico), reached significant levels, consistent with the dynamism of the
region during that period. The question of foreign investment policies
came to the fore in international discussions. During the 1980s, the flow
of direct investment towards the region, which has been decidedly pro-
cyclical, fell, with the emphasis being on flows between developed coun-
tries and towards the United States, the country towards which
‘investments from Japan, Europe and even United States firms returning
to the country, converged. The matter of foreign investment in the
United States was sometimes comparable to the discussions in Latin
America during the 1960s and 1970s, i.e., questions were raised as to the
possible erosion of sovereignty and self-determination which such
investment implied. Curiously enough, at the present time, Latin Ameri-
can policies favour foreign investment, but they have not brought much
fruit, since the market which those companies are seeking now is the one
in which their ability to grow and survive is determined, i.e., the market
of the developed countries themselves.

m) A single pattern of universal consumption

During the 1970s, thanks to the advances made in communications
and the increasing ease of movement of persons and ideas, the
consumption pattern prevailing at the world level became very
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transparent; this is a factor which must be considered when examining
the consumption patterns of individual countries. It would be unrealistic
to ignore this model, which has become a collective ideal, even in the
rural areas. Recognition of this situation does not mean abdicating the
responsibility of reconciling the rate of adoption of this modern lifestyle,
expressed in goods and services, with the domestic requirements of
growth and economic and social integration. The differences between
countries do not lie so much in the fact that some choose one
consumption pattern or others choose a different one (there does not
really seem to be any other), but rather in the rate and the ways in which
this single and predominant reference pattern is adopted at a given time
in a given society.

In Latin America, this universal consumption pattern seems to have
been propagated without the least regard for meeting the requirements
of economic and social integration within each country or creating
conditions for sound international participation, while average income
levels were much lower than they had been in the societies where these
models originated, at the time of their adoption. The universality of this
consumption pattern may be seen even in the increasing penetration of
certain goods and services, of purely symbolic importance, in the
centrally planned-economies. In those countries, there is a willingness to
pay royalties with the export of local products or with hard currency, in
order to enable the population to have certain goods which could hardly
be justified on objective grounds. Rather, this is an acknowledgment of
the fact that, among the collective ideals of those countries, this universal
consumption pattern, which basically originated in the United States, has
been adopted so widely that it cannot be ignored at the political level.

There is no question that public policies are needed to regulate the -
adoption of modern consumption patterns if there is a real desire to
foster economic and social articulation within a country and enhance the
competitiveness of the national industrial system. Different instruments
will be needed in different cases, but it seems that the most effective will
be tariffs, consumer finance regulations, tax measures and some extra-
economic measure that has to do with social awareness of the need to
reconcile access to a modern lifestyle —a permanent and legitimate
motive— with growth and equity. The mass media will play an extremely
important role in this effort, either in working towards this goal or in
hindering it. In the last analysis, it is a matter of ensuring compatibility
between the pursuance of modern interpersonal relations and the legiti-
mate use of modern goods and services.

n) Flow of financial resources to the extevior

To the universal consumption pattern has been added, since the late
1970s and during the current decade, in both the northern and the
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southern hemispheres, the existence of expeditious systems for sending
financial resources abroad, which are difficult to control and regulate.
Agents who have financial resources in any one of these countries have
the option of placing them, quickly and safely, in hard currency and at
good interest rates. This means that the ability to generate domestic
resources for investment does not necessarily guarantee that they will
stay in the country.

The steps taken by the developed countries to liberalize the finan-
cial markets of the developing countries have had the practical effect of
bringing the investment processes of the developing countries to the
point where they must not only face the problem of defining options for
depositing resources within the country and generating their own resour-
ces, but also with the option of making deposits in hard currency abroad,
by expeditious means, thanks to the progress that has been made in
communications and computers. Differences between countries may be
explained to a large extent by the domestic economic policies followed by
each country. Computerized data processing has undoubtedly had a great
impact on the absorption of liquid financial resources, although, of
course, this is not the reason for the exodus of capital, but rather the
technical means which facilitates it.

The ease with which financial resources can now be moved raises
questions about the autonomy of governments in designing their eco-
nomic policies. This refers both to the industrialized countries and to the
rest of the world. One difference, however, lies in the fact that in the
non-industrialized countries, especially in Latin America, financial flows
are systematically on the negative side. This is an obstacle which works
against the very essence of the growth and the restructuring of produc-
tion in those countries, even without taking into account the foreign debt
problem. Unless the international financial system is reorganized, as the
national financial system was during the crisis of the 1930s, and unless
national financial systems are adjusted to deal with this situation, it is
difficult to imagine how a national policy could effectively counteract the
transformation of domestic savings into foreign investment, usually of a
financial type.

0) Transformation of the agrarian structure and type of leadersbip

Agricultural specialists, basing their arguments on economic his-
tory, hold that the structural transformation of agriculture has a great
influence on the modification of leadership and hence on the evolution of
social formations. In Latin America, they say, the inadequate structural
transformation of agriculture is reflected not only in the uneven distribu-
tion of income, but also in a certain component of rentier attitudes among
the national élites. Moreover, the development of a citizenry of free
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people having rights and duties vis & vis the State, seems to have a great
deal to do with the type of leadership that is exercised and with equity, in
that it favours the organization of claims in this regard. It implies the
transition from personal dependency (servitude) to full citizenship. In
situations in which political change does not transform the agrarian
social structure, there is a gatopardo-style domination mechanism,
whereby the traditional sectors develop flexibility to absorb and deform
the modernization processes.

According to Schejtman (1985), when one considers the results of
the more recent studies based on historical experience, it is difficult to
disregard the fact that it is greatly to a country’s advantage to enter the
modern stage of agricultural development with a unimodal agrarian
structure, consisting of small-scale farms, in which producer-owners
prevail. Even in the best of cases, the political cost of improving the land
ownership system is very high. When agriculture is restricted to a
bimodal model, as in the traditional hacienda-minifundio system which
was characteristic of much of Latin American agriculture, the political
costs are so prohibitive that only minor adjustments can be made in order
to establish a more efficient agrarian organization.

The Latin American production structure which specialists call
bimodal is characterized by a small entrepreneurial sector (between 20
and 25% of production units) which concentrates most of the cultivated
lands, and an even higher proportion of lands under irrigation, generat-
ing around three-fifths of commercial production, and a vast peasant
sector at the other end of the scale, representing a high proportion of
farms with a very small percentage of irrigated land and of production.
Farms defined as minifundia represent 71% of the units and 5% of the
land area (FAO, 1987). Between these two extremes there is a sector
which might be compared with the average European peasant, the size of
which varies depending on the countries involved, and which is normally
concentrated in certain regions and commercial products with a high unit
value,

This structure has been reached as a result of significant changes in
agriculture. In several countries of the region, agrarian reform schemes
have been carried out, but in several cases, these have subsequently
regressed, because of the rigidity of the social structure. In a few cases, the
agrarian reform programme was complemented with certain policies
designed to support the improvement of productivity among minifundia
farmers. Situations in which Latin American reforms have succeeded in
solving the problem of equity in the agrarian structure are even more
exceptional (FAO, 1987, pp. 40-41).

The other structural change, which cannot be ignored, is the emer-
gence of a modern agricultural sector which makes a significant contribu-
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tion to the growth of exports and of production. This, however, seems to
have generated a negative effect, associated with the type of technological
modernization adopted, which seems to have contributed to a) widening
the income gap between large land exploitations that are modernized and
small ones that cannot do so; b) reducing work demand of the large
exploitations, directly affecting the minifundists that need waged
employment as a complement to obtain a livable income, and c) increas-
ing the profitability of the land and its value along with it, making even
more remote the possibility of the peasantry, which has no land or hasan
insufficient amount, being able to gain access to it (FAO, 1987, p. 398).

p) Natural resources base and type of leadership

In societies that have an abundance of natural resources in which
ownership tends to be highly concentrated, either in the private or in the
public sector, leadership tends to be based on the usufruct of rents
associated with those natural resources. This may lead to the formation of
class-based societies and States that give priority to the accumulation of
wealth.

Any rentier system, of whatever kind, is based on a privilege or a
monopoly that is politically established. The predominance of certain
rentier elements in leadership does not preclude the coexistence, on an
associated or subordinate level, of sectors representing industry. How-
ever, as long as the main leadership is associated with the usufruct of
rents from natural resources, which are often linked to financial interme-
diation, this leadership, which presupposes a certain world view, can
influence the operation of the society as a whole. Assuming that the
values of the élite spread throughout society, one may say that in societies
in which a rentier leadership prevails, this world view will probably
penetrate different spheres of the public sector, the private sector and
other institutions which take part in its operation (political groups,
armed forces, trade associations and unions, professional organizations,
bureaucracy) and be disseminated among them. The practical expression .
of this phenomenon (localism, lack of foresight, aversion to risk and
technological innovation, use of institutional positions for personal
advantage) at different levels and in different ways is beyond the scope of
this study, but it is a topic which should be investigated in greater depth,
especially in Latin America, where it seems to be more significant than
has hitherto been recognized.

If scratification in society is to be overcome, there must be a
redefinition of the political society and of the civil society, the sphere of
the former being the State and the sphere of the latter being the market.
Consequently, an analysis of the nature of the relationship between State
and market in the different countries, as well as of the degree to which the
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two are consolidated and reflected in institutional form, is vital, not only
to gain a better understanding of their operation, but also to allow for the
design of policies which can have a real effect in changing them.

q) Supply of natural resources and distribution of income

The supply of natural resources, which in many countries is concen-
trated in a small proportion of the population or centralized in public
enterprises, often has a negative influence on the income-distribution
process. When private enterprises, either national or foreign, are con-
cerned, resources are concentrated in a few hands; in the case of public
enterprises, the rentier system may be reproduced within each enter-
prise, which then becomes a virtual bureaucratic feudal domain, with a
considerable proportion of the rent generated staying inside the institu-
tion, in the form of wages and benefits that are much higher than those
received by other production activities. Transferring rights over those
enterprises to either the private or the public sector, as the case may be,
would not change this fundamental fact, which has to do more with the
existence of attitudes about the accumulation of wealth than with a
particular form of ownership.

3. Effect of economic policies

In the preceding paragraphs, we have briefly mentioned some of the
economic policy instruments which can affect the way a society works.
This is illustrated in figures IV and VIII.

In the following chapters, we shall discuss the different ways the
system works in countries that have different levels of development and
economic systems, giving some examples of the use of specific policy
instruments. Assuming that all countries share the goal of growth with
equity, and that knowledge regarding the nature and usefulness of the
different policy instruments is widely disseminated throughout the
world, we will have to reach the conclusion that the different ways in
which these come together in real situations must be explained in terms
of structural factors, some of which cannot be changed (size, availability
of resources, geographical location) and others which are related to the
ongoing process of economic, social, political and cultural change. If we
could help achieve the twofold goal of growth with equity simply by
applying suitable economic policies, about which opinions differ, there
would be much less conflict and poverty than we see in today’s world,
where there is clearly a struggle between passions and interests that are
difficult to control.
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IV. UNITED STATES, JAPAN AND THE FEDERAL
REPUBLIC OF GERMANY: WINNERS AND LOSERS

1. Introduction

These three countries have a population —approximately 9% of the
world total— which is equivalent to the population of Latin America;
nevertheless, they own almost half the resources allocated to research
and development throughout the world and almost three-fourths of
those allocated by the OECD countries to this effort. The per capita
availability of research and development resources in these three coun-
tries is almost five times the world average. At the same time, they
generate almost 40% of the world’s economic and industrial activity, i.e.,
their productivity is four times the world average.

The performance of these countries thus determines the profile and
the main features of the world’s industrial system; independently of
commercial tensions, it is in the relations between them that the types of
products, the processes, manufacturing systems, types of institutional
agreements and access of other countries to technical know-how deve-
loped in the different sectors of industry are determined. Thus, a better
understanding of the dynamics of industry in these three countries can
serve as a backdrop for understanding the action of other countries,
especially the Latin American ones.

There are important differences between the United States, Japan
and the Federal Republic of Germany (table 11). For example, it is a well-
known fact that the United States has a much greater density of scientific
production, in relation with its population, than the other two countries.
The number of authors of scientific works in relation to the population is
seven times higher than the world average (in the case of the Federal
Republic of Germany, it is four times higher, and in the case of Japan, two
times higher). Nonetheless, the relative importance of industry is much
greater in Japan and the Federal Republic of Germany than in the United
States. The manufacturing production of Japan and the Federal Republic
of Germany together is already 20% higher than that of the United
States, although the population of the two countries is 20% lower.
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Whereas Japan and the Federal Republic of Germany are particularly
inclined to transform know-how into industrial production that is highly
competitive, there is in the United States a relative inconsistency
between the base of available know-how and the paucity of industrial
production. This is partly due to the fact that the United States channels a
large volume of resources into military uses, whereas this sector is almost
non-existent in Japan and the Federal Republic of Germany, as a result of
the provisions taken after World War II. A unique characteristic of Japan
is the great density of engineers and scientists in relation to its popula-
tion; in Japan, this ratio is almost five times higher than the world
average, whereas in the United States, it is a little over three times
higher, and in the Federal Republic of Germany, a little less than three
times higher.

2. The importance of owing natural resources

The main differences which characterize the participation of these coun-
tries in international trade are shown in table 12. In the first place, there
is a clear contrast between Japan and the Federal Republic of Germany,
which have a deficit in all sectors of natural resources, and the United
States, which, at least in the agriculture sector, had a large and growing

Table 11
INTERNATIONAL INSERTION

(Percentage of world total early 1980s)

. . Federal
U g
of Germany
Population 8.0 5.0 25 13
Gross domestic product 7.0 27.0 9.4 5.8
Manufacturing product 6.0 18.0 11.7 9.4
Capital goods 3.0 147 11 9.6
Engineers and scientists in R&D 2.4 17.4 12.8 34
Research and technological
development resources 1.8 30.1 10.2 6.7
Scientific authorship 1.3 42.6 49 5.4

Source: Joint ECLAC/UNIDO Industry and Technology Division, based on UNESCO, Statistical
Yearbook, various years, UNIDO Data Bank; United Nacions, Demographic Yearbook 1986
(ST/ESA/SER.R/16), New York, 1988. United Nations Publication, Sales No.

- E/F.87.XII1.1; National Science Foundation, International Science and Technology Data
Updated 1986, Washington, D.C., 1986.
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Table 12

UNITED STATES, JAPAN AND FEDERAL REPUBLIC OF GERMANY:
TRADE BALANCES BY SECTORS OF ECONOMIC ACTIVITY

(Millions of dollars)

1970 1975 1981 1982 1983 1984 1985 1986

Agriculture United States 631 12 069 25 344 19 728 16 518 13 307 3659 -320
Japan -5292 -13931  -24929 23508 -23301 -25776  -24264  -27 892
Federal Republic of Germany 5774 -10 145 -13 441 -12852  -12868  -15568  -12644  -15 266
Manufacturing
industry” United States 4154 21 196 13 369 -3942 -28925  -82377 -107 566 -138 626
Japan : 13 180 42393 119152 107 197 113403 131 689 137 550 162 311
Federal Republic of Germany 14 424 39 338 62 317 68 174 59 013 G0 235 68 131 89 902
Energy United States -1480  -21922  -73974 54665 -50349 -53 814 -45759  -31 652
Japan -3858  -25432  -72091  -65306 -58636 -59989  -55319  -36 565
Federal Republic of Germany -1616  -10286  -32723 -29694 26694  -255945 < -26212 -17 971
Mining United States 863 1295 5185 3426 5298  -6424 1302  -6087
Japan -3 698 -5734 -11223 -10388 -10055  -10 354 -9 663 -8 657
Federal Republic of Germany -2 343 -2 662 -3 835 -3 651 -3 231 =571 -3 319 -3 331
Other sectors United States 196 640 758 -280 -1 268 188 -245 -3 961
Japan 105 594 -2 168 -1 095 -877 -1758 -1 992 -6 454
Federal Republic of Germany -318 -431 -176 =712 375 171 -484 =775
Total United States 2638 10688 -39686 -42585 -69322 -129120 -148609 -180 646
Japan 437 -2 110 8 741 6 900 20 534 33 611 46 362 82 743
Federal Republic of Germany 4375° 15814 12 142 21 092 16 595 18 722 25 472 52 559

Source: Joint ECLAC/UNIDO Industry and Technology Division, based on United Nations, International Trade Statistics Yearbook and United Nations,
Commodity Trade Statistics, 1985 and 1986.
“Manufacturing industry includes SITC sections $-8, except division 68 (non-ferrous metals).



surplus up to the early 1980s. Japan and the Federal Republic of Germany
had no alternative, in order to obtain the income necessary to purchase
the natural resources they lacked, than to work for a sound position inthe
trade of manufactures. The United States, on the other hand, with its
great natural wealth and its continental size, viewed international trade
as a complementary and marginal element. Moreover, there did not seem
to be much point in establishing priorities in a continental economy such
as that of the United States, which has been noted for its predominance
over the last 40 years: its main market is the domestic one, and although
the situacion of the different sectors may vary over time, in general, at
least until the late 1970s, it seemed almost invulnerable. Many publica-
tions describe this introverted vision of United States economic, political
and academic circles (Branson 1980; Lodge 1986; Zysman and Tyson
1983, among others).

The oil crisis of 1973 seriously affected all three countries. Between
1975 and 1981, energy expenditures rose by US$52 billion in the United
States, by US$47 billion in Japan and by US$23 billion in the Federal
Republic of Germany, i.e., these three countries suffered a very severe
blow from the first oil crisis. The difference, however, lies in the fact that
while Japan and the Federal Republic of Germany more than compen-
sated for their increased oil expenditures with the surplus of the manu-
facturing sector, the United States not only saw its energy deficit increase,
but also suffered a considerable reduction in the surplus of the manufac-
turing sector, which fell by approximately US$8 billion between 1975
and 1981. In Japan, the US$47 billion increase in the energy deficit was
more than compensated for by the US$77 billion increase in the surplus
of the manufacturing sector. In the Federal Republic of Germany, the
US$23 billion increase in the manufacturing sector almost exactly offset
the energy deficit.

The above leads to the conclusion that the deterioration of the
competitiveness of the United States manufacturing sector cannot be
attributed to the energy problem. The three countries suffered the same
impact, as regards the energy problem, but the capacity of the manufac-
turing sector to respond was much more favourable in Japan and the
Federal Republic of Germany, because the trends as regards competitive-
ness and productivity gave them a base of support which allowed them
flexibility in responding to the challenge posed by the end of the era of
cheap energy.

From 1975 on, the manufacturing sector followed very different
directions in the United States, on the one hand, and in Japan and the
Federal Republic of Germany, on the other. Around 1986, while Japan
and the Federal Republic of Germany had manufacturing surpluses of
more than US$250 billion together, the United States already had a
deficit of almost US$140 billion. Japan and the Federal Republic of
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Germany generated most of the manufacturing surplus worldwide; the
United States, on the other hand, had the largest manufacturing deficit in
the world.

At the beginning of the 1970s, these three countries had a relatively
small surplus; Japan’s and the Federal Republic of Germany's surpluses
were higher than that of the United States, but were nevertheless
comparable. In 15 years, the relative position of the three countries
changed radically: the United States, whose pattern of production had
served as the reference point during the postwar period, and which at the
end of World War II had generated 60% of industrial production, by the
mid-1980s had the greatest deficit in the industrial sector, compared with
the two countries which had been destroyed by the War.

Since 1982, the position of the United States in international trade
has been similar to that of most of the Latin American countries; its
participation is based on the agricultural sector, in which it has a substan-
tial surplus, and it has a deficit in the manufacturing sector, as well as in
other sectors. It is a country which has become concerned about the trend
in the terms of trade. If this deteriorating trend in the terms of trade of
the agricultural sector vis % vis the industrial sector continues —and
there is no reason to believe it will not—, the United States position will
continue to weaken, even if the volumes of exports and imports of
agricultural and industrial products remains constant. This concern,
which up to a few years ago was considered part of Latin American
folklore, now seems to be a salient feature in the evolution of the country
which leads the world economy.

3. What does competitiveness mean?

Figure IX shows the similarities in the structural changes which took
place in the industrial sectors of the three countries between 1970 and
1987 (forecast for the last two years). In all three cases, the most dynamic
branches were electrical equipment (383), plastics (356) and basic chemi-
cals (351). The United States and the Federal Republic of Germany had
certain basic elements in common. Japan’'s leadership in electrical
machinery, and especially electronics, was evident since the early 1970s;
these braanches became the axis for the changes made in the production
structure of that country. Japan was less inclined to trust in the petroleum
byproducts industry than the other industrialized countries.

In all three countries, the most dynamic sectors were those which
called for greater technical innovation and were geared towards the
replacement of natural resources by synthetics and the increased automa-
tion associated with the penetration of electronics in the capital goods
industry and the dissemination and saturation of the pattern or consump-
tion of transport equipment and home appliances.
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Figure IX

UNITED STATES, FEDERAL REPUBLIC OF GERMANY AND JAPAN:
INDUSTRIAL STRUCTURAL CHANGE, 1970-1987
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It is generally agreed that there is a strong link between competi-
tiveness, the adoption of technical progress, the dynamism of industry
and increased productivity.

There is complete agreement on the crucial importance of improv-
ing competitiveness during a period of transition between two patterns
of technology, in order to determine the relative position of countries in
the international economy of the future. This general trend is confirmed
by the important role played by the different European regional pro-
grammes on scientific or technical co-operation aimed at strengthening
competitiveness. There is less evidence of consensus on how to measure
competitiveness and, of course, even less on how to improve it.

There is agreement on the fact that the deterioration of productivity
since the late 1960s, which has been aggravated, especially in the United
States, since the mid-1970s, can have serious implications. There is no
agreement, however, on the reason for this decline or on what measures
should be taken to correct or reverse this trend.

Table 13 shows seven different indicators of international competi-
tiveness for the three countries. The order in which the countries rank
remains invariable, however, regardless of the indicator applied: Japan
ranks first, the Federal Republic of Germany, second, and the United
Stats, third.

As regards the first indicator, it will be noted that expenditures on
research and development for civil purposes is much higher inJapan and
the Federal Republic of Germany than in the United States; several
studies suggest that this may explain the different growth rate of
competitiveness in the three countries. The next indicator —growth of
industrial exports in the three countries between 1963 and 1983— sets
Japan way ahead of the other two countries. Japan's rate of growth
doubled those of the Federal Republic of Germany and the United States.
The third indicator has to do with the share of high-technology products
in total exports of manufactures; in this regard, there is also a significant
difference between Japan, on the one hand, and the Federal Republic of
Germany and the United States, on the other. The fourth indicator shows
the trend in exports of capital goods as a percentage of world exports
between 1963 and 1983; in this case, while in Japan, this indicator
increased almost five times and in the Federal Republic of Germany it
remained constant, in the United States, the figure for 1983 was about
74% of what it had been 20 years earlier. The fifth indicator refers more
specifically to the competitiveness of metal products and engineering in
the high-technology category, and measures the ratio of exports of those
goods to imports during the same year. In 1963, the United States’
exports of such goods were almost four times greater than its imports; by
1983, this ratio had fallen by almost half. The United States now exports
and imports equivalent amounts of those products. As regards Japan, in
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1963, exports were already twice as high as imports, even though the
country ranked lower than the United States and the Federal Republic of
Germany; at present, however, its exports are almost 10 times greater
than its imports of these products. In the Federal Republic of Germany,
the ratio remains stable, similar to that of the United States in 1963,
Although it has fallen, there is still a significant surplus. As regards the

Table 13

DIFFERENT INDICATORS OF INTERNATIONAL
COMPETITIVENESS

(In percentages)

. Federal
Iélmted Japan Republic
tates
of Germany
Civilian expenditures on research and 1.8 25 2.4
development/GNP 1983-1984 3 (09)] 2
Growth rate manufactured exports 7.9 184 93
1963-1983 (3) S0 2
Engineering exports/
total manufactured exports 44 58 46
1983 3 (1) 2
Engineering exports/
world engineering exports 74 475 100
1983/1963 (3) 1) (2)
Engineering exports/
engineering imports
1983 100 950 267
1963 383 200 380
3 (D (2)
Productivity-growth in
manufacturing
1975-1981 1.7 8.7 32
1965-1973 2.8 11.0 4.2
(3 (D (2)
Manufactured exports/
manufactured imports ' 1.0 5.0 18
1979-1981 3) 0)) (2)

Source: Joint ECLAC/UNIDO Industry and Technology Division, based on The President’s
Commission on Industrial Competitiveness, Global competition: The New Reality,
Washington, D.C., U.S. Government Printing Office, January 1985, p. 100; United Nations,
Bulletin of Statistics on Worid Trade in Engineering Products, 1983; World Bank, World
Development Report 1986, Washington, D.C., July 1986; and OECD, Productivity in
sndustry, Paris, 1986.
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improvement of productivity —a decisive factor in the long-term
development of competitiveness in the different countries— the three
countries saw a decline between 1965 and 1973 and from then on until
1981; nevertheless, the sharpest drop was precisely in the United States,
the country that had the slowest rate during the preceding period. The
drop was not so sharp in the Federal Republic of Germany and was even
more moderate in Japan.

Between 1975 and 1981, the rate of growth of productivity in the
Federal Republic of Germany was almost twice that of the United States,
and Japan's was more than twice that of the Federal Republic of Ger-
many. As a final indicator, which, moreover, is the one we shall use in
making international comparisons with other regions, we shall refer to
the trend in the ratio between exports and imports of manufactured
goods as an average for the period 1979-1981. In the case of Japan,
exports were five times higher than imports of manufactured goods; in
the Federal Republic of Germany, they were twice as high, and in the
United States, they were almost the same. Consequently, in terms of both
the level and the evolution of competitiveness, the ranking still remains
the same as for the other indicators, with Japan in first place, considera-
bly ahead of the other two countries, and the Federal Republic of Ger-
many in an intermediate position, but usually closer to the United States
than to Japan.

The abrupt rise of the dollar in the early 1980s and its sharp fall in
1985 and 1986 have drawn attention to the conjunctural evolution of the
United States’ competitiveness. However, an analysis of a longer period
(1965-1984) may give a better idea of trends and other effects, in addition
to the disruption of the exchange rates in the 1980s. Figure X shows each
country’s share in the exportable supply of metal and engineering pro-
ducts. There is a clear upward trend in the case of Japan, the Federal
Republic of Germany is relatively stable, with a slight drop between 1980
and 1984, and the United States’ position deteriorates steadily, although
this trend is attenuated from 1980 on, despite the rise of the dollar. All
three countries accounted for over 409 of the world total, at both the
beginning and the end of this period. Since metal and engineering
products shape the technological profile of industry at the international
level, regardless of any variation in their relative positions, it is obvious
that these countries represent a concentration of the technical efforts put
into those goods that set the pace for the adoption of technical progress
in the production sector.

An analysis of the international competitiveness of these goods,
measured by the ratio of exports to imports (Figure XI) —which reflects
not only their international importance as a source of exports but also as a
means of absorbing capital goods from other countries— shows, for
example, that in Japan, whose share on the world market rose signifi-
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cantly and rapidly between 1965 and 1970, competitiveness remained
constant at a very high level. This was a period when Japan was rapidly
increasing both its exports and its imports of capital goods, rapidly
absorbing the technology used in the capital goods of other countries.
During the 1970s, its contribution to the supply of exportable capital
goods continued to climb and became competitive within a wide spec-
trum of goods, imports stopped growing at the same rate as exports, and
the index continued to rise until it reached, around 1984, a level equival-
ent to almost 14 times more than imports, i.e., it is almost self-sufficient,
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Figure XI

ENGINEERING PRODUCTS: INTERNATIONAL
COMPETITIVENESS, 1965-1984
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and its imports of technology incorporated into capital goods is marginal
with respect to its exports of those goods. Nevertheless, as regards the
technological balance of payments, Japan remains a net importer; this
reflects its preference for acquiring non-incorporated technology and the
industrial leadership exercised by its national corporations.

In the Federal Republic of Germany, the ratio of exports to imports
remains very high, at over 2, and covers a very wide range of goods. This
characteristic, which is shared by Japan and Germany in a wide range of
capital goods, enabled them, when electronics invaded capital goods in
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the late 1970s, to incorporate this technological advance and disseminate
it both in the goods-producing sectors and in the service sectors. With -
this broad and competitive base of capital goods, both countries —and
especially Japan— were able to offset the rise in oil prices with a
significant increase in the net balance of exports of capital goods, a factor
which was decisive in increasing the surplus in the manufacturing sector.
In the case of the United States, competitiveness fell steadily between
1965 and 1970, i.e., long before the first oil crisis, and subsequently, after
a stage of relative stability between 1970 and 1975, there began another
systematic fall before the second crisis and the sharp rise of the dollar.
This may help explain why the sharp drop of the dollar, beginning in
March 1985, which partly offset the rise, was enough, over the short
term, to cancel out the downward trend begun 20 years earlier, when the
growth rate of productivity had also begun to fall.

During the period 1965-1984, both the United States and the
Federal Republic of Germany applied macroeconomic policies of differ-
ent types and intensities, using different instruments and applying them
in different international contexts. These differences do not seem to have
had a decisive effect on the evolution of competitiveness, which is
influenced not only by macroeconomic policy but also by sectoral policies,
microeconomic aspects of management, institutional factors such as the
educational system, the availability of natural resources, the size of the
domestic market, and many other factors. Thus, it is perfectly understan-
dable that downward trends in competitiveness should coexist with
changes and inconsistencies in macroeconomic policies. Macroeconom-
ics, which does not establish priorities among sectors in which the
incorporation of technical progress is a central concern, can hardly have
any specific effect (although it can still influence the dynamism of global
demand) on those sectors on which variations in productivity and compe-
titiveness are based.

Table 14 shows the categories which represent a high degree of
specialization in each country, i.e., whose share in the world market is
much higher than their share in total supply of metal and engineering
products. In the case of Japan, the products involved are essentially
different consumer goods than those which represented the higher
degree of specialization in 1977 (ships, sewing machines and boilers,
which in 1977 represented 49%, 33% and 31% of the world supply of
exports); in other words, over a period of seven years, the category of
most highly specialized products has changed radically in Japan, and at
least the first two of these are products which have a very high growth
rate. In the case of the Federal Republic of Germany and the United
States, there is greater stability as regards specialized goods, which are
mostly capital goods for specific purposes. Usually, the growth rate of
world demand for these products is lower than it is for widely used capital
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Table 14

UNITED STATES, FEDERAL REPUBLIC OF GERMANY
AND JAPAN: SPECIALIZATION IN CAPITAL

GOODS, 1984
Percentages P
ercentages
world u world
Countries share SITC Product share
total Rev.2
engineering .(each
item)
products
Federal
Republic of
Germany 14.8 718.7  Nuclear reactors 44.0
726 Printing and book-
binding machinery 33.0
725 Pulp and paper
machinery 27.0
Japan - 219 763 Gramaphone sound
recorder 826
751.21  Calculating machines 76.0
763.88  Dictating machines 72.9
United
States 17.3 714.8 Gas turbines, n.es. 66.0
792 Aircraft 44.6
759 Machinery-parts and

accessortes for office
and automatic data-
processing machines 40.1

Source: Joint ECLAC/UNIDO Industry and Technology Division, based on United Nations,
Bulletin of Statistics an World Trade in Engincering Products, 1984.
“United Nations, Stundurd International Trade Classification, Rev.2, 1975, United Nations
publication, Sales No. E.75.XVIL6.

or durable consumer goods having a high technology content. In those
categories in which Japan has attained a high degree of specialization, it
has succeeded in attaining a very high share of the world market. This is
particularly interesting in view of the recent trends in exchange rates,
since in those categories in which Japan almost has a monopoly of the
world’s exportable supply, it will take some time for variations in the
exchange rate to be reflected in changes in the distribution of the supply
among countries.

The aforementioned cases are specific expressions of a more
widespread phenomenon: in a wide variety of products, Japan has
achieved such a high share of the world market that it is relatively
immune, at least over the short term, to the evolution of exchange rates.
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With its exports equivalent to almost 14 times more than its imports of
metal and engineering products, its domestic market must be practically
closed to such goods, with or without absolute comparative advantages,
non-tariff barriers or institutional mechanisms which might prevent it
from importing in those categories in which it has achieved a high degree
of coverage of the world market.

4. The serious deterioration of the industrial
competitiveness of the United States

From its position of almost absolute control of the manufacturing sector
which it enjoyed 40 years ago, the United States has come to the place
where it has such a high deficit of manufactures that there is reason for
concern, not only because of the economic implications of this situation,
but also because of its political consequences, inasmuch as it affects the
balance of and the possibilities for co-ordinating the economic policies of
the industrialized countries and hence international economic stability.

An analysis of the evolution of the United States’ manufacturing
trade during the 1980s —when the downward trend continued— brings
to light three cases as regards its relative position (table 15). In the first
place, there are countries over which it had a clear advantage in the
manufacturing trade during the early years of this decade; in the second
place, there are countries with respect to which it had a systematic and
growing deficit, but in which United States imports came mainly from
firms in other countries; and, in the third place —and this situation has
been a subject of growing concern in the United States—, there is the
deficit which originates fundamentally from intrafirm trade, i.e., that
which is caused by the location of United States corporations in other
countries, in search of advantages or in an effort to compensate for
disadvantages arising from labour costs or special institutional agree-
ments, as in the case of Canada, in the automobile sector. Intrafirm trade
which generates a surplus (with Mexico and the United Kingdom, for
example), and thus raises no major objections, is very different from that
which generates a deficit (Taiwan, Canada), giving rise to constant
controversy. :

At the beginning of the 1980s, the United States had a significant
surplus with respect to Western Europe (especially the United King-
dom), Latin America (mainly Mexico), and the Near East, which had
become a significant purchaser of manufactures financed with the oil
surplus. In each case, the surplus was in the order of US$10 billion.
During that same year, it already had a significant deficit with the Federal
Republic of Germany and Italy, in Europe, and with its main Asian
competitors, Japan and the Republic of Korea. In the case of Canada and
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Table 15

UNITED STATES: TRADE BALANCE IN MANUFACTURES,
1980-1986

- (Msllions of dollars)

1980 1983 1984 1985 1986°
World total 11326 -46181 -98081 -119 347  -152 420
Canada -517 -6897 -11 308 -12 054 -18 050
Western Europe 10296  -3035 -17 848 -27 398 -36 600 -
United Kingdom 3720 1 240 982 -898 -3 850
Federal Republic of
Germany -3 505 -5 288 -8 984 -11 968 -17 200
France 1103 -542 -2 602 -3 904 -4 000
Italy -540 -2750 -4 993 -6 515 -8 150
Latin America 12 869 -3 450 -5 153 -1 558 500
Mexico 2 642 425 1 049 2 262 1 450
Brazil 789 -2 416 -5 005 -4 426 -3 350
Venezuela 520 -1 237 -1 444 -1 128 -1 100
Argentina 1751 57 -G8 -342 -200
Other Latin American
countries 1 451 -279 315 2 076 3710
Japan -19 386  -28 235  -43 709 -54 987 -64 700
Taiwan -4 284 -8 922 -12 584 -14 309 -16 200
Republic of Korea -1 697 -3 736 -5 799 -6 355 -8 850
Near East 8 846 9 052 6 332 4 363 2 900
Africa 3 495 2 300 382 613 -820

Source: Joint ECLAC/UNIDO Industry and Technology Division, based on U.S. Department of
Commerce, U.S. Industrial Outlook 1986, Washington, D.C., January 1986.
“Estimates based on first seven months data.

Taiwan, which fall within the third category, i.e., in which the United
States’ deficit has a strong component of intrafirm trade of United States
firms, the deficit was already becoming very large, especially in the case of
Taiwan. From 1980 to 1985, the United States’ manufacturing trade
balance fell from a surplus of US$11 billion in 1980 to a deficit of US$152
billion in 1987. The rise of the dollar played a large part in this situation,
at least during the period 1983-1984.

Nevertheless, different countries performed differently. The only
ones with which the United States had a surplus —although a smaller
one— up to 1985 were the United Kingdom, Mexico, the small and
medium-sized Latin American countries, the Near East and Africa; with
all the others, it had a deficit in 1985. Those which played the greatest
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part in lowering the United States’ manufacturing surplus were Europe
(US$35 billion), Japan (US$34 billion), Latin America (US$14 billion)
—a drop which is associated with the difficult financial situation of the
region— and the Republic of Korea-Taiwan (approximately US$14
billion).

In Western Europe, the greatest reduction was caused by the Fed-
eral Republic of Germany and Italy, which. together account for US$13
billion worth of loss for the United States. In Latin America, Brazil
accounts for the largest percentage of the decline, ie., almost US$3
billion.

The countries and regions with.which the United States has a
surplus in the manufacturing trade are characterized by a difficult eco-
nomic situation, both currently and in the foreseeable future. This does
not look promising for the United States’ surplus with those countries,
inasmuch as, on the one hand, the growth rate of their imports is not
likely to pick up during the next few years and, on the other hand, several
of these countries, especially Mexico and the Near Eastern and African
countries, tend to adjust the value of their currency to the dollar; hence,
the drop in the dollar will not improve the relative position of the United
States.

The steady and growing structural deficit of the United States with
respect to certain countries with which a change in exchange parity
might, theoretically, have a greater impact because of their long and
steady development, appears to have been caused by institutional factors
associated with the organization of the production system, the operation
of corporations, the educational system, and the ability to translate
scientific know-how into production efficiency, all of which play a partin
ensuring that any change in exchange parity will have a limited short-
term effect.

Tables 16 and 17 show an analysis of the type of product that is
associated with this evolution, with a distinction being made between
smokestack industries, i.e,, the traditional capital-intensive sectors such
as the steel and automobile industries (table 16) and the high-technology
sectors (table 17), especially electronics, pharmaceuticals and special
plastics.

The picture is different for the two types of products. In the first
case, around 1980, i.e., before the rise of the dollar, the United States had
a surplus only with respect to the Latin American countries, except
Brazil, and with the Near East; with the other countries and regions, it
already had a deficit. Around 1985, the United States only had a surplus
with Venezuela and the Near Eastern countries, although in both cases,
the surplus had fallen considerably, no doubt as a result of the increasing
economic weakness of the oil countries during the 1980s. The magni-
tudes and absolute values were very different in the case of high-
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Table 16

UNITED STATES: TRADE BALANCE FOR SMOKESTACK
INDUSTRIES, BY COUNTRY, 1980-1985

(Millions of dollars)

1980 1983 1984 1985°
World -21 445 -38 891 -55 791 -63 759
Canada -1 760 -6 151 -10 452 -8 641
Western Europe -6 239 -10 935 -15 047 -18 906
United Kingdom -675 -1 550 -1 081 -1678
Federal Republic of
Germany -5 128 -5 170 -7 260 -9 364
France -925 -1 485 -1 984 -2 140
lealy -475 -666 -1 035 -1 150
Latin America 3 734 -1 996 -2 668 -2 144
Mexico 2 480 -634 -532 -487
Brazil -229 -934 -1 659 -1 592
Venezuela 823 303 323 338
Argentina 282 -47 -89 -84
Other Latin American
countries 378 -684 -710 -321
Japan -17 238 -19 697 -25 413 -31 373
Taiwan -325 -658 -952 -1 217
Repubtic of Korea -493 -898 -1 288 -1 410
Near East 1 984 2 032 1 428 963
Africa -927 -526 -943 -667

Source: Joint ECLAC/UNIDO Industry and Technology Division, based on U.S. Department of
Commerce, U.S. Indusirial Outlook 1985, Washington, D.C., January 1985.
“Estimates based on first seven months data.

technology products. In 1980, the United States had a deficit in
high-technology products only with Japan and Taiwan, and it had a
surplus with the rest of the world; around 1985, this was still the case, but
the United States also had a deficit with the Republic of Korea, and it
maintained its surplus with the other countries.

The main sources of the United States’ surplus in this type of
products were Canada, the United Kingdom and Latin America. As
regards the Federal Republic of Germany, in 1985, the United States had
a deficit of US$11 billion for the manufacturing sector as a whole, and
during that same year, it had a surplus of somewhat over US$2 billion in
high-technology products. It is interesting to note this in order to clarify
and desegregate the competitive relationship between the United States
and the Federal Republic of Germany.
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Almost half the increase in the deficit between 1980 and 1985 may
be attributed to non-durable consumer products, which are usually highly
labour-intensive. Although the trend is different for different types of
product, in all cases —smokestack, high-technology and, especially, tradi-
tional non-durable consumer products— a significant deficit occurred
during the course of the decade. The United States managed to maintaina
surplus in high-technology products up to 1985, but its relative position
had deteriorated by almost US$20 billion over those five years. Prelimi-
nary studies for 1986 indicate that during that year, for the first time, the
United States showed a deficit in this type of sector, and that this affected
the computer and aerospace sectors (the latter being increasingly threa-
tened by European industry), which were the main sources of surpluses in
this category.

Table 17

UNITED STATES: TRADE BALANCE FOR HIGH-TECHNOLOGY
INDUSTRIES, BY COUNTRY, 1980-1985

(Millsons of dollars)

1980 1983 1984 1985°
World 25 889 17 708 6 589 6717
Canada 3225 3 662 3 758 3772
Western Europe 13 264 13 725 14 449 12 769
United Kingdom 2 748 3 245 3194 3 415
Federal Republic of
Germany 2 067 1714 1 845 2370
France 1675 1 609 1 047 331
Italy 922 613 685 1011
Latin America 5 606 2 686 2 637 3 154
Mexico 1 381 129 332 485
Brazil 986 559 275 489
Venezuela 820 494 542 601
Argentina 754 343 311 291
Other Latin American
countries 1 665 1160 1177 1291
Japan -2 567 7269  -14078  -16 125
Taiwan -565 -1 475 -2 496 -2 712
Republic of Korea 85 -176 -782 -585
Near East 1980 2 858 2 450 2 496
Africa 1 490 1659 1 604 1176

Source: Joint ECLAC/UNIDO Industry and Technology Division, based on U.S. Department of
Commerce, U.S. Industrial Outlook 1985, Washington, D.C., January 1985.
“Estimates based on first seven months data.
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5. Is the United States living beyond its means?

A set of indicators has been estimated which makes it possible, at the
macroeconomic and microeconomic levels, to assess the relative impor-
tance of consumption and investment in each of the three countries. This
will show the relative importance which each of them implicitly attrib-
utes to the present in comparison with the future.

The set of indicators clearly shows that in the United States,
consumption is relatively more important; Japan would be at the other
extreme, and in the middle would be the Federal Republic of Germany.
This ranking holds regardless of the indicator applied (table 18).

At the macroeconomic level, consumption represents 84% in the
United States and 69% in Japan, while in the Federal Republic of
Germany it represents 77 %; this reflects the relationship of savings to
product in each country. Consequently, the same order holds. If attention
is centered on the proportion of available family income which is devoted
to savings, the difference is more notable: in Japan, the figure is 22.5%,
almost double the 13% shown by the Federal Republic of Germany,
compared with 5.2% for the United States (1984). Without going into a
discussion on the direction of causality, whether investment-savings or
savings-investment, the rate of investment in Japan is 28%, in the
Federal Republic of Germany, it is 219, and in the United States, 19%.

Rates of investment differ less than available savings, because part
of the savings in Japan and the Federal Republic of Germany have
allowed for a higher rate of investment in the United States than it could
have attained with its domestic savings. To the resources originating in
Japan and the Federal Republic of Germany are added those from other
countries, especially the Latin American ones, as net transfers of resour-
ces and the flight of capital. From 1985 onwards, the United States
became a net debtor.

As regards the automobile —a symbol of the United States con-
sumption pattern and a source of inspiration and a model for all the
world—, it plays an important role not only because of the importance
attached to its purchase in the family budget, but also because of the
physical infrastructure and the energy endowment and, to a large extent,
the lifestyle which goes hand-in-hand with this mode of transport.
Although the three countries have similar per capita income levels (a
comparison which is now quite difficult because of variations in exchange
rates), the differences in density of vehicles are radical. In the United
States, there is almost one vehicle for every two inhabitants; in the
Federal Republic of Germany, one for every three inhabitants, and ifn
Japan, one for somewhat less than five inhabitants. To this should be
added the fact that both Japan and the Federal Republic of Germany are
large net exporters of automobiles to the international market, especially
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to the United States, where these products account for a significant share
of the domestic market (28% in 1986) (Department of Commerce,
1987).

If attention had been centered solely on this indicator, this factor
could have been offset by several others, such as population density,
territory, availability of public transport, etc. This greater frugality, or

Table 18

CONSUMPTION PATTERN: DIFFERENT INDICATORS

United Federal
Snl:e Japan Republicof
tates Germany
Consumption/GDP 1984 (%) 84 69 77
(D (3) (2)
Gross domestic savings/GDP (%) 16 31 23
(D (3) (2)
Gross domestic savings/disposable 5.2 225 12.8
income 1984 (D 3) (2)
Gross fixed capital formation/GDP (%) 19 28 21
- 1984 (D 3) 2
Automobiles/1 000 persons - 1981 526 185 346
(1 3) (2)
Persons/room dwelling space - 1980 0.5 1.0 0.7
(1) (3) (2
Dwellings with fix bath/shower 95.2 65.6 818
- Percentage 1979 (1 (3) B V4]
Energy consumption per capita - 1980 7 302 3135 4238
(kg of oil equivalent) (1 (3) 2)
Daily calorie supply 137 113 130
per capita/needs - 1983 (1) (3) (2)
Animal proteins: grams inhabitants 73 46 69
per day - 1984 (1) 3) 2)
Telephones: number/1 000 inhabitants - 760 555 621
1984 (1) (3) (2)

Source: Joint ECLAC/UNIDO Industry and Technology Division, based on The President’s Com-
mission on Industrial Competitiveness, Global competition: The New Reality, Washington
D.C, US. Government Printing Office, January 1985, p. 50, and World Bank, World
Development Report 1986, Washington, D.C,, July 1986.
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“austerity’, as regards automobiles —the unit value of which may be
compared to the investment required to generate a job in'a small or
medium-sized firm in the manufacturing sector— may be explained by
more far-reaching factors than those mentioned above, such as differen-
ces in the availability of consumer credit, as well as the cost of mainte-
nance, in the full meaning of the word, on the domestic markets.

The next two indicators in table 18 (density of persons per room
and type of room available) confirm the ranking of the countries. Popula-
tion density per room —even without taking into account area— is twice
as high in Japan and 40% higher in Germany than in the United States.
The same is true of the proportion of rooms to bathrooms, for which the
same order holds.

As regards energy consumption —which is related both to dwelling
patterns and to transport—, it will again be noted that the availability of
energy in the United States is more than twice that of Japan and almost
two times higher than that of the Federal Republic of Germany. There
are also notable differences in regard to the availability of calories per
day, even without considering the source.

The above comparison shows that consumerism is much more
pronounced in the United States than in Japan and the Federal Republic
of Germany. The objection might be raised that this is not an exhaustive
comparison and that new indicators should be included or that they
should be disaggregated and refined, but what is clear is that there is a
marked difference in the ratio between consumption and investment in
these countries, despite the similarities in per capita income levels.

Another indicator which links the consumption-investment ratio
with the sectors to which these factors are assigned is the comparison
between the energy consumption patterns of the United States and
Japan. In 1982, while in the United States the distribution of the use of
energy (in millions of equivalent tons of petroleum) was more or less
equal for residential-commercial use and for transport and industry, in
Japan industrial use prevailed absolutely. In the United States,
residential-commercial use accounted for 35%, followed by transport,
with 34% and, finally, by industrial use, with 31%. At first glance, this
structure seems to coincide with the aforementioned indicators of auto-
mobile density and density and level of rooms. In Japan, the industrial
sector absorbs more than half the energy used (53%), and is followed by
residential use, with 27%, while transport accounts for only 20%
(McGraw, 1986, p. 195). In these two extreme cases —the United States
and Japan—, consumption and investment patterns age very different,
reflecting the substantial difference in the prospects and the shortages
with which these countries take part in the international market.
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6. The emergence of different national patterns

Figure XII shows the relationship between the objectives of growth and
equity and two of the factors we have discussed specifically, i.e., the
international competitiveness of the industrial sector and consumption
patterns. The indicators used for each dimension are the following:
growth, rate of increase of GDP per capita between 1960 and 1979
(adjusted); equity, ratio between the income of the poorest 40% of the
population and the income of the richest 10% of the population; compe-
titiveness, the ratio of exports to imports of manufactures as an average
for the period 1979-1981 and, to illustrate the degree of awszerity of
consumption patteras, the density of automobile consumption, as shown
in previous tables (13 and 18). This ranking does not change, as regards
either competitiveness or consumption patterns, if any of the other
indicators considered is used. This should explain any reservations that
might be raised concerning the specific nature of the indicator used. In
other words, the order of the three countries in either of those two
dimensions does not change with any of the other types of measurements
mentioned above. This scheme for measuring the four dimensions will be
used for all international comparisons throughout the remainder of this
study.

Assuming the countries share the objectives of growth and equity,
Japan would rank higher than the Federal Republic of Germany, which in
turn would rank higher than the United States. This higher position
holds for the achievement of both objectives, which shows that there is
no law of compensation between the-two, and refutes one of the basic
premises of traditional thinking on these issues. Convergence towards
both objectives is associated, however, with certain conditions which
have to do with consumption patterns and international competitive-
ness; in other words, the superiority of Japan with respect to the other
two countries, as far as-growth and equity are concerned, has to do with
greater austerity and international competitiveness, which suggests that,
according to the reasoning explained in the previous chapter, frugality
and competitiveness favour the attainment of the twofold objective of
growth and equity. As regards competitiveness, it seems that the lack of
natural resources has a positive influence in improving the competitive-
ness of the industrial sector, which helps promote both growth and
equity.

Equity directly strengthens growth, as it generates more frugal
consumption patterns and frees resources for investment, but it also
supports growth in that a greater degree of economic and social integra-
tion, symbolized by the equity indicator, enhances the society’s inclina-
tion to choose the long-term objectives that go hand-in-hand with
growth. Looking at it the other way around, growth directly favours
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Figure XII

UNITED STATES, JAPAN, FEDERAL REPUBLIC OF GERMANY:
STRATEGIC PROFILES

Austerity

Gl
J_s Competitiveness

Source: Joint ECLAC/UNIDO Industry and Technology Division.

equity by promoting increased competitiveness, helping to accelerate the
incorporation of technical progress and create a new production capacity,
and it favours equity indirectly in that, by enhancing the legitimacy of the
political and social system, it makes the remaining inequities more
bearable, thus fostering stability in the growth process. This stability, in
turn, will contribute to the establishment of an institutionality that will
favour and provide a sound base for growth and equity.
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Compared with the United States, Japan has followed an industrial-
ization pattern that has made it highly competitive internationally, i.e., it
accelerates the capacity for adoption of technical progress, and hence
helps raise productivity associated with a frugal consumption pattern,
promoted by equitable income distribution, which in different ways
strengthens growth, dynamism, equity, frugality and competitiveness. In
the United States, there is a relative lack of competitiveness, greater
inequity in the distribution of income, more affluent consumption and, in
certain aspects, a slower growth rate.

Sporadic growth can go hand-in-hand with inequity and affluent
consumption patterns, but in order for growth to be steady, it appears
that competitiveness must be linked with austerity, which is closely
related with equity. One might think of growth as the main objective and
think that equity would follow naturally (a very common idea in Latin
American thinking for several decades which has not yet been confirmed
by experience). This would mean ignoring the impact of inequity on
consumption patterns and disregarding the possible social tensions and
subsequent shortage of resources for investment with affluent consump-
tion patterns. Although competitiveness can increase rapidly, such
growth will be weak and sporadic.

The Federal Republic of Germany shows an interesting balance, as
it is much more open to international trade than Japan and the United
States, and at the same time, has a high degree of articulation and internal
social agreement, with the State playing a much greater role than in the
other two cases.

7. The United States and Japan

Without presuming to be original or exhaustive, we might say that a basic
difference between these two countries is that the United States looks at
the world from the top, with a self-satisfied attitude, and that Japan, its
powerful challenger, has had a history that has not been free of trouble,
but it has had the will to forge its own destiny. On the one hand is a
continental economy, whose language, monetary unit and lifestyle have,
since World War II, become a universal model; on the other is a small
island territory, whose basic asset is its population, directed by a leader-
ship whose internal legitimacy is linked to the recovery of the nation’s
dignity and the conquest of international markets and, consequently,
penetration in the market of the most powerful country in the world.

The strategic obsession and the long-term visions which character-
ize Japan provide encouragement and sectoral orientation to its economic
growth, while at the same time they are legitimated and fed back into by
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the rapid growth rate achieved. This self-propelling process of growth,
increased productivity, international competitiveness and legitimation of
the internal political leadership finds its fullest expression in Japan. In
the United States, the relatively slow rate of economic growth of the
postwar period has gone hand-in-hand, since the mid-1960s, with a weak
growth in productivity, declining internacional competitiveness, fre-
quent changes in policies and short-term economic measures and a lack of
strategic sectoral options.

The fact that industry is much stronger in Japan than in the United
States (31% and 23% of GNP, respectively) is not due to ideological
differences regarding development, but rather to the almost total lack of
natural resources in Japan, for the supply of which the country has to rely
only on the intellectual value added which its population is able to
incorporate into the manufacturing sector.

The United States’ loss of international competitiveness vis & vis
Japan in the manufacturing sector affects not only the low-technology
sector (textiles, naval industry), but also middle-level (automobiles, tele-
vision sets) and high-technology (computer equipment) sectors.

During the last few decades, the self-complacency of the United
States has only been shaken by the launching of Sputnik in 1957 and by
the wave of imports from Japan in the late 1960s. The superiority of
Japanese engineering is reflected in the density of engineering students
(1982), which is double that of the United States. Whereas in the United
States, one of every 400 citizens is a lawyer, in Japan, there is one lawyer
for every 10 000 inhabitants (25 times less than in the United States).
That is why, while two thirds of Japan's corporate advisors have been
trained as engineers, in the United States, a similar proportion of execu-
tives have been trained in law or finance. This is not surprising, given one
country’s obsession with international competitiveness and the other’s
concern with growth through mergers and conglomerates. This paper
entrepreneurialism has had a tremendous impact on Latin America,
although the results have been different in different cases.

Whereas in Japan, the prevailing concept is that of the nation-
family, in the United States, the society reflects the forces of the market.
Even allowing for any reservations with respect to figures on income
distribution, the fact is that Japan and the Scandinavian countries have
the highest levels of equity among the industrialized countries, while the
United States and France have the lowest. Management-labour relations
are also much more harmonious in Japan.

Aside from discussing the cultural, axiological and even religious
differences which might explain the different characteristics of the
various industrialization patterns and their influence on growth and
employment, it might be useful to bring to mind some of the economic
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policy instruments which have played a part in obtaining the aforementi-
oned results.

Although Japan, like the rest of the world, has adopted as a modetl
the consumption patterns of the United States, it has done so, above all,
in the interest of producing the goods which the United States wants, on
more favourable terms as regards costs and quality. For Japan, the model
is important primarily because its production and export strategy are
designed to meet that demand.

When it comes to copying that consumption pattern on the domes-
tic market, however, measures are taken to make it possible to gradually
disseminate this pattern throughout the country, while respecting the
basic requirements for growth that have been established. The modern
lifestyle is imitated, but the rate of absorption is monitored so as to bring
it in harmony with the strategic internal objective of growth and, conse-
quently, of competitiveness. Two elements play a vital role in the United
States’ consumption pattern, both quantitatively and qualitatively: the
automobile and the residential dwelling, which account for a proportion
of family income that is constantly increasing and is higher in the case of
higher incomes. As regards these two categories of expenditure, Japan
has taken measures that make it possible to moderate the adoption of this
pattern on the domestic market as compared with the country of origin.
A policy is applied which is aimed at systematically restricting consump-
tion and encouraging saving, both as regards the dwelling and as regards
overall purchases of consumer goods, especially durable ones.

Whereas in the United States, returns on savings accounts are taxed
and interest on consumer credit is exempt, the opposite is the case in_
Japan. In the United States, in the housing sector, aside from the fact that
the competent institutions are in a position to offer lower interest rates
than the banks, mortgage interest payments are exempt, even for a
second or a third dwelling. In Japan, housing loans are sharply restricted,
thus obliging the people to make a systematic and prolonged savings
effort. During the time required to save the necessary amount, these
savings are available for investment. Moreover, the institutional savings-
account mechanism is located in thousands of post offices throughout the
country, which makes it more accessible to the population. This greater
propensity of Japanese families to save is strengthened by the companies’
payment system, which includes bonuses paid twice a year, and which can
amount to between one third and one fourth of real wages. These large
amounts, which are received sporadically, tend to encourage savings. In
addition, the pension system based on a single lump-sum payment
instead of periodical payments is another factor which encourages sav-
ing. To this must be added a very weak social security system, which
causes families to devote significant amounts of their resources to pro-
vide for old age or sickness (McGraw, 1986).
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To the greater availability of family savings are added certain
mechanisms which tend to channel these savings towards investment. In
this, a direct role is played by the financial intermediation system which,
although private, is regulated by the Bank of Japan and the Ministry of
Finance, which establish rules guiding the use of resources for the more
capital-intensive sectors, in which a series of priorities are set. Up until a
few years ago, the taking of capital out of the country was almost totally
restricted, ie., savings remained in the country and were channelled, at
least to a certain extent, into the priority sectors. This process of generat-
ing domestic savings and channelling them into priority sectors took
place within the framework of a series of specific programmes which
were designed to close this cycle of mutually reinforcing growth and
competitiveness.

Some instruments which played a decisive role in Japan have hardly
been used in the United States, such as the set of provisions aimed at
encouraging the acquisition of technology abroad, through different
means, by joining the efforts of different corporations and co-ordinating
them according to the criteria on priority sectors set forth in MITIL One of
the more important of these is the procedure known as reverse engineer-
ing, which consists of purchasing technologically complex goods in order
to disassemble, reconstruct them and improve them in Japan. Moreover,
contrary to the other industrialized countries and the Latin American
ones, Japan adopted a very restrictive policy on foreign investment in the
industrial sector, arguing that the domestic market was a culture medium
for the national industrial sector and that turning that market over to
foreign corporations would jeopardize the ability of national companies
to acquire the knowledge and the support of a large and growing domes-
tic market in order to penetrate the international market.

In addition, Japan’s well-known policy of restricting imports tended
to foster internal competition among Japanese companies, but within the
context of a captive market. Another difference has to do with the
sectoral component of fiscal policy: in Japan, this tradition goes back to
the Meiji era, when, in addition to an accounting system for public
expenditures and income which made it possible to protect macroeco-
nomic equilibria, a set of accounts was kept for certain sectors which at
that time were particularly important, such as the steel and naval indus-
tries, railways, mining and the silk industry. Since the Meiji era, the
public sector has very realistically assumed responsibility not only for
monitoring macroeconomic equilibria, but also for allocating specific
items to priority sectors.

This tradition persisted, and it marks a fundamental difference
from the conception of macroeconomic policy held by the other indus-
trialized countries. In them, and especially in the United States, intersec-
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toral neutrality is assumed, i.e., it is assumed that differences among
sectors are not important because the marker will take care of them.
Japan, on the other hand, attaches a clear priority, in tax policies, to the
industrial sector, and within it, to those branches which appear to havea
higher content of technical advances and a potential for growth on the
domestic and international markets. A comparison of the ratio of taxes to
sales in 1981, for overall economic activity, will show that it is slightly
higher in Japan (1.9%) than in the United States (1.19%). Nevertheless,
while in the United States the ratio of taxes to sales is 3.5% for the
chemical industry and 3.3% for machinery, which is triple the overall
ratio, in Japan the ratios for those same sectors are 1.5 and 1.8, which is
lower than the overall coefficient. On the other hand, in the United
States, the rate of taxation on sales in the financial sector is 1.4%, while
in Japan it is 2.3%. Thus, the overall tax rate is slightly higher in Japan,
but much lower in the high-technology industrial branches and higher in
the financial sector, contrary to the situation in the United States.

In brief, apart from any axiological and religious factors which
might explain these differences but which go beyond the scope of eco-
nomics, there are certain well-defined and specific instruments which
may partly account for the differences between the two industrialization
patterns and their capacity to contribute to the simultaneous achieve-
ment of the objectives of growth and equity. Moreover, the frequency
with which Confucius is mentioned to explain the success of southeastern
Asia does not fic in with the fact that the same influence used to be
mentioned to try to explain the late developing of China.

It is worth mentioning, by the way, that equity improved in Japan
during the United States occupation, when the large conglomerates were
weakened and an effort was made to promote redistribution, both of
agricultural property and, to some extent, of the large urban properties

(McGraw, 1980).

These substantially different economic policy instruments were
applied in the context of the State playing a role which, at a certain level
of aggregation, seems to be similar in the two countries. A comparison of
the relative importance of public expenditure and of the role of public
enterprises in industrial production in Japan and the United States might
lead to the conclusion that the State plays a similar role in the two
countries; in both cases, State participation is much lower than in the
industrialized countries of Europe, especially the Federal Republic of
Germany. This similarity, however, conceals certain fundamental differ-
ences in the orientation of public sector instruments, and Japan seems to
have more in common with the Federal Republic of Germany, even
though in the latter the public sector plays a much more important role,
both in the GNP and in the industrial corporations,
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It appears, therefore, that aggregate magnitudes are not enough to
explain the role of the State in the industrialization pattern adopted; this
confirms the weakness of any macroeconomic theory which looks only at
indexes that disregard not only specific historical examples, but also the
concrete use of different policy instruments. InJapan, the almost symbio-
tic relationship betrween the State and the large corporate groups makes
State intervention in production unnecessary. This does not mean that
the scanty participation of the State can be compared with the case of the
United States, where there is a lack of co-ordination between the public
and the private sectors and where the State is ignored (Lodge and Vogel,
1987). The Federal Republic of Germany, on the other hand, is more
similar to Japan as regards the relationship between the public sector,
financial intermediaries and the industrial sector, although the State does
play a greater role in the Federal Republic of Germany (Zysman, 1983).

One indicator —the relative magnitude of the public deficit— has
remained at approximately 5% of the product over the last five years,
both in the United States and in Japan. The fundamental difference lies in
the fact that whereas that deficit is equivalent to almost the entire
amount of private savings available in the United States, in Japan it only
represents 35%. In other words, the weight of the public sector and the
public deficit are similar, but the deficit has a very different meaning in
each case. This has to do with the differences relating to personal savings,
as well as with the most important source of savings in Japan —the
corporations themselves. In brief, the differences between the United
States and Japan are specifically reflected in the economic policy instru-
ments applied.

8. The United States: competitiveness and services

There is a general concern in the United States at the decline in the
growth rate of productivity, and the conclusion has immediately been
reached that in order to counteract this trend, absolute priority must be
given to development and adoption of technical innovation (Landau and
Rosenberg, 1986). This consensus, however, conceals a whole range of
interpretations on the reasons for this deterioration and the means that
are needed in order to correct it.

In the first place, there is disagreement as to what the deterioration
of competitiveness means and what role is played by the industrial sector
vis % vis the services sector. The different positions may be grouped into
four categories, obtained by combining different positions, as follows:
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The industrial sector Transition towards
should recover its leadership of the
leadership services sector is

real and desirable

International com-
petitiveness has

seriously deteriorated A C
Relative

international

competitiveness

remains stable B D

Like any diagram, especially on a complex subject, this one is highly
simplified, and does not take into account certain authors whose position
lies somewhere between these categories. Within each category, there are
considerable differences with regard to questions not covered by the two
axes.

Proponents of a specific policy on industry, who fall inbox A, argue
that there is a clear trend towards deindustrialization and that the United
States must adopt a policy decisively aimed at reindustrialization (Tyson,
1986; Alexander, 1986 and others). Box D shows the official policy of the
current administration, which holds that there is no deindustrialization
and hence that no industrial policy is required. Box C illustrates the
position of those who recognize that industrial leadership has declined,
both domestically and internationally, but who see this as the confirma-
tion of a desirable transition towards a postindustrial society. Conse-
quently, not only is an industrial policy required, but the outdated
leadership of the manufacturing sector must be replaced as soon as
possible by the revolutionary leadership of the services sector (Bell, 1981;
Bantett, 1987).

Those who recognize and deplore the internal decadence of indus-
trial leadership but at the same time hold that the international competi-
tiveness of United States industry is relatively stable fall in box B. They
argue that the domestic recovery of the industrial sector should be
promoted without making major institutional changes, but rather by
means of existing economic policy instruments. They are skeptical
regarding the need for and the institutional viability of an industrial
policy in the United States (Badarocco and Yoffie, 1983).
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a)  Need for a careful analysis of the relationship between industry and
services

There is a widespread view that society is evolving from an era in
which the industrial sector has been the moving force towards a future in
which that role will be played by the services sector, thus completing the
agriculture-industry- services sequence. This idea is based on two simple
and, therefore, appealing observations, i.e., that increased incomes gen-
erate a more than proportional demand for services; and that, conse-
quently, the growth of employment in the services sector is greater than
the growth of overall employmeant, so that an increasing proportion of
jobs are to be found in services.

On the basis of this idea, in some Latin American countries, policies
have been recommended that have actually encouraged the dismantling
of the industrial plant, in order to accelerate the advent of the new era.
However, some objections may be raised to this concept of the lineal
temporal sequence from agriculture to industry and services. Obviously,
many increases in services may be explained by the changes experienced
by the manufacturing sector as a result of the increase in incomes, the
intensification of international competition and the growth of the public
sector. The services generated by these changes are closely related, from
the technical standpoint, to the industrial sector, but this is a complemen-
tary and not a substitutionary relationship, as might be deducted from the
position originally presented.

Some of the changes brought about in the industrial sector by the
growth of certain services are the following:

¢ The increase in consumption of durable goods —automobiles and
home appliances— leads to a growth in financing, marketing, mainte-
nance and advertising services, and the jobs generated in these activities
rapidly overtake those required in the production stage (Cohen and
Zysman, 1987).

® The decline in the profitability of the industrial sector which
began in the late 1970s explains why resources were channelled to
services associated with paper enterprises (paper entrepreneurialism),
with the resulting growth of intermediation in the areas of marketing,
finance, legal counsel and real estate (Reich, 1983). A recovery of the
return rate would tend to modify the proportions observed during the
crisis period.

® The displacement of competition from prices to product differen-
tiation promotes advertising and marketing services.

® Technical progress in the industrial sector leads to a reduction of
working hours, which in turn calls for less and less physical effort, both at
the work place and in housekeeping. (At the beginning of the century,
annual per capita working hours were estimated at 140 000; to date, this
figure has probably been reduced to 72 000.) Consequently, there has
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been an increase in the demand for leisure services, which include the
consumption of goods and equipment of an industrial type (television
sets, sporting goods, tourist facilities, etc.) (Shigetsu, 1983). The United
States’ leadership in the recreation industry is a factor which is vital in
assessing its future place in the international economy (Daedalus, 1982).

® The intensification of national and international competition
encourages specialization in activities involving the production of goods
and of services that have previously been incorporated into the compan-
ies, which then become independent entrepreneurial activities, such as
computer services, engineering firms, financial management, etc.
(Cohen and Zysman, 1987).

® The internationalization of industrial activity encourages the
internationalization of related service units, which explains why it is
precisely those countries that are involved in the most service activities
abroad which are the most enthusiastic promoters of the liberalization of
the international trade in services (Cohen and Zysman, 1987).

® The systematic expansion of the publicsector in the industrialized
economies, as the result of a complex process involving a combination of
requirements for legitimation and accumulation inherent in industriali-
zation and urbanization, is reflected in the growth of certain public
services, such as education and health; moreover, as a result of increasing
regulation, a wide range of consultant services is created to support
enterprises in their efforts to optimize their relation with the State.

It may be concluded from the above that there is no magical
relationship between increased income and demand for services; on the
other hand, there is an economic and social transformation in which
changes take place simultaneously in the industrial sector and in a great
variety of services related to it, through different relations, but all of a
complementary nature (Stanbaek et al., 1982).

A major proportion of the increase in employment in the services
sector occurs in activities —the retail trade, health and education— that
have a low and stationary level of productivity (Reich, 1983). In these
activities, prices have risen much more rapidly than in industrial activi-
ties, because of the slow increase in productivity. Thus they have become
a considerable source of inflationary pressure and a factor which partly
explains the lower growth rate of overall productivity (Stanbaek et a/.,
1982).

In the health sector, mentioned as one of the clearest examples of
the relationship between increased income and demand for services,
prices have risen at such a pace (particularly in the United States, but also
in other industrialized countries) that there is a growing awareness of the
urgent need for institutional and regulatory reforms aimed at increasing
productivity and checking price increases (U.S. Department of Com-
merce, 1984).
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In general, it should be noted that in service activities of low and
stationary productivity, industrialization is at the initial stage, and thus
equipment and production processes are industrially oriented. This may
be seen clearly in marketing, health and training, and even in such
tertiary activities as hairdressing and psychiatric clinics (Drucker, 1984;
Egdahl, 1984).

As long as industrialization of low-productivity services involves
more and more computerization, these activities will not contribute
much towards increasing employment. Services in which productivity is
high, such as communications, financial services or wholesale trade, are
characterized by a high degree of industrialization, much lower employ-
ment and a lower growth rate than low-productivity services (U.S.
Department of Commerce, 1984).

From the standpoint of supply, the basic factor which explains the
data-processing revolution has been the rapid technological innovation
experienced during the 1970s in branches such as microelectronics,
telecommunications and computerization. This explains the sharp drop
in the cost of transmitting, processing, storing and reproducing informa-
tion. In other words, the technical progress generated in some branches
of industry is what gives rise to the simple and appealing idea that in
future, information will replace capital and labour as basic factors of
production. It is no coincidence that the communications sector is the
most industrialized of all services. Indeed, if leadership is considered to be
characterized by a combination of the following indicators: growth rate
of production, of employment and of productivity, level of productivity
and reduction of relative prices, the only production sector which has
more favourable levels than the overall economy simultaneously in those
five indicators is precisely the communications sector.

In the manufacturing sector, the privileged position of the com-
munications sector is shared by activities involving the production of
hardware for the so-called data-processing technologies, i.e., microelec-
tronics, computers and telecommunications. Consequently, if one were to
try to identify the sector which appears to be the most dynamic, one
would find it in the nucleus of industries pertaining to the production of
data-processing equipment and services pertaining to the transmission,
processing and dissemination of information. From these sectors, techni-
cal change is disseminated —at different rates and in different ways—
overall to the production of goods and services. Leadership is exercised by
data-processing as a whole, which includes a symbiotic combination of
hardware and software.

The international competitiveness of countries and their long-term
prospects in the world economy still depend on the efficiency of the
industrial sectors, which generate the technical progress that spreads to
other activities, influencing their productivity levels. During a recession,
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a country may face the unemployment problem by expanding services
that are not vulnerable to international competition, an option in which
Latin America has a great deal of experience; over the medium and long
terms, however, the problem of international participation still depends
on the competitiveness of industry and of the industrialized services
related to it.

The above shows the importance of including in a medium- and
long-term analysis of the new industrialization those changes which are
taking place within the industrial sector, the increasing complementarity
of the industrial and services sectors, the trend towards industrialization
of activities previously classified as tertiary, the appearance of a leader-
ship exercised by data-processing, with its hardware and software articu-
lated around the axis of communications, and the resulting importance of
a competitive manufacturing sector in shaping Latin America’s partici-
pation in the international economy.

A preliminary idea of the role played by this displacement of
industrial employment to the services sector can be obtained by grouping
the production structure according to its sectors, taking together the
production of goods and the services with which these goods are directly
related. Thus, table 19 shows the evolution of employment in 1972, 1977
and 1984, in those subsystems for which the available information
establishes a link between products, inputs, machinery and services. The
evolution of employment is analysed within each of the following subsys-
tems: agriculture and food, clothing, housing, automobiles, health,
recreation and communication. Despite the obvious limitations, as
regards methodology and information, and the very simplified nature of
the exercise, the following conclusions may be drawn:

® High-technology and traditional components are to be found both
in the production of industrial goods and in services.

® In some of the systems studied, the decline of industrial employ-
ment may be explained mainly by the lower industrial competitiveness of
the United States (clothing, automobiles and recreation).

® In several of the systems, the increase of employment in services is
associated with low levels of skills and wages (food and clothing); in
other cases, rapidly expanding services have high wage levels (housing,
health and communications).

® In terms of employment, the machinery and equipment compo-
nent used in the different systems is low; this does not mean that its
essential role as the bearer of technical progress should be forgotten. In
sectors in which the United States are competitive at the international
level, the highest growth rates of employment are to be found in the
machinery and equipment component, i.e., goods (health,
communications).
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® The most dynamic system is communications, which brings
together modern goods and services that reflect the transition towards a
technology pattern in which the cost of storing, processing and transmit-
ting information is falling sharply, thus favouring dissemination
throughout the production system as a whole. '

¢ This analysis of the relationship between goods and services, in
terms of the production systems which comprise them, seems to be
useful, and confirms the need to study this relationship very carefully.

There are also services in which hourly wages are high, as in the
housing sector, which includes firms engaged in promotion, savings and
investment, and advertising associated with real estate. The growth rate
of employment in this sector during the period 1977-1984 was one of the
highest in the economy; the same is true of the communications sector,
where employment increased in all categories of production (printing,
advertising, machinery and printing and communication equipment) and
in the related services. Some of the goods-producing sectors in which
employment is growing most rapidly are equipment for the health sector
and for communications, where the rates are almost four times higher
than the growth of overall employment in the economy for the same
period and which are not surpassed by other service activities.

b)  Other explanations on the evolution of productivity

Some of the hypotheses that have been put forth recently to explain
the decline of productivity in the United States have been short-lived, as
they could not be supported empirically. For example, it was frequently
argued that high tax rates had caused the drop in productivity; it has been
shown, however, that taxes were much higher between 1950 and 1960,
when the growth of productivity was also substantially higher.

Likewise, the drop in productivity has been attributed to a higher
investment rate, but no mention is made of the fact that what is impor-
tant is not only the overall rate —which is higher now than it was during
previous periods when productivity was rising rapidly-— but chat its
composition is even more important. At present, the investment rate
covers a high proportion of office equipment, symbolizing the adoption
of modern practices in the production sector, and that increase has not
brought with it any increase in the productivity of the activity concerned.
In recent years, the use of executives and executive assistants has grown
much more than overall employment and much more than the produc-
tion and investment in those sectors. All this seems to indicate that,
despite the high degree of technical progress involved, this furnishing of
offices does not raise the productivity of the system in which it is adopted,
and that productivity has to do not only with the amount of capital
available per worker, but also with the nature of the organization con-
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cerned, with interpersonal relations, with levels of communication and
with incentives. Productivity does not increase automatically wich the
adoption of modern equipment.

One important school of thought, having diagnosed the serious
implications of reduced productivity and the imperative need to promote
technical progress, blames excessive government activity for this pheno-
menon. According to this line of thinking the fiscal deficit leads to high
interest rates, which increase the cost of capital and cause heavy taxation;
it is suggested that the remedy for this is to increase incentives for
investment'in technological development, reduce bureaucracy and coun-

Table 19

UNITED STATES: GOODS AND SERVICES INTEGRATED
PRODUCTION SYSTEMS

1972 1977 1984 Em-  Sala-

Employment ploy- ry
ment  per
Thou- Struc- Thou- Struc- Thou- Struc-  growth  hour

ture ture ture rate 1984
sands gy sandS gy S gy 977, (do
i E . 1984 lars)

Food ‘System (F.S.)

Agriculture and :

food ' 11 190 100 12 306 100 12953 100 0.7

Agriculture S 4373 39.1 4170 339 3389 262 29
Input (fertilizers and
others)” 180 1.6 175 14 143 1.1 -29 12.86
Machinery” * 137 1.2 168 14 14 09 53 1057
Food* 1 835 16.4 1742 14.1 1692 130 -04 8.92
Services’ 4665 417 6051 492 7615 588 33 409

Clothing System (C.S.)

Clothing 3530 100 3 441 100 3202 100 -1.0
Clothing® 2713 769 2551 74.1 2228 696 -19 5.89
Machinery’ 33 09 26 08 19 06 -44 834
Services® . . 784 22.2 864 25.1 955 29.8 1.4 4.86

Housing System (Ho.S.)

Housing 7 308 100 7900 100 8816 100 1.6
New constructions” $279 722 5612 710 6200 703 14 1190
Coastruction
Materials' 493 6.7 484 6.1 484 5.5 1.0 1029
Equipment 566 7.8 547 6.9 476 54 2.0 7.57
Construction
Machinery* 134 1.8 155 20 95 1.0 -68 1325
Services' 836 115 1102 140 1561 1727 51 1150

Automotive System

(A.S.)

Automobile 2 243 100 2 441 100 2332 100 0.7
Motor vehicles and
parts"' 1 050 46.8 1133 46.4 971 41.7 -2.2 13.91
Services” 1193 532 1308 536 1361 58.3 0.6
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Table 19 (concluded)

1972 1977 1984 Em- Sala-
Employment ploy- ry

ment  per

Thou- Seruc- Thou- Seruc- Thou- Struc- growth hour

sands wre o ds ure o dg  fure rate 1984

(%) (%) (%) 1977- (dol-

1984  lars)

Health System (He.S.)

Health 4 664 100 5 444 100 6588 100 28
Drugs’ 242 5.2 268 4.9 298 4.5 L5 9.17
Equipment” 103 22 145 2.7 217 33 60 8.14
Services’ 4319 926 5031 924 6073 922 27

Recreation System (R.S.)

Recreation 4 381 100 6126 100 7249 100 24
Equipment and materials’ 275 6.3 270 44 239 33 -18 697
Services’ 4106 937 586 95.6 7010 967 26

Communication

System (C.S.)

Communication 3413 100 3627 100 4823 100 4.2
Printing and
publishing’ 957 280 93 274 1265 262 3.5 9.24
Advertising” 121 3.6 131 3.6 176 36 42
Machinery and
equipment” 1079 316 1167 322 1714 356 5.6 9.44
Services” 1256 368 1336 368 1668 34.6 3.2

Source: Joint ECLAC/UNIDO Industry and Technology Division, based on data from U.S. Industrial Outlook
1985, Washington D.C., January 1985.

“Includes SIC (Standard Industrial Classification Manual, 1972), codes: 2873 nitrogenous fertilizers, 2874
phosphatic fertilizers, 2879 agricultural chemicals n.e.s. * Includes SIC 3523 farm machinery and equipment
and 3551 foud products machinery. “Includes SIC 2011 and 2013 meat and meat products, 2016 and 2017
pouitry and refated products, 2032 1 2035 canned products, 2037 and 2038 frozen products, 2021 to 2026 dairy
products, 2043 cereal breakfast foods, 2051 bread, cakes and related products, 2052 aookies, 2065 confectionery
products, 2082, 2084 and 2085 alcoholic beverages, 2086 non-alcoholic beverages, bottled and canned, 2111
cigarettes, 2131 wbacco, 2121 cigars, 2141 other tobacco products. “Includes SIC 5812/13 eating and
drinking places. ‘Includes SIC 22 textile mill products, knits, threads, floor covering and miscellaneous
textile goods, 2823 and 2824 cellulosic and organic fibers, 23 apparel and other textile products, 3111 leather
tanning and finishing, 3151, 3161,3171,3172 and 2386 luggage and personal leather goods, 314 footwear, except
rubber, and 3021 rubber and plastics footwear. /Includes SIC 3552 textile machinery. ‘lm:ludes SIC
56 apparel and accesory stofes. *Includes SIC 1S private residential and non-residential buildi
construction, public and SIC 1629 heavy construction (mining structures). ‘Includes SIC 3211, flac glass.
3241 cement hydraulic, 3271 auncrete block and brick, 3272 concrete products, n.e.c., 3273 ready-mixed concrete,
3261 vitreous plumbing accesories. Includes SIC 251 household furnituce, 3651 radio and television
receiving sets, 363 household appliances. *1ncludes SIC 3531 construction machinery. 'Includes SIC
891 engineeting and architectural services, 603-612 banks, and savings institutions, and 734 services to
buildings. " Includes SIC 3711 motor vehicles and car bodies, 3714 motor vehicle parts and accessories, 3465
automotive stampings, 3713 truck and bus bodies, 3715 truck trailers, 3011 tires and inner tubes, 2822 synthetic
cubber. "lacludes SIC 75 auto repair services and garage, 551 new and used car dealers. Includes SIC
283 drugs, 284 soaps, cleaners and toilet guods. Plncludes SIC 3693 X-ray, apparatus and tubes, 384142

surgical and medical instruments, appliances and supp 3843 dental equip and pp
“Includes SIC 80 health and medical services. ‘Includes SIC 3911 jewelry precious metal, 3961
costumne jewelry, 3914 silverware and plated ware, 3262 vitreous china food utensils, 3931 musical instruments,
375 motorcycles, bicycles and parts, 3524 lawn and garden equipmem. 3949 sporting and athletic
gouds. “Includes SIC 79 amusement and recreation services. 'Includes SIC 27 printing and publishing.
newspapers,periodicals, books, miscellaneous publishing, cc cial printing, cards, printing-trade services
etc.. “Includes SIC 731 advertising, *Includes SIC 3661 (elephonz and re’legtaph apparatus, 3651
radio and television receiving sets, 3662 radio and television ications equip 367 electronic
components and accessories, 3595 printing trades machinery, 3579 office machines n.e.c, 3573 electronic
computing equipment. "Includes SIC 4811 and 4821 telephune and telegraph communication and services,
4832 and 33 radio and television broadcasting and 4899 cable television, 7374 data processing services.
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teract the protectionist pressures of other countries with take compensa-
tory measures at the domestic level. In brief, the responsibility for
recovering technological dynamism and productivity is said to fallon the
public sector, which should adopt a set of measures designed to improve
the efficiency of the private sector (Landau and Rosenberg, 1986).

With respect to this position, there are those who have stressed the
considerable responsibility of the private sector itself, judging from the
strategies followed by some corporations, which have led to 2 loss of
markets in sectors in which the United States was the original innovator;
some have chosen the easy expedient of dealing with competition by
transferring their facilities abroad; and some have systematically under-
estimated the decisive role played by public sector purchasing in certain
strategic categories in which United States industry was most competi-
tive, such as aeronautics. Moreover, it is also argued that the entrepre-
neurial sector is partly responsible for the loss of management efficiency,
inasmuch as it has placed its attention mainly on the potential for growth
through mergers, ie., through the transfer of assets (so-called paper
entrepreneurialism). In November 1986, these criticisms, which usually
came from liberal economists, received unexpected support from United
States government executives at the highest level, who stressed the
enormous responsibility which the entrepreneurial sector must assume
for improving its own efficiency.

A third trend stresses the weakness of co-ordination between the
public and private sectors and the lack of institutional mechanisms for
joining efforts and channelling resources to.priority sectors. There is
ample consensus on this, although the question remains as to whether it
is possible to evolve from this decentralized system, which seems to be
the basis of United States strength, towards a system geared towards
reaching agreement between the different sectors and subordinating
special interests to strategic national interests, the possible definition of
which is seriously questioned. :

It is important to recognize the difficulty of defining responsibili-
ties and assigning them to certain social or institutional factors, especially
if one agrees that there is a certain mimesis in the operation of society,
i.e., that there are certain basic types of operation and behaviour which
can perfectly well be disseminated throughout the public and private,
entrepreneurial, trade-union and even academic sectors. In this regard, a
somewhat different, or complementary, argument might be advanced,
ie., that the deterioration of United States industrial competitiveness
might be explained in part by what might be called the "rent of hegem-
ony” which that country has enjoyed for the past 40 years. This is
reflected, in practice, in the fact that the language of that country has
become the universal language; its currency is the universal currency, and
its lifestyle is the paradigm for the rest of the world. This situation seems
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to have generated a series of “rents” which have led to discouragement in
the face of the most difficult of all tasks, that of maintaining high
competitiveness in the industrial sector which is the bearer of technical
progress.

With a large domestic market that is prosperous and integrated, is
well linked physically and has a good communications infrastructure, the
country seemed to think that its domestic market was more than
adequate for any economic activity and moreover, that it was entitled to
receive royalties just for the fact of being on top of the world, either as
regards the ownership of industry, the design of products or processes,
the dissemination abroad of its lifestyle and behaviour, or for having
gradually become an international financial centre which inspired trust
both because of its economic soundness and because of its military or
ideological importance, even during a period of strong and growing
external and fiscal deficit.

The capitals of the rest of the world flock to the United States in
search not only of high profits but also of prestige and security. All this
seems to have created among the élite the same attitude that prevailed in
England at the end of the nineteenth century when, in view of the relative
and systematic decadence of that country with respect to Germany in
what were then the high-technology sectors (chemicals and electricity), it
was argued that the phenomenon was not serious, since England played
the central role in financial intermediation, services, insurance and trans-
port, and had a vast network of foreign investments which enabled it to
continue providing resources to the metropolis.

What is concerned, in this case, is not the rent generated by natural
resources, which leads to a behaviour, on the part of the élite, which
spreads to society as a whole, leading it to abandon the systematic effort
to enjoy the rent provided by nature, but rather a rentier attitude which
stems from being at the top of the world. This enables the country, for
example, to incur its debts in its own currency, to ensure that any increase
in the value of the currency is compatible with a high and growing
external and fiscal deficit, and to recommend to the rest of the world
economic austerity measures which are not consistent with its own
domestic policies. Contrary to what happened in England, the significant
attenuating circumstance at present is the fact that no other power has
the capacity to displace the United States as the centre of the world. The
risk of losing its leadership seems remote, so that proposals have been
put forth for dealing with the problem through very simple and appeal-
ing mechanisms, which, however, are not necessarily very sure.

There are those who hold that, in view of this marked contrast
between the United States and Japan, the United States should adopt
measures similar to those used by Japan, in the sphere of savings, in the
selection of sectoral priorities, in the capacity to generate a public stra-
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tegy and in intrafirm relations, strengthening the educational system
which has also suffered serious deterioration, and eventually converting
the Department of Commerce into the equivalent of a MITI.

Another position, which seems to be less difficult and more conve-
nient for the United States, is the one according to which the Federal
Republic of Germany and Japan, especially the latter, would be asked to
abandon their policies of austerity and competitiveness and consequently
their dynamism, speeding up their entry into the era of affluent con-
sumption and expanded social security systems, so as to allow for a
definite improvement in the United States’ external situation. There is
no evidence that the societies of Japan and Germany, which are fully
aware of their traumas and their weaknesses, might be willing to adopt a
lifestyle which even the United States can no longer afford.

There seems to be a third option which may be worth exploring; it
has the advantage of taking into account the interests of the rest of the
world, not only of these three major powers. This is the idea that the
United States should decide that it can no longer afford its lifestyle, and
that it has to move towards austerity and international competitiveness.
The surplus resources of Japan and the Federal Republic of Germany,
instead of being transferred to the United States to purchase factories and
achieve a level of production that would eventually have to be held back
from export as a result of increased domestic protectionism, would be
channelled to the third world countries, which in turn would have to
make certain internal changes. This could lead to the reconstruction of an
international community in which the growth of third countries, both
developed and developing, could be revitalized as a result of the channel-
ling of Japanese and West German surpluses and of the internal reorgan-
ization of the United States in a manner consistent with its true potential.

There is no evidence that this idea is more realistic than the idea of
imposing Japanese fashions on United States citizens or vice versa, but it
is worth considering, even if only because it bears in mind the actual
shortcomings of the United States and of third countries. The first
proposal, the Japanization of the United States, would have to deal not
only with internal obstacles but also with the far-from-trivial problem of
access to external markets of a reasonable size. The second option, the
United States-ization of Japan and the Federal Republic of Germany,
would soon lead to stagnation in the three countries, and consequently to
a deeper recession in the rest of the world. The third possibility, which is
undoubtedly the most complex and hence the least appealing, has the
advantage of acknowledging, or at least trying to draw attention to, the
fact that it is difficult to imagine that three-fourths of the world popula-
tion would stand by passively to watch a show which for chese three
protagonists might have different scripts, but which leaves them out not
only of the present, but of the future as well.
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V. CONTRASTS AND SIMILARITIES BETWEEN
WESTERN EUROPEAN COUNTRIES

1. Introduction

In this chapter, we shall discuss the effect which the availability of natural
resources has on the international participation and the specialization
and competitiveness of the industrial sector, and we shall explore the
relationship between competitiveness, consumption patterns and the
objectives of growth and equity. As in the preceding chapter, we shall
deal with this question empirically; hence, we shall first discuss briefly
and schematically our main findings. Attention is centered on the largest
countries of Western Europe (Federal Republic of Germany, United
Kingdom, France and Italy) and on the North European countries
(Sweden, Norway, Denmark and Finland).

2. The largest countries of Western Europe

Although in the preceding chapter we compared the Federal Republic of
Germany with the United States and Japan, we shall now consider it as
the reference point for a discussion of the situation of Europe, which is its
natural sphere of influence. In the first place, we shall discuss the
international participation of these countries, specifying the type of
economic activity concerned, and then we shall study the composition of
the industrial system and its international competitiveness. Finally, we
shall explore the linkages between the industrialization pattern,
expressed in terms of international competitiveness, consumption patt-
erns and the permanent objectives of growth and equity.

a) The South is rising up in the North

In France, Italy, the United Kingdom, the Federal Republic of
Germany and Sweden, taken as a whole, there is a marked disparity as
regards their participation on the international market by type of resour-
ces and sector of production (table 20). In both the Federal Republic of
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SOME EUROPEAN COUNTRIES: TRADE BALANCE BY SECTORS OF ECONOMIC ACTIVITY, 1970-1986

Table 20

(Millions of dollars)

Sectors and countries 1970 1975 1981 1982 1983 1984 1985 1986
Agriculture
France -741 78 2780 1289 1975 2182 2783 2 965
Federal Republic of
Germany -5 774 -10 145 -13 441 -12 852 -12 868 -15 568 -12 644 -15 266
Italy -3 008 -6 662 29525 -10 340 -10 048 10 285 -11 415 -12 956
Sweden 274 819 656 669 1021 1 141 808 386
United Kingdom -5 498 -9 074 -9 415 -9 127 -8 783 -9 203 -8 661 -10 090
Manufacturing industry®
France 2037 9 817 9 660 4154 7 035 9584 -8 040 2 284
Federal Republic of
Germany 14 424 39 338 62 317 68 174 59 013 60 235 68 131 89 902
Iraly 4 069 13 849 24 987 25197 28 388 25 248 26 219 30 039
Sweden 270 1376 4774 3993 4527 5 200 4 943 6 506
United Kingdom 5 968 9 295 6 485 - 650 ~7 114 -8 060 -6 515 -11 708
Energy .
France -1915 -10 850 -29 983 -27 225 -22 339 -21 572 -20 231 -12 953
Federal Republic of
Germany 1615 -10 286 -32723 -29 867 -26 694 -25 545 26 212 -17 971
[taly -1 426 -8 227 -26 072 -22 252 -20 749 -19 955 -20 220 -14 696
Sweden -682 -2 838 -5 870 -5 310 -4 256 -3 465 -3 916 -2 436
United Kingdom -1774 -7 733 S 001 6 659 9 149 6 658 8 065 3325
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Table 20 (concluded)

Sectors and countries 1970 1975 1981 1982 1983 1984 1985 1986
Mining
France -745 1432 -1732 -1 609 -1161 -1 015 -1 120 -1514
Federal Republic of
Germany -2 343 -2 662 -3 835 -3 651 -3 231 -371 -3 319 -3 331
Italy -1 365 -2 074 -3 106 -2 820 -2 609 3 087 -3 056 -3 165
Sweden -94 -44 -31 -146 -41 -20 -53 8
United Kingdom -1 431 -1 640 -2 087 -1 620 -2 034 -1553 -1 698 -1 365
Other sectors
France 180 385 -112 385 335 398 410 350
Federal Republic of
Germany -318 -431 -176 -712 375 171 484 -775
Italy 1 11 -2 082 -2 568 -2 667 -2 877 -3 532 -3734
Sweden 9 54 213 44 89 130 137 249
United Kingdom 362 -294 384 662 270 572 711 289
Total
France -1184 -2 002 -19 387 -23 006 -14 155 -10 423 -10 118 -8 872
Federal Republic of
Germany 4 375 15 814 12 142 21 092 16 595 18 722 25 472 52 559
Traly -1729 -3 103 -15 798 -12 783 -7 685 -10 956 -12 004 -4 512
Sweden -223 -633 -258 -748 1 340 2 986 1919 4713
United Kingdom -2 373 -9 446 374 2776 -8 512 -11 586 -8 098 -19 549

Source: Joint ECLAC/UNIDO Industry and Technology Division, based on United Nations, International Trade Statistics Yearbook and Commodity Trade

Statistics, several years.

“Manufacturing industry includes SITC sections 5-8, except division 68 (non-ferrous metals).



" Germany and Italy, the basic source of international trade is the manufac-
turing sector, which enables them to generate foreign exchange so as ro
compensate, in different degrees as the case may be, for their deficits in
the sectors associated with natural resources. A second case is that of the
United Kingdom, which since 1975 has had a profile that is characteristic
of oil-producing countries. Paradoxically, the country in which the indus-
trial revolution began has come, about two centuries later, to a situation
where it has a strong deficit in that sector, and thus is a unique case
among the countries studied. The third group is made up of France and
Sweden, where a large surplus in the agricultural sector coexists with a
relatively high surplus in the manufacturing sector.

The Federal Republic of Germany and Italy follow Japan as the
three countries with the highest manufacturing surplus in the world; the
difference between the two lies in the fact that the Federal Republic of
Germany generates such a large surplus that it is more than able to
compensate for the deficit in the other natural resources sectors. Thus, it
has had a high and sustained trade surplus over the last 15 years which
places it next to Japan among the countries with the highest capacity to
generate trade surpluses in the world. Italy, despite its dramatic success in
the manufacturing sector, is not able with this activity to cover its natural
resources deficit, and hence it has a trade deficit comparable to that of
France and the United Kingdom. Both countries —the Federal Republic
of Germany and Italy— held up well under the oil crisis of 1973,
generating a manufacturing surplus which in Germany more than com-
pensated for the energy deficit, and in Italy covered 70% of it. Between
1975 and 1981, the Federal Republic of Germany’s oil deficit amounted to
US$20 billion more and Italy’s was US$17 billion, compared with manu-
facturing surpluses of US$22 billion for the Federal Republic of Germany
and US$11 biilion for Italy.

The United Kingdom, whose 1970 surplus was only surpassed by
that of the Federal Republic of Germany, saw its relative standing with
respect to France and Italy decline between 1970 and 1975, buct the
situation was further aggravated when it began to have access to the oil
resources of the Northern Sea. Between 1975 and 1984, the United
Kingdom, after having had a surplus of US$9 billion, acquired a deficit of
US$8 billion; in other words, it lost US$17 billion in the manufacturing
sector which could not be offset by the nearly US$15 billion more that
were generated in the energy sector. This was also the case with the
oil-producing countries of Latin America and, to a lesser degree, with
Norway. Around 1984, the United Kingdom's manufacturing deficit was
of the same order of magnitude as the manufacturing deficits of all the
Latin American oil-exporting countries (US$10 billion) for the same
year. This sharp drop in the United Kingdom’s manufacturing sector
reinforced a longstanding trend. It also confirmed the hypothesis, set
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forth in the preceding chapters, that when a country has a relatively easy
means of generating foreign exchange which does not make it necessary
to put a strain on overall society —as is the case with efforts to promote
industrial competitiveness—, any country, regardless of its level of devel-
opment and its previous history, will choose the path of least resistance,
ie., the rent offered by the natural resource petroleum.

In France and Sweden, a significant surplus in the manufacturing
sector went hand-in-hand with a sustained but lower surplus of the
agricultural sector, but the two countries differed as regards their capacity
to respond to the oil crisis. In France, the crisis was a profound one, and
entailed an expenditure increase of almost US$19 billion; the manufac-
turing sector in that country was hardly able to contribute anything to
offset that expenditure, and only the agriculture sector increased its
surplus by US$3 billion. From that moment on, the deficit began to take
on the characteristics of a structural phenomenon, although it was
moderated during the 1980s, mainly as a result of a decrease in oil
expenditures. In Sweden, on the other hand, the increased expenditure
for oil —approximately US$3 billion between 1975 and 1981 — was
offset, as in the Federal Republic of Germany and Italy, by a larger surplus
of the manufacturing sector. This helps explain why, in the following
years, Sweden had an almost balanced trade, with a considerable and
growing surplus during the 1980s.

All five countries had a high degree of exposure to international
trade: if one considers the total amount of exports and imports in terms
of the product, one can see that the ratio is higher than 40%, and even
60% in the case of Sweden. In the second place, these countries have in
common the fact that the public sector plays a major role in the economy;
around the early 1980s, the ratio of tax revenues to the product was over
40% in all of them, almost 60% in Sweden (OECD, 1985-1986). Except
in the case of the United Kingdom, energy imports represented up to 6%
of the product, in the early 1980s. In brief, these countries are strongly
involved in international trade, their public sectors play a major role in
economic activity, and they have a significant energy problem, but their
participation in international trade, from the standpoint of sectors of
activity, is relatively heterogeneous.

b)  Are all societies open and flexible?

It is interesting to compare the changes that have taken place in the
structure of the industrial sector over the last 20 years. Beginning with
the Federal Republic of Germany —already discussed in the preceding
chapter—, it is interesting to note the improvement in the prevailing
pattern of leadership in chemicals and electronics, with a slight change:
specialization in regard to wood and paper and non-ferrous metals.
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Contrary to what happened in the Federal Republic of Germany and
in the United States and Japan, where chemicals and electronics are
dominant and establish a profile of a high degree of specialization, Italy
(figure XIII), in addition to making significant strides in these high-
technology branches, managed to maintain its international partici-
pation by raising the level of excellence in sectors which, from the
standpoint of common sense as well as from the theoretical standpoint
—which does not happen often— appeared to be doomed to taking a
back seat, as a result of the increasing competition from the recently
industrialized Asian countries. Thus, textiles, clothing and footwear,
which in the other industrialized countries suffered a process of rapid
deindustrialization, remained highly dynamic and productive in Italy,
thus enabling it to maintain a sound position in international trade, not
only in the European Common Market, but also in the United States.

Moreover, in Italy, the non-electrical machinery and transport
equipment sectors received the same attention as electrical equipment
and categories related to a natural resource, such as wood and paper. The
structural change of the Italian industrial sector seems to be different
from the cases discussed in the preceding chapter, inasmuch as it has
great dynamism in a wide variety of sectors: some of them are labour-
intensive and others capital-intensive, such as the steel industry, or
involve technical progress, such as machinery and transport equipment,
and even some that have to do with natural resources, such as wood and
paper. The only category in which there appears to be deindustrialization
at the close of the 1980s is that of metal products.

Small and medium-scale industry plays a more important role in
Italy than in most of the other European countries considered, especially
in comparison with the Federal Republic of Germany, Sweden and the
United Kingdom, but also France, although the difference is not so great.
During the 1970s, the productivity of small and medium-scale Italian
firms tended to increase and to be standardized with large firms, in a wide
variety of sectors.

This contradicts the traditional idea that there are structural differ-
ences in productivity associated with economies of scale and technologi-
cal rigidities in a relatively large number of industrial sectors. Moreover,
this increase in the productivity of small and medium-scale enterprises
enables them to play a significant role in the international trade of that
country, in several sectors, e.g., textiles, clothing, footwear, wood furni-
ture, and also in certain types of machinery in which economies of scale
are not significant (special-purpose machinery, especially in the food
industry). These two features also make the Italian case interesting,
because of the options that seem to be opening up for Latin America,
although this does not mean it should be set up as a paradigm.
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Figure XIII

FRANCE, FEDERAL REPUBLIC OF GERMANY, ITALY, SWEDEN AND
UNITED KINGDOM: INDUSTRIAL STRUCTURAL CHANGES, 1970-1987
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The United Kingdom —the cradle of the Industrial Revolution,
which 200 years later has a manufacturing deficit comparable to the
deficit of the oil-exporting countries of Latin America— deserves much
more attention than can be given to it in this study.

The profile of structural change within the manufacturing sector
(see figure XIII, above) shows that a process of deindustrialization
occurred in many sectors between 1970 and 1987, i.e., around 1987, the
volume of production was considerably lower than in 1970. These include
the steel industry, textiles, transport equipment, clothing and leather
products.

By contrast with this deindustrialization in sectors which vary
considerably as regards the use of labour, capital and technology, the
high-technology sectors of that period were petroleum by-products, both
industrial chemicals and plastics. This structural change with regard to
petroleum by-products, along with deindustrialization in several other
sectors, except electrical equipment, which also grew more than the rest,
took place within a context of general stagnation; between 1970 and
1987, the industrial sector hardly grew at all, a case which was unique in
Europe. During the 1980s, the United Kingdom had one of the highest
rates of employment, around 129, but this was not accompanied by any
growth of employment in the services sector (less than 1% between 1975
and 1982).

In France, industrial growth during the period was similar,
although somewhat lower than in the Federal Republic of Germany and
Italy. The changes in its production profile also place it in a different
position than Japan, the Federal Republic of Germany and the United
States. Leadership was exercised by the electrical machinery and electron-
ics sector, while at the same time several sectors —some of them
labour-intensive, others based on natural resources and others capital-
intensive— experienced a process of deindustrialization. This was the
case with non-metallic ores, steel, non-ferrous' metals, metal products,
textiles, leather and wood. Industry grew rapidly, there was a marked
structural change, and specialization was centered on electrical equip-
ment and electronics, with the public sector’s purchasing power playing
an important role (nuclear energy, aeronautics, railway equipment, tele-
communications and armaments). s

Finally, in the case of Sweden, which will also be discussed in the
next section along with the other North European countries, it should be
noted that a structural change occurred which was similar to that of the
larger countries, with leadership being exercised by chemical by-products
and electronics, but with a clear rationalization, even in clothing, textiles
and footwear. A characteristic of the transformation of production in
Sweden, which is common to all the Scandinavian countries, is the high
degree of specialization in categories directly associated with the exploi-
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Figure XIV

WESTERN EUROPE: ENGINEERING PRODUCTS
WORLD MARKET SHARE, 1965-1984
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tation of natural resources, i.e., the industrialization process strengthens
the competitiveness of products made with natural resources, in which
the country has a natural advantage.

As regards the participation of those countries on the international
market, measured by the relative position of capital goods (figure XIV),
it is worth noting, first of all, the asymmetry between the place held by
the Federal Republic of Germany and that of the other countries. Around
1984, the Federal Republic of Germany's share was equivalent to that of
France, the United Kingdom and Italy all together. The participation of
the Federal Republic of Germany remained very high (18% of the world
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supply of exportable goods) up until 1980, when it began to fall gradually
until 1984; the United Kingdom fell steadily during the period 1965-
1970, then remained relatively stable until 1980 and again fell steadily
from 1980 onwards. The position of France, Sweden and Italy towards
the end of the period was similar to the one they had held at the
beginning, but they had reached a more favourable position in the early
1970s. Each one represented approximately 6% of the world market
around 1984, whereas at the beginning of the period, the United King-
dom’s position had been almost twice as high as France’s and three times
as high as Italy’s.

As regards the evolution of competitiveness, measured as the ratio
between exports and imports of engineering products (figure XV), the
trends reaffirm our previous remarks about participation on the world
market: Italy steadily improved its competitiveness, while that of the
United Kingdom fell. In 1965, the competitiveness of the United King-
dom was four times as high as that of Italy; at present, it is almost 30%
lower than Italy’s. The relative competitiveness of the Federal Republic
of Germany is more than double and almost triple that of the other
countries considered.

Export-import ratio of three achieved by the Federal Republic of
Germany shows a high level of competitiveness in a wide range of
products. When the ratio is closer to one, there may be strong intrasec-
toral specialization, with levels of excellence in some categories and net
imports in others. A racio such as that achieved by the Federal Republic of
Germany or Japan can only be achieved when the overall base of excel-
lence is very broad.

An analysis of the type of category in which each country has
achieved a level of specialization (table 21), comparing its share of the
world engineering products market as a whole with the degree of special-
ization achieved in specific categories, will show some interesting differ-
ences. In France, the three categories in which there is a high level of
specialization are sectors in which the purchasing power of the public
sector plays a decisive role; this is in line with the way industrialization
has progressed in that country, which has achieved levels of excellence in
sectors related to energy, telecommunications, the military industry,
aeronautics and railroad equipment.

In the Federal Republic of Germany, equipment for the industriali-
zation of the country’s natural resources, such as pulp and paper-making
machinery and related printing machinery, holds a position next to the
high-technology sector of nuclear reactors, of which this country supplies
almost half the world market. In the former, intellectual and industrial
values are added to that of the natural resources concerned.

In Italy, contrary to the two cases mentioned above, the greatest
degree of specialization is to be found in durable home appliances, with
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Figure XV

WESTERN EUROPE: ENGINEERING PRODUCTS
INTERNATIONAL COMPETITIVENESS, 1965-1984
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the fundamental contribution being in design, and non-household refrig-
eration and tractors belonging to the food system. Italy has also attained a
high level of specialization in the processing and design of such
equipment.

In Sweden, as in the Federal Republic of Germany, certain high-
technology categories, such as telephone and telegraph equipment and
nuclear reactors, coexist with pulp and paper-industries machinery,
which also is an example of how intellectual value is added to the
available natural resources.
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Finally, in the United Kingdom also, in at least two of the most
highly specialized categories —reaction engines and telecommunications
equipment— one finds industries whose expansion and international
competitiveness are strongly dependent upon public sector purchasing.

Table 21

WESTERN EUROPE: SPECIALIZATION IN ENGINEERING
PRODUCTS, 1984

Percentage Percentage
c . world share SITC world
ountries total Rev.2° Item share
. . ev.2
engineering (each
products item)
France 6.0 7144  Reaction engines 21.0
7221 Electrical apparatus for
making, breaking, protecting
electrical circuits 115
792 Aircraft 114
Federal
Republic of
Germany 14.8 718.7  Nuclear reactors 44.0
726 Printing bookbinding
machinery 33.0
725 .Paper and pulp
.machinery 27.0
Iealy 4.4 775 Domestic equipment,
electric and non-electric 14.6
7414  'Refrigerating equipment
(non-domestic) 13.2
722 Tractors 11.0
Sweden 23 764.1 - Electric telephone and
telegraph equipment 9.5
718.7 Nuclear reactors 8.0
725 Paper and pulp
machinery 7.0
United
Kingdom 5.6 7144  Reaction engines 44.0
722 Tractors 15.0
7643  Telecommunication trans-
miters and receivers 149

Source: Joint ECLAC/UNIDO Industry and Technology Division, based on data from United
' Nations, Bulletin of Statistics on World Trade in Engineering Products, 1986, United
“Nations publication, Sales No. E/F/R.88.1LE.14.
“United Nations, Standurd International” Trade Classification., Rev.2, 1975, United Nations
publication, Sales No. E.75.XVILG.
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¢) Divergent trends

The five countries are all highly industrialized, and very open to
international trade and in all of them, the State plays a significant role in
the economy. The Federal Republic of Germany is the countsy that has
the highest level of overall industrialization, and has more favourable
levels of equity and competitiveness than all the countries considered as a
whole. It also belongs to the group of the most dynamic countries (higher
than 3% GDP per capita growth between 1960 and 1979). This pattern is
characterized by the balanced coexistence of dynamism, equity, competi-
tiveness and austerity (figure XVI).

The extreme case would be that of the United Kingdom, which has
a high level of equity (almost the same as the Federal Republic of
Germany) and austerity, but low levels of dynamism and competitive-
ness. There seems to be a curious combination of Japan's austerity,
Germany’s equity and the United States’ dynamism and competitiveness.

The other three countries fall between these two polar situations.
The highest levels of competitiveness in the industrial sector are to be
found in those countries that have a structural deficit of natural resources,
i.e., the Federal Republic of Germany and Italy. As regards consumption
patterns, Western Europe is quite homogeneous, with the differences in
levels of density of vehicles being minimal compared with those observed
in the three largest industrial countries of the world; the Federal Repub-
lic of Germany has the highest density and the United Kingdom the
lowest, bur the interval between them is very small.

This is not the case with regard to equity. Two groups of countries
may be distinguished: those with a high level of equity, higher on average
than the industrialized countries, which would include Sweden, the
United Kingdom and the Federal Republic of Germany, and those with
lower levels of equity, i.e., France and Italy, whose levels are slightly
higher than those of the most equitable countries of Latin America
(Argentina and Uruguay). These two countries, however, have the high-
est levels of dynamism, with GDP per capita annual growth rates of
nearly 4% over the past 20 years. Thus, they appear to be a hybrid
between the consumption pattern shared by all the countries of the
region and the type of income distribution found in the United States,
with a pattern of dynamism and international competitiveness more
similar to Japan's. They appear to be competitive and dynamic countries
that have a high level of consumption, “after the style of the United
States”, and a relatively low level of equity.

Thus, we have three different patterns: the Federal Republic of
Germany and Sweden, which have the same profile, and in which the four
dimensions are balanced; the United Kingdom, where the legacy of the
industrial past and of world leadership is only reflected in a high degree
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of equity, but which has undergone a peculiar process of modernization
from the bottom up, with a decline in dynamism and, by the same token,
in competitiveness and living standards; and France and Italy, which in
the 1950s had a high percentage of the agricultural population (32% and
42 %, respectively, in 1950), a factor that seems to have something to do
with their less favourable income distribution, but which seems to have
experienced, especially in the case of Italy, a high growth rate in
productivity and competitiveness. '

To what extent is this consistent with the analytical framework
described in the preceding chapter?

Figure XVI
WESTERN EUROPE: STRATEGIC PROFILES
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Source: Joint ECLAC/UNIDOQ Industry and Technology Division.
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The cases which would appear, for different reasons, to depart from
the framework would be the United Kingdom, France and Italy. Many
very thorough studies have been made of the decline in the relative
position of the United Kingdom; its access to petroleum resources, by
aggravating the deterioration of its industrial competitiveness, has
accentuated this longstanding downward trend. In France and Italy,
competitiveness and dynamism coexist with a low level of equity and a
high level of consumption; this seems to be a situation in which the
positive effect envisaged for competitiveness with respect. to equity is
counteracted by the structural characteristics inherent in a modernization
process in which a major role has been played by the agricultural sector,
so that the less developed areas coexist with a budding industrial sector.
This hybrid between the United States model of consumption and rela-
tive inequity with the Japanese component of dynamism and competi-
tiveness will appear again in Latin America, with Brazil being the most
notable example.

Within the analytical frame of reference, both the objective of -
dynamism and the objective of equity appear to be conditioned by several
factors other than the competitiveness and consumption patterns menti-
oned herein. This may explain why, with competitiveness having a
positive influence on equity, the structural factors which influence it
prevail, creating a situation such as the one described above. The ideaof a
relationship between equity and consumption patterns according to
which a lower level of equity should lead (at a similar income level) to a
relatively higher level of austerity and vice versa, holds true in the case of
the United Kingdom, on the one hand, and of France and Italy on the
other, but is not confirmed by the situation of the Federal Republic of
Germany, which has both the highest level of equity and the highest level
of consumption. In this case, there is a difference in income levels which
may explain the apparent inconsistency (according to the World Bank, in
1986 the GDP per capita had reached US$12 080 in the Federal Republic
of Germany, US$8 550 in Italy, US$8 870 in the United Kingdom and
US$10 720 in France).

3. The North European countries

a) Small, open and democratic countries

This category includes Sweden, Norway, Finland and Denmark.
These countries have a small population, comparable to that of the small
and medium-sized countries of Latin America, and a high level of income,
which is at least five times higher than that of the most prosperous Latin
American countries. They all play a strong role in international trade
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(exports plus imports amount between 55% and 60% of the gross
domestic product); their trade has a substantial component of natural
resources, and the public sector plays a major role in the economy. Taxes
on the product, including social security contributions, amount to 60% in
Sweden and 40% in Finland, which has the lowest rate. Moreover, at the
political level, these countries are characterized by a longstanding demo-
cratic tradition, a feature which differentiates them from Southeast Asia,
another reference point for comparing the Latin American situation.

b) Industrial specialization utilizes the potential of a country’s
natural resources

All these countries show a sustained surplus in the agricultural
sector and, in the case of Norway since the mid-1970s, a strong surplus in
the oil sector (table 22). In Finland and Sweden, this agricultural surplus
is added to a strong surplus in the industrial sector (in Finland since the
early 1980s).

Norway aiso has a structural surplus in the mining sector: agricul-
ture, energy and mining provide the foundation for its international
market position. Between 1975 and 1981, its net foreign exchange
income in the energy category rose by almost US$7 billion, but as in the
case of the United Kingdom, it suffered a significant decline, equivalent
to almost half that increase, in the manufacturing sector. From 1981 on,
its manufacturing deficit persisted, but its energy surplus continued to
grow; the same was true of the agricultural and mining sectors. Norway is
the Scandinavian country which, from the early 1980s on, had the largest
overall trade surplus of all the countries taken together and, along with
Sweden, it is the European country which has managed to keep its
unemployment rates unusually low, at around 3%.

Norway's energy surplus represented around 7% of its product in
the early 1980s; the other Scandinavian countries had energy deficits of
around 5% or 6% of the product. When the oil crisis of the early 1970s
occurred, those countries showed a good capacity to respond, inasmusch
as their industrial sector was flexible enough to react to that major upset.
The increased expenditure for oil amounted to some US$2 billion in
Denmark, somewhat over US$2 billion in Finland, and US$3 billion in
Sweden. In these three countries, the industrial sector reacted positively,
and partly compensated for that loss. In Denmark, the manufacturing
deficit fell by US$1 billion; in Finland, by a little under US$2 billion, and
in Sweden, the increased surplus amounted to more than US$3 billion. In
Denmark also, the agricultural sector showed a favourable evolution,
with an increase of almost US$1 billion. These three small countries,
which took part in international trade by relying heavily on theit natural
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Table 22

NORTH EUROPEAN COUNTRIES: TRADE BALANCE BY SECTORS OF
ECONOMIC ACTIVITY, 1970-1986

(Millions of dollars)

Sector and country 1970 1975 1981 1982 1983 1984 1985 1986
Agriculture
Denmark 664 1958 3228 3322 3061 2906 3137 3856
Finland 301 152 1612 767 944 1147 860 835
Norway 18 -26 122 176 337 263 194 47
Sweden 274 819 656 669 1201 1141 808 386
Manufacturing
industry”
Denmark -1280 -1865 <956 - -1 434 931 -1483 -2153 -4288
Finland 2297 705 2160 2390 1746 2417 2230 2313
Norway -1256 -2769 -5314 -5738 -4761 -5057 -5549 -9578
Sweden 270 1376 4774 3993 4527 5200 4943 6506
Energy
Denmark -337 -1628 -3714 -3410 -2395 -2213 -2208 -1375
Finland <283 -1424 -3775 -3139 -2813 -2365 -2645 -1954
Norway -231 -19 678 7111 8087 8908 8756 6625
Sweden -682 -2838 -5870 -5310 -4256 -3465 -3916 -2436
Mining
Denmark -104 119 -243 224 .221 -203 =200 -259
Finland -46  -134  -145 177 -144 -93 -85 -126
Norway 233 325 732 542 821 918 754 874
Sweden -94 -44 -31 -146 -41 -20 -53 8
Other sectors
Denmark -2 -9 -111 -128 -88 -56 -93 -99
Finland -6 - -36 97 -70 -41 -62 -64
Norway -9 -9 4 21 -5 -2 -12 -39
Sweden 9 54 213 44 89 130 137 249
Total
Denmark -1099 -1663 -179 -1874 -574 -1 049 -1517 -2170
Finland 331 211 -184  -256  -337 1065 298 1004
Norway -1245 -2498 2329 2112 4479 5030 4143 -2071
Sweden <223 -633 258 748 1340 298 1919 4713

Source: Joint ECLAC/UNIDO Industry and Technology Division, based on United Nations, International Trade
Statistics Yearbook and Cammodity Trade Statistics, several years,
“Manufacturing industry defined according to SITC, Rev.2, sections 5 to 8, except division 68,

resources, showed a great capacity to respond to the challenge posed by
the rise in oil prices. This capacity has to do, among other factors, with
the way these countries have achieved specialization in the structure of
production within the industrial sector. Figure XVII shows that the
profile of specialization and structural change within the industrial
sector, especially in Finland, Denmark and Norway, is very different
from that which one sees in the large countries discussed above. In
Finland, for example, in addition to the rapid growth of basic chemicals
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Figure XVII

DENMARK, FINLAND, NORWAY AND SWEDEN: STRUCTURAL
CHANGES IN INDUSTRY, 1970-1987
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and electronics, which follow the international pattern, there is signifi-
cant specialization in branches associated with the country’s natural
resources, especially steel products, metal products, non-metallic pro-
ducts, non-electrical machinery and leather products. In Denmark, a
major role is also played by the three traditional axes, ie., the food
industry, textiles, wood and furniture, and metal products, all linked with
the industrialization of natural resources. In Norway, where the availa-
bility of oil resources influences industrial growth, there is a strong
restructuring which is reflected in the drop in the absolute levels of
certain categories which are no longer important, such as electrical
machinery, foodstuffs, clothing, textiles, rubber products and non-metal
mineral products. There is a strong polarization around petroleum by-
products and non-electrical machinery, part of which has to do with oil
drilling and the processing of other natural resources. In Sweden, where
the basic axes of electrical equipment and petroleum by-products are
predominant, there is also a restructuring of industry, as a result of which
there has been a drop in certain labour-intensive sectors, such as clothing,
textiles, footwear and non-metal mineral products. In these two coun-
tries, industrial restructuring is accomplished without accentuating the
- unemployment problem, which, considering the major role they play in
the international market, means that these countries have been very
flexible in following the prevailing trend as regards dynamism and
technological content, and that their societies attach high priority to the
maintenance of high levels of employment.

To evaluate the share of these countries in the world market over
the last 20 years (figures X VIIl and XIX), an analysis is made of the share
held by these countries and of their competitiveness with respect to
engineering products. Sweden’s position is more or less equivalent to
that of the other three countries together. Finland has improved its share
systematically over the same period in which the other Scandinavian
countries, especially from 1975 on, have seen their market share drop
steadily, with this situation becoming especially pronounced in the case
of Norway (the oil syndrome between 1975 and 1980). Norway, Finland
and Denmark each account for approximately 1% of the supply of
engineering products, which is a negligible share, but this does not
prevent them from achieving high levels of excellence in certain
categories which have enabled them to consolidate their position.
Figure XIX shows how Finland and Sweden are raising their
competitiveness on the international market, despite the relative loss of
participation on the part of Sweden; Denmark and Norway, on the other
hand, show a slight but steady decline in competitiveness from 1975 on.
The type of product in which these countries specialize shows their
ability to add intellectual value to the available natural resources. For
example, Finland, whose participation on the world market is lower than
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195, has attained shares of 7% and 6% in categories associated with its
natural resources, such as pulp and paper machinery and ships (table 23).
Denmark has a share almost five times higher than its overall share, in
products associated with the industrialization of its agricultural natural
resources, such as industrial refrigeration equipment, food industry
equipment and agricultural machinery. Norway specializes in ships,
pumping equipment for oil drilling, and agricultural machinery. Finally,

Figure XVINI

NORTH EUROPEAN COUNTRIES: ENGINEERING PRODUCTS
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Figure XIX

NORTH EUROPEAN COUNTRIES: ENGINEERING PRODUCTS
INTERNATIONAL COMPETITIVENESS, 1965-1984
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in Sweden there is a combination of high-technology categories, such as
communications equipment and nuclear reactors, with machinery
designed to utilize the country’s forest resources.

It is interesting to note how this group of countries, with very small
markets and a marginal share of the world engineering products market,
have managed to enter this market by utilizing their own natural resour-
ces, for which they have developed the necessary technological infras-
tructure, and the products, processes and equipment needed to
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level of development is higher (except for Norway, an oil-producing
country) than that of the other North European countries (in 1986, GDP
per capita was US$13 160 for Sweden, US$12 160 for Finland, and
US$12 600 for Denmark); the lowest level of competitiveness was, as
might be expected, Norway’s. The oil syndrome affected its share of the
international industrial market, and it only managed to cover 509 of its
industrial imports with exports.

Considering that dynamism has to do not only with competitive-
ness in the manufacturing sector, but also with the availability of external
resources, and that Norway has a large supply of natural resources, to
which must be added the rise in oil prices, we find it to be the country with
the highest level of growth and per capita income (US$15 400 in 1986).
This confirms the idea that growth depends on a whole set of factors; the
fact that competitiveness supports growth and that Norway ranks rela-
tively low in competitiveness does not keep it, considering the overall set
of factors which influence growth, from having the highest rate, almost
identical with that of Finland.

In general, however, the pattern followed by the North European
countries is similar to that of the Federal Republic of Germany, insofar as
the figures for the four dimensions considered are comparable. Contrary
to Japan, which stresses dynamism, competitiveness and austerity, all
that is complemented, in this case, by a high level of prosperity; contrary
to the case of the United States, that prosperity is not attained at the
expense of equity. Behind the pattern of development and industrializa-
tion of these countries, we must see the historical process that has led to
modernization: they were societies in which agriculture had been highly
modernized, and land ownership was distributed in a relatively equitable
fashion; this phenomenon went hand-in-hand with ease of access, first to
the market of the United Kingdom, and then to the European Common
Market. Their share on the international markets was consolidated on
the basis of their emphasis on adding value to their natural resources,
thus specializing in products in which they can guarantee high levels of
quality, specification and design.

This group of countries, which some political scientists have des-
cribed as corporate democracies —having their political origin in the
crisis of the 1930s and the early postwar years, and an economic profile
similar to that of the Federal Republic of Germany— have also been
analysed in terms of their ability to overcome the crises of the 1970s and
the 1980s in better shape than other countries, including the largest
European ones. These small northern countries have shown a great
openness to international trade, being more radical even than the other
industrialized countries in that they have systematically opposed any
attempt to place barriers on international trade. This may be explained
by their great vulnerability to the international market. At the domestic
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levgl, they have proven to have a high level of economic and social
articulation, with the State playing a major role, as reflected in an income
policy that has been the subject of studies by the rest of the world.

These countries seem to have reached the sensible conclusion that,
because of their size and their vulnerability, they cannot allow themselves
the [uxury of constant internal turmoil. This belies the idea that there is a
necessary complementarity between efficient participation in the inter-
national market and reduction of the size of the State. In these countries,
a high degree of social agreement, of articulation between the publicand
the private sectors, and even a strong public influence in domestic
matters all coexist with a policy of unrestricted openness to the interna-
tional market.

4. Leadership in armaments and lag in competitiveness:
the great small powers

If our analysis had included the centrally-planned-economy countries, we
would have noted that, despite the differences in socioeconomic systems,
there are some elements of the analytical framework that are still valid.
In the centrally-planned economies the most important economically
and politically —the Soviet Union—, an abundant supply of natural
resources, especially for energy, but also for mining (a surplus of US$50
billion and US$2 billion, respectively, in 1984) goes hand-in-hand with a
growing structural deficit, not only in the agricultural sector, which has
already been widely studied, but also in the manufacturing sector (US$14
billion and US$27 billion deficit in 1984). In 1984, the manufacturing
deficit was equivalent to approximately one-third of the United States
deficit and three times higher than that of another industrialized oil-
producing country, the United Kingdom.

Thus, the wealth of natural resources which the Soviet Union
possesses could have had something to do, as it did in the United States
and the United Kingdom, with its weak international position as regards
industry. The three countries are relatively efficient at channelling
resources to high-technology products for military use. This fact, which is
one of the issues in the unresolved controversy as to how much research
and development for military technology affect the industrial sector,
seems to show that, at least in certain time periods, low international
competitiveness in tradeable products can coexist with levels of excel-
lence in military production. This may be partly due to the fact that the
two activities are radically different as regards cheir objectives, proce-
dures, time limits and organization.

The military are concerned with defining objectives and goals more
than with time limits, and economic constraints play a very subordinate
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role; there is no question of long-term scheduling or commercial indus-
trial production, since the main concerns are flexibility and the ability to
adjust rapidly to changing trends in international trade. Moreover, in the
military, commercial competition is not so intense nor does it involve the
same time limits. The replacement of successive generations of products
and differentiation within each generation are not determined (luckily)
by their efficiency in actual practice. Military production offers conditions
which attract the most notable experts in science and technology, such as
a quiet place to work, an abundance of resources and the absence of
pressures to obtain results within short time limits, in addition to the fact
that salaries are not subject to the dynamics of the market.

All the above would seem to form a scenario in which we have one
group of countries that have channelled immense resources to military
uses but have a very precarious participation on the international market
for traditional industrial products, and another group, with a high level of
industrialization, who hardly devote any resources to military uses, and
are in the lead in international competition for those products. The main
countries with a manufacturing surplus (1984), Japan, the Federal
Republic of Germany and Italy, taken together, showed a manufacturing
surplus of around US$217 billion. All three were losers in World War IL
This surplus provides a contrast with the situation of the countries that
won the war: the United States has a manufacturing deficit of US$82
billion; the Soviet Union, of US$26 billion, and the United Kingdom, of
US$10 billion, for an overall total of US$118 billion.

In general, the countries that have been at the fore in industry,
which were defeated militarily in World War II, cover the deficits of
those who won the war and of the other countries, especially the third
world ones.

As regards the participation of these two groups of countries in the
capital goods trade over the last 20 years, we may note that in 1965, the
United States, the Soviet Union and the United Kingdom provided
approximately 35% of the world supply of those products, whereas the
defeated countries supplied 29%. This situation has been completely
reversed, so that in 1984, the main military powers supplied only 24% of
the world supply of those products, whereas those countries which
focused their attention on tradeable industrial products raised their
participation to 42%. A comparison of the population of these countries
will show that the "industrialists” represent 40% of the population of
the "militaristic” countries: 238 million in Japan, Italy and the Federal
Republic of Germany, compared with 570 million for the United States,
the Soviet Union and the United Kingdom. In order to maintain their
military hegemony, these three countries use 60% of the total amount of
resources allocated for defense purposes throughout the world, whereas
the Federal Republic of Germany, Japan and Italy devote a litcle less than
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Figure XXI

INTERNATIONAL COMPETITIVENESS AND
DEFENSE EXPENDITURE

{Average: 1981-1983)

Defense expenditure
x
GDP
12
= USSR
10+
8+
China
= United Sates
81
United Kingdom
41 France Su_eden F:g?’g'.f,:g:;hc
= ltaly
2+
= Japan
Q $ ¢ - + t 4
-20 -10 o} 10 20 30
Monufacturing trode balance x
Manufacturing GDP

Source: Joint ECLAC/UNIDO Industry and Technology Division, based on
SIPRI Yearbook 1987, World Armaments and Disarmament; and
UNIDO, Data Base.

8% of world expenditures to defense. As regards the relationship
between military expenditures (in terms of GDP) and international
competitiveness in the industrial sector (manufacturing surplus or deficit
in terms of the manufacturing product), as shown in figure XXI, there is
a reverse relationship, with the Soviet Union and the United States at
one end, and the Federal Republic of Germany and Japan at the other,
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while the United Kingdom, France, Sweden and Italy are in the interme-
diate positions. Contrary to traditional wisdom, the multiplier effect of
defense expenditures on industrial competitiveness is actually a negative
one.

A disarmament agreement between the United States and the
Soviet Union could considerably reduce the amount of resources allocated
for military purposes and, assuming the diagram expresses the efficiency
of each country, the curve would then be changed to show increased
industrial competitiveness, a key factor in the external deficit of these
countries. Under this hypothesis, not only would they help improve the
living standards of their peoples, but they would foster the recovery of
balance in commercial and financial flows, in addition to making man-
kind more optimistic about the future.

5. Final remarks

This chapter brings to light some elements that are worth noting, as they
can be useful in considering the case of Latin America. They are the
following:

® The diversity of national models that are able to deal, with varying
degrees of success, with the challenge posed by a common external
environment,

® The importance of industrial specialization and of the intellectual
value added to the available natural resources as a requirement for a
sound position on the international market.

¢ The linkage between the welfare State and industrial competitive-
ness. Legitimacy and social coherence, along with a sound educational
infrastructure, create a framework of macroeconomic efficiency that
fosters international competitiveness. The above is somewhat counte-
racted by the microeconomic rigidities which tend to go along with it.

® The above considerations, along with the apparent negative effect
of military expenditure on international competitiveness, seem to indi-
cate that future policies should follow a post-Keynesian line of thinking,
and not be based on the widely disseminated and reputable, but simplistic
and ahistorical idea, that it would be necessary to return to the eighteenth
and nineteenth centuries and to apply pre-Keynesian policies.
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V1. LATIN AMERICA AND THE NEWLY
INDUSTRIALIZED COUNTRIES

1. Introduction

The comparative study of the industrialization process in countries with
different levels of development and socioeconomic systems that we have
made in the preceding chapters can provide some elements of judgement
to explain why Latin America has that "empty box” —in other words,
why it is that no Latin American country fulfills the objectives of growth
and equity simultaneously— and why the region has been unable to open
the “black box” that would give it access to technical progress.

Growth, in a variety of extraregional experiences, appears to be
firmly grounded on high levels of industrial competitiveness; equity, in
which the transformation of the agricultural sector seems to exert a
decisive influence, not only does not appear to be an obstacle for growth
but in many situations tends to reinforce it. There are cases of strong
dynamism and low equity which might be explained, essentially, by
certain other factors, especially historical ones associated with the back-
wardness of agriculture. This lack of equity has not been an obstacle to
growth, but growth, by relying on competitiveness, may tend to gradually
neutralize the inequitable income distribution.

The establishment of strongly competitive industrial systems
appears to be associated with a relative scarcity of natural resources, both
in the market-economies and in the centrally-planned economies. It
seems that the most difficult economic task a society can undertake is that
of building an industrial system based on national enterprises that are
able to meet the needs of different markets, in terms of quality and costs,
especially when markets of developed countries in high- technology
sectors are involved. It seems to be a task that is undertaken only when no
easier option is available, as would be the case, for example, if the country
had rent obtained from natural resources or if it enjoyed a position of
international leadership that would enable it, through its financial servi-
ces and the attractiveness of these to capital from the rest of the world, to
counteract the gradual decline in the competitiveness of its industrial
systems, which had initially been very advanced. This would be the case of
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the United Kingdom, in the first place, and, after World War Il and to a
different degree, of the United States.

The strictly economic dimension is not sufficient to explain the
differences we have noted in the various cases, especially those of coun-
tries that have different geopolitical environments and cultural uni-
verses; this means that we must include in the analysis those dimensions
which have to do with historical processes and the social, political and
cultural environment. In the strictly economic sphere, the relationship
between equity, austerity, growth and competitiveness would appear to
explain the success of some countries. Competitiveness reinforces equity,
legitimates austerity and supports growth, unleashing the self-
reinforcing cycles which follow. When some of these elements are
missing, the process is delayed or modified, independently of the socio-
economic system involved, by a failure to transform the agrarian struc-
ture, excessive luxury consumption or the easy use of a rent produced by
natural resources or an international position of hegemony. Dynamism
then becomes only sporadic in some cases, and in others, is asymptotic to
stagnation.

We must now take up again the question of Latin America’s "empty
box” and the region’s inability to open the “black box™” of technical
progress; to this end, we shall compare the three largest countries of
Latin America (Argentina, Brazil and Mexico) with the three largest
countries which appear in the box where equity comes together with
growth, i.e., Republic of Korea, Spain and Yugoslavia. They all have
relatively large populations: Yugoslavia, 23 million; Argentina, 30 mil-
lion; Spain, 39 million; Republic of Korea, 40 million; Mexico, 80
million; and Brazil, 138 million. In almost all except Spain, per capita
income is currently around US$2 000; in Spain, it is twice as high, but
considering the differences in population, Brazil, Mexico and Spain have
a product which is of a comparable order of magnitude; Republic of
Korea is simiiar to Argentina; and Yugoslavia would be equivalent to half
of these latter two countries.

2. Absorption of technical progress and participation
in the international market

The three countries that meet the requirement of equity with growth
have as their distinguishing features a deficit of natural resources and a
manufacturing surplus, which in the case of the Republic of Korea began
during the 1970s and in Spain and Yugoslavia, during the 1980s. In Latin
America, Argentina participates in international trade fundamentally
with its agricultural products; Mexico, since the mid-1970s, with oil; and
Brazil has an agricultural and mining surplus and, since 1982, a surplus in
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the manufacturing sector as well. Brazil shares an energy deficit with the
three extraregional countries. Its manufacturing surplus seems to have
followed the ups and downs caused by the decline in the domestic growth
rate in 1983-1984, the sudden boom of imports from the United States in
1984, the relative fall of the domestic market in 1985 and the rapid
growth of the domestic market in 1986. The issue of Brazil’s manufactur-
ing surplus is still a matter of discussion, but there is no question that this
country, contrary to the other Latin American ones, is now reaping the
fruit —the dynamism and competitiveness of its industrial sector— of its
20-year-long effort to promote industry and technology.

The structural change of the industrial sector (figure XXII) is
different in the three Latin American countries studied. Argentina, with
a profile very similar to that of the United Kingdom, has undergone
deindustrialization in a wide variety of branches of industry, during a
time of stagnation characterized by a very low growth of labour-intensive
sectors using cheap labour, such as clothing, textiles and footwear, a very
minor role of the sectors that make intensive use of technical progress,
such as capital goods and plastics, and a certain relative importance of
steel and basic chemicals; this is a case of stagnation with
deindustrialization.

Mexico, with a relatively high growth rate, also began the 1980s
with a strong process of deindustrialization and a notable articulation
around the axis of petroleum and its by-products, with very little partici-
pation of capital goods and slow growth of labour-intensive sectors, but
with the steel sector still holding ground.

Brazil, the most dynamic country of the region, has stressed the
chemicals sector, has developed non-metal mineral products possibly
linked to the expansion of the physical infrastructure, and has seen a
strong development of electrical machinery, some deindustrialization
during the 1980s in non-electrical machinery and a considerable growth
of textiles and leather products associated partly with the increase of
exports. In this case also, as in Argentina and Mexico, the food industry
has remained relatively dynamic, stimulated by a high population growth
rate in Brazil and Mexico and by an excellent supply of natural resources
in Argentina.

A comparison of this situation with that of two extraregional
countries shows some significant differences (figure XXIII). In the first
place, the Republic of Korea, the most dynamic one, more than doubles
the rate of the most rapidly growing country in Latin America, Brazil; in
the Republic of Korea, growth clearly centres on electrical equipment —a
reminder of what characterized sectoral change in Japan— and steel and
non-ferrous metals, with leacther products and textiles playing an impor-
tant role; these are labour-intensive and clearly export-oriented
categories.
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Figure XXII

ARGENTINA, BRAZIL AND MEXICO: STRUCTURAL CHANGES
IN INDUSTRY, 1970-1987 '
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Figure XXI1

REPUBLIC OF KOREA, YUGOSLAVIA AND SPAIN: STRUCTURAL

CHANGES IN INDUSTRY, 1970-1987
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Spain, the most developed of all the countries considered, has a
moderate growth rate, characterized by a marked effort at industrial
reconversion; industries such as non-ferrous metals, metal products,
transport equipment and non-metal mineral products lost their relative
importance during the 1980s, and their position was taken over by
branches such as leather products, paper products and printing, rubber
products (associated to some extent with the fact that Spain has been
chosen as a site by European automobile suppliers), and plastic products.
Yugoslavia, whose dynamism is comparable to Brazil's, has a much less
specialized profile, with relatively uniform growth and a wide variety of
branches, including, in addition to the classical categories of chemicals
and plastics, non-electrical machinery, electrical machinery and transport
equipment; it maintains its dynamism in the traditional sectors of food-
stuffs, clothing, footwear and leather products, in which it is similar to
Italy. ~

An analysis of the participation on the world market of engineering
products, a category which is important because of its high content of
technological innovation (figure XXIV) brings to light the growing and
sustained participation of the Republic of Korea and Spain, which in the
mid-1960s had less than 0.2% of the world market, and in 1984 achieved
a share of more than 1% (Spain) and 2% (the Republic of Korea), which
is similar to the participation of Sweden and the Soviet Union. Yugosla-
via’s share began to rise in 1980. By contrast, Latin America’s share is
marginal, less than 0.2% for Argentina (which in 1987 celebrated the
centennial of its Argentine Industrial Union, so that one could hardly
consider it a new industry) and Mexico, which despite its nearness to a
market that is eager for industrial imports (the United States), has for 20
years maintained a share of around 0.5% of the world market. Brazil
grew steadily between 1970 and 1980, and has been relatively stable
during the 1980s.

Perhaps the most remarkable contrast is the one between Argen-
tina and the Republic of Korea, which have comparable domestic
markets, similar populations, and similar per capita product levels, and
which both began in 1965 with a share of less than 0.1% of the world
market. While Argentina has maintained that position almost con-
stantly, the Republic of Korea has raised its share to 2%. This is the
essential difference between a country in which the absorption of techni-
cal progress in the industrial sphere, goes hand-in-hand with a desire to
conquer international markets with high-technology products on the
basis of national enterprises, and one which sits back to survive comforta-
bly with a high standard of living based fundamentally on the rent
produced by its natural resources. This situation also obtains, perhaps
with some differences of scale, in the case of Mexico.
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Figure XXIV

SELECTED COUNTRIES: ENGINEERING PRODUCTS
WORLD MARKET SHARE, 1965-1984
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In the cases of Spain and Yugoslavia, we must bear in mind that they
are close to a rapidly growing market, the European Common Market,
which Spain has just joined. This may explain some of the industrial
progress of these countries, but the contrast between these two countries
and Mexico, which also has privileged access to a large market (the
United States) and could have performed similarly, shows that this factor
has only limited value as an explanation for the differences in growth.
Internal factors must also be considered to explain these different perfor-
mances, especially in view of the fact that during the period under study,
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all the countries considered had some fundamental features in common,
The first part of the period (1965-1975) is one of rapid growth, and the
second is one of greater intensification of international competition,
along with slower growth, but for countries with such a marginal share, it
still had encouraging possibilities.

An analysis of the evolution of the industrial competitiveness of
engineering products (figure XXV) reaffirms the trends suggested by
the analysis of participation in the international market: the Republicof
Korea, Yugoslavia and Spain saw a steady growth of competitiveness in
these products having a high technical content, from 1970 on in South

Figure XXV

SELECTED COUNTRIES: ENGINEERING PRODUCTS
INTERNATIONAL COMPETITIVENESS, 1965-1984
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Korea and from 1965 on in Spain; in other words, these countries, whose
exports of capital goods at the beginning of the period covered 10% of
the corresponding imports, managed, in 20 years, to cover almost 80% of
imports. During this period, these countries absorbed technical know-
how, incorporated it overall in their national enterprises, especially in
the Republic of Korea, and projected it towards the international market.
These figures throw light on the evolution of productivity in these
countries and on their ability to disseminate that productivity to indus-
trial activity as a whole.

In Latin America, levels of competitiveness remained stationary in
Argentina and Mexico between 1965 and 1980, except for the period
1970-1975 in Argentina, which appeared to begin a process of rapid
industrial learning but which subsequently, as a result of well-known
internal events, returned to its previous position.

Considering the recent evolution of competitiveness (figure XXV)
in Argentina, Brazil and Mexico during the 1980s, it is important to bear
in mind that during this period, growth declined considerably, along with
imports of capital goods. Especially in Argentina and Brazil, imports in
these categories between 1980 and 1984 fell by almost one-third, and in
Mexico by 60%; in the meantime, exports in these categories remained
almost constant, except in Mexico, where they grew considerably during
this period. The increased competitiveness of Argentina, Brazil and, toa
lesser extent, Mexico during the early 1980s is therefore due more to a
drop in imports than to a major improvement in competitiveness in
these categories. In the Republic of Korea, on the other hand, imports of
capital goods almost doubled between 1980 and 1984; in Spain, imports
and exports remained relatively constant, and in Yugoslavia, where the
impact of the crisis was also felt sharply, imports were reduced, and
exports remained at the same level, so that the index showing an increase
in competitiveness of that country is also relatively spurious.

Thus, a fundamental distinguishing feature of the Latin American
countries, especially Argentina and Mexico, and of the Republic of Korea
and Spain, is the fact that over the past 20 years, they have undergone a
process of incorporation of technical progress, not only through the
physical transfer of information to those territories, but also through its
incorporation into products geared both to the domestic and to the
international markets; in both cases, there was a strong proportion of
exports to the markets of industrialized countries. Brazil seems to have
some similarities with the Republic of Korea and Spain as regards
competitiveness in sectors having a high content of technical progress,
but it is different with regard to the very central element of the distribu-
tion of the benefits of that technical progress to society as a whole.
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3. Pattern of industrialization, growth and equity

In comparing consumption patterns and industrial competitiveness with
the objectives of growth and equity (figure XXVI), one is struck by the
fact that the three extraregional, recently industrialized countries have a
much higher degree of equity than the three Latin American countries.
This higher level of equity is associated with higher levels of dynamism
and industrial competitiveness as well; not only is greater equity not
incompatible with dynamism, but it coexists with levels of dynamism
that are much higher than those of Argentina and Mexico, and compara-
ble to that of Brazil.

Leaving out the consumption level of Spain (which has a per capita
income twice as high as that of the other countries), it should be noted
that despite the differences in income distribution, the density of con-
sumption is similar in the five countries, ie., the concentrated income
distribution in the Latin American countries makes it possible for
middle-income sectors to have a consumption pattern equivalent to that
of societies with much higher incomes. The 13 million Brazilians and
7 million Mexicans who have an average annual income of US$10 000
adopt and disseminate a consumption pattern that is copied from the
developed societies, adjusting the physical, energy and communications
infrastructures to fit it. The 52 million Brazilians or 28 million Mexicans
who have an average annual per capita income of US$350 are largely
excluded from this consumption pattern, but do not prevent the develop-
ment pattern from responding to the expectations of the élites.

A remarkable contrast may be seen in the case of the Republic of
Korea, where high levels of dynamism, equity and competitiveness
coexist with a much more pronounced austerity than in the other coun-
tries considered. This difference becomes particularly important when
one considers that automobile density is being used as an indicator of
consumption patterns, and that this is a product in which the Republic of
Korea, with its national enterprises, has developed a substantial volume
of exports, especially to developed countries like the United States and
Canada. The Korean élite, despite their authoritarian nature, are clearly
aware of the fact that it is very different for a country to develop its own
production of goods that are characteristic of the developed countries in
order to compete on the markets of those countries, than to reproduce
consumption in those categories at the domestic level. An illustration of
this policy of harmonizing the gradual dissemination of consumption
patterns with the objectives of growth and competitiveness is the case of
colour television sets. Around 1981, Korea was already a large exporter of
those products, but their consumption was restricted on the domestic
market. The official explanation was based on the idea that to prema-
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Figure XXV1
SELECTED COUNTRIES: STRATEGIC PROFILES
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turely disseminate those products which the country was just beginning
to produce for export to the rest of the world would have brought about a
deterioration of the savings capacity of Korean families. This clearly
shows the distinction between the conicept which the Latin American
élites have of the dissemination of the consumption pattern of the
developed countries and the view held in the Republic of Korea. In Latin
America, the ideal is to reproduce at the top of the incdme pyramid the
consumption pattern of those countries, without any major concern
about the situation of the population that would be excluded, much less
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about the possibility of attaining competitiveness on the international
market. The relationship between the importance of consumption and
the relatively low level of equity for the three Latin American countries
brings to mind, with differences of income, the pattern of the United
States, and the same is true of the elements of competitiveness in
Argentina and Mexico. These are patterns in which the predominant axis
of consumption is associated with a relatively high level of inequity,
especially in Mexico and Brazil, and a low level of competitiveness in
Argentina and Mexico.

In Brazil we see a hybrid pattern in which consumption follows the
United States pattern, and competitiveness and dynamism follow the
example of Japan, there being a non-transferable pathology in regard to
equity. The second development plan, drawn up in 1974-1975, might be
summarized in terms of the following goal: “Brazil wants to be Japan”. In
drawing up this plan, the similarities between the two countries in terms
of population were explicitly mentioned, and emphasis was placed on the
more favourable position of Brazil as regards the availability of natural
resources. Mention was made of the importance of completing Brazil's
industrial structure by developing widely used inputs and capital goods
which had lagged behind.

This description, which covers the period 1960-1979, would have
been different if the 1980s had been included. The diagrams showing the
position of the Latin American countries would have shown changes for
the worse: dynamism fell, the adjustment carried out, especially during
the period 1980-1983, led to a high probability of accentuating the
already deficient income distribution, and competitiveness did not
increase significantly, especially in Argentina and Mexico. On the other
hand, consumption, symbolized by automobile density, despite the
decline of the period 1980-1983, was revived during the period 1984-
1985; the diagrams for Argentina and Mexico would have come closer
and closer to showing a dominant axis of consumption with a reduction
towards the origin of the other three dimensions.

Brazil lost dynamism and equity, but maintained, and increased,
since 1984-1985, its competitiveness, keeping consumption at full level.
In brief, the contrast between the Latin American countries and the
newly industrialized extraregional countries would appear much more
unfavourable for Latin America if the 1980s had been included.

Around 1986, the GDP per capita of Latin America had fallen by
approximately 11%. With all the exceptions arising from the character-
istics of the different countries, the questions regarding the international
economy and the high degree of indebtedness, an optimistic hypothesis
for 1990 would be to recover the 1980 level of per capita income,
although income distribution would surely be even more unfavourable
than that described here. A decade would have been lost but, in addition,
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the social tension associated with the uneven distribution of the cost of
readjustment would also have increased. All this would not have had any
effect on the growing importance, both in actual fact and in expectations,
of a consumption pattern which is beginning to prove difficult to sustain
even in the country where it originated.

While it is true that the external debt on which attention has been
focused over the last few years is a significant obstacle to the recovery of
growth, it is no less true that what is really at stake in Latin America is the
development pattern itself, which needs to be reformulated. Indeed, not
much would be gained by eliminating the external debt problem if the
countries resumed a pattern with the aforementioned characteristics.
The “empty box” —which seems even more difficult to fill, since the
1980s, for countries that combine dynamism with disarticulation or
relative articulation with stagnation— represents a development pattern
which cannot realistically be considered capable of surviving the crisis of
this decade.
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VII. CONCLUSIONS

Among the lessons to be learned from this exploratory exercise, it seems
worthwhile to stress the following:

® The soundness of a country’s participation in the international
market is closely linked with its ability to add intellectual value to its
supply of natural resources. It would be naive to aspire to a strong
position on the world market without incorporating technical progress
into those resources. The fact that a country has natural resources does
not mean it has to give up the rents these can bring, but it is essential that
such rents must be applied to the transformation and modernization of
the agricultural sector and to the strengthening of an industrial sector
that is able to increase its share and its competitiveness on the interna-
tional market.

® The widely disseminated idea that there is a law of compensation
between growth and equity does not hold up under examination of the
empirical evidence in a wide range of national situations. It is true that
within Latin America, the two objectives have not coincided and that
countries with greater equity have had stagnation and countries with
great dynamism have not had equity, but this localistic approach to the
relationship between the two objectives is refuted by a comparison of the
Latin American pattern and the patterns of other regions having differ-
ent socioeconomic systems and levels of development. Contrary to the
case with sporadic growth, sustained growth calls for an equitable society
that is well-articulated internally, creating the right conditions for a
sustained effort to incorporate technical progress and raise productivity
and hence, growth.

® As long as the élites of Latin American societies continue to set
their hopes on the short-sighted and prosaic goal of copying, at the top of
the income pyramid, the lifestyle of the developed countries, ignoring the
fact that even the United States, where this lifestyle originated, is already
having difficulty sustaining it and, moreover, trying to propagate it as a
collective goal to the rest of society (adjusting the structure of land use,
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energy, transport and communications to that objective), the situation
might well change unpredictably, so that while today there is an empty
box, it might be that tomorrow the fullest box would be the one showing
stagnation with social disarticulation.

® The opening of the black box of technical progress is a task which
goes beyond the scope of industry and entrepreneurship, and becomes a
part of an attitude on the part of overall society with regard to this issue.
This new activity, in which creative imagination is valued by society, i.e.,
the search for formulas that will respond to a country’s shortcomings and
internal potentialities, calls for a change in the élite who shape the values
and orientation that are disseminated throughout society as a whole. It
would be difficult to establish compatibility between a leadership which
is strongly influenced by rentier sectors and financial intermediaries,
either private or public, and the dissemination throughout society of
values in which internal shortcomings and potentialities become the
leading axis for economic and social transformation. The growing dis-
semination of modern objects in Latin America in no way changes the
weakness of the traditional social relations into which these objects are
incorporated. How modern a society is has less to do with the objects that
are disseminated within it than with the modernness of its institutions
and of the relationships on which the design, acquisition, selection and
evaluation of the usefulness of those objects are based.

o It is difficult to conceive how the countries of the region will
handle the task with which they are faced, of changing not only the
economic structures but also the concepts which the different strata of
society have of the challenge before them and how to meet it, unless the
forces of the different social strata are able to work together wholeheart-
edly in the search for solutions. It is difficult to believe that there will be
any change for the better unless Latin American societies become demo-
cratic, and allow the active and permanent participation of those who
thus far have not benefited from the development pattern followed.
Nevertheless, we must not forget that there is no guarantee that the
democratization process will be able to legitimate itself economically ina
context such as the one described above, nor can it be guaranteed to
respond quickly to the shortcomings currently being faced. Democratiza-
tion in some countries of the region has partly been a reflection of the
inability of the authoritarian régimes that preceded it to solve those
problems, and it would be naive to assume that the symbolic goods that
democratization disseminates can continue for much longer to make up
for the concrete solutions which some of the problems urgently require.
Consequently, the medium and long- term potential of the democratiza-
tion process is at odds, over the short term, with the urgent need to find
forms of legitimation in fundamental sectors.
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® The above necessarily leads us to consider the possibility of
having access to resources from the developed countries, in order to
support this recovery. So far, emphasis has been placed on the impor-
tance of internal change and it has even been suggested that external
financial aid would not be appropriate if it simply led to a prolonging of
the former development pattern. However, the economic, social, politi-
cal and cultural transformation that is required in Latin America, which is
supported by internal effort, requires a complementary external support.
If the surplus countries, i.e., those that are able to channel resources
outside their own boundaries (Japan and the Federal Republic of Ger-
many, mainly) take no interest in the situation of the developing coun-
tries and continue, as in recent years, centering their attention on the
possibility of resolving the disequilibria among them, especially in view
of the United States’ deficit in its external and fiscal positions, they may
indeed find some formula for civilized coexistence among themselves,
turning their backs on the increasingly dramatic situation which is
developing in the southern hemisphere. The main debtor country, the
United States, would have to take the necessary measures to live within
its means, and the surplus countries, instead of orienting resources to
maintain the United States consumption pattern, should direct them to
the southern countries. It is extremely important that those countries
undertake, on their own, certain economic and social changes that would
enable them to absorb those resources so as to transform their develop-
ment patterns, and those resources should allow for compatibility
between the short-term requirements associated with the current crisis,
generating changes that will make it possible to fill the box which now
stands empty.

® The sequence which seems to emerge from the study is the
following: equity, austerity, growth and competitiveness. Thus, the real-
ity is different from the theory, which starts with competitiveness and
does not stress the technological content of exported goods, in the view
that growth will follow from the dynamic effect of the international
market, which would gradually incorporate the previously excluded pop-
ulation. Both experience and internal and external political and economic
considerations show that in Latin America, it will be increasingly difficult
to put off dealing with the issue of equity, even though this will mean
bringing up unpleasant issues from the past which seem to have been
overtaken by modern developments.

® An important factor in the generation of resources in the north
and in the way they are utilized in the south, is the reduétion of expendi-
tures on armaments. In the north, there seems to be a reverse relation-
ship between industrial competitiveness and the war effort, which
suggests that a reduction of expenditures on armaments would facilitate
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throughout the world. Consult your bookstore or write to: United Nations, Sales
Section, New York ar Geneva.

COMMENT SE PROCURER LES PUBLICATIONS DES NATIONS UNIES

Les publications des Nations Unies sont en vente dans les librairies et les agences
dépositaires du monde entier. Informez-vous auprés de votre librairc ou adressez-vous
a : Nations Unies, Section des ventes, New York ou Genéve.

KAK MONYYHTH H3IAAHHA OPTAHHJIALHH OB BEAHHEHHAIX HALLHHA

Hoaauus OpranHszaunn O6beantennnix HalHA MOXHO KYNIHTL B KHHXHBIX MAra-
3uHaxX M aredTCTBAX BO BCeX pafioMax mupa. Hasonure cnpasxu o0 HIZaMusAX B
BauleM KHHXHOM MArajWHe HIM NHIWIKTe fI0 aApecy : OPraHH3aUUA OO BeqHHEHHBIX
Hauuh, Cexuna no npoaaxe Hagannf, Huio-Flopk snu YXenena.

COMO CONSEGUIR PUBLICACIONES DE LAS NACIONES UNIDAS
Las publicaciones de las Naciones Unidas estin en venta en librerias y casas
distribuidoras en todas partes del mundo. Consulte a su librero o dirfjase a: Naciones
Unidas, Seccion de Ventas, Nueva York o Ginebra.

Pubtications of the Economic Commission for Latin America and the Caribbean (ECLAC) and those of
the Latin American and the Caribbean Institute for Economic and Social Planning (ILPES) can be

ordered from your local distributor or directly through:

United Nations Publications

Sales Section, — DC-2-866 Sales Section
New York, NY, 10017 Palais des Nations

USA

1211 Geneve 10, Switzerland

Distribution Unit
CEPAL — Casilla 179-D
Santiago, Chile

United Nations Publications















PPN P LY
;,/ \.( a‘u- oy
o N6 \u ‘

/‘ . ‘,
] J'\) ad ‘1 )W
(‘:I“ W / ‘ (g N I‘ -
heLs ,»(( ; ,x W e
i Wy !

3
s ~\‘\.
3 8 L y
'~(~.,;\q, o ,\\Jn . A L B2 ) ‘/ :,{
o ﬂ/l.l;kcr‘/{\)k( \er \':‘\N' ORI et ] ) 5»{‘ “ 9\‘ Juy,
o i . PR ; kY
LA v oy > N i r/"') “&
,q‘&“é‘ ”»;‘
L",A
u"J.M“ R . ol %
.un.. u("'l.l\‘ AN
N (..‘;
\, .
S

" N .

i NG ‘ S(‘ Lot s . \. o .\A‘. ,r.’ “k'“' e

J;I.‘ pos liJ AR N R L \ . e,
s,

5.
{.\\iﬁ
2
.3“ .mr \‘
/ s : "
kM U W }1 ‘f{“ﬁéff
\\l 'j ) \
v /4 o g
.\!nw o,

o f o .
"il 1, 'r'-lﬂi"; /"; . Ray

. u(‘ --n}’” Ny
: "'\n( oyt ,{‘ ':f‘(\\f
".«'.', ,‘\\.&.'
) y e J“H\\
a («15 agh

Y
‘ \. /.“ " ‘,l-"(\:ﬂ X
g R

e 180 . o . b
s AR S RN MR T g W) AT g
v e R AT B - -d f‘l

; 5\"-4,,«,/ “n s
W{\ mJ'\ .,.,"’ R TR .}\. foleoy m"‘x\\us‘ v ‘W) r’\

W
AN "'m

A lf'{/{(@\{ c 4 v\éuo/

R
3 l‘/"‘ff"\:)\
“\

(N
yn' @ \"“

" \ B
o . g Sy N
i"’:\if\\(ﬂ o «; .\1 ; ,/ {,‘;"\:‘

.
'\""{\‘l
\5\‘1 o o - S o
zw R T : g s ‘
J\ N "‘ pv ey (R i d S AT, S‘M\ K 'a\‘\"ﬂ'
e { 'j‘ 77 b e "’r"f,)\[ \j'

e

S A

B ""m,. ' A"(u

R G L 9

k\\{fi:; '»‘-“1"4 o n‘ (;,\'r,‘%‘“{\ x,/‘.S o
NN 4 \A )“*»/ML .:\,.,\“,‘,;"f

VA

A

- ol gfoel
e, '\l“(‘ K ?”1'
n"'f“ \. ey S, . o " ) LN ”l»}y{» 2 _”ul 4},‘)‘ <G
o 3"« N hl AR x e ' ”‘“““‘"“k" ,S' |3 R 3 LN
: n{ "{&‘ ~¢L " A l ‘ e L ,( e ’W‘l Y ‘ (l SAL

n,

s by
‘,‘\r‘l)»y,( ’\I‘\r y
ust1990 2.1

Un
AT o

3|ssu 102572795 ~158N13] :
" 4,,\. V\\«)'mJ .\‘,\‘( 3 « g Al Nl bagle
H,/,v I‘(,( ‘\‘ el - !] K - : (¥ ‘h, 3{

o

5 A
Jt,.. Nt’ \-ll
Vo S0y e



