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INTRODUCTION

A theory of spatial population distribution must satisfy two require-
ments. First, it must throw light on, or give a coherent explanation of,
the causal or historical processes which have led to the prevailing popu-
lation distribution, Second, it must provide a set of structural relation
ships between social, economic and political variables and population dis-
tribution, so as to provide a basis for policy formulation. Accordingly,
a theory with a claim for relevance must account for complex interactions
which cannot be Qnalyzed with the tools of just one discipline. The purpo
se of this paper is to sketch out the elements of such a theory. First,
it explains the prevailing population distribution in Latin America (and
in other developing regions) in terms of import substitution policies
carried to an excess, because of the misapplication of an historical para-
digm for development, and a failure to take into account the role of inco-
me distribution in development. Second, the theory provides a correspond-'
ing set of structural relationships between variables potentially subjecﬁ
to policy control, such as prices, wages, subsidies, employment and income
distribution, and population distribution. Finally, it suggests a deﬁelog
ment policy which would combine economic growth witﬁ equity, and outlines

the political obstacles to its pursuit,



It goes without saying that the complete elaboration of such a theory
will require much additional work before it can be called complete.l/ But,
even though it is not combined wigh_gmpirical analysis, it is based on
well known and generally observed éﬁeﬁomeﬁa which would not be disputed
either on ideological or empirical grounds.zl Hence, the isgue is one . of
‘{nterpretation and analytical coasistency. Furthermore, whereas the ‘con -
clusion of“the-arguméﬁtrib'that the‘deéelbbment effort has to ﬁe reofiqu
ed toward rural and agricultural advancement, the goai'ié.hot | rural

dévelopment, for its owm sake, but the attainment of both urban and rural
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devélopﬁéht; sich that 1t ‘should be possible to combine economié - growth

the elements diséussed under "Thesis 2" of the very useful - ' preparatory

" document prepared by Guillermo Geisse and ‘the designation Modelo Rural un

der "Thesis 5n may be misleading.3/

1/ 'Elements of the analysis presented here ‘are elaborated fn ny | papers-

V{ "On the Paradigm for Economic Development', World Development, January
- 1974, pp. 1-8; and "Critique of Dévelopment Planning in Private Enter-
prise Economies", Indian Economic Review, October 1974, pp. 133-148
2/ Such typical phenomeéna are, among others, the protection accorded
industry but not to agriculture, distortion of the domestic terms of
' ‘trade between industry and agriculture to favour the former, -increased

dependence on food imports and industrial mainteRance imports, the
prevalence of industrial exceéss capacity, etc.

3/ 0Ocho_ Tesig sobre Planificaciln, Desarrollo v Distribucisn Espacial g
1a Poblacién, DS/28-3, CELADE, Santiago, Chile, January, 1978.

vith equitable income distribution. In fact, my argument shares mahy""ofi



I. HISTORICAL BACKGROUND

With few exceptions, efforts in recent decades to motivate, or to bring
ab;ut national economic development have failed to recognize the fundamental
importance of improving the lot of the rural populations.in situ, i.e., with
in" the rural sectoraAthemselves. Even where land reform . was enacted or
implemented, the beneficiaries did not receive adequate technical and finan-
cial support, and those who did not benefit from the reform were left to
fend for themselves. . The emphasis has been on urban industrialization bring
ing about a net outmigration of the populations from rural to urban areas.

Policy makers have agsumed that the agrarian problem -rural poverty and
unemployment- would be resolved. in time by a gradual transfer of the rural
populations to urban indugtrial and commercial occupations, This assumption
has been based on the misinterpretacion of the relevan;e of the historical
experience of the currently industrialized world with the result that even
now development theorists insist on using the proportion of labour in non
agricultural occupations as an important indicator of relative « economie -
advancement., It has been ignored or neglected that a vigorously growing or
well established rural-agricultural sector had been the pre-requisite of the
development of the currently industrialized nations, and that the . economic .
interac;ion of the urban. and rural sectors has been fundamental to sustained
urban industrialization. As recognized by Cuba .and China, nothing could be .
more detrimentral to the design of development than such a neglect. And it
is because of the same neglect that industrial excegs capacity {s so preval

ent i{n the developing market economies.



Be that as it may, conditionsIEOt development are different today from
what they used to be it the 19th century. Neither the abundance of resource
rich, underpopulated area§ which Wefe open for settiéméﬁt (or forcible appro
priation) by European ﬁophl&ti&ns; nor the favourablé conditions for capital
movements which prevailed in the iOth céntury are availsble for the benefit

- of the'currgntly developing natious. Hence, those relationships - between
migration, new earning opportunities for the lowest income groups, and
supply and demand, which first motivated investment and led to the. develop-
ment of the currently industrialized nations -including Soviet Russia and

_Japan- are not presgent either. Other approaches are called-for.ﬁ/

- In Latin America the tendency to emulate the historical experience. of

.,/ the already industrizlized countries-hashbeenrreinforced by the Prebisch doc
ktrine. As is well known, tndustrialization has been promoted, and the deve-

lopment of the agricultrual sector has been discouraged by-conscious i{nter-
vention -through protection and other means- because of the fear that the

terms of trade in international exchange would favour the producers of indus

trial goods. The argument -which rests on the assumed low average ~income
elasticity of demand for raw materials and-staéles- ignores - the .demand
effects of income redistribution in favour of, or rapid income growth, in

the lowest income .groups.

Ironically, it has been the pursuit of the above policies which has led
to an increasing dependence on trade and the balance of payments. Th; regio
nal food grain export surpluses have gradually diminished, .and in 1976, for
the first time, Latin America has become a net food grain importer. Had the

policy makers of Latin America turned to their interior regions, . and

4/ See Léﬁfeber,v "On the Paradigm for...;",.og. cit.
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encouraged food production as the logical means for the development of their
rural sectors and the improvement of the living standards of their own 1low

income populations, the strength of external dependence would now be signifi-

cantly lower.






II. STRUCTURAL DISTORTIONS AND CONSEQUENCES

Whatever the original causes for an urban industrialization policy and
the neglect of the rural sector, it has had certain irreversible consequen-i
‘ces. First and foremost has been the growth of urban concentrations fed by‘
thé flow of cheap labour from rural to urban areas at rates higher than .
could be absorbed by industrial and commercial growth. Hence, there has
been unemployment. Second, the process of indu#ttialization has required
the maintenance of low wage good prices, which, in turn, was brought about
by artificially distorting the domestic terms of trade between staples and
industrial goods to favour the latter. 1In countries with a relatively
abundant foreign exchange supply, such as Chile and Venezuela, this could
be readily accomplished by protection accorded to industry but no to agri-
culture, so that these countfies, formerly net foods exporters, became net
foods importers. Elsewhere, such as Brazil, commeréial imports combined
with large contributions of food aid were used to keep grain prices at 1low
levels., As a consequence, the profitability of agricultural production for
domestic consumption Qas advergsely affected with corresponding implications
for investment and development in the rural sectors.

The effect on profitability has not, however, been uniform. Lavxge far
mers could take advantage of modern methods of production even when emall

farmers could not.= 3/ The explanation is not that large farm units

5/ See e.g., R.A. Berry, "Special Problems of Policy Making in a Technolo-
gically Heterogeneous Agriculture: Colombia", in L.G. Reynolds (ed.),
Agriculture in Development Theory, New Haven, Yale University Press,
1975,



necessarily enjoy ‘some inherent techmological:advantage or'scale economies.
Differential credit conditions, and direct and indirect subsidies for the
use of capital (special foreign exchange rates and exchange allocations for
the import of capital goods and manufactured inputs), i.e., measures design
ed to promote urban industrial investment, could also be exploited by large
commercial farm operators to mechanize and thereby displace labour. Thus,
in countries where larger/farms have not been broken up, agricultural pros-
perity has been confined to them with the help of these subsidies, .‘ while

he small farmer, who could have attained a measure of profitability only

with an undistorted price structure and terms of trade, has suffered And

herein lies the eyplanation of an otherwise puzzling phenomenon, i.e.,' tbe

political support given by larger land owners and farm operators to - poli- &

cies vhich, in over all terms, seem to discriminate against agriculture.
| The distortion of the tems of trade has had disastrous consequences.
First, it has been the primary cause of rural unemployment and subsequent
migration to urban industrial concentrations, because a) it has encouraged
! the substitution of capital for farm labour and b) it has inhibited | "the
Lprosperity of smalllfarms where capitalization was not possible. Second, it
has promoted the use of imported capital equipment and manufactured inputs
beyond what is economically warranted by the relative availability | of
labour and hence, it has placed a burden on the balance of trade.v Third
it has inhibited ‘the broad baaed development of agricultural production for
domestic consumption, thereby shifting a significant part of the food
supply for domestic consumption to the import sector. . This, in turn, | hss
also increased the burden on’ the trade balance and led to increased depen'-

dence on external regources.
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But there are further implications which relate to the development of
the urban industrial sectors. As already indicated, the growth of this
sector has been helped along -in facé, subgidized- by discriminatory
policies against agriculture so as to maintain a cheap supply of labour and
wage goods. But by doing so, urban industry has also been denied one of
the most important stable outlets for its manufactured products, i.e., a
vigorously growing agricultural sector. Hence, the complementary inter-
relationship between the rural and urban sectors has also been destroyed.

The complementary between rural development and urban industrializa-
tion calls attention to the importance of demand or absorptive capacity
needed for sustained capital investment, What i{s true for urban industria-
lization is also true for agriculture. Investment and effort depend on the
growth of markets which permit the sale of outputs at prices which are high
encugh to warrant production. Plantation agriculture typically relies on
export opportunities and hence, it is dependent on the vicissitudes of inter
national markets., Stable and internally controlled markets can be assured
only for products which are primarily for domestic consumption. Further-
more, domestic markets which provide potential for broad based agricultural
development are those which cater to the needs of broad segments of the po-
pulation; these are primarily staples (grains and fibers) for consumption
by the lower income groups. But, in order to create these markets, the
purchasing power of the lower income groups must be increased,.

The discussion of economic policies for improving the distribution of
income and increasing the consumption capacity of the lower income groups
cannot be taken up here. It is sufficient to indicate that, in ad&ition to

land reform, increasing the demand for labour in productive employment and
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self employmenq.at~min1mumiacceptab1e~earning'fates is a fundamental part

of the p;rategy.ﬁl;zAnd since in most Latin American countries furalJlabour

is both .in abundant supply and -given.appropidte policies- can be directly

_channelled into activities which increage the?production'bfigoods for. 1low

income;copsumption,-gugh as staples and other rural products, development

strategy must focus on the problem of how to bring about a corresponding ru

ral transformation.

P

.

6/ See Lefeber, "Critique 'of Development Planning in Private Enterprise
Economies", op. cit., and "On the Paradigm for Economic Development",
‘ OE’ Cit. ’ o . . T P RN < T A .



" III. . REORIENTATION OF THE DEVELOPMENT EFFORT

Iy

if theée arguments are correct, the urban. industrial import substitut-
ing policy would have to be restructured so.as not to conflict with rural
develgpment, but to contribute to it., Import substituting agricultural pro
ductiqn has to be enqouraged,,so as to develop the high staple growing po-
tential of the Latin American countries, thereby liberating them from the
increaging dependence on imported food., If such a move were to be coupled
wi;h ipcome redistribution in favour of, or policies for rapid . -income
‘growth in the lower income groups, a primary goal of development would be
égrvgd, and the adverse terms of trade effects assumed by the Prebisch the-
éi;,need‘not_materialize. This is becguse the consequent increase in the
low income demand for staples, i.e., of persons whose desire for additional
staple congumption is not yeg,saturated, would offset the tendency for a
relatively slower growth rate qf such qemand when income - distribution
remain; constant,

1f the development‘strategy would be reoriented toward the building up
of the rural, agriqu}tu;al sectors,. at least some, and o possibly
considerable resources would have to be reallocated from the urban . indus-
trial to the rprgl,sec;ors.} Either the discriminatory system of protection
and other preferential treatment accorded to industry would have to .  be
écrapped, or agriculture -particularly staple production- would have to be
directly subsidized. 1In tge first case, industrial producers would direc-

¢tly lose. the advantage of the dbmegtic terms of trade artificially distorted
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in their favour, and indirectly in the second case, because the ' subsidy
would have to be extracted primarily from the urban 1ndugt:ia1 gector. In
either case, the advantage of agriculture and staples production would
increase relative to industrial activities. As a consequence, with increa
sing agricultural profitability'and'production, the rate of ufbaﬁ‘de;elop-
ment, and the no longer subsidized industiial investment and production
would at least transitionally slow down. Furthermore, the advantage ~ of
large farm opératdts over small holders would diminish, or bé - totélly
eliminated, because they could no longer benefit from éubsidies oiiginally
provided to support industrialization. '

Without subsidies favouring the uge of capital, its cost to produéers
relative to labour would increase, and urban iﬁddsttialhand'serQicé employ
ers would find it {n their interest to seek relatively less capital inten-
sive techniques and by investing in relativel& more laboﬁr‘intehsive linés
of activities and technologies. At the same time, large farmers would
also find it less profitable to use highly capital intensive techniques in
which subsidized machinery is used to displace unsubsidized labour. Hence,
in the long run, the demand for labour would also increase. Small farmers,

on the other hand, who typically rely on more labour intensive methods of

production, would not be at a digadvantage: ther relative increase in
domestic staple prices, combined with a more efficient use of labour
motivated by the elimination of capital éﬁbsidies, would make them

competitive with larger prbducers.z/ Because of improved rural earning

Z/ For references concerning the choice of techniques, labour mottvation,
and related matters see e.g., A.K. Sen, Employment, Technology and
Development, Clarendon Press, Oxford, 1975.
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opportunities and standards of living, migration toward urban industrial
regions would slow down, halt, or even reverse itself.

In the long rum, however, the reorientation of the development effort
toward the rural sector need "not imply the abandonment of urban industrid
sectors or even a necessary slowing douwn of the rate of industrial invest-
ment, But priority must be given to that type of industrialization which
is conducive to, and consistent with, a strategy of rural transformation.
This, incidentally, may also include heavy industrial investments in sig-
nificant measure, partly because the new famm technology does require
heavy industrial inputs (e.g., steel, cement and petrochemicals) and
because cottage industries ancillary to agro-industrial growth must also

be supplied with inputs. The point is that in contrast to the Western W
paradigm, where agriculture played a supporting role to urban industriali- i

zation, industrialization must now serve the needs of rural transformation.

And international trade must alsoc be correspondingly reoriented.“gl

8/ 1Llefeber, 'On the Paradigm for Economic Development", op. cit.
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© IV. TPOLICY OBSTACLES - -

The real question is how to effect the reorientation of the effort.
Changes with respect to protection, foreign exchange rates, .price
relationships and subsidies, i.e., policies vitally affecting' the
viability of the urban sector, are required. Such policy changes cannot

. be undertaken, or even conceived of, without extraordina?y poiitical con
trol which would have to be combined with carefully prepa:ed measures to
minimige transitional shocks. These could be considerable, because the
elimination of direct and indirect subsidies accorded to industry at the
expense of the rural sector would have major repercussions for the
entire urban economy.

With the change of the terms of trade in favour of agricuiture and
the transfer of vesources from the urﬁap to.tbe.§ura1 sector, the money
cost of industrial production would increase, profitability would
diminish, and the rate or urban industrial‘gpd other investment would
slow dovn or come temporaxi}y.;o a‘halt. Indus;r;e; w;thput a  proper
economic base, brought into existence and maintained with ghe hélp of
subsidies, would go bankrupt. Duving the transition from the érevailing
sectoral structure to another, in the process of resource :eallocation

~ to attain a different urbaqfrural balance, the demand fo; urban labour

would fall and an increase in the urban unemployment could be expected

to take place,
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Such changes in a private eﬁterpriée market eé&nomy would strongly and
adversely affect the interests of all urban classes; tﬁose of capitalist
owners and associated hiddie“qléssé#-fmanagerg,“a&ministrators and profes -
sionals- and of urban labour. 1In addition, ouners and managefs of large
farm operations who -as discussed above- now benefit from tﬁe prevailing
subsidies to capital, would also feel that their interests are adversely
affected. Hence, a triple alliance of powerful interest groups  fighting
against the rationalization of the development strategy would emergé"which
-being ‘composed of urban capital, organized urban labour and large - far-
mers- would cut acrogs more narrowly defined class lines or i{intevests,
Such an alliance doas not negate the existence of conflict between  urban
gmﬁloyer and urban labour when it comes to the division of the pie generat-
ed in the urban economy subsidized by the rural sector. But urban labour
naturally and undérstandably wants to defend its at best not very high liv-
%ng standard, particularly since it is conscious of the lack of adéquate 8o
gial insurance and other means of protection against unemployment and ab-
ject poverty. As a consequence, it would have a strong motivation to ally
itself -if not as deliberate policy, but de facto- with urban capital and
large farm interests so as to maintain its income position. 1In the = face
of such an alliance against the reorientation of the effort toward  rural
development, it is doubtful that it can be brought abbut without the exer-
cige of strong political control,

What can be done to resolve the problem of the distorted relationship
between the rural and urban sectors? Economic analysis can only identify
the structural distortions and suggest the direction of the 'neéessary

changes. The implewentation of corrective measures, i.e., the elimination

o

a
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of the distortions caused by discriminatory protection and price policies,
the reallocation of resources to permit a more equitable distribution of
the benefits from development -whether by the use of the price mechanism in
a private enterprise market economy or by any other means in any alterna-

tive soclal system- is a matter of politics and social political organiza

tion,
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V. CONCLUSION

The tecent history of Latin America shov that discrimiamation against
the rural sector has been a general phenomenon. in spite of the fact that
the ovetwhelming pgrt of the lov income populations coutinue to be turaL-/
Though in recent years tﬁe importance of fural development has been  in-
creasingly recognized, there is evidence that the rationalization of the
relationship betuveen the urban and cural secCors‘vould be resisted by domi
nant sectoral incerests, including urban labour, Efforts by governments
with inadequate political conttcl to lover ox to eliminate subsidies to vy
ban production énd'services, imports of gasoline and consumer goeds ~in ma
ny instances activities ovr goods of interest primarily to middle class con
sumers- have been resisted by middle elass students, urban houscuives, and
algo urban labour., Yet, the elimination of such subsidies is recuired for
rationalization of the structure of productioﬁ and fér more ecquitable in ~
come and resource allocation between income groups and urban and rural po~
pulations.

It is not’surprisiﬁg that urban labour should be less than interest-

ed in reorienting the development effort, even though long run prospects

9/ See e.g., Furtado, Celso, Economic Development of Latin America, Cam-
bridge University Press, Cambridge, 1976; R.C. Webb, Government Policy
and the Distribution of Income in Peru. 1963-1973, Rarvard University
Press, Cambridge, Magsachussets, 1977; Liisa North, "Political Conjung
tures and Agrarian Reform in Peru, The Latin American Research Work-
shops, I.C.I., (Mimeographed edition): Ottawa, 1977, and others,
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for development énd the welfare of rural labour and marginal migrant
classes are at issue, After all, in Mexico, Brazil, and more recently in
Chile, where the real wages of urban labour have been depressed, the
resulting income distributional changes were not between the urban and
_rural sectors and low income groups, but betyeen‘urbap 18@@9: and owners
of gapical., And every time the gold gtanda;d medicine,lor its latter dgy
equi#alent has been aplieﬂ‘tovsatisfy IMP regg;;emepts_ forlbalanée of:
~ payments assistance, or fq improve the baianﬁévof péymeﬁts -which ~kegps
, deterioratiﬁg ﬁot in the lgast‘because éflexcgsgive indusirfal_ . import
substitution made fpssible through discrimination against the)rural gec-
tor- its hurdeq,fa{lg on lébour and the lowest incoﬁe groups ip the form
of unemploymeqf. Ig»tﬁe light of this higtory, it is doubtful that w1th-
out sécia} insurance and the integration of laboq::ingo the decision mak-
_ ing process the restructuring of urban-rural relationships can‘bg ~ pos-
sible, étvléagt‘without cperéion, 4 | |

~ The caées“of thna and Cuba are instructive and relgvgpt. They have,
afte: abortivg\efforts at forced iﬁdqstriélizat@on, revérted to a develop
ment strategy which emphasizes the importance of rural  transformation.
Undoubtedly,.the reorientation of their resﬁective efforts was not with-
out political difficulties. They §ave‘done it, howgver, in a post revoig
. tlonary context where the congruent urban interests could be = overcome
through the exeréise ofmpotitical control. Furthermore, their need to
rely on the market mechanism is minimal. 1In countries where allocational
de;is%ons‘ére implemented attleéét partialli thﬁéugh‘fhe'markéfq -and
hefe.thé issue is not caﬁitalismwvs. other forms of _ political-econémic

organizatipn; but the way in which centrally agreed upon pfiﬁciples are

¥
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implemented- political control:must include the capacity to make effective

use of the price mechanism, Paradoxically, when it comes to restructuring

urban-rural economic relationships, ‘the politically radical policy pres -
criptions have -in the first round- several elements in common w;th the
IMF-World Bank of Chicago recommendations. .The difference is in . . the
attitudes and policies with respect to the distribution of the burdens of
the transition from one set of structural relationships to another and of
the benefits from the subsequent enhanced development opportunities.

One final point. It may be tempting to blame for the retardation of
the rural sectors, and for the concommitant growth of marginal rural and
urban populations, the dependent state of the Latin American republics, or
the multinational corporations, who may have a2 stake in maintaining capi -
tal and import intensive production in industry and farming in the economi
cally less developed nations. And there can be no doubt about it, they do
attempt to exercise their influence to maintain the status quo. 8o do the
U.S. State Department, and the governments of the grain exporting coun-
tries. But they have mixed motives, The U.S. government, along with
powerful international institutions, including the World Bank, are increas
ingly aware of the need to develop the domestic food production capacity
in the developing nations. Given that some, or considerable urban capital
and middle class interests would have to be sacrificed, it would be
interesting and useful to investigate the circumstances in which the U.S.
government would not oppose a reorientation of the effort toward rural

development,

——
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But when all is said and done, the éonduct of their domestic policies
in matters such as resource allocation between urban an& rural sectors
lies ultimately with the polity of the Latin American republics., Whether
through markets or other fé%ﬁs of economic organization, the required
policies are known. The problem is to break through the deadlock caused

by the dominance of congruent urban class interests.

\ ]
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