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Notes and explanation of symbols 
The following symbols are used in tables in the Review:

( ...) Three dots indicate that data are not available or are not separately reported.

( - ) A dash indicates that the amount is nil or negligible.

A blank space in a table means that the item in question is not applicable.

(-) A minus sign indicates a deficit or decrease, unless otherwise specified.

( ) A point is used to indicate decimals.

(0 A slash indicates a crop year or fiscal year, e.g„ 1970/1971.

(-) Use of a hyphen between years, e.g., 1971-1973, indicates reference to the complete number of
calendar years involved, including the beginning and end years.

References to “tons” mean metric tons, and to “dollars", United States dollars, unless otherwise stated.
Unless otherwise stated, references to annual rates of growth or variation signify compound annual rates. 
Individual figures and percentages in tables do not necessarily add up to the corresponding totals, because of 
rounding.

Guidelines for contributors 
to CEPAL Review

The editorial board of the Review are always interested in encouraging the publication of articles 
which analyse the economic and social development of Latin America and the Caribbean. With this 
in mind, and in order to facilitate the presentation, consideration and publication of papers, they have 
prepared the following information and suggestions to serve as a guide to future contributors.
—The submission of an article assumes an undertaking by the author not to submit it simultaneously 
to other periodical publications,
—Papers should be submitted in Spanish, English, French or Portuguese. They will be translated 
into the appropriate language by ECLAC.
—Every article must be accompanied by a short summary (of about 300 words) giving a brief 
description of its subject matter and main conclusions. This summary will also be published on the 
ECLAC Home Page on the Internet.
—Papers should not be longer than 10 000 words, including the summary, notes and bibliography, if 
applicable, but shorter articles will also be considered.
—One copy of the original text should be submitted, accompanied by a copy on diskette (Word for 
Windows 95 format), to CEPAL Review, Casilla 179-D, Santiago, Chile. In the absence of the copy 
on diskette, two printed or typed copies should be provided. Texts may also be sent by e-mail to: 
edesolminihac @eclac. cl.
—All contributions should be accompanied by a note clearly indicating the title of the paper, the 
name of the author, the institution he belongs to, his nationality, his fax and telephone numbers, and 
his e-mail address.
—Footnotes should be kept to the minimum, as should the number of tables and figures, which 

should not duplicate information given in the text.
—Special attention should be paid to the bibliography, which should not be excessively long. All the 
necessary information must be correctly stated in each case (name of the author or authors, complete 
title (including any subtitle), publisher, city, month and year of publication and, in the case of a 
series, the title and corresponding volume number or part, etc.).
—The editorial board of the Review reserve the right to make any necessary revision or editorial 
changes in the articles, including their titles.
—Authors will receive a one-year courtesy subscription to the Review, plus 30 offprints of their 
article, both in Spanish and in English, at the time of publication in each language.
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Beyond the
Washington Consensus: 

an ECLAC perspective

This paper updates and complements the ideas that ECLAC has 
been putting forward throughout the 1990s, beginning with the 
document Changing production patterns with social equity and 
the contributions of Fernando Fajnzylber. After a short introduc
tory section (section I), the salient features of the present situ
ation of the region in the macroeconomic, social and production 
restructuring fields are examined in section II. In the following 

sections, guidelines and policies are proposed in each of these 
areas, with proposals that emphasize the common need to make 
progress with a second wave of reforms which are not merely 
limited to greater liberalization of markets, but seek a pragmatic 
inter-relationship between the State and the market. Section III 
examines the macroeconomic challenges involved, especially 
ways of handling external vulnerability and the investment, sav
ing and financing process. Key areas at the mesoeconomic level 

are then analysed, especially technological development, the stra

tegic complementarities between investment decisions, and the 
regulation of infrastructure services (section IV). Finally, section 

V deals with the issues of equity and social policy, especially the 
factors determining equity, the spaces for social policy, and the 
second generation reforms in this field.
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I

Introduction*

In the course of the 1990s, the international and re
gional economic debate has gradually been changing 
in terms of its content. The initial emphasis on the 
principles of the Washington Consensus on macroe
conomic adjustment and market liberalization has 
been giving way to a more balanced view in which, 
as the chief economist of the World Bank recently 
noted, more instruments and broader objectives are 
proposed for the development process (Stiglitz, 
1998). While not denying the importance of macroe
conomic stability and the advantages of more open 
markets, improved functioning of such markets and 
of the public structures is increasingly seen as an im
portant complementary means of pursuing objectives 
which go beyond economic growth to include equity 
and social cohesion, environmental sustainability and 
democratic development.

In line with this approach, it is argued here that 
after the advances made through the structural re
forms in the areas of macroeconomic stability, exter
nal openness and rationalization of the State, a 
second wave of reforms is now called for. These re
forms cannot be limited merely to greater liberaliza
tion of the markets, however, but must pragmatically 
seek a mutual relationship between the State and the

II
An overview of

The most noteworthy economic event in the 1990s in 
Latin America and the Caribbean is undoubtedly the 
renewal of growth. This has been much more evident 
in Latin America, where the average growth rate of

* This is a revised version of the document prepared for the 
seminar “Development models and policies; a tribute to Aníbal 
Pinto” organized by the Inter-American Development Bank and 
the Brazilian National Economic Development Bank (Rio de 
Janeiro, 22-23 June 1998). The author wishes to thank Oscar 
Altimir, Osvaldo Rosales and Osvaldo Sunkel for their comments 
on a previous version of this paper and also wishes to express his 
gratitude for the collaboration received from various ECLAC 
staff members, including in particular Ricardo Ffrench-Davis,

market which will make it possible to develop such a 
broad agenda. In some cases, it may also be neces
sary to reform the reforms themselves, in order to 
correct gaps in the first wave of reforms which have 
become evident in recent years (Ffrench-Davis, forth
coming). The present article updates and comple
ments the ideas put forward by e c l a c  in the course 
of the 1990s, beginning with the document Changing 
production patterns with social equity (ECLAC, 1990) 
and the seminal contributions of Fernando Fajnzylber 
on which it was based (see in particular Fajnzylber, 
1990).

The article first makes a brief review of the fea
tures of the present situation in the region and then 
deals successively with the main issues o f ; macro
economic management, mesoeconomic management, 
and the distribution of the fruits of development. Un
fortunately, shortage of space prevents similar con
sideration of other equally important aspects such as 
environmental sustainability, democratic develop
ment and government structures. The brevity of the 
article means that it is not possible to do full justice to 
each of the issues dealt with, but it does serve to outline 
the basic elements of the strategy which ECLAC has 
been proposing to the countries of the region.

the region

g d p  between 1990 and 1998 was markedly greater 
than in the previous decade (3.2% as against 1.2% in 
the 1980s) and speeded up in all countries except 
Paraguay. In the Caribbean, however, the average

Gunther Held and Stephany Griffith-Jones, who took part in the 
preparation of previous documents, some of whose conclusions 
are incorporated in part II of this article. Conversations with 
Oscar Altimir and Samuel Morley were extremely useful in 
clarifying some of the ideas in section V, which to a large 
extent incorporates the findings of a previous document by the 
present author (Ocampo, 1998a). Finally, the author also wishes 
to thank Camilo Tovar for preparing the tables and figures of 
this article.
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FIGURE I

Latin America and the Caribbean: GDP growth
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Latin America and the Caribbean: 
Gross fixed capital formation
(% of GDP)

FIGURE 4

Latin America and the Caribbean: 
Growth and capital flows

1950- 1960- 1970- 1980- 1991 1992 1993 1994 1 ¡995 ' 1996' 1997' 
1960 1970 1980 1990

C onstant
____GDP grow th —  C apital flows

(left scale) (righ t scale)

growth rate continues to be lower (1.5%), and there 
are signs of slackening in a number of countries.

The average growth of the region not only contin
ues to be slower than the level which e c l a c  considers 
desirable for closing the gaps separating the region from 
the most highly developed countries (6 %-7 % per year) 
but is also lower than the average rate (5.5% per year) 
registered by the region between the 1950s and the 1970s 
(figure 1). It also reflects the difficulty of recovering 
the levels of investment registered in the phase of fastest 
economic growth. Figure 2 clearly illustrates this phe
nomenon: the rate of investment has recovered from 
20% of G D P  at the beginning of the decade to an 
average of 23% or 24% in recent years, but it is still 
well below the levels registered before the debt crisis. 
A feature which also gives grounds for concern is 
that national saving has remained at a low level, so 
that the financing of investment now depends to a 
greater extent on external saving (figure 3).

This faster growth has been accompanied by 
greater macroeconomic stability. The stability 
achieved -unprecedented in several decades- and the 
promptness with which the authorities take decisive 
action to deal with any financial imbalances which 
arise are clear signs of ¡strength which have endowed 
the region with some strengths in the face of the up
sets generated by the Asian crisis (E C L A C , 1998c). 
The clearest sign of macroeconomic stability is the 
reduction in inflation. Even after all the hyperinfla- 
tionary processes had been brought under control, re
ducing the rate of price increases from averages of 
three digits at the beginning of the decade to 25.9% 
in 1995, the rate was further reduced to only 10.5% 
in 1997 and 10.2% ini 1998. Furthermore, although 
problems still persist in some countries and there are 
clear cases of fragility, (he reduction of fiscal deficits 
to average levels of between 1 % and 2% of G D P  is

BEYOND THE WASHINGTON CONSENSUS: AN ECLAC PERSPECTIVE • JOSÉ ANTONIO OCAMPO
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FIGURE 5

Latin America and the Caribbean: 
Growth and the trade deficit

GDP growth ——  Trade deficit
(left scale) (right scale)

another sign of the progress made in terms of stabil
ity, as noted in the recent ECLAC report entitled The 
fiscal covenant (ECLAC, 1998b).

There are, however, some elements of concern in 
this field. The first is the great sensitivity of eco
nomic growth to capital inflows (figure 4), one of 
whose most disturbing elements is the tendency to 
replace domestic saving with external saving (see 
section III of this paper). The second is the great 
sensitivity of the trade deficit to growth (figure 5), 
which in turn reflects the high income-elasticity of 
demand for imports currently displayed by the Latin 
American economies. In this context, the bias dis
played by the recent packages of stabilization meas
ures -emphasis on fiscal and monetary measures, yet 
great reluctance to use relative prices (the exchange 
rate) as an adjustment mechanism- seems paradoxi
cal in view of the widespread process of real revalu
ation undergone by the region in the 1990s. This can 
bring lower rates of inflation (which is why this pol
icy mix is more justified in countries with an impor
tant inflationary tradition), but it can lead to greater 
contraction than is necessary in the downward phase 
of the business cycle and, in general, can cause more 
unstable behaviour of economic activity.

On the export side, the greater dynamism induced 
by the reform processes is beyond question. The vol
ume of exports has been rising by an average of more 
than 10% per year since 1993, which is much faster 
than the average 5% growth rates of the 1980s and 
early 1990s. Intra-regional trade has been particularly 
buoyant. Mutual trade within MERCOSUR and the An
dean Community grew at the rate of 20% a year in 
the last five years, which puts it among the most

FIGURE 6

Latin America: Export diversification
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dynamic trade flows in the world. This process has 
coincided with a major diversification of exports: the 
share of primary commodities has gone down, as the 
relative importance of exports of manufactures has 
increased. This process has been particularly marked 
in the case of Mexico, but it is also hue for the region as 
a whole even when that country is excluded (figure 6). 
Intra-regional trade has played a decisive role in this 
diversification. The trade boom has been based on a 
policy of open regionalism which has broken both with 
regional practices of the past (including the tendency to 
restrict integration agreements to non-competitive trade) 
and with the more orthodox views on economic inte
gration (ECLAC, 1994).

Finally, the trade boom has coincided with an 
unprecedented increase in foreign direct investment: 
from a little over US$ 10 billion at the beginning of 
the decade to US$ 55 billion in 1997 (ECLAC, 1998e). 
This growth has been based fundamentally on three 
processes: the privatization of State assets in the serv
ices and natural resources sectors (telecommunica

BEYOND THE WASHINGTON CONSENSUS: AN ECLAC PERSPECTIVE • JOSÉ ANTONIO OCAMPO
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tions, financial services, energy and gas, etc.); the 
establishment or improvement of suitable conditions 
for the participation of private capital in the infra
structure and mining sectors, and the reorganization 
of transnational manufacturing firms in order to im
prove their international competitiveness under regional 
agreements (including the North American Free Trade 
Agreement and the Caribbean Basin Initiative) or to 
defend their shares in national or subregional markets. 
Last but not least, there has been an unprecedented in
crease in intra-regional investments. The increase in di
rect investment has markedly improved the structure of 
the capital flows received by the region, undoubtedly 
helping to explain in part the strengths of the region in 
the face of recent upsets.

Although a full assessment has not yet been made 
of the processes of restructuring of production at the 
sectoral and microeconomic levels, some studies under 
way allow some generalizations. Although there are big 
differences between countries and sectors, companies 
have shown a surprising capacity to adapt both to the 
upsets of the 1980s and to the radical changes in the 
macroeconomic and mesoeconomic environment in the 
1990s (see, for example, Peres (ed.), 1997). Various 
strategies, both defensive and offensive, have been 
adopted for this purpose (ECLAC, 1996; Benavente, 
Crespi, Katz and Stumpo, 1997; Katz, 1998). The 
defensive strategies have been centered on: i) organ
izational restructuring (reduction of the number of 
hierarchical levels, concentration of activities in busi
ness units or centres, enhancement of the professional 
quality of management); ii) restructuring of produc
tion with minimal investment (reduction of production 
lines, greater specialization and de-verticalization, both 
by importing specialized inputs and by outsourcing pro
duction activities); and hi) new marketing strategies 
(imports of goods and their marketing in order to 
complete a wide range of products and improvements 
in client-supplier relations). The offensive strategies 
included the foregoing but also added substantial in
creases in new equipment and technology, acquisition 
of international licenes and strategic alliances with 
national, regional and transnational partners. The re
sponse capacity displayed shows that there has been 
some solid learning in previous stages of develop
ment. Trade integration has played a very important 
role in this process of adaptation, especially in the 
branches of manufacturing with the highest techno
logical content, which makes it possible to take ad
vantage of economies of specialization and enter into 
strategic intra-regional alliances to serve markets

TABLE i

Latin America and the Caribbean (selected countries): 
Relative productivity gap compared with 
United States industry

1970 1980 1994 1997

Argentina 0.42 0.41 0.55 0.67
0.28 0.26 0.29 0.37

Chile 0.25 0.24 0.23 0.20a
Colombia 0.29 0.25 0.37 0.34
Costa Rica 0.15 0.14b
Jamaica 0.26 0.16 0.16 0.13b
Mexico 0.32 0.30 0.44 0.38e
Peru 0.33 0.25 0.16 0.15
Uruguay 0.35 0.22 0.20 0.22a

Source: Katz (1998). 
a 1995. b 1992. c 1994.

which to other partners in the alliance know better. 
The adaptation of the larger enterprises has generally 
been less traumatic than that of the small and me
dium-sized firms, but even the former have lost 
ground to transnationals.

Generally speaking, however, there continues to 
be a substantial technological gap between manufac
turing in the region and the best international prac
tices (table 1). Some countries (especially Argentina, 
Brazil, Colombia and Mexico) are narrowing this gap: a 
process which began in almost all these cases in the 
1980s and which, in two countries (Colombia and 
Mexico), was interrupted in the present decade. A 
very large number of enterprises have applied defen
sive strategies of administrative reorganization and 
rationalization of their production processes, but the 
number which have moved on to offensive strategies, 
making heavy investments in equipment and technol
ogy and thus coming closer to the international tech
nological frontier, is much smaller. In the cases where 
companies have expanded, there has been a tendency to 
increase employment, although with a much higher 
capital-labour ratio than in the past and with tech
nologies making heavy use of computerization. In the 
case of the firms which have applied exclusively de
fensive strategies, the increase in productivity has 
been accompanied by a contraction in levels of em
ployment, so that industrial employment has gone 
down markedly in almost all the countries of the re
gion. The decline in the cost of capital goods which 
accompanied the recovery of the 1990s referred to 
earlier has also furthered this process.

Although in one group of countries the agricul
tural sector has recovered growth rates similar to or 
higher than those of the 1970s, this has not occurred

BEYOND THE WASHINGTON CONSENSUS; AN ECLAC PERSPECTIVE • JOSÉ ANTONIO OCAMPO
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in the region as a whole. Furthermore, in many coun
tries there is a disturbing weakening of the institu
tions for the development and transfer of agricultural 
technology, and the smaller producers have been af
fected by the disappearance or serious problems of 
the bodies which previously gave them support, with
out these bodies having been replaced by others of 
equal or greater effectiveness (Ocampo, 1998b).

The existing studies indicate that the population 
under the poverty line increased markedly in the 1980s. 
In the 1990s the situation has improved in most coun
tries of the region, but even so, with few exceptions, 
the percentage of poor households is higher than be
fore the debt crisis. In 1980, 35% of all Latin Ameri
can households were in a state of poverty, and by 
1990 that proportion had risen to 41%, but the level 
still stood at 39% in 1994 (unfortunately, there are no 
similar estimates for the Caribbean or more recent 
global calculations for Latin America as a whole).' 
The 1980s was also a period of deterioration in terms 
of income distribution. Expectations that the renewal 
of economic growth would reverse that trend have 
not materialized, and indeed there has been a further 
deterioration in some countries, so that the levels of 
inequality are now greater than the already high lev
els which existed before the debt crisis (E C L A C , 1997; 
ID B , 1997; Morley, 1995).

In the 1990s, there are two particularly disturb
ing tendencies in the labour market which are gener
ating additional pressures in the direction of greater 
inequality. The first of them is the growing disparity 
between the wages of the highly skilled workers and 
those who have lower levels of skills (E C L A C , 1997). 
This gap has increased in almost all the countries of Latin 
America during the first half of the 1990s (figure 7). The 
second tendency is the low level of generation of formal 
employment and the consequent deterioration in die qual
ity of jobs. According to estimates by the DLO (1997), a 
little over 8 out of every 10 jobs created in the 1990s 
correspond to low-quality jobs in the informal sector. Al
though the informal sector continues to be the main

1 Because of the reduction in poverty in Brazil as a result of the 
successful application of the Plano Real and the subsequent re
adjustment in minimum wages, the global poverty indicator has 
almost certainly continued to go down in recent years. The reduc
tion in poverty in a broad group of countries of the region in the 
1990s is also noted by Morley (1997), on the basis of the results of 
a comparative study organized by U N D P , ID B  and E C L A C .

FIGURE 7

Latin America: Wage gap
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means by which the Latin American economies 
tackle the problem of the low rate of creation of jobs, 
the rate of open unemployment also increased in 
most of the countries of the region in the three-year 
period 1995-1997 (ECLAC, 1998d).

Furthermore, in the 1980s the crisis was reflected 
in a marked reduction in public social expenditure, 
both on a per capita basis and as a  proportion of g d p .  

In the 1990s, such expenditure has recovered the lev
els registered before the debt crisis in Latin America, 
but not in the Caribbean. This recovery has been un
even in the different countries, however, and has 
been concentrated in types of expenditure which, ac
cording to the existing studies, have the least favour
able impact on distribution (e.g., expenditure on 
social security). Per capita expenditure on education, 
however, only recovered its pre-crisis level in the 
mid-1990s (E C L A C , 1998b, chapter VI).

■ p.'-* j —

r
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III
The macroeconomic challenges

The recovery of high levels of macroeconomic stabil
ity, the positive view taken of the opportunities offered 
by open regionalism in the present context of globaliza
tion, and the search for more effective and efficient 
State structures are achievements of the economic re
structuring process which has taken place in Latin 
America and the Caribbean in recent decades. As we 
have seen, however, there are still two disturbing ele
ments in the macroeconomic area: the high sensitivity 
of growth to external capital flows and the insuffi
cient recovery of investment levels.

1. Dealing with external vulnerability

In the 1990s, the Asian crisis came on top of the 
1994-1995 “tequila effect” and the crisis in the Euro
pean monetary system in 1992-1993, as well, of 
course, as the Latin American debt crisis in the pre
vious decade. The instability characteristic of interna
tional capital flows, which has shown itself in this 
way in recent decades, is inherent in the functioning 
of such flows, as shown by economic history2 and the 
extensive literature on market flaws associated with 
information problems. As a result, the market has gone 
through a succession of waves of excessive expan
sion and financial panic, indicating that it tends first 
all to grow and then to contract more than is called 
for by fundamental economic factors. During the 
recent crises, other phenomena have become increas
ingly evident: the shortcomings in macroeconomic 
coordination among the nations which are most influen
tial in the markets and the absence of suitable interna
tional institutions to manage a sophisticated but 
unstable financial market.

Thus, there is no international institution which 
helps to prevent the development of unsustainable fi
nancial booms, and the International Monetary Fund 
has only a limited capacity to handle the subsequent 
crises. The Bank for International Settlements has 
made some progress in the formulation of rules on 
bank prudential regulation and supervision, but they

2 For a Latin American view, see the classic study by Bacha and 
Diaz-Alejandro (1982).

have only been implemented to a limited extent so 
far. The risk grading agencies, for their part, which 
should be playing a role in this area, tend to accentu
ate rather than smooth financial cycles, as a recent 
study by the OECD Development Centre shows 
(Larrain, Reisen and von Maltzan, 1997).

This indicates that the present time would be a 
good opportunity for rethinking the international fi
nancial order but not a good time for considering 
further liberalization of that market: an issue which is 
currently under discussion in connection with the 
idea of the changing the statutes of the IMF to give it 
mandates with regard to the convertibility of the capi
tal account. In this field, recent experience indicates 
two things. First, our attention should be centered on 
managing booms, not crises, since the latter are in 
many respects the result of booms which have not 
been properly managed. This is an essential point, 
since to some extent the existing institutions, espe
cially the IMF, have been designed solely to handle 
crises, whereas we lack suitable instruments to warn 
us about the generation of unsustainable booms or, 
even better, prevent them. Secondly, the absence of a 
suitable regulatory framework at the international level 
justifies the adoption of national measures aimed pre
cisely at controlling booms which the authorities con
sider to be unsustainable, especially the systems of 
compulsory reserve requirements on external liabilities 
which Colombia and Chile have been using success
fully. The design of suitable domestic mechanisms 
for handling the volatility of external financial flows 
has in fact been one of the central issues studied by 
ECLAC in recent years (see, for example, ECLAC, 
1998a, part 3 and Ffrench-Davis and Reisen (eds.), 
1998).

The design of these measures should be based on 
the development of suitable policy instruments and 
institutions for handling booms or -which amounts to 
the same thing- for forestalling crises. In reality, the 
excessive attention given to crisis management over
looks a fact which ought to be self-evident: the lee
way for action open to the authorities is greater in 
booms than in crises. Once a crisis breaks out, the 
authorities have no option but to take the necessary

BEYOND THE WASHINGTON CONSENSUS: AN ECLAC PERSPECTIVE * JOSÉ ANTONIO OCAMPO
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measures to restore confidence, which means in prac
tice the adoption of procyclical measures. A boom 
marked by excessive expansion of public and private 
expenditure inevitably gives way to an adjustment 
whose severity depends on the excessiveness of the pre
vious expenditure. Thus, an unsustainable increase in 
public expenditure based on windfall tax revenue and 
transitory access to external credit gives rise to a severe 
subsequent adjustment. Excessive private sector indebt
edness, based on underestimation of the risks of such 
indebtedness, gives rise to a subsequent severe contrac
tion in credit which, in the context of lower growth rates 
and higher real interest rates typical of adjustment 
phases, can lead to portfolio losses equivalent to high 
proportions of gdp, as is shown by a wide range of 
bank crises inside and outside the region. Overvaluation 
of the currency based on windfall capital inflows or 
transitory high prices of export products gives rise to 
heavy pressure on the exchange rate or interest rates 
once those transitory phenomena disappear.

Thus, the basic challenge for handling the exter
nal vulnerability of the economies of the region is to 
design suitable instruments for managing boom peri
ods, that is to say, for forestalling crises. Some such 
instruments have been extensively highlighted, espe
cially those connected with the establishment of 
strong prudential regulation of the domestic financial 
systems, including both suitable capital requirements 
for the financial intermediaries and systems of pru
dential regulation and supervision designed to pre
vent them from assuming unmanageable risks in 
boom periods. One of the corollaries of the foregoing 
analysis is that, when die vulnerability is greater than 
that which is characteristic of the more industrialized 
nations, the capital requirements of financial interme
diaries should be stricter than those proposed by the 
Basle Committee of the Bank for International Settle
ments. There should also be strict prudential supervi
sion of short-term external credits, particularly those 
intermediated by the domestic financial system. Spe
cial caution should also be adopted with respect to 
the use of assets whose prices are of an excessively 
cyclical nature as collateral for debts. For this reason, 
in periods of inflated asset prices, it is appropriate to 
make the requirements with respect to the use of such 
collateral more severe. Naturally, as the recent con
troversies on the Asian crisis also show, the authori
ties must give clear signals that they will in no 
circumstances take any action to save the assets of 
the owners of financial institutions (and act appropri
ately if a crisis does break out), thus avoiding “moral

hazard” problems and demanding transparency in 
corporate finances in order to prevent additional fi
nancial risks.

In the foreign exchange area, the market has re
peatedly rewarded a good external debt structure; 
hence, efforts to improve the maturity profile of pub
lic and private external liabilities play an essential 
role. In the case of public sector indebtedness, direct 
control should be exerted over the liabilities of all 
public entities, even those which are autonomous or 
quasi-autonomous. In the case of private indebted
ness, as already noted, a system of compulsory re
serve requirements (or taxes) on foreign currency 
liabilities is desirable. Such a system helps to im
prove the debt profile and, at least according to some 
studies, also tends to reduce (at least temporarily) the 
magnitude of flows during boom periods, thus play
ing the additional role of moderating the exchange 
rate and monetary pressures generated during such 
periods. The system designed by Argentina -estab
lishing high liquidity requirements for financial insti
tutions as a function of their short-term liabilities— 
can play a similar role. Within certain limits, the 
sterilization of the monetary effects of the increases 
in international reserves generated by capital inflows 
has also proved to be useful for preventing such in
flows from giving rise to an excessive increase in 
domestic credit. Finally, managed exchange rate 
flexibility can also be useful. For this purpose, how
ever, it is necessary to allow such flexibility to oper
ate in both directions, avoiding the bias toward 
revaluation observed in many countries of the region 
throughout the 1990s.

Handling external vulnerability also requires the 
design of suitable fiscal instruments. These should 
include, primarily, institutional mechanisms to steril
ize transitory fiscal revenues. The partial experience 
built up in the operation of fiscal stabilization funds 
associated with basic commodity exports should be 
extended to the management of transitory tax reve
nues. This means that fiscal targets should not be 
established as a function of the current budget deficit, 
but of some measure of the structural deficit, as is 
done in the member countries of the Organization 
for Economic Cooperation and Development (OECD). 

Indeed, many countries could opt to fully or partly 
offset short-term private expenditure cycles through 
movements in the opposite direction by public expen
diture or income, thus allowing public indebtedness 
to compensate for trends in private indebtedness. A 
sound fiscal situation, both in terms of flows (surplus
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or deficit) and stocks (indebtedness) is essential, to
gether with the maintenance of sound domestic finan
cial systems, to obtain the degree of freedom needed 
to handle unfavourable external disturbances.

2. Investment, saving and finance

The causal relations between saving, investment and 
growth3 operate in many different directions, giving 
rise to virtuous (or vicious) circles: a high level of 
investment generates more growth, which, in turn, 
increases saving and facilitates the financing of 
higher levels of investment. The empirical evidence 
tends to back up the Keynesian lines of causality, 
however, establishing that higher levels of saving are 
an effect rather than a cause of faster economic 
growth, and that it is the latter, through the accelera
tor, which induces higher levels of investment. This 
indicates that “autonomous” improvements (or dete
rioration) in the growth rate tend to reproduce them
selves, through their positive effects on saving and 
investment.

On the other hand, high rates of investment are 
invariably associated with high rates of domestic sav
ing. This association is due fundamentally to the lim
its which exist on the sustainability of high current 
account deficits (external saving). There is also am
ple evidence of substitution of domestic saving by 
external saving (figure 8), which strengthens the 
aforementioned linkage and indicates that a substan
tial part of the variations in the latter are reflected in 
higher or lower levels of public or private consump
tion.4 Furthermore, greater domestic saving is essen
tial to cope with episodes of high inflows of capital, 
by accumulating international reserves in order to 
sterilize the expansionary effect of such capital and 
maintain a stable macroeconomic environment.

High levels of domestic saving are related, in 
turn, with high rates of public and entrepreneurial 
saving. The importance of the latter, in the form of 
undistributed profits and reserves for depreciation, 
was a striking feature of the Asian countries during 
their phase of rapid growth, and it has also been a 
feature of the recent experience of Chile. This indi-

3 A m ong  m any re c en t co n trib u tio n s  to  the  debate  on the  m utua l 
re la tio n s  be tw een  th e se  va riab les, see  H eld  and U th o ff (1995), 
ECLAC (1996), Schm idt-H ebeel, Servén and Solim ano (1996), U thoff 
and Titelm an (1998) and G avin, H ausm ann and Talvi (1997).
4 H alf, acco rd ing  to  e stim a te s  by E C L A C  (1996) and U th o ff and
T ite lm an  (1997).

FIGURE 8

Latin America: Domestic saving and external saving
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cates that the key to rapid growth is a strong link 
between the investment and profits of enterprises, as 
noted in some recent studies (for example, Akyiiz and 
Gore, 1994). The incentives to retain profits implicit 
in the tax system seem to have been one of the most 
important elements in the recent high business saving 
rate in Chile.5 On the other hand, there is no solid 
evidence in Latin America (or even in general) which 
confirms the positive effects of high interest rates on 
saving. This indicates essentially that the substitution 
effects on which the positive relation between these 
two variables depends are offset by the income effects 
of the higher interest rates, which tend to increase con
sumption. At all events, interest rates play an important 
role in financial intermediation, in the allocation of re
sources generated through it, and in the regulation of 
capital flows. Household saving is much more sensitive 
to forced saving mechanisms, especially those associated 
with the social security system, but with other types too 
(for example, prior saving requirements for obtaining 
housing loans, the requirement that part of a worker’s 
wages must be saved in severance payment funds, 
etc.). It is worth noting that the importance of public 
saving referred to at the beginning of this paragraph 
also establishes an important connection between 
saving and taxation. Although a reduction in taxation 
can induce higher private saving (and there is thus

5 H igh incentives o f this type also give rise to unfavourable effec ts, 
how ever, w hich  have no t been  absen t in C hile , In p a rticu la r, 
they fac ilita te  the c o n cen tra tio n  o f  p roperty . T h ey  a lso  gen era te  
incen tives  fo r  the  tax  evasion  p rac tices  w hich  are a  na tu ra l fe a 
tu re  o f  any  system  o f  taxes on cap ita l incom e, such as p resen ting  
p riv a te  co nsum ption  ex p en d itu re  o f  the ow n ers  o f  en te rp rises  as 
in te rm ed ia te  ex p en d itu res  o f  the latter.
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some substitution of public saving by private saving), 
it will generally tend to be reflected, through its ef
fects on the public accounts, in lower overall levels 
of national saving. In other words, taxation operates 
as a forced saving mechanism.6

In this context, the great expectations aroused by 
the transformation of social security systems from 
unfunded systems into systems based on individual 
capitalization are only partially valid. The most im
portant effect of these reforms is that on the budget 
deficit, as they make it possible to reduce or elimi
nate the dissavings which have tended to accumulate 
with the unfunded systems. The new systems can also 
make an important contribution to the supply of long
term financial resources, although the actual channel
ing of these into productive activities depends on the 
development of suitable institutional mechanisms. 
The gross contribution to saving made by these sys
tems tends to be only small, however (a little over 3% 
of g d p  during the 1990s in the Chilean case) and 
their net effects depend on whether or not the forced 
savings generated by the social security system are 
offset by smaller voluntary saving. In the case of Chile, 
this latter requirement has not been fulfilled, since the 
greater social security saving seems to have been sub
stituted by voluntary personal dissaving, facilitated by 
the ample availability of consumer goods and credit 
resulting from the trade and financial liberalization. 
Furthermore, the fiscal cost of these reform processes 
is high and must be taken duly into account before 
embarking on them (ECLAC, 1998b, chapter VII).

The irreversible nature of investment decisions, 
for its part, means that this variable is sensitive to the 
existence of stable rules and macroeconomic environ
ments. Measures designed to reduce macroeconomic 
volatility thus have positive effects on it, as also do 
complementary public investments, especially in in
frastructure, and the availability of long-term external 
or domestic credit. Other important determinants are 
the relative prices of capital goods (which in many 
countries are closely associated with the real ex
change rate) and, in countries with more highly de
veloped stock markets, stock prices. Specific fiscal 
incentives, such as those which seek to promote in
vestment in activities of high technological content, 
can also have favourable effects, but incentives which 
encourage investment in more general terms can 
prove costly in relation to their possible benefits.

6 Assuming, of course, that the higher taxation is not reflected in 
excessive public consumption expenditure.

The efficiency with which the financial market 
channels savings into investment is also an essential 
factor in the development process. Important require
ments for this are the creation of suitable institutions 
and instruments, with different profit, risk and liquid
ity profiles, the provision of services with low inter
mediation costs, and prudential regulation and 
supervision. The public sector has a fundamental role 
to play in ensuring that all these conditions are ful
filled. We have already referred to the question of 
prudential regulation, in which respect substantial 
progress has been made in many Latin American 
countries. The high cost of financial services almost 
everywhere in the region indicates that there is ample 
room for the promotion of more competitive prac
tices and for reducing certain macroeconomic uncer
tainties which are reflected in high intermediation 
spreads.

We will concentrate our attention, however, on 
the first of these instruments. The two fundamental 
tasks that the public authorities must face in this area 
are to ensure that small enterprises and poor families 
have access to credit, and to promote the availability 
of long-term funds to finance investment. Lines of 
credit through “second-tier” banks, subsidies for de
mand and/or transaction costs, and the design of 
guarantee funds or insurance mechanisms are the ba
sic means of ensuring adequate coverage of financial 
services for small enterprises and poor urban and ru
ral households. In spite of the progress made in some 
countries, this coverage is still very precarious.

The tendency of savers and creditors to reduce 
their risks by concentrating their operations on short
term and fixed-income transactions also calls for an 
active role by the public sector in this field. The most 
important mechanisms for this purpose are the crea
tion of new institutions or instruments (pension 
funds; other institutional investors, including over
seas funds; new instruments to facilitate the financing 
of housing and private infrastructure; guarantee funds 
or credit insurance, etc.); the design of suitable regu
latory frameworks and systems of incentives, and the 
supply of financial services by public or mixed devel
opment banks or venture capital funds.7 In this case,

7 The channaling of all or part of the stock of privatized enter
prises through the stock exchanges and leadership by the govern
ment in the issue of longer-term bonds are also important 
elements, as is shown by the experience of various countries of 
the region. It is also important to facilitate the issue of bonds or 
shares abroad, even though in this case there is no direct action 
to promote domestic financial intermediation.
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as in the provision of services for small economic 
agents, almost all the countries have largely main
tained some public public sector institutions. Indeed, 
this may be the best solution, provided that rules are 
established which ensure the professionalism of their 
activities and efforts are made to avoid political inter
ference and, above all, the temptation to turn such 
institutions into mechanisms for channeling subsi
dies, which led to their downfall in the past. How
ever, progress in this direction, especially in the case 
of the capital market, is limited by a structural fea
ture: the predominance of primarily family firms, 
which is of course greater in the smaller economies. 
This is a central factor in the design of regulatory and 
market promotion measures (for example, those af
fecting the use of resources from pension funds). In 
the absence of a broad supply of stocks, development 
banks can do much to help channel those resources 
into investments. Finally, although Latin American 
firms are making increasing use of the international 
market (stock issues on the New York Stock Ex
change, in particular), there do not seem to be any 
signs of the development of regional stock markets. 
This could be one of the priority areas for public 
action in the future.

These considerations suggest the need for both a 
wide range of measures to improve saving and invest
ment levels and the channels which link those two vari
ables, and also some recommendations for caution in 
various areas (the foreseeable effects of the social secu
rity reforms, the impact of reductions in tax rates, or 
increases in interest rates on savings). One of the most 
interesting conclusions is that “autonomous” shifts in 
economic growth -that is to say, movements which are 
independent of the factors determining the saving and 
investment process- can give rise to virtuous (or vi
cious) circles which are reproduced through their effects 
on saving and investment. The various schools of 
thought on the determinants of economic growth iden
tify three main channels for this.8 The first is to increase 
human capital: its effects are slow in coming, but its 
great virtue is the complementation which it establishes 
between growth and equity. The second is to speed up 
technological change. The third is to take advantage of 
the strategic complementarities of investment decisions. 
The last two can also have a positive influence on 
growth and equity. Human capital is dealt with in 
section V of this paper, while the other two types of 
channels belong to the mesoeconomic area and will 
be dealt with in the following section.

IV
Key mesoeconomic areas

The functioning of markets, their relation with the 
development of institutions, and the way both of these 
factors affect microeconomic behaviour have been 
among the central issues in ECLAC’s proposals in recent 
years. Just as a good macroeconomy is needed to reduce 
or eliminate basic uncertainties affecting the functioning 
of markets, the way markets operate affects, in its turn, 
macroeconomic behaviour. In the ECLAC proposals, a 
good macroeconomy depends on a good mesoeconomy. 
The importance we have assigned to the functioning 
and regulation of the financial and foreign exchange 
markets in the preceding section bears witness to this 
assertion. The fundamental role played by the factors 
referred to at the end of the preceding section on 
economic growth is another important point.

The key issues at the mesoeconomic level are 
non-existent or incomplete markets and imperfec
tions in established markets, as well as the close rela

tion between the functioning of markets and the for
mal and informal institutions within which they oper
ate (the formal institutions being understood as the 
formal public regulation organs and the informal in
stitutions as the customs, standards and patterns of 
behaviour of agents). The key issues are invariably con
nected with market failures, both those described in the 
traditional literature on imperfect competition -econo
mies of scale, externalities and public goods- and the 
problems of information which have been empha
sized in the economic literature in recent decades. 
Obviously, the possibility of correcting such flaws 
through public action also depends on the correction

8 There are, of course, others connected with the legal and socio
political context. See, for example, Barro and Sala-i-Martin 
(1995) and Barro (1997).
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of the no less important government failures, which 
include the application of rationales which are neither 
economic nor social (bureaucratic or clientele-based) 
to the functioning of institutions, problems of repre
sentation (principal-agent), the reflection of the domi
nant economic interests in the actions of institutions 
(i.e., political economy issues), the opportunities for 
rent-seeking opened up by State intervention, and the 
problems of information which also affect govern
ment actions.

The pursuit of a suitable balance between the 
market and the State is therefore an inherent feature 
of a good mesoeconomy. Obviously, such a balance 
will necessarily be modified by the fundamental po
litical decisions of each society. In the present stage 
of development of the countries of the region, this 
means that special efforts should be made to create 
and re-invent institutions, since many of the existing 
institutions are profoundly affected by patterns of be
haviour inherited from the past or are suffering from 
the deterioration undergone in the course of a long 
period of economic adjustment. This is true not only 
of public institutions affected by bureaucratic proc
esses or corporative and clientele-based rationales but 
also of private institutions, such as producers’ asso
ciations and trade unions which have not managed to 
adapt completely to the changes in their environment. 
The problem is not solved by the mere elimination of 
institutions that no longer work, as is implicit in 
many policy proposals. In reality, experience has 
shown that the worst of all “institutions” is the lack 
of suitable institutions for dealing with the problems 
which we will analyse in this section. For example, 
one of the lessons painfully learned in many coun
tries of the region (and, even more so, in transition 
economies) is that the absence of suitable State regu
lations can turn privatization processes into massive 
transfers of wealth and income, without achieving ef
ficiency objectives.

Although the spheres of action at the mesoe- 
conomic level are very wide, we will concentrate our 
attention on three of them: technological develop
ment, strategic complementation between investment 
decisions, and the regulation of infrastructure serv
ices. These issues, together with the functioning of 
financial markets, to which we already referred in 
section III, and those relating to environmental regu
lations (which will not be dealt with in this paper), 
are the key mesoeconomic areas.

1. Technol ogical development

The problems raised by technological development 
are intimately related with the “tacit” nature of tech
nical knowledge, i.e., the fact that it cannot be com
pletely formalized (Katz, 1984; Katz and Kosacoff, 
1998). This means that there is no perfectly codified 
manual (“blueprint”) which can be bought in the mar
ketplace, and that the acquisition of such knowledge 
is therefore necessarily associated with a learning 
process. This learning is also closely linked with 
practical experience in production activities, that is to 
say, it necessarily involves learning by doing. The 
mastery of a particular type of technology depends on 
gaining experience in its use, but in addition experi
ence makes it possible to create new technologies and 
to make innovations on existing ones. Indeed, tech
nologies generally need to be adapted in order to apply 
them in new production contexts. This is particularly 
true in the case of disembodied technologies (including 
management and marketing techniques), but it is also 
true of the technologies incorporated in equipment or in 
special inputs (a new plant variety, for example).

Consequently, technical know-how is both a pre
condition and a result of the production process. At 
the individual and organizational level, it gives rise to 
a process of maturing as experience is accumulated, 
existing activities are expanded, and new ones are 
undertaken. This process of maturing thus generates 
individual and organizational forms of human capital. 
In both cases, learning is linked to the education of 
the persons involved, giving rise to complementation 
between technological and educational human capi
tal. Moreover, this capital does not become a form of 
fixed property: knowledge can be taught or transmit
ted, the persons who have learned it can move from 
one organization to another, and obviously, when it 
is incorporated in equipment or inputs, it can be ac
quired. This gives rise to different types of externali
ties which transform both technological and 
educational capital into a form of social capital which 
we could term “knowledge capital”. The accumula
tion of this capital is greatly facilitated when there are 
suitable institutions - “innovation systems’-  which 
support its development and generate dynamic inter
actions between the educational system, technologi
cal research centres and the enterprises themselves 
and which make it possible to take full advantage of 
the economies of scale of research and the externali
ties- characteristic of technological know-how
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(E C L A C , 1990 and 1996). These institutions are there- 
fore a central element of “knowledge capital”.

Due to the very close relation between technical 
know-how and production experience, there are 
strong links of interdependence between the use and 
the generation of technology. Thus, the adaptation of 
technology can give rise to local innovations, and 
accumulated production experience can result in 
more extensive innovations. However, advances in 
terms of innovation are linked with deliberate efforts 
to generate new processes or new products or use 
new inputs, that is to say, with explicit investment 
efforts. The specific rents obtained by the innovative 
enterprise are in the nature of monopoly rents and 
represent the great incentive for such investment, 
which is further increased by laws providing for its 
legal protection. In competitive, technologically dy
namic contexts, however, investment in technology 
becomes an essential requirement for the very sur
vival of the companies operating in that market.

Investments in this field involve fixed costs, as
sociated with different types of indivisibilities, and 
the returns that can be expected from them are uncer
tain. Even imitation involves fixed costs, because of 
the need to acquire information, the incomplete na
ture of the latter, and the costs of patents and other 
forms of protection of intellectual property rights. For 
this reason, access to technology is more limited for 
small enterprises, and over time these tend to accu
mulate dynamic competitive disadvantages associ
ated with their lower level of learning by doing. In 
tfiis context, at any given time the production sectors 
include enterprises with very different levels of tech
nical knowledge, so that the neoclassical concept of 
the “representative firm” makes little sense. This in- 
temal'differentiation of the sectors of production is of 
course essential for understanding the processes of 
reorganization resulting from competitive shocks, 
such as those due to the opening up of economies, or 
from contractionary setbacks.

The foregoing considerations have far-reaching 
implications for public policies. They mean, first of 
all, that technological processes are marked by the 
predominance of dynamic economies of scale, within 
which comparative advantages are created as a result 
of production experience. They also mean that the 
loss of production experience can have cumulative 
effects over time which finally destroy or consider
ably hold back technological know-how.9 Although 
competitive pressure has the virtue of doing away

with complacent attitudes by firms and obliges them 
to keep up-to-date in their know-how,10 it can also 
have the opposite effect: in particular, if it leads to a 
decline in the output of a company (or even a whole 
sector) it can give rise to cumulative effects on the 
company’s competitiveness and prevent it from in
vesting sufficiently in its technological adaptation. 
The predominance of defensive over offensive strate
gies during the processes of production restructuring 
in Latin America and the Caribbean (see section II of 
this paper) clearly shows that the introduction of 
more competition does not always set in motion the 
forms of technological adaptation which have the 
greatest potential for the generation of comparative 
advantages (“systemic competitiveness”, to use the 
term coined by Fernando Fajnzylber and extensively 
used by E C L A C  over the last decade). All this explains 
why there is not a clear association between neutral
ity of incentives and technological change."

These factors justify State intervention in the 
creation, adaptation and dissemination of technology. 
This is also one of the few areas where State subsi
dies are explicitly accepted by the World Trade Or
ganization (within certain limits) and are therefore 
consistent with the present context of globalization. 
The protection of infant sectors of production or 
those which are in a stage of intensive learning,12 as 
well as the promotion of new export sectors with 
similar features, are the alternatives to this, but their 
efficient application requires clear time limits on such 
protection or promotion and a clear link between 
benefits and performance.

It may be noted that in the protectionist stage of 
Latin American and Caribbean history these require
ments were not fulfilled, so that the results in terms 
of increased productivity were clearly less than opti
mal. This attitude was firmly rooted in some eco
nomic policy patterns which are all too well known. 
For these reasons, while not completely discounting 
the possible use of protection instruments which com
ply with the requirements we have posed, State ef

9 S ee , fo r exam ple, th e  sim ple  but e le g an t m odel by K rugm an , 
1990, ch ap ter 7.
10 This m eans th a t firm s do m ax im ize  th e ir p ro fits, as they  are 
b e low  th e ir p ro d u c tio n  possib ility  cu rv e , and  co m p e titiv e  p res
su re  therefo re  fo rces  th em  to be on it.
"  T h e re  is a c o n sid e rab le  am oun t o f  lite ra tu re  on th is  m atter. 
See, fo r exam ple, the  stud ies co llec ted  in H e lle in er (1992),
12 O n  the  basis  o f  the  argum ents in question , there  is a lso  ju s ti
fica tio n  fo r  the  g raduality  o f eco n o m ic  openness p rocesses.
H ow ever, this is now  on ly  o f  h isto rica l in terest.
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forts should be aimed rather at supporting the devel
opment of innovation networks, promoting the estab
lishment of new institutions, and allocating resources 
and generating incentives for channeling private re
sources to these activities. Among such institutions 
are sectoral or regional technological research or pro
ductivity centers, joint university-industry associa
tions, technical assistance networks for small urban 
and rural enterprises, technology parks, venture capi
tal funds for supporting technological activities, “en
terprise brooders”, incentives for innovation activities 
within firms or private contributions to technological 
institutions, etc. All these already form part of the 
Latin America and Caribbean scene, but their devel
opment has not yet attained the level which is to be 
desired (Alcorta and Peres, 1998).

2. Strategic complementarities

There is no idea which is more central to classical 
theories of economic development -or to location 
theory, which serves as the basis for regional and 
urban development theories- than the concept of 
complementarity between investment decisions or the 
linkages (forward or backward) that they generate, to 
use Hirschman's classic concept (1958). When this 
coincides with the presence of economies of scale in 
production, this gives rise, in modem terminology, to 
“strategic complementarities” which lead to proc
esses of agglomeration (Krugman, 1995).13

Agglomeration phenomena lie at the very heart 
of the historical debates on economic development. 
Likewise, the observation that different economic 
structures give rise to different rates of growth 
through the strength or weakness of the economies of 
agglomeration they generate, as well as particular im
balances associated with the nature of such structures 
and the way those imbalances are solved, lies at the 
heart of structuralist theories of development, e c l a c ’s 
classic defence of industrialization was part of this 
tradition. In this context, the aggregate variables ana
lysed by other growth theories may be seen as the 
effects rather than the causes of these structural dy
namics. For example, rates of technical change may

13 Transport costs (and distance-related transaction costs in gen
eral) play a rather more complex role. They can contribute to 
agglomeration but, if they are sufficiently high, they can give 
rise to the opposite phenomenon, as traditional location theory 
indicates.

be completely different in different structural dynam
ics, investment functions can also be affected, and a 
similar assertion may even be made regarding the 
rates of development of human capital they generate.

This is not, of course, the place to analyse the 
costs and benefits of the classic industrialization 
strategy,14 but rather to examine the relevance of 
these strategic complementarities in the present stage 
of development of the region. Although the new tech
nological revolution and globalization have eroded 
some of the bases for these processes of agglomera
tion, their most important implication is that “sys
temic competitiveness” (or its absence) is the result 
of synergies and externalities generated among the 
enterprises belonging to certain chains of production 
and the way these chains fit into the economy as a 
whole. This explains, for example, the importance of 
analysing the linkages generated by natural resource- 
based production complexes (Ramos, 1998), or the 
way the integration processes currently under way are 
generating new production linkages between indus
trial sectors of different countries (in the automobile 
industry, for example). Another significant implica
tion in the present stage of development of the region 
is the desirability of developing new systems of ex
port promotion which provide incentives for joint ac
tion in the markets of destination by similar 
enterprises from the same region or country. This 
analysis also highlights the importance of promoting 
mechanisms which facilitate the exchange of infor
mation among enterprises in a given sectoral chain of 
production (especially with regard to possible invest
ment decisions), encourage strategic alliances be
tween enterprises, give rise to complementary 
investments, further the execution of regular analyses 
of the competitiveness of specific sectors of produc
tion in conjunction with the corresponding entrepre
neurs, and encourage the development of research 
groups specializing in such analyses. The estab
lishment of industrial parks is another strategy of the 
same type which is particularly important for modem 
regional and local planning.

The need to take strategic complementarities into 
account in the new stage of development has been 
emphasized by E C L A C  throughout the 1990s (for ex
ample, i n  E C L A C , 1990, 1996 and 1998a). These pro

14 My own contributions to this debate are incorporated in the 
introduction to the study by Cárdenas, Ocampo and Thorp (eds.), 
1998.
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posals mean, in particular, that the new development 
strategy does not eliminate the need for new types of 
sectoral policies (or, as is sometimes expressed in a 
more restrictive manner, for “industrial policies”). The 
experience being accumulated in the region indicates 
that such policies must arise from joint efforts between 
the public and private sectors, which demands profound 
changes in the public and private institutions inher
ited from the previous phase of development. The 
fundamental objective of such exercises should be to 
formulate joint “visions” and to reach a consensus on 
the way in which support mechanisms should be “tai
lored” to particular sectors. At the global level, these 
mechanisms are of an essentially horizontal nature (in 
such fields as technological development, technical 
training, export promotion, infrastructure, credit, etc.), 
but in order to be effective they need to be specified 
in greater detail (for example, by indicating the na
ture of the institutions which are to support the tech
nological development of a specific sector, the 
collective requirements of the sector in terms of la
bour skills, the way in which the financial resources 
needed for its expansion are to be ensured, etc.).

It is obvious that, even though there might be 
theoretical justification for them, there are no 
grounds at present in the region for promoting more 
aggressive forms of sectoral planning like those car
ried out by the Asian countries in the past. It is im
portant to note, however, that although strategic 
sectoral decisions are often not explicit, this does not 
mean that they do not exist. Economic openness was 
a clear, more or less explicit, strategic decision: the 
decision to give stronger support to the sectors mak
ing more intensive use of natural resources and elimi
nate inefficient industrial branches. When public 
resources are scarce, decisions to allocate funds to 
some sectors for their technological activities or for 
the promotion of their exports also involve strategic 
decisions (to promote these sectors rather than others, 
or to promote them more than other sectors). For this 
reason, rather than concealing such decisions, it is 
desirable to make them explicit through “joint views” 
agreed upon by the public and private sectors, includ
ing labour.

3. Regulation of infrastructure services

The growing privatization of public utilities and the 
opening of spaces for private participation in new 
infrastructure projects have generated important op

portunities (for eliminating serious cases of ineffi
ciency in the corresponding sectors and attracting 
fresh capital, while allocating scarce public resources 
to other sectors), but they have also presented innu
merable challenges. Because of economies of scale 
and other types of technological difficulties (which 
have begun to be overcome in some cases), the infra
structure sectors are almost invariably marked by im
perfect competition and even in many cases by 
natural monopolies (especially at the regional and lo
cal level, but even at the national level). Furthermore, 
in view of their character of non-tradeable services, 
in this case external competition does not play the 
same regulatory role as in the production of goods.

The first challenge that arises in this context is 
the need to establish suitable regulatory frameworks 
to ensure that the prices charged in these cases are 
close to those that would be established in a competi
tive situation and, in particular, that the greater effi
ciency which may be derived from the privatization 
processes or from greater competition is effectively 
passed on to consumers. The regulatory problems in 
the transition to privatized infraestructure services are 
extremely complex, especially because they involve 
the task of creating markets and not just regulating 
existing ones. Furthermore, the agents are at different 
stages of assimilation of the new policy frameworks 
and are working with even more asymmetrical infor
mation than in mature markets. It is worth emphasiz
ing the decisive importance, in this context, of 
establishing not only highly qualified regulatory bod
ies, but also superintendencies to monitor the applica
tion of their decisions and enter one of the areas most 
often forgotten by the old policy framework: con
sumer defence.

The second challenge is the proper management 
of public guarantees. This problem is particularly im
portant in new infrastructure projects, where the pri
vate sector only participates if the State is willing to 
provide guarantees against risks that the private 
agents consider they cannot assume (regulatory risks 
and force majeure, but also risks regarding future in
come, liquidity, or unforeseen cost increases). The as
sumption of these risks by the State gives rise to 
considerable fiscal contingencies. For this reason, it is 
necessary, first of all, to design private participation 
schemes which minimize the granting of such guar
antees, limiting the risks assumed by the State to 
those which cannot be insured in the market and 
which the private sector cannot really control. More
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over, the risks assumed by the public sector must be 
suitably estimated. The corresponding calculations, 
even if imperfect, must be taken into account in the 
annual budget debate and it is even desirable that a 
value equivalent to the annual premium of the “insur
ance” granted by die State should be explicitly budg
eted. This would also make it possible to compare 
this form of financing with options which involve 
larger public sector resources, such as projects fi
nanced by the public sector but privately managed.15

The problems arising in connection with regula
tion and tire granting of guarantees bring us to a third 
challenge: the need to avoid rent-seeking practices

which can be just as much of an aberration as in the 
previous public scheme, if not more so. In this respect, 
it is essential to adopt social control mechanisms which 
avoid the “capture” of the regulatory bodies by the com
panies they are supposed to regulate. It is also necessary 
to estimate and publicly discuss, in connection with the 
budget debate, the practices governing the granting of 
guarantees and the amounts of such guarantees given by 
State institutions, as well as establishing clear rules 
which eliminate “implicit” guarantees (i.e., the percep
tion that private projects which fail will be rescued by 
the public sector), which can give rise to serious “moral 
hazard ” issues.

Equity and social policy

1. The challenge of equity

The equity problems which characterize the region 
stem from highly unequal distributive structures, 
largely inherited from previous stages of develop
ment As noted in a  recent report by E C L A C  (1998d), 
they reflect a whole set of factors relating to educa
tion, employment, wealth and demographic struc
tures. The large inequality in the number of years of 
schooling of employed persons has been the factor 
given most emphasis in recent debates. The lack of 
equity is also related to the unequal distribution of 
wealth, which is even more concentrated than educa
tional opportunities (see, in this respect, Birdsall and 
Londono, 1997). Likewise, the number of employed 
persons per household is smaller in low-income 
households, and the jobs they manage to obtain are 
less skilled. Finally, poor families have more depend
ent children.

In addition, behind the national patterns there are 
also considerable regional disparities, so that the 
problems of poverty are relatively more concentrated 
in those regions which have the greatest difficulty in 
integrating into the development process. Although 
in the long term migration tends to promote the level
ling-out of regional disparities, it can have adverse

effects for long periods of time, since it is selective: 
that is to say, it tends to take the persons with the 
most human capital away from backward regions. 
The same thing occurs with the mobility of capital, 
which, although it may have levelling effects in the 
long term, can give rise for long periods, through 
economies of agglomeration, to a strong attraction of 
capital to the most dynamic centres of development.

Following the studies by Morley (1994 and 
1995), various other studies have confirmed that pov
erty tends to decline with economic growth. The in
crease in poverty during the 1980s and its reduction 
during the 1990s is in line with this pattern. Strictly 
speaking, however, this is only true for urban pov
erty, since rural poverty, and above all extreme rural 
poverty, behave in a much more inertial manner, typi
cal of “hard core poverty” (Ocampo, 1998b). More
over, the data fully confirm the deterioration in 
income distribution which has taken place over recent 
decades in a number of countries of the region.16 The 
analysis of this process has given rise to an active 
controversy involving fundamentally two alternative 
theories. The first of these posits the existence of 
an asymmetrical behaviour of the incomes of the 
poorest sectors in acute growth cycles like those 
which the Latin American economy has undergone in

15 With respect to these questions, see the studies included in ~ ~  ~  “  ™ “  “  — —
Irwin, Klein, Perry and Thobani (eds), 1997, and ECLAC, 16 For a  fuller analysis of these trends, see Altimir (1997), Berry 
1998b, chapter IX. (1998). Morley (1994 and 1995), IDB (1997) and ECLAC (1997).
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recent decades: they tend to go down more in periods 
of crisis than they manage to recover in boom peri
ods. This probably reflects the loss of human capital 
(experience) during crisis periods and asymmetrical 
behaviour of the labour market (employment cuts 
during the crisis are not followed by similar increases 
in the boom periods, those who lose their jobs also 
lose labour connections which they never recover, 
etc.). The second theory holds that economic liberali
zation and globalization have tended to deteriorate 
income distribution.

One of the authors who has supported the latter 
view most strongly is Albert Berry. This author has 
shown in various studies that there is evidence in the 
last quarter of a century that the introduction of eco
nomic liberalization measures has been associated with 
often serious deterioration in income distribution 
(Berry, 1998).17 The comparative study by Robbins
(1996) also shows that trade openness processes have 
tended to give rise to greater inequality in labour in
come distribution. The increases in the income dispari
ties between more and less skilled workers during the 
1990s (ECLAC, 1997) and the sluggishness of job 
creation in the formal sector, already referred to in 
section II, may also help to confirm this view. This 
growing inequality in wages as a function of levels of 
skills does not seem to be confined to the region. 
Indeed, a recent report by UNCTAD (1997) indicates 
that this may be an almost universal pattern, since it 
has also affected a number of industrialized countries 
and some rapidly growing economies in the Asia-Pa
cific region and in particular has given rise to severe 
pressures on the middle classes in many countries.

There are various possible explanations for these 
trends. One of the most interesting is that of Rodrik
(1997), who claims that globalization accentuates 
the asymmetry between the factors which can cross 
national frontiers most easily -capital and highly 
skilled labour- and those which cannot do so: less 
skilled labour. The possibility of relocating produc
tion means that the demand for labour is more elastic 
in all countries, reducing the bargaining power of 
workers and increasing the instability of their income 
vis-à-vis demand disturbances. Furthermore, Berry
(1998) claims that the explanation for this may be 
connected with the economies of scale in interna
tional trade and finance, which are reflected in the

17 This author’s information is taken from the cases o f Argen
tina, Chile, Colombia, Mexico, the Dominican Republic and 
Uruguay, Costa Rica being an exception to this rule.

bigger share of the biggest firms in each sector in 
these activities. These firms are, in turn, those which 
make intensive use of capital and/or more skilled la
bour. It has also been suggested that the transfers of 
technology generated by trade, including technology 
incorporated in imported machinery and equipment, 
can cause developing countries in the midst of inter
nationalization processes to adopt technologies which 
require highly skilled labour and were designed 
to meet the needs of the industrialized countries 
(Robbins, 1996). The production restructuring strate
gies of Latin American enterprises in response to the 
greater openness and globalization have had unfa
vourable effects on job creation, as already noted in 
previous sections.

In the case of Latin America, there may be other 
explanations for this phenomenon. One of them is 
that the liberalization process took place after a decade 
of weakening social expenditure. Thus, the greater de
mand for more skilled labour came up against an in
elastic supply of such workers. Moreover, (hiring the 
liberalization process no clear efforts were made to 
link up the demand for and supply of skills. Another 
explanation might be that the macroeconomic policy 
which has accompanied the reform process -espe
cially the tendency towards revaluation of exchange 
rates and opening up of capital accounts- has given 
rise to growth patterns in which imports have grown 
more than exports, also generating a bias against the 
labour-intensive sectors. Macroeconomic n^anage- 
ment has also been characterized by marked “stop 
and go” cycles associated to capital flows, which has 
hindered the generation of more stable jobs.

2. Social policy

These considerations mean that, coming as they did 
on top of an already unequal distributive structure, 
the debt crisis, liberalization and globalization (to 
which the different explanations attach different de
grees of importance) have enormously increased the 
challenge with regard to equity. One of the great 
challenges facing the region is therefore to show that 
the new development model is compatible with the 
gradual correction of the great existing social in
equalities. If this objective is not attained, this could 
undermine the political bases of the reforms, which 
have been very sound so far, largely because the re
covery of macroeconomic stability has been seen as a 
positive development by the population as a whole. 
Moreover -which is equally serious- social tensions
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could arise which make governance difficult and 
erode the bases of the political consensuses which 
have made it possible to strengthen democracy in the 
region, undoubtedly another of the great achieve
ments of recent years. In the longer term, the sequels 
of inequality and poverty could undermine the bases 
of systemic competitiveness on which the possibili
ties of development within an increasingly open in
ternational context depend.

International experience shows some surprising 
results with regard to handling the social risks that 
globalization has brought with it. The study by Rodrik
(1997) indicates that in the past, greater openness of 
economies has been compensated by greater social 
protection of the population by the State. This has 
been reflected in a positive relation between the de
gree of openness and the size of the State. According 
to this author, this is true both for the OECD countries 
and for a broad sample of 115 countries, which 
would seem to indicate that the distributive tensions 
generated by processes of greater openness have been 
tackled in the past by trading economic liberalization 
for greater State protection through a more active so
cial policy.

Social expenditure is undoubtedly the most im
portant component through which the State can influ
ence income distribution. Indeed, there is ample 
proof that social expenditure has a significant effect 
on secondary income distribution. The information 
available for Latin America on this matter indicates 
that, in absolute terms, the higher-income groups 
benefit more from social expenditure. As a propor
tion of the income of each stratum, however, the sub
sidies channeled through such expenditure are greater 
for the poorer sections of the population. This global 
pattern is the result of the very different distributive 
impacts of different types of expenditure. The degree 
of focusing on the poor (that is to say, the proportion 
of the expenditure which is channelled to the poor in 
relation to the proportion of the population in a state 
of poverty) is high in the case of expenditure on 
health, primary education and, to a lesser extent, sec
ondary education. In contrast, expenditure on social 
security and higher education has a generally regres
sive tendency. Expenditure on housing is in an inter
mediate situation, since it benefits in particular the 
middle strata of the income distribution scale. These 
results indicate that there is plenty of room for im
proving income distribution through social expendi
ture, but also for improving its targetting, as pointed 
out in a recent ECLAC study. The way in which such

expenditure is financed is by no means irrelevant in 
this connection: financing from direct taxes tends to 
be more progressive than financing from indirect 
taxes and, what is equally important, unsuitable fi
nancing which is reflected in an increase in inflation 
can cancel out the favourable distributive effects 
(ECLAC, 1998b, chapter VI).

There is therefore a good deal of room for com
bining economic liberalization with a more active so
cial policy, as indeed traditional international patterns 
seem to reflect. It is necessary, then, to make an effort 
to reorient public expenditure towards the social sec
tor -as Latin America has already begun to do in the 
1990s- and to target social expenditure and maximize 
its favourable distributive effects. Some countries 
could also possibly opt for additional expansion of 
social expenditure, financed from greater tax reve
nues. Indeed, this was the alternative chosen by the 
Chilean government in the early years of the present 
decade, without thereby adversely affecting real in
vestment or economic growth. This is also the option 
followed by Colombia in the 1990s (the country of 
the region which has most markedly increased its so
cial expenditure in this decade), although in this case 
there has been a financial shortfall making necessary 
a fiscal adjustment which has not been carried out in 
full. In these cases, the net distributive impact will 
depend, as we have seen, on the nature of financing.

In the long term, greater investment in human 
capital also makes it possible to influence one of the 
structural factors of income distribution. Thus, the 
existing studies show that greater allocation of re
sources to education, which makes it possible to im
prove the distribution of human capital in society, can 
have much greater effects on income distribution than 
those estimated in studies on the short-term incidence 
on distribution (see, for example, IDB, 1997). As a 
cautionary note, however, it should be emphasized 
that there is also confirmation that a big effort in 
education will tend to be reflected in decreasing re
turns on the investment in it. Furthermore, as in a 
growth process the economy demands higher levels 
of education for the same type of job, there is a “de
valuation” of education in the labour market and 
hence also of its capacity to generate higher income.

This is indicated by a recent report by ECLAC 

(1998d). This report finds that the increase in the 
average years of schooling registered in recent dec
ades in Latin America (by an average of three and a 
half years, if the number of years of schooling of 
young people between 20 and 24 are compared with
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those of their parents) has not succeeded in improv
ing the opportunities of young people from poor so
cial strata. Thus, the report finds that only half of 
urban young people and a quarter of rural young peo
ple have improved their educational level compared 
with their parents by more than the rise in the educa
tional demands of the labour market, so that they 
effectively have greater employment opportunities 
than their parents. This fits in with the results of sur
veys which indicate that only half of Latin American 
young people consider that they have better opportu
nities than their parents.

Likewise, the report in question shows that ef
forts to expand the coverage of education have not 
been reflected in a reduction in the distance separat
ing young people of different social strata. In particu
lar, in comparison with the educational capital of 
their parents, the educational achievements of young 
Latin Americans have not improved (or have im
proved only marginally) over the last 15 years.18 It 
was also noted that young people with the same edu
cational level and the same occupation earn between 
30% and 40% more than the other young people in 
their age group if they come from households where 
the parents have higher incomes. This shows that the 
expansion of education in a context of social inequal
ity does not always result in equality of opportunities. 
Even in Chile -where a better distribution of educa
tional opportunities has coincided with a very dy
namic economy and a positive rate of job creation, 
which has been reflected in a marked reduction in 
poverty- income distribution has nevertheless not 
shown any improvement so far.

For this reason, although higher levels of educa
tion and better distribution of educational opportuni
ties are essential, they are not in themselves sufficient 
to improve income distribution. It is necessary to ap
ply simultaneous policies in the areas of education, 
employment, distribution of wealth and population, 
and to direct particularly aggressive action on all 
these fronts towards rural areas and regions which are 
backward or have tended to lag behind with the 
changes in development patterns.

In the case of education, the reforms should be 
aimed at ensuring that young people receive a full

18 At the beginning of the 1980s, for example, the proportion of 
young people whose parents had between six and nine years of 
schooling but who themselves succeeded in obtaining a full sec
ondary education was between 33% and 43% in the countries 
studied; in the mid-1990s, this proportion was practically un
changed, standing at between 36% and 46%,

secondary education of suitable quality at a suitable 
age, and at reducing the enormous gap that still re
mains in all countries between educational opportuni
ties in the cities and in rural areas. They should also 
be aimed at making up for the disadvantages with 
which children from the poorest homes begin their 
studies, by expanding the coverage of pre-school 
education, keeping young people for a longer time in 
the school system, and dealing adequately with the 
problems of adolescent pregnancy, which affect the 
educational opportunities of both the mother and her 
children. As the extensive literature on this subject 
indicates, advances in education (and the special ef
forts in this direction) must also be accompanied by 
conscious family planning to reduce the problem of a 
high ratio of dependents which characterizes the 
poorest households.

With regard to employment, the most important 
efforts must be aimed at training for future employ
ment and the development of integral support net
works (management training, transfer of technology, 
credit, new marketing channels) for urban and rural 
small-scale and micro-enterprises, where the persons 
with the lowest incomes work. Although globaliza
tion undoubtedly requires that some labour regula
tions should be made more flexible, the solution of 
the structural employment problems in the region ob
viously does not lie in the radical liberalization of 
the labour market. Furthermore, such greater labour 
flexibility as is politically agreed upon in each coun
try must be accompanied by greater social protection 
in other fields. In particular, there is clear evidence in 
the region that more active policies with regard to 
minimum wages (obviously, within macroeconomi- 
cally sustainable limits) have been associated with 
bigger reductions in the size of the poor sectors in the 
1990s (Morley, 1997). Systems for providing infor
mation on employment opportunities and vocational 
training, especially for those who have lost their jobs, 
still lag far behind in the region.

Finally, emphasis must be placed on the need to 
direct attention towards opportunities for improving 
the distribution of assets, such as policies designed 
to help small producers and social housing pro
grammes. In this field, one of the aspects which 
deserves special attention is that of ways of redistrib
uting assets which do not give rise to distortions in 
economic activity, such as the establishment or im
provement of institutions for channeling credit to 
small enterprises or micro-enterprises without distort

BEYOND THE WASHINGTON CONSENSUS: AN ECLAC PERSPECTIVE •  JOSÉ ANTONIO OCAMPO



26 C E P A L  R E V I E W  6 6  •  D E C E M B E R  1 9 9 6

ing the market, or the new agrarian reform schemes 
which make active use of the land market.

3. Social policy and the second generation
reforms

The efforts to increase and target social expenditure 
in the region must be supplemented with a thorough 
reorganization of the sector to make the supply of 
social services more efficient and effective. This is 
one of the central aspects of what have been called 
the “second generation” reforms, whose essential 
purpose is to increase the efficiency of the markets 
and incorporate criteria based on a microeconomic 
rationale in the provision of those services where this 
approach has previously been absent.

With regard to social services, emphasis has been 
placed on the introduction of elements of competition in 
their supply (creation of quasi-markets), with the par
ticipation of private agents and changes in the forms of 
State support from the traditional subsidies for the sup
ply of such services to demand subsidies. At the same 
time, and in a complementary manner, efforts have been 
made to decentralize the provision of those services for 
which the State continues to responsible, to create new 
systems of results-oriented public management, to give 
the public bodies responsible for supplying services ef
fective autonomy, and to establish participatory mecha
nisms for the control of public management. All the 
components in this reorganization, but especially the 
first-named, are designed to tackle the government fail
ures which have become evident in the past in the pro
vision of social services and which are reflected in the 
inefficiency and low quality of the services provided by 
the State.

Experience shows that while the private sector 
responds dynamically to the incentives given to it, 
such participation is subject to market failures, both 
of a traditional nature, related with economies of 
scale, and failures associated with information prob
lems, highlighted in the more recent literature, which 
give rise to phenomena of imperfect competition, ad
verse selection and “moral hazard” (Ocampo, 1996). In 
economies with severe disparities in distribution, the 
most important problem is that of the natural attrac
tion, generated by the market, whereby the private 
sector directs its supply -both in terms of quantity 
and, in particular, quality- to the higher income groups. 
This problem is not necessarily solved through a system

of demand subsidies, and therefore requires that the 
State should design instruments to increase the sup
ply directed to the lower income groups. As the pub
lic supply has in many cases likewise been incapable 
of reaching certain sectors of the population (as for 
example in social housing programmes), it is neces
sary to promote the participation of new agents, gen
erally of a non-profit or community nature.

The above difficulties are further accentuated when 
the design of private participation schemes does not in
clude clear principles of solidarity, as the private health 
system in Chile shows (e c l a c , 1998b, chapter VII). In 
this case, adverse selection -both by income levels 
and by the health risks associated with the age of the 
population covered- can be very marked. The introduc
tion of solidarity elements does not automatically 
solve this problem, however. Thus, for example, the 
health reform in Colombia established a system in 
which the benefits are totally independent of the 
amount of the contribution, but the response of the 
private sector to the needs of the poorest strata has 
nevertheless been frustrating. The private response 
can also be geographically unbalanced: the response 
is better in large cities, but it is insufficient in small 
towns and the rural sector, where -because of the 
very low economies of scale- there may be “natural 
monopolies” in many services in conditions in which, 
moreover, their provision is not profitable.

When supply does not respond properly -in terms of 
quantity or quality- to the incentives generated by de
mand subsidies, it may be desirable to design intermedi
ate formulas which might be called “demand-oriented 
supply subsidies” and which would make it possible to 
influence supply, including the quality of the services 
provided, while at the same time obtaining the tradi
tional benefits of demand subsidies in terms of the 
targeting of beneficiaries. Such intermediate schemes 
consist of the signing of contracts with particular 
agents to provide services to a specific population 
group through a system of competitions, or the pro
motion of community or non-profit organizations 
with the explicit purpose of entrusting them with the 
administration of the services in question. This could 
also be a suitable system for promoting the creation 
of new services or improving the quality of existing 
ones (for example, raising the quality of the educa
tional system, as is being done in Chile).

Problems of information are much more seri
ous in the services markets than in those for goods. 
In particular, there are virtually insoluble asymme
tries in information between those who provide
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highly specialized services and those who receive 
them (between doctors and patients, in particular, in the 
case of health, but similar phenomena are also observed 
in education). For this reason, the development of quasi
markets for the provision of social services requires the 
establishment of certain minimum schemes for the pro
vision of information, as well as highly developed in
struments for protecting users.

The reforms adopted in this context must be 
pragmatic and must therefore involve a substantial 
component of gradualism and learning from experi
ence. It must also be bome in mind that the new 
schemes of private participation are not a substitute 
for the public supply of services in all sectors. For 
this reason, efforts to improve public supply through 
decentralization, the autonomy of the units providing

services, the introduction of criteria for the assess
ment of public management, and citizen control are 
undoubtedly vital elements of any reform with regard 
to social services.

Finally, it should be emphasized that one of the 
main features in the reform of social services should 
be the design of suitable systems of regulation, infor
mation and quality control of the services provided. 
This is particularly important when the specialized 
nature of the services does not guarantee the transpar
ency of the information that consumers use to select 
their suppliers. This is a matter which is still at an 
incipient stage and which will require considerable 
efforts in the years to come.

(Original: Spanish)
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The Cuban
economy

At the end of the 1950s, Cuba's economic structure was marked 
by serious technological lags and insufficient industrial devel
opment. The growth rates of production and investment were 
low, while income distribution displayed a notable bias towards 
concentration. Over the period from 1959 to 1989, the product 
grew at an average rate of around 4% per year and economic 
policy gave the State a leading role in the production of goods 
and services, with a marked predominance of planning over the 
market mechanisms in the regulation of economic activity. In 
this stage, the economy underwent far-reaching changes in its 
production bases, although many of the typical shortcomings of 
the Socialist countries were repeated: over-dimensioned pro
jects, incorporation of obsolete or obsolescent technologies, and 
neglect of competitiveness. Thus, for three decades Cuba was 
on the sidelines of the enormous changes which were taking 
place in Western markets. Under its arrangements with the So
cialist countries, the country enjoyed guaranteed markets for its 
exports, favourable terms of trade (although rather less so in the 
1980s) and generous financing for its balance of payments. Al
beit with flagrant cases of inefficiency, Cuba increased its stock 
of capital goods and expanded its physical infrastructure; in
creased the capacity of its dams; modernized its railway system, 
and built expressways, highways and rural roads. Progress was 
made in the electrification of the country, and heavy invest
ments were made in the development of human resources, espe
cially in the areas of health, education, culture and sport. The 
high social content of the economic policy made possible sub
stantial advances in the provision of basic services for the popu
lation and the training of an increasingly skilled labour force.
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Recent economic evolution

The entry of the Cuban economy into the Council of 
Mutual Economic Assistance (cm ea) at the begin
ning of the 1970s gave rise to a period of faster 
economic growth than in previous periods, largely fur
thered by heavy net transfers of external resources.1

After the disappearance of the CMEA, Cuba be
gan the 1990s with structural restrictions on its incor
poration into Western trade. The State still controls 
much of economic activity, on both the supply and 
the demand side, the currency is not convertible, and 
the external linkages with the former CMEA countries 
have still not been completely broken. All this ex
plains the special features of the production structure 
and distortions in relative prices compared with those 
prevailing in the market economies. Moreover, in the 
new circumstances efforts to achieve distributive ob
jectives and make progress in the social field give 
rise to heavy burdens which are beginning to exceed 
the capacity of the national economy.

Cuba's need to adjust its economy to the new 
external circumstances is similar to the situation 
faced by other Latin American economies in the 
1980s, with the difference that in the Cuban case the 
period of adjustment is shorter and the constraints are 
greater. Thus, in 1993 the country embarked on an 
adjustment programme centered, as is usual, on two 
main elements: a macroeconomic stabilization effort 
and liberalization in the areas of production, finance 
and trade. Unlike what happened in the rest of Latin 
America and in the European economies, however, 
the reform process did not include a significant priva
tization component and incorporated deliberate deci

□  This article is based on La economía cubana: reformas 
estructurales  y desempeño en los noventa  (The Cuban econom y: 
structural reform s and perform ance in the 1990s) (ECLAC, 
1997), and on the presentation of that study made by David 
Ibarra at the Fondo de Cultura Económica in M arch 1998.
1 M any o f the economic statistics for Cuba are open to question 
because until very recently they used m ethods of calculation 
different from  those recommended by the United Nations. Fur
therm ore, there are shortcomings due to the intrinsic lack of 
inform ation (on prices, for example), the change in the system of 
national accounts (from the system of m aterial product account
ing to the standard United Nations system) and lim itations of 
access in sensitive areas for reasons of national security (in the 
case o f foreign investment and the external debt, for example).

sions to pursue equity in sharing out the burden of the 
change of strategy.

An idea of the magnitude of the recessionary ad
justments made may be gained from the fact that the 
product fell by 35% in real terms between 1989 and 
1993, which was the year when the crisis reached its 
height. In this period, total consumption contracted 
by 13%, with family consumption going down by a 
similar proportion. Capital formation slumped from 
24% to less than 6% of the product, while the fiscal 
deficit rose from 6.7% to 30.4% of GDP. Balance of 
payments capital account income went down to less 
than one-tenth (from US$ 4122 million to US$ 404 
million), forcing an adjustment in the trade and pay
ments balances. Finally, real wages went down by 
around 18%.

From 1993 onwards, the combination of signifi
cant stabilization efforts and the rearrangement of 
some structural changes has begun to put the econ
omy on a sounder basis and bring about changes in 
its traditional forms of operation. Short-term strategic 
planning has undoubtedly made substantial progress, 
although the country is still far from completing more 
far-reaching changes. More specifically, the economy 
has begun -albeit with some fits and starts- a recov
ery phase in which annual growth rates averaged 
3.4% between 1993 and 1997. Over the same four 
years, the imbalance in the public accounts went 
down to only 2% of GDP; monetary liquidity went 
down from 67% to around 40% of the product; ex
ports and imports doubled, and the situation with re
gard to the parallel exchange rate improved, with the 
rate going down from an average of 78 pesos per 
dollar in 1993 to 19 pesos in 1996, a little over 20 in 
1997, and 19 in March 1998.

Despite this progress, the full recovery of the 
Cuban economy requires the reactivation and greater 
competitiveness of the sugar industry, which is cur
rently in a very unfavourable situation and has ad
verse effects on both the external and fiscal accounts, 
since the latter are affected by the subsidies that the 
industry absorbs. Sugar production also serves as a 
guarantee for obtaining foreign credits, which are of 
decisive importance for dealing with the shortage of
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foreign exchange suffered by the country. In the pre
sent economic situation, it might be thought that the 
slump in oil prices might reverse the unfavourable

trends in the terms of trade, but the decline in the 
international prices of sugar and nickel tends to wipe 
out this effect.

II
Economic reforms and 
changes in institutions

In 1989, the sudden dissolution of its very special 
linkages with the Socialist countries forced Cuba to 
make profound reforms in its economy and to change 
the rules previously governing its social life. Unlike 
what happened in a number of Eastern European 
countries, the decisive pressures for change were 
probably not associated with ideologies or para
digms, embraced by the bulk of the population, 
which were in opposition to the official line.

Right from the start of the crisis, it was decided 
to spread its burden evenly, and a complex system of 
measures was adopted to facilitate the réadaptation of 
production and recover the basic macroeconomic bal
ances. The economic policy responses to the new 
situation began to be applied in 1993 with the imple
mentation of a broad programme of adjustment and 
structural change. Subsidies to enterprises were 
slashed; capital expenditure was kept at very low lev
els; special taxes were approved, and rationing of im
ports and a partial freeze on prices and wages were 
applied in a sort of incomes policy. Although mone
tary policy continued to be of a passive nature, the 
government legalized the parallel market and the pos
session of foreign currency and set up a network of 
shops to recover foreign exchange, thus encouraging 
an increase in remittances from abroad, which helped 
to relieve supply shortages.

The State continues to play an important role in 
production and resource allocation, with strict regula
tions on investments and the management of scarce 
foreign currency and inputs. Central planning has 
gradually given way to more indirect controls, how
ever, especially at the macroeconomic level. The re
form process has advanced on various fronts and 
must continue to do so if it is desired to consolidate 
the changes designed to adapt the economy and soci
ety to an external environment which has undergone 
considerable changes. In this respect, it must be ac

knowledged that the adaptations have mainly been of 
a domestic nature, but the speed and even the direc
tion of some changes are related with the possibility 
of easing the external conditions which keep the 
country on the sidelines of financial markets and 
many trade flows.

A “second economy” has arisen and gradually 
become more consolidated with the formation of 
mixed-capital enterprises, the granting of manage
ment autonomy to export enterprises, and the in
crease in the number of actors in the liberalized 
markets. These departures from the system of 
centralized planning have given rise to a new wave of 
reforms which have altered the fiscal and financial 
structures and have led to the establishment of 
indirect State controls of a macroeconomic and 
micro-economic nature.

1. The external sector

The backbone of the structural reform process is the 
effort to rebuild external economic relations in order 
to overcome the external bottleneck and the very 
severe contraction of the economy. It should be noted 
here that the dramatic turnaround in foreign trade se
riously affected the very heart of the Cuban 
economy. In 1997, exports and imports were still 
below their 1989 levels, and the recovery of the terms 
of trade still seems far off.

In order to combat these tendencies, the govern
ment has eased many of the previous regulations; in 
particular, it has broken the State monopoly on exter
nal trade by giving management autonomy to the 
public enterprises and allowing them to operate side- 
by-side with private establishments. Export firms are 
now permitted to acquire inputs directly abroad and 
to finance Cuban producers who compete with exter
nal suppliers. In addition, the encouragement of the
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inflow of foreign capital and know-how has led to 
substantial changes in the rules on foreign investment 
and ownership, as well as the establishment of fa
vourable fiscal and customs treatment.

Promotion of exports and deliberate reduction of 
external purchases have been the main elements in 
the balance of payments adjustment. The current ac
count deficit was reduced from US$ 3 billion to 
US$ 428 million between 1989 and 1997. This is a 
fragile and incomplete adaptation process, however, 
as is shown by the acute dependence with regard to 
the supply of capital goods, energy products and 
other strategic inputs, as well as basic consumer 
goods. Nevertheless, there are achievements to show: 
as well as doubling exports between 1993 and 1997, 
transactions with the West have grown from less than 
20% to around two-thirds of foreign trade.

a) Foreign investment
In 1988 it was agreed to establish the first mixed 

enterprise in the island, to build and operate the “Sol 
Palmeras” hotel at Varadero. The organization of 
commercial associations with foreign capital speeded 
up as from 1992, and at the beginning of 1998 there 
were 317 such associations. The capital came from 
over 50 countries, with Spain, Canada, Italy, Mexico 
and France accounting for particularly large shares. 
The sectors most favoured with such investment are 
tourism, mining and the oil industry.

In 1995 a new law was adopted to attract foreign 
investment and technology, and agreements have 
been signed with the governments of various coun
tries for mutual protection of investments. The main 
features of this law represent a considerably more 
flexible approach compared with the previous sys
tem, but restrictive practices or controls still exist, 
especially the case-by-case approval of projects with 
foreign participation and the hiring of Cuban person
nel through public bodies. The recent foreign invest
ments have helped to create some 60,000 jobs in 
various activities and over 600 foreign companies 
and commercial firms have installed offices to repre
sent them in the country.

b) Tourism
In 1994, the reorganization of tourism activities 

was initiated. The previous excessive concentration 
of decisions has been reversed, and economic and 
financial autonomy has been granted to the enter
prises set up, in order to improve their competitive

ness. Hotel chains are free to acquire their inputs on 
either the local or the external market and they are 
participating -through financing and technical assis
tance- in the development of a network of national 
suppliers.

The Ministry of Tourism undertakes institutional 
promotion programmes and defines investment pol
icy, but the hotel chains negotiate directly with for
eign investors, who come mainly from Argentina, 
Brazil, Canada, Italy, Mexico, Spain and the United 
Kingdom. It is estimated that tourism services pro
vide direct employment for 65,000 people. In 1998, 
the installed capacity for international tourism came 
to almost 390,000 rooms. There is a programme for 
building 27,000 more rooms per year up to the year 
2000, with the aid of foreign investment, which will 
make it possible to receive nearly two million more 
visitors.

2. Reform and modernization of the State

a) Redimensioning the State apparatus
Up to 1989, the size and functions of the public 

sector were closely linked with the State’s participa
tion in planning the national economy and running 
State enterprises. Likewise, the structure of the cen
tral government was functional to the needs of eco
nomic integration with the members of the former 
CMEA.

As from the 1990s, a new style of organization 
of the State began to take shape. In 1994, the number 
of ministries and central-level institutions was re
duced from 50 to 32. The central government was 
made more compact, the new institutions were as
signed functions in accordance with the economic re
form process, and there was a considerable reduction 
in the central government payroll. In line with these 
new approaches, the State now plays less of a leading 
role in the economy, in accordance with the reforms 
and new objectives.

Gradual restructuring and redimensioning of the 
production sectors to adapt enterprises to the size of 
the market, the availability of inputs, and the use of 
technologies that allow them to be competitive has 
been undertaken, involving both the reconversion of 
production activities and the closure of non-viable 
enterprises and the modernization of activities and 
better use of the available resources. The government 
now tends to form small but more efficient central 
management bodies and to delegate or decentralize
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functions and responsibilities to the provinces and 
municipalities, as well as giving increasing manage
ment autonomy to public enterprises. Without preju
dice to the foregoing, an effort is also being made to 
share out the burdens of the crisis and maintain the 
social safety nets. However, the external bottleneck 
has caused the authorities to establish strict direct 
controls on the allocation of foreign exchange and 
strategic inputs.

At the same time, with the dual purpose of 
speeding up structural change and equitably sharing 
the benefits and costs of the adjustment, special in
centive arrangements have been set up for over 1.4 
million workers (as at the beginning of 1998), espe
cially in export activities and those efficiently replac
ing exports.

b) Financial reform
The financial reform process is only just begin

ning to adapt this sector to the changes in the real 
sector of the economy, in economic relations with the 
exterior, and in individual and collective property 
rights. Institutional reforms are being made which are 
designed to create and strengthen financial markets 
and institutions in order to improve the mobilization 
of savings and channel them to investment and the 
recovery of production. Measures are thus being 
taken to create a financial system made up of banks, 
non-bank intermediaries and capital markets.

In 1993, as the first step in the reform of the 
financial system, it was made legal to possess foreign 
exchange and, subsequently, to open bank savings 
accounts in convertible currencies. Next, money 
changing offices and other financial intermediaries 
were set up. Among the latter, special mention may 
be made of the formation of banks or financial 
institutions specializing in serving and integrating 
the production circuits connected with the recon
struction of foreign trade and the development of in
struments to provide support for trade with the West. 
Finally, foreign banks have been given the possibility 
of participating in the economy and already have a 
dozen offices representing them. The same has oc
curred in the case of other financial services, such as 
insurance.

The above-mentioned changes mark the begin
ning of more profound changes in financial institu
tions in order to adapt them to the results of the 
economic shifts taking shape in Cuba. Mention may 
be made, in this respect, of the publication in 1997 of

decrees setting up the Central Bank of Cuba and 
the commercial banking system and regulating the 
establishment and functioning of banks and non-bank 
financial institutions. Cuba has thus broken with the 
system of having only a single banking entity and has 
opened up the way for the tripartite system which 
prevails in the market economies: a Central Bank, a 
commercial banking system, and an investment bank
ing system.

3. The labour market

In 1989 the employment situation was favourable, 
although the jobs available were not always of high 
productivity. In the 1990s, the crisis and structural 
changes have reduced employment in the public sec
tor and increased the number of jobs in non-State 
activities. Private ow n-account em ploym ent has 
increased, but it is still subject to restrictions: own- 
account enterprises cannot hire paid staff and in prac
tice are excluded from bank credit. Moreover, tax 
policy has become very severe with respect to these 
businesses, leading to discouragem ent and the 
closure of many of them, with the consequent loss of 
opportunities for creating income and jobs.

Although wage reforms are still pending and 
workers have lost purchasing power, efforts have 
been made to share the costs of the adjustment as 
equitably as possible. Thus, various measures have 
been taken to keep up employment in para-State en
terprises and to maintain the incomes of workers who 
are technically redundant, in an effort to relieve the 
immediate social costs which are the inevitable coun
terpart of the long-term benefits of the production 
adjustment process. Workers who lose their jobs re
ceive a State guarantee of 100% of their wages dur
ing the first month and subsequently benefits 
equivalent to 60% of their basic wages for a period 
which depends on their number of years of service. 
There are also enterprises which keep their workers 
standing by for technical or social reasons, continu
ing to pay them their full wages.

The economic duality of markets and prices is 
reflected in the duality o f the net remuneration (but 
not the wages) of the labour force. The real wages of 
public employees in the central sector have deterio
rated, but workers in high-priority activities (exports, 
energy products, foodstuffs) receive supplementary 
income in the form of incentives for raising produc
tivity and generating or saving foreign exchange.
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Thus, one of the dilemmas of the Cuban economy is 
how to generalize the incentives currently received 
by only part o f the working population, which have 
led to a certain amount of migration of workers who 
do not enjoy such incentives towards areas of modem 
activities, such as tourist services.

4. Macroeconomic reforms

a) Fiscal reforms
The tax reform process is being applied only 

gradually because of the enormous administrative de
mands it poses and the lack of previous practical ex
perience in taxing individual persons and enterprises. 
The previous taxes are being replaced by taxes simi
lar to those used in the West and the tax on money 
circulation will be replaced by a sales tax. By mid- 
1998, all State enterprises had been incorporated into 
the new tax system.

Among the main purposes of the 1994 Tax Sys
tem Act are those of protecting the lowest-income 
social strata, stimulating work and production, and 
helping to eliminate excess liquidity. Two direct taxes 
have been established: a 35% tax on company profits 
and a progressive tax on personal income. Revenue 
from the tax on profits increased five-fold between 
1995 and 1998, while the second tax concentrated on 
own-account commercial activities and, since 1996, 
on the foreign exchange income of certain types of 
professionals.

In May 1997 it was made legal to rent real estate 
and a tax was established which is calculated on 
the basis of the characteristics of the property rented. 
It is estimated that 20% of tourists, excluding non
resident Cubans, stay in private houses.

The gradual application of this Act has resulted 
in an increase in the taxes paid by the non-State 
sector and the population in general. In 1995, these 
two sectors accounted for 6.7% of total tax revenue, 
but in the following year their contribution was 9%, 
and this increased to 9.4% in 1997. This figure is still 
below the potential contribution of the private sector, 
particularly because many of the non-State produc
tion activities are in the cooperative agricultural 
sector, which has not yet been incorporated into the 
new tax system.

b) The monetary system
In the monetary field, the parallel foreign ex

change market was legalized, as was the opening of

foreign-currency savings accounts in Cuban banks. A 
system of “foreign exchange recovery shops” was 
also set up with the dual purpose of making up for 
shortcomings in national supply and syphoning-off 
excess liquidity. Thus, markets have been segmented 
and transactions are carried out in various currencies: 
Cuban pesos, U.S. dollars and, more recently, con
vertible pesos. The State-controlled formal market, 
which receives high State subsidies, has kept the 
prices of essential consumer goods and services sta
ble in terms of Cuban pesos. In the free markets for 
agricultural, industrial and handicraft goods, prices 
are freely fixed (in the three circulating currencies: 
Cuban pesos, convertible pesos and U.S. dollars) 
according to the fluctuations of supply and demand. 
In the foreign exchange recovery shops, prices are set 
by the government and purchases can be made in 
convertible pesos or in U.S. dollars.

5. The planning system

The Cuban planning system has undergone substan
tial changes and adaptations due to the demands of 
the macroeconomic stabilization process and the 
structural changes associated with the rebuilding of 
economic links with the Western world.

Thus, the institutional frontiers separating the 
public and private sectors have been changing. Plan
ning has given way to the market forces as a system 
of economic coordination. Even so, the system of 
centralized control still prevails and the public enter
prises play a leading role in the allocation of re
sources and the supply of most goods and services. 
The market forces are on the rise, however, furthering 
the progressive decentralization of economic activi
ties and decisions. Consequently, there is an Uneasy 
coexistence between central planning and the market 
in more and more areas df the economy.

At the same time, the rebuilding of economic 
links with the West involves the transition from a 
broad-based growth model to another where consid
erations of competitiveness, technical excellence and 
flexibility in adapting to markets prevail, and al
though central planning may be appropriate for the 
first-named model, it has obvious shortcomings for 
the pursuit of intensive development, especially in 
economies which are only small and are more open to 
external trade.

The results of the structural adaptations of the 
Cuban economy naturally display a complex picture
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of advances and setbacks. The domestic and external 
forces sometimes favour and on other occasions 
hinder the advance and rapidity of reform efforts.

The inevitable ups and downs of the “special pe
riod” affected the presentation of annual plans to 
the N ational Assem bly between 1991 and 1995. 
At the same time that emergency measures were be
ing implemented, new forms of macroeconomic and 
microeconomic management began to be introduced 
which emphasized market relations and pursued 
stricter criteria of competitiveness and efficiency. 
This led to the adoption of hitherto non-existent 
forms of planning which made up the so-called “stra
tegic planning” approach.

No system of planning, or, to put it in more gen
eral terms, no economic coordination system, is inde
pendent of the legal and organizational framework 
within which it operates. In Cuba, the impact of new 
circumstances and urgent problems has led to the in
itiation of a period of reconstruction of institutions 
which is still under way. So far, the institutional re
forms and those of the planning system have ad
vanced side-by-side, and this explains the flexibility 
and much of the success of the economic stabiliza
tion process and some essential structural changes. 
Nevertheless, these two interdependent processes of 
change have not yet concluded and some tensions 
still persist, with no clear delineation of the division 
of labour between the State and the market in 
resource allocation or the coordination of economic 
activity.

6. Other reforms

a) Legalization of dual markets and family
remittances
Since the measures taken in m id-1993 to legal

ize the possession of foreign exchange, family remit
tances have assumed growing importance in the 
external sector o f the Cuban economy. They supple
ment family income and at the same time represent a 
purchasing power which helps to sustain and expand 
transactions in the free markets and the “foreign ex
change recovery shops” . Furthermore, the estab
lishment of free markets has in itself encouraged 
production and facilitated the spread of new sources 
of income for the population.

From a macroeconomic standpoint, although the 
multiple nature of the price system or the monetary 
circuits may have disadvantages in the longer term, it

has made it possible to capture scarce foreign ex
change and increase the available supply for families 
and enterprises.

b) Changes in the agricultural sector
Between 1959 and 1963, two agrarian reform 

laws were adopted which established a dominant 
State sector in Cuban agriculture, concentrating 
within it most of the land in the country. In 1993, 
however, it was decided to allow third parties to 
make use of the bulk of State-owned land, with the 
aim of promoting an increase in supply, decentraliz
ing official functions and responsibilities, and reduc
ing fiscal support.

For this purpose, basic cooperative production 
units (BCPUs) were established, opening up the way 
to smaller-scale and more autonomous forms of or
ganization. The far-reaching nature of the reforms 
may be gathered from the fact that two-thirds of the 
total cultivable area is now operated by non-State 
entities. The BCPUs were entrusted with 42% of 
the cultivable land for exploitation and received 
loans equivalent to the value of the equipment and 
installations.

In 1994, “farmers’ markets” in which prices are 
freely set were formally established. Markets of this 
type have been established in the 169 municipal areas 
of the country, with 29 in the city of Havana. This has 
thus given legal standing to the marketing of their 
own goods by individual peasants as well as by 
public enterprises and cooperatives, after fulfillment 
of their sales commitments to the State. In 1997, pri
vate enterprise provided 73% of all supplies, while 
the State and co-operative sectors provided 24% and 
4%, respectively.

The immediate effects o f the change in agricul
tural land use have been reflected in the encourage
ment of production, the creation of independent 
sources of employment, and the incipient formation 
of new entrepreneurs. The experiment has not yet 
reached maturity, and it faces the risks associated 
with every agrarian reform process, which are magni
fied in the case of Cuba by the crisis, the over
mechanization of agriculture in the previous period, 
the lack of management experience, shortcomings in 
the supply of essential inputs and spare parts, and 
forms of ownership which do not fully encourage 
reinvestment, technological innovation, or the care 
of natural resources (Demsetz, 1967; Coase (ed.), 
1988).
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III
Final comments

There are still major problems which affect the evo
lution of the Cuban economy and society and are 
likely to continue to do so. The microeconomic ad
vances have been concentrated in the production of 
marketable goods, and the capital formation process 
has considerably declined, as have the standards of 
maintenance of enterprises and the infrastructure, just 
at the time when technical reconversion needs are at 
their highest. The reorganization schemes for agricul
tural producers and industry are far from consolidated 
(this is particularly so in the case of many of the 
agricultural cooperatives and the industrial plants 
which have not redimensioned their operations or 
corrected overmanning); as occurred in 1996 with the 
overheating of the economy, the external bottleneck, 
which has only partly been solved, imposes strict 
limits on the attainable growth rates, and the gap be
tween social security income and expenditure has 
widened since 1989, as benefits are granted inde
pendently of the payroll-based revenue collected.

Demographic phenomena (such as population 
ageing and the high proportion of pensioners com
pared with the active labour force), together with the 
financial needs referred to in the previous paragraph, 
reduce the budgetary funds available for investment 
and modernization of production to a level below that 
which is advisable, and this is why it is so important 
to review the whole set of pension systems and social 
safety nets.

Now that the stabilization phase of the “special 
period” has been completed, the country is facing a 
parting of the ways with regard to its future evolu
tion, which is so intrinsically complex that only a 
broad sketch of a general nature can be attempted. 
One option would be to limit the liberalization of the 
“second econom y” and halt the strengthening of 
private property rights, which would make it possible 
to prevent the subsequent segmentation of society or 
the dispersion of political and economic power. The 
drawbacks of this approach are equally clear, how
ever: lower rates of development, a reduction in the 
innovative impulses for growth, and a dangerous pro
longation of the period of inevitable economic and 
social changes.

The other option would be to press on with the 
reforms and gradually eliminate the obstacles to the 
development of the “second economy”. From the 
Cuban standpoint, this option would not be free from 
problems either. To begin with, it would be necessary 
to accept the gradual separation of powers between 
the State and the market, which would amount to 
changing the socialist paradigm followed so far. At 
the same time, it would be necessary to compensate 
for the tendencies towards income stratification, by 
extending the incentives currently given to the 
“second economy” to other segments of the labour 
market in order to preserve the legitimizing objec
tives of the Cuban Welfare State.

Contrary to what is often assumed, profound 
changes in production systems cannot be achieved 
instantaneously, nor can they be prevented from af
fecting the social body as a whole: first of all it is 
necessary to travel the little-known and risky paths of 
the institutional transition. To make matters worse, 
Cuba does not have much room for maneuvering. 
Apart from domestic tensions, the present interna
tional economic isolation imposes extraordinary lim
its on the attainable rate of national reconstruction. 
For these reasons, in order to carry through the re
form effort this must be carried out gradually, without 
trying to follow a straight line but instead following a 
zigzag path. The recent increase in the tax burden on 
private own-account activities shows that there are 
domestic tensions, while the United States embargo 
illustrates those of foreign origin.

A distinction must be made here between radical 
strategies of structural change which can be put into 
effect immediately and the slower rate of evolution of 
institutional changes. It is perfectly possible to de
regulate external trade or unify exchange markets 
overnight, but this might be incompatible with the 
more gradual process of reorganization and reconver
sion of production at the microeconomic level or the 
acceptance by society of new values or greater sacri
fices in the short term.

As already noted, the reform drive in Cuba has 
arisen mainly in response to disturbances of external 
origin which called for curative strategies imposed
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from above after a period of consultations with popu
lar-level organizations. It therefore displays the ambi
guity typical of profound reform processes, many of 
whose objectives will only be attained as progress is 
made in the solution of the inevitable political ten
sions and rigidities.

This is not to deny the need for the gradual elimi
nation of flagrant economic distortions and the adoption 
of a new set of reforms; it merely emphasizes the need 
to choose the short- and long-term priorities very care
fully and to appraise with caution the rate at which 
institutional changes can reasonably be applied.

At alrievents, the future of Cuba is not con
fined w ithin the classical dichotom ies of capital
ism  or socialism. There are many different paths 
open, as is shown by the different balances be

tween efficiency, equity and growth reached in 
Northern Europe, the Pacific Rim  countries, or 
Costa R ica in Latin America.

So far, we have mainly reviewed the domestic 
options and conditioning factors for the economic 
transition and the reinsertion of Cuba into Western 
markets. In an interdependent world, however, na
tional decisions are affected by increasingly impor
tant outside influences. For this reason, the rate of 
the Cuban reform process and some of its features 
will be subject to the reactions and responses of the 
international community, expressed either in the 
form of closer relations and the settlement of dif
ferences, or in greater separation and even mutual 
hostility.

(Original: Spanish)
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Education in Latin America:
demand and distribution

are factors that matter

Although the governments of the region have increased their 

spending on health and education, the results have been unsatis

factory. Expenditure on these services has traditionally been con

sidered as a transfer rather than an investment. The accumulation 

of human capital has been relatively slow, with negative effects 

on economic growth, and it has been distributed unevenly among 

the different income groups, thereby further increasing inequality. 

This article analyses the causes of these results. First it describes 

the nature of the problem, presenting data which confirm the 

scanty and inequitable accumulation of social capital in the re

gion, which has further accentuated the inequitable distribution of 

wealth and income. It then discusses the causes of these results, 

emphasizing the effect of the weak demand for education among 

the poor, due, among other reasons, to income constraints and the 

old policy of economic protection. Among its conclusions, it lays 

emphasis on the fact that the economic reforms have increased 

the demand for social capital, thus raising the private returns on 

investment in human capital and giving rise to renewed interest 

within the private sector in improving the public educational sys

tem. The public sector also has new incentives to embark on the 

reform of the health and education sectors. This could set up a 

virtuous circle of better accumulation and distribution of human 

capital, linked with more equitable economic growth.
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I

Introduction

The early postw ar development model emphasized 
a strong role for the State. The challenge of coordi
nation, of ensuring the complementary public and 
private investment in industry, transport and commu
nications needed to jump-start an economy, seemed 
to justify the State not only assuming a leading role 
as planner, but also taking the commanding heights 
of the economy and managing production. In this 
early development model, spending on such “non
productive sectors” as health and education was seen 
as a drain on the accumulation of productive assets, 
and thus as a cost in terms of growth. Early demo
graphic models, for example, emphasized that rapid 
population growth in developing countries was drain
ing away public resources on schooling and health 
services, thus reducing the availability of productive 
physical capital per capita.

The newer growth models introduced the con
cept of “human capital” as a productive investment. 
In the new classical growth models, human capital 
accumulation is as critical to the growth process as 
the previous narrow concept of physical capital: 
growth is stimulated by increasing savings and in
vestment in education. The recent endogenous 
growth models attribute an even stronger role to hu
man capital. In these models, sustainable growth is a 
result, in part, of the positive externalities generated 
by education, an important form of human capital; 
new ideas and new technologies are critical to high 
sustained growth, and their generation, in turn, de
pends on high levels of human capital.

The newer growth models provide an elegant 
and compelling justification for human capital in
vestments as efficient and growth-enhancing. In their 
simplest form, however (as reflected in the well- 
known empirical studies of growth by Barro, Sala-i- 
Martin, Romer and others), they embody assump
tions which are poor guides to policy choices.

First, and most fundamental for this article, the 
distribution of human capital across individuals is ig
nored. The implicit assumption is that the accumula
tion process will “trickle-down” and benefit members 
of all income groups proportionately.

Second, and reinforcing the first shortcoming, 
demand is ignored. Human capital accumulation is 
treated as exogenous. The determinants of the accu
mulation process -household decisions to invest in 
human capital, and public policy decisions about the 
size and allocation of similar investments- are not 
modelled. The initial distribution of adult education 
across households, which is critical to investments in 
children’s education (Schultz, 1988), and the macro- 
economic, trade and other economy-wide policies 
that also affect household demand by different in
come groups for education, are not explicitly consid
ered. This ignores the fact that parents who are 
poorer and less educated are likely to invest less in 
their children’s education.

And third, the problem of delivery -the  efficient 
and equitable production of social services- is also 
ignored. A major role for the State in the delivery of 
health and education services is implicitly endorsed. 
The emphasis on the positive externalities of human 
capital in new growth models is based on the logic of 
a market failure, particularly in capital markets, 
which inhibits optimal private investment. Because 
human capital cannot be appropriated, borrowers can
not use future human capital as collateral; even when 
agents recognize high returns to private investments 
in health and schooling, they cannot borrow and 
their investments are therefore liquidity-constrained. 
Thus in these models the role of the State is critical, 
reinforcing the traditional view of government as the 
major financier, producer and provider of all social 
services.1

This lack of emphasis on the distribution, de
mand for, and delivery of social programmes has re
inforced the long-standing assumption that Latin 1 
America’s developing societies face an inevitable 
tradeoff between efficiency and fairness. In the tradi
tion of Kuznets, analysts have tended to view the 
high and growing income inequality of the region as

1 Of course, the State can play a  strong role in the selective 
financing of social programmes, apart from their provision. On 
this particular issue, the new growth models are silent.
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an inevitable consequence of economic development. 
Past efforts o f governments to rectify unfairness us
ing populist transfers -w ith disastrous fiscal results- 
have reinforced the pessimistic view that Latin Amer
ica cannot enjoy growth with equity. Given that pes
simism, the range of recommended policy responses 
has been comparatively unambitious: a remedial and 
marginal social policy designed to cushion the impact 
of increasing poverty, without any emphasis on in
vestment in the human capital of the poor.

In challenging the assumptions of the new 
growth models and of the tradeoff pessimists, the pre
sent article focusses on the social sectors -education 
and health- in Latin America. The process of invest
ment in these sectors -tha t is to say, investment in 
human capital- has not worked well in the region. 
Though governments have committed as many or 
more resources to health and education services as 
have other developing countries, the region has a 
poor record, given its income. Spending on these 
services, particularly for the poor, has historically 
been viewed as a transfer rather than an investment. 
Human capital accumulation has been relatively slow, 
with negative effects on growth, and it has been 
highly unequal across income groups, exacerbating 
income inequality.

This article examines why. The discussion is 
based on a broader consideration of the points made 
above, focussing on the interrelated issues of demand 
(for education, for exam ple) and distribution. A 
thorough discussion of the third point (the transfor
mation of social service delivery) may be found in 
Birdsall and Londono (1998).

First, with regard to demand, the low accumula
tion of human capital in Latin America reflects low 
household demand for education, particularly among 
the poor. Second, with regard to distribution, this low 
household demand for human capital reflects the high 
proportion of poor households in Latin America and 
the depth of their poverty. The historically unequal 
access of the poor to income-producing assets (land 
as well as human capital) in the region helps to ex
plain the vicious cycle of low accumulation of human 
capital and widespread poverty. Moreover, low accu
mulation of human capital by the poor has been exac
erbated by regressive patterns of public spending on 
social programmes -the  poor have not benefitted 
much from public spending on education and health 
services- and by economic policies that have penal

ized labour and discouraged household investment in 
education.

In short, the trickle-down approach to human 
capital accumulation in Latin America has failed. If 
the region’s economies are to exploit the efficiency 
and growth-enhancing effects of more rapid human 
capital accumulation, there will need to be more em
phasis on equity in the distribution of the services 
that generate such capital.2

Section II of this article describes the nature of 
the challenge, summarizing evidence which shows 
that, despite adequate public spending, accumulation 
of human capital in Latin America has been low and 
inequitable -th e  distribution of education has hardly 
improved over time. Empirical analysis shows that 
low and unequal human capital accumulation in Latin 
America goes a long way towards explaining not 
only Latin America’s high level of income disparity 
and poverty but also its sluggish capital formation 
and lack of economic growth, and that, in a vicious 
circle, the insufficiency and inequality of the region’s 
human capital has reflected, and at the same time 
reinforced, the high degree of asset and income in
equality throughout Latin America. 1

In section III, the underlying reasons for low and 
unequal human capital accumulation are discussed, 
emphasizing the effect of weak demand for education 
among the poor due to liquidity constraints. and the 
likelihood of low returns to human capital investment 
in economies biased against labour. On the one hand, 
history suggests a discouraging vicious circle, in 
which initial poverty and income inequality have led 
to slow and unequal human capital accumulation, 
which has in turn reduced growth and exacerbated 
inequality. On the other hand, there is a positive im
plication: more rapid accumulation, with greater em
phasis on equal access to education, can both speed 
economic growth and reduce income inequality. 
More and more equal education can enhance both 
efficiency and equity.

The article ends on a note of optimism. Recent 
economy-wide reforms are increasing the demand for 
skilled labour in the region. This is raising the private 
return to human capital investment, and generating a

2 In Birdsall and Londofio (1998) we address the challenge of 
more equitable social service delivery by advocating a new 
“horizontal” approach to the provision of social services: one 
w hich relies on greater targeting of public spending to the poor, 
m ore com petitive supply of services, and an em phasis on d e
mand that em powers consum ers, including poor consum ers.
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new round o f  interest in the business sector for an 
improved public system of education. At the same 
time, success on the macroeconomic front has created 
a readiness in the public sector to address the chal
lenges of reforming the education and health sectors 
-education was a major focus of attention for the 
Heads of State at the 1998 Summit of the Americas 
in Santiago, Chile. Throughout the region, there are a 
growing number of efforts to test new approaches to 
the delivery of social services that combine centrally

determined rules of the game with market-led com
petitive supply and consumer empowerment. These 
efforts show the potential for greater internal effi
ciency in the delivery of social programmes and more 
responsiveness and accountability of public systems 
to the needs of the poor. More access by the poor to 
good education and health services can set in motion 
a new, virtuous circle that includes fairer distribution 
of assets and opportunities, faster economic growth 
and wider distribution of its benefits.

II
Low and unequal human capital 
accumulation in Latin America

First the facts. After taking account of its per capita 
income, Latin America's performance in human capi
tal accumulation is weak compared to other regions. 
This is particularly true for education: average 
schooling attainment is two years below what would 
be expected from the level of per capita income: a 
record barely better than that of sub-Saharan Africa 
and well below that of East and Southeast Asia. At 
the beginning of the 1990s, workers had an average 
of 5.2 years of education -nearly a third less than 
would be expected for countries with the region’s 
level of development- and more than a third of the 
children entering primary school were not finishing 
it: over twice the rate of other regions in the world.

The education gap has worsened over the last 
three decades. At the start of the 1970s, Latin Amer
ica had a low level o f education, lower than the coun
tries of Europe and Southeast Asia with comparable 
income levels but no different from the rest of the 
developing world, once adjusted on a per capita basis. 
Since then, however, education in Latin America (led 
by Brazil, Mexico, Venezuela and Central America) has 
grown at a positive but slow rate, well below the growth 
achieved by the Asian countries and the rest of the de
veloping world. In 1980, the region’s work force lagged 
behind the average for the developing world, in terms of 
number of years of education, by an average of one 
year, and by the mid-1990s this figure had doubled. 
Compared to East and Southeast Asia, Latin Amer
ica’s lag in education has increased from less than 
one year in 1970 to about 4 years in 1995 (figure 1).

The shortfall in health compared with other re
gions is not so marked. Average life expectancy is 
about two years below the level that should be ex
pected, given the region’s income (figure 2). This re
sult is perhaps due to a smaller gender gap in 
education than elsewhere, the positive effect of moth
ers’ educational levels on infant mortality, and rela
tively greater spending and innovation in the health 
sector in Latin America ( i d b ,  1996).

The primary problem is not one of low public 
expenditure on health and education; such expendi
ture is similar to that of other developing regions, at 
6 .6 %  of G D P  (table l).3 Rather, the problem has been 
the inefficient use of public expenditure and the un
equal incidence of public spending on these services: 
that is to say, the relatively low proportion of public 
spending that has benefitted the poor.4 Compared to

3 Consistent with perform ance, spending is relatively greater on 
health than on education, com pared to other regions. In this 
article, education is emphasized as the m easure of human capital 
accumulation. Health and other m easures also reflect investm ent 
in hum an capital, o f course, but in a less linear manner and thus 
with less easily m easured and differentiated effects on produc
tivity and income growth.
4 Compared with East Asia, low econom ic growth and the later 
decline in fertility also translated into lower spending per child 
in Latin America, especially in the 1980s. Now, however, Latin 
America is beginning to benefit from  a reduction in the growth 
of school-age populations and from  the higher absolute spending 
per capita that is associated with higher rates of economic 
growth, even without increases in the proportion of GDP going 
to social spending. In addition, many countries are in fact in
creasing that proportion.
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FIGURE 1

Latin America and East Asia: 
The educational deficit

Source: Inter-American Development Bank, Economic and social 
progress in Latin America, W ashington, D. C., 1996.

FIGURE 2

Latin America: The life expectancy deficit

East Asia and the industrialized countries, Latin 
America displays high inequality of human capital 
(its inequality in the distribution of land, another 
critical productive asset, is the highest of any region 
-see figures 3 and 4)  ̂ Thus, the low rate of overall 
accumulation -the average between the sizeable in
creases in the number of years of schooling com
pleted for a small number of the people and very 
limited increases for the great majority- is due in part 
to the unequal nature of the accumulation.6

Moreover, contrary to what might be expected, 
the increase in average years of schooling in Latin 
America over the last three decades has not been as
sociated with an improvement in the distribution of 
education. Figure 5 contrasts the virtually unchanged 
distribution of education in Latin America to the im
provement in East Asia over this period.7

Source: Inter-American Development Bank, Economic and social 
progress in Latin America, Washington, D. C„ 1996. 
a Calculated from the equation e(In (y), time).

TABLE 1

Social expenditure in the 1990s
(% o f  GDP)

Public expenditure 

Total Education Health

Private
expendi

ture
Health

Latin America 6.6 3.6 3.0 3.1
Other developing 
countries 6.4 4.2 2.2 1.9
All developing 
countries 6.5 4.1 2.4 2.2
Worldwide 9.9 5.1 4.8 3.2

Source: Inter-American Development Bank (IDB), Economic and 
Social Progress in Latin America, Washington, D C., 1996.

5 In  figures 3 and 4, years o f schooling  are es tim ated  using  
B arro -L ee’s frequency  d istribu tion  fo r the p o pu la tion  25 
years and over w ith in  categories o f education : i.e ., no 
schoo ling , incom plete  prim ary schoo ling , com pleted  p r i
m ary  schooling , incom plete  secondary  sc hoo ling , co m 
p le ted  secondary  schoo ling , incom plete  h igher education , 
and com pleted  h igher education). T here  is som e ev id en ce  
th a t inequality  of education  is beg inn ing  to decline  in L atin  
A m erica: in 1990, inequality  w as low er fo r young adu lts 
(aged 20-30) than fo r o lder groups (E lizabeth  K ing , p e r
sonal correspondence, June 1997). H ow ever, the  ex p erien ce  
o f coun tries like Indonesia  show s tha t even sta rting  fro m  a 
low level, rapid  accum ulation  can be accom panied  by im 
proved d istribu tion .
6 Low accumulation in Latin  America is strongly associated 
with the low quality of public primary and secondary schools, 
as described and discussed in Schiefelbein, 1995 and Birdsall, 
1998. Among a m ultitude of systemic problems in highly 
centralized systems is the difficulty of recruiting and retaining 
the best possible teachers. In many countries, teachers are 
poorly paid; moreover, teachers (including those with the1 least 
training) are poorly supported, but nevertheless autom atically 
advance through the system, often persisting in unsatisfactory 
working conditions in order to benefit from guaranteed pensions 
and retirement as early as at age 50. Many countries’ budgets 
are burdened with non-working teachers, some actually retired 
or even “phantom ” teachers, strain ing;the resources available 
for genuine working teachers. The phallenge rem ains for 
governments in the region to create mechanisms to bring 
teachers’ unions, some of which are! politicized and resist 
change, into a relationship of collaboration and cooperation.
7 It is normal that existing disparities |n  human capital of the 
population will widen as educational systems initially expand, 
until average schooling reaches five to six years (Londono and 
Sz6kely, 1997).
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FIGURE 3

Inequality of asset distribution, circa 1990
FIGURE 4

Inequality of asset distribution, circa 1990
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Source: The inequality o f human capital distribution was calcu
lated on the basis o f figures for education taken from R.J. Barro 
and J. Lee, International Comparison o f  Educational Attainment, 
Washington, D. C., W orld Bank, 1993. The Gini coefficients for 
land distribution were obtained from  K. Deininger and L. Squire 
(personal correspondence).
a The measure of inequality o f human capital distribution is the 

standard deviation o f the num ber of years of schooling o f the 
population aged 25 or more (see footnote 5).

FIGURE 5

Latin America and the Caribbean and East Asia: 
Inequality of human capital distribution 
(regional comparison) a

0.30 0.40 0.50 0.60 0.70 0.80

Source: The inequality o f human capital distribution was calcu
lated on the basis o f information taken from R. J. Barro and J. Lee, 
International Comparisons in Educational Attainment, Washing
ton, D. C., W orld Bank, 1993.
a East Asia comprises Hong Kong, Indonesia, South Korea, 

Malaysia, Singapore, Taiwan and Thailand. In this figure, the 
inequality of distribution of human capital is measured by the 
coefficient of variation of the number of years of schooling.

Inequality of land distribution 
(Gini coefficient), weighted by population

Source: The inequality of human capital distribution was calcu
lated on the basis of figures for education taken from R. J. Barro 
and J. Lee, International Comparison o f  Educational Attainment, 
Washington, D. C., W orld Bank, 1993. The Gini coefficients for 
land distribution were obtained from K. Deininger and L. Squire 
(personal correspondence).
a In this figure, the measure of inequality of human capital distri

bution is the coefficient of variation: i.e., the quotient of the 
standard deviation and the mean. This measure takes account o f 
the effect of changes in the average number o f years of school
ing on the distribution (see footnote 5). It may be noted that in 
this figure the high inequality of human capital in Latin America 
(see figure 3) goes down compared with other regions when the 
standard deviation o f the number of years of schooling of adults 
is divided by the mean schooling of adults. The relatively high 
level o f schooling in Latin America compared with other devel
oping countries is not sufficient, however, to make up for the 
high standard deviation for a given mean compared with East 
Asia and the developed regions.

1. Effects of low and unequal accumulation 
on growth

What have been the effects of low and unequal hu
man capital accumulation on the growth rate in Latin 
America over the last three decades? Table 2 shows 
the results of estimating a traditional growth equation 
across countries, using the best recently available 
data on the distribution of income (Deininger and 
Squire, 1996). For these estimates, the countries se
lected were those for which Lorenz curves were 
available for two periods of time separated by at least 
five years, with income estimates per capita in inter
national purchasing power prices, and with data on 
physical capital investment, the education of the la
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TABLE 2

Explaining Growth

A. Explaining aggregate growth
In d ependen t variab le (1) (2) (3)

Constant 0.01 0.04a 0.03
Capital accumulation 0.53a 0.57a 0.54a
Initial conditions:

Income level -0.88 -0.41 -0.42
Education level 0.17 0.28b 0.30b
Income inequality -0.05b -0.03 -0.002
Land inequality -0.02b -0.01
Educational inequality -0.09b -0.09b
Natural resources -0.01

Changes in:
Income inequality
Trade openness 0.02
Manufacturing trade
Primary trade

Dummy for Latin America and the Caribbean 0.004

R2 0.61 0.70 0.76

B. Explaining income growth o f  the poorest
Independen t variable (4) (5) (6)

Constant 0.00 0.05c 0.04c
Aggregate growth 1.3 l a
Capital accumulation 0.72a 0.77a
Initial conditions:

Income level
Education level 0.4 Ie 0.5 I e
Income inequality 0.05 0.02
Land inequality -0.07b -0.02
Educational inequality -0.20b -0.18b
Natural resources

Changes in:
Income inequality -0.27a
Trade openness
Manufacturing trade 0.05c
Primary trade -0.01

Dummy variable for Latin America and the Caribbean -0.01

R2 0.51 0.42 0.63

Source: N. Birdsall and J. L. Londofio, Asset inequality matters: an assessment o f the World Bank’s approach to poverty reduction, The 
American Economic Review, vol. 87, No. 2, Nashville, TN, American Economic Association, 1997. 
a Statistically significant at the 1-percent level. 
b Statistically significant at the 5-percent level. 
c Values statistically significant at the 10-percent level,

bour force (which was used to construct the measure 
of human capital distribution), land distribution and 
trade indicators.

The findings (reported originally in Birdsall and 
Londono, 1997) are straightforward with respect to 
the effect on growth of education and of the distribu
tion of education: education accumulation, along 
with capital accumulation, is good for growth -a re
sult now taken for granted (columns 2 and 3). The 
strong positive effect exerted on growth by human

capital accumulation, as reflected in the average years 
of education of the labour force, is consistent with the 
theory referred to in the introduction, as well as with 
microeconomic evidence that better-educated work
ers earn higher incomes and, particularly in the case 
of women, are more effective in household produc
tion of children’s good health and schooling. The 
positive effect of a country’s level of education at the 
beginning of a period on growth during the sub
sequent period is now a commonplace and highly
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robust result in virtually all cross-country studies of 
growth (Barro and Sala-i-Martin, 1995; Levine and 
Renelt, 1992). Lora and Barrera (1997) estimate that 
Latin America as a region could increase its growth 
rate by 2 percentage points a year over the next dec
ade if, in addition to deepening structural reforms, the 
region were able to increase the pace of human capi
tal accumulation for the labour force as a whole by 
one year over the expected level. Viewed from an
other angle, Birdsall, Ross and Sabot (1995) estimate 
that if Korea had had Brazil’s level of primary and 
secondary education in 1960, it would have grown by
0.56 percentage points less per year over the next 25 
years, and Korea’s resulting per capita GDP for 1985 
would have been 12% lower than it actually was.

In addition, and controlling for the level of edu
cation, the degree of inequality in the distribution of 
education has a strong and robust negative effect on 
growth (columns 2 and 3). The variable measuring 
the distribution of education is highly robust;8 its 
negative effect operates independently not only of the 
education level variable, but also of the positive ef
fect of trade openness and the negative effect of natu
ral resource endowment.

It should be noted that when the asset distribu
tion variables are included, the negative effect of in
come inequality on growth loses statistical 
significance (columns 2 and 3 versus column 1); the 
widely reported negative effect (Birdsall, Ross and 
Sabot, 1995; Alesina and Rodrik, 1994; Persson and 
Tabellini, 1994) apparently reflects differences in a 
fundamental element of economic structure, namely 
the access of different groups to productive assets.

In columns 4 to 6 of table 2, the effect of the 
initial distributions of income and assets on the in
come growth of the poor is assessed. The elasticity of 
income growth of the poor with respect to overall 
growth is well above one (column 1), confirming the 
logic of the argument that economic growth is a key 
to poverty reduction. Income growth of the poor also 
depends heavily upon capital accumulation (columns 
2 and 3). Most interestingly, initial inequalities in the 
distribution of land and of human capital have a clear 
negative effect on the income growth of the poor, by 
magnitudes twice those of their effects on average

8 In these regressions, the standard deviation of years of educa
tion o f adults aged 25 years and older is used as a m easure of the 
distribution of education,

FIGURE 6

Latin America: Impact of 
inequality on poverty, 1970-1995

— •— • Poverty with constant inequality 

--------------  Poverty with real inequality

Source: N. Birdsall and J. L. Londoflo, Asset inequality matters: 
An assessment of the W orld B ank’s approach to poverty reduction, 
The American Economic Review, vol. 87, No. 2, Nashville, T N , 

American Economic Association, 1997.

income growth (column 2). An unequal distribution 
of assets, especially of human capital, affects income 
growth of the poor disproportionately; better distribu
tion of assets would reduce poverty both directly and 
indirectly, by enhancing average growth.

Making this point with aggregate economic indi
cators, Birdsall and Londono (1997) show that, if the 
economies of Latin America had maintained the same 
income distribution throughout the 1980s as in 1970, 
the increase in poverty over the years 1983 to 1995 
would have been smaller by almost half (figure 6). 
But the low growth and macroeconomic instability of 
the 1980s harmed the poor more than others and ex
acerbated an already poor distribution of assets and 
income. These results are consistent with a view of 
the world in which opportunities matter. The poor, 
without assets, cannot take advantage of opportuni
ties to be productive. In economies where a substan
tial portion of the population is without human 
capital, and thus without a critical productive asset, 
only a part of the population can exploit the growth 
process. The engine of growth is small, and may be 
periodically stalled by populist turnarounds. Driven 
by the increasing productivity of the initially poor, 
the East Asian countries, which began the postwar 
period with relatively low asset inequality, were able 
to grow at high and sustained rates over more than 
three decades. In contrast, most countries of Latin
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FIGURE 7

Selected regions: Global growth factors
(Contribution to variations in GDP ; percentages)

Capital Equality o f
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assets
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Source: Inter-American Development Bank.

FIGURES

Latin America: Explanation of excessive inequality 
of this region compared with world average
(Broken down by composition, level and 
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Source: J. L. Londofio and M. Szikely, Distributional surprises 
after a decade o f reforms: Latin America in the nineties, in R. 
Hausman and E. Lora (eds.), Latin America after a Decade o f  
Reforms: What comes next?, Washington, D. C., IDB, 1997.

America, with greater inequality of assets and pre
sumably fewer opportunities for the poor, grew less 
(figure 7), The results of table 2 and the aggregate 
indicators summarized above point to a straightfor
ward if disturbing conclusion: low and unequal accu
mulation of human capital in Latin America has 
slowed aggregate economic growth and has inhibited 
poverty reduction.

2. Effects on income inequality

A second effect of low and unequal accumulation is 
Latin America’s persistently high income inequality.

Latin America has a Gini coefficient (about 0.50 
for the region as a whole) which is approximately 15 
points above the average for the rest of the world; in 
1995, the wealthiest 20% of the population was re
ceiving 58% of the total income: i.e., 12 times the 
income of the poorest 40% and 19 times that of the 
poorest 20% of the people. The income of the poorest 
40% of the population is some 20% lower than it 
would be with a typical pattern of income distribu
tion. And the number of poor people, which currently 
stands at between 140 and 150 million individuals 
with daily earnings of less than US$ 2, could be a 
third lower than it is (Londono and Szikely, 1997).

Londono and Szikely (1997) show that in the 
world as a whole, intra-country income inequality

can be reasonably explained by the relative abun
dance of factors of production such as land and 
physical and human capital, and by their distribution. 
As figure 8 shows, lower physical capital accumula
tion is not the culprit in the case of Latin America. 
Rather, the relative abundance of natural resources 
and a concentration of land ownership which is the 
highest in the world account for a substantial portion 
of Latin America’s excessive inequality, and the low 
level of education (human capital) of Latin American 
workers and the enormous inequality in educational 
assets play an even larger role in explaining this.

The effect of low and unequal education on in
come inequality does not come as a surprise. Where a 
relatively small proportion of the total population 
completes secondary or higher education, public in
vestment in education has generally been viewed as a 
mechanism to reduce poverty and inequality, given 
the strong evidence at the individual level that the 
educated earn more. At the aggregate level, however, 
the effect of education on poverty and inequality ob
viously depends on the distribution of education it
self, how rapidly it spreads, and how much different 
groups benefit. In Latin America, only a relatively 
small proportion of the total population has com
pleted secondary or higher education. These rela
tively few skilled workers earn a substantial wage 
premium due to their limited supply, thus contribut-
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ing to the overall high incom e inequality (Birdsall,
Ross and Sabot, 1997).

The Latin A m erican experience stands in 
m arked con trast to that o f  E ast A sia, w here edu
cation  po licy  has p ro d u ced  a large supply of 
sk illed  w orkers, e rod ing  any substan tia l prem ium  
they m ight have earned  above the w ages o f the 
unskilled . K u zn e ts’s theory  (that incom e distribu-

III
The reasons for Latin America’s 
low and unequal accumulation

tion w ill in itia lly  w orsen as som e w orkers in under
developed  econom ies sh ift to  h igh  p roductiv ity  
sectors) seem s to have been borne ou t in Latin  
A m erica, partly  because the lim ited  and  slow  
spread o f  educational opportun ities has created  a 
large p roductiv ity  gap betw een a sm all sk illed  
group and the rest o f the popu la tion  (S ta llings, B ird 
sall and C lugage (forthcom ing)).

The above analysis dem onstrates that low and un
equal accum ulation o f hum an capital has lim ited 
Latin A m erica’s growth, particularly in the income of 
the poor, and has exacerbated the region’s high in
com e inequality. W e argue now that, in fact, there is 
a vicious circle: the region’s low and unequal accu
mulation o f human capital is not only a cause o f cur
rent poverty and income inequality, but also an 
outcome of past income inequality. Low and unequal 
accum ulation can be explained by factors o f demand 
and supply in the m arket for education.9

First, on the dem and side, Latin A m erica’s large 
endow m ent of natural resources historically has lim 
ited society’s dem and for education. The socioeco
nomic arrangem ents which accom pany large-scale 
agricultural production and natural resource extrac
tion tend to be characterized by a situation where 
there are relatively few owners o f capital and many 
unskilled workers (Engerm an and Sokoloff, 1997). 
There is little dem and for skilled workers, partly be
cause natural resources tend to be com plem entary to 
capital, rather than skilled labour, in production. Per
haps as a result, governm ents and families in Latin 
America have invested little in education, seeing rela
tively higher returns to physical capital. A rich natu
ral resource base in the region also m inim ized the 
need for the developm ent o f com petitive non-tradi- 
tional exports in the early post-w ar period, thus per
petuating traditional production arrangements.

9 The discussion in this section and the data referred to are 
largely from Birdsall, Bruns and Sabot (1996).

Second, high income inequality in Latin Am erica 
has implied that more households are liquidity-con- 
strained, unable to borrow and w ithout the resources 
needed to keep their children in school. Flug, Spilim- 
bergo and W achtenheim (1996) show that financial 
factors explain much o f the differences in secondary 
schooling across countries. As shown in table 3, in 
1989 Brazil and M alaysia had sim ilar levels o f per 
capita income. But the poorest quintile in Brazil had 
only about one-half the absolute income level o f the 
poorest quintile in Malaysia. G iven an incom e elas
ticity of dem and for secondary education o f 0.50 (a 
conservative figure), then if the distribution o f  in
com e had been as equal in Brazil as in M alaysia, 
secondary enrollments among poor Brazilian children 
w ould have been more than 40% higher. There is 
some evidence that, among the poor, the incom e elas
ticity o f dem and for basic schooling exceeds 1.0, in 
which case secondary enrollments am ong poor Bra
zilian children would have been m ore than 80% 
higher. One quantitative study o f the effect o f income 
inequality on schooling suggests that, o f the 27 per
centage point secondary school enrollm ent rate gap 
between Brazil and Korea in the 1970s, m ore than 
20 percentage points can be attributed to B razil’s 
greater incom e inequality and resultant low er enroll
m ent o f poor children (Williamson, 1993).

Third, household dem and for education is not 
only a function of household income and household 
access to borrowing. It is also a function o f expected 
returns to the family from  schooling, in the form  of 
higher future income for educated children. Two dif
ferent public policies have systematically reduced
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TABLE 3

Absolute income share of lowest quintile

Country GNP per capita 
(US $, PPP adjusted)

Income share o f bottom 
20% o f households (%)

Per capita income o f bottom 
20% o f households (US $)

Malaysia, 1989 4 674 4.6 1 075
Brazil, 1989 4 271 2.4 513

Source: For GNP: R, Summers and A. Heston, The Penn World Tables, M ark 5.6, Philadelphia, PA, University of Pennsylvania, Department 
of Economics, 1995; for income share data: K. Deininger and L, Squire, A new data set measuring income inequality, The World Bank 
Economic Review, vol. 10, No. 3, Washington, D. C., World Bank, 1996.

the dem and for basic education among the poor by 
reducing its expected returns.

First, econom ic strategies have consistently pe
nalized labour, reducing its return and discouraging 
investm ent in education. Post-war Latin American 
governm ents pursued im port substitution industriali
zation (isi) policies in an attem pt to shift away from  
the export o f primary com modities and to promote 
local m anufacturing. These isi policies resulted in 
large subsidies and protection for the owners o f capi
tal but did not prom ote the dem and for labour (Schiff 
and Valdes, 1992). The result was that increased prof
its accrued to the owners o f capital, w hile the real 
wages o f the unskilled w orkforce grew much less. 
Relatively low wage growth among w orkers, com 
bined with high returns to capital, did nothing to en
courage dem and for basic education am ong the poor. 
In the last decade, m ost countries o f the region have 
dism antled these policies in  pursuit o f open market 
growth strategies. In some cases, however, a justifi
able concern with reducing inflation has m eant that 
high interest rates were needed to sustain exchange 
rates; this has penalized job  creation in the small and 
m edium -sized enterprise sector, and has dim inished 
exports that are often labour-intensive.

Additionally, in parts o f Latin America there has 
been labour market discrimination against certain eth
nic, linguistic or racial groups who also tend to be poor. 
This discrimination has reduced the expected returns to 
education among these groups and thus reduced the de
m and for education among the poor even further.

The second problem has been educational policy 
itself. The low and declining quality o f basic educa
tion in L atin  Am erica - a n  outcom e o f inefficient pub
lic spend ing- has reduced returns to  basic schooling 
in the region, especially for poor households whose 
children are m ost likely to attend the lowest-quality 
schools. T he high repetition and dropout rates in 
Latin Am erica, especially am ong the poor, are a sad 
testimony to parents’ initial efforts to enroll children

and to their subsequent growing discouragem ent as 
low quality and low achievement produce limited learn
ing and thus limited expected economic returns.10

In short, expected returns to education are a 
function o f  parents’ assessm ent o f the future labour 
m arket for their children. W here dem and for labour is| 
low (and capital is subsidized directly or indirectly), 
where schooling is o f poor quality, and w here there 
may be discrim ination in the labour m arket against 
some groups who also tend to be poor, low expected 
returns to schooling will reduce the household de
m and for education.

At the sam e time, the supply o f education in 
Latin A m erica has itself been affected by the region’s 
high incom e inequality.11 W hen the distribution of 
income is highly unequal, provision o f subsidized ba
sic education to a large segm ent o f the school-age 
population implies a relatively large tax burden on 
the rich, which high-incom e families are likely to re
sist. One result can be the underfunding of education 
-an d  the decline in quality described above. A second 
result can be the channeling of public subsidies to 
higher education, where the children of the rich are 
m ore likely to be the beneficiaries. In fact, as shown 
in table 4, the share o f public spending on education 
in Latin A m erica that is allocated to higher education 
has tended to be high: m ore than 20% on average, 
com pared with 15% on average in East Asia. Vene
zuela and Korea are extrem e exam ples in this respect.

10 The roots o f low -quality  basic education  and its effects on 
the poor are discussed fu lly  for B razil in B irdsall, Bruns and 
Sabot (1996) and for Latin A m erica in Birdsall and Sabot (eds.),
(1996).
11 Latin A m erica spends as m uch on education, as a  percentage 
of GNP, as other developing regions with sim ilar levels of per 
capita income. But the fact that growth has lagged in Latin 
Am erica means that education budgets have been smaller in 
absolute terms. In addition, higher birth rates in Latin Am erica 
mean that the same percentage o f GNP spending translates into 
lower spending per child (Birdsall and Sabot (eds.), 1996).
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While in the early 1990s Venezuela allocated 35% of 
its public education budget to higher education, Ko
rea allocated just 8% of its budget to post-secondary 
schooling. Public expenditure on education as a per
centage of GNP was actually higher in Venezuela 
(5.1%) than in Korea (4.5%). However, after sub
tracting the share going to higher education, public 
expenditure available for basic education, as a per
centage of G N P, was considerably higher in Korea 
(3.6%) than in Venezuela (1.3%) (UNDP, 1997).

By giving priority to expanding the quantity of 
education and improving the quality at the base of the 
educational pyramid, East Asian governments have 
stimulated the demand for higher education, while 
relying to a large extent on the private sector to satisfy 
that demand. In Latin America, government subsidies 
have disproportionately benefited high-income fami
lies whose children are much more likely to attend 
university. At the same time, low public funding of 
secondary education has resulted in poorly qualified 
children from low-income backgrounds being forced 
into private universities or entirely out of the education 
system at higher levels. Underfunding of education has 
meant that the guarantees of universal primary educa
tion in Latin America have become false entitlements 
for the poor: the education available to them has been of 
such poor quality as to make it of little real benefit.

In summary, the relatively poor growth perform
ance of Latin America, the persistence of income in
equality, and the difficulties of reducing poverty 
cannot be separated from the region’s troubling re
cord of limited and unequal access to education. In a 
series of vicious cycles, historically high levels of 
asset and income inequality have generated an eco
nomic and political environment that severely limits

TABLE 4

Budget allocated to higher education, 
1990-1994

Percentage of overall 
education budget

E ast Asia
Malaysia 17
Thailand 17
Indonesia 18
South Korea 8
Average (simple) 15

L atin  A m erica
Argentina 17
Brazil 26
Chile 20
Colombia 17
Costa Rica 31
Dominican Republic 11
Ecuador 23
Honduras 20
Mexico 14
Uruguay 25
Venezuela 35
Average (simple) 22

Source: United Nations Development Programme (UNDP), Human 
Development Report 1997, Santafé de Bogotá, Tercer M undo Edi
tores, 1997.

the opportunities of the poor. With few opportunities 
for education despite reasonable government spend
ing, and without other productive assets, the poor are 
condemned to low-productivity work, low household 
income, and a new round of limited access to educa
tion. The region’s societies also suffer as a whole, 
since educational progress and the accumulation of 
assets are limited to the non-poor, reducing average 
growth levels and perpetuating inequality.

IV
Conclusions and reflections

This article began with a critique, at least in terms of 
policy guidance, of current endogenous growth mod
els -which emphasize education but fail to consider 
the relevance of household demand for education, the 
effects of the distribution of education, and the insti
tutional problem of delivering education, especially 
to the poor. The discussion highlights the relevance in 
Latin America of the demand of the poor for schooling,

inhibited for many decades by economic policies bi
ased against labour, and the distribution of human 
capital, with unequal access of the poor to schooling 
slowing the accumulation process. It also emphasizes 
that Latin America’s resulting poor record of limited 
and unequal access to human capital is linked to the 
region’s poor growth performance, the persistence of 
high income inequality, and the difficulties of reduc
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ing poverty. Of particular concern are data which 
suggest that the distribution of education has seen 
little if any improvement over the last three decades.

The opening section of this article provides 
evidence that low and unequal accumulation of hu
man capital has not only slowed aggregate growth 
in Latin America but has also hindered poverty re
duction and has contributed to the persistence of 
the world’s highest levels of income inequality. 
The implication is clear -that there is great un
tapped potential for faster growth in the region. 
The growth process could benefit from major pro
ductivity increases among the poor, if they are pro
vided with access to education. More education, 
and in particular education that is more equal (i.e., 
that reaches the poor), could accelerate the growth 
process and simultaneously reduce inequality.

The article then goes on to argue that, in Latin 
America, the low accumulation of human capital and 
its unequal distribution are partly rooted in long
standing inequality in terms of assets (including hu
man capital itself) and income. Such a historic legacy 
is difficult to alter in the short run. But low and un
equal accumulation can also be explained by the eco
nomic policies that dominated the region for decades. 
Closed economies that protected capital and relied 
heavily on natural resource exports discouraged de
mand for education in the poor households of Latin 
America, by discouraging demand for labour, the 
poor’s major asset, and for skilled labour, where lies 
the poor’s greatest potential for income growth.

The fact is that inequality of access has been 
embedded in an approach to social service delivery 
that encourages exclusion, segmentation and ineffi
ciencies. Traditional vertical, bureaucratic systems

for organizing schooling and other services have been 
inefficient and have failed to serve the poor. The al
ternative model of private, market-led delivery has 
performed no better: the competition it provides in a 
few countries has simply left out all those unable to 
pay.

However, there are grounds for optimism. Eco
nomic reforms of the last decade in most countries of 
the region are eliminating the biases against labour typi
cal of protected economies, and they are bringing the 
macroeconomic stability that is vital' for private sector 
investment. This is setting the stage for increased 
household demand for schooling and increased interest 
of the business sector in a skilled labour force necessary 
to maintain competitiveness in open economies. These 
forces have created an impetus for education reform in 
the region and renewed interest among policy-makers in 
new approaches to the delivery of education, as well as 
of health and other public services. In some countries, 
alternative designs of social service delivery have be
gun to be applied that promote competition among 
both private and public suppliers, enhance consumer 
voice and choice, and ensure that the poor, via fair 
rules of access, vouchers and other demand subsidies, 
are fully integrated as consumers into the system. 
These reforms are showing that efficiency and fair
ness can be achieved simultaneously.12

Trade-offs are not inevitable in the development 
process: many are the outcome of poor policy deci
sions and weak institutions. A focus on equal access 
for the poor to the services that generate human capi
tal -in other words, a reversal of the trickle-down 
approach- can bring more growth and improved eq
uity to Latin America’s economies and peoples.

(Original: English)
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Determinants of
inequality among

urban households

This article summarizes the results of an analysis of the long-term 

factors affecting income distribution in five countries of the re

gion (Argentina, Brazil, Chile, Colombia and Mexico), on the 

basis of household surveys made in those countries between 1979 

and 1992. After a brief introduction (section I), the article de

scribes the methodology applied (section II) and then details the 

main findings (section III). These include in particular the lower 

labour remuneration received by the first income deciles, associ

ated among other things with inequalities in the educational lev

els attained. It is also observed that those deciles have 

below-average employment rates and above-average rates of in

activity. This latter phenomenon appears to be connected with 

household composition: the first deciles register a relatively 

greater presence of minors in the household, so that the burden of 

looking after children is greater and the cost of participating in 

the labour market is higher, thus leading to lower participation in 

it and reducing income generation. The article concludes with 

some suggestions for a redistribution policy (section IV). Such a 

policy should seek to advance simultaneously in at least four 

fields: generation of productive employment, improvement of the 

income of the poorest households, lowering of the barriers hin

dering such households’ access to the labour market and, finally, 

aspects related with population dynamics.
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I
Introduction

This article was motivated by three main considera
tions. Firstly, achieving a higher degree of equity has 
been an important part of the objectives of the devel
opment strategies pursued by the governments of the 
region, expressed through their efforts to promote 
greater equality of opportunities and to reduce the 
incidence of poverty. Secondly, as already shown by 
other studies published in this Review, the distribu
tive picture in the early 1990s, after the adjustment 
processes and structural reforms of the 1980s, dis
plays a disquieting deterioration (Altimir, 1994), and 
securing its recovery from this situation represents an 
important challenge for governments and their poli
cies. Thirdly, the evolution of income distribution in 
the region in the first half of the 1990s continues to 
be discouraging in general terms, although there has 
been some progress in a few isolated cases (ECLAC, 

1994a and 1995). Furthermore, the low economic 
growth rates registered in some cases and the conse
quent increase in unemployment rates (ILO, 1996) 
give grounds for expecting that income distribution 
could deteriorate still further in some countries.

Consequently, policies aimed at overcoming this 
situation take on renewed importance in view of both 
the long-term nature of certain factors affecting in
come distribution1 and the urgent need to take meas
ures which will make it possible to improve the 
situation of the poorest groups in the medium term, 
given the seriousness of their current circumstances.

This article addresses one of the dimensions of 
equity, analysing factors which help to give an idea 
of the differences in per capita household income in

five countries of the region. Various studies on in
come distribution have examined factors which could 
explain inequalities between income recipients. In the 
present study, however, the unit of analysis is the 
household, including both people who receive in
come and those who do not do so. The analysis is 
centered, then, on determining how per capita house
hold income is made up. The variables considered 
include levels of remuneration, the incorporation in 
employment and rates of participation of the mem
bers of the household, and demographic aspects 
which affect the size of households. The study also 
examines aspects related with inequalities in factor 
remuneration, not only as they relate to the charac
teristics of the income recipients but also, and par
ticularly, in terms of their effect on per capita 
household income.

It should be borne in mind that, although a 
common methodology is used, the analysis is not 
designed to establish distributional comparisons be
tween countries; the aim is rather to identify regulari
ties in the behaviour of certain variables which can 
help to explain the income distribution in a particu
lar country. At the same time, with the aim of obtain
ing conclusions which will have a certain degree of 
general validity, this synthesis is based on the results 
obtained for the main urban centres of the five coun
tries studied. As the coverage of the surveys varies 
greatly from one country to another,2 it was decided 
to restrict the analysis to those centres when compar
ing the results, in order to establish conclusions appli
cable to other cases.

□  This docum ent summarizes the results of studies made under 
the Netherlands Govern men t/ECLAC project on “Income distri
bution and poverty in recent cases of stabilization and adjust
ment in Latin Am erican and Caribbean countries” . The 
individual studies for Argentina, Brazil, Chile, Colom bia and 
M exico were published separately (Jim énez and Ruedi, 1997a, 
b, c, d and e). In carrying out these studies, the authors enjoyed 
the support of the ECLAC Division of Statistics and Economic 
Projections. The authors wish to express their gratitude to Oscar 
A ltim ir, Juan Carlos Feres and Carlos Howes for their valuable 
com m ents and collaboration.

1 W ith regard to the influence of short-term factors and policies 
on incom e distribution, see Jiménez (1997).
2 For example, the results for Argentina refer to Buenos Aires, 
whereas the surveys for Brazil and Chile include rural areas as 
well as the metropolitan areas.
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II
The method of

In order to strengthen the comparability of this study, 
a methodology was used which had previously been 
employed by Pollack and Uthoff (1990) in their study 
of income distribution in Greater Santiago, Chile. In 
the present case, the methodology was applied to the 
household surveys available for the period 1979-1992 
in Argentina, Brazil, Chile, Colombia and Mexico. 
This approach is based on a set of common indicators 
which is simple but has the merit of identifying some 
key factors which affect the level of household in
come. The methodology is basically descriptive and 
seeks to detect regularities in the behaviour of certain 
variables associated with income distribution. It does 
not, therefore, involve the application of a theoretical 
approach which assumes a priori the existence of a 
certain order of causality, although the interpretation 
of the results, based on the identification of system
atic differences of behaviour between deciles, does 
depend on explanatory hypotheses of the origins of 
inequality and changes in it.

Per capita household income may be expressed 
in simplified form through the following equation:

Y T  YP L  L + D  P E T  O Y
Ypc = —  =  —  x -------- x  x  x ------

N  L  L  + D  P E T  N  N

where:

Ypc = per capita household income
YT  = total disposable household income
N  ~ number of persons in household
YP -  primary income of the employed persons

in the household 
L  = number of employed persons in the

household
D -  number of non-employed persons in the

household
P E T  -  number of persons of working age in the

household 
O Y = other household income.

Thus, the per capita household income is ex
pressed as a function of economic and demographic 
variables. The first term on the right-hand side, YP/L,

analysis used

corresponds to the average remuneration received by 
the employed persons in the household. This primary 
income is composed in turn of labour income (wages, 
salaries and own-account labour income).! It thusi cor
responds to a concept of average factor remuneration 
per employed person.

The second term on the right-hand side, U (L+ D ), 
is the rate of employment of the household, its com
plementary indicator being the rate of unemploy
ment. The third term, (L+D)/PET, is the rate of 
participation. The fourth term is the ratio of the 
number of persons of working age in the household 
to the size of the household, PET/N . The inverse to 
this factor is an approximation to the rate of depend
ence of the household, in the sense discussed in the 
following paragraph. The higher this ratio, the greater 
the number of persons of an age capable of giving 
economic support to the household, thus giving a 
lower rate of dependence.

This concept of the rate of dependence has a 
demographic connotation, in contrast with other uses 
which emphasize different aspects. Thus, this rate is 
often referred to as the ratio between the number of 
employed persons and the number of persons who do 
not work in a given group, thus highlighting the eco
nomic effort that the employed persons have to make 
to support the rest of the household. The relevant 
variables in this respect will be the rates of employ
ment and wages, which are already included in the 
first two factors of the equation. In the present case, 
the ratio between the number of persons of working 
age and the size of the household represents the pro
portion of the household potentially capable of sup
porting it, with the age structure and the size of the 
household being the relevant variables in this respect.

Finally, the last factor corresponds to income re
ceived from sources other than labour, i.e., income 
from ownership of property and from transfers, both 
in per capita terms. The transfers correspond to subsi
dies received and income from pensions.

The differences by deciles in the levels of per 
capita family income are thus expressed as a function 
of the behaviour of the rates of factor remuneration, 
employment and participation in the labour force, of
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a variable relating to the demographic structure of the 
household, and of an “other income” component. 
Changes in income distribution are thus linked with 
the evolution of these components over time. Conse
quently, households were ordered according to their 
per capita income and the factors making up this 
equation were calculated. Since these factors reflect 
the influence of many variables, however, additional 
indicators were calculated which help to explain the 
differences in the primary income levels, rates of par
ticipation and structure of the households.

For a better understanding of the differences in 
primary income by deciles (with the households or
dered by their per capita income), the components of 
such income were calculated, i.e., the average wages 
and salaries of the wage-earning members of the 
households and the average income of own-account 
workers. The average income from ownership of 
property was also calculated, thus completing the 
sources of income by factors.

Other theoretical and applied approaches have 
been aimed at explaining the differences in income 
among recipients in the light of characteristics con
nected with the educational level of workers. In the 
present study, in order to explore how this factor 
could help to explain differences in per capita income 
between household deciles, the structure of the 
households in each decile was examined in the light 
of the educational level of the head of household.

Furthermore, in order to seek variables which 
could cause differences in rates of employment and 
participation, the behaviour of the households in each 
decile was examined according to the type of activity 
of the head of household and his or her spouse. In the 
latter case, the calculations were restricted to spouses 
of employed heads of household, in order to analyse 
the capacity of the couple to provide economic sup
port for the household.

Finally, with the aim of investigating the possi
ble influence of household structure on other vari
ables, calculations were made, by household deciles,

of the proportion of children to adults and the aver
age number of persons in the household.

Some observations are called for on the concept 
of income used here. Firstly, the figures used here 
include the adjustments made by ecla c  with the aim 
of making this information compatible with that 
taken from the national accounts. In general terms, 
the procedure consists of imputing income as neces
sary in order to correct the discrepancies which arise 
when the items in the household account of the sys
tem of national accounts are compared with those 
obtained from household surveys (Feres, 1995; 
ec la c , 1991 and 1996b).

Secondly, the surveys record income after deduc
tion of taxes and social security contributions, but 
include transfers and donations received. Thirdly, im
puted rent has been excluded, since the imputation is 
effected at the level of the households, whereas the 
selected indicators refer mainly to average charac
teristics of the members of the household as regards 
their capacity for generating income.

Finally, the income recorded in the surveys in
cludes that attributable to ownership of property. Ex
perience shows, however, that the surveys reflect the 
income from ownership of property to a considerably 
smaller extent than in the case of the other compo
nents of income. As the difficulties of measurement 
in this respect are made worse by situations of serious 
inflation, such as those which affected countries in 
the region during the period studied, it would be risky 
to generalize on the basis of such data. Consequently, 
the analysis concentrates on the other components of 
household income.

In view of the interest aroused by income distri
bution and the factors accounting for it, the statistical 
tables present relative indexes, using the average 
value of each variable for the entire sample as the 
reference pattern. This makes it possible to show how 
much the average variable for each decile differs with 
respect to the overall sample.
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III
Main comparative results

Table 1 briefly presents some features of income dis
tribution between 1980 and 1992 in the main urban 
centres3 of the five countries studied. As may be seen 
from the table, during this period -much of which 
was marked by considerable macroeconomic fluctua
tions associated with the external indebtedness crisis 
affecting the countries of the region- there were sig
nificant changes in income distribution. According to 
the Gini coefficient, income concentration in the main 
urban centres went down in Colombia, increased in 
Argentina, Brazil and Mexico, and tended to remain 
unchanged, with some oscillations, in Chile.

The changes in the shares of the top and bottom 
deciles in total income are more enlightening.4 If we 
look at the case of Colombia -a country which regis
tered a reduction in income concentration during this 
period- we see that there was a redistribution of 
around 7% of income from the top decile, mainly to 
the upper middle deciles, with the share of the lower 
deciles increasing only slightly (see Jiménez and 
Ruedi, 1997b). It should be noted, however, that re
distributions of this size are highly significant; when 
applied to a growing GDP, they represent a substantial 
transfer of income to the upper middle sectors. Other 
indicators reflect a somewhat more positive evolu
tion. Thus, the average per capita income of the first 
decile increased from 8.9% of the average for the 
whole to 12%. At the same time, the real income of 
this segment increased by 68.2%, while the total rose 
by only 24.8%. Probably because of the low initial 
level of the per capita income of the lower strata, 
however, the increase in income was not sufficient to 
reduce the incidence of poverty in urban households. 
In short, a process of redistribution was observed in 
Colombia, but it did not reach the poorer strata to a 
significant extent.5

3 In the case of Mexico, the areas selected were those o f high 
population density.
4 Purely for illustrative purposes, it may be noted that m ost of 
the tables in this article present information on the top and bot
tom  deciles, although the conclusions are based on the observa
tion  o f distribution as a whole, as it appears in the national case 
studies sum m arized here.
5 Ocampo, Pérez, Tovar and Lasso (1998) note that although 
incom e distribution improved in the urban sectors, there was a 
deterioration in rural areas.

In the countries where there was an increase in con
centration in this period (Argentina, Brazil and Mex
ico), there were reductions in the share of the bottom 
decile (and, in certain cases, significant redistribu
tions in favour of the top decile), increases in the 
differences in per capita income between the bottom 
decile and the top decile with respect to the mean, 
real losses of income in the first decile, and increases 
in the incidence of poverty.

In Chile, for its part, there were variations in 
distribution which are not fully expressed by changes 
in the Gini coefficient. Thus, the share of the bottom 
decile increased slightly, but less than the increases in 
the share of the top decile. Moreover, although the per 
capita income of the first decile increased as a per
centage of the mean, that of the top stratum also rose, 
so that it drew still further away from the rest. In the 
context of growth registered at the time, the real per 
capita income of the first stratum rose faster than the 
average and at the same time there was a reduction in 
the percentage of households in a state of poverty. 
The top decile also registered increases greater than 
the mean, however, thus ruling out any possible im
provement in distribution. In short, as other studies have 
also noted (ECLAC, 1997), the Chilean experience may 
be considered as a process of growth with reduction of 
poverty but little redistributive content. Hypotheses will 
be established later in this article which help to ex
plain the low degree of social dissemination of 
growth observed in some countries of the region.

In short, except in the case of Colombia, there 
was an increase in the differences in income between 
the two extremes of the distribution scale during the 
period studied. In all cases, however, the share of the 
first deciles remained at a very low level. Once again 
with the exception of Colombia, the redistributions of 
income which took place consisted of very signifi
cant increases in the share of the top decile, equiva
lent in some cases to between two and three times the 
total share of the bottom decile. The low shares of the 
poorest groups in total income also persisted strongly 
over time: a phenomenon which was repeated in all 
the countries and caused income distribution to dis
play great inertia. Finally, during the period in ques-

DETERMINANTS OF INEQUALITY AMONG URBAN HOUSEHOLDS •  LUIS FELIPE JIMÉNEZ L  AND NORA RUEDI A.



58 C E P A L  R E V I E W  6 6 *  D E C E M B E R  1 9 9 8

Latin America (five countries): Indicators of income distribution

Gini
coeff
icient

Share in total 
income

First
decile

Top
decile

Ratio of average 
per capita income to 
the overall average

First
decile

Top
decile

Index of average 
real per capita 

income

Total
sample

First
decile

Top
decile

Percentage 
of house

holds under 
the poverty 
line (total, 

urban 
areas)

Argentina (Buenos Aires)

Chile (Greater Santiago)

Colombia (Bogotá)

Mexico (high density areas)

1980 0.365 3.0 30.6 22.0 360.0 100.0 100.0 100.0 5b
1986 0.393 2.0 34.0 19.2 407.2 104.6 91.2 118.3 9b
1990 0.422 2.3 34.2 15.4 411.9 92.3 64.5 105.6 16b
1992 

de Janeiro)
0.408 2.3 31.6 15.6 399.5 89.1 63.3 98.9 10b

1979 0.448 2.1 36.1 12.9 432.3 100.0 100.0 100.0 30
1987 0.526 1.4 44.0 9.7 529.1 115.0 86.8 140.8 34
1990 0.503 1.5 37.6 9.7 467.2 99.7 75.2 107.7 37

1987 , 0.507 1.4 40.0 9.9 471.9 100.0 100.0 100.0 38
1990 .0,487 1.7 39.6 12.3 440.5 110.6 138.2 103.3 33
1992 0.512 1.7 44.4 12.4 489.3 136.0 170.3 141.1 28

1980 0.520 1.3 40.8 8.9 489.2 100.0 100.0 100.0 36c
1986 0.457 1.5 36.2 10.5 443.6 121.4 142.5 110.0 36°
1990 0.478 1.4 36.0 10.3 437.1 120.9 139.2 108.0 35c
1992

p \
0.448 1.8 34.0 12.0 433.8 124.8 168.2 110.7 38d

s;
1984 0.324 3.1 26.7 18.2 358.3 100.0 100.0 100.0 28
1989 0.432 2.4 37,6 14.7 460.8 101.4 82.0 130.4 34
1992 0.426 2.4 36.2 15.4 424.4 114.1 96.4 135.1 30

Source; ECLAC, on the basis of special tabulations of household surveys.
a E C L A C , 1997. b Metropolitan areas. c Seven main cities. d Eight main cities.

tion only Chile registered a reduction in urban pov
erty, whereas in the other countries this increased still 
further or remained unchanged.

1. Stylized features of the relative levels of 
income

a) Components of primary income
Table 2 presents details of the components of 

primary income and transfers. It confirms the influ
ence of remuneration for wage labour on income dis
tribution. Thus, in the countries where the relative 
differences in this variable are smaller (Argentina and 
Mexico), the share of the first decile in total income 
tends to be greater. At the same time, from a time 
perspective, in the countries where distribution dete
riorated (Argentina, Brazil and Mexico) there was a 
further increase in the relative differences in wage 
remuneration per employed person.

The average income from own-account labour 
displays relative differences between the deciles 
which are even more pronounced than in the preced

ing case and have generally tended to grow still 
larger over time (table 2). Such income typically rep
resents a growing proportion of the total by deciles, 
probably due to the greater heterogeneity of the type 
of work which gives rise to this source of income. 
Thus, among the upper strata, this class of income 
usually includes income from independent profes
sional activities and rents of employers, while among 
the lower strata it mostly corresponds to relatively 
unskilled own-account workers.

In short, the inequality of household per capita 
income corresponds largely to disparities in the remu
neration to labour, although this is not the only deter
mining factor, as we shall see later in this article. In 
turn, changes in the differences in relative remunera
tions are reflected in fluctuations in distribution, with 
such fluctuations being smaller when the poorest 
deciles have a larger share in total income.

The factors influencing differences in remu
neration are of various types and have been dealt 
with in a number of studies. Firstly, the most ro
bust results refer to the influence of the educational
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TABLE 2

Latin America (five countries): Relative indexes of the factors 
making up household income a

Average primary 
income/average 

total income

Average wage 
income/average 

total income

Average own-account 
income/average total 

income

Average income 
from transfers/ 

average total income

First
decile

Top 
deci le

First
decile

Top
decile

First
decile

Top
decile

First
decile

Top
decile

Argentina (Buenos Aires)
1980 40.1 241.3 60.9 202.5 9.4 350.8 61.7 172.2
1986 32.0 303.2 38.6 199.0 14.2 467.0 87.1 153.7
1990 25.9 321.8 39.8 202.0 6.8 452,3 86.9 119.9
1992 25.3 291.4 41.0 181.2 4.1 397.4 83.3 185.4

Brazil (Sâo Paulo and Rio de Janeiro)
1979 26.9 323.1 32.1 289.9 9.0 471.3 21.3 362.4
1987 14.8 385.7 23.6 323.4 7.5 478.3 20.2 462.9
1990 19.9 342.9 22.7 305.5 10.1 452.3 19.3 435.2

Chile (Greater Santiago)
1987 16.4 422.4 21.0 325.5 9.3 655.3 22.8 287.6
1990 23.4 401.3 28.5 321.5 9.4 551.3 30.4 224.5
1992 23.2 448.9 32.8 320.1 7.0 602.3 21.3 301.7

Colombia (Bogotá)
1980 18.1 391.6 24.1 302.9 9.1 465.3 42.2 315.1
1986 22.6 327.1 29.1 271.4 8.7 421.6 17.0 374.0
1990 23.0 317.7 25.5 239.5 9.6 384.5 10.4 392.9
1992 31.1 308.0 37.3 254.5 14.6 371.7 6.7 398.8

Mexico (high density areas)
1984 35.4 262.3 42.7 188.2 16.3 372.4 42.0 259.1
1989 29.8 377.5 45.3 210.8 7.5 573.7 23.0 318.5
1992 27.6 411.3 41.6 

— ■-------------
243.9 7.7 614.7 25.9 242.6

Source: ECLAC, on the basis of special tabulations of household surveys. 
a These indexes are ratios between the average value of the variable for the decile in question and the corresponding overall average.

variable.6 Table 3 shows income distribution in Bra
zil, Chile and Colombia according to the educational 
level of the heads of household, by deciles.7 As may 
be seen from the table, there is a systematic associa
tion between the levels of education attained and the 
income decile that the head of household belongs to: 
the higher his level of education, the greater the pos
sibilities his household will have of belonging to a 
decile with higher per capita income.

Secondly, in the context of segmented markets, 
the remuneration to human capital also differs ac
cording to the segment of the labour market in which 
the worker operates. Thus, for a given level of skills, 
the remuneration will depend on the type of occupa
tion and the size and the ownership of the enterprise

6 See, for exam ple, A ltimir and Pinera (1977) and also Psacharo- 
poulos, M orley, Fiszbein, Lee and W ood (1992).

The information for A rgentina and M exico is based on a classi
fication by educational levels which is different from that used in 
this table, so that this information is not comparable. N everthe
less, the results still hold good. See the case studies for these 
countries in this same series.

(Altimir and Pinera, 1977). There is also ample evi
dence that the lower income groups are located to a 
greater extent in sectors of low productivity and 
growth, thus giving rise to lower remuneration for a 
given level of skills. In fact, between 40% and 60% 
of the employed urban population works in low- 
productivity segments, especially micro-enterprises 
and unskilled own-account work (ECLAC, 1996a).

In short, the differences in household per capita 
income are partly the result of inequalities in remu
neration of labour, which originate in turn in differ
ences in levels of skills and location in the less 
dynamic segments of the labour market.

b) The relative level of transfers
Table 2 also provides information on average 

transfers per recipient (pensions and other income) in 
the top and bottom deciles, as well as showing their 
relative evolution over the period studied. The results 
for Argentina, which showed smaller relative differ
ences, are noteworthy in this respect; indeed, in this 
case these transfers would appear to have helped
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TABLE 3

Latin America (three countries): Distribution of households 
by years of schooling of head dniousehold, by deciles
(Percentages)

Brazil, 1990 a Colombia, 1992 b Chile, 1992*

0-3
years

4-9
years

10-12
years

13 or 
more

0-3
years

4-9
years

10-12
years

13 or 
more

0-3
years

4-9
years

10-12
years

13 or 
more

Total 100 100 100 100 100 100 100 100 100 100 100 100
1 17.9 5.3 1.2 0,1 18.3 12.7 4.7 1.0 14.5 13.3 6.8 2.1
2 16.5 6.7 1.7 0.3 15.6 12.7 6.5 1.1 12.5 12.5 9.0 2.2
3 14.2 9.0 3.0 0.4 15.2 12.3 7.2 1.7 12.5 11.6 9.9 3.1
4 12.7 10.3 4.4 0.6 14.5 12.5 6.6 2.0 14.1 11.1 9.6 3.4
5 11.3 11.4 6.1 0.9 14.0 11.6 8.7 3.4 12.5 10.9 9.5 5.9
6 9.5 12.8 7.8 1.9 8.8 11.9 11.0 5.0 11.7 10.7 10.3 5.6
7 7.8 13.2 11.3 3.9 6.2 10.0 12.8 9.5 8.5 10.1 11.2 9.2
8 5.4 13.5 18.2 8.2 3.8 8,1 15.7 13.9 7.0 8.9 12.0 12.5
9 3.2 11.5 23.2 23.2 2.7 5.4 15.2 24.3 4.9 7.3 11.8 19.7
10 1.4 6.4 23.0 60.5 0.8 2.9 11.7 38.2 1.8 3.8 9.9 36.3

Source: ECLAC, on the basis of special tabulations of household surveys. 
a National total, 
b E ight main cities.

avoid a greater deterioration in distribution over the 
period, since they tended to reduce the distances be
tween the top and bottom deciles. Even so, Argentina 
shows the same systematic behaviour as other coun
tries: the average transfers per recipient in the house
holds tended to increase with the level of income, 
giving rise to differences which are very significant 
in some cases. These inequalities would appear to be 
explained by the interaction of a number of factors. 
Firstly, the coverage of social security systems is gen
erally smaller among the lower-income segments. 
Secondly, the pensions received tend to reflect the 
income inequalities existing at the time when the re
cipients became eligible to receive them. Thirdly, as 
social welfare pensions are a public charge, they have 
often been eroded by inflationary processes. Finally, 
the higher degree of informal activity among the 
lower-income groups makes it more difficult for pub
lic social protection and assistance bodies to reach 
them and provide them with coverage. We thus see 
that transfers are generally not sufficient to offset the 
inequalities in primary distribution.

2. Rates of employment, participation and 
household structure

The influence of disparities in rates of employment 
on income distribution is clear both from cross-sec
tional analyses and from a dynamic perspective. As 
may be seen from table 4, the lowest income strata
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display rates of employment which are consistently 
lower than the average, but these rates increase as one 
moves up the income scale. Likewise, where an in
crease in income concentration was observed (Argen
tina, Brazil and Mexico), the relative levels of 
employment in the first decile deteriorated, while 
those in the top decile improved. In thé case of Co
lombia (Bogotá), however, the improvement in distri
bution observed is associated with an increase in the 
relative level of employment of the first strata, thus 
reducing the distance with respect to the top stratum.

Rates of participation behave in a similar man
ner, except that, for each particular year, their disper
sion is greater than that of the corresponding rates of 
employment. As may be seen from table 4, the rates 
of participation are persistently and substantially be
low the average among the poorer households. Only 
in the case of Colombia (Bogotá) are reductions in 
the disparities in rates of participation observed over 
time, this being the only case where income concen
tration went down. Where concentration increased 
(Argentina, Brazil and Mexico), the differences in 
this variable persist. In Chile -a country which does 
not display improvements in distribution in spite of 
its sustained growth and the increases in rates of em
ployment- the inequality in rates of participation in
creased in relative terms.8 Thus, despite an increase

8 For more details of the evolution o f this variable in Chile, see 
the corresponding case study.
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TABLE 4

Latin America (five countries): Relative indexes of factors 
reflecting participation in the labour marketa

Year

Average rate o f 
employment/ 

overall average

Average rate of 
participation/ 

overall average

Population of 
working age/ 

overall average

Avèrage size of 
household/ 

overall average

First
decile

Top
decile

First
decile

Top
decile

First
decile

Top
decile

First
decile

Top
decile

Argentina (Buenos Aires)
1980 85.6 114.7 61.9 143.4 84.8 107.4 125.7 80,0
1986 68.4 115.8 56.7 139.8 88.4 107.0 122.9 77.1
1990 66.5 124.9 63.0 152.6 85.0 108.5 135.3 76.5
1992 62.4 119.6 60.1 145.1 88.4 107.8 128.6 71.4

Brazil (Sâo Paulo and Rio de Janeiro)
1979 100.8 98.1 71.7 132.5 79.3 111.6 133.3 74.4
1987 88.1 99.9 81.5 113.8 83.5 111.6 119.4 72.2
1990 86.3 105.9 78.2 120.7 85.8 109.9 124.3 73.0

Chile (Greater Santiago)
1987 82.6 109.8 81.6 126.2 83.7 108.0 121.4 76.2
1990 81,8 108.0 78.1 121.8 83.7 107.3 122.5 85.0
1992 86.4 101.3 75.8 111.1 83.4 110,5 117.9 82.1

Colombia (Bogotá)
1980 91.2 107.7 79.9 122.5 82.3 115.4’ 117.0 74.2
1986 92.2 107.7 93.0 117.6 78.9 119.5 116.8 77.0
1990 97.1 105.1 88.8 119.8 83.7 113.7 114.3 73.8
1992 96.3 103.6 86.1 118.7 80.2 112.6 119.5 73.2

Mexico (high density areas)
1984 100.4 96.1 90.4 114.8 76.2 117.8 136.0 66.0
1989 101,1 101.1 77.7 126.9 84.3 113.9 138.3 68.1
1992 98.6 102.0 77.6 118.4 83.4 110.2 128.9 73.3

Source: ECLAC, on the basis o f special tabulations o f household surveys.
a These indexes are ratios between the average value of the variable for the decile in question and the corresponding overall average.

in absolute terms, the rate of participation of the first 
decile went down with respect to the mean in relative 
terms because of a bigger increase in the participation 
of the upper middle strata. Growth was thus not pro
portionately reflected in distributional gains.

The preceding paragraph refers to the participa
tion in the labour market of those members of the 
household belonging to the population of working 
age. The relative size of this population also varies 
according to the deciles, however; in the households 
of the first strata there are relatively fewer persons 
who are of working age and can thus provide eco
nomic support. Thus, even if the rates of wages, em
ployment and participation were the same, the first 
strata would continue to be less well off in relative 
terms. As we shall see in the following section, this 
reflects the greater relative presence of minors in the 
poorer households.

In short, among the lower income groups there is 
a smaller proportion of persons of working age who 
effectively participate in the labour market, either as 
employed persons or as persons seeking work. This

limits the well-being of the household, since even if 
wages were the same as in higher strata the lower 
level of incorporation in the labour market reduces 
the total income generated by the household. As we 
shall see later on, this reflects the higher rates of inac
tivity observed in the lower-income strata, particu
larly among spouses.

3. Size and structure of households and their 
influence on incorporation in the labour 
market

The last two columns in table 4, together with fig
ure 1, provide details of the size of households, which 
are seen to have more members in the first deciles. It 
is also noted that the upper deciles tend to be similar 
from one country to another. In the lower deciles, in 
contrast, the differences between countries are 
greater. With some variations, on average the size of 
the households in the poorest strata is 50% to 60% 
greater than in the upper deciles. This is a first indi
cation that the differences between countries in terms
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FIGURE 1

Latin America (five countries): Average number 
of persons in household, by deciles

|A rg e n tin a  Brazil— Chile ~+~ Colombia- « - Mtxko

FIGURE 2

Latin America (five countries): Number 
of minors per adult In household, by deciles

FIGURE 3

Latin America (five countries): Proportion of 
households in each decile where the spouse 
is not economically active
(Percentages)

of population dynamics would appear to depend 
largely on the extent to which the lower income strata 
have reduced their fertility rates. In contrast, the up
per income groups in the different countries appear to 
be at similar stages of progress in the demographic 
transition.

Because of this, poor households have a larger 
proportion of minors, as shown by figure 2, which 
shows the proportion of children up to 11 years of 
age per adult in the household. The considerable dif
ference between the first deciles and the upper strata 
is noteworthy. Even for countries at an advanced 
stage in the demographic transition, such as Argen
tina and Chile,9 there are differences of the order of 
1:4 between the first decile and the top decile in 
terms of average number of children per adult in the 
household. This means that the burden of looking 
after minors is considerably greater among the poorer 
households: a factor which is reflected in turn in a 
high incidence of inactivity and low participation in 
the labour market among the spouses in those strata, 
as shown by figure 3.

As may be seen from the figures, in some cases 
the percentage of spouses (of employed heads of 
household) who are not economically active'in the 
first deciles is twice that of the top decile, reflecting 
serious inequality between strata as regards effective 
access to the labour market. Thus, the lower income 
groups face higher opportunity costs and lower bene
fits when seeking to enter that mailket. On the one 
hand, the greater burden of having to look after mi
nors compared with households in higher deciles in
creases die opportunity cost both of seeking 
employment and of taking a formal job. This problem 
is frequently aggravated by insufficient availability or 
coverage of public and/or private services, especially 
day nurseries, kindergartens and schools. Secondly, 
the remunerations associated with the low educa
tional levels reached by these segments do not ade
quately cover the costs incurred. This set of factors 
probably accounts for the lower level of incorpora
tion into the labour market (especially the formal- 
sector labour market) by spouses, which is reflected 
in high incidences of inactivity and low levels of em
ployment among spouses in the first strata.

This situation has persisted over time and in gen
eral has tended to get worse, with an increase in the

9 For a ranking of countries in the region according to their 
progress in the demographic transition, see CELADEflDB, 1996.
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TABLE 5

Latin America (five countries): Number of households in each decile 
where the head of household and his/her spouse are employed, as a 
proportion of the number of households where both are present
(Percentages)

Argentina11 Brazilb Chileb Colombia Mexico b

1980 1992 1979 1990 1987 1992 1980c 1992d 1984 1992

Total 18.5 24.4 22.2 30.0 13.5 19.9 22.5 32.3 16.9 11.4
1 2.9 3.1 21.5 20.9 2.0 2.8 10.1 14.6 10.1 15.1
2 7.6 5.7 19.8 20.6 2.8 6.0 11.8 17.5 10.4 11.3
3 10.1 10.2 18.2 24.8 4.5 9.8 12,6 25.7 14.9 18.4
4 12.5 16.9 19.9 26,5 7.1 13.2 19.0 25.6 13.7 15.1
5 13,0 22.8 18.3 28,1 10.0 16.8 19.5 32.7 13.1 17.0
6 18.7 19.9 19.7 31.8 12.1 22.5 29.3 31.8 17.9 18.0
7 25.1 33.8 21.6 33,1 16.5 27.4 28.0 35.9 18.8 23.6
8 28.4 47.2 24.9 34.2 20.5 30.7 27.7 41.2 21.6 27.2
9 35,5 49.6 27.7 37.7 27.5 34.4 31.9 45.2 22.5 36.4
10 39,3 49.6 30.9 45.7 36.5 42.0 38.7 58.0 27.4 35.7

Source: ECLAC, on the basis o f special tabulations o f household surveys. 
a Buenos Aires. b National total. c Seven main cities. d Eight main cities.

relative differences. Table 5 shows, for two points in 
time, the percentage of households10 where both 
heads are employed. As may be seen from the table, 
substantial differences persist over time. The table 
shows firstly that the proportion of households where 
both heads are employed rises with the level of in
come in all cases. Secondly, it shows that on average 
this percentage has been increasing. Thirdly, in all the 
countries the increase in the percentage of households 
with both heads employed among the 30% poorest 
households is less than the average increase. Four
thly, the top 30% of the income distribution scale 
registers an above-average increase in this variable in 
all the countries. In short, the extent to which the 
spouses in the lower strata enter the labour market 
and take jobs is disproportionately low, while the op
posite is the case in the upper strata.11 As a result, the 
benefits of economic growth, employment, produc
tivity gains and the consequent increases in remu
neration are limited to the upper deciles of the 
income distribution scale, while the remainder pro
gress only very slowly.

The larger relative size of the poorer households 
and the greater relative presence of minors in them

10 In each decile, the universe refers to households where both 
heads are present.
11 In order to prove this hypothesis it is necessary to use longitu- 
dinal-section surveys, which have only recently begun to be ap
plied in countries of the region.

affect not only their levels of participation in the la
bour market but also the direct and opportunity costs 
that these households incur if young people of work
ing age remain in the educational system. This results 
in lower educational levels for these young people 
and ultimately lower future remuneration, thus repro
ducing a concentrated form of income distribution in 
following generations.

In short, the interaction of demographic charac
teristics and educational levels and their associated 
effect on remuneration give rise to a situation which, 
through differentiated access to the labour market, 
tends to bias the benefits of economic growth in 
favour of the upper deciles. The inertia caused by 
this is reflected in the low rate of progress in the 
improvement of income distribution.

4. Conclusions

There are of course other determining factors of in
come distribution which have not been analysed here, 
because of the approach adopted, the limitations of 
space and information, and the desire to center the 
analysis on certain factors with regard to which it is 
possible to formulate policies. The approach used 
highlights the way that household income is made up, 
unlike other studies which seek to explain how the 
income received is affected by some individual char
acteristics (education, sex, experience, type of em
ployment, etc.) and the sectors to which the recipients 
belong. Some of these aspects have been dealt with
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here, but the analysis has concentrated on the charac
teristics of the households and their members as these 
relate to the formation of per capita household in
come. No analysis was made here of the different 
access that the various income strata have to capital 
stocks, housing and health services, among other 
items, which significantly condition the level of well
being of present and future generations.

Outstanding among the aspects dealt with here 
are the differences in terms of labour remuneration, 
education, rates of employment, access to the labour 
market and demographic factors, which determine 
significant inequalities. The main results are given 
briefly below.

Firstly, the mean factor incomes of the lower per 
capita income groups are substantially below those of 
the upper strata: a phenomenon which is associated, 
in the case of labour income, with significant differ
ences in educational levels. Moreover, as other statis
tics indicate, the lower income sectors are located in 
low-productivity segments of the labour market. This 
confirms the results obtained in earlier studies on in
equalities of income between recipients.

Secondly, the rates of employment of the poorest 
groups are systematically below the average. Changes 
in distribution are largely associated with variations

in levels of employment, and reductions in the rela
tive differences in rates of employment have tended 
to be associated with a lower degree of income con
centration.

Thirdly, there are big differences between the 
deciles in their degree of participation in the labour 
force. There is a systematic tendency for the poorest 
groups to register lower rates of participation. This is 
reflected in higher rates of inactivity, especially 
among spouses and, to a considerably lesser extent, 
among heads of household.

Fourthly, the foregoing is related with the age 
structure of the households in different deciles. Thus, 
according to various indicators the population of 
working age is considerably smaller in the poorest 
households. The proportion of children per adult is 
higher in them, so that they bear a heavier burden of 
caring for minors, and for women this raises the op
portunity cost of participating in the labour market.12 
This higher cost is compounded by lower benefits of 
participating in that market: a factor related with the 
levels of education attained.

Finally, it is important to bear in mind that no 
factor, when considered in isolation, can fully account 
for the prevailing distribution and the changes in it; 
the effects are multiplicative rather than additive.

IV
Policy suggestions

It may be gathered from the foregoing that strategies 
designed to influence income distribution should act 
jointly in four areas: i) generation of productive em
ployment and increased demand for less-skilled la
bour; ii) policies to increase and maintain the income 
of the poorer strata; iii) reduction of the barriers fac
ing the members of those strata when seeking to enter 
the labour market, and iv) aspects connected with the 
demographic dynamics of those segments.

The intensity of the actions to be taken in each of 
these fields will depend, of course, on the initial situ
ation of each country. It must be emphasized, how
ever, that improved distribution cannot be achieved 
through action on only one of the above aspects. In 
other words, the objective of achieving greater equity 
of income distribution goes beyond the limits of 
growth, labour and population policies and is rather

the result of joint progress in all of them. In the fol
lowing sections, policies are suggested for modifying 
income distribution in a progressive manner. The 
evolution of certain variables which make it possible 
to anticipate the evolution of income distribution in 
the medium term is also discussed.

1. Medium and long-term policies in favour of 
better income distribution

a) Generation of productive employment and 
increased demand for less-skilled labour 
ECLAC has developed a proposal which addresses 

the main aspects connected with income distribution

12 Although the statistical analysis refers to “spouses” as, in 
principle, the second largest source of potential income o f a 
household, the great majority of these spouses are women,
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in a consistent manner (ECLAC, 1992 and 1997). In 
the short term, this proposal emphasizes the impor
tance of achieving high levels of employment and 
macroeconomic stability and thus avoiding the re
gressive consequences caused by fluctuations in the 
level of activity due to adjustment processes like 
those undergone by countries of the region in the 
1980s.13 In a medium- and long-term perspective, this 
approach emphasizes, among other aspects, the crea
tion of productive employment through sustained 
economic growth as one of the basic conditions for 
achieving greater equity over time. In line with this 
approach, policies are proposed for stimulating sav
ing and investment and securing efficient resource 
allocation in the context of greater integration of na
tional economies into world trade. Among these poli
cies, an important place is occupied by the 
strengthening of the public finances with the aim of 
generating public saving for the non-inflationary fi
nancing of investment programmes. This public ef
fort should be complemented with the development 
of agents of institutional saving, especially pension 
systems, and the establishment of a regulatory frame
work which will ensure a sound financial system that 
operates efficiently and effectively and channels sav
ing to real investments. Maintaining a moderately 
high and stable real exchange rate is of crucial impor
tance, not only as one of the main instruments for 
promoting the export sectors and import-substitution 
activities but also, in conjunction with positive real 
interest rates in line with those prevailing in world 
markets, for keeping financial saving within the 
country and thus avoiding speculative capital flight. 
In this way it is possible to forestall fluctuations in 
levels of activity, with their consequent negative im
pact on investment, which are usually due to adjust
ment measures designed to cope with situations of 
external imbalance. In short, what is proposed is the 
establishment of a growth-oriented policy framework 
on the basis of greater linkages with the exterior and 
the recovery of levels of investment, mainly through 
the generation of national saving.

This approach recognizes, however, that because 
of the type of work offered to the low-income strata, 
higher growth is not necessarily reflected in rapid 
expansion of demand and hence in distributional pro

13 For an analysis of the distributive effects of shocks and short
term policies, see Jim énez, 1997, which summarizes the results 
obtained by sim ulations, using general equilibrium models, for 
Argentina, Brazil and Colombia.

gress. Because of this, policies are also outlined for 
the promotion of small and medium-sized enter
prises, which are the main sources of formal-sector 
employment for the lower-income strata. One of the 
factors seriously limiting the development of these 
enterprises is the existence of segmented financial 
markets which restrict their access to credit. As a 
result, the investment possibilities of such enterprises 
depend to a large extent on the generation of internal 
surpluses, which reduces their growth and hence also 
the expansion of demand for less-skilled labour. New 
financial instruments are needed to overcome the in
ability of these enterprises to provide real guarantees, 
together with technical cooperation programmes and 
public support to improve their management capacity 
and ability to adopt technological advances, in order 
to free up the growth potential of small and medium
sized enterprises and, with it, the demand for labour 
(Held, 1995).

Unfortunately, the region’s evolution in terms of 
saving, investment and growth between 1990 and 
1996 was not enough to bring about significant in
creases in the generation of employment (e c la c , 
1997). Between 1991 and 1996, only four countries 
in the region achieved stable average annual growth 
rates over 4%. Other countries occasionally achieved 
higher rates but were not able to sustain them. In 
short, as well as being only modest (3.1% on average 
between 1991 and 1996), the region’s growth has 
also been unstable, and this has been an important 
factor in the low growth of employment and the in
creases in unemployment (ec la c , 1997). Using an 
indicator made up of five variables (unemployment, 
informal sector employment, wages in industry, mini
mum wages and productivity), the International La
bour Organisation (ilo) reports that, out of a sample 
of 16 countries of the region, only five (Bolivia, 
Chile, Panama, Paraguay and Peru) registered ongo
ing positive progress in labour matters between 1990 
and 1996, and only Chile registered advances in all 
the variables, including productivity; the remaining 
11 countries, including the biggest and most popu
lous economies of Latin America and the Caribbean, 
registered setbacks or failed to make progress in their 
indexes of labour progress over the period (ILO, 
1996). In view of the foregoing, except in a few cases 
it is not possible to anticipate any significant im
provements in income distribution in the region. On 
the contrary, because of the influence of the employ
ment variable on distribution and the higher inci
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dence of unemployment in the poorer strata, income 
concentration will most probably increase in a sub
stantial number of countries.

b) Increasing and maintaining the income of the
poorest households: education and transfers
As already noted, the level of education signifi

cantly affects the remuneration of those who do man
age to obtain employment, so that measures to 
promote expansion of the coverage of the educational 
system, increased rates of retention in the educational 
system and improvements in the quality of education 
must form a part of any policy designed to improve 
income distribution in the long term. In terms of in
come distribution, however, the results of these ef
forts will only materialize in the long run, as 
successive cohorts with higher levels of education be
gin to work and become more numerous. Training 
programmes designed to raise the level of skills of 
the poorest workers will probably show results more 
quickly, in the medium term. In addition, these pro
grammes can heighten the efficacy of long-term poli
cies, since there are inter-generational complementarities. 
For example, actual increases in household income as 
a result of improved wages thanks to training pro
grammes would increase the tendency of the children 
to stay in school, thus avoiding their premature incor
poration into poorly paid jobs and thereby giving 
them some hope of obtaining better incomes in the 
future.

There are also important complementarities with 
policies in other areas, as in the case of the provision 
of health services for the poor population. The im
provement of such services strengthens the effects of 
education policy, since it makes possible greater con
tinuity of presence in the school system and better 
use of the educational system by children and young 
people. Likewise, as a number of studies have shown, 
higher levels of education of mothers are reflected, 
among other things, in lower rates of infant morbidity 
and mortality (CELADE/IDB, 1996). In both cases, the 
results in terms of distribution take a considerable 
time to materialize. The continued application of 
these policies and the maintenance of economic 
growth are therefore of crucial importance, since 
transitory reductions in the resources earmarked for 
these policies have permanent effects. For example, 
those who lose the opportunity to stay in the educa
tional system today because of a transitory reduction 
in household income will find it difficult to re-enter

the system in the future, so that their skills and hence 
their income could be permanently lower. Negative 
fluctuations in the resources for social policies thus 
tend to strengthen the inter-generational mechanisms 
for the transmission of poverty.

The region’s past experience in this field unfor
tunately does not provide any grounds, except in a 
few cases, for anticipating progressive developments 
in income distribution. As various studies have 
pointed out, the resources earmarked for social poli
cies have often been those which have suffered the 
biggest real reductions through public budget adjust
ments (ECLAC, 1994b; Cominetti, 1994), thus'further 
aggravating the regressive distributive effects deriv
ing from the recession. The lack of distributional pro
gress in the 1990s can therefore be partly attributed to 
the macroeconomic adjustment phases undergone by 
most of the countries of the region in the 1980s.

The foregoing analysis refers to policies which 
seek, indirectly but nevertheless decisively, to affect 
the levels of income of those who obtain employment 
and also to improve income distribution too. Other 
policies, involving direct intervention, are also im
portant however. The fixing of minimum wages is 
one of the most widespread practices, although there 
are divergent views on its efficacy and desirability.

In general terms, there is some degree of consen
sus that wage increases which exceed increases in 
productivity have distributional effects whose impli
cations for levels of activity are not very clear but are 
generally negative.14 With regard to minimum wages, 
there are grounds for believing that real losses in 
them are associated with increases in the incidence of 
poverty and vice versa, even though the effects in 
terms of the Gini coefficient may not be readily dis
cernible. Consequently, as long as the real growth of 
minimum wages is not higher than that of the average 
productivity of the economy,15 it may be anticipated 
that such growth would reduce the incidence of pov
erty, so that it continues to be an important policy 
tool (Jiménez, 1996; Morley, 1997).

Unfortunately, during the first half of the 1990s 
real urban minimum wages evolved in such a way 
that no improvements in terms of distribution are to

14 See Chisari and Romero (1996), Urani, M oreira and W illcox
(1997), Lora and Fernández (1996) and Jim énez (1997).
15 It should be borne in mind that the increase in the productivity 
of small enterprises and the informai sectors, which are im por
tant users of less skilled labour, is usually below that of the rest 
of the economy.
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be expected by this means. Thus, as the i l o  (1996) 
reports in respect of a sample of 18 countries of the 
region, in only four of them (Colombia, Costa Rica, 
Panama and Paraguay) did real urban minimum 
wages in 1995 exceed the 1980 level, and moreover, 
only in Costa Rica was the real growth of this vari
able in any way significant, so that on average in the 
region the real level of these minimum wages in 1995 
was only equal to 72% that of 1980, since they grew 
at a rate of almost zero (0.8% per year) between 1990 
and 1995.

A second alternative for modifying income dis
tribution consists of direct transfers (mainly pensions 
and subsidies). The following brief analysis does not 
attempt to cover all the options for transfer mecha
nisms and their redistributive content, but merely to 
point out that, in view of the indirect and long-term 
nature of policies designed to modify income genera
tion at its source, some actions have important poten
tial for achieving progressive distribution in a shorter 
term and should therefore be taken into account. 
There have been numerous examples in the region of 
action seeking to transfer income and subsidies with 
the aim of alleviating the effects of certain factors 
responsible for poverty and regressive income distri
bution, and some brief comments are in order on the 
efficiency and efficacy of some of the main forms of 
transfers in this connection.

Reference is often made to the possibilities of 
redistributing income through the use of pension and 
retirement systems. An important digression is called 
for here. Firstly, as national case studies have amply 
shown, one of the main factors responsible for the 
precarious situation of these systems in some coun
tries has been the lack of correspondence between 
contributions and benefits, which has resulted in a 
low degree of identification with the purposes of the 
systems and has encouraged under-declaration and 
evasion.16 An outstanding feature of the recent pen
sion system reforms is the tendency to link contribu
tions more closely with benefits, as a means of 
promoting the systems’ solvency. This implicitly ac
knowledges that the introduction of redistributive cri
teria into pension systems can have a serious negative 
influence on their efficiency, solvency and financial 
stability. In short, such systems would appear to be an 
inefficient means of redistribution.

16 See Iglesias and Acuna (1991); U thoff and Szal achinan (eds.) 
(1991, 1992 and 1994); Schulthess and Dem arco (1993), and 
U thoff (1995).

Secondly, in the experience of the region the 
coverage of pension systems is usually insufficient, 
so that if an attempt is made to carry out redistribu
tive actions through them this will probably exclude a 
major part of the poorer strata. In other words, the 
efficacy of these systems as progressive redistribution 
mechanisms would appear to be far below what was 
expected, since their scope is less than that needed in 
order to reach the desired groups. Nevertheless, pen
sion systems which include a solidarity-oriented fi
nancing component do have some redistributive 
potential for the middle and lower segments which 
come within their coverage, and this could be used 
provided that the problems of solvency are duly ad
dressed.

Indeed, the current line followed in pension sys
tem reforms does not rule out policies of a redistribu
tive nature, such as granting a minimum pension to 
those who, in spite of their contributions to the sys
tem, do not attain a certain level of income when they 
retire: in effect, poverty profiles indicate a greater 
incidence of such poverty among pensioners. Conse
quently, an important distributive and poverty-reduc
ing function is played by measures to provide 
minimum pensions or pensions of a social welfare 
nature (in connection with accidents, sickness and 
widowhood, for example), along with the expansion 
of the coverage of pension systems and of social pro
tection networks in general.

A second type of transfer which has aroused 
some interest recently is that connected with the 
greater incidence of unemployment in poor house
holds. Table 6 shows the distribution of unemployed 
persons by deciles.

As may be seen from this table, there is a dispro
portionate concentration of unemployed persons in 
the first income deciles, even though the countries 
studied were going through different phases of the 
economic cycle in the years in question. Two unem
ployment situations which call for different policies 
must be taken into account when seeking to explain 
this. Firstly, the considerably higher incidence of un
employment in the first decile is considered to be due 
partly to the causal factors of chronic unemployment, 
which neither recovery of growth nor the mainte
nance of growth over time can significantly reduce. 
In this case, it is a question of hard-core poverty. 
Reducing the incidence of such unemployment would 
require, among other things, minimum employment 
programmes which would last longer than emergency
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TABLE 6

Latin America (five countries): Distribution of unemployed, by deciles
(Percentages)

Argentina, 1992 a Brazil, 1990 b Colombia, 1992° Chile, 1992 d Mexico, 1992 e

Total to o 100 100 100 100
1 33.6 25.6 18.6 29.0 13.8
2 19.2 13.1 15.4 15.3 17.0
3 9.8 12.2 11.9 14.4 15.2
4 14.0 13.0 11.0 9.2 10.2
5 7.8 9.6 10.6 9.7 11.3
6 5.1 6.7 11.0 5.6 7.4
7 5.2 7,1 6.2 5.8 10.8
8 0.9 5.6 7.0 3.9 2.5
9 2.1 3.4 5.4 4.9 7.5
10 2.4 3.5 2.7 2.2 4.2

Source: ECLAC, on the basis o f special tabulations o f household surveys.
a Buenos Aires. b Sâo Paulo and Rio de Janeiro. c Bogotá. d Greater Santiago. c High-density areas.

programmes and would provide a basic level of re
muneration, although they should not be allowed to 
become a disincentive to the incorporation of the un
employed persons in question into the labour market 
in search of jobs with higher productivity and wage 
levels. The second type of unemployment is more 
closely associated with the economic cycle, but it too 
registers a higher incidence in the poorer groups. 
Transfers, or else emergency employment pro
grammes, designed to replace income in transitory 
situations of unemployment would help to prevent 
income concentration from increasing in periods of 
recession.

The efficacy and efficiency of these schemes are 
greatly influenced by the forms of financing (unem
ployment insurance with individual contributions, use 
of public funds, etc.), the criteria for selecting the 
beneficiaries, the duration of the benefits and the ex
tent to which they replace lost income. As it is not 
possible to make a detailed analysis here, we merely 
wish to emphasize that such tools are important be
cause they would make it possible to prevent, at least 
in part, the further intensification of poverty and in
come concentration which periods of macroeconomic 
adjustment usually bring with them.

These tools, which are mainly of a compensatory 
or palliative nature, can usefully be incorporated in a 
global policy designed to guarantee a minimum level 
of family income, which would make it possible to 
overcome some shortcomings that such tools display 
when used alone (ECLAC, 1992). Thus, as noted, 
minimum wage policies have only partial scope, 
since they are restricted mainly to the urban formal 
sectors, while their impact on company profitability

is greater in the case of small enterprises, which are 
the main users of less-skilled labour. Moreover, they 
have only a limited degree of efficacy in the event of 
recessions due to insufficient domestic demand. Con
sequently, they cannot be set at a very high level, nor 
can they be the only tool used. Similar problems of 
coverage are displayed by minimum and social wel
fare pensions and schemes for unemployment insur
ance and unemployment benefits. This means that it 
would be wise to think of using a set of tools de
signed to achieve a certain minimum level of family 
income through a combination of minimum wages 
and pensions, unemployment benefits and/or insur
ance, more family allowances and/or direct subsidies 
or transfers, or the provision of benefits in kind, as 
for example through the public school system. If the 
stipulated minimum level of family income were still 
not attained, these measures could be supplemented 
with transfers allocated in line with the incidence of 
the factors determining the severity of poverty and 
income concentration. Naturally, in order to do this it 
is necessary to establish methods of evaluating the 
situation of each family as regards income and/or 
needs through special registers, as a number of coun
tries in the region have already done.17

Finally, a general comment may be made at this 
point on the question of the financing of transfers 
designed to promote redistribution or to relieve the 
effect of the factors affecting the severity of poverty.

17 An exam ple o f this is the operation of the Single Family 
Subsidy in Chile, based on the “economic and social profile 
card” , w hich takes into account a num ber o f fac to rs in o rder 
to d e term ine  the e lig ib ility  o f  a  fam ily  group to receive this 
subsidy.
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TABLE 7

Latin America (five countries): Distribution of children under 5, by deciles
(Percentages)

Argentina, 1992a Brazil, 1990b Colombia, 1992c Chile, 1992d Mexico, 1992e

Total 100 too 100 100 100
1 22.6 20.4 18.4 19.3 17.2
2 18.7 14.6 15.4 17.0 12.5
3 10.9 12.6 14.7 12.6 13.2
4 10.5 10.8 10.8 10.5 11.2
5 7.9 8.9 8.9 8.0 11.2
6 7.8 7.9 7.7 9.0 8.8
7 6.9 7.7 6.3 6.4 7.5
8 7.0 7.4 7.3 5.7 6.4
9 4.0 5.7 5.6 6.5 5.9
10 3.7 4.0 4.8 5.0 6.2

Source: ECLAC, on the basis of special tabulations of household surveys.
a Buenos Aires. b Säo Paulo and Rio de Janeiro. c Bogotá. J Greater Santiago. e High-density areas.

The final effect these have on income distribution 
also depends on the effects of the method of financ
ing the public expenditure involved. Many of the tax 
reforms introduced recently in the region have been 
aimed at increasing revenue collection and also im
proving the efficiency of the tax system by expanding 
participation or introducing indirect taxes such as the 
value added tax. Although there are many reasons for 
adopting this approach* the regressive nature of this 
method of financing must be borne in mind, for as a 
number of case studies show, financing increases in 
public expenditure through indirect taxes is the least 
desirable option from the strictly distributive point of 
view,18 because there are more possibilities of a shift 
in its incidence than in the case of direct taxes. Con
sequently, from this point of view it is desirable that 
future reforms should raise the direct rather than the 
indirect tax burden.

c) Reducing the barriers faced  by the poorest sectors 
in seeking to participate in the labour market 
As already noted, the opportunity cost for poorer 

households of participating in the labour market is 
very high, because of the greater relative presence of 
minors in the household. As may be seen from table 7, 
the poorest 30% of households account for a major 
proportion -in some cases as much as 50%- of the 
total number of children under 5.19 Consequently, a

18 See Chisari and Rom ero (1996), Lora and Fernández (1996), 
Urani, M oreira and W illcox (1997), and Jiménez (1997).
19 This also means that transfers o f cash, services or kind based 
on an allocation criterion which takes account of the presence of 
children in the household can have a high distributive content.

policy for the development of public or private insti
tutional arrangements for the care of minors would 
help the incorporation of spouses into the labour mar
ket by reducing one of the factors responsible for 
concentrated income distribution, namely, the lower 
relative rate of participation and the considerably 
higher rates of inactivity among spouses in poor 
households.

It is important to bear in mind some factors 
which condition the success of the above proposals. 
Firstly, not only is the opportunity cost of participat
ing in the labour market higher for spouses from poor 
households but also, because of the low wages due to 
their low levels of skills, there is also less incentive 
for them to seek greater participation. Consequently, 
as well as taking measures to reduce the barriers 
which impede access to the labour market by spouses 
from lower-income households, it is necessary to es
tablish training programmes specifically aimed at 
these persons. Secondly, the above considerations 
and measures are mainly on the supply side, and their 
results depend on an increase in the demand for la
bour due to economic growth and the provision of 
incentives for sectors which require less-skilled la
bour, such as small and medium-sized enterprises. In 
this connection, it was already noted earlier that only 
through joint action in the areas in question is it pos
sible to achieve lasting improvements in distribution.

A second segment of the labour market which 
has problems of access is that made up of young 
people, among whom the incidence of unemployment 
is typically higher. In this case, lack of skills is one of 
the most important factors. A number of attempts are
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currently being made in the region to promote greater 
participation by organizations of private producers in 
the design and execution of training programmes, in 
order to secure a greater correspondence between the 
demand for particular skills and the content of such 
programmes (ECLAC/UNESCO, 1996). The aim is to 
help the graduates of training institutions to find jobs 
more quickly, to which end efforts are being made to 
get away from the passive scheme whereby training 
institutions provide instruction on the basis of their 
traditional capacities, which may not correspond with 
actual demand, and leave the problem of gaining ac
cess to employment entirely to those who attend 
these programmes.

While lack of skills among young people is an 
obstacle to their access to the labour market, it must 
at the same time be borne in mind that the poorest 
strata often have serious difficulties in keeping their 
young people in the school system, including secon
dary education, and subsequently in training institu
tions. For this reason, more flexible training curricula 
should also be considered as a means of providing 
technical or professional training at an earlier age to 
persons who do not wish or are not in a position to 
enter higher education.

d) Aspects connected with population dynamics
As noted earlier, demographic aspects have a 

significant influence on the distributive situation, 
even in countries like Argentina and Chile which 
have already made progress in the demographic tran
sition towards lower levels of fertility. The poorer 
strata tend to have households with a larger number 
of members and a greater relative presence of minors, 
with the result that they contain relatively fewer 
members of working age.

A number of studies show that progress in the 
demographic transition has been more pronounced in 
the higher income strata; the poorer groups, in con
trast, still register high rates of fertility, considerably 
above the average (CELADE/IDB, 1996). The poorer 
strata also regulate their fertility less effectively, with 
smaller intervals between pregnancies, and both 
these facts -without mentioning other negative con
sequences- are reflected in greater instability of 
women’s participation in the labour market.

Moreover, as many studies have shown, the 
poorest groups register a higher level of unwanted 
fertility; in other words, a larger proportion of them 
would have preferred to have fewer children than in

groups enjoying a higher level of well-being.20 The 
educational level of mothers has been shown to be a 
variable that exerts a great deal of influence in this 
situation; the lower their level of instruction, the 
higher is their observed level of fertility and the 
greater is the proportion of unwanted pregnancies. In 
contrast, mothers with higher levels of instruction 
register lower rates of fertility and a lower proportion 
of pregnancies are unwanted. This highlights the con
siderable differences that exist in the access of differ
ent economic and social strata to family planning, 
which is reflected in inequality as regards exercising 
effective control over decisions that affect fertility. 
Thus, as special studies have shown, mothers with a 
lower level of instruction make greater use of tradi
tional methods of birth control or simply do not use 
any birth control methods at all, whereas mothers 
with a higher level of instruction make more use of 
modem methods (CELADE/IDB, 1996). Consequently, 
policies which facilitate access to family planning 
and emphasize in advance the need for responsible 
parenthood are a necessary part of strategies designed 
to secure greater equity and better income distribu
tion.

Secondly, as already noted, the efficacy of long
term policies such as those in the field of education 
depends largely on the health conditions of those en
tering the educational system. Determining factors in 
this respect are the health of the mother during the 
period of gestation and the health and nutritional state 
of the children in their early years. From this point of 
view, mother and child health and nutrition pro
grammes also represent key elements in any distribu
tion strategy, since although this may not be the main 
objective of the strategy it helps to create suitable 
conditions to enable the poorer groups to raise their 
skills and income in the long term. The level of in
struction of mothers is also a variable which has a 
significant incidence with regard to infant mortality. 
The CELADE/IDB study already referred to clearly 
shows that rates of infant mortality and morbidity are 
lower among the children of mothers with a higher 
level of education. Once again, this shows that an 
income redistribution policy must act on various 
fronts at once, thus acknowledging the multiple fac
tors that determine income distribution.

20 See ECLAC (1992), CELADE/IDB (1996) and ECLAC/CELADE
(1998).
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The policies mentioned above contain elements 
of both equiiy and income redistribution. They help 
to strengthen over time the effect of measures de- 
signed to increase the generation of income among 
the poorest sectors. If these policies also manage to 
reduce fertility in the most under-privileged strata, 
thus reducing the distance between the number of 
children wanted and the number actually bom, this 
will tend to reduce the greater relative burden of 
Jooking after minors in these strata. This would make 
possible greater participation by spouses in the labour 
market, and if suitable training programmes are also 
carried out their income could also be improved.

Furthermore, the fewer the number of children, 
the smaller the amounts of resources needed to keep

them in the school system and the lower the pressure 
to leave them unattended in order to look for work to 
help support the family. Both these factors help to 
keep minors in the school system so that they can 
hope to earn better incomes in the future.

In order for these demographic changes to take 
place, however, deliberate action is needed to pro
mote greater access to family planning, and effective 
measures are required to strengthen the generation of 
income among the poorest sectors. If this is done, the 
changes will also be the result of the deliberate will 
of the poorer strata, who will take a different attitude 
to their fertility because they feel that this will con
tribute to their own future well-being.

(Original: Spanish)
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Health management
contracts in

Costa Rica from a
comparative perspective

This article analyses the recent establishment of quasi-markets in 

the field of public health in Costa Rica through the internal sepa

ration within the Costa Rican Social Security Fund of the func

tions of revenue collection, financing, purchasing and provision 

of services; the application of a new financing model; and the 

introduction of management contracts with hospitals and health 

areas as a key instrument for allocating and transferring resources 

in accordance with performance and fulfillment of goals. The 

context and bases of the management reform are examined, and a 

description is given of both the new financing model and the 

institutional and organizational implications of the 1997 con

tracts. These contracts are described in the light of their main 

thrusts, in which special emphasis is placed on innovations in 

terms of processes and the development of reliable records of 

activities, costs and quality, going beyond the mere use of indica

tors of efficiency and efficacy. The performance of hospitals and 

health areas in the context of these contracts is described, and 

finally some views are expressed on the strengths and weaknesses 

of the relevant institutions and the means of optimizing resource 

allocation. Throughout the analysis comparisons are made with 

the experience of Chile.
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I
Introduction

"Contracts not only provide an explicit fram ew ork within which  
em pirical evidence may be derived on form s o f  organization  

(so that they are the basic em pirical source fo r  proving  
hypotheses on organization): they also provide clues and  

pointers on the way in which the parties to an exchange will 
structure more complex form s o f  organization”. (Douglass North)

Since 1996, the Costa Rican Social Security Fund 
( CCSS) has been promoting the formation of quasi
markets in public health. Without resorting to the es
tablishment of exogenous bodies for this purpose, the 
new organizational scheme of the CCSS is designed to 
separate the functions of revenue collection, financ
ing, purchasing and provision of services at the inter
nal level and to establish a new financing model. The 
relation between financing, purchasing and the provi
sion of services is seen as a contractual one: manage
ment contracts are the key instrument for the 
allocation and transfer of resources as a function of 
performance and fulfillment of goals, specifying 
health objectives and establishing agreed production 
targets for each centre, at all three levels of attention.

In the following sections, the ambitious manage
ment reforms undertaken by the CCSS will be ana
lysed first, in the light of their context and bases, 
after which a description will be given both of the 
financing model underlying the management con
tracts and the institutional and organizational impli
cations of the contracts for the year 1997.

The main aspects of the 1997 contracts are de
scribed and highlighted, with special emphasis on the 
fact that the performance measurement which guides 
them goes beyond the mere use of indicators of effi
ciency and efficacy, since it assigns an important role 
to the innovation of processes which should make it 
possible to systematize the provision of services, 
shed light on specific aspects of their efficacy, and 
contribute both to organizational restructuring and to 
changes in management culture. The importance as
signed to the preparation of reliable records on activi
ties, costs and quality and the establishment of 
information systems which can strengthen manage
ment capacity is also highlighted. The contracts also 
promote the development of an adequate system of 
referrals and counter-referrals.

An account is given of the performance of the hos
pitals and health areas under the 1997 contracts in terms 
of the improvements achieved, the organizational learn
ing process and the main obstacles. In the light of the 
evaluations made by the ccss and other elements, some 
opinions are presented on institutional strengths and 
weaknesses and on the means of optimizing resource 
allocation. Finally, some elements which could stand in 
the way of the process of innovation are mentioned.

Official documentation and interviews and ex
changes of ideas with the health authorities and offi
cials who have been involved in the institutional 
innovation process were the main source for this 
analysis,1 which provides a detailed overview of this 
particular aspect of the reform process.2

In Latin America,3 the public health systems of 
Chile and Costa Rica are the only ones which have 
established management contracts with public suppli
ers, thereby progressing through this process of nego
tiation towards the formation of quasi-markets. This 
is the reason for the constant comparisons made with 
the Chilean experience in some aspects.4

1 Among the factors o f the greatest importance for the execution of 
this study were the interest shown by Alvaro Salas, then Executive 
President of the CCSS, his willing collaboration, and that of the 
authorities and officials who granted us interviews and facilitated 
our free access to the documentation (see list of interviewees at the 
end o f this article). The author, however, bears sole responsibility 
for the processing and interpretation o f the information provided.
2 No com plete analysis exists in this respect. For an updated 
overview of the reform  of the C osta Rican health sector in the 
last four years, in terms o f both its direction and execution, see 
C osta Rica, MIDEPLAN, 1998, pp. 190-220.
3 In the Caribbean, Trinidad and Tobago has also established 
separation o f functions and annual service agreements.
4 W ith regard to the context and initial thrust of the introduction
o f m anagem ent contracts in Chile, see Sojo (1996b and 1996c). 
W e wish to express our thanks to the Chilean authorities for the 
interviews granted and the access provided to the documentation 
on these matters (see list o f interviewees).
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II
The context and opportuneness 
of the reforms

In the 1980s there was an administrative restructur
ing on the CCSS and an adjustment in its financial 
base. Although the conflictive delineation of areas of 
competence between the Ministry of Health and the 
CCSS became a stumbling block for the reform of the 
Costa Rican health system at that time (Sojo, 1993; 
Giiendel and Trejos, 1994), growing agreement about 
the morphology of the system made it possible to 
clarify their respective areas competence in the mid- 
1990s.

In 1993, the restructuring of the Ministry of 
Health was approved and it was made responsible for 
the functions of general guidance (which need to be 
further strengthened) and promotion, while the CCSS 

was made responsible for operational activities in the 
field of health in the areas of promotion, prevention, 
recovery and rehabilitation.

Since 1994, primary attention and preventive ac
tivities have been strengthened through Basic Integral 
Health Attention Teams (EB A IS). The primary health 
attention activities carried out by the Ministry of 
Health since the 1970s were gradually transferred to 
the ccss and became part of the model based on 
those teams,5 while the Ministry retained control of 
three programmes: health promotion and protection, 
protection and improvement of the human environ
ment, and child nutrition and development. The sign
ing of the management contracts resulted in the 
transfer of Ministry of Health staff to the CCSS, since 
the health areas had difficulties in fulfilling their 
management contracts when the latter were not given 
effective backing: in one year, from January 1997, 
1027 staff members were transferred.

The present reforms in the management of the 
ccss are taking place at a time when the financial 
resources of this institution have been placed on a 
sounder basis at two levels. The ccss provides health 
services for the population under a system financed

from compulsory tripartite contributions, with a 
scheme of universal benefits. The total contribution 
amounts to 7.5% of the payroll: the employer pays 
4.75%, the worker 2.5% and the State the remaining
0.25%. The heavy outstanding debt built up by the 
State with the CCSS during decades was negotiated 
and paid off in 1997. The financial consolidation of 
the CCSS was further strengthened by the 1995 pen
sion reforms, which introduced a pension system run 
by the CCSS as the exclusive system of pensions pay
able from the national budget. Within this process, 
the finances of the health system were also placed on 
a sounder basis (Sojo, 1997b).

The present reforms in the management of the 
CCSS are an ad hoc initiative designed in the light of 
a searching self-critical diagnosis6 on the charac
teristics of the CCSS as compared with its objectives, 
and do not form part of a broad exercise on the part 
of the Costa Rican State in the field of management. 
Within this area, the most far-reaching policy in this 
period is the implementation, through some pilot 
agreements, of the National Evaluation System 
( s i n e ) ,  designed and coordinated by m i d e p l a n .  The 
SINE is based on the signing of annual performance 
agreements -commitments to achieve certain results- 
between the President of the Republic and the corre
sponding authorities, endorsed by MIDEPLAN and the 
Ministry of Finance. The institutional performance 
matrix specifies the priority programmes and pro
jects, the evaluation indicators, the ranking of each 
programme, and the institutional commitments en
tered into in each case (Mora, 1998). The institutions 
which have fulfilled their targets best have received 
public praise, but the system has not yet entered on a 
stage of individual evaluation or rewards.

Other specific initiatives in the area of manage
ment have also been carried out, such as the reform 
of the Customs Service and the coordination and in-

5 For a description of the global thrust of the reforms, see Salas 
(1996) and W einstock (1995). For an analysis of the changes 
made in the health sector in the last four years, see Costa Rica, 
MIDEPLAN, 1998, pp. 190-211.

6 The arguments underlying the CCSS’s diagnosis of the struc
tural problems of the institution with regard to m anagem ent and
financing are analysed in section III.
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tegration of the programmes against poverty under 
the National Anti-poverty Plan.

Unlike anti-State management reform proposals, 
which see the State as a problem but not as part 
of the solution (Ferlie, Ashbumer, Fitzgerald and 
Pettigrew, 1996, p. 11), the CCSS management reform 
seeks to maintain and consolidate social and public 
responsibility for the enjoyment of health as one of 
the rights of the citizen and to increase its contribu
tion to the systemic competitiveness of the country 
through better use of resources and greater attention 
to quality.

These aims are reflected in the guiding principles 
of the new financing model -solidarity, universality 
and equity- which became the backbone of the re
form of the CCSS as from 1996.7

The authorities of the CCSS saw that there were 
clear shortcomings in terms of management, but 
when trying to decide the best timing for the intro
duction of management contracts they were faced 
with a dilemma: whether first of all to build up the 
management capacity needed in order to assign re
sources in line with performance and then bring in 
the management contracts (a longer process which 
might not be practical in political terms) or whether 
to adopt the system of contracts and learn by experi
ence. This second approach was finally adopted,8 
Within a short space of time, the central authorities of 
the CCSS formulated an alternative financing model 
and worked out the features of the contracts, in order 
to make progress in that direction, with repercussions 
on the global management of the CCSS. The execution 
of a pilot plan was begun, and an intensive training 
programme was put into effect.9

It is interesting to reflect on the political factors 
which have made possible the realization of the re
forms in this sector. A reasonable degree of continu-

7 Equity in the distribution of resources is defined as “equal 
opportunities of access to health services by all users with equal 
needs” (CCSS, Proyecto de M odernización, 1997a, p. 36).
8 Statem ents by A lvaro Salas at the interview of 5 February 
1998.
9 W e were told that during six months, the authorities and those 
responsible for the contracts of the bodies providing services had 
to leave their jobs for this purpose for three or four days a week 
(interview  with M anrique Soto Pacheco, D irector of the San 
Juan de Dios hospital, 5 February 1998). Paradoxically, in some 
cases the training conflicted with the objectives pursued: accord
ing to the 1997 evaluation of hospitals, the fact that those re
sponsible for organizing the process had to leave their work for 
training activities gave rise to difficulties in following up the 
contracts.

ity has been achieved because the modernization pro
ject was begun in the Calderón Fournier administra
tion and was adopted with the unanimous vote of the 
majority political parties.10 This continuity was also 
aided by the fact that the technical team then respon
sible for designing the reform of the CCSS sub
sequently occupied strategic posts in the Figueres 
Olsen administration, including the post of Executive 
President.

The management reform was preceded by dis
cussions on how to improve the use of resources in 
the field of health; in 1994, for example, a high-level 
hospital commission was set up. From October to 
December 1996, meetings and negotiations were held 
at the behest of the central authorities of the CCSS to 
decide on the path to be followed in the organization 
of management contracts. At the start, a number of 
the actors had negative reactions: for example, the 
trade unions complained that the idea was to save 
resources or open up the way for privatization.11 Even 
at the central level of the CCSS itself there was and 
continues to be some doubt about the management 
contracts, which are seen as a weakening of central 
action. The hospital directors, who were mostly skep
tical to begin with, gradually became more interested, 
as the expansion of their autonomy would give them 
more instruments for tackling their problems, and the 
hospitals which were in a better position to begin the 
process began to act as leaders. The innovation was 
actively supported by die Executive, which even took 
part in a meeting with hospital directors12 on 
“queues” and waiting lists.13

10 Statem ents by Dr. Elias Jiménez, D irector of the N ational 
C hildren’s Hospital and Executive President of the CCSS from  
1990 to 1994, in an interview of 5 February 1998.
11 The difficulties in the dialogue about the reforms and some 
prejudices about them are clearly evident in the analysis and 
com m ent session described in GTSS (1997), pp. 41-70.
12 The proposals made at this meeting cover very varied areas: 
equipm ent, systems of giving appointm ents, more flexible hours 
of attention, new hiring schemes, decentralization of m anage
ment, more flexible budgets, expansion of the decision-m aking 
capacity o f general physicians, purchase of services, im prove
ments in the system of referrals, coordination o f services, and 
absenteeism.
13 In seeking to understand this political process, the meeting
with health authorities called by the Executive President of the 
CCSS on 26 August 1997 was extremely useful. This meeting 
was attended by Herman W einstock, M inister of Health; Alvaro 
Salas, Executive President of the CCSS; Fem ando M arín, Deputy 
M inister of Health; Julieta Rodríguez, C hief of the M edical 
D ivision of the CCSS, and Luis Bernardo Sáenz, D irector of the 
CCSS m odernization project.
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An important role was played by the consultancy 
contract signed with Andersen Consulting and the 
Hospital Consortium of Catalonia in December 1995 
to formulate proposals for prospective budgetary al
location, separation of functions and improvement of 
quality. At the same time, the CCSS modernization 
team studied and analysed the experiences of the 
Basque Country, Catalonia, England and Sweden, 
where the systems are of an eminently public nature 
in terms of indicators and evaluation schemes

As an illustration of the lessons learned from the 
analysis of other situations, special mention may be 
made of the “cultural change” which took place in the 
Basque Country as a result of management contracts, 
even though these were not linked with the budget: this 
experience was incorporated when the Costa Rican in
itiative was launched in 1997 and is reflected in the 
relative looseness of the contract requirements.

Awareness of the positive and negative aspects 
of these experiences also affected three areas of con
cern in the design of the model: the system of pay
ments should be such as to avoid over-supply of 
services, or manipulation in conditions of low output; 
the indicators should not be focused solely on the 
results, while overlooking the processes, since this 
would adversely affect commitment and credibility; 
and the evaluation must be seen as a strong, consis
tent and constant process.14

The Chilean management contracts, however, 
form part of a context which is very different from 
that of Costa Rica: i.e., a health system whose soli
darity had been deeply undermined. Although they 
were introduced in a period of expansion of expendi

ture in which improvements in efficiency and equity 
were sought, their framework is a dual health system, 
both in terms of ownership and of the rationale behind 
its design. Privatization of the financing and supply of 
health services, which was introduced under the mili
tary regime, promotes the transfer of those with 
higher incomes from the public to the private system.

So far, this health system is made up of two sub
systems which are governed by different rationales 
and do not compete with each other: the public health 
insurance is of an unfunded nature and seeks solidar
ity, whereas the private system operates through indi
vidual accounts and risks; consequently, the first 
system is made up of poor people, and those with 
high health risks tend to migrate to it, while the sec
ond system consists of those with higher incomes and 
low levels of risk.

This duality inhibits universal coverage of the 
population and efficient use of resources, militates 
against a complementary relationship between public 
and private attention, and significantly limits the ca
pacity for regulation, with serious repercussions in 
the management area because of the leakage of re
sources between the two subsystems.15 The inequali
ties in health and the cases of inefficiency inherent in 
the dual model have currently given rise in Chile to a 
complex discussion on the establishment of a basic, 
solidary compulsory health insurance scheme of uni
versal coverage which will ensure effective freedom 
to choose the type of health insurance and supplier of 
attention in the public and private fields, without any 
possibility of rejection of patients by the insurance 
institutions.16

HI
A form of resource allocation which makes 
it possible to overcome negative incentives

Better use of resources, which is the central element 
in the CCSS management reform, is an urgent issue:17

14 These details regarding the initial phase of the process were 
collected on 29 August 1997 at a jo in t interview with James 
C ercone, Norm a Ayala, Rodrigo Bartels and M ario León, staff 
members of the CCSS m odernization project who were responsi
b le for preparing the contracts and have participated in their 
evaluation.

it is maintained that the sustainability of the system is 
at stake, as expenditure on health has been growing

15 W ith regard to the Chilean case, see Sojo (1996b and 1996c).
16 For details of the proposals made in this field in a study 
com m issioned by the M inistry of H ealth, see U niversity of 
Chile, Department of Economics, 1997,
17 Unless otherwise specified, the m ain source of this diagnosis 
is CCSS, Proyecto de M odernización, 1997a.
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TABLE I

Costa Rica: Selected social indicators

Indicator Value

Gross mortality rate (1996) 4.12
Infant mortality rate (1996) 11.83/«
Life expectancy (1995) 74.8
Total number o f deaths 13 993
Main causes of death (1996):

Diseases o f the vaso-circulatory system 4 308
Tumours 2 902
Injuries or poisoning 1 570

Percentage of babies with low weight at birth 7.33
Position in the Human Development Index (1997) 33

Source; CCSS.

in recent years but its productivity has remained the 
same or gone down, and the ageing of the population 
will exert growing pressure on it (table 1). Users are 
not satisfied, and this leads to double spending on 
health care when beneficiaries pay extra to obtain 
private health attention; this phenomenon entails 
costs in terms of social efficiency and also encour
ages evasion. It is therefore necessary to control costs 
and increase efficiency in order to make an effective 
contribution to the solidarity, equity and competitive
ness that the country seeks.

The diagnosis on the management of the ccss 
finds that control of the ccss budget has been of a 
primarily administrative nature: the costs of the serv
ices provided are not fully known, and systems of 
billing for services have not yet been developed. It is 
necessary to change the system of organization and

financing based on past allocations in order, instead, 
to provide resources as a function of efficiency, ful
fillment of objectives, and the results and perform
ance achieved in the areas of health attention, finance 
and quality. Good clinical practices, proper attention 
to users, and effective coordination among the differ
ent levels of health care are considered as criteria of 
quality.

Within a framework of rigid rules, staff remu
nerations are determined by seniority, and no account 
is taken of performance. Although the organization of 
work is subject to detailed regulations and standard 
procedures, in the area of clinical activities the pro
fessionals act practically without limitations, while 
the high levels of absenteeism, substitution and “sick 
leave” exceed the average levels of the country.

Medical specialities form a kind of “captive 
market” in the hands of the specialists concerned, 
giving rise to access barriers and long waiting lists, 
even though there are cases of an obvious shortage of 
specialists, as for example in ophthalmology, ear, 
nose and throat specialities and oncology.18 i

It is therefore proposed to establish group or 
individual incentives to reward merit and the fulfill
ment of goals and results. However, the use of incen
tives is seen as a necessary but not of itself sufficient 
condition for improving the performance of the 
health system: a further requisite is to develop a new 
institutional culture guided by costs, output and re
sults, understood as improved levels of health, effi
ciency and user satisfaction.

IV
The financing model

1. The general concept

The quasi-market which it is aimed to establish19 is 
based on a new organizational design of the CCSS in 
which the functions of revenue collection, financing,

purchasing and provision of health services are sepa
rated at the internal level, and on a new financing 
model.20 The relation between financing, purchasing 
and provision of services is seen as a contractual one: 
within this framework, management contracts are the

18 Interview with Luis Bernardo Sdenz, 26 February 1998.
19 In a quasi-m arket determ ined by a contract between a  pur
chaser and suppliers, prices are not set by the interaction of
supply and demand and are therefore not free market prices but 
rather negotiated or m anaged prices. W ith regard to demand, the 
final consumers do not influence the price, which has been 
regulated by a  governm ent agency. The budgetary limit of that

agency, which determ ines the level of prices that it can offer, is 
fixed by the government. W ith regard to supply, in order for the 
quasi-m arket to be efficient it is essential that the corresponding 
suppliers should also be subject to budgetary limits (Bartlett and 
Le Grand, 1993, pp. 23-24).
20 The main source for the description o f the proposed m odel is 
CCSS, Proyecto de M odernización , 1997a.
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instruments which make it possible to specify health 
objectives and fix production agreements with each 
supplier centre, in order to allocate and transfer re
sources as a function of the latter’s performance and 
fulfillment of goals. In view of this, it was decided 
that the objectives must be realistic and that the in
strument used to achieve them must be adaptable to 
changing needs and institutional development.

In order to move the central consideration of the 
management culture from expenditure to cost, it is 
essential to identify every type of assistance provided 
to users, both as regards the financier-purchaser rela
tion with the hospital and as regards the exchange of 
services among the various supplier centers of the 
CCSS. As we will see, this aspect is taken into account 
in the contracts.

The financing of hospitals and the primary health 
attention level through a budget based on output, 
which provides for a maximum amount of resources 
and a predetermined quantity of services, is reflected 
in the management contract, which lays down the 
amount and type of activities which must be carried 
out

The financing model lays down a variable budg
etary component which makes it possible to penalize 
non-fulfillment of goals, as the availability of re
sources depends on the objectives and goals. This 
component amounts to 10% of the total budget and is 
divided equally into two funds:

i) the incentives fund, whose resources can be 
returned to the supplier in order to permit more 
flexible investment in items that will improve the 
quality of the services provided and to make it possi
ble to finance monetary and non-monetary incentives 
for staff members, such as training, improvement and 
maintenance of physical plant, acquisition of minor 
equipment, maintenance of equipment, etc. This fund 
could be increased with the savings generated by 
management of the production budget, provided 
these do not run counter to the established objectives 
and that they do not exceed 80% of the total savings 
achieved; and

ii) the solidary compensation fund, which pro
vides a margin of protection or compensation against 
unforeseen events in budgetary execution, such as 
output which exceeds the planned level or cost in
creases.

The introduction of management contracts is en
visaged as a gradual process, in view of the limited 
management capacity of the various suppliers and of

the purchaser. In order to achieve greater manage
ment capacity, more use should be made of profes
sionals specializing in these activities and of an 
approach based on the execution of hybrid tasks by 
doctors, combining a clinical and preventive view in 
the field of health with knowledge of resource man
agement.

The need for graduality also fits in with the de
sire to secure a parallel improvement in information 
systems, since the shortcomings in this area are very 
great: at the beginning, there was a lack of basic data 
-such as those on the number of persons attended in 
each primary level centre and their breakdown by age 
and sex- both at the level of the local management 
staff of the centres and at the central level.

2. Specifications for the primary level of
attention

The objectives set must be realistic and must be in 
keeping with the health needs of the population in 
each Health Area at three levels: the budgetary level, 
that of the health objectives, and that of user satisfac
tion.

The model provides for three phases of innova
tion in financial matters. In the first of these, the re
sources corresponding to expenditure on staff costs 
plus non-personal services are allocated in accord
ance with the past budget, but an amount of 10% for 
variable allocation is introduced.

The resources available from the incentives fund 
and the solidary compensation fund may be allocated 
to the following areas, subject to fulfillment of the 
established commitments: minor investments in ma
chinery and equipment, improvements in buildings, 
training, scholarships, repair of existing equipment, 
and other expenditures which improve local problem
solving capacity.

In the second phase, the principle of payment per 
person attended is introduced: the scales of payment 
are obtained by dividing the past fixed allocation by 
the number of inhabitants covered by the services in 
question. A fund is also set up for improving local 
problem-solving capacity, to be financed from cor
responding reductions in the budgets of the hospitals 
and to be allocated to primary attention in accordance 
with its capacity to attract clients and reduce use of 
the hospitals.

In the third phase, the principle of payment on a 
per capita basis will be adjusted by the relevant infant
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TABLE 2

Costa Rica: Values of HPUs, 1997

Relative scale of value for hospitals, 
by type of activity

Equivalence 
in Hospital 
Production 

Units (HPUs)

1 stay in hospital 1
1 case of emergency attention 0.35
First visit to a specialist 0.40
First visit to other medical staff 0.25
Subsequent visit to a specialist 0.2
Subsequent visit to other medical staff 0.1
Visit to a dentist 0,1
Visit to non-medical staff 0.05

Source: CCSS.

mortality rates, breakdowns by age and sex, and the 
corresponding patterns of use of the services. In order 
to strengthen the system of referrals, the primary 
level will then receive the resources previously allo
cated for “first visits” to hospital outpatient depart
ments, while the hospitals will bill the primary 
attention centres for the patients the latter refer to 
them.

3. Specifications for the secondary and tertiary
levels of attention

Management contracts are an instrument which must 
make it possible to link activities with resources and 
lay down each hospital’s objectives, responsibilities 
and incentives. In the case of the solidary compensa
tion fund, the resources which are not used will be 
allocated to a technological renovation programme.

Hospital performance indicators are organized 
around three groups of objectives: i) those connected 
with organization, such as recording the referrals 
made by the primary sector or developing a central
ized system for handling waiting lists; ii) those con
nected with medical matters or specific programmes, 
designed to solve problems such as reducing waiting 
lists or reducing the rate of caesareans, and iii) those 
connected with matters of quality, which are designed 
to improve the attention provided for users and their 
level of satisfaction.

In the first phase of financing by output, the 
overall activities of the hospital are broken down into 
four areas: hospitalization; ambulatory attention in 
specialized and non-specialized clinics; emergency 
attention; and special programmes connected with 
medical attention, teaching and research. A standard

unit of output is defined for the four types of activi
ties. This standard coefficient of equivalence is 
termed the “hospital production unit” (HPU) and is 
very closely related with the length of time spent in 
hospital. The activities of the different areas are 
grouped together and weighted in a scale of relative 
values (table 2) which takes account of criteria of 
cost, planning and productivity and is made up of the 
values in HPUs.

In this first stage, standard average lengths of 
stay in hospital are established for each type of sec
tion or department, taking into account the serious
ness of the cases or the case mix. This incentive 
rewards hospitals with shorter average lengths of 
stay than the standard level and serves in general to 
reduce the average length of stay.

The HPU values are paid in accordance with a 
scale which remains invariable for the duration of the 
contract. The production budget is equivalent to the 
number of HPUs for each activity covered by the con
tract, multiplied by the corresponding scale of pay
ment. Payment for activities which exceed the agreed 
number of hpus will be made in accordance with 
their marginal cost, and their source of financing 
-whether savings generated by the institution in 
question or the solidary compensation fund- varies 
according to the overall relation between the produc
tion budget and the budget actually executed.

It may be noted that the production function for 
the 1997 contracts was calculated on the basis of 
1994 data, and as a level of hospital output greater 
than that expected was subsequently observed, the 
scale was modified for the 1998 contracts.

Measurement by HPUs is acknowledged to be an 
imperfect method, rather insensitive to cost variations 
and subject to corrections. It is therefore intended to 
progress towards a system of payment on the basis of 
the combination of pathologies treated. Conse
quently, in a second phase the case mix of each hos
pital will be taken into account in fixing service 
standards.

In the third phase, in order to establish scales 
which are in keeping with the complex conditions of 
the hospitals, financing by HPUs will increasingly give 
way to the use of the case mix or diagnosis-related 
groups (DRGs). Subsequently, the standard lengths of 
hospitalization will be defined by grouping the re
cords of discharges and the scales will be established 
on the basis of HPUs for discharge groups with clearly 
identifiable hospitalization episodes.
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Institutional and organizational 
aspects of the contracts

It would be useful to think of institutions as the rules 
which shape and limit human interaction by defining 
incentives applicable to political, social or economic 
exchanges (North, 1993, p. 13). Paraphrasing that 
author (ibid., pp. 116,117 and 125), the present pe
riod in the evolution of the CCSS may be described as 
a situation of imbalance, in which a new institutional 
limitation -represented by the management con
tracts- has altered the traditional structure of incen
tives, but within the context of rules and conventions 
which are concomitant with it and continue to be 
valid, both tendencies being rooted in the action of 
actors who shape the process of institutional change.

Various types of incentives are therefore conflicting 
with each other in this transition. And as the new 
incentives do not possess a satisfactory feedback of 
information, a suitable organizational structure or ef
fective rules, various specific actions are necessary in 
order to advance in the desired direction. Some of 
these have already been described, and in the present 
section we will highlight those aspects connected with 
organization. As the market has been described as “a 
grab bag of institutions, some of which increase its 
efficiency while others reduce it” (North, 1993), the 
idea of a mixture is also appropriate when visualizing 
a quasi-market which is in the process of generation.

Various individual objectives in the CCSS innova
tion process combine to form another more global 
objective: to change the current supply of services, 
which has not arisen in response to any real strategy 
but rather in line with the capacity of each centre to 
exert pressure. Among these objectives are: to dis
tribute the resources between primary attention and 
hospital services in a suitable and equitable manner; 
to consolidate a system of referrals which ensures 
that services are given at the level corresponding to 
their degree of complexity, in order to reduce costs; 
to improve the quality of attention in order to raise 
users’ satisfaction; to reduce waiting lists; to promote 
efficiency and equity in hospital expenditure, and to 
expand the use of ambulatory procedures.

The main idea of the reform is that although the 
CCSS has fulfilled various functions -purchaser, 
financier and supplier- these are not delineated in

functional, structural and management terms. The 
central objective is therefore to separate and special
ize these functions at the internal level. Management 
contracts are seen as the main instrument for achiev
ing this separation and progressing towards the main 
objective of the financier-purchaser: namely, to maxi
mize the amount and quality of health services pro
vided to the population by making proper use- of the 
available resources.

The CCSS currently has a pyramidal and centralized 
structure, in which the management of investments, 
maintenance and normative planning is determined at 
the central level. The regional structures are links be
tween the supplier centers and the central level, carry 
out instructions received from the centre, and aid in 
the directorial and management functions of the 
health establishments in their territorial area.

It is considered that in order to transfer the risks to 
the suppliers, the supply function must be transferred 
from the central level of the CCSS to the hospitals and 
Health Areas, in pursuit of greater autonomy in the use 
of resources and greater responsibility for the results 
obtained. Such decentralization would mean that the 
hospitals and Health Areas would assume responsi
bilities with regard to expenditure, goals and objec
tives and that the benefits of greater efficiency would 
likewise be gained by the centres which increase their 
efficiency. At least initially, it is not planned to de
centralize the purchasing function because of the re
lated transaction costs, the low viability of this 
approach, and uncertainty about the institutional im
provements which could be achieved in this way.

It may be noted that there is great interest in 
decentralization in some hospitals, where it is claimed 
that the centralization of hospitals has not been a suit
able approach, that it has led to inefficient manage
ment21 and that it has had adverse repercussions in 
negotiations with pressure groups: whereas pre
viously each hospital negotiated with a trade union 
which represented only its own staff, negotiations are 
now at the central level.22

21 Interviews with Elias Jim énez and M anrique Soto already re
ferred to earlier.
22 Interview with Elias Jimenez already referred to earlier.
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The spheres of competence of the purchaser have 
been linking up in practice. In order to evaluate the 
contracts, a special evaluation commission made up 
of the three management areas of the CCSS was set up 
and has worked smoothly with the various competent 
bodies. It should be emphasized that the evaluation 
process has been closely linked with the execution of 
the other components of contract implementation; 
that the evaluation has combined smooth and effec
tive informal coordination within the purchasing 
body with a highly formal relationship with the sup
plier units; and that the evaluators have had very di
rect and prompt access to the higher authorities of the 
C C S S . Another positive aspect which is worth empha
sizing is that the various actors involved have made 
good use of various opportunities, such as meetings 
and workshops, to negotiate, lobby and settle details 
of the contracts.23

In the administrative division of the C CSS a  “pur
chasing group” has been set up and the negotiation 
and evaluation components have been strengthened. 
Guidance of the purchasing function in terms of plan
ning is perhaps the weakest aspect; its development 
should be aided by the preparation of the Health Plan, 
with a high degree of participation by the Ministry. 
The data on output generated by the biomedical in
formation section were considered as the official 
source of information in this respect after the first 
evaluation workshop of the evaluation unit.

It may be noted that the purchasing function has 
developed unevenly; more progress has been made in 
evaluation, whereas there are more lags in the finan
cial aspect. For example the analysis of the contrast 
between the output-based budget and the historical 
budget, which should have been carried out during 
the first year, did not take place, and there are lags in 
providing methodologies for preparing the medical 
attention protocols. The hospitals have complained 
that they lack advisory assistance and support from 
the central level, especially in informatics, and that 
the purchasing unit is slow in settling problems or 
requests which prevent them from fulfilling the con
tracts. At the same time, however, they say that they 
have felt well represented in the contracts.24

23 Interview with Rodrigo Bartels and Norma Ayala, 6 February 
1 998 .
24 Opinion expressed by M anrique Soto Pacheco at the interview 
already referred to.

As the pilot experiment progressed, the internal 
legal basis for the reforms was also growing stronger. 
At its meeting No. 7133 on 10 June 1997, the Gov
erning Board of the C CSS approved the conceptual 
framework of the organizational design (box 1) for 
the reform of the central level, which is to be carried 
out with the available human resources and which, in 
essence, provides for the separation of functions, con
tractual relations through management contracts, and 
objectives and general guidelines already contained 
in the diagnosis summarized earlier.

With regard to the new organizational structure 
of the C C SS, the Board approved option 23, with 
certain observations by the members; as shown in 
figures 1 and 2, the Administrative Division and the 
Medical Division of the C CSS are given the essential 
attributions, but the financing function could be bet
ter coordinated. In May 1998, however, the reassign
ment of personnel and tasks needed to implement the 
purchasing function was still pending.

Every quasi-market is generated in a given insti
tutional and historical context which affects its evolu
tion (Ferlie, Ashbumer, Fitzgerald and Pettigrew, 
1996, p. 57). In the case of the C C S S , the distinction 
between functions was carried out by specializing 
them within the C CSS itself, without making outside 
bodies responsible for some of them. In this quasi
market, the degree of concentration of the purchasing 
function is monopsonic, since no micro- or meso-pur- 
chasers are established. Unlike this monopsonic 
power, the supply function is deconcentrated into a 
considerable number of bodies belonging to the C C SS , 
consisting in 1997 of seven of the 29 hospitals and 
five of the 46 Health Areas, representing altogether 
over half the C CSS budget. For 1998, management 
contracts were negotiated with 28 health service sup
ply centres: 10 hospitals, 14 Health Areas and 4 co
operatives.

Place of residence is the deciding factor in the 
allocation of users to suppliers: a system which is 
also designed to optimize the system of referrals and 
counter-referrals. There is no question, therefore, of 
establishing a quasi-market which gives users the 
possibility of choosing the area or hospital where 
they wish to be treated, or choosing the doctor they 
wish to see in the allocated area or hospital.

The purchasing and supply functions, taken to
gether, are concentrated in the C C SS1, and the funda
mental means of control is the contract; it is precisely 
this change from hierarchical management to man-
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Box 1

M A IN  LINES OF THE ORGANIZATIONAL DESIGN OF THE CCSS a

The Costa Rican Social Security Fund is a single unitary organization responsible for providing health 
protection, treating illnesses and providing pensions under Social Security principles.

Separation of the functions of revenue collection, financing, purchasing and supply of services.

Establishment of a relationship between the financing/purchasing level and the provision of services, based on 
the fulfillment of management contracts.

Empowerment of units to assume their own management with due authority and responsibility.

Development of a form of organization oriented towards results, user satisfaction and accountability. 

Coordinated management of the health service supply centres forming part of a network.

The process of organizational change will be carried out with the available human resources.

Evolution towards a culture of accountability.

Strengthening of the internal and external communication mechanisms, as a means of heightening awareness 
and publicizing the process of change.

Use of the information systems as key elements in management planning and control.

The new form of organization will facilitate social participation.

Participation of the CCSS staff in the process.

Incentives for productivity and quality.

a Approved at meeting No. 7133 of the Governing Board, June 1997.

agement by contracts which forms the essence of this 
quasi-market and, in turn, gives rise to changes in, for 
example, the systems of information and costs. This 
quasi-market is inward-oriented and is highly regu
lated internally by the purchaser, since the central 
level has powers of regulation, establishment of rules, 
and appointment of staff to key posts.

Because of the staff recruitment conditions and 
the rules which exist on conditions of service and 
employment stability, the central purchasing author
ity and the supplier units themselves are still subject 
to many restrictions. The purchasing of goods and 
services has been deconcentrated, however, and some 
Health Areas are allowed to make purchases from 
third parties: a measure whose efficiency and efficacy 
has not yet been fully evaluated.

The process also affects the formal and informal 
power relations within the units supplying services. 
In the case of the hospitals, this occurs in a context 
where the traditional autonomy of the staff has even

led to problems of internal governance in some cases. 
In the national hospitals there are also some party 
political niches which impede joint organizational 
work.25 In this context, the directors see the contracts 
as a means for pressuring the hospitals to raise their 
performance.26 It is not easy, however, to transfer the 
responsibilities of the contract to the heads of medi
cal departments, because of the rapidity of the 
changes, the limited existing management capacity, 
and the effect of resistance on the part of the staff. A 
task which is still outstanding in this respect is to 
strengthen the hospital directors vis-à-vis their de
partmental heads.27

25 A point raised in the jo in t interview with Cercone, Ayala, 
Bartels and León already m entioned earlier.
26 Interview with M anrique Soto already mentioned earlier.
27 Interview with L.B. Sáenz on 26 February 1998.
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FIGURE 1

Costa Rican Social Security Fund (CCSS): 
Product-oriented joint functional organizational structure
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Source: Andersen Consulting/Consorci Hospitalari de Catalunya, by courtesy o f the Costa Rican Social Security Fund.
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In Chile, too, efforts are being made to advance 
in the separation of functions with management 
contracts. In this respect, the special features of the 
Chilean health system and the management reforms 
have given the National Health Fund (FONASA) an 
important role which has expanded its functions from 
those of being only a health insurance fund to the 
assumption of purchasing functions within the Minis
try of Health system.

In Chile, the aim is to concentrate the function of 
providing services in the area Health Services and in 
the hospitals and municipalities linked with them and 
to take away this function from the Ministry itself: 
indeed, the continued existence of the Ministry of 
Health’s function as a supplier of services has been 
mentioned as a serious obstacle in the restructuring of 
the health system.28 In the context that concerns us, 
this has led to an atomized structure of contracts and 
of their evaluation. Thus, at the beginning the man
agement contracts were prepared on the basis of pro
posals by the various units of the Ministry, which 
also retained their authority in relation with those 
areas of the contract, so that the corresponding indi
cators were analysed separately and finally the analy
sis was integrated in a purely formal manner. For the 
same reason, the area Health Services had to negoti
ate the contracts with various organs of the Ministry, 
termed “special units”, which were reduced in 1996 
to two -one for the Ministry and one for FO N A SA - 

and since 1997 to only one, since when the analysis 
of the contracts is also carried out in a coordinated 
manner.29

It is worth noting that various political decisions 
which affect the management contracts mean that 
they are not, of themselves, a guarantee of govern
ance within the health system: a crucial requirement 
for such governance is to strengthen the incentives 
and regulations with regard to entry into and contin
ued presence in the system. A notable example in the 
Chilean experience is the case of a director of a de
partment who flatly refused to sign a contract: efforts 
were made to persuade him to do so, but there was 
never any question of his dismissal.30

28 Interview with C ésar Oyarzo, form er Director of F O N A S A , 22 
August 1997.
29 Interview with Pedro Croco, D irector of the M anagement Unit 
o f the M inistry of H ealth, 3 September 1997.
30 Interview  with César Oyarzo already referred to earlier.

It could be said that the management reforms in 
the Costa Rican and Chilean health systems have 
been carried out from the top down, since in both 
cases the initiative came from the central authorities: 
the central level of the CCSS, and the Ministry of 
Health and FONASA, respectively. In both cases, 
however, the evaluations of the results show the im
portance of negotiation: the results are better when 
the contracts are the result of strong rather than weak 
negotiation, that is to say, when the special local 
features and preferences are at least reflected in the 
negotiation of the targets.

The degree of autonomy in the management of 
resources by the agencies of the CCSS, whether they 
be hospitals or Health Areas, is still limited; strictly 
speaking, what has happened is that the past budgets 
have been adopted and production functions have 
been prepared on the basis of 1994 data. However, it 
is planned to relax controls on inputs, that is to say, to 
relax the restrictions on the use of resources and their 
allocation to specific areas of expenditure: the con
tracts contain a clause which simplifies the procedure 
required for making internal budgetary changes. Tra
ditionally, such changes had to be approved by the 
Governing Board of the CCSS, subject to the authori
zation of the Comptroller-General of the Republic, 
which prevented any prompt response to needs.

The institutional morphology of the health sector 
in Costa Rica favours broad autonomy of suppliers in 
the use of resources, subject to measures to ensure 
efficiency and efficacy, because the resources do not 
come from some central body, such as the Ministry of 
Finance, but are in the hands of the institution itself 
and come from the tripartite payment of contribu
tions. What is involved is essentially to decentralize 
the principal-agent relationship within the CCSS itself. 
In the case of Chile, this complexity is compounded 
by the rigidity of the centralized national budgetary 
system, in spite of some sectoral initiatives designed 
to facilitate the use of resources and bring in some 
flexibility by experimenting to some extent with di
agnosis-related payments and with payment on a per 
capita basis (Sojo, 1996c, p. 144).

In Costa Rica, both in the Health Areas and in 
the hospitals, the level and degree of involvement 
of the officials engaged in the processes leading up 
to the preparation of the management contracts and 
their periodical evaluation have been extremely 
heterogeneous.

In the CCSS, various processes of negotiation 
have taken place. Thus, for example, meetings were
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held with clinical groups to define the terminology, 
criteria, variables, categories and other aspects con
nected with hospital service production, such as the 
definition of the major ambulatory surgery pro
gramme, first visits by patients to specialists, special 
ambulatory procedures, treatment involving observa
tion in emergency services, and the redefinition and 
relocation of the “day medicine” category and prob
lems of standards in gynecology and obstetrics.

Subject to the corresponding limitations -since 
each body providing services has its own special fea
tures- the CCSS management contracts open up the 
way for the establishment of benchmarking of proc
esses and results between Health Areas, on the one 
hand, and between hospitals on the other. In the areas 
where the contracts display continuity year by year,

obviously the different results obtained in the con
tracts should make it possible for individual suppliers 
to establish benchmarks among themselves (even 
though they will not be fully comparable), for modi
fying the measurements of performance and making 
individual goals and objectives more specific or 
stricter, according to the progress made. The inclu
sion of clinics run by cooperatives will also be inter
esting for judging their specific performance and 
comparing it with that of clinics which belong to the 
ccss.

In the medium term, the experience with con
tracts should make it possible to draw lessons regard
ing better management practices which may usefully 
be applied on a more general scale for the reform of 
the State.

VI
The 1997 management contracts31

As we have seen, the change from hierarchical man
agement to contract-based management is the main 
element in the construction of this quasi-market. 
Consequently, management contracts are suitable ele
ments for reflecting the fundamental features of this 
reform, which must be considered in all its many 
dimensions. In the previous section we analysed 
some organizational aspects connected with the es
tablishment of contracts; in the following paragraphs 
we will give a detailed description of some features 
of these instruments and the results of their first year 
of application,

1. An overview

In Chile, the management contracts are established 
between the central level and the area Health 
Services (tables 3,4 and 5). Because of the way the 
suppliers are made up, these bodies establish relation
ships with the public hospitals and the municipalities 
and promote the signing of contracts with them. Al
though the indicators of the Chilean management 
contracts cover all three levels of attention there is 
greater emphasis on primary and preventive attention.

In Costa Rica, the ccss management contracts 
(tables 6 and 7) are specifically for the Health Areas 
and for the secondary and tertiary levels of attention.

The contracts (both with the Health Areas and with 
the hospitals) were initially established from 1 Janu
ary 1997 to 30 June of the same year and were sub
sequently renewed up to 31 December 1997. The 
good level of fulfillment displayed by the Health Ar
eas led to the establishment of new goals and objec
tives when their contracts were renewed for the 
second half year, whereas the delays of the hospitals 
in fulfilling their commitments (except in the case of 
the Children’s Hospital) caused the deadline for ful
filling the initially agreed goals and objectives to be 
extended to 31 December.

Within the different varieties of the so-called 
new public management, a distinction may be drawn 
between models in which the processes are just as 
important as the organizational results, and others 
which are centered more closely on the tasks to be 
carried out (Ferlie, Ashbumer, Fitzgerald and Petti
grew, 1996, p. 14). The measurement of the fulfill
ment of the ccss contracts clearly takes the broader 
view, which goes beyond the mere use of indicators

31 The empirical bases for the analysis and interpretation pre
sented in this section were the protocols of the CCSS m anage
ment contracts and their six -monthly and yearly evaluations, 
and the protocols of the m anagem ent contracts of the Ministry of 
Health of Chile and their annual evaluations.
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Chile: Management contracts with the area Health Services, 1995

Indicators Emphasis on health Emphasis on management
objectives and quality

TABLE 3

Formulation of a  health plan for 1996 x x
Coverage of preventive health examinations for the working population x
Perinatal mortality rate x
Num ber of communes with vaccination coverage under 90% x
Num ber of specific buco-dental preventive health activities carried out in 

the total for children of 0-5 and 6-9 years of age x
Incidence of malnutrition among the child population x
Instances of internal or community participation and intersectoral cooperation

in functioning o f Health Services and establishments as at the end of 1995 x
Operating theatre hours used/operating theatre hours available x x

Source: Official documents.

of efficiency or efficacy, although obviously these are 
used too.

Thus, in the broad range of components of the 
CCSS management contracts -including their so- 
called additional clauses- there are the aims of intro
ducing or improving certain information systems, 
making processes which had not been functioning 
properly work and optimizing those which had not 
been working well, or developing new processes 
which make it possible to gain a fuller knowledge of 
the provision of services, put them on a systematic 
basis, and clarify specific aspects of their efficacy. An 
analysis of the indicators relating to these aspects 
shows their great importance both in the Health Ar
eas and in the hospitals, at least in quantitative terms.

Some components, such as the clinical protocols, 
can help in themselves to further the institutional 
restructuring, since they involve corresponding 
changes in working processes. These complementary 
aspects of the contracts would therefore appear to be 
at least as important as increases in the indexes of 
activity and results in the field of health, which are 
aspects that are obviously also reflected, for example, 
in the objectives of reducing waiting lists.

Introducing clinical protocols involves technical 
requirements and agreements on how to record the 
procedures, with a view to their standardization. In 
political terms, this has been a complex task which 
has met with resistance on the part of doctors32 or has 
caused doctors to associate die protocols in their

minds with clinical training and progress towards ex
cellence, rather than appreciating their importance for 
management. The central level has not yet estab
lished methodologies for the preparation of protocols, 
as was planned, but has embarked upon the study of 
this matter.33

The organizational processes have not been 
given such an important role in the case of Chile, 
where the contracts do in fact display some weak
nesses in terms of the integration of management as
pects in the strict sense. In 1995, the indicators in the 
contracts which were of a strictly management-ori
ented nature were few in number. Although they 
were given greater prominence in the following two 
years, in 1997 the main emphasis was still on the 
execution of particular health actions connected with 
indexes of activity (tables 4, 5 and 6); in terms of 
management, the main items that were noteworthy in 
1997 were the activities connected with the reduction 
of waiting lists. The improvement of records as a 
means of strengthening management capacity has not 
been taken into account in these contracts.

In Chile, progress has been made in improving 
the health indicators of the management contracts, 
which were very weak to start with, and in linking up 
with ministerial and governmental objectives, espe
cially since 1998. In this respect, over the course of 
time the goals and objectives have gradually been 
made more precise and clearly structured. Their exe
cution, however, which strictly speaking forms the

32 Interview  with M anrique Soto, already referred to earlier, 33 Interview with L.B. S&enz, already referred to earlier.
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TABLE 4

Chile: Management contracts with the area Health Services, 1996
(Indicators o f  activity, by areas)

Health management Organizational development and 
management of service Quality o f attention

Coverage of immunization programme Health plan Quality management

Implementation of plan of action for 
attention to the integral psycho-social 
development of children under six

Diagnosis of efficiency of specialist 
clinics

Reduction of intra-hospital 
infections

Coverage of the preventive health 
examinations for adults

Efficiency in use of operating theatres Index of cesareans as a proportion of 
deliveries in type I and II hospitals

Medico-social evaluation of the elderly Budgetary management of investments

Design and implementation of a plan of 
work to prevent adolescent pregnancies 
in the poorest communes

Operational results

Coverage of Papanicolau tests for female 
beneficiaries between 25 and 64

Maintenance plan

Detection of cases of tuberculosis Use o f equipment and infrastructure

Perinatal mortality Reduction o f levels of absenteeism on 
account of sick leave
M easurement of expenditure on remunerations 
Participative management:

Support for municipal management 
Internal participation in regular organs 
Social participation

Source: Official documents.

core of management, has basically been left to the 
free choice of the area Health Services, since this 
aspect has not been fully incorporated into the con
tracts and in the present conditions the monitoring of 
its progress might be viewed by the Directors of the 
Services as undue interference. Discussions on health 
in the country have fundamentally revolved around 
the policy lines and only marginally around the ques
tion of management; when certain adjustments are 
agreed with the Directors of the Services in order to 
solve financing problems (generally connected with 
remuneration), no effort is made to take advantage of 
the agreed adjustment to request measures at the 
management level whose fulfillment can actually be 
verified.34

34 This aspect o f the contracts was noted by Rony Lenz, the 
D irector of FONASA, in an interview on 26 May 1998. His 
references to the weakness of the contracts in terms o f m anage
ment was in response to our critical opinions on this matter, with 
which he fully agreed.

In Chile, the introduction of diagnosis-related 
payment has come up against some limitations. This 
form of financing has not taken the place of the tradi
tional allocation by budget, but has been introduced 
in a parallel manner on an experimental basis. It was 
introduced with a high degree of participation at the 
hospital level, and was therefore not seen as a threat, 
but it collapsed when an attempt was made to apply it 
generally, because the diversity of initial conditions 
and information made it inviable. Its use has there
fore been concentrated on specific items such as 
complex treatments and the timeliness of attention, 
but even so some progress has been made, because 
the idea of a “package” of services is no longer a 
concept that gives rise to resistance, and the authori
ties no longer think solely in terms of isolated serv
ices.35 Experiences like this highlight the need to

35 These developm ents with regard to diagnosis-related pay
ments were m entioned to us by Rony Lenz at the interview  re
ferred to above.
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TABLE 5

Chile: Lines of emphasis and indicators of management 
contracts with the area Health Services, 1997

Emphasis Emphasis on
Field of management Indicators on health management

objectives and quality

Programme management Promotion projects X

Coverage of adult preventive health examinations X
Preventive dental attention for children X
Detection of tuberculosis cases X
Coverage of Papanicolau testing X
Chronic medication under primary health attention X
High blood pressure X
Pattern of accreditation of primary health attention X
Monthly average num ber o f hours contracted for heads of basic

programmes X

User-oriented management Modernization projects (article 10 of the protocol) X
Programme on timeliness of attention (article 11 of the protocol) X
Rights of beneficiaries under Law No. 18.469 (article 12 of the

protocol) X
Reduction of waiting time X
Percentage of hospitals with daily visits X
Percentage of hospitals with parental care of hospitalized children X
Percentage of hospitals with facilities for care of terminal patients X
Percentage of hospitals where the father can be present at delivery X

Participative management Development Committee X
Billing o f health services (article 13 o f the protocol) X
Indebtedness X
Operating results X

Human resources Absenteeism for sick leave X
management Performance as a  function o f expenditure on remunerations X

Hospital management Management contracts between the area Health Services and the
establishments under their jurisdiction (article 7 of the protocol) X

Use o f operating theatre X

Environmental management Biological and environmental monitoring o f enterprises subject to
such control (implementation of D.S. 745) X

Water quality X
Food poisoning X

Source: Chile, Ministry of Health (1997b). The fields in question are defined in the contracts.

consolidate the management area in the modern
ization of the Chilean health sector, either through 
contracts with the area Health Services, or in other 
ways. In the area of diagnosis-related payments, pro
gress could be made from the point of view of man
agement with the support of processes such as the 
application of clinical protocols.

The ccss contracts, for their part, establish infor
mation systems at a number of levels which should 
make it possible for both the financier-purchaser and 
the supplier to know how services are actually being 
provided and to have the necessary items of informa
tion to make a diagnosis on the efficiency and effi

cacy of resource use, to modify the corresponding 
processes of management and services, and to pre
pare some indicators of efficiency and efficacy. This 
range of objectives is behind a number of the addi
tional clauses in the ccss contracts, in which the de
velopment of reliable records on activities, costs and 
quality occupies a leading place.

Outstanding examples in these terms are the at
tention and treatment protocols, which should make it 
possible to gain a knowledge of the processes in
volved in clinical management; this area has tradi
tionally been a “black box” in which doctors acted 
without any restrictions. The protocols make it possi
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ble to modify this degree o f autonomy in working 
practices and should make it possible to scrutinize the 
way services are provided in order to determine their 
technical, clinical and management efficiency; to in
dividualize the processes involved in order to pro
gress towards the establishment o f cost centres for 
services provided and begin the application o f a sys
tem o f payment by diagnosis-related groups; to de
fine the responsibilities of staff members and teams 
in the provision o f services, in order to improve qual
ity and verify performance, and finally, to make ad
justments in clinical behaviour.

Mention has been made in this respect, for exam
ple, o f the need to formalize operational guidelines 
and procedures through protocols, in order to ensure 
continuity of attention to individual patients, seen as 
entities who exist over time and have morbidity his
tories which do not consist o f discrete episodes of 
sickness and should not be dealt with through occa
sional and fragmentary meetings with different pro
fessionals. The “organizational principle” is a form of 
management o f sickness which improves the continu
ity o f  attention and reduces the use o f unsuitable 
treatments: it is considered that every illness has a 
life cycle and an economic structure, and the use of 
protocols of attention is aimed at forestalling expen
sive episodes o f specific diseases, such as diabetes, 
and improving the quality of the attention given by 
making the patient the centre o f the process (Bengoa, 
1997, pp. 37 and 38).

The CCSS contracts incorporate elements de
signed to improve the organization o f the health sys
tem and the provision o f  services, particularly as 
regards the interaction o f the three levels o f attention 
in the system of referrals and counter-referrals: the 
system of referrals is strengthened by rewarding the 
capacity o f the Health Areas to settle their own prob
lems and reduce the number o f referrals, while as 
regards the hospitals, the system of referrals is regu
lated and, in some cases, specific mention is made of 
a hospital network which needs to be consolidated. 
This would have positive effects on the efficacy and 
efficiency, coverage and quality o f attention (for ex
ample, treating diabetic patients whose condition is 
now stable at less complex levels).

In the Health Areas, the contracts are designed to 
encourage preventive and health promotion actions at 
the primary level, which will make it possible in the 
medium and long term to reduce morbidity and mor
tality and consolidate desirable health conditions

through suitable pre-natal attention; by following up 
children’s development; through early detection of 
illnesses such as cervical cancer, and through the de
tection and control o f  priority chronic diseases such 
as diabetes and high blood pressure. For the Health 
Areas, integral standards of attention were prepared 
for the primary level which form the frame of refer
ence for evaluating its performance.

The consolidation o f the system of referrals, with 
its beneficial effects in terms o f the gradual reduction 
of waiting lines in outpatient and speciality clinics, 
also depends on advances in other areas o f reform of 
the health sector: namely, the consolidation o f  the 
Basic Integral Health Attention Teams.36

Interest has recently been displayed in Chile, too, 
in optimizing the system of the supply o f services 
through the use o f management contracts, since pre
viously the links were only between the central level 
and the individual Health Services. To this end, 
FONASA has becom e an intermediary between the 
area Health Services, which have been reorganized 
into five zones each covering several such Services, 
in order to link together the network in the regions. 
Special “regional units” have been set up to follow up 
the contracts.37

Improvement o f the quality of attention, seen as 
an ongoing process, occupies an important place in 
the CCSS contracts. The measurement of quality is 
reflected in indicators concerning the efficacy of 
medical treatments (complications in patients’ health, 
evolution and causes o f mortality, etc.) or in proce
dures for ensuring proper use o f medicines, improv
ing individual health records or controlling 
intra-hospital infections (tables 6 and 7). The concern 
to raise the levels o f quality is also behind measures 
connected with the timeliness o f attention and access 
to it (reduction o f waiting lists, solution of emergen
cies, and improvement of the efficiency o f support 
services such as pharmacies). In the area of quality, 
the contracts include measures designed to identify 
staff processes and responsibilities, such as protocols 
for washing hands in hospitals. The underlying idea 
is that the achievement o f higher quality can be de
tected and measured in the processes conditioning it.

36 For a  detailed analysis on these team s, see Costa Rica, 
Ml DEPLAN, 1998, pp. 195-200,
37 Interview  with Rony Lenz, already referred to earlier.
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TABLE 6

Costa Rica: Management contracts between the Costa Rican Social Security Fund (CCSS) and the hospitals, 1997

Fields Indicators of inform ation system and processes Indicators of efficiency Indicators o f efficacy Objectives Related activities

E x te rn a l C entralized system o f appointments for
consu lta tions adm ission (automated or manual)

Centralized m achinery for waiting lists for 
specialities (autom ated or manual) 

Records o f diagnoses and treatm ents made 
by each service 

System  o f records o f pathologies 
Records o f procedures

Rate o f occupation of 
external consultations 

Situation with regard to 
waiting lists

M ortality rate o f patients 
treated in multidisci
plinary clinics

Reduction o f waiting lists, 
fixing a  desired percent
age and establishing 
maximum waiting 
times

H ospital N ew  hospital discharge sheet
services Records o f readm issions

M onthly records o f rate o f cancellation o f 
planned surgical operations, w ith reasons 

Records o f obstetric attention 
Records o f activities
Protocol for washing hands in all departments 
Protocol for detection and control o f intra-hospital 

carriers of infectious diseases 
Records of obstetric and pediatric attention and 

complications in such attention

Waiting times for surgical 
operations and related 
tests, with indicators o f 
delay 

Bed turnover 
(over 60)

Lengths o f stay in 
multidisciplinary clinics

Rate o f réadmissions, 
by  pathologies and 
departments 

M ortality rate  o f children 
Complications in m other 

and child area 
Complications in different 

patients in multidisci
plinary clinics 

Mortality rate  o f patients 
treated in m ultidisci
plinary clinics 

Rate o f  cancellation o f 
planned surgical 
operations 

Rate o f post-delivery 
and post-cesarean 
com plications

Prevention and control o f 
intra-hospital infections 

Quantitative and 
qualitative analysis o f 
complications in the 
m other and child health 
area, by pathology, age 
and period

Designation o f staff to  be 
responsible for coordina
tion o f the respective 
activities 

Training in prevention and 
control o f intra-hospital 
infections 

Detection and control o f 
intra-hospital carriers 
o f infectious diseases

System  o f Records o f referrals from  the primary and secondary
re fe rra ls  levels and areas o f attraction, in order to  identify

patients. Records include territorial location, 
reasons, or diagnosis for the referrals 

Validity o f system s o f referrals and counter-refenals 
Tripartite report (by the “Grecia”, “M onseñor 

Sanabria” and “M éxico” hospitals) to the 
Financier-Purchaser on pathologies which m ust 
be dealt w ith at other levels o f the system
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TABLE 6 (concluded)

Fields Indicators o f information system  and processes Indicators o f efficiency Indicators o f efficacy O bjectives Related activities

Human
Resources

Records o f num ber of days o f sick leave by 
CCSS staff and by the population in general

Introduction o f a system of 
control and evaluation 
o f  am ount o f sick leave 

Reduction o f  num ber o f 
days o f  sick  leave (%) 

Percentage o f upper 
m anagem ent staff 
trained in management

Quality and 
attention to 
users

Surveys o f degree of satisfaction o f  outside users 
Receipt of written com plaints m ade by users, 

with a m aximum response tim e o f 10 days

Qualitative analysis o f 
users’ com plaints

Establishm ent of a user- 
oriented program m e of 
continuous improvement 
o f attention

Support
services

Records of issue o f m edicines 
Report on use of medicines

Suitable times o f issue 
Proper use of medicines

Program m es of instruction 
o f patients 

System s to avoid over-issuc 
o f medicines 

Consolidation o f “satellite” 
pharm acies

Clinical
attention

Protocols of attention 
Protocols of treatment

Establishment of com m ittees 
on protocols of attention 
and treatment 

Preparation o f reports on 
protocols o f activities

Source: Prepared and classified by the author on the basis of official documents.
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Costa Rica: Management contracts between the Costa Rican Social Security Fund (CCSS) and the Health Areas, 1997

Field Indicators o f inform ation system and processes Indicators of efficacy Related activities

Activities Coverage o f consultation: first-time consultations/registered population
effected Concentration o f consultations: first-time consultations/total consultations in

the period
Emergency treatm ents per inhabitant: number o f emergency treatments/total 

number o f inhabitants 
Emergency ratio: total num ber o f emergencies dealt w ith/total number of 

consultations 
Records o f daily workload of vaccinations

Profile of Updated population pyramid
beneficiaries Updated analysis of health situation

Updated family profile of population
Percentage o f dwellings, by risk: number o f dwellings by risk/total num ber 

o f dwellings
Concentration o f home visits by risk: number of home visits by risk/number 

o f dwellings by risk 
Nutritional state o f children under 6, based on weight/age table 
Insured status, on the basis o f family status card

Access of the Plan for promotion o f healthy lifestyles
registered Plan for control and treatm ent of at least two prevalent transmissible disease
population problems: m alaria and AIDS

O bjectives by programmes:
a) Children

Coverage o f growth and development of children from 0  to 6 years o f age 
Vaccination coverage (basic scheme)

b) Adolescents
Coverage o f sexual and reproductive health counselling

c) Women
Coverage of prenatal attention in the period (includes controls outside the 
area o f attraction)
Registration of pregnant women, with or without controls 
Coverage o f detection o f cervical cancer, by age groups

d) Adults
Number o f persons with high blood pressure identified in supplier unit 
Coverage o f persons with high blood pressure identified in controls 
Num ber o f diabetics identified 
Coverage o f diabetics in controls

e) The elderly
Coverage o f persons classified as being at risk
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TABLE? (concluded)

Field Indicators o f inform ation system and processes Indicators o f efficacy Related activities

S treng then ing  
o f  system  o f  
re fe rra ls

Fulfillm ent o f referrals to a  given hospital
Preparation o f proposals on the interlinking o f health establishments and 

levels o f  attention
Coordination with other actors in the area in pursuit o f integral attention 
Receipt o f counter-referrals from  the area 
Recording o f cases referred to  other levels of attention 
Activities generated by the Health A rea at the following levels o f  attention: 

Records o f requests for X -rays 
Records o f  requests for laboratory tests 
Records o f prescriptions requested

Solution o f  emergencies: 
total number o f  em ergencies 
referred to another level 
o f attention/total num ber 
o f emergencies attended 

Percentage of referrals: 
total num ber o f referrals/total 
num ber o f  consultations

C linical
a tten tio n

Individual health records
Com plete clinical history and physical examination, with identification 

sheet
Records o f  attention given to patient (clinical records in health or 

other record)

A continuous quality im provement team  which 
analyses and initiates a  plan for providing 
solutions in at least tw o critical areas o f  
health services 

A  commission to analyse deaths o f mothers 
or children and investigate each case 

A m echanism  to  control the quality o f the 
individual health records, w ith at least 
the following requisites: existence o f a 
responsible person or group and evaluation of 
at least one representative sample o f health 
records during the period o f  the contract

Q uality  a n d  
a tten tio n  to  u sers

A  system  for receiving users’ 
complaints and suggestions

A readily accessible place for the reception 
o f com plaints and suggestions; existence o f 
a staff m em ber or group to  deal with, answer 
and settle complaints; generation o f a  list of 
leading problems and plans for solving them 

Application o f the instrum ent on user satisfac
tion put forward by the financier-purchaser 

Information for users on the services 
provided by the centre

H u m an  resources Updated records o f the staff, by categories 
Records o f staff sick leave, by categories

S tren g th en in g  of 
cost cen tres

Gradual developm ent o f accounting records different from  those tradiiionally 
used, w ith the advisory assistance o f  the financier-purchaser 

Timely submission o f financial and accounting data
to<n

Source: Prepared and classified by the author on the basis of official documents.
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To paraphrase Hirschman, since this reform can
not be based on the danger that the client may “walk 
out o f  the shop”, the “users' voice” is taken as the 
source of feedback. In order to secure this feedback, 
systems are established which make it possible to de
termine both the main faults observed in clinical at
tention and the degree o f satisfaction o f users, and 
procedures for dealing with complaints are laid down.

The concern to find out the opinions o f users 
also led to the execution in 1997 o f an “Opinion Sur
vey on the CCSS Health Services” which examined 
the services provided by that organization in each 
region of the country (EYM SA, Statistics and Market
ing, 1997). On a scale from 1 to 10, the services 
received an average rating of 8.2, which was consid
ered good. The service with the best rating was hos
pitalization, with an average o f 8.6, and second place 
was occupied by the Basic Integral Health Attention 
Teams, with an average o f 8.4; both the medical and 
the para-medical staff were also given good ratings.

The survey brought out some common bottle
necks, however: the aspects considered to represent a 
serious situation in very varied areas o f the country, 
with ratings o f less than 7 points -issue o f appoint
ments, hours o f attention, rapidity o f attention, time 
needed for the supply o f m edicines- mainly concern 
the timeliness o f attention, and the ratings are lowest 
with regard to support services. The survey did not 
include any questions providing indications of the ef
ficacy o f the services provided, such as complications 
in recovery from sickness.

The contracts in Chile and Costa Rica share 
some common objectives, such as the reduction of 
waiting lists for specialist attention, better use o f in
stalled capacity -fo r  example, o f  operating theatres- 
and reduction o f absenteeism among doctors. Signifi
cantly reducing such absenteeism is one o f the most 
difficult objectives to achieve, however, if  the means 
used is exclusively or primarily the management con
tracts, without any substantial changes in forms of 
hiring and remuneration o f staff (Sojo, 1996c).

Thus, the reduction in rates o f absenteeism for 
sick leave in Chile in 1996 -th e first year in which 
contracts were u sed- was only significant in some of 
the area Health Services; in other Services the rates 
even rose. The next year the same thing happened, 
and the reductions were only o f a minor level, as was 
to be expected; furthermore, the reductions have not 
always been maintained in the individual services.

Finally, it is worth noting that in the 1997 con
tracts o f the CCSS the Single Incentive Fund was al

most inoperative in the case o f hospitals, since no 
provision had been made for the necessary separation 
of funds; in 1998, however, this separation was ef
fected, and as from January 0.5% of the budget was 
set aside for this purpose, in order to reach a total of 
10% in the year. The Health Areas, in contrast, did 
receive between 2% and 4% from the incentives fund 
in 1997.38

2. Performance of the Health Areas

The evaluation o f the additional clauses o f the con
tracts takes account of important contextual aspects 
of an organizational nature which help in under
standing their results. Among these aspects are the 
nature of the staff assigned as counterparts and their 
attitude to change; the degree o f  knowledge o f the 
heads o f services and the evaluation team regarding 
the contracts; the forms o f organization of work -for  
example, internal coordination o f services or their at
om ization- and the use o f information throughout the 
process. Big contrasts have been found in this re
spect: as in the case of the hospitals, there are short
comings in the dissemination o f the objectives and 
advances of the contracts and in the commitment of 
the staff to innovation. It has also been noted how  
important it is to appoint persons to be personally 
responsible for the execution o f the procedures or 
tasks included in the contract.

With regard to organizational aspects, the evalu
ation notes a high degree of commitment and respon
sibility on the part of the support team and the 
members of the Basic Integral Health Attention 
Teams, both in the achievement o f  die objectives and 
in making proposals for their fulfillment. Progress 
was made in the course o f the year in overcoming 
resistance to change, teams for ongoing quality im
provement were formed and trained, all the directors 
and managers were trained in management matters, 
and healthy lifestyle programmes were implemented, 
aimed at the population o f all the Health Areas. The 
evaluation considers that in order to motivate the 
doctors and secure their active participation there 
must be closer communication between the directors 
and the support team for the contracts.

An improvement was observed in the level of 
management over the year thanks to the training 
processes. Moreover, the strengthening o f the evalu-

38 Interview  with Rodrigo Bartels.
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ation process has enabled it to be used also as a man
agement tool.

Naturally, som e Health Areas show greater pro
gress than others in fulfilling the contracts. However, 
the annual evaluation shows that all o f them except 
one complied with the obligatory clauses. With re
gard to the quality clauses, their degree o f fulfillment 
was satisfactory and this meant that there was partial 
compliance with the integral attention clause, whose 
coverage was linked with quality criteria. The records 
made it possible to collect and verify a great deal o f  
information in the Health Areas, and the information 
system is gradually being consolidated.

The evaluation expresses some concern over the 
quality o f the medical files, since a considerable 
number o f shortcomings were /  observed which 
seemed to indicate some lack o f  collaboration on the 
medical side. Even so, however, there has been pro
gress at this level, and a noteworthy advance has 
been registered in the application o f the established 
criteria and an improvement in the quality o f the 
services provided by the Basic Integral Health Atten
tion Teams, with the introduction o f pre-consultations 
and an increase in preventive measures which has 
warranted congratulations from some communities.

With regard to quality, mechanisms have been 
established for the receipt o f complaints and sugges
tions and groups responsible for investigating the 
cases and preparing replies have been set up; the 
local commissions to analyse infant mortality have 
continued the work already begun; the question of 
quality has been incorporated into the direct attention 
level through coverage evaluation criteria, and the 
recording and analysis o f information has been pro
moted as an instrument for improving management. 
The teams say that they feel more consolidated as 
such, with common goals and concern for the quality 
o f  processes. The staff has been trained and educated 
in improvement o f  quality and attention to clients. At 
the same time, management weaknesses have been 
identified which require advisory assistance assigned 
by the central level.

In the same field, quality criteria were incorpo
rated in the second half o f 1997 in the services pro
vided by the Health Areas, in accordance with the 
rules on integral attention for each one o f  the objec
tives o f the contracts. Although it was decided not to 
take this aspect into account when evaluating fulfill
ment, very serious work was carried out on it and this 
made it possible to identify the weaknesses that

needed to be corrected and served as a basis for im
proving the 1998 contracts, which officially included 
criteria on service quality.39

The Health Areas registered a positive response 
to the incentives applied during the first half o f the 
year; this was so, for example, in the case o f the 
Pacific Central region.

The system of record cards traditionally used at 
the primary level o f attention in the country had not 
been very strictly applied in the past. As already 
noted, when the reform began there was a lack even 
of basic data such as the population attended in each 
primary level centre and its breakdown by age and 
sex. In this sense, the contracts with the Health Areas 
can also be useful in general for selective social poli
cies o f  an individual and geographical nature, since 
the contracts require the individual identification of  
all the beneficiaries o f the services provided by the 
Health Areas and die preparation o f an economic and 
social profile which makes it possible to establish 
what the population at risk is. The cards contain in
formation on the geographical location and charac
teristics of the dwelling, sanitation, and the sex, age, 
schooling, place o f  work, insurance status, vital facts, 
vaccination records and health situation o f the per
sons making up the family nucleus.

3. The performance of the hospitals

In some hospitals the introduction o f the contracts 
was preceded by administrative reform measures. 
With regard to the additional clauses of the contracts, 
the annual evaluation notes that the main achieve
ments o f  the hospitals included the reduction o f wait
ing time and waiting lists in all the centres, both in 
support services and in outpatient departments, emer
gency departments and hospitalization.

The evaluation also registers better performance 
as regards the provision o f final services in these ar
eas. The advances made in service to the client vary 
from one hospital to another, but they cover a broad 
spectrum: internal remodelling o f waiting rooms for 
internal and external users; talks directed to internal 
users on matters related with the quality o f  attention 
to clients; re-ordering o f the hours o f attention for the 
public in laboratory and pharmacy services; improve
ments in the equipment o f support services; introduc

39 Views expressed by N orm a Ayala.
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tion of new types o f facilities to satisfy the needs of  
special population groups in the area of attraction, 
and optimization o f the use of operating theatres and 
various services.

The achievements also vary from one hospital to 
another with regard to organizational aspects and work
ing processes. The evaluation highlights the formation 
of working teams which have promoted the real partici
pation of workers in the improvement o f everyday proc
esses; the formation o f support teams for the reform 
process in all centres; the use of information analysis for 
taking decisions; the development o f automated sys
tems in some centres; the establishment o f opera
tional and technical rules and controls for evaluating 
working processes; better knowledge of the occupa
tional profile o f staff members; standardization of 
working processes, and improvement of records.

With regard to quality, user satisfaction surveys 
were carried out which made it possible to find out 
users’ needs; teams were formed for the ongoing im
provement o f quality; medical protocols were de
signed in all hospitals; intra-hospital infections were 
controlled and reduced, and complaints and sugges
tions offices were set up, with special groups respon
sible for solving complaints and giving answers.

A lso at the organizational level, plans and strate
gies have been prepared for internal and external 
communication; mass communication media have been 
used, such as notice boards, sound and newsletters 
for informing users about the prevention of infections 
and health education, and the communication be
tween chiefs and subordinates has been improved.

The efforts to measure hospital output made under 
the terms of the 1997 contracts, however, showed that 
many unsatisfied requirements prevented satisfactory 
measurement, so that the output analysis model took on 
an experimental nature. The evaluation also noted that 
the model must be adjusted in order to attain the degree 
of reliability required in order to establish relations of an 
economic nature between production and financing and 
in order to make a proper comparison of the production 
of the different hospital centres. The annual evaluation 
report has therefore simply given a brief account of 
aggregate production by activities and has not sought 
to establish such relations or to effect comparisons 
between the hospitals concerned.40

40 The hospitals which took part were the Calderón Guardia, the 
M éxico, the M onseñor Sanabria, the National C hildren’s H ospi
tal, the San luán de Dios, the San Francisco de Asís and the 
W illiam  Allen.

The half-yearly report had already been categori
cal in these terms: “on the basis o f the present pro
duction information it has not been possible to 
establish a budget based on production in any o f the 
hospitals”. The annual report is more cautious: the 
production data are presented as provisional and sub
ject to revision at the request of the centres them
selves or the central level.

The evaluation considers that the relative values 
of the model must be adapted, since their standards 
are strictly empirical and were assumed on the basis 
of past operations, which is precisely what the 
authorities are seeking to change. It also asserts that 
the methods of analysis must be improved and that 
the measurements do not therefore reflect the true 
activities of the centres.

With regard to the records of activities, the main 
obstacles detected for measuring production are: lack 
of verification, backing up and validation of the data; 
information which is not in line with the desired 
measurement o f objectives because it was not pro
vided in a timely manner; dissimilar criteria for the 
recording, consolidation and format of information, 
and differences between the reports prepared to pro
vide information to the central level. As we can see, 
the shortcomings are related both with the quality of 
the information and traditional management prac
tices, and with the fact that the contracts accepted the 
heterogeneity of the information and records. In order 
to overcome this heterogeneity, the authorities are 
working on a national information system which, us
ing a common information processing platform, will 
make it possible to secure compatibility between the 
systems used in each o f the hospitals.

The problems of information referred to clearly 
show, in the case of Costa Rica, a problem which has 
already been highlighted with respect to the develop
ment o f quasi-markets in general: namely, the need to 
overcome asymmetries of information between the 
purchaser and the supplier and, ultimately, to estab
lish incentives for suppliers to facilitate or provide 
the necessary information. The purchaser would thus 
be protected from possible opportunistic behaviour 
by suppliers and would have better background infor
mation for establishing the contracts (Bartlett and Le 
Grand, 1993, p. 209).

In the c c ss , the main safeguard adopted in this 
respect, both for the hospitals and the Health Areas, 
has been to establish that “anything that is not re
corded will be assumed not to exist”: in the 1998
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contracts, information is deemed to be the key for 
obtaining funds. As the information can be manipu
lated, however, its veracity may be called into 
question. In 1997, for example, it was discovered 
that there was an excessive increase in “first consult
ations” compared with subsequent consultations, 
which was considered to be due to the greater weight 
given to such consultations in terms o f h p u s .

The effort to measure production has brought to 
light veritable traditions in institutional culture. For 
example, only the recording o f  discharges from hos
pital, which is deeply rooted in established practice, 
is free from the shortcomings in question. In contrast, 
in the areas o f outpatient attention or emergency at
tention, the information is neither validated nor veri
fied. This confirms that “informal culturally derived 
limitations w ill not change immediately in response 
to changes in the formal rules” (North, 1993, p. 65).

The 1997 evaluation considers that there are 
problems connected with the failure of the measure
ment model to define some concepts properly, as in 
the vague definition and lack o f precision o f  some 
categories such as special procedures (where the di
versity o f criteria led to serious discrepancies in 
measurement) or the final products.

In the discussion on hospital output and services, 
hospital directors have referred to the existence of 
technical difficulties for measuring, with the avail
able information, the attention provided in respect of 
emergency cases, minor surgery and surgical proce
dures; the need to establish detailed rules regarding 
the respective systems o f measurement and to follow

the international classification o f diseases in the case 
of the clinical files; and the need to specify what is 
meant by readmittance to hospital and to state the 
possible causes.41 In other cases, it has been suggested 
that the measurement of hospital output is viable when 
a proper selection is made o f a few actions which ade
quately reflect production, so that it would be desirable 
to take account of only a few special procedures.42

Finally, the evaluation concludes that the meas
urement of hospital output does not permit suitable 
comparison of the results or provide the necessary 
information for prospective budgetary allocation. Af
ter having noted all these points, however, it states 
that “according to the agreed objectives, the estab
lished rules and the method applied, the hospitals 
with management contracts nevertheless fulfilled 
what was required o f them”. Indeed, taking the hospi
tal production units as a whole, the unit with the 
highest degree of fulfillment achieved a level of 
136% of its goal, while the unit with the lowest de
gree of fulfillment nevertheless registered 97%.

When we analysed the respective tables o f our 
own accord, we noted that in most of the hospitals 
there are discrepancies between the agreed h p u s  and 
those actually effected in specific activities, but the 
differences are very varied and, generally speaking, 
the deficits in some activities are offset by the sur
pluses in others. The relation between deficit and sur
plus activities varies from one unit to another, and 
comparison o f the various units does not show any 
significant tendency in terms o f  activities which pre
dominantly registered deficits or surpluses.

VII
Are the reforms in danger?

The “screen”, a practice which combines medical 
corruption and a perverse form o f medical selection 
by patients who are willing to pay for it or forced to 
do so, is an illegal action which consists o f the doctor 
charging the CCSS beneficiary for the treatment 
(mainly surgical operations) given in public facilities. 
It is interesting to note, in this respect, that the 
contracts have provided indications that may help to 
reveal and quantify these practices. In 1997, for 
example, it was found in one hospital that 35% of 
the high-cost operations were supposed to have origi

nated in the emergency department, where however 
they were not registered.

We have brought this matter up at this point 
because, at all events, the far-reaching measures 
required for doing away with the “screen” have im
plications for the rules o f the game in more general 
terms. The permanent nature o f staff members’ 
contracts, regardless of their performance, a career

41 Interview with Dr. Manrique Soto, already referred to earlier.
42 Interview with Elias Jiménez, already referred to earlier.
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structure which depends on seniority and not on 
merit, the stipulation that staff must attend 4  to 5 
patients per hour, the tortuous nature o f the proce
dures for securing a staff member’s dismissal,43 and 
the inability o f patients to make any medical choice 
for themselves form a strait-jacket which makes it 
impossible to change this situation to any major 
extent and, in general, impedes the modernization 
of human resources management in the CC SS.

Inflexibility o f  hiring conditions is undoubtedly 
a crucial element which can impede management in
novations. In Chile, the interested sectors have so far 
managed, by militant action, to prevent the amend
ment o f law No. 15076 governing the hiring and re
muneration o f  professional health service staff. Thus, 
a novel Bill was presented in 1995 to make the defi
nition o f staff rosters more flexible and significantly 
more decentralized; to add due recognition o f per
formance, merit and efficiency to considerations of  
mere seniority in career development; to promote the 
assignment o f  individual responsibilities; to interlink 
recognition o f individual performance with that o f  
the institution, and to make continued em ployment 
in the system  subject to com petitions. However, 
this initiative was shelved (Sojo, 1996c).

In this respect, it is worth reflecting about a 
particular feature o f  a public health system  which  
stands out in international comparisons as an 
exam ple o f notable equity, efficacy and efficiency: 
namely, that o f Canada. Although Canadian hospitals 
have a system of budgets, the doctors who work in 
them do not earn a fixed salary: their wages depend 
on the number o f patients they attend under a system  
of free choice by patients o f any of the doctors on the 
hospital staff, in accordance with a scale o f charges 
set by each province (White, 1997, p. 44).

43 “The possibility of term inating staff m em bers’ contracts must 
be sim plified at the national level. At present, the steps that 
must be fulfilled are due process, appeal, the local com m ission, 
and the Central Labour Relations Commission, and this is where 
the bottleneck lies: an A ct of Parliament is required to regulate 
this aspect, and an effort must be made to unify the form  of 
hiring for all the different sectors” . These were some o f the 
challenges referred to by Dr. Jiménez in the interview  m en
tioned earlier.

Continued occupation o f management posts 
should also be linked with the achievement of the 
proposed objectives. The reform makes it indispensa
ble to develop management skills at various levels.

The CCSS contracts also aim to improve the in
formation available on the finances o f the supplier 
agents. With regard to financial management in the 
strict sense, however, the contracts do not provide for 
instruments, indicators or activities designed to meas
ure costs which would make it possible to advance 
directly in the measurement o f financial and eco
nomic performance and impute costs to the products. 
This lack could be a serious obstacle for the estab
lishment o f the desired financing model, and this 
should be taken into account when formulating future 
contracts.

Moreover, the contracts do not currently include 
convincing economic incentives. With regard to the 
economic incentives fund, mention has already been 
made of its weakness in generating such incentives in 
the short term, since the generation o f  savings which 
is supposed to provide it with its resources is ex
tremely limited in the current conditions. Further
more, there has not yet been any decision to allow the 
fund to be used to grant wage incentives on merit.

It is therefore debated whether it is really desir
able to introduce a system of performance incentives, 
whether it should be o f an individual or collective 
nature -for work groups or specific units o f the or
ganization- and whether it fits in with the perform
ance indicators provided by the management 
contracts. Among the range o f possibilities in the 
case o f economic incentives there is the possibility of  
introducing performance-linked wages. The system
atic use of training or the granting of fellowships 
could also be useful for this purpose.

It is likewise crucial to lay down clear provisions 
for penalizing both the suppliers, if  they do not fulfill 
the agreements, and the purchaser, if  he does not ful
fill his tasks o f providing support for the contract: 
such penalties must have a clear legal basis. It is also 
necessary to coordinate the terms o f the contracts 
with the execution o f traditional auditing exercises, 
which must be modified in the light of the new dis
tinction of functions and their interrelations.

As noted in the evaluation exercises, it is essen
tial that staff members should know die results o f 
the contracts so that, since they are participants in 
their strengths and weaknesses, they can collaborate
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in the formulation o f strategies for tackling problems 
and improving quality day by day, in order to avoid 
discouragement.

At the same time, in spite of all the asymmetries 
o f information facing users and the restrictions on the 
sovereignty of the consumer typical o f the health sec
tor, when forming coalitions which seek excellence in 
the provision o f health services the users are very 
important, as a source of external pressure on suppli
ers and of signals which w ill help in “fixing prices” 
in the quasi-market from the demand side. This ex
plains the importance of receiving, processing and 
responding in a timely and suitable manner to the 
opinions and complaints of clients, collected through 
the contracts and other means. Consolidating im
provements in attention -for example, reducing wait
ing lines and waiting lis ts-  would undoubtedly bring 
about greater citizen support for the contracts, which 
would be very positive for the purposes set forth 
above.

Another item which is important in this context 
is community participation. In the case of the hospi
tals, Hospital Councils, which are foreshadowed in 
the recently established Health Councils, w ill be of 
fundamental importance. These Health Councils are 
of an advisory and community liaison nature and con
sist of seven persons: a representative o f  the c c s s ,  a

representative o f  the municipality, and five repre
sentatives of community or service associations.44

The success o f the contracts w ill not depend only 
on the formal reorganization o f the purchaser- sup
plier relationship. It will also be necessary to consider 
how to modify the informal standards and rules 
which come to take on a binding nature and w ill be 
determined by the changes in the informal power re
lations, also defining the results.45

The development o f quasi-markets is rooted in 
social and institutional relations (Ferlie, Ashbumer, 
Fitzgerald and Pettigrew, 1996). In considering the 
long-term effect of the introduction o f contracts on 
the organizational patterns and inter-organizational 
behaviour o f  health quasi-markets, particular impor
tance is assumed by the professional networks of 
medical and paramedical staff and the weight and 
influence acquired by their management segment, 
since these professions had traditionally enjoyed a 
large measure o f self-regulation.

The challenge is o f vast extent: it consists no less 
than o f harnessing the w ill o f politicians, staff mem
bers and the citizens at large in support o f a commit
ment to excellence in the CCSS which w ill place the 
country in a promising position on the eve o f the new 
century.

(Original: Spanish)

44 A dvocates o f m axim um  decentralization  o f the suppliers, 
like Dr. Jim énez, consider that these Councils should be given 
sufficient authority  to becom e G overning B oards of each h o s
pital, w hile the C entral G overning Board, because of its p o liti
cal nature, should lay down general po licies and estab lish  the 
budgetary lim its (in terv iew  referred to earlier).
45 W e thus take account of the warning given by Douglass 
North: although explicit rules provide us w ith a basic source 
of em pirical m aterials by which we can test the perform ance

o f econom ies in d ifferent conditions, the ex ten t to which these 
rules have a single, invariable relation with perform ance is 
only lim ited. In o ther w ords, there is also a m ixture o f in fo r
mal standards, rules and characteristics o f a binding nature 
which sim ultaneously define both the range of choices and the 
results in term s o f  success. C onsequently , if we only take 
account o f the form al rules we will have an inadequate and 
often m istaken notion o f the relation  betw een form al lim itations 
and perform ance” .
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Interviews

On the experience o f Costa Rica in health system reform 46 (held in San José, Costa Rica)

Norma Ayala, staff member of the CCSS Modernization Project,
29 August 1997 and 6 February 1998.

Rodrigo Bartels, staff member o f the CCSS Modernization Project,
29 August 1997 and 6 February 1998,

Adolfo Cartin, General Manager o f the San Juan de Dios Hospital,
5 February 1998.

James Cercone, staff member of the CCSS Modernization Project,
29 August 1997.

Elias Jiménez, Director-General of the National Children’s Hospital,
5 February 1998.

Mario León, staff member o f the CCSS Modernization Project,
29 August 1997.

Fernando Marin, Deputy Minister o f Health,
26 August 1997.

Luis Bernardo Sáenz, Director o f the CCSS Modernization Project,
26 August 1997 and 26 February 1998.

Alvaro Salas, Executive President of the CCSS,
26 August 1997 and 5 February 1998.

Manrique Soto Pacheco, Director-General o f the San Juan de Dios Hospital,
5 February 1998.

Julieta Rodríguez, Manager o f the Medical Division o f the CCSS,
26 August 1997.

Herman W einstock, Minister o f Health,
26 August 1997.

On the experience o f Chile in health system reform (held in Santiago, Chile)

Pedro Croco, Director, Management Unit, Ministry o f Health,
3 September 1997.

Rony Lenz, Director o f the National Health Fund (FONASA),
26 May 1998.

César Oyarzo, former Director of FONASA,
22 August 1997.

46 The posts indicated are those which the interviewees occupied at the time of the interview.
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A development strategy
founded on

natural resource-based
production clusters

This article contends that the rapid development of Latin America 

and the Caribbean -a  region rich in natural resources- will de

pend on how fast it learns to industrialize and process its natural 

resources and to develop the necessary suppliers of inputs, engi

neering services and equipment for this. Consequently, this will 

not be a form of development based on the mere extraction of 

natural resources, as at present, but rather one based on the proc

essing of such resources and the development of the activities that 

naturally tend to spring up and concentrate around this base (pro

duction complexes or clusters). It will therefore be different from 

the experience of the recently industrialized Asian countries, 

most of which have few natural resources, and will resemble 

instead that of the resource-rich countries which are now highly 

developed, such as the Scandinavian countries, Canada, Australia 

and New Zealand.
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I
Introduction

For the last ten years, Latin America has been under
going a strategic turnaround o f a magnitude not wit
nessed since the 1930s. The region has discarded its 
previous inward-oriented development strategy, with 
a domestic market subject to heavy government inter
vention and a State which played a leading role in the 
economy, and has adopted instead a development 
strategy oriented towards external markets, in which 
the allocation o f resources is determined basically by 
the market and the main agent o f development is pri
vate enterprise.

Today there is broad consensus that the industri
alization strategy based on import substitution had 
been giving severely diminishing returns at least 
since the m id-1970s and that the over-active State 
had exceeded the limits o f its capacity for effective 
action. It is also clear, however, that so far the region 
has seen the promise, but not the reality, o f the results 
expected from the present strategic turnaround. Thus, 
although it has been possible to contain inflation, the 
economic growth rate is a mediocre 3.5% per year, 
which is admittedly higher than that of the 1980s but 
much lower than expected and, in particular, well be
low the 5.5% achieved between 1950 and 1980, when 
the now so generally disparaged import substitution 
strategy was in force.

Part o f the explanation for such mediocre results 
undoubtedly lies in the fact that the macroeconomic 
imbalances which had accumulated were on a mas
sive scale; that the design and implementation of 
macroeconomic policy was often faulty, and, in par
ticular, that structural reforms o f this scale take time 
-perhaps a long tim e- to bear fruit. The question 
arises, then: is it sufficient to have an open, deregu
lated economy and leave it on “automatic pilot” in 
order to grow at the desired rapid rate, or is it neces
sary to modify the strategy so as to secure deeper 
international linkages for the region? More specifi
cally, where are the next export impulses to come 
from in order to permit the economic growth o f the 
region to reach rapid rates, higher than those of the 
past and more similar to those o f the recently indus
trialized Southeast Asian nations?

This article postulates that the rapid development 
of Latin America and the Caribbean, a region rich in

  .   _ _ _ _ ______

natural resources, will depend on the speed at which 
it learns to process its natural resources industrially 
and develop the necessary activities to provide inputs 
and equipment for this. It will thus be a type o f devel
opment which is not based so much on the extraction 
o f natural resources, as it is now, but rather on the use 
o f those resources and the activities which naturally 
tend to grow up and develop around them (produc
tion complexes or clusters). It will therefore be differ
ent from the experience of the recently industrialized 
Asian countries, which have relatively few natural re
sources, and will be more similar to that of the countries 
which are now developed and are also rich in natural 
resources, such as the Scandinavian countries, Canada, 
Australia and New Zealand.

This theory runs counter to the arguments not only 
of the many writers who have blamed natural re
sources for being the cause o f the “Dutch disease” (a 
short-term phenomenon associated with a sudden 
boom in a particular export product), but also o f the 
more pessimistic analysts who even talk about the 
“curse” of natural resources (for example, Auty, 
1994). Many o f these writers note that in practice, 
paradoxical though it may seem, countries with a rich 
endowment o f natural resources have tended to regis
ter lower growth rates than countries which have few  
natural resources. Thus, Sachs has estimated that per 
capita gtowth is reduced by Vi% per year for every 
ten percentage points of participation of primary com
modity exports in gdp (Asian Development Bank, 
1997). He does acknowledge, however, that this is an 
empirical rather than an analytical relation: it is not in
evitable but simply has turned out this way in prac
tice. It would appear that many of the countries with 
a rich endowment o f natural resources have tended to 
waste the income derived from those resources in 
boom periods, rather than investing it in improve
ments in productivity that would make it possible to 
grow even in times of adversity. This incapacity to 
turn pure rents into rents based on advances in pro
ductivity lies at the root of these meagre results. This 
is not inevitable, however, for there are natural re- 
source-rich countries which are now highly devel
oped because they have successfully transformed the 
rents from their natural resources into rents based on
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higher, productivity (for example, more than 60% of 
the exports o f Norway, Australia and New Zealand 
still consist of primary commodities). Thus, the good  
or bad performance o f natural resource-rich countries 
depends on the suitability of their economic policy, 
and not the mere fact o f having natural resources.

Finally, it may be noted that there are many 
countries which are following the example o f Japan, 
South Korea and Taiwan: that is to say, exporting 
manufactures by beginning with those which are 
most labour-intensive and subsequently moving on to 
manufactures with greater added value. Because of 
their shortage o f natural resources, however, these 
countries never had the option of promoting produc
tion clusters around those resources, and for the same 
reason China ‘and India will have no option but to 
base their exports on light manufactures. There are 
therefore grounds for thinking that the markets may 
become saturated with manufactures which do not 
make intensive use o f natural resources -especially  
those which do not involve very complex technol
o g y - as indeed is already occurring to some extent 
with the production of motor vehicles and electronic 
goods in Southeast Asia. In contrast, the production 
of manufactures located upstream or downstream of 
the natural resources base is being neglected. This is 
a further reason for believing that a strategy promot
ing production clusters based on these resources may 
be very valuable for those Latin America and Carib
bean countries which have an abundant endowment 
of natural resources.

Thus, natural resources are by no means a curse, 
but they do not o f  themselves ensure development 
either. What they do is to offer an opportunity of 
which the countries should take advantage.1 This is 
not a gratuitous or a purely theoretical assertion. In
deed, there are some indications that this trend is al
ready taking place. Thus, at least since the strategic 
turnaround which took place in the region in the mid- 
1980s in the direction o f a type o f development more 
oriented towards international markets, there has 
been greater relative expansion o f production activi
ties making intensive use o f natural resources -esp e
cially mineral, agricultural, forestry and fishery 
resources- while there has been a relative contraction

1 There is extensive literature on the relationship between natu
ral resources and economic development. See, for example, 
Baldwin (1963), Roemer (1979), Barham, Bunker and O’Heara 
(1994), Lewis (1989), Sachs and Warner (1995) and Londero 
and Teitel (1996).

in manufacturing. At the same time, within the manu
facturing sector the branches which make most use o f  
natural resources are those which have registered the 
greatest growth (especially industrial commodities 
such as paper and pulp, petrochemical products, iron 
and steel, aluminium and non-ferrous metals). As a 
result, production making intensive use of natural re
sources increased from 60% to 65% o f total produc
tion o f tradeable goods between 1980 and 1997.

This restructuring reflects a return to the use o f  a 
natural comparative advantage of a region which is 
abundantly endowed with natural resources. The re
sult is that production activities making intensive use 
of such resources have not only displayed solid in
creases in production but also impressive improve
ments in productivity. Thus, since the late 1970s, and 
even more vigorously since the mid-1980s, a new  
generation o f production plants have been established 
for these activities, with a high degree o f modern
ization, a greater capital coefficient, and vigorous up
dating o f technology. These production plants use 
continuous production processes whose rate depends 
on the equipment itself; consequently, the levels o f 
productivity are much closer to those of the interna
tional technological frontier.

Although the relative abundance of natural re
sources in the region, together with their greater 
availability and quality, has encouraged the activities 
making intensive use of them, the expansion has 
tended to be limited to the initial phases of process
ing: no significant progress has yet been made to
wards the production of specialized and more 
sophisticated goods with high national added value 
(such as fine papers, hydrogenated or low-cholesterol 
oils, special steels, aluminium sections, copper al
loys, etc.). Consequently, what is needed is a devel
opment strategy which emphasizes not so much the 
extraction and relatively simple processing o f natural 
resources, but rather the more rapid development of  
the many activities which tend to grow up around 
such resources, without going against the natural 
market trends, and with an effort to strengthen the 
links with activities supplying inputs, equipment and 
engineering services (backward linkages) and the 
links with activities which process and use natural 
resources (forward linkages). What is needed is to 
ensure that the incipient production clusters growing 
up around the region’s abundant natural resource base 
can develop more quickly into mature clusters like 
those which exist in the developed countries which 
are rich in natural resources.
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II
Theory: why do production clusters arise?

“Production duster*’ normally means a sectoral and/or 
geographical concentration of enterprises engaged in 
the same or closely related activities, with substantial 
and cumulative external economies o f agglomeration 
and specialization (through the presence o f produc
ers, suppliers, specialized labour and sector-specific 
related services) and capable o f taking joint action to 
seek collective efficiency. Among successful exam
ples o f production clusters in the developed countries 
are the industrial districts o f  Emilia Romagna (Italy) 
and Baden Württemberg (Germany), Silicon Valley 
and Route 128 (United States), the new computer in
dustry in Ireland, and the electronics industry in Scot
land; in the developing countries, examples are the 
footwear industry at Nuevo Hamburgo (Brazil) and 
the production o f  electronic goods and computer pro
grammes at Bangalore (India), simple surgical instru
ments at Sialkot (Pakistan) and microelectronics 
equipment at the Hsinchu Science Park (Taiwan).2

Various theories have been put forward to try to 
answer the question posed in the heading o f this sec
tion: why do production clusters arise? We shall now 
review a few of them.3

1. The theory of location and economic 
geography

The theory o f location and econom ic geography 
seeks to explain why activities are often concentrated 
in certain areas and not spread out at random (see 
North (1955); Krugman (1995) and Borges Méndez 
(1997)). A  very well-known feature o f this approach 
is that it emphasizes the importance o f the relative 
weight o f transport costs in the final cost, which 
would explain why some activities are preferably lo
cated near natural resources, others near the markets 
they supply, while others may be established any
where. A feature which is not so well-known but is o f 
growing importance is that this approach also empha
sizes the interdependence between the raw material

2 Schmitz and Musyck (1993) and Nadvi and Schmitz (1994) 
provide a good introduction to the rapidly growing literature on 
this subject.
3 The following subsections are based mainly on Stumpo (1996).

and the processed product and by-products, which 
means that it is easier to coordinate their movement 
in a single location. This is the case, for example, of 
iron and steel producers, since their high level of in
terdependence leads to the vertical integration of 
these production activities. A similar thing occurs 
when a single activity (for example, stock raising) 
gives rise to various by-products simultaneously (such 
as fresh meat, industrial products and fertilizers).

Likewise, processing activities which involve 
big economies o f scale, especially in complex proc
esses such as petrochemicals, will only tend to set up 
plants in the country of origin o f their raw materials 
if it has a large domestic market or is close to important 
regional markets. Examples of this ate the Canadian and 
Australian industries processing minerals for the mar
kets of the United States and Asia, respectively.

Finally, critical aspects for the location o f activi
ties involving the extraction of natural resources are 
the clarity, transparency and traditions o f the local 
legislation on property rights and the stability and 
competitiveness o f the tax legislation, for investments 
with high sunk costs and long lead times need secu
rity and transparency in the treatment accorded to 
them, with little or no risk of retroactive changes.

2. The theory of backward and forward linkages

Hirschman's theory of backward and forward link
ages (1957 and 1977) seeks to show how and when 
the production o f a sector is sufficient to satisfy the 
minimum threshold or scale needed to make invest
ments attractive in another sector which it supplies 
(backward linkages) or whose products it processes 
(forward linkages). Naturally, every activity has link
ages with others. These linkages become significant, 
however, when their existence determines whether an 
investment is made or not. When one investment 
makes it profitable to make a second investment, or 
vice versa, taking decisions in a coordinated manner 
ensures the profitability of each of the investments.

Backward linkages depend both on demand fac
tors (the derived demand for inputs and factors) and 
on their relation with technological and production
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factors (optimum size o f plant). The development 
o f forward linkages, for its part, depends to a large 
extent on the technological similarities between the 
extraction and processing activities. The greater these 
similarities, the easier the learning process w ill be 
and the stronger the forward thrust, while the greater 
the technological differences between the activities, 
the more difficult the learning process and the weaker 
the thrust. There is evidence not only that processed 
products suffer smaller price variations than primary 
commodities, but also that over the last 25 years the 
price o f  processed products has grown significantly 
more than that o f primary commodities in general, 
especially metals (Yeats, 1991). This would indicate 
that the development o f forward linkages would not 
only diversify production but could be extremely 
profitable too.

3. The theory of interaction and “industrial 
districts”

The theory of interaction seeks to explain the most 
favourable conditions for learning based on interac
tion, which, according to this approach, accounts for 
the success o f the “industrial districts” in many areas 
of Italy and Germany and in some areas in Latin 
America.4 Interaction gives rise to “repetitive plays” 
which raise confidence and ultimately reduce transac
tion and coordination costs. Interaction also speeds 
up the spread o f know-how and innovation, which is 
a social good internalized by the group o f  enterprises 
in the district. Thus, intensive interaction in a locality 
gives rise to technological spillovers, external econo
mies and economies o f scale for the enterprises in the 
district, which could not be internalized if each enter
prise interacted with the others over a long distance.

4. The model of Michael Porter

The model o f Michael Porter (see Porter, 1991) as
serts that the diversity and intensity o f the functional 
relations between enterprises explain the formation of 
a production cluster and its degree o f maturity. These 
relations refer to the four points o f  the “diamond”, 
that is to say, the relationships o f competition be
tween enterprises in the same activity and their rela
tionships with their suppliers, with supporting

4 With regard to industrial districts, see for example Bianchi
(1992), Bellandi (1996) and Dini (1992).

activities, with producers of complementary inputs, 
and with suppliers of specialized inputs and factors. 
In Porter’s analysis production clusters grow up both 
around natural resources and around activities based 
on learning and know-how (such as telecommunica
tions, computation and electronics).

5. Variants with respect to natural resources

In addition to the theories set forth above there are 
variants which refer explicitly to natural resources. 
Special mention may be made in this respect of the 
staple theory o f economic growth, which referred in
itially to Canada (Innis, 1954 and 1962; Watkins, 
1963; Mackintosh, 1953; Scott, 1964). This theory 
explains the economic development o f Canada on the 
basis o f the impulses provided by the export o f its 
various natural resources -fish , furs and skins, miner
als, timber, paper and w heat- and the investments in 
related activities to which they give rise. These “sec
ond level” and “third level” activities include: i) sec
ondary activities to provide the inputs and goods 
required by the natural resource and its labour force;
ii) investment in export infrastructure (railways, elec
tric power, highways, ports, etc.), and iii) other ac
tivities, not necessarily linked with the natural 
resource in question, which may take advantage of 
the infrastructure already financed by the export ac
tivity, paying only its variable costs. Thus, each ex
port boom gives rise to a wave o f first, second and 
third level investments which not only multiply the 
effect o f the initial export impulse but also generate 
forms of economic activity which are less and less 
dependent on that impulse. This is why Canada now 
has a broad and diversified production base, much 
broader than that which would be given by its natural 
resources, many of which have already been depleted.

A similar variant (David and Wright, 1997) is 
based on the little-known fact that in the development 
of the United States in the latter part of the nineteenth 
century its exploitation and processing o f natural re
sources was much greater than its actual share in the 
world reserves of such resources. In the case o f the 
mining sector, this was due, according to these 
authors, to the fact that the United States not only had 
abundant mineral resources but also had suitable in
stitutions for exploiting them: mining laws which 
were very favourable to prospecting; geological stud
ies of 29 o f the 33 states which existed in 1860, and 
20 universities which were issuing degrees in mining
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engineering as far back as 1875 and which had close 
links with the production sectors. In contrast, at that 
time Latin America had almost no university courses 
in mining engineering or metallurgy, and even Eng
land only opened its first school o f mines in 1851. 
The same authors also note that the significant tech
nological spillover from mining gave rise to feed
backs between prospecting, extraction, processing 
and technological advances in the sector and was re
sponsible for strong growth in these activities. In the 
case o f prospecting, for example, the search for a par
ticular mineral often led to the discovery of another 
mineral which was equally valuable. Likewise, the tech
nological advances in the separation o f  a metal from 
its ore often served for other metals too. Phenomena 
like this explain why the weight o f extraction and 
industrial processing of minerals in United States 
production was three times greater than the country’s 
share o f world mineral resources.

6. A common theoretical substrate

Whatever their theoretical inspiration, all these ex
planatory hypotheses on the formation o f production 
clusters share the notion that the-competitiveness of 
each enterprise is strengthened by the competitive
ness o f the whole set o f enterprises and activities 
making up the cluster to which it belongs. This 
greater competitiveness derives from substantial ex

ternalities, economies o f agglomeration, technologi
cal spillovers and innovations arising from the intense 
and repeated interaction of the enterprises and activities 
making up the cluster. These enterprises and activities 
mutually strengthen each other; information flows al
most without restrictions, transaction costs are lower, 
new opportunities are seen more rapidly, and innova
tions spread more quickly throughout the whole net
work, while the stiff competition on prices, quality 
and variety gives rise to new business opportunities, 
intensifies rivalry between enterprises, and helps to 
maintain diversity.

Furthermore, once the production cluster has 
been formed (generally a spontaneous rather than an 
intentional phenomenon), active and conscious coop
eration among its members in pursuit o f greater col
lective efficiency is facilitated (Schmitz, 1997); this 
strengthens and accumulates the initial externalities, 
facilitating, for example, collaboration between enter
prises to open new markets, create new products, 
share equipment, or finance labour training pro
grammes. Thus, production clusters are a much richer 
and more significant concept for economic analysis 
and policy than the mere question of the sector to 
which the enterprise belongs. Moreover, if  this ap
proach is correct, this would also explain where and 
when there are tendencies towards the vertical and 
horizontal integration o f an enterprise or economic 
conglomerate.

Ill
What Is a mature production cluster 
established around a natural resource, 
and how Is it formed?

1. A mature production cluster

In order to understand this concept properly, let us 
examine a mature production cluster such as that 
which grew up around the forestry industry in Fin
land (Rouvinen, 1996). This cluster is very complete 
and deep, since it generates 25% of Finland’s exports 
(over US$ 5 billion). It may be noted, by way of 
comparison, that the large but still incipient forestry 
cluster in Chile generates rather less than US$ 2 billion.

If w e look at figure 1, we see that the production 
cluster grew up around an activity with strong natural 
comparative advantages. Thus, the Finnish cluster: i) 
has ample forestry reserves and plantations (400-600  
m3 per capita, compared with 25-50 m3 in the rest 
of the world); ii) the forests are close to the sea, 
which reduces the otherwise high transport costs; and
iii) the forests are close to an important international 
market (Europe). In the case o f Chile, because of the 
latitude o f the country its forests receive much more
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FIGURE 1

Finland: The mature forestry clustera

BACKWARD LINKAGES FORWARD LINKAGES

COMPARATIVE NATURAL
ADVANTAGE

1. Specialized inputs 1. Roundwood

Chemical and biological inputs r- l Abundant forestry reserves i- k Sawnwood
(for production of fibres, fillers, L_n  J r and plantations L n  a f  Plywood (40% of the world
bleaches) (400-600m3 per capita) b market)

2. Machinery and equipment
.  - O  . .

2, Wood products

For harvesting (cutting, Furniture
stripping, haulage) For construction
For processing (for SIDE LINKAGES
production of chips, sawmills, 3. Wood pulp
pulverization) Related activities
For paper manufacture 4. Paper and cardboard
(30% of the world market) Electricity generation .

Process automation Newsprint
3. Specialized services Marketing Art paper (25% of the world

Logistics market)
Consultancy services on Environment industries (paper) Toilet paper
forest management Mining industry (sulphuric acid) Packaging
Research institutes on biogenetics, Special products ,
chemistry and silviculture

Source: ECLAC, on the basis of official data. 
a Generates 25% of Finland’s exports. 
b Compared with 25-50 m3 per capita in the rest of the world.

sunshine than in Scandinavia, which makes them 
grow up to twice as fast. Moreover, because Chile is 
a narrow country, its forests are close to the sea, so 
that its transport costs are also relatively low.

Finnish forestry activity also has many important 
linkages with other activities which make up the clus
ter, thus enabling it to add much value to the extrac
tion phase. There are important forward linkages with 
extensive possibilities o f adding value through more 
sophisticated processed products in four areas: i) 
sawnwood (Finland has 40% of the world plywood  
market); ii) wood products for construction and furni
ture; iii) wood pulp, and iv) all types o f  cardboard 
and paper for newsprint, packaging, toilet paper and 
coated paper (Finland has 25% of the world market 
for the latter product).

There are backward linkages in at least three im
portant areas: i) inputs for the planting and process
ing phases, such as chemical and biological products, 
fillers and bleaches; ii) all kinds of machinery for

planting, harvesting, processing and paper manufac
ture; iii) engineering and consultancy services, and 
iv) (highly important) specialized university courses 
on the forestry industry and research institutes in the 
areas of biogenetics, chemistry and forestry, all 
closely linked with the production system. Thus, the 
Finnish forestry cluster includes an important indus
try for the production o f machinery and equipment 
for all phases of activities, as well as engineering and 
consultancy services. Moreover, much o f the present 
Finnish engineering industry arose in connection with 
the forestry sector and gradually diversified into other 
activities. In other words, the cluster has constantly 
been increasing the proportion o f added value 
through more complex activities using more special
ized know-how.

There are side linkages in at least five important 
areas: i) electricity generation; ii) chemical and min
ing activities; iii) marketing and logistics; iv) envi
ronmental industries, and v) related services.

 ------------------------     — -------—  ------------------  '--------------------------------------------------------------------------         ~ t F - -—
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2. The formation of a mature production cluster

Figure 2 shows the evolution o f exports from the 
Finnish forestry cluster during the twentieth century. 
As may be seen from the figure, up to the end o f  the 
nineteenth century the bulk of Finland’s exports con
sisted of primary commodities with little processing, 
basically roundwood. These exports gradually began 
to diversify into activities involving higher levels o f 
processing: first o f all sawnwood and then, succes
sively, plywood, furniture and wood products in gen
eral, The exports o f such products reached their peak 
in the late 1950s, although they never exceeded US$  
1 billion; as from 1920, the degree o f processing in
creased, and fundamental importance was assumed 
by exports o f wood pulp, then cardboard and paper 
and, within the latter category, increasingly sophisti
cated types o f  paper. Since 1960, these exports have 
together accounted for half the total value o f  the ex
ports o f the forestry cluster (currently, around US$ 2 
billion). After the Second World War, Finland began 
to export machinery for all the activities o f the for
estry cluster (planting, extraction and processing). 
The total value o f such exports is currently close to 
US$ 1.5 billion and is still rising. Finally, as from  
1970 Finland began to export important chemical in
puts for the forestry cluster which currently amount 
to US$ 250 million.

On the basis o f this analysis of the evolution of 
the Finnish forestry cluster, it may be asserted that 
the formation o f a mature cluster goes through four 
stages (figure 3). In the first phase, the natural re
source is extracted and exported with the minimum  
essential local processing, because o f the high 
transport costs (for example, roundwood and some 
sawnwood). Almost everything else is imported: the 
bulk of the inputs, machinery and engineering 
services (except part o f  the production engineering 
services).

In the second phase, processing and export ac
tivities are initiated (such as wood pulp, cardboard 
and paper industries) and a start is made on import 
substitution with local production of som e inputs and 
equipment (typically under license for the domestic 
market), while almost all production engineering 
services are provided locally, as are part o f those con
nected with design.

In the third phase, the country begins to export 
some o f the goods and services which it originally 
began to produce for import substitution purposes:

FIGURE 2

Finland: Evolution of the forestry cluster

Exports (millions of dollars)

inputs and basic machinery for relatively undemand
ing markets (as for example, in the case o f Finland, to 
the Soviet Union after the Second World War); the 
engineering services used are almost entirely o f do
mestic origin, and further progress is made in the 
export of increasingly sophisticated processed goods 
(such as fine and special papers).

Finally, in the fourth stage (which began in 
the case o f the Finnish forestry cluster in the mid- 
1970s) all types o f goods and services are exported: 
processed goods of great variety and complexity, in
puts and machinery for demanding markets, design 
engineering services, and specialized consultancy 
services. In addition, domestic enterprises begin to 
invest abroad in the same area o f activity.

What occurs in reality is of course much richer 
and less rigid than in analytical schemes. It may be 
that some activities “fall back” or “run ahead”, but 
the foregoing pattern of evolution does indicate in its 
broad lines the typical evolution which is to be ex
pected in the development and consolidation o f a suc
cessful mature production cluster, that is to say, one 
capable o f maintaining its competitiveness not only 
through its natural comparative advantages but in
creasingly through continual improvements in pro
ductivity. Without the constant accumulation of 
technological progress, the evolution o f  the cluster 
will become bogged down and will be limited to the 
“pure rents” o f the extraction phase.

In the case o f the Finnish forestry cluster, al
though most o f the important technological advances 
were imported, at least initially, there were also
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FIGURE 3

Development of a production cluster

PHASE I PHASE II PHASE HI PHASE IV
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market

Export of inputs
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opment of more 
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4. ENGINEERING 
Production 
Project design 
Consultancy

Semi-imported
Imported
Imported

Domestic 
Partly domestic 
Partly domestic

Domestic 
Domestic 

Domestic, except 
for specialities

4
Export

Finnish innovations resulting from learning by doing. 
These have tended to be small but ongoing innova
tions, so that they have become significant in the long 
run, but with the passage o f  time, because o f the 
strong technological base - o f  consultancy firms, spe
cialized universities and various research centers in 
the forestry field - and the close relationship between 
producers, suppliers and the technological infrastruc
ture, significant domestic innovations have also been 
made. The Finnish forestry cluster is therefore on the 
world technological frontier, especially with regard to 
chemical products for the forestry area (Ojainmaa, 
1994).

The foregoing review of the development of the 
technological base which made possible the growing 
modernization, specialization and expansion of this 
cluster makes it clear, however, that success is not 
automatic in these cases. There are many possibilities 
of failure, since the evolution is neither certain nor 
automatic. Although it is true that there was rarely 
any active promotion, there were chance events 
which were suitably exploited and turned out to be 
decisive. Thus, for example, the fact that Finland had 
to pay war reparations to die former Soviet Union 
created an insatiable demand for capital goods for the

Soviet forestry, paper and mining industries, and this 
subsequently aided Finland significantly in its first 
export stages, since it guaranteed a market for its 
equipment, which was still relatively unsophisticated 
and not internationally competitive. Thus, paradoxi
cally enough, the war reparations were o f decisive 
importance in the development and competitive ma
turity of this capita] goods industry.

There have been many cases of failure or only 
limited success, however, due to the lack o f such 
lucky impulses, ignorance o f  how to take advantage 
of them, or insufficient or ineffective promotional 
measures. Among the best known and most exten
sively studied cases of this type in the region is that 
of the Corporación Venezolana de Guayana (c v g ).5 
Although there is no doubt that this Corporation suc
cessfully promoted the exploitation of the natural 
riches o f the region -especially iron ore, electricity

5 This paragraph is based on the evaluation made by León 
(1996) of the impact of the CVG on the development of activities 
relating to basic iron and steel, electricity and aluminium enter
prises. The evaluation included in-depth interviews with 62 key 
agents: 32 from the CVG, seven from the political area, and 23 
with entrepreneurs supposedly benefitted by the CVG.
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and aluminium- it was less successful in developing 
the activities o f the related basic enterprises, both up
stream and downstream. This was not due to any lack 
o f promotional policies -these existed and included, 
inter alia, the establishment o f  industrial parks and 
supplier development programmes- but to the inef
fective way in which they were implemented. Among 
other shortcomings, there was politicization, clien
tage, lax controls, lack o f technical criteria, and little 
policy continuity, especially in the case o f policies to 
promote competition. Consequently, the development 
of related activities was less than expected, and the 
enterprises set up often suffered from low levels of 
com petitiveness and specialization, technological 
backwardness and a high degree o f dependence on 
the basic enterprises.6 Ledn’s appraisal is particularly 
negative with regard to the metal products and 
machinery workshops supplying the basic industries 
and the failure to develop a scientific and technologi
cal infrastructure to support the technological updat
ing and innovation o f  the activities of the production 
cluster that was supposed to grow up around the 
basic enterprises.

3. Mature production clusters In the developed 
countries

There is a very wide variety of mature clusters in the 
countries which are now developed, and by no means 
all o f  them are based on a natural resource. Since 
there is a relative abundance of natural resources in 
Latin America, however, we will go on to review

6 More specifically, the high degree of dependence seems to 
have been due both to the State-oriented concept of development 
prevailing at the time -which reserved basic activities for the 
State sector and looked down on the role of private enterprise- 
and the low level of business capacity. Thus, “since the promo
tion of other activities did not elicit a suitable response from the 
private sector, the CVG was obliged to involve itself in areas 
where no other sector was willing to commit itself -both in 
areas of a private nature, such as hotels, housing construction, 
pulp and paper industries, tractor manufacture, etc., and in 
public-sector areas such as the construction of schools and hos
pitals”; the CVG remained in possession of the enterprises that it 
set up, without transferring them to the private sector, and this 
further inhibited the development of that sector, causing it to 
adopt an attitude of merely following the CVG’s lead, without 
taking any initiatives itself: “thus, the CVG was gradually taking 
on more and more responsibilities and areas of action, overstep
ping the dividing line between a strategy of promotion and one 
of execution” (León, 1996).

some clusters which grew up around an important 
natural resource.

In Norway, for example, there is an important 
production cluster around marine activity (Reve and 1 
others, 1992; Reve and Mathiesen, 1994). This clus
ter includes in particular maritime transport indus
tries, fishery industries, and shipyards for the 
production of all types o f vessels, including the most 
highly specialized tankers. There are also enterprises 
producing and exporting machinery and equipment 
for the fishery industry and the shipbuilding industry, 
as w ell as a wide range o f services related with mari
time activity in all its aspects (for example, marine 
insurance, shipbrokers, legal services, consultancy 
services, and research and development).

Because o f  Norway’s abundant resources o f hy
droelectricity and natural gas, an important electro
metallurgical cluster has also grown up in it. 
Denmark and the Netherlands, for their part, each 
have important dairy and stock-raising clusters and 
significant production o f machinery and equipment 
for these activities, while a complete production clus
ter has arisen in the Netherlands for the production 
and marketing o f flowers. Canada, and to a lesser 
extent Australia, have mature mining clusters which 
cover not only extraction and processing but also 
prospecting, the production o f  inputs and equipment, 
and the provision o f related services. And such an 
apparently traditional activity as poultry raising has 
given rise to examples o f some o f the most complete 
and sophisticated clusters where (at least in the United 
States) the spearhead areas are not the manufacture of 
specialized machinery and equipment but the devel
opment o f bio-technological advances to improve the 
fattening and egg-laying capacity of the birds.

These mature complexes are marked by the gen
eration of activities so solidly based that many of 
them have survived the disappearance or relative de
pletion of the natural resource which originally gave 
rise to them. For example, the Finnish mining indus
try gave rise to an important industry for the produc
tion o f  mining machinery and equipment, and today, 
although mining -th e original core o f  the cluster- is 
no longer so important in the country, the production 
of mining machinery is one o f its main export activi
ties. Likewise, although the Netherlands continues to 
produce flowers, it also imports them for re-export: 
its main comparative advantage lies in the develop
ment o f new varieties and the marketing o f flowers 
throughout Europe and the rest o f the world.
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Production clusters do not only arise in connec
tion with physical goods, such as tangible natural re
sources, of course: they also include the provision of  
services connected with natural resources in the 
broader sense. Thus, for example, the tourism cluster 
was o f  fundamental importance for promoting the de
velopment o f Spain after the war, on the basis o f the 
country’s abundant sun and beaches. According to 
each particular case, still greater importance may be 
assumed by eco-tourism (as in Costa Rica, Ecuador, 
Amazonia, etc.); adventure tourism (sailing down the 
rapids and channels o f Chile, scaling the Andes, etc.); 
archaeological or historical tourism (in M exico and 
Central America, Peru and Ecuador, etc.); medicinal 
tourism (in Cuba and other countries), and residential 
colonies for retirees from the developed world (in the 
Caribbean, Mexico, Central America, etc.).

In almost all successful clusters, an important 
element for strengthening and intensifying the link
ages was suitable institutional complementation, 
sometimes o f public origin (at the regional or state 
rather than the national level), but always including 
the associations o f producers operating in the cluster.7 
We already mentioned above the importance assumed 
for the development of the mining and also the 
agroindustrial sectors in the United States by the 
early establishment o f highly specialized university 
courses on the relevant technology, with close links 
between the corresponding university departments and 
industry with regard to innovation. In this respect, the 
great importance o f proximity to major university cen
tres and highly qualified professional labour for the Sili
con Valley (California) and Route 128 (Boston area) 
clusters is well-known. Similarly, the existence of 
training programmes has been vital for many other

clusters, such as those in Emilia Romagna (Italy), 
Baden-Württemberg (Germany) and West Jutland 
(Denmark) in the developed countries and the clus
ters producing footwear (Valle Sinos, Brazil) and 
clothing (Ludhiana, India) in developing countries.

Centres providing services have also been very 
important in the progress of clusters. Thus, for exam
ple, the more than 100 state technology transfer cen
tres, closely linked with the production cluster, have 
been vital for the development and production updat
ing o f the Baden-Württemberg industrial district. The 
services supply centre (CITER) has aided the develop
ment o f the Emilia Romagna textile cluster through 
the provision o f information on market trends, inter
national fabric prices, availability o f  machinery and 
fashion trends; similar centres also exist for the foot
wear, agricultural machinery and construction indus
tries. Emilia Romagna also operates centres for the 
promotion o f exports and quality and has pro
grammes for the development o f  suppliers. Private 
and public organizations with such functions have 
also been o f decisive importance in almost all the 
emerging production clusters in developing countries.

Finally, a key role has also been played by the 
financial institutions, some o f them highly special
ized, which attend to the credit needs o f various types 
of clusters, both in the developed and the developing 
countries. In this case, as in those referred to earlier, 
the generation and initial formation of the clusters 
was spontaneous and had little to do with any special 
institutional support, but their subsequent develop
ment was furthered both by the collective action of 
their members and by specific support policies ap
plied by public bodies.

7 The analysis of this aspect is based on Schmitz and Musyck
(1993) and Nadvi and Schmitz (1994).
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IV
Incipient production clusters 
in Latin America

Are production clusters -even  if  only incipient- 
growing up around natural resources in Latin 
America? The answer is obviously affirmative. Let 
us take a look  at som e exam ples.

1. The oilseeds cluster in Argentina

Our first example is taken from the agricultural and 
foodstuffs sector, which is o f great importance in the 
region. It refers to the oilseeds cluster in Argentina 
(De Obschatko, 1997). As figure 4 shows, this cluster 
generates 25% of Argentina’s exports and has grown 
extremely rapidly: its exports increased by a factor 
of 17 between the beginning o f the 1970s and the 
beginning o f the 1990s, when their value amounted 
to US$ 3.4 billion. This cluster, which is o f prime 
importance for Argentina, utilizes the comparative 
advantages for agricultural production offered by the 
Argentine pampas and a relatively close outlet to the 
sea. Its rapid growth was driven by: i) the doubling of 
the international prices o f  oilseeds and vegetable oil, 
which made the production o f both these items very 
profitable; ii) a sharp increase in the yield per hectare 
over the last twenty years (at the rate o f 2.2% per 
year in the case o f soya beans and 4.0% in that o f 
sunflower seeds), and iii) the feasibility of double 
cropping (wheat in winter and soya beans in the rest 
of the year), which doubled the yield of the land.

The complex is now quite mature and has back
ward, forward and side linkages. With regard to 
forward linkages, there is an important processing in
dustry which takes the agricultural inputs (soya beans 
and sunflower seeds) and turns them into oil and by
products, doubling the value per ton (from US$ 245 
to US$ 485). The next phase (marketing) includes 
such important services as storage, transport and 
shipping.

Both the agricultural and the processing phases 
have important backward linkages. The agricultural 
phase has generated a demand for machinery, herbi
cides and oilseeds which has given rise to domestic 
industries producing equipment, biotechnology and

inputs. A domestic industry has also been set up (un
der license from international equipment manufactur
ers) which produces 90% of the machinery required 
by the processing plants. Moreover, the fact that these 
plants need to ensure an adequate and timely supply 
of raw materials so that they can maintain full utiliza
tion of their facilities has given rise to agreements 
between the processing plants and the agricultural 
producers, under which the former provide the pro
ducers with financing for inputs and with technical 
assistance in the dissemination o f modem technolo
gies. Finally, the strong and ongoing increase in 
yields is largely due to the services offered by agri
cultural research centres such as the University of 
Buenos Aires, which have undertaken the adaptation 
and improvement of imported seed varieties.

The cluster has passed through three stages. In 
the first phase (the agricultural phase), which lasted 
ten years up to 1984, exports o f oilseeds increased by 
a factor of 200, reaching a value of US$ 600 million 
per year. In the second phase (the processing phase), 
which had already begun during the previous stage, 
there was also notable growth: exports o f vegetable 
oils doubled, and now have a value of around 
US$ 1.5 billion. During this second stage agreements 
were signed between the processing plants and the 
producers under which the latter were provided with 
technology and with financing for inputs, in order to 
ensure an adequate and timely supply of raw materi
als for the industrial plants.

There were four decisive factors in this strong 
development o f the industry: i) an increase in the 
international prices o f vegetable oils; ii) an effective 
exchange rate which was more favourable for indus
trial exports than agricultural exports, since the tax on 
agricultural exports was higher than that on exports 
of oils; iii) the rapid introduction o f the most ad
vanced technology8 in the Argentine processing

8 Even more modem than that used in the United States.
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FIGURE 4

Argentina: The oilseeds clustera

Backward linkages Forward linkages

a Generates 25% of Argentine exports.

plants, which now use chemical solvents for the 
production o f  oils instead o f the outdated and ineffi
cient technology based on the use of presses, and
iv) improvements in productivity (by a factor o f 10) 
through learning and full use o f economies o f scale 
(in fact, the amount o f oil produced increased by a 
factor of eight, while the number of workers em
ployed in the processing plants went down by 20%).

The third stage was marked by a rapid increase 
in marketing activities. Two phenomena were impor
tant in this phase. On the one hand, there was the 
deregulation o f many activities which were essential 
for marketing, such as railways, transport and port 
activities. On the other hand, and also partly due to 
deregulation, there was a cycle o f  heavy investments 
in warehousing, transport, railways, ports and private 
shipping facilities.

The international competitiveness o f the Argen
tine oilseeds cluster is shown by its success in pene
trating the most demanding market, that o f the 
member countries o f the Organization for Economic 
Cooperation and Development (OECD). It may be

seen from figure 5 that Argentina occupied second 
place in OECD imports o f oilseeds and related prod
ucts in 1994, second only to the United States and 
tying with Brazil and Canada. Although Argentina’s 
share in the OECD market for oilseeds and fodder is 
below that o f Brazil, its share in edible oils is much 
greater (5% compared with 1%). On the other hand, 
although Argentina produces machinery for the oil
seeds cluster, it is not yet a significant exporter of 
food processing machinery, as are the United States 
(with 10% of the OECD market) or Canada (with less 
than 2%). The next step which may be expected is 
therefore the export (and not just production for the 
domestic market) o f food processing machinery.

Indeed, as may be seen from figure 6, Argentina 
has already begun to export such equipment, begin
ning with the Latin American market, where it has a 
share o f 2%. Although this share is only modest, it is 
nevertheless bigger than that o f Canada, which, as we 
have seen, is competitive in the OECD (probably in 
the United States market) but much less so in Latin 
America. Of the Latin American countries, Brazil has
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FIGURE 5
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the biggest share in the regional market (with 6%), 
aithough this is far behind the United States (with 
almost 30% of this market).

This suggests that first o f all machinery is pro
duced for domestic industry (if the demand is suffi
cient). Afterwards, with more experience, simple 
machinery can be exported to the closest markets, 
while the production o f  more sophisticated machin
ery for domestic industry is begun. Finally, in a sub
sequent stage, simple machinery begins to be 
exported to all markets, and specialized machinery 
begins to be exported to the closest markets which 
can be served from the company headquarters.

2. The mining cluster in Chile

Another production cluster which is quite developed, 
although not completely mature, is the industrial 
cluster which has grown up around the mining sector 
in Chile,

This cluster has grown up around the extraction 
of copper, in which the country has strong compara
tive advantages, for Chile has over 25% of world 
copper reserves -w hich makes it a kind of Saudi 
Arabia o f the copper industry- and it also has mines 
with relatively high metal content (around 2%). Fur
thermore, because o f the geographical configuration 
of the country, in which the mountain range o f the 
Andes is close to the sea, the transport costs to inter-

FIOURE6
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Imports of oilseeds and related products, 1994

Percentages

Argentina Bolivia Brazil Canada United States
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feeds and oil- vegetable processing
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national markets are relatively lower than in other 
countries.

The cluster already displays important forward 
and backward linkages (see figure 7).9 The copper 
ore as extracted from the mines has a metal content 
of the order o f 2% and a value o f  around US$ 10 per 
ton. After a process o f smelting and generally also of 
refining, the ore is converted into copper o f over 99% 
purity, worth some US$ 2,000 per ton. In other 
words, the processing increases the copper content by 
a factor o f 50 but raises the value by a factor o f over 
200. Most of the refined copper is exported directly, 
but quite a significant part is converted into wire and 
other products which are then exported. Greater ma
turity of the production cluster would involve the 
promotion o f these latter activities.

The backward linkages are just as highly devel
oped, if  not more so. Only 15% of the cost o f extract
ing copper corresponds to labour; the remaining 85% 
represents derived demand for potential domestic 
suppliers. This 85% is broken down into 50% for 
inputs such as explosives and chemicals; 25% for 
capital goods such as drills, crushers, trucks, bulldoz
ers, etc., and 10% for engineering services (basic 
engineering, project engineering, and structural engi
neering). Domestic production currently supplies

9 The analysis of this topic is based on Duhart (1993).
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FIGURE 7

Chile: An Incipient mining cluster based on copper 
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Engineering services (10% of costs) 
Structural 
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Source: ECLAC, on the basis of official data.- b
Dollars per ton. Copper content.

two-thirds o f the inputs, 40% of the equipment (espe
cially replacement equipment) and 75% of engineer
ing services. In other words, 60% of the cost o f  
inputs, machinery and engineering services (i.e., 60% 
of the potential backward linkages) is for goods and 
services provided by domestic industry.

As might be expected, this process of replace
ment o f imports by domestic production has been 
advancing with time. Thus, 40 years ago, in 1955, 
less than 25% o f  these linkages involved goods and 
services provided locally: 40% of inputs (compared 
with 67% at present), only 5% of machinery and 
equipment (in contrast with 40% today), and less 
than 10% of engineering services. There has been 
noteworthy progress in quantitative terms and in 
adding value to production, especially in the areas 
making use o f  know-how and technology.

It should be noted that only part o f this process 
of substitution o f inputs and equipment was sponta
neous. Much of it was due to the strong impulse pro
vided by an active policy in favour o f domestic 
products. The success o f this policy may be seen by 
the fact that today domestic industry is competitive

with imports, w ithout enjoying any significant 
preferences.

Indeed, a recent study (Ritter, 1996) concludes 
that the Chilean capital goods industry for the mining 
sector is not far behind that o f Canada in terms o f its 
development. It is estimated that domestic industry 
provides 80-90% of the mining machinery o f a low  
level o f technology (the same percentage as in 
Canada); 30-40% of the machinery o f medium tech
nological level (compared with 40% in the case of 
Canada), and 20% (compared with 40%) in the case 
of more specialized machinery o f a high technologi
cal level (figure 8). Figure 9 provides a comparison 
of the production clusters of the two countries as re
gards their shares in OECD imports o f copper and 
related products in 1994. It may be seen from the 
figure that Canada has a much more highly devel
oped production cluster than that o f Chile, with a 
substantial share in OECD imports not only o f copper 
(where Chile’s share is bigger) but also o f wire and 
wirework, metalworking machinery, and civil engi
neering machinery and equipment. If we look at 
Latin American imports o f the same items, however
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FIGURES

Relative development of capital goods Industries for the 
mining sector: a global hypothesis or appraisal a

Type of equipment Zambia Peru Chile Canada United States

Specialized mining 
equipment

A.1 High technology, with 
economies of scale

0% 100% 100% 100% 100% 0% 100%

A.2 High technology, with 
few economies of scale

B. Medium technology, with 
few economies of scale

C, Low technology, for specific 
purposes, and often heavy or 
bulky in relation to its value

General-purpose equipment 
used in the mining sector

D. High technology

E. Medium technology

F. Low technology

Source: Ritter (1996).
a The bars indicate the percentages of the total volumes of capital goods used by the national mining industry and provided by the domestic 

equipment manufacturing industry.

(figure 10), w e see that Chile is beginning to export 
wire and wirework and civil engineering machinery 
and equipment: Chile’s share in this Latin American 
market is not far below that Canada and higher than 
that o f Australia. This confirms the tendency already 
noted to begin by substituting imports, then to export 
to the closest markets, and later export to more dis
tant and demanding markets, and it also confirms not 
only the relatively high degree o f complexity of 
Chile’s production o f copper-related goods but also 
its great future development potential.

Moreover, as the mining machinery industry 
usually calls for som e degree o f proximity to the 
mines (for underground mining, at least, calls for a 
great deal o f adaptation of the equipment to local 
mining conditions), it can be expected that there will 
be a considerable boost in the future for the Chilean 
industries producing capital goods for the mining 
sector. On the one hand, the large volume of invest

ment foreseen in the medium-term future for the min
ing sectors ..of Argentina, Bolivia, Peru and also Chile 
guarantees strong demand for such equipment, and 
on the other, Chile is the only one o f these countries 
with a more or less developed industry o f this type 
close to the mining areas.

It is also worth noting that Chilean engineering 
service enterprises are exporting their services abroad 
and have even begun to export technology. Outstand
ing examples of this are the modified furnace devel
oped and patented by Codelco, which has been sold 
to smelting plants in M exico, Peru and Zambia, and 
the bacterial leaching process developed by the Puda- 
huel mining company, which has also been sold 
abroad.

In spite of these advances, however, the rate of 
progress is still very low for a country which has the 
biggest reserves o f copper in the world. Indeed, the 
research and development effort in the mining sector
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FIGURE 9

Shares of selected countries In OECD 
imports of copper and related products, 1994

Percentages

FIGURE 10

Shares of selected countries In Latin American 
Imports of copper and related products, 1994

Percentages
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is very insufficient: the technological centres en
gaged in mining research employ some 150 special
ized professionals, and their budget is around US$ 4 
million per year, which is much less than 0 .1% o f the 
value o f  the country’s mining exports. Although it is 
also necessary to add to this figure the research be
ing carried out in the universities and the develop
ment projects financed from various technology 
funds, it is nevertheless clear that the amounts are 
insignificant for the main industry o f a country 
which is the biggest copper exporter in the world. It 
may be recalled that the developed countries devote 
nearly 2% of their GDP to research and development, 
and even countries which make intensive use o f natu
ral resources, such as the Scandinavian countries, 
spend more than 1% o f their gd p  on activities o f this 
type connected with natural resources.

3. Other major production clusters

Other important examples o f incipient production 
clusters in Latin America are those connected with 
the iron and steel industry and forestry activities. 
Figure 11 shows the shares o f three Latin American 
countries, two recently industrialized Asian coun
tries, and tw o developed  countries (Japan and 
Germany) in o e c d  imports of types o f  goods con
nected with the iron and steel cluster. First, we see 
that Germany has the most complete and mature

cluster. It does not export iron ore, o f course, but 
processes the w hole o f  it. Although Japan lacks 
significant natural resources in this field it neverthe
less has a highly developed cluster, although not so 
much so as that o f Germany. Since it lacks raw mate
rials o f its own and has a processing industry which 
depends on imports, Japan has specialized above all 
in the production and export o f metalworking ma
chinery, which is undoubtedly the phase that makes 
the most intensive use o f specialized know-how and 
technology.

Second, Brazil -a  country with abundant iron 
ore reserves- has a very high share in OECD imports 
of this raw material, followed by unworked iron and 
steel, but it has only a low share in the categories 
which are more demanding in terms of technology. 
Furthermore, Brazil’s share in OECD imports o f metal 
manufactures and metalworking machinery is even 
below those o f South Korea and Taiwan, whose iron 
ore endowment is very scanty. This shows that an 
important industrial cluster can be developed, 
through imports, even without having the natural 
resource on which is based.

Third, it may be observed from figure 12 that in 
the case o f the Latin American market, Germany's 
share is much lower, whereas that of Brazil is much 
higher in all categories, even the more complex ones. 
Thus, in all categories except machinery Brazil’s 
share is higher than those o f Japan and Germany, and
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PICURE 11

Sham of selected countries In OECD 
Imports of Iron ore, iron and steel and 
related products, 1994

Percentage«
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FIGURE 12

Shares of selected countries In Latin American 
Imports of iron ore, Iron and steel and related 
products, 1994

Percentages
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even in the case o f machinery its share is higher than 
that o f South Korea and almost equal to that of 
Taiwan, This suggests once again that the natural 
evolution o f a production cluster is to progress from 
import substitution to exports, but starting with the 
closest or least demanding markets and only later 
going on to more distant markets. Venezuela, too, is

FIGURE 13

Shares of selected countries In OECD 
imports of wood and related products, 1994

Percentage«
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beginning to make its presence felt in the Latin 
American market, with a share which is higher than 
that o f South Korea in all categories and higher than 
that of Taiwan in the less complex categories.

Figure 13 shows the share o f  forestry products 
in the OECD’s imports in 1994. Finland and Sweden 
have the m ost com plete and highly developed  
production clusters, while Brazil, Chile, Malaysia, 
Indonesia and Taiwan also have a certain interna
tional presence, although Taiwan does not have for
estry resources o f  its own. It ftiay be noted that there 
has been specialization in /different niches, even 
within the same branch: fof example, Sweden has 
concentrated on expensive /furniture of outstanding 
design, while Taiwan has concentrated on mass pro
duction. In spite o f Sweden’s greater specialization 
in high-quality furniture, h/owever, the total value of 
Taiwan’s exports o f furniture was double that o f 
Sweden. This shows that & niche o f high value and 
quality is not always that which registers the highest 
volume.

Comparison of figures 13 and 14 shows that since 
1977 the forestry clusters of the developing countries 
have been gaining shares in the o e c d  market at a 
rapid rate, whereas Sweden’s share has gone down 
sharply. The development of the Brazilian and 
Chilean clusters is even more striking if  we look at 
their share in Latin American imports in these cate-
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FIGURE 14

Shares of selected countries In OECD 
imports of wood and related products, 1977

Percentages

FIGURE 15

Shares of selected countries In Latin American 
Imports of wood and related products, 1994

Percentages
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gories (figure 15). The development registered by 
C hile and above all Brazil is very noteworthy. 
Brazil’s share in Latin American imports o f wood 
and related categories dominates in all categories (ex
cept w ood pulp, where Chile leads) and is much 
higher than that o f Finland and Sweden: indeed, its 
share in the Latin American market for pulp and pa
per machinery, as well as the market for paper and

cardboard, is greater than that o f Sweden and Finland 
together. Chile’s share, for its part, is greater than that 
of Sweden, except in pulp and paper machinery. This 
highlights the big advances that have been made by 
the forestry clusters o f Brazil and Chile, which still 
have a great deal o f potential for developing their 
participation in the bigger and more demanding 
markets o f  the OECD.

From spontaneous evolution 
to promotion policies

In the previous section w e showed the important role 
played by the development o f natural resource-based 
production clusters in many countries which are well 
endowed with such resources and are now developed. 
A similar development strategy to promote the con
solidation o f  the as yet incipient clusters based on 
Latin America’s rich endowment o f  natural resources 
would provide the region with an obvious develop
ment potential.

1. If this development is already taking place 
naturally, then why promote it?

The answer is that the promotion of such a strategy 
would help the region to grow at much faster rates 
than the spontaneous or historical ones, and thus 
reach the goal earlier. In fact, it is a question o f ex
ploiting the great advantage of late development: 
broadly speaking, it is already known which direction
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to take, and such promotion is therefore perfectly fea
sible. There is no question o f  a voluntaristic or ahis- 
torical type o f  promotion, or o f  one which goes 
against the market forces. On the contrary, since it 
follow s the direction of the natural evolution of the 
market forces, what w e are doing is anticipating the 
market and thus accelerating development.

It is important that all the economic agents 
should be collectively aware o f the virtues o f the 
strategy, for this awareness would be equivalent to a 
strategic planning process which unites wills and co
ordinates efforts, thus reducing uncertainty, operating 
at all times closer to the production frontier, maxi
mizing yields, and, ultimately, multiplying the accu
mulation and efficacy of the factors of production.

2. But when all is said and done, how
important can natural resource-based
production clusters be?

It is often considered that the global impact o f  these 
clusters is only limited, since the core (extractive) 
activity often has relatively little weight in GDP. This 
reasoning is deeply mistaken, however, since it 
concentrates exclusively on the direct impact o f  the 
clusters.

Thus, for example, Meller (1996) estimates that 
the whole o f Chilean exports, the great majority of 
which make intensive use o f  natural resources, gener
ate only 10% of employment directly. When the indi
rect employment generated by these exports is 
included, however -that is to say, the employment 
generated, by the activities involved in processing, 
marketing and transporting these exports (the forward 
linkages) and the activities providing them with in
puts, capital goods and engineering and consultancy 
services (the backward linkages)- the amount o f em
ployment is more than doubled. It is estimated that 
the employment generated indirectly by the backward 
linkages is 6% of the national labour force, while that 
generated indirectly by the forward linkages is a 
further 7.5% .10 Furthermore, thanks for the foreign 
exchange earned by these exports (and products with 
a high content o f natural resources usually are ex
ported), resources are made available for buying im
ports, which has a substantial additional effect on

10 With regard to the basis for the figures given in this para
graph, see Diaz and Ramos (1998).

employment. In fact, unlike what occurs with import 
substitution, each dollar o f exports, by making possi
ble a dollar o f imports, generates additional revenue 
for the State which offsets the anti-export bias o f eco
nomic policy. This bias is equal to the 15% tariff (the 
average for the region) levied on imports, which are 
ultimately financed by exports. If this extra fiscal 
revenue were invested, it would generate an addi
tional 10% of employment (on the assumption that 
each US$ 30,000 creates one good, high-productivity 
job). The total employment o f the cluster o f activities 
developed around exportable natural resources in 
Chile would therefore account for around one-third 
of the total employment in the country, which is more 
than three times the direct effect. The true impact of 
the cluster on the national economy would thus be 
extremely important.

3. How should production clusters be 
promoted? Is it a question of “picking 
winners”?

The experience o f mature clusters in developed coun
tries indicates the direction which our development 
could follow. Although history never repeats itself 
completely, the path followed by the now-developed 
countries which have abundant natural resources 
gives an idea of the direction that Latin America is 
should follow (or not follow). W e must take advan
tage o f this knowledge in order to decide how best to 
speed up the maturity o f the incipient production 
clusters of the region.

Thus, comparison o f the incipient natural re
source-based Latin American production clusters 
with similar clusters which are now mature in the 
developed countries suggests the following measures:

a) To identify, in conjunction with the private 
sector, the development potential o f the activities 
supplying inputs and equipment, as compared with 
that o f the extraction and processing activities; of 
processing activities o f growing complexity; and of 
the related services, including in particular engineer
ing and consultancy services. It is not a question, of 
course, o f channeling investment directly to these 
activities, along the lines o f  the former Soviet 
GOSPLAN, but of carrying out a strategic planning ex
ercise among the different economic agents in order 
to make a systematic and collective analysis o f the 
investment opportunities available in the relevant 
production cluster.
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b) To identify the activities o f the production 
cluster which require more foreign investment, be
cause o f the advanced nature o f their technology, 
their access to international markets, or the amounts 
o f resources involved, and to guide national efforts to 
attract the most suitable transnational corporations to 
the country. Already in the 1990s there has been a 
sharp increase in foreign direct investment in Latin 
America. Such investment opens up new opportuni
ties for producers in the region to become suppliers 
of transnational corporations not only for the domes
tic market but also, possibly, for international mar
kets. However, not all foreign direct investment has 
the same potential for generating linkages, externali
ties or vital technological learning, and it is likely 
that the transnational corporations are not fully famil
iar with the local opportunities. This justifies efforts 
to attract, not so much foreign direct investment in 
general, but the corporations and types of foreign di
rect investment which are o f m ost interest for the 
development o f  the incipient production clusters of  
the region.11

c) To identify the key technologies for develop
ing the production cluster and to promote the local 
mastery and updating of those technologies through 
selective policies for the promotion of research and 
development, both in domestic enterprises and in re
search institutes, as well as promoting the updating 
and adaptation o f  technology through missions 
abroad, promotion of licenses and joint ventures, and 
programmes for the co-financing o f consultancy ac
tivities in respect o f key technologies.

d) To identify the infrastructural needs of the 
cluster in the short, medium and long term, especially 
in the areas o f greatest public interest and responsi
bility: physical infrastructure, scientific and techno
logical infrastructure, and human resources 
infrastructure (especially middle-level technicians, 
specialized technicians and professionals).

Although “hard” instruments could be used for 
these purposes (that is to say, direct incentives or 
coercion), it is considered that it would be sufficient, 
and would be more in keeping with the current spirit, 
to use “soft” instruments based on mutual agreement 
and inducement rather than coercion, except of  
course in respect o f the physical, technological and

11 See Battat, Frank and Shen (1996), especially with regard to 
the potential offered by transnational corporations fo r the devel
opment o f domestic suppliers in the region.

human resources infrastructures, since the latter are 
mainly the responsibility o f the public sector, so that 
there is no option but to plan and order the allocation 
of its limited resources among its many commitments.

At the same time, it must be acknowledged that 
speeding up the maturity of the clusters is indeed a 
form o f “picking winners”, but not in the pejorative 
sense o f making a voluntaristic choice without ade
quate basis. Instead, it is simply a question o f  making 
a reasonable bet based on past development tenden
cies and thus speeding up what the market w ill in any 
case have to do for itself. Indeed, one of the advan
tages o f late development is that it is possible to learn 
from the experience of others and thus jump over 
unnecessary stages. Specifically, what is advocated 
here is to learn from past experience and promote 
those activities which have tended to arise spontane
ously on the basis o f natural resources in the coun
tries which are now developed and are rich in such 
resources. It therefore means going with the market, 
not against it.

Nevertheless, it must be emphasized that this 
strategy is a wager, and there is no absolute guarantee 
of success. As already noted in our analysis o f the 
Corporación Venezolana de Guayana, the lack o f pro
motion may mean failing to take advantage o f impor
tant opportunities, but there is also a danger of failure 
if one goes to the other extreme o f a high degree of 
dependence, through failing to distinguish between 
promotion and paternalism. Even so, we consider that 
this is a reasonable bet based on our capacity for 
learning from the past in order not to depend exclu
sively on spontaneous developments and chance or 
providential occurrences.

Finally, it should be noted that this strategy for 
industrialization on the basis o f natural resources is 
not a panacea but a valuable instrument in the present 
stage of development of the region, which is faced 
with the challenge of turning its present endowment 
of natural resources «currently abundant, but ulti
mately lim ited- into a means o f  unrestricted growth. 
It is not a question of taking the place of the market, 
but of speeding up its action and achieving in 40 or 
50 years what took a hundred years to occur sponta
neously in the countries which are now developed 
and which had plentiful natural resources. It is this 
approach which w ill enable us to achieve rapid rates 
of economic development, much higher than those of 
the past.

(Original: Spanish)
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Big Latin American
industrial companies

and groups

This article seeks to summarize the results of some studies on 
the structure and dynamics of the big domestically owned 
industrial companies and groups in five Latin American 
countries (Argentina, Brazil, Chile, Colombia and Mexico) and 
presents supplementary elements for placing them in an overall 
perspective. The studies include individual analyses of 46 
leading companies (in Brazil, Chile and Colombia) and 15 
economic groups with an industrial base (in Brazil and 
Mexico), together with aggregated studies of such groups in 
Argentina, Brazil and Mexico, In all cases, the studies were 
based on specially arranged interviews, the review of statistical 
and documentary information, and data already processed in the 
relevant literature. The time-scale of the studies ranges from the 
formation of some big companies and groups in the early years 
of the century or the period of dynamic import substitution 
industrialization, up to the changes under way in the second 
half of the 1990s. Analysis is centered on the last decade: i.e., 
since the time when the structural reform processes were at 
their height in most of the countries whose big companies and 
groups are studied in this work. The article is divided into four 
sections. After the Introduction (section I), some summary 
details of the business context in the five countries studied are 
given (section II), after which the main structural features of the 
big companies and groups and their recent dynamics at the 
company, plant and group level are analysed (section III). 
Finally, in section IV, the main challenges facing public policies 
in this respect and the positions taken in the current debate on 
them are set forth.
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I
Introduction

In the second half o f the 1990s, the big privately 
owned industrial companies and groups (b ig s) oc
cupy a strong position in the markets o f the Latin 
American countries. This position is the result o f 
processes which took place in the context o f the 
structural changes undergone at the national and in
ternational level since the early 1980s and has meant 
that the BiGs, along with the subsidiaries o f transna
tional corporations, are now the biggest and most dy
namic business units operating in Latin American 
industry. This dominant position has tended to be fur
ther strengthened by the privatization o f the great ma
jority o f State-owned industrial enterprises, while 
smaller enterprises continue to face problems in 
modernizing their operations and speeding up their 
growth.

In terms o f their competitiveness, the bigs are in 
a transitional position, and in spite o f their strength 
they are facing threats due to their structural charac
teristics, especially the fact that they are smaller than 
their international competitors and are located in sec
tors which are technologically mature and are grow
ing relatively less rapidly in the world market. The 
growth rates o f the BiGs have had difficulty in carry
ing forward the rest o f the domestic economy with 
them, so that it is hard to describe their competitive 
position as reflecting a situation of real leadership. 
Although generally speaking the performance o f the 
BiGs is successful, the rest o f the local private compa
nies are going through serious problems in most o f 
the countries o f  the region, while the new configura

tions o f the economy generated by the structural re
forms are still in a state o f flux and, in many cases, 
are strongly dependent on external variables.

The relative fragility and weak leadership capac
ity o f  the BiGs raise many doubts and give rise to 
much discussion with regard to their nature and their 
potential in relation to the economies where they op- ̂ 
erate. Most o f the studies on the effects o f the struc
tural reforms have concentrated on the macro- 
economic dimension, but few o f them have analysed 
the situation o f enterprises, and especially the BiGs, in 
this process. This om ission is paradoxical, because 
in line with the policy approach which has pre
dominated in the reforms, it might be expected that 
there would be growing interest in analysing the 
strategies and performance o f  enterprises,' since it 
was expected that these would be the main eco
nomic agent in the context arising out o f  the re
forms. Thus, the studies have not dealt with the 
determinants and forms o f the processes o f  change 
among enterprises, other than noting the positive 
role which it was (rightly) expected that the in
crease in competition would play.

This article summarizes the results o f several 
studies on the structure and dynamics o f BiGs in five 
Latin American countries (Argentina, Brazil, Chile, 
Colombia and M exico).1 These studies include indi
vidual analyses o f 46 leading companies (in Brazil, 
Chile and Colombia) and 15 industrial groups (in 
Brazil and M exico), together with aggregate analyses 
of such groups in Argentina, Brazil and M exico.2

□  Ludovico Alcorta, Martine Dirven, Jorge Katz, Joseph Ramos 
and Ana San Sebastián made valuable comments and sugges
tions which permitted the correction of various errors and incon
sistencies. This article is a summary version of chapter 1 of 
Peres (1998).
1 The country studies are given in Peres (1998). In order to avoid
repetition, whenever any of these five countries is mentioned this 
is understood to refer to the corresponding chapter in that book, 
unless otherwise stated.

2 The criteria followed in selecting the companies and groups 
studied are described in detail in the corresponding chapters of 
Peres (1998). In most cases, the criteria were based on die pos
sibility of having access to information and expert opinions on 
the importance of the companies and groups in question. The 
way the study was designed tended to concentrate attention on 
the BIGs which existed at the end of the period studied, which 
really means that the study covers the BIGs which were at least 
partly successful in adjusting to the new economic context. 
The fact that very few BiGs have gone out of business through 
bankruptcy or liquidation means that this skew is not important, 
however.
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II
The business context

Up to the early 1980s, the linkages o f the Latin 
American companies and economies with the outside 
world were determined by the conditions established 
under the econom ic order that arose after the war. 
This order was marked by heavy protectionism and 
the leading role played by the State in organizing and 
regulating econom ic growth through its promotion of 
import substitution industrialization.

In the course o f their development, the econo
mies o f  the region gradually began to display grow
ing internal and external imbalances which led to 
“stop and go” economic growth. In this context, the 
biggest local enterprises sought a form of growth 
which was in keeping with the particular conditions 
imposed on them by the macroeconomic environ
ment, the regressive income distribution, and the pre
dominant orientation o f their production towards 
relatively small domestic markets with low quality 
requirements. In particular, the relative smallness of 
the markets soon imposed a limit on their growth 
unless they diversified, and at the same time the pos
sibility o f  high rates of profitability in new sectors 
promoted by the import substitution industrialization 
policy made it extremely attractive for them to ven
ture outside their sectors o f origin.

Thus, the big enterprises used vertical integration 
and the establishment o f  conglomerates as growth 
strategies, leading to the diversification of their in
vestments into different economic sectors, including 
banking, against a background o f growing concentra
tion o f State support and economic power in their 
favour. Vertical integration enabled them to cope with 
the problems o f non-existent or incomplete markets, 
especially with regard to suppliers and subcontract
ing, which were particularly serious problems in un
der-developed countries closed to external supply. 
The incorporation of financial activities, for its part, 
enabled them to overcome problems of asymmetrical 
information and gain privileged access to credit, es
pecially long-term credit.

Vertical integration and the formation o f con
glomerates made possible the establishment o f large 
groups o f enterprises (b ig s)3 able to develop and use 
specific assets (such as specialized labour) within

their operations, reduce transaction costs, diversify 
the risks deriving from the uncertainty caused by eco
nomic instability, and provide the necessary guaran
tees when they needed financing on market terms. 
The utilization o f economies o f scale and o f  scope or 
field in respect o f  indivisible assets such as manage
ment capacity, corporate functions and specialized  
technology kept the advantages of their large scale 
alive even when markets were becoming deeper and 
their flaws were being reduced (Paredes and Sánchez,
1996).

The combination of the above elements explains 
why in Latin America, as in other late-developing 
regions, diversification has been an important strat
egy for maintaining and increasing the size o f groups 
of enterprises (Bisang, 1996). However, growth based 
on vertical integration and conglomeration eventually 
came up against the limits imposed by the size o f  the 
domestic market and led to an extremely vulnerable1 
type of diversification of investments.4

BlGs were thus the most advanced achievement 
bequeathed by import substitution industrialization in 
the area o f domestic private enterprises and, together 
with the subsidiaries of transnational corporations 
and the big State enterprises, they formed the core of 
an industrial structure oriented towards the domestic

3 The concept of “economic group” implies a set of operationally 
independent enterprises coordinated by a central body. Its activi
ties may be concentrated on a certain type of product, diversified 
throughout a production chain with vertical integration, or or
ganized in conglomerates operating in various sectors of eco
nomic activity. Very often, these forms of organization include 
financial institutions which, in some cases, are the dominant 
body in determining the common objectives. For a review of the 
theories on economic groups, see Granovetter (1994) and Bisang 
(1996).
4 In spite of its costs in terms of specialization, the formation of 
conglomerates still has a role to play in Latin America, as is 
shown by the fact that, in contrast with the trend in developed 
countries, the shares of conglomerates in the region are quoted at 
a premium over those of independent enterprises. Because of 
their lower capital costs and their greater access to the supply of 
management talent, conglomerates are considered to be in a 
better position to take advantage of new business opportunities. 
In particular, foreign investors seem to view conglomerates as 
country funds in which their diversification offers advantages in 
markets which are still of high risk (The Economist, 1997).
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market. Outside this dominant set o f enterprises, 
there was a large number o f small enterprises produc
ing goods o f  very low technological content and 
making a very limited contribution to the national 
product, their main economic contribution being the 
significant number o f  jobs they generated.

In the 1980s, the Latin American economies 
reached such levels o f  imbalances in their production 
and financial activities that they were faced with the 
need to make structural reforms, seeking new growth 
paths through new types o f linkages with the chang
ing international scene. In general, the structural re
forms tended to establish new orders marked by 
deregulation and liberalization o f markets and open
ing up o f the econom y to the exterior. Consequently, 
in these countries there were changes not only in 
the characteristics and forms o f macroeconomic op-

III
Business strut

eration but also in the production structures and the 
relations o f the various economic actors, both with 
each other and with the actors in other countries and 
the world economy as a whole.

In this context, private enterprises came to be the 
decisive actors in economic growth. Now, more than 
15 years after the beginning of the structural reforms, 
the BlGs continue to be of decisive importance in 
the economies o f the countries o f  the region. Most 
of them occupy outstanding positions in the busi
ness universe o f their countries, although the macro- 
economic and institutional context is substantially 
different from that which existed when they were 
originally formed and they are very different, in 
terms o f  their organizational structures, strategies and 
types o f performance, from those which existed in the 
early 1980s.

and dynamics

It is hard to draw general conclusions from the results 
obtained in the studies on the BlGs of the five Latin 
American countries in question, both because o f  the 
different backgrounds and forms o f evolution o f  the 
enterprises and the differences between the industries 
in which they operate, and because of the dissimilari
ties between the countries concerned with regard to 
their institutional and political evolution, size, geo
graphical location and importance in the region.

Bearing these limitations in mind, the similari
ties and differences between the conditions, evolu
tion and tendencies o f the bigs within the context o f 
the two main dimensions o f the analysis w ill be ex
plored below. In the first section, a profile o f  their 
characteristics w ill be drawn on the basis o f five vari
ables: their origin, the predominant type o f owner
ship, their relative size compared with other big 
industrial enterprises, the sectors o f  activity in which 
they operate, and the relations they have established 
between their domestic market and the international 
economy. In the second section, an analysis w ill be 
made o f  their processes o f change, which means giv
ing a schematic description o f some o f the main inter
actions between business strategies, the evolution of 
production patterns, and public policy actions, in 
which the impacts and challenges o f external open-

ness, globalization and regional integration occupy a 
leading place.

1. Profile of the big groups and enterprises

a) Origin
The BlGs which currently occupy a leading place 

in the Latin American business universe were mostly 
formed during the import substitution industrializa
tion period, although some of them go back to the 
turn o f the century, when the industrialization o f  the 
most advanced countries of the region began (Bunge 
y Born in Argentina, Alpargatas in Argentina and 
Brazil, the core of the Monterrey group in M exico, 
Bavaria in Colombia, and Compañía de Cervecerías 
Unidas in Chile, among others). Their origin or rapid 
development during the import substitution industri
alization period are particularly noteworthy in the 
case o f the largest BlGs, which already occupied by 
the late 1970s a position as important as that which 
they occupy today (for example, Votorantim in Bra
zil, ACINDAR in Argentina or Compañía de Acero del 
Pacífico in Chile), although all o f them have had to 
carry out profound restructuring processes in order to 
maintain their position.

The origin o f the main BlGs has been due funda
mentally to three rationales. The two most important
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of these have been expansion from a strong business 
base developed around natural resources (for exam
ple, Bunge y Bom  developed from the marketing of 
cereals to the food industry) and growth through di
versification in order to generate synergies from a 
basically industrial core (for example, the Monterrey 
group progressed from beer production to the produc
tion o f  glass bottles, metal sheets and corrugated 
cardboard). A  third rationale, which is less frequent, 
corresponded to cases where the conglomeration was 
promoted by groups with a fundamentally financial 
base or connected'with civil engineering or other 
services, which tended to acquire existing enterprises 
rather than creating new activities. Some outstanding 
examples o f this are the groups generated around the 
Bradesco, Bamerindus, Garantía and Itaú banks and 
the Camargo Corréa and Odebrecht construction en
terprises in Brazil, or the industrial and financial 
groups reconstituted de facto in M exico after the pri
vatization o f the commercial banking system in the 
early 1990s.3

In addition to the b ig s  which arose before and 
during the import substitution industrialization proc
ess, there are new and sometimes very powerful bigs 
which arose or developed in the course o f the structural 
reforms carried out from the 1980s onwards. These 
new organizations have arisen from the privatization 
of traditional activities (ENERSIS in Chile) or from 
dynamic processes o f conglomeration-building based 
on portfolio criteria (the Carso group in Mexico).

In the five countries studied, the top businesses 
in the second half o f  the 1990s were not always the 
same as those o f three decades earlier. The emer
gence o f new BlGs and the disappearance or with
drawal from the group o f leading enterprises o f a few  
traditional groups such as Matarazzo in Brazil, Di 
Telia in Argentina, Cruzat-Larrain and Vial in Chile 
and the Gran Colombiano group in Colombia6 show 
that the composition of this group of top enterprises 
is not rigid. This suggests that there are different ca
pacities o f reaction to economic and political changes

3 By the late 1970s important groups had been set up around the
Banco Nacional de México (BANAMEX) and the Banco de
Comercio (BANCOMER), but these disintegrated when the pri
vate banking system was nationalized in 1982.
6 There have been various different causes for the disappearance
of these groups. Matarazzo began to lose weight from the early 
1960s onwards because it could not cope with the increased com
petition with its over-diversified and excessively vertically inte
grated structure. The crisis of Di Telia came on at the end of that 
decade when it could not cope with its problems of excessive

and that there is competition between capital blocs, 
in contradiction o f the apparent “easy-going life of 
the oligopoly” which might be expected to exist in 
captive markets.

b) Type o f ownership
Both the new big s  and the traditional ones gen

erally remain under personal or family ownership 
and are structured within formal or informal eco
nomic groups, from which they organize their rela
tions o f ownership, control, financing and resource 
allocation. The main reasons for this preference for 
keeping BlGs under personal or family control would 
appear to be the greater flexibility this provides for 
decision-making in unstable contexts, the greater fa
cility for settling inheritance disputes when the 
founder dies, and the existence o f a legal framework 
which does not effectively guarantee the rights of 
minority shareholders and gives rise to some uncer
tainty about respect for contracts (The Economist, 
1997). Apart from these reasons, however, the pre
dominance of family ownership and control seems to 
be typical o f countries with levels of development 
like those o f Latin America, and this becomes clear 
when it is noted that a similar phenomenon is ob
served in the economies o f Southeast Asia (Koike, 
1993). Many BlGs continue to be closed companies, 
in the sense that their shares are not quoted on the 
stock market. Even when they are quoted, these en
terprises only place a small percentage o f their total 
equity on those markets, and the same is true o f the 
increasingly numerous enterprises which place 
American Depositary Receipts (ADRs) on the United 
States stock markets. Generally speaking, these enter
prises have been obliged to improve their provision 
o f information, and some o f them have had to dis
member parts of their conglomerates into relatively 
independent corporations, although this has not fun
damentally changed their forms of ownership and 
control,

diversification, inefficient scale, and insufficient cash flows for 
dealing with the modernization processes made necessary by 
competition (Bisang, Burachik and Katz (eds.), 1995). Cruzat- 
Larrain and Vial went bankrupt in 1983 when, because of the 
devaluation of the Chilean peso and the recession, their enter
prises could not pay off the loans that their own banks had made 
to them with funds borrowed abroad. Finally, the Gran Colotn- 
biano group came to an and when the government decided to 
nationalize its controlling body, the Banco de Colombia, in 1984 
because of some dubious transactions (Arbel&ez, 1997).
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In some countries, such as Colombia, their reluc
tance to open up the ownership o f  their equity seems 
to have impeded the possibility o f  forming strategic 
associations with foreign investors, with consequent 
negative effects with regard to the transfer o f produc
tion and management know-how. At the other ex
treme are Argentina and M exico, where the number 
o f such associations has increased markedly in the 
1990s. The results o f this have not been fully evalu
ated, but it would appear that in some cases the asso
ciations have only lasted a short time or have merely 
foreshadowed the acquisition o f  a substantial part of 
the local enterprise by the foreign partner, as in the 
case o f the purchase of Cervecería Modelo (Mexico) 
by Anheuser Busch.

c) Relative size
The question o f the size o f b i g s  and their relative 

position with respect to foreign corporations calls for 
a disaggregated study comparing what has happened 
in the five countries studied. For this purpose, infor
mation was used from three samples o f the hundred 
largest domestic and foreign industrial enterprises in 
Latin America,7 with data for 1990, 1994 and 1996, 
respectively. Each o f these samples was taken from a 
broader sample covering the 500 largest industrial 
and non-industrial enterprises o f the region, publish
ed annually by the review América Economía* As 
noted in chapter 1 o f Peres (1998), in 1996 the hundred 
largest industrial enterprises registered joint sales of 
U S$ 163.8 billion, equivalent to 29% of the sales of 
the 500 largest enterprises (US$ 568 billion). The 
economic importance o f the big enterprises is obvi
ous when it is considered that the GDP o f the region in 
that year was approximately US$ 1700 billion.9

If we aggregate the information in the sample in 
question by country and type o f ownership, we see 
that 99 o f the 100 largest industrial enterprises in the 
region are privately owned (table 1), the Corporación

7 In the samples, the definition of ownership used was based on 
the criterion of the majority shareholder at the end of the calen
dar year.
8 For some countries, especially Mexico, the sample includes 
both enterprises and groups of enterprises (holdings). As this 
procedure is not followed for all the countries, it would be 
wrong to claim that the unit of analysis in the tables in this 
article is the BIG, although a number of them (especially those 
in Mexico) are indeed included. It should also be noted that the 
enterprises included in the samples vary from year to year, de
pending on their interest in participating.

Venezolana de Guayana (c v g ) being the only State- 
owned enterprise registered. The numerical balance 
between domestic and foreign-owned private indus
trial enterprises is also noteworthy, but this conclu
sion must be subject to reservations in the light o f the 
structure of sales in the sample (table 2).

Thus, whereas domestically-owned private en
terprises accounted for 40.2% of total sales in 1996, 
the share of foreign-owned enterprises was substan
tially greater (57.3%), while the presence o f State- 
owned enterprises was very small (2.5% ).10 A  
noteworthy feature in this picture is also the large 
average size o f the enterprises concerned. In 1996, 
the average domestic enterprise in the sample had 
sales o f US$ 1345 million, while the foreign-owned 
enterprises averaged US$ 1879 million. Naturally, these 
data do not reflect the economic power of each of 
these groups. Although the size o f the domestic enter
prises may be underestimated because not all the en
terprises of the groups to which they belong are taken 
into account, the great majority of the big foreign 
firms in the region are subsidiaries o f giant world 
corporations.

At the individual country level, there are various 
different situations. Brazil and Mexico account for 
75% of the big industrial enterprises o f the region, 
with Brazil having the larger share. As regards the 
balance between domestic and foreign-owned private 
firms, the latter predominate in Brazil, w hile in 
M exico, Argentina and Colombia there are different 
degrees of relative balance between the two types of 
firms and in Chile there are only domestic large pri
vate enterprises.

In order to complete our consideration o f the 
scale o f the big Latin American industrial enterprises, 
it is worth comparing them with the big international

9 Some reservations should be made regarding the significance 
of sales as an indicator of the size of enterprises. Firstly, these 
amounts may be overvalued because of the level of the real 
exchange rate prevailing in the region. Secondly, these values 
underestimate the importance of domestic private enterprises be
cause they do not include all the economic groups in which these 
are organized. Thirdly, insofar as the sample includes holdings 
(almost all of them Mexican), there is a risk of duplication. 
Since it is not possible to estimate the sign of the negative effect 
of these three skews, the data in the tables derived from the 
samples should be viewed with caution and taken as merely 
indicative.
10 By way of comparison, it is worth noting that in 1996, among 
the 500 biggest enterprises in all sectors of activity, 276 domes
tic private enterprises accounted for 42% of sales, 161 foreign- 
owned enterprises for 29.5%, and 63 State-owned enterprises for 
28,5% (América Economía, 1997, p. 152).
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TABLE 1

Latin America: Ownership of the 100 largest 
Industrial enterprises, 1996
(Number o f enterprises)

State enterprises Domestic private enterprises Foreign enterprises Total

Brazil 0 Í7 23 40
Mexico 0 18 17 35
Argentina 0 7 8 15
Colombia 0 2 2 4
Chile 0 2 0 2
Venezuela 1 3 0 4
Total 1 49 JO 100

Source; Prepared by the authors on the basis of data given in chapter 1 of Peres, 1998.

TABLE 2
Latin America: Characteristics of the 100 largest 
industrial enterprises, by type of ownership, 1996

Type of enterprise Number of enterprises Sales (millions 
of dollars)

Average sales per 
enterprise 

(millions of dollars)

Breakdown 
of sales 

(percentages)

Domestic private 49 65 898 1 345 40,2
Foreign 50 93 953 1 879 57.3
State-owned 1 4000 4 000 2.5
Total 100 163 851 1 638 100.0

Source: Prepared by the authors on the basis of data given in chapter 1 of Peres, 1998.

corporations. On the basis o f the information on the 
500 biggest world firms given in Fortune magazine, 
w e see that the total sales o f the 100 biggest (domes
tic and foreign-owned) industrial enterprises in Latin 
America in 1996 was less than the income o f the 
world’s largest corporation (General Motors), which 
came to US$ 168.4 billion in that year.11 The biggest 
private industrial enterprise ever recorded in the re
gion was a joint venture between Ford and Volk
swagen (Autolatina) in Brazil, which was dissolved  
in 1994. Even so, this enterprise, with its annual sales 
of almost US$ 10 billion, was only in the last places 
among the biggest world-level enterprises.12 N o do

11 Information taken from the web site http:\www. pathfinder, 
comtfortune 500\5001ist.html.
12 In order to give this information its due weight it should be 
borne in mind that, as already noted, the phenomenon of con
glomeration is not fully registered in the sample, and this true
both of domestic private firms and foreign corporations which 
have large subsidiaries in a number of countries of the region. 
For both types of enterprises, consolidating all their sales would 
qualify them for inclusion among the lower levels of the world’s 
largest corporations.

mestic private industrial enterprise in Latin America 
had sales anywhere near that level in 1996.13

d) Sectors o f activity
A third feature of b ig s  which is worth stressing 

concerns the sectors o f activity in which they operate 
and their weight within them. Table 3 gives data for 
1996 on the five biggest enterprises in 19 industrial 
sectors, prepared on the basis o f the sample of the 
500 biggest enterprises given in América Economía 
and already referred to earlier.

The first thing that we see from the table is the 
economic concentration that exists in Latin American 
industry. In the 19 industrial sectors in question, the 
83 (domestic and foreign-owned) enterprises which 
qualify among the five biggest in each sector had 
sales of US$ 122 billion and provided almost 780,000 
jobs in 1996, when the gross value o f  industrial pro-

13 In 1996 there were no private non-financial enterprises among 
the seven Latin American companies figuring in the correspond
ing list (The Economist, 1997, p. 7).
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TABLE 3

Latin America: The five largest enterprises in 19 Industrial sectors, 1996

Sector/enterprisea Country Ownership b
Sales 

(millions 
of dollars)

Share of 
domestic enter

prises in sales of 
the five largest 

enterprises

Number 
of workers

Exports 
(millions 

of dollars)

Soft drinks and beer
Femsa c Mexico DP 2 558.7

100.0
35 937 55.8

Polar c Venezuela DP 1 700.0 18 000
Modelo Mexico DP 1 548.4 38 757 290.7
Brahma Brazil DP 1 541.1 4 858
Petrochemicals
Alpek Mexico DP 1 546.9

100.0
5 876

Copene Brazil DP 1 130.7 1 017
Cydsac Mexico DP 861.7 10 481 400.2
Copesul Brazil DP 594.8 743 64.9
Glass 
Vitro c Mexico DP 2 317.0

100.0
33 428 758.0

Steel
CSN Brazil DP 2 169.7

80.4
12 532 579.8

Grupo Acerero del Norte c Mexico DP 1 739.0 23 869 522.9
Ispat Mexicana Mexico F 1 650.2 4 083 639.5
Usiminas Brazil DP 1 605.8 9 210 333.4
Hylsamex c Mexico DP 1 273.5 7 623 235.0
Auto parts
Desc Mexico DP 1 576.7

76.8
18 880 582.6

Robert Bosch Brazil F 934.0 10 829 266,1
Unik Mexico DP 579.7 9 816
lochpe-Maxion Brazil DP 466.2 5 082 98.9
Grupo Industrial Saltillo c Mexico DP 465.2 10 285 102.9
Textiles
Alpargatas Argentina F 421.3

74.1
2 166

Alpargatas Santista Brazil DP 416,7 5 196 -

Grupo Synkro c Mexico DP 399,7 40.1
SSo Paulo Alpargatas Brazil DP 389.7 11 777
Agro-industries
Cargill Argentina F 1 308.0

71.2
1 800 1 066.3

Molinos Río de la Plata Argentina DP 1 215.4 4 600 373.8
Coamo Brazil DP 712,9 3 179 386.8
Nidera Argentina Argentina DP ' 674.5 840 482.6
La Plata Cereal Argentina DP 631.9 568 446.3
Cement
Cemex Mexico DP 3 488.7

69.0
20 527 125.3

Apasco Mexico F 525.5 2 607 7.9
Santa Marina Brazil F 373.1 3 018
Vencemosd Venezuela F 340.0 4 000 91.5
Cebrace Brazil F 331.6 -

Pulp and paper
Papeles y Cartones (CMPC) Chile DP 1 265.0

66.4
298.5

Kimberly-Clark Mexico F 1 198.0 8 013 70.5
Klabin Brazil DP 564.7 6 337
Aracruz Brazil DP 536.7 2 547 490.0
Machinery and equipment
Condumex Mexico DP 787.6

57.6
11 554

Asea Brown Boveri (ABB) Brazil F 477.7 3 006
Empresa Brasileira de 
Compressores (Embraco) Brazil DP 410.7 6 006
Caterpillar Brazil F 406.2 2 338
Foodstuffs
Nestlé Brazil F 3 591.8

48.1
17 150 123.0

Sabritas Mexico F 2 600.0
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TABLE 3 (concluded)

Copersucar Brazil DP 2 033.7 1 107 380.8
Bimbo Mexico DP 1 983.2 55 148
Ceval
Household appliances and 
electronics

Brazil DP 1 729.5

46.0

13 828 735.6

Multi brás Brazil DP 1 804.5 11 101 63.9
Xerox Brazil F 1 630.0 6 000 66.1
Itautec Phiico Brazil DP 929.9 4 887
Ericsson Brazil F 806.8 2 330
Mabe
Tobacco

Mexico F 772.9
39.4

13 120 30.1

La Modema Mexico DP 1 883.9 11 249 55.9
Souza Cruz (BAT) Brazil F 1 583.2 8 920
Massalin (Philip Morris) Argentina F 1 455.7 1 795'
Nobleza Piccardo (BAT) Argentina F 892.4 1 700
Cigatam
Chemicals

Mexico DP 672.4
18.4

3 446

Celanese Mexico F 1 255.9 6 791 613.5
Basf Brazil F 983.9 4 429 107.0
Grupo Irsa Mexico DP 757.4 4 472 .

Bayer Brazil F 574.3 2 555 192.5
White Martins Industriáis 
Computer and telephone 
equipment

Brazil F 542.6

14.7

4 503

IBM Brazil F 1 950.0 4 039 136.1
IBM Mexico F 1 550.0 1 258.3
Hewlett-Packard Mexico F 1 141.9 1 045 365.8
NEC do Brasile Brazil DP 905.7 2 496 .

IBM
Tyres

Argentina F 630.0
14.6

1 200

Goodyear Brazil F 835,2 212.4
Pirelli Pneus Brazil F 644.0 4 930 132.3
Bridgestone/Firestone Brazil F 617.0
Tigre
Aluminium

Brazil DP 358.6
8.1

2 642 -

CVG c Venezuela S 4 000.0 28 000 1 050.0
Alcoa Aluminio Brazil F 1 060.4 8 346
Albrá? Brazil S 518.1
Caraiba
Motor industry

Brazil DP 492.9
0.0

944

Volkswagen Brazil F 7 003.3 29 616 -

Chrysler Mexico F 6 455.4 11 066 4 948.3
General Motors Mexico F 6 345.6 91 263 4 526.5
General Motors (GMB) Brazil F 5 432.9 20 800 611.6
Fiat
Toiletry and cleaning articles

Brazil F 4 742.9
0.0

21 359 329.9

Gessy Lever Brazil F 2 748.7 9 724 41.6
Avon Brazil F 1 222.3 3 500 .

Procter & Gamble Mexico F 1 200.0
Unilever
Total

Argentina F 796.7 
122 270.5

2 800 
779 686 24 791.5

Source: Chapter 1 of Peres, 1998.
* In some sectors fewer than five enterprises are listed because there were not sufficient enterprises in the sample or because some were 

eliminated in order to avoid duplication with holding companies. The individual enterprises in the sectors are ranked according to the 
shares of domestic enterprises in the sales of the five biggest firms; when the shares are equal they are ranked according to their total sales. 

b Types of ownership; DP: domestic private; F: foreign private; S: State-owned. 
c Corresponds to a holding company; may include activities not related to the sector. 
d Property of Cemex.
c Enterprise controlled by Globopar, the holding company of OrganizafSes Globo. 
f Average weighted by the sales of the five largest firms.
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duction in the region was o f the order o f US$ 750  
billion and the level o f industrial employment was 
close to 8.5 million persons.14 Domestic firms had a 
share o f  39.8% in the sales o f this universe.

Secondly, the table shows that the sectors where 
big domestic private enterprises had a clearly pre
dominant share o f  the sales of the five biggest enter
prises (over 66% o f  the total) corresponded to 
traditional activities producing mass-consumption 
goods or basic inputs (non-alcoholic beverages and 
beer, glass, petrochemicals, steel, textiles, agro-indus
tries, cement, and pulp and paper) and to one metal 
products and machinery industry: the manufacture of  
motor vehicle parts. W hile the share o f domestic en
terprises in foodstuffs, machinery and equipment,15 
household and electronic appliances and tobacco 
products16 stands at an intermediate level (between 
30% and 66% o f  the total), they have little or no 
participation in some sectors making intensive use of  
technology and advanced marketing techniques, such 
as automobile production, the manufacture o f com
puter and telephone equipment, tyres, chemical prod
ucts, and toilet and cleaning articles.17 Although the 
privatization processes opened up some modem areas 
other than the industrial sector to the bigs -such  as 
telecommunications, where they have had to enter 
into associations with big transnational corporations 
in order to cope with the strong com petition- they do 
not have an important share in technologically ad
vanced manufacturing activities at the international 
level.18

14 This employment figure does not include micro-enterprises.
15Due fundamentally to the output of Condumex, a Mexican 
company producing electric cables.
16 It should be noted that the sale of the two biggest Mexican 
tobacco companies to foreign corporations in 1997 markedly 
reduced the share of domestic enterprises in this sector.
17 Their share of the aluminium sector is due to the high level of 
participation of two State-owned enterprises among the four 
biggest firms.
18 There are very few cases of the entry of BIGs into high-tech
nology industries, the most outstanding examples being the in
vestments of the Pulsar Group (Mexico) in biotechnology and 
some cases of participation (sometimes only transitory) by Bra
zilian groups in joint ventures for the development of computer
programmes and equipment or consumer electronic goods, gen
erally originating while the reserved markets policy was still in 
force (Itautec, Philco, Semp Toshiba, Sharp, NEC, CCE da 
Amazônia, for example). Of the 46 big enterprises analysed indi
vidually in this study, only one (Sonda, Chile) could be consid
ered as specializing in a branch of technology typical of the 
present technological revolution (production of computer pro
grammes).

The combination o f sectoral specialization in rela
tively homogeneous goods involving large econo
mies o f  scale, on the one hand, and sizes o f  
enterprises which are small compared with their main 
competitors, on the other, make the BIGs somewhat 
vulnerable in terms o f competitiveness, as we shall 
see later. Protectionism allowed some o f these sectors 
to devote themselves to the production of goods 
which were practically not tradeable, so that their 
growth was totally determined by that o f the domes
tic market. With the opening up o f the region’s 
economies, however, these sectors are facing growing 
global competition from world-level competitors who 
are smaller and smaller in number but increasingly 
powerful. As a result, the BIGs have lost the stability 
they previously enjoyed through being leaders in 
these traditional sectors and are facing the strategic 
challenge o f either growing or being absorbed by 
big global corporations.

A third element that emerges from the table is 
the concentration o f sectoral leadership in Mexican 
firms, which have the biggest sales in six o f the eight 
sectors where domestic enterprises have a share o f  
over 50% in the sales o f the five biggest firms and 
register the biggest sales in the sector.

Finally, if we combine the information from ta
ble 3 and from chapter 1 o f Peres (1998), we may 
conclude that there are BIGs where the conglomera
tion combines sectoral leadership with direct links 
with banks or other financial agents, thus further 
strengthening the advantages in terms o f access to the 
capital markets that usually go with a large scale of 
operations.19 However, the financial-industrial link
age may also offer other forms o f more open access 
to these markets, as may be seen from the case of 
highly successful groups which neither own banks 
nor belong to them, one o f  the most notable examples 
being Cementos Mexicanos (CEMEX).

e) Relations between the domestic market and the
international economy
In order to conclude our profile of the BIGs, we 

may refer to the relations they have established be
tween their domestic markets and the international 
market. As will be analysed in detail below, in 
response to the process of opening-up to external

19 In this respect, it is useful to recall the classic works of Leff 
(1976, 1978 and 1979), in which it was argued that the Latin 
American economic groups were a response to the insufficient 
development of the capital markets of the region.
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competition the b igs entered the field o f  non-tradi- 
tional exports, in addition to the various strategies 
they used to defend their domestic market segments. 
In this way, they sought to expand their outside mar
kets within their traditional regional spaces or those 
developed through integration and, in time, in the big 
markets of the industrialized countries too. Table 3 
shows that, o f the 41 domestic enterprises which be
longed in 1996 to the group o f the “top five” in 19 
industrial sectors, 37 o f  them exported part o f their 
production, although the sample does not register the 
corresponding amounts in all cases. In the sectors 
where domestic enterprises predominate, the propor
tion o f  exports in their total sales is particularly high 
in the case o f  agro-industries, pulp and paper produc
tion, steel and glass. If w e consider only the 24 do
mestic enterprises for which export data are recorded, 
the average proportion o f  exports in the 19 industrial 
sectors is 23.6%. Although this proportion is almost 
double the 13.1% they registered in 1994, it is far 
below that o f the foreign-owned enterprises in the 
sample (33.9%): a result which is strongly affected 
by the exports o f the motor vehicle manufacturers.

One group o f BlGs -usually the biggest on es-  
have internationalized their activities more fully, 
since they not only export goods but also capital, 
making direct investments abroad through the crea
tion o f new enterprises, the acquisition of existing 
firms, mergers or strategic alliances. This internation
alization takes two forms.

On the one hand, there is a regional-scope proc
ess associated with the consolidation o f trade integra
tion, such as the process displayed by the bigs 
operating in MERCOSUR or in the framework o f  the 
North American Free Trade Agreement (NAFTA). In 
the first o f these cases, noteworthy examples are the 
investments made in Argentina by the Chilean com 
panies Enersis and Compañía Manufacturera de 
Papeles y Cartones (CMPC) and Brazilian auto parts 
producers such as COFAB. In the second case, the 
most important investments have been those made by 
Vitro (M exico) in the United States.20 So far, this 
second form has been more frequent.

20 The attempts at internationalization by Latin American firms 
have had mixed results. Thus, the purchase of Anchor Glass, the 
biggest glass bottle maker in the United States, by Vitro in 1989 
ended in failure seven years later. The strategic alliances and 
joint ventures have also had varied outcomes, and it is not un
usual for them to last for only a short time and to be dissolved 
for various reasons.

On the other hand, a more complex form of in
ternationalization is that carried out by enterprises 
which set up subsidiaries in various parts of the 
world in a coordinated manner and as part o f  a com 
mon strategy. These enterprises are seeking to be
come global players, and they are strongly influenced 
in this by the forms o f competition prevailing in their 
industries: this was so in the case o f producers of 
cement, soft drinks and beer, among others. The most 
important example in the region is that o f c e m e x , 
with its investments in the United States, Spain, Cen
tral America and South America: indeed, its Mexican 
activities now come under those o f its North Ameri
can division.

The relative importance o f  these Latin American 
global enterprises, compared with other similar ven
tures which have arisen in developing countries, can 
be better appraised with the information from a 1995 
sample o f  the 50 largest transnational corporations 
originating in developing countries (see u n c t a d , 
1997).21 Among the enterprises studied, 13 were o f  
Latin American origin;22 eight were from industrial 
sectors, four from petroleum and mining, and one 
from communications media. Among the eight indus
trial enterprises, five were Mexican, two were Brazil
ian, and one was Chilean.

Among the six largest Latin America enterprises, 
only one was industrial (CEMEX). Moreover, although 
this was the second largest industrial enterprise ac
cording to the value o f  its assets abroad, it only came 
in 26th place in the ranking by total sales, since 
CEMEX’s sales were less than 10% o f those o f the 
biggest industrial group in the sample (Daewoo), 
which came to over US$ 26 billion.

This information highlights once again the speciali
zation o f Latin American enterprises in areas closely 
linked with processed natural resources, in contrast with 
the concentration o f the East Asian countries on activi
ties such as the manufacture o f electronic goods. At 
the same time, however, in spite o f the limitations o f  
this type of information it may be noted that, in terms 
of the index o f transnationalization,23 the enterprises 
of the region have a similar average (32%) to that of 
the Asian countries, excluding China,

21 The sample has limitations of coverage, so that the data from 
it should only be used indicatively.
22 Similar data for 1993 registered the presence of 17 such Latin 
American enterprises (UNCTAD, 1995).
23 The index of transnationalization is calculated as the average 
ratio o f foreign assets to total assets, o f foreign sales to total sales, 
and of employment abroad to total employment (UNCTAD, 1997).
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2. Business dynamics

The BIGS have had to face various situations of  
change in the course o f  their history. Two past events 
were particularly important: i) the introduction o f ex
plicit import substitution industrialization policies in 
the 1930s, with their consequent impact on the dy
namics o f  organizations which had arisen in the con
text o f  the agricultural or mining export model o f  
previous decades, and ii) the exhaustion o f those poli
cies and the onset o f the external debt crisis in the 
early 1980s. Today, they are going through an 
equally important period in which they are seeking to 
adjust to a less protectionist economic order, with 
strong competition in the goods and capital markets, 
in the midst o f a technological revolution which ap
pears to be speeding up still further.

The analysis o f the present adjustment may be 
organized into three levels: i) the changes in the 
shares o f  the bigs in the universe o f  big enterprises o f 
the region; ii) the changes which have been taking 
place at the industrial enterprise and plant level, and 
iii) the dynamics o f  the general strategy o f the groups 
to which these enterprises belong.

a) Changes in the shares o f  domestic enterprises in 
the universe o f  big enterprises 
The available aggregated information shows that 

the big domestic enterprises have increased in size 
but have lost relative weight in the universe o f (do
mestic and foreign-owned) large private industrial 
enterprises, subject to some reservations which will 
be explained later. This has been the result o f  the 
interaction o f two important processes which have 
taken place in Latin America as a consequence o f the 
structural reforms. The first was the privatization of  
State enterprises in the course o f the 1980s and 
1990s, which has led  to their virtual disappearance 
from the universe o f big manufacturing enterprises in 
the region. The other was the growing presence of 
subsidiaries of foreign enterprises as a result o f  de
regulation, easing o f  the rules limiting their presence 
in som e specific sectors, and the policy measures 
taken in order to attract foreign capital. In spite o f the 
active role that domestic enterprises played in the pri
vatization process and in the defence of their local 
markets and expansion o f their exports, they were not 
able to prevent the big increase in the presence of  
subsidiaries o f foreign corporations.

The increase in size may be seen from table 4, 
which shows that the domestic enterprises in the uni

verse o f the 100 largest industrial enterprises o f  Latin 
America increased their annual sales from an average 
of US$ 827 million in 1990 to US$ 1,345 million in 
1996.24 In spite o f this effort, however, they grew 
more slow ly than foreign enterprises, which in
creased their average size from US$ 1,075 million to 
US$ 1,879 million over the same period. This table 
also shows that the share .of domestic private enter
prises in the sales o f  the 100 largest industrial enter
prises went down from 45.9% to 40.2% between 
1990 and 1996, while the share o f State-owned enter
prises went down to less than one-third of its initial 
level but that o f the subsidiaries o f foreign corpora
tions grew significantly to 57.3% of the total. It must 
be borne in mind, however, that the enterprises o f a 
single industrial sector -m otor vehicle assembly- ac
counted for 30 percentage points o f  the share of  
foreign enterprises both in 1996 and in 1994 (in 1990 
they accounted for 22.1%). Thus, 8 o f the 11 percent
age points by which foreign firms increased their 
participation was due to the outstanding performance 
of that sector in the countries studied (Mortimore,
1997), and almost the whole o f this increase occurred 
between 1990 and 1994.

Leaving aside what happened in the motor indus
try, however, the information in table 4 also points to 
other elements, since it shows that much o f the de
cline in the share o f  domestic enterprises in the uni
verse o f  the 100 biggest enterprises took place as 
from 1994, while the foreign enterprises operating in 
sectors other than the motor industry increased their 
share by almost four percentage points. The 1995 
Mexican crisis and its negative impact on the other 
economies o f the region (the “tequila effect”) could 
mark a turning point in this respect.25 Not only may it 
be inferred that the lower propensity to export of the 
domestic enterprises compared with the foreign en
terprises had a more adverse effect on them in view  
of the decline in the domestic market, but also that 
the information contained in the country studies pre
sented in Peres (1998) shows the importance of the 
purchases o f  domestic firms by foreign corporations

24 In the context of slow economic growth which marked the 
period in question, this increase in size suggests that the loss of 
the static rents which they enjoyed from protection was more 
than offset by their exploitation of the wider market provided 
through trade openness.
25 In particular, the share of Mexican enterprises in the sample 
of the 100 biggest enterprises went down from 22.0% in 1994 to 
19.5% in 1996.
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TA BLE4

Latin America: Evolution of the 100
largest industrial enterprises, 1990,1994 and 1996

Enterprises 1990 1994 1996

Domestic private 52
Number of enterprises 

55 49
Foreign 40 44 50
State-owned 8 1 1
Total 100 700 100

Domestic private 43 011
Sales (millions of dollars) 

68 269 65 898
Foreign 43 009 80 991 93 953
State-owned 7 688 2 757 4000
Total 93 708 752 017 163 851

Domestic private 827
Average sales (millions of dollars) 

1 241 1 345
Foreign 1 075 1 841 1 879
State-owned 961 2 757 4 000
Total 937 7 520 7 638

Shares in the sales of the 100 largest 
industrial enterprises (%)
Domestic private 45.9 44.9 40.2
Foreign 45.9 53.3 57.3

Motor industry (22.1) (30.0) (30.2)
Others (23.8) (23.3) (27.1)

State-owned 8.2 1.8 2.5
Total 700.0 700.0 700.0

Source: Prepared by the authors on the basis of data from América Economía (1993,1996 and 1997).

as from 1995. Outstanding in this respect, in the 
countries hardest hit by the “tequila effect”, was the 
sale o f stock holdings giving total or partial control 
o f  enterprises in the food industry in Argentina and in 
the beer and tobacco products industries in Mexico.

Nevertheless, however, industrial enterprises 
have also been sold out to foreign investors in coun
tries, such as Chile, where the “tequila effect” was 
practically nil. In these cases, the foreign investors’ 
interest in occupying positions in the markets of 
those countries by purchasing existing companies 
may be due to the maturity o f the globalization po
tential o f the production sectors in question and the 
expansion o f markets as a result o f subregional inte
gration in Latin America. This is shown by the fact 
that although some purchases involved enterprises 
with production or financial problems, such as the 
Brazilian automobile parts manufacturer Metal Leve, 
many of them corresponded to successful companies 
such as the electric power holding company Enersis 
in Chile or the three main Brazilian household appli
ance manufacturers, which were acquired by big tran
snational corporations between 1995 and 1997 (The 
Economist, 1997).

b) Changes at the plant or enterprise level
At this level, the main changes have been in 

organizational, commercial and financial functions, 
the situation being more heterogeneous at the produc
tion and technological levels. Forms o f business or
ganization have tended to reduce the number of 
levels o f authority, leading to a less vertical structure, 
and have concentrated activities in business centres 
or units, markedly increasing the professional nature 
of management: a modernization process which 
has coincided in some cases with a change o f genera
tion in family-controlled businesses. Within this con
text, commercial functions and financial engineering 
continue to be the strongest areas of management.

With regard to marketing, there have been sub
stantial changes in relations with clients and suppli
ers o f services or inputs. The strengthening o f a 
client-oriented approach (or an approach oriented to
wards the consumers or users of intermediate prod
ucts) has made it possible in some cases to stand up 
to competition from imported goods. In other cases, it 
has been necessary to combine this approach with the 
importation o f finished or intermediate goods in or
der to complete the product lines offered to clients
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and distributed through strong marketing channels set 
up during the import substitution industrialization era.26

W hile the relations with clients (especially end- 
users) and suppliers o f production services have sig
nificantly improved as a result o f the efforts to keep 
domestic customer loyalty and reduce operating 
costs, relations with suppliers o f tradeable inputs pre
sent a more varied picture. The pressure from imports 
has made itself felt particularly in the replacement of 
domestic suppliers by those from abroad: a strategy 
which has been accompanied by the importation of 
finished goods for sale on the domestic market. In 
both cases, this has reduced the demand for domestic 
inputs: a phenomenon which has been matched, for 
similar reasons, by a much less highly developed do
mestic supply of capital goods. However, there have 
been extensive programmes to develop suppliers for 
some assembly industries, such as the assembly of 
computer equipment at Guadalajara (M exico), or the 
automobile parts industries at Bahia (Brazil) and Cór
doba (Argentina).

Traditional comparative advantages,27 accumu
lated capacities and macroeconomic policy seem to 
be the variables that determine the selection o f one or 
the other o f these approaches. Everything seems to 
indicate, at least in the short term, that the tendency 
towards an increase in the relative importance o f im
ports o f inputs and capital goods will predominate, 
except at times o f macroeconomic adjustment with 
recession and abrupt devaluation o f the exchange 
rate. This has led to the weakening o f  many local 
production chains and has reduced the options open 
to small and medium-sized supplier firms, as explic
itly acknowledged, for example, in the Industrial 
Policy and External Trade Programme adopted by 
M exico in 1996 (Peres, 1997).

26 This has been so in the case of automobile assembly firms 
(such as Fiat in Brazil or the Compañía Colombiana Automotriz 
(CCA) and the Sociedad de Fabricación de Automotores (SOFASA) 
in Colombia), household appliance manufacturers (such as the 
Industria Colombiana de Electrónica y Electrodomésticos 
(INCELT) in Colombia or the Compañía Tecno Industrial (CTI) in 
Chile), and even steel and petrochemicals enterprises such as 
Acerías de Colombia (Acesco) and Poliolefinas Colombianas 
(Policolsa).
27 The strength of the systems of suppliers for the big agro-food
groups in Brazil (Perdigâo and Sadia), Argentina (Moreno,
Urquia, Bunge y Bom) and Chile (Industria Azucarera Nacional 
- IANSA) shows the importance of the comparative advantages 
base for promoting non-voluntaristic supplier development pro
grammes. The limited competitiveness of the Colombian suppli
ers of barley for the Bavaria beer company shows the same thing 
in the opposite sense.

The product mix manufactured or marketed by 
firms has also changed, although not always in 
the same direction. W hile textile companies such as 
Fabricato and Coltejer in Colombia and Sao Paulo 
Alpargatas in Brazil have reduced their range of 
products, other types o f companies have expanded it, 
as in the case o f w eg  Motores, Oxiteno (chemicals) 
and USIMINAS (iron and steel) in Brazil. Although 
there have also been some cases o f expansion o f the 
product mix of some Chilean companies (m ad eco , 
for example), it would appear that the Brazilian 
companies mentioned have moved in this direction 
because o f  the size o f  their dom estic market and 
the possib ility  o f  com bining econom ies o f scale 
and scope.

Even in the cases where companies expand their 
range o f products, the tendency to subcontract with 
third parties to carry out secondary activities is a gen
eralized response to the greater competition. Some
times this subcontracting is accompanied by greater 
vertical integration o f the industrial group itself, as 
w e shall see below.

The strengthening o f  financial engineering in the 
big enterprises has allowed the BIGs to consolidate 
their access to short- and long-term international 
capital markets, their most notable operations being 
the issue o f  ADRs on the New York market. In a few  
cases, access to the capital markets has meant the 
complete opening-up o f the firm’s equity, but as al
ready noted, family control continues to predominate.

The production and technological development 
functions o f the enterprises have not generally devel
oped as much as the marketing and financial func
tions. Among the enterprises o f the three countries 
which were studied in detail, those o f Brazil show the 
greatest interest and capacity in these areas, which is 
also consistent with other indicators, such as the 
number o f ISO 9000 certifications obtained. Market 
size and the relative maturity o f the existing capaci
ties seem to be the main factors behind this better 
performance, especially with regard to product de
sign, exploitation o f brand names and quality man
agement (Bonelli, 1997), effectively supported in 
some cases by public policy.28

28 The progress made in Brazil in the area of “soft” technologies 
is generally attributed to the success of the Brazilian Quality and 
Productivity Programme applied since 1990,
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In the other countries, advances in production 
and technology are relatively less marked.29 The main 
achievements in terms o f  increases in average labour 
productivity at the sectoral level -w hich  were note
worthy in the first half o f the 1990s even after de
ducting the effect o f the econom ic cycle (Katz, 
Benavente, Crespi and Stumpo, 1997)- are mainly 
attributable to reductions in the number o f persons 
employed, as a result o f the subcontracting o f secon
dary activities; more flexible working processes, and 
the incorporation o f some elements o f new manage
ment techniques. However, the individual country 
studies show that there were also substantial invest
ments in the modernization o f the plant and equip
ment o f the big firms in som e mature import 
substitution industrialization industries, such as the 
production o f iron and steel in Argentina, sugar in 
Chile, beer in Colombia and cement in Mexico. The 
b ig s ’ abundant access to finance facilitated this re
sponse to the increased competition due to trade 
openness, in contrast with the position o f  smaller 
firms.

The different relative weights o f the various 
management functions depend on supply and demand 
factors. The crisis o f  the 1980s caused the top man
agement to centre their attention on marketing and 
finances, since the problems which they perceived to 
be most acute were the fall in sales and the inability 
of their firms to meet their financial obligations. In 
due course, this demand gave rise to a supply of 
highly qualified professionals in these areas. Matters 
of production and technology were relegated to the 
background: an approach which was often strength
ened by the importation o f capital goods requiring 
little or no adaptation, which increased considerably 
with the economic recovery o f the early 1990s.

c) Growth strategies
The changes which have taken place in the 

strategies of the b ig s  may be grouped in various 
ways, but in general they tended to be centered on the 
triad o f withdrawal, defensive and offensive strate-

29 Even in the case of Chile, the relevant chapter of Peres (1998) 
notes that although that country occupied ninth place in the 
“business management” ranking of the 48 countries listed in 
1996 in the World Competitiveness Report (IIMD, 1996), it 
dropped to 27th place when the “science and technology” factor 
was included.

gies,30 although the first two o f these imply, in the 
long term, the cessation o f  activities or loss o f control 
of the firm by its original owners. In all cases, the 
strategies could be either a reaction to outside pres
sures (reactive strategies) or they could be basically 
proactive.

The universe o f bigs displays all three of these 
types o f strategies, although, because o f their size, the 
examples o f withdrawal tend to be concentrated in 
the category involving the sale o f the whole enter
prise or a controlling interest to foreign investors, 
rather than its closure; examples o f this are the Astra 
petroleum group in Argentina, the COFAP auto parts 
firm in Brazil, and the two big cigarette manufactur
ers in Mexico: Cigarros La Tabacalera Mexicana 
(CIGATAM) and La Moderna.

Defence o f the domestic market has taken differ
ent forms, the most important ones being preventive 
investments (especially in the two biggest economies); 
the importation o f finished products for sale on the 
domestic market, taking advantage o f local distribu
tion networks; greater and more intensive orientation 
of activities towards the client (especially noteworthy 
in the food industries); the formation o f combined 
industrial and financial groups, in countries where 
this is permitted by law;31 and rent-seeking through 
access to fiscal, trade or sectoral promotion benefits. 
Although these latter benefits are less prevalent than 
in the past, they are still far from having disappeared 
completely, as shown by the examples o f the motor 
industry in Argentina, Brazil and M exico, forestry in 
Chile, or the support given to various industrial sec
tors in Colombia.

30 Naturally, defensive strategies do not make much sense in the 
long run. In the face of greater competition and ongoing techno
logical change, a defensive strategy can only be a stage on the 
way to withdrawal or to an offensive strategy. Experience also 
shows that there is no need for a preliminary defensive stage, since 
many of the biggest firms have followed an offensive strategy ever 
since the beginning of the external debt crisis. Restructuring of 
assets (mergers and acquisitions), investments abroad and closer 
links with the financial sector developed throughout the 1980s, 
although they were combined with strategies to defend the do
mestic market share when trade openness began to be applied.
31 Among the countries studied, Chite displays the lowest degree 
of formal linkages between banking and industry, because of the 
experience of the crisis of the early 1980s, although some of its 
industrial groups do have clear links with banks. Also, both in 
Chile and Brazil there is growing participation by pension funds 
(private, in the case of Chile; belonging to big State enterprises, 
in.the case of Brazil) in the equity of the biggest enterprises. 
This could open up new ways of promoting finance-based con
glomeration.
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One form of defensive strategy which has been 
used (although it involves new diversified invest
ments) is the shift from industrial activities to mod
em  non-tradeable services. The tendency to move out 
of industrial sectors is the result o f  signals coming 
from the trade openness process and macroeconomic 
policies which maintain an overvalued national cur
rency that adversely affects the profitability o f the 
tradeable goods sectors. The possibility and desirabil
ity o f investing in non-tradeable services has also 
been furthered by the deregulation of some markets 
or the privileged access that some groups have had, 
or hope to have, to the privatization o f telecommuni
cations, electricity distribution, and the infrastructure 
in general. In many cases, as seems clear in Colom
bia, this approach has led groups to use their big 
industrial enterprises as a source o f  financial re
sources for taking part in privatization operations or 
deregulated markets, while putting off or minimizing 
their investments in the modernization o f  production 
activities.

In this sense, one might wonder to what extent 
the structural reforms have done away with the rent- 
seeking behaviour o f major sectors o f  the business 
world, since although some markets for non- 
tradeable services are hotly disputed between strong 
competitors, the conditions o f  that competition and, 
hence, the final profitability o f the activities in 
question, depend on State regulations and the differ
ential access o f the competitors to the market.

Offensive strategies are more complex, and at 
least three different types may be distinguished:

i) Growth with increasing specialization around 
the basic core business, as in the case o f  some bigs 
strongly centered around the processing o f natural re
sources, such as Bunge y Bom  and Pérez Companc in 
Argentina, Klabin in Brazil or Alfa in Mexico. This 
category also includes b ig s  which have not in
creased their degree o f specialization because it was 
already very high, such as CEMEX in M exico and the 
Matte Group in Chile.

ii) Growth with moderately increased diversifi
cation, possibly combining de-verticalization at the 
level o f individual enterprises with an increase in 
vertical or horizontal integration at the level of the 
group as a whole, as a result o f participation in a 
few privatization operations, mergers, or acquisition 
of other private companies. In all cases, the basic 
criterion for engaging in this type o f operations is 
the achievement o f potential synergies. Techint and

Pescarmona in Argentina, Angelini in Chile, Suzano 
and Votorantim in Brazil, Santo Domingo (Bavaria) 
in Colombia and Pulsar in M exico are examples o f  
this type o f  moderate strategy.

iii) Growth with extreme diversification, largely 
as a result o f participation in numerous privatization 
operations. These cases, which give rise to true con
glomerates without any clear production, commercial 
or even financial synergies, are often due to the adop
tion o f portfolio-based criteria. The m ost notable ex
amples are the Sociedad Comercial del Plata (energy, 
construction, services) in Argentina, Vicunha (textiles, 
iron and steel, mining) in Brazil, and Carso (tele
phone services, electric cables, tyres, restaurants) in 
Mexico. These conglomerates cover extremely dis
similar activities and their great relatively recent de
velopment is based on close links with the international 
capital market, the main domestic banks, and the 
decision-making circles at the political level o f priva
tization operations. Naturally, the expected gains and 
the financial risks are both high.

In each particular case, the strategies adopted de
pend on a complex set o f factors. The sectoral factor 
is generally important at three levels: i) the different 
competitiveness o f  each sector and hence its capacity 
to compete with imports in a context o f  trade open
ness; ii) its different degree o f maturity, due to its 
particular learning curve and degree o f progress; and
iii) the relevant promotional policy packages, which, 
although often not openly acknowledged, have been 
important in almost all countries (petrochemicals in 
Argentina, forestry in Chile, and the motor industry 
in M exico and Brazil are some notable examples). 
The sectoral factor alone is not sufficient to explain 
the business strategy adopted, however, as is shown 
by the studies o f pairs o f  BlGs located in the same 
sectors in Brazil (Peres, 1998).

Thus, the iron and steel groups (Gerdau and 
Belgo-Mineira) took different approaches to buy-outs 
and privatization operations. Although Klabin and 
Suzano compete in the pulp and paper market, the 
former sought to specialize, while the latter showed 
more interest in moderate diversification. Finally, 
there could hardly be a greater contrast than in the 
case o f  the textile groups, since whereas Alpargatas 
took a basically defensive strategy, Vicunha (which 
was based on very strong financial support) ended up 
as a major participant in the Companhia Siderúrgica 
Nacional and in the mining giant Companhia do Vale 
do Rio Doce.
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The caution or boldness of the business leader
ship, though difficult to define, are important factors 
in explaining the final adoption o f a strategy. These 
differences in management styles, which are rela
tively independent o f  the systemic determinants, 
would also explain the different preferences o f  the 
groups with regard to privatization operations, rang
ing from little or no participation to an overwhelming 
presence both in the home country and abroad. Natu
rally, the style o f management and the quest for eco
nomic power are often inseparable in operational 
terms. Beyond these differences, however, an ele
ment which is shared by the different strategic op
tions is the growing weight o f the external market, 
whether in exports or in imports, and whether it is a

IV
Challenges and

The current profile o f the BlGs is itself a proof that a 
significant number o f them have made a positive shift 
within the framework o f the structural changes that 
have taken place over the last decade. The results are 
still limited and changing, however, because this 
class o f enterprises, together with the sectors and the 
economies in which they operate, are still in a state of 
change, subject as they are to internal tensions and 
the pressure o f  international competition.

The present situation o f  the big s  reflects suc
cesses in consolidating their growth paths, success
fully coping with the dynamics of the industries in 
which they operate, and taking advantage o f the sup
port offered by public policies. However, they are 
faced with challenges due to the limits imposed by 
their sectoral specialization and the contradictory sig
nals emerging from the interaction o f  the structural 
reforms and the macroeconomic policies which have 
accompanied them.

1. The limits of sectoral specialization

In the long term, the continued presence o f bigs in 
product lines that are not drawing closer to those reg
istering high growth rates in the world market sug
gests that they may eventually run out o f further 
growth possibilities. Although in the short term some 
traditional product lines have registered strong

question o f  receiving or o f  making foreign invest
ments.

In short, the growth o f the successful bigs has 
not been merely the result o f repeating a tried recipe. 
On the contrary, in order to develop in the product 
lines in which they already had experience they have 
had to make big changes in their organization, mar
keting techniques and finances, as w ell as invest
ments in new plants and modem equipment. Even so, 
some o f the elements analysed in the following sec
tion suggest that staying within their traditional prod
uct lines may restrict their long-term grjowth, so that 
in the future they will probably have to face up to the 
need to shift their growth paths towards more dy
namic sectors.

policy responses

growth which has served as the basis for the growth 
strategies o f  such enterprises, this has been influ
enced by elements which may not always favour their 
growth in the long term,32 if  the most dynamic inter
national trade flows continue to be concentrated in 
the products o f the electronics and advanced engi
neering industries and natural resources continue to 
lose ground (Mortimore, 1995).33

The expansion o f b ig s  through their traditional 
product lines regularly leads us to discover that, in 
order to keep up their growth, they must expand their 
markets abroad. In order to do this, they must con
front big transnational corporations which are not 
only competing in the same world markets but are 
also trying to take over the domestic markets o f  the

32 As shown by the vegetable oils, forestry, fishery, mining and 
other industries, the increased output of these goods has been 
based mainly on strong expansion of their production frontier 
through investments in physical facilities and know-how. There 
are no generally accepted forecasts, however, regarding the 
possibility of maintaining in the long term the growth rate that 
this frontier has displayed in recent decades, even if demand 
for such goods continues to grow,
33 Although it could be argued that it is not possible to draw a 
distinction between good and bad types of sectoral specializa
tion, differences in the income-elasticity of world demand, 
returns to scale and learning paths make it doubtful whether all 
sectors are equally good for the long-term growth of an econ
omy. See, in this respect, Cohen and Zysman (1987).
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b ig s . They are therefore faced with the following  
dilemma: whether to make changes in their strategies, 
forms of organization and production, finance, mar
keting and world market position in order to take on 
the global competition, or whether, on the contrary, to 
try to improve their current position in order to in
crease the value o f  their enterprises so as to sell them 
to their foreign competitors for the best possible 
price, taking advantage o f  the possible temporary 
over-valuation o f their countries* national currency.

The first o f these options requires extraordinary 
financial, technological and marketing resources, 
whereas the second option is increasingly frequent in 
the region, giving rise to growing foreign takeovers 
of the most dynamic segments o f local industry.34 The 
relatively small size o f the b ig s  compared with the 
world leaders and even with similar enterprises o f 
some East Asian countries makes them an easy prey 
for hostile takeovers once their national or regional 
markets become attractive.

The option o f selling the company opens up a 
series o f opposing alternatives for the owners o f the 
big Latin American companies. On the one hand, the 
sale may convert them into mere portfolio investors, 
but on the other, the liquid capital thus obtained may 
help them to m ove into new areas of investment. 
These moves follow  two different rationales. In some 
cases, as already noted, the money obtained is in
vested in the production o f non-tradeable goods and 
services (public utilities, privatized firms enjoying 
special protection regimes, etc.), in the expectation of 
preserving niches protected from foreign competi
tion. On the other hand, however -particularly when 
the vendor possesses other enterprises with “specific 
secondary assets”-  this may lay the foundations for a 
new long-term expansion path.35

34 Although foreign takeovers are not a problem in themselves, 
they make it more difficult to apply policies based on consensus- 
seeking between the public and private actors, as is increasingly 
the practice in Latin American countries (Peres, 1997). Accep
tance of the explicit participation of external agents in the de
sign and implementation of public policies would mean major 
changes in the political and cultural framework of most of the 
countries of the region.
35 An example of this is the Pulsar group in Mexico, which sold 
its tobacco company La Modema to the British-American 
Tobacco Company (BAT) for US$ 1.7 billion in order to obtain 
resources to strengthen its biotechnology seed company, which 
is only small but is a world leader in its sector and will, it is 
hoped, be the basis for the group’s development in the areas of 
agro-industry and forestry.

2. The impact of the structural reforms

The structural reforms sought to create a new pattern 
of competition, more open to the exterior and with 
less State intervention. In general, after a first period 
of relative moderation and gradualism, they became 
more intensive and even, in some countries, quite 
radical. In this context, the b ig s , which had been the 
great beneficiaries o f the import substitution industri
alization model, were seen in theory as obstacles to 
the establishment o f a system of free competition, in 
view of their domination o f important oligopolistic 
markets. In actual fact, however, the form taken by 
the structural reforms and explicit promotion meas
ures gave rise to an economic order which was highly 
favourable to the development o f the b ig s .

In addition to direct support through fiscal subsi
dies for some o f the activities in question, four types 
o f policies played an important role in this respect:

i) Privileged access to the main privatization op
erations, which were hardly ever carried out under 
free market conditions. In particular, the bodies re
sponsible for the privatization were allowed to select 
the future groups that would control the privatized 
enterprises and to embody highly discriminatory con
ditions o f access and future operation in the tendering 
rules. Indeed, there are indications that in some cases 
members of the privatization bodies or even of higher 
political levels were actors and beneficiaries in the 
tendering process.

ii) The international trade negotiations for the 
formation o f free trade areas, as was perfectly desir
able, gave the private sector an important role in par
ticipating in or advising on the definition of  
production sectors or policy practices which were 
particularly sensitive matters for each country, where 
greater openness could represent either a threat or an 
opportunity. However, the natural heterogeneity of 
the private sector meant that this participation was 
controlled in effect by the BlGs or the chambers of 
industry in which the BlGs played a decisive role.

iii) The implementation o f the legislation de
signed to strengthen free competition through de
regulation tended to maintain the status quo as 
regards the concentration o f the various industrial 
branches, on the perfectly correct grounds that in 
open economies market power is not determined by 
the existence o f a concentrated industrial structure. 
The view that the right thing to do was to avoid any 
actions militating against competition rather than to
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obviate concentrated structures was functional in 
maintaining the bigs’ shares in their key markets.

iv) Some promotional programmes aimed at 
non-industrial sectors also had a positive impact on 
the bigs, especially in M exico, where the demand 
generated by big highway and housing construction 
projects aided civil engineering enterprises such as 
ICA and producers of cement and flat glass (CEMEX 
and Vitro), which were important components in the 
main Mexican groups. The greater economic weight 
achieved by the big civil engineering and heavy engi
neering enterprises (empreiteiras) in Brazil was also 
due to this rationale.

In short, the new economic order operated in 
such a way that although the bigs were oligopolies 
which had mostly arisen in the conditions o f protec
tion established under the import substitution indus
trialization process, it was nevertheless highly 
functional for their growth.

The studies included in Peres (1998) show that 
these groups have indeed been able to process the 
signals given by the new economic order in an effec
tive manner. However, some incoherencies in those 
signals have hindered the materialization of the re
sults which were expected from an export-led form of  
development which could link up efficiently with the 
rest of the industrial structure, and not just the lead
ers.

On the one hand, external openness has meant 
macroeconomic policies determined by the availabil
ity o f  the short-term international capital which is a 
key factor in financing the deficit that accompanies 
such openness. In this context, the free movement of 
capital and the over-valuation of the local currencies 
caused by the high real interest rates in dollars, the 
contraction in public expenditure and the contain
ment o f  real wages are the “anchors” o f the macroe
conomic balances, especially price stability.

The result of this is that the signals emitted by 
the macroeconomic environment are contradictory, 
because although there is stability in the short term, 
the conditions in which this stability is achieved give 
rise to uncertainty, financial speculation and an in
crease in the expectations of future instability.36 Thus,

36 A further factor which complicates this situation is that some 
of the key factors governing short-term capital flows are not 
under the control of national governments, as was shown by the 
crises in Mexico (1994) and Thailand (1997).

the key variables o f macroeconomic policy tend to 
weaken what should be the core o f a new growth 
model: efficient international linkages through ex
ports, especially of products with growing local 
added value. The ambiguous and confused signals 
transmitted by the main macroeconomic variables fa
vour and continually increase the emphasis placed by 
enterprises on short-term considerations, which is un
favourable for a really sound restructuring process 
and for long-term competitiveness.

At the same time, the signals emitted by the 
structural reforms were insufficient. As noted earlier, 
these reforms -in  spite o f the importance they as
signed to competition among the private actors- did 
not take due account o f the actual problems of enter
prises. On the contrary, the reform strategies made 
the structure of relative prices determined in free 
markets the key variable for giving the economic 
agents the information they needed in order to take 
their consumption and production decisions and, 
hence, ensuring that the economy would follow a 
path o f sustained growth.

In these strategies, no attention was given to the 
design o f policies to facilitate changes by entrepre
neurs in response to the reforms. On the contrary, it 
was considered that the State should facilitate faster 
and more radical business adjustments by refraining 
from direct intervention and allowing the application 
of what was known at the time as “shock therapy”, 
which was supposed to minimize the costs o f change 
and establish suitable conditions for enterprises to 
promote sounder growth o f  the economy on the basis 
of the market rationale.

The failure to take account o f the differences be
tween individual enterprises and the many factors de
termining their behaviour suggests that the reforms 
were implicitly based on the idea o f a form of compe
tition determined by the relative power o f the enter
prises concerned, in which the biggest enterprises 
would in principle be in a privileged position to adapt 
to the macroeconomic and sectoral changes. Conse
quently, it may be asserted that an important compo
nent in the reforms was an ideological discourse (in 
the positive sense o f the term) aimed at promoting the 
restructuring of the bigs and their assumption o f a 
new but still predominant position in the new na
tional and international conditions.

In keeping with this approach, the first stage of 
the reforms generally rejected active industrial poli
cies and any financial, technological or organiza
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tional strategy aimed at systematically promoting the 
restructuring and re-articulation o f the various seg
ments and sectors o f activity towards a new type of 
organization o f production capable o f generating a 
dynamic o f systemic competitiveness. In the second 
stage, in the m id-1990s, there has been a marked re
covery o f interest by the governments o f the region in 
developing industrial competitiveness policies, al
though their political w ill and capacity for action in 
this respect are still weak (Peres, 1997). All this has 
limited the attempts to create business strategies that 
seek new paths for the expansion of production.

3. The issues In the policy debate

Together, the contradictory conditions within which 
the changes in the enterprises interact with the “selec
tion environments” formed by the production patterns 
and the public policy contexts mean that the proc
esses o f change are taking place in an unstable man
ner, even for the successful bigs, and involve costs, 
risks and delays for the economies where they oper
ate. This is because these processes are not helping to 
generate a new economic fabric which is clearly vi
able in the long term. Everything suggests that it is 
necessary to reconsider some elements o f the funda
mental conception o f the structural reforms if  it is 
desired to achieve the progressive linking up of 
changes in enterprises, in the production pattern and 
in public policies in order to follow an efficient de
velopment path under the new international condi
tions. In this context, there are four policy areas 
which merit special attention, since they w ill form 
part o f the future debate in the region:

i) The linkages between the financial and indus
trial sectors are the first area of unsolved problems, in 
spite of the different solutions that have been tried, 
ranging from de facto recognition o f the operation 
of financial-industrial groups to the total separation 
of these two sectors for reasons of banking safety 
and prudence. In the first case, however, it has not 
been possible to obviate opportunistic or downright 
corrupt behaviour, with its consequent costs in terms 
of public confidence and expenditure, while in the 
second case there are obvious difficulties in inducing 
the banking system to progress in the financing of 
production activities related with the development 
of new sectors and technologies.

ii) The relative size o f the BlGs is a second area 
of unsolved problems. Although, on the one hand,

large size and growth may endanger free competition 
and increase structural heterogeneity, on the other 
hand most o f  the bigs are too small by international 
standards to have much chance o f succeeding against 
the great world-level oligopolistic industries. More
over, this relatively small size has made them vulner
able to buy-outs by foreign investors from both inside 
and outside the region. Although this might not be 
very important or might even be positive in terms of 
the growth and technical progress o f the enterprises, 
it raises problems when trying to design concerted 
policies, because o f the difficulty o f openly including 
outside agents in the processes of negotiation and im
plementation of domestic policies, to say nothing of 
the strictly political dimension o f the loss o f national 
control over still more leading agents o f develop
ment.

iii) We have seen throughout this article that 
openness, trade integration, accumulated capacities 
and the sectoral dimension are the main determinants 
of business strategies. With regard to the first two 
elements, the countries o f  the region have already 
adopted clear and in some cases irreversible posi
tions, although some important decisions regarding 
timing and tempos are still outstanding. There is still 
a lack o f  decision at the sectoral level, however, and 
there is a lack o f  will to commit the necessary re
sources for the formation o f competitive capacity. 
The lack o f decision on how to act at the sectoral 
level in a context o f markedly reduced protection 
may persist for a long time, and it may be that only 
isolated actions will be taken to meet needs associ
ated with competition for foreign investments, the 
rescue o f some sectors which are in crisis and, in the 
biggest countries, efforts to deconcentrate economic 
activity. However, there is no reason or valid excuse 
not to advance in the implementation o f the many 
competitiveness policies designed in recent times in 
the region (Peres, 1997).

iv) Increasing the linkages o f the bigs  with the 
rest o f  the enterprises is perhaps the most important 
problem to be solved in order to ensure stable long
term development. Although the progress made has 
been only modest and there are even some cases of 
serious setbacks, the tendency towards the delinking 
of secondary activities w ill continue to be strongly 
pursued in the process o f seeking greater competi
tiveness. The first reaction has been to use imports as 
a source o f inputs and capital goods, but the pursuit 
of competitive advantages may cause attention to be
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directed to the possible comparative advantages of 
domestic small and medium-sized enterprises as sup
pliers of parts, components and services for produc
tion activities. The same political will that could 
boost the implementation o f  the competitiveness poli
cies referred to earlier is very necessary in this area 
too. However, this political w ill is subject to the lim
its imposed by the specialization of the b ig s  in sec
tors processing natural resources, where it is difficult 
to develop such long subcontracting chains -that is to 
say, chains with as many levels o f small and medium

sized subcontractors- as those which exist in the as
sembly industries (for example, the consumer elec
tronics, clothing or motor industries).37

Advancing in these policy aspects w ill require 
major efforts in terms o f studies and proposals. The 
country studies which served as the basis for this ar
ticle provide abundant material for reflection and for 
the design of action proposals designed to integrate 
the macroeconomic, sectoral and microeconomic fac
tors that affect the business world in Latin America,

(Original: Spanish)
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Between political control
and efficiency gains:

the evolution of agrarian
property rights in Mexico

As a product of the Mexican revolution, the ejido was originally 

organized as an institution with the multiple aims of achieving 

political control over the peasantry, representing peasants in their 

relations with the State, and assisting production by smallholders. 

These multiple objectives, which were initially consistent and 

supported a successful phase of growth and improved welfare, 

became increasingly contradictory, precipitating a major crisis in 

both production and rural welfare. By 1992, when Article 27 of 

the 1917 Constitution was reformed, the ejido was characterized 

by strong State intervention in the internal life of the ejido, 

including its decision-making mechanisms, the conditions for 

access to public resources, and the management of rural wel

fare. It was this very decay of the ejido system in a global 

context of political and economic liberalization that induced 

the profound reforms initiated under President Salinas, which 

include a redefinition of the relations between the State and 

households in the ejido sector, a change in the public institu

tions serving the sector, a reform of the legal framework that 

regulates access to land, and a modification in the instruments 

of agricultural policy. This article describes the initial impact 

of these reforms on the ejido sector.
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I

The peasantry considered legally as minors: 
the conflict of rights, 1910-1940 1

The social pact which guaranteed stability and peace 
in the countryside for much o f the second half o f  this 
century and made it possible to institutionalize the 
conflicts which had arisen culminated its develop
ment during the regime of President Cárdenas,2 
which came after 25 years o f armed revolution, in the 
course o f which the peasant revolt was militarily de
feated, its political programme and social demands 
were incorporated into the constitutional framework 
o f the new regime, its leaders were subjected to re
pression or were integrated into the political system, 
the other powers challenging State hegemony in the 
rural sector -th e big landowners and the clergy- were 
politically split up, and the new institutional system  
was consolidated on the basis o f corporative comple
mentarity between the State agencies and the national 
farmers’ organizations.

The basic provisions incorporated in article 27 of 
the Constitution were drafted in line with the views 
of a wide-ranging intellectual movement which exer
cised a great deal o f influence over the vision o f the 
new political regime and had already begun to ex
press itself in the final days o f the Porfirio Díaz 
dictatorship.3 One o f the central points o f this move
ment was its challenge to the conservative role 
played by the hacienda.4 The reform of land distribu
tion was view ed mainly as a policy for modern
ization, with the main task o f removing constraints 
preventing the development o f capitalism and the 
strengthening o f the domestic market. It was there
fore considered that land distribution reform would

□  This article corresponds to a paper prepared for presentation 
at the 23rd International Conference of Agricultural Economists, 
Sacramento, California, August 1997.
1 This section is based on Gordillo (1988b).
2 President Lázaro Cárdenas governed Mexico from 1934 to 
1940. For a thorough account of that period, see Cordova, 1973.
3 This intellectual movement has been analysed by Krauze, 
1971, and Córdova, 1973. One of the main representatives of 
this movement was Andrés Molina Enriquez.
4 For the main arguments on the conservative role of the hacien
das in Mexico, see Orozco, 1895.

of itself create a social class capable o f attaining the 
golden prize o f modernity: the entrepreneurial farmer.

Perhaps the most important aspect o f the views of 
this intellectual movement was the emphasis placed on 
the role of the State as the social actor par excellence, 
both for politically reorganizing Mexican society and 
for promoting its economic development. Article 27 
of the Constitution which emerged from the 1917 
Constituent Congress established the State as the 
creator o f property -thus going against the conven
tional doctrine o f natural la w - in the sense that it laid 
down that the rights o f ownership o f land and water 
belong originally to the Nation, which “has had and 
has the right o f transferring their control to private 
individuals, thus giving rise to private property”, and 
that “the nation shall always have the right to impose 
on private property restrictions in the public interest”.

Even though the Constitution provides that the 
State is at all times the representative of the Nation, 
in practice by setting up a presidential regime it trans
ferred to the Executive the representation o f the na
tion and thus the role of creator o f private property.

Article 27 recognized three forms o f rural prop
erty ownership: small private property, communal 
property and ejido property, with differential treat
ment for ejido and communal property. Rightly not
ing the damage caused during the period o f liberal 
reform in the latter half o f the nineteenth century to 
the indigenous communities by the application o f the 
concept that all citizens have equal legal capacity, it 
attempted to indemnify them by providing that all 
matters relating to land distribution or restitution or 
the settlement of disputes with the indigenous peo
ples should be solved in administrative courts and not 
the conventional judicial courts “so that they could 
act at their discretion, appraising the special circum
stances that might arise as a result o f the lack of 
capacity o f the indigenous peoples. Otherwise, the 
administrative courts, which are administrative be
cause they have to have discretionary powers, would 
be reduced by one or other legal means to becoming 
courts of law in the strict sense of the term, making
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them useless [for the purpose of land distribution]. It 
may be said that under those conditions no land allo
cation or restitution can take place because it will be 
blocked and defeated by the skill and the resources of 
the landowner” (García Trevino, 1956, p. 51). Fur
thermore, in order that there should be no doubt on 
this differential treatment between the ejido and the 
community on the one side and private property on 
the other, Andres Molina Enriquez, the father of 
Mexican agrarian reform, argued several years later 
that “the distinguished members of the Queretaro 
Constituent Assembly bore in mind that both the 
communities themselves, in order to challenge the 
large landowners, and the labourers, in order to chal
lenge the industrial entrepreneurs, were in such an 
inferior condition that it was indispensable for the 
government to act on their behalf in order to balance 
the forces on both sides and ensure full justice, play
ing the same role in both cases as a public prosecutor 
or state attorney in all matters in which minors are 
parties to the dispute”.5 This creates a “tutelage” rela
tionship between the State and the peasants, who are 
considered to have a similar legal status to children or 
minors.

Without challenging the basic principle underly
ing the constitutional rules referring to the tutelage 
role of the State in respect o f the peasants, the 
Cardenista school of thought introduced two major 
changes into government policy: the role of agrarian 
reform as an instrument of social stability, and the 
role of the ejido as a permanent institution. This 
policy was based on two assumptions: that it was no 
longer possible to delay resolving the basic demand 
of the peasant movement -namely, access to land- 
because of the risk that the mass movement might 
spill over beyond the institutional framework,6 and 
secondly, that the ejido must become the hub of 
government rural policy.7

The ejido, which until then had been seen as an 
instrument for containing the demands of the peasant 
masses, took on new features (which were to be 
maintained until 1991),8 as the result o f a two-fold

5 Cited in Cdrdova, 1974, pp. 339-340.
6 Indeed, many regional peasant leagues were accusing the new 
governing elite of betraying the m ain goals of the M exican revo
lution.
7 Castillo, 1956, pp. 5-164, provides a pioneering interpretation 
o f the problem  o f the M exican ejido.
8 The constitutional reform of article 27 and the New Agrarian 
Law were passed through Congress and prom ulgated between
Novem ber 1991 and February 1992 under President Salinas.

linkage: between the ejido and the State (and more 
particularly with government agencies), and between 
the ejido and its members, the ejidatarios, who are the 
partners in that production unit.

For the Cárdenas regime, the ejido was required 
to play a two-fold economic task: to supply cheap 
food and raw materials, and to boost the domestic 
market through the demand generated by the land
owning peasants themselves. But for Cardenism 
these economic functions could only be properly per
formed if the ejido was linked to the government 
agencies. Consequently, a wide-ranging multi-tiered 
pyramidal arrangement was set up, linking the ejido 
through its management -the ejido Executive Com
mittees and the Supervisory Council-9 with agrarian 
leagues and through them to the national-level Con
federación Nacional Campesina (CNC) (National 
Peasant Confederation).

Even though the final phase of this organiza
tional process culminated with a Presidential decree 
setting up the CN C and making it compulsory for all 
ejido members to belong to this organization, it 
would nevertheless be wrong to attribute its forma
tion exclusively to a government decision. Before the 
foundation of the CNC there was a long period of 
peasant protests and organizational experiments on a 
regional basis which frequently led to the formation 
of state agrarian leagues and supraregional peasant 
representation bodies, such as the Liga Nacional 
Campesina (National Peasant League) ruled by 
Ursulo Galván from Veracruz in the early 1930s. 
Consequently, in the formation of the CNC the pres
sure from below stemming from the peasant protests 
converged with the central government’s decision 
to consolidate its hegemony in the rural sector.

State tutelage over the peasants was not ex
hausted with the formation of the CNC, however. On 
the contrary, that body was only one of a number of 
institutions set up or strengthened during the Cárde
nas regime with the express intention of supporting 
the development of the ejido and guaranteeing State 
hegemony. The agrarian law reforms in 1934 and 
1935 gave the Agrarian Reform Department (Depar
tamento de Asuntos Agrarios y Colonización) an 
enormous range of discretionary powers to protect 
and supervise the development of the ejidos and the 
communities, and above all to regulate access to the 
land. The formation of collective ejidos in the

9 These issues are discussed at length in Gordillo, 1998b.
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irrigated areas that had been expropriated from the 
large estate owners gave rise to a number of govern
ment rural development agencies, of which the most 
important was the Banco Nacional de Crédito Ejidal 
(the National Ejido Credit Bank). Although these in
stitutions were very frequently referred to as being 
created to support and serve the ejido until it was 
wholly sustainable, both in practice and in the eyes 
and intentions of the political managers of these 
bodies the aim was to maintain permanent govern
mental intervention in the production, regulation and 
supply of agricultural output, particularly of the 
staple commodities.

Among all these institutions linked to the coun
tryside, an initial division of labour very quickly took 
place: the CNC was responsible for channelling the 
peasant demands, particularly for land allocation, 
while the government agencies were responsible for 
regulating and settling those demands, particularly 
those relating to the organization of ejido production.

As already noted, the policies which eventually 
fashioned Mexican agrarian law therefore shared two 
ideas: that the State must protect the interests of the 
peasants as a  means of guaranteeing social equilib
rium, and that this protection or tutelage should be 
only temporary.

The solution to the dilemma raised by the prac
tice of treating the peasantry as legal minors, which 
became necessary at the end of the 1940s when the 
institutionalization of the Mexican Revolution took 
place, was a hybrid formula first set out in the Bill 
tabled by President Calles in 1925, but whose most 
clear-sighted exponent was a former member of the 
Zapata army. It may be summarized as a combination 
of common property with private appropriation (usus 
fructus).10 The argument of the Zapatista Soto y 
Gama was as follows: “Property belongs in common 
to the community. Why? Because it is the community 
which is entitled to dispose of a plot of land when, 
for example, the ejido member dies. Why? Because 
the community has the right to impose regulations on 
this ownership, or rather on its use. Usufruct is there
fore private, because the plot is given so that all of its 
products can be enjoyed, the whole of its harvest, by 
the person receiving it. But is this private property 
viewed under Roman law, property typical of the 
capitalist? Obviously not. Can he dispose of that plot 
of land? No. Can he mortgage it? No. Neither can he

10 This expression comes from Córdova, 1974, p. 339.

alienate it or break it up. In other words he does not 
possess the third of the characteristic rights of the full 
notion of ownership: he has right of use, right to the 
fruits, right to usufruct or beneficial use (usus fruc
tus) but no more than that. He does not have the right 
to dispose or misuse. He receives the land as a social 
function but does not have the right to abuse it. And 
the worst abuse that one can inflict on the land is not 
to work it” (Cordova, 1974, pp. 339-340).

The more moderate school of thought retained 
the ideal of private property as the final outcome of 
the ejido, and in order to make this happen some of 
the land allotted to the ejidos was split up into par
cels, which originally should have not more than 
twenty hectares. In keeping with the ideas of the 
more radical school, an important role continued to 
be assigned to communal traditions, and thus a key 
component of each ejido was to be its communal 
area. Most importantly, however, the strategic vision 
that finally prevailed in the next three decades was 
the moderate one which saw agrarian reform and the 
ejido system basically as a political mechanism to 
ensure stability in the countryside. The role of the 
ejido as a production unit was completely neglected, 
and the function of supplying food was to be given to 
private agriculture.

However, this hybrid formula bears within it a 
two-fold contradiction which was to emerge con
stantly and which to a very large extent has created 
the conditions for today’s peasant unrest. On the one 
hand, there is a contradiction with regard to the right 
of ownership which may be described in the follow
ing terms: the right to private enjoyment may mean 
-and  this is what it has in fact meant- a growing 
erosion of common ownership to the extent that it 
gives certain members of the ejido community 
greater access to the economic and political resources 
which enable them to develop private capital accu
mulation processes. But in the same way the right to 
common ownership may mean -and  has meant in 
reality- that private enjoyment may be prevented due 
to social inertia which immobilizes the production 
potential of all the commonly owned land."

Furthermore, there is a second contradiction be
tween the right of ownership and the right of farmers 
to organize themselves (Castillo, 1956). In the final

11 This contradiction regarding common lands is worthy of spe
cial attention because 67% o f all the land distributed to the 
ejidos is com m on land. See de Janvry, Gordillo and Sadoulet, 
1997.
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analysis, the legal ownership of the land is deposited 
in the State as the representative of the nation. But in 
the presidential system it is deposited in the Presi
dent. This is further strengthened by a wide range of 
government agencies which intervene in the ejido 
production cycle, To the extent that this has weak
ened the ejido as a  body of representation, it has mu
tilated or eroded the capacities of the rural 
communities to organize themselves to protect their 
own interests.

Both these contradictions have affected the inter
nal operation of the ejido and particularly what we 
might call its polyarchic system. From the very be
ginning, two joint decision-making bodies were es
tablished: the Ejido Executive Committee, made up 
of a president, a secretary, a treasurer and three com
mittee members, together with a Supervisory Council 
also made up of six people, but also the Ejido 
General Assembly, which was to meet at least once a 
month in order to define the general policies of the 
ejido and resolve internal disputes. The democratic 
principle of minorities and majorities was established 
and (until the statutory reforms in 1983) the Supervi
sory Council was automatically made up of candi
dates from the electoral list which came second in the 
Ejido Executive Committee elections. Direct and uni
versal suffrage was instituted, so that the elections to 
appoint the leadership were based on a list o f ejido

members with full rights (the electoral register) and 
the voting was direct, secret and personal. Rules of 
procedure were also drawn up to codify the proce
dures to be followed in decision-making and imple
mentation and in the application of penalties, the 
sharing of profits, etc. The ejido leaders could stand 
for re-election, but they must receive the votes of 
three-quarters of the ejido members in order to be 
elected for a second term immediately following their 
period of office.

All these rights and powers which enabled the 
ejido members to organize themselves freely, making 
the ejido an organ which directly represented the 
peasants, were severely distorted by the dual contra
diction embedded in the hybrid formula that was 
finally imposed, however.

To put it another way, as a body representing the 
peasants, the ejido is bound to be in a permanent state 
of tension with the ejido’s quality of also being a 
State apparatus. This inevitable tension was ex
pressed in the elective structure which determined the 
way in which the conflicts and struggles in the coun
tryside were to be expressed.12 As a result o f these 
struggles, the role of the ejido was strengthened both 
as an organ representing the peasants and as a State 
apparatus, but neither of these two aspects disap
peared completely until the 1991 changes in article 
27 of the Constitution.

II
Loyalties and free-riders (1940-1970)

In the years following the Cárdenas regime, a devel
opment model became established which encouraged 
a rapid process of industrialization, exploiting the 
situation that had been created in the wake of the 
Second World War. The typical conflict between the 
agricultural and agro-exporting elites and the newly 
emerging industrial elites which blocked agrarian re
form efforts in other Latin American countries 
emerged in Mexico only after the bulk of land reform 
had already occurred. Thus, the strategy of “no ex
propriation provided there is modernization”,13 which 
was so successful in the 1960s and 1970s in the rest 
of Latin America, took a slightly different form in 
Mexico in the 1940s. In the political arrangement 
reached in the second half of the 1940s between the

various dominant elites, commercial private agricul
ture was given the main responsibility of supplying 
food to the urban centres whose growth was obvi
ously being spurred by the incipient industrialization 
process. But the ejido agriculture -th a t is to say, the 
reformed sector- was there to stay, however precari
ous its existence was to be in the years to come. 
Under these assumptions -especially the irre
versibility of land reform, albeit in fact blocked from

12 See Prseworski, 1985, especially p. 73: “The assertion that 
social relations structure class struggles must not be interpreted 
in a  mechanical fashion. Social relations ... are a structure o f 
choices given at a particular moment of history” .
13 See de Janvry and Sadoulet, 1989.
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then on - the “no expropriation if modernization” 
strategy functioned as elsewhere by “inducing the 
State to reallocate the land reform budget and redi
rect the attention of land reform agencies to the pur
suit of modernization in medium and large farms” (de 
Janvry and Sadoulet, 1989, p. 1406).

1. Survival and transformation

Perhaps one of the most fascinating features that is 
noted when analysing this period has to do with the 
survival of the ejido itself. Why was it that - i f  the 
ejido, which had become a pool of cheap labour, was 
exploited and systematically decapitalized without 
bringing any real benefits to its m embers- the ejido 
members themselves did not give rise to an internal 
movement contesting the very concept of the ejido? 
And if the government was promoting different 
measures that tended to disintegrate the ejido and 
give pride of place to private farm ownership, why 
was it that it did not complete its work in this re
spect?

This second question could be answered prag
matically, by asserting that the State did not com
pletely destroy the ejido system because it worked 
extremely well in the current circumstances, both for 
the purposes of rural accumulation and political con
trol. But this is an ex post response to an ex ante 
phenomenon. Unless the State is viewed as an entity 
endowed with absolute rationality, this response takes 
no account of the reasons why, when faced with the 
unstoppable wave of rejection of populist policies 
which invaded the top levels of government from the 
late 1940s up to 1970, decisions were not taken to 
end the transitional period that the existence of the 
ejido presupposed.14

As far as the first question is concerned, the an
swer might be that this did not happen because of the 
institutional barriers to changing the legal system 
without losing access to the land. But this decision by 
the ejido members not to abandon the ejido must be 
qualified, depending on what we mean by “abandon”. 
Secondly, we must take account of the other key ele
ment which Hirschman (1977, pp. 78-104) intro
duces, namely loyalty -present and past- as a 
mechanism which strengthens continued membership 
of organizations under certain circumstances.

14 A well-docum ented study on this wave of rejection of popu
list policies is given in Torres and M edina, 1978, 1979a and
1979b, passim.

Abandoning the ejido, in the strict sense of the 
term, would have meant giving up the ejido parcel 
land and, more broadly speaking, losing membership 
in the ejido. In the period in question there were a 
number of circumstances which would have made 
this attractive, such as the higher wages that could be 
earned in more dynamic agricultural regions or in the 
cities, or emigration to the United States. Further
more, in many rural areas of Mexico the emergence 
and consolidation of petty caciques or local bosses 
which occurred in this period generated forms of co
existence which were so unpleasant that this alone 
would probably have been enough to offset the un
certainties of moving to another rural area or to the 
large towns. This is not to say that this did not occur. 
Both in the more dynamic poles of agriculture and in 
the large urban centres there is strong evidence of 
migration flows from the ejidos during those years.13 
But this migration, when it became permanent, usu
ally meant the migration of a part o f the household, 
but not of the member of the family in whom the 
agrarian rights in the ejido were vested (or when it 
did include him, he had already negotiated an agree
ment with the ejido authorities which generally im
plied leasing or lending his parcel for a period of time 
without losing it altogether). Thus, these migrations 
did not lead to a break with the ejido. It may be 
assumed that this was so because this first generation 
of ejido members were in a similar situation to that 
described by Hirschman; expensive entry into the or
ganization, blind loyalty, and institutional barriers to 
leaving (Hirschman, 1977). The cost of entry was 
high because usually most of the ejido members had 
been struggling for many years, at the cost of great 
sacrifices and even exposing their own lives, in order 
to gain access to the land. The type of loyalty which 
they showed towards the ejido, which they recog
nized as the natural body to represent them, was 
strongly influenced by past history, in which the es
tablishment of the ejido was only achieved after 
countless battles, and the operation of the ejido itself 
was strongly marked by the peasant movement.

Obviously, the institutional barriers do not stem 
from the difficulty of giving up the ejido, but rather 
from the difficulty of giving it up while retaining 
ownership of the parcel and, to a  certain extent, re
taining membership of the ejido. It is symptomatic

15 Paré (1977) deals mainly with m igration from one rural area 
to another. For their part, Astorga (1985) and Arispe Schloesser 
(1985) provide interesting interpretations o f rural migration.
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that in the offensive against the collective ejidos in 
the 1940s, their dismantling led to the breakup of the 
collective forms of working the land, but not to the 
disappearance of the ejido. To sum up, access to the 
ejido parcel and to membership of the ejido were of 
crucial importance for the titular ejido members as an 
“insurance policy” .

This explanation brings in another element: loy
alty and institutional barriers combine both to prevent 
people from leaving the ejido and from using their 
“voice” , which in this case could have taken the form 
of fighting the ejido bosses. What happened, then, 
was a form of silent protest which was expressed 
both through migration and through failure to partici
pate in the ejido assemblies. Incidentally, it would 
appear that the rural areas with the greatest social 
conflict at this time were those where collectivized 
agriculture was being dismantled.

This interpretation leads us to give a provisional 
answer to the second question as well. For the politi
cal elite of the time, who were promoting industriali
zation, it was obvious that the agricultural support for 
this process had to come from private agriculture. 
This is shown by the fact that virtually all State poli
cies were designed to encourage this. But the con
struction of the institutional framework for sustaining 
this change in agricultural policies in favour of the 
private sector was quite a long-term process, because 
in the short term the governmental agencies were 
deeply involved in either actively supporting the 
ejido system or at least paying lip service to it, and 
furthermore there was resistance and even conflict 
within them regarding this change of direction.16

Moreover, commercial agriculture did not auto
matically respond to the promptings of the State, 
above all following the trauma of the expropriations 
under Cárdenas, and the weight of ejido production, 
particularly in basic staples, was still considerable. 
Lastly, everyone could clearly see that the State had 
been buying social peace for many years in the coun
tryside thanks to agrarian reform. In addition to this 
was the fact that the emergence of the caciques, the 
internal breakup of the ejidos and the marginal posi
tion to which the ejido had been relegated in terms of

16 A  typical exam ple of this was the conflict over the basic 
thrust of agricultural research in M exico between the Special 
Studies Office o f the M exican D epartm ent of Agriculture, which 
operated under the auspices of the R ockefeller Foundation, and 
the Agricultural Research Institute w hich also came under the 
D epartm ent of Agriculture but was influenced by the members 
o f the League of Socialist Agronomists.

public policies had not caused serious social upheav
als, so that no further steps were taken towards dis
mantling the ejido system. In a sense, the preservation 
of the status quo was a result of the success achieved 
in the agricultural sector as a whole.17

To sum up this important point: the ejido was not 
privatized because on the peasants ’ side it was a cru
cial “insurance policy” that facilitated multipurpose 
activities and on the government side it was a vital 
political apparatus for maintaining stability in the 
countryside while allowing private commercial agri
culture to be the main provider o f food.

2. Social mobilization for gaining access to land

In the late 1960s, a number of events were to occur 
which changed this context and to a large extent de
fined the trends of the new wave of peasant mobiliza
tions.

As commercial agriculture concentrated on lu
crative crops, both for export and as inputs for the 
agri-food complex, giving up the production of cere
als, it became urgently necessary to redirect the ejido 
system towards the production of staple foodstuffs 
and emphasize its role as a production unit, which, as 
already noted, had been neglected since the 1940s. 
This change in the cropping pattern was of course 
due to changes in the international division of labour 
and the presence of transnational food corporations at 
the end of the 1950s, but it was also furthered by the 
general policies of the government, which needed 
foreign currency to finance the import substitution 
process.

There were also other phenomena inherent in the 
type of rural development that these changes were 
bringing about. The source of these changes must be 
traced back to the time when State incentives for sta
ple foodstuff production were basically concentrated 
on private commercial agriculture, and its high prof
its, based on increasing the physical volume of pro
duction through increased yields and extension of 
cultivated land, were blocked by two factors: the 
capital needed to sustain increased yields (particu
larly of staple crops) or to continue with large-scale

17 From  the early 1940s up to the mid-1960s, agricultural and 
livestock production turned in a very dynam ic perform ance. In 
fact, from  1946/48 up to 1964/66, total agricultural output grew 
by an average of 7.1% per year. Since at the same tim e the
annual population growth rate was 3.2%, this gave a 3.8% an
nual per capita increase. See Gordillo, 1990.
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irrigation developments, and the resurgence of peas
ant movements exerting direct pressure against the 
unlawful hoarding of land, which was the favourite 
way of extending the cultivated land under the con
trol of private agriculture.

As from 1965 there were increasing signs of a 
major crisis in the agricultural sector, the most evi
dent symptoms being the reduction in the land under 
cultivation and a decline in the growth rate of maize 
production in the rain-fed zones. The combination of 
these two indicators strongly suggests that this agri
cultural crisis was mainly within the ejido system.18 
This crisis was the result of the unbridled decapitali
zation process to which ejido agriculture was sub
jected, and the difficulties being faced by the internal 
migrants in search of jobs as a consequence both of 
the transition towards a new stage in the import sub
stitution process on which agricultural development 
depended, and the increasing mechanization of com
mercial agriculture. The ejido was in fact experienc
ing a dual crisis: a production crisis and a social 
reproduction crisis.

Commercial agriculture gradually gave up the 
production of cereals and tended to replace them with 
fodder crops and the soya-sorghum complex, along 
with the development of livestock raising, which took 
away extensive areas that had previously been de
voted to cereals production. Because of the decapi
talization process to which it was subjected, the ejido 
system could not fill this vacuum, and since between 
35% and 45% of all ejido households in those years 
were unable to derive even half of their income from 
on-farm activities, and were facing increasing diffi
culties in finding off-farm incomes, the impossibility 
for the ejido as such to build up an accumulation fund 
of its own was coupled with the increasing difficul
ties facing households in covering their own con
sumption needs. The ejido system’s response to all 
this was a reduction in production output, due both to 
the greater emphasis on self-consumption and to the 
reduction of the land under cultivation, which, as al
ready noted, led to the agricultural crisis at the end of 
the 1960s.

These same circumstances gave rise to another 
and apparently paradoxical phenomenon: because of 
the greater pressure on ejido agriculture, despite the 
difficulties in the off-ejido labour markets this situ-

18 See the statistics given in the article by Gómez Olivier, 1978, 
pp, 714-727.

ation gave rise to permanent migration flows, which 
were largely responsible for the explosive growth in 
the poverty belts around the large towns, the emer
gence of peasant towns adjacent to the commercial 
agriculture zones, and the appearance of peasant 
ghettos in the large towns and cities (i.e., neighbour
hoods or settlements inhabited by people from the 
same peasant region, who not only maintained their 
cultural and affective bonds with their communities 
but also established a permanent flow of economic 
assistance). As in the previous period, however, these 
migration flows that were now permanent presup
posed that the legal bond with the ejido was main
tained, and not broken.

Another phenomenon was also beginning to 
emerge very noticeably: the generational takeover 
from the original ejido members, because it should be 
bome in mind that most of the original ejido mem
bers received their lands between 1930 and 1940. 
Even though the land distribution did not stop, and 
between 1964 and 1970 it was actually stepped up,19 
the number of ejido members involved and the geo
political location of the first ejidos made this genera
tional takeover quite significant.

The form that it now took was quite different 
from that observed in the case of the first generations 
of ejidatarios, but perhaps what was most important 
was the combination of: i) a process of fragmentation 
of the ejido parcel, giving access to land to the eldest 
son, albeit in a very unstable manner; ii) the forma
tion of committees of applicants for land, made up 
basically of other sons of ejidatarios and neighbours, 
which asked the authorities to expand the original 
ejidos; and iii) permanent or temporary emigration of 
some of the other siblings, following a pattern in 
which part of the household went out to a particular

19 A ccording to official figures, under the presidency o f D iaz 
O rdaz, 24 million hectares were distributed, 16 m illion more 
than in the period o f Cárdenas. The quality of the land d istrib
uted becom es very clear when one com pares the num ber o f 
ejido members benefitted in the two periods: under the presi
dency of Diaz O rdaz, about 300,000 household heads received 
land, compared with just over 750,000 under Cárdenas. In the 
period from  1964 to 1970 the land distribution figures also in
cluded land distributed in other periods but actually delivered 
during that period. A  legal reform  was also introduced which 
defined the land delivery procedure as being the allocation of 
land a great distance away from where the applicants originally 
lived (“nuevos centros de población"). The real intention was to 
relieve the pressure on the large estates o f irrigated land, but in 
m any cases the result was that the peasants declined to move to 
other regions, Nevertheless, the land was recorded as having 
been distributed.
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migration area in advance of the others, settled down 
there and subsequently formed a base so that the 
other members of the household could join them later 
as temporary migrants.

The 1960s were characterized by great instability 
in peasant households, not only as a result of migra
tion but also because of a great many conflicts within 
households, between households, against the ejido 
caciques, etc., all basically due to the desire to gain 
access to an ejido parcel.

Within the ejido, more and more people were 
clamouring for a change in the system. This repre
sented a direct challenge to the bosses and a slow and 
sometimes underground process carried out through 
the formation of committees of applicants for land

III
The dynamics

The governmental response to this crisis was typical 
of political cycles in Mexico. For thirty years after 
the Cárdenas regime the policies he had implemented 
in the countryside were either flatly rejected as popu
list or simply considered outdated policies of a his
toric period which had now passed. But in 1970 the 
newly elected regime headed by Luis Echeverría 
badly needed new legitimation following the bloody 
repression of the student movement in 1968, and in 
addition it was confronted in the countryside with a 
new wave of peasant mobilization more widespread 
than any seen since the 1930s. Faced with new 
demands for land coming from the ejido members, 
and with incipient but clear signs of stagnation in 
agriculture and livestock production, the regime re
sorted to the arsenal of Cardenist policies and meas
ures, with the clear intention of revamping the social 
pact that had been of crucial importance in the 1940s.

In order to do this, the Echeverría regime intro
duced two major changes. Firstly, like the Cardenist 
school of thought, it again considered the ejido as the 
main hub of State intervention and as the basic pro
duction unit for guaranteeing food production and 
self-sufficiency. The Agrarian Law, which had not 
undergone any major changes since 1946, was com
pletely reformed, with the introduction of a new 
chapter regarding the “economic activities of the 
ejido” . At the same time, a new set of institutions

made up of the sons of ejido members and settlers on 
the ejidos. In one way or another the creation of these 
land-demand committees also created new ways of 
thinking, directly related to the operation of the eji
dos, and activated the historical memory of the origi
nal members. Furthermore, the inhabitants of the 
ejidos found that they were becoming enormously 
more influential in terms of the government’s re
sponse to their mobilisation -even though it was nor
mally limited to their particular ejido- and their 
boycotts, which in this case took the form of refusal 
to work their land (Hirschman, 1977, pp. 86-87).

All these processes led to a new wave of peasant 
protests, starting in the 1970s and still continuing to 
this day.

of political control (1970-1988)

were either created or given broader mandates to im
plement the legal changes. No regime before, includ
ing the Cárdenas regime, had engaged in such a 
broad range of interventions as those resulting from 
Echevem a’s reforms. A new ministry (the Ministry 
of Agrarian Reform) was set up in the 1970s, and the 
ministries of agriculture and of water resources were 
merged into a single powerful body. New para-State 
bodies were also created through various mergers to 
provide such services as rural credit, foodstuff distri
bution, agro-industrial development, production and 
distribution of inputs, etc., thus greatly expanding the 
scope of State intervention.

Secondly, the government sought to deal with 
the peasant mobilization -m ainly conducted by 
grassroots groupings that were questioning the domi
nant role of the official peasants’ organizations- by 
trying to revitalize the corporative arrangements. Al
though during the first year of the new regime cases 
of illegal occupation of land were severely punished, 
using army troops for the purpose, very soon the 
wide extension of the mobilizations forced the gov
ernment to try controlling them by agreeing to use its 
discretionary powers to confiscate private land and 
distribute it to landless peasants. Indeed, by the end 
of the Echeverría regime major expropriations of 
land had been carried out in the irrigated districts 
where the best-quality land was to be found, and the
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distribution of land rose to one of the highest levels 
since the time of Cárdenas. This gave rise to a pro
found political crisis, with both peasant organizations 
and private farmers dissatisfied with the govern
ment’s performance.

But what was perhaps the most important feature 
of this period was the extent to which the system of 
political control was refined and extended to the re
formed sector. After having analysed the ejido from a 
historical perspective -lim ited of course to the twen
tieth century- we will now review the interaction 
amongst its different components, taking its role as 
an instrument of political control as the basic driving 
force. It is important to keep in mind that the State’s 
shaping of the ejido into an instrument of political 
control happened slowly and unevenly across the 
country. Ejidos have always been highly diverse and 
heterogeneous. They differ not only in their natural 
resource endowments but also in their membership 
composition and the different trajectories of their 
struggles for land. While acknowledging this diver
sity, however, it is still possible to analyse the model 
of political control that was applied to all ejidos. This 
model operated at three levels: the legal framework, 
political representation, and social reproduction. All 
these levels operated simultaneously but with varying 
intensities depending on the period and the region. 
While the government’s organizations and the format 
of State intervention have thus differed, they have all 
been based on a model of control that was authoritar
ian, hierarchical, yet inclusive.

1. State intervention in ejido affairs

There were specific legal codes that very strictly 
regulated the organization of production within the 
ejido and laid down the rights and obligations of the 
ejidatarios. For example, the ejidatarios had to work 
the land directly; they could not hire wage labour. 
They could not rent the land or sell it. Absences from 
the ejido of more than two years led to loss of right to 
the land. All ejidatarios had to establish the order of 
heirs to their land in writing, usually naming a spouse 
or partner as the preferred successor. Ejidatarios 
could vote for and be elected to the Executive Com
mittee of the ejido’s Assembly. They could also vote 
on the definition of an internal set of rules that regu
lated their rights, particularly their access to the com
munity’s common lands. Each ejidatario also had the 
right to an urban lot on which to establish a residence

and to a maximum of twenty hectares of land for 
direct cultivation.

Access to land could be gained in any of four 
ways. For an indigenous community with legal docu
mentation, access to the land was gained through the 
right of restitution. If a person lived in a human set
tlement where land was available for distribution 
within a certain radius, he or she could obtain land 
through a grant. If an individual was willing to relo
cate to another region or state, he or she could obtain 
land in colonization zones where new population 
centres were being promoted. Finally, existing ejidos 
could obtain an extension of their land and thus in
corporate new ejidatarios.20 In the last decade before 
the recent reforms, the government allowed the incor
poration of households whose members had the title 
of ejidatarios but had no land (ejidatarios con dere
chos a salvo).

A number of mechanisms existed through which 
the State intervened in the internal life of the ejidos 
to impose the law (Whetten, 1948; Fernández y 
Fernández, 1973):

i) There was State intervention aimed at legaliz
ing the ejidos’ internal decision-making processes. 
For example, almost all important decisions were 
made in the ejido assembly: distribution of urban lots 
and plots for cultivation; approval o f internal rules; 
requests for credit and other public services such as 
schools, running water systems, or roads; regulation 
of access to collectively used lands; and definition of 
forms of work within the ejido. However, to make an 
assembly’s decisions valid, a representative of the 
Ministry of Agrarian Reform (SR A ), formerly called 
the Agrarian Department, had to be present. Further
more, calling an ejido assembly was only considered 
legal if a representative of the SRA or of the municipal 
authority endorsed it. Extraordinary assemblies could 
only be convened by the SRA.

ii) The State intervened in ejido arbitration mat
ters. For example, family controversies about the use 
of land plots or conflicts regarding inheritances had 
to be settled in State administrative tribunals. These 
tribunals were part o f the structure of the Ministry of 
Agrarian Reform and they also settled boundary dis
putes between ejidos, between ejidos and private 
landowners, and between ejidos and indigenous com
munities.

20 The legal ñames for these four processes are restitución, do
tación, nuevos centros de población, and ampliación.
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iii) The State controlled the flow of public re
sources to the ejido. Since the late 1970s, commercial 
banks have made loans to ejido members, but before 
that time only official State banks offered this serv
ice. In order for an ejidatario to receive credit, an 
official authorization from the ejido assembly was 
required. However, the credit was given to the ejido. 
Thus, all its members were co-liable for the total 
amount of credit received and had to offer their har
vest as collateral. In order to secure this collateral, 
the official bank established agreements with the 
ejido, with each member who had received credit, 
and with the State organization that marketed the 
ejido’s crops and livestock production. This market
ing organization, CONASUPO (the National Basic 
Foods Company), bought the harvest at an estab
lished guaranteed price and issued cheques to the eji- 
datarios and the official bank. Part of the credit was 
paid in kind. If the credit was for fertilizers, f e r -  

T1MEX, the para-State organization for the production 
and distribution of fertilizers, was responsible for re
payment. If the credit was for insecticides, other 
chemical products, or machinery, the bank estab
lished contractual arrangements with the respective 
private enterprises. In the irrigation districts, an irri
gation permit was also required. This permit was is
sued by the Ministry of Agriculture and Water 
Resources ( s a r h ) ,  previously called the Ministry of 
Water Resources and, before that, the National Irriga
tion Commission (Gordillo, 1988b).

Until very recently, all borrowers from the offi
cial bank were required to purchase crop insurance 
from an official institution. There were also State en
terprises that operated all along the commercial chain 
in coffee, cocoa, sugar cane, tropical fruits, and other 
specialized crops. These para-State bodies provided 
credit, purchased the harvest, and supplied technical 
assistance and inputs as well. In every case, an ejido 
assembly was required to agree on the ejido’s partici
pation in the programme. Overwhelmed by so many 
State requirements, the ejido assemblies could at best 
only discuss policies initiated by the government, 
stifling initiatives that could have emerged from the 
ejidatarios themselves.

iv) The State also intervened in a wide range of 
social welfare and infrastructure services. The Minis
try of Education established schools and provided 
teachers. Public organizations for health, housing, 
food aid, roads, ethnic issues and recreational activi
ties also intervened. This extensive State intervention

in social services was focused in particular on the 
indigenous communities and poorest ejidos, which 
contributed to the development of a functional distri
bution of government agencies across ejidos and a 
deepening of heterogeneity in the rural sector: while 
the social development agencies concentrated on 
meeting the needs of poor ejidos and indigenous 
communities, the agencies promoting production at
tended to the demands of private producers and the 
more prosperous ejidos.

2. Political representation

At another level, the political control model operated 
through different forms of political representation in 
the ejido, with pervasive political interventions. Until 
the mid-1980s, with a few exceptions during the 
1950s and 1960s,21 in order to gain access to public 
goods and services, ejidatarios must belong to the 
National Peasants’ Confederation (C N C ), which in 
turn was affiliated with the ruling Institutional Revo
lutionary Party ( p r i ) .  Thus, through decisions of the 
ejido assembly or more frequently of the ejido’s ex
ecutive committee, the ejidatarios were made mem
bers of both the CNC and the p r i .  It is worth 
emphasizing, however, that although the model of 
political control was authoritarian, it was also inclu
sive. In other words, it did not aim at excluding the 
rural social actors but rather at incorporating them 
into rural governance. The State accomplished this 
through different levels of peasant organizations.

The first level comprised the corporative organi
zations, which were given preferential treatment by 
the State. At first these organizations were eminently 
political, because of the links connecting the ejido 
executive committees with the regional committees, 
the state leagues, and the CNC. During the 1970s, 
however, as a consequence of the first substantive 
modification of the agrarian law in almost thirty

21 During those years, two m ajor splits occurred in the uncon
tested political m onopoly of the CNC. These splits gave birth to 
four organizations: the Unión General de O breros y Cam pesinos 
de M éxico (UGOCM), the Central Cam pesina Independiente 
(CCI), the Consejo Agrario M exicano (CAM), and the Central 
Independiente de Obreros Agrícolas y C am pesinos (CIOAC). The 
first three organizations were subsequently incorporated in the 
official political party (PRI), but CIOAC has always been loosely 
linked to leftist parties.
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years,22 the economic organization of the ejido came 
to be the favoured form of corporative organization. 
That is why, in the 1970s, the first ejido unions and 
Rural Collective Interest Associations (ARICS) were 
formed. Since all forms of economic organization 
had to stem from government , initiatives and were 
used to facilitate the implementation of government 
programmes, major efforts were made to include the 
rural population through this mechanism. New forms 
of organizations were established to incorporate 
new social groups. For example, the UAlMs (Agro- 
Industrial Units for Women) were also created in that 
decade. During the 1980s, youth organizations, Com
munity Committees for the Distribution of Foodstuffs 
(Consejos Comunitarios de Abasto), and specialized 
organizations for specific products were created 
(among other organizations) within the ejidos. When
ever there was an important new national objective, a 
new widespread demand in the countryside, or a fa
vourite programme of the current President, new or
ganizations were established. Even though this was 
not the original purpose, the creation of these organi
zations increased the negotiating capacity of the ejido, 
giving rise to a new generation of peasant leaders.

The second level o f peasant organization was 
based on traditional community organizations, which 
had been present since time immemorial. They were 
grounded on reciprocity, with organizations for mu
tual insurance, collective labour, and labour ex
change. In most ejidos, these organizations adapted to 
changing circumstances but they never disappeared. 
Since the official criterion to determine whether peas
ants were organized or not was the number of formal 
organizations that existed, these community organiza
tions were not considered and it was always assumed 
that peasants were not organized.

The third level of peasant organization consisted 
of entities that had previously existed only on paper 
-because they had been artificially created by the 
government- but were transformed into repre
sentative organizations. The process whereby exist
ing formal and informal community institutions 
-ejido unions, Rural Collective Interest Associations, 
cooperatives, e tc .- were converted into representative 
organizations was a result o f mobilizations on behalf 
of ad hoc causes.

22 A new agrarian law was prom ulgated during the presidency of 
Luis Echeverría (1970-1976).

The coexistence of these different levels of 
peasant organization was largely the result o f a non- 
intentional separation of functions. Corporative or
ganizations established the links between the State 
and peasants, while community organizations estab
lished relationships of solidarity among members of 
the community, and representative organizations 
emerged when traditional channels for posing de
mands failed to work.

3. Secondary markets as a source of social 
reproduction

No model of political control is perfect, especially in 
the absence of a pre-established plan. Because the 
model evolved as it was being implemented, many 
aspects emerged randomly. Several elements of the 
model contradicted each other, and the instruments of 
control varied from one Presidency to the next. There 
were, however, two features of the model that did not 
vary. Its inclusive nature was maintained, which 
means that, rather than excluding new social agents 
or possible dissidents, the State usually tried to co
opt each group under the existing rules, and there 
was a strong agrarian ideology, which helped to 
hold the structure of the ejido together. This ideology 
was organized around two basic themes: i) the alli
ance between the peasants and the State, with the 
supposed objective of assuring the progress of the 
former, and ii) the need to resort to State agents as 
intermediaries between peasants and the rest o f na
tional society.

However, it seems to be a feature of all societies 
that every State intervention in political or economic 
markets -particularly interventions sustained over a 
long period of time- creates countervailing responses 
and secondary markets. The model of State control 
over the ejidos was no exception. For example, the 
prohibition against selling ejido land created a  secon
dary market (Warman, 1980; Gledhill, 1991). Wid
ows and ejidatarios who had migrated for good were 
the primary participants in land sales, while sales of 
surplus lands or part of an ejidatario’s land to resolve 
severe economic crises were the primary sources. The 
prohibition against renting land created an even more 
active illegal market, especially in irrigated areas. 
From the ejidatarios’ point of view, the temporary 
rental of a plot of land was a means of economic 
recovery in case of hardship. Frequently the illegal 
rental of ejido land was related to migration (De
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Walt, 1979). In some cases, the rightful ejidatario mi
grated for an extended period of time and rented the 
land to circumvent the rule that prohibited him/her 
from leaving the ejido for more than two years. In 
other cases, an old ejidatario or his widow rented the 
land because they had no children to help work it. 
Alternatively, wage labour was hired to replace the 
labour of family members who had migrated. The 
ejido assembly, which had to be held monthly in the 
presence of a government official, was frequently 
conducted without the official’s presence, although 
the latter nevertheless established his presence ex 
post facto  in order to obtain favours and perquisites. 
Sometimes assemblies that had never taken place 
were invented, with the connivance of the govern
ment representative. Credit, insurance, roads, and 
schools could be obtained in this way, and this 
method also served to expel ejido members, incorpo
rate new ejidatarios, and dismiss ejido Executive 
Committee members.

The secondary markets generated their own po
litical and economic agents: the ejido bosses. Since 
all black markets break the law, it was necessary for 
these agents to legalize their offences. For example, 
selling a plot of land was legalized through a process 
of elimination of ejidatarios and new assignments 
(depuración y nuevas adjudicaciones). The seller of 
the plot ceased to be an ejidatario at the time of sale, 
adducing any legal reason that would suffice, while 
the buyer was incorporated as a new ejidatario. Also, 
a member of the ejido who left for more than two 
years could be excused from working the land for 
“health reasons”. Without such mechanisms, many of 
the peasant leaders who had stayed away from the 
ejido for twenty years or more would have lost their 
land. Sometimes an ejidatario would not leave offi
cially but would “lend [his land] without compensa
tion” to the ejido executive committee or to a person 
authorized by the committee, although in fact he did 
so in exchange for money. The same system was used 
for renting land. To cover up an ejidatario’s absence, 
his name would always appear on the list of those 
present at the ejido assemblies. Furthermore, the eji
datario was on the credit list of the official bank and 
even on the list o f those taking out insurance with the 
State firm. To compensate tenants for the shortness of

the rental period (which was necessary because of the 
illegality of the transaction), the ejidatarios who 
rented their land also allowed their respective tenants 
to use their names. In this way the tenants gained 
access to official credit, which was subsidized. Some 
private landowners in northeastern Mexico went so 
far as to rent not only ejido parcels but even entire 
ejidos.

Some of the secondary markets that emerged 
from State interventions in economic matters became 
highly lucrative businesses. For example, the “disas
ter business” consisted of feigning damage to the har
vest and collecting the crop insurance. In order for 
this to work, the cooperation of an ejido executive 
committee member was necessary, because he or she 
was the first to be notified of the “disaster”. The co
operation of representatives of the Ministries of 
Agrarian Reform and of Agriculture and Water Re
sources was also necessary, because they were re
sponsible for verifying the supposed disaster. 
Insurance company agents, official bank repre
sentatives, and of course the ejidatario himself all 
cooperated in confirming the “disaster” too. The eji
datario collected the insurance for the “damaged” 
harvest and then sold the same harvest through regu
lar market channels. For the ejidatario, this was a way 
of counterbalancing the low guaranteed prices or sim
ply making a little extra money. And what did the 
other participants in the deal gain? This is where the 
official bank agent came in. Credit had been given to 
the ejidatario in installments. The last installment 
paid out before the disaster claim was filed was en
dorsed over to the official bank agent, who then col
lected the money and distributed it to the whole chain 
of collaborators in this peculiar business (Rello, 1987).

In short, the reproduction of the ejido was sup
ported by secondary or “black” markets. These 
played an important role in adapting State political 
and legal interventions to the logic of peasant society 
and economy. This interaction between two different 
and frequently contradictory logics affected the way 
both of them functioned, making them compatible, if 
not convergent. But of course the efficiency and 
equity costs were enormous, both in resource wast
age, in public budget deficits, and in the welfare 
levels of the ejidatarios.
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IV
Reforming agrarian reform (1982-1994)

1. The convergence of opposites

The reforms in the countryside that were imple
mented during President Salinas’s regime (1988- 
1994) addressed two basic areas: the relationship 
between rural producers and the State, and the rela
tionship among productive agents in the countryside 
(Gordillo, 1992).

During the last twenty years, peasants success
fully developed mechanisms of resistance to the im
plementation of public policies in rural areas. The 
State, with its instruments of intervention and con
trol, was increasingly seen as an enemy by the differ
ent social agents in rural areas. Frequently, economic 
problems became politicized and stirred up confron
tations that had paradoxical effects. The very same 
State policies that suffocated the ejidos also increased 
the latter’s demands for more State support.

As a result of the debt crisis of 1982 and the 
subsequent implementation of stabilization and ad
justment policies, a rural development strategy based 
on the pervasive presence of the State ceased to be 
economically viable. The State had intervened 
through very diverse means, including selective indi
rect subsidies, which were usually regressive. This 
strategy was very costly for the State because it 
depended on the massive disbursement of subsi
dies, and the model soon became highly ineffi
cient. Subsidies were channelled not only to the ejido 
sector but also, and indeed mainly, to the private sec
tor in agriculture. These subsidies had different pur
poses: for the ejido sector, they were intended to 
grease the machinery of political control; for the pri
vate sector, they sought to stimulate production. It 
was the private sector that was assigned the classical 
role of agriculture in an import substitution model, 
providing foreign exchange and cheap food. The 
model of political control became inefficient because 
it had been developed for a  closed society organized 
into corporative segments. The winds of political 
m obilization, which started to blow strongly in 
M exico after the student movement of 1968, began 
to erode this authoritarian model, and the State’s le
gitimacy came to depend increasingly on electoral

processes and greater political openness. At the same 
time, the 1982 debt crisis also helped to shatter the 
economic model that had prevailed in Mexico since 
the 1950s.

Consequently, political control and economic 
subsidies decreased, creating an exceptional opportu
nity for convergence between free-market macroe
conomic policies and social mobilization. Economic 
policy -which focussed mainly on trade liberaliza
tion, deregulation and privatization- converged with 
social mobilization objectives, which focussed on re
structuring peasant representation through political 
liberalization, in rejecting State intervention. This 
convergence was neither premeditated nor deliber
ately promoted by government or civil society. On 
the contrary, economic liberalization was to be ac
complished by modifying and using political authori
tarianism, not abolishing it. Similarly, the strategy of 
political liberalization -and in some cases democrati
zation- was meant to preserve the economic privi
leges gained through State subsidies.

How did these two opposing tendencies come 
to converge? There was never an articulated policy 
combining both strategies. Rather, what happened 
was that the juxtaposition of policies had created 
an institutional vacuum. The political control 
model depended on State intervention. However, 
the State enterprises responsible for this interven
tion were largely privatized, and their control loos
ened when they found themselves in financial 
crisis. The political clientele supported by these en
terprises prevented their complete privatization, 
and many State enterprise assets were instead 
transferred to rural producers. For example, the ba
sic instruments of political control in the country
side were affected when BANRURAL (National 
Rural Credit Bank) ran into financial difficulties 
and land distribution ceased. However, peasant re
sistance prevented the complete disappearance of the 
official bank and led to the emergence of alterna
tive mechanisms such as the credit without collat
eral provided by the National Solidarity 
Programme (PRONASOL), and, more recently, the es
tablishment of credit unions. Peasant resistance also
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prevented the total cancellation of land distribution 
and obtained a promise to negotiate about lands still 
in the process of allocation. This very particular con
vergence helped to remove obstacles, but it did not 
lead to the creation o f new institutions.

The economic reforms sought to abandon the 
system of guaranteed prices and align internal prices 
with international ones. But the juxtaposition of the 
two currents, economic and political liberalization, 
caused two crucial problems. First, the system of 
guaranteed prices, which had covered twelve prod
ucts, disappeared, but guaranteed prices were main
tained for maize and beans. No reasonable 
adjustment scheme was ever prepared for smoothing 
the process of price alignment and trade openness, 
which dramatically changed the marketing of agricul
tural products and increased peasant indebtedness. At 
the same time, maintaining guaranteed prices for 
maize and beans generated extraordinary rents for 
some producers. The agricultural sector turned en 
masse to maize production, and agriculture evolved 
toward monoculture instead of diversification.

The reform of Article 27 of the Mexican Con
stitution in 1991-1992 helped to further dismantle 
the political control model. The promoters of eco
nomic liberalism saw this reform as a way to free 
the ejido’s production potential and create a market 
for land. To im plem ent their plans (especially the 
more unpopular measures) they counted on the ef
fectiveness of the political control model. The pro
moters of political liberalism, on the other hand, 
saw the reform as dismantling the political control 
model but not the system of economic rewards that 
it provided. Both perspectives were utopian. One 
looked toward decreasing economic intervention 
while m aintaining political control. The other 
looked toward decreasing political control while 
maintaining economic intervention. The contradic
tion between these two positions created serious 
institutional gaps that allowed the emergence of an 
incipient peasant production system but also seri
ously jeopardized the effectiveness of the reforms 
put in place.

2. A truncated peasant economy

After examining the complexities and contradictions 
of political control over the ejido, one wonders how it 
managed to survive for so long. As already noted 
earlier, the answer lies in the dual role of the ejido as

an insurance device and as a political apparatus. W e 
will now deal with its role as an insurance device, 
which is another way of saying that the ejido played 
an important role as a body of peasant representation. 
This is clearly linked with the particular form of op
eration of the peasant economy. It is well known that 
the peasant economy is based on the household as a 
production and consumption unit and on a series of 
mutual assistance practices between the households 
in a community. The ejido provided this peasant 
economy with an institutional arrangement that 
linked these two crucial elements with a third ele
ment of equal importance: access to common prop
erty resources.

However, the way the political control model 
was implemented distorted the three elements of the 
ejido peasant economy. The adjudication of land 
plots to the head of the household, and the almost 
complete absence of legal rights for the other 
household members, sowed seeds of conflict. It is 
apparent, when reviewing ejido conflicts over the 
past decades, that family disputes were common 
-conflicts between fathers and sons, between hus
bands and wives, and among children. These con
flicts have escalated because enormous demographic 
transformations have taken place in the ejidos, 
particularly since the 1970s, but the ejidos have not 
had the necessary flexibility to accommodate these 
changes. The original ejidatarios have aged, and 
many new settlers (avecindados) have come to the 
ejido villages (sometimes outnumbering the eji
datarios), even though they could not acquire the 
status of official members of the ejido. Another im
portant factor has been the extensive migration to 
other parts of the country and to the United States.

Traditional peasant production practices based 
on native seeds, biological control, organic fertilizers, 
animal traction and intercropping were degraded 
by a truncated process of technological modern
ization that was initiated by government organiza
tions for research and development in agriculture. 
Indeed, until recently intercropping was expressly 
excluded from credit support despite its being a cor
nerstone of peasant farming systems. There were also 
no clear rules about access to common lands. This 
has led not only to illegal appropriations of land but 
also to the acceleration of social differentiation 
within the ejido and to severe ecological degradation 
of ejido resources. Thus, the ejido sector had become 
a truncated peasant economy that coexisted with a
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State model of political control: in other words, it 
was a repressed peasant economy in the grip of the 
State. The ejido was both the apparatus that embod
ied the State’s political control over peasants and the 
form of organization of production and representation 
that allowed the peasant logic to be utilized and re
produced. Compatibility between State logic and 
peasant logic had been achieved through the exist
ence of secondary markets that combined controls 
and subsidies, but inevitably, when this unstable 
equilibrium started to fall apart, the political control 
model was also decisively affected.

W hen using the term “peasant production sys
tem” , it is necessary to guard against any Chay- 
anovian interpretation of this peasant agriculture, 
as well as against any revival of the old peasant 
extinction/survival polemic that raged in the 1970s in 
Mexican academic circles. The peasant production 
system referred to here is characterized by its search 
for a form of integration in the market system: a po
sition based on the comparative advantages of ejido 
agriculture vis-à-vis private agriculture. Ejido agri
culture has an advantage because of its reliance on 
family labour, community organization, access to col
lective resources, strong participation in labour mar
kets, and particularly its reliance on national and 
international migration.

We will now turn to the basic traits o f this peas
ant production system and the way they developed in 
the context of the changes that occurred in the ejido 
sector between 1990 and 1994. Comparison of the 
results of the 1994 ejido survey conducted by the 
Ministry of Agrarian Reform and the University of 
California at Berkeley with those of the survey car
ried out in 1990 by the Ministry of Agriculture and 
Water Resources and ECLAC will help to give an idea 
of the transformation of the ejido sector in the midst 
of a profound crisis in the entire Mexican agricultural 
sector (de Janvry, Gordillo and Sadoulet, 1997).This 
larger crisis has been marked by adverse economic 
incentives, shrinking public support and wide institu
tional gaps.

In the following analysis of farm sizes, individ
ual plots of land are measured in hectares of national 
rainfed equivalent land (H N R E), which correspond to 
the observed average yields of rainfed maize, by 
agroecological region, in order to adjust area for 
quality differentials. The unit of measurement is a 
hectare of rainfed maize that produces the 1994 na
tional average yield of 1.09 tons.

a) Concentration of the land in small holdings23
If the ejidatarios are classified by the size of 

their plots and their geographical region, we observe 
that between 1990 and 1994 there has been a process 
of concentration of small holdings in most regions 
except in the Pacific South. There has thus been a 
slow process of elimination of the most extreme 
forms of minifundio. This suggests that a partial solu
tion to rural poverty could be found through the 
abandonment of the smallest plots, i.e., through mi
gration and non-farm employment. Several aspects of 
the ejido reforms have contributed to this abandon
ment. One is the newly acquired freedom to rent land, 
which has allowed the smallest farmers to rent out 
their land and engage in other activities. The other is 
greater flexibility to participate in off-farm activities 
and migration without the threat of losing land rights 
in the ejido. The decline of the minifundio has been 
less rapid in the Gulf and Pacific South regions, 
where indigenous attachment to the land is more 
prevalent and from where migration to the United 
States is not as intense. In these two regions, where 
the incidence of extreme poverty is highest, a solu
tion to rural poverty thus cannot be expected to come 
simply from migration and export of the poverty 
problem to other sectors and regions.

b) Consolidation of peasant farming systems: inter
cropped maize cultivation
One of the most notable features of the 1990- 

1994 period has been the expansion of the land 
planted with maize. This has been induced both by 
price distortions that favour maize over other crops 
and by price guarantees that eliminate the element of 
risk. Maize has thus been a relatively attractive crop 
during the last four years. In the ejidos, the result has 
been a 20% increase in the area planted with maize in 
rainfed areas and a 68% increase in irrigated areas. 
On rainfed land, 66% of the increase corresponded to 
monocropping and 34% to intercropping. The first is 
typical of farms with a greater commercial orienta
tion and the latter of peasant farming systems. Most 
of the increase (84%) came from farms of more than 
5 hectares of NRE, where land formerly in pastures 
and fallow was shifted to maize. Most o f the increase 
in intercropped maize (72%) occurred on smaller

23 This section is based on de Janvry, G ordillo and Sadoulet 
(1997).
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farms, where it reflects the use of typical peasant 
farming systems. On irrigated land, 91% of the ex
pansion in maize cultivation was on the larger farms, 
where it displaced traditional cereals such as wheat 
and oilseeds, and 97% of this expansion was in 
monocropped maize. On the smaller farms, there was 
an increase in intercropped maize. On the larger 
farms, the expansion was principally in commercial 
types of monocropping, which accounted for most of 
the aggregate expansion. The response to incentives 
to produce more maize thus accelerated the process 
of differentiation, with smaller farms increasingly 
specializing in peasant farming systems and larger 
farms in commercial farming systems.

c) Technological regression
It is clear that there was a severe retrogression in 

the technological level o f the ejidos on virtually all 
fronts and across all types of farms during the 1990- 
1994 period. Looking again at maize, the only excep
tion to this technological regression was the diffusion 
of improved seeds on the larger farms. For the rest, 
there was a sharp decline in the use of chemical prod
ucts and fertilizers. The sector was virtually aban
doned in terms of access to public technical 
assistance, across all farm sizes. Simultaneously, 
there was a general increase in the use of manual 
labour in agricultural work and a decline in the use of 
machinery. The sector thus coped with the profitabil

ity crisis by using less technology per unit of produc
tion and reverting to family labour.

d) Strong orientation towards production for home
use
In order to bring out the prevalence of a peasant 

economy and the depth of social differentiation within 
the ejido sector, we may look at the degree of participa
tion of ejidatario maize producers in the market for that 
cereal, either as sellers or as buyers. We thus see that 
41% are sellers or seller/buyers of maize, while 27% 
are pure buyers. Another 31% are self-sufficient, us
ing the maize they produce principally for home con
sumption (24%) and to a lesser extent for feeding 
animals (7%). This reveals a sharply differentiated uni
verse of maize producers, where less than half partici
pate in the market as sellers. It is this group of sellers 
that will be hurt if there is a fall in the price of maize, as 
is expected under NAFTA. The other 59% will either 
not be directly affected by maize prices or will actu
ally be benefited by falling prices as net buyers. 
These net buyers and self-sufficient producers with
out large herds of animals are smaller farmers with 
little irrigated land. The existence of a strong peasant 
economy will thus cushion the negative effect of a 
fall in the price of maize, which will have a sharply 
differential effect across different categories of 
maize-producing households, depending on their po
sition with regard to the market for this cereal.

V
Some conclusions for the near future

The changes observed in the ejido sector between 
1990 and 1994 therefore reflect the following phe
nomena:
•  The impact of macroeconomic policies, charac

terized by effective control of inflation but also 
by a serious profitability crisis in agriculture 
linked to decreasing global growth rates, increas
ing appreciation of the real exchange rate, a fall 
in the real support prices of the main staple 
crops, high interest rates, and the loss of subsi
dies to the sector.

• An institutional vacuum created by the decline in 
the State’s role in agriculture, leading to the pri
vatization, scaling down or liquidation of many

of the public institutions supporting the sector 
and only a very partial reconstruction of alterna
tive institutions to support the ejidos. In general, 
this reduced the availability and raised the cost 
of access to credit, insurance, markets, modem 
inputs, seeds, water, and technical assistance.

• The beginning of a process of adjustment to the 
new economic and institutional rules by ejidatarios 
and by the ejido as a form of organization.
By 1994, the changes in the legal statutes codify

ing the use and ownership of ejido land had already 
activated the land rental market. The reforms had also 
liberalized individual and community initiatives, al
lowing numerous adjustments in the production sys-
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tern, in household income -earning strategies, and in 
the organization of the e jido- adjustments that had 
been prohibited before the constitutional reforms or 
had been carried out illegally.

What we observed between 1990 and 1994 was 
thus an ejido sector in crisis, at the initial stages of a 
long process of adaptation and transformation. The ob
vious difficulties that ejidatarios confronted were partly 
contextual and structural, but they were also symptoms 
of a difficult and protracted process of transition to
wards economic and political liberalization.

We may conclude by observing that the outcome 
of the second Mexican agrarian reform process initi
ated by President Salinas is still far from certain. Lib
eralization of the ejido has unleashed numerous 
individual and collective initiatives that have pro
duced visible adjustments, showing the ability of this 
vast sector to respond to incentives. At the same time, 
the overall context of economic crisis in agriculture 
and dismantling of rural sector institutions has re
duced the economic benefits that the reforms could 
have yielded, and hence the scope of the modern
ization and diversification that was expected to follow. 
The main step in the reforms -namely, the individual 
titling of ejido lands in usufruct- has hardly begun. And 
the ultimate outcome of the reforms is tied to the 
resolution of much broader economic and political 
questions with which Mexico is still struggling: on 
the economic side, restoration of economic growth, 
maintenance of a competitive real exchange rate, and 
creation of jobs; on the political side, implementation 
of participatory democracy, decentralization of gov
ernment, and enforcement of the rule of law.

What is certain is that this second agrarian re
form process offers major opportunities to improve 
efficiency and welfare in the ejido sector. Years of 
neglect and cumulative contradictions between the 
functions of the ejido as a  mechanism for simultane
ously achieving political control over the peasantry,

representing peasants, and organizing production by 
smallholders had created a huge efficiency gap that 
now needs to be filled. Analysis of success stories 
can help to identify the measures that must be pur
sued to fill this gap (de Janvry, Gordillo and Sadoulet, 
1997). They include a favourable macroeconomic envi
ronment, institutional reconstruction, promotion of or
ganizations (in particular through the ejido system), 
and public investment in irrigation and education. 
The agrarian reform initiative needs to be comple
mented by a comprehensive programme of rural de
velopment in support of the land reform 
beneficiaries: a programme that still needs to be put 
into place (de Janvry and others, 1996). Because of 
the high level of heterogeneity of farm households, a 
rural development programme for the ejido sector 
should focus not only on agriculture but also on the 
other sources of income accessible to ejidatarios. 
This means that it will be necessary to coordinate the 
interventions of a whole range of public and private 
institutions. Unless these measures are rapidly imple
mented, the majority of smallholders in the ejido sec
tor are unlikely to be competitive, and they risk being 
displaced by a small number of well-endowed entre
preneurs in the ejido and the private sector as the land 
market is perfected. Failure to be competitive would 
thus lead to massive displacement of smallholders 
and to pressures on the urban labour markets and the 
border to the north. In the interests of global eco
nomic efficiency, the welfare of a large segment of 
the Mexican poor, and political stability, it is there
fore urgent that the agrarian reform process under 
way should be complemented by a broader range of 
initiatives to help the agrarian reform beneficiaries to 
become competitive in the new economic and institu
tional context before the process of granting title 
deeds is completed and the market for land sales is 
activated by the reforms.

(Original: English)
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Tariffs and the
Plano Real in Brazil

This article analyses the economic rationale of Brazil’s tariff 

policy during the first two years of the Plano Real. To this end, a 

study is made of the changes made in import duties for all the 

products traded. The tariff reform process in Brazil was begun in 

1988, after the old Tariff Act had been in effect for thirty years, 

and represented a marked intensification in the process of trade 

openness, with the definition of a schedule of gradually decreas

ing tariffs which was further speeded up as from 1990. The Plano 

Real began in July. 1994 and had many effects on import policy. 

The trade liberalization process reached its height in the first 

quarter of 1995 in terms of the average level of tariffs and their 

degree of dispersion. Since then there have been several episodes 

of tariff increases, differentiated by sectors, which have increased 

the degree of dispersion of the tariff structure. If two sectors with 

special treatment (petroleum and motor vehicles) are excluded, a 

direct relation may be observed between the value of imports and 

the nominal tariff level, with pronounced variations over the 

period studied. At the same time, the fact that for some sectors 

the tariff rate weighted by the value of imports was below the 

average rate for a number of months indicates that there are 

grounds for reviewing tariff levels in some cases. The article 

concludes with some observations on the performance of import 

policy.
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Introduction

The Brazilian economy is often cited in the literature 
on foreign trade policy. A number of studies have 
also analysed the multiplicity of instruments adopted 
as barriers to imports that compete with domestic 
products (especially in the 1960s and 1980s), the 
mechanisms used in practice to circumvent these 
barriers through the application of special import 
arrangements, the various export incentives, the 
process of definition of import duties, and the 
concern to neutralize possible skews in trade policy.

Not long ago, in 1988, Brazil embarked on a 
process of reform of the tariff structure which had 
existed for the past 30 years under the Tariff Act, 
which underwent some changes in 1989 and many 
more in 1990.

The adoption of the Plano Real in July 1994 had 
a number of effects on import policy. The income- 
effects and price-effects o f a successful stabilization 
programme provide a natural stimulus for the de
mand for imported goods. Moreover, the concern to 
ease access to cheaper imported products had the 
dual effect of exerting pressure on groups which 
had an oligopolistic position in the domestic market 
and promoting greater efficiency of the production 
system.

In addition to the concern for price stability, 
there was the conjunctural matter o f the proximity of

the date fixed for the entry into effect of the tariff 
structure negotiated with the other members of 
Mercosur: the Common External Tariff was due to 
come into force on 1 January 1995. The second half 
of 1994 was therefore marked by continual changes 
in import tariff rates.1

This question was already dealt with very effec
tively by Kume (1996), while Nonnemberg (1996) 
analysed other related policy measures; the first of 
these authors deals with the evolution since 1988 of 
the effective rates of protection given to the various 
sectors of production, while the second author high
lights the importance of financial arbitrage move
ments as a stimulus for financing imports.2

In the present article, we will try to identify the 
economic rationale of Brazilian tariff policy by ex
amining the effect of each of the various changes in 
import tariff rates for all the products traded. The 
period covered is from July 1994, when the Plano 
Real began, to the end of September 1996, which was 
the latest month for which data were available at the 
time of writing. All the decrees and decisions affect
ing tariff rates were taken into account, thus permit
ting a full description of the evolution of national 
import policy in the first two years o f the Plano Real. 
The methodological annex shows how the primary 
data were processed.

II
Evolution of the tariff structure

In the course of the present decade, Brazilian external 
trade policy has evolved in the direction of reducing 
trade barriers, which has been reflected in a corre
sponding increase in the value of imports (table 1).

It may be noted from table 1 that although tariff 
rates have tended to go down steadily (except for a

□  This study could not have been made without the efficient 
com putational support of Decio Fialho of ECLAC. Equally im 
portant support was provided by André Bauer in processing the 
data.

slight reversal in the last year) and that this has corre
sponded to a rise in the total value o f imports, the rate 
of such tariff reduction displays variations which are 
worthy of our attention. Thus, between 1990 and

1 It may be noted that the priorities laid down in the Plano Real 
- in  effect from  I July 1994- also strongly influenced national 
policy on convergence with the Common External Tariff.
2 For a relatively full description o f the period preceding the 
adoption o f the Plano Real (1958-1993), see Pinheiro and 
Alm eida (1995).

TARIFFS AND THE PLANO REAL IN BRAZIL •  RENATO BAUMANN, JOSE FIN A RIVERO AND YOHANA ZAVATTIERO



C E P A L  R E V I E W  6 6  •  D E C E M B E R  1 9 9 8 173

TABLE 1

Brazil: Import duties and 
value of Imports, 1990-1996

Year
Simple average 

rate 
(per cent)

Value of imports 
(Millions of 
dollars FOB)

1990 32.12 20 661
1991 25.19 12 042
1992 20.78 20 554
1993 16.49 22 797
1994 13.97 33 106
1995 13.07 49 263
1996 (Jan./Sep.) 13.10 49 619

Source: Estimates provided by H. Kume and figures prepared by 
the authors on the basis of primary data.

1993 the simple average tariff rate went down by 
half, whereas the most noteworthy increases in im
ports took place in the most recent period. Further
more, there has been a relative stabilization of import 
tariffs since 1994 but, as we shall see below, this 
apparent stability actually conceals a varied set of 
parallel reductions and increases in the rates for dif
ferent products.

In order to explain the different rates of change 
o f import duties and of the increase in the value of 
imports, it is necessary to take into account various 
other relevant elements, such as exchange rate policy, 
the income-effect of the demand for imported prod
ucts, the existence of special import regimes, and 
even an aspect which is usually neglected in most 
studies: i.e., the process of familiarization of consum
ers with foreign-made products which were not ob
tainable on the domestic market for decades. This 
latter element is a slow process which involves the 
establishment and consolidation of domestic market
ing channels for the imported goods, and it undoubt
edly explains -a t least in part- the time-lag in the 
response of demand for these products.

1. General features of the trade openness 
process

a) The products affected and the average tariffs 
The first aspect to be noted when analysing im

port policy in the first two years of the Plano Real is 
that the variations3 in import duties affected 83% of 
the total list and 28% of the products affected under-

3 Note that it is a question of “variations” and not necessarily of 
“reductions”.

TABLE 2

Brazil: Incidence of changes In import duties, 
July 1994 to September 1996

Number of 
products

Per cent

Total number of products studied 
Products which underwent a

13 428 100,0

change in rate 
Products with two or more

11 183 83.3

changes in rate 
Products with three or more

3 830 28.5

changes in rate 
Products with five or more

939 7.0

changes in rate 148 1.1

Source: Prepared by the authors on the basis of primary data.

went two or more changes in tariff rates in the period 
between July 1994 and September 1996. In other 
words, this was undoubtedly a time of marked redefi
nition of the country’s trade relations with the rest of 
the world.

The figures in table 2 indicate that in this period 
there was heavy intervention in the import tariff struc
ture. Some specific products (at the ten-digit level of 
classification) even underwent several changes in the 
nominal rate. In the case of 148 products there were 
five changes or more, which -over a period of only 
27 months- may have become a disturbing element in 
the formation of expectations by the economic agents.

There was a similar picture of differences in the 
rates of trade openness and import performance over 
this period (table 3 and figure 1).

Over the period in question there was an initial 
spell (in the last two quarters of 1994) of marked 
reduction of import duties which -in  conjunction 
with other factors- resulted in a significant increase 
in the value of imports. At the beginning of 1995 
there was a slight increase in the simple average rate, 
and from the second quarter of 1995 on this rate 
reached a level of around 13% which has been main
tained since then. The quarterly value of imports 
evolved differently: it practically doubled between 
the third quarter of 1994 and the second quarter of 
1995, fell slightly in the following quarter, and 
(subject to small fluctuations) has remained at that 
level (around US$ 12 billion) since then, with a new 
surge in the third quarter of 1996.

The last three columns of table 3 give some im
portant supplementary information. Before consider
ing them, however, a brief methodological digression 
is called for in order to highlight the importance of
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TABLE 3

Brazil: Quarterly value of Imports, rates of Import 
duty, and number of products affected, 1994-1996

Period
Value o f imports 

(Millions of 
dollars CIF)

Simple rate 
(per cent)

Number of episodes of changes in rates

Reductions Increases Total

1994 m 7 931 13.0 4 738 21 4 759
IV 11 824 11.2 253 22 275

1995 I 12 017 12.6 2 462 5 349 7 811
II 13 656 13.2 468 401 869
III 11 916 13.2 84 85 169
IV 12 030 13.3 63 97 160

1966 I 10 737 13.1 1 738 303 2 041
II 12 477 13.0 195 171 366
III 14 965 13.2 13 150 163

Source; Prepared by the authors on the basis of primary data.

FIGURE 1

Brazil: Tariff rates and imports

— Weighted rate in Simple rate —  Imports
the corresponding 
month

including the indicator on the number of variations in 
the rates.

If we take as an example what happened between 
December 1994 and January 1995, we note that the 
simple average import tariff rate suggests that there 
was a generalized rise in import duty, which rose 
from 11.19% in the first month to 12.62% in the sec
ond. However, these figures are the net result of a 
policy under which there were 5093 tariff increases at 
the same time that there were 2691 reductions. In 
other words, it would be desirable not to limit our 
analysis to the general level but to take account also 
of the data at a more detailed level.

Table 3 clearly shows that the changes in the 
tariff structure were actually concentrated (judging

from the number of episodes of changes in rates) in 
the third quarter o f 1994 and the first quarter of 
1995,4 and that this was not a continuous process.

Although the number of cases of tariff reduction 
predominates over the period as a whole, there were 
also tariff increases for a substantial number of prod
ucts, especially in the first quarter of 1995 (particu
larly for those products which had to adapt their tariff 
levels to the Common External Tariff) and also early 
in 1996 (although the increases, which were adopted 
in order to correct the trade balance, were not so 
marked on this occasion).

The global results of these movements (com
pared with the “simple” rates) are shown in figure 2.

There was a clear downward trend in the average 
tariff at the end of 1994, which actually represents 
the continuation of a process begun in 1990 (as 
shown in figure 2), with relative stability around the 
median as from the second quarter of 1995. The 
most frequent rate reached its minimum level in the 
first quarter of 1995 and stabilized at 18% as from 
the second quarter of that year.

Protection theory recommends that if the adop
tion of import tariffs cannot be avoided, then the dis
tortions introduced into the economic system will be 
minimized if the rates of import duties and their dis
persion are kept as low as possible. Thus, according 
to this theory, a reform which reduces tariff levels 
and also reduces the variance in the distribution of 
the tariff rates is a step in the right direction.

4 W ith a little additional variation in the first quarter of 1996.
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FIGURE 2

Brazil: Indicators of recent tariff policy

Per cent
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However, analysis of the evolution of the tariff 
structure suggests that the behaviour was uneven, to 
judge from the deviation pattern of the tariff rates:

1994 1995 1996

III IV I II III IV I II III
8.0 7.9 7.2 9.4 9.6 9.8 9.0 8.4 8.9

These figures indicate that initially, up to the first 
quarter of 1995, there was a move towards greater 
uniformity of the tariff structure (at lower rates), but 
there was growing dispersion in the rest of that year, 
followed by a lack of convergence throughout 1996.

b) The weighted rates
So far, the data have been presented on the basis 

of simple rates (i.e., measurements weighted only by 
the period of validity) and in aggregated form. It is 
known, however, that during the period in question 
there were substantial changes in the country’s list of 
imports. In 1993, for example, imports of consumer 
goods represented 12% of the total value of imports, 
but this proportion rose to 17% in 1994 and 22% in 
1995.

This means that we must consider the tariff 
structure in the light of the effective weight of the 
products concerned: i.e., we must consider the import 
tariff rates weighted by the value of imports of each 
product.

The exceptional growth of trade flows in this 
period raises the further difficulty of identifying the 
most suitable import vector for this weighting. The 
structure for the immediately preceding period does 
not reflect the changes made, and the years 1994 and

1995 must be considered atypical because they reflect 
import demand structures which were heavily influ
enced by the initial phase of a stabilization process.

The most feasible alternative was -as  described 
in the preceding section- to weigh the vector of the 
simple rates by the import structure in the 1990-1993 
period (as the reflection of a minimum pattern) and 
by the import structure in 1995 (reflecting a maxi
mum pattern), complementing the analysis with esti
mates of the rates as weighted by the current value of 
imports: i.e., the value actually registered in each 
quarter.

Table 4 and figure 3 show the differences in the 
weighting criteria.

The three estimates of weighted rates show a 
sharp drop in tariffs in the last quarter of 1994, a 
recovery in the next two quarters, a new reduction in 
the second half of 1995 and a slight increase in 1996.

Analysis of these data and of the figure shows 
that: i) the behaviour of the simple tariff is not capa
ble of reflecting this movement; ii) the changes in the 
structure of the import list over the period were suffi
ciently pronounced to give substantially different re
sults when the data are weighted by the average for 
the previous three years or for a period of markedly 
high demand such as 1995; and iii) weighting by the 
value of imports in the same quarter gives results 
which are less skewed, with values intermediate be
tween the results obtained with the other two weight
ing methods.5

These results show the need to make the analysis 
more detailed in order to take account of the move
ments in each quarter -the  relation between the value 
of imports and the rate of du ty - and the policies 
applied in respect o f particular sectors.

5 It should be noted that the import values are only partly a 
response to the levels of im port duties: according to the Ministry 
of Federal Revenues (data published in the G azeta M ercantil of 
11 December 1996), if we consider the relation between the 
value of imports and the amount effectively paid in import duties 
in the first ten months o f 1996, then B razil's imports were 
brought in at an average real rate of 7.1%, which is a good deal 
lower than the average nom inal rate of 13.6% estim ated by that 
M inistry. This is explained by the effect o f “ special import 
regimes” which ensure differential treatm ent for some imported 
products, In sectoral terms, the same study also reveals manifest 
differences, as in the case of transport equipm ent, where the 
nominal rate of duty in 1996 was 19.78% but the real duty was 
6.46%, or consumer goods, where the nominal rate was 24.38% 
but the “real” rate was 11.12%.
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TA BLE4

Brazil: Simple and weighted rates of import duty, by quarters, 1994-1996

Simple rate 
(per cent)

Weighted rate (per cent)

Period
Average

1990-1993
Current quarter Corresponding 

quarter in 1995

1994 III 12.95
IV 11.19

1995 I 12.62
II 13.18
III 13.22
IV 13.26

1996 I 13.13
II 12.99
III 13.19

Global average for the period
July 1994-September 1996 12.86

Source: Prepared by the authors on the basis o f primary data. 

FIGURE 3

Brazil: Weighted import tariff rates
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Before proceeding to make this detailed analysis, 
however, some comments are called for on the rela
tionship between the national tariff structure and the 
Common External Tariff agreed with the other mem
bers of Mercosur.

2. The myth of the advance adoption of the 
Common External Tariff (CET)

It was thought that Brazil would bring forward to 
September 1994 the country’s adoption of the Com
mon External Tariff (CET) agreed within Mercosur 
and scheduled to come into effect in January 1995, 
but closer analysis reveals that this assertion calls for 
some reservations.

13.45 14.36 14.85
9.92 13.68 14.02

13.04 16.57 16.57
13.74 19.46 19.46
13.49 15.79 15.79
13.44 15.49 15.49

12.70 13.51 18.39
12.86 15.47 19.72
13.03 16.45

13.16 15.54 16.75

The belief that the cet  would be applied three 
months in advance was due to Resolutions 506 and 
507 of the Ministry of Finance, both dated September 
1994. In fact, three important resolutions were 
adopted in that month: No. 492, which reduced the 
import duties for a number of products to a uniform 
level o f 20%, and Nos. 506 and 507, which changed 
the specific rates for a list of products.

At the end of September 1994, however, after 
the entry into force of the three resolutions, there 
were still 124 products with import duties of over 
20%,6 and not all of them  corresponded to the ex
ceptions provided for in the case of the information 
processing sector (only 48 products under item 84.71) 
and the telecommunications sector (only 6 products 
under item 85.17).

Furthermore, examination of the Brazilian tariff 
structure at the end of September 1994 shows that 
there were 2930 products with rates higher than those 
of die CET, 5102 with rates that were lower, and 5396 
with rates equal to those of the c et .

In other words, at the end of September the CET 

tariff structure only applied to 42% of the total 
number of products on the import list. Thus, Brazil 
only partially applied the CET in advance.7 The effec
tive adoption of the Common External Tariff and the

6 Compared with 452 products in August of the same year.
7 Com bined with tariff reductions to levels below those laid 
down in the CET, for the purpose of dom estic price stabilization.
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Common Nomenclature only took place as from 1 
January 1995, through Decree No. 1343. This does 
not mean to say that the convergence effort was not 
appreciable; it is simply meant to show that the CET 

was not applied in full before the scheduled date.
Another important observation for understanding 

the evolution of the Brazilian tariff structure in this 
period concerns the lists of exceptions. Between 
April and December 1995, in an effort to bring down 
domestic price levels through competition from im
ports, the government adopted Decrees Nos. 1453, 
1471, 1490, 1550, 1678 and 1767, which established 
lists of products temporarily subject to differential 
tariff treatment.8 In April 1996, Decree No. 1848 
established another list of exceptions.

With regard to the products affected, in January 
1995, when the CET was adopted, there were 1272 
products on the list of exceptions (annex to Decree 
No. 1343), and this figure rose to 1700 products in 
December of that year, as a  result of the adoption of 
the two decrees already mentioned, which were 
consolidated in Decree No. 1767. In April 1996, De
cree No. 1848 consolidated a new list of exceptions 
containing 1500 products.

If we look at the whole set of movements ef
fected in this period, in relation to the number of 
times the rates were changed (not the products 
affected), we see that for the period from July 1994 
to September 1996 this number was broken down as 
follows:

i) Partial adaptation of the Brazilian customs 
tariffs to the CET in September 1994 accounted for 
23% of the cases, all involving tariff reductions.

ii) The application of the CET in January 1995 
accounted for 47% of the total number of changes in 
tariffs: 32% increases and 15% reductions.

iii) The adoption of lists of exceptions accounted 
for 23% of the total: 16% reductions and 7% in
creases.

These data help us to understand the evolution of 
the weighted average rate of import duties. Figure 1 
shows that there was an initial downward movement

8 The changes made during 1995 may be summarized as follows: 
a) Decree No. 1471 consolidated the exceptions to the Common 
External T ariff (annex 1 of the Decree gives the national list
of exceptions and annexes 2 and 3 correspond to the so-called 
Dallari list); b) Decree No. 1490 established a  new annex 1 
which superseded the previous one; c) Decree No. 1550 cor
rected and slightly amended the Common External Tariff; and 
d) D ecree No. 1678 repeated the foregoing procedure. We are 
indebted to Honorio Kume for this information.

FIGURE 4

Brazil: Import duty rates and 
Import values - monthly figures
(Percentage rates and import values in millions o f  dollars)

Per cent Millions of US$

—□ — Simple rate —  Weighted rate for —  Imports
current month

in the fourth quarter of 1994, reflecting the partial 
advance application of the CET (and the additional 
adjustment in the tariff structure), followed by an in
crease when the Common External Tariff was applied 
in full, reaching a peak in the second quarter of 1995. 
Subsequently, up to the first quarter of 1996, new 
reductions were made on three occasions, reflecting 
the effect of the lists of exceptions, and thereafter 
there was an upward trend in tariff levels.

Analysis of the monthly data on the “simple” 
rate of import duties and the value of imports (see 
figure 4) also shows three distinct periods:

i) Initially, in July and August 1994, the total 
value of imports begins to rise, even before the 
changes in the tariff structure: the most likely expla
nation for this is the income-effect of the Plano Real, 
associated with the revaluation of the exchange rate.

ii) In a second period (between September and 
December 1994) the level o f the “simple” tariff rate 
is reduced. In this period there is clearly an extra 
stimulus for imports due to the variation in the 
“simple” rate and the persistence of the income- 
effect and price-effect from the previous period.

iii) As from 1995 (especially as from March) the 
“simple” rate stabilizes around 13% (while at the 
same time the exchange rate changes again). The 
fluctuations in the total value of imports persist, how
ever. Altogether, this set of data suggests that as from
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the second quarter of 1995 the “simple” rate loses its 
capacity to determine imports: its influence seems to 
be limited to the level of the value of imports, but it 
does not explain the variations in this indicator, 
which tends to depend on other determinants such as 
exchange-rate and other policies.

The behaviour of the weighted rate reflects these 
three periods: it rises between July and August 1994 
(even with a constant “simple” rate), remains stable 
between September 1994 and January 1995 (the re
duction in the rate is offset by the increase in im
ports), and thereafter it directly reflects the variations 
in the value of imports.

This behaviour suggests that there are other fac
tors that should be taken into account, especially 
analysis of the behaviour at the level of the most 
important sectors.

3. Tariffs by sectors

For this sectoral analysis, we selected 14 of the 97 
chapters (two-digit categories) o f the Nomenclatura 
Brasileira de Mercadorias/Harmonized System on the 
basis o f two criteria: i) the number of variations in 
import duties they underwent in the period studied, 
and ii) their relative importance in the total value of 
imports.

The 14 chapters selected in line with these crite
ria accounted in 1995 for 74% of the total value of 
imports and 67% of the number of variations in tariff 
rates in the period in question. In other words, these 
chapters accounted for the major part of the vari
ations in import duties between July 1994 and Sep
tember 1996. These chapters also account for 65% of 
the total number of products (at the ten-digit level) 
affected by changes in tariff rates.9

Table 5 summarizes the basic information. It will 
be noted from it that -as in the universe of the import 
lis t- the number of reductions of tariff rates amply 
exceeds the number of increases in the period. In this 
sample of 14 tariff chapters, there were increases in

9 The chapters were: Chap. 11 - M illing industry products; Chap. 
27 - M ineral fuels and mineral oils ; Chap. 28 - Inorganic chem i
cal products; Chap. 29 -Organic chem ical products; Chap. 39 - 
P lastics and products thereof; Chap. 48 - Paper and paperboard; 
Chap. 54 -Synthetic or artificial filam ents; Chap. 55 - Synthetic 
or artificial fibres; Chap. 72 - Cast iron, iron and steel; Chap. 73 
- C ast iron, iron or steel, worked; Chap. 84 -M achinery and 
mechanical equipm ent; Chap. 85 - E lectrical equipm ent and 
com ponents; Chap. 87 - M otor vehicles and other land transport 
equipm ent; Chap. 90 - Optical instrum ents and equipment.

59% of the cases, whereas there were reductions in 
72%. This reflects the sectoral dispersion of the trade 
liberalization process.

The fourth, fifth and sixth columns of table 5 
also show that the “simple” rates for these114 chap
ters were always higher than the rates for (he total 
number of products.

This relation was maintained systematically. 
Figure 5 shows a comparison between the evolution 
of the rates in the sample and those of the whole 97 
chapters during the period studied. Both show a 
marked reduction between July and September 1994 
and relative stability as from May 1995, However, 
the “simple” rate for the 14 chapters is systematically 
higher than the rate for the totality of products, which 
explains the above-mentioned difference between the 
percentage shares of the sample group in the episodes 
of reduction and increase of rates.

Furthermore, as a result of the import policy, 
during the period in question there was a direct and 
systematic relation between the rates of duty on im
ports and the value of imports o f the products in 
question (see table 6).10

Analysis of table 6 reveals that on average the 
products with the greatest weight in the total value of 
imports were subject to higher rates. There is a  direct 
relation for each import value bracket.

Part of the explanation for these results must be 
sought in the policy on the sectors to which these 
products belong. The data indicate that the highest 
rates for this set of products were observed in the 
case of synthetic textiles, footwear, buses and utility 
vehicles, which suggests concern about the effects of 
imports on domestic producers.

For all the sectors studied, there was a sustained 
reduction of import duties between 1990 and 1993. In 
some cases, this reduction was quite marked, as for 
example in the case of milling industry products, 
where the tariff was reduced from 28.8% in 1990 to 
9.9% in 1993. Other significant reductions were in 
plastics and plastic products, machinery and me-

10 This table shows the average level of the “simple” rates in 
effect during the period studied, by im port value brackets. There 
were two products with import values over a million dollars in 
1995: passenger vehicles and petroleum. As imports of petro 
leum  are totally regulated in Brazil - th is  being a product w ith a 
very particular m arket- and as automobile import policy dis
played extreme variations in the period, we decided not to in
clude the data on these two products in the table, in order to 
avoid distortions.
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TABLE 5

Brazil: Selected chapters, by number of variations in 
import duty rate and/or relative importance in total Imports

Value of imports in 1995 Simple average rates Total number o f changes in rates in period Number of 
products 
affected 
-total for 

period

OvlCvlvU

chapters of 
NBM/HS a

Millions 
of dollars

Chapter as 
% of total 

imports

1994
2nd

half-yr.
1995

1996
Jan-Sep

Reduc
tions

Incr
eases Total

Chap./
total

changes (%)

11 1 161 2.36 10.00 10.38 10.50 0 10 1 0 0.06 48
27 5 541 11.24 6.94 9.95 8.34 110 34 144 0.87 93
28 583 1.18 3.96 5.49 5.62 68 384 452 2.72 578
29 2 976 6.04 6.77 8.25 8.27 1 524 1 565 3 089 18.60 2 210
39 1 596 3.24 13.15 13.39 13.85 226 160 386 2.32 285
48 919 1.86 9.50 12.02 12.71 38 286 324 1.95 220
54 531 1.08 12.89 12.30 16.46 455 203 658 3.96 215
55 286 0.58 15.31 14.52 17.81 247 78 325 1.96 142
72 320 0.65 9.88 10.06 10.05 142 273 415 2.50 331
73 377 0.76 12.41 14,86 14,97 91 196 287 1.73 282
84 7 990 16.20 19.31 17.98 16.95 2 261 146 2 407 14.49 1 302
85 5 705 11.57 18.07 22.01 19.36 861 184 1 045 6.29 645
87 5 560 11.28 22.46 34.72 37.65 369 259 628 3.78 220
90 1 622 3.29 17,11 16.10 15.59 638 83 721 4.34 508

Total number 
o f  chapters 
selected 

Total NBM/HS
3 5 1 6 7  
49 311

73.70
100.00 12.07 13.07 13.10

7 030 
10 014

3 861 
6 599

10 891 
16 613

65.57
100.00

7 256 
11 183

Source: Tabulation prepared by the authors on the basis of primary data. 
a NBM/HS = Brazilian Nomenclature of Goods/Harmonized System.

FIGURE 5

Brazil: Simple average tariff rate, for 
total imports and for selected chapters
(Per cent)

chanical equipment, electrical equipment and compo
nents, and the motor industry, where the tariff went 
down from 63.6% to 32.2% over the same period.

The sectoral data for the period from July 1994 
to September 1996 also show that the “ simple” rates 
displayed a varied trajectory.11 Thus, for example, in 
the case of mineral fuels, plastics and plastic prod
ucts, paper and paperboard, inorganic chemical prod
ucts, organic chemical products and motor vehicles, 
import duties reached their lowest level in the fourth 
quarter of 1994, while in the case of synthetic or 
artificial filaments and synthetic or artificial fibres 
they did so in the first quarter of 1995. In the case of 
machinery and mechanical equipment, the “simple” 
rates display a systematic downward path.

W hat these different trajectories show is that 
-although the global indicators suggest that the first 
quarter of 1995 was the moment of greatest openness 
of the econom y- the different forms of evolution of 
the sectoral rates also indicate that the policy of 
greater economic openness did not correspond to a 
generalized uniform movement, as may also be seen 
from the evolution of the standard deviations of the

u  Possible exceptions to this were the m illing industry, cast
iron, iron and steel products, and optical instrum ents and equip
ment, where the variations in the nominal rates were very small.

TARIFFS AND THE PLANO REAL IN BRAZIL •  RENATO BAUMANN, JOSEFINA RIVERO AND YOHANA ZAVATTIERO



180 C E P A L  R E V I E W  6 6  •  D E C E M B E R  1 6 9 6

TABLE 6

Brazil: Relation between value of imports and tariff rate applied

Value o f imports 
per product 
(m illions o f dollars)

Number o f products
Percentage share 
in total value of 
imports (1995)

“Simple” rate,3 %

Over 20 369 56.97 14.93
Over 50 132 42.62 27.88
Over 100 52 31.06 36.43
Over 150 34 26.88 50.01

Source: Tabulation prepared by the authors on the basis of primary data. 
a Average rate between July 1994 and September 1996.

tariff rates already referred to. In other words, a pe
riod which is often associated in the minds of ob
servers with trade openness actually covers a varied 
range of types of sectoral treatment.

A third aspect which emerges from analysis at 
the sectoral level is the behaviour of the “simple” and 
weighted rates. In some sectors, the weight of im
ports of products subject to higher rates than the sec
toral average was enough to bring about a systematic 
rise in the weighted tariffs compared with the simple 
rates, as occurred in the case of mineral fuels, syn
thetic filaments (in 1994 and 1995) and automobiles 
and other land vehicles. On the other hand, in the 
case of inorganic chemical products, plastics and 
plastic products, paper and paperboard, electrical 
equipment and components, and optical instruments

and equipment, the opposite took place because of 
the predominance in the imports o f products subject 
to lower rates.12

Protection theory notes that in some situations 
the tariff level established may be excessive, giving 
rise to what is known as “tariff dilution”(a rate which 
exceeds the desirable level of protection). The same 
theory also notes that tariff levels may be so high as 
to make international trade inviable.

If the calculations show that some weighted tar
iffs are below the average for the sector, this may 
indicate that -taking account of the import structure 
and despite the generalized process of increased 
openness- in some industries there may have been 
some degree of excessive protection during, the pe
riod studied.

Factors conditioning tariff policy

The first aspect to be highlighted in the analysis of 
tariff policy in this period is the concern displayed, in 
the design of this policy, to stabilize the level o f do
mestic prices in the broad sense. This concern is 
clearly reflected both in the preparation of the lists of

12 W ith regard to other sectors -su ch  as m illing industry prod
ucts, organic chem ical products, cast iron, iron and steel prod
ucts, and m achinery and mechanical equ ipm ent- the degree of 
dispersion of the rates for the various products is only small, so 
that the structure of the weighted rates is sim ilar to that of the 
“sim ple” rates; in view of the relative hom ogeneity of the rates 
for the different products in these sectors, the estim ation of the 
w eighted rates does not suffer from the influence of the import 
value, w hich appears both in the num erator and the denom inator 
of the form ula used for calculation.

exceptions13 and in the diagnosis underlying the 
whole process: it is based on the idea that access to 
products (especially inputs) at prices close to interna
tional levels helps to improve the efficiency of the 
entire production process, the competitiveness of do
mestic production, and the sustainability of the stabi
lization process itself.

Global data show a clear movement towards a 
generalized reduction in trade barriers, one of the 
most significant results o f which has been an increase 
in the imported component of domestic supply:

13 It may be noted that these were prepared after the adoption of 
the Common External Tariff,
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TABLE 7

Brazil: Some examples of products with 
five or more variations in tariff rates

Chapter Name Number of products Number o f variations

15 Oils and fats 1 6
29 Organic chemical products 1 7

6 5
34 Cleaning products 12 6
54 Synthetic filaments 7 6

5 7
76 Aluminium 2 6
83 Base metal products 1 6
84 Machinery and mechanical equipment 1 6

2 5
85 Electrical machinery and equipment 11 5
87 Motor vehicles 61 5

Source: Prepared by the authors on the basis o f primary data.

according to estimates by Moreira and Correa 
(1996), the share of imports in the apparent consump
tion of manufacturing industry rose from 9.4% in 
1993 to 15.5% in 1995, especially imports of capital 
goods, whose share rose from 28% to 42% in the 
same period.14

Equally important was the decisive influence 
exerted on customs policy by the political decision 
to consolidate the process of formation of Mercosur. 
This -factor -unprecedented in the country’s economic 
policy -undoubtedly affected the results in late 1994 
and early 1995.

Finally, this period is marked by a new approach, 
compared with Brazil’s experience in recent decades, 
regarding the process of determining import duty 
rates. Traditionally, the tariffs for Brazil’s imports 
were determined -since the 1957 Tariff A ct- on the 
basis of negotiations between producers, marketers 
and the government authorities. This is a feature 
which has very few parallels in other countries; it 
might be maintained that this practice could have 
helped avoid the crises caused in other Latin Ameri
can countries by the rate of trade reforms. At the 
same time, however, it must also be acknowledged 
that the influence of different interests could often 
have slowed down the desirable (or economically 
advisable) rate of changes in import duties.

However its actions may be interpreted, the fact 
is that the existence of a customs policy committee 
made up of representatives of government and of the 
private sector (including representatives of agricul
ture, industry and trade) played an important part be
cause it promoted transparency and joint definition of 
criteria for changes in the tariff structure.15

This mechanism disappeared in 1990 (its ab
sence is therefore one of the special features of the 
period studied), and the definition of tariff rates be
came the responsibility of a sectoral ministry (the 
Ministry of Industry) and the Ministry of Finance.

It may be noted in this respect that the lack of 
such a  policy-making instrument may involve costs. 
For example, if we analyse the rate of import duty on 
some specific products over a period of time we note 
that its evolution during the period in question does 
not display the stability recommended by protection 
theory as an important element for defining expecta
tions and, ultimately, facilitating the action of the 
economic agents. Table 7 illustrates several such cases.

Protection theory suggests that the expectations 
of the economic agents -both producers and consum
ers- are influenced by their hope of deriving benefits 
from a given tariff structure. The more homogeneous 
that structure is, the fewer skews there will be in 
terms of added value,16 and hence the fewer distor-

14 As M oreira and Correa (1996) note, this occurred without any 
parallel increase in exports. For manufacturing as a whole, the 
export/output ratio rem ained alm ost constant: 14.5% in 1993 
and 14.9% in 1995.

15 For a description of the features, procedures and actions in
volved and some of the results obtained, see Baumann and 
M orais (1988) and Baumann (1993).
16 For an analysis o f the levels of effective protection in recent 
times in Brazil, see Kume (1996).
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TABLES
Brazil: Examples of variations in tariff rates for selected products

Product Evolution o f import duty (percentage levels)

29.26.90.02.00 Adiponitrile
7/1994
15

9/1994
14

12/1994
2

5/1995
4

11/1995
8

2/1996
10

4/1996
2

8/1996
12

34.01.19.03.00 Industrial soap 
7/1994 
10

1/1995
11

5/1995
4

11/1995
6

2/1996
8

4/1996
2

8/1996
18

54.02.49.02.01 Acrylic dyes 
7/1994 
20

9/1994
16

11/1994
2

4/1995
0

5/1995
6

2/1996
10

4/1996
6

8/1996
16

54.02.49.04.01 Polypropylene dyes
7/1994 9/1994 
20 16

11/1994
2

4/1995
0

5/1995
6

2/1996
10

4/1996
6

8/1996
16

84.22.40.99.00 Goods packaging machines 
7/1994 
20

11/1994
0

1/1995
19

6/1995
0

7/1995
19

1/1996
18

85.17.10.99.00 Telephone apparatus
7/1994
30

1/1995
19

3/1995
70

5/1995
63

1/1996
56

4/1996
30

87.03 Passenger cars
7/1994
35

9/1994
20

1/1995
32

2 /i 995 
70

1/1996
62

4/1996
70

Source: Prepared by the authors on the basis of primary data.

tions will be caused in resource allocation. Further
more, the more stable this structure is over time, the 
longer will be the planning horizon of the agents and 
the greater the efficiency of resource allocation. 
Long-term projects need stable rules.

However, the data in  table 7 show that for 
some products (in a ten-digit classification) the 
period between July 1994 and September 1996 was 
one of instability, with marked fluctuations in the 
rates of im port duty. There is no set rule for know
ing what the time interval between tariff changes 
should be, but it seems reasonable to assume that 
producers (and consumers) o f a product which un
dergoes six or more changes in its rate of duty over 
a period of 27 months m ust have some difficulty in 
programming their activities with any degree of pre
cision, especially when those variations are both 
upward and downward and are of considerable 
magnitude. Table 8 shows some examples of

products where these fluctuations were quite 
marked and where the process of fixing import 
duties did not follow any clear line, whether in terms 
of establishing greater trade openness or creating a 
more autarkic system. Nor is there any clear sectoral 
rationale. Producers in such widely different sectors 
as the manufacture of cleaning products, machinery, 
yams and automobiles all suffered marked variations 
without any apparent direction: fluctuations which 
amounted in some cases to as much as nineteen 
percentage points in one or the other direction 
within a period of six months.

The most likely explanation of this is that import 
policy pursued multiple objectives which were not 
always compatible with each other, such as giving 
broader access to imported goods and contributing to 
the price stabilization programme while - in  some 
cases- reducing the costs of domestic producers of 
those goods.

TARIFFS AND THE PLANO REAL IN BRAZIL •  RENATO BAUMANN, JOSEF1NA RIVERO AND YOHANA ZAVATUERO



C E P A L R E V I E W  6 6  * D E C E M B E R  1 9 9 6 183

IV
Summary and final remarks

In this article we have sought to analyse the evolu
tion of import tariffs in the first two years of applica
tion of the Piano Real (July 1994 to September 
1996), by examining the whole structure of tariff 
rates. The period studied coincided with a marked 
intensification of the process of greater trade open
ness of the Brazilian economy, which began in 1988 
and was stepped up as from 1990 with the definition 
of a downward movement of tariff rates.

In this period there was a process of trade liber
alization -reflected in the average level of tariffs and 
the degree of dispersion of their structure- which 
reached its peak in the first quarter of 1995. After 
that, there were various increases in tariff rates, dif
ferentiated by sectors, which led to greater dispersion 
of the tariff structure. At the same time, these events 
suggest that the average level of nominal import du
ties remained relatively constant since the second 
quarter of 1995, so that the behaviour of the total 
value of imports was determined by other elements.

This process affected practically 90% of the 
Brazilian im port list and took place in stages which 
were associated with a process of openness in the 
broad sense, the partial advance application of the 
Mercosur Common External Tariff structure, and the 
adoption of lists of exceptions.

Analysis of the process by sectors of production 
reveals (if we leave aside the particular cases of pe
troleum and automobiles, which received differential 
treatment and had significant weight in imports as a 
whole) that there was a direct relation between the 
nominal tariff rate and the value of imports for each 
product (which indicates a concern for specific sec
tors of production) and that there were marked vari
ations during the period studied. Furthermore, the 
fact that in the case of some sectors the weighted rate 
(weighted by the value of imports) was below the 
simple average rate for a number of months indicates 
that there is room for reviewing the tariff levels in 
some cases.

These observations give grounds for some re
flections on the design of import policy. In principle, 
this design should reflect a clear target function for

the economic agents so that investment decisions 
may be based on the largest possible amount of infor
mation. This clarity stems not only from the identifi
cation of purposes but also from the manner of 
achieving the objectives. The Brazilian experience is 
unique and valuable in the sense that there was ia 
collegiate body for this task. There are pros and cons 
with regard to this manner of operation, as a decision 
on goods manufactured by only a few domestic pro
ducers may not be efficient if it is not based on ample 
information.

Moreover, protection should not be an aim in 
itself, nor should it be maintained without taking ac
count of its alteration of the basic economic relations. 
In other words, there should be some degree of flexi
bility for making adjustments, either by using a prac
tice which is common in other countries (the 
application of non-tariff mechanisms) or by making 
corresponding changes in the exchange rate.17 How
ever, fluctuations in nominal tariff rates which exceed 
a certain level in a relatively short space of time are 
certainly not desirable, because tariffs represent only 
one of the price signals (along with the exchange rate 
and other factors) which are important for the agents 
concerned, and the direction of variation is not al
ways immediately identified. Theoretically, the ideal 
is indeed a single, uniform rate maintained in time, 
but this is not always feasible. One possibility that 
might be explored is the definition of possible mar
gins of variation for given periods of time, as a vyay 
of reducing the excessive instability which marked 
the period studied.

(Original: Portuguese)

17 This method was typical o f Brazilian practice in the 1970s and 
1980s, but its use should be viewed with caution in the light of 
the growing im portance of external financial flows for the Bra
zilian economy and - in  the period in question- the whole ra
tionale of the stabilization process, which requires a relatively 
low and constant exchange rate.
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ANNEX 1

Methodology used

The aim of the study was to describe the policy followed in defining the rates of import duties in Brazil during the 
period from July 1994 to September 1996 and analyse the resulting structures. It was therefore necessary to work with the 
universe of products in the Brazilian Nomenclature of Goods, Harmonized System (13,428 products in the 10-digit classifi
cation) and examine all the documents published in the Official Gazette which involved changes in those rates.

The second step was to organize and harmonize the information on import duty rates according to the data of the 
Brazilian customs tariff (products classified at the 10-digit level under the Harmonized System) and the Common External 
Tariff (8-digit classification of the common Mercosur nomenclature). This process was carried out on the basis of the 
common root for each product (6-digit classification), using the compatibility scheme prepared for the Common External 
Tariff and published in customs reference works.

The third stage in the work was to determine the rates applicable to each product in July 1994 and then tabulate, for each 
succeeding month, the changes made through resolutions or decrees. Of the 13,428 products, 11,183 underwent some type of 
change in the applicable rate and 939 underwent three or more changes in the period.

On the basis of this information, vectors of the rates applicable in each month to each product were then constructed.

In order to facilitate the analysis, the monthly data were grouped in quarters. The basic criterion used for this grouping 
was the assumption that the representative rate for each quarter was the rate which was in force for the longest period of time. 
On the basis of this assumption, we then calculated what we have called the “simple rate”, which is actually the average of 
the rates applicable to each product, weighted by the period of applicability of the rates in each quarter.

This estimate enabled us to identify the sectors most strongly affected and the number of cases of increases or 
reductions in rates, and also to calculate the generic descriptive statistics: the mean, mode and standard deviation of the rates.

However, the evaluation of a tariff structure also requires that the estimated representative rate should reflect the relative 
importance of the various products in terms of their share of the total value of imports. A structure in which the tariffs are 
weighted by the value of imports of each product has more economic significance than a vector of simple nominal rates.

This raises the problem of defining an import structure which can be used as a reference for the weighting process. In 
the period studied a marked influence was exerted by the income-effects and price-effects deriving from the process of 
stabilization of domestic prices, as well as the effect exerted on demand by the process of greater external trade openness. 
Consequently, the composition of Brazilian imports in 1994 and 1995 was very different from the structure in previous years.

In order to overcome this problem, we considered three alternative weighting structures:

i) as a structure “representative” of the period immediately before the adoption of the Plano Real we used the import 
structure observed in 1990-1993 (average import values for each product);

ii) as a reference value for testing substantive changes in import structure, we used the 1995 import structure;

iii) we assumed that a) changes in tariff rates have helped to change import values and also, because of the effect of this 
on certain products, that b) variations in the value imported affect decisions to change the levels of import duties. We also 
assumed (in a consciously arbitrary manner) that c) these effects took place with a lag of not more than one quarter. This 
gave rise to a third weighting criterion, in which the rates for a given quarter are weighted by the current value of imports in 
that quarter.

Special care was taken in the tabulation of the data for the fourth quarter of 1994, which is considered by various 
analysts to be the period of greatest intensification of the trade openness process. As we had a very detailed knowledge of 
the whole regulation process, it was possible to follow up closely, among other things, the effective relation between the 
Brazilian tariff structure and the Common External Tariff, leading us to make some reservations with regard to some 
conclusions frequently found in studies of this period.

The data on import duty rates were compiled from an analysis of the resolutions and decrees published in the Official 
Gazette of the Union during the period studied, as well as the foreign trade legislation published in customs reference works.

The data on the monthly value of imports of each product were obtained directly from the primary processing carried 
out by the Ministry of Federal Revenues, which enabled us to calculate the weighted rates (weighted by value and by period 
of applicability) and to group the data by chapters (two digits of the Harmonized System) and by sub-periods.
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Brazil: Nominal percentage import duty rates for selected sectors, 1990-1996
ANNEX 2

Period Chap. 11 Chap.27 Chap.28 Chap.29 Chap.39 Chap.48 Chap.54 Chap.55 Chap.72 Chap.73 Chap.84 Chap.85 Chap.87 Chap.90

1990 28.75 5.00 13.55 24.21 32.26 26.31 25.53 30,00 21.99 26.95 36.56 38.89 63.57 29.97
1991 21.15 1.49 7.70 17.12 25.91 15.09 24.37 30.00 16.43 22.73 28.90 31.79 48.72 25.63
1992 12.08 0.53 7.07 15.69 21.86 12.04 21.17 25.00 13.98 18.78 24.72 26.84 40.63 21.24
1993 9.90 0.57 5.10 13.03 16.28 10.49 21.21 24.26 11.09 17.29 20.29 22.11 32.18 19.34
1994 9.48 0.41 4.52 12.30 14.74 10.49 18.06 19.07 10.21 13.35 19.37 19.01 27.39 17.77
1995 10.40 9.95 5.49 8.25 13.39 12.02 12.30 14.52 10.06 14.86 17.98 22.01 34.72 16.10
1996
(jan./sep.) 10.50 8.34 5.62 8.27 13.85 12.71 16.46 17.81 10.05 14.97 16.95 19.36 37.65 15.59

1994 III 10.00 7.24 4.25 9.41 14.03 9.50 16.37 18.06 10.22 12.78 19.37 18.34 24.99 17.45
1994 IV 10.00 6.65 3.66 4.13 12.28 9.50 9.40 12.55 9.54 12.04 19.24 17.80 19.93 16.77
19951 10.38 9.95 5.44 8.23 13.24 12.73 7.13 10.38 10.66 14.92 17.63 18.70 26.52 16.28
1995 II 10:38 9.95 5.46 8.26 13.35 12.02 10.76 13.55 9.95 14.80 18.34 23.52 37.49 16.28
1995 III 10.38 9.96 5.48 8.27 13.52 11.67 15.04 16.59 9.68 14.84 17.97 22.90 37.44 16.10
1995 IV 10.38 9.96 5.57 8.26 13.46 11.67 16.26 17.57 9.95 14.87 17.97 22.90 37.44 15.74
19961 10.50 8.32 5.60 8.27 13.85 12.46 16.42 17.81 10.04 14.97 17.29 21.78 34.25 15.47
1996 II 10.50 8.35 5.60 8.27 13.85 12.46 16.34 17.81 10.04 14.97 16.80 18.16 39.05 15.67
1996 III 10.50 8.35 5.65 8.27 13.85 13.21 16.62 17.81 10.05 14.97 16.78 18.13 39.64 15.64

Source: Tabulation o f primary data (see text).
Chap. 11 - Milling industry products; Chap. 27 - Mineral fuels and mineral oils; Chap. 28 - Inorganic chemical products; Chap. 29 - Organic 
chemical products; Chap. 39 -Plastics and products thereof; Chap. 48 - Paper and paperboard; Chap. 54 - Synthetic or artificial filaments; 
Chap. 55 - Synthetic or artificial fibres; Chap. 72 - Cast iron, iron and steel; Chap. 73 - Cast iron, iron or steel, worked; Chap. 84 - Machin
ery and mechanical equipment; Chap. 85 - Electrical equipment and components; Chap. 87 - Motor vehicles and other land transport 
equipment; Chap. 90  -Optical instruments and equipment.
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Period ical publications

Selected S tatistical In d ica to rs o f C aribbean  C ountries, 1997,
LC/CAR/G.535, vol. X. ECLAC Subregional Headquarters for the 
Caribbean, Port o f Spain, Trinidad and Tobago, January 1998, 304 
pages.

This publication represents the tenth edition of Selected Statistical 
Indicators o f  Caribbean Countries. It includes statistical information 
on exchange rates, current account, balance of payments, external 
trade, financial and fiscal information, price indexes, and data on the 
tourism sector. The geographical coverage of the individual indica
tors is variable.

The presentation of the statistical information has been 
changed in order to follow more closely the national publications on 
the various items. This will make it possible to consult the ECLAC 
Subregional Headquarters for the Caribbean on line, as well as using 
the more traditional methods.

C lasificaciones estadísticas internacionales inco rp o rad as en  el 
b anco  de datos del com ercio ex terio r de A m érica L a tin a  y el 
C a rib e  de la C E P A L  (Revisión I) (International statistical classifi
cations incorporated in the ECLAC External Trade Data Bank for 
Latin America and the Caribbean (Revision I), LC/G.1996-P, 
“Cuadernos Estadísticas de la CEPAL" series, No. 25, ECLAC, 
Santiago, Chile, July 1998,287 pages.

The purpose of this publication, which is aimed at users and produc
ers o f information on international trade in tradeable goods, is to 
publicize the changes made in the Harmonized Commodity Descrip
tion and Coding System (HS), revision 2 (HS96), applicable as from 
1 January 1996, and their effects on the other international statistical 
classifications contained in the ECLAC External Trade D ata Bank for 
Latin America and the Caribbean (BADECEL).

Setting out these schemes side by side also seeks to provide a 
general overview for both producers and users of external trade 
statistics, since knowledge of the objectives and nature of the differ
ent international classifications is an indispensable starting point for 
the proper use of such statistics.

In accordance with this line of approach, part I sets forth some 
general considerations and briefly comments on the scope and objec
tives of each classification. In addition, in order to help define their 
characteristics and form of organization, details are given o f the 
broadest categories o f the Harmonized Commodity Description and 
Coding System (HS 96), the Standard International Trade Classifica
tion, Revision 3 (S1TC, Rev. 3), the International Standard Industrial 
Classification of AH Economic Activities, Revision 3 (ISIC, Rev. 3), 
the Classification by Broad Economic Categories, Revision 3 (CBEC, 
Rev. 3), and the Provisional Central Product Classification (CPC). 
The relations between these classifications, which are set forth in two

forms in parts II and III of the document, are also briefly explained 
as from paragraph 53, while the aspects in which they correspond are 
illustrated with two figures.

Part-11 contains a matrix of correlations prepared in line with 
the Set o f (five-digit) items in SITC, Rev. 3. This establishes the 
correspondence between the item codes of SITC, Rev. 3 and those o f 
HS96, CPC, SITC, Rev. 3, and CBEC, Rev. 3. With regard to the CPC, 
it should be noted that only the first four sections of its structure, 
concerning tradeable goods, were taken into account. In addition, the 
correspondences are shown between revisions 3 and 2 of the SITC and 
between the SITC and the CBEC, Rev. 1 and the SITC, Rev. 2, as well 
as between the SITC, Rev. 2 and the modified SITC (Rev. 1), and 
between the latter and the CBEC.

Finally, part III contains a list of codes ordered according to the 
HS96 sequence and the correlations between these codes and those 
of the other statistical classifications contained in BADECEL.

Because a large number of users -Central Banks, statistical 
institutes, national and private bodies, international organizations, 
research organizations, e tc .-  are interested in having access to 
the com puterized files o f No. 18 of the “Cuadernos E stadísticas 
de la CEPAL” series, it has been decided to distribute this document 
on diskettes to applicants requesting it from the email address 
d ivest @ eclac.d  o f the ECLAC Statistics and Economic Projections 
Division.

A m érica L atina  y el C arib e : Serie Estadísticas sobre com ercio de 
servicios 1980-1997 (Latin America and the Caribbean: Statistical 
series on trade in services, 1980-1997), “Cuadernos Estadísticos de 
la CEPAL” series, United Nations publication, Sales No. S.98.II.G.8, 
ECLAC, Santiago, Chile, July 1998 ,124 pages.

In the countries o f the region, the availability of information on 
external trade in goods is very different from that which is available 
on external trade in services.

In the case of trade in goods, the information available is quite 
complete, reliable and timely, since the trade in goods is one of the 
areas best covered by national statistical systems. The available data 
give accurate information on the origin and destination of the goods 
traded, as well as their prices, and classify the data according to 
internationally uniform patterns which ensure their international 
comparability.

The information on internationally traded services has not been 
developed to this extent, however. In some countries relatively de
tailed information is available on certain specific operations such as 
tourist arrivals and travel, but in most cases there are serious difficul
ties in measuring these indicators and it is necessary to resort to 
indirect methods or approximate estimates.

The general dissatisfaction with the state of statistics on 
services has been evident both among national and academic 
authorities and among international and regional bodies, and has 
led to the adoption of measures to overcome the existing lim ita
tions. The expected improvements are not yet reflected, however, 
in the data presented by the great majority of countries o f the 
region.

Part I of the introduction gives the new definitions and cover
age o f the items making up international trade in services, and part II 
gives a comparison between the way those services are classified in 
the balance of payments and in the Central Product Classification. 
The central part o f this study provides historical series fully covering
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the 1980-1997 period for 35 countries o f the region, together with 
tables summarizing each of these components at the regional level.

These data are taken basically from the balance o f payments 
accounts prepared and published by the International Monetary 
Fund. On the basis of information provided by the national sources 
of each country, ECLAC has in some cases updated and in others 
adapted  the available inform ation to the presen tation  schem e 
fo llow ed in th is study. This schem e is in line with the form  of 
p resen ta tion  o f the norm alized com ponents laid dow n in the 
fifth  ed ition  o f the IMF B alance o f Paym ents M anual, 1993, 
w hich incorporates substantial changes that seek to  give a better 
p ictu re  o f  the evolution o f  international trade in services and 
finance.

C iudades in term edias en  A m érica L a tin a  y el C a rib e : p ropuesta  
p a ra  la  gestión u rb an a  (Intermediate citiès in Latin America and the 
Caribbean: Proposals for urban management), LC /L.l 117, Ricardo 
Jordán and Daniel a Simeoni (eds.), ECLAC, Santiago, Chile, June 
1998,450 pages.

This book contains the results of the “Urban management in selected 
intermediate cities of Latin America and the Caribbean” (GUCI) 
project carried out by ECLAC with the sponsorship of the Italian 
Government in association with the municipal authorities of the six 
cities selected for the corresponding case studies: Córdoba (Argen
tina), Cuzco (Peru), Manizales (Colombia), Ouro Prêto (Brazil), Port 
of Spain (Trinidad and Tobago) and Valdivia (Chile).

Part I consists of four chapters. In chapter 1, thanks to the 
collaboration o f the Latin American Demographic Centre (CELADE), 
a demographic and statistical analysis is given of urban structure and 
dynamics in the region in the 1990s. A number of authors and 
institutions in Latin America consider that it was the intermediate 
cities which grew most during the last decade. The queries in this 
respect are clarified through a  research methodology which differen
tiates these cases of urban development in line with subregional 
territorial conditions.

Chapter 2 describes the scope and projections o f the decentrali
zation process in Latin America and Caribbean, highlighting not only 
the political dimension of the process but also its administrative and 
fiscal aspects. Special emphasis is placed on the successful examples 
of m unicipal m odernization in the rationalization o f municipal 
finances, m unicipal revenue collection and the preparation o f 
participative budgets.

Chapter 3 deals with the present conditions o f operation and 
action o f municipal institutions, highlighting the particular situations 
of globalization, liberalization and democratization in which they 
have had to operate. More specifically, emphasis is placed on some 
elements such as urban competitiveness, the urban “project” , and 
public-private relations, among others, which form the framework 
for change and the incorporation of “new” urban management.

Chapter 4 sets out the future issues in urban management, 
describing in detail the elements that define the concepts and actions 
relating to local planning and strategic management. A detailed 
analysis is made of future lines o f research and the relation between 
theory and practice, as a way o f channeling future efforts in planning. 
A fundamental aspect in this respect is the way of harmonizing the 
working styles o f strategic planning with the inertia of a traditional 
public sector resisting greater openness and change, and a decisive 
element is an analysis of the necessary balance between planning and 
the market as part of urban public management in the last years of the 
century.

Part II consists of chapters 5 and 6, Chapter 5 sets forth the 
action principles, assumptions and objectives o f urban management 
as defined in the GUCI project. It also sets forth the methodology 
used, describing in detail the first section of the case studies, corre
sponding to participative diagnosis, and the second section, corre
sponding to systems for improving urban management, with the aim 
of promoting a particular and more efficient way of tackling these 
studies in other regional situations.

Chapter 6 is organized in the form of a system of technical files 
which present six case studies, considering both the diagnosis of the 
management in each municipal area and ways of improving this for 
a  “new” form o f urban management.
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