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International 
competitiveness: 
agreed goal, 
hard task

Fernando Fajnzj/lber*

The topic of industrial restructuring and incorpora­
tion of technological progress is one with which both 
industrialized and developing countries are preoccu­
pied, whether their economies are of the market or 
of the planned type.

The approach of the industrialized nations to 
this process is radically different from the one pre­
vailing in Latin America. In the industrialized coun­
tries, industrial restructuring is intended to secure 
improved competitiveness, understood as a country’s 
capacity to expose itself to the external market and to 
maintain or raise its people's living standards. In 
Latin America, in contrast, the basic aim, with a few 
recent exceptions, is to generate a sufficient trade 
surplus to service the enormous foreign debt; this 
does not necessarily lead to improved competitive­
ness and it often lowers the precarious standard of 
living of large sections of the population. This is the 
difference between competitiveness based on tech­
nological progress, which is what the industrialized 
nations seek, and competitiveness based on reduc­
tion of incomes.

There is a broad range of theories about the 
factors which initiated this process in the industrial­
ized countries and about its consequences in the 
economic, social, political and cultural fields. Asso­
ciated with this broad range of theories there is a 
similar variety of policy recommendations.

In this article the author seeks to outline the 
main features of the situation in the advanced coun­
tries. He examines the various factors which explain 
the process, with emphasis on the topic of interna­
tional competitiveness. He also draws attention to 
the experience of some of these countries which may 
be useful in the regional debate.

•Officer in charge. Joint ECLAC/UNIDO Industry and 
Technology Division, Santiago, Chile.

Underlying reasons for 
industrial restructuring

The various explanations of this process offered 
in the past decade differ in their identification of 
its main determinants, the links between them, 
and the way in which they affect the situation.

The following are some of the factors which 
are hard to ignore in a theory which seeks to 
embrace the topic of industrial restructuring in 
all its complexity: i) the dizzying rise in the price 
of oil in the past decade and its erratic subse­
quent movements; ii) the financial disorder and 
explosive increase in liquidity; iii) the saturation 
of the consumption pattern prevailing since 
mid-century; iv) the shift towards a new techno­
logical model based on "information technol­
ogy" (IT); v) the dramatic improvement in the 
trade competitiveness of Japan and the new 
industrialized countries (NICs) of Asia in rela­
tion to the rest of the world; and vi) the exacer­
bation of the fiscal and external imbalances of 
the United States, the pivot and basic point of 
reference of the world’s economic expansion in 
the post-war period.

Although of different kinds, these factors are 
interrelated and they have been subject to chang­
ing priorities in recent years. From 1973 atten­
tion was focused on the oil price hike and the 
uncontrolled expansion of liquidity, factors 
linked to each other through the recycling of the 
revenues of the oil-producing countries. 
Towards the end of the 1970s, when people 
became aware of the structural origins of the 
world economy’s loss of vigour, the other factors 
were given greater attention. These factors were 
interrelated because the protagonists —Japan 
and the Asian NICs— had succeeded in the task 
of incorporating new internationally tradeable 
consumer goods and the plants and processes 
required for their production —the IT devised 
and developed by engineers in activities asso­
ciated mainly with the United States space and 
military programme.

By the middle of the current decade the 
imbalances in the United States economy had 
reached unprecedented proportions. This under­
lined the precarious ness of that country’s growth
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since 1983 which had served as the locomotive of 
the world economy.

There are several hypotheses on offer with 
respect to the causal relations between the fac­
tors described above. It cannot be denied that all 
of them must be taken into account in the formu­
lation of policies for industrial restructuring. It 
must be recognized, however, that in the indus­
trialized countries the question of competitive­
ness dominates the academic and political debate 
and the rest of the topic is organized around it. 
Industrial restructuring is understood in these 
countries basically as the need to adapt to the 
challenge of competition.

The school of thinking which focuses its 
analysis on technological change  ̂maintains that 
the world will not emerge from the present 
cycle, characterized by an overall loss of vigour, 
without the introduction in the economic, social 
and political spheres of innovations which will 
incorporate and make full use of the new "tech­
nical economic paradigm". Some of its main 
consequences will be: i) reduced importance of 
economies of scale based on mass production 
using capital-intensive techniques; ii) greater 
integration within a company of the functions of 
design, production, purchasing, and research and 
development; iii) the capacity rapidly to change 
products and processes; iv) co-ordination of 
integrated networks of suppliers of parts and 
components, assembly plants, distributors and 
research and development laboratories, with 
major saving of capital; and v) emergence of 
new service activities associated with production 
(software, design, technical information) which 
can be carried out by small companies.

This line of argument calls for comment. Of 
course, the debate about the validity of the "wel­
fare State” in the industrialized countries —and 
to some extent in the planned-economy 
countries— is a response to the "threat" of the 
increased international competitiveness of 
Japan and its Asian disciples. IT requires institu­
tional changes and makes them viable, but there 
is clear awareness of the danger of increasing 
inability to compete in international markets.

•SeeSchumpeter (1950), Mensch (1979), Freeman and Soete 
(1982,1985), and Freeman (1987). A fundamental questioning of 
the validity of "long waves” will be found in Rosenberg and 
Frischtak (1984), pp, 7-24.

Japan’s astonishing assault on the world 
economy —specifically on the United States 
market— is due both to external and to internal 
factors. The most decisive external factor is the 
scale, vigour and openness of the United States 
economy in spite of the various protectionist 
pressures brought to bear at the sectoral level. 
The internal factors which explain the excep­
tional efficiency and speed with which Japan has 
incorporated IT in products and processes 
include: i) the capacity, at the national and com­
pany level, to identify areas of technology of 
strategic importance in the medium and long 
term; ii) the existence of institutional machinery 
capable of channeling to these areas enormous 
resources for investment and technological 
development; iii) the flexibility of the industrial 
structure, based in particular on the links 
between leading conglomerates and small and 
medium-sized industries; and iv) the systematic 
approach to the design of products and processes 
and the co-ordination of planning and manufac­
turing activities.

It is also true that the peculiar international 
financial system has a great impact on institu­
tions —in addition to its direct influence on the 
real economy— for it even casts doubt on the 
independence of national States in determining 
their economic policies.

It could be argued that IT plays a cardinal 
role both in Japan and in the functioning of the 
international system, but this should not prevent 
recognition of the importance and specific 
nature of each of these phenomena. In turn, the 
subsequent development of the United States 
economy and its competitiveness in relation to 
Japan and the Federal Republic of Germany will 
have a great influence on the other factors. The 
"institutional” solutions adopted by the United 
States will determine to some extent the perfor­
mance of the financial system, the nature of the 
restructuring which Japan and the Federal 
Republic have to undertake, the intensity and 
modalities of the mass extension of the use of IT, 
the management of a whole new consumption 
pattern, and, to a lesser extent, the movement of 
the oil market.

There now follows a brief comparison of the 
international engagement of these three coun­
tries, designed to establish a frame of reference 
for the subsequent discussion.
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II

The international engagement 
of the leading industrial countries

The population of the three countries in ques­
tion —the United States, Japan and the Federal 
Republic of Germany— accounts for about 9% 
of the world's population and is similar in size to 
Latin America’s. However, their economic 
weight is very impressive, for they generate 
40% of the world product, and their productivity 
is four times the world average. Furthermore, 
they account for one-half and about 75% respec­
tively of the resources which the international 
community and OECD spend on research and 
development; their per capita expenditure under 
these headings is five times the world average.

For these reasons, the performance of these 
countries shapes the profile of the world indus­
trial system and is representative of its main 
features. Leaving aside the current trade ten­
sions, there is no doubt that the type of product 
and the manufacturing processes and methods 
prevailing in the world economy are the fruit of 
the interaction between these three countries, as 
are the institutional agreements and the access 
which other countries can have to the future 
evolution of knowledge in the various industrial 
sectors.

There are important differences between 
the United States on the one hand and Japan and 
the Federal Republic on the other (table 1). The 
United States possesses a much broader scien­
tific production base. The ratio of its scientific 
writers to the population at large is seven times 
the world average, while in the Federal Republic 
it is four times and in Japan only twice that 
average. In clear contrast, the manufacturing 
output of these latter two countries, taken 
together, is already nearly 20% higher than the 
United States output, although their population 
is one-fifth smaller. The imbalance in the United 
States seems to be attributable to some degree to 
the volume of resources which it spends for 
military purposes, purposes for which Japan and 
the Federal Republic spend insignificant 
amounts, in compliance with the obligations 
imposed on them at the end of the Second World 
War.

Table 1

ECONOMIC A N D TEC H N O LO G IC A LW EIG H TO F 
TH E U N ITED  STA TES, JA PA N  AND 

THE FEDERAL REPU BLIC OF 
GERM ANY IN ABO UT 1980

(Percentages o f world total)

United
States

Japan Federal
Republic

1. Population 5.0 2.5 1.3
2. Gross domestic product 27.0 9.4 5.8
3. Manufacturing product 18.0 11.7 9.4
4, Capital goods 14.7 111 9.6
5. Engineers and scientists 17.4 12.8 3.4
6. Resources spent on

research and technological
development 30.1 10.2 6.7

7. Scientific writers 35.0 4.9 5.4

Source: EQ.AC/UNIDO Joint Division, on the basis of data of the 
United Nations, UNIDO and UNESCO. International 
Science and Technology Data, Updated 19Ü6, National 
Science Foundation and Current Bibliographical Directory,

It is worth noting that the ratio of engineers 
and scientists in Japan is five times the world 
average, while in the United States and the Fed­
eral Republic it is only three times that average, 
in very approximate terms. When it comes to 
numbers of lawyers, in contrast, first place 
belongs to the United States (279 per 100 000 
inhabitants, as against 77 in the Federal Repub­
lic and 11 in Japan).2

Lack of natural resources is a structural 
datum in the cases of Japan and the Federal 
Republic, but the United States is generously 
endowed and has a territory of continental 
dimensions (table 2). Accordingly, the first two 
countries are obliged to secure a solid share of 
international trade in manufactures, which the 
United States views, in contrast, as a strictly 
supplementary and marginal factor, and it does 
not take very much interest in the allocation of 
sectoral priorities either. The people of the Uni-

^See The Economist, 22 August 1987.



10 CEPAL REVIEW No. 36 / December 198B

ted States still hold the view, bolstered by the 
economic hegemony which their country exer­
cised for 40 years, that their main market is the 
domestic one and that,'although the relative 
importance of the various sectors may change 
over time, the system as a whole appeared, at 
least up to the end of the 1970s, little short of 
invulnerable. Several analysts confirm the domi­
nance in economic, political and academic circles 
of an outlook focused on domestic problems 
(Branson and others, 1980; Lodge, 1986; Zys- 
man and Tyson, 1983; Oxford Analytica, 1986; 
Lodge and Vogel, 1987).

The 1973 oil price hike placed an additional 
heavy burden on the three countries. However, 
in the cases of Japan and the Federal Republic, 
the higher energy bill was offset by growth in the

manufacturing sector’s surplus. On the other 
hand, the United States energy deficit was aggra­
vated by a considerable erosion —about 
US$8 000 million between 1975 and 1981— of 
its manufacturing surplus. Industrial perfor­
mance was markedly better in Japan and the 
Federal Republic because these two countries 
had created a support base which enabled them 
to react flexibly and promptly to the signals of 
the forthcoming demise of the era of cheap 
energy.

The differences in the performance of the 
manufacturing sector were accentuated from the 
mid-1970s. Accordingly, by the middle of the 
current decade Japan and the Federal Republic 
had a joint trade surplus already close to 
US$200 000 million in the manufacturing sec-

Table 2

U N ITED  STA TES, JA PA N  AND THE FEDERAL REPUBLIC OF GERM ANY: TRADE 
BALANCES BY SECTOR OF ECONOMIC A C TIV ITY

(Milliom o f dollari)

1970 1975 1981 1982 1983 1984 1985

Agriculture:
United States 631 12 069 25 344 19 728 16 518 13 307 3 659
Japan -5 292 -13 931 -24 929 -23 508 -23 301 -25 776
Federal Republic of Germany -5 774 -10 145 -13 441 -12 852 -12 868 -15 568

Manufacturing industry;"
United States 4 154 21 196 13 369 -3 942 -28 925 -82 377 -107 566
Japan 13 180 42 393 119 152 107 197 113 403 131 689
Federal Republic of Germany 14 424 39 338 62 317 68 174 59 013 60 235

Energy:
United States -1 480 -21 922 -73 974 -54 665 -50 349 -53 814 -45 759
Japan -3 858 -25 432 -72 091 -65 306 -58 636 -59 989
Federal Republic of Germany -1 616 -10 286 -32 723 -29 694 -26 694 -25 545

Mining;
United States -863 -1 295 -5 183 -3 426 -5 298 -6 424 1 302
Japan -3 698 -5 734 -11 223 -10 388 -10 055 -10 554
Federal Republic of Germany -2 343 -2 662 -3 835 -3 651 -3 231 -571

Other sectors:
United States 196 640 758 -280 -1 268 188 -245
Japan 105 594 -2 168 -1 095 -877 -1 758
Federal Republic of Germany -318 -431 -176 -712 375 171

Totals:
United States 2 638 10 688 -39 686 -42 585 -69 322 -129 120 -148 609
Japan 437 -2 110 8 741 6 900 20 534 33 611
Federal Republic of Germany 4 375 15 814 12 142 21 092 16 595 18 722

Source: ECLAC/UNIDO Joint Division, on the basis of United Nations figures, ItUerttaiional Trade Statistics Yearbook, 1970-1971, 
1977, 1983 and 1984, and Commodity Trade Statistics, 1985.

“’Manufactures includes SITC sections 5 to 8, except for division 68,
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tor, while the United States had a deficit of over 
US$80 000 million. The first two countries were 
the most important source of the world manu­
facturing surplus; but the United States was the 
country with the clearest manufacturing deficit.

In the early 1970s, the three countries had 
fairly modest surpluses of comparable orders of 
magnitude, although they were bigger inJapan 
and the Federal Republic. In barely 15 years, 
then, the relative position has been turned 
around. The United States, which at the end of 
the Second World War generated 60% of the 
world’s industrial output, now finds itself in the 
mid-1980s in a subordinate position to the very 
two countries which stood in ruins at the end of 
that conflict.

At the beginning of the 1980s the interna­
tional engagement of the United States was very 
similar to that of most of the Latin American 
countries. It was based on the farming sector, in 
which there was a considerable surplus. Under 
all the other headings the United States econ­
omy was in deficit, especially in the manufactur­
ing sector, so that changes in the terms of trade 
became a matter of vital importance for the 
United States.

There are no reasons to suppose that the 
historical trend of the erosion of the terms of 
trade of the farm sector in relation to the indus­
trial sector will come to an end. If the export and 
import volumes of agricultural and industrial 
goods remain constant, the United States will 
experience a growing deterioration associated 
with the evolution of the terms of trade at the 
world level. Thus, the preoccupation with this 
variable —until a few years ago considered part 
of Latin American folklore— is now affecting 
the country which leads the world economy.

There is broad agreement on the existence of 
a strong link between competitiveness, incorpo­
ration of technological advances, industrial 
vigour and increased productivity. Increased 
competitiveness is an inescapable necessity in a 
period of transition between two technological 
models and it is a decisive factor in the medium- 
and long-term changes in the relative position of 
countries in the international economy. This is 
why the efforts being made by the developed 
countries to improve their competitiveness in 
the industrial sector warrant from their respec­
tive governments a degree of priority similar to

that assigned to the most crucial political prob ­
lems, a situation found in the past only in time of 
war. This is borne out by the importance which 
Europe attaches to its various regional pro­
grammes of scientific or technical co-operation.

There is less agreement about how to mea­
sure competitiveness and still less about how to 
increase it. There is agreement that the erosion 
of productivity which began two decades ago and 
which has been accelerating since the second half 
of the 1970s, especially in the United States, is 
fraught with serious potential consequences. 
However, there is wide desagreement about the 
reason for this decline and therefore about the 
most efficient means of reversing it.

The relative position of the three countries 
is the same in all seven of the alternative indica­
tors of competitiveness considered in this arti­
cle: Japan first, the Federal Republic second, and 
the United States last (table 3).

The research and development effort for 
civilian purposes is significantly greater inJapan 
and the Federal Republic, and several studies 
mention this fact as a possible reason for the 
different growth rates of competitiveness in the 
three countries. On the other hand, the dyna­
mism of Japan’s industrial exports has been 
overwhelming in the last few decades; their 
growth rate is double that of the overseas sales of 
the other two countries. Japan also leads the way 
in the share of products with the largest techno­
logical content in total exports of manufactures. 
It is no surprise, therefore, that in 1983 the 
Federal Republic’s share in world sales of these 
products was the same as 20 years earlier, the 
United States share was equivalent to only 74%, 
and Japan’s share had increased almost fivefold.

The next indicator used in this exercise 
relates more specifically to the competitiveness 
of the goods called engineering products, which 
are those with a high content of modern technol­
ogy, as pointed out earlier. The exports/imports 
ratio for this kind of goods was nearly 4; 1 in 1963 
in the United States and West German econo­
mies but it was much lower in both countries in 
1983, although more so in the United States. In 
Japan, in contrast, the ratio increased almost 
fivefold in the period.

The rate of increase of productivity, a deci­
sive factor in the long-term evolution of compe­
titiveness has weakened from the mid-1970s.
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This phenomenon has been more intense in the 
United States, where the improvement had been 
slower in the previous period. The productivity 
growth rate in the two subperiods considered 
here is higher in Japan, followed by the Federal 
Republic, maintaining the constant situation 
observed in all the indicators (table 3).

This order applies not only to the level but 
also to the path of competitiveness, as can be 
seen from a comparison of the exports/imports 
ratio of manufactures in the three-year period
1979-1981. It is five for Japan, less than two for 
the Federal Republic, and barely one for the 
United States.

Ill

Determinants of international competitiveness

In the medium and long term, competitiveness is 
a country’s capacity to sustain and expand its 
share of international markets and at the same 
time to improve its people’s standard of living. 
This requires increased productivity and there­
fore the incorporation of technological advances.

International experience teaches that there 
is no "other way" to secure a solid improvement

in a country’s competitiveness. It is true that in 
the short term devaluation of a country’s cur­
rency improves the relative position of its busi­
ness sector. However, this resort is of limited 
effectiveness because it does not in itself increase 
productivity or encourage the incorporation of 
technological advances. On the other hand, it 
tends to erode social cohesion, and this subse-

Table 3

IN TER N A TIO N A L CO M PETITIV EN ESS; VARIOUS IN D ICA TORS

1 Inired
Japan

Federal

States Republic 
of Germany

R & D expenditure/GDP (1983-1984) 1.8 2.5 2.4

Percentage increase export manufactures
(3) (1) (2)

(1983-1963) 7.9 18.4 9.3

Exports capital goods/total exports manufactures
(3) (1) (2)

(1983) (percentage) 44 58 46

Exports capital goods/world exports capital goods
(3) (1) (2)

(1983-1963) (percentage) 74 475 100

Exports capital gotxls/imports capital goods 
(percentage)

(3) (1) (2)

1983 100 950 267
1963 383 200 380

Growth manufacturing productivity (percentage)
(3) (1) (2)

197M 981 1.7 8.7 3.2
1965-1973 2.8 Il.O 4.2

Exports manufactures/imports manufactures
(3) (1) (2)

1979-1981 1.0 5.0 1.8
(3) (1) (2)

Source: ECLAC/UNIDO Joint Division, Global Competitio», p, 100; United Nations, BuUeti» of Statistics on World Trade in 
Tnpineerinp Products, 1983; World Bank Report, Productivity in industry, OECD, 1986.
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quently works against the viability of more effec­
tive international engagement. It is natural that 
countries should endeavour to increase their 
international competitiveness by making use of 
the available cheap manpower and of subsidized 
lines of credit and to offset the small or even 
negative margins in the external market with 
high profits obtained in the protected domestic 
market, or to use specific tax exemptions, etc. 
They may achieve satisfactory profits in this 
way, but these profits will have little to do with 
an increase in the country’s competitiveness, 
taken in the broad sense, even though the trade 
balance and the exports coefficient may also 
show improvements.

From a narrow perspective, it can be argued 
that Latin America has made great progress in 
its international competitiveness during the 
1980s. But this progress appears spurious when 
a more integrated approach is taken, for there 
has been a decline in per capita income, a fall in 
investment coefficients, smaller expenditure on 
technological research and development and 
education, and erosion of real wages.

This is not to neglect the fact that in recent 
years some countries or sectors have achieved 
"genuine" increases in competitiveness —in 
contrast to what would be a "false" increase— 
based on improved productivity resulting from 
the incorporation of technological advances. 
Such a development is an irnportant prelude to 
the accomplishment of effective modernization 
of the production apparatus.

The considerable increase in the trade sur­
pluses of many of the region’s countries has been 
achieved for the sole purpose of sustaining the 
large transfer of financial resources required by 
service of the external debt, and it has thus not 
satisfied any of the essential requirements of 
genuine modernization. It should not be con­
fused therefore with the auspicious beginning of 
a process of sustained and solid improvement of 
the competitiveness of the Latin American pro­
duction apparatus.

It has already been pointed out that in the 
short term the only policy tool which can affect a 
country’s competitiveness quickly and substan­
tially is the exchange rate. However, an analysis 
of the medium term will reveal divergent trends 
in the relative positions of the industrialized 
nations in international trade in manufactured 
goods.

What happened in the 1980s, with the 
erratic fluctuations in the dollar —sharp rise to 
1985 and subsequent fall— demonstrates that, 
despite the marked variations in trade flows, the 
long-term trends persist, i.e., erosion of the 
industrial competitiveness of the United States, 
steady rise of Japan, and slight improvement of 
the Federal Republic. It must be concluded there­
fore that the differences in international engage­
ment are due to a large extent to structural 
factors which also affect the modalities and 
results of the national strategies and the use 
which each country makes of specific tools of 
economic and industrial policy.

There now follows an attempt to identify 
some of the factors which explain the countries’ 
different competitiveness in the industrial 
sector.

1. The rate o f  investment

The investment coefficient goes far to explain 
increased productivity (Denison, 1980). Coun­
tries with sluggish investment rates experience a 
decline in their productivity growth rate and 
therefore in their competitiveness, as demon­
strated by the experience of Japan, the United 
States and the United Kingdom in the past three 
decades. Japan and the nine industrialized coun­
tries of Asia demonstrate that increases in the 
investment rate translate into considerable 
improvements in competitiveness.

2. Allocation o f  investment resources

Industrial restructuring implies the movement 
between sectors of large volumes of investment 
resources, a process involving companies, the 
financial system and the public sector, and one 
which has different characteristics in each coun­
try, depending on the relative importance of the 
various actors and their mutual relationships 
(Zysman, 1984).

In the United States and the United King­
dom the level of corporate debt to the financial 
system is substantially lower than in Japan, the 
Federal Republic and France (table 4). In the 
first two countries, the capital market deter­
mines the destination of savings, including those 
generated in the companies themselves, which 
may be used for investment, financial specula-
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Table 4

D E BT COEFFICIENT/COM M ERCIAL VALUE OF THE ASSETS OF THE 
NO N -FIN AN CIAL BUSINESS SECTOR

(Percenta^ei)

Country 1966-
1973

1974-
1979

1980 1981 1982 1983 1984 1985

United States 0.34 0.96 0.77 0.92 0.87 0.78 0.90 0.83
Japan ^ 3.08 3.31 3.14 2.91 2.92 2.68 2.11 1.82“
Federal Republic of Gertnany” 2.38 3.36 3.85 4.13 4.11 3.48 3.42 2.39
France 1.1/ 1.33 1.23 1.40 1.55 1.56
United Kingdom 0.67 1.38 1.13 1.23 1.03 0.87 0.74 0.70“

Source: ECLAC/UNIDOJoint Division, on the basis of Bank for International Settlements, Fifty-Sixth Annual Report, April ¡98S-March 
1986.

“Estimates,
^All businesses, except for housing sector.
‘ 1970-1973.

tion or personal consumer loans. In the other 
countries, in contrast, a specific percentage of 
investment resources (large projects) is allo­
cated in accordance with sectoral priorities 
determined institutionally by the banking sys­
tem or the public sector, i.e., regardless of who 
has generated the savings (table 5).

“h. The labour market 
and the ^'welfare State**

Industrial restructuring implies relocations 
which inevitably involve high human and eco­
nomic costs. This invests with great importance 
the question of the "rigidities in the labour 
market", which has led to the questioning of the 
"welfare State” (Pfaller, 1987; Daudestadt,
1987).

The decades of growth and prosperity 
created an institutional system which comple­
mented and reduced the effects of the free play of 
market forces. Through the establishment of 
minimum wages, the introduction of wage 
indexing, the payment of unemployment and 
other social-security benefits, the implementa­
tion of training programmes, and the granting 
of regional subsidies, this institutional system 
provided protection and support for the rela­
tively disadvantaged social groups, produaion 
sectors and geographical areas. The constant 
expansion of this system, which was funded 
partly by business, has seriously undermined

microeconomic-social efficiency, rendering it 
incompatible with the demands of international 
competitiveness.

The problem is that this "welfare State” also 
provided benefits of the macroeconomic-social 
kind, which acquire special importance in the 
times of structural change. They include the 
social legitimacy of the institutions, which pro­
motes social cohesion, and the existence of an 
advanced education system and therefore of a 
highly qualified labour force. It may be added 
that it is difficult to perceive through aggregate 
indicators the true nature and dimensions of the 
"welfare State”. More important than the quan­
titative weight of the public institutions is the

Table 5

TYPO LO G Y OF FIN A N CIA L-IN D U STRIA L 
SYSTEM S

Country Industrial financial system

Japan, France Regulated lending vvith controlled 
prices

Federal Republic 
of Germany Regulated lending by the banking 

system

United States, 
United Kingdom Capital market

Source:}. Zysman, Governments, Markets and Growth: Financial 
Systems and the Politics o f Industrial Change, Cornell 
University Press, 1983.
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kind of relationship established between them 
and the business and labour sectors. Further- 
more, despite the revival of "pre-Keynesian” 
rhetoric the quantitative weight of the public 
sector and of social security in industrialized 
countries has not declined (tables 6, 7 and 8).

The most substantial differences are 
between Japan and the United States, even 
though in both these countries the economic 
weight of the public sector is relatively small in 
comparison with the situation in European 
countries. These differences are due to the oppo­
site methods of integration between the public 
and private sectors, which manifest themselves 
in sharp differences in the use of policy tools by 
the Japanese and United States authorities.

The European labour market has acquired 
considerable flexibility during the 1980s. Wage 
indexing has been adjusted (Italy, Belgium and 
France) or abolished (Denmark); part-time 
work has been encouraged (France and Federal 
Republic); unemployment benefits have 
declined in relation to average wages (Denmark 
and United Kingdom), as have social-security 
contributions (France, Denmark, Belgium and 
United Kingdom). Furthermore, part-day work­
ing and early retirement are encouraged 
(Netherlands, Belgium and Federal Republic) 
and attempts are made to erode administratively 
(United Kingdom) the role of trade unions in 
wage negotiations (BIS, 1986). However, the 
aggregate effect of this process of gradual "flexi- 
bilization” has not been, contrary to expecta­
tions, to reduce the importance of the public 
sector in the economy.

4. Industrial relations

There is increasing agreement concerning the 
effect on productivity of management-labour 
industrial relations at the level of the plant and 
the industrial sector, as well as at the national 
level. Despite the differences in institutional 
modalities, it can be systematically demonstrated 
that a lower level of conflict in these relations 
promotes increased productivity. This is demon­
strated by the experience of Japan and of the 
Western European countries in general, in con­
trast to the experience of the United States and 
the United Kingdom, where industrial relations 
are more contentious.

This question acquires greater importance in 
a period of industrial restructuring when a new 
technological model is coming into being which 
requires the constructive co-operation of the 
various economic, social and political actors in 
order to "absorb” and distribute the cost of the 
structural adjustment (Piore, 1986; Brown and 
Bennett, 1986),

5. Business organization

The intensification of international competi­
tion, the emergence of a new technological 
model, and the rapid changes in market prefer­
ences are the reasons for the clear trend towards 
innovation both within the organizational struc­
ture of business and in relations between com­
panies. In both cases, vertical hierarchical 
relations are being replaced by relations of hori­
zontal co-operation. The basic criterion is the 
achievement of the flexibility which makes it 
possible to incorporate technological innova­
tions at the right time and to adapt to the chang­
ing conditions of demand, in a context of 
increasing international competition.

The initial premise is that co-operation and 
compromise amongst people working at the var­
ious levels of a company are a decisive faaor in 
securing productivity increases. This applies 
from the design to the quality-control phase 
(Arnold and Ken, 1987; Drucker, 1987a and 
1987b). From the standpoint of the organiza­
tional plan, it means reducing the number of 
vertical levels and strengthening the horizontal 
integration at every level.

Co-operation between companies, which 
takes very diverse forms, has tended to intensify 
in a context of increasing unification of the inter­
national market with respect to supply, demand 
and technological assets. Some of the more inter­
esting manifestations of this phenomenon are 
described below.

i) Networks of companies. Assemblers, 
suppliers, marketers and technological research 
centres are linked, under flexible agreements, 
with central co-ordinating offices dealing with 
finance, advertising and corporate strategy.

ii) Research and development co-operation 
arrangements between European companies 
and governments (EUREKA programme).
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Table 6

EM PLO YM EN T IN THE PUBLIC A D M IN ISTRA TIO N  AS A PERCENTAGE OF
TO TA L EM PLOYM ENT

Country I960 1975 1980 1985
Average

1960-
1967

1968-
1975

1974-
1979

1980-

1985
1960-

1985

United States 15,7 17.8 16.5 15.8 16.7 17.8 17.0 16.2 19.9
Japan 6.5 6.7 6.4 6.5 6.6
Federal Republic of Germany 8.0 13.9 14.9 16.0 9.4 11.6 14.2 15.6 12.4
France 13.1 14.3 15.6 17.8 12.9 13.4 14.7 16.7 14,3
United Kingdom 14.8 20.8 21.1 21,8 15.3 18,5 20,9 21.9 18.9
Italy 8.7 14.0 15.0 15.8 9.9 12.3 14.5 15.5 12.8

Source; ECLAC/UN IDO Joint Division, on the basis of OECD, l ia m a m k  Outlook, Historical Statistics 1960-198S.

Table 7

TO TA L PUBLIC EXPEN D ITU RE AS A PERCENTAGE OF GDP

Average
Country I960 1975 1980 1985 1960-

1967
1968-
1973

1974-
1979

1980-
1985

1960-
1985

United States 27.0 34.6 33.7 36.7 28,3 31.0 32.6 35.6 31.6
Japan 27.3 32.6 32.7 20.2 28.4 33,3 26.1
Federal Republic of Germany 32.4 48.9 48.3 47.2 35.7 39.8 47.5 48.4 42.3
France 34,6 43.5 46.4 52.4 37.4 39.0 43.7 50,6 42.3
United Kingdom 32.3 46.3 45.1 47.8“ 34.7 39.9 44.4 47.0“ 40.8
Italy 30,1 43.2 46.1 58.4 31.9 36.0 42.9 54.2 40.5

Source: ECLAC/UNIDO Joint Division, on the basis of OECD, licouomic Outlook, Historical Statistics ¡960-198^.
“1984.

Table 8

SOCIAL SECU RITY EXPEN D ITU RE AS A PERCENTAGE OF GDP

Average
Country I960 1975 1980 1985 1960-

1967
1968-
1973

1974-
1979

1980-
1985

1960-
1985

United States 5.0 11.1 10.9 ll.O 5.4 7.7 10.3 11.3 8,4
Japan 3.8 7.7 10.1 ll.O 4.1 4.8 8.4 10.8 6.8
Federal Republic of Germany 12.0 17.6 16.5 16.1 12.4 13.2 26.7 16.8 14.6
France 13.5 20.4 23.2 26.4 15.5 17.2 21.0 25.4 19.4
United Kingdom 6.8 9.9 11.5 14.0“ 7.3 8,8 10.5 13.2“ 9.6
Italy 9.8 13.6 15.8 19.5 11.1 13.0 15.4 18.5 14,2

Source: ECLAC/UNIDO Joint Division, on the basis of OECD, liconom ic Outlook, Historical Statistics 1960-198S, 
‘*1984.
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iii) Co-operative efforts in research and 
development and co-production between com­
panies in the automotive sector of the United 
States, Japan and Europe.

iv) Co-operative research and development 
arrangements between semiconductor manufac­
turers in the United States, with emphasis on 
production engineering. Agreements of this 
kind have long been common in Japan, led by 
MITI; perhaps the most significant development 
has been the 20-year programme to tackle the 
"IBM challenge".

v) In the sectors most vulnerable to 
"fashion", there are arrangements under which 
competition at the model-exhibition stage coex­
ists with co-operation at the production stage, 
once the market has determined the "winners”.

In turn, the proliferation of co-operation 
arrangements among multinational corpora­
tions is due in part to the increasing cost of 
product and process development, and to the 
need to adapt to sudden shifts in exchange-rate 
parities. The multinationals seem to have real­
ized that at the present time technological know­
how and occupational skills are distributed fairly 
evenly among the industrialized countries; 
accordingly, any stage of the production process 
can be carried out in any place. They therefore 
find it convenient to build plants or sign agree­
ments with companies in other countries of the 
various regions, a procedure which also helps to 
overcome any protectionist barriers.

6. The infrastructure o f  
education, research and 

development

There is unanimous agreement that this aspect 
is a vital requirment and component of any 
industrial restructuring which incorporates suit­
able technological advances. This is the reason 
for the increase since the end of the 1970s in the 
volume of resources allocated to research and 
development in the industrialized countries, and 
for the awareness that it is essential to adapt the 
education system to the new requirements.

One interesting difference between the 
countries is the volume of research and develop­
ment resources allocated to the military industry 
and the evaluation of its impact on competitive­
ness. The debate about the collateral effect of

these investments on the whole of the industrial 
sector is far from exhausted. Coexistence would 
seem possible, at least for specific periods, 
between low levels of activities having radically 
different challenges, processes, time-frames and 
organizational forms. In military matters prior­
ity is given to the determination of objectives 
and targets rather than time-frames, and eco­
nomic constraints play an obviously smaller role. 
The possibility of long-term programming is 
very far from established in the industrial and 
trade world, where the main theme is flexibility 
and the capacity for rapid adaptation to the 
changing trends of international trade. Further­
more, competition is less intense and time- 
frames are longer in the military sphere. The 
replacement of successive generations of "pro­
ducts” and "differentiation” within each genera­
tion are not determined, unfortunately, by their 
actual performance in use. The military complex 
has the ability to attract the most outstanding 
scientific and technological talents, for it can 
provide them, in addition to high pay, with a 
secure and calm environment in which they are 
not under pressure to produce results in the 
short term.

This is why the group of developed countries 
which has channeled significant resources to the 
military has low levels of industrial competitive­
ness with respect to conventional products; the 
highly industrialized group of countries which 
allocates hardly any resources to defence leads 
the way in international industrial competitive­
ness in these products.

In the mid-1980s the manufacturing surplus 
of Japan, the Federal Republic and Italy, the 
three losers in the last world war, was close to 
US$220 000 million. On the other hand, the 
three victorious Powers had a deficit of around 
US$120 000 million, 75% of which belonged to 
the United States. In general terms, the coun­
tries which suffered military defeat in that war 
are fuelling the deficit both of the victorious 
countries and of the rest of the world, and prim­
arily of the developing nations.

There is an uneven inverse relationship 
between the volume of expenditure on defence 
as part of GDP and the degree of international 
competitiveness, measured in terms of the size 
of the manufacturing surplus or deficit in rela­
tion to the manufacturing product (figure 1).
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The Soviet Union and the United States are at 
one extreme and the Federal Republic and Japan 
are at the other, leaving the United Kingdom, 
France, Sweden and Italy in the middle. The 
multiplier effect of defence expenditure on 
international industrial competitiveness 
appears to be negative, despite what conven­
tional wisdom says.

A disarmament agreement between the 
United States and the Soviet Union would free a 
large part of the resources used for military pur­
poses. And if figure 1 describes the trend for 
each country correctly, these two countries will 
retrace the curve towards increased industrial 
competitiveness —a key factor in tackling their

respective external deficits. Such an agreement, 
therefore, would not only have a beneficial 
impact on the gloomy collective perception of 
mankind’s future, but would also encourage the 
restoration of balances in trade and financial 
flows.

7. The sectoral structure 
and the incorporation o f  

technological advances

There is a surprising positive correlation 
between lack of natural resources and level of 
competitiveness in the industrial sector. Those 
countries which lack the "easy” source of foreign

Figure 1

INTERNATIONAL COM PETITIVENESS AND DEFENCE EXPEN D ITURE

(Average, 1981-1983)

Source: Joint ECLAC/UNIDO Industry and Technology Division, on the basis of SIPRI data, World 
Armaments and Disarmament, 1985 Yearbook.
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exchange offered by natural resources have no 
other alternative than to opt for the "building'’ 
of comparative advantages in the manufacturing 
sector. The experience of Japan, the Federal 
Republic and Italy is instructive in this respect. It 
contrasts with the experience of the United 
States, the Soviet Union and the United King­
dom, countries which are well endowed with 
natural resources or which ensured low-cost 
supplies from their colonies.

The Nordic countries are a special case com­
bining a generous supply of natural resources 
and high competitiveness due to high levels of 
specialization in equipment and processes for 
the extraction, processing and finishing of such 
resources (agriculture, forestry, fisheries and 
energy, in the case of Norway). These are small 
countries for which specialization is a necessity 
and in which the "welfare State" coexists with an 
extremely open foreign-trade policy. Further­
more, they take the view that the quest for full 
employment does not necessarily undermine 
competitiveness, the maintenance of which is in 
turn a requirement for sustaining the levels of 
prosperity. The unemployment rate is main­
tained at around 3% in Sweden, Finland and 
Norway, whereas the average for Western 
Europe as a whole is about 10%.

Italy offers a special example of industrial 
restructuring, for it does not follow the prevail­
ing model —based on the electronics and chemi­
cal axes— imposed by the United States, Japan, 
and the Federal Republic. In addition to making 
significant progress in these areas of intensive 
technology, Italy manages to maintain its inter­
national position by increasing its standards of 
excellence in sectors which, both from the "com­
mon sense" standpoint and from the academic 
standpoint —which rarely coincide— seemed 
condemned to be "losers” owing to the increas­
ing competition from the Asian NICs (Piore and 
Sabel, 1983 and 1984). Accordingly, the textiles, 
clothing and footwear branches, which have 
been practically dismantled in the other indus­
trialized countries, remain vigorous in Italy and 
achieve high productivity which enables them to 
consolidate their positions not only in the Euro­
pean Common Market but also in the United 
States (Piore and Sabel, 1983 and 1984; Ribeiro 
and others, 1987).

Small and medium-scale industry plays a 
more important quantitative role in Italy than in 
the other European countries considered here, in 
particular the Federal Republic, Sweden, the 
United Kingdom and France. Of greater signifi­
cance is the average increase in this sector’s 
productivity from the 1970s, a variable which in 
a fairly broad range of industrial groupings 
seems to resemble that of big business. This 
contradicts the conventional view that there are 
structural differences between the two sectors,
i.e., insuperable differences, with respect to pro­
ductivity, which are associated with economies 
of scale and technological rigidities. This pheno­
menon enabled Italy to achieve a very respecta­
ble position in areas such as textiles, clothing, 
footwear, wooden furniture and certain types of 
machinery —particularly for specific uses and 
notably for foodstuffs— in which economies of 
scale are not significant.

The modernization of traditional sectors, 
whose disappearance was supposed to be inevit­
able, and the large increase in productivity in 
small and medium-sized businesses in a broad 
range of sectors are features which invest the 
Italian example with particular importance with 
respect to the options available to the Latin 
American countries; this of course does not 
mean setting them up as paradigms.

Italy’s dramatic restructuring in the past 
decade has been due only partially to the need to 
counteract the pressure from labour organiza­
tions, which take as their reference point the 
prevailing wage levels in the most capital- 
intensive sectors (automobiles, chemicals and 
iron and steel). Accordingly, the increased pro­
ductivity is not only compatible with wage pres­
sures but also, up to a point, caused by them. This 
is a concrete example of the approach which 
combines increased competitiveness with higher 
productivity and technological progress (Anto- 
nelli, 1987).

France, whose industrial growth during the 
period has been only slightly lower than that of 
the Federal Republic and Italy, is undergoing 
changes in its industrial production profile 
which also differ from the classic cases of the 
three biggest countries. The electrical machinery 
and elearonics sector leads the way. At the same 
time other groupings, some of them making
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intensive use of manpower, others of natural 
resources or capital goods —non-metallic min­
erals, iron and steel, non-ferrous minerals, metal 
products, textiles, leather and wood— are under­
going what has become called deindustrializa­
tion. The overall result is accelerated growth of 
manufacturing industries, intensive structural 
change, and specialization in electrical and elec­
tronic equipment —nuclear energy, aeronautics, 
railway equipment, telecommunications and 
armaments— a process which receives vigorous 
support from the use of the purchasing power of 
the public sector. (Boyer, 1983a and 1983b; 
Boyer and Mistral, 1983; Lodge and Vogel, 1987; 
Messine, 1984 and 1985; McCormick, 1987.)

S. The use o f  policy tools 
and the institutional dimension

In order to illustrate the importance of the dif­
ferent national approaches to the design and use 
of policy tools which affect the industrial sector, 
there now follows a brief comparative analysis of 
Japan and the United States.

Like the rest of the world, Japan takes as its 
reference point the consumption pattern pre­
vailing in the United States. It does this for the 
fundamental purpose of producing the goods 
which that country demands, but on more favou­
rable terms with respect to cost and quality. The 
United States has thus become the main target of 
Japan’s production and export strategy. How­
ever, the Japanese have adopted a number of 
domestic safeguards to ensure that the spread of 
this model (in any event gradual) does not 
impede the attainment of Japan’s fundamental 
growth targets. "Modernity” is reproduced but 
its rate of absorption is restrained, in order to 
keep it in line with the strategic objective of 
domestic growth and therefore of improved 
competitiveness.

Automobiles and housing play a crucial role, 
in both quantitative and qualitative terms, in the 
United States consumption pattern. It is no sur­
prise that the importance of these items of per­
sonal consumption has been steadily increasing 
over time, in step with rising incomes. The Japa­
nese authorities have been taking action to 
impede or delay the reproduction of this con­
sumption pattern in their domestic market. For 
this purpose they use a policy designed systemat­

ically to restrain consumption and stimulate sav­
ing, with respect both to housing and to the 
purchase of consumer goods, mainly durables. 
Whereas in the United States interest on savings 
accounts is taxed and interest on consumer loans 
is exempt from tax, exactly the opposite is the 
case in Japan. With respect specifically to hous­
ing, United States lending institutions are able to 
offer a lower interest rate than the banking sys­
tem, in addition to the fact that interest on home 
mortgages is,exempt from tax, even in the case 
of the second or third family home. In Japan, 
housing loans are severely restricted, and people 
have to make a systematic and prolonged effort 
to save; until their savings reach the required 
amount, the funds are available for investment.

The saving habit is also encouraged by the 
method by which businesses pay their 
employees, which includes sizeable quarterly 
bonuses which can represent up to a quarter or a 
third of actual earnings. Furthermore, the pen­
sions system is based on the contribution of a 
single large lump-sum, another factor which 
encourages the saving habit. The poor cover 
provided by the Japanese social-security system 
prompts families to set aside large sums for old 
age or health contingencies (McGraw, 1986). In 
addition, deposits to individual or family 
accounts can be made at all post offices. The 
willingness of the Japanese to save is not there­
fore due to cultural factors, at least not entirely. It 
is encouraged by mechanisms which guarantee 
that these savings are channeled into invest­
ment. The financial intermediation system, 
although privately owned, is regulated directly 
by the Bank of Japan and the Finance Ministry. 
They require specific percentages of available 
resources to be channeled to the sectors of high 
capital intensity, to which the country has 
decided to give priority. Until quite recently, the 
control system severely restricted the exit of 
capital from the country. In other words, the 
savings remained in Japan and were channeled, 
at least in specific proportions, to priority sec­
tors. This policy has been applied under succes­
sive sectoral programmes whose main goal is to 
consolidate the virtuous circle of growth with 
competitiveness.

Factors which are completely absent from 
the experience of the United States play a signif­
icant role in the establishment of a highly com­
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petitive industrial system in Japan, These 
include all the measures designed to promote the 
acquisition of foreign technology by means of 
co-operation between different companies and 
co-ordination of their efforts in accordance with 
the sectoral priorities established by MITI. The 
keystone of this strategy is the so-called "reverse 
engineering”, which means the purchase of tech­
nologically advanced goods with a view to dis­
mantling, reconstructing and improving them 
within the country.

In addition, and unlike the other advanced 
countries and the countries of Latin America, the 
Japanese authorities adopted an extraordinarily 
restrictive policy with respect to foreign invest­
ment and manufacturing activities, for they con­
sidered that the domestic market was the 
principal learning base for the country's indus­
try. To hand it over to foreign companies would 
represent a serious threat to the capacity of 
domestic companies to acquire the necessary 
know-how and subsequently to invade external 
markets. Furthermore, the familiar Japanese 
policy of import controls encouraged domestic 
competition among Japanese companies, 
although within the framework of a captive 
market.

Another relevant faaor is the seaoral com­
ponent of fiscal policy, which dates from long 
ago in the case of Japan. Since the Meji era, the 
public seaor has performed, with great realism 
the function not only of ensuring macroeco­
nomic balances but also of allocating specific 
roles to specific areas —shipbuilding, railways, 
mining and silk textiles— to which priority had 
been assigned. This is fundamentally different 
from the concept of macroeconomic policy pre­
vailing in the other industrialized countries. 
They, and particularly the United States, adhere 
to the principle of intersectoral neutrality, argu­
ing that priorities must be determined by the 
market.

The priority which the Japanese State 
accords to the industrial sector also emerges 
clearly in taxation policy. Within the industrial 
sector, moreover, priority is given to the areas 
which demonstrate the highest level of techno­
logical change or the potential to boost the 
domestic or international market. In 1981 the 
taxes-sales ratio for all economic activities in 
Japan stood slightly higher than in the United

States (1.9% versus 1.1%). In the United States 
the taxes-sales coefficient in the chemical and 
heavy machinery industries was three times the 
overall ratio; in Japan, the respective coefficients 
were 1.5 and 1,8. In contrast, in the United States 
the financial seaor bore a tax burden of 1.4%, 
while in Japan the figure was 2.3%, In other 
words, the overall tax rate was slightly higher in 
Japan, but significantly lower in areas of industry 
with a high technological content, and higher in 
the financial sector.

As a result, and without disparaging the cul­
tural or religious factors, it can be asserted that 
everyday economic life is affected by factors 
which explain Japan's peculiar industrialization 
profile and much of its success in reconciling 
growth with equity. The frequent references to 
Confucius in explanation of the "success” of 
South-East Asia are hard to reconcile with the 
fact that until quite recently attempts were made 
to explain China's backwardness by alluding to 
that same personage.

Where equity is concerned, it is worth noting 
that the greatest advances were achieved during 
the occupation of Japanese territory by United 
States troops. During that period the power of 
the big conglomerates weakened and the owner­
ship of agricultural land and big urban proper­
ties were redistributed (Mizoguchi, 1985).

It is interesting to note that these crucial 
differences between specific tools of economic 
policy have come about despite the faa that the 
relative size of Japan's public sector is similar to 
that of the United States. In both economies the 
importance of public expenditure and the role of 
public enterprises in industrial production are 
more modest than in any of the European indus­
trialized countries, particularly the Federal 
Republic of Germany. This apparent institu­
tional similarity conceals fundamental differen­
ces of approach in the use of public sector 
instruments. Moreover, the Japanese industriali­
zation model has several elements in common 
with that of the Federal Republic. However, the 
relative weight of the public seaor, both in the 
gross domestic product and in industrial sector 
companies, is considerably higher in the Federal 
Republic.

Aggregate volumes are therefore a very 
inadequate datum for the purposes of acquiring a 
better understanding of the role of the State in a
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country’s industrialization. The almost symbio­
tic relationship between the State and the big 
business groups in Japan renders unnecessary 
any larger direct presence of the public sector in 
production activities. The low quantitative 
importance of the Japanese State has little to do 
with the phenomenon, at first sight a similar 
one, observed in the United States economy, 
where there is virtually no interaction between 
the public and private sectors (Lodge and Vogel,
1987). In contrast, the relationship between the 
public sector, financial intermediation and the

industrial sector in the Federal Republic is much 
more like the Japanese situation, although the 
impact of the State on the economy is substan­
tially smaller in the Asian giant (Zysman, 1984).

The public deficit has represented about 5% 
of the product in recent years both in the United 
States and in Japan. But, while in the United 
States the deficit is equivalent to total net private 
savings, in Japan the ratio is barely 35%. The 
weight of the public sector and the relative size 
of its deficit are therefore similar, but their 
effects are very different (McGraw, 1986).

IV

Competitiveness and post-Keynesian policies

It is dear from the foregoing that it is not only 
companies which compete in the international 
market. It is also a field of confrontation between 
production systems, institutional structures and 
social organs, in which business is an important 
element but one integrated in a network of rela­
tions with the education system, the technologi­
cal infrastructure, management-labour relations, 
the public and private institutional apparatus, 
the financial system, etc.

In the industrialized countries the debate 
about improved competitiveness takes place 
within a framework of institutions whose legiti­
macy no one questions. Moreover, the level of 
social cohesion is fairly high. The consumption 
pattern and the stock of technological knowl­
edge have been dispersed and homogenized. 
Their international engagement is based on the 
manufacturing sector.

In order to increase their competitiveness, 
the governments of these countries promote 
programmes to support the advanced technol­
ogy sectors and adapt and invigorate the system 
of education, research and development, imple­
menting preferential programmes to support 
small and medium-scale industry, creating 
favourable conditions for co-operation between 
companies and between companies and the pub­

lic sector, encouraging the reform of the system 
of industrial relations, and studying public 
investment programmes for improvement of 
the infrastructure, with emphasis on telecom­
munications. The business sector, in turn, 
explores new forms of organization and of asso­
ciation with the academic sector and with ven­
ture capital, and it tests various modalities of 
industrial relations, with a view to motivating 
the workers and encouraging their co-operation; 
businesses also develop the most varied forms of 
co-operation among themselves and with 
governments and regional groupings, especially 
in research and development.

We are thus witnessing the creation of 
strategies which can be described as post- 
Keynesian (Freeman, 1987). This phenomenon, 
which is far from exhaustion, coexists with a 
rhetoric and practice of an aggressive pre- 
Keynesian type. The institutional structure of 
the advanced countries —which guarantees the 
various social and political actors the right to 
participate actively in the defence of their 
positions— ensures that pre-Keynesian policies 
do not impede the rise of post-Keynesian ones.

In the light of our analysis, the most likely 
development is that the post-Keynesian strategy 
will shape the framework for economic develop­
ments in the coming decades.
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technological 
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regional alternatives

Hugo J. Nochteff^

An industrial revolution is taking place: its nucleus is 
the electronics complex, from which will emerge a 
new technological-economic paradigm and a new 
economic, social and cultural pattern which began to 
develop about 15 years ago and which will continue 
to unfold in the coming decades.

The appropriate use of the new technologies by 
the developing countries is made possible by the very 
trends of the diffusion of the new industrial technol­
ogy model, In fact, the trends which have been called 
"intrinsic", trends towards the concentration of 
knowledge, control and economic and political 
power, strengthened by the technological protec­
tionism of the big State and private organizations of 
the industrialized countries, are accompanied by the 
—equally necessary— diffusion trend of the new 
technologies, which is essential to the development 
of the new paradigm and the achievement of 
expanded reproduction. Technological knowledge is 
almost inevitably "liberated" in the course of the 
diffusion process.

However, given the characteristics of the new 
technologies, utilization of the possibilities offered 
by the "uncontrolled" diffusion process is morediffi- 
cult than in the case of earlier technologies, and it 
depends increasingly on the scientific, technological 
and industrial capacity of the semi-industrialized 
countries. The development of this capacity and its 
direction are linked to the generation of "endoge­
nous nuclei of technological dynamism" and, in gen­
eral, of policies designed essentially for the creation 
of the capacity to adapt the use of the new technolo­
gies to the needs and potential of the semi- 
industrialized nations and their various social 
sectors.

This strategy can be described as "selective link­
ing" and its central features are discussed in. this 
article.

♦UNIDO consultant and 
FLACSO, Buenos Aires.

research professor at

Industrial revolution 
and technological paradigm

I

There is every indication that a new industrial 
revolution is taking place, with its nucleus or key 
factor  located in the electronics complex, from 
which is emerging the now dominant economic- 
technological paradigm —an economic, social, 
cultural and technological pattern which began 
to be shaped about 15 years ago, is now rapidly 
consolidating itself, and will continue to unfold 
during the coming decades (Pérez, 1975; Forres­
ter, 1980).

The industrial revolution has been defined 
in the recent literature as a profound transfor­
mation of the input-output matrix: not only are 
its internal ratios changing, but new lines and 
columns are being added as well. It has thus been 
defined as a radical and very long-term modifica­
tion of the relative-price dynamics of all produc­
tion inputs.

The nucleus of the structure of the new 
accumulation model is a technological-economic 
complex, in this case the electronics complex, 
which constitutes the key factor  in the changes in 
the input-output matrix, in relative-cost dynam­
ics, and in the determination of a new "best 
practice” frontier (Pérez, 1985 and 1986).

The development of the technological revo­
lution is guided by a technological-economic 
paradigm (Dosi, 1982) which determines the 
main lines of the change in the new trajectories 
of invention, innovation and diffusion. This 
paradigm is consolidated in practice as a kind of 
"ideal type” —in normative rather than in 
methodological terms, for it should not be con­
fused with Weber’s ideal type— of economic 
organization, which spreads out until it forms 
the body of beliefs, values and techniques shared 
by technologists, investors, managers and politi­
cal decision-makers.

This notion has been taken from the episte­
mology and history of science, specifically from 
the scientific paradigm of Thomas Kuhn (1985). 
Both in its content and in its development, the 
technological-economic paradigm shows a
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marked resemblance to the one formulated by 
Kuhn. As in Kuhn, it emerges when the prob­
lems which come up in practice cannot be solved 
by means of further development of the applica­
tion of the methods contained in the earlier 
paradigm and a very intense crisis results. This 
process includes the emergence of a new body of 
beliefs and practices and new key factors: the 
exemplars or models for problem-solving in the 
scientific paradigms (Borello, 1988). It promises 
success in the solution of the most important 
problems, achieved in what can be called the 
normal path, which takes the paradigm as 
matrix and trajectory of its development.

There is every indication that the pheno­
mena described by these paradigms, and some of 
the trends predicted by their authors, have been 
empirically verified. In addition to analysing the 
theoretical validity of the concept of 
technological-economic paradigm, it is impor­
tant to emphasize two of its features, owing to 
their significance for the peripheral countries.

First, the importance of the problems, and 
therefore the central issues which the new para­
digm promises to resolve, is not determined by 
the issues which can be called universal necessi­
ties. What counts for more is the perception of 
these problems by the leading social actors, in 
the light of the earlier paradigm and the social 
structure in which they exercise their leadership. 
Second, the normal path tends to disregard a 
priori any invention, innovation, production 
practice or modification of consumption and 
investment patterns which are not given prior­
ity by the paradigm, or —in other words— 
which are not relevant to the solution of the 
problems considered most important or central. 
The normal path follows the models of accepted 
trajectories, within which take place the pro­
cesses of innovation and diffusion, and from 
which is disseminated and confirmed the new 
common outlook of managers, investors, tech­
nologists, policy-makers, scientific institutes, 
etc.

II

The new paradigm, the big organizations 
of the central countries, and the 

semi-industrialized countries

This industrial revolution, this new key factor 
and this new tech no logical-economic paradigm 
constitute the basis of the response of the big 
State and private organizations of the most 
advanced countries to the crisis which began at 
the end of the 1960s. This crisis was caused to a 
large extent by the exhaustion of the capacity of 
the earlier technological-economic paradigm to 
ensure a dynamic process of capital accumulation 
and, therefore, of expanded reproduction of 
organization capitalism. In other words, the 
industrial technology model of the post-war 
period is no longer able to guarantee the eco­
nomic and political growth of the big organiza­
tions of the most highly industrialized countries 
(Nochteff, 1987).

The new paradigm is therefore a "product” 
of the big organizations which have generated

and consolidated it, and its potential responds 
functionally to their requirements for economic 
and political growth.

The crisis which shook the post-war 
technological-economic paradigm, during which 
this new industrial revolution and its key factor 
came into being, seems to have stemmed from 
the inability of technology to overcome the con­
straints imposed, on one hand, by the diminish­
ing supply and, on the other, by the increasing 
cost of raw materials, energy and labour as 
inputs in the accumulation process. In turn, the 
specific structure and dynamics of the demand 
for these inputs was largely determined by the 
production, consumption and investment 
patterns of the central economies, and by the 
specific characteristics of the prevailing pro­
cesses of production, trade and economic
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organization —determined to a large extent by 
those of the big organizations of the central 
countries.

The potential of the electronics complex, 
and basically of micro-electronics, which is 
making it the key factor o i  the new technological 
paradigm, is closely associated with its specific 
capacity to remove or offer a promise to remove 
such constraints, in the terms used in this article, 
in order to bring about a profound change in the 
relative-price dynamics of all the inputs of the 
production process and the organizational 
system.^

This new industrial revolution causes an 
increase in society’s freedom with respect to 
natural determinants. It invests the process of 
capital accumulation with greater independence 
with respect to the constraints imposed by 
nature in general and the labour force in particu­
lar. However, the new quantum of freedom 
which society is acquiring tends to be distributed 
unequally. Given the causes of this industrial 
revolution and the social actors which generate, 
lead and develop it, it is mainly the big organiza­
tions of the advanced countries which acquire 
this independence. In other words, the unequal 
distribution of the fruits of technological pro­
gress is directly associated with the fact that the 
social matrix, headed by the big organizations of 
the central countries, establishes the structure of 
the technological-economic paradigm and the 
normal path of its development. The capacity of 
the new paradigm to solve the problems of the 
societies and organizations which generated it 
does not mean that it has to solve the problems 
of other societies.

As suggested earlier, this trend is deter­
mined by what can be called the exclusion effect 
of the paradigm and its normal path. The nor­
mal path in its positive (or inclusive) effect, 
tends to accumulate knowledge and solutions, 
but only for handling the problems which the 
paradigm defines as such. The normal path 
creates a consensus as to what is the best produc­
tion and organizational practice, what are the 
inputs whose prices should continue to fall, or

‘A discussion of the relationship between the constraints, the 
characteristics of organization capitalism and the potential of 
micro-electronics will be found in Nochteff (1987),

what is the desirable dynamics of the consump­
tion and investment patterns. It tends to exclude, 
to the same extent but not rigidly, the explora­
tion of technological, industrial and organiza­
tional trajectories which contradict or are 
secondary to the paradigm, or which have simply 
not been taken into account among the central 
problems and the solution options, given the 
objectives, the leading actors and the constraints 
on the accumulation model which caused the 
change of paradigm.

These trends, which can be called "intrinsic” 
in, although not essential to, the new industrial 
revolution, seem in fact to be harmful, at least in 
relative terms, to the peripheral societies and to 
semi-industrialized societies in general, this 
latter category including Latin America.

The effects of the development of the new 
industrial technology complexes, especially elec­
tronics, on the semi-industrialized countries can 
be described in different ways —where it has 
already been possible to make evaluations— and 
they have dissimilar economic, social and politi­
cal manifestations. Nevertheless, most of the 
studies of these effects emphasize:^

— The loss of the independent capacity to 
determine the patterns of production, consump­
tion and income distribution;

— The transfer of the processes of gesta­
tion, acquisition and development of new know­
ledge overseas to the big organizations of central 
countries;

— The widening income gap between the 
most advanced and the semi-industrialized coun­
tries resulting from their different capacity for 
capital accumulation and economic develop­
ment, which stems mainly from the importance 
of science and technology, concentrated in the 
most advanced countries, as inputs in the pro­
duction process;

— The decline of the labour market, with 
the disappearance of the specialized and best- 
paid occupations (skilled workers and techni-

^This list is a summary and simplification of the effects 
discussed in the literature on this topic. Among this literature, 
reference may be made to such works as: Mtnian (1986), Ernst 
(1984), Antonelli (1981), Hoffman and Rush (1980), Leppan 
(1983), Kaplinsky (1985), Rada (1980a and 1980b), Seers (1984), 
UNCTC (1984) and Ernst (1980).
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dans; and in some countries scientists and 
technologists as well);

— The concentration of economic power in 
transnational corporations;

— The exacerbation of the structural trends 
towards disequilibrium in the external sector of 
the economy;

— The trend towards the transformation of 
the industrial technology system into a set of 
"enclaves” whose activities bear little relation­
ship to the needs and characteristics of the peri­
pheral societies but are instead increasingly 
controlled by transnational corporations;

— The location of activities of declining 
value added in the semi-industrialized countries;

— Exogenous decision-making concerning 
the restructuring of activities, with respect both 
to technology and production and to the growth 
process;

— The increasing inequality of income 
iistribution.

These phenomena are no strangers to the 
region’s economies. On the contrary, they have 
been features of the Latin American societies at 
least since the end of the Second World War 
(Fajnzylber, 1985). The so-called intrinsic 
"trends” of this industrial revolution are there­
fore creating new problems for the region, but 
they are also, and more importantly, exacerbat­
ing the existing ones.

Ill

Conditions and proposals for an alternative
strategy

However, these intrinsic trends should not be 
regarded as inevitable and necessary laws. The 
Latin American societies and the various social 
actors can jointly determine the way in which 
this industrial revolution will affect them, if 
indeed they actively influence the methods by 
which the new technologies are incorporated, 
adapting and developing them in the light of 
their own needs and their economic, social and 
political potential.

The appropriate use of the new technologies 
is made possible by the very characteristics of the 
diffusion of the new industrial technology mod­
els. In fact, the so-called "intrinsic” trends 
towards the concentrationof knowledge, control 
and economic and political power, strengthened 
by the technological protectionism of the big 
State and private organizations of the advanced 
countries, are accompanied by —equally 
necessary— trends towards the development of 
a new paradigm and attainment of expanded 
reproduction and towards the diffusion of the 
new technologies. Technological knowledge is 
almost inevitably "liberated” during this diffu­
sion process. This phenomenon takes place in 
various ways which do not need to be listed and

discussed in detail here. The sale of micro­
electronic components not installed in equip­
ment results from the need to achieve increasing 
economies of scale and absorb the cost of 
research and development and of capital, the 
proliferation of "silicon chips", the speed with 
which "clones” are developed and forced and 
accelerated obsolescence are some of the mani­
festations of this process of "uncontrolled” 
diffusion.

However, given the characteristics of the 
new technologies, it is more difficult to take 
advantage of the opportunities offered by the 
process of "uncontrolled” diffusion than in the 
case of the earlier technologies, and this depends 
increasingly on the scientific, technological and 
industrial capacity of the semi-industrialized 
countries.

In terms of the normal path of the new 
paradigm, this capacity is essential to the utiliza­
tion of radical innovations and the adoption of 
innovation, dissemination and development 
policies which can solve problems different from 
the ones given priority by the central countries. 
The generation of scientific and technological 
know-how in Latin America is therefore neces­
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sary for two reasons; first, to take proper advan­
tage of the products of the normal path of the 
new paradigm; second, to offset what we have 
called here the exclusion effect of the normal 
path. This latter task implies to some extent the 
creation of a partial alternative paradigm, for it 
will require the identification of central prob­
lems different from the ones defined as such in 
the dominant technological-economic paradigm.

The development of this capacity and its 
direction are connected with the generation of 
so-called "endogenous nuclei of technological 
dynamism” (ECLAC-UNIDO, 1985) and, in gen­
eral, with the design of policies whose main goal 
is the creation of the capacity to use the new 
technologies to satisfy the needs and potential of 
the semi-industrialized nations and their various 
social sectors. This is the meaning of the word 
"endogenous” and, at the same time, the basis of 
its importance. In short, it is a question of gener­
ating capacities which cater to the needs which 
each society and each social sector regards as 
pertinent and urgent, and of taking advantage of 
the dissemination of the new paradigm to utilize 
these capacities and satisfy these needs. This 
means that the application of the concepts of 
efficacy —defined as the means of achieving 
ends— and of efficiency —defined as the means 
of achieving the ends with the lowest expendi­
ture of resources— is linked to those ends, which 
can be determined only by the social actors them­
selves. This means therefore that the goals of the 
introduction of new technology and the develop­
ment of the economy and industry, and the most 
efficacious and efficient means of achieving 
these goals, cannot be determined by the big 
organizations or by reference to the "state of the 
art” as defined by the most advanced countries. 
In other words, if it is held that the moderniza­
tion of the production apparatus and technologi­
cal development consist of something distinct 
from "window-dressing modernization” and the 
mere transmission of exogenous stimuli, then 
'this modernization must be closely associated 
with the democratization of scientific, techno­
logical and production decision-making.

Political and social issues, and indeed the 
distribution of freedom and power among social 
actors, are therefore inseparable from the 
technological-economic models. If the incorpo­
ration of these models takes place without prior

democratic debate or without regard to the goals 
of the social actors, this will in fact confirm the 
technological determinism which characterizes, 
with varying degrees of explicitness, much of the 
recent literature on these topics. It is therefore 
vitally important to stress that this determinism 
is merely an ideological expression of the actual 
determination, by the big organizations of the 
most advanced countries, both of the social ends 
and of the means of achieving them.

The identification of priority problems for 
Latin America and the satisfaction of the needs 
of the majority of its population, the creation of 
scientific capacities for an alternative paradigm 
and normal path, and the creation of endogenous 
nuclei of technological dynamism also imply 
alternative types of engagement with the cen­
tres. In general terms, it implies a strategy of 
selective linking to the world market and the big 
organizations of the central countries, for the 
dominant paradigm is disseminated and consoli­
dated through consumption and investment 
patterns, foreign trade, new notions of best prac­
tice and the common outlook of investors, tech- 
no l o g i s t s ,  manage r s  and po l i t i c a l  
decision-makers. To the extent that exogenous 
factors and the exogenously determined incor­
poration of the dominant paradigm produce 
negative effects and lead to the reproduction of 
an unsuitable, imitative, truncated and socially 
exclusive accumulation model, selectivity in the 
linking of the Latin American economies to the 
central countries becomes a decisive factor in the 
economic and social development strategy.

Some of the main lines of a strategy of selec­
tive linking are listed in the following 
paragraphs: 5

— Development of technological and pro­
duction capacities which facilitate the increasing 
use of new technologies and the selection of 
technologies, goods and production options 
most suited to the economic, social and political

’The background of the concept of selective linking may be 
found in the works on Selective Disengagement by Ward 
Morehouse, especially (1979); and on Decoupling Polity by Juan 
Rada, especially (1982). For a discussion of the problems of the 
exogenously determined incorporation of technology in Latin 
America, see the works by Eugenio Lahera and Hugo Nochteff 
which take up the notion of "selective endogenization", especially 
(1982).
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development of each society, it being understood 
that "suitable” means those which respond most 
efficiently to the needs of the various social 
actors, but primarily to the priority needs of the 
majority of the population;

— Where demand is concerned, definition 
of the most efficient consumption pattern in 
terms of the needs, and therefore of the demo­
cratically determined social goals, rather than by 
reference to the dominant pattern in other socie­
ties or in the international market or to the 
standard patterns explicit or implicit in the mod­
els produced in the big organizations, including 
the scientific organizations, of the advanced 
countries;

— Where supply is concerned, determina­
tion of the most efficient industrial technology 
pattern with respect to the demand pattern 
referred to above, the potential of each society, 
and the preferences of the majority of the eco­
nomically active population as to working condi­
tions, types of job qualification and the control 
and characteristics of the work process in 
general;

— Identification, in the light of the above, of 
the most suitable technologies available in the 
international market with a view to copying, 
adapting or developing them, and determination 
of the forms of incorporation and engagement in 
the international market in the light of the con­
cepts of suitability and efficiency described 
earlier;

— At the same time, introduction of a policy 
of co-operation and complementarity with 
respect to technology, production and foreign 
trade between societies which have similar or 
complementary needs and potentials and which 
are endeavouring to develop strategies of the 
same kind and with similar goals. It must be 
stressed that in the form in which it is usually 
presented and in which it has been experienced 
by some countries of the region, the model of 
external openness is an ideological one. A stra­
tegy of selective linking is not a "pass key”; the 
degree of an economy’s liberalization in foreign 
trade —understood strictly as the foreign-trade 
coefficient— can be smaller or much larger than 
the level produced by the liberalization model. 
But the content of the trade flows is different, 
just as the societies of the trading partners are

different. A selective linking model, based on 
increasing technological and industrial integra­
tion, can also generate export flows of increasing 
added value. In view of the effect of the control of 
the consumption pattern and the integration of 
the production network, together with the kind 
of exports mentioned above, the model will have 
a positive effect on the external sector;

— Design of a science and technology policy 
in which the concepts of technological gaps and 
obsolescence refer primarily to the needs of each 
individual society, to its capacities and to its 
democratically established social goals, and not 
to the technologies and areas of research prevail­
ing in the most advanced countries or in the 
international market;

— Tendency, with respect to the technolo­
gies and goods regarded as of greatest impor­
tance from the social standpoint and from the 
standpoint of the country’s technological and 
industrial development, for the domestic pro­
duct cycle to adjust to the needs and possibilities 
of the national economy rather than to the logic 
of the domestic markets of advanced countries or 
to the logic of the trade between those countries;

— Adoption of product-quality criteria 
which, in addition to upgrading quality require­
ments, give priority to the products' useful life 
and ease of maintenance, and to the suitability of 
the benefits they deliver (or their technical spec­
ifications) in terms of the country’s resources, 
rather than to the quantity and novelty of the 
products or their similarity to the products 
offered in the most advanced countries;

— Introduction and development of new 
technologies, primarily in order to satisfy the 
people’s basic needs and to bring consumption 
and investment patterns into line with the 
requirements and potential of the Latin Ameri­
can countries. This control of patterns must be 
accompanied by improved productivity and com­
petitiveness, in order to prevent the continua­
tion of the structural bias towards deficits in the 
external sector.

The reconciliation of objectives requires the 
introduction of new technologies to satisfy basic 
needs through increasing productivity. This 
must also be achieved in the sectors of "non- 
tradeable” goods and services in order indirectly 
to reduce the costs of the sectors of "tradeable”
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goods and services. This reconciliation also 
requires an increment, by means of technological 
and organizational change, in the productivity of 
the sectors which, in each case, are less engaged 
in the international market and therefore less 
exposed to external competition, and an incre­
ment in the competitiveness of the sectors, 
product lines or market sectors which are less 
engaged in foreign trade, especially those in 
which the aim is to achieve a higher export 
coefficient.^ All this implies, of course, the devel­
opment of the capacity for creation and efficient 
use of technology. The Latin American expe­
rience indicates that the massive and indiscrimi­
nate incorporation of new "pioneering" 
technologies and plants has led to reduced effi­
ciency in many cases, especially in services, to the 
detriment of the competitiveness of "tradeable" 
goods.

— Diffusion, from the endogenous nuclei of 
technological dynamism, of the most efficient 
and suitable methods of incorporating new tech­
nologies. The internationalization of technolog­
ical know-how makes it possible to keep down 
the cost of new plant, use it in the most efficient 
manner and incorporate it within a framework 
of suitable organizational changes. The efficient 
incorporation of new technologies depends 
directly on technological capacity and independ­
ence. This fact, together with increased effi­
ciency in the incorporation of new plant within a 
framework of simultaneous, or even prior, 
organizational changes is demonstrated both at 
the microeconomic level and throughout the 
whole economy, not only in the region but also in 
more advanced countries.

The foregoing considerations are some of 
the elements of a selective strategy which seeks 
to ensure that the determination of the patterns 
of consumption, supply and technological and 
industrial development is consistent not only

with exogenously generated trends but also, and 
to the greatest extent possible, with endogenous 
needs and goals.

Of course, it is an essential requirement for 
the design and introduction of a strategy of this 
kind that the design and introduction of the 
scientific, technological and industrial policies 
should be determined and controlled in a demo­
cratic manner by means of the directest possible 
participation by all the social actors, but espe­
cially by the majority of the population, in the 
decision-making and control machinery.

One of the necessary conditions of the viabil­
ity of this democratization process is a public 
debate, in the widest sense of the term, about the 
matters which have been discussed in this article. 
A fundamental element in this debate, on which 
the degree of freedom of the social actors 
depends to a large extent, is the adoption of a 
critical attitude towards the issues raised by this 
new industrial revolution and by science and 
technology in general. In other words, criticism 
must be a central element of education, espe­
cially in technological subjects. It appears 
increasingly necessary to "unlearn” what is 
taught through the innumerable media, not only 
the mass media, which range from direct sales 
brochures and advertisements to the fairly com­
plicated literature of diffusion concerning the 
intrinsic virtues of the new technologies.

Latin America’s historical neglect of scien­
tific and technological issues, and of the informa­
tion, or rather, disinformation which is 
disseminated on a mass scale, tends to create an 
uncritical attitude to matters of technological 
change. This is reflected at very different levels, 
ranging from State decisions on matters involv­
ing technological change to the continuing lack 
of interest on the part of most of the population 
in discussion of scientific and technological deci­
sions and in demanding participation in them.

‘‘Industrial efficiency and international competitiveness are 
not perfect synonyms. In addition to issues of market conforma­
tion, it must be remembered that in the case of most manufactured 
goods competitiveness entails not only industrial efficiency but 
also requirements of design, delivery, packaging, etc., associated 
with the differentiation of products. On the other hand, lack of

competitiveness in the international market does not necessarily 
imply low productivity. In other words, it is possible to produce 
goods and services which are uncompetitive internationally (in 
terms of design, performance, etc.) but which are nevertheless very 
efficient.
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This article analyses the direct and indirect impact of 
new technologies on the Latin American economy, 
and in particular the way in which such technologies 
can become a factor capable of easing the present 
situation. Of particular interest is the contribution 
made by technical change to the increase in interna­
tional competitiveness and to the necessary restruc­
turing of national economies.

The influence of technical change on develop­
ing countries is somewhat ambiguous, since it poten­
tially includes both positive and negative aspects. 
One independent variable that may help to make the 
difference between these two kinds of result consists 
in the policies applied in each country.

In the text we analyse various approaches to the 
design of these policies, arriving at the conclusion 
that a prerequisite for their viability is their integra­
tion into overall economic options.

•Technical Secretary of CEPAL Review. The author 
wishes to thank Fernando Fajnzylber, Alicia Frohmann, 
Martine Guerguil, Hugo Nochteff and Aníbal Pinto for 
their comments. This article is based on a lecture given by 
the author at the seminar on Technology and Prospects of 
Development in Latin America organized by UNCTAD and 
PRODEC at JUNAC, Lima, in November 1987.

''But things get darker as we move to ask them ” 
John Ashberry, The Grapevine

Introduction

Even though the first patent offices in the region 
were created towards the end of the nineteenth 
century —the patent office in Guatemala City 
has just celebrated its one-hundredth 
anniversary— there is in Latin America a 
marked dissatisfaction with the handling of 
technological problems. The following discus­
sion, which includes elements that are clearly 
subjective, is intended to make a modest contri­
bution to the debate on the subject, a thankless 
task because it requires the consideration of 
questions highly diverse in scope, some of them 
of the most fundamental kind, inasmuch as tech­
nology is interwoven with a very broad range of 
social relationships.

The article consists of four sections. In the 
first section we consider the types of technologi­
cal change that are represented by the new tech­
nologies and the principal characteristics of 
each. The second section contains an analysis of 
some of the consequences these innovations pro­
duce in the international economy. Next we shall 
study technical progress as one of the factors 
offering a way out of the present regional crisis. 
Lastly, in the fourth section we formulate some 
lines of policy. The work is supplemented by a 
basic bibliography on the impact of new 
technologies.

I

What is the problem?: 
technical change or 

Industrial Revolution

l. The emerging technological paradigm ”

It has been said that we are now witnessing the 
exhaustion of a long Kondratiev wave and the 
development of a new Industrial Revolution, 
although the question whether it is the second or 
a later Industrial Revolution is in dispute. It
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appears that we are facing not so much a series of 
technological changes as a new technical and 
economic paradigm. This paradigm, it is 
claimed, relates all of these changes to a funda­
mental transformation: the central role played 
by data processing and the development of the 
electronic complex.

This globalizing vision has unquestionable 
merit, since it enables us to capture in a single 
concept the dynamism and the direction of tech­
nological change. However, it puts too much 
emphasis on the continuities that characterize 
the present process, and this fact is translated 
into the vision of an integrated "package”, which 
may seem accessible as a single entity to the 
developing countries; furthermore, its compre­
hensive nature makes it difficult to analyse it for 
operational and policy purposes.

In reality "technology" is an abstraction 
which covers a collection of techniques, methods 
and skills related to the way to attain specific 
objectives. It includes such diverse elements as 
data processing, medical practices, analytical 
techniques based on mathematics, the synthesis 
of engineering and design, algorithms for the 
solution of problems, computer programmes 
and the systems associated with them, and the 
application of new scientific discoveries to the 
economical production of goods and services. It 
is not easy to make accurate generalizations 
about such a broad collection of items.

2. Brief summary o f the principal 
technological innovations and 

their developm ent

In what follows, we present a relatively arbitrary 
grouping of the main technological develop­
ments of the recent past.

Electronics. Technologies based on micro­
electronics relate fundamentally to the produc­
tion, processing, transmission and storage of 
information by electronic means. Microelectron­
ics actually consists of four major groups which 
are interrelated: the first group includes basic 
technologies (microelectronics and optoelec­
tronics), whose most immediate scientific roots 
are found in electronics, optics and electromag­
netism; the second includes the field of informa­
tion science, or the technologies relating to 
computation; the third group is that of telecom­

munications, which deals with the transmission 
of images, sounds and data by various means; 
and the fourth group consists of instrumenta­
tion, especially instrumentation for measure­
ment and control. The boundaries between the 
last three groups are tending to disappear 
because of the advances made in basic 
technologies.

New materials. This group consists chiefly 
of light materials, high-temperature materials 
and materials for electronic components. They 
may be metals, treated to make them harder and 
to attain various configurations and concentra­
tions; ceramic and inorganic materials; poly­
mers; composite materials, prominent among 
which are those reinforced with fibres; and sil­
icon, a key input for information sciences.

Biotechnology. This consists in the utiliza­
tion of living micro-organisms (yeasts, fungi and 
bacteria), as well as animals, plants and cellular 
components for the conversion, synthesis, 
decomposition and concentration of specific sub­
stances. D N A  recombination technology implies 
the direct manipulation of genetic material by 
selecting the desired gene and chemically bond­
ing it to the D N A  of a recipient, with a view to 
introducing the resultant hybrid into a cell capa­
ble of reproduction and protein synthesis.

New sources o f  energy. These are solar, 
wind, ocean, geothermal, bituminous-shale, bio­
mass and thermochemical energy. There are also 
new developments in nuclear energy.

Other technologies. Some others are the 
result of applications of the above-mentioned 
generic technologies to specific spheres, such as 
changes in the handling of sea-going ships and 
remote sensing by means of satellites.

3. Principal characteristics o f  
technical innovations

These technologies, generated principally in 
industrialized countries which have a high 
degree of social organization, have helped to 
increase productivity and competitiveness in 
general; the manner in which they do this 
depends on the country’s scientific resources, the 
characteristics of its economy —including the 
natural resources it possesses— and the specific 
problems confronted by that economy. These 
technologies, endowed with a growing scientific
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base, produce savings in manpower, natural 
inputs and energy, highlighting their systemic 
character in contrast with the separate existence 
of artifacts and machines. Their creation and 
development have been produced, to a decisive 
extent, by the support and financing they 
obtained from the State. This is so because the 
risk associated with technological innovation, 
especially its financial cost, has increased 
dangerously.

There exist specific sectors which are privi­
leged carriers of technical change. They are to be 
found with absolute preference in the industrial 
sector (Fajnzylber, 1987). Technologies relating 
to information, for their part, have tended to 
take the flow of information as the centre of the 
production process. They have accelerated the 
process of direct incorporation of knowledge 
into capital equipment, which has a strong influ­
ence on the participation of human labour in the 
production process (Nochteff, 1987).

New technologies create more leisure time, 
that is to say, time not devoted to the mere 
reproduction of life. This creates the challenge of 
satisfactorily filling such time and raises the 
problem of the distribution of the fruits of leis­
ure time, which are adapted in a differentiated 
manner, as pointed out by Prebisch and Pinto. ̂  
In the particular case of the genetic manipula­
tion of living organisms, technology raises ques­
tions which go beyond the technical and 
economic field.

Considered from a different point of view, 
for the first time ¡n history it is becoming techni­
cally feasible to ensure the material future of 
mankind —within the present limits of social 
life— through the hypothetical extensive appli­
cation of current technological knowledge. Para­
doxically, this also makes it possible to bring 
about the total destruction of life on our planet.

II

Some consequences for the international economy

1. Impact on the economies o f  the 
industrialized countries

The versatility and flexibility of microelectronics 
is breaking down the sectoral barriers to entry, 
altering the prevailing views about economies of 
scale and generating a great many possibilities 
for particular applications to new products and 
systems, including application by marginal vari­
ations oriented towards the differentiation of 
the product (Lahera and Nochteff, 1983).

"Optimal practice” in production will be 
modified by the increases in productivity, the 
savings in material inputs, the reduced share 
represented by labour costs in total costs, and a 
certain reduction in the importance of econo­
mies of scale. These changes affect policies con­
cerning research and development policies and 
concerning employment, as does the geographi­
cal location of plants, among other factors.

From another point of view, the demand for 
labour is also undergoing changes. A separation

tends to arise between increases in productivity 
and increases in employment, and relatively 
high rates of structural unemployment are being 
reached, which is causing an unprecedented 
social problem. Parallel with this, there is a 
polarization of the skills required.

While the share represented by direct labour 
costs is decreasing, there is an increase in the 
share represented by costs associated with 
research and development. To the increased 
financial costs is added the need for greater 
research and development capacity in order to 
strengthen the relative power of the principal 
productive organizations, so that we observe a 
relative "dematerialization” of production in 
terms of costs.

There is an accelerated increase in produc­
tivity and capital-intensiveness within the ser­
vice sector, which has recently undergone a

'Gjncerning Prebisch's views, see Gurrieri (1981); coticern- 
ing those of Aníbal Pinto, see Pinto (1965).
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technological transformation equivalent to what 
the first Industrial Revolution meant for manu­
facturing activities.

The consequences outlined above are operat­
ing as a process in time, without completely 
changing a factor or branch of activity simul­
taneously in the same direction. We are dealing 
with changes which follow the logic of flow, not 
the logic of a change in stockpiles (Nochteff,
1987).

2. Effects on the international economy

a) Trade

Under some circumstances technological 
advances may create trade, while under others 
they may destroy it. The substantial increase in 
the information sent beyond national frontiers 
will, at least in part, compensate for the flow of 
goods. As Latin American countries gradually 
approach the conditions of supply and demand 
in the industrialized countries, they will also 
come closer to the innovations they generate, 
and therefore we must suppose that trade result­
ing from technological differences will decrease. 
On the other hand, in an environment character­
ized by low growth rates, the orientation of tech­
nology will be based more on shortening the 
cycle and differentiating the product, and less on 
expanding the demand. Lastly, the increased 
flow of information will make it easier for non- 
traditional exporters to participate in interna­
tional trade. Transactions in services will 
continue to grow in importance (Vernon, 1983).

b) Direct foreign investment

The process of internationalization of the 
production process is affected, among other vari­
ables, by technical innovations. There are altera­
tions in comparative advantages and in the 
optimal organization of production. Both factors

may accentuate the orientation of direct foreign 
investment towards industrialized countries. At 
the same time, the persistence or expansion of 
the technological gap acts as a stimulus for such 
investment, both for investment from indus­
trialized countries and for investment originat­
ing in the developing world. The successive 
sectoral restructurings —whether total or 
partial— will redefine the differences between 
the resources possessed by different enterprises, 
the point of departure for the dynamics of direct 
investment in foreign countries. The modalities 
of internationalization will also be affected, with 
a probable increase in vertical integration.

c) Financing

"Electronic money” and national and inter­
national transactions carried out by means of 
computers are accentuating the volatility of 
financial flows, causing a decrease in the scope of 
currency-exchange policies and financial poli­
cies. According to some sources, currency and 
securities operations across national frontiers 
exceed US$2 trillion daily.

d) Culture

The omnipresence of telecommunications 
and the similarity of the content originating in 
the principal industrialized countries tend to 
overcome local preferences and traditions. This 
homogenization is a response to and also a pre­
requisite for the dissemination of certain goods, 
and services, which satisfy needs or preferences, 
even though there may often be reason to ques­
tion the social desirability of the way in which 
these things are being done. What seems diffi­
cult is to have the best of both worlds. The 
demonstration effect of consumption becomes 
magnified, and exclusion from access to the new 
goods and services is regarded as a deterioration 
in the quality of life.
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III

Technical progress as one of the factors offering 
a way out of the present regional crisis

1. Technology and crisis

Earlier generations of Latin American leaders 
often hastened to embrace the "Protestant ethic” 
and, as a result, became privileged and preco­
cious students of "consumer hedonism”, in the 
words of Daniel Bell (1977). For several decades 
this was facilitated by selective access to political 
decisions and by the fact that the masses of the 
rest of the people resigned themselves to the 
existing order of things; the permanence of 
these factors has ceased to be viable in a system 
in which information is available to everyone 
and which tends to break down personalized 
links to moral and economic authorities. A 
model which does not grow fast enough and 
nevertheless guarantees high profits to a small 
number of people is politically not viable as a 
democracy: it must use force to maintain itself.

Growth that is devoid of creativity and is 
limited to basic exports can function only if it is 
hooked to a locomotive of the international 
economy which is moving forward rapidly and 
which has a dynamic demand for basic commodi­
ties. When this circle is cut, then perhaps a door 
can be opened for creativity.

The crisis in the foreign-financing sector did 
not create the present crisis in the incorporation 
of technology into the regional economy; it only 
weakened this process even further. In fact, a 
relative looseness in the balance of payments has 
recently made possible the massive import of 
computer elements, which was translated in 
many cases into the extensive utilization of com­
puters as high-priced typewriters or overgrown 
calculators for payroll accounts. Technology pro­
vides a way out, but rigorous prerequisites, both 
economic and non-economic, must be satisfied 
for its proper utilization. There must be time 
and capital formation, but there must also be 
policies which define precise objectives and 
there must be the design of effective instruments 
for attaining those objectives. Technological 
policy should form part of an overall strategy of 
positive adjustment.

In the same way as this has occurred and is 
occurring in other parts of the world, technical 
change and the consequent increase in produc­
tivity and international competitiveness offer a 
way out of Latin America’s present crisis. The 
magnitude of what is possible is now approach­
ing the magnitude of what is necessary, 
although, as always, this relationship depends on 
the social framework in which it is situated. The 
crisis represents an opportunity for improve­
ment but also a chance of falling further behind.

A realistic political project with strong citi­
zen support could use what exists today as a basis 
for advancing into the future. As has been 
pointed out, public administrations have no bet­
ter social objective than economic growth. 
Hence, even though technology has need of 
politics, politics also has need of technology.

Technology, growth and democracy are, 
therefore, related terms. Democratization with­
out productive transformation is not viable since 
its economic limits are very quickly reached. At 
that point there arises the risk that the economic 
policies of democracy will be no different from 
those used by authoritarianism. There is no con­
clusive foundation for asserting that there must 
be a "selective affinity” between authoritarian 
political organization and competitive participa­
tion in the international economy, as there is 
between democratic political organization and 
equitable development. Authoritarian organiza­
tion does not guarantee development, a fact 
shown by many experiences; when it does pro­
mote development, it tends to shape an inequita­
ble kind of growth. Democratic political 
organization is a necessary but not sufficient 
condition for equitable economic development, 
which in turn, reinforces democratization. The 
attainment of this vision requires overcoming an 
unfocussed collective imagination and politi­
cians who frequently have no imagination at all.

The concept of technological problems as a 
self-contained subject often prompts people to 
make partial diagnoses and predictions. Techno­
logical innovation, incorporation and adaptation
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form part of a country’s economic and social 
dynamism, which defines its potential and its 
limits.

Technology is not something that is added to 
other things on one side o’r another. It is a rela­
tionship which implies minimum conditions of 
acceptability. Quite often it is not even an arti­
fact, nor can it be purchased separately.

2. Ambiguity o f  the technological 
impact on the region

While there are some who believe that techno­
logical innovations will tend to keep widening 
the gap between the industrialized and the 
developing countries, others postulate that this 
gap actually constitutes an opportunity. For 
example, Gerschenkron (1962) pointed out that 
the technology acquired by the less developed 
countries affords them an opportunity to grow 
more rapidly and avoid some of the mistakes 
made by the societies that had to travel the whole 
distance on their own. This presupposes a sud­
den awakening to the world of technology.

From another point of view, the question 
arises: is it possible to institute whatever policy 
one wishes, in any society and at any time? 
Obviously it is not. The relevant question, then, 
is: can we make our lives more modern when 
there are archaic hangovers which are still pow­
erful? In reality this question is not new in Latin 
America, one of whose fundamental features is 
structural heterogeneity.

Technology should enable people to deal 
successfully with the challenges posed both by 
international trade and by the domestic markets 
of the region, including the task of meeting peo­
ple’s basic needs. The two questions are related, 
but they are not the same. Any analysis 
—especially a political one— must take account 
of the natural differences between the two 
markets, as well as between the types of techno­
logical solutions required. However, there is no 
contradiction in making an effort to advance on 
both of these fronts at the same time.

The probable effects of the incorporation of 
technical change are, with few exceptions, 
chiefly ambiguous, with high positive and nega­
tive potential at the same time, in view of the 
difficulty of identifying the technological, eco­
nomic and social factors that bring it about.

Prominent among the latter are the policies 
which the countries of the region themselves 
adopt, even though these do not constitute an 
independent variable of unlimited power.

There is no way to "normalize” a regional, 
sectoral or regional/sectoral average. Conse­
quently the comments given below are in fact 
merely well-intentioned generalities. There are 
circumstances which modify the impact of the 
new technologies with regard to the availability 
of resources, public policies, institutional rigidity 
and the roles played by the various factors.

a) Entry into the international economy

The disparity between the developed coun­
tries and the countries of Latin America with 
regard to the rate at which they introduce inno­
vations and to the capacity to adapt them to 
national economies may increase the differences 
in productivity which separate them at present. 
If a sudden technological and production gap 
between the two groups were to appear, the 
developing countries would have to make des­
perate efforts merely to keep from falling 
further behind (Lahera andNochteff, 1983). It is 
also possible that differentiation within the 
region will be intensified.

Technology may have a considerable effect 
on comparative advantages, reducing the impor­
tance of those which are based on low labour 
costs and accentuating those deriving from 
greater scientific and technological develop­
ment. At the same time, a careful selection of 
products and technologies may contribute to the 
creation of dynamic comparative advantages. 
Here it seems important to consider the high 
elasticity towards protectionism of goods suc­
cessfully exported to the industrialized coun­
tries. Account should also be taken of the 
world-wide tendency towards the proliferation 
of niches in the most diverse markets.

The cost of the new productive systems and 
the reduction of the coefficient of imports will 
increase the contribution of capital goods to 
imports, which will also be pressured by the 
spreading demand for certain products or inputs. 
At the same time, exports of basic commodities 
will make themselves felt, inasmuch as the 
growth of manufactured products will probably 
be slower, differentiated and concentrated.
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Various metals and materials may undergo 
significant shifts in the coming years. Estimates 
of the consumption of metals in the coming 
decades indicate relatively moderate, although 
positive, rates for iron, copper, tin and lead. The 
rates for aluminium, chromium, nickel and the 
metals used in the manufacture of special steels 
will be somewhat higher. Lastly, other metals 
and materials, closely related to state-of-the-art 
technologies —columbium, titanium and 
gallium— will be imported at accelerated rates. 
The fact that some producers among the devel­
oping countries lack some of these new materials 
will put them at a disadvantage.

For Latin America the most problematical 
result that could come from technical change in 
the regular transport of goods by sea-going ships 
is their possible marginalization, or —which is 
the same thing— the relative increase in the cost 
of maritime transport, with its consequent effect 
on foreign trade, competitiveness and current 
accounts (ECLAC, 1987).

As a result of the recent wave of high oil 
prices, a series of technological advances relating 
to new sources of energy came into play. If neces­
sary, these could become competitive with oil if 
the price of oil increases further. This would 
have a significant effect on the balance of foreign 
currencies, in both the oil-exporting and the 
oil-importing countries.

The possible negative effects of biotechnol­
ogy on the region’s agriculture are beyond ques­
tion. They include such factors as the widening 
gap in competitiveness with industrialized coun­
tries and the intensified competition faced by 
natural products, such as sugar, when confronted 
with products that include a component of tech­
nological manipulation.

The increase in agricultural yields in the 
industrialized countries will generate larger sur­
pluses, which will have to be sold at low prices. It 
is probable that subsidies will continue to consti­
tute a structural feature of agricultural policies. 
Unlike what happened in the Green Revolution, 
the technology of the biotechnological revolu­
tion is private property, and this fact imme­
diately poses problems of adaptation, patenting 
and transfer costs.

b) Internal aspects

New technologies may help to eliminate cru­
cial bottlenecks, especially in the modernization 
of processes, and help to raise the productivity of 
the rural sector, of medium-sized and small 
enterprises and of labour in general. As has been 
pointed out, technological backwardness presup­
poses the existence of reserves of productivity; 
yields can be raised considerably through the 
introduction of relatively simple innovations.

Technological options —whose validity will 
depend on the market that is being catered to— 
will be expanded, especially in scenarios with a 
low growth rate. The shortening of the produc­
tion cycle as a result of the rapidity of innova­
tions accelerates the obsolescence of capital 
goods. There may also be interesting possibili­
ties of changes in scale advantages.

Information technologies provide solutions 
for a number of problems that arise at the var­
ious levels of public administration, especially 
with regard to the large-scale processing of 
information relating to its various functions and 
to the planning process. National and regional 
integration may be facilitated by the use of such 
technologies; decentralization may be helped to 
move from the level of talk to the level of reality.

The satisfying of various basic needs —food, 
energy, health, housing, transport, personal 
safety and a clean environment— may be signifi­
cantly supported through the utilization of these 
new technologies. Their dissemination and 
application in the context of public health will 
have a positive impact on people’s life 
expectancy.

An especially interesting area is that of con­
struction materials. The appearance of plastic 
filler opens the possibility for more intensive 
utilization; the same thing is happening in the 
case of fibre-reinforced composites.

Biotechnology also offers promising possi­
bilities to Latin American agriculture. Nitrogen­
fixing in crops such as rice or maize would reduce 
the amount of money spent on fertilizers. The 
development of varieties that make more effi­
cient use of water would permit the farming of 
new land or the better utilization of currently 
used land. Fast-growing forest species may make
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a significant contribution and prevent the pro­
cesses of desertification. With regard to lives­
tock, genetic engineering is opening unforeseen 
possibilities, although it is.not yet close to bear­
ing fruit. The creation of hormones, vaccines and 
reproduction technology may promote the 
breeding of animals with various predetermined 
characteristics.

New technologies unquestionably have an 
effect that is likely to cause unemployment in 
those cases in which the objective is not to 
increase production but to make it more effi­
cient. However, there are also sectors in which 
the introduction of such technologies can 
increase both productivity and employment at 
the same time. This is true, for example, of small 
and medium-sized enterprises, which can

increase their demand for labour if they have a 
better supply of relatively inexpensive producer 
goods which are simple and easy to maintain and 
repair, as has already happened with the intro­
duction of electronic machines. The same can be 
said of much of the informal sector, especially if 
appropriate applications are developed, for 
example in the improvement of hand-held 
machine tools. A consideration of some impor­
tance for the evaluation of this problem is 
represented by the level and modality of eco­
nomic growth that can be attained with the new 
technologies. This is so because under certain 
conditions of adaptation of the fruits of technical 
progress, accelerated growth of an economy can 
raise the entire population’s standard of living 
(Lahera and Nochteff, 1983).

IV

Policies

1. Academic and policy approaches 
concerning tecnology and 

development

The relationship between technological policies 
and regional development has been approached 
from various points of view. There are divergen­
ces between the different approaches, but there 
are also shared features, depending on the point 
of departure, the main emphasis, the policies 
proposed and the development schemes they 
aim at, among other variables (see the annexed 
summary table).

The central problem, according to the neo­
classical theory, is technical adaptation —which 
is interpreted chiefly as the acquisition of exist­
ing technology— of the developing economies 
in accordance with the international productive 
specialization of each of these countries. A pre­
ferred vehicle for the transfer of technology is 
represented by transnational corporations, a fact 
which emphasizes the importance of the climate 
for investment. A second channel is interna­
tional competitiveness, which is attained by 
reducing protectionism. This view is explicitly 
associated with a capitalist approach to 
development.

The orientation that derives from the theory 
of dependency centres on the condemnation of a 
set of problems created by the technology gener­
ated in industrialized countries: poor adaptation 
to the factors found in the country and difficul­
ties relating to the transfer of technology (prices, 
conditions, time-limits, restrictions and others). 
Its recommendations for policy are weak ones: 
opening of the technological package and con­
trol of the transfer process. It is implicitly asso­
ciated with a view of development that assigns a 
crucial role to the public sector.

A policy answer to the theory of dependency 
is the approach of adapted technology. This 
holds that the developing countries should adopt 
a technology appropriate to the resources they 
possess —oriented towards capital economies 
and labour-intensive— which is non­
contaminating and which will promote "another 
kind of development” that is more humane. It 
reveals a strong ethical inspiration, as well as a 
special value placed upon participatory develop­
ment. However, its aims and aspirations are 
usually unrealistic, and it fails to explore in detail 
those specific aspects in which its postulates 
would be valid. Its view of technical progress in 
terms of an isoquantum resorted to as one



Summary table

ACAD EM IC A N D  P O LITIC A L A PPRO A CH ES C O N C ER N IN G  T E C H N O L O G Y  A N D  D EV ELO PM EN T

Approaches Point of departure Main emphasis Policies proposed Model of development Principal authors

Neoclassical Economic. Existing tech­
nology, key to produai- 
vity and competitiveness.

Absorption of the neces­
sary technology in accor­
dance with international 
specialization.

Promotion of direa for­
eign investment; liberali­
zation of foreign trade.

Capitalist. Moore (1983)

Dependency Political economy; asym­
metries in the relation­
ship between industri­
alized countries and 
developing countries.

Condemnation of devel­
oped technology.

Opening of the techno­
logical package; State con­
trol of the transfer of 
technology.

Close to socialism, with 
preponderance of the 
State sector.

Vaitsos (1974)

Adapted
technology

Ethical and social. Lack of 
humanity of the current 
approaches to develop­
ment, technocratism.

The need for "another 
kind of development”.

Promotion of technolo­
gies that economize on 
capital and are labour- 
intensive. Non-contami­
nating.

Ecology-oriented, based 
on the satisfying of basic 
needs. "Alternative”.

Schumacher (1973)

Endogenous
nucleus

Economic and technologi­
cal, "Grotesque” imitation 
of development. "Show- 
window” modernization. 
Limitations of the eco­
nomic approach to tech­
nology.

C reation  o f a se lf- 
sustained and dynamic 
industrial centre. Opening 
of the "black box of tech­
nical progress”. There are 
sectors which are the pre­
ferred carriers of technical 
change.

Modification of social atti­
tudes in the face of techni­
cal progress. Promotion 
of liquidity, austerity, 
growth, competitiveness.

Mixed economy. Fajnzylber (1983)

Selective
endogenization

Technological. Potenti­
alities of modern 
technology.

Technological options 
exist. Public policies con­
stitute the key variable.

Selectivity in the absorp­
tion of technologies. 
Increase in the capacity 
for technological analysis.

Mixed, with State prepon­
derance in technological 
policies.

Nochteff (1987)
Lahera y Nochteff (1987) 
Pérez (1985)

Microeconomic Consideration of cases. 
Recognition of the exist­
ing technological capacity 
in developing countries.

Idiosyncratic character of 
the function of production 
in developing countries.

Promotion of the local 
technological cycle. D if­
ferentiation of sectors.

Universe of reference: 
private firms, national 
and foreign.

Katz (1890)

Hmn
EE
Z
ñ>r
n
EE>
Z
oCH
>z
O
po

§Cn
<
POtrtU)

GnH
G
pa
ZO



42 CEPAL REVIEW No. 36 / December m S

pleases is an unrealistic one. Its approach to 
development is an ecology-oriented and alterna­
tive one.

The idiosyncrasy of the functions of produc­
tion in the developing countries, in view of their 
various characteristics, is the point of departure 
of the microeconomic approximation. This 
approach emphasizes the productive and tech­
nological capacity existing in the larger countries 
of Latin America. Its universe consists of private 
enterprises, chiefly national ones.

The problems of the endogenous nucleus of 
productivity confer great importance on a coun­
try’s own technological and industrial capacity, 
which can enable it to grow beyond a "grotesque 
imitation" of capitalist development. For attain­
ing that goal, it prescribes the creation of a set of 
interrelated activities —including the capital- 
goods sector— which will promote a basic level 
of self-sustaining development and make it pos­
sible to absorb the new technological advances. It 
is implicitly associated with a mixed-economy 
scheme.

Close to the preceding approach is the 
approach of selective endogenization, which 
gives preference to the incorporation of techno­
logical knowledge into the national economy, on 
the basis of a model of industrial development 
whose characteristics must be defined in demo­
cratic form. It is implicitly associated with a 
mixed-economy scheme and includes substantial 
State participation.

The last two approaches are based on two 
fairly common assumptions; first, that selectiv­
ity in the transplanting of technology is possible; 
and second, that there exists a capacity to evalu­
ate the technology being supplied. Although it is 
a fact that lack of selectivity causes problems, the 
question how to operate selectively remains 
unanswered. Both of these technical assump­
tions imply that there exists, or there can be 
formulated, socially shared criteria for the selec­
tion of technology and productive and social 
réadaptation.

2. Some elem ents o f  possible policy

Undoubtedly there are important common fac­
tors among the different areas of technological 
interest outlined above. But beyond the unifying 
factor of the emerging paradigm (if such a thing 
exists), the discrepancies are equally significant.

The technological problems related to com­
petitiveness involve the possibilities faced by 
exporters (actual or potential) with regard to 
improving supply in comparison with other 
competitors throughout the world, or of creating 
a niche for their products.

With regard to the internal market, it would 
be necessary to follow a policy oriented towards 
very specific problems: health, housing and edu­
cation, among others. The main problem in this 
case is not so much competitiveness as efficiency. 
In the case of small-scale production, it is neces­
sary to find appropriate technology, in addition 
to ensuring financial viability and State support 
for small producers, including the elimination of 
the institutional barriers that prevent their entry 
into markets. Organization, participation and 
self-management are also important.

With regard to the factors promoting the 
process of incorporation of technical change, it is 
beyond question that the private sector plays a 
fundamental role with regard to entry into inter­
national competition. Furthermore, small enter­
prises are, by definition, private firms.

It is also true that the State has an irreplacea­
ble role to play in the progressive satisfying of 
basic needs. However, the State’s role goes con­
siderably further, for various reasons:
— There are areas in which the principal 

demand for the incorporated technology 
comes from the public sector.

— Research capacity and careers for 
researchers are usually found in universities, 
whose financing comes largely from the 
public sector.

— Centres for research and applied technology 
in various fields, especially in agriculture, 
belong mostly to the public sector.

— The State has greater bargaining power, 
especially if it knows what it wants and 
decides to go after it, which, in any case, is 
not usual.

— A high percentage of operations with tech­
nological content are concentrated in the 
State and in transnational corporations, 
including atypical markets.

— The mere taking of coherent action by the 
State would bring a substantial increase in 
the efficiency with which the scanty funds 
allocated to technological innovation are 
utilized.
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It is important to avoid an Atlas complex: 
the State cannot and should not do everything, 
for technical, political, economic and social rea­
sons. The private sector has a decisive role to 
play in the design and application of technologi­
cal strategy, as well as in the distribution of 
currently available resources. The promotion of 
the entrepreneurial spirit is essential, beyond 
the forms assumed by the ownership of firms. At 
the same time, the age-old contradictions 
between planning and the market may be over­
come in relation to technology as well. It should 
be mentioned that there have been no successful 
cases of productive transformation in which 
there was not some link between the public and 
private sectors.

Industrial policy should distinguish between 
the various integrated industrial complexes: the 
motivating industry in each case, as well as the 
common technical base, where appropriate. The 
sectoral emphasis will vary from one country to 
another, but attention must be given to consider­
ations relating to the preferred carriers of tech­
nical change. This implies a clear industrial 
policy, particularly with respect to capital goods.

It is important to design not merely techno­
logical plans but industrial plans with a techno­
logical content, as was perceptively put by Carlos 
Aguirre, head of the Technological Policy 
Department of the Board of the Cartagena 
Agreement (JUNAC). Policies of this kind can­
not be defined by National Councils for Science 
and Technology —at least their names would 
have to be changed. The preferred mechanism 
for the incorporation of innovations is invest­
ment, and the rate of investment has fallen 
sharply in Latin America, partly because of the 
troubled situation of the foreign financing sec­
tor. Bringing about a reduction in existing inter­
est rates or a decrease in the principal of the debt 
will be a prerequisite for any technological 
policy.

With regard to meeting basic needs, we must 
take a normative approach, whereby society will 
set goals for the population as a whole or for 
particular sectors. These "privileged areas of 
demand” can be met with a significant contribu­
tion by technology.

Regional, national and international tele­
communications form the indispensable basis 
for the application of new technologies. The

relevant policies must be based from the outset 
on a rationalization of these systems, as has been 
pointed out by Carlota Pérez (1985).

It is essential to maximize the internal 
capacity for creating and adapting technology, 
within limits which are consistent with the 
opportunity cost for the country. Among the 
factors required for such an effect the most 
prominent are the country’s engineering capac­
ity and the existence of specialized personnel. 
This presupposes increasing the supply of 
skilled human resources; preventing the brain 
drain; having an adequate knowledge of the 
country’s national resources and of the techno­
logical options for their exploitation; and meet­
ing important financial requirements (Katz,
1980). The advance of technology is not homo­
geneous; it actually involves a front of positions 
along which there is discontinuous and unequal 
advance, even though it is influenced by the 
evolution of the general situation. From another 
point of view, an understanding of the direction 
and significance of the advance requires a knowl­
edge of the front in its entirety.

A country’s capacity to copy and adapt will, 
in general, impose increasingly severe require­
ments, although there are exceptions, such as 
biotechnology. The international competition 
that exists in the various sectors related to the 
new technologies is extensive and intense in 
some cases and almost non-existent in others 
(Nochteff, 1987).

The system of patents should be revised in 
accordance with criteria that will combine the 
necessary protection of intellectual property and 
its fruits with the possibility of efficient dissemi­
nation of technological knowledge (Katz, 1980).

Various experiences prove that a technologi­
cal policy is conceivable only if it is closely corre­
lated with a scientific policy. Failure to manage 
the scientific rationale of technological innova­
tion brings the penalty of becoming a mere 
acceptor of prices, dependent on the decisions 
taken by others concerning production and the 
orientation of markets. Technological intelli­
gence constitutes a particularly suitable route 
when the technology is commercially available 
and when there is a possibility of taking advan­
tage of it on the basis of development of the 
nation’s engineering capacity. The transfer of 
technology is a training and information channel
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of great importance, provided that there is an 
actual transfer, that is to say, provided that the 
technology is eventually mastered in its substan­
tial and operational aspects by the country 
acquiring it.

With respect to the technology incorporated 
into equipment, special care must be taken, since 
this often initiates chains of technological deter­
mination whose cost keeps increasing. In this 
case too, the relationship will be continuous, 
although it will be increasingly burdensome for 
the recipient country (Lahera and Nochteff,
1983).

New technologies constitute a particularly 
favourable field for international co-operation 
between countries and institutions of the third 
world in general and of Latin America in particu­
lar. The similarity of the problems faced by the 
various groups of countries, as well as the neces­
sity of achieving essential critical scales and criti­
cal masses, should stimulate such co-operation 
both in development and in the incorporation of 
this technology.

Transnational enterprises must adapt them­
selves to national development policies, objec­
tives and priorities, contributing to the creation 
and strengthening of the recipient countries’ 
scientific and technological capacity. For that 
purpose, it is indispensable that the recipient 
countries should define their objectives and 
priorities and should specify the particular con­
tribution to be made by the transnational enter­
prises. Once the role of these enterprises has 
been determined, co-operation may be actively 
sought both from those already established in 
the country and from others of various sizes and 
origins. Policies governing foreign investment 
must be selective and active.

Negotiation with transnational enterprises 
is usually complex and not necessarily easy; how­
ever, there are points of agreement between the 
optimization of the firm’s profits and the 
achievement of national objectives. The estab­
lishment of clear priorities and clear rules of the 
game for each case will facilitate the search for 
an understanding.

3. Tii>o unsuccessful experiments

The main results achieved with the system of 
control over the transfer of technology relate to 
the balance of payments, not to technological

problems. The application of the various 
régimes seems to have resulted in a decrease in 
the annual rate of payments for technology, as 
well as a decrease in the significance of these 
payments as a share of the recipient country’s 
total exports. At the same time. State interven­
tion has improved the recipient enterprises’ 
capacity to recognize and resist the imposition of 
unfavourable contract terms; the time-limits of 
the contracts have also been shortened (Correa,
1983).

There is one point which is causing concern 
to the organizations responsible for science and 
technology in Latin America. In many countries 
there have been notable advances in the formu­
lation of ad hoc national plans, which have inter 
alia the merit of making public opinion aware of 
the situation, making analysis more homogene­
ous and providing common foundations for 
action by various participants. On the other 
hand, there is a limited —and perhaps already 
nearly exhausted— area in which measures for 
the co-ordination or the non-traumatic realloca­
tion of resources can serve to promote effective 
advances. The organizations are ready, the rela­
tionships between the objectives are complete 
and well-grounded; the lines on the organiza­
tional charts are not dotted lines but are straight 
and clear. And yet problems continue to exist.

In general, national systems lack the essen­
tial resources. National plans for science and 
technology frequently appear as an unintegrated 
annex to development plans. The link to the 
production apparatus is weak or non-existent. 
There is a lack of political will; meanwhile, regu­
lations and institutions proliferate until they 
reach the proportions of the map in the short 
story by Borges, which was drawn on a scale 
equal to that of the real world. The administra­
tors of such organizations are very well aware of 
these problems. They wonder whether laws are 
enough. Technology cannot be separated from 
the productive apparatus, nor from the satisfac­
tion of basic needs, nor from basic research. The 
scientific and technological system may be able 
to co-ordinate, to produce incentives, to provide 
subsidies and the like, but it cannot replace scien­
tific and technological activities.

As has been pointed out: "After a hegemony 
that has lasted a whole decade in Latin American 
thinking about scientific and technological pol­
icy, the systems approach has completed its cycle
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of development. Its principal contributions have 
been extensively disseminated and incorporated 
into the theory and practice of scientific and 
technological policy, and it may be said that they 
have laid the foundations for new approaches to 
be used in the future... It does not seem approp­
riate to go on developing abstract conceptual 
models and global schemes of the scientific and 
technological system. There is little that can be 
added to what already exists in this field... Some 
applications of the systems approach at the sec-

toral level continue to produce interesting 
results, but they will probably reach the limit of 
their usefulness in the near future” (Sagasti, 
1983).

It therefore seems inevitable that we must 
go further and place the debate on technology 
within the framework required by new circum­
stances —in other words, a framework of pro­
ductive restructuring of the Latin American 
economy.
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Notes on 
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in Brazil

José Ricardo Tauile^

The objective of this work is to evaluate the results of 
the principal investigations conducted in recent 
years on the socio-economic implications of 
microelectronics-based automation in Brazil, and in 
particular the investigations carried out by the 
author himself.

These investigations focussed on the quantita­
tive and qualitative impact produced on labour and 
on patterns of accumulation by the dissemination of 
microelectronics-automated equipment in Brazil; 
the link between external restrictions, automation 
and employment; tbe relationship between micro­
electronic automation and competitiveness; and 
lastly, an evaluation of the main socio-economic 
questions inherent in the dissemination of the 
microelectronic technical base in Brazil,

A very brief section describes some of the 
technological-industrial and labour conditions exist­
ing in Brazil prior to the more intensive dissemina­
tion of the new technical base in the early 1980s. The 
next section characterizes this decade as particularly 
important for the Brazilian economy and presents 
some dimensions of the crisis, the levels of dissemi­
nation of microelectronics-automated equipment, 
the volume of employment related to them and the 
sources of competitiveness that led to a sudden 
increase in the export of products of local industry. 
The three subsequent sections give a more detailed 
but brief analysis of three complexes: first, textiles, 
clothing and footwear; second, metal-mechanical 
work; and third, electronics. In the last section we 
raise two fundamental problems to define the direc­
tions in which the Brazilian economy is to develop 
during the coming decades: the updating of capital- 
labour relations and the integration of industrial and 
technological policies.

•Professor at the University of Rio de Janeiro. This 
text is part of the report 0  mercaäo äe trabalho brasileiro - 
estrutura e conjuntura ("The Brazilian labour market - 
structure and economic situation”), prepared for the 
Brazilian Ministry of Labour.

Introduction

Brazil entered the 1980s with an industrial base 
of large proportions and with a reasonable 
degree of complementarity in the production 
system, from consumer goods for workers to 
sophisticated producer goods used for producing 
other capital goods. For at least three decades, 
using essentially electromechanical techniques, 
Brazilian industrialization was reflected in high 
rates of economic growth, averaging about 7 % 
per year. Throughout this period, growing 
numbers of workers were incorporated into the 
capitalist production system, becoming consu­
mers. In spite of this, income distribution grew 
worse, to the advantage of a population class 
which became smaller and smaller in numbers 
and more and more wealthy.

Social relationships in the production sphere 
followed two basic paths. On the one hand, the 
physical organization and the methods of pro­
duction were reflected in the theories of Ford 
and Taylor, although it was still necessary to 
make many adaptations because of local 
characteristics.

Thus the constant improvisations necessi­
tated by technical change implied a fairly versa­
tile labour force that could enable a previously 
existing quasi-handicraft-agricultural technical 
base to coexist with an electromechanical base 
that was being established. In these terms, 
highly skilled workers created concrete possibili­
ties for the installation and functioning of a 
manufacturing base which is already one of the 
eight largest in the world.

On the other hand, capital-labour relations 
in Brazil were formalized by the law, under 
strong co-operativist influence, when the coun­
try began to pass through the first convulsions of 
the replacement of industrial-goods imports 
during the 1930s. The changes in labour legisla­
tion up to the present decade tended in general 
to favour the populist and/or authoritarian 
interests of the governments. In essence, under 
these conditions, the creation and growth of an 
industrial labour force were not accompanied by 
an adjustment of labour problems to the func­
tioning of an industrial economy that was only 
minimally developed. So-called "white unio­
nism" was the norm and not the exception; in
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addition to this, the long period of continued 
industrial expansion concealed a series of ques­
tions inherent in the dynamics of a modern capi­
talist economy. A clear e;Kample of the foregoing 
is the fact that problems characteristic of a

mature industrial economy, such as technologi­
cal unemployment, possibly associated with the 
process of modernization, never arose because 
the economy and employment were expanding 
so rapidly.

I

The introduction of microelectronics-automated equipment 
(MAE) in Brazil and the question of competitiveness

The decade of the 1980s is significant for the 
Brazilian economy because of at least three fac­
tors. At the beginning of the decade there was a 
severe economic crisis which, for the first time, 
caused high levels of industrial unemployment 
in the country. A typical example was the 30% 
drop in the production of motor vehicles 
between 1980 and 1981, which resulted in the 
unemployment of 25 % of the labour force in this 
leading industry. Another characteristic of the 
evolution of this crisis was the high degree of 
external indebtedness that developed, with the 
result that the economy came to be oriented 
more towards exports in order to obtain foreign 
currency. Using exports as a way out was also 
more or less "natural” for many of the enter­
prises that saw the utilization of their productive 
capacity decline suddenly with the withdrawal of 
domestic demand. In actuality, this withdrawal 
immediately created a need to increase the effi­
ciency of these enterprises. Thus, merely as a 
matter of survival, they were forced to reduce the 
amounts needlessly spent on fixed capital, circu­
lating capital and personnel, to improve the pro­
ductivity of these factors and to seek new 
markets for their activities. Many did so by 
means of exports, which in turn required an 
improvement of competitive capacity, either 
through an appropriate cost structure, through a 
pattern of quality indispensable to certain 
markets, or through the capacity to deliver goods 
on time within agreed time-limits.

This means that while foreign-exchange 
policies were decisive, on the one hand, in mak­
ing a number of manufactured products compet- 
i t ive  during c e r t a in  p e r io d s ,  th is  
competitiveness also arises from the specific

comparative advantages of the various industrial 
complexes that existed in the Brazilian economy 
(Erber, F., Araujo Jr., J. T ,  and Tauile, J. R.
1985). Thus, the iron and steel industry, the 
petrochemical industry and the cellulose-and- 
paper industry, all of which sell intermediate 
products and whose production is organized bas­
ically in the form of continuous flow (in other 
words, with low labour-intensity), are favoured 
by the "technical age of productive capacity”. 
They benefit "especially from the modernity of 
the installations constructed in the recent past” 
(ibid.), as well as from the availability and low 
prices of local inputs (and obviously also of the 
minimal production scales already attained 
locally).

The products of the textile/clothing/foot- 
wear complex derive their competitiveness 
chiefly from the relative cost of local resources. 
"Intensive use is being made of relatively abund­
ant natural resources (for example, fibres and 
hides)” and especially "relatively cheap man­
power” (ibid.).

There are also a number of manufactured 
products (requiring a reasonable amount of tech­
nological processing) within the metal- 
mechanical complex, such as producer goods, 
weapons and durable consumer goods, which, in 
addition to requiring sufficient technological 
skill —something that already existed in the 
country— satisfactorily meet the demand of spe­
cific markets sufficiently akin or similar to the 
characteristics of Brazilian markets. In this con­
text, a substantial share of such exports is 
intended for "trade between peers”, with coun­
tries whose degree of development is close to or 
lower than that of Brazil, although it also
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extends to market niches in the so-called deve­
loped countries of the North, as evidenced by the 
export of aircraft and of automobiles and auto 
parts to those countries {ibid.).

The second outstanding factor for this analy­
sis relates to the increase in the levels of dissemi­
nation of microelectronics-automated 
equipment (MAE), In general, a policy for the 
local and national development of production 
training in the field of electronic data-processing 
equipment (EDP) began in the 1970s, on the 
basis of an implicit "alliance” between segments 
of the armed forces (especially the navy) and 
Brazilian intellectual élites with technical train­
ing, engaged in professional activities, particu­
larly in information science. The generally 
accepted view of this movement was that Brazil 
was facing a strategic problem that involved 
national security, in various aspects (military, 
economic, social and the like). Convinced of this 
perception, at the end of the decade the military 
government created a Special Secretariat for 
Information Science (SSIS) {Secretaría Especial 
de Informática (SEI)] at the ministerial level in 
order to formulate and carry out policies for this 
sector.

With regard to MAE, implementation of the 
policy formulated by SSIS began during the 
1980s, pursuing the successive objectives of tech­
nological and industrial training for the produc­
tion of digital control boxes (DCs), logically 
programmable controllers (PCs), computer- 
assisted design installations (CADs) and indus­
trial robots. This policy has been based on the 
purchase or initial licensing of technology by 
Brazilian enterprises which would later make a 
concentrated effort to absorb it in a relatively 
short period (four to five years) and develop it, 
thus creating national skills. It is not yet possible 
to make a convincing analysis of the results of 
this policy. Actually, some skills are being 
created, since at least 90% or so of the digitally 
controlled machine tools (DCMTs) and almost 
all the PCs put into operation in 1985 had been 
manufactured in the country. However, such 
equipment is still very expensive in comparison 
with foreign equipment of the same kind. It is 
argued that this is due to inadequacy of scale and 
to the high cost of materials and components, 
but the lack of competitiveness in a protected 
market may be responsible for a significant por­
tion of this difference in price.

The rates of dissemination of DCMTs and 
PCs remained stable during the early part of the 
1980s. This was followed by a movement that 
included two opposing trends. On the one hand, 
financial difficulties inhibited investment in new 
equipment, while on the other hand, the search 
for greater productivity stimulated it. In any 
case, beginning in 1983-1984, with the recovery 
of growth, the dissemination rates increased 
(including CADs and robots) and caused a pro­
gressive and intensive utilization of local pro­
ductive capacity. The amount of installed MAE in 
1985 was estimated at 1 600 DCMTs, 1 600 PCs, 
70 large-capacity CADs and 20 industrial robots 
(Tauile, 1986a).

More recent data obtained from the Brazi­
lian Society for Digital Control and Industrial 
Automation (Sociedade Brasileira de Comando 
N um érico e A utom ata^ao Industrial - 
SOBRACON) show that in 1987 Brazilian manu­
facturers sold 1 018 DCMTs (worth about 
US|200 million) on the domestic market, bring­
ing the inventory of this type of equipment up to 
2 928 units {Boletim SOBRACON, Vol. IV, No. 
37/38,1988), This source indicates that 71 large 
graphical computation systems (CAD/CAM) and 
540 small ones, based on microcomputers, were 
sold in 1987. Sales amounted to approximately 
US$8.2 million and US$20.8 million respec­
tively, and installed equipment in that year 
included 190 large units and 732 small units. In 
the area of robots, 18 units, with a total value of 
US$45.1 million, were sold in 1987, raising the 
existing inventory to 87 installed units. As for 
logically programmable controllers, notwith­
standing the difficulty of recording a large var­
iety of models and applications, SOBRACON 
estimates that invoiced sales amounted to US$32 
million.

The increase in the levels of dissemination 
of MAE also means that a larger number of 
workers are carrying on their activities by using 
the microelectronic technical base. In 1985 
approximately 220 000 workers were employed 
on various microelectronic data-processing units 
(Tauile, 1986a). In the light of the accelerated 
dissemination of such units from that time on, it 
may be estimated that the number of workers 
associated with this field is now over 300 000. 
This brings us to the third fundamental axis of 
the analysis: it is becoming increasingly urgent 
to improve capital-labour relations in Brazil,
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with the appropriate institutional approval. The 
opportunity is almost unique, or at least particu­
larly favourable for this, owing to the process of 
liberalization and democratization of the politi­
cal reégime and of the present installation of a 
National Constituent Assembly. However,

before analysing this aspect, we shall give an 
overview of the process of dissemination of MAE 
in terms of some of the fields in which it is 
utilized and the respective factors which stimu­
late or retard the dissemination of this type of 
equipment in Brazil.

II

The dynamics of dissemination through 
industrial complexes

1. The textile/ clothing/footw ear complex

In this complex the dissemination of MAE is still 
very low and is not essential, in the short term, 
for guaranteeing the current pattern of competi­
tiveness of enterprises, in relation either to the 
domestic market or to the foreign market. In the 
latter case, as mentioned before, competitive­
ness derives from the availability and low cost of 
these factors, particularly manpower, andón the 
other hand, the dissemination of MAE in this 
complex is still limited at the international level; 
there is no expectation that relevant structural 
modifications will come in the short term as a 
result of some spectacular technological advance.

a) The textile sector

In the case of the textile sector, the use of 
microelectronic devices does not radically 
change the organization of production. All it 
does is accentuate the already existing tendency, 
even in the electromechanical base, to assimilate 
it to a continuous flow of production. Owing to 
the diversity of the demand structure, the corres­
ponding production base is also fairly hetero­
geneous, and the enterprises which cater to the 
foreign market are in general the ones with a 
concentration of more modern and advanced 
equipment. However, the use of such equipment 
is not yet being considered for the exports of this 
sector. Actually, as a result of the crisis of the 
early 1980s, and stimulated basically by currency 
policies, many enterprises have succeeded in 
penetrating the foreign market, so that exports

in 1985 were up to US$1 billion, which repres­
ents 30% of the sector’s output (Tauile, 1986b).

The main reasons that motivate entrepre­
neurs in this sector to introduce 
microelectronics-based automation are: higher 
quality required to compete in foreign markets, 
greater control over the production process and 
greater competitiveness. Among the obstacles 
are: the high cost of automated equipment, the 
difficulties of importing it, low wages and the 
ability to compete in the domestic market with 
less sophisticated equipment {ibid.).

b) Clothing

With regard to the ready-to-wear clothing 
sector, as in the preceding case, the profile of 
domestic demand is fairly heterogeneous, 
although this has already been catered to by an 
extensive production structure which includes 
countless microenterprises and small enter­
prises. The exports of the sector were slightly 
less than 1% of the total amount of manufac­
tured goods exported in 1984.

In any case, even on the international scene, 
the degree of integration between the various 
steps of the production process is low, the utili­
zation of manpower is still intensive, and no 
rapid dissemination of MAE is foreseen; it tends 
to be concentrated in the area of production 
management and in the optimization of fabric­
cutting (Tauile, 1986c), In the Brazilian case, 
savings on manpower, which —as mentioned 
before— is very cheap, do not constitute a 
strong incentive, although savings on materials
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may be significant. This also means that the 
reasonably simple CADs used for the optimiza­
tion of cutting may be supplied perfectly well by 
local industry.

Among the factors that stimulate the utiliza­
tion of MAE in the sector are; simplification of 
the initial tasks of the production process, sav­
ings on materials, savings on skilled labour for 
preparation, better quality of the final product 
and creative flexibility for launching new mod­
els, in addition, naturally, to efforts aimed at an 
increase in competitiveness and the recovery of 
the economy.

With regard to the factors that discourage 
the introduction of MAE, in addition to the 
recent economic crisis, which caused a general 
postponement of investments for the expansion 
of productive capacity, we should mention: the 
low cost of manpower, the high cost of the MAE, 
the cost of training the operators and the diffi­
culties in maintenance (Tauile, 1986b).

Lastly, entrepreneurs argue that both in the 
clothing sector and in the textile sector, the lack 
of a well-defined technological policy has 
retarded the process of dissemination of MAE.

industry has incorporated few of the most recent 
microelectronics-based technological innova­
tions, of which there are not many in any case. 
Even with regard to automated design for the 
modelling and development of products, there 
are no indications of any significant dissemina­
tion in Brazil. Some of the possible stimuli for 
automation would be; precision, flexibility of the 
production line and reduction of leather-cutting 
costs (flexibility is the most important stimulus 
in Brazil at present).

Among the discouraging factors, the most 
important is the irregular nature of leather, as a 
result of which cutting by hand is still indispen­
sable. Moreover, in this sector too, the low cost 
of manpower, the small scale of the producing 
units and the low degree of specialization are 
important factors which retard the dissemina­
tion of MAE. It should be mentioned here that 
entrepreneurs in this sector take little interest in 
the possible importance of microelectronics- 
based automation for the success of their 
business.

2, The metal-mechanical complex

c) Footwear

The manufacture of footwear also makes 
intensive use of manpower (it employs 3.2% of 
the labour force in the processing industry, but it 
represents only 1.5% of the aggregate value). 
The great majority of the industry consists of 
microenterprises and small enterprises, with a 
total of more than 4 500 firms. Of this total, 
however, scarcely more than 300 are exporters, 
although they account for a relatively high share 
in comparison with the rest. The foreign market 
has grown in importance for this sector, which is 
already responsible for more than 7% of the 
exports of manufactured goods. More than 25% 
of the sector’s output is exported, and over 80% 
of this amount is sent to the United States. On 
the other hand, it should be noted that the pro­
ducers do not control the export channels {ibid.).

In technological terms, it may be said that in 
the manufacture of footwear "hand-made” is a 
synonym for high quality, and this is contrary to 
one of the main grounds cited for the use of 
automated equipment. The Brazilian footwear

The dissemination of MAE through the metal- 
mechanical complex has contours which are bet­
ter defined, both internationally and in Brazil. It 
has already reached liigher levels and is of much 
greater importance than in the textile/clothing/ 
footwear complex. In the sectors of the metal- 
mechanical complex the limits of automation 
traditionally established by electromechanical 
devices were overcome by the development and 
introduction of MAE (Tauile, 1986a). The con­
sequences, both at the product level (quality and 
diversification) and at the level of organization 
of production (profile and volume of employ­
ment, control of the process, etc.) and at the level 
of cost structure (economies of scale, productiv­
ity, etc.) significantly altered the patterns of 
competition, mainly in the international sphere, 
where new microelectronic techniques are 
already more widely disseminated. The follow­
ing sectors, although they belong to the same 
complex, have very different characteristics, 
both with regard to the structure of ownership 
or demand and with regard to the scale and 
organization of production.
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a) Machine tools

The manufacture of machine tools has been 
affected to a considerable extent by the dissemi­
nation of the new technical base. To begin with, 
the machine-tool sector itself, in addition to 
being the producer of MAE, is also one of its 
principal users. In Brazil this sector had reached 
a level of internationally recognized competi­
tiveness in the 1970s on the basis of electrome­
chanical equipment, most of which was owned 
by Brazilian private capital. Of the 102 locally 
established enterprises in 1975,18 were foreign 
subsidiaries, and half of these were German. 
Several of them had been recently installed as a 
result of the stimuli of the Second National 
Development Plan, which was intended to con­
solidate the formation of a capital-goods sector 
in Brazil. Although the foreign enterprises were 
not the largest ones, they specialized in the pro­
duction of more advanced and more complex 
equipment, and this remains true to the present 
day. N ine subsidiaries of German enterprises are 
responsible for about 60% of the production of 
DCMTs (Stemmer, 1985), which in 1987 had 
reached the level of 800 units produced per year.

Even though the portfolio of machine-tool 
orders has been systematically kept full, so that 
the sector could grow substantially and make 
new investments in equipment (in addition, as 
has been mentioned, to being the sector which 
made extensive use of DCMTs), prices remain 
significantly high: they were two or three times 
as high as those of similar equipment sold on the 
international market (even the equipment made 
by the German subsidiaries’ parent companies). 
This is curious, since the alleged reasons of high 
material and component costs and small-scale 
production cannot cancel the savings derived 
from the use of cheap labour. It is useful to 
remember that this type of production makes 
intensive use of skilled labour, which is fairly 
easy to find locally.

In the face of import difficulties, it is worth 
mentioning that the high prices of locally pro­
duced MAE continue to be the greatest obstacle 
to its dissemination in Brazil. On the other hand, 
the rapidity of the dissemination creates a rela­
tive but transitory shortage of skilled labour to 
operate, maintain and program them.

The principal stimuli for making the sector 
adopt MAE are related to the guarantee of pred-

sion (and of quality) afforded by the complex 
units used for production and by the economies 
of scale, that is to say, the flexibility of rapidly 
reconvertible equipment, which is very impor­
tant in small-scale production.

Machine-tool producers have made efficient 
use of their MAE, sometimes even using experi­
ments with group technologies, automated cells, 
etc., which produces a sort of technological con­
vergence and apprenticeship in economies of 
scale (even though there is no complete flexible 
manufacturing system now installed in Brazil, 
nor are there any plans to install one).

Three other facts with regard to this sector 
should be mentioned here. In the first placé, 
there is a shortage of simpler and cheaper MAE, 
to meet the demand from many small and 
medium-sized enterprises and enable them to 
take advantage, at least partially, of the skills of 
the existing labour force (Tauile, 1984a).

In the second place, the international com­
petitiveness of the sector has been severely 
shaken, either because MAE has taken conven­
tional (electromechanical) machine tools out of 
the market and local industry has not yet man­
aged to reconvert efficiently or because the prin­
cipal purchasers (which are also developing 
countries, such as Mexico) were badly hurt by the 
crisis of the early 1980s. In fact the exports of the 
sector during the first half of this decade were 
reduced to barely one quarter of the 1980 level 
and show no signs of recovery.

Lastly, there is some fear that the change in 
the technical base may stimulate the process of 
centralization of the industry, to the benefit of 
the most capable and financially solid enter­
prises and of those which are the most dynamic 
technologically. This process would favour large 
enterprises and the subsidiaries of foreign enter­
prises. Moreover, this problem is not limited to 
the manufacture of machine tools; as the nucleus 
of a technological convergence, it radiates into 
problems similarly encountered in the rest of the 
economy {ibid.).

b) The automotive industry

The automotive industry is led by four major 
transnational assembly enterprises which prac­
tically dominate the entire automobile market in 
Brazil. There are three other large assembly
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enterprises of European origin which specialize 
in the production of commercial vehicles (buses, 
trucks, etc.). In the automobile-parts sector, par­
ticipation by Brazilian private capital now con­
stitutes the majority, even though some of the 
major enterprises are subsidiaries of important 
transnational firms.

In 1980 the industry produced almost 1.2 
million vehicles, which indicates a reasonable 
degree of industrial maturity. However, both the 
models offered and the methods used to produce 
them were still lagging substantially behind the 
internationally prevailing patterns. The sharp 
drop in production during the following year 
forced the assembly enterprises to redefine their 
strategies in order to guarantee better and more 
effective utilization of their productive capacity. 
The choice generally made was to produce mod­
els similar to those produced in the developed 
countries, so that they could also be exported, 
thereby creating a flexibility that would enable 
the enterprises to reduce the under-utilization of 
their installations (Tauile, 1984b).

It can be said that from that time on, the 
Brazilian automotive industry entered a new 
phase of its development, a phase of greater 
integration into international industry. By 1981, 
exports had doubled, reaching almost 27% of 
total production, and thereafter they decreased 
slightly, although never to less than one fifth of 
total production. From 1982 to 1983, General 
Motors and Ford launched their "world cars”, in 
which they were followed in 1984 by FIAT and 
VW (which does not agree that "world car” is a 
novel concept and had in fact been producing 
more up-to-date models since 1980).

The production of the new models was 
accompanied by the introduction of new produc­
tion lines and MAE such as: robots, DCMTs, 
flexible transfer-machine systems, flexible mul­
tiple welding systems, magnetic-car transport 
systems, air transport systems, automated sys­
tems for final tests of vehicles, real-time control 
systems for production flows and the flows of 
intermediate inventories, etc. In actuality, a 
development as important as or more important 
than the introduction of these types of MAE was 
the generalized effort to make production more 
efficient, avoiding waste and reducing the for­
mation of inventories, through the introduction 
of adapted forms of "just-in-time” (or "kan­

ban”) systems. This search for efficiency and 
modernization affected both assembly enter­
prises and suppliers of automobile parts, and it 
certainly resulted in production patterns (qual­
ity, capacity for on-time delivery, cost, etc.) 
which were closer to the international patterns 
for this industry {ibid.).

Although Brazil still does not have a mass 
dissemination of MAE that can measure up to 
the levels of developed countries, the level is 
already becoming significant in relation to Brazi­
lian patterns. Assembly plants were pioneers in 
the use of robots. DCMTs are coming to be more 
widely used by the tool-making shops of assem­
bly plants and by the producers of auto parts, 
chiefly for trucks (small scale) and/or for the 
foreign market, and programmable controllers 
are being put to the most diverse kinds of use on 
the production lines of both sectors {ibid.).

In any case, all the assembly plants recognize 
that this is a phase of apprenticeship in the new 
technical base, so that MAE may be even more 
intensively and efficiently used in future produc­
tion lines manufacturing new models. The main 
incentives for its utilization involve guarantees 
of quality, greater control of the production pro­
cess and greater flexibility of the production 
lines. The main disincentives are the low cost of 
the labour that can be replaced by automated 
equipment (by robots, for example), the high 
cost of such equipment, and the productivity of 
such equipment and of the production lines pre­
viously in operation.

c) The aircraft  ̂ sector

In the aircraft industry the main Brazilian 
enterprise (a State enterprise) has no need, in 
terms of quality of products and up-to-date sta­
tus of production processes, to envy other enter­
prises in the world that operate in the same 
market sector. EMBRAER has been using 
DCMTs since the first half of the 1970s and has 
been using automated design since the begin­
ning of the 1980s.

Fundamentally the MAE in this industry is 
justified by the absolute requirement for preci­
sion and high quality that must be satisfied by 
anyone who wants to sell aircraft (chiefly on the 
international market), by the small scales of pro­
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duction and by the flexibility required of the 
equipment. Owing to the characteristics of the 
necessary production techniques and to the fact 
that it is State-owned, this enterprise initially 
enjoyed special facilities for importing foreign 
equipment, thus staying close to the interna­
tional state of the art.

Among other factors making for the techno­
logical success of EMBRAER are: strong military 
(air force) support, the proximity and integrated 
support of the Research and Development Insti­
tute of the Technological Centre for Aeronautics 
{Instituto de Investigafoes e Desenvolvimento 
do Centro Tecnológico de Aeronáutica) and the 
training of engineers by the Aeronautical Insti­
tute of Technology {Instituto Tecnológico de 
Aeronáutica). Lastly, it should be mentioned that 
the market was protected by a prohibition on the 
import of any aircraft similar to those produced 
by EMBRAER.

EMBRAER has collaborated closely with Ital­
ian companies, obtaining technological licenses 
or participating in joint projects (as in the case of 
the AMX. Until recently almost all the avionics 
components of its aircraft were imported. The 
policy of nationalizing its production has stimu­
lated the granting of licences by Italian 
enterprises.

3. The electrical-electronic complex

MAE has not yet been utilized to any significant 
extent in the production of computers and tele­
communications equipment (the electronic com­
plex), chiefly because of the lack of large-scale 
production.

a) Computers

In recent years the Brazilian computer 
industry has grown, been nationalized and 
become deconcentrated. From 1973 to 1985, 
Brazilian enterprises, which accounted for 23% 
of the market, grew in geometric progression at 
an average rate of 59% per year (as opposed to 
7% for the multinationals) until they possessed 
more than 50% of a market estimated at US|2 
billion and employing more than 30 000 
workers (more than one-third of whom are 
highly skilled). The five largest enterprises.

which had controlled 88% of the market in 1974, 
were reduced to 46% in 1984.

In terms of technological updating, the pro­
ducts are not too far behind international patt­
erns. In 1984 the lag of the microcomputers 
produced in Brazil was approximately one year, 
but it was longer for minicomputers and peri­
pheral equipment (Tigre and Ferine, 1984). 
This performance, which actually was not main­
tained at the same level, is attributable to the 
high technological skill of some national enter­
prises and to the fact that the main components 
can be acquired on the international market.

Production processes are falling further 
behind the state of the art. The levels of automa­
tion are low; in general, production costs are 
high in comparison with those of other recently 
industrialized countries, a fact reflected in the 
poor performance of the export sector. In 1984, 
exports amounted to US$150 million, of which 
IBM represents about 80% (Tauile, 1986b).

As a result of the process of import substitu­
tion, which made the birth of the Brazilian com­
puter industry possible, the capacity to design or 
adapt computers developed without any similar 
concern with production processes. Thus the 
market had a great diversity of models whose 
production was relatively small-scale and conse­
quently could not be automated. On the other 
hand, the high costs did not represent any great 
problem, since they were passed on to the consu­
mers, in the light of the fact that the market was 
protected from foreign competition and demand 
was only small.

As the industry develops, this picture is 
tending to become modified. Competition is 
growing with the entry of new firms which are 
contending for the growing market, and thus 
there is greater concern about the production 
process in general and about costs in particular. 
The increase in scale has not yet been reflected in 
the patterns of automation, chiefly because 
labour is very cheap. Indeed, priority for the use 
of MAE is justified not in terms of costs but in 
terms of improved quality, and above all in the 
advancement of design capacity. Thus a recent 
investigation showed that MAE is being gradu­
ally introduced into the areas of design, quality 
control and assembly (Hewitt, 1986). In the light 
of the lack of large-scale production, the costs of 
introducing MAE into the production of compu­
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ters in Brazil are becoming prohibitive. Sim­
ilarly, its introduction at the present time 
represents a high-risk investment because of the 
rapid obsolescence of present-day technology.

Despite the differences with regard to the 
history of its establishment and development, as 
well as the characteristics of the present indus­
trial structure, the production of telecommunica­
tions equipment in Brazil is troubled by the same 
problems as the production of computers with 
regard to the introduction of MAE.

b) Telecommunications equipment

The telecommunications-equipment indus­
try entered a new phase in 1974, when the 
government began to stimulate the develop­
ment of a national segment of the industry and 
when microelectronics-based digital technology 
began to be adopted as a pattern. The principal 
instrument of policy was the monopsonistic 
power of the State, which was the principal 
purchaser of telecommunications equipment 
and which required its suppliers to prove that at 
least 50% of their circulating capital was 
Brazilian-owned. The main foreign enterprises

in the sector "nationalized” their capital, becom­
ing associated with large international groups in 
Brazil. A large number of telecommunications- 
equipment units ,  digital ized and/or 
microelectronics-based, were developed and 
produced since that time by the industry, in tech­
nological patterns not very different from the 
international ones. The fact that there existed a 
reserve of the market for computers, and that 
there was a technological convergence with com­
puters facilitated the development of an authen­
tically Brazilian segment in this industry.

In spite of all this, there is still an apprecia­
ble degree of technological dependency, and both 
in costs and in quality the lag behind the interna­
tional state of the art is considerable. As menti­
oned earlier, the problems are basically the same 
as those faced in the production of computers.

The lack of large-scale production and the 
low cost of manpower are the principal obstacles 
to automation based on MAE, which should 
come gradually in the areas of design, quality 
control (testing) and assembly, in order that 
Brazil’s telecommunications industry may 
become more competitive internationally 
(Tauile, 1986b).

Ill

Final observations

In conclusion, it is important to mention two 
points. The first relates to the updating of 
capital-labour relations in Brazil, and the second 
to the integration of industrial and technological 
policies.

The existing lag between a reasonably deve­
loped economy which is beginning to work with 
the microelectronics base and a labour legisla­
tion which goes back to the origins of import 
substitution in Brazil should be reduced, if not 
eliminated. In actuality, this is not so much a lag 
as a distortion provoked by rapid and continuous 
economic growth and a succession of populist or 
authoritarian governments which inhibited and 
repressed trade-union movements capable of 
genuine adaptation to the new production base 
that was being established.

In addition to higher levels of capital produc­
tivity resulting from industrialization, this also 
guaranteed even greater returns through the 
simple relative devaluation of work. In fact the 
electromechanical technical base that had been 
established with the industrialization of Brazil is 
incomparably more productive from the capital­
ist point of view than the quasi-handicraft base 
that had existed in the past. Moreover, much of 
the equipment installed by multinational enter­
prises had already been depreciated in its coun­
tries of origin and was being "revived” for a new 
accumulation cycle. The rates of profit related to 
their new utilization were thus potentiated, in 
view of the fact that in the numerator the fixed 
constant capital, referring to equipment, had 
been reduced almost to zero.



58 CEPAL REVIEW No. 36 / December /9««

Lastly, the failure to improve labour legisla­
tion, as well as the incentive for corruption in the 
trade-union movement (in addition to wage 
reductions, etc.), represented in practice a reduc­
tion of the cost of social reproduction of the 
labour force, and therefore a new increase in the 
rate of research, which in turn increases even 
further the rates of profit prevailing with the 
new production pattern.

During the past 10 years the Brazilian trade- 
union movement has been rediscovering its 
identity. Initially there was absolutely no con­
cern about technological factors, in view of the 
immensity of the other problems confronting 
workers in Brazil. Nevertheless, during the past 
five years, as MAE came to be more widely used, 
the principal trade unions have become more 
aware of the undesirable effects of the new wave 
of automation. It is interesting to note that the 
unions have never opposed the process of 
microelectronics-based automation, but they 
naturally want to safeguard their rights and gua­
rantee for themselves a suitable share of the 
production gains made.

Entrepreneurs and production managers 
who are experimenting with equipment using 
the new technical base are coming to realize that 
they must be able to count on a more reliable, and 
therefore more stable, labour force. This would 
seem to mean that there is a way to negotiate 
new capital-labour relations in Brazil. It is not 
clear how much progress can be made within 
this context, chiefly because much of the industry 
is still developing in the traditional way and is 
being led by entrepreneurs with a conservative 
mentality and faults rooted in the long period of 
authoritarian rule which the country underwent 
recently. What is beyond question is the urgent 
need to make sure that the technological evolu­
tion of the production apparatus is based on 
improved and more compatible social 
relationships.

For all these reasons, it would be desirable 
that the democratic ideals expressed by the Braz­
ilian people when it elected a constituent assem­
bly should also be given tangible expression in a 
minimum body of laws to protect workers from 
the undesirable effects of the process of techno­
logical modernization, which will not be an 
undesirable process for them if it also brings 
effects that are in their favour. Moreover, this is

obviously fair: if Brazil is using equipment which 
is already standard in the so-called developed 
countries, the existing labour laws should also be 
reformed to make them at least similar to the 
laws in force in those countries.

The second conclusion to be drawn relates to 
the integration of industrial and technological 
policies, in an attempt to maintain (and, if possi­
ble, to improve) the competitive capacity of 
Brazilian industry and also to promote a policy of 
effective technological training in the country, 
with a view to long-term economic and social 
development.

In actuality, the technological jumps pro­
duced by factors extraneous to the dynamics of 
the local economy should be avoided for the 
present, at least until labour legislation is 
brought up to date, so as to avoid creating distor­
tions even greater than those mentioned. On the 
other hand, if the trend towards redemocratiza­
tion of the country prevails, it is to be hoped that 
there will be a social appreciation of local labour, 
and consequently a gradual increase in real 
wages. Enterprises will probably try even harder 
to make their production processes more effi­
cient and more modern. This means that there 
will be a continued incentive for the dissemina­
tion of MAE, since it is essentially through 
increased productivity that enterprises will be 
able to maintain their profitability.

This continuous increase in demand can be 
met in large measure by the local production 
structure, provided that there is sufficient incen­
tive to make the necessary investments in 
research and development, in increased produc­
tion capacity and, over the long term, even in the 
import of producer goods or particularly stra­
tegic production methods for the ordered devel­
opment of the industry. What must be avoided is 
a situation in which the industrial sectors thus 
encouraged (principally enterprises of foreign 
origin) enjoy the benefits of an oligopoly as a 
result of the fact that protection of the market 
does not fulfil its objectives. In other words, after 
a period of implantation, production in the lead­
ing industrial sectors should be, if not at the 
advanced level of the international state of the 
art, at least within the range of costs that are 
compatible with those prevailing on the interna­
tional scene. In the case of MAE there is no 
justification for incompatibility.
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It would thus be possible to avoid excessive 
and unnecessary acceleration of Brazilian indus­
try’s competitive capacity, and an effort would be 
made to ensure the necessary preservation of the 
capacity to produce and to design the equipment 
using the new technical base, particularly if 
account is taken of the long term, when such 
goods will no longer be the vanguard and will 
become the standard of technology, and beyond 
this, when the producer goods of today become 
the durable consumer goods of tomorrow. What 
would be happening would be the formation of a 
professional culture appropriate to a modern, 
democratic, social-welfare country. The strategy

is to preserve in Brazil the forms of work which 
have the highest aggregate value among those 
related to the incorporation of the new technical 
base, since in this way the country would not only 
cease to export high-priced jobs but also would 
be creating, at least in this sphere, a better- 
distributed income structure, which would have 
a dynamic effect on the internal market. In the 
final analysis, Brazil will also be preparing and 
training, from now on, a labour force capable of 
dealing (through production, design, program­
ming or operation) with the future forms of 
material production.
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The objective of this article is to analyse the eco­
nomic behaviour of manufactured exports as one of 
the modalities assumed by the process of industriali­
zation of Argentina during the period from 1973 to 
1986. To that end, we analyse the export opening of 
industry; the presence of manufacturing in export 
flows; the modifications in sectoral composition; the 
changes in the real trajectory of foreign sales; and 
essentially the association between industrial devel­
opment and manufactured exports.

The study of the trajectory and composition of 
the export of manufactured goods during the period 
makes it possible to infer a series of useful elements 
of judgement. Taken together, they help to provide a 
better characterization of the profile of external 
sales, their principal rules of behaviour, the conse­
quent modifications in their composition and, in 
summary, of those aspects which have to be inter­
preted as a prior and indispensable step for the 
design and formulation of policies which will effect 
their future dynamics.

*Staff members of the ECLAC Buenos Aires Office. 
This work is a summary of some of the main results of 

a programme of research on "Industrial Exports" which is 
being carried out in the Industrial Development Area of the 
ECLAC Buenos Aires Office.

Introduction

The Argentine economy has been characterized 
by its cyclic behaviour. The growing need for 
imports, characteristic of the expansive phase of 
production, clashed with the low availability of 
foreign currency, which placed a limit on the 
continued growth of the economy. The pheno­
menon was manifested in the frequent balance- 
of-payments crises and in the consequent need to 
adjust the type of exchange in order to re­
establish external accounts.

This cyclic behaviour and the recessive and 
distributive effects which —in spite of the postu­
lates of economic theory— accompanied deva­
luations, motivated the publication in the 1960s 
and 1970s of a series of studies on the Argentine 
economy.  ̂ These studies conceptualized the 
macroeconomic functioning of the country in 
terms of the difference in behaviour between the 
evolution of the "two sectors”: the agricultural 
and stock-raising sector of the pampas and the 
sector of industrial activities.

With regard to their relationships with for­
eign countries, the asymmetries of the two sec­
tors were a central aspect of these models. The 
agricultural and stock-raising sector was charac­
terized by the presence of comparative advan­
tages on an international scale, which enabled it 
to export and at the same time to require almost 
no import inputs, their prices being tied to the 
type of exchange. On the other hand, industrial 
activities developed in an atmosphere of protec­
tion and subsidies, with very little international 
competitiveness and with a strong dependence 
on inputs, capital goods and technologies 
obtained from abroad and had practically no 
involvement in the export flow.^

The scarcity of foreign currency for financ­
ing the sustained development of the country 
and the particular deficit position of the indus­
trial sector in the balance of payments were two 
of the elements that determined the search for 
alternative styles of development to overcome

'Noteworthy among these are Braun and Joy (1968), Dlaz- 
Alejandro (1965) and Canitrot (1975).

^This simplified and static view of the industrial sector has 
been raised again in Katz and Kosacoff (1988).
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these restrictions. In addition to other variables 
—such as an increase in the stagnating primary- 
production sector— the search for greater com­
petitiveness in the industrial sector occupied a 
central place. The successes achieved during the 
occupation of the markets in the substitutive 
model showed, on the one hand, signs of exhaus­
tion and, on the other hand, their inability to 
overcome the scarcity of foreign currency. In this 
sense, between 1978 and 1981, export promo­
tion and monetaristic policies entered the 
Argentine scene.

The policies of export promotion began in 
the 1960s, the starting point of a combination of 
financial profits, tax exemptions and incentives 
which was designed to increase the foreign sales 
of the so-called "non-traditional” export indus­
tries, producers of manufactured goods whose 
basis of support does not He in the industrialisa­
tion of agricultural and livestock inputs. 
Designed for the purpose of reducing the nega­
tive foreign-currency balance, overcoming the 
restrictions imposed by the reduced size of the 
domestic market and generating an atmosphere 
of greater competitiveness, the policies of export 
promotion were based on taking advantage of 
the maturing trajectory of a great variety of 
enterprises and activities that were successful in 
substitutive industrialization and in the granting 
of strong incentives that would enable compan­
ies to operate abroad. The results were very 
promising. While at the beginning of the 1960s 
these "non-traditional” industries had practi­
cally no effect on exports, a decade later their 
foreign sales were in excess of US|1 billion, that 
is to say, one quarter of all exports. In addition, 
exports of technology, consulting services, engi­
neering works and even direct investments 
made by industrial firms, chiefly in the Latin 
American area, began to become common.^

In late 1978 a set of economic policy instru­
ments based on the monetary approach to the 
balance of payments came to be applied. With a 
basic objective of anti-inflationary policy, 
Argentina articulated the opening of the 
markets —the real market and the capital

market— of the economy with the reforms of 
the financial system and the pre-announced fix­
ing of the type of exchange, which ended unsuc­
cessfully in 1981.  ̂ This failure interrupted the 
prior evolutionary trajectory of the industrial 
sector, generating the problem of foreign 
indebtedness and foreign exchange in opposite 
directions in the industrial structure.

Subsequently, conditions apparently similar 
to those of the earlier semi-closed model of the 
Argentine economy were created again. How­
ever, the profound changes on the international 
scene —the effects of the "third technological 
revolution”, the increase in protectionism, agri­
cultural subsidies, etc.— were combined with 
those encountered on the local scene (foreign 
debt, the loss of sources of financing for the 
government, etc.), so that the problems of indus­
trial exports came to be organized on an even 
more hierarchical basis.

The purpose of this study is to quantify 
industrial exports during the period from 1973 
to 1986 and to analyse their economic behaviour. 
The export phenomenon is nothing more than a 
manifestation of the potentialities and limita­
tions of the industrial structure. Accordingly, the 
behaviour of exports will be evaluated in the 
context that has been assumed by the recent 
process of industrialization in Argentina. The 
period being analysed starts from the first suc­
cesses achieved by the policies of export promo­
tion, based on the advantages gained in the 
substitution process, and covers the changes 
arising in the industrial structure during the 
period of the monetarist policy. A study of the 
profound changes in export flows will make it 
possible to evaluate the new conditions of devel­
opment of Argentina’s industrialization and to 
analyse more satisfactorily the forms this pro­
cess may take in the future.

Within the framework of this programme, a 
questionnaire was sent to 341 companies, 
representing almost 80% of industrial exports

În this connection, see, among others, Katz and Ablin (1977) 
and ECLAC/EUDEBA (1985).

'‘For an analysis of the period, see, among others, Sourrouille, 
Kosacoff and Lucangeli (1985), Kosacoff (1984), Khavisse and 
Azpiazu (1983) and Schvarzer (1976).
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for 1984; we have reprocessed the data on 
exports according to the criteria of the Interna­
tional Standard Industrial Classification (ISIC) 
for the series 1973-1986, and we have drawn up a 
series of basic documents related to central

aspects of these problems (evaluation and analy- 
of the cost of promotional régimes, theSIS

importance of technological aspects, analysis of 
the destination of exports, performance of the 
oil industry, etc7

I

Importance of the foreign market as the 
destination of national production

In 1986 the coefficient of exports in the Argen­
tine economy, that is to say, the quotient 
obtained by dividing the value of exports by the 
gross value of production, amounted to 5%, a 
level slightly higher than the average for the 
period 1973-1986 (4.89%). This series shows 
the lowest coefficients in the years 1975 and 
1980 (3% ) and the maximum value in 1983,  ̂
when it reached 6.56%.

When this coefficient is broken down 
according to sectors of economic activity, we 
find, in the first place, that except for the agricul­
tural and stock-raising sector and the industrial 
sector,  ̂ the other economic activities are 
oriented exclusively towards the domestic 
market. Some exports are found only in the

'The most important publications include: ECLAC, Buenos 
Aires Office, Desarrollo industrial y exportaciones de manufactu­
ras ("Industrial Development and Exports of Manufactured 
Goods"), Working Paper No. 22, 1986; INDEC/ECLAC, Expor/a- 
ciones industriales. Perfil y comportamiento de las empresas 
exportadoras de manufacturas ("Industrial exports. Profile and 
behaviour of companies exporting manufactured goods”). Study 
No. 6, Buenos Aires, 1987; ECLAC, Buenos Aires Office, Industria­
lización y exportación de manufacturas en la A rgentina. Evolución 
estructural y apertura exportadora (1973-1986) ("Industrialization 
and export of manufactured goods in Argentina. Structural evolu­
tion and export opening (1973-1986)"), to be published in Boletín 
Techint.

*This excludes the statistical value obtained for the year 1983 
(12.3% ), since it is not considered representative, owing to the 
distortions resulting from the combination of a multiplicity of 
factors that seriously affected the estimates for the gross value of 
production at current prices.

^We are using the International Standard Industrial Classifi­
cation of All Economic Activities (ISIC, Rev,2). The foreign-trade 
data compiled by INDEC were, for their part, reprocessed and 
regrouped on the basis of a compatibilization of the classification 
on which the information relating to exports is structured (NADE) 
with the classification corresponding to production data (ISIC). See 
Cavanna et al. (1986).

exploitation of mines and quarries, but in any 
case, the average value of these over the period 
1973-1986 does not amount to 1% of mine and 
quarry output.

When the analysis is centred on the agricul­
tural and stock-raising sector and the industrial 
sector, we find, from the standpoint of the 
importance of the domestic market as the desti­
nation for production, that there is a structural 
component which determines the model of 
development and the functioning of the Argen­
tine economy.

While the agricultural and stock-raising sec­
tor exported slightly more than 20% of its out­
put during the period 1973-1986, the industrial 
sector marketed only 8% of sectoral output to 
foreign countries. These very different percen­
tages reflect another difference which is no less 
significant. In the first case, thanks to the impe­
tus given by the agricultural subsector, we find a 
particular export dynamism of the agricultural 
and stock-raising sector, and hence an increasing 
gravitation towards foreign markets. In contrast, 
the industrialized sector is characterized by a 
failure to make any major changes in its export 
vocation during the period under study. Without 
attempting to go more deeply into the subject of 
the export vocation of the agricultural sector, we 
should point out that the decisive factor for this 
dynamism is that supply, after more than 40 
years of stagnation, was finally increased; since 
domestic demand was already being fully satis­
fied and did not increase, this made possible a 
substantial increase in the amounts exported. 
The rise of new crops —in particular, oilseed 
crops, many of them rotatable— the technologi­
cal improvements in mechanization and hybrids
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and the slow but significant advances in the use 
of agricultural chemicals, as well as the expan­
sion of the agricultural frontier as a result of the 
shift of the stock-raising areas to less productive 
land, are some of the elements responsible for 
the increase in production, and therefore for the 
export of grains.® This situation clearly shows 
the decisive importance of the changes in pro­
duction structure as determining factors of 
Argentina’s new position in the international 
markets (table 1).

1, Export opening o f the 
manufacturing industry

The export coefficient of the industrial sector 
was 9.4% in 1986, slightly higher than the aver­
age value for the period 1973-1986.

This overall indicator conceals large differ­
ences between different parts of the sector. In

actuality, the importance of the foreign market 
as the destination for the output of the industries 
whose basic inputs come from the agricultural 
and stock-raising sector (manufactures of agri­
cultural and stock-raising origin, MAO) differs 
substantially from the corresponding value for 
manufactures of industrial origin (MIO), to such 
a point that the export coefficient of the former 
(18.7%) is 3.8 times that of the latter (4.9%).

Within these two major groupings, in turn, 
we find marked differences between the various 
industrial groups included in them (four digits of 
the ISIC).  ̂With respect to MAO activities, con­
sisting of 23 groups of manufactures, there are 
only seven groups whose export coefficients are 
higher than 10% (table 2), while in seven other 
cases the value is less than 1%.

With regard to the MIO groups —a total of 
52— we find that nine of them have a coefficient 
higher than 10%, while 15 industrial branches 
export less than 1% of their output.

*In this connection the reader may consult, among others, 
Obschatko and Pitieiro (1986),

n*he configuration of the subsets is defined in ECLAC 
( 1986a).

Table 1

E X P O R T  C O EFFIC IEN TS" A CCO RD IN G  TO  SECTO RS OF 
ECONOM IC A C T IV IT Y , 1973-1986

{Percentages}

Agriculture, 
hunting, forestry 

and fishing

Exploitation 
of mines and 

quarries

Manufacturing
industries

Electricity, 
gas and water

Construction 
and services

Total

1973 13.41 0,72 8.46 - - 4.95
1974 16.12 1.15 6.85 - - 4.37
1975 16.57 0.50 4.55 - * 3.05
1976 23.64 0.64 8,01 - - 5.38
1977 26.94 0.65 9.36 - - 6.03
1978 25.23 0,77 8.91 - - 5.39
1979 18,79 0.40 6.92 - * 4.10
1980 15.71 0.57 5,72 - - 3.06
1981 24,80 0.50 7.38 - 4.22
1982 21.03 0.38 9.89 0.15 - 5.61
1983 31.27 0.39 9,39 - - 6.56
1984 23.83 0.28 9.37 0.01 - 5.64
1985^ 43.84 2.45 13.11 0,37 - 12.33
1986 22.20 0.76 9.42 - - 5.27
Average, 
excluding 1985 21.50 0,59 8.02 0.01 - 4.89

“Value of exports 
*See note 6,

in Argentine currency divided by the gross value of production.
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Table 2

E X P O R T  CO EFFICIEN TS IN  RELATIO N  TO  
THE GROSS VALUE OF EX PO R TS, 1986

(Number o f industrial groups by 
ranks o f coefficients)

Industrial
groups

Export coefficient (per cent)

-1 1 to 5 5 to 10 -f- 10 Total

MAO 7 5 4 7 23
MIO 15 21 7 9 52

Total 22 26 11 16 75

Source: Data prepared by the Industrial Development Area of the 
ECLAC Buenos Aires Office.

These results clearly show the export orien­
tation of the local industrial spectrum. The 
Argentine manufacturing sector has developed 
only 16 industrial groups in which the foreign 
market absorbs more than 10% of the output, 
while almost two thirds of industrial activities 
are oriented almost exclusively towards the 
domestic market, since they export less than 5% 
of their output.

An additional and much more illustrative 
perspective is found when we integrate into our 
analysis the production and the export quantities 
generated in each of the different industrial 
groups. If we arrange the set of industrial 
branches in accordance with their respective 
export coefficients, we find their relative impact 
on the total output of the sector and on industrial 
exports (table 3).

These conclusions unquestionably turn out 
to be much more significant than those observed 
in connection with the mere number of indus­
trial groups. Two thirds of Argentina’s indus­
trial production is generated in groups which 
send less than 5% of their output to foreign 
markets. In contrast, those industrial groups 
which market more than 10% of their output in 
the foreign market account for less than one fifth 
of the locally produced supply.

From the standpoint of the concentration of 
exports according to the rank of the export coef­
ficient of each industrial group, we find a distri­
bution very different from the one reflected in 
terms of the relative contribution to the sector’s 
production. The industrial groups with the high­
est export coefficients account for a significant 
share of total industrial exports, even though

their share in production is relatively low. On 
the other hand, those industrial groups whose 
export coefficients are less than 10%, in which 
80% of industrial output is concentrated, con­
tribute only one fourth of the exports of manu­
factured goods. This means that 73.4% of 
industrial exports originates in groups with 
coefficients higher than 10%, and more than 
half of this percentage (47% ) is generated by 
activities with a marked orientation towards the 
foreign market (those in which the export coef­
ficient is higher than 50% of the gross value of 
production).

2. Structural heterogeneity

The above comments enable us to formulate 
some important general conclusions. On the one 
hand, we must consider the heterogeneity of the 
various groups of industries with regard to their 
orientation towards the foreign market. While 
exports account for a larger share of total pro­
duction in the activities of the MAO groups than 
in those of the MIO groups, we also find that 
both groupings include a large number of indus­
trial groups oriented almost exclusively towards 
the domestic market. On the other hand, we find 
an asymmetric relationship linked to the exist­
ence of a small number of industrial groups 
which account for a smaller share of industrial 
production but which, having high export coeffi­
cients, represent a significant share of the total 
of manufactured exports.

Table 3

CO N CEN TRA TIO N  O F PRO D U CTIO N  AND 
IN D U STR IA L EXPO R TS ACCO RD IN G T O  
RA N KS OF E X P O R T  CO EFFICIEN TS, 1986

(Number o f industrial groups and percentages)

Rank of the 
export 

coefficient

Number of 
industrial 

groups

Relative share of

Production Exports

More than 50.1 5 4.0 47.0
Between 30.1 and 50 3 0.8 3.0
Between 10.1 and 30 8 14.3 23.4
Between 5.1 and 10 11 15.8 14.3
Less than 5.0 48 65.1 12.3

Total 75 100.0 100.0

Source; Data prepared by the Industrial Development Area of the 
ECLAC Buenos Aires Office.
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This last subset, consisting of only 16 indus­
trial groups, provides a satisfactory analytical 
framework to complement and expand the fore­
going comments. To that end, table 4 shows, for 
each of these 16 groups, the information con­
cerning the type of manufactured goods involved 
and concerning the consequent relative share of 
industrial exports, arranged in the order of the 
export coefficients of the different groups.

In spite of the similarity between the 
number of groups in the MIÔ  and MAÔ  catego­
ries that make up this subset of sectors oriented 
more towards foreign markets, their relative 
share of total exports are substantially different. 
In fact, the seven MAO groups alone account for 
more than half of total exports (57.7%) and 
about 80% of the exports of this subset.

The seven activities included in the MAO 
category reflect a scheme of industrialization of 
raw materials that in the majority of cases

reveals comparative advantages at the interna­
tional level which, as such, are reproduced in 
their first phases of processing and therefore 
account for this export behaviour. Within this 
framework, for example, we may distinguish the 
oil industry and the leather industry, which, 
apart from having high coefficients, play a lead­
ing role with regard to their contribution to the 
total value of exports.

In the preceding section the marked export 
orientation of some MAO groups was associated 
with the comparative advantages arising from 
the nature of their main raw material. However, 
this seems to be a necessary but not sufficient 
condition, since production in certain activities 
whose conditions seem to be similar is directed 
almost exclusively to the domestic market. This 
is true in the case of the dairy industry, which 
exported only 2.1% of its output, or the grape 
and wine industry, which exports only 0.9%. In

Table 4

ARRA N GEM EN T OF IN D U STR IA L GROUPS ACCORDING TO  TH EIR 
E X P O R T  CO EFFICIEN TS, 1986

(Percentages)

ISIC
group Designation Origin Export

coefficient
Share of 
exports “

3115 Manufacture of vegetable and animal oils and fats MAO 89.8* 30.9
3841 Ship building and repairing MIO 70.9 1.8
3825 Manufacture office, computing and accounting machinery MIO 67.6 2.5
3231 Tanneries and leather finishing MAO 61.4* 8.0
3824 Other industrial machinery MIO 45.0 1.0
3113 Canning and preserving of fruits and vegetables MAO 32.3 1.9
3233 Manufacture of products of leather and leather substitutes, 

except footwear and wearing apparel MAO 30.6 0.1
3720 Non-ferrous metal basic industries MIO 25,2 2.9
3511 Manufacture of basic industrial chemicals except fertilizers MIO 21.2 4.5
3851 Manufacture of professional and scientific, and measuring 

and controlling equipment not elsewhere specified MIO 18.8 0.3
3829 Machinery and equipment except electrical not elsewhere 

specified MIO 16.3 1.4
3116 Grain products mill MAO 15.2 2.0
3822 Manufacture of agricultural machinery and equipment MIO 15.2 0.6
3529 Manufacture of chemical products not elsewhere specified MIO 14.1 1.2
3111 Slaughtering, preparing and preserving meat MAO 10.3 10.9
3114 Canning, preserving and processing of fish, 

Crustacea and similar foods MAO C 3.9

Source: Data prepared by the Industrial Development Area of the ECLAC Buenos Aires Office,
"Share calculated on the basis of the total amont of industrial exports valued in Australes.
*'The coefficient of these activities relates to the year 1984, owing to the fact that the information for 1985 and 1986 is not sufficiently 

coherent.
“̂ The coefficient of this activity could not be estimated, owing to problems with the basic information, but their value too is well over 10%.
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Table 5

EN TERPRISES E X P O R TIN G  M AN UFACTURED GOODS O F IN D U STR IA L ORIGIN  
W ITH  A VALUE GREATER TH A N  US$10 MILLION, 1984

Export coefficient Branch of activity Main product exported

1. Less than 25% 
Y.P.F Oil refinery Fuel oil
Petroquímica Bahía Blanca Processing of various petroleum and coal products Ethylene
Esso Petroleum refinery Coke
Saab Scania Manufacture and assembly of automobiles Trucks
Ford Motor Manufacture and assembly of automobiles Automobiles
Sevel Manufacture and assembly of automobiles Automobiles
Renault Manufacture and assembly of automobiles Automobiles
Fiat Manufacture and assembly of automobiles Trucks
Acindar Iron and steel basic industries Wire
Aluar Non-ferrous metal basic industries Aluminium
D.G.F.M. Manufacture of weapons and other products Brass sections
Hughes Tool Construction and repair of machinery and

equipment for industry Drills

2. More than 25%
Petroquímica General Mosconi Industrial chemicals Benzene
Polisur Processing of petroleum and coal derivatives Low-density polyethylene
Pasa Petroquímica Argentina S.A. Processing of petroleum and coal derivatives Rubber S.B.R
Unitan Manufacture of leathers of all kinds Quebracho extract
F.l.F.A. Manufacture of chemical products not elsewhere

classified X-ray plates
Lepetit Manufacture of medicines and pharmaceutical

products Medical products
Copet ro Processing of various petroleum and coal

derivatives Calcined coal
Destilerías Argentinas de Petróleo Petroleum refineries Fuel oil
Boroquímica Manufacture of basic chemicals Borax
Indunor Manufacture of leathers of all kinds Quebracho extract
I.B.M. Argentina Manufacture of office, computing and

accounting machinery Printers
Dalmine Siderca Iron and steel basic industries Seamless tubing
Propulsora Siderúrgica Iron and steel basic industries Steel casings
Refinerías de Metales Uboldi Non-ferrous metal basic industries Aluminium casings
Alto Paraná S.A, Manufacture of paper pulp Paper pulp
Astilleros Alianza Ship building and repairing Ships

Source: Data prepared by the Industrial Development Area of the ECLAC Buenos Aires Office.

the complex of products associated with leather, 
we find the same phenomenon; moreover, this 
tends to be accentuated as the total value 
assumed for each production phase increases. 
Indeed, while tanneries exported almost all of 
their output, the footwear industry exported 
only 5.9 %.

With regard to MIO activities, we should 
include at the outset a warning associated with 
the fact that the level of aggregation of the 
information in terms of industrial groups 
includes a number of submarkets, which in many

cases have very different export orientations. 
Merely for purposes of illustration, the group of 
iron and steel basic industries includes both the 
production of round steel sections for construc­
tion and the manufacture of seamless steel tub­
ing, even though the two products have very 
different orientations with respect to the inter­
national market. Similarly, each submarket 
includes enterprises whose behaviour and 
export possibilities are markedly different.

This last reference takes on a leading role in 
the explanation of some of the highest export
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coefficients, where the behaviour of one firm or 
a small number of firms with a solid export base 
determines the existence of such a coefficient. 
This suggests that if we attempt to interpret 
export behaviour, we must in many cases study 
the behaviour of these enterprises rather than 
the industrial activity in which they are engaged. 
Typical situations of this kind are found in the 
manufacture of computer printers, in alumi­
nium, in seamless steel tubing (as part of the 
iron and steel industry), in some petrochemical 
products, etc.

Lastly, we should also draw attention to the 
existence of relatively high export coefficients in 
some metal mechanical sectors, activities in 
which Argentina has developed a number of 
comparative advantages, in particular with 
regard to manufacturing in short and flexible 
series with a high skilled-labour content. Among 
these activities we should emphasize some types 
of industrial machinery and apparatus, both 
mechanical and electrical, professional and 
scientific equipment, etc. (table 5).

II

The composition of industrial exports
in 1986

An initial view of the overall framework in 
which we consider the sectoral trajectory and 
composition of manufactured exports is given by 
their impact on the country’s total foreign sales. 
To that end, table 6 shows the evolution of 
Argentine exports, in current dollars, broken 
down according to the most important large 
sectors of activity that generated them. This also 
enables us to verify that in spite of the persistent 
recovery occurring during the last three years, 
the share represented by industrial exports in 
total exports for the year 1986 (66%) is lower 
than the value for 1973 (67.2%) (table 6).

One of the essential characteristics of the 
profile of manufactured exports is the marked 
specialization of these exports and the existence 
of a small nucleus of activities that account for 
almost all foreign sales. At a higher level of 
disaggregation —the industrial subgroup, five 
digits of ISIC Rev. 2— this phenomenon 
becomes even more marked. Indeed, more than 
three fourths of industrial exports for the year 
1986 is concentrated in only 11 activities, out of a 
total of 172 industrial subgroups (table 7).

The differentiation of exported manufac­
tured goods according to their sectoral origin is 
particularly important, not only because it gives 
us a better characterization of the profile of these 
exports but also because of its implications from 
the standpoint of the productive linkages 
implicit in this, the consequent effect on employ­

ment, the capturing and transfer of sales asso­
ciated with international trade, the degree of 
dependence on imported inputs and on primary 
production, etc.

On the basis of the classification of all the 
industrial groups as MAO or MIO, depending on 
the predominant type of manufacturing, we can 
see (table 8) that the former represent about two 
thirds of the value of total exports for 1986. The 
share represented by MAO is almost double the 
share represented by MIO, even though with 
regard to the number of industrial groups in each 
category the ratio is the reverse.

An initial analysis of the different producer 
and exporter groups in the MAO category 
reveals in this case —just as at the overall level— 
a very high degree of concentration of exports. It 
is sufficient to point out that the five most 
important industrial subgroups contribute more 
than 85% of MAO exports, with a clear prepon­
derance of the oils and fats category, which is 
enough by itself to account for almost half of this 
total. This marked degree of concentration is 
thus due to a small number of activities whose 
production processes, in general, involve a very 
small incorporation of aggregate value and a 
limited diffusing effect (employment, produc­
tive linkages), although, at the same time, they 
presuppose a highly positive foreign-currency 
balance, in view of the low impact of imported 
inputs.
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Table 6

CO M PO SITIO N  O F EX P O R TS ACCO RD IN G TO  SECTORS OF A C T IV IT Y  1973-1986

' (Percentages and millions o f  current US dollars)

Year
Agriculture, 
hunting and 

fishing

Manufacturing
industries

Mines and 
quarries

Total

Other
Percentage Millions of 

US dollars

1973 32.04 67.20 0.20 0.56 100 3 266.0
1974 39.54 59.10 0.39 0.47 100 3 930.7
1975 44.25 54.95 0.31 0.48 100 2 961.3
1976 38.37 60.28 0.20 1.35 100 3 916.0
1977 37.34 60.40 0.16 2.04 100 5 651.8
1978 35.99 61.09 0.32 2.60 100 6 399.5
1979 36.40 61.23 0.24 2.13 100 7 809.9
1980 34.69 63.27 0.42 1.62 100 8 021.4
1981 43.41 55.09 0.30 1.15 100 9 143.0
1982 37.81 63.16 0.20 1.19 100 7 624.9
1983 46.26 53.37 0.24 0.13 100 7 835.0
1984 43.18 56.20 0.18 0.25 100 8 107.0
1985 40.09 58.46 1.03 0.42 100 8 396.0
1986 33.47 65.99 0.52 0.02 100 6 852.2

Source: Data prepared by the Industrial Development Area of the ECLAC Buenos Aires Office.

Table 7

M AIN IN D U STR IA L SUBGROUPS OF O RIGIN OF THE 
E X P O R TS OF M ANUFACTURED GOODS, 1986

ISIC Industrial subgroup Millions of 
US dollars Percentage

31151 Processing and refining of vegetable oils and fats 1 406.5 31.1
31111 Slaughtering of livestock, preparation and preservation of meats 485.2 10.7
32312 Tanneries 334.1 7.4
37100 Iron and steel basic industries 324.0 7.2
31140 Processing of fish, molluscs, crustaceans and similar foods 172.3 3.8
35119 Basic industrial chemicals not elsewhere specified 155.3 3.4
35300 Petroelum refineries 127.5 2.8
37200 Non-ferrous metal basic industries 108.4 2.4
38251 Manufacture of office, computing and accounting machinery 106.1 2.3
38410 Ship building and repairing 88.6 2.0
31132 Processing and shipping of fruits, horticultural products and vegetables 85.0 1.9

Subtotal for 11 subgroups 3 393.1 75.0
All other industrial subgroups (161) 1 128.7 25.0

Total 4 521.9 100.0

Source: Data prepared by the Industrial Development Area of the ECLAC Buenos Aires Office,
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Table 8

CO M PO SITIO N  O F IN D U STR IA L EX PO R TS 
ACCO RD IN G TO  T Y P E S OF M ANUFACTURE, 1986

(Absolute values, millions o f dollars 
and percentages)

Groups
Number of 
industrial 

groups

Exports

Millions 
of USt

Manufactured goods 
of agricultural and 
stock-raising origin 
(MAO) 24 2 924.3 66.67
Manufactured goods 
of industrial origin 
(MIO) 57 1 597.6 33.33

Total 81 4 521.9 100.00

Source; Data prepared by the Industrial Development Area of the 
ECLAC Buenos Aires Office.

In the case of MIO, the five most important 
subgroups taken together contribute slightly 
over 50% of the total —the corresponding share 
for MAO was 85% — and recently, with the 
inclusion of the exports derived from nine indus­
trial subgroups, it has amounted to more than 
two thirds of the total.

From the analysis of the nine MIO produc­
tion subgroups that make the most significant 
contribution to exports, we find, in the first 
place, the leading role played by some industries 
that produce intermediate inputs, such as the 
basic metal industries (ferrous and non-ferrous), 
the sector of industrial chemicals, petroleum

refineries and some other chemical industries. 
Within this framework, the combined amount of 
intermediate products produced and marketed 
abroad by five of the nine main exporting sub­
groups represents nearly 50% of total MIO 
exports.

In the second place, we observe the decisive 
presence of some subgroups whose exports may 
be characterized as dependent on the economic 
situation, or simply on circumstances in general, 
since they are caused by the contraction of the 
domestic market (most of those mentioned ear­
lier) or are the result of bilateral agreements of a 
strictly limited nature (the case of ship building).

In the third place, we can clearly see the 
importance taken on by trade "negotiated” as 
part of bilateral or multilateral agreements, as 
well as trade carried on within the captive frame­
work of certain transnational enterprises as a 
function of the process of integration and/or 
productive complementation on a world-wide 
scale or of the distribution of market areas 
among their various subsidiaries (office and 
accounting machines and motor vehicles).

Another feature of MIO exports, at least with 
respect to the majority of the main industrial 
subgroups that generate them, consists in their 
marked polarization towards a very small 
nucleus of enterprises. This obviously is not 
unrelated to the actual conformation of the pro­
ductive structure of these branches; a common 
feature of these is a high degree of oligopoliza- 
tion, which is even greater with regard to sales to 
foreign countries.

Ill

Changes in the sectoral composition of 
industrial exports

During the period under analysis there was a 
series of important changes in the sectoral com­
position of Argentina’s industrial exports. How­
ever, the changes that took place have not 
altered one of the defining characteristics of 
manufactured-goods exports, namely, their high 
degree of specialization in a small number of 
industrial groups, which actually determine the 
magnitude of this trade flow. In the year 1973,

among the 81 industrial groups, there were only 
16 that contributed more than 1% of total 
exports, and these 16, taken together, accounted 
for 87% of exports. In 1986 there were only 17 
groups contributing more than 1%, and they 
accounted for 88.4% of the total.

Within the framework of this very limited 
degree of diversification of exports, there have 
nevertheless been a number of significant
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changes in their composition. A breakdown of 
total exports into the nine industrial divisions 
involved enables us to obtain an initial character­
ization of their sectoral structure.

In the first place, the industrialization of 
foodstuffs, beverages and tobacco products can 
be seen to be the most significant grouping; 
during the period 1973-1986 it accounted for 
52.5% of industrial exports.

On the other hand, three of the divisions 
have not gone above a 1 % share of industrial 
exports in any of the years considered. These 
divisions are the wood and furniture industry, 
the production of non-metalHc minerals and the 
miscellaneous-industries division.

Some industries which produce intermediate 
goods, such as the chemical industry and, to a 
lesser extent, the metal basic industries, account 
for a growing share of industrial exports. In 
contrast, in spite of the slight recovery recorded 
during the last three years, metalmechanical 
production has fallen in rank, to the point where, 
after a peak share of 27.5% in 1975, it has 
represented little more than 10% of the total 
during the last few years. Lastly, the division of 
textiles, ready-to-wear clothing and leather has 
accounted during this period for somewhat more 
than 10% of the exports of the industrial sector.

An aggregated presentation of these data 
provides us only with a very general interpretive 
view, since it does not give a precise idea of the 
changes that have taken place during the period. 
This is why a more detailed breakdown is needed 
(table 9).

1. The traditional industries

It has already been mentioned that the division 
of foodstuffs, beverages and tobacco accounted 
for a high percentage of total industrial exports. 
In reality its contribution is closely associated 
with vegetable-oil producers and meat packers, 
which account for more than three fourths of 
food sales to foreign countries. The trajectory of 
these sales shows an important change in the 
contribution of each of these activities to 
exports. In this respect the shares represented by 
meat and oils thus exhibit a "countercurrent” 
behaviour, which in a sense is complementary, 
not because of their functionality but because of 
their capacity to generate foreign currency. 
During the period 1973-1979 the meat-packing

industry represents, on average, 25% of indus­
trial exports; its share reaches a maximum of 
almost 40% in 1973 and drops to 12.4% in the 
five years between 1982 and 1986 (table 9). The 
situation of the international demand, strongly 
influenced by the policies of the European Eco­
nomic Community, both with regard to import 
restrictions and with regard to subsidies for the 
export of basic commodities, plays a decisive role 
in this decline in the share accounted for by meat 
exports. Even though domestic consumption 
levels have remained as high as before, the meat­
packing industry today has a large amount of 
unused capacity, a number of plants have been 
closed, indebtedness is growing, employment 
has been severely reduced, and there is a general 
deterioration in production.

The oil industry, for its part, shows a totally 
opposite behaviour, both in production and in 
exports. Between 1973 and 1976 it accounts for 
11 % of the value of industrial exports, a share 
which rises to 15% between 1977 and 1982 and 
continues to grow with great vigour, so that it 
exceeds 30% of the total between 1983 and 1986. 
Whereas oil exports brought in US$234 million 
in 1973, in 1986 the value was in excess of 
US$1.4 billion, representing almost one third of 
the exports of industrial products. The increase 
in Argentina’s production of oilseeds, a raw 
material vital for processing, served as the basis 
for this export dynamism. Supplementing this 
agricultural development, there was a consolida­
tion in local industrial production, and a substan­
tial percentage consisted of national enterprises, 
which in turn supplemented the small number 
of transnational enterprises linked to the inter­
national marketing of grains (Feldman, 1985). 
Similarly, during the past decades there has been 
a significant amount of investment, which has 
made possible the modernization, expansion 
and opening of industrial plants with interna­
tional state-of-the-art technology, most of them 
situated near the areas of production and the 
ports of embarkation for their international 
marketing. It has likewise been reflected in the 
construction of infrastructure installations for 
the storage and transport of raw materials and 
finished products (INDEC-ECLAC, 1987).

‘“In this connection, see, among others, Cavadini andSarachu 
( 1986).



Table 9

SH ARE OF REPRESEN TA TIVE GROUPS IN TH E TOTAL OF MANUFACTURED-GOODS EXPO RTS, 1973*1986

(Percentages)

Group Designation 1973 1974 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986

3 Manufacturing 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00

311 Food manufacturing 61.70 54.09 48.69 51.73 53.22 48.65 53.68 49.30 45.04 4 4 0 4 56.01 55.87 44.80 51.05
3111 Slaughtering, preparing and preserving 

meat 39.45 20.43 18.93 24.01 20.69 23.11 28.48 21.67 20.90 17.71 15.38 9.87 8.16 10.74
3115 Manufacture of vegetable and animal 

oils and fats 10.76 11.06 10.57 11.85 17.30 14.96 15.84 15.16 12.54 15.72 25.40 33.95 29.54 31.26
321 Manufacture of textiles 4.71 3.40 6.00 7.06 7.40 8.53 4.61 5.94 4.31 4.43 3.29 4.41 4.94 3.66

3211 Spinning, weaving and finishing textiles 4.56 3.26 5.89 6.87 7.10 8.20 4.52 5.89 4.23 4.31 3.17 4.29 4.78 3.36
323 Leather 4.98 4.12 4.10 6.32 6.32 7.44 10.30 7.70 7.62 6.50 6.48 6.51 6,20 8.00

3231 Tanneries and leather finishing 4.67 3.73 3.81 5.63 5.43 6.40 8.90 6.11 6.70 5.92 6.13 6.38 5.96 7.63
3232 Fur dressing and dyeing industries 0.05 0.11 0.10 0.38 0.57 0.60 0.98 1.26 0.81 0.53 0.30 0.10 0.21 0.32
3233 Manufacture of products of leather and 

leather substitutes 0.26 0.28 0.18 0.29 0.31 0.43 0.41 0.32 0.10 0.04 0.04 0.03 0.03 0.05
3240 Footwear 0.97 1.25 0.32 0.29 0.66 0.55 0.19 0.05 0.05 0.13 0.12 0.05 0.05 0.19

351 Manufacture of industrial chemicals 2.92 4.39 4.19 4.10 3.66 3.50 3.47 4.40 4.75 5.48 6.28 5.58 6.72 6.09
3511 Manufacture of basic industrial 

chemicals except fertilizers 2.00 3.01 3.77 3.75 3.08 3.03 2.99 3.93 4.24 4.54 4.67 4.05 5.23 4.50
3513 Manufacture of synthetic resins plastic 

materials man-made fibres except glass 0.85 1.31 0.35 0.30 0.49 0.40 0.40 0.40 0.46 0.90 1.56 1.47 1.39 1.41
3529 Manufacture of chemical products not 

elsewhere specified 0.67 0.82 0.94 0.72 0.71 0.81 0.98 1.66 1.24 0.81 1.39 1.19 0.80 1.15
3530 Petroleum refineries 0.12 0.21 0.10 0.44 0.42 0.74 0.67 5.22 12.18 10.86 7.25 6.82 10.76 2.82
3710 Iron and steel basic industries 5.08 5.69 1.36 3.77 2.37 5.60 4.14 2.84 5.41 6.91 4.54 4.02 6.95 7.17
3720 Non-ferrous metal basic industries 0.25 0.27 0.03 0.19 0.21 0.52 1.21 2.76 2.63 2.17 1.99 1.99 2.60 2.40

382 Machinery and equipment except electrical 
not elsewhere specified 6.19 8.28 13.47 7.86 6.54 6.80 5-94 6.26 5.62 7.52 4.11 4.04 4.95 5.49

3821 Manufacture of engines and turbines 0.38 0.54 0.70 0.32 0.28 0.62 0.20 0.52 0.21 0.23 0.22 0.06 0.007 0.10
3822 Manufacture of agricultural machinery 

and equipment 1.00 1.72 2.53 1.18 0.71 0.92 0.90 0.34 0.27 0.75 0.04 0.09 0.15 0.61
3825 Manufacture of office, computing and 

accounting machinery 1.50 1.81 3.32 1.82 1.32 1.11 1.07 1.25 1.96 2.04 1.82 1.85 2.38 2.36
383 Manufacture of electrical machinery, 

apparatus, appliances and supplies 1.42 1.92 2.15 1.47 1.22 1.54 1.45 1.28 1.01 0.88 0.68 0.72 1.14 1.07
3832 Manufacture of radio, television and 

communication equipment and apparatus 0.66 0.72 0.62 0.53 0.29 0.42 0.63 0.30 0.24 0.18 0.19 0.22 0.05 0.15
384 Manufaaure of transport equipment 4.36 5.86 9.11 7.97 6.29 4.80 3.16 3.25 2.39 3.16 2.19 3.85 4.11 4 5 6

3841 Ship building and repairing 0.05 0.04 0.69 0.83 0.17 0.24 0.15 0.46 0.93 0.27 0.55 1.60 1.94 1.96
3842 Manufacture of railroad and equipment -1 0.07 0.54 0.95 1.39 0.62 0.18 0.13 0.01 -1 0.01 0.05 0.02 0.02
3843 Manufacture of motor vehicles 4.29 5.72 7.85 6.15 4.69 3.92 2.73 2.58 1.34 1.91 1.61 2.18 2.11 2.57

r>tn
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Source: Data prepared by the Industrial Development Area of the ECLAC Buenos Aires Office, on the basis of data from INDEC.,
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In addition to the "countercurrent” behav­
iour of the oil and meat-packing sectors, the 
various groupings of foodstuffs, beverages and 
tobacco exhibit rather different trajectories. 
Thus, the shares represented by products of the 
fishing industry has increased from less than 1 % 
during the period 1973-1981 to 3.4% during the 
five years between 1982 and 1986. At the same 
time, the dairy industry’s share, which was 17%  
between 1973 and 1978 —reaching a maximum 
of 2.8% in 1976— drops to an average of 0.7% 
in 1979-1986. There are also categories whose 
behaviour remains stable, such as coffee, tea and 
mate (1 to 1.5%) and milled products (2 to 3%).

The exports of the sugar industry exhibit 
sharp ups and downs, resulting from changes in 
international market conditions and in the quo­
tas allowed. This activity generated an average of 
4%  of the exports, a figure which conceals very 
wide fluctuations, ranging from 12.6% in 1974 
to less than 0.6% during the past two years.

Lastly, attention should be given to a large 
group of activities which have a slight or non­
existent share of foreign sales. In no year of the 
series did any of the remaining eight industrial 
groups of the food complex exceed 1 % of indus­
trial exports (tobacco and alcoholic beverages; 
non-alcoholic beverages; beer and malt; wines 
and cider; balanced foodstuffs; cacao and confec­
tionery products; and baked goods).

Among the exports of the grouping consist­
ing of textiles, ready-to-wear clothing and 
leather goods, 90% was accounted for by two 
groups: the group of yarns, fabrics and finished 
clothing (essentially yarns and washed wool) 
and the group of leather tanning. The exports of 
yarns and fabrics —with an average share of 
about 5% of the total between 1973 and 1986— 
has had a cyclic behaviour similar to that of the 
entire grouping and goes far towards explaining 
the overall performance of the textile sector. On 
the other hand, in the leather sector the internal 
behaviour is more heterogeneous. The exports 
of products requiring a higher degree of process­
ing tend to decrease in importance in compari­
son with those of tannery products. Indeed, 
exports of shoes, which during the six years from 
1973 to 1978 represented 0.7% of the total, with 
a maximum value of 1.3% in 1974, now show a 
marked decrease, to the point where in 1979- 
1986 the average value was only 0.1%. At the 
same time, the share represented by semi­

finished leather exports, which in the three years 
from 1973 to 1975 amounted to 4% of exports, 
increased to a little over 10% in 1979 and then 
stabilized at about 6 to 7 %. The figures in abso­
lute values speak for themselves. In 1986 leather 
exports accounted for nearly US|350 million, 
while the footwear industry’s exports amounted 
to barely US$8.8 million.

2. Industries producing industrial 
inputs

We have already mentioned the particular and 
dynamic behaviour of the chemical complex. 
Indeed, the chemical industry increased its share 
from 6.8% of the total exports of manufactured 
goods during the period between 1973 and 1979 
to 16.8% during the period from 1980 to 1986. 
This behaviour is accounted for solely by petro­
chemical plants and the refining of fuels derived 
from petroleum. Petrochemical plants have 
doubled their share of industrial exports in 
recent years, while the refineries, which until 
1979 had represented less than 0.5% of foreign 
sales, increased their share to 8.8% during the 
six years from 1980 to 1985, dropping to 2.8% 
during the last year.

The explanation of this growth can be found 
in an analysis of two crucial aspects; the situation 
of the domestic market and the maturing of 
some investment projects in the industrial sec­
tor. Thus, the export behaviour of the chemical 
industry is based in large measure on the critical 
evolution of the Argentine domestic market, 
which has been characterized by permanent 
drops in levels of activity. In the case of 
continuous-process industries the foreign 
market emerges as an anticyclical alternative, 
since it serves as an outlet for surpluses not sold 
in the domestic market. In turn, near the end of 
the 1970s we see the start of the operative phase 
of a series of large plants producing widely used 
industrial inputs, which had been planned at the 
beginning of the decade on the assumption that 
the rates of growth of demand observed during 
the 1960s would be maintained. This extension 
of the process of import substitution to cover 
several activities which produced intermediate 
goods was confronted, at the moment when it 
went into operation, by a local market that was 
much smaller than the one originally planned, 
and added to this were serious lags in the timing
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of several connected projects. Similarly, the pro­
duction of fuels, which was aimed at self- 
sufficiency, encountered a reduced domestic 
demand, and as a result, not only was this initial 
objective satisfied but, in addition, considerable 
surpluses were left over for export (ECLAC, 
1986b).

Basic metal industries have also substantially 
increased their share of industrial exports. Such 
a process is observed most particularly from 
1978 on. Up to that point we should recognize 
two clearly differentiated subperiods: the two 
years from 1973 to 1974, during which such 
industries contributed more than 5% of indus­
trial exports, and the three years from 1975 to 
1977, during which governmental restrictions 
on the foreign sale of products that could be used 
for the iron and steel industry helped to bring 
about a decrease in the impact of basic metal 
industries to a figure of the order of 2.6%. The 
exports of this branch increased to almost 6% of 
the industry’s total during the three years from 
1978 to 1980, almost 8% between 1981 and 1984 
and almost 10% during the two years from 1985 
to 1986. The explanation of this growing impor­
tance is not very different from the explanation 
given for the petrochemical sector. The entry 
into operation of new plants, especially for the 
manufacture of aluminium, which resulted from 
the restructuring of the iron and steel industry, 
and the low level of local demand were responsi­
ble for the exports of intermediate products with 
a low degree of processing, marketed in practice 
as "commodities” in a competitive international 
market, where the prevailing price levels were 
much lower than those in the local market.

The m etalm echankal industries

Very different from these is the behaviour of the 
output of metal products, machinery and equip­
ment. After continued losses in importance in 
comparison with other industrial exports, the 
sector shows a slight recovery during the last 
three years. Whereas during the period between 
1973 and 1978 its share amounted to 18.2%, 
with a maximum of 27.5% in 1975, the share 
between 1979 and 1986 amounts only to 10.9%, 
notwithstanding the systematic recovery 
observed during the last four years (7.7% in 
1983 and 12.1% in 1986). The phenomenon is 
common to almost all the groups making up this

grouping. The occasional and negotiated exports 
of the shipbuilding industry and the dynamic 
export behaviour of a few enterprises (IBM, 
Hughes Tool, Saab Scania, Volkswagen, Ford 
Motor, etc.) may be viewed as exceptions —and 
delaying factors— to the decrease in the metal- 
mechanical complex.**

This decrease in the share represented by the 
metalmechanical sector emerges as a logical 
result of the process of de-industrialization that 
characterizes the performance of Argentine 
industry. The subsidies and reimbursements to 
the exports of the sector, which enabled it to 
assume the leadership role in foreign sales, were 
not associated with a transformation and moder­
nization of its productive base. On the contrary, 
as a result of the implementation policies that 
decreased the incentives for industrial activity, 
investment proved to be insignificant, research 
and development teams were disbanded, and the 
country found itself bypassed by the interna­
tional technological revolution in the industrial 
organization of these production processes 
(Katz, 1988; Nochteff, 1984).

To sum up, during the period from 1973 to 
1986 there have been a number of changes in the 
sectoral composition of industrial exports. At 
the level of foodstuffs production, which is the 
activity with the greatest relative weight, special 
importance attaches to the regression of the 
meat-packing industry and, in the opposite 
direction, the behaviour of the oil industry. Sim­
ilarly, in recent years there has been a greater 
share accounted for by exports originating in the 
industries that manufacture intermediate pro­
ducts, where the foreign market generally oper­
ates as an anticyclical outlet to compensate for 
the low levels of domestic demand. In contrast, a 
substantial part of the limitations of the recent 
model of Argentine industrialization has been 
evidenced in the loss of positions by the metal­
mechanical complex and by the industries with 
the greatest capacity for generating aggregate 
value. These changes have taken place in a per­
manent context of low-degree sectoral diversifi­
cation of industrial exports, which, in any case, 
are generated essentially by a small number of 
enterprises.

"T he exports of these firms are to be viewed as part of the 
framework of strategies for the international division of labour 
within the major corporations of which they are a part.
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IV

The real evolution of exports of manufactured goods

The rigorous analysis of the behaviour of indus­
trial exports over more than a decade requires, 
first of all, establishing the true trajectory they 
have followed, and to do this, we must subject 
the figures to adjustments which will correct the 
effects of changes in international prices.

The deflator or price indicator used for this 
purpose depends on the phenomenon whose 
hierarchy we wish to describe. This is why in the 
present study we have decided to consider two 
distinct factors used for conversion to homogen­
ous units: i) the United States Wholesale Price 
Index, regarded as a "representative” indicator 
of international inflation and tending to reflect 
the "purchasing power” of Argentina’s indus­
trial exports; and ii) The Unit Value Index in 
dollars (base: 1970 = 100) of Argentine exports, 
prepared by ECLAC for a wide range of industrial 
g o o d s .In  this last case, the results obtained 
tend to denote the sectoral evolution of the phys­
ical volume of production which is oriented 
towards foreign markets.

The results will differ substantially, depend­
ing on which indicator is used. This fact is even 
more valid during the past decade, in view of the 
fact that these years have seen profound changes 
and readjustments in the structure of relative 
prices prevailing in the international markets. 
These phenomena bring on changes of greater 
or lesser importance and of a highly diverse 
nature in the real value of the foreign sales made 
by the countries which export manufactured 
goods; the scope and direction of these changes 
will depend on the composition of foreign sales 
and on the trajectory of their respective unit 
values.

The figures in table 10, which show the 
annual evolution of the exports of Argentine 
manufactured goods, expressed in current dol-

'^This index was prepared by the liCLAC Buenos Aires Office 
within the framework of the programme on "Information and 
short-term analysis of the Argentine economy". These are indices 
obtained according to the Paasche formula, that is to say, with 
variable weights. In contrast, the United States Wholesale Price 
Index has a fixed product composition (the Laspeyres formula).

lars, demonstrate the different effects derived 
from the indicator used to homogenize them. 
Whereas the real "purchasing power” of indus­
trial exports was reduced by 6.4% at the end of a 
decade and a half, the "physical volume” 
exported is found to have increased by more than 
80%.

The gap in the behaviour of the two series 
becomes particularly wide during the present 
decade. Thus, during the subperiod from 1973 to 
1980 the real "purchasing power” of industrial 
exports increased by 17.1%, while the "physical 
volume” increased by 24%. Between 1980 and 
1986, on the other hand, while the volume 
exported increased by slightly over 45% , the 
purchasing power of the exports decreased by 
20%. In other words, in order to preserve during 
the period from 1980 to 1986 the "purchasing 
power” that industrial exports had during the 
initial year, the "physical volume” of these 
exports —with identical structural 
composition— would have had to be increased 
by almost 83%.

1. ’'Export effort” and "purchasing pow er” 
depending on sectors o f  origin

The comparative analysis of the trajectory of the 
"purchasing power” and the "export effort” 
exhibited by the different industrial activities 
that make up the productive spectrum of the 
sector enables us to identify the industries in 
which we find the most intensive contrasts —in 
other words, the sectors which have undergone 
the greatest disturbances in their relative prices 
at the international level. Table 11 reflects the 
form taken between 1973 and 1986 by the evolu­
tion of the exports of the nine industrial 
divisions.

The foodstuffs industry is seen to be the only 
industrial division in which we find a "counter- 
current” behaviour between the physical volume 
exported (an increase of almost 77%) and the 
resulting purchasing power (a drop of the order 
of 22%). In other activities the difference is 
manifested only in terms of relative intensity.
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Table 10

EVO LU TIO N  O F IN D U STR IA L EX P O R TS A T CU RREN T AN D  C O N STA N T VALUES, 1973-1986

(Millions o f  current US dollars; index, base 1973 = 100)

Years Current
values

Constant values

1973“ 1984^

Millions of 
US dollars Index Millions of 

US dollars Index

1973 2 171.7 2 171.7 100.0 5 002.2 100.0
1974 2 342.9 1 935.8 89.1 4 536.4 90.7
1975 1 627.9 1 563.5 72.0 2 883.7 57,6
1976 2 360.6 2 480.5 114.2 4 000.3 80.0
1977 3 417.4 3 217.7 148.2 5 454.6 109.8
1978 3 909.8 3 662.6 168,7 5 791.9 115.8
1979 4 782.7 3 187.2 146.8 6 300.5 126.0
1980 5 075.4 2 692.7 124.0 5 857.1 117.1
1981 5 037.4 2 614.7 120.4 5 328.3 106.5
1982 4 816.4 3 050.1 140.5 4 993.8 99.8
1983 4 182.0 3 180.4 146.5 4 282.2 85.6
1984 4 571,8 3 219.5 148.3 4 571,8 91.4
1985 4 908.0 3 815.4 175.7 4 929.2 98.5
1986 4 521.9 3 931.1 181.0 4 680.0 93.6
Comulative annual
rate (per cent) 5.8 4.7 -0.5

Source; Data prepared by the Industrial Development Area of the liCLAC Buenos Aires Office on the basis of data furnished by INDEC and 
by the United States Department of Commerce.

‘ In 1973 dollars, deflated in accordance with the index of unit value of exports according to type of goods, prepared by ECLAC,
In 1984 dollars, according to the United States Wholesale Price Index,

Table 11

IN D IC ES O F PURCH ASIN G POW ER AND EX P O R T EFFO RT IM PLICIT IN FOREIGN 
SALES ACCO RD IN G TO  IN D U STRIA L D IV ISIO N  O F O RIG IN , 1986

(Base, 1973 = 100)

I
Purchasing power

11
Export effort III = II/I

1973 = 100 1973 = 100

Foodstuffs, beverages and tobacco 78.2 176.6 2.26
Textiles, readly-to-wear clothing and leather 104,0 206.1 1.98
Wood and furniture 457.3 675.4 1.48
Paper, printing and publications 61.5 54.1 0.88
Chemical industries 209.6 373.6 1.78
Non-metallic minerals 107.1 158.4 1.48
Metal basic industries 167.5 268.8 1.60
Metal products, machinery and equipment 85,5 88.2 1.03
Other manufacturing industries 40.3 59.6 1.48

Total for all industries 93.6 181.8 1.94

Source; Data prepared by the Industrial Development Area of the ECIAC Buenos Aires Office.



EXPORTS AND INDUSTRIALIZATION IN ARGENTINA, 1973-1986 / D. Azpiazû and B. Kosacoff 77

Thus, in five divisions the improvement in the 
"purchasing power” of exports is associated with 
the exertion of a much greater export effort. On 
the other hand, in two industrial divisions (that 
of metal products, machinery and equipment 
and that of other manufacturing industries) the 
reduction in the physical volume exported 
results in a greater deterioration in purchasing 
power. Lastly, only in one industrial division 
—the paper industry, which accounts for barely 
1% of total exports— has the drop in physical 
volume been greater than the drop in purchasing 
power.

To sum up, in all the industrial divisions, 
with a single exception, the rate of increase (or 
decrease) in the export effort is always higher 
(lower) than its effect in terms of implicit pur­
chasing power. In other words, whatever indus­
trial division we are considering, the trajectory 
of unit export prices is lower than the trajectory 
of United States wholesale prices.

This phenomenon of general deterioration 
in unit export prices is manifested in highly 
diverse forms in the various industrial activities. 
Along this line, the relationship between the 
increase (decrease) in export effort and the cor­
responding increase (decrease) in purchasing 
power merely reflects the intensity that this phe­
nomenon assumes in the various industries. On 
this analytical basis, the only two divisions that 
reveal a difference —a deterioration in relative 
prices— greater than the result at the global 
level are precisely those industries which are 
most important in terms of their relative contri­
bution to the total of manufactured-goods 
exports; the industry of foodstuffs, beverages 
and tobacco and the industry of textiles, ready- 
to-wear clothing and leather.

It is in these industries that we find most 
sharply demarcated the fact that there will not 
necessarily be a correspondence between the 
intensity of the export effort and the results. 
Thus, a significant export movement, such as 
may be presumed from an average annual 
increase of more than 5 %, proved insufficient to 
compensate for the deterioration experienced in 
international prices.

By reason of its implications and the magni­
tude of the values involved, we should emphas­
ize the case of the foodstuffs industry. This 
expanded its physical volume of exports by 
almost 80%, which implies a little more than

US$1 billion, at 1973 prices. Nevertheless, the 
"purchasing power" of these sales to foreign 
countries decreased by approximately US$700 
million in 1984. Thus it is evident that the 
changes made in the relative price structure of 
the world economy have had an especially heavy 
impact on food products, and hence on those 
countries for which foods constitute the main 
category of exports, as is the case with 
Argentina.

Even the oil industry, which has come to be 
an easy leader in the country's export profile, is 
affected by this dichotomy. In fact, between 1983 
and 1986 the physical volume of its exports 
increased by a factor of 7.2, while the purchasing 
power of those exports was less than tripled.

Even though the magnitude of the values 
involved is very different from the preceding 
example, identical considerations are found in 
the case of textile industries. The increase in the 
physical volume exported implies an average 
rate of 5.7% per year, but the resultant improve­
ment in purchasing power is insignificant. In 
this case, doubling the physical volume of 
exports (an increase of 106.1%) was enough 
only to keep the purchasing power derived from 
them practically constant (a gain of 4.0%).

This is the reason for the conclusion that the 
considerable export effort exerted by most of the 
groups included in the food industry^  ̂ and the 
textile industry (17 of the 22 groups increased 
the physical volume of their exports) resulted in 
a drop in the implicit purchasing power (seven 
groups) or an increase in purchasing power 
much smaller than the increase in physical

‘^One of the most striking characteristics of international 
trade from 1980 to today consists in the persistent deterioration of 
the prices of most basic products, especially those which directly or 
indirectly, through their local industrial processing, take on a 
leading rule in Argentina's export profile. Simply as an illustration, 
and on the basis of information published by UNCTAD in its 
Monthly Bulletin of Basic Commodity Prices, we note the follow­
ing evolution of some commodities:

Years
Beef

U.S. cents/ 
lb.

Maize
US$/
ton

Wheat,
USi/
ton

Sugar, 
U.S, cents/ 

lb.

Soy beans, 
USI/ 

ton

1980 123.87 210.3 206 28.86 296
1981 112.15 181.0 191 16.89 288
1982 108.39 137.4 167 8.41 245
1983 110.72 162.4 140 8.46 282
1984 102.57 167.3 136 5.20 282
1985 97.40 135.1 111 3.79 228
1986 95.00 111.1 89 6.05 208
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volume (nine groups). The relative interna­
tional prices of the industrial activity that is 
omitted (fishing), as well as of the dairy industry, 
the only one of the five in which we find a 
reduction both in the physical volume of exports 
and in the implicit purchasing power, exhibit a 
certain degree of recovery between 1973 and
1986.

Apart from the examples relating to the 
industries which contribute the largest share of 
the export profile, there is a series of groupings 
and branches of industry in which we also find 
clear divergences between the evolution of the 
physical volume and the trajectory of the "pur­
chasing power” of their exports. Three cases 
that deserve mention are: i) basic chemicals, for 
which the physical exports multiplied almost 
fivefold but the implicit purchasing power was 
barely doubled; ii) the iron and steel industry.

whose export effort increased at an average 
cumulative rate of 6.5% per year while its "pur­
chasing power” increased at an average rate only 
slightly over 2% per year; iii) the transport- 
materials industry, in which a virtual stagnation 
in the physical volume of exports (an increase of 
barely 0.8%) is matched by a drop equivalent to
0.2% per year in the implicit "purchasing 
power”. These results are, strictly speaking, 
based on two opposite types of behaviour. On 
the one hand we have the shipbuilding industry, 
whose exports increased at an average rate of 
more than 30% per year, with the two indicators 
agreeing. On the other hand, we have the auto­
mobile industry, whose physical volume of 
exports has shrunk at an annual rate of slightly 
more than 4% , while its "purchasing power” is 
dropping at a slightly higher rate (4.3% cumula­
tive annual rate).

Some final considerations

The study of the trajectory and composition of 
the exports of manufactured goods during the 
period between 1973 and 1986 enables us to 
draw a series of useful conclusions. Taken 
together, they help us to obtain a better charac­
terization of the profile of external sales, the 
principal patterns of behaviour, the consequent 
modifications in the composition and, summing 
up, those aspects which must be interpreted as 
an indispensable prerequisite for the design and 
formulation of policies that affect their future 
behaviour.

The quantitative data corroborate the orien­
tation of Argentina’s industrial production 
primarily towards the domestic market. Its 
opening towards exports has not changed sub­
stantially in recent years, unlike what happened 
in the agricultural and stock-raising sector, 
which, in addition to contributing a larger share 
of the exports sent to foreign markets, has 
shown greater dynamism, thanks to its agricul­
tural subsector.

In contrast, industry inhibits a heterogenous 
pattern with regard to its share of exports. On 
the one hand, we note the greater importance of

MAO activities in comparison with MIO activi­
ties. On the other hand, only a small number of 
activities have gained a significant share of for­
eign markets, in a context of industrial activities 
which cater almost exclusively to domestic 
demand. This last fact became evident when we 
quantified the high percentage of industrial pro­
duction that is generated in the activities with a 
reduced opening towards exports and, asymmet­
rically, the high concentration of exports in a 
small number of industrial groups that exhibit 
high export coefficients.

Similarly, although during the past few years 
there has been no substantial change in the 
export orientation of the industrial sector, there 
have been important changes in the structure of 
its sales to foreign countries. Within the MAO 
groups we find the special export dynamics of 
the oil industry, in contrast with the sharp loss of 
foreign markets suffered by the meat-packing 
industry. While within the MIO groups we 
observe a drop in the metalmechanical complex, 
foreign markets take on a growing importance 
for some industries that manufacture widely 
used intermediate products. These have been
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established in recent years on the basis of market 
forecasts more optimistic than the eventual facts 
justified, and as a result they have begun to 
export their output, in response to the stagna­
tion in domestic demand. Likewise, attention 
should be given to the strong impact of some 
firms which are decisive in the export conduct of 
various industrial groups and in the total value of 
exports.

The recessive context in which the world 
economy has been developing since the mid- 
1970s and the growing proliferation of restric­
tive trade practices constitute two of the central 
elements found on the international scene dur­
ing the period under analysis. It is in this frame­
work that we must view the slowdown in the 
international flow of goods, which had a particu­
larly heavy impact on the flows of manufactured 
goods originating in some of the countries where 
industrialization has been late in coming. This 
fact is also reproduced in the Argentine example, 
in which this loss of dynamism is so severe that 
the increase found in exports at current values 
between 1973 and 1986 (5.4% per year) has 
proved insufficient to compensate for interna­
tional inflation. Thus, evaluated in 1984 dollars, 
the exports of manufactured goods are decreas­
ing at an average cumulative rate of 0.4% per 
year.

This decrease in the "purchasing power" 
that is implied by the foreign sales of industrial 
goods is in sharp contrast with the trajectory of 
physical exports, which increased more than 
80% between 1973 and 1986. This phenomenon 
becomes particularly marked during the 1980s 
and reflects the profound changes occurring in 
the structure of relative prices prevailing in 
world trade.

The interaction between the relative deteri­
oration of the international prices of primary 
commodities and the decisive influence of the 
various processing industries on the sectoral 
profile of the country’s industrial exports has 
proved to be a key factor. In fact, it explains why 
an increase of more than 80% in physical 
volume was insufficient to preserve the "pur­
chasing power” of the exports of manufactured 
goods.

'■'During the present decade this severe deterioration in 
export prices associated with the country’s growing foreign 
indebtedness has become a highly damaging limitation on the 
growth of the Argentine economy.

We must also consider the alterations that 
have taken place in the structure of industrial 
exports: in the field of MAO exports, the 
increase in oil and the drop in frozen meats; in 
the field of MIO exports, the reduction in metal- 
mechanical products of high aggregate value and 
their increasing replacement by widely used 
industrial inputs. These phenomena gave rise to 
changes of great importance in the destination 
of Argentina’s foreign sales. Thus we see a sig­
nificant drop in the share represented by Latin 
American countries (both for M AO and for M IO ) 
and an increasing impact of the United States 
market (essentially M IO ) and the Asian and 
Soviet markets.‘7

We cannot ignore the fact that at the end of 
the last decade and a half we have seen profound 
alterations in the profile of manufactured-goods 
exports. Nevertheless, their magnitude and 
intensity are not sufficient to change one of the 
essential characteristics of this profile: the fact 
that it is not highly diversified —in other words, 
that it is highly concentrated in a very small 
number of industrial activities.

The same thing is happening with regard to 
its configuration in terms of enterprises, where 
we again see a significant concentration of 
exports in a very small number of firm s.O n e 
structural aspect consists in the fact that transna­
tional enterprises represent only a small share of 
Argentina’s export flow, that is to say, they 
account for one fifth of the total, a value less than 
their relative share of industrial output. The

” ln many of these cases this presupposes going from a 
position of "profitable" sales to a situation of "price-takers". See 
ECLAC, Buenos Aires Office, Destino de las exportaciones argenti­
nas de manufacturas, 1973-1983 ("Destination of Argentine 
exports of manufactured goods, 1973-1983"), Industrial Develop­
ment Area, July 1986b (mimeo).

'^About four fifths of industrial exports are generated by 
some 200 firms. If the analysis is restricted to the information 
obtained from a questionnaire sent to the principal exporting 
firms — which, taken together, account for 76.9% of industrial 
sales abroad in 1984— we find that 29 of them generate more than 
half of the total value of exports (INDEC-ECLAC, 1987).

'^At the same time when they were established in the coun­
try, one of the arguments cited in their favour was that they would 
promote the dissemination of technical progress in the local 
sphere. However, their preferential orientation towards the 
domestic market and their technological "lag" on the international 
scene explain why they have such a weak position in world 
markets.
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exports of these enterprises consist chiefly of 
sales made to associated firms established in 
other countries, as is the case with the exports of 
computing and office machinery, parts and 
pieces for motor vehicles, petroleum equipment, 
etc. (ECLAC 1985; INDEC-ECLAC, 1987).

In the current debate on the possibilities of 
expansion of the Argentine economy, it is 
believed that increasing the country’s industrial 
exports constitutes an urgent imperative for 
overcoming the restrictions imposed by the 
external imbalance, as well as for recovery of the 
level of activity and employment, and even for 
modernization of the productive apparatus.

At this level, there are wide areas of agree­
ment. However, in practice there is no quantifi­
cation of the potentialities existing in the 
present industrial structure for greater dyna­
mism in its export behaviour. In a recent study 
(ECLAC, 1986a) it is estimated that a repetition 
of the best performances reached in some year of 
the period from 1973 to 1986 in each of the 
activities would require doubling the exports 
made in 1986.

Historically, however, the maximum export 
values attained in many industrial branches have 
tended to coincide with the periods of most 
decided support for the export of manufactured 
goods. Consequently it is probable that a repeti­
tion of such successes would require, as a neces­
sary but not sufficient condition, the application 
of the various mechanisms of income transfer 
(Bisang, 1986) to export enterprises, by means 
of reimbursements, financial subsidies or 
increased domestic prices, depending on the type 
of exchange, so as to compensate the profitabil-

ity equation of these firms (INDEC-ECLAC, 
1987, especially section 6). The use of each of 
these mechanisms will certainly encounter fiscal 
restrictions; similarly, the possible gain in for­
eign currency will have a social cost. On the other 
hand, it must be borne in mind that several of the 
groups which in some years made decisive con­
tributions to foreign sales are now imposing 
serious limitations, either because of changes in 
international demand or because of the erratic 
nature of domestic supply. This is the case of the 

i\meat-packing and sugar industries, various 
metalmechanical branches, etc.

The foregoing reflections sound a note of 
caution with respect to the validity of those 
hypotheses which formulate the hierarchy for 
the application of trade-promotion mechanisms 
dissociated from the obvious changes that have 
taken place in the conditions of production 
supply.

Such changes make it evident that we must 
determine those activities in which the country 
is capable of achieving a sustained increase in its 
export flow. The definition of a new industrial 
profile and the design of a sectoral policy which 
will channel private investment in that direction 
constitute the framework in which the promo­
tion of exports can generate the conditions 
necessary for overcoming current inadequacies.

Giving due regard to the current budget res­
trictions, the choice of those activities in which it 
would be feasible to gain advantages and allocate 
resources more efficiently, redefining the coun­
try’s position in the world trade in manufactured 
goods, constitutes one of the greatest challenges 
to Argentine society today.
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Rural social 
policy in a 
strategy of 
sustained 
development

John Durston*

This article discusses the changes observed during 
recent years in the social, denrographic and occupa­
tional fields in the rural world, which, when they are 
added to the centuries-old problems of the sector, 
foreshadow severe imbalances in the context of the 
new modalities of functioning of Latin American 
economies that arise from the present crisis. It 
advances the thesis that in most of the countries of 
the region the solution of the problem of the peasan­
try and the achievement of a higher degree of equity 
in rural society, as well as between the rural and 
urban societies, constitute inescapable imperatives 
for any viable strategy of national development in 
the 1990s.

The author outlines the essential features of a 
strategy of growth with rural equity, and it analyses 
some alternative lines of social policy for the sector. 
He attaches special importance to the realization of 
the peasant economy's productive potential through 
the supply of inputs, the introduction of structural 
reforms and the provision of the necessary training 
—both technical training and training for participa­
tion in decision-making. Lastly, he emphasizes the 
importance of the peasantry’s role in the expansion 
of the domestic market as part of a viable strategy for 
national development.

•Staff member at the Social Development Division of 
ECLAC, Santiago, Chile,

Introduction

The profound economic upheavals of recent 
years appear to have changed radically —and 
perhaps forever— the social dynamics that pre­
vailed for decades in the rural environment. This 
requires a change in the rules of the game that 
govern the design of social policy for this sector.

In most countries we find an essential inade­
quacy in the development model followed in the 
region before the crisis. Until the end of the 1970s it 
seemed that the high rate of creation of new produc­
tive occupations in non-agricultural activities, which 
had made possible the upward social mobility from 
the poor rural social strata, would continue indefi­
nitely. Nowadays it appears difficult to regain this 
dynamism, and in some countries it appears almost 
impossible (ECLAC, 1986a).

The processes of economic, demographic and 
cultural transition that were operating in the rural 
world —with the consequent modifications in the 
articulation of this world with urban society and the 
urban economy— formed a key link of this sup­
posedly virtuous circle of development prior to the 
crisis. In similar fashion, a profound revision of the 
definition of the role to be played by the rural 
economy and rural society in national development 
now seems to constitute a key element for the crea­
tion of viable styles of development for the majority 
of Latin American countries at the end of the twen­
tieth century.

In a document which summarizes ECLAC’s diag­
noses and recommendations, it is stated that the 
transformation of the agrarian structure is the point 
of departure for attaining "a minimum threshold of 
equity” in a social context that will help to bring 
about productive modernization and genuine inter­
national competitiveness (EŒAC, 1988, p. 45).

In this article it is postulated that the historical 
inability to solve the problem of rural poverty and 
inequity constitutes a limiting influence of the first 
rank on the development of many countries of the 
region. Consequently any alternative strategy 
designed to restore the growth rates of earlier years 
must face the challenge posed by rural poverty. This 
imperative is all the more evident if the strategy in 
question is intended to take advantage of the unreal­
ized produaive potential of the popular strata and 
the possibilities offered by an expansion of the 
domestic market.
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I

The challenge of the coming years

In almost all of the countries of Latin America 
the processes of technification, capitalization 
and integration of rural economies that took 
place before the crisis transformed and moder­
nized the structures and mechanisms for extrac­
tion and exclusion to which the peasant strata 
had traditionally been subjected (Durston,
1982). However, they did not bring any signifi­
cant advances in the distribution of income and 
assets within the rural population, nor between 
the rural and the urban populations.

The economic crisis of the 1980s "rendered 
doubtful the viability of a dynamism that sup­
posedly would reduce the active agricultural pop­
ulation through training and absorption in 
productive employment in other sectors” 
(ECLAC, 1988, p. 56). Conspiring against the 
resurgence of this dynamism are the persistence 
of long-standing problems and the appearance 
of previously unknown difficulties associated 
with the economic situation created by the crisis 
and the adjustment, which, in combination, 
severely limit prospects for the creation of future 
jobs.

1. Long-standing problem s that 
remain unsolved

The result of agricultural development based on 
capitalization concentrated in the entrepreneur­
ial sector was that the peasant population (con­
sisting of small landowners cultivating farms 
which were becoming increasingly fragmented) 
and the landless agricultural workers fell further 
behind. The survival of both these groups 
depended increasingly on the opportunities for 
paid seasonal work in entrepreneurial agricul­
ture, and their advancement depended on the 
exodus to the cities and on the dynamics of urban 
labour markets. In this structural context the 
vegetative growth rate of the rural population, 
which continues to remain much higher than 
that of the urban population, was decreasing 
very slowly.

The bias in agricultural policy in favour of 
the capitalist agricultural sector and the

mechanisms of extraction had aggravated in 
most countries the vicious circle of social repro­
duction of poverty in rural areas. To the extent 
that peasants were denied access to land and to 
other forms of capital, the only productive 
resource over which they could exert any control 
continued to be the manpower of their children.

At the same time, neither the small family 
holdings nor the highly mechanized capitalist 
agriculture could absorb the increasingly numer­
ous cohorts of young people who were reaching 
the age of economic activity in rural areas. 
Between 1950 and 1980 the average annual rate 
of growth of the population engaged in agricul­
ture failed to reach even 1% (table 1). Further­
more, this rate was slowing down, gradually 
approaching zero, and in some countries the 
agricultural population decreased in absolute 
numbers as well as in percentage.

If the social situation in the rural areas did 
not become even more critical during the period 
from 1950 to 1980, part of the reason was that 
jobs in the sectors of greatest productivity 
—industry, trade and services— actually 
increased at high and growing rates, until they 
exceeded an average value of 5% per year, dur­
ing the 1970s. This was reflected in some

Table 1

LA TIN  AM ERICA: AVERAGE RATES OF 
ANNUAL GROW TH OF THE POPULATION 

EM PLOYED IN  AGRICULTURE AND 
OF AGRICULTURAL O U TPU T

1950- 1960- 1970- 1980-
I960 1970 1980 1987

1. Population 
employed in 
agriculture 0,8 0.7 0.3 1.7“

2. Agricultural 
output 3.7 3.5 3.7 2.4

Source: ECLAC, on the basis of official information. 
“Preliminary estimates made by PREALC, on the basis of official 

information from seven countries (Argentina, Brazil, Chile, 
Colombia, Costa Rica, Mexico and Venezuela),
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U p w a rd  s o c ia l  m o b i l i t y  f o r  m a n y  m e m b e r s  o f  th e  

la b o u r  f o r c e  w h o  h a d  b e c o m e  s u p e r f lu o u s  in th e  

r u r a l  a re a s .

The vigorous process of job creation in the 
urban sector required heavy investment and a 
high and stable rate of output growth. In terms 
of five-year averages, the latter remained above 
5 % per year throughout the period from 1950 to 
1980. However, towards the end of the 1970s 
many countries had already completed the "easy 
phase” of their development, and there were 
clear symptoms indicating that the sources 
which had fed this process of occupational trans­
formation were becoming exhausted.

In any event, between 1950 and 1980 tens of 
millions of persons of rural origin succeeded in 
establishing themselves in non-agricultural jobs. 
It is true that many of these former peasants and 
children of peasants continued to suffer exploi­
tation and poverty, in the formal sector of wage­
earning manual workers or in the informal 
urban sector. However, it is probable that in 
general the workers concerned regarded this 
change as a step forward, when they compared 
their new reality to what they would have had to 
continue to endure on their small farms or as 
agricultural day-labourers.

The traditional development model, being 
incapable of eliminating the causes of peasant 
poverty, depended on these high rates of new job 
creation in the modern non-agricultural sector to 
continue absorbing a poor rural population 
which was increasing at a very rapid rate. The 
subsequent loss of productive dynamism in the 
1980s and the coming of the urban job crisis put 
an end to this mobility, abruptly frustrating the 
expectations of the new rural generations. It has 
therefore become more imperative to find in the 
rural environment itself a solution for the shor­
tages from which the rural strata of the popula­
tion are suffering.

2. The recent worsening o f the 
rural social deficit

With the collapse of urban labour markets dur­
ing the early years of the crisis, the vegetative 
growth of the rural labour force and the move­
ment of rural-urban migrants back to the coun­
tryside had to be absorbed by the "residual” 
occupational sector —the peasantry— or by

entrepreneurial agriculture. In a number of 
countries of the region agricultural employment 
expanded more rapidly than non-agricultural 
employment during this period (PREALC,
1986). Consequently, according to PREALC, the 
population employed in agriculture increased by 
almost 13% in seven years (1980-1987), while 
during the preceding 10 years it had increased 
less than 3%.

During the mid-1980s the region’s export 
agriculture, and to a lesser degree its agricultural 
sector raising products for national consump­
tion, expanded rapidly, although this positive 
effect was somewhat dampened by the weaken­
ing of demand, both domestic and foreign, and 
by the rising cost of credit (ECLAC-FAO, 1987). 
However, the increased supply of rural man­
power in most countries of the region led to a 
reduction in farm wages (PREALC, 1986) and of 
income per active worker on small farms 
(ECLAC, 1987a, p. 16). The increase in agricultu­
ral output seems to have benefited chiefly the 
agricultural entrepreneurs, so that the inequity 
prevailing in the countryside became even 
worse.

Moreover, the restriction of tax expendi­
tures was reflected in a deterioration of the 
supply of health, educational and housing servi­
ces, as well as in an impairment of investments 
in infrastructure, development promotion and 
other modalities for the social redistribution of 
income. This aggravated the deficit being suf­
fered by the majority of people in rural areas. 
Such a twofold lag (in monetary income and in 
social income) of the rural (and urban) majori­
ties accentuates the reduction in domestic 
demand and becomes a source of tension that 
places additional demands on the design of a 
national development project, requiring it to 
win support from the great majority of the 
population.

New economic and demographic 
parameters o f  rural social 

change

The predictions made by experts agree that in 
the medium term the rates of growth of world­
wide demand for agricultural exports, of the 
generation of jobs in the "modern" non- 
agricultural sector and, lastly, of the supply of
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capital and credit for agriculture will all be much 
lower than in earlier years. In contrast, the rate 
of growth of the agricultural labour force is 
increasing, which is a reversal of a decades-long 
trend (table 1). In the short term this foreshad­
ows a drop in per capita rural income and a 
greater sectoral concentration of income to the 
advantage of asset holders. Since, apart from 
this, it is improbable that there will be an accel­
erated drop in the vegetative growth of the poor 
strata in rural areas, it may also be asserted that 
there will be continuing pressure on social servi­
ces, especially with regard to maternal and child 
care and to basic education.

The severity of the present situation and of 
the forecast for the medium term vary with each

Table 2

CHANGES IN  THE GROW TH OF THE 
POPULATION  OF 

ACTIVE AGE“

Period of Average
maximum annual rate

growth and (per cent)
rate for

attained 1980-1985

Countries with advanced
demographic transition
Uruguay pre-1950 (...) 0.7
Argentina pre-1950 (...) 1.2
Chile 1975-80 (2.6) 2.3

Countries with recent
transition
Brazil 1965-80 (3.1) 2.6
Colombia 1965-70 (3.4) 2.9
Panama 1975-80 (3.7) 3.1
Peru 1975-80 (3.2) 3.1
Costa Rica 1975-80 (4.3) 3.2
Dominican Republic 1975-80 (3.6) 3.3
Venezuela 1970-75 (4.4) 3.4
Ecuador 1980-85 (3.5) 3.5
Mexico 1980-85 (3.6) 3.6

. Countries with
incipient transition
Honduras 1980-85 (4.0) 4.0
Paraguay 1975-80 (4.1) 3.7
Nicaragua Future (...) 3.6
Guatemala Future (...) 2.8
Bolivia Future (...) 2.6
Haiti Future (...) 2.2

Source: ECLAC, Statistical Yearbook, 1987. 
“Population between 15 and 64 years of age.

country's current stage of the demographic and 
occupational transition (table 2). This twofold 
process, which almost always accompanies eco­
nomic development, involves a central stage 
during which chiefly agrarian societies, with 
high birth rates and death rates, become pre­
dominantly urban-industrial and service socie­
ties, with relatively low and stable birth rates and 
death rates. Most of the Latin American coun­
tries passed through the central part of this 
transition at an accelerated rate during the three 
decades preceding the onset of the crisis (ECLAC, 
1986a).

The implications of this transition for the 
current growth of the labour force vary consider­
ably from one type of country to another. In 
those that make up Group I (table 2), where the 
death rate and birth rate became stabilized long 
ago at relatively low values, the pressure on the 
labour market is increasing nowadays at a mod­
erate rate. But in those countries where the rate 
of demographic growth reached its maximum 
during the last decade (Group II), the population 
of working age is still continuing to expand at a 
very rapid rate (of the order of 3% per year), 
higher than the rate of increase of the total 
population. Furthermore, in a number of coun­
tries in which the demographic transition is still 
in its early stages (Group III), this rate will 
continue increasing for a long time. The reason 
for this is that the rate of growth of the popula­
tion of working age depends not only on births 
during the preceding years but also on variations 
in the death rate, which is still high in the coun­
tries of this group and probably will continue to 
decrease steadily for two or three decades. Con­
sequently, according to the forecasts made by 
CELADE, in 1990 the economically active popu­
lation will be 9% greater in Uruguay and 15% 
greater in Argentina, than in 1980. The econom­
ically active population in the countries with 
recent or incipient transition, on the other hand, 
will increase between 30% and 45%.

In the overwhelming majority of Latin 
American countries the gross national product 
per capita decreased during the period from 
1980 to 1987 (ECLAC, 1987b). In countries with 
incipient demographic and occupational transi­
tion, the average drop was 18%. Since the rate of 
growth of their population of economically
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active age not only is high but, in several of these 
countries, will continue to increase, it becomes 
difficult, in the absence of fundamental transfor­
mations in the type of development now prevail­
ing, to imagine any easing of the shortage of 
productive jobs.

The most devastating consequence for mil­
lions of peasant homes will be the death of their 
hopes of upward social mobility for their child­
ren. Remaining permanently in agriculture, as 
the refuge of last resort, represents a subjective 
loss for the workers affected, in addition to an 
objective loss, since it means giving up aspira­
tions that have become deeply rooted, unless the 
countries of the region introduce reforms that 
will substantially improve the income of persons 
who are active in agriculture.

These new parameters represent for many 
Latin American countries a major challenge to 
reformulate their social and employment poli­
cies for the 1990s. It is imperative to achieve a 
sharp increase, especially in the rural environ­
ment, of the rate of generation of productive jobs 
and to improve living conditions and the availa­
bility of social services, with a view to potentiat­
ing human resources that are being poorly 
utilized at present. Only if an attack is made at 
the roots of the social problems and imbalances 
that have for so long afflicted the majority of the 
people living in rural areas —maladjustments 
which would otherwise tend to become aggra­
vated in the future— will it be possible to attain 
styles of development that are viable in the 
medium and long term.

II

Essence of a strategy for achieving rural equity

1. Rural development and global 
strategy

The problems and social processes in urban and 
rural environments are closely interconnected. 
Any policy for rural development must therefore 
be constructed within the context of an overall 
strategy that will have majority support, for the 
country as a whole. In most Latin American 
nations the social crisis involves two fundamen­
tal shortages; a lack of adequately productive 
occupations, which is the main cause of the 
insufficiency of incomes needed to cover basic 
needs, and a low degree of participation by the 
popular strata in a collective project for national 
development. It is the rural popular strata that 
both of these shortages continue to be most 
sharply felt (ECLAC, 1985). For this reason, in 
the proposals made by ECLAC for dealing with 
the crisis, a prominent place is occupied by the 
strengthening and expansion of the national 
market and the attainment of a broad political 
consensus in favour of a national development 
plan, centred on increased productive capacity 
and increased demand in broad sectors of society 
that have been marginalized until now (ECLAC, 
1988, pp. 25, 28 and 41).

With regard to the crisis in the creation of 
productive jobs, an analysis of current trends 
suggests that in the next decade the superfluous 
labour force will be absorbed not only by low- 
productivity services but also by agriculture, as 
the "residual” or "last refuge” sector. There is 
also evidence (apart from what may be con­
cluded from the inflection in the rates of growth 
of agricultural employment during the years of 
the crisis) to indicate that migration from the 
countryside to the cities is sensitive to the 
changes in the differential between urban and 
rural wages. The exodus increases when this 
differential becomes greater, and vice versa 
(Commander and Peek, 1983).

The manifestations of the productive-job 
crisis which are observed in rural areas form part 
of an urgent overall problem. It is therefore 
essential to decide on emergency measures 
aimed both at the creation of temporary employ­
ment on a large scale and at the provision of 
social services —medical care, nutrition, basic 
education— that will complement the incomes 
of poor families. Beyond the immediate eco­
nomic situation, the persistence of a rural popu­
lar sector which includes more than one third of 
the total economically active population, with
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very low levels of productivity, may be viewed as 
a great opportunity, since it makes viable an 
initial "easy” stage of increased productivity in 
activities whose capital density is very low. In 
principle, it is economically more efficient —and 
more effective in terms of the realization of a 
national plan for socio-political development— 
to increase the productivity of many workers 
already employed (or underemployed) in pea­
sant agriculture, who have assets in the form of 
skills and experience, even though they lack cap­
ital and advanced technology, than to generate a 
few job vacancies in high-productivity sectors, 
with high costs in terms of capital and years of 
training for each job created.

The alternative proposals for rural develop­
ment policies presented here proceed from the 
conviction that a marginal increase in the 
income of the urban popular sectors, and also in 
that of agricultural wage earners and of peasants, 
would expand the currently depressed demand 
for food products, since the income elasticity of 
demand for food is greater when the level of 
income is lower. Moreover, the redistribution of 
consumption and of assets in favour of rural 
popular sectors would contribute to a process of 
national development that is better balanced and 
more viable in the long term. In short, efforts to 
promote development through an increase in 
export capacity should be accompanied by other 
efforts aimed at expanding the current capacity 
for demand in the domestic market inter alia for 
agricultural and livestock products.

2. Recipe or menu? Diversity and 
complexity o f  rural societies

The action proposals summarized here consti­
tute a synthesis of appraisals of Latin American 
rural realities, which, although they may not yet 
have won universal acceptance, are based on a 
great deal of empirical evidence. They are inten­
ded not as a "recipe” for planners but simply as a 
"menu” of measures of different kinds for the 
short, medium and long terms, selected and com­
bined here in the light of the most probable 
scenarios. At the same time, the relative magni­
tude in each country of, for example, a rapidly 
growing entrepreneurial agriculture sector with 
permanent wage workers, a stratum of medium- 
sized modern farmers, a sector of impoverished

and semi-proletarianized small farmers, or any 
combination of these sectors, will have the result 
that different combinations of the aforementio­
ned policies will be viable in different countries.

Rural societies in Latin America are at least 
as complex as urban societies but much less fully 
understood (Lacroix, 1985). It should be added 
that they differ much more from one another 
than do urban societies, both from one country to 
another and from one region within a country to 
another. The categories of large-scale cattle ran­
chers, owners of plantations that grow tropical 
or temperate-zone crops, annual or permanent 
crops, capitalized farmers, peasants ("viable” or 
"survival” farming), large and small tenants and 
sharecroppers and small farmers established by 
agrarian reforms, indigenous communities, per­
manent wage workers, temporary local day- 
labourers, migrant or urban resident workers, 
and so on, form only part of the picture. Census 
data for the 1980s reveal that a surprisingly large 
and growing fraction of the rural economically 
active population—21% in Brazil, 24% in Hon­
duras, 36% in Ecuador, 40% in Argentina and as 
high as 43% in Panama— is engaged in non- 
agricultural activities (ECLAC, 1986a, table 25). 
The most common occupations of a popular 
character are those of manual workers (espe­
cially craftsmen, carpenters, bricklayers or cons­
truction labourers), commercial workers of 
various kinds, domestic servants, ana transport 
loaders and drivers. But there is also a growing 
non-agricultural rural middle class consisting of 
professional and semi-professional workers 
(agronomists, teachers, etc.), wholesale mer­
chants or representatives of enterprises selling 
agricultural inputs, government officials and 
employees of financial and commercial entities, 
etc.

Obviously, rural social policies must take 
account of the specific needs of at least the most 
numerous and disadvantaged groups. This situa­
tion is complicated by the accelerated transfor­
mation of productive relations in the 
countryside, associated with the decline of the 
traditional hacienda where large landowners 
imposed bonds of domination and paternalism 
on peons and small farmers in the vicinity, all of 
which has undergone an upheaval as a result of 
the replacement of permanent wage earners by 
temporary workers. This transformation also
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involves the rise of modern medium-sized entre­
preneurs, some of them closely linked to the 
urban world, who are integrating advanced tech­
nologies, credit practices, bookkeeping and 
management practices into agricultural produc­
tion. At the same time, it must be pointed out 
that the "primary occupation’’ declared to the 
census taker is far from being the only one pur­
sued by rural residents. A high percentage of 
rural households continue to pursue multi- 
occupational strategies, maintaining at the 
extended-family level a certain identity as "semi- 
proletarianized peasantry’’. Thus, for example, 
even though permanent agricultural wage ear­
ners make demands specific to their salaried 
condition, it is obvious that they share the pea­
sant culture and its networks of solidarity based 
on family relationships and community, tending 
to identify with peasant interests (Llambi, 
1979). In fact, a significant percentage of those 
who migrate to the cities do not dissociate them­
selves from the rural economy but allocate their 
savings precisely to the capitalization of their 
land holdings {Durston and Crivelli, 1984). Con­
sequently an improvemeht in the allocation of 
resources or in the terms of trade of the pea­
santry will also benefit these workers or will 
motivate them to return to the family enterprise.

These are the reasons why it is advisable to 
make the^alization of the productive potential 
of the pedantry, centred in the popular rural 
family and the local community, the keystone of 
a strategy for productive rural employment. In 
the countries with recent or incipient occupatio­
nal transition, the peasantry continues to repre­
sent the bulk of the economically active 
population engaged in agriculture and maintains 
close relations of economic interdependence 
with the sectors of wage earners in commercial 
agriculture and non-agricultural manual labou­
rers. The proposed policies aimed at these last 
two sectors will therefore be analysed later, in 
close relationship with development strategies 
for the peasant economy.

3. Social services in a rural 
social policy

The reorientation of social services in the 
countryside should pursue the twofold objective 
of redistributing both consumption and assets. 
In the medium term, the function of such servi­

ces is to assume the classical auxiliary role of 
attenuating and compensating for the most 
acute inequities in the distribution of monetary 
income. For the short term, on the other hand, 
their task is "to take the first steps in a strategy ... 
for increasing the degree of control over produc­
tive resources that is exercised by popular sec­
tors” (ECLAC, 1988). This is aimed at increasing 
the available store of productive capacity that is 
represented by knowledge and skills, nutrition, 
health, etc., of the rural popular sectors in parti­
cular. The existing imbalances in the spatial dis­
tribution of social expenditure make it 
imperative not only to increase this expenditure 
but also to reorient it in favour of poor rural 
strata, as well as to transfer resources from those 
urban sectors that are in a more advantageous 
position, until the country reaches "the mini­
mum threshold of equity” necessary for attai­
ning sustained development.

Education is the social service that has 
expanded most in rural areas during the past 
several decades. In general terms, the peasant 
population has some access to formal basic edu­
cation, although this is often limited to three or 
four years. On the other hand, secondary educa­
tion, the key to occupational mobility in the 
modern economy, continues to be almost inac­
cessible for the majority of rural young people. 
In spite of the advances made, most countries 
continue to exhibit the enormous gap that has 
always existed between the average educational 
level of rural residents and that of people in the 
urban areas (ECLAC, 1986a, p. 90). What is 
more, as a result of the anti-rural bias often 
found in public expenditures, primary education 
is defective, which reduces its practical useful­
ness as an instrument for enabling students to 
understand the new agricultural technology or to 
train them for work in other sectors or for par­
ticipation in civic life. There is a cruel irony in 
the fact that young people from the countryside 
who return there after completing their secon­
dary education do not find any practical applica­
tion in peasant agriculture for the "human 
capital" they have acquired with so much sacri­
fice. When they are denied access to advanced 
technology and to credit, they are being deprived 
of the chance to use education as a channel for 
occupational mobility without abandoning agri­
culture. It seems evident that what is needed is 
the simultaneous introduction of technology and
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education. In view of the dilemma we have men­
tioned, perhaps the most appropriate vehicle for 
this will be the réadaptation of secondary educa­
tion to the needs of the modernization of the 
rural environment. The graduates of such educa­
tion could become efficient promoters of techno­
logical progress, since they themselves have an 
interest in the success of this process.

4. Policies fo r  the realization o f 
rural productive potential

Various proposals for rural development agree 
that the small peasant family farm involves a 
potential for economically sustainable produc­
tivity which has until now been suppressed by 
the existing social structures and relationships. 
In many countries the peasantry produces the 
bulk of the supply of the basic grains consumed 
by the popular strata. Localized experience indi­
cates that it could come to constitute the produc­
tive base for food-security policies and for 
policies designed to meet the nutritional needs 
of the entire population (ECLAC-FAO, 1983; 
Schejtman, 1987; Durston, 1983a).

There exists an extensive range of measures 
that can be resorted to if we want the rural 
economic policy to provide decisive support for 
the endeavour to increase production and land 
productivity  ̂ among the peasantry. The choice 
made in each case will depend on the combina­
tion of needs and the priority given to them, as 
well as on the possibilities and limitations (of 
the environment, of the persons involved and of 
the government). While it is true that needs can 
be identified technically, the possibilities and 
limitations are more closely related to competi­
tion for scarce fiscal resources. Popular partici­
pation thus becomes a key element for the 
successful pursuit of the political goal of achiev­
ing equity and eradicating extreme poverty in 
the countryside.

'The members of the peasant family are "workers”, "owners" 
and "entrepreneurs” at the same tíme. Thus they are interested not 
in having fewer workers with greater productivity per person but 
in increasing the profitability of the family farm and the income of 
the household. Consequently the stress should be placed on the 
introduction of technologies that will raise the productivity of the 
land, not on those which use less manpower. Training, rather than 
machinery, should be the key element in making manpower more 
productive.

Invariably the proposals for overall strate­
gies end with a brief recognition of the impor­
tance of popular participation. In the case of 
rural social development, the analyses of con­
crete experience arrive at an almost unanimous 
conclusion: that the degree of popular participa­
tion in design, administration, implementation 
and decision-making in projects designed to 
benefit the rural population constitutes the most 
decisive factor affecting the success or failure of 
these efforts to raise the standard of living of the 
neglected rural sectors (Lacroix, 1985; ECLAC- 
FAO, 1985; Durston, 1983a; Thiesenhusen, 
1987; and Longhurst, 1987).

For the majority of national and interna­
tional planners, rural society is a sort of black 
box, a reality unknown to them in their personal 
lives, which are generally restricted to urban 
society. Consequently the contribution made by 
the beneficiaries themselves to the design and 
identification of activities, plans and pro­
grammes may be essential. Along the same lines, 
the specific local realities in terms of resources, 
ecological systems and needs make it impossible 
to anticipate from the centre of the country what 
will be the crucial elements for the success of 
policies. Popular participation in communities 
or microregions is essential for the adaptation of 
national coverage programmes to the specific 
realities of each locality.

On the other hand, local institutions 
—informal, community or family-relationship 
institutions— like the networks of mutual assist­
ance that underlie them, constitute a valuable 
resource as instances of popular participation. 
This can be utilized to motivate the mobilization 
and articulation of peasant families in the pur­
suit of a joint effort.

The utilization of the potential of rural cul­
ture and informal rural institutions poses one of 
the greatest challenges to the application of the 
principles of popular participation. In general 
terms, specialists have overcome the age-old 
prejudice to the effect that rural culture would be 
merely an obstacle to development (the fact is 
that it is readapting itself on a permanent basis 
to an environment that is being transformed at 
an accelerated rate). But it is no less true that this 
culture contains some dysfunctional elements 
contrary to the objectives contemplated here 
—for example, the typical factionalistic and per-
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sonalistic oppositions that take the shape of 
clientele conflicts. In this context it is not easy to 
promote the growth of the existing mechanisms 
for assistance and solidary co-ordination. How­
ever, a number of experiments throughout the 
region indicate that the task is feasible, given a 
proper socio-cultural diagnosis and a methodol­
ogy carefully adapted to the immediate realities.

The spatial dispersion of rural residents 
makes it difficult to put development pro­
grammes into operation in this environment. 
The establishment of an authority for co­
ordination of and by the beneficiaries at a supra- 
local level can make a decisive contribution to 
the creation of links between communities 
through participation in an effort that serves 
common interests. The relative isolation and 
historical autonomy of rural microregions which 
have sunk into dire poverty have made possible 
the survival of their own power structures, with 
forms of domination, exploitation and political 
bossism that constitute one of the main obstacles 
to rural development programmes. The promo­
tion of popular participation both in decision­
making and in programme management is an 
inescapable condition if we wish to avoid the 
blocking of initiatives or the diversion of funds 
to purposes which have little to do with rural 
development.

Popular participation also constitutes part of 
the solution to the problem that arises from the 
inertia of the institutionalized bureaucracies, 
both in social services and in the ministries 
governing the area of production. Since these 
usually defend their structures and methods of 
operation, new national programmes that are 
designed especially to promote innovative rural 
development usually have greater chances of 
success if they manage to combine popular par­
ticipation with a structure that makes them 
directly responsible only to the highest political 
authority, with independent control over a fund 
of fixed expenditures, wages and investments 
and with supervisory faculties to oversee the 
governmental organizations that must be reor­
iented (Lacroix, 1985).

The organization of the power of rural pop­
ular sectors to participate and to exert pressure is 
indispensable for the viability of structural 
reform proposals, particularly because peasants 
are usually the "weaker partners" in any combi­

nation of forces to promote a national project. 
While the overall strategy must rest significantly 
on the creation of a "capacity for organized col­
lective action" (ECLAC, 1988), filling the cur­
rently existing gap in this field must be one of 
the priority challenges.

A matter of equal urgency is the elimination 
of the false perception that rural progress is 
hostile to the welfare of urban residents. Only if 
participation enables the rural population to 
increase its bargaining power and to shape its 
own proposals and its own alliances can society 
discover that equity in the rural environment is 
functional for the productive development of the 
country as a whole. In most countries the rural 
population is a minority, and there is no country 
in which it has sufficient strength to force accep­
tance of its demands, so that it is unrealistic to 
recommend a simple reassignment of consump­
tion in favour of the rural population. Instead, 
the resources allocated to this sector must be 
regarded as an investment which will benefit the 
entire country, since the foreseeable result is that 
it will help in expanding of the productive capac­
ity of the groups most lacking in capital and in 
increasing the demand for goods and services 
that are generated by other activities.

There already exists an extensive literature 
and ample experimental practice with regard to 
technologies capable of increasing the produc­
tivity of the peasant family enterprise. One 
group of such technologies consists in a knowl­
edge of the varieties of crops, local microclimates 
and practices that form part of the traditional 
rural culture (Durston, 1983b). It is important in 
this context to discard completely the aforemen­
tioned concept that such a culture would consti­
tute an obstacle to change. "Tradition is not 
static; it is being created every day, reconstructed 
every hour and negotiated socially within the 
home and between the home and the community 
to which it belongs” (Wilk, 1987).

Another group includes the "appropriate 
technologies”, often created by modern agricul­
tural science but with emphasis on low costs and 
the use of local inputs for the manufacture of 
simple machinery, the solution of difficulties in 
cultivation (lack of water, poor land and hillside 
land), and long-term ecological viability (Altieri,
1987). A third technological category that can 
benefit the rural population is the application of
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S ta te -o f-th e -a rt tech n iq u es and d iscoveries in  
b io tech n olo g y , w ith  em p h asis  o n  th e  crea tio n  o f 
lin es  o f  re sea rch  w h ich  w ill m e et th e needs o f 
sm all prod u cers (W u lf, 1986; S ch e jtm a n , 
1987b).

All of these lines of work have a thoroughly 
proven validity in practice or in scientific analy­
sis. Hence the question is not whether or not 
technology can appreciably increase the produc­
tivity of peasant agriculture but rather, as always, 
whether or not there exists a political capacity to 
channel sufficient resources for this purpose. If it 
exists, it will be necessary to make the body of 
appropriate technology operational, designing 
methodologies for combining it with the peasant 
practices of each local environment, training 
cadres and setting up institutional systems to put 
such technology into practice.

Another promising field of action is that of 
State support for the supply of production inputs 
and basic consumer goods to the peasant popula­
tion. In the experiments that have been success­
ful in th is sphere, the State or a 
non-governmental organization supports the 
creation of rural co-operatives and provides rec­
overable initial financing for rotating credit 
funds. This strategy is designed to overcome the 
prevailing limitations in access to inputs at suita­
ble prices, which resulted from the lack of insti­
tutional channels, of scale economies and of 
accounting and administrative skills (Barril,
1987).

Given the fact that the problems and shor­
tages of the peasantry are multi-faceted, it is also 
necessary to use an approach that will integrate 
and co-ordinate the various specific efforts. Inte­
grated rural development (IRD) programmes 
proliferated in the region during the 1970s. The 
increase in such programmes was caused in large 
measure by the impetus given to this type of 
approach by the World Bank. Since little success 
was achieved by the traditional programmes for 
promoting production in agriculture and stock- 
raising, people are becoming aware that techni­
cal assistance to production is not enough in 
itself to promote rural development, let alone to 
bring progress towards equity and achieve the 
elimination of poverty. We thus find that the 
attainment of these objectives requires the adop­
tion of special measures of a social nature, in 
combination with infrastructure and production

projects co-ordinated at the regional level so as 
to form an organic and coherent whole.

IRD programmes have also had little success, 
and this has recently led to a far-reaching re- 
evaluation of this approach. In fact, since the 
advent of the crisis of the current decade, the 
World Bank has not initiated any new large-scale 
IRD programmes. It is argued that because of the 
high costs of these programmes and the wide 
scope of their coverage, they are inappropriate at 
a time of financial and fiscal tightness. However, 
the essential principles of the integrated 
approach, which include complementarity of 
economic and social policies with a view to 
breaking the vicious circle of the reproduction of 
poverty, remain valid. The fundamental model 
of IRD may be viable even in situations in which 
capital resources are scarce, if by partially replac­
ing them one can attain the appropriate incorpo­
ration of the skilled labour force which at 
present is underutilized, and if genuine popular 
participation can be achieved.

IRD programmes have had greater success 
among peasants who are economically "viable”, 
since these people owned enough productive 
land acquired in earlier years and were operating 
in an environment which assured them a min­
imum of economic autonomy. However, a high 
percentage of the peasantry does not enjoy these 
two advantages; consequently it sometimes 
happens that the beneficiaries of IRD projects 
come to dominate the weaker peasants, thus 
increasing rural inequality (Dunham, 1983).

5. Social policy in contexts o f commercial 
entrepreneurial agriculture

Many projects for promoting the peasant family 
enterprise seem to have been designed as if such 
an enterprise were independent of the rural 
power structure. In most cases, however, the 
peasant is at the mercy of a combination of 
mechanisms and strategies utilized by the 
regional élites. In the areas of greatest moderni­
zation, the traditional social mechanisms of 
extraction have also been readapted, and this has 
caused changes in the terms of trade confronting 
the peasantry that produces basic grains, in the 
conditions of indebtedness and in contracts with 
agricultural industries and with wage-earning 
workers (Durston, 1982). Especially advantage­
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ous for commercial agriculture is the fact that 
peasants "with no potential for self-sufficiency 
in food" have limited access to land (Schejtman, 
1987b), since they constitute a source of occa­
sional wage-earning labour, available at low cost 
when needed. The small farm absorbs part of the 
cost of reproduction of the labour force (housing 
and a percentage of the food required), with 
consequent savings to the employer. Removing 
this kind of obstacle obviously requires some­
thing more than simple support for peasant 
agriculture.

In principle, cyclic complementarity in 
labour between the peasantry and the entrepre­
neurial sector may be modified and regulated in 
such a way as to contribute to the advance 
towards equity and towards the elimination of 
rural poverty. To that end it is necessary, first of 
all, that the State should introduce changes in the 
structures of economic relations which will elim­
inate the mechanisms of exclusion and extrac­
tion, so that peasant family farming 
(individually or grouped into collective organi­
zations) may realize its potential. Secondly, by 
establishing regulations for entrepreneurial 
agriculture and promoting rural trade-unionism, 
it is possible to bring about more equitable 
labour relations.

Three kinds of measures seem to be funda­
mental for attaining these objectives, designed 
to increase the productive capacity and demand 
among the agricultural semi-proletarians and 
peasant farmers in the true sense of the word. 
The first type of measure aims at improving 
agricultural wages or the pay of agricultural day- 
labourers in the entrepreneurial sector, which 
are usually much lower than the earnings of 
urban workers (for example, in construction 
work). The difference is due to several causes: 
that a part of the cost of reproduction of the rural 
labour force is absorbed by the small-farm sector, 
that entrepreneurs in traditional agriculture 
operate on very narrow profit margins, that sur­
plus manpower is available most of the time and 
that wage-earners have very little bargaining 
power to demand better pay, especially when 
employers actually show a clear preference for 
short-term contracts. All of these causes, in turn, 
result from the economic and power structures 
prevailing in many rural areas.

The trade-union mobilization of day- 
labourers in particular requires support (or at 
least protection) from the State in order to bring 
about collective bargaining that is equitable in 
matters relating to wages. This route provides a 
reasonable chance of increasing the earnings of 
workers in the most dynamic activities in farm­
ing that produces industrial or export crops, 
whose profit margins are usually larger and in 
which the cost of manpower has little effect on 
the final cost of the product. The same consider­
ations seem valid for processing and packing 
activities; in all of these cases, popular participa­
tion is as crucially important (although in differ­
ent forms) as among the peasantry.

The second type of measure is designed to 
moderate the effects of the strongly cyclical 
nature of the demand for labour in entrepre­
neurial agriculture. This has become more acute 
with the modernization of large agricultural 
operations, which have substantially reduced 
their staff of permanent workers but have 
greater seasonal need for labour at harvesting 
and planting time. The poverty syndrome of the 
semi-proletarian peasants includes not only low 
wages but also the inadequacy of their own pro­
duction during the long periods when there is no 
work to be had in the large modern agricultural 
establishments.

This situation could be improved by stabiliz­
ing the demand for agricultural manpower 
throughout the annual cycle —for example, by 
giving preference in the granting of credit to 
cultivation which is more permanent or which 
utilizes techniques that are more labour- 
intensive. Similarly, proposals aimed at increas­
ing the productivity of peasant farms will help 
the semi-proletariat to stay above the cyclic pov­
erty level during the months when there is no 
demand for wage labour. The absorption of 
manpower in work on peasant farms will, in 
turn, reduce the oversupply of day-labourers, 
which may force an increase in wages and, ulti­
mately, in the genuine efficiency of the entrepre­
neurial sector, as opposed to the "spurious 
efficiency” based on the impoverishment of the 
labour force.

To the extent that the cycle of peasant culti­
vation coincides with the cycle of entrepreneur­
ial agriculture, such an increase in employment 
would no doubt help to raise the standard of
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living of the rural semi-proletariat, but it may 
make entrepreneurial agriculture more difficult 
at its times of maximum demand. What is 
needed, therefore, is to decide upon measures 
that will generate greater complementarity 
between the annual cycles of tasks in the peasant 
economy, on the one hand, and the demand for 
temporary manpower in entrepreneurial agri­
culture, on the other hand. In each microregional 
context there exists a range of alternative types 
of cultivation with different annual cycles, the 
selection and promotion of which by the State 
should depend on the contribution they make to 
complementarity in the use of the labour force.

We are not suggesting the creation of condi­
tions that will make it impossible to maintain 
efficient commercial entrepreneurial agricul­
ture. Such agriculture has had and should con­
tinue to perform a decisive role in increasing 
farm production. However, it is necessary to 
eliminate the bias favouring this type of agricul­
ture in many countries and making itself felt in 
the policies that govern labour, prices and subsi­
dies, in taxation, expenditure on infrastructure, 
research and extension activities, in the granting 
of credit, etc.; such preferential treatment consti­
tutes unacceptable discrimination against the 
peasantry and the agricultural proletariat. 
Indeed, in some cases a fraction of the resources 
used to finance these direct and indirect subsidies 
to entrepreneurial agriculture would have been 
enough to promote peasant agriculture (Hewitt, 
1976; Estevez, 1980; Palau, 1987). At the same 
time, it is essential to establish tax reforms that 
will levy higher taxes on the net profits earned 
by entrepreneurial agriculture, instead of contin­
uing to collect the traditional social-security con­
tribution based on the number of persons 
employed, which destroys the incentive for con­
tract employment of manpower. Rigorous appli­
cation of the present tax laws would suffice to 
bring an appreciable increase in tax collections. 
The additional funds could be allocated to prom­
oting increased productivity and expanding the 
demand capacity of the lower-income rural 
strata.

6. Agrarian reform, land policy 
and social development

The most radical example among the policies 
intended to correct distortions in the relation­
ship between entrepreneurial agriculture and 
peasant farming consists in expropriation and 
transfer of land ownership. Its application takes 
place in situations characterized either by the 
inefficient use of large expanses of productive 
land or by extreme concentration of land and 
water, with severe impairment of social welfare.

In recent years the subject of agrarian reform 
seems to have come to the fore again, after being 
practically taboo for a decade in many countries, 
to the point where it aroused interest only in 
connection with a few technical analyses of a 
historical nature. Recent studies and reports 
published by international organizations (Inter- 
American Development Bank, 1986; Lacroix, 
1985; Longhurst, 1987) hold that under certain 
circumstances it is a legitimate and even neces­
sary measure. "Agrarian reform ... is an impor­
tant question in a number of countries. This is 
what should happen when there are great 
inequalities in the distribution of income and 
land, when large areas of arable land are put to 
extensive use and when the prospects for 
employment in other economic sectors are not 
favourable” (IDB, 1986, p. 155).

In reality the subject was never considered 
obsolete by experts in rural development. But 
the model of productive modernization and the 
orthodox and neoliberal theories so fashionable 
during the 1970s and the early 1980s contra­
dicted this concept of State intervention. Be that 
as it may, the succession of incomplete agrarian 
reforms, symbolic or reversed, in various coun­
tries of the region, failed to deal with the funda­
mental problem, that is to say, with the extreme 
concentration of fixed and financial capital, 
skills, technology and infrastructure and of the 
marketing networks.

The negative effects of the concentration of 
land make themselves felt not only in situations 
in which traditional, although somewhat rea-
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dapted, agricultural and stock-raising production 
methods, such as the traditional hacienda, still 
persist. It is true that in those areas in which 
modern, capitalized and highly competitive agri­
culture has developed, the subject of agrarian 
reform is becoming more conflict-ridden and 
difficult to justify as a measure for appropriation 
and distribution (Lacroix, 1985). Nevertheless, 
the simple dichotomy between the hacienda 
agriculture and modern agriculture disregards 
the historical fact that alliances have been 
formed under various economic conditions 
between traditional hacienda sectors and mod­
ern entrepreneurial groups. What is more, a 
significant portion of agricultural moderniza-

[ion to [(¡to pkt protf
whicb were ns n
character but which in fact were modernized by 
their owners.

Similarly, the image of efficiency and high 
productivity that many large-scale farmers 
endeavour to project distorts a complex reality in 
which the use of political influence has often led 
to the more or less covert acquisition of generous 
subsidies and State privileges. To a degree which 
varies with the country and the time, fixed prices 
and subsidized credits, apart from other indirect 
forms of subsidy —such as State agricultural 
and livestock research at commercial 
establishments— mean that the levels of pro­
ductivity of the modern stratum are lower in 
practice than the reports indicate, since they 
conceal a cost that should have been assumed by 
the national society as a whole.

Agrarian reform is usually not regarded as 
belonging to the category o f  social policies”; yet 
it is obviously the redistributive policy par excel­
lence. Furthermore, it constitutes an instrument 
which can be very effective for achieving equity, 
eliminating extreme rural poverty and relieving 
migrant pressures on labour markets and social 
services in the cities. In those countries in which 
extremely high concentration of land exists side 
by side with an impoverished small-holding 
population and a semi-proletarian landless pea­
santry and in which these two categories consti­
tute a significant percentage of the national 
population, reform of the land-tenure structure 
—including the provision of technical and credit 
assistance for increasing the productivity of the

beneficiaries— must be considered as an inevita­
ble medium-term measure.

In the final analysis, beyond the question 
whether or not agrarian reform, in terms of a 
process of land expropriation and redistribution, 
should be applied in a specific country, it seems 
proper to suggest that every State should estab­
lish a permanent policy for land tenure and use. 
Such a policy should specify explicit goals with 
regard to the optimum combinations of the 
national configuration of land holdings accord­
ing to size, in relation to the different types of 
use. These goals would be determined through a 
deliberate effort to reconcile economic and social 
objectives, taking account of the relationship

between wsM land reforms and tkprovision
o (  v m i i s  iaputs to p e u a n t  iiticu ltiite  and the
application of wage policies in the sector of 
entrepreneurial agriculture.

This policy of land tenure and use, which 
should form part of an overall national project 
for sustained and equitable development, would 
be subject to periodic revision in order to adapt it 
to the evolution of economic and social condi­
tions and to possible changes in the goals them­
selves, as a result of changes in the correlation of 
political forces. Its principal advantage is that it 
would provide a more coherent overall view of 
the complex problem of tenure, facilitating in^er 
alia the decision whether or not agrarian reform 
should be applied in a particular economic 
situation.^

1 . T h e  creation o f non-agricultural 
rural employment

Whatever may be the time-frame adopted, it is 
clear that the creation of new productive 
employment outside the agricultural sector con­
stitutes a key element of any strategy for rural 
development with equity. In the short term it 
represents an alternative way of dealing with the 
emergency caused by the crisis, whenever the 
deterioration in workers’ income can be eased by 
the employment created through increased

T o r a more detailed discussion of the subject of agrarian 
reform see, for example, Warman (1977), the journal Conyuntura 
a^ropecuaria (1987) and the Ministry of Farm Development and 
Agrarian Reform of the Republic of Nicaragua (1986).
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investment in infrastructure. Large-scale 
employment programmes for the construction 
of aqueducts, sewers, electrical networks and 
housing have the virtue of improving the basic 
conditions of rural life and reducing the incen­
tives for migration to the cities. Noteworthy in 
this connection is the capacity of certain tempor­
ary activities —the construction of highways and 
irrigation systems— to generate permanent 
employment as well (Klein and Wurgaft, 1985). 
The construction of local irrigation microsys­
tems can generate particularly significant 
increases in production and employment, in so 
far as rural strategy is centred on the realization 
of the latent productive potential of the peasant 
sector.

In the medium term an improvement in 
non-agricultural rural employment is indispen­
sable. It is beyond dispute that this subsector is 
growing more rapidly than agricultural employ­
ment. Between I960 and 1980 it increased from 
12.5% to 21% of the total economically active 
rural population in Brazil, from 19% to 36% in 
Ecuador, and from 19% to 43% in Panama 
(ECLAC, 1988, table 20).

Construction, handicrafts and trade are 
activities which have become traditional in 
almost every peasant culture, and therefore they 
offer some comparative advantages for the crea­
tion of productive rural employment. Handi­
crafts and trade employ a large number of 
women, while construction offers an interesting 
potential for expansion in the absorption of 
male workers, in combination with self-build 
programmes and remuneration in the form of 
food. This potential may be oriented towards an 
improvement of currently available housing, to 
the extent that the effective capacity of rural 
demand would expand; but it may also extend to 
social infrastructure: health centres, schools, 
community halls, commercial premises, govern­
mental offices, granaries and warehouses, etc.

The promotion of non-agricultural employ­
ment, viewed in the medium-term perspective, 
also requires complementing this policy with the 
annual cycle of peasant cultivation of basic grains 
and other crops. In general, the non-agricultural 
activities that arise in the countryside have their 
own cycles, as happens in the case of agricultural 
industry, the production of inputs for agricul­
ture, construction, tourism and some commer­

cial and manufacturing categories, but many of 
these activities are complementary to those of 
the peasantry. The State may promote the crea­
tion of such temporary employment, either 
through infrastructure projects or through sup­
port for co-operative or communal micro­
enterprises.

In the longer term, rural non-agricultural 
employment takes on crucial importance. The 
capacity of agriculture to absorb manpower is 
limited, especially if the aim is to continue 
increasing the productivity and income of the 
persons engaged in this sector. Once the first 
stage in which support is given to the peasant 
economy has been passed and measures designed 
to increase manpower needs are promoted for 
commercial agriculture, the rate of expansion of 
agricultural employment will probably decrease 
again, no matter what strategy is adopted. It may 
also be expected that in the long term the new 
non-agricultural occupations will demand a 
more skilled type of manpower, either in agricul­
tural industry, in the rurahzation of manufactur­
ing industries or in modern social services.

8. The promotion o f  demand

In numerous development programmes for pea­
sant agriculture, it has been easier to increase 
production than to keep it at its new level. Small- 
scale producers have often gone quickly from 
euphoria to disappointment when a good harv­
est gluts the market and results in the ruin of 
peasants who had gone into debt in order to 
make investments. A good public service for the 
accumulation and regulation of the grain market 
and of markets for other crops may avert disas­
ters of this kind in the short term, but it will be 
incapable of preventing the chronic oversupply 
that results from "too much success” in the pro­
motion of peasant production.

Obviously the increases in supply should be 
accompanied by a decrease in the cost of produc­
tion and marketing and also, most particularly, 
by an increase in the purchasing power of the 
broad strata whose incomes are marginal. A 
number of countries have been promoting the 
construction of family and community silos and 
granaries in order to ensure the supply and con­
servation of food for the producers themselves. 
Similarly, support is being given to the direct
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delivery of fresh vegetables to urban consumers. 
Although there is a tendency to exaggerate the 
magnitude of profits and the inefficiency of 
small and medium-sized middlemen, there is no 
doubt that State assistance in logistical, legal and 
advisory questions tends to cheapen and make 
more mobile the flows of these products, to the 
benefit of producers and consumers (Monje, 
1987; Iturriaga, 1987; CIERA, 1987).

Improvement of the purchasing power of 
the urban population is a subject which is beyond 
the scope of this study. However, it is worth 
mentioning that, unlike what happens in the 
case of middle-class and upper-class households, 
the poorer urban families spend disproportion­
ately more money on food as their per capita 
income increases.

The success of policies aimed at generating 
jobs and improving income for the benefit of the 
popular strata may be expected to bring about 
changes in the composition of the family food

basket. In the following phase, therefore, it 
would be indispensable that the peasant sector 
should engage in activities complementary to 
the cultivation of basic grains, diversifying its 
production to an increasing extent, so that it will 
also include the products of activities such as 
intensive stock-raising, fish-farming and dairy­
ing, fruits and vegetables, etc.

Lastly, since in many Latin American coun­
tries malnutrition is concentrated in rural areas, 
more particularly among the small-holding pea­
sant population, it may be anticipated that the 
increases in production and sales in the catego­
ries which they engage in by preference will have 
a considerable direct impact on the demand for 
such goods, either through consumption by the 
farmers themselves or through horizontal 
exchange between areas with different kinds of 
agricultural specialization. This phenomenon, in 
turn, will open new markets for mass- 
consumption manufactured goods (IDE, 1986).

Ill

Final considerations

1. Rural social change and overall 
long-term development

We thus return to the initial subject of this study, 
namely, the urgent need to realize the potential 
of supply and demand among the poor strata of 
the rural population in order to expand the 
domestic market, as well as the role to be 
assigned to rural social policy as part of sustained 
overall development, in the light of the restric­
tions now being faced by Latin America.

In the long term, the type of strategy which 
has been proposed here will be successful only if 
the peasantry will —instead of generating 
greater and greater surpluses of manpower, 
which exert pressure on the urban unskilled- 
labour market— become a generator of produc­
tive employment that can stimulate the domestic 
market. For this purpose, it is indispensable to 
offer better occupational opportunities and bet­
ter expectations of life to the new generations of 
young peasants, so that a start will be made on

reducing the welfare gap that separates the rural 
areas from the urban world. It is also essential 
that peasant families should in fact be able to 
keep their children in school full-time until they 
complete their secondary studies, and to do with­
out the children’s labour on the farms. This 
implies a long-term investment and an improve­
ment in the child’s quality of life. The reduction 
of the difference in fertility between this social 
group and other social groups  ̂will also be accel­
erated if educational opportunities, which favour 
mobility from the peasantry to highly skilled and 
productive occupations in other sectors, are 
expanded.

Thus, in the short or long term, the creation 
of rural employment must go much further than 
the attainment of mere survival, and it is indis­
pensable that it should also promote upward

^The overall fertility rate of women in peasant families is 
approximately twice the rate observed among middle-class women 
(CELADE, 1987).
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occupational mobility in the rural areas them­
selves, either in agriculture or in other activities.

For the attainment of this goal and the grad­
ual withdrawal of children from the tasks 
involved in exploitation of the family farm, it is 
necessary that the popular strata —peasants or 
wage earners— should significantly increase the 
control they exercise over various productive 
resources. This, in turn, requires rejecting the 
approach that has traditionally been used in 
dealing with rural social development. It also 
presupposes that the popular strata of the rural 
areas will assume their proper role in the demo­
graphic activities of civil society.

2. Putting good ideas into practice

The consequences of the crisis require a drastic 
reorientation in rural socio-economic policies. In 
order to combat extreme poverty and inequity in 
the rural areas, a wide range of good ideas, 
appropriate techniques and effective policies is 
already available. It is also possible to imagine 
more than one viable line of strategy for the 
1990s, using a combination of several different 
policies.

The question of success or failure thus 
becomes dependent on how these reforms will 
be financed and how the political strength for 
carrying them out can be mobilized, two ques­
tions of a highly practical nature. In the preced­
ing pages we have attempted to deal with both 
these questions, although necessarily in an 
abstraa and in simplified form. As for financing, 
beyond the attenuation of the extreme inequali­
ties prevailing in the rural environment, we 
must also transfer to that environment some 
resources obtained from urban society. We have 
advanced the thesis that such a process would 
turn out to be beneficial to the country as a 
whole. With regard to political viability, we have

suggested that the point of departure would be 
the operationalization of the abstract principle 
of "popular participation”.

A number of Latin American countries have 
made efforts in recent years to put strategies of a 
general type, such as those proposed in this 
study, into practice. The growing concern at the 
spontaneous evolution of rural poverty has 
prompted specific actions aimed at intervention 
in various national contexts. In these cases we 
observe the simultaneous presence of three stra­
tegic elements; i) the legally guaranteed alloca­
tion of a percentage of the federal budget, or of 
the amounts collected through value-added taxes 
or through customs duties on imports, in such a 
way as to produce large-scale and permanent 
financing for the areas of greatest poverty;
ii) the modernization of municipal govern­
ments, which will become decentralized execut­
ing agencies for development planning; and
iii) the creation of popularly elected councils, at 
the local, municipal and provincial levels, 
invested with decision-making powers for the 
choice and administration of local development 
projects (Bustamante, 1987; Republic of Colom­
bia, 1987; Republic of Guatemala, 1987).

The immediate future will be the add test of 
these strategies. The big question is whether 
such alliances and mobilizations will have 
enough strength to put these legal provisions 
into practice, in the face of stubborn resistance 
and counter-offensives from vested interests and 
the holders of local and regional power. If these 
strategies fail to achieve their aim, then the 
measures for financing and participatory mobili­
zation, conceived precisely for the purpose of 
realizing the good ideas available for rural social 
development, will be recorded in the history 
books as merely one more of the many good 
ideas which were shattered in their assault on 
the immovable structures of privilege.
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Interaction between 
the public and 
private sectors 
and the overall 
efficiency of 
the economy
]uan M.¥. Martin^
The countries of Latin America are confronting the 
challenge of dealing with a restructuring of their 
economies on the basis of adverse conditions result­
ing from the crisis. Neither the neoUberal State nor 
traditional interventionism can perform the exact­
ing task that the crisis situation and the need for 
transformation demand. On the contrary, what is 
needed is a joining of forces by the social and produc­
tive sectors which proceeds from the assumption 
that competition is not only internal but also 
international.

As shown by the successful experience of some 
countries of the developing world, the role of the 
State is crucial in this context, but it is necessary to 
change its traditional libretto: less regulation and 
more promotion of development. Greater decentral­
ization of decisions would make it possible to expand 
the capacity for innovation. Thus, it would be desira­
ble —for reasons of social rationality— to combine 
planning and the market instead of insisting that 
they oppose each other. Indeed, what is needed is to 
promote a new arrangement of public, State and 
private interests which will be more functional, so as 
to establish a virtuous circle of relationships. The 
reason is simple but powerful: the mixed nature of 
an economy is determined not only by the obvious 
coexistence of various forms of ownership but also 
by their interactions and articulations and by the 
modalities of functioning of the economy as a whole. 
The purpose is not the thoughtless dismantling of 
the present system of regulations and the State- 
controlled productive apparatus, but rather its 
rationalization —in a gradual and clearly understood 
manner— so as to improve the overall efficiency of 
the economy, in its public and private sectors.

In this context, the policy of public enterprises 
should be revised, to concentrate on strategic and 
priority activities at the macro level and to moder­
nize their structure and regain the entrepreneurial 
spirit at the micro level.

*Co-ordinator of the Public Sector Programming 
Area of ILPIiS.

Introduction

The expansion of the public-enterprise sector 
(PES), especially during the last two decades, has 
been a generally observed phenomenon in 
mixed economies, not only in the developing 
countries of the world but also in the developed 
countries.

One of the basic characteristics of the PES in 
the context of Latin American countries is its 
marked heterogeneity, with regard to the forms 
of juridical organization, to the asset structure of 
its enterprises, to the nature of the goods and 
services it provides and to the various markets 
and social needs towards which it is oriented, 
even including the actual history of the creation 
of each enterprise or its incorporation into the 
public sector. In reality there exist several paral­
lel histories in the shaping of the PES which are 
governed by different rationales. For this reason, 
it is pointless to diagnose the problems of the 
sector without some reference to its heteroge­
neity, or to establish uniform policies for such a 
complex and diverse reality.

The PES has played a deliberate and decisive 
role in the consolidation of the independent 
national States of the region and their process of 
economic and social development. However, 
some national analyses agree in pointing to a 
growth of the PES during the past few years that 
was not necessarily planned; this growth has 
been the result of ad hoc solutions for problems 
of economic policy (for example, the incorpora­
tion of private enterprises which have gone 
bankrupt) rather than the consequence of a long­
term orientation towards agrowing nationaliza­
tion of the economy.

When this result is understood in its 
entirety, the PES constitutes a complex and 
diversified technical, economic and financial 
conglomerate which is very difficult to manage 
and control effectively; some of the factors 
involved are: the difficulties encountered in 
administering conglomerates of large dimen­
sions (public or private); the excessive demands 
made on disarticulated public apparatuses; and 
the difference between State ownership and the 
capacity for effective public management.

Furthermore, these conglomerates operate 
in the context of economies which exhibit visible



102 CEPAL REVIEW No. 36 / December 1988

signs of overall inefficiency, both in the public 
sector and in the private sector, in a perverse 
circle of integration. Consequently, taking aim 
solely at the lack of efficiency in the PES does not 
seem the most satisfactory approach; it seems 
more appropriate to stress the need for increas­
ing the overall efficiency (public and private) of 
the economy in order to improve its foreign 
competitiveness and to rationalize its internal 
functioning.

The difference between opinions and reali­
ties and the difficulties in understanding what is 
happening with State intervention in Latin 
America are due partly to the lack of a theory 
capable of explaining the real functioning of a 
mixed economy and providing a foundation for 
the design of policies and other measures for 
concrete action. The multifaceted nature of the

subject gives rise to many attempts at interpreta­
tion, generally contradictory to one another, and 
requires empirical methods of analysis. To a 
large extent, an understanding of State interven­
tion must still be sought in social and economic 
practice, before the theories applicable to this 
subject are fully developed.

In this context there are three outstanding 
topics which are clearly interrelated. In section I 
we shall analyse the modes of interaction of the 
public and private sectors in the context of the 
mixed economies of the region. Next we shall 
review some basic elements for a reform of the 
PES (section 11), and lastly, we shall examine the 
central characteristics of the programme of pri­
vatization (section III). In our final considera­
tions we shall formulate some questions as the 
basis for our debate.

I

Interaction of the public and private sectors

A mixed economy may be characterized essen­
tially by the coexistence of two basic organiza­
tional principles: i) the principle of the private 
economy, based on market relationships and 
with the profit rate as the main guide in the 
allocation of resources; and ii) the principle of 
the public economy, where the organizing prin­
ciple that prevails is the allocation of resources 
through administrative provisions or processes 
of a political nature.

There are, in short, two different kinds of 
logic to govern allocation: one through the 
market, and the other outside of the market.

These two kinds of logic interact both at the 
microeconomic and at the macroeconomic level. 
The first type of interaction is found in mixed- 
ownership enterprises, in which private and 
public capital are articulated at the microeco­
nomic level through a relatively broad range of 
modalities. At the macroeconomic level, on the 
other hand, both kinds of logic interact through a 
combination of many economic policy measures, 
partly created by demand and partly imposed. 
These measures, in turn, may be divided into 
anti-market policies (regulations of all kinds)

and pro-market policies (various measures for 
encouraging private activity).

In the Latin American case, State interven­
tion —and in particular, public production— has 
been based on two types of considerations, both 
of them related to the allocation of resources, but 
from different points of view. The first, of a 
more academic character and with a microeco­
nomic and static focus, concentrated on correct­
ing the so-called defects of the market; the 
second, more pragmatic and with a macroeco­
nomic and dynamic focus, revolved around the 
role of the State in the process of capital 
accumulation.

The traditional theoretical approach to an 
economic analysis of public production is based 
on the propositions of the "welfare economy”. 
As is well known, given a specific distribution of 
production factors, the competitive forces in a 
market economy would generate an allocation of 
resources which is efficient by Pareto’s defini­
tion. There are a number of reasons why the 
system of market prices does not provide ade­
quate signals for the efficient allocation of 
resources. In the context of this discussion.
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attention should be given to two of these rea­
sons: i) When there are yields which increase 
with the scale of production, for example in the 
distribution of electric power, and it) the pres­
ence of externalities, as is the case with conges­
tion in urban transit. The most common 
response to this situation in the economies of 
Latin America has been public production.

Consequently one of the theoretical justifica­
tions for public production is found in considera­
tions of allocation efficiency; that is to say, it 
aims at achieving an efficient allocation of 
resources in the economy as a whole. In contrast, 
the argument in favour of private initiative rests 
on the role of incentives and restrictions created 
by competition in order to attain productive (or 
technical) efficiency of the enterprise (maximi­
zation of profits or minimization of costs for a 
given level of production).

The normative focus of public-enterprise 
economy implicitly presupposes the existence of 
production efficiency. The empirical relevance 
of this assumption is important, inasmuch as 
production efficiency is a necessary condition for 
allocation efficiency (Rees, 1984), which, as has 
been pointed out, is the basis for public produc­
tion. The heterogeneity of the public-enterprise 
sector in the countries of the region makes it 
impossible to give specific answer, let alone a 
unique answer, to the question whether or not 
this assumption is valid. The danger posed to 
production efficiency by a possible difference 
between the actual modalities and the normative 
view of management was made clear long ago 
(Little, 1952). The central argument pointed to 
the complications of a context which made it 
impossible to define clearly the objectives of the 
enterprise and, at the same time, the difficulties 
in evaluating its management on the basis of 
results.

A public enterprise must satisfy three kinds 
of logic: i) that of an entrepreneurial entity; 
ii) that of an instrument of governmental policy; 
and iii) that of a productive unit subject to public 
evaluation (Martin, 1986). The frequent lack of 
agreement between the first two kinds of logic 
(maximization of profits as opposed to effi­
ciency in attaining governmental objectives) 
helps to create an image of inefficiency of the 
public enterprise which is based on its financial 
deficit, or alternatively, on its need for compen­
satory tax resources. Parallel with this, the pres­

sure for reducing the public enterprise’s 
expenditures results in a deterioration of the 
levels of service, thus damaging its valuation 
within the ambit of the third kind of logic (a 
productive unit subject to public evaluation).

In theory, a private enterprise is guided by a 
simpler logic, namely, maximization of the 
profit rate, and a clear indicator of its perfor­
mance is the market value of its stock. Further­
more, competition in the product market 
punishes inefficient enterprises with bank­
ruptcy, while competition in the capital market 
makes it possible to shift the guidelines of the 
enterprise before it reaches a critical point in its 
management.

However, the reality of the economies of the 
region does not agree with this model of market- 
imposed discipline. The lack of competition in 
product markets, the minimal number of enter­
prises quoted on the stock exchange, their rela­
tively closed capital structure and the poor 
development, or indeed the speculative perver­
sion of capital markets, reduce quite appreciably 
the pressure on private enterprise to attain effi­
ciency in production and allocation.

This contrast between supposed incentives 
and real incentives, both in the management of 
public enterprises and in that of private enter­
prises, is a clear indicator of the deficiencies in 
the overall functioning of the economy. An 
explanation for it must be sought in the second 
viewpoint mentioned earlier: the role of the 
State in the process of capital accumulation.

The magnitude and rate of State interven­
tion in the Latin American economies, begin­
ning immediately after the Second World War 
—and in some countries, beginning some years 
earlier— was based on a fairly general consensus 
concerning the role that should be played by the 
State in the dynamization of the process of eco­
nomic development. This model was based, on 
the one hand, on the State’s capacity to finance 
its own expenditures and reallocate the flow of 
savings in the economy and, on the other hand, 
on a broad and consistent system of regulations.

This coherent combination of mixed produc­
tion and regulations shaped a pattern of growth 
in which two economic factors became conspicu­
ously dynamic: the State monopoly —natural 
and protected— and the protected private 
monopolies and oligopolies. In both cases, the 
lack of competition severely restricted incentives
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for attaining efficiency in production and in the 
allocation of resources; similarly, it led —on the 
part of both State and private management— to 
a constant struggle for the appropriation of 
quasi-rents originating in reserved and incontes­
table markets.

In this context, the logic of public production 
and that of private production have interacted in 
a pattern of increasing conflict, especially since 
the crisis in this model in the early years of the 
past decade, i) In connection with entrepre­
neurs, we observe a dual attitude towards State 
intervention: their propensity to adhere to an 
ideological discourse that blames State interven­
tion for most of their troubles and, on the other 
hand, their pressure on public resources to com­
pensate for their lack of competitiveness, to 
increase their profits or to make up losses result­
ing from mistaken decisions, ii) On the part of 
public officials, we can also observe two types of 
attitude; their intention to transfer the modali­
ties of private management mechanically to the 
public sphere, disregarding the differences in 
objectives and procedures that arise from the 
particular resource-allocation logic in each sec­
tor, and their insistence on imposing more far- 
reaching regulations because they regard the 
private sector as structurally and permanently 
too weak to exercise the entrepreneurial role, or 
inevitably perverse in its modality of operation.

Any of these positions can unquestionably be 
supported by experience: it is possible to argue 
about the "failure of nationalization”, just as it is 
valid to speak of "the nationalization of failure”. 
However, the point is that unless this situation 
of conflict and mutual distrust is overcome, the 
work of development and democratic coexist­
ence is less likely to succeed. In short, we must 
build the bridges that will enable us to span the 
gaps that each position insists on creating 
(ILPES, 1985). In this connection, it is relevant to 
remember that relations between the partici­
pants in the two sectors have become less and 
less secret in the modern economy; conse­
quently, the importance of negotiation has 
increased.

It is probably time for a new agreement on 
limits between the public and private sectors, but 
is beyond doubt that there is an urgent need for 
agreements on frontier integration (with prior­
ity among them being given to an agreement on 
technological innovation and another on the

flow of reciprocal financing). The reason is sim­
ple: the mixed nature of an economy is deter­
mined not only by the obvious coexistence of 
different forms of ownership but also, and prim­
arily, by their interactions and articulations and 
by the modalities of functioning of the economy 
as a whole. Within a democratic framework, 
both the possible new treaty and the above- 
mentioned agreements should be widely dis­
cussed and open and above-board.

The unprecedented challenges posed by the 
crisis require different solutions today; in partic­
ular, we must attain greater overall efficiency 
and make the productive structure more flexible 
in order to maximize its capacity for long-term 
adaptation to unfavourable changes and to the 
opportunities that a volatile and turbulent exter­
nal framework also offers. Thus the task of 
development requires facing the connection 
between entrepreneurship and government as a 
subtle challenge to work of social concertation. 
Only an authentic entrepreneurial force (private 
and public) can serve as a leader capable of bring­
ing about the changes that will be needed to 
modernize the productive apparatus; only 
governmental leadership, with a long-term 
vision, can distinguish the risks of technological 
dependency and reduce them through a develop­
ment policy that has the approval of society as a 
whole (ILPES, 1987).

In this connection, the countries of the 
region are facing the challenge of an offensive 
carried on with conspicuous persistence by inter­
national financing organizations and other 
external observers, which stresses the need for 
privatization (Aylen, 1987). This proposal for a 
change in direction has entered the area of inter­
nal discussion in several countries of the region 
and has found a favourable echo in some national 
entities. Others have questioned either the foun­
dations, the magnitude or the rate of the pro­
posed change in direction.

Although a dogmatic and indiscriminate 
application of this position must be opposed, 
there are two good reasons why the problem 
should be carefully analysed in the context of 
each national situation: one reason, which is 
political in nature, is that the idea that every­
thing must be created or resolved through State 
initiative is contradictory to the very concept of a 
mixed economy; it results in passive and depend­
ent social behaviour bearing little relation to
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reality and to undesirable reductions in the crea­
tivity, initiative and responsibility of the various 
national entities; the other, of a technical nature, 
rests on the fact that the combination of func­
tions performed by the governmental sector 
constitutes a very complex and diversified pro­
ductive, economic and financial conglomerate 
and that, in addition, it has some perverse articu­
lations with the private sector and imposes upon 
the government a set of demands which exceed 
its available supply of real creative, negotiating, 
organizational and financial resources.

There is also a more pragmatic reason: in the 
countries of the area, governments have adopted 
or are considering actions to redefine the rela­
tionship between the public and private sectors, 
within a framework of sharp controversy or

uncertainty concerning the possible results. 
Unquestionably a serious effort of imagination 
and initiative must be made in order to find 
acceptable and viable solutions. In section III we 
shall consider the arguments and the recent 
experience of privatization programmes.

It should also be pointed out that even if 
major successes are achieved in the process of 
privatization, transfer of management or decen­
tralization, it seems realistic to believe that a 
broad public sector will continue to exist, and 
this fact will make it necessary at the same time 
to continue and intensify the effort for moderni­
zation and improvement of the economic and 
social performance of the public sector, a subject 
which will be discussed in the next section.

II

The reform of the public-enterprise sector

In the Latin American experience, with national 
variants, the PES has been shaped predomi­
nantly in the so-called ministerial-supervision 
régime. This structure had as its purpose the 
attainment of the objectives fixed in the constit­
uent document of each enterprise, harmonizing 
its management with the policy and program­
ming established by the government for the sec­
tor in which it was active, and the granting of the 
administrative, operational and financial auto­
nomy necessary for efficient management.

In addition, the integration of the sectoral 
ministries into a National Planning System was 
aimed at making the activities of each ministry, 
including its associated entities, compatible with 
the more general objectives of development 
policy.

However, this formal design disregarded a 
fundamental question in the analysis of the 
problems of organization and management of 
the public sector: the fact that public enterprises 
exist in the political space of the interests asso­
ciated with a specific governmental policy.

This omission was based on a concept of the 
State and society that was distorted by formalism 
and was inconsistent with the complex nature of

reality. It presupposed a monolithic view of the 
State apparatus, corrupting both its real rela­
tions with civil society and the characteristics of 
the process of public-policy formation within 
the State bureaucracy.

The State apparatus is not the result of a 
rational process of structural differentiation and 
functional specialization, nor can its develop­
ment be mechanically adapted to a planned and 
coherent design. To the extent that its various 
centres of decision divide their loyalty among 
proposals, interests and projects of different 
kinds, there is a compromising of the homoge­
neity of policies, the overall coherence and co­
ordination of decisions and the capacity to plan 
and decide on long-term questions. That is to 
say, the nature of the public productive appara­
tus and its actual administrative organizations 
are affected by the vicissitudes of a constant 
struggle within the bureaucracy, which in turn 
reflects other adversarial relationships in 
society.

The relative lack of success of those forms of 
supervision and control may be attributed to a 
number of factors. Almost all of them are related 
in one way or another to the greater technical
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and political power of enterprises in comparison 
with the authorities responsible for their super­
vision and control. Thus, in view of the inability 
to evaluate the merits of the enterprises’ perfor­
mance, these tasks relate primarily, and often 
exclusively, to formal aspects. Consequently the 
focus of control is shifted to the legal and formal 
plane which characterizes the budgetary control 
of public administration and remains centred in 
a purely bureaucratic sphere.

In general, different aspects of supervision 
and control that affect a particular area of the 
enterprise (personnel, prices, financial resour­
ces, etc.) are exercised by different entities, lead­
ing to the so-called problem of multiple 
ownerships. When supervision and control 
—functions assigned to a number of different 
organs of the central government— lack the 
necessary co-ordination to take account of their 
interactions and to give consistency to their 
development as a function of time, this may 
result in situations which are unmanageable 
from the standpoint of the unitary logic of the 
public enterprise.

The difficulties in the functioning of this 
model of the relationship between the PES and 
the central government have been aggravated in 
recent years by two facts: the aforementioned 
process of sharp growth of the PES in almost all 
the countries of the region, and the economic 
crisis which has afflicted the Latin American 
countries since 1981-1982 and whose most 
obvious manifestation is the problem of foreign 
debt.

The economic crisis had a significant effect 
on the relations between the PES and the central 
government. With a greater or lesser degree of 
alteration in the formal organization of this rela­
tionship, public enterprises were subjected to 
strong financial controls centred in the responsi­
ble authorities of the government’s macroeco­
nomic policy. The establishment of these 
controls, whose rationale is based on the attain­
ment of external adaptation and internal stabili­
zation, through either simultaneous or 
successive processes, had serious consequences 
on the performance of public enterprises, in 
some cases even involving the cost of operation 
and the maintenance of its installed capacity.^

Operationally, the basic trend was aimed at 
the programming and follow-up of the annual

financial flow of the enterprises. Specifically, 
with regard to expenditures, limits were placed 
on investment, other capital expenditures and 
debt servicing (amortization and financing 
charges), as well as on personnel expenses. On 
the income side, an attempt was made to control 
the use of the enterprises’ own resources, those 
derived from fiscal transfers and from internal 
and external credit operations.

Some of the problems encountered with this 
type of control of public enterprises are worth 
identifying: i) the financial nature of the control 
predominates over the economic concept; thus, 
for example, criteria of the social or macroeco­
nomic profitability of investments are usually 
not examined; ii) the approach of the control 
system is basically annual, which is contrary to 
the physical reality of investment projects and, 
at the same time, to an ordered programming of 
operations; iii) procedures for the control of 
expenditures tend to be applied uniformly, 
either through indiscriminate budget cuts or 
through the quarterly or monthly rationing of 
financial disbursements; iv) while the budgetary 
process is not integrated (the budget of the PES, 
the fiscal, foreign-exchange and monetary 
budgets) and only some of its parts are subject to 
legislative approval, the attainment of the 
macroeconomic objectives results in high costs 
to the less flexible budgets; and v) a control 
system centred in the agencies responsible for 
macroeconomic policy constitutes, from the 
standpoint of institutional organization, a 
framework for a conflict of interest with the 
sectoral ministries on which public enterprises 
are functionally dependent.

To the extent that this type of control is 
imposed abruptly and without an overall stra­
tegy —but also in a particularized manner— for 
the restructuring of the PES, it ends by closing 
the vicious circle that affects the performance of 
the public enterprise (Ayub and Hegstad, 1987).

*In this connection, it should be recalled that altht>ugh one 
cannot ignore the need to raise the level of governmental perfor­
mance and to adopt a practice of austerity in public management, 
the possible giantism in public deficits is due in large measure to an 
impact retransmitted inwards from the foreign-debt front, which 
therefore cannot be solved merely by imposing drastic restrictions 
on governmental expenditure {Costa-Filho, 1987).
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The experience of recent years has also 
revealed a reduction in the degree of autonomy 
of governments which design and execute public 
policies, thus affecting the capacity of national 
societies for organized collective action (ECLAC,
1988). It is essential that the vulnerability pro­
duced by the crisis should not distract the atten­
tion of Latin American countries from the 
future; this requires a significant conceptual and 
technical renovation of planning (ILPES, 1987).

With regard to the PES, it is necessary to 
shift the focus of attention, as well as to solve an 
important problem. In the recent past, efforts 
have been concentrated on the question how 
public enterprises should be controlled, res­
tricted and utilized. Today the priority focus 
should be different: how to revivify the fading 
spirit of enterprise. In the central government 
this means developing a greater strategic capac­
ity to administer a complex of considerable mag­
nitude for industrial production and for 
furnishing services. In enterprises this requires 
emphasizing efficiency and maintaining the 
pressure on costs.

But it is also necessary to solve another prob­
lem: the system of relationships between enter­
prises and the central government. The 
inefficiency in some public enterprises is not 
exclusively due to internal factors; in many cases 
it is associated with the institutional and legal 
structure, as well as with the informal practices 
of the system that delimits and conditions the 
action of enterprises.

The previously mentioned heterogeneity of 
the PES discourages any attempt to formulate a 
general strategy for bringing about the necessary 
changes; this is even more true when we con­
sider the variety of situations which, in this 
aspect as in others, exist in the economies-df the 
region. Nevertheless, three possible compo­
nents that may be of interest have been identi­
fied (Boneo, 1986).

In the first place, the reform process should 
be based on negotiation and harmonization 
rather than on formal hierarchical principles 
and the nominal distribution of authority. A 
necessary condition for this is greater transpar­
ency of the functioning of the system, which, 
among other things, requires giving priority to 
information systems, substituting quality and 
usefulness for quantity and irrelevance. One use­

ful procedure for initiating such a social and 
institutional practice is a simplified version of 
the programme agreement. On the basis of a few 
fundamental agreements, the procedure could 
evolve towards a more global, multiannual and 
public concertation. In accordance with this 
modality, the managers of each enterprise would 
increase their forecasting capacity and their flex­
ibility with regard to policies on production, 
employment, prices and investments. The cen­
tral government, for its part, would ensure 
greater efficiency in the attainment of its objec­
tives and would also evaluate compliance with 
the enterprise’s guidelines on the basis of result 
indicators, as the counterpart of greater entre­
preneurial autonomy.

In the second place, negotiating procedures 
should be reinforced by a clear and explicit sys­
tem of incentives and sanctions related to the 
fulfilment of the agreed goals. For this reason, 
the programme agreement between the enter­
prise and the central government should be 
accompanied by a strategic plan for the enter­
prise, including its restructuring if necessary; the 
plan should make it possible to disaggregate the 
global aims and assign internal responsibilities, 
so that graduated action can be taken at the 
responsible level in the event of unjustified fail­
ure to achieve the agreed goals. Similarly, it 
would be desirable to introduce a system of 
incentives linked to increments in productivity 
and other indicators of the enterprise’s 
performance.

In the third ̂ 1 ace, in most countries of the 
region a governmental agency of some kind has 
been established to supervise all public enter­
prises or groups of such enterprises. In the con­
text of the foregoing propositions, these 
agencies should become tbe focal point of nego­
tiations between the government and the enter­
prise and should thus acquire influence over both 
of them. Their basic task would be to provide 
leadership and to give consistency to the nego­
tiating process, to verify that the agreements are 
being complied with and to supervise the system 
of incentives.

, Lastly, it should be emphasized that an over­
all but particularized strategy for the rationaliza­
tion of the PES may include among its 
components the decision to concentrate govern­
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mental efforts in areas regarded as having high 
priority. Thus, it is not uncommon to find the 
announcement, and in some cases the execution, 
of denationalization programmes with different

amplitudes and different degrees of intensity. 
Privatization, the most controversial compo­
nent of these programmes, will be analysed in 
the next section.

Ill

Basic characteristics of privatization programmes

Privatization is a burning issue, and like most 
issues of this kind, it has been more diligently 
advocated or attacked than understood. Never­
theless there is a growing body of analytical and 
empirical research that analyses privatization 
from a more objective point of view and makes it 
possible to identify some of the economic 
impacts of the process. Although the discussion 
was initially centred on the exchange of assets 
between the public and private sectors, the anal­
ysis of its practical application has expanded the 
range of subjects under discussion so as to 
approximate the changing pattern of relation­
ships between the two sectors.

The reasons for the general concern about 
this subject are clear, and although they vary 
from country to country, some common basic 
questions underlie the comparative analyses. 
Three of these should be emphasizedr i) the 
imbalance in public financing, aggTavated by the 
restrictions of the recent past and by the continu­
ing growth of demands and costs; Ü) concern 
over the quality of public management, which 
has been negatively influenced by the vested 
interests of corporate groups and by the rigidity 
of central bureaucracies in adapting and 
responding to periods of rapid change; and
iii) the demonstration of obvious instances of 
overall inefficiency in the economies of the 
region and the need to improve their external 
competitiveness and rationalize their internal 
functioning.

From this point of view, greater decentralT 
zation of decisions may be viewed as one of the 
ways to mobilize resources through new proce­
dures and to overcome deficiencies in manage­
ment and, on the other hand, as a hope for 
improving the prospects of adaptation to change 
and to innovation. Nevertheless, it must be

pointed out that in this approach the deficiencies 
of the public sector are perceived with much 
more clarity than the real and effective oppor­
tunities afforded by the private sector; that is to 
say, a concrete image of the public sector is 
contrasted with a rather idealized vision of the 
private sector.

The basic modalities for privatization which 
will be reviewed below exhibit reasonably well- 
defined features, but their application —in dif­
ferent national contexts— will inevitably be 
varied and evoke growing attention and concern 
about its effects. It could hardly be otherwise, 
since this involves nothing more nor less than 
managing the balance between the public and 
private poles of mixed economies.

1. Objectives

On the subject of privatization a significant list 
of objectives has gradually been accumulated. 
Some of these objectives are: a) improving the 
level of economic performance of enterprises, 
which includes increments in their productive 
and allocation efficiency; b) finding solutions for 
the difficulties involved in the relationships 
between the agencies of the central government 
and the public enterprises; c) generating fiscal 
income through the sale of productive assets;
d) promoting greater dissemination of stock 
ownership; democratization of ownership, or 
people^s capitalism; and e) reducing the power 
of the various groups which exert corporate 
pressures on the public enterprise (suppliers, 
contractors, bureaucrats and trade unions).

All of these objectives have been assigned to 
privatization programmes, especially in those 
countries in which more effective progress have 
been made (in this context, see Waters (1987)
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for the United Kingdom and CORFO (1985) for 
Chile). It should be pointed out, however, that 
this multiplicity of objectives is not an unequivo­
cal indicator that the policy of privatization, as 
carried out in practice, follows any very sophisti­
cated rationale; on the contrary, such multiplic­
ity reveals the lack of a clear and solid analysis of 
its purposes and effects. Rather, as has been 
clearly indicated by Kay and Thompson (1986) 
in their analysis of the British experience, this is 
a policy in search of its rationale.

There are three reasons for this characteri­
zation: first, growth by aggregation would indi­
cate that any additional objective that appears 
desirable or attainable is incorporated into the 
list; second, the lack of an explicit analysis of the 
compromises between objectives which are actu­
ally or potentially in conflict; and third, the fact 
that privatization in practice clearly shows that 
the objective of economic efficiency has been 
subordinated to the objective of generating fiscal 
resources  ̂ and redistributing assets,  ̂ but espe­
cially to that of giving reality to the decision for 
privatization when this has been announced. In 
this connection, useful illustrations may be 
found in an analysis of experience with the pri­
vatization of several major enterprises in var­
ious developed countries, as presented in 
Cointreau (1986).

2. Instruments

As mentioned earlier, the subject of privatiza­
tion was initially centred on the interchange of 
assets between the public and private sectors. 
Gradually the subject has been expanded to take 
account of the changing pattern of relationships 
between the two sectors. In accordance with this 
greater scope of the concept of privatization, 
there has also been an increase in the number 
and type of instruments considered, which may 
be classified into three groups:

a) Sale o f assets', the exchange of private finan­
cial assets for public productive assets;

^For a critical evaluation of the fiscal effects of privatization, 
see Mansoor <1987).

’In this context we should distinguish between effects on the 
distribution of assets and other impacts on income distribution 
(Vernon, 1988),

b) Deregulation', a collection of measures for 
introducing greater competition into 
markets which have previously taken the 
form of legal monopolies, or into those 
which constitute technical monopolies;

c) Concession contracts: actions designed to 
introduce competition through the market 
into situations in which there is no market 
competition.
The privatization of certain enterprises may 

also be based on combinations of these basic 
instruments, as will be seen below.

a) Sale o f  assets. This has been the instru­
ment most widely used in ongoing privatization 
programmes. Such a sale is carried out through 
three types of procedures: the offer of stocks at a 
fixed price, generally in a sequence of partial 
operations on the stock exchange; the opening 
of bids for the purchase of successive packages of 
stocks; and direct negotiation between public 
authorities and investment groups, which are 
chiefly foreign groups.

The first procedure requires fixing a price; 
this task is not a simple one, because the shares 
offered are often those of enterprises which pro­
duce goods without any obvious private equival­
ent, or because there is no commonly accepted 
reference pattern. Although the economic prin­
ciple that should guide the fixing of the price is 
simple (the present value of the prospective 
profits that can be made from the assets), its 
application runs into serious difficulties, in prac­
tice. For this reason, in an analysis of recent 
experience with the transfer of assets, one factor 
that stands out is the relationship between the 
price at which the shares are acquired and var­
ious indicators of their probable value.'̂

Without disregarding the controversy gen­
erated by the choice of a pattern of reference for 
such comparisons, almost all analysts agree that 
there is a definite tendency towards undervalua­
tion, particularly when the sales are made during

În the case of Chile the sale price has been compared with the 
book value of the shares and with other methods of asset valuation 
(see tables 3 and 4 in Errdzuriz and Weinstein, 1986), and in the 
case of the United Kingdom the reference pattern used has been 
the registered value in stock-exchange operations once the quoting 
of the shares on the open market has been permitted (see table 3 in 
Kay and Thompson, 1986). Very substantial discounts are found in 
both cases.
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periods of economic recession. However, there is 
disagreement on the question whether this is 
unavoidable, or even desirable. In any case, it is 
also evident that governments consider other 
aspects when they fix prices for the sale of shares 
(Vernon, 1987). One of these considerations 
consists in making sure that the shares offered 
for sale will in fact be placed on the market, and 
for this reason there is a general tendency to 
establish prices which are low in comparison 
with the possible objective criteria. The motives 
for this procedure are complicated: one reason is 
an attempt to avoid in this way the negative 
repercussions of a failed offer, but another goal is 
the gradual consolidation of a demand for subse­
quent offers. In any event, it may be concluded 
that the undervaluation of public property gen­
erates extraordinary benefits for those who are 
in a position to acquire the shares.

An alternative to fixed-price sales is public 
bidding, with a minimum price, in order to gen­
erate offers for the acquisition of packages of 
shares. In reality, in those cases in which the 
asset-transfer procedures are more open, bid­
ding has been one form of governmental reac­
tion to criticism based on the low sale prices of 
the assets.^

The need for new inputs of capital that is 
being experienced by many public enterprises 
—a need increased by the fiscal restrictions 
imposed by the external crisis of the 1980s— 
together with the reduced size and development 
of local long-term capital markets, provides the 
foundation for a third procedure consisting in 
direct negotiation with foreign investment 
groups, both public and private. As is well 
known, the outlook for an increase in direct 
foreign investment in the region is dim, even 
starting from the present low levels; this is why 
it is useful to offer effective incentives that can 
attract investment. As a general principle, it 
would be desirable that operations carried out by 
this modality should be arranged as part of a 
national policy for foreign investment.

Mn the case of the United Kingdom the use of this procedure 
has resulted in much smaller discounts, although it is also true that 
in some Vases the authorities have not received sufficient offers to 
acquire all of the share package being bid on (see table 4 in Kay and 
Thompson, 1986).

The bases for the recent agreement between 
Aerolíneas Argentinas and the Scandinavian 
Airlines System seem to point in this direction. 
The probable transfer of 40% of the Argentine 
company’s assets is part of a more extensive 
negotiation which includes capital inputs, reno­
vation of equipment, modernization of company 
management and access to new markets.

A different situation is found in the case of 
the operations carried out under a régime for 
converting the foreign debt into share participa­
tion, which is becoming more widespread in the 
countries of the region, although with different 
characteristics (Lahera, 1987). Where the con­
version is channeled towards existing public 
assets, a situation which is possible in some 
countries of the region but not in others, the 
result may be unfavourable to the country’s 
interests. In some of these operations the for­
eign partners do not bring in any fresh capital, 
new technology or new markets for obtaining 
foreign currency. In actuality, all that happens is 
chat existing assets are transferred at low and 
strongly subsidized prices.

Lastly, attention may be drawn to the partic­
ular case of sale at zero price, which is the dona­
tion of part of the State’s share capital to broad 
social groups with low income. This proposal 
(Gerchunoff and Guadagni, 1987) seeks to rec­
oncile the democratization of ownership with 
economic efficiency in denationalization pro­
grammes, on the basis of a combination of pri­
vate management (private risk investors and 
minority investors but with control of manage­
ment) and non-State public owners (dispersion 
of majority share ownership in order to ensure 
that the controlling capitalist group will aim at 
the maximization of dividends and not only at its 
own profits).

b) Deregulation, A recent highly systematic 
review of international evidence on the compar­
ative performance of public and private enter­
prises (Dornberger and Piggott, 1986) concludes 
that competition plays a more important role 
than ownership in the promotion of productive 
efficiency. Thus any possible differences in per­
formance are directly related to the restrictions 
imposed and the opportunities afforded by a 
competitive framework in the product and capi­
tal markets. From this point of view, competi­
tion in the product market is conceived of as a
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mechanism for detecting inefficiency (bank­
ruptcy) and competition in the capital market 
makes it possible to restore the efficiency that 
has been lost. In order to enable both mecha­
nisms to function, the privatization efforts 
should be preceded —or at the very least, 
accompanied— by deregulation programmes; 
otherwise the transfer of assets from the public 
to the private sector will not necessarily bring 
greater productive efficiency. This position is, of 
course, contrary to the view of those who main­
tain that the privatization process, in and of 
itself, will automatically lead to greater liberali­
zation and flexibility of the economy.

The recent discussion on deregulation 
emphasizes the importance of removing barri­
ers to entry as a prerequisite for increasing real 
or potential competition in markets. In the past 
the policy of regulation was based on the eco­
nomic theory of market organization, which 
emphasizes internal conditions; this theory 
takes account of the different degrees of compe­
tition between enterprises that already exist in 
the market being considered. These internal 
conditions include both structural components 
and aspects derived from the behaviour of com­
panies: market structure, differentiation of pro­
ducts, discrimination in prices, differences in 
costs, information leaks, strategic planning, etc.

This debate has recently been enriched by 
the theoretical proposition of contestable 
markets (Baumol et aL, 1982). This proposition 
emphasizes the importance of external condi­
tions as a potential source of competition; that is 
to say, it stresses the influence that may be 
exerted on established enterprises by the possi­
bility that new enterprises will enter the market. 
In the absence of non-recoverable costs —the 
value of investments that cannot be recovered 
when production ceases— the removal of barri­
ers to entry will ensure quasi-competitive behav­
iour, even in the case of some natural 
monopolies, since if the monopolist generates 
opportunities for excessive profitability, his 
position will become vulnerable to the entry of 
potential competitors.

Although the assumptions on which the 
Contes table-market proposition is based gave 
rise to extensive debate (see Shepherd, 1984), it 
suggests possible new orientations for regula­
tory policy. Thus the relevant criterion would be

not the number of enterprises and their respec­
tive market quotas but the facility with which 
potential competitors may enter and leave the 
market.

However, beyond theoretical possibilities, 
the tangle of interests created around a specific 
configuration of the regulatory system consti­
tutes a formidable obstacle to any increase in 
productive efficiency achieved through greater 
competition or challengeability of markets. As 
has been correctly pointed out (Gerchunoff and 
Guadagni, 1987), in modern economies there 
exists a genuine market which confronts the 
demand and supply of regulations and around 
which both private and public interests are 
articulated.

Of course, what is at issue here is not the 
thoughtless dismantling of the regulatory sys­
tem but rather its gradual rationalization, as 
openly as possible, in order to promote greater 
overall efficiency of the economy. Moreover, this 
task should not be looked at with an ingenuous 
concept that would disregard the existence and 
possible realignments of the groups of vested 
interests, but it is nevertheless necessary to 
shape a more functional articulation of interests 
for the establishment of a virtuous circle in the 
State-public-private relationship.

c) Concession contracts. The third type of 
instrument consists in the granting of rights to 
the production or distribution of goods and ser­
vices in market situations characterized by the 
absence of competition, as is the case, for exam­
ple, with natural monopolies. As has already 
been pointed out, this instrument was devised in 
order to introduce competition through the use 
of the market when there is no competition in 
the market. Although originally enunciated dur­
ing the past century, this instrument was postu­
lated more recently (Demsetz, 1968) as a 
possible alternative either to public production 
or to the State regulation of private producers. 
From the point of view of its application, we may 
distinguish between two criteria for seeking 
offers, in competitive bidding for the concession:
i) a lower unit price for the production or distri­
bution of the goods or services, and ii) a greater 
fixed sum for the concession.

In the first case, that of a Demsetz auction, 
competition between the bidders, in so far as 
there is no collusion, will reduce the profit rate to
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its competitive level, when the offered prices 
approach the marginal cost of production. In 
other words, the adoption of this criterion would 
avoid the allocation inefficiency of natural 
monopolies, provided that the auction is truly 
competitive.

The second criterion would grant the conces­
sion to the producer offering the greatest fixed 
sum. Since the adjudication grants monopoly 
rights, the bids in this case would come close to 
the present value of the flow of net profits obtai­
nable during the period of the contract plus the 
assets recoverable at its termination. Conse­
quently the application of this criterion would 
increase fiscal income (a market configured as a 
monopoly is more valuable than a competitive 
market), but this would be at the expense of 
efficiency in the allocation of resources.

The system of concession contracts is more 
appropriate in circumstances in which the 
governmental authorities want to control the 
characteristics of the services or goods to be 
produced, and also in those cases in which 
explicit public subsidies are contemplated in its 
financing. The concessions for ground transport 
services in the United Kingdom and air trans­
port services in Australia constitute recent 
examples of the application of this instrument.

However, the desirability of such a practice 
—from the governmental point of view— 
depends on a number of factors (Domberger,,
1986), among which we may mention the fol­
lowing: i) the bids must be competitive and pos­
sibilities for collusion must be carefully watched;
ii) the contracts must specify precisely and 
unambiguously the characteristics of the bid;
iii) the optimum duration of the contract should 
reconcile the conflicting interests of the authori­
ties and the concession holder; iv) the adoption 
of a regulatory framework should make possible 
the follow-up and evaluation of the contractor’s 
performance in order to prevent in good time 
any deterioration in the quality of the service or 
goods; and v) the criteria for the transfer of 
assets upon termination of the concession 
should be clearly established.

3. Interaction between objectives and 
instruments

Table 1 presents in summary form the probable 
effects of each of the instruments on the various

objectives assignable to privatization pro­
grammes, in the extended sense indicated above.

On the basis of the effects identified in table 
1, we can establish alternative trajectories (Ger- 
chunoff and Guadagni, 1987) for privatization 
programmes which, at least in part, enable us to 
expect heterogeneity in the public-enterprise 
sectors in the countries of Latin America.

In this connection we should distinguish 
three basic situations within the PES: i) natural 
public monopolies (N P M ); ii) legal public 
monopolies (L P M ); and public enterprises in 
competitive markets (PEC ). In-the case of the 
private sector we can make a distinction between 
private monopolies (P R M ), generally of a tech­
nical character because of the reduced dimen­
sions of protected markets, and competitive 
private enterprises (P R E ). In figure 1 we show 
alternative trajectories in the search for greater 
overall efficiency of the economy.

Figure 1

Trajectory (1) corresponds to the least desir­
able situation, but it is one of the most frequent 
in recent privatization programmes (Kay and 
Thompson, 1986). It involves the transfer of 
public productive assets to the private sector, 
and with it, the transfer of their monopolistic 
income. The attractive feature for governments 
is the generation of initial fiscal resources, 
although this is evidently in conflict with the 
flow of public resources in the medium and long 
terms and with distribution objectives concern-
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ing the ownership of assets. This modality 
requires the public sector to organize a regula­
tory framework; in this connection, it should be 
noted that in the great majority of cases the 
reason for public production has been that it is so 
difficult to exercise an effective regulatory func­
tion (Boneo, 1985). In theory, the transfer 
should be reflected in greater productive effi­
ciency, but international empirical evidence is 
not conclusive in this respect (Shirley, 1983). 
The effects on prices and wages depend on the 
degree to which possible increases in productive 
efficiency are translatable into lower prices and 
gains in productivity are translatable into higher 
wages.

Trajectory (2) implies essentially the dereg­
ulation of legal public monopolies and requires 
public enterprises to operate in more competi­
tive or challengeable markets. To the extent that 
the government does not cover any possible 
operational losses of the enterprises, this would 
create incentives for an increase in productive 
efficiency, in addition to the greater efficiency 
that may be expected in the allocation of 
resources.

Trajectory (3) also consists in the deregula­
tion of legal public monopolies, but in this case it 
is accompanied by the transfer of public produc­
tive assets to the private sector. It is in fact 
convenient to visualize this trajectory as a second 
stage of the preceding one (Brittan, 1986).

Trajectory (4) corresponds to the privatiza­
tion of public enterprises that operate in com­
petitive or challengeable markets. The private 
enterprises that were nationalized because of 
precarious economic or financial conditions are 
obvious candidates for reprivatization according 
to this trajectory. It should be noted, however, 
that in some cases the continuation of public 
enterprises in competitive markets with the par­
ticipation of private enterprises may be indis­
pensable for the preservation of this market 
structure (Ayub and Hegstad, 1987). Moreover, 
there are cases, such as that of Brazil, in which 
public enterprises in competitive markets oper­
ate at high levels of efficiency, both in produc­
tion and in allocation (Oliveira, 1985), and 
therefore it is not justifiable to privatize them on 
the grounds of efficiency. What is indeed impor­
tant, however, is that the enterprise should pre­
serve the autonomy necessary for attaining its 
commercial objectives.

Lastly, trajectory (5) consists in the conces­
sion of production or distribution rights for 
goods! and services as an alternative to public 
production in a natural-monopoly situation, the 
foundations of which have been reviewed 
recently (Roth, 1987). In this modality the criti­
cal points seem to He in the viability of the 
establishment of detailed and precise contracts 
for the (Operation of the concession and in the 
actual capacity for follow-up and control by the 
governmental authorities and the users.

IV

Final considerations

In conclusion, and as the basis for a debate, it 
seems appropriate to present the following 
reflections:

1. The Latin American economies exhibit 
visible signs of overall inefficiency, both in the 
public and in the private sector. In this context:
a) the inefficiency of public enterprises should 
not be regarded as axiomatic; where it exists, it is 
often caused largely by structures that are inap­
propriate and therefore correctible; b) the 
assumption of greater efficiency in private

enterprises is likewise not universally valid, at 
least in the real situations of the countries of the 
region; and c) important advantages can 
undoubtedly be found in both, but the stress 
should be placed on their positive interaction in 
the context of mixed economies, competitive 
abroad and articulated within the country.

For these reasons, we should combine dereg­
ulation operations with asset-transfer opera­
tions, on the basis of criteria of social rationality, 
and the transfer of assets should be part of an
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extensive and careful programme of rationaliza­
tion of the PES.

2. Privatization —in the extended sense 
used here— has burst upon the Latin American 
scene like a power-packed idea fraught with 
ideological symbolism, but one on which a 
rational discussion in the concrete context of 
each country has not yet been formulated. We 
must emphasize the need for prudence in visual­
izing, and especially in administering, the 
change that this implies; it may lead either to a 
broad democratizing experience or to a violent 
movement towards the concentration of power

and wealth and to the weakening of national 
frontiers as barriers to open transnation­
alization.

3. Another factor which must not be ignored 
is that the rationalization of the PES and the 
denationalization policies that may accompany it 
are long-term processes and, moreover, have 
consequences in this same time frame. For this 
reason, a minimal consensus must be achieved in 
order to ensure its continuity in time. This, in 
turn, requires extensive, informed and open 
debate.
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Cuba’s 
convertible 
currency 
debt problem

A,R.M. Ritter^

In the decade of the 1980s, Cuba has confronted a 
worsening debt problem in terms of convertible cur­
rency and in the context of its participation in the 
world economy. Before 1985, the debt problem 
appeared to be manageable, indeed it did not seem to 
be seriously damaging to Cuba’s macroeconomic 
growth performance, which was strong from 1981 to 
1985 in contrast to most other developing country 
debtors, which underwent profound economic con­
traction in this period.

By 1986, however, the convertible currency debt 
problem appeared to have entered a new phase. It 
became clear in that year that Cuba could no longer 
avoid austerity and economic contraction as a result 
of, and requirement for, dealing with the debt. In 
retrospect, it appears that the real severity of the 
debt problem had been obscured and avoided from 
1980-1985 by temporary factors which strengthened 
the balance of trade situation. With the weakening of 
these factors in 1986, the genuine character of the 
debt problem became apparent.

In this study the origins, dimensions and 
impacts of the debt problem are examined first. The 
debt renegotiations, and particularly those of 1986- 
1988, are then analysed in the context of the macro- 
economic and external situation at the time. Cuba’s 
policy response to the 1986-1988 crisis is examined, 
and finally the situation in 1988 is outlined and the 
policy options are assessed.

•Department of Economics and School of Interna­
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Introduction

In the decade of the 1980s, Cuba has confronted a 
worsening debt problem in terms of convertible 
currency and in the context of its participation in 
the world economy outside the Council of Mu­
tual Economic Assistance (C M EA ) grouping. 
This convertible currency debt grew rapidly in 
the 1970s for a variety of reasons but it was not 
until the 1980s that it began to create serious 
difficulties for Cuba. In the first half of the 1980s, 
the debt was of continuous concern and required 
rescheduling three times. Before 1985, the debt 
problem appeared to be manageable. Indeed, it 
did not seem to be seriously damaging to Cuba’s 
macroeconomic growth performance, which was 
strong from 1981 to 1985 in contrast to most 
other developing country debtors, which under­
went profound economic contraction in this 
period.

By 1986, however, the convertible currency 
debt problem appeared to have entered a new 
phase. Despite previous reschedulings, a deteri­
orating balance-of-payments situation made ser­
vicing the debt difficult in 1986, so that a fourth 
round of negotiations was initiated by Cuba in 
that year. Cuba suspended payment on the debt 
on 1 July 1986 pendiftg successful completion of 
the negotiations. At the same time, it became 
clear that Cuba could no longer avoid austerity 
and economic contraction as a result of, and 
requirement for, dealing with the debt. In retro­
spect, it appears that the real severity of the debt 
problem had been obscured and avoided from
1980-1985 by temporary, reversible, and some­
what unnatural factors which strengthened the 
balance of trade situation. With the weakening 
of these factors in 1986, the genuine character of 
the debt problem became apparent. By 1987, the 
magnitude of the convertible currency debt was 
approximately USI5.6 billion out of a total debt 
of about US$13.8 billion.

The objective of this essay is to describe and 
analyse Cuba’s convertible currency debt prob­
lem in the 1980s, with special emphasis on the 
1986-1988 period. The origins, dimensions and 
impacts of the debt problem are examined first. 
The debt renegotiations, and particularly those 
of 1986-1988, are then analysed in the context of 
the macroeconomic and external situation at the 
time. Cuba’s policy response to the 1986-1988
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crisis is examined. Finally the situation in early 
1988 is outlined and the policy options are 
assessed.

Before proceeding with the central part of 
this analysis, some preliminary comments are 
required on the dual character of Cuba’s partici­
pation in the international economy, in order to 
explain why a distinction is drawn in balance of 
payments and debt accounting practices between 
its relations with the CMEA grouping in non- 
convertible currencies, and those conducted in 
convertible currencies with the rest of the world. 
Cuba’s explanation of the apparent paradox con­
cerning its commitment to honour its own for­
eign debts while advocating a repudiation of the 
debts incurred by other countries of Latin Amer­
ica and the rest of the Third World is also sum­
marized in this introduction.

Cuba keeps two sets of balance of payments 
accounts and two sets of debt statements. One set 
is in convertible currencies and includes trade 
and financial interactions with non-CMEA coun­
tries and any trade conducted in such hard cur­
rencies with CMEA countries. Some socialist 
countries, such as China and Yugoslavia, are 
treated for accounting purposes as being largely 
or partly in the convertible currency area, but 
counter-trade arrangements with non-CMEA 
countries (e.g., Spain) are also included within 
the convertible currency area. By 1986,15.3% of 
Cuba’s total trade was in convertible currencies 
and 13-8% was with the market economies (so 
that the correspondence between these two was 
high but not complete). These proportions 
represented substantial declines during the 
1980s in trade in convertible currencies and with 
market economies, which were in the regions of 
24-25% and 22-25% respectively in 1980-1981 
(see table 7 below and Comité Estatal de Esta­
dísticas (CEE) 1985, table XL7).

The keeping of two sets of accounts reflects 
the dual character of Cuba’s international eco­
nomic relations. Cuba’s trade and financial rela­
tions with the CM EA grouping are conducted 
largely in non-convertible currencies, although 
there are mechanisms for clearing payments 
imbalances among countries within the group­
ing. The pricing of major commodities and 
manufactures exchanged in the CM EA is usually 
not based on or linked closely to world price 
levels.

Moreover, the terms and conditions of 
Cuba’s convertible currency debt differ sharply 
from those for its debt with the USSR and other 
East European countries. Whereas the various 
forms of convertible currency loans were 
obtained on the commercial terms and condi­
tions prevailing in the developed market econo­
mies, the terms of lending from the USSR have 
been particularly lenient. Commercial credits 
from the USSR bear a 4%  rate of interest with a 
12-year amortization, while the terms for finan­
cial credits are 2% and 25 years. Repayment of 
both types of loans can be in goods and services, 
and has been highly postponable in practice 
(Banco Nacional de Cuba (BNC) 1982, p. 15; 
Rodriguez, 1986a, p. 57). (Repayment of Soviet 
loans has in fact been postponed on a number of 
occasions, and now is to begin in 1990.) These 
differences in lending practices and terms con­
stitute a further reason for treating the CMEA 
debt and the convertible currency debt 
separately.

For purposes of dealing with its creditors 
(including banks, governments and enterprises) 
in the convertible currency area, Cuba has made 
public its convertible currency debt situation 
since the early 1980s. On the other hand, the 
debt situation with the Soviet Union and the 
other CMEA countries is "classified” informa­
tion. Cuba has argued that this information is in 
any case of no concern to the international finan­
cial community of the non-CMEA world in anal­
ysing and renegotiating the country’s 
convertible currency debt. For this reason, 
Cuba’s convertible currency debt situation can be 
analysed in detail on the basis of publicly- 
availabte information, whereas the debt situa­
tion with the CMEA countries can only be the 
subject of estimation and speculation at this 
time, due to the policy of official secrecy concern­
ing it.

Finally, a few words are appropriate on the 
apparent contradiction of advocating debt repu­
diation for the rest of Latin America while 
emphasizing Cuba’s willingness to pay its own 
debt. As is well known, President Castro has 
been a frequent and vociferous advocate of debt 
repudiation by Third World countries, particu­
larly from 1984 to 1986 (Castro, 1985a; 1985b;
1987). At the same time, he has emphasized
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Cuba’s commitment to fulfill its financial obliga­
tions and repay its debt; "...we are the only ones 
(in Latin America) who can pay the debt and 
who want to pay the debt, who have the will and 
the possibility..." (cited in Rodriguez, 1986a, 
p. 54) (see also Castro, 1987, pp. 144-150; BNC, 
1986a, p. 19). This paradox has been seen out­
side Cuba as a policy contradiction, or perhaps 
even as a form of official hypocrisy. (See, for 
example, the Wall Street Journal, May 30,1985; 
New York Times, July 28, 1985.) However, the 
Cubans consider that the character of Cuba’s 
borrowing is different from that of the rest of 
Latin America (Castro, 1987, pp. 147-148). 
Cuba’s borrowing, it is claimed, was not from 
commercial banks in the United States, but 
"with banks which challenged U.S. pressures, 
and included other credit sources from develop­
ing countries”. Moreover, Castro has emphas­
ized that Cuba’s credits were invested in 
productive development projects or in social 
programme and were not misspent, nor did they 
permit capital flight on the part of local élites 
(Castro, 1987, p. 148), For these reasons. Presi­
dent Castro has stated that "we have always

proposed to fulfill our (debt) obligations to the 
extent it is possible to do so" (Castro, 1987, 
p. 147). At the same time, and despite the fact 
that Cuba faces terms and conditions on its con­
vertible currency debt similar to those facing 
other Latin American debtor countries. Presi­
dent Castro argued that Cuba had a moral obliga­
tion to speak out on behalf of the other Latin 
American debtor countries, advocating a form of 
debt forgiveness or repudiation. This obligation 
existed because —at least until 1986— Cuba’s 
growth performance was strong in contrast to 
the situation in the rest of Latin America (see 
table 7 for relative growth performances), 
Cuba’s economy was strong, in Castro’s view, 
because of its integration within the CMEA sys­
tem and the favourable trade and financial envi­
ronment which the socialist bloc provided (and 
which President Castro characterized as a type of 
new international economic order) (Castro 
1985a, p. 168). It would have been difficult to 
convince President Castro in 1985 that there was 
a problem with respect to his country’s converti­
ble currency debt. This situation has probably 
changed in the 1986-1988 period, however.

I

The build-tip of the convertible currency 
debt in the 1970s

Cuba’s convertible currency debt was small at the 
beginning of the 1970s, amounting to Cu$291 
million in 1969. It grew rapidly from 1969 to 
1979, however, at a compound average rate of 
27.4% per annum, to reach a level of Cu$3 267.3 
million in 1979 (see table 1). Although precise 
information for the 1970s on debt service and 
convertible currency foreign exchange earnings 
(which differed somewhat from foreign 
exchange earnings with the market economies) 
is not available, there was no serious problem 
with debt service. When sugar prices declined 
from their 1974-1975 highs to lower levels from 
1977-1979, however, debt service became some­
what more onerous. Nevertheless, even though 
the debt situation was attracting some attention

in this period (see, for example, Economist 
Intelligence Unit (EIU), 1977-1979) foreign 
bankers and official lenders remained willing to 
expand their lending.

This rapid expansion of convertible currency 
debt in the 1970s was the result of some factors 
which were specific to Cuba’s situation as well as 
to other general factors originating in the func­
tioning of the international economy and having 
similar effects on many developing countries. 
Because these have been analysed elsewhere 
recently (Turits, 1987, pp. 164-167) they can be 
summarized quickly here,

Cuba emerged in the early 1970s from what 
might be considered as a period of economic 
irrationality in the 1960s, characterized by exces­
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sive centralization in economic organization, 
excessive and/or premature reliance upon 
"moral incentives” accompanied by a counter­
productive de-emphasis upon material incen­
tives, and excessive concentration on sugar 
production which in effect sacrificed other sec­
tors in order to attain the 10 million ton target 
(Ritter, 1974). By the early 1970s, a concerted 
effort was made to reorchestrate the functioning 
of the economy on the basis of more "rational” 
economic criteria. Not surprisingly, economic 
performance in terms of growth improved: 
cumulative per capita GDP increased by a total of 
64.5% from 1972 to 1978, while it may have 
declined by as much as a total of 9- 5 % from 1964 
to 1972, according to estimations by Brundenius 
(1984, p. 40). (This rapid growth was also a 
partial result of some years of very high world 
"free market” sugar prices in 1974-1976.) In 
view of the new orientation of economic organi­
zation, strategy and policy, together with the 
strong growth performance it was generating, 
Cuba became an attractive borrower from the

perspective of commercial banks and bilateral 
official lenders.

At the same time as Cuba’s credit- 
worthiness underwent dramatic improvement, 
the commercial banks of the market economies, 
flush with petrodollars for relending by 1974, 
began to market their loans aggressively to 
middle-income developing countries. Cuba was 
included as a good creditor in this drive to "recy­
cle petrodollars”. Official bilateral lenders were 
also anxious to expand their loans to Cuba to 
finance Cuba’s imports of machinery and equip­
ment, especially in periods of slack activity in 
their own national capital goods industries.

Meanwhile, Cuba’s planners had become sig­
nificantly more ambitious in their investment 
programming following the rapid recuperation 
of the Cuban economy in 1972 and 1973 after the 
problems of the late 1960s. Gross investment 
rose from 12.1% of Gross Social Product in 1970 
to 17.2% in 1974, increasing from 668.5 million 
current Cu$ in 1970 to 1 644.8 million Cuflf in 
1974 (NBC, 1975, p. 24). As has occurred in

Table 1

CUBA: TO TA L  D ISBU RSED  D E BT IN  CO N VERTIBLE CU RREN CY AND 
IN D IC A TO R S OF D EBT BURD EN , 1969-1987

Year

Total debt
Total debt 
per capita 
(current 
pesos)

Total Debt services"

Current ̂ ftpesos
(millions)

Current 
U.S. dollars 
(millions)

Annual change 
in current pesos 

(percentage)

debt as
percentage Interest Interest and 

of GSP only principal 
(percentage) (percentage) (percentage)

1969 291.0 291 - 34.3 -

1 632 1969 to 1975 142.9 2.1
1975 1 338.0 29 0%  p.a.

1975 to 1978
1978 2 883.8 3 845 29.2% p.a. 297.7 17.5 19.2 57.7
1979 3 267.3 4 476 13.3 335.0 19.2 19.4 45.3
1980 3 226.8 4 545 -1.2 332.9 18.3 17.7 28.7
1981 3 169.6 4 064 -1.8 325.0 14.3 19.3 35.9
1982 2 668.7 3 140 -16.5 271.0 11.6 21.0 64.7
1983 2 789.7 3 207 4.5 280.5 U.S 20.1
1984 2 988.8 3 321 7.1 297.6 11.5 16.5
1985 3 621.0 3 936 21.2 356.7 13.5 17.4 41.8
1986 3 870.4 4 663 6.9 379.4 14.1 21.7 67.8
1987
(Sept.) 5 555.1 5 555 43.5 536.7 21.0

Source; Equipo de Investigaciones sobre Economía Cubana, 198 ,̂ p. 55, for 1969 and 1975 debt totals; other figures are taken or calculated 
from information in tables 2 and 3.

""Debt service" is defined asi) interest and ii) interest plus principal as a percentage of total exports of goods and services in the convertible 
currency area.

^The total debt figures in current Cuban pesos are translated into current U.S. dollars using the official exchange rates from table 7.
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many countries facing short-lived commodity 
price booms, it seems to have been difficult to 
phase down investment and import plans 
quickly enough after a commodity price decline. 
This is due perhaps to expectations that com­
modity prices have ratcheted up to a new level, 
and to the lagged momentum of actual imports 
vis-a-vis the decision to proceed with specific 
investment projects. Furthermore, there was a 
strong inclination on the part of the Cubans to 
diversify *and perhaps to improve the importa­
tion of technology embedded in capital goods by 
increasing imports of these from the market 
economies (Turks, 1987, pp. 165-166).

The expansion of convertible currency lend­
ing to Cuba in the 1970s was probably a signifi­
cant factor contributing to the impressive 
growth of the Cuban economy in that decade 
because it permitted the importation of capital 
goods from the market economies. By 1978 and 
1979, the debt service burden had built up to

high levels —about 58% and 45% of export 
income respectively, if both interest and princi­
pal are included in the debt service concept (see 
table 1). However, with a renewed sugar price 
boom on the world free market in 1980 and 1981 
(28.7 US cents and 17.0 US cents per lb. respec­
tively, International Sugar Agreement quote, 
annual average), Cuba’s convertible currency 
exports recovered and reached record levels. 
This resulted in a major reduction in the debt 
service burden, despite higher interest rates. 
This sugar price boom, in effect, outweighed and 
camouflaged the steadily deteriorating debt 
burden in terms of rising interest payments and 
amortization from 1978 to 1981 (see table 1).

By 1979, the convertible currency debt was 
composed principally of commercial bank loans 
(59.8%) and official export credits (31.3%). 
Suppliers’ credits —on onerous terms— and 
development assistance credits —usually on easy 
terms— were relatively insignificant.

II

The debt situation, 1980-1985: manageable 
but deteriorating

In the first half of the 1980s, Cuba’s convertible 
currency debt problem appeared to be under 
control. The total value of the debt actually 
declined from 1979 to 1982, and when difficul­
ties emerged from 1982 to 1985, negotiations 
with creditors led to successful reschedulings. 
Economic growth was buoyant from 1980 to 
1985, averaging 7.3% per year (see table 7) des­
pite the problems created by servicing the debt 
under harsh (convertible currency) balance-of- 
payments circumstances. The underlying debt 
and balance-of-payments situation was not 
really improving, however.

1. The evolving debt/balance-of- 
payments situation

In 1980 and 1981, the debt situation the
balance of payments presented little difficulty. 
The capital and current accounts, each taken

separately, were in balance to a surprising 
degree; the imbalances that existed offset each 
other, so that there was virtually no change in 
convertible currency reserves in either year (see 
table 2). In both these years buoyant service 
exports (mainly tourism) and sugar sales coun­
terbalanced imports and interest payments. On 
capital account, net repayments of long-term 
capital were close to net inflows of short-term 
capital. Already the payments problem of the 
1980s had begun, however, because this pay­
ments balance depended upon export earnings 
which were unsustainably high as a result of 
abnormally good "free market" sugar prices in 
those years.

Cuba’s convertible currency debt/balance- 
of-payments problem became severe in 1982. 
The immediate cause of the crisis in that year 
was the reduction of short-term loans and depos­
its, which declined by Cu$578 million between



Table 2

(M illio n s  o f  cu rren t p e s o s )

CUBA: BALANCE OF PAYMENTS IN CONVERTIBLE CURRENCY, 1978-1987

Year 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987

Current account
Exports Jan.-Sept.

Sugar 595 680.3 1 247.7 1 405.8 1 355.9 1 233.9 1 135.7 1 244.4 907.3 716.8
Petroleum reexports 866.3 648.3 263.2 250.0 171.2 209.9
Other 142.7 151.4 262.1 497.7 484.4 526.9 248.5

Imports 388.1 445.5 473.0 401.3 546.3 448.9
Of which, sugar -731 -581.4 -881.2 -1 121.5 -750.0 -792.7 -1 063.2 -1 177.4 -1 070.9 -735.0

Trade balance 14.1 33.6 -101 -106.4 -89.6

Services -136 98.9 366.5 284.3 605.9 441.2 72.5 67,0 -163.6 -18.2

Exports of services 148 227 237 344 266.6 285 314.6 294.0 296.3
Imports of services -541 -464 -651 -577 -573.0 -464.2 -608.6 -870.9 -531.5
Of which, interest -143 -176 -263 -338 -340.6 -248.2 -240 -268.0 -261.6
Balance -393 -237.8 -412.5 -234.3 -306.5 -179.2 -294.0 -576.9 -235.2 -530.6

Unilateral transfers 6 - 2 0.5 -2.4 0.7 9.9 4.1 1.2 -1.2
Current account balance 

Capital account

-523 -138.9 -46.0 50.5 297.1 262.7 -211.6 -505.8 -397.6 -550.0

Short-term capital
Disbursements 165 173 134 303 118.0 348.3 325.1
Repayments -67 -126 -58 -139 -521.8 -154.5 -437.8
Net 98 47 76 164 -403.0 -166.9 -31.8 -1-193.8 -112.7 -42.4

Long-term capital
Disbursements 606 187 80 26 29.4 580.1 482.9
Repayments -219 -101 -96 -142 -165.7 -220.0 -116.4
Net 387 86 -16 -116 -136.3 93.3 137.8 -1-360.1 +366.5 605.6

Capital account balance 484 -K33 60 -52.0 -539.3 -73.6 -Í-106.0 553.9 +253.8 563.2

Change in reserves -39 -5.9 -H4 -1.5 -242.2 -K89.1 -105.6 +48.1 -143.8 +13.2

Source: Banco Nacional de Cuba, Informe econòmico, Havana, May 1987, for 1985-1986; Banco Nacional de Cuba/Comité Estatal de Estadísticas, Cuba: Informe económico trimestral, 
Havana, September 1987, for 1987; Banco Nacional de Cuba, Informe económico, Havana, March 1S>86, for 1984; Banco Nacional de Cuba, Informe economico, Havana, February 
1985; Banco Nacional de Cuba, Informe económico, Havana, March 1984, for 1982; Banco Nacional de Cuba, Informe económico, Havana, August 1982; Equipo, 1985; ECLAC, Notas 
para el estudio económico de América Latina 1982: Cuba (E/CEPAL/MEX/lS>83/L.22/Rev.l), Mexico City, October 1983, p- 40 , for 1978-1981; Comité Estatal de Estadísticas, 
República de Cuba, Anuario estadístico de Cuba, /985, Havana, 1986, table X I. 15.
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December 1979 and August 1982 (BNQ 1986c, 
p. 5), This reduction in Cuba’s convertible cur­
rency liquidity occurred for no obvious reason 
and was without economic justification in the 
view of the National Bank, because Cuba had 
been honouring its financial commitments 
(BNC, ibid.). This heavy short-term capital out­
flow resulted in a large capital account deficit 
which could not be fully covered by the current 
account surplus of that year. While the appar­
ently artificial net outflow of short-term capital 
looked suspiciously as if it had had political orig­
ins, there is little doubt that other lending in
1981-1982 was obstructed and cancelled due to 
actions of the United States, which was tighten­
ing the financial element of its embargo on Cuba 
(EIU, 1981,2; 1981,3). Compounding the diffi­
culties were a decline in sugar export earnings 
(offset to some extent by increased petroleum 
reexports and other exports) and very high 
interest rates in 1982.

Largely as a result of the decline in short­
term bank loans and deposits, Cuba sought a debt 
rescheduling with its convertible currency credi­
tors. Cuba’s initial proposals, summarized in 
table 6, called for a multiyear rescheduling of all 
long-term debt maturities falling due in 1982- 
1985, including both official and commercial 
bank creditors. A 10-year repayment period was 
proposed, including an initial three-year grace 
period. Short-term bank loans were not included 
in the rescheduling on the assumption that such 
facilities would not be withdrawn at short notice. 
Cuba also offered to assume a number of other 
commitments in its proposal:
— to restrict and if necessary to sacrifice overall 

economic growth in order to increase con­
vertible foreign-exchange-earning exports 
and to guarantee essential consumption and 
medical attention for the population;

— to emphasize productive investment for 
import-substitution purposes;

— to continue the diversification of Cuba’s 
international economic relations with deve­
loped market economy countries (DMEs) 
and less-developed countries LDCs);

— to promote the exportation of services such 
as construction.
The agreements reached with official and 

commercial bank creditors differed from the 
Cuban proposal mainly in that they covered only

long-term debt maturing from September 1982 
to December 1983, whereas Cuba had proposed 
that the debt maturities for the whole 1982-1985 
period be included. This meant that the amount 
rescheduled was small compared to Cuba’s 
request. It also meant that if external factors did 
not improve, further reschedulings would be 
necessary. This eventuality was anticipated and a 
"Good Will” clause was included in the agree­
ments to facilitate renewed negotiations and 
rescheduling.

In 1983 and early 1984, Cuba’s balance of 
payments and debt performance continued to be 
impaired by a number of circumstances in the 
international economy. These prompted Cuba to 
avail itself of the "Good Will” clause and to seek 
the rescheduling of the long-term debt maturing 
in 1984. Among these circumstances were the 
following:
— due mainly to climatic factors, sugar produc­

tion fell, and due to priority sales to non- 
convertible currency markets, less was 
available for export for convertible currency 
(1.34 million metric tons) (BNC, 1984b, 
p. 16). With sugar prices more or less 
unchanged, earnings fell by Cu$385 million;

— interest rates continued to be relatively high, 
so that relief on this ítem was reduced;

— net repayments of short-term capital were 
rather high.
However, the payments situation seemed 

relatively healthy in 1983. Convertible currency 
exports of goods and services remained stronger 
than one would have expected in the light of 
sugar prices, and the current account surplus 
exceeded the capital account deficit, so that inter­
national monetary reserves increased by Cu$189 
million. Cuba also maintained a growth rate in 
real terms of 4.9% in 1983 despite the reduction 
in sugar production.

In the 1984 negotiations, Cuba sought and 
obtained some improvement in rescheduling 
conditions (see table 6) so as to be on a par with 
the general 1983/1984 rescheduling terms avail­
able for the rest of Latin America (ECLAC, 1985, 
p. 19).

Cuba again sought debt rescheduling in 1985 
under the "Good Will” clause, even though the 
balance-of-payments situation in 1984 was rea­
sonably solid and the Gross Social Product grew 
by 7.2% (real) that year. Although sugar prices
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{Millions o f current pesos)

Table 3

Year 1979 1980 1981 1982 1983 1984 1985 1986 1987

Sept. 30

Total disbursed debt 3 267.3 3 226.8 3 169.6 2 668.7 2 789-7 2 988.8 3 621.0 3 870.4 5 555.1

Official bilateral 1 279.9 1 353.6 1 293.7 1 275.8 1 332.5 1 578.7 1 820.4 1 627.8 2 464.8

Intergovernmental loans 236.4 278.7 221.4 198.7 191.7 174.3 135.9 112.8 145.7

Credits for development assistance 21.4 28.3 27.2 28.2 27.4 27.1 32.2 41.2 60.0

Export credits with

government guarantee 1 022.1 1 046.4 1 045.1 1 048.9 1 113.3 1 377.3 1 652.3 1 473.9 2 259.1

Official multilateral - 7.9 15.2 18.2 25.0 17.2 21.5 18.0 22.3

Suppliers’ credits 33.2 27.0 33.4 46.8 96.7 228.5 433.2 861.7 1 184.7

Financial institutions 1 952.6 1 837.1 1 826.4 1 327.3 1 334.9 1 164.2 1 345.7 1 362.8 1 883.1

Bank loans and deposits 1 927.7 1 800.8 1 787.2 1 277.0 1 284.5 1 076.5 1 237.9 1 199.2 1 643.0

—  Medium and long-term 658.6 562.9 505.3 416.8 495.2 453.6 495.5 457.0 615.0

—  Short-term deposits 1 269.1 1 237.9 1 281.9 860.2 789.3 622.9 742.4 742.2 1 028.0

Credits for current imports 24.9 36.3 39.2 50.3 50.4 87.7 107.8 163.6 240.1

Other credits 1.6 1.2 0.9 0.7 0.7 0.2 0.2 0.1 0.2
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Source: Banco Nacional de Cuba, Informe econòmico, Havana, March 
1986; Banco Nacional de Cuba/State Statistical Committee,

1S>86, annex No. 6 for 1979-1984; Banco Nacional de Cuba, Inf orme económico, Havana, May 1S®7, p. 43 for 1985- 
Cuba: Informe económico trimestral, Havana, September 1987, for 1987.
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fell to very low levels on the "free market” (5.2 
U.S. cents per lb., International Sugar Agree­
ment (ISA) quote), increased exports for con­
vertible currency helped maintain foreign 
exchange earnings. Merchandise imports were 
permitted to rise by some 34%, however, so that 
the trade surplus fell short of the services deficit, 
resulting in a current account deficit, and thence 
an overall payments deficit and reserve run­
down. The rescheduling sought by Cuba was 
reasonably routine (see table 6). Of particular 
note, however, were two requests. The first of 
these was for reduction of tariff and non-tariff 
barriers by major developed market economy 
creditor countries, in order to promote the diver­
sification and expansion of Cuba’s exports of 
non-sugar commodities. The second request was 
for the creation of a US$60 million fund, with 
half paid by Cuba and the other half by creditor 
countries, to finance 120 studies designed to ana­
lyse the feasibility of Cuba’s exporting a variety 
of non-traditional exports, including sport 
items, steam boilers, jewellery and flowers to the 
creditor countries. The agreement reached with 
creditors was not particularly notable, and again 
the terms were in about the middle of the range 
obtained by other Latin American countries that 
year (ECLAC, 1985, p. 19). Moreover, only a 
small proportion of the total debt was covered.

As can be seen in table 2 and 3, the balance of 
payments and debt situation deteriorated 
sharply in 1985- Although exports rose some­
what compared to 1984, they were still 
depressed owing to the very low free market 
sugar price, which averaged 4.06 U.S. cents per 
lb. Higher petroleum reexporters and a strong 
expansion in other exports largely offset the low 
sugar prices, however. The current account was 
in serious deficit by over half a billion Cuban 
pesos, due to the deficit on services. The latter 
occurred despite generally falling world interest 
rates; unfortunately Cuba could not take advan­
tage of these, because it was forced by the 
unavailability of lower-interest short-term bank 
credit to resort to higher-cost suppliers’ credits. 
Of even greater importance was the apprecia­
tion of the currencies (mainly the DM, Swiss 
franc and the yen) in which Cuba’s debt was held, 
vis-a-vis the U.S. dollar and the Cuban peso. The 
BNC estimated that the appreciation of the real 
value of Cuba’s debt, together with the impact of

rigid interest rates, cost an additional Cu$582.0 
million in 1985. This caused the "Imports of 
Services” item in the 1985 balance of payments 
to rise to an unprecedented level. Surprisingly, 
the huge current account deficit was more than 
offset by increases in short- and long-term net 
capital inflows. For this reason, in 1985 total 
debt increased sharply (by 21%). Its composi­
tion had deteriorated (suppliers’ credits had 
grown 16-fold since 1980, while export credits 
with government guarantee had increased by 
58% since that year) and short-term bank dep­
osits plus credits for current imports increased 
from their 1984 levels.

A significant proportion of the disbursed 
debt in this period was owed to developing coun­
try creditors. In 1983, for example, 33.8% was 
owed to OPEC and other LDCs, with Argentina 
as a major creditor (7.5% of the total debt). Of 
the undisbursed debt, 26.3% was committed to 
Cuba by other developing countries (BNC, 
1984b, pp. 14-15). The major creditors among 
the developed market economies in 1983 were 
Spain (with 13.3% of total outstanding dis­
bursed debt); France (12.1%); Japan (11.3%), 
and the United Kingdom (7.5%). Cuba must be 
somewhat unique among non-Arab Third 
World debtor countries in that about one-third 
of its debt is owed to other developing countries.

2. Underlying strengths and weaknesses o f  
the convertible currency 

balance o f  payments

During the whole of the 1980-1985 period, there 
were certain strengths in the evolution of some 
components of the convertible currency balance 
of payments, but also certain weaknesses. The 
latter ultimately overwhelmed the former by
1985-1986. Among the improvements in the 
balance of payments was an expansion of "other 
exports” (with the exception of 1984, when 
drought and continuing problems with plant 
diseases reduced coffee as well as tobacco produc­
tion). This expansion of "other exports” 
occurred despite continuing tariff and non-tariff 
barriers in most of the major convertible cur­
rency markets; despite the intensification in 
August 1983 of problems in marketing nickel 
owing to the tightening of the U.S. secondary 
embargo which prohibited the importation into
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that country of any products including Cuban 
nickel; and despite the decline of export markets 
in other LDCs, whose foreign exchange earnings 
had been reduced due to the recession of the 
1980s and diverted to servicing their debts. Ser­
vice exports in the 1980s were strong, at least in 
comparison with the 1970s, largely due to 
increased tourism. However, the growth rate of 
such exports in the 1980 to 1985 period was 
uneven and not dramatic (4.4% per annum), 

Sugar exports constituted the major prob­
lem in Cuba’s convertible currency balance of 
payments. Sugar prices in the world "free 
market”, always unstable, fell sharply from 1980 
to 1985, and hard currency earnings from sugar 
exports dropped by 80% in this period (see 
table 2). The world free market for sugar is pos­
sibly the most pathological and indeed perni­
cious of international commodity markets and 
serves the interests of exporters badly. The 
pathology of the sugar market arises from the 
fact that major blocs of sugar importers and 
exporters —including the European Community 
and ex-Colonies in the "ACP” (Africa, Caribbean 
and Pacific) grouping, the United States and 
favoured suppliers in the Caribbean, and the 
USSR vis-a-vis Cuba— have tried to stabilize and 
insulate their own sugar trading relationships at 
relatively high prices. This has meant that 
supply shortfalls or surpluses within these 
groupings lead to net purchases or sales on the 
marginal world "free market" which in conse­
quence is remarkably unstable. More serious, 
high prices in the internal U.S. and EEC markets 
have discouraged consumption (which for this 
and other reasons has been declining), encour­
aged the production of other sweeteners (artifi­
cial and corn-based), and promoted high-cost 
domestic sugar production. In the European 
Community, other forms of subsidization have 
also stimulated domestic production. As a result 
of the pricing and subsidization of sugar produc­
tion in the European Community, the latter has 
switched from being a major net importer before 
1977 (importing 2.28 million metric tons on 
average in 1974 and 1975) to becoming a major 
net exporter (over 3 million tons annually from 
1981 to 1983) (UNCTAD, 1987; tables 2.9.1 to 
2.9.6). This volume of net exports has helped 
saturate the world "free market”, pushing prices 
to low levels from 1982 to 1988, With little

prospect of a change in the pricing and subsidi­
zation policies within these major sugar produ­
cing/consuming blocs, it is likely that the 
marginal "free market" will continue to be well- 
supplied, so that prices are unlikely to show an 
upward trend in the medium-term future 
—although periodic crop shortfalls and sur­
pluses will continue to generate instability, 
Cubans have every right to conclude that the 
world "free market” has not worked for them, 
but it should also be noted that the insulation of 
the USSR-Cuba sugar trade contributes to the 
instability of the residual "free market”.

One item of particular interest in Cuba’s 
imports from 1982 to 1985 was the importation 
of sugar, using convertible currency. These sugar 
imports, purchased at the "free market” price, 
were then reexported in order to fulfill long­
term contracts with the Soviet Union (BNC, 
1985, p. 35; EIU, 1983:4). By purchasing at the 
free market price and selling at the FOB price to 
the Soviet Union, Cuba made a profit of around 
750 to 900 Cuban pesos per metric ton in 1984 
and 1985, and a total profit of around 750 and 
1 300 million Cuban pesos in the same years. 
Therefore, while the sugar import item repre­
sents a "weakening” of the convertible currency 
merchandise trade balance in these years, in fact 
it permitted major gains on the inconvertible 
currency trade balance (see the annex for the 
calculations on which these estimates are based.) 
These estimates are in nominal pesos at official 
US$/Cu$ conversion rates, and represent an 
upper limit on Cuban profits. Because the nomi­
nal exchange rate is unrealistic, and because rou­
ble earnings must be spent on imports from the 
USSR or other CMEA countries (whose mer­
chandise exports often are uncompetitive in 
terms of price and quality), the sugar reexport 
profit estimates are probably excessive. It 
remains to be seen how long the USSR and other 
CMEA countries generously allow Cuba to make 
middleman profits of this sort.

The most dynamic component of Cuba’s 
convertible currency export performance was 
the reexportation of petroleum. Petroleum reex­
ports made up 10.8% of total convertible cur­
rency exports in 1981, rising to 42.3% in 1985. 
Petroleum "reexports” are permitted by the 
Soviet Union on the basis of an agreement which 
provided that if petroleum consumption and
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importation were below previously planned lev­
els as a result of conservation measures and in 
relation to import levels from the Soviet Union, 
the petroleum which was "saved" could be "reex­
ported" at world prices and in convertible cur­
rency. Interestingly enough, the sole importers 
in 1983 were other socialist countries 
—presumably the European neighbours of the 
USSR (BNC, 1984b, p. 3). This did not mean that 
petroleum was physically transported back to 
Eastern Europe. Instead, the transaction was in 
accounting terms only, with the petroleum 
shipped directly to the importing country. Cuba 
was quite successful in reducing petroleum con­
sumption, particularly through the completion 
of energy systems in the sugar mills which 
burned bagasse rather than petroleum products. 
Major efforts were also made to induce fuel con­
servation throughout the economy by incentive 
systems to reward enterprises which successfully 
reduced consumption (in the form of wage 
bonuses) and to penalize enterprises which con­
sumed too much (EIU, 1982:1, p.8), and by var­
ious investments to improve the efficiency of 
energy use in major petroleum-consuming activ­
ities such as nickel mining and thermal electric­
ity generation. Domestic extraction of 
petroleum also increased significantly in these 
years.

Under this petroleum reexport scheme, 
Cuba was able to obtain significant profits, 
which were perhaps around Cu$105 million in

1983 and Cu$20 million in 1984 (see annex table 
for the estimates). These profits (measured in 
pesos, but earned in hard currency) are undoubt­
edly greatly underestimated, because the conver­
sion rate used for the Cuban peso vis-a-vis the 
U.S, dollar is the official rate, which is very much 
overvalued.

The convertible currency foreign exchange 
earnings accruing to Cuba under this scheme 
obviously strengthened the convertible currency 
export performance. But while real resources 
were undoubtedly transferred to Cuba through 
this device, reliance upon such an artificial arran­
gement is dangerous, first because world petro­
leum prices could decline —as they did in 1986— 
thereby reducing or eliminating such arbitrage 
profits, and second, because the arrangement 
could be changed by the donor country.

Cuba’s external situation in 1985 ended in 
paradox. Despite the small surplus in the con­
vertible currency balance of payments, the trade 
deficits for both the socialist and the market 
economies reached record levels, totalling 
Cu$2 000 million (see table 7). The convertible 
currency debt had thus increased by 17% and its 
composition had worsened, although economic 
growth remained reasonably high and invest­
ment levels reached 15.8% of the global social 
product. However, strong economic growth per­
formance was no longer sustainable in view of 
the severe external disequillbria.

Ill

The debt crunch, 1986-1988

In 1986, convertible currency exports slumped, 
the balance-of-payments position worsened, and 
the debt problem intensified, Cuba responded by 
suspending payment on the debt on 1 July and 
proposing a major multiyear rescheduling. It 
also implemented a set of policies designed to 
reduce imports through austerity, to promote 
efficiency by the "rectification" programme, and 
to continue to increase hard currency foreign 
exchange earnings. The result of the import 
shortage and the austerity measures was a

decline in overall economic growth performance 
in 1986 and 1987, a reduction in investment 
levels as maintenance of basic consumption lev­
els was given priority, and reductions in 
productivity.

1. The size o f  the convertible 
currency debt

By 1986, Cuba’s convertible currency debt situa­
tion bore some resemblance to that of the rest of
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Latin America, although it was still not as bur- 1987. In per capita terms, Cuba’s convertible 
densome as for other major debtors, and there currency debt in 1986 was lighter than for the 
were also some major differences. Some of the main problem debtor countries, but when the 
main indicators of Cuba’s "debt burden" in rela- debt with the Soviet Union was included, Cuba’s 
tion to other Latin American countries are sum- per capita debt exceeded the Latin American 
marized in table 4. It can be seen that Cuba’s average significantly. With respect to debt ser- 
total debt was eighth hjghest in the region in vice (interest only) on convertible currency debt,

Table 4

LA TIN  AM ERICA: COM PARATIVE IN D ICA TO RS OF D EBT BURDEN

Per capita Total debt as Interest payments
Disbursed external percentage of as percentage of

total, 1987'’ debt, exports of goods exports of goods
(millions of 1986 and services and services

dollars) (dollars) 1986
1985 1987

Latin America 409 815 988 416 35.2 30.5

Oil-exporting countries 167 150 1 203 422 32.2 25.2
Bolivia 4 450 594 647 46.8 40.0
Ecuador 9 600 830 344 27.0 31.1
Mexico 105 600 1 241 457 36.0 27.9
Peru 15 300 738 438 30.0 22.4
Venezuela 32 200 1 956 341 26.2 26.3

Non-o il-exporting
countries 242 665 875 412 37.8 33.0

Argentina 54 500 1 584 636 51.1 56.2
Brazil 116 900 775 454 40.0 34.5
Colombia 15 700 487 232 26.3 25.2
Costa Rica 3 800 1 440 269 27.3 19.3
Chile 20 510 1 686 411 43.5 26.7
El Salvador 2 250 450 247 12.9 13.2
Guatemala 2 720 328 225 14.9 16.3
Haiti 740 102 240 7.4 4,6
Honduras 3 145 637 294 16.2 16.5
Nicaragua 6 200 1 496 1 977 13.3 69.9
Panama 4 900 2 161 131
Paraguay 2 000 480 233 8.3 14.8
Dominican Republic 3 700 577 259 15.4 19.6
Uruguay 5 600 1 630 346 34.3 24.0

Cuba
1. Convertible currency 5 555 545 (1987) 322 15.6 (21.7) 1986
2. With USSR'’ 8 200 804 (1987) 175 - - 1986
TotaP'' 13 755 1 349 (1987) 215 4.3 (4.9) 1986

Source: 1. KCLAC, Preliminary Overview of the Latin American Economy, ¡987 (LC/G. 1485), Santijigo, Chile, December 1987, p. 25, for all 
information except for Cuba.
2. Banco Nacional de Cuba (BNC), Informe económico, Havana, May 1987, for Cuban data.
3. Economist Intelligence Unit, Country Profile: Cuba, 1987-7988, London, 1987, p. 25,
4. World Bank, World Development Report, 1987, New York, Oxford University Press, 1987, pp. 202-203 for population 
estimates.

"Totals for desbursed debt of Latin American countries are preliminary estimates by ECLAC
*For the estimates of Cuba's total debts with the USSR as a percentage of "goods and services exports", only merchandise exports are 

included, information on trade in services being unavailable.
‘ Cuba’s debts with other countries in Eastern Europe are excluded, so that the "Totals" for Cuba's debt indicators are underestimated, 
“̂ The exchange rate used for converting Cuba’s peso debt to U.S, dollars is Cutl.OO = US$0.73, that is, the average official exchange rate 

for 1987.
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CUBA: CO N V ERTIBLE CU RREN CY D EBT, 1978-1986; N ET RESOURCE TR A N SFER S'

T a b le  5

1978 1979 1980 1981 1982 1983 1984 1985 1986

Disbursements (inflows) 
Outpayments

771 360 214 329 151.0 121.0 199 928.4 808.0

Interest 143 176 263 338 340.6 248.2 241.0 268.0 261.6
Amortization 286 227 154 281 687.5 -1 -1 374.5 554.3
Total 429 403 417 619 1 028.1 248.2 241.0 642.5 815.9

Net flows -1-342 -43 -203 -290 -877.1 -127,2 -42 +285.9 -7.9

5 o « r« : Table 2; Banco Nacional de Cuba, informe económico^ Havana, March 1986; \X.\.f\C,Prelimindry Overview of the Latin American 
liconomy, Í9Ü7 (LC/G.1485), Santiago, Chile, December 1987, p. 23.

"Disbursements are "net" for 1983 and 1984, i.e., amortization payments are deducted.

Cuba's situation was difficult, but less so than in 
the case of most other countries. Total debt ser­
vice, including the zero interest payments on the 
debt with the Soviet Union, was light compared 
to the other countries. On the other hand, Cuba’s 
total hard currency debt as a percentage of hard 
currency exports (322%) was higher than the 
ratios for about half the other countries, but still 
below the average for the whole region (416%). 
A final point might be made concerning Cuba’s 
convertible currency debt situation. From 1980 
to 1986, net financial outflows in convertible 
currency totalled Cu$l 261 million (see table 5). 
This net outflow is small relative to the net 
outflows of resources (net inflows of capital less 
net payments of interest and profits) for all of 
Latin America in the same period, which totalled 
US$108.2 billion (ECLAC, 1987, p. 23). Never­
theless, Cuba’s position in this respect was basi­
cally similar to that of the rest of Latin America.

In sum, while Cuba was not a "big league” 
debtor like Brazil, Mexico or Argentina, it was 
no longer in the same unique and favoured situa­
tion in which it had considered itself to be 
earlier.

2. Causal factors

The immediate source of Cuba’s 1986 difficulties 
was the decline in the world price of petroleum, 
which fell by more than half in three months, 
from US$26.60 in December 1985 to US$13.20 
by March 1986. This reduced the hard currency 
value of Cuba’s petroleum reexports by almost 
Cu$280 million, or by more than half, from 1985 
to 1986. The situation was aggravated by the

drought which reduced the 1985-1986 sugar 
harvest and lowered 1986 sugar exports so that 
Cuba was unable to capitalize on the improve­
ment in "free market” sugar prices (from 4 U.S. 
cents in 1985 to 6 cents in 1986, average Interna­
tional Sugar Agreement quote). Moreover 
Cuba’s other exports declined byCu$100 million 
due to a variety of factors including drought. 
Hurricane "Kate” and low international com­
modity prices. For all of these reasons, Cuba’s 
hard currency exports fell by Cu$337 million in 
1986. An attempt was made to cut hard currency 
imports in line with exports, but this was diffi­
cult because they had already been reduced to 
about 70% of the country’s estimated require­
ments, and a proportion of imports had already 
been contracted for (BNC, 1986b, pp. 11-12).

As a result of this rapidly deteriorating situa­
tion, officials of the National Bank (BNC) 
decided that circumstances necessitated a new 
rescheduling of the convertible currency debt on 
a broader basis than those of the previous three 
years. Cuba’s proposals, summarized in table 6, 
called for rescheduling virtually all medium and 
long-term debt service commitments to official 
creditors and commercial banks (including inter­
est as well as amortization) which were to fall 
due in 1986 and 1987. This amounted to about 
Cu$960 million (BNC, 1986b, p. 20). A repay­
ment period of 12 years was requested, with a 
six-year grace period. Fresh funds amounting to 
Cu$430 million were requested for general 
balance-of-payments support. The rationale for 
this request was that external factors —nine in 
all— beyond Cuba’s control had caused the hard 
currency losses. These factors included continu-



Table 6

CUBA: CONVERTIBLE CURRENCY DEBT, RENEGOTIATIONS: A SUMMARY

1982-1983 negotiations 1984 negotiations

Cuba’s position Agreement Cuba's position Agreement

Official creditors
(Paris Club)

(August 1982) (1 March 1983) (March 1984) (19 July 1984)

Proportion of debt maturities 
included (medium and log term)

100% (1982 to 1985 
maturities)

95%  (Sept. 1982 to 
Dec. 1983 maturities)

100% (1984 maturities) 95%  (1S>84 maturities)

Grace period 3 years 3 years, 10 months 5 years 5 years, 6 months

Repayment period 10 years 8 years, 4 months 10 years, 6 months 9 years, 6  months

Comercial creditors (30 Dec., 1983) (13 C>ec., 1984)

Proportion of debt maturities 
included (medium and log term)

100% (1982 to 1985 
maturities)

100% (Sept. 1982 to 
Dec. 1983 maturities)

100% (1S184 maturities) 100% (1984 maturities)

Grace period 3 years 3 years, 4 months 5 years 5 years, 7 months

Repayment period 10 years 7 years, 10 months 10 years, 6 months 9 years, 6  months

Financial charges 
Interest rate _ LIBOR +  2.25% Reduction sought LIBOR + 1 .8 8 %

Commission - 1.25% Reduction sought 0.88%

New lending request 0 0 Cu$200 million 0

Proportion of debt covered

Other conditions

36% of total debt 
C u ll 057.3 million

Short-term bank loans to 
be rolled over

Commitment to promote 
exports, diversify trade 
ties, emphasize economic 
efficiency

53%  of debt service

Renewal till Sept. 1984

"Good will" clause

11.4% of total debt 
Cu$317 million

Confirmation of existing 
short-term credit levels 
(Cu$800 million) by banks

40%  of debt service

Renewal till Sept. 1985
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1985 negotiations 1986 negotiations

Cuba’s position Agreement Cuba’s position Agreement

Official creditors 
(Paris Club)

(February 1985) (18 July 1985) (April 1986) (16 July 1986)

Proportion of debt maturities 
included (medium and long term)

100% (1985 maturities) 95%  (1985 maturities) 100% (1986-1987 
maturities)

100% (principal +  interest 
'82+'83 debt due in 1980)

Grace period L.A.m. average 6 years, 6 months 6 years 6 years

Repayment period LA.m. average 10 years, 6 months 12 years 10 years, 6 months

Comercial creditors (16 Sept., 1985)

Proportion of debt maturities 
included (mediuni and long term)

100% (1985 maturities) 100% (1985 maturities) 100% (1986-1987 
maturities)

No agreement with 
bank creditors

Grace period L.A.m. average 6 years, 8 months 6 years

Repayment period L.A.m, average 10 years, 8 months 12 years 1 March, 1988

Financial charges 
Interest rate L.A.m. average LIBOR + 1 .5 % No change proposed

Commission L.A.m. average 0.38% No change proposed

New lending request 0 0 Cu$430 millón balance- 
of-payments support

Proportion of debt covered 7.7% of total debt 29%  of debt services All medium and long-term 
debt service, 1986-1987: 
Cu$96l million

Other conditions Agreement by creditor nations 
to lower tariffs and NTBs 
and promote expansion 
and diversification of trade

No action Postpone 1986-1987 
interest to 1992

Roll over of short-term bank 
loans granted before 
1 Sept. 1982

Renewal till Sept. 1986 Debt service suspended, 
1 July 1986 
pending agreement

Source: Banco Nacional de Cuba (BNC), Informe económico, Havana, August 1982, March 1984 and February 1985; Banco Nacional de Cuba, Cuba: deuda externa y su proceso de 
renegociación, Havana, December 1986; J.L. Rodriguez, "El desarrollo en Cuba en el contexto de la crisis económica latinoamericana de los años 80", Temas de economía mundial. 
Revista del CUiM, No. 17, Havana, 1987; ECLAC, Preliminary Overview o f the Latin American Economy, 7985 (LC/G.1383), Santiago, Chile, December 1985.
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ing low sugar prices, low oil prices, continuing 
protectionism on the part of the developed 
market economies, Hurricane "Kate”, drought 
etc (BNC, 1986b, pp. 16-18).

Agreement was reached with the Paris Club 
of official creditors by 16 July 1986, but could not 
be achieved with the commercial banks. The 
agreement with the Paris Club covered a smaller 
volume of debt than Cuba had proposed initially. 
Only that debt existing in 1982 or renegotiated 
in 1983 and falling due in 1986 was to be resche­
duled, rather than all 1986 and 1987 maturities. 
The Paris Club creditors did provide about 75 
million pesos of fresh funds, but this was far 
short of the amount requested (EIU, 1987:4, 
p. 11). The repayment conditions were close to 
Cuba’s initial request. Because of the failure to 
obtain a multiyear rescheduling, new negotia­
tions were requested for 1987.

The rescheduling of commercial bank debt 
failed because the banks’ proposals fell far short 
of Cuba’s requests, and compromise was not 
achieved. The banks offered fresh funds amount­
ing to DM 150-170 million (57-65 million pesos) 
(BNC, 1986c, p. 12) in comparison with the 430 
million peso initial request. These fresh funds 
were to be linked to interest payments, and 
amounted to an interest capitalization scheme. 
The banks proposed to reschedule only the 1986 
maturities of the debt in effect in 1982 (for 10 
years with a six-year grace period), plus a two- 
year rescheduling of the 1986 maturities of that 
debt renegotiated in 1983- When these differen­
ces could not be resolved, Cuba suspended pay­
ment on both principal and interest.

The policy response and results

By early 1986, it was clear that the overall con­
vertible currency payments imbalance was 
neither sustainable nor renegotiable and that a 
strong adjustment programme to deal with the 
convertible currency debt problem was neces­
sary. The policies adopted in 1986 could be categ­
orized under the labels "au sterity ” , 
"rectification” and "restructuring for hard- 
currency conservation”.

A detailed "austerity” policy package was 
presented and adopted in December 1986 at the 
National Assembly of People’s Power. It was 
intended to be a complement to the Develop­

ment Plan and Budget for 1987. The austerity 
programme included a variety of elements 
designed to increase exports or reduce consump­
tion of certain hard currency import-intensive 
commodities (BNC, 1986c, pp. 15-16):
— monthly import quotas of kerosene (used 

mainly for cooking) were to be cut in order 
to reduce convertible currency imports by 
35 000 metric tons (or 256 550 barrels);

— 10 000 000 m̂  of textiles were to be diverted 
from domestic consumption and made avail­
able for export;

— domestic sugar consumption quotas were to 
be reduced in order to increase exports;

— television programming was to be reduced 
by 29 hours per week to save oil (used for 
thermal generation of electricity) in order to 
make 130 000 barrels of petroleum available 
for reexport;

— electric power rates were to be raised to 
reduce oil consumption and increase 
reexports;

— gasoline allocations for State administrative 
activities were to be reduced by 20% to per­
mit more oil reexports;

— food quotas were to be reviewed and 
reduced, and allocations of imported food­
stuffs to workers’ dining rooms and day-care 
centres were to be cut.
Other items included increases in some retail 

prices, especially on the "parallel market”, and 
higher interurban bus fares. Perhaps the most 
important part of the policy package was the 
proposal to limit hard currency imports to 
Cu$600-700 million per year (far below the 
Cu$1.3 billion hard currency import levels which 
the Cubans considered necessary). The growth 
rate of the economy was also to be limited to 
between 1.5 and 2.0% for 1987 (BNC, 1986c, 
p. 15). This constituted a set of self-imposed 
measures, as drastic as those of the IMF, aimed 
particularly at the convertible currency problem 
but also designed to improve internal finances. 
To moderate the impact of these measures on 
income distribution, the minimum monthly 
wage was increased from 85 to 100 pesos per 
month, and incomes at the bottom end of the 
wage scale were raised, affecting perhaps 
180 000 workers. Pensions were also increased 
to 100 pesos per month, affecting perhaps 
350 000 persons (EIU, 1987:1, p. 10). At the
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same time, the official perquisites of higher- 
level bureaucrats, such as access to State vehicles, 
were cut back, and such individuals were 
required to buy the vehicles and cover their run­
ning costs. Similarly domestic "per diems” and 
hard currency foreign travel allowances were 
reduced. The reconsideration of work norms and 
salary scales under the "rectification” pro­
gramme was also designed to reduce anomalous 
inequalities and injustices.

It is also likely that the "rectification” pro­
gramme begun at the February 1986 Third Party 
Congress was inspired at least in part by the 
difficulties arising from the debt/baiance-of- 
payments problem. This programme, intended 
to "correct errors” in the administration of the 
socialist economy but not to change its basic 
orientation, has emphasized i) the rationaliza­
tion of work norms, wage and salary scales, 
bonus payment schemes and perquisite arrange­
ments; ii) the eradication of certain corrupt 
practices such as in the procurement of building 
materials for private house construction; iii) the 
elimination of certain —but not all— private 
sector activities, notably the farmers’ markets, in 
an effort to reduce the accrual of large incomes 
by middlemen and large farmers, with visibly 
demoralizing effects on other workers; iv) the 
austerity measures mentioned previously. Per­
haps one of the most important results of the 
"rectification” programme, however, is the 
highly critical attitude which seems to prevail in 
evaluation and self-evaluation at the numerous 
"Asambleas del Balance del PCC” (meetings of 
the Cuban Communist Party for performance 
evaluation) held at various levels from enter­
prise to Ministry, and at other meetings of Min­
istry directors (see, for example, Granma^ 
9 February 1988, which describes a session of the 
annual meeting of directors of the Ministry of 
Basic Industry). This reawakened critical atti­
tude should prove useful in making the current 
economic administration operate more effi­
ciently (although it will not help solve systemic 
difficulties such as the lack of a single realistic 
exchange rate, the existence of which would per­
mit export and import decisions to be made 
more easily and on the basis of economically 
realistic criteria).

The third element in Cuba’s approach to the 
hard currency debt/balance-of-payments prob­

lem has been to promote, exports of goods and 
services and to try to accelerate the completion 
of major import-substituting investments. For 
example, tourism, which has expanded rapidly 
in the 1980s and become a major hard currency 
earner (with 91% of its total earnings of 
Cu$107.6 million in 1986 being in convertible 
currency (BNC, 1987, p. 20)), continues to be a 
high-priority sector and has received substantial 
new investment and critical attention. Major 
efforts have been put into projects to expand 
nickel production, which have been subject to 
delays so far in the 1980s but which should come 
on stream soon. Domestic crude oil extraction 
received considerable emphasis and has 
expanded rapidly, at a rate of 26% per year 
from 1980 to 1985. Recent extraction levels are 
1 million metric tons (7.33 million barrels) per 
year, or approximately 15% of consumption 
(EIU 1987:4, pp. 12-13). Efforts are also being 
made to expand the direct use of local crude oil 
wherever possible, e.g., in power generation and 
cement making (EIU, 1987:2, p. 13). Expansion 
of oil extraction would be of immense value to 
Cuba, and now does not seem to be improbable 
in the light of the geological features of the 
Caribbean basin and preliminary surveys. The 
nuclear plant for the generation of electricity has 
been particularly slow in coming on stream. It 
was expected to do so in late 1985 but is still far 
from completion. When completed, it should 
save some 33% of crude oil imports (EIU, 
1984:4). Emphasis on the speedy completion of 
all these major projects should improve the con­
vertible currency balance-of-payments situation 
by the early 1990s.

Despite the actions undertaken to improve 
the convertible currency debt/balance-of- 
payments situation in 1987, the results seem to 
have been disappointing, although a definitive 
statistical picture is not yet clear. The austerity 
programme which was designed to improve the 
convertible currency foreign exchange situation 
was implemented quickly and effectively in
1987. Through reduction in imports and 
increases in exports and reexports it generated 
33 million pesos worth of hard currencies in that 
year. It improved the State budget by an esti­
mated Cu$266.3 million, and it improved the 
"balance of income and expenditures” (i.e., it 
reduced net monthly income and relieved the
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pervasive suppressed inflation) by someCu$215 
million (BNC, 1988c). Unfortunately, the hard 
currency impact of the austerity programme was 
small compared with the total value of converti­
ble currency imports and exports, so that it pro­
vided only minimal relief from the debt 
problem.

Investment was reduced by almost 27% in 
1987 in order to reduce capital goods imports 
from hard currency countries (see table 7). 
Indeed, total investment including inventory 
change fell by 46.6% from 1985 to 1987 (BNC, 
1988c, p. 4). The decline in investment was due 
largely to a reduction in the initiation of new 
projects, while the completion of ongoing pro­
jects was given a high priority. The cutback on 
investment expenditures had a major impact on 
the construction sector, the output of which fell 
by over 11% in 1987 (BNC/CEE, 1987, p. 10).

The shortage of hard currency foreign 
exchange also led to reduced imports of interme­
diate inputs as well as replacements and spare 
parts. This reduced levels of output in a number 
of areas in 1987, while the climatic disturbances 
of 1985-1987 contributed to the reduction in 
agricultural output in that year.

As a result of all of these factors —the aus­
terity programme, the investment cutback, 
reduced imported inputs, and the climate— the 
gross social product contracted by 3.5% in 1987, 
or by 4.5% in per capita terms (BNC, 1988c, 
p. 3). At the same time there was a major decline 
in labour productivity (-4.7%). The resulting 
economic contraction was in sharp contrast with 
the positive growth rate of +1.5 to 2.0 which had 
been previously anticipated for 1987. Implemen­
tation of the "rectification” programme was well 
underway in that year, but this programme could 
not be expected to yield significant or measu­
rable results in a period of time as short as 
18 months.

The convertible currency balance of pay­
ments showed some improvement in 1987, with 
preliminary estimates indicating that exports 
rose to Cu$990 million, an amount exceeding 
that for 1986 but below that for 1985 (BNC, 
January 1988a, p. 1.). The 9% increase vis-à-vis 
1986 was due to some recuperation of sugar and 
petroleum prices and a 9% increase in non-sugar 
exports, while imports from hard currency areas 
declined somewhat. The deficit in the services

category rose sharply despite a 10% increase in 
hard currency tourism revenues and despite the 
moratorium on interest payments. The main 
reason for the large services deficit, and also the 
large current account deficit, was the fact that an 
allowance of Cu|377 million had to be made for 
the appreciation of creditor countries' currencies 
or "exchange rate adjustment”, which enters the 
balance of payments as a negative item under the 
trade in services. On capital account, there was a 
large net inflow of long-term capital, presuma­
bly representing disbursements of previously- 
negotiated loans, together with very low 
repayment of loans due to the moratorium. 
Overall, the payments balance is estimated to 
have been slightly positive for 1987 (see table 2), 
but it should be emphasized that this only 
occurred because interest and amortization pay­
ments on the debt had largely ceased.

On the other hand, the convertible currency 
debt picture worsened sharply in 1987. The total 
peso value of the debt increased by 43.5% 
between 1986 and 1987, or by Cu$1.68 billion. 
The largest part of this increase occurred as a 
result of the significant devaluation of the Cuban 
peso used for trade and debt accounting purposes 
against all major DME currencies, including the 
U.S. dollar, which was itself depreciating (BNC- 
CEE, 1987, p. 29). By devaluing this exchange 
rate from US$0.83 per Cuban peso to US$1.00 
per peso, about 1.1 billion pesos were added to 
the convertible currency debt. There is no evi­
dence that the value of Cuba’s hard currency debt 
as denominated in pesos was adjusted in this 
fashion before 1987, and it certainly was not in 
the 1980-1985 period, when the appreciation of 
the U.S. dollar would have led to a corresponding 
downward adjustment of the magnitude of the 
debt (as may be seen from table 1). Unfortu­
nately, details on the methodology and specific 
rationale for tying the value of the peso- 
denominated debt to the value of the U.S. dollar 
are not available. *

By the beginning of 1988, a large volume of 
debt arrears had been built up due to the morato­
rium, including Cu$2 105 million in principal 
and Cu$356 million in interest (BNC, 1988c, 
p. 3). With Cu$l 212 million in principal and 
Cu$505 million in interest coming due in 1988, 
the total value of debt repayment theoretically 
necessary for 1988 would be Cu$4 178 million.



C U BA : M A JO R M ACROECONOM IC IN D IC A TO R S

T a b le  7

1987
1978 1979 1980 1981 1982 1983 1984 1985 1986 (to 30 

September)

Global social product (real)
Growth rate (percentage) 7.3 1.5 -0.5 16.0 3.9 4.9 7.2 4.6 1.4 -3.5
Per capita growth rate (percentage) 

Investment (real)
6.3 0.7 -0.6 16.0 3.1 3.8 6.1 3-6 0.3 -4.5

Growth rate (percentage) -5.5 -0.6 5.3 20.0 -11.5 +13.8 +17.0 +7.5 -10.0 -26.7
As a proportion of GSP (percentage) 

Productivity change"

14.2 13.9 14.8 15.3 13.0 14.1 15.4 15.8
■

Output per worker (percentage)

Merchandise trade 
(millions of Cuban pesos)

+17.4 -1.1 +3.5 +5.6 +3.5 -2.5 -4.7

Socialist economies:
Exports 2 916 2 884 2 786 3 179 4 172 4 765 4 909 5 323 4 699 4 467
Imports 2 849 3 053 3 613 4 114 4 908 5 414 6 072 6 718 6 412 4 775
Balance

Market economies:
67 -169 -827 -935 -736 -649 -1 163 -1 395 -1 713 -308

Exports 524 615 1 181 1 045 761 770 568 660 626 428
Imports 724 635 1 014 1 000 623 808 1 155 1 265 1 156 607
Balance -200 -20 -167 +45 +138 -38 -587 -605 -530 -179

Convertible currency: balance 

Exchange rates

-136 +99 +367 +284 +606 +441 +73 +67 -164 -18

Official rate (Cu$/US$) .75 .73 .71 .78 .85 .87 .90 .92 .83 1.00

Latin America: Growth rate of per capita 
gross domestic product (percentage) 
(excluding Cuba) 2.8 -1.9 -3.7 -4.8 1.4 1.1 1.4 0.5

Source: State Statistical Committee (CEE), Anuario estadístico de Cuba, 19Hi. Havana, 1986, pp, 1(X), 161,193, hS\;BUC-C}ílí,Cuba: Informe económico trimestrai, Havana, September 1987, 
p. 1 1; BNC, Informe económico, Havana, May 1987; ECLAC, Preliminary Ot ervieu- o f the Latin American Economy, ¡9S7 (LC/G.1485), Santiago, Chile, December 1987; ECLAC, 
Preliminary Oven ieu- o f the Latin American Economy. I9S5 (LC/G.1383), Santiago, Chile, December 1985.

“Change in gross output per worker, at constant 1981 prices, prices at enterprise, and average workers per year.
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that is, about 400% of the hard currency foreign 
exchange earnings for 1987. Clearly this is an 
impossible task under any foreseeable balance of 
payments scenarios for 1988. It was in this con­
text that Cuba again approached the Paris Club 
of creditors in January 1988. At these meetings, 
the Government of Cuba requested that virtually 
all official bilateral credits maturing in 1987 and 
1988, together with interest due but not paid 
before 31 December 1988, be rescheduled for 
15 years including a 5-year grace period. By mid- 
March 1988, agreement had not been reached.

4. Prospects and policy options

Cuba’s convertible currency debt and balance-of- 
payments situation will be difficult but no hope­
less for the next few years. A major debt 
rescheduling is urgently required in the short 
term. In the longer term, a lasting resolution of 
the current problem will require a more ambi­
tious adjustment or restructuring programme 
than has been considered so far.

The immediate difficulties in 1988 are 
daunting:
— foreign trade is of necessity conducted on a 

cash-only basis due to lack of foreign 
exchange and drying up of credit sources;

— the debt service burden plus arrears for July 
1986 to 1988 is overwhelming, at over 400% 
of annual convertible currency foreign 
exchange earnings;

— asphyxiation of production due to shortages 
of imported inputs and capital goods from 
hard currency areas will continue to damage 
growth prospects;

— the lucrative petroleum and sugar reexport 
schemes are vulnerable to changes in toler­
ance of them by the Soviet Union, as well as 
lower prices in the case of petroleum;

— world "free market” sugar prices are 
unlikely to improve markedly for any length 
of time, unless there are major changes in 
bloc protectionism.
On the other hand, there are a number of 

factors which should have modestly beneficial 
impacts on the overall and the hard currency 
debt and balance-of-payments situations. These 
include:
— probable increases in tourism;
— expansion of nickel concentrate production

and exports by about 30% in terms of 
volume;

— probable increases in sugar production 
volumes, provided the weather is not 
inclement;

— priority investment projects in export activ­
ities (citrus packing houses, fish processing 
facilities, tourist hotel refurbishment, and 
sugar) which should assist export expansion 
in the medium term;

— prospective increases in petroleum extrac­
tion and refining, which should reduce oil 
imports and/or permit increased reexports;

— the future start-up of petroleum-saving 
nuclear energy generation.
Unfortunately these positive factors are of 

limited short-term impact, while Cuba faces an 
immediate liquidity shortage. The positive fac­
tors should be of some benefit in the 1989 to 
1992 period, but in the meantime Cuba must 
obtain hard currency foreign exchange for cur­
rent use.

A major rescheduling of the hard currency 
debt appears to be unavoidable. Such a resche­
duling would stretch out payments for 1988 
maturities and arrears over a long period of time. 
It would add significantly to the magnitude of 
the debt because 1988 interest and interest 
arrears —some Cu$86l million in total— would 
be "capitalized”, that is, covered by increased 
loans. "Interest capitalization” is unfortunate 
but probably necessary. Provision of "fresh 
money” for immediate uses would also be useful. 
A major consolidation of debt in the reschedul­
ing to replace high-cost suppliers’ credits with 
lower-cost long-term bank credits would be 
desirable as well.

Cuba is unwilling to place itself under the 
scrutiny, monitoring, or policing of the Interna­
tional Monetary Fund or World Bank (it is not a 
member of either of these agencies) or any other 
such body. On the other hand, the commercial 
banks and the public financial institutions of the 
Paris Club require some assurance that Cuba is 
undertaking internal policy initiatives which 
will permit it to earn hard currency foreign 
exchange and eventually service the debt suc­
cessfully in the long run. This means that Cuba 
itself must design, implement and report on its 
own structural adjustment programme so as to 
satisfy its creditors. Cuba effectively performed
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all of these functions in the austerity programme 
adopted in December 1986. As noted, that pro­
gramme was well implemented, but the benefits 
it produced were small relative to what was 
needed. A more ambitious structural adjustment 
programme is required.

Cuba has already adopted some of the fea­
tures of such an adjustment programme, includ­
ing investment projects to expand exports and 
substitute for imports and schemes for reducing 
direct consumption of imported commodities. 
What is now necessary is a major expansion of 
this programme with special attention to 
exports and to the country’s convertible currency 
needs. How can Cuba's hard currency export 
earnings and import savings be increased? This 
is a difficult task and one which has preoccupied 
Cuban policy-makers for some years. It is a task 
made more difficult because it requires large 
amounts of what it is supposed to generate, 
namely hard currency. In the medium term, the 
hard currency foreign exchange situation should 
improve as the various export and import- 
substituting projects mentioned earlier come on 
stream. In the longer term, export earnings 
(especially in hard currency) will need to be 
further increased if the convertible currency debt 
is to be serviced and worked down and if ade­
quate levels of imports from the DMEs and LDCs 
are to be maintained. In this endeavour, normali­
zation of trade relations with the United States 
would be useful in providing a good market for a 
variety of non-sugar and non-traditional exports 
as well as a major source of tourism. Unfortu­
nately the termination of the U.S. embargo will 
be decided in Washington, not Havana, and its 
timing cannot at present be predicted.

A number of policies could be adopted by 
Cuba to strengthen its participation in the inter­
national non-CMEA economic system. These 
would include a continued dedication to invest­
ment projects generating or conserving hard 
currency, a new exchange rate policy, and a new 
system of linking enterprises more closely to

foreign producers in order to improve product 
design and quality from the standpoint of for­
eign purchasers. An exchange rate reform would 
likely involve a major devaluation, together with 
unification of the current multiplicity of 
exchange rates. Improving the linkages of enter­
prises with their foreign markets would involve 
a major decentralization of decision-making 
regarding product design, pricing, input pro­
curement and marketing. If both these types of 
action were taken, this would imply significant 
movement towards decentralization and mar- 
ketization. The likelihood of significant move­
ment in these directions can only be the subject 
of speculation at this time, but they may not be 
out of the question.

In the meantime, if a major rescheduling of 
the hard currency debt with official and commer­
cial bank creditors is not achieved, Cuba faces 
some difficult choices. Unilateral repudiation is 
still unlikely, even though part of the basis for 
President Castro’s rejection of this alternative 
for Cuba has changed: Cuba is not and does not 
perceive itself to be in a strong enough economic 
position at this time to service the hard currency 
debt except at unacceptably high cost in terms of 
popular living standards. This being the case, the 
option associated with President Alan Garcia of 
Peru —that is to say, to unilaterally agree to 
service the debt ultimately but at a reduced 
level— would appear to be attractive. In Peru’s 
case, the debt service is limited to 10% of foreign 
exchange earnings. A variant of this approach 
might be appropriate for Cuba. Certain other 
devices might also be useful in working down the 
debt, including countertrade arrangements in 
which creditor banks accepted repayment in 
kind, or schemes in which creditor banks agreed 
to purchase additional Cuban exports for hard 
currency when part of the debt was repaid 
(ECLAC, 1987, p. 9). (Debt-for-equity swaps 
probably have virtually no role to play in the 
Cuban case, although the existence of foreign 
investment legislation in Cuba would indicate 
that such swaps may not be impossible.)



A n n e x

CU BA: PETRO LEU M  A N D  SUG AR R E E X P O R T S: P R IC E S, Q U A N TITIES A N D  E ST IM A T E D  P R O FIT S

1980 1981 1982 1983 1984 1985 1986 1987

Sugar
Imports:

Price (US$ per lb) .287 .170 .084 .085 .052 .041 .060 .066
Cu$/metric ton 454. 302. 159. 163 103. 83. 110. 146.
Total value <Cu$/million) - - 14.1 33.6 101.0 106.4 89.6 138.0
Quantity (thousands of metric tons) ' ' 88.8 206.0 975.0 1 419.4 812.8 945.0

Reexports: (to USSR)
Price (Cu$/metric ton) 759. 606 658. 873. 868. 986. 850. 850.
Quantity (thousands of metric tons) - - 88.8 206. 975.0 1 419.4 812.8 945.0
Profit per metric ton (Cu$) 499. 710. 765. 903. 740. 704.
Total profit (Cu$/million) 44.3 146.3 745.9 1 281.4 601.5 665.2

Petroleum
Imports: (from USSR)

Price (Cu$/metric ton) 83.20 102.70 125.80 147.0 174.2 175 175 175
Total value (Cu$/million) 878.6 1 139.2 1 468.0 1 824.8 2 169.7
Quantity (thousands of metric tons) 10 564 11 089 11 668 12 410 12 458

Reexports:
Price (US$ per barrel) 28.50 32.50 33.48 29.30 27.53 26.50 13.54 17.43
Cu$/metric ton 150.00 191.50 210.80 186.60 181.60 180.00 82.40 127.80
Quantity (thousands of metric tons) 790.5 1 243.3 2 666.9 2 666.9 2 926.9 3 016.6 3 000.0
Total value (Cu$/million) 151.4 262.1 497.7 484.4 526.9 248.5 383.4
Profit per metric ton (CuS) 88.8 85.0 39.6 7.4 5.0 -92.6 -47.2
Total profit (Cu$/million) 70.2 105.7 105.6 19.7 14.6 -279.3 -141.6

Exchange rate used
Cu$/US$ .717 .804 .859 .869 .90 .92 .83 1.00

Source: Banco Nacional de Cuba, Informe económico, Havana, May 1987, p. 25; Comité Estatal de Estadística, República de Cuba, Anuario estadístico de Cuba, 7985, Havana, 1986, p. 409; 
Economist Intelligence Unit, Quarterly Economic Review o f Cuba, Dominican Republic and Haiti. No. 4, London, 1986, p. 12; Banco Nacional de Cuba/Comité Estatal de 
Estadísticas, Cuba: Informe econó?nico trimestral, Havana, September 1987.

Notes: 1. Conversion factors used: I metric ton =  2 204,6 lbs; 1 metric ton of oil =  7.33 barrels.
2. The exchange rate used for currency conversions is the official rate "Contra Certificado de Divisas Indirecto", the rate used for balance of payments and debt accounting purposes. 
The series indicates devaluation against the U.S. dollar (which was appreciating) from 1980 to 1985, followed by a peso appreciation in 1986, In 1987 there was a major peso 
devaluation against the U.S. dollar despite the fact that the dollar itself was devalued that year. The fact that, at these official exchange rates, large losses on petroleum reexports were 
occurring but that trade was being continued only indicates that the exchange rate isseriouslyovervalued. With a more realistic exchange rate (e.g., USSl =  Cu$2) the impon price of 
sugar would be increased and the reexport profits reduced, while the reexport price of petroleum and hence reexport profits would be increased in terms of Cuban pesos.
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IV

Summary and conclusions

Cuba’s convertible currency debt, which 
increased rapidly in the 1970s, was manageable 
without major difficulty from 1980 to 1985, 
albeit with three reschedulings. In retrospect, 
however, the underlying hard currency balance 
of payments was being strengthened somewhat 
artificially by petroleum reexports which were 
ultimately unsustainable. The rapid economic 
growth from 1981 to 1985 was not accompanied 
by sufficient improvements in convertible cur­
rency foreign exchange earnings or savings. In 
early 1986, the seriousness of the underlying 
problem became apparent, as petroleum reex­
ports fell by over half (due to the fall in world oil 
prices) while other non-sugar exports also 
declined. Cuba was unable to service its hard 
currency debt, except at unacceptable cost, and 
therefore declared a moratorium on commercial 
bank debt on 1 July 1986.

Since 1986, the basic hard currency debt and 
balance-of-payments situation has improved 
very little despite a well-implemented and self-

imposed austerity programme, despite the com­
mencement of the "rectification” process, and 
despite major attempts to channel investment 
towards foreign exchange-generating or con­
serving projects and towards projects nearing 
completion. Rates of economic growth declined, 
reaching -3.5% in 1987 in comparison with a 
targeted rate of +1.5 to 2.0% for that year. By 
early 1988, the situation was grave, with pay­
ments for 1988 plus arrears amounting to about 
400% of expected hard currency foreign 
exchange earnings, and with major risks of 
further deterioration which appear likely to 
overwhelm some more positive factors in the 
short run. A major rescheduling is urgently 
required, but this had not been achieved by late 
March 1988. In the absence of such a reschedul­
ing, a continuation of a unilateral repayments 
moratorium by Cuba may occur. However, it is 
more likely that Cuba may adopt a "Peruvian- 
style” approach in which it agrees to repay the 
debt, but at a level of servicing deemed reasona­
ble in terms of Cuba’s ability to pay.
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impact of 
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Alexander Schejtman^

The world food market has lost the noteworthy 
stability that characterized it in the 1950s and 1960s. 
The "shortage crisis" of the 1972-1974 period was 
followed by an "oversupply crisis”, with strongly 
destabilizing effects on international prices. The 
first crisis aroused an intense interest in seeking 
formulas to cover the gap between effective domestic 
demand and domestic supply, so as to stabilize con­
sumption. The transition to a market of abundant 
supply with falling prices relegated to second posi­
tion the subject of food security, understood in tradi­
tional terms, and shifted priority to measures aimed 
at tackling the persistence of under-consumption 
and malnutrition in vast sectors of the population, 
even in countries with a sufficient aggregate supply.

As a result of the crisis affecting the countries of 
the region today and the recessive nature of the 
adjustment policies imposed, problems of both 
national availability and individual access must now 
be considered as constituent factors of food insecur­
ity. Along with proposing a concept of food security 
that includes both types of problems, this article 
seeks to evaluate, in the light of a series of indicators, 
the degree of sufficiency, stability, autonomy, sus­
tainability and equity that has characterized food 
systems in recent decades and during the crisis itself.

*Staff member of the ECLAC/FAO Joint Agriculture 
Division. Valuable assistance was provided by Francine 
Brossard and Tonci Tomic of the ECLAC/FAO Joint Agricul­
ture Division, in the statistical aspects of this article, and by 
Gerardo Aceituno, Jasmin Chiu and Fernando Stade in the 
computer programmes.

Introduction

The spectacular increases in agricultural prices 
and the decline in the reserves/consumption 
ratio to unheard-of levels caused the 1972-1974 
period to be labelled a "shortage crisis", and food 
security took over the top rank among interna­
tional concerns. Given the type of phenomena 
that lie at the root of such concerns, food security 
was seen as being equivalent to the capacity of 
deficit countries to attain stable levels of domes­
tic supply that were not significantly lower than 
the trend levels of effective demand (Valdes, 
1981, p. 1).

In less than a decade, however, the world 
food market went from a shortage crisis to an 
oversupply crisis,* with a consequent replenish­
ment of stocks and a drop in the real prices of the 
main tradeable foods. Thus, the problem lost the 
pre-eminent importance which it had had in 
international forums since the mid-1970s. At the 
same time, however, a healthy reconsideration 
of what should be understood by food security 
has taken place. There is now an awareness that 
aggregate supply, however generous and stable 
it may be, is not enough to assure universal 
access to baste foods to a population which lacks 
the purchasing power to buy them, and that this 
is one of the chief manifestations of food inse­
curity in most of the countries of the region.

The emphasis placed on the question of 
access does not imply that the problems of 
aggregate supply that emerged at the beginning 
of the 1970s have been surmounted, nor that the 
world food market has recovered the stability 
that it exhibited traditionally until the outbreak 
of the "shortage crisis". On the contrary, despite 
the decline in international prices the world 
market for the principal grains has become very 
volatile or, if preferred, extremely sensitive to 
small variations in supply. Moreover, the coun­
tries of the region have witnessed an increase in 
their degree of dependence and a serious deterio­
ration in their import capacity, as a consequence 
of the size of their foreign debt servicing burden. 
The incorporation of problems of individual

’On the main causes for this change, see ECLAC (1988), 
pp. 20-32, and G. Miller (1986).
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access and aggregate availability into more 
recent définitions of food security is therefore 
fully justified.

For analytical purposes, it would be conve­
nient to distinguish four substantive ways in 
which the food security problem is manifested, 
two related to aggregate availability and two to 
food access: i) conjunctural maladjustments of 
aggregate availability, which refer to the pres­
ence of cyclical gaps between the levels of food 
production and demand; ii) structural imbalan­
ces of aggregate availability, which refer to the 
presence of persistent and increasingly frequent 
gaps between production and demand; üí) cycli­
cal or seasonal problems of access, which refer to 
occasional difficulties, regular or not, encoun­
tered by given families in meeting their basic 
nutritional requirements, and iv) structural res­
trictions on access, which refer to the presence of

a systematic gap between nutritional needs and 
the income available for food consumption in 
given social sectors (figure 1).

Although these problems can exhibit vary­
ing degrees of interdependence in each national 
situation, they are strictly speaking determined 
by distinct specific factors, so their solution 
demands the adoption of very different types of 
measures.

An examination of the problems affecting 
aggregate supply (national and/or regional 
and/or local) must take account of the following 
variables: i) the degree o f  sufficiency vfkh'which. 
the supply meets predetermined levels of 
demand; ii) seasonal factors of domestic supply 
and of its main components; iii) the autonomy 
(or in contrast the external dependence) of food 
systems, and iv) the sustainability of the current 
patterns of supply and demand in the long run.

F ^ re  1
TY PES OF FOOD SE C U R ITY  PROBLEM S

CONJUNCTURAL STRU CTU RA L

Aggregate supply 
problems

Fam ily or individual 
access problems

DD’ : Effective demaiiu 
PP’ : Production 
NN’ : Food needs
Y Y ’ : Incom e available for food purchases
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An analysis of the problems of family food 
access —which are linked to the equity of the 
food systems— involves an evaluation of the

degree to which the distribution of food "entitle­
ments” leads to malnutrition and/under­
consumption.^

Food security trends

In the following pages, an attempt is made to 
evaluate what has been happening in the field of 
food security since the early 1960s. The first 
stage covers the trends observed in the preced­
ing decades and th  ̂second, what has been hap­
pening since 1980. Thus, an attempt is made to 
distinguish between structural trends of food 
systems and trends attributable to the current 
crisis.

1. Levels o f  sufficiency

The type of food system that can be considered 
sufficient is one that, through domestic produc­
tion and net imports, generates an aggregate 
supply capable of covering not only the existing 
effective demand but also the basic food needs of 
the low income strata which are not manifested 
on the market. This must be achieved without 
affecting long-term sustainability, desirable 
degrees of autonomy, or the minimum condi­
tions of equity of access.

The greater the prevailing inequality in 
income distribution, the greater the require­
ments that must be met in order to reach the 
level of sufficiency, ceteris paribus. Every time a 
segment of the population falls below the nor­
mative level adopted —whatever it may be—, 
the overall availability must be correspondingly 
higher than the average intake in order to ensure 
general satisfaction of calorie requirements.

A simple way of evaluating the levels of 
sufficiency consists of comparing the per capita 
supply of food energy available for human con­
sumption (FES) —which assumes that it is taken 
to be representative of effective demand— with 
some estimate of requirements.

For the estimates presented here, the figures 
on availability (FES, measured in Kcal/per 
capita/day) published by FAO in its Food

Balance Sheets have been used;  ̂ while for nor­
mative requirements, those established by the 
ECLAC Statistical Division in order to update 
estimates of poverty lines have been adopted.'* In 
short, what we have called the base norm (BN) 
stipulates the calorie level required by a person 
whose weight, height and activity are represen­
tative of the population as a whole.

With this information, and for comparative 
purposes, we put together the following levels or 
degrees of sufficiency and/or insufficiency.

i) critical insufficiency: FES <  0.95 BN
ii) insufficiency: 0.95 BN <  FES < 1 .0  BN
iii) precarious sufficiency: 1.00 BN <  FES< 1.1 

BN
iv) full sufficiency: FES > 1 .1  BN

The application of these criteria to the FES 
average during the 1960-1980 period leads to the 
conclusion that half of the 20 Latin American 
countries considered in our analysis showed 
levels of full sufficiency, while 20% were in a 
critical state (table 1). Among the first group of 
countries are Brazil, Argentina and Mexico, the 
largest countries in the region. At the other

^Sen (1982) presents an interesting conceptualization oi the 
subject of the nature and sources of food entitlements.

’In these sheets it is assumed, with respect to almost all foods, 
that food energy supply for human consumption (FES) =  Domes­
tic production + Imports - Losses +  Changes in stocks - Industrial 
use - Animal feed - Exports. Three-year averages of the variables 
indicated, expressed in Kcal/per capita/day, are presented.

'■The following items were used for this purpose; the new 
recommendations on energy requirements prepared by a Joint 
FAO/WHO/UNU expert consultation (1985); the most recent cen­
sus and occupational data (for determining requirements according 
to sex, age and type of activity), distinguishing between urban and 
rural areas, and, finally, income distribution and the composition of 
expenditure, with the aim of incorporating the consumption pat­
terns of the lower-income population (see ECLAC, 1988).
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Table I

LA TIN  AM ERICA A N D  TH E CA RIBBEA N ; LEVEL A N D  T R E N D  
O F FOOD SUPPLIES, 1960-1980

Availability
Levels of sufficiency

Critical
insufficiency Insufficiency Precarious

sufficiency
Full

sufficiency

Growing Ecuador Dominican Venezuela Trinidad and Tobago

Growing

Bolivia Republic Colombia Cuba 
Jamaica 
Mexico 
Costa Rica 
Paraguay

moderately

Constant

Guatemala Honduras

Panama

Brazil

Chile
Argentina

Decreasing Haiti Peru Uruguay

Source: ECLAC/FAO Joint Agriculture Division.

extreme are Ecuador, Bolivia, Guatemala and 
Haiti. On the other hand, in the course of the 
period the degrees of sufficiency registered 
advances in the majority of the cases. Only in 
Haiti, Peru and Uruguay did this ratio deterio­
rate, while the stagnation experienced by 
Panama and Chile continued.

2. Stability

The concept of stability refers to the intensity of 
the fluctuations to which aggregate availability is 
subject over time. It was estimated by measuring 
the deviations of apparent consumption (pro­
duction plus imports minus exports) with 
respect to the trend values in the 1970-1980 
period, without taking account of the degree of 
sufficiency or insufficiency.^

As an indicator of the degree of stability/in- 
stability, the coefficient of variability of apparent 
consumption was used, expressed in terms of the 
standard deviation of the percentage differences

’Variations in stocks were not considered, since they do not 
appear in the sources employed for the other variables (FAO, 
Production Yearbooks). Although there are alternative sources for 
estimating this variable, it was decided not to use them for the sake 
of homogeneity and consistency. It is probable that this results in 
an overestimation of instability.

with respect to the trend.  ̂ An identical proce­
dure was followed with the variability of produc­
tion, since in most countries this is the main 
component in consumption and shows, by com­
parison of coefficients, whether imports have 
performed the stabilizing role assigned them or 
not.

In order to visualize more directly the degree 
of instability, the coefficients were expressed in 
terms of probabilities (P) that the consumption 
or production in a given year would be less than 
95% of the trend value. For operational pur­
poses, the following categories were established:

i) stable
ii) moderately unstable
iii) unstable
iv) critically unstable

P <  15% 
1 5 % < P < 2 5 %  
2 5 % < P < 3 3 %  

P > 3 3 %

During the 1970s, that is to say, in the pre­
crisis period, less than one-third of the countries 
attained reasonable levels of stability in basic 
food production (cereals, pulses and tubers), 
while the percentage rose to over 40% when 
considering the consumption of those goods

*This methodology corresponds to that suggested by 
Huddleston and others (1978) and Valdes (1981) (see the Metho­
dological Appendix).
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(table 2). In most cases, the consumption coeffi­
cients were lower than production coefficients- 
The high percentage of domestic demand that is 
met by imports in countries like Venezuela, 
Cuba, Jamaica and Panama helps to partially 
isolate consumption from the instability that 
major fluctuations in domestic production would 
otherwise cause. This situation contrasts with 
that observed during the period in question in 
Nicaragua and Mexico.

Table 2

LA TIN  AM ERICA AND TH E CA RIBBEAN : 
LEVEL O F ST A B IL IT Y  IN THE 

TH E PRO D U CTIO N  AND
CO N SU M PTIO N  OF 

BASIC FOODS, 
1970-1980

Probability, less than 93% of 
the trend

Production Consumption

Stable Colombia Colombia
0% -15% Nicaragua

Brazil
Brazil

Slightly Bolivia Panama
unstable Suriname Venezuela
15% -25% Mexico Cuba

Peru Trinidad and
Honduras Tobago

Honduras
Bolivia
Jamaica
Peru

Unstable El Salvador Mexico
25% -33% Costa Rica El Salvador

Venezuela Costa Rica
Argentina Haiti
Haiti Suriname
Cuba
Trinidad and 

Tobago

Nicaragua

Critically Guyana Guyana
unstable Uruguay Uruguay
33% or more Guatemala Argentina

Dominican Dominican
Republic Republic

Ecuador Guatemala
Paraguay Ecuador
Chile Chile
Jamaica
Panama

Paraguay

Source: ECLAC/FAO Joint Agriculture Division,

It is possible that the great variability 
observed in the production of basic crops is due 
to the fact that these goods are important ele­
ments in the "popular basket". The rigorous 
controls often imposed on their prices motivate 
those who produce them to change lines of activ­
ity as soon as they have more profitable alterna­
tives. The fluctuations in wheat production in 
Chile, the shifts between grains and meat in 
Argentina and the sorghum/maize ratio in Mex­
ico are illustrative of this type of phenomenon.

In several countries of the region, a signifi­
cant portion of the supply of these products is 
generated by peasant agriculture, which is con­
centrated in non-irrigated land and is therefore 
exposed to rainfall variations which could very 
well be another source of variability. However, 
those countries in which peasant agriculture has 
the greatest weight are not necessarily those 
with the most acute levels of variability.^

In so far as instability in domestic supply can 
be checked by imports, a negative correlation 
between production and imports may be 
expected, as well as a relative inelasticity of the 
latter to price changes. The first of these pheno­
mena was manifested clearly in only a few of the 
24 countries considered in our analysis,® while in 
11 of them some degree of inelasticity in the 
demand for imports was detected.

The lack of a (negative) correlation between 
production and imports and the relative insensi­
tivity of import demand to price changes seem to 
explain why the differences between production 
instability and consumption instability are not 
substantial.^

Tn the case of Mexico, which has a high level of instability, 
maize is the only cereal produced basically by peasants, while wheat 
and rice are markedly entrepreneurial crops. See ECLAC (1982), 
pp. 84 and 85.

®In the majority of the cases, the regressions were not statisti­
cally significant, while in many of them they were positive. Similar 
results were obtained by Valdes (1981), p. 33.

^Vald6s (1981, p. 37) felt that In the 1961-1976 period fluc­
tuations in volume had a significantly greater weight than those of 
prices in explaining the variations in spending on imports in five 
of the six countries considered, namely Brazil, Chile, Colombia, 
Guatemala and Mexico, with Peru being the exception. Although 
the relative position of the countries is thesameasinour study, the 
values for the 1961-1976 period are higher than those of 1970- 
1980. This difference is attributable to greater instability in the 
international prices in the latter of the two periods, as well as the 
decline in food aid.
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If the countries are grouped by geographical 
subregion and/or by integration agreements 
(the Caribbean, Central America, Andean 
Group, Southern Cone), it can be seen that the 
coefficients of variability of production for the 
groupings are considerably lower than those for 
the individual member countries. This suggests 
that both trade and the establishment of a com­
mon purchasing policy could help to alleviate 
instability in the products under consideration.

3. Autonomy

a) Preliminary considerations

A distinctive feature of the insertion of Latin 
America and the Caribbean in world food trade is 
its strongly asymmetrical nature. The agricultu­
ral exports of the majority of the region’s coun­
tries are dominated by a small number of 
traditional items for which world demand shows 
little dynamism, or is even declining, and which 
are only marginal components of the "bask bas­
kets" of both exporter and importer countries.^® 
For their part, imports appear to be dominated 
by essential items (cereals, oilseeds, etc.) which 
come from an ever-smaller number of countries 
and firms.

The dynamics of food exports and imports 
show substantial changes between the two 
decades prior to the crisis. During the 1960s, the 
course of the values, volumes and prices of 
exports did not differ markedly from those of 
imports. In the 1970s, however, imports grew by 
16% and exports by 9% ; the volume of exports 
—a manifestation of the effort to win markets— 
grew slightly more than 1%, while that of 
imports rose by around 11%. This is the context 
in which the evolution of levels of food depend­
ence must be examined.

The indicators of autonomy —or of its oppo­
site, external dependence— attempt to measure 
the degree of external vulnerability of food sys­
tems. Frequently, these calculations must be 
based on the net food balance (exports minus 
imports) or on estimates on the weight of cer­
tain imported products (particularly cereals) in

domestic consumption. However, these types of 
indicators reveal only partially —and in the case 
of the former, very mistakenly— what is really 
happening as regards the external vulnerability 
of food systems.

If what is desired is to measure the vulnera­
bility of the food system as a whole, it would be 
necessary to include the inputs and means of 
production necessary for both agriculture and 
the food industry and also, to some extent, for 
commercial activities.

Examination of the trend in the weight of 
food system imports with respect to total over­
seas sales shows a very heterogeneous range of 
situations (table 3). There are cases in which the 
food and agriculture sector does not absorb more 
than 10% to 15% of export income, but there 
are other countries where that coefficient has 
exceeded 30% for several years. The relative 
weight of these imports reaches its maximum 
point in the middle of the decade under study, 
probably because of the rise in international 
grain prices.“
b) Dependence on cereal imports

With the exception of countries that are net 
exporters of wheat, the levels of dependence on 
cereal imports during the 1970s were quite high, 
since imports exceeded 10% of apparent con­
sumption, in some cases by a considerable mar­
gin (table 4). If a level of dependence ranging 
between 10% and 20% of consumption is arbi­
trarily defined as average, around 30% of the 
countries fall into this category; another one- 
fifth exhibit a high level of dependence, with 
imports between 20% and 30% of consumption, 
and the rest (half of the cases, and especially the 
Caribbean nations) show a critical level of 
dependence.

If, moreover, we consider the trend followed 
by the import/consumption ratio during this 
period (i.e., the annual rate of growth of this 
quotient), k is possible to distinguish; i) a group 
made up of the Caribbean countries, which syste­
matically import nearly all the cereals they con­
sume; ii) a group formed by Chile, Peru and the 
Dominican Republic, with a high and growing

'“Someone once said, not without some justification, that 
these exports merely supplied desserts for the industrialized 
nations.

“ Until the mid-1970s, six items in the areas of cereals, dairy 
products and oilseeds accounted for 90%  of imports — a coefficient 
that dropped to 56% in the 1980-1982 period.
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Table 3

LATIN  AM ERICA: IM PO RTS OF IN PU TS AN D  MEANS OF PRODU CTIO N  
FOR TH E FOOD AND AGRICULTURE SECTO R“

(Percenta^ei)

1970 1972 1973 1974 1975 1976 1977 1978 1979 1980 1981 1982
Argentina 8.3 9.7 8.5 7.6 9.9 5.9 6.2 5.4 8.2 11.3 7.7 5.2
Brazil 17.9 18.8 18.1 25.5 19.3 16.7 12.7 17.0 19.9 16.9 11.6 10.7
Colombia 16.0 13.5 17.5 22.7 15.8 14.8 14.2 14.2 12.9 17.6 22.1 24.6
Costa Rica 22.6 22.9 22.8 31.9 33.9 21.7 18.8 19,4 19.7 22.7 17.3 16.7
Chile 17.5 40.2 30.6 32.9 24.1 22.4 16.3 22.0 17.3 20.7 24.6 16.2
Ecuador 14.9 11.2 10.7 10.0 17.3 11.6 10.6 13.0 9,6 11.2 10.3 13.5
El Salvador 28.2 17.9 19.9 24.2 28.4 17.4 16.6 18.2 18.8 20.0 31.7 28.6
Guatemala 15.9 16.0 14.7 17.5 22.4 13.2 12.0 17.5 18.2 15.7 21.6 16.4
Honduras 23.2 17.6 19.0 21.4 28.2 20.3 19.6 21.3 33.3 23.7 25.8 17.2
Mexico 23.4 21.9 31.5 42.5 44.0 25.7 25.8 23.4 20.0 23.3 20.3 10.8
Nicaragua 16.3 16.3 23.1 21.7 22.4 13.5 17.6 17.4 10.3 47.6 41.9 35.8
Peru 13.9 20.5 25.1 20.3 37.7 26.6 20.9 17.6 11.2 18.5 30.5 22.1
Venezuela 7.9 7.9 7.2 5.5 10.2 10.4 16.8 17.4 10.4 10.4 13.2 12.2

Total 14.5 16.1 16.2 18.1 19.4 15.1 14.9 16.5 15.0 16.5 15.6 12.2
Source: "Cuadernos de la CEPAL" Series, No. 11, and FAO t'orcifiii Trade Yt êarhook.
“Includes imports of ftKkl, means of production for agriculture (fertilizers, agricultural machinery and pesticides) and machines for the 

ftxKl industry.

Table 4

LATIN  AMERICA AN D  THE CA RIBBEAN :
LEVEL AN D  TR E N D  OF THE IM PO RTED  SEGM EN T OF CEREAL CO N SU M PTIO N ,

1970-1980

Trend
Average level of imports

Low Medium High Critical

Growing Mexico
Brazil
Honduras

Haiti
Ecuador

Dominican Republic 
Chile

Constant El Salvador
Colombia
Guatemala

Nicaragua
Bolivia

Cuba
Barbados
Venezuela
Trinidad and Tobago 
Jamaica

Decreasing Argentina Paraguay Panama Costa Rica
Guyana

Source: ECLAC/FAO Joint Agriculture Division.

level of dependence; iii) a small group where 
there is a downward trend, and iv) a large majo­
rity of the countries, where the level of depen­
dence is in the medium range and rising.

c) Calorie dependence

An assessment along the same lines as the 
above, but referring this time to the imported

content of energy supply (imported calories over 
calories consumed), provides very similar results 
in terms of the ranking of the countries. Alt­
hough the levels of dependence are lower, seve­
ral countries still display a critical situation. 
Moreover, there are few countries (among them, 
two basic grain exporters) which show down­
ward trends in this variable (table 5).
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4. Sustainability

By "sustainability”, we mean the food system’s 
capacity to ensure that the above attributes and 
equity (to which reference will be made further 
on) are not achieved in the short run at the cost 
of depleting renewable and non-renewable natu­
ral resources to such an extent as to make the 
process unsustainable in the long term.

Three major types of losses may be noted by 
way of illustration: loss of cultivable land, loss of 
phytogenetic varieties, and loss of energy effi­
ciency of the food systems.

There are no recent and/or broad-ranging 
estimates on the damage that the processes of 
erosion, salinization, laterization, and desertifi­
cation in general have caused to the agricultural 
potential. Judging by the data from studies on 
countries and/or regions, however, the loss of 
cultivable land is very significant. According to 
this information, in Mexico the land affected by 
accelerated or absolute erosion represents 51% 
of the surface area; in Colombia, 31 %; in Central 
America, nearly all the highlands; in Chile, 
nearly 25% (Dourojeanni, 1980). One-fifth of 
the territory of Latin America, inhabited by 
24 million people, is estimated to be affected by 
the presence or the imminence of desertification 
(Gligo, 1981).

Even though considerable new areas of land 
are also being opened up to cultivation and the 
potential of the existing land is being substan­
tially increased, through the introduction of irri­
gation and other practices, the trend suggests 
that the losses are higher than the gains (Gligo,
1981).

Noteworthy among the processes that have 
given rise to what is generally known as "genetic 
erosion” are those that affect grazing lands. This 
is particularly so in the case of grazing by sheep 
and goats, which have annihilated the fodder 
species of greatest palatibility (Gligo, 1981). The 
penetration of the humid tropics, when carried 
out in the absence of genetic conservation pro­
grammes that safeguard these ecological fragile 
biosystems, is causing the rapid loss of whole 
populations of species. In the specific area of 
food systems, however, the trends which cause 
most concern are those tending towards accele­
rated genetic simplification, caused by the deve­
lopment of modern, high-yield seeds which has 
not been accompanied by equivalent concern for 
gathering and conserving the rich variety of pre­
existing germoplasm (Barkin, 1983). In the case 
of Latin America, it has been possible to gather 
and maintain germoplasm reserves at a relati­
vely acceptable level only in the cases of maize 
and, more recently, potatoes (Harlan, 1975).

Table 5

LATIN  AMERICA AND THE CA RIBBEAN :
LEVEL AN D  TR E N D  OF IM PO RTED  SEGM ENT OF EN ERGY SU PPLY,

1970-1980

Trend
Imported calories as a percentage of total calories consumed

Low Medium High Critical

Growing Mexico Ecuador
Haiti
Jamaica

Dominican Republic

Growing
slightly

Colombia
Brazil

Honduras Peru Venezuela 
Panama Chile

Trinidad and Tobago

Constant Guatemala Costa Rica Cuba 
Bolivia

Decreasing Argentina
Uruguay
Paraguay

Source: ECLAC/FAO Joint Agriculture Division,
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Finally, there is the problem of energy subsi­
dies posed by the fulfilment of a type of food 
pattern comparable to that of the United States, 
which is the dominant model in our region. 
According to estimates by Steinhart (1974), the 
ratio of commercial energy input per food calorie 
available on the consumer s table was around 9 
to 1. The extension of that pattern to the whole 
of Latin America would have made it necessary 
—merely in order to meet food demand— to 
double the region’s total consumption of crude 
oil (in 1980).^  ̂Thus, it is evident that generali­
zing that model is simply not viable.

5. Equity: distribution o f foo d  
entitlements

The concept of equity is, by its very nature, a 
value concept. Although there may be broad 
consensus on the universality of the right to 
given minimum levels of nutrition, the range of 
the criteria on the "rules” for applying these in 
society is very wide. Very broadly, they range 
from the criterion that it is the unrestricted 
functioning of the market —by people exercis­
ing their purchasing power— which should 
determine each person’s access to food, to the 
view that mechanisms should be established to 
ensure equal access (in proportion to nutritional 
needs, and in the light of national supplies), 
which in general means rationing. Although 
schemes approaching these two extremes have 
been attempted in the region, they have been 
tempered by policies of nutritional intervention 
and employment subsidies, in the first case, and 
by the increasing opening-up of spaces for 
market-influenced access and material stimuli 
that permit some degree of differentiation, in 
the second.

With the aim of defining a criterion for 
equity, let us assume, as a least common denomi­
nator, the consensual idea that malnutrition 
and/or under-consumption are clear expres-

’^Even the most moderate estimates made by Pimentel and 
others (1973) indicate that the amount of the energy subsidy 
required by the United States food consumption pattern would 
lead, in a period of 12 years, to the total depletion of the oil 
reserves. Implicitly, Pimentel assumes 1 246.8 kg/inhabitant/year 
of crude oil equivalent in the food system of the United States 
around 1975. In 1980, total world oil consumption was 643 kg/ in- 
habitant/yeat (United Nations, 1982).

sions of inequality in the distribution of food 
entitlements. The magnitude of these pheno­
mena can thus be considered an adequate indica­
tor of the degree of equity of the region’s food 
systems.

In order to estimate the percentage of the 
population affected, a level equivalent to 1.4 
times the basal metabolic rate (BMR) was used as 
the threshold or "malnutrition line”. The BMR 
corresponds to the energy expenditure of a per­
son with an empty stomach at complete rest in a 
temperate environment. The experts of the 
FAO/WHO/UNU joint consultation felt that, 
until more precise data were available, the 
above-mentioned coefficient was a useful guide 
for estimating the extent of malnutrition. In 
turn, to define under-consumption, the so-called 
"base norm” (BN) used previously for calculat­
ing sufficiency has been used as a threshold or 
"under-consumption line”.

It should be borne in mind that estimating 
the levels of malnutrition and under­
consumption on the basis of national aggregate 
information necessarily leads, regardless of the 
source used, to very gross approximations as to 
the dimensions of the phenomenon, even in 
cases where studies are available on the structure 
and composition of food expenditure.^^

It should also be borne in mind that —re­
gardless of the undeniable conceptual advances 
achieved between the meeting of the FAO/WHO 
Special Joint Expert Committee on Energy and 
Protein Needs, in 1971, and the FAO/ 
WHO/UNU joint consultation held 10 years 
later— even the determination of the minimum 
nutritional requirements is subject to a number 
of qualifications. An inadequate intake does not 
necessarily lead to malnutrition, since it can be 
circumvented by biological adaptation or 
changes in behaviour (reduction in the level of 
activity). These are the limitations that must be 
incorporated into the analysis when attempting 
to evaluate the levels of malnutrition and under­
consumption on the basis of indirect 
information.

the manifestations of malnutrition are clinical, their 
measurement would call for sample studies, based on specific 
indicators, with respect to significant deviations of anthropometric 
parameters that could reflect this situation.
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Taking account of the criteria and exceptions 
mentioned, and using the methodology pro­
posed in the Fifth World Food Survey (FAO, 
1987), which allows the distribution of calorie 
intake to be deduced from income distribution 
and other complementary parameters (see the 
Methodological Annex), the incidence of malnu­
trition and under-consumption in countries for 
which more or less recent data are available has 
been estimated.

Of the ten countries considered, only four 
show malnutrition indexes that (above all in the 
case of Argentina) could be remedied in the 
short run with conventional measures. In the 
others, the relative weight of malnutrition and 
under-consumption borders on or exceeds 25% 
(in many cases by a substantial m argin),w hich 
indicates that in order to address the food issue 
effectively, it would be necessary to reconsider 
more fully the place that it occupies in the design 
or basic conception of the development strategy 
(table 6).

The under-consumption indexes, for their 
part, show extremely high levels. Argentina is 
an exception, since it exhibits a high average 
level of calorie intake, but even so almost 18 % of 
its population lies below the base norm. The 
weighted average indicates that around 44% of 
the Latin American population suffer from 
under-consumption: a figure that coincides with

the 1980 ECLAC estimates on the magnitude of 
poverty in the region.

Table 6

LA TIN  AM ERICA (SELECTED CO U N TRIES): 
ESTIM A TES O F M A LN U TRITIO N  

A N D  U N SA TISFIED  DEM AND, 
AROUND 1980

(Percentagei)

Calorie intake below

1.4 BMR“ Base norm

Argentina (1982) 
Brazil (1984)"

5.6 17.9
24.2 46.0

Colombia (1982) 
Chile (1982)"

24.8 48.0
12.5 35.2

Guatemala (1979-1981) 
Honduras (1982)"

38.7 62.9
41.3 61.4

Mexico (1977) 25.5 43.3
Panama (1982) 13.1 48.4
Peru (1978) 40.5 61.8
Venezuela (1982) 12.7 37.5
Source: Prepared by the ECLAC/FAO Joint Agriculture Division 

on the basis of statistical data on income distribution from 
HCLAC, Income Distribution Series; for Brazil on the basis 
of figures supplied by República Federativa do Brasil, 
Programa de Acao Governamental.

“ 11.4 times Basal Metabolic Rate,
*J.C. Feres and A. León, "Determinación de las necesidades de 

energía y proteínas para nueve países de América Latina", 
ECLAC (photocopy), Santiago, 1988,

^Base norm estimated on the basis of the ratio between the values 
of the study mentioned and those calculatedby Altimir (1979) for 
countries with similar demographic characteristics.

II

The impact of the crisis on food security

There is no empirical information that permits 
an evaluation of the impact of the crisis on 
aggregate availability and the food access condi­
tions of the low-income population, or that 
makes it possible to distinguish between the 
effects of the crisis per  se and the adjustment 
policies adopted. However, based on figures on 
the growth of production, the trade balance and

•‘‘The figure for Brazil is similar to that used by the 1987-1S>91 
Government Action Programme (400 calories/day) to identify 
people with a food deficit.

the prices of food, as well as an analysis of trends 
in employment and wages, it is possible to form 
a fairly crear qualitative idea of the effects of the 
crisis and the adjustment.

1. Effects on aggregate supply

In order to estimate what has happened as 
regards aggregate supply, a comparison has been 
made between the average rates of variation in 
the sufficiency, stability and autonomy of food 
systems in the period 1980-1985, when the
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effects of the crisis made themselves felt and the 
rates observed in each of the two previous 
decades.

a) Levels o f  sufficiency

In terms of per capita calorie supply, the 
overall rate of growth suffered a drastic drop, 
though this average figure concealed very dis­
similar situations. While in Mexico, Central 
America and Cuba the growth rate was main­
tained or even increased, in the Southern Cone 
and in the Andean countries average supplies 
deteriorated. The fate of this latter subregion is 
particularly critical, since it was already affected 
by chronic insufficiency before the crisis 
(table 7).

Table 7

G RO W TH  RA TE OF PER  CA PITA  
CALORIE IN TA K E  FO R 

HUMAN CO N SU M PTIO N ,“
1960-1985

1960- 1970- 1980-
1970 1980 1985

Central America 0.8 0.5 0.6
Caribbean (except Cuba) 0,7 0.5 0.6
Cuba 1.5 1.0 2.1
Andean countries 0.3 0.8 -0.1
Southern Cone 0.6 -0.2 -0.4
Brazil 0.7 0.6 0.1
Mexico 0.6 1.2 0.8

Latin America and 
the Caribbean 0.6 0.6 0.2

Source: Prepared by the EQ.AC/FAO Joint Agriculture Division 
on the basis of data from FAO, Supply-Utilization 
Accounts.

“Annual rates between the three-year periods 1961-1963, 1961- 
1971, 1979-1981 and 1983-1985.

The modest increase —even possibly attrib­
utable to problems of basic information— in the 
food energy supply (FES) was the result of 
improvements in the calorie content of domestic 
production. This, along with the use of accum­
ulated stocks, helped to offset the fall in imports 
and the increase in food exports (table 8).

‘’The volume ofper capita production, however, underwent a 
slight decrease during this period.

The decline in calories of imported origin 
and the recourse to accumulated stocks were 
generalized phenomena. Moreover, domestic 
production contracted in the Andean countries. 
Central America and the Caribbean (excluding 
Cuba), though this was probably offset by cut­
backs in food exports. On the other hand, the 
production and exports of Mexico, Brazil and the 
Southern Cone nations registered increases, 
which, in the case of this last group, led to a fall 
in per capita FES.

With regard to the destination of domestic 
supply, use for cattle feed rose more than use for 
human consumption in Mexico, the Southern 
Cone and Central America. In the Southern 
Cone, total supply expanded, but the per capita 
calory availability dropped, due to the much 
more rapid increase in production for other pur­
poses. In the other subregions, the volume of 
calories used for animal feed and other purposes 
went down, but in the case of the Andean coun­
tries this was not enough to allow an increase in 
the calorie intake of the population.

The use of stocks (and, in some cases, the 
cutback in exports) as a means of sustaining 
intake levels would probably have been insuffi­
cient if not accompanied by shifts in consump­
tion patterns towards products having a greater 
calorie content per expenditure unit. Thus, in 
the majority of the countries the consumption of 
calories from basic grains increased, while calo­
ries from meats and/or dairy products dropped. 
As a result, the average calorie content of each 
ton of food consumed by the Latin American 
population rose slightly more than 2%  between 
1980-1982 and 1983-1985 (table 9).

In sum, as far as sufficiency is concerned, the 
crisis was reflected in a reversal of the sustained 
trend toward a reasonable growth of aggregate 
supply. It is true that this supply maintained its 
level in some cases and even exhibited marginal 
increases in others; but this was achieved 
through the running-down of stocks, increases 
in the calorie content of the factors of both 
supply and demand, and a fall in use for cattle 
feed. The most critical situation affected the 
Andean countries, where the background of 
structural insufficiency was further aggravated, 
with a consequent increase in malnutrition and 
under- consump tion.
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Table 8

CHANGES IN THE SOURCE AN D  D ESTIN A TIO N  OF 
FOOD EN ERGY SUPPLIES/

1980-1985

Source Destination

Production Imports Stock
variation Exports Food Animal

feed Others Total

Latin America 
and the Caribbean 135 -161 168 -47 18 -5 82 95
Mexico 143 -343 411 6 64 172 -19 217
Brazil 197 -119 50 -13 7 -140 247 115
Central America -201 -117 124 225 85 13 -67 31
Andean countries -240 -94 64 195 -22 -26 -27 -74
Southern Cone 581 -175 437 -667 -34 170 40 176
Caribbean (excluding Cuba) -226 -62 64 199 24 -28 -21 -25
Total Caribbean 582 -113 -98 -261 291 -125 -56 110
Source: Prepared by the ECLAC/FAOJoint Agriculture Divisitxi.on the basis of FAO, Supply-Utilizatimi Accounts for the corresponding 

years.
N ote: The increases in stocks and exports during the base pcritKl appear with a minus sign, since they reduce domestic supply. 
“Measured in daily per capita calories; correpond to the differences between the values registered in 1985 and those for 1980.

b) The impact on levels o f stability

In order to evaluate the incidence of the 
crisis on levels of stability, a comparison was 
made between the coefficients of variability cor­
responding to the 1970-1980 series and the coef­
ficients for the longer 1970-1987 series, on the 
assumption that any changes would be attributa­
ble to the incorporation of the five years of the 
crisis/^

In theory, food imports attenuate the effects 
of fluctuations in domestic production. Their 
generalized fall should therefore have accentu­
ated the instability of domestic supply. However, 
this was observed in only 13 of the 24 countries 
considered (table 10).

The Andean subregion is once again a spe­
cial case, since it is the only area in which the 
instability grew in all the member countries. 
Neither the use of accumulated stocks nor the 
decline in food exports allowed them to offset 
the instability caused by the fluctuations in pro­
duction, coupled with the fall in the levels of 
sufficiency and the high indexes of malnutrition 
and under-consumption.

*®This overlapping of the two series was carried out in order 
to have the degrees of freedom necessary to be able to calculate the 
coefficients of variability.

c) The impact on the levels o f autonomy

For the region as a whole, the supply of 
imported calories dropped by slightly more than 
18% between 1979-1981 and 1984-1985, so that 
their weight within domestic supply fell from 
12% to 10%. The decrease reached as much as 
20% in Mexico and 27% in Brazil (table 11). A

Table 9

LATIN  AM ERICA: TR EN D  O F AM OUNT 
OF CALORIES PER TO N  OF 

FOOD CONSUMED

Subregions

Millions of kilocalories 
per metric ton

1980-
1982

1983-
1985

Mexico 1 960 2 007
Brazil 1 700 1 717
Central America 2 023 2 546
Andean countries 1 597 1 653
Southern Cone 1 407 1 443
Caribbean 1 823 1 843
Caribbean (excluding 
Cuba) 1 727 1 733
Cuba 1 983 2 027

Total 1 687 1 723
Source: FAO, Supply-Utilization Accounts, 1987.
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Table 10

C O EFFIC IEN T OF V A R IA B IL ITY  OF THE 
CO N SU M PTIO N  OF BASIC FOODS, 

1970-1980 AND 1970-1985“

Countries
Coefficient of variability

1970-
1980

1970-
1985

Argentina 21.4 26.2
Bolivia 5.9 11.8
Brazil 1.9 3.5
Colombia 4.1 8.7
Costa Rica 10.2 9.8
Cuba 6.8 5,2
Chile 13.4 12.7
Ecuador 14.6 12.6
El Salvador 10.6 9.9
Guatemala 15.9 13.8
Guyana 24.8 23.2
Haiti 7.9 7,0
Honduras 6.3 8.8
Jamaica 5.7 7.9
Mexico 10.5 12.2
Nicaragua 8.1 11.6
Panama 7,3 6.6
Paraguay 13.3 11.1
Peru 5.7 6.4
Dominican Republic 16.1 15.4
Suriname 8.0 8.9
Trinidad and Tobago 6.5 1.5
Uruguay 19.3 16.4
Venezuela 7.0 8.2

Source: Prepared by rhe ECLAC/FAO Joint Agriculture Division, 
on the basis of FAO Production Yearbooks. 

“Corresponds to apparent consumption and does not include stock 
variations.

similar trend may be observed when examining 
the annual rate of variation in the physical 
volume of imports per capita, which rose in only 
three of the 22 countries for which estimates 
were made.

However, the decline in the imported com­
ponent of food consumption cannot be consi­
dered equivalent to an improvement in the 
levels of autonomy, since this was largely 
achieved at the cost of a virtual stagnation in the 
levels of sufficiency and the use of stocks accum­
ulated in previous periods. Only in a few cases 
did the decline in the imported component seem 
to be attributable to import substitution 
(table 12).

2. The impact on equity

The lack of information about the evolution of 
food consumption, income distribution and the

nutritional situation of vulnerable sectors 
impedes a direct evaluation of the impact of the 
crisis and of the adjustment policies on the con­
ditions of access to food, and it is even more

Table 11

LA TIN  AM ERICA AN D  TH E CA RIBBEA N : 
V A RIA TIO N S IN  TH E IM PO RTED  

CO M PO N EN T OF CALORIE IN TA K E, 
1980-1985

(Percentages)

1979- 1984-
1981 1985

Larin America 12.2 10.0
Mexico 15.9 12.7
Brazil 6.6 4.8
Central America 15.3 14.0
Andean countries 16.8 15.7
Southern Cone 6.1 3.0
Caribbean 30.1 29.0
Source: FAO, Supply-Utilization Accounts, January 1987.

Table 12

RATE OF V A RIA TIO N  OF PER CA PITA  
PRO D U CTIO N , IM PO RTS A N D  

E X P O R T S O F FOODS,
1980-1985

Country Production Imports Exports

Bolivia -2.1 -4.1 -23.3
Brazil 1.0 -7.5 4.3
Colombia -1,0 -1,0 -4.5
Costa Rica -1.4 -8.2 -5,3
Cuba 2.5 0.8 l . l
Chile -0.4 -17.6 8.4
Ecuador -1.2 -3.4 -7.7
El Salvador -1,3 -2.8 1.9
Guatemala -0.6 -8.1 -5.8
Guyana -4.6 -21.0 -7.8
Haiti -0.8 -1.1 -6,7
Honduras -4.6 -13.7 -5.5
Jamaica 1,5 0.3 2.2
Mexico -0.6 -6.9 2.2
Nicaragua -2.7 -10.5 -13.2
Panama 0.2 -1.6 -1.8
Paraguay - -6.7 17.7
Peru 1.0 -8.7 3.8
Dominican Republic 0.8 -6.4 -1.3
Trinidad and Tobago -1.0 2.6 -7.1
Uruguay -0.1 -8.4 2.1
Venezuela -1.5 -4.9 3.5

Latin America -0.02 -5.8 1.8

Source; Based on FAO data.
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difficult to establish how much of the deteriora­
tion is due to the crisis and how much is due to 
the policies used to cope with it. Moreover, the 
causal relations between crisis and malnutrition 
—or, inversely, between growth and a high 
nutritional level— are neither simple nor 
d irect,w hile  furthermore there is the question 
of the time gap existing between the deteriora­
tion in the factors that affect the level and quality 
of consumption, on the one hand, and its nutri­
tional manifestations, on the other.

a) Deterioration o f  the rights o f  access to foo d

Without prejudice to the above reservations, 
the generalized nature and rapidity of the deteri­
oration in the various factors that have an 
impact on the rights of access to food suggest a 
severe intensification of under-consumption. 
Among these factors are the following:

i) The generalized increase in open unem­
ployment and underemployment, which reached 
unprecedented levels in the 1985-1986 period in 
eight of the 16 countries for which official infor­
mation was available. The simple average of the 
number of unemployed in 17 countries regis­
tered an increase of nearly 50% between 1980 
and 1985. Moreover, unemployment has had a 
much stronger impact on lower-income families 
(IDB, 1987), and, within urban unemployment, 
the percentage of heads of household thus 
affected has tended to rise (PREALC, 1987b).

ii) The deterioration in real wages, which 
was observed in virtually all types of jobs, but 
was particularly severe in the activities preferen­
tially engaged in by poor groups, such as agricul­
ture and construction (PREALC, 1986).

iii) Inflation and the disproportionate rise in 
the prices of food or of the items in the "basket of 
the poor”. When automatic or semi-automatic 
indexation mechanisms which were characteris­
tics of the wage policies of several of the coun­
tries of the region were eliminated, the

Table 13

EVOLUTION O F PER  CA PITA  HEALTH 
EX PEN D ITU R E B Y  TH E 

CEN TRA L GO VERN M EN T

(1980 = 100)

1981 1982 1983 1984 1985“

Argentina 75.2 53.0 72.7 86.1 81.1
Barbados 91.^ 76.4 75.2 78.7 73.3
Bolivia 54.0 22.3 31.2* 45.8*
Brazil 100.8 114.4 126.8* 140.6*
Costa Rica 62.0 57.5 54.2 83.5 27.7
Chile 105.2 96.0 78.0 76.2 117.4
Ecuador 126.6 115.8 94.2 103.7 60.3
El Salvador 98.4 83.8 71,5 67.6 62.5
Guatemala 69.9 81.6 39.6 41.7 35.9
Guyana 104.5 101.8 73.1 70.2 79.6
Haiti 97.0 141.1 110.4
Honduras 98.9 101.9 103.6 84.8 124.4
Jamaica 100.7 99.2 92.1 81.5 65.0
Mexico 100.0* 73.8 49.2 36.4 57.4
Nicaragua 113.6 96.0 99.9
Panama 98.2 104.5 112.7
Paraguay 135.7 212.4 212.6 170.3 169.4
Peru 119.3 118.5 169.5 160.4 80.3
Dominican
Republic 105.7 58.5 57.1 53.5 48.2
Trinidad and
Tobago 114.6 192.8 196.2 169.3 156.4
Uruguay 87.5 83.8 86.6 103.0* 66.7
Venezuela 108.6* 96.2 88.8 78.0 93.2

Source; P. Musgrove, "The economic crisis and its impact on health
and health care in Latin America and the Caribbean", 
International journal of Health Services, vol. 17, No. 3, 
1987.

'ID B, Progreso Económico y Social en América Latina, 1987, and 
national accounts data supplied by ECLAC.

Government Finance Statistics Yearbook.

resurgence of inflationary processes led —with 
few exceptions (Argentina, Brazil and 
Colombia)— to a slump in the real average 
wages of those who depend on wages and salar­
ies. Furthermore, food prices rose more than the 
general index in the periods and countries where 
the inflation was most virulent (ECLAC, 1986).

iv) The deterioration in the share of the 
poorest 40% of the population in total income.

'^Although economic growth may be expected to lead to a 
decline in malnutrition, a per capita wage increase does not always 
mean a rise in the income of the poor; a rise in the income of the 
poor does not always mean greater spending on food; increased 
spending on food does not necessarily lead to improvements in 
nutrition, and advances in family nutrition do not necessarily 
improve the condition of the most vulnerable members of those 
families (Berg, 1973, p. 42),

■*In the case of Chile, where since 1984 a non-governmental 
organization has been conducting a systematic review of the ratio 
between the consumer price index for the low-wage section of the 
community and the general consumer price index, it can be seen 
that the first-named index was 1% higher in 1984 and 6%  higher 
in 1985, 1986 and 1987 (PET, 1988).
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as shown by what happened in the few countries 
with systematic information. Even in the cases 
where that 40% achieved a slight improvement, 
the share of the poorest decile declined still 
further (see annex).

v) The cutback in public spending, which 
has an impact on food and nutrition. As part of 
the adjustment policies, total per capita public 
spending contracted in approximately 80% of 
the countries. Spending on health, which is 
among the items of expenditure most closely 
linked to access to food, shrank everywhere 
except in Brazil, Paraguay and Trinidad and 
Tobago, although in several countries it later 
showed a trend towards recovery (table 13). 
Moreover, the food subsidies applied by several 
countries, including Mexico, Brazil and Colom­
bia, suffered drastic cuts. In contrast, per capita 
military expenditures were reduced in only six 
countries (Arms Control and Disarmament 
Agency, 1986).

b) The impact on levels o f  consumption and
nutrition

There is no direct information on the evolu­
tion of the consumption of the poor. However, 
the stagnation in average intake and the shifts in 
consumption patterns towards foods with a 
greater calorie content per unit of weight and 
cost are powerful indexes of a deterioration in 
the consumption levels of the poorest strata. 
Obviously, it is their situation which has largely 
determined the changes observed in the average 
values.

The data on the impact on nutrition are not 
only scant, but also in many cases ambiguous, to

the point that several works aimed specifically at 
evaluating them have had to put more emphasis 
on the factors than the results. Among the few 
cases where information is available, the follow­
ing are worthy of special note; the doubling of 
severe malnutrition in Costa Rica between 1981 
and 1982; the increase from 34% to 63% in 
infant mortality attributable to nutritional fac­
tors in Bolivia (Musgrove, 1987); the rise from 
5 % to 5.5 % in the rate of infant mortality and in 
the number of infant deaths due to malnutrition 
in Mexico between 1981 and 1983; the rise from 
66 to 74 per thousand in infant mortality in 
Brazil between 1962 and 1984, with significantly 
greater increases in the already high rates pre­
vailing in the regions of the Northeast (from 93 
to 116 per thousand live births) and North 
(from 81 to nearly 99) (World Bank, 1986, 
p. 21); the rise from 28.6 to 31.8 per thousand in 
the rate of infant mortality in Uruguay among 
children born during the three-year period 1983- 
1985; the aggravation from 38.3% to 40.8% 
between 1978 and 1985 of the incidence of mal­
nutrition among children from 0 to 4 years of age 
in Jamaica (Cornia and others, 1987, p. 29); and 
the increases in the size of the indigent popula­
tion from 12% in 1979 to 23% in 1984 in Chile 
and from 2.5% in 1978 to 7.1% in 1982 in 
Venezuela.

*^This is revealed, for example, by the decline in consumption 
of protein sources in contrast with the constant level of consump* 
tion of carbohydrates observed in G>sta Rica (CMA, 1987), and the 
severe decreases in the consumption of meat, milk and fish in the 
poorest strata of Mexico City in 1983 (World Bank, 1986).

Methodological Annex

A. Calculations o f the coefficients o f variation 
(Stability)

The method used was taken from Huddleston (1978) and Valdes (1981).
The coefficient of variation (c.v.) was defined as the standard deviation of the percentage 

fluctuations with respect to the trends, that is:

STD X 100
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where corresponds to the observed values of the four variables considered: production and 
apparent consumption of cereals and basics.

Apparent consumption was defined as production + imports ~ exports.
In order to calculate the trend, a semilogarithmic time-regression function of the following type 

was adjusted:

LN(Yp = ao + a i * t
t = 1970 ... 1980

t = 1970 ... 1985

The production and consumption of cereals were expressed in physical units, while production 
and consumption of staples (cereals + tubers + pulses) were expressed in values, using the implicit 
prices of the corresponding country’s imports for 1980 (value of imports/volume of imports in 
1980), taken from the FAO Production Yearbooks.

The rate of variation corresponds to the coefficient (bj) of-the following regression equation

LN(Z) = bo +  b^ X t

where Z is equal to the absolute values of Ŷ  ~ Ŷ .

B. Estimation o f the incidence o f values and prices on the variation o f  
spending on imports (based on Valdes  ̂ 19S1)

In order to estimate the relative influence of the fluctuations in prices or volumes on the variability 
of the spending on imports, the equation Spending (S) = Quantity (Q) x Price (P) was expanded as a 
first-order Taylor series in which the variability of spending (V) would be:

V(G) = P2 X V(Q) + Q2 X V(P) + 2P X M X Cov(P,M)

and the incidence of the variation on the quantities imported would correspond to:

P2 X V(Q)/P2 X V(Q) + Q2 X V(P)

C. Estimation o f  malnutrition and under-consumption 
(corrected sufficiency and equity)

The basis of the model adopted and the source of the data used to define the intervening functions 
are described in detail in the FAO Fifth World Food Survey. Here, only the equations used to arrive at 
the estimates presented are reproduced.

The FAO methodology was applied in order to deduce the distribution of calorie intake from the 
income or expenditure distributions and, on this basis, to calculate the percentage of the population 
that falls below a certain level Z = 1.4 BMR or a BN, both for malnutrition and for under­
consumption. For the first of these, a figure of 1.4 times the BMR was used as the break point; for the 
second, provisional estimates made by ECLAC were used (see section E of this annex).

Using a log-normal as a theoretical model of adjustment to the calorie intake, we have the 
following:

1) U = P(X <Z) = 1-f [  

and

LN(Z) -  M [8f

2) SC = P(X<N B) = 1-f [ LN(NB) -  fjL

“The numbers in square brackets correspond to the equations of the methodological appendix of the Vifth World food  Survey.
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where

U_= proportion of population under break point Z.
SC = proportion of population under break point BN, both expressed in kcal/person/day. 

The values of Z are those calculated by FAO (see table).
The values of BN are those calculated by ECLAC (see text).

3) M = 2LN(X) -  0.5LN (a^ + -2)
4) a = LN (ax  ̂ + X )̂ -  2LN (X)
5) a X = i  (X X Ex X a LN(V)

r

X = average calories of the HBA

[14] LN(V) — standard deviation of 
the log-base of income.

6) r = 04 + 1.09 * Ex [16]

Corresponds to the estimate of the coefficient of determination of regression between calorie 
intake and income, when data linking intake to income are not available.

7) Ex = K X Ef
8) K =  8.4 -  43.98F + 76.98F2 -  42.17Fi
9) F = Food expenditure/total expenditure

10)a Ep = 0.2339 + 0.0033P + 0.5054 • F̂

10)b Ep = aj in LN(G¡) “  + a j(Y j) ‘

where Gj = spending on food of strata i 
Y j = average income of strata i

[20]

[19]

[21] for Argentina, 
Brazil, Chile, 
Colombia, Panama 
and Venezuela

for Guatemala, 
Honduras,
Mexico and Peru.

D. Calories needed to reach the level o f  1.4 times the 
basal metabolic rate

Countries Per capita calories/day

Argentina
Brazil
Chile
Colombia
Guatemala
Honduras
Mexico
Panama
Peru
Venezuela

1783
1683
1720
1586
1576 
1573 
1663 
1608
1577 
1635

T o r  countries in respect of which only income distribution was available.
‘For countries in respect of which both income distribution and the corresponding fiH>d expenditure were available.
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Sufficiency corrected by income distribution

The type of function used to deduce the calorie intake from the income distribution (log-normal), 
has the disadvantage that it does not establish the upper and lower limits on intake levels, 
overestimating the magnitude of the deficit of the very low income sectors and overestimating the 
surplus of the very high income sectors. In order to reduce the effect of this characteristic on the 
estimates of overconsumption and under-consumption, the lowest daily limit was set at 1 300 
calories and the highest at 4 300 calories per person.

With the values of X, o  and \x obtained from equations 1 to 10, the calorie deficits and surpluses 
of the population were estimated on the basis of the adjusted log-normal as follows:

1) log (D^) = a X P(X <  1.4 BMR) + M
2) log (D2) = a X P(X <  BN) + M
3) log (S) = a X P(X >  1.1 BN) + ju

where = deficit for Z = 1.4 BMR 
D2 = deficit for base norm = 1 

S = surplus for 1.1 (BN)
P(x) = values of the normal table associated with differing probabilities.

E. Estimates o f the base norm

The per capita daily calorie intake used as a base norm in the estimates of under-consumption and in 
the definition of the goals for the year 2000 corresponds to that of the ECLAC/UNDP project on the 
dimension and characteristics of poverty in Latin America around 1985.

These are a series of new estimates compared with that employed by Altimir (1979), based on 
the recommendations of the Joint FAO/WHO/UNU Expert Consultation held in 1981.

The latest population censuses were used for the estimates, taking the urban and rural socio­
demographic structures separately. For estimating energy and protein requirements, an average 
height specific to each of the countries was assumed, using body weight averages for both sexes in 
accordance with the procedures indicated in the FAO/WHO/UNU Report.

The authors went on to make a series of simulation exercises, subsequently adopting the one that 
came closest to the available indirect complementary information.

F. Indexes o f linkage

The method adopted was that proposed by the Department of Planning and the Budget of Mexico in 
Bases informáticas para la utilización del modelo de insumo-producto, volume III, pp. 35-48 and 
81-118.

The input-product matrixes available were reduced to five sectors: agriculture, food industry 
(ISIC 310 and 311), commerce, fuels and lubricants, and others.

For estimating the "linkages”, the inverse matrix of the open static input-product model was 
calculated for the five activities, using the elements of the inverse matrix;

Sjj (i, j = 1...5), defined as 

S ¡=  i ,  Sij <j = 1...5)

where Sj is the sum of the elements of column j, whose elements measure the direct and indirect 
impact on the corresponding branch in terms of gross production, of an increase of one unit of final 
demand. Sj would correspond to the gross production of the entire economy generated by an increase
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of one unit in the final demand of branch j.
The estimated values correspond to the expression

E. = is. / i S  S-

The denominator would correspond to the average of all the elements of the inverse matrix, so 
that a value of >  1 indicates backward effects greater than the average of the other branches.

G. Estimates o f  the relation between composition o f  
consumption and per capita income

The information corresponds to a 1980 cross-section of per capita income in dollars for 15 countries 
of the region, with Haiti and Uruguay representing the extremes. The data come from the ECLAC, 
Statistical Yearbook^ while the data on intake composition (in calories per capita per day) were taken 
from the Food Balance Sheets for 1979-1981. Separate regressions were made for each group (oils, 
sugar, stables and meat products), using the following type of equation:

LN (Cj) = a + b LN (Yj)

where i corresponds to calories from the groups of products and j to the countries.
The sum total of calories for each of the countries was made equal to 100, proportionally dividing 

the share of the different items.
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Economies 
of difficult 
viability: 
an option 
to be examined

Arturo Nunez del Prado*

Analyses of the regional economy are highly influ­
enced by what happens in the large- and medium- 
sized countries of Latin America. However, there is a 
category of countries whose particular features have 
not received due attention nor interpretation.

It is essential to study and interpret such fea­
tures, because in terms of their structures of produc­
tion, distribution and accumulation, and also in their 
forms of overall economic management, these coun­
tries display special characteristics that justify 
equally special approaches. The classic indicators of 
economic performance cannot adequately reflect the 
realities of these countries. When a substantial part 
of their population depends on informal (and even 
illegal) activities, customary measurement criteria 
produce an appreciable degree of distortion. In sev­
eral of these economies, the indigenous population 
represents a substantial proportion of the whole, and 
their forms of behaviour —-particularly as regards 
consumption and production, education and 
health— fall within particular cultural patterns. Far- 
reaching adaptation of the general concepts on the 
quality of life are called for when dealing with these 
societies.

In the case of quite a few of these countries, 
their economic viability will be jeopardized if pre- 
crisis modes of development are insisted upon. This 
article suggests that the production of goods and 
services designed to meet basic needs and absorb 
labour is the central, dynamic core of the expansion 
process.

These thoughts and proposals refer principally 
to Bolivia, but it is understood that this country can 
be considered as a prototype from the point of view 
of the difficulties that need to be surmounted in 
order to guarantee the viability of development.

^Associate Director, ILPIiS.
The author wishes to note that he discussed several of 

the matters covered in this work with Ivan Finot and 
enjoyed the benefit of his analysis and comments.

I
Diversity and sub-periphery

Any effort to look into the future events that are 
likely to have an impact on the economies of the 
region provides a picture that is, to say the least, 
disturbing. Even if the most optimistic hypo­
theses about the trends of the central economies 
are selected, the beneficial effects of such trends 
do little to mitigate the problems faced by the 
region. It should be remembered that during 
these years of crisis problems have accumulated 
which have not been tackled, and they have 
resulted in very severe production and employ­
ment deficits, to say nothing of other high social 
costs which have had to be borne by a significant 
part of the region’s population. Therefore, it is 
not just a question of recovering traditional 
growth rates, but also of facing up to a greater 
challenge: that of confronting the ever-
increasing accumulated deficits and guarantee­
ing dynamic socio-economic performance in the 
future.

If a difficult future is augured for the region 
as a whole, particularly as regards exports and 
external financing, the future of the smaller and 
less developed economies seems even bleaker, 
and in some cases there are even doubts as to 
their economic viability if they continue to 
pursue conventional modes of growth and devel­
opment styles that simply follow in the footsteps 
of the past. If, furthermore, one of the objectives 
is to bolster their democratic régimes were posed 
as an objective, this raises evident contradictions 
that put in doubt both their economic and their 
political viability. In reality, it must be remem­
bered that in the early stages of democracy, the 
enjoyment of freedoms and rights allows the 
temporary postponement of economic demands 
that are more than justified. For a time, the 
hitherto neglected and repressed groups put up 
with the shortages in a weakened productive 
structure, concentrating instead on their enjoy­
ment of the rights attained. After a time, how­
ever, such freedoms and rights become a normal 
part of the daily life and pressing demands for 
improved economic conditions come to the sur­
face. The demands are incompatible with the 
resources available for meeting them in the
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short run, and this gives rise to serious stresses 
in the political process. Such maladjustments 
weaken the capacity for political management 
still further, encumber government administra­
tion and hinder vital consensus.

Thus, the gaps between the most advanced 
countries of the region and nations of lesser 
relative development tend to grow. There is a 
risk that a sub-periphery will be formed within 
the periphery and that the scanty surpluses of 
the nations affected will tend to be transferred 
not only to the industrialized centres but also to 
the economies with the greatest weight within 
the region. It is worth remarking that quantita­
tive extrapolations indicate that the trends 
observed today could solidify into imbalances

that can only aggravate the heterogeneity of the 
region.^

It should be noted that the neoliberal cur­
rents observable in these economies, and espe­
cially the idea that maximum openÍng-up of the 
economy should be pursued at all costs, are a 
totally unnecessary condition which is more than 
enough to lead to a sort of segregation of the 
weaker economies.

If the aim is to modify these trends and 
instead follow a road in which economic viability 
and the consolidation of democracy are more 
than mere utopias, it will be necessary to con­
sider new modes of growth and different devel­
opment styles, at least for the economies whose 
economic performance seems to be stifled.

II

Economies of difficult viability

The category covers economies that, besides 
being smaller in terms of population and 
market, experience serious problems in the func­
tioning of their socio-economic systems. Natu­
rally, they have extremely low indexes of 
productivity, and this causes per capita income 
levels also to be very depressed. They suffer from 
very acute problems of structural heterogeneity, 
not only as regards their economic branches or 
activities but also in their spacial distribution 
and the composition of their populations. They 
also suffer from deficient economic linkages and 
very limited physical infrastructure. Their eco­
nomic performance is generally explained by the 
behaviour of their external sector: they are basic 
goods exporters highly dependent on imports 
and, therefore, extremely vulnerable and deci­
sively subject to the vagaries of external financ­
ing. Their social indicators reflect serious 
deficiencies ¡n such areas as nutrition, education, 
health, social security, housing and employment, 
which lead to high indexes of infant mortality, 
while life expectancies are much shorter than 
those prevailing in the more advanced countries 
of the region. The fact that small privileged 
groups exist side by side with neglected majori­
ties, with the needs of the former being sumptu­

ously catered for while the latter suffer the 
gravest shortcomings, gives rise to highly 
unequal societies.

It should be noted that these characteristics 
are not only valid for given countries; there are 
also spaces or regions, even within the largest 
and most advanced nations of the region, whose 
synergy is similar to that of economies of diffi­
cult viability. Although they naturally do not 
correspond exactly to the form of functioning of 
a complete economy or nation, they do repro­
duce comparable problems and obstacles and 
their future options may not be very different.

In general, the economies mainly dealt with 
in this article have attained a certain degree of 
economic expansion thanks to injections of 
finance from abroad or favourable conditions as 
regards the prices of their exports. As already 
noted, it is very unlikely that international capi­
tal will be attracted in the near future, whether in 
the form of direct investment or loans. It seems

‘ECLAC, Reitrictions on sustained developm ent in Latin 
Am erica and the Caribbean and requisites fo r  overcom ing them  
(LC/G.1488/Rev.l), document presented at the twenty-second 
session of the Commission, Rio de Janeiro, 20-27 April 1988. See in 
particular the tables of projections by groups of countries inPartH 
of the document.
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more realistic to assume that these countries will 
receive only meagre amounts of external finane* 
ing quotas and will have only limited export 
capacity, in view of their generally low level of 
international competitiveness. Should this be 
the case, their future development in conven­
tional terms is far from being a certainty. They 
face an extremely difficult dilemma, with serious 
obstacles to growth on the one hand and urgent 
needs as regards employment and the produc­
tion of basic goods on the other.

To make matters worse, their consumers 
—and not only the wealthiest of them— show a 
very marked preference for the imported goods 
which are not precisely vital, or for domestically 
produced goods and services which, according to 
market studies, would normally be purchased by 
the higher-income groups. The demonstration 
effect and the natural tendency to assimilate 
consumer patterns that imply greater "well- 
being”, lead to a level and structure of demand 
that do not match the productive supply nor the 
import potential, nor, least of all, the wage level 
of substantial segments of the population.

In these economies, in general, the import 
subsitution process is in its early stages and their 
degree of industrialization is more or less incip­
ient. The trends towards the opening-up of trade 
limit even more their prospects for attaining 
greater and better articulation of their 
economies.

On the other hand, the need for a better 
insertion in the international economy, which is 
advocated and promoted as a key goal of a new 
economic approach, runs into obstacles that are 
very hard to overcome in the time spans

demanded by the consolidation of democracies. 
In fact, the struggle for external markets has 
become much more hostile, and in order to com­
pete it is necessary to meet demanding price and 
quality requirements which economies of low 
productivity can only comply with after a long 
period of persistent effort. Such efforts must be 
made not only in order to sell goods and services 
on external markets, but also to confront the 
acute functional problems of that type of econ­
omy. In a context of justifiable demands by vast 
social sectors, it is very difficult for an export 
strategy —no matter how aggressive it may be— 
to become a dynamizing nucleus that promotes 
productivity while at the same time satisfying 
the urgent demands of the community.

The scarcity factor —especially as regards 
resources for investment— is a limitation that is 
difficult to overcome. One of the factors in the 
growth of these economies in the past has been 
their investment ratios equivalent to 15% or 
20% of the product, mainly financed with exter­
nal capital inflows or external indebtedness. In 
the foreseeable future, however, the likelihood 
of inflows of external savings is rather remote 
and, in any event, such flows will be much 
smaller than in the past. The need for economic 
expansion and the feasibility of achieving it cer­
tainly do not go hand-in-hand in the traditional 
form of functioning of that kind of economy. 
Consequently, they would appear to be confront­
ing a difficult choice, with very limited leeway on 
the external front, an accumulation of deficits in 
food, housing and education, and masses of 
unemployed and underemployed whose needs 
cannot be put off any longer.

Ill

The problems of the conventional style of growth

The limited purchasing power of the domestic 
markets of these economies, which is chiefly 
explained by their low levels of income and 
sometimes their smaller populations, has ham­
pered their industrialization processes. The 
scales of production compatible with the size of 
their markets are not in keeping with the 
absorption of modern technologies. It is very

common to find low-productivity industries 
using archaic technologies, and in those cases 
where there is an evident effort to modernize, 
the effective use of the installed capacity is very 
far from what could be considered a reasonable 
level of use of a scarce resource. There are few 
industrial activities that work more than one 
shift a day, and few indeed those that exceed two
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shifts. It may be added that these activities gen­
erally depend on imported supplies for both 
equipment maintenance and the inputs of their 
productive processes. The industrial linkages are 
thus extremely weak and the spread of the tech­
nological process is limited to a few small nuclei.

Analyses show that the quality of these coun­
tries’ products and particularly the useful life of 
industrial goods in general are not very satisfac­
tory; thanks to excessive protectionist policies, 
high prices are charged for products whose qual­
ity does not reach international standards.

The deficient physical infrastructure, partic­
ularly as regards means of communication, leads 
to high transport costs which boost the consu­
mer price of the goods produced beyond reasona­
ble levels. A factor behind these high prices 
which has not been examined very much is that 
of the losses and waste observed in the distribu­
tion of products, especially perishable goods. 
Case studies show alarming discrepancies 
betwee the volume produced and the volume 
that arrives at supply centres. The amounts 
involved leave no doubt as to the importance of 
this factor, which is certainly something that 
cannot be tackled merely by better business 
management.

The policies of excessive and prolonged pro­
tectionism, whose purpose was to defend infant 
industrial activity against external competition, 
have succeeded in perpetuating a level of produc­
tivity that punishes domestic consumers 
through high prices and quality levels that some­
times leave much to be desired, while at the same 
time fostering illegal imports which aggravate 
still further the precarious situation of industry. 
In view of this, business initiatives have been 
directed mainly at producing goods for high- 
income groups which are capable of absorbing 
high prices, thus generating diversity in the 
industrial profile that results in small scales of 
production with their well-known effect on lev­
els of productivity.

The consumers of these countries have deve­
loped patterns of conformity and low quality- 
consciousness that consolidate forms of 
industrial behaviour incompatible with the need 
to boost productivity. In fact, in these economies 
there is no competition to win markets: monop­
oly and oligopoly are the dominant forms of 
industrial activity. The consumer can hardly

exercise any influence through his preferences, 
since there is a lack of alternative choices and is 
consequently characterized by a sort of apathy as 
the final recipient of business ineffiency. It may 
be said that whole societies have become accus­
tomed to putting up, through their sacrifices, 
with a system marked by economic improductiv- 
ity and social injustice. The profit margins and 
wage levels are generally eloquent indicators of 
the violent contradictions inherent in economies 
of difficult viability.

The economic structure that has taken shape 
reflects that system and reproduces a spasmodic 
pattern of growth, stagnation and depression 
which is income-concentra ting, vulnerable and 
unable to sustain its own development. 
Although the underdevelopment of the region 
as a whole displays the characteristics menti­
oned, it should be noted that in the economies 
dealt with in this paper these traits are much 
more pronounced and even dramatic, to such an 
extent that they cry out for another form of 
development which, by taking a different path, 
will overcome the vices of conventional 
development.

It should be noted that the economic ageqts, 
whether public or private, do not escape from 
this general problem of inefficiency, although of 
course there are some exceptions. Several of the 
countries in question are in the process of con­
solidating their nation-States; a process which 
has itself been retarded by the type of growth, 
mainly on account of its exclusive and non- 
participatory nature. Public enterprises and the 
administrative apparatus generally have been 
the victims of corporativist forms of conduct and 
political "clientage” which have hurt productiv­
ity and the capacity to generate surpluses. Tariff 
policy has lessened the profitability of businesses 
and has turned them in general into very weak 
entities with substantial financial deficits, always 
pressing for fiscal credit. In most cases, public 
management amounts to nothing more than 
juggling with constant postjponements and seek­
ing partial, short-lived solutions to problems.

Private enterprise is generally not exempt 
from similar assessments of its level of efficiency 
and fits in with the general pattern of under­
development. Business planning has an uncer­
tain and normally short-term horizon, which 
favours trade and financial intermediation to the
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detriment of productive activities. As the risks 
involved in the production of goods and services 
in the primary and secondary sectors increase 
tertiary activities expand beyond what is desira­
ble and what the basic production would justify. 
It has been observed that in certain cases pro­
ducts go through five or six hands before reach­
ing the final consumer, consequently to his and, 
of course, the producer’s disadvantage.

The difficulties encountered by these econo­
mies in sustaining more solid growth favour the 
excessive growth of intermediaries, which acts 
as a safety valve for unemployment. The labour 
force grows more rapidly in these economies, 
not only due to population increase, but also 
because the low level of family income forces 
young people to seek jobs at an early age. The 
rapid expansion of these activities shapes a sce­
nario in which speculation is rife, beyond the 
ambit of tax, social security, and even sanitary 
controls. In this way, an extremely weak eco­
nomic structure and a highly distorted form of 
functioning of the socio-economic system grow 
up.

The small size of these countries’ markets is 
not sufficiently attractive for transnational capi­
tal, and it is very rare to find foreign direct 
investment in activities that are not enclaves of 
natural resource exploitation or financial institu­
tions and marketing agencies. As is well known, 
the activities of these economic units do not 
promote technical progress nor increased pro­
ductivity in the rest of the economy. Although 
some may favour the collection of foreign 
exchange, others tend to promote the flight of 
scarce capital through over- and underinvoicing 
of imports and exports or outright transfers of 
revenue abroad. The net worth of the businesses 
of local residents, although the latter are often 
favoured by development loans, is not always in 
keeping with their overseas deposits or their 
personal wealth. Capital flight has become a 
major problem for these economies. It must be 
recognized that these forms of conduct become 
even more marked when the air of uncertainty 
and the absence of viable strategies preoccupy 
the minds of businessmen. According to the 
logic of private enterprises, businessmen cannot 
be expected to take excessive risks when the 
economy is following a path whose final result is 
unclear.

The ongoing shortages affecting these socie­
ties, the enormous magnitude of extreme pov­
erty and the inability to absorb productive labour 
lead to forms of social behaviour that do not 
always foster solidarity. The struggle for survival 
becomes more intense and the contradictions 
and inconsistencies damage social cohesion and 
stand in the way of achieving consensus on gen­
eral political projects.

It is not strange that these countries should 
swing back and forth between different strategy 
options without success. Most of these options 
merely favour political differences and do not 
always represent in-depth proposals for trans­
formations in the economic structure to make it 
the basis for more equitable societies. The politi­
cal proposals are of a rather superficial nature 
and are made in a voluntaristic and eminently 
declaratory way, while their abandonment natu­
rally leads to a sense of frustration.

It is not difficult to imagine how much worse 
the situation of these economies is and how 
much more uncertain is their economic future, 
now that the crisis has hit the region. This phe­
nomenon has exploded on these economies not 
only with great violence, but has also affected 
nearly all spheres of production distribution and 
accumulation. Extreme poverty extends over a 
large percentage of their populations. The satis­
faction of vital needs is in greater peril than ever 
before, open and concealed unemployment has 
expanded, in some cases to an alarming extent, 
wage levels have suffered downturns that are 
difficult to bear, and the imbalances between the 
deprived majorities and the prvileged minorities 
sharpen.

The economic growth of these economies 
has been very expensive in terms of investment, 
even in periods of relative normality. Just think 
how much more expensive it must be, however, 
in times of crisis, shortages of external financ­
ing, deterioration in the terms of trade and great 
uncertainty for productive activities. Although 
the magnitude of their foreign debt is not so 
great that their default would affect the interna­
tional financial system, the servicing of this debt 
absorbs a high percentage of their exports. 
Indeed, several of these economies have ceased 
to comply with that commitment but their credi­
tors have not inflicted any reprisals on them.
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beyond limiting their exposure in such countries. 
Nevertheless the debt problem in these coun­
tries does not have the same connotations as in 
the large and medium-sized countries of the 
region. The problems affecting the economies of 
difficult viability are more in the sphere of their 
productive systems and their overseas trade.

Insisting on the forms of growth of the past 
would mean opting for a dead-end street. As 
already noted, it cannot be expected that external 
financing will become available in the necessary 
amounts to revitalize economic activity and 
cover the deficiencies of the productive appara­
tus once again. Nor does it seem reasonable to

expect that the prices of their exports will 
undergo spectacular rises and generate the sur­
pluses that these economies need. It would seem 
more realistic to admit that the external outlook 
will be extremely unpromising and, on that 
assumption, to look for new kinds of economic 
expansion. It will also be necessary to admit that 
the most pressing deficits in these economies 
concern the production of vital goods and servi­
ces that at present reach only a minor fraction of 
their populations and the need to provide pro­
ductive employment for the labour force, which 
is suffering from alarming levels of 
unemployment.

IV

Principles of a different type of development

Once the special features and principal restric­
tions of these economies have been identified 
and their main problems placed in order of 
priority, among which unemployment and the 
failure to meet basic needs must occupy leading 
positions, it is possible to sketch out the main 
lines of a new type of development. Thus, the 
principles that serve as a foundation for this 
proposal would be the following:

a) Selectivity. A very rigorous selection of 
the activities meriting support from govern­
ment policies is absolutely imperative. It is clear 
that there can be no question of repeating the 
attempts to expand global heterogeneous pro­
duction, including activities that generate luxury 
goods and services, those which, while not form­
ing part of conspicuous consumption, are cer­
tainly dispensable, and those which though 
necessary, cannot be described as indispensable 
in the current critical circumstances. In fact, 
when a rigorous selection is proposed, this is 
because the existing restrictions allow of no size 
variables: there must be total respect for the 
concept of scarce financing and foreign exchange 
availability. These limitations make it necessary 
to discriminate between what is necessary and 
what is absolutely indispensable, and there will 
be no other recourse than to shelve anything 
which, while essential in many respects, is not

absolutely indispensable for sheer survival. 
Selection guidelines must go to this extreme if 
absolutely vital products and services are to 
reach the population as a whole within deadlines 
that cannot be extended.

b) Austerity. Directly related with the fore­
going principle is the need to bring down pro­
duction costs in areas where these are excessively 
high. The dimension of the plant used, the 
appropriateness of the technology, intensive use 
of capital, and the maintenance and prolonga­
tion of the useful life of installations are among 
the requirements that must be fulfilled in the 
productive process and investment of the sur­
plus. Superfluity is not limited only to the sphere 
of consumption, but also exists in production 
and accumulation.

c) Efficiency. The need to boost productivity 
calls for the greatest responsibility, above all 
from the human resources. Although there are 
serious problems of education and labour qualifi­
cations that demand long-term efforts, there is 
room for a considerable leap forward to be made 
through the use of suitable personnel adminis­
tration and management policies, sounder busi­
ness p lan n in g , b e tte r  co -o rd in atio n  
mechanisms, information systems that give 
timely details of the main intentions and mea­
sures in matters of national, sectoral and
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regional interest, etc. The defaults, delays, recti­
fications, constant comings and goings, and even 
errors of management in both the public and 
private sectors are problems so often repeated 
that any attempt to improve productivity must 
tackle them firmly from the start. Furthermore, 
in this sphere social censure is usually inopera­
tive, either because of lack of information or 
frustration and apathy in the face of the constant 
recurrence of these vices.

d) Equity, Just as sacrifices must be shared in 
direct relation to income levels, increases in the 
product must be distributed following an inverse 
relationship. The massive scale of extreme pov­
erty immediately provides a set of priorities in 
line with the principle of selectivity and clearly 
indicates who the principal beneficiaries of the 
fruits of progress must be. A more equitable 
society in these countries can hardly be the result 
of aid policies or so-called emergency funds, 
which only attenuate for a short time and on a 
very limited scale the excessive sacrifices of the 
poor. An in-depth solution must necessarily lie 
in the productive sphere. It will depend on what 
is produced, how it is produced and for whom it 
is produced, just as the basic texts on economy 
say.

e) Consensus. A meaningful change in the 
type of growth requires a broad consensus in the

community on the need to alter courses, followed 
by a generalized agreement on the direction of 
the change, in which the production of goods and 
services to meet basic needs and absorb the 
labour force is recognized as the key goal of the 
development policy. The bitter "distributive 
struggle” in these societies must give way to 
solidary consensus on an equitable distribution 
of benefits and sacrifices. The mixed nature of 
these economies calls for public and private initi- 
itives: consensual actions where discussion and 
negotiation among social and political groups, as 
well as economic agents, is the mechanism for 
assigning responsibilities in the formation and 
distribution of the surplus. As will be seen 
further on, a new concept of planning can pro­
vide the technical foundation necessary for con­
sensus and become the point of convergence of 
the actions of the different agents. In these coun­
tries, there is an increasing awareness of the 
need for political agreement among the social 
actors in pursuit of a viable solution that guaran­
tees the strengthening of democracy. It has 
become clear that intransigent stands have no 
future and jeopardize the political achievements 
that are in the process of consolidation. Despite 
the misfortunes that it occasions, the crisis does 
promote maturity and broadens the field for the 
convergence of interests.

A new type of growth

The chief feature of the new type of growth is 
the priority given to the production of a very 
limited number of goods and services for meet­
ing the main basic needs. The evaluations of 
economic viability, particularly with regard to 
the availability of resources for investment and 
imports, mean that only a very limited variety of 
products and services can be included in this 
nucleus of the economy, which we will call the 
"essential area”. In other words, the essential 
area will be made up of a very rigorous selection 
of items to meet vital needs in food and clothing, 
education, health and housing. The principles of 
selectivity and austerity demand the establish­

ment of rigorous priorities regarding what is 
truly indispensable.

When defining this "basic basket”, which is 
the final exponent of the essential area, the natu­
ral tendency is to make it up of a variety of goods 
and services which always turns out to be over- 
ambitious.2 The first calculations on the neces­
sary resources for investment and imports force 
cuts that at the start are frustrating. Quite apart 
from these constraints, an estimate of the time

^Office of the President of the Republic, Bolivia, Plan 
Nacional de Rehabilitación y Detarrollo 19 4̂-198%, La Paz, 1984. 
See especially the treatment of the essential area.
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spans within which the production of this basket 
could reach a level sufficient to meet the needs of 
the entire population also rapidly counsels a 
stricter selection. Thus, by a process of elimina­
tion, a food basket will be defined which, at the 
beginning, will contain no more than 15 to 20 
items, so that adequate expansion of their pro­
duction is feasible within a relatively short time. 
Of course, this selection must be compatible with 
the minimum vitamin, calorie, protein and fibre 
requirements laid down by food and nutrition 
standards, as well as with the idiosyncracies and 
cultures of the respective communities. In most 
of the economies of difficult viability, the bulk of 
the activity in this area will be related to agricul­
tural and agroindustrial production, which 
meets basic needs, absorbs labour and, moreover, 
keeps peasant populations in rural areas.

Using similar procedures, definitions will be 
made for the clothing, education, health and 
housing areas. In the services sectors, of course, 
other complications arise that are easier to antic­
ipate, and a less quantitative discussion is 
needed. At all events, definitions are also made 
through a series of eliminations for basic educa­
tion, indispensable health services and min­
imum housing requirements. The consideration 
of how much accumulation is needed and when it 
should be effected also moderates natural con­
cerns and means that there is no place for dema­
gogic stands.

The set of activities that are not identified as 
being in the essential area, but which are indis­
pensable for its growth, will make up the com­
plementary area of the economy. The production 
and importation of capital goods and inputs 
necessary for implementing essential produc­
tion, together with export, transport and basic 
infrastructure activities, will be the components 
of this second area of the economy. Naturally, 
the precise definition of these items is more 
difficult, above all when identifying the use to be 
made of a given good or service. The energy to 
make bread cannot be given the same treatment 
as that used to warm a swimming pool. Tax and 
tariff policies must play a decisive role in assess­
ing the value to be given to these types of goods 
and services, seeking to favour essential produc­
tion and its linkages and raise the cost of their 
use for luxury and non-essential ends.

The rest of the activities will comprise the 
subsidiary area of the economy, which will be left 
to its own efforts and resources. It will undoubt­
edly include the production and importation of 
non-essential and even non-necessary goods, but 
only through the use of resources generated in 
this area.

In the final analysis, the idea is that the 
motor of socio-economic activity should be the 
accelerated expansion of the essential area and of 
the activities needed for such expansion. The 
heart of this development policy, as already 
noted, is the satisfaction of basic needs and the 
productive absorption of the labour force. That 
is the objective to which all decisions on produc­
tion, export, distribution, investment and the 
selection of technology must be subordinated. 
G)ntrary to other current proposals, in which 
top priority is given to the export effort, or a 
combination of priorities is assigned to this 
objective and to the need to modernize the 
domestic productive structure, the proposal 
made here puts emphasis on essential produc­
tion and on the absorption of labour as funda­
mental goals on which all the other sequences 
and linkages are based. Thus, for example, the 
achievement of those fundamental objectives 
will determine what imports are needed, and 
this will in turn determine the necessary exports. 
The allocation of resources for domestic produc­
tion and for increasing the export base will 
depend on the fulfilment of the fundamental 
goals.

The accelerated expansion of the essential 
area, although implying the generation of 
revenue and increased demand, does not exempt 
economic policy from the need to make income 
redistributions that complement those inherent 
in this type of growth.

All support from official policy must be 
channelled towards the essential and comple­
mentary areas. The participation of private capi­
tal is paramount, particularly in the production 
of goods, and it must be recognized that its 
performance will be determined, as is obvious, 
by the possibility of making profits. The amount 
of such profits may be the subject of discussion, 
consensus and compatibilization with wage and 
reinvestment policies; excesses may be avoided, 
but the fact that capital is motivated on the basis 
of profits must be recognized by the price and tax



ECONOMIES OF DIFFICULT VIABILITY: AN OPTION TO BE EXAMINED / A. Ntitlez del Prado 169

policy. There is no other waty to arouse inves­
tors' interest and boost the productivity of 
investments. Moreover, the fact that profits are 
obtained by producing essential goods and servi­
ces and absorbing labour will be much more 
pleasing to the community than profits made by 
manufacturing luxury items and resort to capital 
flight. The legitimacy of the participation of 
private enterprise means that this proposal car­
ries with it the basic idea of consensus, unlike 
others in which such participation is ruled out in 
certain priority areas.

As the goals of putting the "essential basket" 
within the reach of the masses are gradually 
being achieved, the scope of the project and even 
the volume of each good or service should be 
expanded. In other words, the idea is not to 
establish a "basket" that is rigid and invariable 
through time; on the contrary, in view of the 
strictness of the initial selection, and in the light 
of the results being obtained, it is only natural 
that the basket should be given greater coverage 
as regards the number of goods and services it 
contains, the respective quantities, and the levels 
of quality.

Once the initial "essential basket" has been 
set up, the first step is to determine the existing 
deficits in each of the goods and services that it 
contains, as the difference between the volume 
produced or imported and the population’s real 
needs. The ideal situation would be to determine 
these deficits according to income categories, 
since, on the one hand, the groups with the 
highest incomes will undoubtedly show a sur­
plus, while on the other, the scarcities will affect 
more than half of the population. The surpluses 
are explained not only by higher consumption, 
but also by high levels of waste.

The historical rates of increase of the pro­
duction of these essential goods and services, 
population growth, and income distribution 
trends will permit the projection of potential 
deficits, the size of which, in turn, will demand 
an unavoidable change in the type of growth of 
the economy.

The next step will be to identify and quantify 
the production functions of each essential good 
and service. By establishing the inputs and capi­
tal goods needed, whether national or imported, 
it will be seen that only a minor part of economic 
activity is linked to that type of production, while

it absorbs an appreciable portion of the labour 
force, generally at very low levels of productivity. 
The production functions can naturally be simu­
lated on the basis of the use of alternative tech­
nologies; their evaluation in terms of costs and 
results will facilitate the modernization of the 
productive apparatus and help boost productiv­
ity. Thus, the definition of the essential area also 
allows the selection of technologies, while deter­
mining the right direction of changes in the 
productive structure.

As is obvious, the production functions for 
essential goods and services, as well as their 
quantitative goals over time, will determine the 
investment projects that must be designed and 
evaluated in the light of the use of alternative 
technologies. It should be noted that the right 
instruments for obtaining a solid frame of refer­
ence are simulation models in which there is a 
breakdown of the pertinent products.

This quantitative exercise will provide clear 
indicators of the economic viability of this 
option. In fact, the necessary imports of inputs 
and equipment and the amounts of investment 
involved do not come to unattainable sums. Cer­
tain kinds of infrastructural works for irrigation, 
energy and transport may cost considerable 
amounts, but in general, given their relatively 
long lead times, they do not demand immediate 
large disbursements and are spread over time. 
Quantitatively verifying that the essential food 
basket could reach the entire population in a 
period of six to eight years, with an annual aver­
age investment that will not exceed 8% or 10% 
of the product and with imports that do not 
demand external financing, is certainly a possi­
bility worthy of very serious exploration. If, 
furthermore, it is borne in mind that this type of 
development absorbs the largest amounts of 
labour, it will be concluded that in the face of a 
conventional type of growth that is now eco­
nomically unfeasible, this option could be a solu­
tion that is also politically viable. It should not be 
forgotten that the consolidation of democratic 
régimes requires a drastic reduction in extreme 
poverty, which means producing certain goods 
and services while at the same time increasing 
job opportunities.

An option of this sort would also have to 
contemplate some redistribution of the popula­
tion through programmed internal migrations.
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In those countries where there are very uneven 
population/land relationships reflecting on the 
one hand densely populated areas and, on the 
other, nearly empty regions with great potential, 
the occupation of the territory should not be the 
result of isolated, spontaneous acts, but a 
response to a deliberate aim of the development 
policy. In the case under analysis, the expansion 
of agriculture and agro-industry demands 
mature consideration of the spatial distribution 
of the population.

With regard to the adaptation of technology 
and the possible development of domestically- 
produced technologies in these economies of dif­
ficult viability, efforts should be concentrated on 
the processes used in the essential and comple­
mentary areas. Diversifying efforts only leads to 
shortcomings and to inadequate achievements, 
and it soon becomes evident that such attempts 
were unsuccessful and left very meagre results. 
In this sphere, too, the principle of selectivity 
must be strictly respected, in the knowledge that 
there will be fields that must consciously be left 
aside, only to be tackled when conditions 
improve in the future. When there is a shortage 
of resources, there is absolutely nothing to justify

the continuation of a highly diversified techno­
logical process, with the results already known. 
Concentrating on a limited technological spec­
trum, however, can yield better fruits. As the 
industrialization process becomes more vigor­
ous, its own dynamic will provoke a chain of 
modernization.

Special emphasis will have to be given in 
these economies to a reassessment of the pro­
cesses of integration. There is a clear under­
standing of the factors that impeded significant 
achievements in the past, and it seems necessary 
to examine new modalities. In this respect, eco­
nomic complementation with neighbouring 
countries, the identification of geoeconomic spa­
ces that could permit balanced trade, and the 
creation of binational projects could give rise to 
new proposals in this sphere. There can be no 
doubt that this subject, which is of vital impor­
tance in devising a type of growth that meets 
basic needs, deserves in-depth research and a 
rigorous evaluation of the options for economic 
complementation. The generally small size of 
the economies of difficult viability requires 
research into new trade formulas as a key com­
ponent in securing greater economic growth.

VI

The adaptation of planning

A change in the course of development as pro­
posed here assumes a delicate combination of 
State and market intervention, of public and 
private property, of social and individual logic: 
in short, of the conciliation of interests and 
national accords. Nevertheless —without this 
implying any restriction of private enterprise— 
it is necessary to recognize a form of leadership 
in public activity that orients the conduct of the 
different agents. This proposal would have to fit 
within a political project of society and, as such, 
corresponds to government management sup­
ported by a majority consensus. As a political 
project, it implies the reappraisal of one of the 
mechanisms consubstantial with such a prop­
osal: planning.

The rocky road travelled by most of the 
region’s economies during the present decade

gives rise to some thoughts on the conceptual 
substance of planning and its application. As an 
instrument for government management of the 
socio-economic system and as a focal point for 
the meeting and convergence of the behaviour of 
the different agents, it is subject to evaluations 
and proposals that warrant broad and thorough 
discussion. As a method for achieving coherence 
and "optimization”, there must be unavoidable 
adaptations. The problems which the crisis has 
brought with it, and the so-called "technological 
revolution”, have effects that any proposal for 
renovation in planning matters must take into 
account.

It has already been said that in developing 
mixed economies, the dichotomy between plan­
ning and the market is a false dilemma. It has 
been held instead that the real dichotomy is
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between planning and uncertainty.^ As the prob­
lems existing in the region cloud the horizon and 
the conjunctural policies of trial and error are 
repeated with monotonous regularity, new 
proposals that reduce uncertainty and point to 
concrete options will be demanded. To plan or 
not will be less and less an ideological debate 
when discussing underdevelopment and exa­
mining the possibilities for overcoming it. Ideo­
logical antagonisms will appear in the 
examination of the content of the different 
options, but if they are presented with rigorous 
accuracy and the existing restrictions are heeded, 
then the relevant consensus can emerge.

There can be no doubt that the planning 
efforts undertaken in previous decades, although 
registering certain types of achievements, have 
not given the results expected, and even less so 
in the times of crisis afflicting the region. 
Although there seems to be no question as to the 
need for planning some parts of the content and 
methodology of planning are not appropriate 
for providing answers to the existing problems. 
Discussions should be held on how to plan now, 
in the light of the existing problems and the 
needs hindering the management efforts of 
governments.'^

In economies of difficult viability, the rene­
wal of planning also has its special features. 
Below, some reflections are put forward with the 
aim of putting together an agenda for the review 
and discussion of items concerning a new course 
for planning, particularly in the economies dealt 
with in this work, one the understanding that 
the underlying idea is to divert the type of 
growth primarily towards the satisfaction of 
vital and indispensable needs.

1. The planning body

A generalized phenomenon in economies of dif­
ficult viability during recent times has been the 
persistent weakening of the planning body, both 
as regards its institutional structure and its

’Alfredo Costa-Filho, La democracia frente ai reto del Estado 
eficiente^ paper presented at the First Latin American Meeting on 
Economic Planning and Public Administration, Buenos Aires, 23- 
26 September 1987.

'‘Carlos A. De Mattos, "The State, decision-making and plan­
ning in Latin America", CEP AL Review, No. 31 (LC/G.1452), 
April 1987.

weight in the decision-making process.  ̂Govern­
ment management has been almost totally 
monopolized, with a few rare exceptions, by 
conjunctural concerns and short-term economic 
policy. The medium- and long-term view that 
characterized these bodies has not been a central 
concern of governments, and increasingly the 
view has been gaining ground that rather than 
looking at horizons far off in time, it is necessary 
to correct the monetary and balance-of- 
payments imbalances. Disciplining inflationary 
outbursts, promoting an export mentality, and 
restricting imports were and still are the goals 
that dominate the attention of government 
management. It is well known that persisting 
with these policies has the eventual result 
—although this is not the intention— of com­
mitting the country’s economy to a particular 
course not only now but also in the future. At all 
events, the planning bodies have not always 
been recognized as having faculties at this level 
of economic policy and a sort of "downgrading” 
of a position that had already suffered some 
previous deterioration was almost natural. How­
ever, the explanation for this relative loss of 
specific weight must be complemented with 
another factor: the de-actualization of proposals 
involving strategies and plans based on conven­
tional approaches that did not respond directly 
to the problems that were eating away at these 
societies. The proposals began with a qualitative 
discourse about the economic dynamic, external 
vulnerability, dependence, income concentra­
tion, etc. The only concrete items were estimates 
of the growth rates of the global, sectoral and 
regional product and the sizes of the gaps and 
macroeconomic imbalances. In short, an enor­
mous gap grew up between these proposals and 
the problems afflicting the region’s populations, 
thus inhibiting participation and the acceptance 
of responsibilities.

In this process of weakening or denaturaliza­
tion of the planning bodies as such, either there 
has been a brusque change of approach, with 
their concern being centered on current, imme­
diate problems, or else their most capable offi-

’ILPES, Cooperación e integración regional en la reactivación 
y en el desarrollo; el papel de la planificación, paper presented at 
the Sixth Conference of Ministers and Heads of Planning of Latin 
America and the Caribbean, Havana, 23-26 May 1987.
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cials have been transferred to organisms directly 
linked to short-term management. Either way, 
these bodies have turned their backs on the sub­
ject of development and planing per  se.

If, in these economies of difficult viability, it 
were decided to shift the type of growth in the 
direction outlined in the foregoing pages, pro­
found changes in the functions of the planning 
body would become inevitable, naturally giving 
it a clear status within the public apparatus. 
Needless to say, the first task under these 
changes would be to reconstruct the planning 
apparatus through the recruitment of the top 
planning experts of each country. Rather than 
merely increasing their number, the idea would 
be to form a select group of professionals of 
proven intellectual background, with a clear tal­
ent for dialogue and discussion, acutely aware of 
the realities of each country and convinced that 
the achievement of consensus and agreements 
has become a basic requirement for the success of 
national political projects.

The true status of the planning body derives 
not from its location in the organizational 
pyramid of a government, but from the excel­
lence of its components and the importance of 
the functions that it performs. Small planning 
bodies can have a high capacity to mobilize dis­
cussion of the crucial points in an economic 
policy, a strategy or a plan and thus become a 
vital nucleus in the decision-making process. 
Simultaneous attention to the short term in an 
ongoing effort to make the progress of the econ­
omy compatible with pre-established medium- 
and long-term goals is an unavoidable part of the 
attempt to reduce uncertainty and overcome the 
crisis.

The well-known functions that are custom­
arily listed as typical of a planning body would 
have to be adapted to the circumstances that the 
economy of difficult viability is passing through 
and the changes that would affect its type of 
growth.

2. Consensus

The guiding principles of a new type of develop­
ment —selectivity, austerity, efficiency, equity 
and concertation— generate tasks for the plan­
ning body that require strict supervision of their 
fulfilment in each of the evaluations of the prop­

osals under consideration. Both in evaluating 
projects and in appraising economic policy mea­
sures, in general it would be necessary to exam­
ine the degree to which the principles are 
respected and the ways in which they may have 
been violated. Decisions on what is essential or 
dispensable, the dimensions and alternative 
technologies of a project, business and social 
cost-benefit relations and the degree of consen­
sus or disagreement call for clear arguments by 
the planning body, and this requires rigorous 
economic calculations and well-thought-out 
qualitative analyses. Only on these bases can the 
planning body give adequate technical support 
for the consensus, which in this proposal 
acquires priority importance.

As already mentioned, the harsh realities 
that these economies are living and the impera­
tive need to find a solution have given rise to a 
greater inclination towards co-operation and 
consensus among the economic agents, social 
groups and political parties. Understandings 
that were unthinkable a few years ago seem to be 
feasible today; antagonisms seem to be giving 
way to understandings and concessions. Dia­
logue and discussion seem to be coming to the 
fore as a response to the threat of prolonged 
economic stagnation or even decline. Neverthe­
less, these rather spontaneous inclinations do 
not have an organic, systematic channel in which 
to run. It is the very society in these economies 
that is demanding a planning function that could 
be extraordinarily fertile if it were to become 
permanent: that of acting as the centre of discus­
sion, evaluation and convergence as regards the 
consolidation of development policies.

With regard to co-operation and consensus, 
at least two levels should be distinguished: busi- 
ness/labour and political. On the one hand, there 
is the need to reconcile the interests of entrepre­
neurs and workers; on the other, the need for 
agreement among the most representative polit­
ical groups. The subject of these meetings cannot 
be limited merely to economic growth rates or 
investment coefficients, of course; it will also be 
necessary to take a stand on much more concrete 
variables such as wages, prices, employment, 
productivity, profits, production goals for partic­
ular goods or services projects and their eco­
nomic and social impacts, financing, etc. In past 
efforts to generate agreements, the discussion
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has been dominated by political struggles, often 
of a sectarian nature, in which it was easy to 
anticipate unsuccessful results. When discus­
sions on concrete variables have been promoted 
and scarcity constraints have been taken into 
account, the positions taken have been much 
more serious and have come much closer to 
understanding. The circumstances have given 
rise to more mature attitudes, and there is an 
increasingly correct interpretation of economic 
problems and social phenomena. Economic cal­
culation and the search for common ground 
reduce excessive politicization and compel 
responsible stands.

‘i. The generation and evaluation 
o f  options

In the countries of the region, and especially in 
the relatively less developed ones, there is an 
appreciable number of project ideas and profiles, 
as well as a large variety of economic policy 
proposals. However, there continues to be an 
acute lack of fully formulated projects with their 
respective evaluations in terms of their direct 
and indirect impacts on the fundamental socio­
economic variables. Likewise, the many eco­
nomic policy proposals which exist are only 
broad concepts and are not accompanied by any 
evaluation of their impacts on the socio­
economic system.

A continual function of a new type of plan­
ning would seem to be that of supplying a 
methodology whereby those preliminary prop­
osals could be processed in order to determine 
their viability and consistency through a primary 
test before embarking on a more exhaustive 
study. The existing pre-investment mechanisms 
involve high costs and are not completely in 
keeping with the principle of selectivity pro­
posed in this study. The easy access to modern 
information processing technology would make 
it possible, through simulation models, to design 
adaptable, inexpensive methods for assimilating 
ideas, than evaluating them, and finally develop­
ing or rejecting them after closer study. An 
inventory of the investments made in these 
countries makes it very clear that some of them 
should never have been made, or else were 
implemented at the wrong time and in incorrect

amounts. On the other hand, projects that today 
demand urgent financing were ignored in the 
past, at the same time that investments were 
made which are now judged as being erroneous. 
A methodology designed in the direction out­
lined here would also have the advantages pro­
viding transparency in the adoption of decisions, 
promoting healthy social criticism, and dissipat­
ing the illicit pressures that often tend to disturb 
decision-making. The evaluation of the techno­
logical options associated with each project 
should receive special attention.

Something similar could be envisaged for 
the evaluation of economic policy proposals, 
although it must be acknowledged that in this 
field —much more than in that of projects— 
there is no single test model, just as there is no 
single interpretation of the functioning of the 
socio-economic system. Nevertheless, if such 
evaluations were explicit and were carried out 
with technical strictness, the assumptions would 
be clarified and the discussions between the 
opposing sides would centre on substantive 
aspects, thus giving the resulting decisions 
greater solidity.

4. Planning priority areas o f action

In the particular case of the economies dealt with 
in this study, planning —overall, sectoral and 
regional— must also discriminate between the 
essential and complementary areas and the sub­
sidiary area. Indeed, the principle of selectivity 
demands that the planning process should be 
concordant with the essential and priority 
aspects.

In the case of the essential and complemen­
tary areas, it is possible to consider a methodol­
ogy that combines planning for each of the 
products and services included in the basic 
"basket” with planning for the entrepreneurial 
units that comprise the complementary area. 
The rigorous selection of essential goods and 
services makes possible detailed consideration of 
each of them, and their production functions 
help to identify the respective linkages within 
the economic structure. Access to modern com­
puter science makes it possible to work in as 
detailed a way as desired, and in view of the small



174 CEPAL REVIEW No. 36 /. December 1988

number of goods and services to be examined in 
detail the collection of the necessary information 
does not create insurmountable problems.

It must be stated emphatically that in 
this type of economy, in order to guarantee 
greater levels of efficiency and productivity and 
more effective forms of participation and 
co-operation, it is essential to work at a disaggre­
gated level. Thus, the examination and discus­
sion of concrete subjects must be part of the 
debate and the dialogue, and this will enable the 
different agents to assume responsibilities and 
participate effectively and not just formally in 
putting together the development policy and 
applying the plans.

Planning that identifies products, specific 
services and economic units obviously facilitates 
a rigorous linkage between the real and financial 
spheres (that is, production and investment) and 
financing, incomes and prices. Thus, it is possi­
ble to shape a methodology that permits the 
planning of the true priority areas. This is not to 
say that the rest of the economy is not planned; 
the point is that the proposal centres on a differ­
ent and more disaggregated type of planning for 
the essential and complementary areas. Just as, 
with the passage of time and the achievement of 
goals, the basic "basket” can be enlarged, so this 
disaggregated planning will cover a larger 
number of goods and services, in a gradual pro­
cess of expansion and fuller coverage. Behind 
this proposal lies a partial concept of optimiza­
tion in which the "criterion” function is strongly 
conditioned by the satisfaction of basic needs and 
the absorption of labour. This partial concept of 
optimization is proposed deliberately, because 
the constraints due to shortage of resources, 
which must also incorporate the time factor in 
order to confront the acute problems, imposes a 
requirement of viability and an ethical objective 
of the pursuit of equity.

This undoubtedly involves a significant 
modification of the conventional work of plan­
ning bodies. Besides considering sectors, 
branches of activity and regions, the proposal to 
identify products, services and enterprises as a 
way of guaranteeing the fulfilment of a develop­
ment policy also responds to the aim of trans­
forming the planning apparatus into a key tool 
of the decision-making process.

5. Planning as a management tool

As noted in previous pages, one of the typical 
problems of economies of difficult viability is 
that of management in the public apparatus in 
general and in the government in particular. 
Very limited organizational capacity and ineffi­
cient functioning of the administrative bureau­
cracy are notorious and generalized features of 
these economies. Although similar assessments 
also apply to the private sector, it is in the public 
sphere that planning can perform a more direct 
function as a management tool.

The broad political consensuses occasionally 
reached in these countries have run into serious 
deficiencies of management per se. The capacity 
to govern, of which socio-political agreement is a 
basic component, has tended to suffer upsets 
caused precisely by difficulties in executing and 
implementing those fundamental political 
agreements. This aspect of government man­
agement has suffered from a sort of neglect 
among the concerns of government, and it has 
been assumed that the public machinery will 
automatically accommodate to the mass of laws, 
decrees, regulations and ordinances, responding 
without fail thanks to the vitality of the national 
political project. Later analysis of the problems 
that such projects have confronted, however, 
reveals that management weaknesses have been 
a substantial obstacle.

The increase in management ability is not, of 
course, the exclusive result of a government’s 
political will and strength, even in authoritarian 
régimes. It is a gradual, difficult process con­
nected with the training of human resources, 
proper organization of the public apparatus, and 
the mature exercise of social criticism. Naturally, 
in these economies the existence of a plan is an 
unavoidable requirement for avoiding improvi­
sation, duplications and contradictions and 
incorporating the attributes typical of an effi­
cient public administration. Nevertheless, con­
ventional planning in these countries has been 
unable to contribute to the improvement of 
management ability, principally because it has 
been characterized by a high level of abstraction. 
Once the requirement of co-operation around a 
development policy is fulfilled and a viable stra­
tegy and plan are accepted, it is still necessary to 
guarantee their execution. A form of planning 
that identifies products, services and economic
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units has greater prospects of assigning specific 
responsibilities and, hence, of demanding the 
fulfilment of concrete goals. There can be no 
doubt that if a planning process takes place 
within a framework of solid socio-political 
co-operation and a genuine participatory exer­
cise, the execution of the different types of plans 
will once again depend mainly on the type of 
variables and their disaggregation. The custom­
ary incoherencies in government management 
are not easy to identify, and much less to put 
right, when only working with macrovariables. 
It therefore seems extremely useful that one of 
the functions of planning be precisely that of 
enhancing management ability, establishing 
concrete goals and responsibilities and periodi­
cally supervising their fulfilment.

The long-standing but increasingly topical 
subject of decentralization is of foremost impor­
tance in these economies. Indeed, if stress is 
placed on co-operation and participation for a 
new type of development, reform of the State 
machinery and the concept of decentralization 
and regionalization are consubstantial with that 
objective and with the democratization of the 
economy.^

The concept of disaggregation does not only 
mean differentiating between products, services 
and economic units, but also establishing time- 
units that are not necessarily annual. There will 
be variables for which annual information is 
appropriate, but there will be others —both 
quantitative and qualitative— that should refer 
to quarters, months, weeks and in some cases 
even days. The application of a plan can be 
evaluated in terms of the fulfilment of the 
respective paths of the variables that com­
prise it, and in the final analysis this assumes a 
form of government management in which 
co-ordination, coherence and efficiency are 
achieved through planning.

6. Forecasting

This is, of course, a traditional planning func­
tion. However, when considering the particular 
problems of these economies, the term "fore­
casting” may warrant some qualifications. To

^Sergio Boisier, Decentralization and regional development 
in Latin America today, CEPALReview,No. 31 (LC/G. 1452), April 
1987. See especially section III.

begin with, it is necessary to anticipate the 
effects of the current technological revolution on 
these economies: product substitutions, price 
variations, new technological processes that can 
be incorporated, forms of obsolescence that can 
be foreseen, the launching of new products, etc. 
The need to build dynamic comparative advan­
tages demands timely and searching studies and 
investigation of technological processes before 
embarking on commercial-scale production. 
Clearly, the identification and construction of 
this type of comparative advantage is not a spon­
taneous process, as largely occurred in the case of 
natural resources endowments. Nowadays, this 
calls not only for imagination, but also for much 
more research and less passive conceptions of 
foreign trade; the idea is to build advantages on 
the basis of real resources that have not yet been 
exploited and that the new technologies could 
make profitable. Take for example the extraor­
dinary potential of natural medicines in the 
Andean countries: tourism for pleasure may give 
way to tourism for health. The basic idea is to 
gather information on future events that can 
affect the economic performance of these coun­
tries. It would be very difficult to cover the entire 
range of technological development in a timely 
manner, but it would be prudent to make a selec­
tive effort to examining whatever could affect 
the main exports and imports, and especially 
ways of exploiting and using the country’s own 
resources. There have already been significant 
technological changes in the sphere of agricul­
ture and agroindustry. Nevertheless, because of 
its importance in a strategy designed to meet 
basic needs, and in view of the very promising 
achievement in biotechnology, especially in 
genetic manipulation, a serious and careful 
examination of the real potential of these advan­
ces in a given economy must not be postponed. 
The concept of forecasting must be oriented in 
this sense and not only in terms of the evolution 
of the international economy.

7. Communications

Any examination of the way in which types of 
growth and styles of development are shaped in 
economies of difficult viability will assign deci­
sive importance to the use of the mass media. On 
the basis of the principle of free enterprise and
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freedom of the consumer, market behaviours are 
moulded in a way that, in the final analysis, is 
almost compulsive. This subject has been widely 
discussed and further comment is unnecessary: a 
study has already been made which talks of an 
"information economy” and addresses its devel­
opment and its implications for the productive 
apparatus and social conduct.^

Any attempt to modify the prevailing style 
must face up to this crucial problem. There is no 
doubt that this is an extraordinarily complex and 
highly controversial subject. It is easy to see the 
r-esistance that can be aroused by any effort to 
discipline the unfettered market manipulation 
going on in these economies.

In the past, emphasis has been placed on the 
need for massive dissemination of the content of 
plans in versions intended for the layman, as a 
way of creating an awareness among the popula­
tion about their goals, and often with the aim of 
arousing reactions that will encourage participa­
tion. In reality, the cases where there has been 
some success in this aspect have been those in 
which the information thus disseminated gave 
concrete details of variables directly indicating 
those affected and those benefited. Without 
questioning the advisability of these procedures, 
it must nevertheless be agreed that they are 
insufficient and even ineffective when what is 
sought is to change the development style in the 
direction outlined in this work. In the face of an 
ongoing and overwhelming campaign to pro­
mote the consumption of new goods and services 
(almost always unnecessary in societies where 
the poor form the greatest number), such efforts 
are in vain.

Among the functions which planning must 
fulfil in these economies and for the purposes 
mentioned repeatedly above, one of the most 
important is that of establishing norms to regu­
late abuses. In this connection, some measures 
worthy of more detailed examination have been 
suggested, such as significantly raising the 
advertising and publicity costs for dispensable 
items, to the direct benefit of action to satisfy 
basic needs. The fact that the economies in ques­
tion are mixed, so that private enterprise has an

^Instituto para América Latina (IPAL), Comunicacióny des­
arrollo. José Antonio Mayobre and Rosario Elias (comps.), Lima, 
1987,

important role to play in them, means that con­
sideration should be given to regulations of a 
balanced nature which respect the creativity pro­
moted by the market and its inherent mecha­
nisms while on the other hand avoiding excesses 
and distortions that run counter to what is vital 
and equitable.

8. Other functions

The adaptations of planning functions described 
above also imply changes in functions that are 
more related to planning methodologies and 
techniques. Economic calculation and the 
achievement of coherence in spatial, temporal 
and sectoral matters and in the real and financial 
spheres must be modified in the direction of 
more disaggregated work in the essential and 
complementary areas, respecting the principle 
of selectivity.

The subsidiary area, although not warrant­
ing the priority attention of planning, cannot be 
ignored either. Although it is predominantly 
influenced by market laws, it is vital to take its 
evolution into account, inasmuch as it weighs 
heavily in the general economy. It should be 
remembered that the essential area consists, at 
the beginning, of a very selective group of goods 
and services, and its limited initial share in the 
economy means that the subsidiary area has a 
significant presence.

With regard to the complementary area, 
those activities linked directly to the essential 
area also deserve priority attention and disaggre­
gated treatment of their main variables. It 
should be borne in mind that this area generates 
goods and services for both the essential and, the 
subsidiary areas; for this reason it is necessary to 
identify the main economic units in it, so as to 
achieve the goal of planning by enterprises.

The review and control of the execution of 
plans will also undergo some change from tradi­
tional methods. In the most conventional plan­
ning, this function was generally performed on 
an ex post basis, in a very partial manner and 
without this providing useful information for 
promoting rectifications. The differentiation of 
areas, products, services and business economic 
units permits a more detailed review of the pro­
gress of such variables. The divorce, so often
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denounced, between the intentions of plans and 
the actual economic policy actions taken can be 
perceived in a very timely manner, either in 
order to confirm the original intentions of the 
plan by discarding management measures which 
infringe it, or to rectify the courses planned as a 
consequence of the adoption of economic policy 
measures.

This means identifying the "nerve centres” 
in the fulfilment of the plan and the variables 
through which it is possible to detect the most 
serious divergences, so that the supervision and

control function can be more in the nature of 
anticipation than ex post observations.

In the special case of economies of difficult 
viability, because of the weaknesses in their sys­
tems of production and administrative manage­
ment, successive rectifications and repeated 
trials are to be expected in the early stages, as 
part of a gradual learning process. Consequently, 
the plans will have less of the character of texts 
and more that of tables with quantitative and 
qualitative data that better reflect the objectives 
and the degree to which they are being fulfilled.

VII

A final note

When the basic ideas contained in these pages 
were discussed with other professionals con­
cerned about development, they came to the 
nearly unanimous conclusion that, in fact, little 
was known about the special features of these 
economies. Indeed, it also seemed to be generally 
accepted that certain topics —because of their 
importance for the large- and medium-sized 
countries of the region— tend to dominate gen­
eral interpretations of development, obscuring 
the interpretations that would correspond to the 
economies of difficult viability. Situations as 
determinant as the incipient import substitution 
process that characterizes most of the less- 
developed countries today, or the stage they have 
reached in their consolidation as nation-States 
are far from what happens in the more "repre­
sentative” economies. The native and mestizo 
element of their populations, as already noted, 
brings another dimension into economic, social 
and political analysis which is worthy of more 
detailed treatment, above all in the examination 
of future options.

There is no doubt that the design of strate­
gies and plans is the responsibility of the citizens 
of these countries and, in fact, it can be seen that 
their political and intellectual circles are eager to 
clarify the alternatives open in this respect. 
There is of course an enormous amount of work 
to be done in consolidating economic strategies 
into viable political projects: a task for the repre­
sentative political groups of each of these coun­
tries. In that respect, the option offered for 
examination in this study is no more than one 
item in a vast agenda for clearing up unknowns 
or incorporating new concerns.

Rather than offering any novelties, these 
pages reflect an ongoing desire to draw more 
attention to this part of the region. Differentiat­
ing between what is reasonable or debatable in 
these proposals, or between what is old and 
obvious or new is not the most important con­
cern; what is much more important is to under­
stand that we still know little about these 
societies and economies and that it is urgently 
necessary to help clarify their future path.





The genesis of 
import substitution 
in Latin America

Richard Lynn Ground*

The process of import substitution that got 
underway in Latin America in the train of the Great 
Depression was principally a spontaneous response 
to the radical deterioration of the international 
prices of primary products, to the breakdown of the 
multilateral international trading system (and the 
collapse of world trade) and to the abrupt reversal of 
resource transfers.

The major Latin American economies 
recovered sooner and more vigorously from the 
Great Depression than did most developed countries 
or most other underdeveloped areas. The contrast 
with the outcomes observed in the wake of the 
adjustment to the international debt crisis in the 
1980s could scarcely be more marked.

In the first and second parts of this study the 
magnitude of the external shocks is briefly 
documented, the domestic policy response is 
examined, and an overview of the growth 
performance of the Latin American economies 
during the Great Depression and World War II is 
presented. In the third part the Prebisch thesis and 
the origin of price distortions in Latin America are 
analysed.

*The author was formerly a staff member of the 
ECLAC Economic Development Division, but now works in 
the World Bank. Grateful acknowledgement is made for the 
helpful comments and encouragement provided by Andrés 
Bianchi and Aníbal Pinto. The views expressed in this 
article are those of the author and are not necessarily shared 
by ECLAC or the World Bank. The author likewise assumes 
full responsibility for any errors or shortcomings in this 
study.

This article is a slightly modified version of a chapter 
from the essay entitled "The economic development of 
Latin America: Towards a contribution to a new synthesis 
of development theory’’ which was written by Richard L 
Ground and Andrés Bianchi. This essay was presented at a 
seminar entitled "A Comparative Study of Economic 
Development in Asia and Latin America" which was held 
in Tokyo from 22 to 24 February 1988 under the 
sponsorship of the Institute of Developing Economies.

The Great Depression 
and the genesis of 

import substitution

Although the terms of trade of most Latin 
American countries decreased steadily over the 
course of the 1920s in the wake of the gradual 
deflation of world price levels and the build-up 
of massive stocks of primary products following 
the spectacular rise in international prices (espe­
cially of commodities) in the last years of World 
War I, in general that decade was one of high 
growth in Latin America as world demand 
remained buoyant and capital flowed into the 
region on an unprecedented scale. Thus, in spite 
of the fact that the average international price of 
the most traded primary products plunged about 
40% between the early and the late I920s,^ coun­
tries like Argentina and Colombia registered 
overall growth rates of almost 6% and more 
than 7% , respectively, over the course of that 
decade, while in the 1925-1929 period Chile 
achieved a growth rate of almost 11%, Colombia 
and Brazil recorded rates of over 7 %, and Argen­
tina and Honduras experienced one close to 6% 
(table 1).^

1. The extent and transmission o f the 
industrial-country depression

Between 1929 and 1933 the index of the gross 
domestic product of the industrialized countries 
as a whole dropped 17%.^ In the United States, 
which had become Latin America's most impor­
tant trading partner in the wake of the First 
World War, the depression was especially 
severe. In effect, between 1929 and 1933 output

I

‘See D. Felix, "Alternative outcomes of the Latin American 
debt crisis: lessons from the past", Latin American Research 
Review, vol. 22, No. 2 (1987), table 3. Note that between 1923 and 
1929 the world stocks of the major international commodities 
more than doubled.

^See also ECLAC, Series históricas del crecimiento de América 
Latina, "Cuadernos Estadísticos de la CEPAL” series, No. 3, 
Santiago, Chile, 1978.

B̂. Eichengreen and R. Portes, "The anatomy of financial 
crisis”, Seminar Paper No. 373, Institute for International 
Economic Studies (University of Stockholm) (January 1987).
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Table 1

LATIN  AM ERICA: EVOLUTION OF GROSS DOMESTIC PROD U CT 
IN SELECTED CO U N TRIES, 1920-1950"

{Annual average growth ratesi

Country 1920-1929 1929-1939 1939-1945 1945-1950

Latin America 3.4 5.3

Argentina 5.7 1.6 2.1 3.9
Brazil ,3..3 3.0 2.4 6,1
Colombia^ 73 3.8 2.6 4.7
Costa Rica' 6.4
Chile 4.0 2.9
Ecuador 4.2 9.4
El Salvador 8.8
Guatemala' 0.8
Haiti 1.2
Honduras^ 5.4 -1.1 3.5 4.1
Mexico*^ 1.7 2.1 6.2 6.3
Nicaragua 6.3
Panama 0.5
Paraguay 0,4 2.1
Peru 4.5
Dominican Republic 8,4
Uruguay 1.7 5.4
Venezuela 5.3 10.6

Source: i-Q.AC, on the biisis of offidiil data. 
"1970 prices.
' ’ 1925- 1929.
‘ 19-16-1950.
‘' 1940- 1945.

'■ 1921- 1929.

nosedived, falling by more than 29%. Of the 
region’s other major trading partners, the con­
traction of economic activity reached 30% in 
Canada, 16% in Germany and 11% in France, 
measured between their respective pre­
depression peaks and depression era troughs. It 
was only in Great Britain, which remained the 
principal trading partner for countries like 
Argentina and Uruguay, that the downturn was 
more in the nature of a recession, as output there 
fell but 5% between 1929 and 1931.^

As a result of this involution of economic 
activity, unemployment simultaneously soared 
to unprecedented heights. Indeed, in the United 
States the rate of unemployment skyrocketed 
from 3% of the labour force in 1929 to more

than 22 % in 1932, while over the same period in 
Canada it climbed from less than 2 % in 1928 to 
over 19%, in Germany it more than quadrupled 
from 3.8% to 17.2%, and in Great Britain it rose 
from around 7% to over 15%.^

Price deflation broadly paralleled the shrin­
kage of economic activity in North America, but 
considerably outstripped the contraction of out­
put in the other major industrialized countries. 
Thus, in the United States the price level, after 
having declined 15% over the course of the 
1920s, dropped 25% between 1929 and 1933, 
and in Canada it fell almost 30% in the first 
years of the depression. On the other hand, the 
average decline in prices in France, i.e., 30%, was 
almost three times the decrease in gross domes-

^A, Maddison, Phases of Capitalist Development (Oxford: 
Oxford University Press, 1982), table A6. Â. Maddison, op.cit., table C6,
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tic product; in Germany it was more than double 
the fall in the product, and in Great Britain it was 
likewise double the reduction in economic activ­
ity, though it was thus considerably less pro­
nounced than in the other developed countries.^

As a result, the decline in money demand in 
the industrialized countries, and hence the nomi­
nal value of world trade, far outstripped the 
contraction of economic activity in these coun­
tries and reduction in the quantum of world 
imports. In effect, the index of the quantum of 
imports of the industrialized countries, taken 
together, dropped 23.5% between 1929 and 
1932, but the nominal value of the imports of the 
latter plunged 49%.^

Moreover, the extent of the decline in the 
international prices of primary products was 
considerably greater than the average decrease 
in international prices and hence markedly 
greater than the deflation of the international 
prices of manufactured goods and of services. 
Thus, the terms of trade of the developed coun­
tries as a whole actually improved almost 15% 
between the peak level of activity recorded in 
1929 and the depths of the Great Depression in 
1935.8

Also underlying the observed disintegration 
of world merchandise trade was the violent 
reversal of resource transfers. Thus, while the 
United States and Great Britain invested more 
than US$11.3 billion abroad between the mid- 
and late 1920s on a net basis, between 1930 and 
1934 the industrialized countries repatriated 
US$8.4 billion of capital from the rest of the 
world, and in the 1935-1938 period they brought 
home another US$4.8 billion.  ̂The total transfer 
of resources from debtor to creditor nations over 
the course of this period was considerably larger, 
especially during the first part of the 1930s, 
when a good number of debtor nations 
continued to effect at least partial payment of 
interest on their foreign debts. Remittances of 
profits continued, albeit on a much reduced scale, 
throughout the period. Consequently, domestic 
income, and especially domestic absorption, fell

Îbid., table C3.
^Calculated from data in B. Eichengreen and R. Fortes, 

op.cit,, 1987, table 3.
Hbid.

Îbid., pp. 16 and 19.

significantly less in the developed countries than 
did output.

The fact that the contraction of the quantum 
and particularly of the value of the imports of the 
industrialized countries far surpassed the extent 
of the decline in their economic activity was due, 
of course, to the erection of gigantic trade barri­
ers and massive subsidization of commodity pro­
duction. If these countries had instead resorted 
mainly to exchange rate policies to adjust rela­
tive prices, the extent and duration of the fail in 
economic activity and especially of world trade 
would have been notoriously less marked, not­
withstanding the decidedly procyclical monetary 
and fiscal policies most of them pursued until the 
eve of World War II. In that case, the course of 
world economic history, and perhaps especially 
that of the Latin American countries, would have 
been considerably different.

2. The magnitude o f  the external shocks

The shocks transmitted to the rest of the world 
thus greatly magnified the impact which the 
Great Depression had had in the industrial coun­
tries themselves. Moreover, the external shocks 
channelled to the Latin American economies 
were especially massive, owing especially to the 
preponderant influence of the United States 
economy in the region.

Although the decrease of the export quan­
tum for the region as a whole was not much 
greater than the decline of the import quantum 
of the industrialized countries, i.e., 27% versus 
23-5%,^  ̂ the collapse of the nominal value of 
Latin America's exports was out of all propor­
tion to the drop in the nominal value of indus­
trial country imports as well as to the deflation of

'“For an overview of the radical quantitative trade 
restrictions imposed by the developed countries in this period see, 
for example, A,G. Kenwood and A.L, Loughedd, The Growth of 
the International Economy 1820-1980 (London: George Allen and 
Unwin, 1983). Note that between 1928 and 1931 the world stock of 
the most traded primary products expanded almost 90%  (Felix, 
op.cit., 1987, table 3).

“ See the analysis presented in B, Eichengreen and J. Sachs, 
"Exchange rates and economic recovery in the 1930s", The Journal 
of Economic History, vol. XIV  (December 1985), pp. 925-946.

B. Eichengreen and R. Fortes, op.«/., 1987, tables 3 and 4, 
Nevertheless, in a few cases the extent of the contraction of the 
export quantum reached catastrophic proportions, as for example 
in Mexico, where it dropped over 41% , but especially in Chile, 
where it actually plunged more than 71%  (table 6).
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the money value of the industrial countries’ 
gross domestic product. Thus, for example, the 
current value of Chile’s exports plummeted 88% 
between 1929 and 1933; in the case of El Salva­
dor the value plunged 78% between 1928 and 
1932, and in Mexico, Venezuela, Peru and 
Argentina the drop was between about 70% and 
75%, while Colombia’s export income fell 67% 
and that of Brazil, 63 %. ̂  ̂By way of contrast, the 
money value of the imports of the industrialized 
countries dropped somewhat less than 50%.

On the other hand, while the region’s import 
prices also of course declined, the fall was consid­
erably less than the nosedive of the prices of the 
region’s exports. In effect, for the region as a 
whole the terms of trade collapsed almost 48% 
between 1928 and 1932 (see table 2). Those of 
Venezuela deteriorated no less than 65 % 
between 1930 and 1935, those of El Salvador 
dropped 53% and those of Brazil, somewhat less 
than 50%. In Chile, Colombia, Peru and Mexico 
they dropped between 45 % and 40% from peak 
(as early as 1928) to trough (as late as 1934); the 
declines suffered by Ecuador and Argentina were 
somewhat less, i.e., 38%  and 35 %,
respectively.

In sharp contrast to the outcome for the 
industrialized countries, the purchasing power 
of Latin America’s exports contracted much 
more markedly than the export quantum. On a 
regional basis the real value of exports dropped 
48% between 1929 and 1933, or close to twice as 
much as the decrease of the export quantum. In 
this same period the real value of exports of the 
developed countries declined by only 13%, i.e., 
less than half the extent of the reduction of their 
total quantum of exports.^^

If the ratio of the value of exports to the 
gross domestic product of Latin America were of 
the order of 40% in 1929, the direct loss from 
the radical deterioration of its terms of trade 
would have exceeded 12% in 1933 alone, while 
the total drop in domestic income in 1933 as 
compared to 1929 in consequence of the turna­
round in the real value of its exports would have

‘ *ECLAC, América Latina: relación de precios del intercambio, 
"Cuadernos Estadísticos de la CEPAL’’ series. No, I, Santiago, 
Chile, 1976, country tables.

*̂Ibid.
Eichengreen and R, Portes, op.cit., 1987, tables 3 and 4,

approached 21 %. In contrast, if the contribution 
of exports to gross domestic income were of the 
order of 10% in the developed countries in 1929, 
the corresponding losses suffered by them would 
have been only 1.5% and 2.4%, respectively.

Nevertheless, the magnitude of the depres­
sion of the quantum of Latin America’s imports 
was even greater than the compression of the 
purchasing power of its exports. Indeed, 
between 1929 and 1933 the region’s import 
quantum plunged more than 60% (see table 3). 
This additional adjustment was provoked by the 
violent reversal of resource transfers. As a result 
of the massive repatriation of foreign capital and 
the skyrocketing of the ex-post real interna­
tional interest rate in the train of the sustained 
deflation of world price levels, domestic 
absorption was compressed 24% between 1929 
and 1932 and 26% between the former year and 
1933 in Latin America, i.e., almost twice and 
three and one-half times as much, respectively, 
as the declines in the region’s gross domestic 
product in those two periods.*^

But the most remarkable feature of this 
catastrophic episode is that the decline in Latin 
America’s gross domestic product not only 
corresponded to merely a small fraction of the 
massive external shocks it supported, but was 
also less than the decrease in economic activity in 
the developed countries, in circumstances in 
which the (self-inflicted) shocks the latter had to 
contend with were, as we have seen, much less

'^Between 1929 and 1930 the ex-post real interest rate {i.e,, 
the nominal U,S. interest rate deflated by the change in the unit 
value of U.S. exports) rose from about 3 %  to close to 16%, after 
which it shot up to 3 3 %  in 1931 before descending to around 18%  
in 1932 and turning negative in 1933, as reflation commenced. 
However, if we focus on ex-post real international interest rate 
that Latin America had to contend with (i.e., the nominal U.S. 
interest rate deflated by the change in the average price of Latin 
America's exports), the leap was much more dramatic still, since it 
soared from more than 14%  in 1929 to 5 0%  in 1930 and almost 
52%  in 1931, before declining to around 19%  in 1932. In 1933 it 
rose to 2 7 % , but dropped to 6%  in 1934 and became negative in 
1935. Can there be much doubt that the interest rate is the ultimate 
sticky price.  ̂ (The evolution of the unit values of U.S. exports 
appears in B, Eichengreen and R. Fortes, op.cit., 1987, table 3, 
although the variation between 1928 and 1929 was estimated on 
the basis of A. Maddison, op.cit., 1982, table E3, and those of Latin 
America appear in ECLAC, op.cit., 1976, 14 and country tables.)

*^This calculation assumes that the ratios of exports and 
imports to the region’s gross domestic product were 40%  and 
50%, respectively, in 1929. Otherwise, the calculations are based 
on actual data appearing in ECLAC, op.cit,, table 4.
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Table 2

LA TIN  AM ERICA: EVO LU TIO N  O F M ERCHAN DISE TERM S O F TRA D E

Year Export price 
index

Import price 
index

Merchandise 
terms of trade Export quantum Purchasing power 

of exports Import quantum

1928 100.0 100.0 100.0 100.0 100,0 100.0
1929 90.6 96.2 94.2 103.1 97.1 106,4
1930 62.3 9.3.3 66.8 87.9 58.7 75.8
1931 41.8 79.2 52.8 93.0 49.1 51.9
1932 36.2 65.1 55.6 77.8 43.3 37.9
1933 29.3 56.6 51.8 81.2 42.1 46.3
19.34 28.4 48.1 59.9 91.3 53.9 51.9
19.35 31.8 48.1 66.1 105.6 69.8 56.1
1936 33.9 48.1 70.5 109.3 77.1 60.3
1937 .38.1 52.3 72.8 120.4 87.7 75.7
1938 .34.9 50.9 68.6 96.3 66.1 70.1
19.39 33.8 49.5 68.3 101.8 69.5 68.7
1940 .35.9 5.3.3 67.4 90.7 61.1 58.9
1941 40.1 57.6 69.6 94.4 69.2 60.3
1942 44.8 67.7 66.2 88.2 58.4 46.3
1943 49.7 7.3.5 67.6 96.0 64.9 47.7
1944 5.3.6 7.3.5 73.0 101.9 74.4 58.9
1945 54.6 79.2 68.9 111.3 76.7 65.9
1946 71.2 92.2 77.2 119.1 91.9 86.9
1947 89.7 115.3 77.8 121.1 89.7 119.1
1948 99.4 123.9 80.2 121.1 94,2 116.3
1949 93.6 123.9 75.5 111.3 84.0 103.7
1950 110.5 118.1 93.6 115.2 107,8 105.1
1951 130.4 141.2 92.4 115.2 106.4 1.30.3
1952 93.9 144.1 65.2 111.3 72.6 124.7
1953 93.9 1.34.0 70.1 123.0 86.2 114.9
1954 97.7 136.9 71.4 123.0 87.8 128.9
1955 87.3 1.39.8 62.4 130.8 81.6 128.9
1956 85.9 1.39.8 61.4 142.5 87.5 1.34.5
1957 88.1 141.2 62.4 146.4 91.4 155.5
1958 80.9 1.39.8 60.0 148.4 89.0 142.9
1959 73.0 135.4 5.3.9 162.1 87.4 1.38.7
1960 74.4 1.38.3 53.8 166.0 89.3 142.9
1961 74.4 141.2 52.7 171.9 90.6 145.7
1962 71.5 144.1 49.6 187.5 93.0 144.3
1963 72.2 144.1 50.1 195.3 97.8 140.1
1964 76.5 149.9 51.1 197.3 100,8 148.5
1965 75.1 152.7 49.2 211.0 103,8 149.9
1966 76.5 152.7 50.1 218.8 109.6 166,9
1967 75.8 154.1 49.2 220.8 108.6 174.0
1968 76.2 152.7 49.9 2.30.6 115.1 191.0
1969 78.4 155.6 50.4 246.2 124.1 206.6
1970 84.1 159.9 52.6 254.0 133.6 229.2
1971 79.8 164.9 48.3 275.8 133.2 146.7
1972 110.8 178.1 62.1 251.7 158.2 260.2
1973 129.9 204.2 63.6 304.0 193.3 .301.4
1974 216.5 293.8 73.6 264.0 194.3 359.tf
1975 218.6 325.3 67.2 240.5 161.6 .345.2
1976 2.34.7 3.31.5 70.8 260.9 184.7 351,8
1977 269.9 358.0 75.4 271.0 204.3 374.9
1978 278.9 .392.9 70.9 281.9 199.9 388.5
1979 340.8 458.7 74.2 310.1 2.30.1 418.2
1980 424.4 553.4 76.7 329.4 252,6 501.2
1981 418.9 581.6 72.0 358.9 258.4 515.6
1982 .379.0 544.4 65.9 362.0 238.6 418.3
1983 341.7 522.3 65.3 401.8 262.4 328.9
1984 354.3 501.8 70.6 4.32.3 305.2 356.0
1985 337.4 49.3.5 68.3 427.0 291.6 363.4
1986 291.5 469.8 62.1 417.8 259.5 .389.0
1987 311.6 487.6 63.6 4,38.4 278.8 410.8

Source: Fur 1928-1970, ECLAC; ior 1971-1987, ECLAC data bank.
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Table 3

LATIN  AM ERICA: EVOLUTION OF QUANTUM OF EXPO R TS AND IM PO RTS 
OF GOODS IN  SELECTED CO U N TRIES, 1928-1950

Year Argentina Bolivia Brazil Colombia Costa Rica

Exports Imports Exports Imports Exports Imports Exports Imports Exports Imports

1928 126 150 49 68 49 76
1929 127 156 29 52 69 51 65
1930 88 137 26 57 41 56 34
1931 121 96 20 61 27 49 29
1932 111 73 23 42 25 50 24
1933 104 80 43 52 33 50 33
1934 109 88 56 38 38 53 41
1935 115 91 50 67 43 58 45
1936 104 96 37 74 44 65 51
1937 121 126 43 46 67 54 64 59 51 25
1938 78 119 33 57 81 30 67 55 47 28
1939 100 100 38 34 83 46 65 67 42 36
1940 85 86 45 53 69 41 69 47 35 31
1941 76 68 49 71 75 41 53 49 43 30
1942 74 56 56 68 37 30 58 26 39 20
1943 76 37 65 73 58 39 74 31 42 26
1944 83 37 65 71 68 48 48 37 35 28
1943 85 41 65 61 74 47 79 59 37 31
1946 88 81 65 68 91 60 82 73 36 36
1947 96 147 82 68 86 86 79 99 48 44
1948 87 164 89 72 90 77 80 80 62 34
1949 56 112 86 79 87 75 80 64 58 37
1950 72 101 84 54 70 85 70 86 55 42

Year Chile Ecuador El Salvador Guatemala

Exports Imports Exports Imports Exports Imports Exports Imports

1928 75 79 23 29 28 26
1929 80 100 23 29 25 29
1930 52 92 24 23 31 16
1931 48 48 18 16 30 13
1932 23 17 19 12 ' 21 12
1933 33 19 17 13 30 14
1934 53 25 26 18 25 18
1935 54 38 28 23 24 15
1936 54 43 25 25 28 15
1937 76 48 26 21 37 17 41 32
1938 71 44 25 23 28 14 43 30
1939 64 56 25 23 33 16 41 30
1940 70 42 25 23 15 14 37 24
1941 77 49 24 19 24 16 37 23
1942 82 41 27 22 30 15 42 18
1943 75 42 34 20 33 16 41 19
1944 78 42 34 27 35 16 41 23
1945 79 45 29 27 31 18 51 25
1946 72 45 29 36 27 19 47 33
1947 72 47 28 42 36 28 56 33
1948 79 62 29 45 37 29 51 48
1949 71 75 26 48 42 29 45 52
1950 69 55 37 46 40 38 44 55
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Table 3 (concluded)

Year Haiti Honduras Mexico Nicaragua Panama

Exports Imports Exports Imports Exports Imports Exports Imports Exports Imports

1928 106 47
1929 106 54
1930 45 86 40
1931 45 87 26
1932 47 62 21
1933 70 667 24
1934 64 90 30
1935 49 92 31
1936 70 101 36
1937 57 53 30 119 46 24 115 33 42
1938 60 39 38 53 38 19 15 31 36
1939 66 54 30 50 35 20 17 32 41
1940 46 52 29 43 33 16 16 31 39
1941 56 53 29 47 49 14 22 24 52
1942 47 50 18 48 36 14 13 13 46
1943 53 25 23 56 43 17 23 13 43
1944 77 49 25 46 64 18 16 13 37
1945 72 61 30 54 76 15 17 19 43
1946 81 64 40 55 102 18 19 28 52
1947 77 79 49 56 103 17 24 34 58
1948 73 89 52 44 69 32 25 33 41
1949 90 84 49 50 60 26 27 32 41
1950 79 115 83 48 57 71 37 31 30 46

Year
Paraguay Peru Republic Uruguay Venezuela

Exports Imports Exports Imports E x p K ) l t S Imports Exports Imports Exports Imports

1928 34 10 41
1929 37 30 10 41
1930 34 22 49 22 12 38
1931 30 15 45 18 to 21
1932 26 11 52 17 10 16
1933 32 12 46 20 10 20
1934 38 21 51 19 12 17
1935 40 244 59 19 122 80 12 13
1936 42 25 62 19 100 94 13 18
1937 48 27 58 20 112 110 15 26
1938 57 39 27 64 21 107 106 16 28
1939 60 38 25 64 23 118 97 16 32
1940 48 33 24 59 18 111 97 14 29
1941 64 37 25 67 18 110 101 19 22
1942 65 30 19 37 15 64 86 12 14
1943 68 29 22 62 16 118 68 15 13
1944 66 30 26 94 18 111 69 21 29
1945 95 34 26 59 17 126 84 27 37
1946 102 30 32 73 24 121 113 31 52
1947 57 29 36 71 37 99 143 35 88
1948 63 29 33 61 42 97 109 41 117
1949 72 29 38 52 30 106 96 40 115
1950 76 35 39 57 31 129 118 45 98

Source: l ;C l.A (^ ,  o n  t h e  b ; is is  t>f o f f ic ia l  data.
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violent. Whereas the composite index of 
industria country output dwindled 17% between 
1929 and 1933, over the same period Latin 
America’s gross domestic product fell by 13%.^* 
Moreover, the depression of output in the 
region’s main trading partner was more than 
twice as severe as that which Latin America 
experienced, for the United States gross 
domestic product tumbled more than 29% in 
this period. While the decline in activity in other 
underdeveloped areas like Asia was slight during

the Great Depression, thanks, in part, to the fact 
that the shocks experienced were much less 
intense than those absorbed by Latin America 
(for example, Asia’s export quantum fell almost 
as much as Latin America’s but its import 
quantum fell less than half as much as that of the 
latter region between 1929 and 1933), the 
subsequent recovery of the Latin American 
economies was considerably stronger than that 
of the developed countries as well as that 
achieved in Asia.

II

The genesis of import substitution and the recovery 
of the Latin American economies

A number of authors have argued that import 
substitution in Latin America did not commence 
with the Great Depression but much earlier, 
perhaps as early as the nineteenth century in the 
largest economies of the region. While there is 
no question that the process of import 
substitution generated by the Great Depression 
in fact far surpassed in intensity and scope any 
prior process of import replacement, it is also 
true that a limited, gradual and stop-and-go 
diversification of the major Latin American 
economies did take place before the 1930s. But 
these observers are mostly right largely for the 
wrong reasons, focusing as they usually do on the 
supposed major role of tariffs in the early 
process of import substitution in Latin America.

More recently, in the unending debate over 
whether the terms of trade of developing 
countries have experienced or will experience a 
secular deterioration, mainstream critics of Latin 
America’s post-World War II economic policies 
and performance such as I. Little and 
A. K ru egerhave observed that if the terms of 
trade of developing countries had experienced a

■®ECLAC, op.cit., tables 3 and 4.
Little, Economic Development, theory, Policy and 

International Relations, New York, Basic Books, 1982; 
A.O. Krueger, Alternative Trade Strategies and Development, 
Chicago, National Bureau of Economic Research and the 
University of Chicago Press, 1983.

secular deterioration, they would have 
industrialized spontaneously, and therefore 
would not —and should not in any case 
according to basic tenets of trade theory— have 
needed to recur to protective tariffs and 
quantitative trade restrictions to foment 
industrialization. The point is, of course, that 
either the terms of trade of these countries have 
not deteriorated over time, or else the use of 
restrictive trade practices has inflicted 
unnecessary welfare losses without producing 
any gains associated with industrializationother 
than those that would have occurred as a result of 
the free play of market forces.

But this is precisely what happened in the 
initial phases of the diversification of the Latin 
American economies. In effect, both prior to the 
Great Depression and especially from 1930 to 
the Korean War, import substitution in Latin 
America was essentially in the nature of a 
spontaneous process induced gradually at first by 
a deterioration of the region’s terms of trade 
from the late nineteenth century to the 1920s 
and then violently by the massive external 
shocks that pounded the region’s economies in 
the 1930s. Telling criticisms have been levelled 
at the assertion that there was a secular decline 
in Latin America’s terms of trade from the 1860s 
to the 1920s, and, the issue remains unresolved, 
but there is extensive documentary evidence that 
Latin America’s terms of trade suffered a radical
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and enduring downturn from the later 1920s 
until the Korean War and that the region 
transferred a massive amount of resources to 
creditor nations during the first part of the 1930s 
after having received huge infusions of capital 
during the 1920s. Nevertheless, two apparent 
anomalies have to be addressed, i.e., the gaping 
hole in the neoclassical critique of the process of 
import substitution in Latin America, and the 
progressive build-up of restrictive trade 
practices in the region after the Korean War. 
The first of these is dealt with here.

1. The catalytic role o f  external shocks

First, a brief review of the facts is in order. If 
Latin America’s terms of trade in 1928 are set 
equal to 100.0, the greatest point of deterioration 
was reached in 1933, when the index settled at a 
little under 53.̂ *̂  This downturn reflected a drop 
of more than 70% in the average price of the 
region’s exports, and a decline of about 21% in 
the average price of the region’s imports (see 
table 2).̂ ^

Between 1933 and 1937 the region s terms of 
trade registered a sustained recovery, but they 
continued to be situated far below the 1928 level. 
In the following three years a renewed, but less 
intense, deterioration occurred, so that at the 
beginning of World War II the index stood at 
67% of its 1928 level. During the course of the 
war it fluctuated up and down, and in 1945 was 
somewhat higher than five years before. 
Subsequently it recovered strongly in the train of 
the postwar boom. Nevertheless, when the 
Korean War broke out it was still about 7% 
below the level observed in 1928, and from that 
point until the mid-1970s the region’s terms of 
trade gradually declined more or less year-in and 
year-out.

°̂In this connection it should be borne in mind that from 
1919/1920 to 1928 the relative international prices of the main 
primary products dropped about 20% , i.e,, even by 1928 Latin 
America’s terms of trade were far below previous historical peaks.

^'The data were calculated by ECLAC, on the basis of two 
indexes. For the 1928-1970 period the price weights reflect the 
structure of Latin America’s exports and imports in 1963; for the 
1971-1987 period 1980 price weights were used, and the two 
indexes were spliced together. For the years 1928 and 1929 the 
price indexes for the region as a whole were calculated by the 
authors from the available country data (i.e., on Argentina, Brazil, 
Colombia, Chile, Ecuador, El Salvador, Mexico, Peru and 
Venezuela) published in the 1976 ECLAC study. In this publication 
regional price indexes were calculated from 1930 onwards.

In the first place, this exceptionally 
pronounced and for the most part prolonged 
deterioration (i.e., until the end of World 
War II) of the region’s terms of trade directly 
altered domestic relative prices between the 
goods possessing extraordinary comparative 
advantages and all other tradeables, and between 
those commodities and non-traded goods and 
services. In effect, the observed movement of the 
region’s terms of trade directly implied a 
reduction of almost 48%, on average, in the 
domestic relative price of traditional exports. 
That these goods continued to be produced and 
exported at all suggests just how extraordinary 
their comparative advantage was. But it also had 
something to do with the indirect repercussions 
of the decline of the relative international prices 
of primary products on domestic relative prices.

Thus, just as a rise in the relative 
international price of a commodity (or an 
"autonomous” increase in its profitability) may 
spark off an export boom and trigger a series of 
domestic price and quantity adjustments, a 
major and sustained decline in the relative 
international price of a heretofore booming 
export leads, contrariwise, to a proportionate 
decrease in domestic income, and hence, to an 
excess supply of non-tradeable as well as 
tradeable goods and services, at prevailing 
domestic relative prices. As a result, the nominal 
price of non-traded goods and services declines 
and the balance of trade in other tradeables 
improves. The original drop in the relative 
domestic price of the erstwhile booming 
commodity is thus partially offset by this indirect 
real (i.e., spending) effect of the involution of 
the boom. On the other hand, the spending 
effect further increases the domestic relative 
price of other tradeables, so that both the direct 
and this indirect real repercussion of the 
deterioration of the terms of trade enhance the 
profitability of domestic production of these 
goods at the expense of profitability in the rest of 
the economy. Simultaneously, the resource 
movement effect further squeezes profitability 
in sectors producing traditional primary exports 
and non-traded goods and services.

The extent to which the spending effect 
offsets the direct depression of the domestic 
relative price of export commodities caused by 
the shift in relative international prices depends
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on the relative factor intensities of the produc­
tion functions of the various sectors. However, 
when international relative prices deteriorate, 
the domestic relative price of traditional primary 
exports normally must fall, since the nominal 
prices of other tradeables increase on account of 
the direct and spending effects.

In addition to the direct and indirect reper­
cussions of the collapse of international com­
modity prices, the monetary effect of the ensuing 
radical deterioration of the commercial account 
balances of the Latin American economies also 
exercised a powerful indirect impact on domestic 
relative prices. Thus, like the spending effect, it 
increased the domestic relative price of tradea­
bles and thereby also partially compensated the 
direct decline in the domestic relative price of 
traditional commodity exports, further 
increased the profitability of production of other 
tradeables, and additionally depressed the nomi­
nal prices of non-traded goods and services. 
Again, however, such monetary induced adjust­
ments are inherently in the nature of transitory 
phenomena.

Furthermore, both the depressive spending 
and monetary effects were exacerbated by the 
violent reversal of resource transfers. Indeed, the 
incredible rise in the ex-post real international 
interest rate and the massive repatriation of 
foreign capital in the first half of the 1930s 
superimposed another major adjustment of 
domestic relative prices on top of, and analogous 
to, those induced through the commercial 
account. And while capital account shocks also 
presumably are in the nature of transitory 
shocks, this particular one endured until well 
into the post-World War II era.

Finally, the reduction of the region’s export 
quantum brought about by drastic deflation and 
the massive quantitative trade restrictions 
applied in the developed countries also induced a 
counterpart adjustment of domestic relative 
prices.

For a number of Latin American countries 
the crisis broke out as early as 1928, when United 
States banks drastically curtailed their overseas 
lending in order to participate in the New York 
stock market boom. At this point, or shortly 
thereafter, most of the region’s economies were 
no longer able to contend with the effects of

already depressed international commodity 
prices while simultaneously continuing to 
expand domestic absorption. Also, by this time 
protectionist sentiment in the developed 
countries had been translated into considerable 
tariff hikes as well as growing quantitative trade 
restrictions, while the rise in United States 
interest rates provoked by the stock exchange 
bubble had considerably augmented interest 
payments on the region’s foreign debt. In late 
1929 Argentina and Uruguay departed from the 
gold standard and a host of others followed suit 
in 1930 and 1931. By 1933, when the depths of 
the Great Depression had been reached, all of 
the Latin American countries had either left the 
gold standard and undergone m ajor 
devaluations, or remained on a fixed exchange 
rate, but at a higher real effective level than 
otherwise would have obtained, since they 
maintained parity with a US dollar which was 
devalued by 41% between early 1933 and early
1934.22

In the end, all of the Latin American govern­
ments thus abandoned the automatic gold stand­
ard adjustment process rather than suffer the 
full magnitude of the enormous loss of well­
being that the 50% reduction of domestic price 
levels on account of the direct impact of the 
deterioration of the region’s terms of trade alone 
would have entailed, although a few persevered 
until the public had virtually overpowered the 
palace guard.

It is of course theoretically possible to re­
establish an equilibrium real exchange rate 
through the deflation of domestic price levels, 
but the greater the intensity and duration of 
shocks and/or the more rigid domestic prices, 
the greater will be the output losses if the nomi­
nal exchange rate remains fixed. On the other 
hand, if the exchange rate is allowed to adjust 
freely to external shocks like those that Latin 
America confronted in the Great Depression, or 
if it is promptly raised towards (and ideally to) 
the new equilibrium level, unnecessary losses of 
well-being can be limited if not completely 
avoided. Either way, domestic relative prices

2^The sequence of events is described concisely in 
B. Eichengreen and J. Sachs, op.cit., 1985.



THE GENESIS OF IMPORT SUBSTITUTION IN LATIN AMERICA / R.L Ground 189

eventually will settle at the value consistent with 
macroeconomic equilibrium.

Thus, by comparing data on the evolution of 
international prices, exchange rates and domes­
tic prices, we may gauge roughly the extent and 
the precise direction of the relative price changes 
induced in the Latin American economies by the 
Great Depression, and hence the scope for struc­
tural change. "̂*

^^However, there is a fundamental flaw in the automatic 
adjustment process — whether it is based on the gold standard or, 
in more recent times, the monetary approach to the balance of 
payments— that necessarily renders it more costly than an 
adjustment process based on a flexible nominal exchange rate, 
even in an economy entirely free of conventionally-defined price 
distortions. In effect, an automatic adjustment process inevitably 
generates greater unnecessary losses of well-being than does one 
fostered through a flexible nominal exchange rate, because even at 
the limit, the nominal interest rate cannot drop below zero. 
Therefore, as domestic price levels deflate, the real interest rate 
must rise to a level that is incompatible with internal balance. 
Proponents of the automatic adjustment could retort that if prices 
of goods and all other factors were instantaneously flexible, the 
ultimate downward inflexibility of the nominal interest rate would 
be of little import. But let’s be honest: no matter how flexible all 
other prices may be, everything takes place over time,

^■*Before proceeding to comment the data presented in 
table 4, several caveats are in order. First, while the evolution of 
relative international prices shows variations with respect to the 
base year (i.e., 1963) and thus roughly indicates orders of 
magnitude of the profitability of the domestic production of 
exports and imports relative to each other, the index of overall 
domestic prices was set equal to the international index (and hence 
the domestic price index, in line with the small country 
assumption) of exports for the 1925/1929 period (i,e,, to 100), 
This procedure was adopted both to permit a consistent 
transformation of international prices into domestic prices and to 
reflect the fact that prior to the Great Depression the profitability 
of the production of other tradeables was perforce below that of 
non-traded goods and services. However, it undoubtedly overstates 
the profitability of the production of non-tradeables relative to that 
of other tradeables. Moreover, since profitability in the production 
of exports was as a rule considerably higher than in non-tradeables, 
this method prevents any conclusions as to whether relative 
profitability as between these two sectors switched over the course 
of the 1930s, although it does of course allow for the observation of 
changes in relative prices between them. The nominal exchange 
rate also was set equal to 100 in 1925/1929 for the transformation 
of international into domestic prices, G>nsequently, in the base 
period the ratio of domestic to international prices, as well as the 
real exchange rate, usually does not equal 100, but this is of no 
consequence. Note also that the international prices of imports 
were used as an indicator of international prices of other tradeables 
(and transformed into the corresponding domestic prices as per 
the dependent country assumption), and the domestic consumer 
price index is taken as the price of non-traded goods and services. 
While the former procedure is entirely satisfactory the second is 
not, since tradeables entered into domestic consumer price 
indexes; however, in this case no other option was available. 
Finally, in performing the transformation of international prices 
into domestic prices we haveignored the incidence of any domestic 
policy-induced price distortions, including multiple exchange rates 
(i.e., import exchange rates —which were the only ones 
consistently available— were used).

Let us initially focus on the Brazilian case, as 
the evolution of that country’s terms of trade was 
broadly representative of trends at the regional 
level. Between 1928/1929 and 1935/1939, the 
average price of Brazil’s exports fell by 73%. 
However, as a result of the direct and indirect 
effects of the multiple external shocks, the 
repercussions of which were manifested princi­
pally through a major rise in the exchange rate 
rather than a decline in domestic prices once the 
gold standard was abandoned, the decline in the 
average domestic price of Brazil’s traditional 
exports was considerably less, i.e., 40% (see 
table 4). On the other hand, the average domes­
tic prices of other tradeables increased 20% in 
spite of the 65% reduction in the average inter­
national prices of these goods, while the average 
domestic price of non-traded goods and services 
declined 3% over this period as a whole. As a 
result of the Great Depression induced shifts of 
domestic prices, the average domestic price of 
traditional exports dropped 50% vis-ci-vis the 
average domestic price of other tradeables and 
about 40% vis-h-vis that of non-traded goods 
and services. Note, in particular, that while the 
average domestic price of traditional exports 
was 55% higher than that of other tradeables in 
1928/1929, it was 23% lower than the average 
domestic price of other tradeables in 1935/1939.

The reversal of the ratio of domestic relative 
prices to those of traditional exports and other 
tradeables was of roughly similar magnitudes in 
Peru and Colombia. Whereas the average 
domestic price of traditional exports was some 
52% higher than that of other tradeables in the 
former country in 1928/1929, it was 17% lower 
than that of other tradeables in 1935/1939. The 
corresponding figures for Colombia were +50% 
and -11%.

The decline in the unit value of Chile's 
exports was not much less than in the above- 
named countries, but owing to a much larger 
exchange rate hike the average domestic price of 
its exports actually climbed over 70% in the first 
half of the 1930s and remained 25% above the 
1925/1929  level in 1935/1939. Due also to the 
fact that on the eve of the Great Depression its 
terms of trade were especially favourable, in 
1935/1939 the average domestic price of other 
tradeables was still some 18% above the average 
domestic price of traditional exports in



Table 4

LA TIN  A M ERIC A : FO RM A TIO N  A N D  EV O LU TIO N  O F R ELA TIV E D O M EST IC  P R IC E S, 
IN  SELEC TED  C O U N TR IE S, 1925/1929-1935/1939

dud^xtisi'’

Argentina Brazil Chile

1925/

1929
19.30/

1934
1935/

1939
1925/

1929
19.30/

1934
19.35/

19.39
1925/

1929
1930/

1934
1935/

19.39
Nominal international prices

loo.o'’Traditional exports loo.o'’ 46..3 40.4 loo .o' ’ 42.9 26.7 67.5 .36.8
Other tradeables 92.5'’ 58.9 39.8 64.5' ’ 46.4 34.6 55.0" 42.1 30.5

Nominal exchange rate 100.0 140.0 145.2 100.0 160.5 223.7 100.0 25.3.7 339.6
Nominal domestic prices

Traditional exports 100.0 64.8 58.7 100.0 68.9 59.7 100.0 171.2 125.0
Other tradeables 92.5 82.5 57.8 64.5 74.5 77.4 55.0 106.8 10.3.5
Non-tradeables‘ 100.0 85.7 89.1 100.0 76.9 97.0 100.0 113.0 156.8

Relative domestic prices 
Traditional exports 

Other tradeables 100.0 78.5 101.6 155.0 92.5 77.1 181.8 160.3 120.8
Non-tradeables 100.0 75.6 65.9 100.0 89.6 61.5 100.0 62.5 79.7

Other tradeables 
Traditional exports 92.5 127.3 98.5 64.5 108.1 129.6 55.0 62.4 82.8
Non-tradeables 92.5 96.3 64.9 64.5 96.9 79-8 55.0 94.5 66.0 n

Non-tradeables 
Traditional exports 100.0 1.32.3 151.8 100.0 179.3 263.3 100.0 66.0 125.4

m
>
r

Other tradeables 108.1 10.3.9 154.2 155.0 10.3.2 125.3 181.8 105.8 151.5 m
Domestic versus international prices 

Domestic prices*
International prices“̂ 99.4 103.0 110.0 99.8 92.8 120.5 97.8 13.3.6 190.6

<
f3

Z0
Real exchange rate 100.6 135.2 131.2 104.6 180.8 194.2 102.2 1899 178.3 0\



'able 4 (concluded)
X

Colombia Mexico Peru
w

S
1925/ 1930/ 1935/ 1925/ 1930/ 1935/ 1925/ 1930/ 1935/ zsn

Sn1929 1934 1959 1929 1934 1939 1929 1934 1939

Nominal international prices 
Traditional exports lo o .o '’ 51.9 29.4 100.0* 55.7 52.3 100.0* 49.1 25.3

0•fl

Other tradeables 66.5* 43.4 33.0 101.1* 83.0 59.2 65.7* 42.6 30.6 3

Nominal exchange rate 100.0 115.7 177.7 100.0 145.5 196.5 100.0 155.6 168.9 Vi

Nominal domestic prices 
Traditional exports 100.0 60.0 52.2 100.0 81.0 102.8 100.0 65-2 42.7

C
tPVi
á

Other tradeables 66.5 48.4 58.6 101.1 120.8 116.3 65.7 66.3 51.7 H
C

Non-tradeables 100.0 65.9 89.1 100.0 91.0 116.4 100.0 82.5 87.5 H
o

Relative domestic prices 
Traditional exports 

Other tradeables 150.4 124.0 59.1 98.9 67.0 88.4 152.2 98.3 82.6

z
z

Non-tradeables 100.0 91.0 58.6 100.0 89.0 88.3 100.0 79.0 48.8
Other tradeables 

Traditional exports 66.5 80.7 112.3 101.1 149.1 113.1 65.7 101.7 121.1

z
>
z

Non-tradeables 66.5 73.4 65.8 101.1 132.7 99.9 65.7 80.3 59.1
E T S

Non-tradeables 
Traditional experts 100.0 109.8 170.7 100.0 112.3 113.2 100.0 126.5 204.9

n
>

Other tradeables 150.3 136.2 152.1 98.9 75.3 100.8 152.2 124.4 169.2 S3
F-

Domestic versus international prices 
Domestic prices'^

International prices'^ 100.0 78.5 110.7 94.4 103.8 136.5 105.1 104.8 114.3

?
aCl.

100.0 147.4 160.5 105.9 132.4 135.9 95.2 148.5 147.8

Source." For international prices of traditional exports and other tradeables, which are those relevant for the exports and imports, respectively, of each country, see ECLAC, América Latina: 
relación de precios del intercambio, op.dt., 1976, country tables; for exchange rates and domestic prices, see C, Diaz-Alejandro, "Latin America in Depression, 1929-1939”, in The 
theory and experience o f economic development (Essays in honour of Sir W. Arthur Letvisi, M. Gersowitz.e/ji/, (eds.) (London: George Allen and Unwin, 1982), tables 20.4 and 20.5. 

“Average price of traditional exports (1963 price weights) in 1928/1929 =  100, and average nominal exchange rate in 1925/1929 =  100.
'’ 1928/1929.
‘ Domestic consumer price índex.
‘'United States consumer price index.
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1935/1939, notwithstanding the 51 % deteriora­
tion of its terms of trade. Nevertheless, the rise 
in the domestic price of other tradeables over 
this period was pronounced, i.e., more than 
50%. On the other hand, Chile was the only 
country in which the price of non-traded goods 
and services relative to the average price of tradi­
tional exports declined in this period, owing 
once again to the exceptionally large devaluation 
of its currency between 1928/1929 and 
1930/1934. In the latter period the relative price 
of non-traded goods and services in terms of 
exports was 34% less than in 1928/1929, but in 
the ensuing four-year period the price of non- 
tradeables relative to that of exports almost 
doubled, as the domestic price level shot up, the 
unit price of exports plunged by another one- 
third, and the rate of devaluation was slowed. 
Similarly, the domestic price of other tradeables 
in terms of non-tradeables rose sharply in the 
first part of the 1930s (i.e., by 72%) but then fell 
back about 30% in the last part of the decade.

The decline in the international price of 
Mexico’s exports was appreciably less than that 
observed in the above cases. But since its terms 
of trade in 1928/1929 were approximately on a 
par with the base year (i.e., 1963), the domestic 
price of other tradeables relative to that of its 
exports rose about 12% in the 1930s. As in the 
other countries of the region, the domestic price 
of other tradeables relative to that of non-traded 
goods and services increased markedly in the 
first half of the 1930s, but subsequently declined 
as the international price of other tradeables 
continued to drop, the terms of trade partially 
recovered, and the real exchange rate stabilized.

The major exception to these trends 
occurred in Argentina. In effect, although the 
international prices of Argentina’s exports 
naturally declined during this period, by the 
latter half of the 1930s its terms of trade had 
recovered strongly from the reversal suffered in 
the early years of that decade, thanks in large 
measure to the privileged access it obtained to 
the protected British market through the 
provisions of the 1934 Runciman Treaty. 
Consequently, it was the only country in which 
the domestic price of other tradeables relative to 
that of export products did not stand 
substantially above the 1928/1929 level at the 
end of the 1930s. And by the same token, the

adjustment of the exchange rate was notoriously 
less marked than in the rest of countries for 
which comparative data were obtained. Over the 
course of this period the major shift in domestic 
relative prices that took place as a result of 
nominal price changes was thus the rise in the 
price of non-tradeables relative to that of 
tradeables.

Clearly, the massive shifts in domestic rela­
tive prices provoked by the Great Depression 
provided an overwhelming stimulus to the real- 
location of resources from the sector producing 
erstwhile booming commodities to the rest of 
the economy, regardless of domestic policy initi­
atives, although (as discussed below) on the 
whole economic policy in Latin America did 
reinforce structural change yet without introduc­
ing major distortions in domestic prices.

In effect, if we compare the changes in 
domestic relative prices the following pattern 
emerges. In Brazil the domestic price of other 
tradeables relative to that of traditional exports 
more than doubled between 1928/1929 and 
1935/1939; in Peru it soared over 84%; in 
Colombia it climbed 69%; in Chile it rose more 
than 50%, and in Mexico it increased by 13%. 
The only exception was Argentina, where it 
declined some 6%.

Over the same period, the domestic price of 
non-traded goods and services relative to that of 
traditional exports shot up by 163% in Brazil; it 
more than doubled in Peru; jumped about 71% 
in Colombia; climbed 52% in Argentina; went 
up 25% in Chile, and increased by 13% in 
Mexico.

Moreover, in both Brazil and Chile the 
domestic price of other tradeables relative to 
that of non-traded goods and services likewise 
increased substantially over this period, despite 
the drastic decline in the international prices of 
other tradeables, owing to the especially large 
exchange rate hikes in those two countries. In 
Colombia and Mexico the relative domestic price 
of other tradeables in terms of non-traded goods 
and services scarcely changed from the pre- 
Great Depression years to the late 1930s, while 
in Peru it declined 10% and in Argentina it 
dropped almost 30%, owing, again, to the nota­
bly less severe external shocks experienced by 
this country and, hence, the proportionately 
smaller adjustment of its exchange rate (see 
table 4).
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While the genesis of structural change 
spawned by the Great Depression in the Latin 
American economies —more intense in other 
tradeables in some and greater in non-tradeables 
in others— was in line with spontaneous 
mechanisms, domestic economy policy also 
promoted the reallocation of resources.

2. The contribution o f  domestic policy

In effect, the extent of the decline in the relative 
domestic price of traditional exports and of 
other tradeables was more pronounced than 
could be explained by the available price and 
exchange rate data alone. In particular, the use of 
multiple exchange régimes that discriminated 
against traditional exports, and of quantitative 
trade restrictions that discriminated against 
"non-essential” imports increased the 
movement of resources out of the traditional 
export sector and channeled then into the 
production of other tradeables. Precise 
comparative information on multiple exchange 
régimes and quantitative trade restrictions in the 
1930s is not available, but the relevant data for 
the situation prevailing around 1950 may be 
suggestive of the incidence of these policies in 
that earlier period, although it should be borne 
in mind that in general, recourse to multiple 
exchange rates and quantitative restrictions on 
trade gradually intensified over this period in a 
number of countries and increased very sharply 
in others (e.g., in Argentina in the mid- and late 
1940s).

a) Trade policies

With these caveats in mind, it may thus be 
noted that in Argentina the spread between the 
official exchange rate for non-essential imports 
and that for traditional exports around 1950 was 
almost 190%, while that between non-essential 
imports on the one hand and essential imports 
and non-traditional exports on the other was 
92% (see table 5).̂  ̂ In Chile the corresponding

^ 'In  c o n t r a s t ,  in  1 9 3 4 / 1 9 3 6  t h e  s p r e a d  b e t w e e n  a v e r a g e  

i m p o r t  a n d  e x p o r t  e x c h a n g e  r a t e s  in  A r g e n t i n a  w a s  a b o u t  

( C .  O i a z - A l e ja n d r o ,  " L a t i n  A m e r i c a  in  d e p r e s s i o n  1 9 2 9 * 1 9 3 9 " ,  

The Theory unci T.xperience o f Hconcnnk D evelopm ent: HvSitys in 
Honour o f  Sir. It'''. Arthur L eu if,  M . ( i e r s o v i t z  a n d  o t h e r s  ( e d s , ) .  

L o n d o n :  G e o r g e  A l l e n  a n d  U n w i n ,  1 9 8 2 ,  t a b l e  2 0 . 6 ) .

figure for the spread between non-essential 
imports and traditional exports was 174%, 
while that between the former category of 
imports and essential ones was around 39%. On 
the other hand, the official exchange rate was the 
same for non-traditional exports and non- 
essential imports, so that in this case equal 
incentives for the production of other tradeables, 
excluding capital and intermediate importables, 
were in force. Substantial spreads may also be 
observed in Costa Rica, Paraguay, Ecuador and 
Uruguay.

On the other hand, in countries like Brazil, 
Colombia, Peru, Venezuela and Nicaragua the 
scope of multiple exchange rates was rather 
limited. Thus, in Brazil the spreads were few and 
marginal, and in Colombia much the same 
pattern obtained, with the notable exception of 
the use of an exchange rate for non-traditional 
exports that was 23% higher than that for non- 
essential imports. In Venezuela there was a 
small spread between the rate for non-essential 
imports and the other, common rate, while in 
Peru there was a single rate for all current 
account items (see table 5). Finally, in Cuba, El 
Salvador, Guatemala, Haiti, Mexico and Panama 
one exchange rate was used for all transactions 
(see table 6).

We have no quantitative information on 
administrative trade restrictions, but it may be 
noted that around 1950 13 of the 18 countries of 
the region for which qualitative data are 
available employed import prohibitions and/or 
licenses, while five of the 12 countries for which 
such information was obtained required advance 
deposits for imports (see table 6).

Although quantitative trade restrictions had 
thus come to be used by the majority of the Latin 
American countries early in the post-World 
War II era (if not before), in contrast —and 
contrary to conventional belief— tariffs were 
not used to ease the adjustment to the Great 
Depression. Thus, while import tariffs were, on 
average, between 23% and 30% in the largest 
Latin American countries in the late 1920s, they 
were scarcely raised at all either during the 1930s 
or the 1940s. Indeed, between 1925/1927 and 
1932/1937 the average import tariff dropped 
from 28% to 17% in Mexico and from 26% to 
about 24% in Argentina (see table 7). Over the 
course of the same period average tariffs were
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Table 5

LA TIN  AM ERICA; EXCH AN G E RATE REGIMES IN SELECTED CO U N TRIES, AROUND 1950

Country c  1 • , Non-essential „ . Non-tradmonal Essential imports . Basic exports ̂ imports  ̂ exports Capital account

Argentina" 7.5 14.4 5.0 7.5 14.4
Bolivia^ 42.4 56.1 55.5 42.0 42.4
Brazir 18.7 19.7 18.4 18.4 18.7
Colombia" 2.2 2.6 2.0 3.2 2.0
Costa Rica‘S 9,4 14.5 5.6 5.6 6.2
Chile" 31.1 43.1 19.4 43.0 43.1
Ecuador' 15.2 25.0 15.0 18.3 13.5
Nicaragua^ 5.0 6.9 5.0 5.0 5.0
Para^uay^
Peru"

3.1 8.1 4.9 6.0 8.1
14.8 14.8 14.8 14.8 16.3

Uruguay" 1.9 2.5 1.5 2.4 3.1
Venezuela^ 3.1 3.4 3.3 3.3 3.3

Source: International Monetary Fund, Annua/ Report on lixchanpe Restrictions, I9iO‘ I9^2.
"Pesos per US dollar. 
'’Bolivianos per US dollar. 
‘ Cruzeiros per US dollar. 
‘'Colones per US dollar.
'Sucres per US dollar.
^Córdobas per US dollar. 
“Guaranies per US dollar. 
^Soles per US dollar.
'Bolívares per US dollar.

Table 6

LA TIN  AM ERICA; SUM M ARY OF Q U A N TITA TIV E R ESTR IC TIO N  ON
EXTER N A L TRA D E, AROUND 1950"

Country Multiple exchange 
rates

Exchange
controls

Quantitative
^  . brestrictions Prior deposits

Argentina Yes Yes Yes No
Bolivia Yes Yes Yes No
Brazil Yes Yes Yes No
Colombia Yes Yes Yes Yes
Costa Rica Yes Yes Yes Yes
Cuba No No No No
Chile Yes Yes Yes No
Ecuador Yes Yes Yes Yes
El Salvador No No No
Guatemala No No No
Haiti No No No
Mexico No Yes Yes
Nicaragua Yes Yes Yes Yes
Panama No No No
Paraguay Yes Yes Yes Yes
Peru No Yes Yes Yes
Uruguay Yes Yes Yes No
Venezuela Yes Yes Yes No

Source: E C L A C ,  un the basis of official data; International Monetary Fund. 
"Approximately 1948-1950,

Import prohibitions and/or prior import licences.
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increased slightly in Colombia, i.e., from 2?>% to 
25 %, while in Chile the general tariff was hiked 
from 25-30% to 35%. In Brazil, for which no 
earlier data were obtained, the average implicit 
tariff was under 26% in 1936.2^

Furthermore, in the 1945/1950 period the 
average tariff had dropped to 11% in Mexico, 
12% in Argentina, 14% in Brazil and 17% in 
Colombia. In Chile, in contrast, the average tariff 
appears to have continued to rise. Thus, the 
average tariff on consumer goods was hiked 
from 45% in the 1932/1937 period to 62% in 
1945/1950 (see table 7).

On the whole, then, it may tentatively be 
affirmed that although trade policy clearly was 
fostering the process of import substitution in 
Latin America by the time the Korean War 
broke out, its contribution can scarcely be 
compared to the catalytic role played by the 
massive domestic relative price changes 
triggered by the Great Depression in the 1930s. 
Moreover, the incidence of these discriminatory 
trade policies in Latin America must also be 
interpreted in the light of the extensive price 
distortions provoked in the international 
economy by the trade policies of the industrial 
countries in the 1930s and 1940s. It may be noted 
in this respect that tariff levels in Latin America 
were considerably lower than those imposed in 
many developed countries at that time.

On the other hand, the contrast between the 
relatively low incidence of trade policy-induced 
price distortions in most Latin American 
economies during this period and the 
progressive build-up of such distortions while 
the international economy experienced an 
unprecedented expansion in the post-war era 
goes a long way towards explaining the 
exceptional economic performance of the region 
during the 1929-1950 period and the incessant 
accumulation of macroeconomic disequilibria 
thereafter.

b) M acroeconomic policies

One of the principal reasons why Latin 
America outperformed the developed countries

in the 1930s in spite of the notoriously greater 
shocks to which it was subjected stemmed from a 
more timely recourse to policy-guided relative 
price changes as well as the relatively greater use 
(or tolerance) of price mechanisms to effect the 
necessary structural changes.

Thus, on balance, all of the Latin American 
countries for which data were obtained increased 
the competitiveness of their economies vis-a-vis 
the industrialized countries through major 
increases in their real exchange rates, especially 
in the early 1930s. This was particularly true in 
countries like Brazil and Chile, where the real 
exchange rate jumped 94%  and 78% , 
respectively, between 1925/1929 and 
1935/1939 (see table 4). In both Colombia and 
Uruguay the real exchange rate climbed about 
60%, in this period;^  ̂ in Peru it rose 53%, in 
Mexico it went up 40%, and in Argentina it 
increased 33%.^®

Although adjustments of relative domestic 
prices proportionate to the magnitude of the 
external shocks were inevitable —a point that 
may be verified by reference to the contrasts 
among the Latin American countries 
themselves—, the timing of those adjustments, 
as well as their division between those effected 
through the real exchange rate and those 
realized by discriminatory trade policies, exerted 
a decisive influence on the extent of unnecessary 
welfare losses, i.e., on the decline of economic 
activity and the speed and scope of the recovery.

Thus, in general, the major Latin American 
countries abandoned the drawn out and highly 
costly deflation of domestic prices in line with a 
gold standard policy régime much sooner than 
did the developed countries. While this partly 
stemmed from the relative magnitude of the 
shocks, it also reflected conscious policy 
decisions, inasmuch as technically speaking all 
countries could have opted for deflation.

The more opportune and vigorous recovery 
of the Latin American economies was also 
promoted by the pursuit of mildly expansionary 
rather than sharply deflationary monetary 
policies: a contrast which in turn was related to

^^The only country for which we have some data on the 
dispersion of tariffs in the 1950s is Argentina, where tariffs on 
consumer g(K>ds ranged from 23'^ to 3 1 ,  on intermediate goods 
from l'/{ to 15̂ . ,̂ and on capital goods around 189?.

’̂The data for Uruguay are from C. Díaz-Alejandro, op.cit., 
1982, table 20.4.

•̂•In all cases the lion’s share of the rise in the real exchange 
rate ttHik place in the first part of the 1930s.
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Table 7

LA TIN  AM ERICA: EVOLUTION OF NOM INAL TA RIFFS IN  SELECTED CO U N TRIES, 1925-1986

< Perceniai>es}

Country 1925/1927 1932/1937 1945/1950 1960/1965 1967/1970 1972/1977 1978/1981 1982/1986

Argentitjd
Average 26.0“ 23.8'’ 12.2‘ 148.8“ 36.0' 93.7^ 34.4* 0.0-38.0'’
Consumer goods 22.9-31.4'’ 235.0'' 88.0' lOO.O'' 36.5*
Intermediate goods 1 .0 - 1 5 .0 '’ 243.0'' 51.0" 95.(/ 0.0-30.0*
Capital goods I8 .4 '’ 156.0'' 87.0" 70.(/ 36.7* lO.O*

Brazil
Average 25.6' 14.4' 85.0' 37.0' 5 5 .f 99.0* 4 5 .0 '
Consumer goods 132.0' 67.0'
Intermediate goods 70.0' 37.0'
Capital goods 56.0' 40.0'

Colombia
Average 23.0" 25.0' 17.0' 48.0' 1 3 .0 " 36.0’ 28.0'
Consumer goods 18.0 5 3 . 0 4 9 .0 " 47.0 43,0
Intermediate goods 22.0 40.0 11.0" 24.0 22.0
Capital goods 33.0" 28.0 30.0

Costa Rica
Average 25.8' 16,8'
Consumer goods 58.1' 85,5“ 28.0 18.3
Intermediate goods 28.3' 32.8" 17.3 1 3 . 0

Capital goods 10.0' 11.8“ 21.0 16.3

Chile
Average 25.0-30.0^ 35.0“ so.o“ 94.0-24.0'’ 10.0^ 20.0*
Consumer goods 45.0" 62.0 ‘ 204.0" 10.0 20,0
Intermediate goods 3,0' 53.0" 10.0 20.0
Capital goods 30.0' 92.0" 10.0 20.0

El Salvador
Average 47.6"
Consumer goods 52.2' 79.3“ 3 2 .9 "
Intermediate goods 37.8' 38.1“ 30.4"
Capital goods 9.8' 10.2“ 10.6"

Guatemala
Average 50.1" 29.8'
Consumer goods 50.4' 79.8“ 37.0" 39.0'
Intermediate goods 24.4' 28.6“ 26.3" 23. T'
Capital gotxls 

Honduras

06.0' 10.3" 10.3" 23.3'

Average 41.2" 2 1 . 9

Consumer goods 50.0' 91.9“ 3 0 .3 "
Intermediate goods 31.6' 35.7“ 38.9"
Capital goods 2 .9 ' 9 ,9“ 5.7"

Mexico
Average 18.4- 17.0'' 11.1" 20.1*' 17.7““ 28,0"“ 11.5"“ 26.5""
Consumer goods 63.9'
Intermediate goods 33.5-'
Capital gotxls 10.6*'
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Table 7 (concluded)

Country 1925/1927 1932/1937 1945/1950 1960/1965 1967/1970 1972/1977 1978/1981 1982/1986

Nicaragua
Average 54.4"'
Consumer goods 59.6' 92.2“ 42.4"
Intermediate goods 33.0' 56.1“ 27.7"
Capital goods 14.0' 12.6“ 10.8"

Uruguay
Average
Consumer goods 133.0'* 0.0-15.0'"
Intermediate goods 70.0'’'’ 0,0-15.0"
Capital goods 0.0-15.0"

Source: World Bank; IBRD; United Nations; I 'C L A C ,  International Monetary Fund: Uxchanfie Reslricthm Aimuai Report (various years); 
Q F P I . A N ;  Universidad Católica de Chile: Cmdernos de Economía, No. 54-55, Santiago, Chile, 1981; Leave of Nations: Tariff level 
indices, Geneva, 1927; Bela Balassa: Development strategies in semi-industrial economies, Baltimore, Md.: The Johns Hopkins 
University Press, 1982 and The structure of protection in developing countries, 1971; Centro de Estudios Monetarios 
Latinoamericanos, 1972; Carlos Díaz-Alejandro: Foreign Trade Regimes and Economic Development, New York: Columbia 
University Press, 1976; Manuel Martinez del Campo: Industrialización en México; hacia un análisis crítico, Mexico City, El Colegio 
de México, 1985.

“ Tariff level (1925).
 ̂ 1927. Consumer gíxxls are cotton and wíkjI manufactures; intermediate goods are agricultural inputs, raw materials, oils, etc.

‘ Ad valorem tariff. Specific duties not included.
1962 (maximum value).

' 1969 (nominal protection).
 ̂ 1976, Manufactured gotnls.

* 1979, Nominal protection,
 ̂ 1986, Range of tariff rates.
' 19.^6 and 1951 respectively (average incidence of customs duties: customs duties divided by the value of imports).
 ̂ 1966 and 1967 respectively (nominal protection).

* 1977 and 1980 respectively (manufactured goods).
' 1986 (imptm duties).

Before 1928 (basic tariff).
" 19.Í2. Consumer gtKxIs are luxory g(x>ds.
" 1961 (nominal protection).
^ 94,0  corresponds to 197.Í and 24.0 corresponds to 1977.

1979-1982 and 1986 respectively.
'  1927, 19.16, 1951 and 1959 respectively. Average of nominal tariff rates for all imports.
' 1975 and 1979 respectively.
' 1959 (national tariffs before the Common Market). Average nominal tariff for selected groups of manufactured products,
“ 1967 (&)mmon Market tariffs). Average nominal tariffs for selected groups of manufactured products. Figures used for Nicaragua apply 

to 1960 and 1968 respectively.
' 1973 and 1977 respectively (nominal tariff rate). T he nominal tariff rate is the nominal tariff divided by imports from outside the CACM.

1972. Ad valorem equivalents of the common external tariff. Intermediate goods are food products.
' 1981. Nominal tariff rates.
’ 1929, 1937 and 1948, respectively (coefficient of customs duties). The coefficient of customs duties is the quotient, at current values, of 

customs duties and the total imports.
' I960. Nominal tariff protection,

1970, 1975, 1979 and 1982, respectively. Tariff level (weighted average).
1976 (average tariff).
1985-1986 (range).

the more timeiy abandonment of the so-called 
automatic adjustment process and permitted the 
maintenance of real domestic interest rates 
markedly lower than those of countries, like the 
United States, that persisted longer in the 
deflationary route. While the United States 
money supply contracted 16% between 
1925/1929  and 1930/1934, Brazil's money

supply rose 18%, Mexico’s was augmented by 
13%, Chile’s expanded 11% and Uruguay’s 
increased about 6%. By way of contrast, close to 
one-half of Cuba's money supply evaporated 
over this period,29

’̂Carlos Diaz-Alcjandro, opxit., 1982, table 20,7.
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In addition, the scope for recovery in Latin 
America was enhanced considerably by the 
widespread moratorium on external debt 
payments in the early 1930s. Indeed, only 
Argentina and the Dominican Republic 
continued to effect foreign debt service 
payments throughout this period. Finally, and 
also in sharp contrast to the 1980s, the Latin 
American countries did not have to contend with 
capital flight.^®

3. Overview o f  recovery and growth

In Latin America, as in the world at large, the 
trough of the Depression was reached in 1932. In 
only two years more, however, regional output 
had not only recovered but surpassed the 1929 
level, and by 1937 it was fully 20% above the 
pre-Depression peak. By way of contrast, the 
index of the gross domestic product of the 
industrial countries taken together did not 
recover its 1929 level until 1936, and in 1937 it 
was only 7% above the pre-crisis high, Latin 
America's performance is all the more 
remarkable in view of the fact that economic 
activity in its principal trading partner still 
remained below the 1929 level as late as 1937. 
Indeed, in the United States the recovery was not 
completed until 1939, when the process of 
rearmament was greatly accelerated.^^

In addition, regional output in Asia in 1937, 
although 10% higher than its 1929 level, was 
only 6%  above its 1932 level, whereas the Latin 
American gross domestic product expanded over 
39% between 1932 and 1937. Moreover, when 
Latin America surpassed its pre-Great 
Depression gross domestic product in 1934, it 
did so with a quantum of imports that was 
scarcely more than one-half its 1929 level, while 
in that same year, although Asia’s output was 
also about the same as it had been in 1929, its 
import quantum was only 13% lower than in 
that year.*2

Between 1939 and 1945 the Latin American 
economies continued to achieve growth rates 
above those observed in much of the rest of the 
world, notwithstanding the dislocations caused 
by World War II and the sharp downturn in the 
United States economy between 1944 and 1948. 
This sustained expansion was in fact promoted 
by the marked growth of the United States econ­
omy between 1939 and 1944 and, from 1946 
onwards, by a strong recovery of the region’s 
terms of trade. Thus, between 1939 and 1945 the 
regional gross domestic product expanded 3.4% 
per annum and between 1945 and 1950 it 
increased 5.3% per year (see table 1). These 
figures compare with a growth rate of about 
2.5% between 1929 and 1939.

For the 1929-1950 period as a whole, the 
annual growth rate of regional output was 4.4% 
(table 8), compared with a growth rate of 2.7% 
per annum for the United States economy over 
this period.^i

Finally, it may be noted that while Latin 
America’s share of world exports declined from 
8,9% in 1929 to 7.9% in 1938 (which was the 
same figure recorded in 1913), by 1947 it had 
climbed to 12.2%, before dropping back to
11.4% in 1950. On the other hand, its share of 
world imports dropped from 6.8% in 1929 to 
6.3% in 1938, rose to a peak of 11.3% in 1947, 
but dropped sharply to 8.6% in 1950,^  ̂ in spite 
of a recovery of more than 20% in its terms of 
trade between 1947 and 1950. Indeed, in 1950 
the region’s terms of trade stood at a level which 
was the highest since 1929 (i.e., 93.6 versus 100) 
and which has not been witnessed again for the 
region as a whole (see table 2). Evidently, then, 
by the late 1940s the policies which were to exert 
a decisive influence on Latin America’s post-war 
economic performance until 1973 and beyond 
were already taking shape.

We will now consider briefly some of the 
basic ideas of a Latin America whose economics 
were directly forged by the experience of the 
Great Depression, but which exercised their 
greatest influence in the 1950s and 1960s.

'“For a comparative historical analysis of these two issues, see 
Felix, opxit., 1987.

Eichengreen and R. Fortes, op.dt.. 1987, tables and 4, 
and A. Maddtson, op.dt., 1982, table A7.

'^Eichengreen and Fortes, op.dt., table 4.

"Maddison, op.dt., 1982, table A7.
'■* Pan-American Union, The /‘«reig« Trade of Latin America 

since I9 li, Washington, D.C, 1952, p. .V
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Table 8

LATIN  AM ERICA: EVOLUTION OF GROSS DOM ESTIC PROD U CT 
IN  SELECTED CO U N TRIES, 1929-1950"

(Annua/ average growth rates}*’

Tradeables Non-tradeables

Country Total
Per

capita
Total Agricul­

ture Mining Manufac­
turing Total Construc­

tion
Basic

services

Non-
basic

servict

Latin America 4A 3 . 9 2 .1 5.4 5.8 5.2 6.8 6.6 4.8

Argentina 2.3 2.1 0.9 5.6 3.2 2.7 2.5 3.4 2.6
Brazil 3.6 4.0 2.1 3.2 6.4 3.3
Colombia 3.6 3.3 2.3 2.8 8.0 3.0
Costa Rica* 8.0 10.1 10,6 8.7 5.4 1.8 5.2 3.9
Chile*' 3.4 2.7 1.9 -1.0 6.1 3.7 3.8 2.7 3.8
Ecuador' 6.5 7.3 8.1 1.7 6.0 5.6 7.8 11.3 4.8
Honduras 1.4 0.9 0.3 3.0 4.0 2.9 4,0 3.1 2.6
Mexico 2.4 2.3 2.2 2.3 2.3 5.9 3.6 2.1
Pa ragù ay''̂ 2.4 2.3 2.2 2.3 2.3 5.9 3.6 2.1
Peru* 4.5 4.1 3.9 2.1 5.7 4.9 8.6 h 4.5
Uruguay' 2.8 2.7 2.2 3.0 2.9 8.1 2.5 2.6
Venezuela' 7,1 5,9 -0.3 9.4 7.5 6.9 12.8

Source; rCI.AC, o n  th e  b a s is  o f  o ff ic ia l  data .
"Unless otherwise indicated. 
^1970 prices.
‘ 1946-1950.
‘'1940-1950.
'19.59-1950.
'19.58-1950.
*1945-1950.
^Included in other services. 
'19.55-1950.
'1956-1950.

Ill
The Prebisch thesis

Raúl Prebisch set out to achieve two goals when 
he published his pathbreaking, but controver­
sial, 1949 study of the economic development of 
Latin America.^  ̂ These goals probably did not 
include the founding of a Latin American school 
of economic thought, although of course he did 
achieve this; rather, his purpose was to explain 
the causes underlying Latin America’s economic 
backwardness vis-a-vis the industrialized coun-

” Raúl Prebisch, The Economic Development of Latin 
America and Its Principal Prohletns (E/CN.12/89/Rev,l). United 
Nations publication. Sales No,: 50.II.G.2,

tries and, above all, to persuade his fellow Latin 
Americans of the rationale for the intervention 
of the free play of market forces and lay out a 
policy agenda for the transformation of the 
economies of the region. Although we would like 
to, we can scarcely do justice to his contribution 
here. Instead, we merely propose to analyse 
briefly the proposition most closely identified 
with Prebisch —and the one for which he was 
most attacked—, both in order to suggest the 
need for a reappraisal of his basic thesis, and to 
introduce the ideas that were to have such a 
remarkable influence on economic policy both in
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Latin America and in other developing countries 
in the post-war era.̂ ^

Over the course of the years Prebisch 
invoked a variety of arguments to explain his 
much-criticized 1949 finding that a secular 
deterioration of the terms of trade of the Latin 
American economies was observable from the 
mid-1860s to the mid-1930s.^^ However, the 
explanation he originally developed in his 1949 
study is not only the one that has best withstood 
the test of time, but subsequently became 
enshrined as the central proposition on which 
the rent-seeking literature has been built. 
Paradoxically, however, the sharp controversy 
over whether the terms of trade of primary 
producers ever did, or continue to, exhibit a 
secular deterioration persists to this very day.̂ ®

Briefly, Prebisch’s original explanation of 
his finding of an apparent secular deterioration 
of the terms of trade of the Latin American 
economies turned on the argument that in the 
centre of the world economy (to use the 
nomenclature he coined to refer to the 
industrially most advanced countries), labour 
and producer coalitions gradually push the 
domestic prices of products produced in highly 
concentrated industries, and hence the 
international prices of these products (as per a 
realistic big country assumption), above the 
market clearing levels over the course of 
successive economic cycles, mainly by 
successfully resisting the price and wage 
reductions warranted to maintain in the 
manufacturing sector (although not necessarily

' ‘’In his original analysis of the economic development of 
Latin America and other studies written by them in the early 1950s, 
Prebisch made a number of pioneering, but generally overkxjked, 
contributions to what much later became known as open economy 
macroeconomics. Economists in the United States unwittingly 
rediscovered, although greatly extended, his early analyses in this 
field when they finally became obliged to drop the fiction that the 
United States continued to be a closed economy. As is discussed 
below, he also pioneered in his 1949 study what later became the 
central tenet of the rent-seeking literature.

'^A year after Prebisch, H.W, Singer also published a similar 
finding in this study "The distribution of gains between investing 
and borrowing countries", Americutt Economic Ret iew, vol. 40, 
No. 2, May 1950.

'••See, for example, the recent debate between H.W. Singer 
and B. Balassa over this issue: H.W. Singer, "The terms of trade 
controversy and the evolution t>f soft financing: early years in the 
U.N.”, pp. 275-503, and B. Balassa, "Gimment", in Pioneers in 
Development, G.M, Meier and D. Seers (eds.) (Oxford: Oxford 
University Press, 1984), pp. 304-31 !• (A World Bank publication.)

in the economy as a whole) full employment 
during cyclical downturns, but also perhaps as a 
result of obtaining price increases in excess of 
competitive ones during cyclical upturns.

In the periphery of the world economy (to 
use the term he introduced for the underdeve­
loped countries), in contrast, the prices of prim­
ary products (and of factors) h\l pari passu with 
cyclical downturns in the centre, while they 
increase in consonance with the rise in demand 
for these products during cyclical upturns in the 
centre.

The maintenance of the international prices 
of primary products at market clearing levels 
over the course of successive economic cycles 
reflects, according to Prebisch, the historical 
dearth of effective producer and labour coali­
tions in the production of primary products at 
the world level, which in turn stems fundamen­
tally from the worldwide abundance of most 
natural resources and, in recent years, from the 
gradual emergence of a structural labour surplus 
in the periphery. While abundant natural 
resource endowments in the world economy as a 
whole preclude the long-run maintenance of sig­
nificant degrees of concentration in the produc­
tion of most primary products in the 
international economy at large (as per a realistic 
small country assumption), and hence likewise 
preclude the establishment of supracompetitive 
international prices for these products in the 
long run, the structural labour surplus under­
mines the maintenance of supercompetitive 
wages in the production of primary products.^“

Thus, according as the international prices 
of manufactured goods produced in concentrated 
industries gradually rise above competitive

'■'For u detailed historical analysis of the spread and 
distortionary price effects of macroeconomic coalitions in the 
developed countries, see M. 01st>n, The Rise and Decline of 
Nations: Economic Growth, Stap/lation and Social Rifiidities. New 
Haven, Gmnecticut, Yale University Press, 1982.

‘‘•Nevertheless, labour coalitions could push wages above the 
S(Kial opportunity cost of labt)ur within individual countries 
according as property rights to natural resources are concentrated 
at the national level, as was discussed in a previous section. The 
output prices of the product in question would still be determined 
competitively in the international market, however. In effect, as 
the recent evolution of the international price of petroleum 
suggests, the setting of international prices above competitive 
levels through producer collusion, even for a commodity for which 
world demand is highly inelastic, would appear to be unsustainable 
in the long run.
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levels over successive economic cycles, while the 
international prices of commodities remain at 
competitive levels, the terms of trade of 
peripheral countries will deteriorate steadily, as 
long as peripheral countries continue to 
specialize completely in the production of 
tradeables in which they possess extraordinary 
comparative advantage.'*  ̂ Prebisch’s analysis 
simultaneously provides an explanation, as he 
repeatedly noted in his published work and 
public pronouncements, for the increasing 
protection of primary producers in centre 
countries. It is a well-documented fact that 
subsidies for producers of commodities in the 
industrialized countries have increased more or 
less progressively over time.^̂  This trend has at 
the same time exerted an additional and 
increasingly powerful depressive effect on the 
international prices of a growing number of 
commodities simultaneously produced in both 
the centre and periphery, as declining 
international prices of these primary products 
lead to growing subsidization of primary 
producers in the industrialized countries, which 
in turn generates excess supplies of these 
products, further declines of their international 
prices and additional subsidies.

If the terms of trade for primary products 
have not in fact generally declined over the years, 
one might be hard pressed to explain why the 
extent and scope of protection of primary 
producers in industrialized countries has 
expanded so notoriously over the same period. 
Yet there is no doubt that farm lobbies have 
gradually become highly organized and active in

*'G)ntrary to the mistaken assertions of some of his critics, 
Prebisch did not adduce from this underlying argument, nor from 
the data that seemed to show a secular deterioration in the terms of 
trade of Latin American countries from the mid-1860s to the mid- 
1930s, that the terms of trade of peripheral countries would 
permanently deteriorate over time. One countervailing tendency 
of course stemmed from competition among industrialized 
countries. The other issued from his normative analysis. In effect, 
he urged the periphery to industrialize precisely to check the 
secular deterioration of their terms of trade.

^ Ŝee, for example, A.M, Baliscan and J,A. Roumasset, 
"Public choice of economic policy: the growth of agriculture 
protection’’. Review of World Hconomics, 1987, pp. 252-249, and 
B. Heitger, ’’Import protection and exptirt performance. Their 
impact on economic growth", Review of World Economies, 1987, 
pp. 249-261.

most developed countries in spite of 
considerable (but generally declining degrees of) 
producer dispersion; perhaps this is how they 
have managed to obtain supracompetitive 
domestic prices (i.e., vis-a-vis international 
prices) for their products, even though the 
secular international terms of trade of their 
produce have not deteriorated.Perhaps what 
has happened is that during successive cyclical 
downturns these lobbies manage to obtain 
compensatory subsidies, which they are able to 
retain at least partially during successive cyclical 
upturns. But if this were the case, the excess 
supplies thus generated, in conjunction with the 
attendant barriers to imports of these products 
from competitors in the periphery, would 
necessarily lead to a gradual secular decline of the 
international prices of these primary products.

We have thus come full circle to Prebisch’s 
argument. In effect, even if a secular decline in 
the terms of trade of primary products did not 
trigger the progressive expansion of the 
incidence and scope of protection of primary 
producers in the industrialized countries, the 
progressive growth of these subsidies as a result 
of the lobbying activities of farm coalitions 
would engender an ongoing deterioration in the 
international prices of these commodities vis-h- 
vis the competitive levels that would obtain in 
the absence of protection. In this case, Prebisch’s 
seminal analysis of the impact of producer 
coalitions in the manufacturing sectors in the 
centre is equally applicable to the repercussions 
of f^rm coalitions in the centre, with the 
difference that the former push both the 
dom estic and in ternational prices of 
manufactured products above competitive 
levels, while the latter inflate the domestic prices 
of commodities in the centre above the 
competitive international prices of those same 
goods but depress their international prices 
below the competitive levels. This evidently is 
why Prebisch refrained from lumping together

■•'Note that the rise of effective national coalitions of farm 
producers does not invalidate our assertion that the abundance and 
dispersion of producers on a world scale prevents the maintenance 
of, if not attempts to form, effective international coalitions of 
commodity producers.
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primary producers in the centre with primary 
producers in the periphery.^^

Following Prebisch’s original analysis, we have 
thus traced the genesis of international price distor­
tions and suggested how they may account directly 
for a considerable part —perhaps the lion s share— 
of the domestic output price distortions prevail­
ing in Latin America from the 1930s to the 
mid-1950s, when domestic trade and macroeco­
nomic policies considerably augmented the inci­
dence of output price distortions in the region’s 
economies. Prebisch’s analysis again becomes 
especially relevant in the 1980s, as will be dis­
cussed on another occasion.

In contrast, to domestic policy-induced 
output price distortions (the effects of which are 
essentially limited to internal income transfers if 
the repercussions of rent-seeking activities are 
ignored), those provoked by international price 
distortions like the ones traced above directly 
inflict a proportional income loss on the 
periphery. Moreover, this income loss may 
generate spillover effects on output, since such 
non-market flearing prices would prevent the 
maintenance of full employment, unless 
nominal prices of non-traded goods and services 
were sufficiently flexible in a downward 
direction. Alternatively, inflation may result, if 
adjustinent has to be pursued by raising the 
nominal exchange rate to contend with the 
prevalence of coalitions. By way of contrast, 
these international price distortions likewise 
entail internal income transfers in the centre but 
translate into a proportional income gain (at the 
expense of the periphery), which explains why 
non-market clearing prices may not generate 
significant unemployment there, although they 
may occasion inflation. Once the dynamic 
ramifications of price distortion emerge, 
however, the output and employment 
responsiveness of the central economy will 
gradually be curtailed. Endogenous policy-

amrse, once a iormer peripheral country rises to the 
ranks of the industrialized countries, one would eventually expect 
to observe subsidization of primary producers in that country as 
well. Japan, and recently Korea, of course come to mind here. See, 
for example, M.V. Martin and J.A, McDtmald, "F(kkI grain policy 
in the Republic of Korea: the econt>mic cost of self-sufficiency”, 
licommic Development and Cultural Chanf>e, vol. 34, No. 2, 
January 1986, pp. 315-331,

induced distortions would of course further 
weaken economic performance in the periphery.

Prebisch’s 1949 study of the economic 
development of Latin America thus presents a 
pioneering analysis of the implications of the 
interaction of a fixed-priced sector with a flex- 
priced sector, in a unified world economy. 
Moreover (and in contrast to Keynes, for 
example), his analysis is anchored firmly in a 
microeconomic explanation of the sources of 
output and factor market distortions.

The similarities between Prebisch’s 1949 
paradigm and Olson’s celebrated theory of the 
rise and decline of nations published 33 years 
later is striking.^  ̂ One main difference stems 
from the fact that whereas Prebisch focused on 
the interaction of a downwardly-inflexible-price 
centre with a flex-price periphery, Olson cast his 
analysis in terms of fixed and flex-price sectors 
within individual economies. And although 
Olson developed a much more rigorous and 
comprehensive treatment of the microeconomic 
foundations of macroeconomic coalitions, the 
decidedly open-economy macroeconomic 
flavour of Prebisch’s analysis was likewise way 
ahead of its time.

But was Prebisch right? If one were to judge 
his proposition on the basis of the rationale for 
the rewards bestowed by the Nobel Prize Com­
mittee for creative economic thought, the 
answer would be yes, since in 1985 J. Buchanan 
won the Nobel Prize in economics for his semi­
nal .contributions to the public choice branch of 
the rent-seeking literature —contributions 
which, like many others made to the rent- 
seeking literature, do not look so pioneering 
once one reads Prebisch.^^

‘'M, Olson. Op.cit., 1982.
“Consider, for example, the following: "Our assertion that 

markets in excess-supply disequilibrium imply unemployment of 
resources requires elaboration. In general equilibrium analysis, the 
normal assumption is that the excluded group will leave the 
activity and undertake other activities; barriers to entry misalltKate 
resources, but they do not create unemployment. In our coalitional 
equilibrium, individuals remain involuntarily unemployed, in that 
they would be willing to accept a job at the same wage that some 
others with the same endowment of human capital as they have are 
currently receiving, and even at the marginal revenue product they 
would have in a coalition-free economy, but sometimes they cannot 
obtain such a job however much they may search. As Olson (1982) 
explains, countries in which only a small segment of the economy 
has fallen under the thrall of special-interest groups will normally 
not have any significant unemployment, because the much larger
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On the other hand, the tally of pro and con­
tra articles on the Prebisch thesis is heavily 
weighted against his empirical finding of a secu­
lar deterioration in the terms of trade of Latin 
America from the 1860s to the 1930s.^^

Rather than get bogged down in that debate, 
let us consider what the evolution of Latin 
America’s terms of trade between the Great 
Depression and the present crisis looks like. 
Between 1928 and 1987 the trend rate of change 
of the price index of Latin America’s merchan­
dise exports was -0.3% per annum, while the 
trend rate of change of the unit value of its 
merchandise imports was +0.25% per annum. 
Its gross barter terms of trade therefore deterio­
rated at the rate of 0.55% per year over the 
course of this period (see tablé 2).

Are six decades long enough to speak of a 
secular deterioration of the terms of trade of the 
Latin American economies.  ̂If not, how does one 
explain the fact that beginning in the early 1980s 
authorities like the International Monetary Fund 
promoted massive adjustments in developing 
countries partly on the basis of the assertion that

the deterioration of the terms of trade they had 
experienced since the mid-1970s was in the 
nature of a permanent shock.̂ '*®

Returning to the long run data on Latin 
America’s terms of trade, it should also be noted 
that the observed deterioration would have been 
even greater had the region not followed the 
normative proposition Prebisch derived from 
his positive analysis, i.e., the promotion of indus­
trialization through the intervention of the free 
play of market forces. This observation brings us 
to our final and most important comment on the 
Prebisch thesis.

In effect, while we consider that Prebisch 
was on the mark in his positive analysis, the 
appeal of his approach, combined with his 
almost exclusive concern with one periphery 
rather than with the small country aspect of the 
problem, led to multiple and pronounced policy 
excesses in Latin America in the post-war years. 
However, if justice is to be done, it should be 
noted that he himself was one of the earliest and 
harshest critics of policies that, ironically, were 
based (however tenuously) on his analysis.

flex-pritc sector will ubst>rb the unemployed with no great 
reduction in the wages and prices in that sector. If large parts of a 
country’s ecom>my are, by cttntrast, under the contntl of 
distributit>nal ctwiitions, the exclusion in the controlled sectors will 
have kept an important part of the factor supply in the whole 
economy from being employed in the sectors in which they would 
otherwise have been employed. The shift of resources to the flex- 
price sector will then be so great that large variations in the returns 
to homt)genet>us factors will emerge. So many people will be 
crowded intt> the selling apples on the street ct)rners secutr that 
employment in this sector can in depressions come to be regarded 
as synonymt>us with involuntary unemployment. At an extreme, 
the flex-price wage can be driven below the reservation wages of 
even the relatively industrious, or even to zero,

"The more extensive the special-interest groups and the non­
market-clearing prices that lobbying and cartelization bring about, 
the mt>re extensive are the disparities in the rates of return for 
homogeneous resources. The greater these disparities, the more it 
pays to invest in searching and queueing for positions in the 
distributional coalitions. The extra search in such a case is not, like 
the search in a purely competitive economy, a socially efficient 
investment in information; it is a search for rents that would

otherwise accrue to others. The extra time spent searching and 
queueing is a type of social waste or involuntary unemployment 
arising from the distributional coalitions that created the 
disparities in rates of return." (D.C G)lander and M. Olson, 
"Coalitions and macroeconomics", Neoclasxicui PoliticalHconomy: 
The Analysis o f Rent-Seeking and OUP Activities, David C. 
Colander (comp.i, Cambridge, Mass.: Ballinger Publishing 
Company, 1984, pp. 120-121.)

^'Two of the main objections are that Prebisch indirectly 
calculated Latin America s terms of trade on the basis of those of 
the United Kingdom (i.e., as the reciprocal of Cireat Britain’s terms 
of trade), and that he failed to take intt> account the effect of the 
decline of international transpt)rtation costs over the course of this 
peritKl,

‘“See, for example, "A Ginversation with Mr. de Larosière ”, 
Pinance and Development, vol. 19, No. 2 (June 1982), pp. 4-7 and 
M. Khan and M. Knight, "Determinants of current account 
balance of non-oil developing countries in the 1970s: an empirical 
analysis". Ml/' Staff Papers, vol. .30, No. 2 (December 198.3), 
pp. 819-842,
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Estudio Económico de América Latina y el Caribe, 1987 
(LC/G.1541-P), Santiago, Chile: November 1988 
(692 pp.).

This publication is the definitive complete version of the 
Economic Survey for 1987, which appeared in individual 
fascicles in the course of 1988, It is divided in two parts: the 
first deals with the economic trends of the region as a whole 
and the second with the trends of the individual countries.

The first part is primarily an overview of the main 
trends in the regional economy. A more detailed analysis is 
then given of trends in the product, employment and 
unemployment, prices and wages, and the external sector. 
This part ends with an examination of trends in the exter­
nal debt and its renegotiation.

The second part contains a detailed analysis of the 
economic evolution of 20 countries of the region in 1987.

Gestión para el desarrollo de cuencas de alta montaña en 
la zona andina (LC/G.1533'P), Santiago, Chile: Sep­
tember 1988.

This document is made up of nine studies which analyse the 
policies and management methods applied for the develop­
ment of high-mountain riven basins in the following 
Andean countries: Bolivia, Colombia, Ecuador, Peru and 
Venezuela.

Together they make up the first serious and exact 
effort to classify and define the various strategies used by 
the governments of these five countries to improve the 
standards of living of high-mountain inhabitants and to 
conserve the natural resources which support them. The 
main reference unit for the analysis of the application of 
these strategies was the corresponding river basin, 
although other spaces have also been considered such as 
microregions and politico-administrative divisions.

This document seeks to provide the bases for the 
creation of a set of theories on management processes for 
the development of high-mountain river basins and out­
lines the scope of some particular concepts, including devel­
opment, regulation, management and protection of river 
basins, as well as the way these tie in with forms of inte­
grated rural development and regional and microregional 
development.

The summary of case studies in the last chapter pro­
vides concrete information on types of management andón 
the present situation and development potential of high 
areas. It also includes references to programmes and pro­
jects which are being carried out in the river basins and high 
areas of the five countries studied.

It is hoped that this document will be useful to those 
involved in the design of strategies for improving the 
standard of living of the more than 50 million high- 
mountain dwellers of Latin America and the Caribbean, as 
well as in the conservation of their supporting natural 
resources.

La evolución económica del Japón y su impacto en 
América Latina ("Estudios e Informes de la CEPAL" 
series. No. 70, October 1988).

The dynamism of the Japanese economy compels attention 
both because of the originality of its internal logic and 
because of its external repercussions.

The purpose of this study is to analyse the most recent 
processes in the evolution of the Japanese economy and to 
examine their reciprocal relationships; to determine the 
degree to which these processes are specifically Japanese 
and the extent to which they are in harmony with general 
trends; and to examine their future possible impaa on the 
Latin American economies.

The first chapter examines the adjustments made in 
the Japanese production and consumption structure after 
the 1974-1975 crisis; it traces the resulting modifications 
made in the external sector; it briefly reviews changes to 
the social structure caused by the economic restructuring; it 
evaluates the prospects of the structural adjustment to the 
economy; and, finally, it defines the stimuli generated by 
this adjustment and transmitted abroad.

The third chapter examines the implications of the 
Japanese structural changes for the Latin American econo­
mies both in the medium and the long term.

Finally, in the conclusions of the study, a summing-up 
is given and an evaluation is made of the possible place of 
Japan in the multilateral negotiations on trade in goods and 
services.

The evolution of the external debt problem in Latin 
America and the Caribbean ("Estudios e Informes de 
la CEPAL" series. N o. 72, September 1988).

This study analyses and evaluates the international man­
agement of the region’s external debt problem since 1982 
and proposes some solutions.

The first chapter analyses two subperiods: the first, 
from 1982 to 1984, in which there was organized interna­
tional management, and the second, from 1985 to 1987, 
when international co-operation on the matter broke down 
and gave way to a market menu approach.

In essence, private markets, when left to their own 
resources, overcome crises very slowly. Consequently, the 
market menu approach only serves to meet tangential 
aspects of the problem. It clearly does not attack the macro- 
economic core of the problem: how to sustainably and 
predictably finance the economic reforms and new invest­
ments needed by Latin America and the Caribbean in order 
to start growing now and recover their capacity to service 
their externa] debts. Only when this capacity has been 
recovered will the traditional private investors again begin 
to place appreciable amounts of capital in countries with
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debt problems. The presentation of the menu is undoubt- 
edly a poor substitute for a coherent multilateral initiative 
capable of liquidating the outstanding debt, which is contri­
buting to the vicious circle of stagnation in the region.

The third chapter suggests options for reducing the 
burden of the transfer of resources abroad. The optimum 
solution would be a global multilateral initiative. As this 
seems to be difficult to bring about, however, a sub­
optimum solution is considered: a list of debtor options. 
These options include a total moratorium on medium-term 
debt, official limitations on payments, the conversion of the 
debt to bonds, the issue of bonds in payment of interest, 
general capitalization, payment in kind, and co-ordination 
with other debtors.

Certainly, many of the options in the debtors’ list run 
the risk of limiting even more the usual channels for inte­
gration with the world economy. Nevertheless, the current 
serious shortage of financing and the deterioration of world 
economic prospects are progressively reducing the oppor­
tunity cost of resorting to this list. If it is used wisely, and as 
part of a political and economic programme which takes 
into account the harshness and restrictions of the external 
environment as an important policy variable, this list could 
be compatible with price stabilization and higher sustained 
growth rates. The great question is to know whether this 
growth necessarily implies some considerable sacrifices in 
efficiency, as happened in Latin America in the period 
between the world wars. Unfortunately, this could indeed 
be the cost which must be paid in order to circumvent the 
depressive effects of the international debt management 
strategy. It is a sub-optimal strategy for all parties.

La distribución del ingreso en Colombia: antecedentes 
estadísticos y características socioeconómicas de los 
receptores (LC/G.1430-P), "Cuadernos Estadísticos 
de la CEPAL’’ series, Santiago, Chile: June 1988.

This study collects together the results of a study on income 
distribution in Colombia, and is made up of two parts. In 
the first, a set of background statistics on income distribu­
tion is examined, and in the second part the socioeconomic 
characteristics of the recipients of the income are described.

In recent years techniques for sample surveys have 
progressed considerably, and thanks to this household sur­
veys have become one of the most important sources of 
information on the origin, composition and distribution of 
income. Moreover, given that these surveys cover various

characteristics of the households and their members, they 
also offer the possibility of creating data bases which can be 
used for carrying out many different types of studies.

Gilombia is one of the Latin American and Caribbean 
countries which has made most progress in the field of 
household surveys, particularly through the work carried 
out by the National Statistics Administration Department 
(DANE), Therefore, it is not surprising that most of the 
statistical background in the study comes precisely from 
this information source.

It is necessary to point out, however, that household 
surveys are still somewhat restricted as instruments for 
measuring income. For example, it is difficult to precisely 
identify the income of entrepreneurs or self-employed 
workers, or some types of income such as capital returns or 
income in kind; moreover, from a statistical point of view, 
large sectors of the population who receive their income 
from agriculture or rural activities are relatively excluded. 
On the other hand, thanks to the large quantity of personal 
and household information regularly collected by these 
surveys, rich analytical studies can be carried out.

The first part of this study contains an exhaustive 
compilation of available estimates on income distribution 
in Colombia for selected years between 1951 and 1982. It 
collects together both estimates made by official organiza­
tions, whether or not they are based on sample surveys, and 
those based on the main studies carried out by independent 
investigators. It also gives some information about the 
methodologies employed in the surveys, in order to inform 
the reader of the characteristics and possible limitations of 
the various data bases considered. In spite of the breadth of 
this compilation, however, it is nevertheless of an emi­
nently descriptive nature and scope.

In the second part, in contrast, the distribution of 
income is related to other socioeconomic variables to pro­
vide researchers with more specialized studies on the 
interrelationships which exist between the distributive 
process and specific characteristics of households and indi­
vidual income recipients. For this purpose information has 
been used from three stages of the permanent household 
survey programme carried out by DANE for the years 1971, 
1979 and 1982. These include the seven main cities of the 
country: Barranquilla, Bogotá, Bucaramanga, Cali, Mani- 
zales, Medellin and Pasto. The data has been tabulated in a 
different and more detailed manner than that usually used 
by DANE in publishing the results of its surveys.
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