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CEPAL REVIEW No. 34

An economic 
policy for 
development

Norberto Gonzalez*

T h is  article seeks to make a contribution to the 
conceptual review o f  econom ic policy design and 
im plem entation in Latin America. T o  this end, the 
author addresses three ropics. T h e  first section is 
devoted to a brief analysis o f  a number of the factors 
behind the challenges now being faced, som e of 
which were already in existence prior to  the present 
crisis and som e of which have em erged or grown 
m ore serious since it began.

T h e  second section is given over to an exam ina­
tion o f the orthodox econom ic policy option as 
regards the adjustm ent and the fight against infla­
tion. In the course o f this analysis, the author dis­
cusses the conceptual postulates of this approach, the 
policy recom m endations made by its advocates and 
the experiences to which its im plem entation has 
given rise.

In the third section, the author deals with some 
o f the currently controversial issues associated with 
the question of how to m anage econom ic policies so 
as to bring about structural change. In this conn ec­
tion, he discusses both the conventional or orthodox 
position and other approaches which m ight serve as 
a basis for a different op tion oriented towards 
achieving a m ore dynamic and socially m ore just 
form  o f developm ent.

‘ F o rm er Executive Secretary  o f ECLAC 
T h e  au th o r g ra te fu lly  acknow ledges the  valuable 

assistance  he received in th e  p re p a ra tio n  of th is  a rtic le  from  
C arlo  F e rraro , as well as the  co m m en ts  m ade by A ndrés 
B ianchi, C arlos M assad, G ert R o sen th a l and  P ed ro  Sainz. 
T h ese  p e rso n s  are no t responsib le , how ever, for the  ideas 
exp ressed  here , w hich  reflect th e  p e rsonal v iew p o in t o f the  
au tho r.

As economic policy-makers in Latin America 
and the Caribbean strive to reconcile the need for 
a recovery and for economic and social develop­
ment with the adjustment of the region’s econo­
mies and the control of inflation, they are faced 
with challenges of a much broader scope than 
those encountered for many decades. Hence the 
need for a thorough review of the conceptual 
foundations for the design and implementation 
of these economic policies. In so doing, it is 
necessary to bear in mind the power relations 
which serve as their backdrop since, by virtue of 
their presence, the processes of adjustment and 
of controlling inflation are not purely technical 
or economic problems, but social and political 
issues as well.

This article is intended as a contribution to 
such a conceptual review. To that end, I will 
touch upon three topics. In the first section I will 
comment briefly on a number of the factors 
underlying the challenges now being faced, some 
of which were already present before the current 
crisis and some of which have appeared or 
grown more serious since it began.

In the second section I will examine the 
orthodox economic policy option for achieving 
an adjustment and fighting inflation on the basis 
of its conceptual postulates, the policy recom­
mendations made by its advocates, and the expe­
riences to which its implementation has given 
rise. These experiences have varied quite 
markedly. In some cases, such as in the countries 
of the Southern Cone around the year 1980, the 
application of this option was more systematic 
and adhered relatively closely to its conceptual 
postulates. In other cases, its implementation 
has been partial or sporadic. For the sake of 
brevity, I will not go into these cases in detail. 
For the same reason, rather than presenting a 
comprehensive analysis of the orthodox 
approach in relation to adjustment and stabiliza­
tion policies, I will focus on those characteristics 
of this approach which, in my opinion, largely 
account for the recessionary effects of the poli­
cies based on such recommendations.

In the third section I will deal with some of 
the currently controversial topics associated

Introduction
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with the question of how to manage economic 
policy so as to bring about structural change. In 
this connection, I will refer both to the conven­
tional or orthodox position and to other

The crisis and

1. T h e  challen ges

Even before the onset of the crisis, the task of 
managing the balance of payments and main­
taining a reasonable fiscal and monetary balance 
was quite complex, if this were to be done in a 
way which would permit growth and through- 
going economic and social changes to be 
achieved in the countries of the region. This 
complexity stemmed from the particular pattern 
of development which characterized the region 
over a period of 50 years, a pattern that com­
bined considerable progress in certain aspects 
with structural flaws in others. A few examples 
will illustrate this point.

After the great 1950 world crisis, a process of 
industrialization and agricultural modernization 
took place in the region. However, backward 
manufacturing sectors continued to exist, as did 
an agricultural peasantry whose productivity 
was very low, and these circumstances placed 
constraints on supply which were conducive to 
inflationary processes.

Some degree of export diversification had 
been achieved, but it was a limited one, and there 
continued to be a sharp asymmetry in foreign 
trade between the structure of exports and that 
of imports. The region's economies were heavily 
dependent on other countries for technology and 
were highly vulnerable to fluctuations in the 
international economy. This gave rise to a syste­
matic tendency towards balance-of-payments 
deficits and external bottlenecks.

The conflict over income distribution shar­
pened as the development process continued. 
The high-income strata of the population 
acquired luxury goods in what amounted to a 
premature imitation of the consumption patt­
erns of developed countries, thereby hampering

approaches which might serve as a basis for a 
different option oriented towards the achieve­
ment of a more dynamic and a socially more just 
type of development.

I

economic policy

efforts to achieve the levels of saving and pro­
ductive investment necessary for growth while, 
at the same time, meeting the needs of the 
poorer segments of the population. The emer­
gence of middle-income strata, although 
undoubtedly an economic and social step for­
ward, also generated aspirations to a better 
standard of living which outstripped the possi­
bilities opened up by the region’s economic 
growth, and this created additional social and 
economic tensions.

The urbanization process gave these sectors 
an even greater voice. It was thus no easy task to 
align the level of consumption of the whole of 
the population with the total amount of goods 
available, and this difficulty gave rise to persist­
ent pressure from the excess of demand over 
supply and to a dispute among social sectors 
concerning the distribution of income.

Meanwhile, the public sector's responsibili­
ties in connection with the economic and social 
development process had been growing and, as a 
result, its expenditures had been increasing 
steadily. Its income, however, had not been ris­
ing at the same pace owing to the resistance put 
up by those sectors which were called upon to 
shoulder the greater part of the increase in tax 
payments. The outcome was a mounting — and 
inflationary—  fiscal deficit.

This combination of progress and shortcom­
ings in the economic and social structure gave 
rise to short-term imbalances and tensions in 
two different ways. Firstly, it made it difficult to 
carry forward the process of economic and social 
development while at the same time maintain­
ing fiscal, monetary and balance-of-payments 
equilibria. Secondly, it generated the sort of price 
and wage spiral typical of inflationary processes.
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These problems, which already existed prior 
to 1981, are still with us, but they have grown 
even more serious since the beginning of the 
crisis and have assumed truly dramatic propor­
tions. In addition, some new factors of major 
significance have emerged. One such factor that 
is particularly deserving of attention is the pay­
ment of interest on the external debt, which 
constitutes an unprecedented burden on both the 
balance of payments and the fiscal sector. As 
regards the balance of payments, the interest on 
the external debt represents around 35%  of 
exports, a proportion which is not compatible 
with a normal management of the external sec­
tor in the countries of the region. Even after 
deducting net capital inflows (which have, 
moreover, diminished due to the reluctance of 
private banks and international public financial 
agencies to lend to the region), the net transfer 
of resources out of the region still amounts to 
approximately one-fourth of its exports. Given 
the slow growth — or even decrease— of 
exports, in order to make these transfers the 
countries have had to drastically cut back their 
imports, thereby exacerbating the external bot­
tlenecks to which they are subject, as well as the 
internal imbalances between supply and demand 
in terms of the availability of goods and consu­
mers’ aspirations.

As for the fiscal sector, since it is responsible 
for paying a portion of the interest on the exter­
nal debt equivalent to around 4%  of the product, 
it has become virtually impossible for this sector 
to balance its accounts. In order to do so, it would 
have to generate income far in excess of its 
expenditures on consumption and investment 
and this, in turn, would entail an even greater 
sacrifice as regards the wages of public 
employees and the expenditures necessary for 
economic and social development than those 
already made in recent years.

The consequences of the crisis have been 
even greater than they might otherwise have 
been because it has taken place over a much 
shorter time span than would be needed in order 
to change the countries’ economic and social 
structures and to raise their exports and fiscal 
income.

Bearing these facts in mind, it becomes eas­
ier to account for the very rapid acceleration of 
inflation seen in Latin America in recent years

and for the difficulties encountered by the coun­
tries in their attempts to carry out an adjustment 
and to manage inflation. The countries’ and 
governments’ scope of action has been so greatly 
reduced that it is virtually impossible for them to 
achieve sustained growth, an external equili­
brium and the control of inflation all at the same 
time.

This has been going on for six years now, 
and the situation shows signs of continuing for 
quite some time into the future, with no indica­
tion of when any substantial improvement may 
be expected. This is not a temporary problem. 
The countries of the region find themselves 
forced into a behaviour pattern that entails 
structural features of stagnation, marked eco­
nomic instability and mounting social tensions, 
which are difficult to reconcile with political 
stability and the consolidation of democratic 
processes. The countries of the region are caught 
up in a vicious circle whereby their limited capac­
ity for action hampers growth, and their lack of 
growth hinders them from expanding their 
manoeuvreing room.

2. W hat is n eed ed  in o rd er  to  
broaden  th e  option s

During the past few years, an effort has been 
made in various countries of the region to con­
struct an economic policy option based on an 
approach which would incorporate elements of 
economic reactivation, economic and social 
development and, particularly, structural change 
in such a way that all these processes would be 
compatible with the adjustment and the control 
of inflation. Although some countries in the 
region have experimented with combining long- 
and short-term objectives and have obtained 
interesting results, this is far from being enough.

One of the preconditions for this option is a 
major reduction in the net external transfers 
represented by interest payments on the exter­
nal debt, which, as mentioned earlier, take their 
toll on both the balance of payments and the 
fiscal sector. If this is not done, the countries will 
have to continue generating large surpluses of 
exports over imports and of fiscal revenue over 
fiscal expenditure on consumption and invest­
ment. Under such conditions, the possibility of 
creating a different economic policy option
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either becomes quite remote or ceases to exist 
entirely, no matter how effective the design and 
management of such a policy might be.

Even assuming that a substantial decrease in 
net external transfers were to be achieved, the 
countries would still be faced with the task of 
defining an economic policy orientation differ­
ent from that suggested by the orthodox school 
of thought. It is important to grasp the fact that, 
although this task is not an easy one, it is possible 
and should be undertaken — resolutely and with 
a sense of urgency—  by building upon the pro­
gress and experiences of recent years. It is 
imperative that the economic discipline required 
to keep inflation within acceptable bounds 
should be maintained in order to prevent an 
economic disarticulation such as that seen in 
processes of hyperinflation. However, control­
ling inflation in the countries of the region, 
which has gradually given rise to types of social 
behaviour that lead to expectations of instability, 
is a complicated undertaking. These economies

must also be modernized and must undergo a 
structural change so that they may become more 
efficient and competitive and so that both eco­
nomic effort and its fruits may be distributed 
more equitably.

Genuine progress towards long-term eco­
nomic and social development objectives is not a 
by-product of policies whose chief aim is to pre­
vent price increases and permit the payment of 
the interest owed on the debt. Instead, the trans­
formation of the economic and social structure, 
the creation of more equitable and participatory 
societies, a frontal attack on underemployment 
and poverty, the improvement of the living 
standards of middle-income sectors and the 
achievement of a faster rate of growth should 
carry a high priority in the management of eco­
nomic policies and in the approach taken to the 
payment of interest on *he external debt.

Thus, the challenge before us is a very great 
one, and a great deal of realism and imagination 
will be required in order to meet it successfully.

II

The orthodox approach to the adjustment 
and to controlling inflation

1. S om e basic characteristics o f  
th e  o rth od ox  ap p roach

First of all, the orthodox approach places the 
whole of its emphasis on the management of 
demand. According to this focus, adjustment and 
stabilization policies are primarily aimed at 
rectifying imbalances caused by excess demand 
— generated mainly by the public sector—  which 
produces a deficit on the current account of the 
balance of payments, speeds up inflation, and 
distorts the relative prices of internationally 
tradeable and non-tradeable goods. It ascribes 
little importance to the fact that these problems 
may not be caused by the excess demand of the 
public sector, but instead by the private sector, by 
cost-push factors (coming from outside the 
country or stemming from an internal conflict 
over income distribution), or by a reduction in 
supply resulting, for example, from the deterio­
ration of the terms of trade, from higher interest

payments on the debt or from a slump in agricul­
tural output due to adverse weather conditions. 
Consequently, the policies designed in accor­
dance with this approach may not attack the true 
causes of these problems and may thus produce 
negative effects unnecessarily.

Secondly, this approach relies almost exclu­
sively on aggregate instruments for achieving an 
adjustment and stabilization. Hence, in seeking 
to lower demand, consideration is not given to 
the differences in the importance of various 
types of public and private expenditure on con­
sumption and investment. Some government 
outlays, such as excessive military spending, may 
be cut without having a detrimental effect on 
economic and social development. The same 
may be said of the private consumption of luxury 
items. On the other hand, public or private 
expenditure on education, health, support for 
important production activities, the promotion 
of non-traditional exports, or consumption by
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lower-income strata are of a high priority and 
should be defended to the utmost when it comes 
to reducing overall demand.

Thirdly, at least as applied in the region, this 
approach has not taken into account the fact that 
policies of adjustment and of inflation manage­
ment are not one and the same. Some policy 
measures which are good for the adjustment may 
be bad for the fight against inflation, and vice 
versa. For example, a currency devaluation redu­
ces imports and increases exports, thereby 
improving the trade balance, but at the same 
time may intensify the inflationary process. 
Since the onset of the crisis in the region, rela­
tively more attention has perhaps been paid to 
the adjustment than to inflation, and this may 
help to account for the sharp and widespread 
deterioration seen in the stability of domestic 
prices.

Fourthly, this approach strives to carry out 
the adjustment quickly, using short-term mea­
sures, without taking either the time or the steps 
needed in order to make structural reforms in 
the economy, raise fiscal revenues, and increase 
and diversify exports. The adjustment therefore 
tends to be a recessionary one involving a drastic 
reduction in consumption and investment. 
Fifthly, an attempt has been made to apply these 
policies in a large number of countries at the 
same time, without taking into account the fact 
that their simultaneous implementation has a 
more widespread effect on the world economy. I 
will come back to this point later on.

Finally, the same or very similar versions of 
these policies are recommended for all the coun­
tries, despite the fact that the prevailing circum­
stances usually vary considerably from one 
country to the next. These policies have not been 
made flexible enough so that they might be tai­
lored to the quite distinct circumstances and 
characteristics of each one of the various coun­
tries and to the particular stage each has reached 
in its history.

2. E xperien ces w ith  th e  app lication  
o f  th e  o r th o d o x  ap p roach

The choice of which approach to take to the 
adjustment and to the fight against inflation, as 
well as its form of implementation, depends on 
the amount of power held by different social

groups, it should therefore come as no surprise 
that the burden of this effort may be unequally 
distributed. The more influential sectors will 
attempt to see to it (and they will succeed in 
doing so) that the measures taken will be such as 
to protect them in so far as possible from the 
adverse consequences of these processes. Hence, 
the effort demanded of the weaker social groups 
will be disproportionately great.

In those cases in which the orthodox 
approach has been put into practice it has suc­
ceeded in ensuring that the interest on the debt 
has indeed been paid, but it has not diminished 
the relative debt burden being shouldered by 
these countries' economies. Inflation has been 
reduced, but has later often increased once again. 
Furthermore, the characteristics mentioned ear­
lier have largely been responsible for the reces­
sionary results of these orthodox policies.

The reduction of demand has been pursued 
by means of cuts in the fiscal deficit (primarily 
made by decreasing expenditure on consump­
tion and investment) and the tightening of 
credit. Attempts have also been made on the 
basis of this approach to lower production costs 
and correct relative prices through wage controls 
and currency devaluations.

Thus, there has been a failure to take into 
account the fact that — unlike the situation in the 
past— ever since the beginning of the debt crisis, 
the interest payments made on the external debt 
have been the cause of a very large part of the 
fiscal deficit, of the struggle over income distri­
bution and of the balance-of-payments deficit on 
current account.

Hence, the concrete facts are that the cuts 
made in fiscal expenditures on consumption and 
investment and the reduction in domestic 
demand required in order to generate the trade 
balance needed to offset the countries’ interest 
payments have been of an unprecedented mag­
nitude and have not attacked one of the main 
roots of the problem, i.e., reducing the enormous 
outlays made in the form of interest payments 
on the debt.

The reduction of demand alone will not ena­
ble the developing countries to adapt to changes 
in the international context such as the slowness 
of the world economy’s growth, the decline of 
commodity prices, the increased protectionism
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of the developed countries and the high level in 
real terms of international interest rates.

These policies are capable of doing no more 
than temporarily fending off some of the symp­
toms of the increase in the developing countries’ 
external debt and of the crisis in their economies. 
They do so, however, in a way which causes these 
same policies to become unstable over the 
medium term, as demonstrated by the experien­
ces of many Latin American and Caribbean coun­
tries during the past few years. The burden of the 
adjustment cannot be shouldered only by the 
developing debtor countries without creating 
tensions which will adversely affect the conti­
nuity of such policies.

Due to their lack of differentiation and selec­
tivity, these orthodox policies frequently pro­
duce results which are just the opposite of those 
desired. Non-essential expenditures are con­
tinued and even increased (e.g., military spend­
ing and expenditures on luxury consumer 
goods), while the bulk of the reduction is made in 
the living standards of low-income sectors and in 
expenditures on consumption and investment 
which are essential to economic and social 
development.

In those cases where inflationary processes 
are nearing the point of hyperinflation, shock 
policies may be appropriate. Structural economic 
changes, however, are quite a different case alto­
gether; in such situations, shock treatments are 
counterproductive.

In addition, unlike what occurred in the past, 
when this approach was applied in just a few 
countries at the same time, in recent years and 
especially since the crisis began, it has been 
implemented simultaneously in a large number 
of developing countries whose exports are heav­
ily concentrated in a limited number of commod- 
ities or trad ition al m anufactures. This 
constitutes an additional cause for concern inas­
much as, if many countries reduce their imports 
and increase their exports of similar products 
simultaneously, this will tend to depress the 
international economy, push down export prices 
and heighten the protectionism of the developed 
countries.

In those instances where the orthodox 
approach has been implemented in the region, 
the drastic reduction in demand — made without 
selecting or prioritizing the expenditures to be

cut back—  has resulted in a sharp deterioration 
in the living standards of wage-earners and 
other low-income groups and has thereby exac­
erbated social inequalities, as well as causing a 
steep drop in investment. Consequently, these 
economies are not growing and their production 
capacity is not being modernized. The increases 
in output which have been achieved in some 
years have constituted no more than a partial 
recovery from previous declines rather than 
representing any actual expansion of their pro­
duction capacity. Since other countries in the 
world, including other developing nations, are 
making new investments and are constantly 
modernizing their production capacity and 
adapting it to the new technologies which are 
gaining sway in the world economy, the region’s 
relative level of competitiveness is rapidly dec­
lining and this, in turn, gives rise to further 
devaluations and additional inflationary pres­
sures. The region’s economies are thus becoming 
structurally stagnant and its societies are becom­
ing less and less equitable. Moreover, since the 
drastic nature and rapid pace of the reduction 
being made in fiscal expenditure render it 
impossible to programme, the State is losing its 
capacity for action and its ability to meet eco­
nomic and social development needs.

Furthermore, in some countries which have 
implemented the orthodox approach, economic 
power has been concentrated in the hands of a 
few and in some cases has been used in a highly 
speculative manner and in the pursuance of 
objectives which, to a great degree, are aimed at 
transferring existing assets from one owner to 
another rather than augmenting production 
capacity.

3. T h e structural adjustm ent according  
to th e  con ven tion al ap p roach

A number of the basic structural guidelines fol­
lowed by the orthodox approaches to the adjust­
ment and to the fight against inflation used to be, 
to a certain extent, implicit. In recent years, 
however, they have been stated more explicitly 
in the terms and conditions generally laid down 
by international lending agencies and the posi­
tions adopted by developed countries in interna­
tional negotiations such as the Uruguay Round 
of GATT.
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This conventional or orthodox approach to 
the structural adjustment involves three main 
points:

a) The liberalization and opening up of the 
economies to the outside world in respect of both 
trade in goods and services and foreign 
investment.

b) The predominant role assigned to market 
forces, which are allowed to operate freely or 
with the least possible interference, and to the 
price system as the mechanism for resource allo­
cation, along with the reduction of the State’s 
role in directing the economy to a minimum.

c) The privatization of public enterprises 
and of activities formerly conducted by the public

sector as such or by its decentralized units, 
coupled with a reorganization of public enter­
prises aimed at ensuring that they will operate 
on the basis of criteria which are either identical 
or very similar to those used by private 
enterprises.

These three elements are closely interrelated 
and together constitute what has been termed a 
"neo-liberal” concept of development. I will dis­
cuss these elements as a group in the final sec­
tion of this article, as well as suggesting some 
alternatives to them which I believe are better 
suited to the actual conditions in the region and 
provide a sounder basis for guiding its develop­
ment strategies and policies.

iii

Towards an economic policy for development

1. T w o ways o f  open in g  up th e  
r eg io n ’s econ om ies

The concept of opening up the region’s econo­
mies to the rest of the world can be interpreted 
in two different ways, which, although interre­
lated, have different implications. On the one 
hand, the opening up of an economy may involve 
an emphasis on the export of new goods and 
services and on the winning of new markets. On 
the other hand, it can be interpreted as the dis­
mantling of existing protectionist barriers in 
order to allow the unrestricted, or less restricted, 
entry of goods or services produced by other 
countries into the domestic market where they 
can compete with locally-produced goods or ser­
vices; in this second sense, the opening up of an 
economy usually also involves the unrestricted 
movement of finance or of direct foreign 
investment.

As regards the movement of goods and ser­
vices, the first interpretation is perfectly com­
patible with, and complementary to, the most 
intensive possible utilization of the domestic and 
regional markets of Latin America and the 
Caribbean. The second interpretation, entailing 
the total or partial dismantlement of protection­
ist barriers, may or may not be compatible with

the internal development of economic activities, 
depending on whether or not it is a measured 
process which takes two requirements into con­
sideration. The first of these is that a reasonable 
amount of time must be allowed for the streng­
thening of national economic activities before 
they are subjected to competition from products 
of more developed countries. The second is that 
consideration must be given to how much pro­
tection other countries, particularly the deve­
loped nations, provide for their own activities so 
that the degree to which the economy in ques­
tion will be opened up may be determined in 
relation to whether or not other countries place 
increasing obstacles in the way of the entry of its 
products into their markets and whether or not 
they subsidize their exports of similar goods.

History shows that all the industrially deve­
loped countries except England (which had the 
advantage of being the first) started out by pro­
tecting their local economic activities from for­
eign products. Even countries already at a quite 
high level of industrialization have provided 
support and protection for new sectors in order 
to overcome their relative disadvantage vis-a-vis 
countries which had a headstart. It is therefore 
both sensible and necessary to apply foreign 
trade restrictions in order to achieve technologi-
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cal progress through the incorporation of more 
advanced production activities.

On the other hand, as national industries 
acquire experience and maturity, they need to be 
subjected to an increasing degree of external 
competition so that they will be spurred on to 
greater competitiveness and efficiency. Thus, 
protection should be gradually reduced over 
time. Nevertheless, this reduction must also be a 
measured process which takes into account the 
level of openness or protectionism of other 
countries in the world and the extent to which 
they subsidize their exports.

In parallel with this, appropriate protection, 
promotion and support need to be provided in 
order to stimulate other sectors whose develop­
ment plays a functional role in each stage in the 
evolution of these economies so that the process 
of technological progress and dissemination may 
reach increasingly higher levels of complexity.

The reduction of protection and promotion 
in given production sectors should therefore be 
gradual rather than abrupt, as it has sometimes 
been when orthodox concepts have been applied 
in the region. In these instances, the protective 
structure was dismantled quite swiftly on a very 
widespread and relatively unselective basis and 
was also, in some cases, coupled with an overva­
luation of the local currency in an attempt to 
help lower inflation. The excesses committed 
under this doctrine when attempts have been 
made to apply a very low and uniform level of 
protection to all sectors have been based on the 
mistaken idea that the industrialization process 
must be spontaneous and have resulted in major 
setbacks in the industrial and technological 
development of the economies concerned.

We live in a world of imperfect competition, 
in which all countries, and particularly the deve­
loped nations, erect substantial tariff and non­
tariff barriers and subsidize their exports. The 
protectionism of the developed countries has 
been a persistent and significant phenomenon 
ever since the great worldwide crisis of 1930. 
The reduction in protectionism achieved 
through the series of GATT negotiations has 
primarily been in relation to goods which the 
industrialized countries trade among them­
selves, while a much smaller decrease has been 
made in the protectionism applying to the 
manufactures and semi-manufactures exported

by the Latin American countries. Moreover, the 
protectionism of the developed countries vis-b- 
vis these goods has been on the rise since the 
1970s and has come to include a growing number 
of products. Restrictions tend to be placed on the 
exports of developing countries in precisely 
those sectors in which they are managing to 
become competitive in the developed countries’ 
markets, due to the demands for protection 
made by producers in those countries. There are 
many well-known cases of protectionism and 
subsidization by developed countries in respect 
of activities in the agricultural sector, the textile 
industry, automobile production, electronics and 
iron and steel, to name but a few. It is important 
to underscore the fact that the developed coun­
tries’ attitude towards the protection and pro­
motion of economic activities has been a 
dualistic and changeable one. During certain 
periods they have strongly favoured the opening 
up and liberalization of those sectors in which 
they have had a competitive advantage over the 
developing world. However, they have applied 
heavy restrictions (and, moreover, continue to 
do so and even to increase such restraints) in 
those sectors and time periods in which they 
have been at a competitive disadvantage.

Thus, while the developed countries try to 
convince the developing countries of the virtues 
of conventional economic doctrines, they them­
selves generally choose whether or not to use 
these same approaches according to the specific 
requirements of each given situation. Sometimes 
they opt for free trade and sometimes for protec­
tionism. The developing countries of the region 
should therefore take this into account and avoid 
doctrinary excesses.

One of the topics which has been much dis­
cussed in recent years in connection with the 
opening up of economies has been that of service 
activities. Some of these are high technology 
sectors whose development is closely tied to 
overall economic development and which are 
becoming of increasing importance for goods- 
producing sectors as well. Certain sectors related 
to technology, information sciences, banking 
and marketing are of great importance not only 
because of the direct contribution they can make 
to overall development, but also because the 
goods-producing sectors must rely upon them in 
order to achieve an adequate level of efficiency.
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This topic is currently being actively discussed at 
the international level. In my view, an approach 
much like that applied to goods-producing sec­
tors needs to be implemented in these service 
sectors so that they will receive the protection 
and support which will permit rapid progress to 
be made in activities of such great overall signifi­
cance. In so doing, however, care must be taken 
to ensure that the support required by these 
activities does not result in an excessive increase 
in the costs of other products for which they 
provide inputs.

The international market’s price structure is 
useful as a basic point of reference for the behav­
iour of the various economic sectors and as a tool 
for economic decision-making and for the man­
agement of the development process. Exagger­
ated and unnecessary distortions of domestic 
prices, especially when maintained for an indefi­
nite period of time, cause the economy to lose its 
point of reference, promote inefficiency and 
reduce the incentives for improving competi­
tiveness so as to bring it up to international 
standards. On the other hand, however, in many 
cases developing countries need to adopt a long­
term view which takes in the dynamics and 
external factors involved and, on the basis of this 
perspective, modify the domestic prices of cer­
tain sectors or goods, moving them away from 
international levels, so that new production sec­
tors may be developed. The use of economic 
policy tools, the exchange rate, protective tariff 
and non-tariff measures, export promotion 
mechanisms, taxes, subsidies and credit, as well 
as direct action when necessary, are all forms of 
State action which should be used to promote 
and guide overall development, with emphasis 
on priority activities.

2. Planning an d  th e  econ om ic  
ro le  o f  th e  State

Planning must play a leading role in guiding 
economic policy. The setting of priorities and 
the effective implementation of an economic 
and social development strategy should be basic 
components of economic management. Short­
term factors need to be managed with a view to 
the direction in which the economy should move 
in order to reach its medium- and long-term  
goals. Concern for the real economy needs to be

reintroduced into short-term management, and 
the countries need to put aside the predomi­
nantly financial approach and the aggregate 
tools of economic policy which have become 
prevalent in many of them as a consequence of 
the crisis and the use of orthodox policies. A type 
of planning directed towards these aims should 
play a concrete part in decisions concerning 
which expenditures should be reduced and which 
expenditures should be increased, what eco­
nomic and social projects should be carried for­
ward, and what are the most suitable policy tools 
for promoting industrial, agricultural, techno­
logical and social development. The need for a 
genuine and effective use of planning is an 
important one because formulations of general 
medium- and long-term goals and guidelines are 
only useful if they are put into practice by means 
of an appropriate set of implementational tools.

As regards the role of the State in the econ­
omy, an animated discussion is now going on in 
the region as to what size it should be, what types 
of functions it should perform and what are the 
most effective ways for it to do so. In recent years 
a number of groups both inside and outside the 
region have strongly advocated a reduction in 
the size of the State and the privatization of 
activities which have until now been carried out 
by State enterprises, decentralized units or the 
central government administration itself.

Stating this problem in terms of what size 
the State and its enterprises should be is, in my 
view, a mistaken approach. Instead, the discus­
sion should focus on what functions the State 
needs to perform, directly and indirectly, and 
what is the most efficient way for it to do so. On 
the basis of such an analysis, a decision could 
then be taken as to which elements should be 
privatized and which should be maintained 
within or incorporated into the sphere of direct 
State action. The outcome might well be that the 
State should be smaller, the same size or larger 
than at present. Another result would be the 
formulation of definite guidelines concerning 
the way in which to modernize it and to make it 
more effective.

There have been many instances in the past 
when the State has taken on too large a number 
of activities or when too large a portion of the 
labour force has been employed by the govern­
ment or public enterprises. In some cases this
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incorporation of enterprises or functions has 
come about in response to crisis situations in 
private enterprises or economic activities that 
have been resolved through their absorption by 
the public sector, which has thus taken on prob­
lems and responsibilities normally outside its 
purview. One such case occurred as a result of a 
hasty opening and liberalization of the economy, 
which placed private enterprises operating in 
the local market in serious difficulties and, with­
out giving them the time or support they needed 
to become more efficient, presented them with 
the option of going out of business unnecessarily 
or being taken over by the State. It is quite easy to 
find examples of enterprises now in the public 
sphere which were incorporated into it when 
they were on the point of going bankrupt.

It is therefore clear that there are situations 
in which it is best to reduce the size or privatize 
certain functions and to seek to increase the 
efficiency of the operations of the public sector 
and its enterprises.

However, it is equally clear that there are 
extremely important direct functions of produc­
tion or consumption and investment expendi­
ture which the State and public enterprises 
should continue to perform in order, among 
other things, to carry out activities that are 
essential to development and to ensure that 
external savings will complement domestic sav­
ings rather than taking their place. Furthermore, 
in some countries of the region, public enter­
prises have played an important role in estab­
lish in g  a b alan ce w ith  tra n sn a tio n a l  
corporations, especially in situations where local 
private enterprise is not yet strong enough to 
function as a major independent force. Dealing 
with foreign enterprises is useful, not only 
because of the financial contribution they may 
make, but also because of the important role they 
play in incorporating new technologies into the 
economy and in opening up external markets to 
non-traditional exports. At the same time, how­
ever, direct foreign investment must conform to 
the development needs of each country, the need 
for an increasing endogenous capability for 
creating technologies and the Latin American 
countries’ need to maintain control over the 
basic workings of their economies and to con­
serve an essential measure of decision-making 
autonomy in regard to their economic and social

development. The public sector as such, as well 
as State enterprises, have a highly important 
part to play in all of this. A reasonable degree of 
articulation must therefore be achieved among 
the roles of the State and of State enterprise, 
foreign enterprise, and private national or 
regional enterprise. Otherwise, in the absence of 
an appropriate public-sector policy, foreign 
investment may simply become a substitute for 
domestic investment, rather than complement­
ing it.

3. T he com plem en tarity  o f  ex ports  
an d  im p ort substitution

Another point in connection with development 
strategies which warrants discussion is the com­
plementarity that ought to exist between a rea­
sonably efficient form of import substitution and 
the exportation of non-traditional goods. In the 
debate of economic matters within the region, 
these two courses of action have often been pre­
sented as if they were opposed to one another 
rather than as complementary activities. It has 
been said that the possibilities of import substi­
tution have been exhausted and that engaging in 
it greatly reduces the possibilities of promoting 
exports and winning over external markets.

While it is true that in some cases the 
authorities have waited too long before combin­
ing policies for promoting non-traditional 
exports with import substitution and that pro­
tectionist barriers have been too great and have 
been maintained longer than they should have 
been, this does not mean, in my opinion, that the 
import substitution process should be discarded.

When all is said and done, the term "import 
substitution" signifies the development of new 
sectors which are essential to the incorporation 
and dissemination of technology. From this 
standpoint, the possibilities of import substitu­
tion have not been exhausted, nor will they be, at 
least not for a long time. The incorporation of 
new and more advanced sectors is important not 
only because they can make a direct contribution 
to the level of economic activity, but also because 
the continuation of technical progress in the 
entire economy hinges upon them.

Furthermore, it is perfectly possible to man­
age economic policy tools in such a way that 
import substitution and export promotion will 
be both compatible and mutually complemen­
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tary. If the use of these tools is differentiated 
according to the stage of development of each of 
the various economic sectors and if the levels of 
protection and export promotion are co­
ordinated both between and within sectors, then 
a strategy combining substitution and exporta­
tion can be developed which will serve to pro­
mote and expedite structural changes in the 
economies and societies of the region.

In short, the artificial dichotomy between 
import substitution and exportation, between 
the State and the private sector, and between 
planning and the market must be laid to rest as 
soon as possible in the region. When these ele­
ments are presented as if they were mutually 
exclusive alternatives, or when an attempt is

made to discuss in the abstract, how important 
each should be, then these subjects come to be 
treated as issues of economic doctrine rather 
than as the object of realistic analyses. If, how­
ever, the discussion is based on the assumption 
that the State and the private sector, planning 
and the market, import substitution and exports 
all have essential functions to fulfil in economies 
such as those found in most of the Latin Ameri­
can countries, then the right question to ask 
— and to answer—  is what type of functions each 
needs to perform and, above all, how these func­
tions should be co-ordinated so that, together, 
these elements will operate as they must in order 
to bring about changes in the economic and 
social structures of the countries of the region.

Conclusion

In this article I have focused on the subjects of 
economic policy management, the opening of 
economies to the rest of the world, and the role 
of the State and of the private sector so that I 
might examine these topics with some degree of 
specificity. This has meant, however, that I have 
had to pass over other subjects which are equally 
vital to the region’s development, despite the 
fact that they should occupy a position of central 
importance among the region’s concerns and 
activities. These include production-sector 
strategies; policies on technology; international 
economic, trade and financial relations and the 
region’s position in the world economy; the 
strategies and policies required in order to bring 
about a transformation of the social structure; 
broader participation and greater equity in the 
development of the region; and co-operation 
within the region and with the rest of the devel­
oping world. These subjects have, however, been 
analysed on repeated occasions by ECLAC, and 
the author therefore refers the reader to these 
studies.

In conclusion, I would like to return briefly to 
the subject of the external debt in order to stress 
the need for changing the way in which this issue 
is addressed so that an effective and stable reduc­
tion may be achieved in the net external 
transfers and interest payments that must, be

made by the public sector. The object of such a 
reduction would be to allow the countries to 
pursue adjustment policies and their fight 
against inflation under substantially different 
conditions than those now prevailing and to 
make these objectives more viable and more 
compatible with the countries’ economic and 
social development. Such development, hitherto 
postponed, has clearly become not only impera­
tive but urgent as well.

The burden of the adjustment cannot be 
shouldered by the debtor countries alone but 
instead must be properly distributed between 
creditors and debtors, between developed and 
developing countries. Furthermore, the coun­
tries of the region, for their part, need to achieve 
a more equitable distribution of the effort 
required to bring about structural change and to 
control inflation, as well as of the fruits of this 
effort.

Only in this way can the countries attain a 
socially enlightened form of development, 
greater decision-making autonomy and the con­
solidation of democracy, which, in addition to its 
intrinsic value as a fundamental political objec­
tive, is also necessary in order to arrive at the 
social consensus that is, in turn, essential if a 
sustained development process is to be achieved.
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The failure of orthodox policies to cope with the 
problem of the external debt has led to a gradual 
modification of the proposals made by interna­
tional financial institutions. In fact, as Sachs 
recently pointed out (1987), even after six years 
of orthodox remedies, the majority of the econo­
mies under IMF supervision have still not reco­
vered their capacity for growth and the danger of 
a collapse has still not receded.

The orthodox school of thought within 
international financial circles was quick to alter 
its proposals in response to this fact. Thus arose 
the idea that debt-burdened economies should 
undergo a "structural adjustment” to enable 
them to increase their exports and improve the 
quality of their growth. However, as the recent 
experience of Latin America demonstrates, not 
just any kind of increase in exports will contrib­
ute to development.

The specific characteristics of this proposal 
for structural adjustment (which will be consi­
dered in an article now under preparation) are in 
some ways opposed to certain precepts of the 
notion of structural change, a proposal that is 
more deeply rooted in the tradition and revival 
of the Latin American paradigm of economic 
development.

Indeed, the experience of various developing 
countries shows that a strong export perfor­
mance is closely associated with the export of 
manufactures and, consequently, no sustained 
export policy can be considered in isolation from 
the design of industrial policy. In this regard, an 
urgent need exists for a new kind of industriali­
zation in Latin America in order to improve the 
competitiveness, establish an equilibrium in its 
industrial balance and attach greater weight to 
the promotion of technology and to innovation, 
which are the mainstays of competitiveness in 
the medium term.

The neoliberal reading of the experiences of 
South-East Asia, which, in all truthfulness, pays 
scant regard to the historical evidence, has 
created the myth of the "South-East Asian 
model”. This model supposedly constitutes an 
empirical test of the effects of a strict application 
of the neoliberal paradigm: a small and passive 
role for the State, the liberalization of imports, a 
realistic exchange rate, the allocation of resour-

Introduction
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ces in accordance with the signals conveyed by a 
distortion-free price system and by the compara­
tive advantages manifested in the market and, 
finally, the almost exclusive role of the market as 
an instrument for the allocation of resources, of 
the private sector as the leading agent of devel­
opment, and of integration into the world econ­
omy as a stimulus for demand.

The customary counterpoint to this model in 
the neoliberal approach is Latin American 
Industrialization based on import substitution 
(ISI) and its theoretical underpinnings, i.e., the 
structuralist approach to development, which 
has been strongly influenced by ECLAC studies.

In the discussion that follows some of the 
main features of the Latin American structural­
ist approach will be examined on the basis of a 
number of studies by ECLAC, with emphasis on 
what, in the author’s opinion, appear to be its 
strong and weak points. A critical analysis of 
structuralist proposals will be presented, and a 
more systematic examination will be made of the 
most significant ones.

The question of the current validity of such 
structuralist proposals for Latin American 
development will then be considered. The con­
clusion reached in the course of this discussion is 
tha,t the main body of ECLAC’s work will con­
tinue to be fully relevant — provided that its 
limitations in setting forth with sufficient clarity 
the instruments of economic policy are over­
come, that greater importance is attached to 
monetary and financial questions and that a 
more in-depth exploration is undertaken of the 
requirements for a more effective type of State 
intervention.

It is clear, in any event, that over the next 
few years the economies of the region will have 
to come to grips with an inevitable structural 
adjustment involving substantial changes in the 
production structure and in the management of 
economic policy. However, depending on 
whether public development policies are passive 
or active, aggregate or selective, the economic 
and social consequences may be very different.

It is undeniable that the region’s economies 
will have to allocate more of their resources to 
exports and to efficient import substitution. 
This may take place as part of a favourable scena­
rio, i.e., within a context of growth, of an 
upswing in investment and of a diversification of

the export structure. Structural adjustment — in 
the sense of changes in the production 
structure—  may also take place, however, in a 
situation marked by stagnation, declining invest­
ment and an increasing specialization in primary 
exports.

The latter scenario leads to an impoverish­
ing sort of specialization, to a regressive adjust­
ment which increasingly disrupts the production 
structure and engenders a dependency on short­
term balance-of-payments adjustments, thereby 
setting the stage for a reduction of domestic 
demand and its inevitable recessionary 
aftermath.

It is therefore clear that the region must face 
up to the challenge of improving the quality of 
its international specialization by seeking a more 
active insertion in the dynamic spheres of inter­
national trade. This, first of all, presupposes 
putting a halt to the drain on its resources 
represented by the current net transfer of capital 
abroad. Otherwise, the idea of a sustained recov­
ery, much less a transformation of the produc­
tion structure, cannot be seriously entertained.

1. Substitutive industrialization  
and tb e  analytical fra m ew o rk  

o f  ECLAC

Faced with the depression of the 1930s, the 
countries of Latin America tended to adopt poli­
cies providing for devaluations and cuts in 
expenditure in the hope that the crisis would be a 
passing phenomenon. As it became evident that 
the problem was of a more medium-term charac­
ter, the countries began to place direct controls 
on imports and exchange controls on exports. 
These measures, which were designed to do no 
more than to contain the outflow of foreign 
exchange, were of an improvised nature and 
reflected the countries’ inexperience in these 
matters (ECLAC, 1975). As pointed out on many 
occasions, this was a process of "unintentional 
industrialization” in the sense that an incidental 
effect of these economic policy decisions, which 
were intended to redress the disequilibrium in 
the balance of payments, was to modify price 
relationships and levels of protection in ways 
favouring domestic production.

The appearance of deliberate substitution 
policies was associated with the perceptive
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studies carried out by Prebisch in the 1950s, 
when he began to articulate what subsequently 
became known as "the ECLAC approach".

According to this view, the world economy is 
composed of two major segments which interact 
with each other: the centre and the periphery. 
Their production structures are dissimilar, since 
in the periphery they are heterogeneous and 
specialized, while in the centre they are homo­
geneous and diversified. These differences deter­
mine the types of trade and technology transfer 
that take place in the world economy. In the long 
run, the economic evolution of this system 
causes the periphery to lag behind in both pro­
ductive and technological terms and leads to a 
deterioration in its terms of trade (Rodriguez,
1980).

The school of thought associated with 
ECLAC thus gradually coalesced around the fol­
lowing elements:

a) Criticism of the traditional theory of for­
eign trade. Such criticism was prompted by the 
observation that the kind of specialization which 
arose out of the international division of labour 
led the peripheral economies to produce food­
stuffs and raw materials for the economies of the 
centre, while importing manufactures and 
equipment in exchange. According to Prebisch 
(1950), this pattern was reflected in a more or 
less continuous deterioration in the terms of 
trade and in external-sector bottlenecks.

The deterioration in the terms of trade, in its 
turn, was attributed to the retention of the 
benefits of technological progress in the central 
economies, inasmuch as increases in productiv­
ity in such economies were distributed between 
labour and capital rather than being transmitted, 
through lower prices for manufactured goods, to 
the periphery, as predicted by the classical theory 
of foreign trade. In contrast, increases in produc­
tivity in the exporting enclaves situated in the 
periphery were transferred to the central econo­
mies because of the weakness of trade unions in 
the peripheral countries.

Other reasons given for this deterioration 
include: Í) the low income elasticity of primary 
products; ii) the widespread substitution of syn­
thetics for commodities; iii) the reduction in the 
amount of primary commodity inputs per pro­

duct unit brought about by technological change; 
and iv) the protectionist policies adopted by the 
central economies (Prebisch, 1950 and 1951).

According to this approach, the disparity in 
income between the centre and the periphery 
could be corrected through industrialization, 
which could enhance the efficiency of production 
and facilitate, access to technological advances, 
and through proper social legislation, aimed at 
producing a gradual increase in real wages that 
would be commensurate with increases in pro­
ductivity (Prebisch, 1950).

b) Arguments in favour of industrialization. 
Industrializaron was regarded as the only valid 
means available to the countries of Latin Amer­
ica of deriving benefit from the advantages of 
technological progress. It would permit them to 
achieve a more dynamic and autonomous type of 
development that would be less vulnerable to 
external influences, to absorb an increasing 
amount of manpower, raise productivity and 
gradually improve the standard of living of the 
masses (Prebisch, 1950).

This argument against the traditional theory 
of foreign trade and in favour of industrializa­
tion had clear implications for the macroeco­
nomic balance, since it posited that the chief 
limitation to growth was the scarcity of foreign 
exchange rather than insufficient domestic sav­
ings. On the other hand, the characteristics of 
the external sector were seen as invalidating the 
option of reallocating resources to the export 
sector, since it had been demonstrated that static 
comparative advantages led to a specialization in 
primary commodities, and this did not guarantee 
the dynamic efficiency advocated by Prebisch. 
Trade policy should thus seek to effect a perman­
ent restructuring of relative domestic prices in 
favour of the industrial sector rather than con­
fining its efforts to the achievement of a tempor­
ary equilibrium in the balance of payments 
(Fishlow, 1985).

In order to promote industrialization, a suit­
able policy of protection — an instrument that 
has played a fundamental role in all contempor­
ary cases of industrialization— was considered 
essential.

"There are two principles, the frank recogni­
tion of which would exert a substantial influence 
on the policy of the Latin American countries as 
regards their trade relations both with indus-
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trialized countries and with each other. Firstly, 
in differing degrees according to individual 
countries, industrialization is an inevitable fea­
ture of economic development. Secondly, a reas­
onable measure of protection is generally 
indispensable for industrialization” (Prebisch, 
1954).

However, it was not a question of promoting 
just any kind of protection. Attention was drawn 
to the fact that it was necessary to make a choice: 
"There are two types of protection in developing 
countries. Firstly a type of protection exists 
which encourages the structural changes 
required by economic development without 
provoking a reduction in imports below the 
volume corresponding to the capacity for exter­
nal payment and without either reducing world 
trade or weakening its rate of growth. Secondly, 
there is the type of protection which exceeds 
these limits and adversely affects world trade” 
(Prebisch, 1954).

Great importance was, then, clearly attached 
to a programmed selectivity in import substitu­
tion, especially with a view to dealing with the 
economic cycle from a strategic perspective. 
Prebisch had shown that within the region 
increases in the inflow of foreign-exchange in 
the form of export earnings did not lead to an 
expansion of reserves, but rather to a rapid rise 
in imports. On the other hand, when foreign 
sales declined, the Latin American countries usu­
ally found themselves faced with an asymmetri­
cal structure of consumption, since consumers, 
who had become accustomed to a large supply of 
imports, had difficulty in adjusting to the 
reduced availability of foreign exchange. This led 
to an improvised effort at import substitution, 
which was undertaken only after the corres­
ponding balance-of-payments crisis had already 
begun.

"Above all, it is essential to adopt substitu­
tion measures in advance without waiting until 
external disequilibrium imposes them, as an 
unavoidable necessity. It is precisely in the 
ascending phase, when savings are mounting 
and there are greater resources for importing 
capital goods, that special emphasis should be 
laid on substitution policy” (Prebisch, 1963).

In so far as the import substitution effort 
tended to be indiscriminate, the result was the 
emergence of a new type of vulnerability on the

part of these Latin American countries in their 
relationships with the rest of the world.

It remains a paradox that industrialization, 
instead of helping greatly to soften the internal 
impact of external fluctuations, is bringing us to 
a new and unknown type of external vulnerabil­
ity... it is essential to formulate a substitution 
policy whereby the requirements of economic 
feasibility [the term today would be efficiency] 
and the aim of endowing the economy with the 
strongest possible structural resistance to exter­
nal fluctuations are combined.

Reasons of economic feasibility should 
induce us again to create a situation in which it 
would be possible to import a wide range of 
finished consumer goods for which substitution 
production would be less economic than that of 
other goods whose manufacture would enable 
the reducible margin of imports to be restored in 
whole or in part, an essential condition of anti- 
cyclic flexibility” (Prebisch, 1963).

c) Planning as a development imperative. 
ECLAC’s analysis indicated that the spontaneous 
interplay of market forces sharpened the contra­
dictions of industrialization in the periphery: a 
structural tendency towards external disequili­
brium, structural unemployment, and intersec­
toral productive imbalances (Rodriguez, 1980). 
Industrialization therefore had to be given a 
direction, that is to say, it had to be programmed. 
The development process was seen as being a 
result of policy rather than as a spontaneous 
creation of the market. The State should direct 
the accumulation of capital and infrastructural 
developments and should at least supervise 
major industrial projects. It was considered 
necessary for public enterprises to engage in 
those activities that were beyond the scope of the 
private sector and for the activities of the latter 
to be regulated by the State (Fishlow, 1985). 
Thus, for example, it was asserted that sectoral 
plans needed to be formulated in order to deal 
with the bottlenecks affecting the economy 
(energy, transport, basic industries), to promote 
specific industries, and to strengthen the links 
between agriculture and industry. This, in turn, 
called for the design of investment plans, which 
would require financing and which would have 
both real and financial repercussions on the 
economy as a whole (Prebisch, 1952). In other 
words, the rationalization of government action
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and the indispensable link between short- and 
medium-term policies required that develop­
ment be programmed, particularly in areas such 
as capital accumulation, external trade and the 
correction of the excessive social and geographic 
disparities (Prebisch, 1971).

In another study, Prebisch introduced three 
new considerations into the debate concerning 
the scope of economic intervention by the State. 
He contended that such intervention was essen­
tial in order to lessen the vulnerability of the 
domestic economy to excessively sharp external 
fluctuations and suggested that the most 
appropriate form of intervention would consist 
of strengthening and diversifying the domestic 
production structure, in accordance with criteria 
of productive efficiency. By the same token, he 
argued that government intervention in the 
banking sector was necessary in order to increase 
the supply of medium- and long-term credit and 
of development loans; all of this, far from being 
detrimental to private activity, would serve as an 
effective complement to private business activi­
ties and as a mechanism for their promotion. 
Lastly, Prebisch maintained that a forward- 
looking economic development policy required 
that the State should play a sustained and far- 
reaching role in the sphere of technology 
(Prebisch, 1954).

d) The functionality of external financing 
and of direct foreign investment. Given the need 
for foreign exchange and the inadequacy of 
domestic savings, external financing was 
regarded as a necessary element of the indus­
trialization strategy advocated by ECLAC. How­
ever, such inflows were of interest only in so far 
as the net contribution they made, i.e., contribu­
tions in respect of costs, terms and remittances 
of profits and interest which would actually help 
to expand the import capacity of the peripheral 
economies. In any event, recourse to external 
financing was considered to be an essentially 
transitory expedient, since it was postulated that 
in the medium term the national character of 
development should be reflected in a substantial 
component of domestic financing.

e) Regional integration. The idea of integra­
tion played a key role in the analyses formulated 
by ECLAC. In view of the small size of domestic 
markets and the need to use technologies requir­
ing large production scales, regional integration

was seen as offering the economies of the region 
an opportunity for industrial specialization, 
which would allow them to reduce their under­
utilization of capital and the inefficiency of the 
production process. In addition, it would facili­
tate the diversification of exports and would 
promote a learning process in preparation for a 
subsequent effort to penetrate the markets of 
other parts of the world.

This concern was present early on, as may be 
seen in a classic study by Prebisch: "The present 
division of markets, with its consequent ineffi­
ciency, constitutes another limitation of indus­
trial growth, in this case one which could be 
overcome by the combined efforts of countries 
which, by reason of their geographical position 
and economic features, would be able to under­
take it to their general advantage” (Prebisch, 
1950).

Five years later it was observed that the form 
of industrialization being promoted by the 
governments was neglecting this key area, and 
renewed emphasis was placed on the need for 
integration: "Industrialization is developing in 
'water-tight’ compartments of national econo­
mies, and trade in industrial products between 
Latin American countries is very rare. While 
industrialization merely covered those goods for 
which the national market permitted enter­
prises of sufficient size to be established, this 
industrial isolation was no cause for serious con­
cern. But when, to meet the needs of develop­
ment, industrialization is extended to goods 
which can only be economically produced by 
mass production methods which exceed the 
demand of the domestic market, it is imperative 
to organize reciprocal trade between the Latin 
American countries” (Prebisch, 1954).

Three years later these efforts yielded par­
tially satisfactory results. During the seventh 
session of ECLAC (La Paz, May 1957), the 
governments of the region requested that this 
body collaborate in the formation of a regional 
market. Accordingly, ECLAC convened a com­
mission composed of distinguished Latin Ameri­
cans who drew up the "Bases for the formation 
of the Latin American regional market” (see 
Boletín Económico de América Latina, vol. 3, 
No. 1, March 1958, Santiago, Chile, United 
Nations). This document restated the argu­
ments previously advanced by ECLAC, i.e., the
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need to articulate national industrialization 
efforts on the basis of an integration scheme 
which would permit the countries in question to 
expand their markets and to take greater advan­
tage of the available technological potential.

Since external bottlenecks were seen as con­
stituting a severe restriction on development, a 
forward-looking attempt was made in the early 
1970s to explore three mutually-complementary 
means of giving impetus to the process of indus­
trialization: a regional integration-based import 
substitution programme designed to achieve a 
20%  reduction in the potential external trade 
deficit projected for the 1980s; a manufacturing 
export policy aimed at easing external bottle­
necks by 37% ; and an increase in net external 
financing, which was expected to lower the 
potential trade deficit by 10% (these percen­
tages were calculated on the basis of the poten­
tial trade deficit corresponding to trend 
projections (González, 1972). The idea of inte­
gration was linked to the notion of a transforma­
tion of production which would be in keeping 
with an increase in efficiency and technological 
development and complementary to the export 
of manufactures. The sectors called upon to par­
ticipate in by this programme were the mechani­
cal, basic chemicals, iron and steel, paper and 
pulp, and petroleum and petroleum products 
industries, in other words, those sectors in which 
economies of scale were significant.

This transformation of production would 
have to go hand in hand with a change in the 
structure of demand. Thus, for example, growth 
in the mechanical industry, which had been 
based on consumer durables up until that time, 
would be reoriented towards the production of 
capital goods with a view to mitigating external 
bottlenecks, making the process of capitalization 
more autonomous and promoting technological 
development (González, 1972).

f) The need for structural changes and an 
integral view of the development process. 
ECLAC’s studies during this period highlighted 
the inadequacy of traditional analyses, which saw 
economic development as a by-product of the 
free market, of the spontaneous operation of the 
socioeconomic system and of the management of 
aggregate demand. In the context of the 
extremely heterogeneous peripheral economies, 
ECLAC’s analyses underscored the need for an

explicit willingness on the part of the govern­
ment to intervene in the economy, in a rational 
and systematic manner through the planning 
process.

However, this did not seem to be enough. 
Development is not merely a question of 
growth; it also involves changes in the produc­
tive, demographic, occupational and distributive 
structures, all of which are more than mere auto­
matic by-products of increases in per capita 
income. Moreover, from its very inception the 
process of industrialization in the region 
laboured under the burdensome legacy of the 
types of specialization and heterogeneity that 
had originated during the period of externally- 
oriented development (Rodríguez, 1980); hence, 
what was required was not just any kind of 
growth, but rather a form of growth which, as 
well as diversifying production and increasing 
the average productivity of labour, would help to 
strengthen the links among productive sectors, 
to extend the region’s export activities to include 
products other than commodities and to reduce 
the technological gap. The existence of a signifi­
cant degree of structural heterogeneity in the 
region augmented the importance of these 
objectives. Indeed, it was observed that the mod­
ern sector’s capacity for dissemination, rather 
than homogenizing the production structure, 
heightened its heterogeneity and produced a 
"three-way concentration” of the benefits of 
technological progress: at the social level, at the 
level of the economic stratas and at the regional 
level (Pinto, 1973).

An important conclusion was drawn from 
this fact: the generic formulation of require­
ments for development (an increase in the 
investment coefficient, improvements in the 
system of taxation, the streamlining of financial 
mechanisms, etc.) did not suffice, because the 
logic of the model led to an increasing degree of 
heterogeneity. An alternative was required 
whose central elements would be based on the 
advancement and dissemination of technological 
progress, the expansion of the domestic market, 
the homogenization of the production system 
and the attainment of a greater degree of auto­
nomy and self-sufficiency in respect of the 
dynamics of growth (Pinto, 1973).

The above considerations once again raised 
the issue of structural reforms, and particularly
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agrarian reform, inasmuch as the coexistence of 
latifundios and minifundios, as well as various 
insecure forms of landholding, resulted in a lack 
of flexibility in agricultural supply and in an 
oversupply of labour (Rodríguez, 1980). 
Another no less important task was fiscal 
reform, particularly as regards the revision of 
the taxation system so as to make it more pro­
gressive and more dependent on income taxes.

The need for these structural transforma­
tions constituted an additional argument against 
an exclusive reliance on the pricing system as the 
main tool of development. Indeed, the concen­
trated ownership of land, technological back­
wardness and the fact that labour was tied to the 
land for non-economic reasons and was there­
fore artificially cheap diminished the effective­
ness of relative prices as an instrument for 
determining the allocation of resources (Fish- 
low, 1985). Merely increasing the relative prices 
of agricultural products would guarantee neither 
an expansion of the supply of foodstuffs nor a 
greater demand for industrial goods, much less 
the modernization of the sector, as long as the 
agricultural sector continued to be technologi­
cally backward and to be concentrated in the 
hands of a few.

These redistribution initiatives — which 
sought to alter the distribution of assets (land) 
and of income flows (taxes, fiscal expenditure, 
income policies)— soon ran up against the rigid­
ity of the distributive structures concerned, 
which in turn reflected the power structures 
existing in the societies of the region. This 
meant that an additional step had to be taken: 
development had to be viewed as an integral 
process encompassing economic elements, the 
political and social structure and institutional 
determinants.

g) Emphasis on the social dimension o f  
development. From the very start ECLAC was 
concerned about the structural heterogeneity of 
the region’s economies, its tendency towards 
structural unemployment and its failure to adapt 
incoming technologies, inasmuch as these fac­
tors accounted for the fact that vast sectors of the 
population were unemployed or underemployed 
and for the low levels of capital and of productiv­
ity (Prebisch, 1950). These factors were at the 
very root of rural and urban poverty, of migra­
tion phenomena and, indeed, of the processes of

fragmentary modernization and limited social 
participation characteristic of ISI.

In the light of these circumstances a number 
of pioneering studies were undertaken on the 
distribution of income and poverty, at the same 
time as diagnostic studies were being prepared 
on social deficits in areas such as housing, health 
and education. Subsequently, these studies were 
complemented by ILPES studies on social poli­
cies and by research on employment carried out 
by PREALC.

The approach taken by ECLAC was aimed at 
modifying the position of the regional econo­
mies in the international division of labour and 
advocated a type of industrialization which 
would be based mainly on the expansion of the 
domestic market with a view to providing sub­
stitues for imports or meeting new demands as 
they arose with locally-produced goods and ser­
vices. This process relied on the action of the 
State as a major executing agent which would 
co-ordinate its efforts with the private sector and 
it underscored the importance of the public sec­
tor in matters related to finance, investment, 
infrastructure and technological development.

The rationale of this type of industrializa­
tion lay in planning, which was assigned an 
important role in directing the process of invest­
ment and financing so as to overcome the bottle­
necks hindering the achievement of a more 
sustained form of development.1

This kind of industrialization was aimed at 
promoting a more autonomous sort of develop­
ment within whose framework domestic agents 
should assume an increasingly greater role in the 
provision of financing. This in turn, created a 
need for major reforms in the financial and taxa­
tion systems. By the same token, a number of 
structural transformations in the landholding 
and educational systems would have to be made 
and new policies on foreign investment would 
have to be formulated in order to safeguard 
national interests.

lAn assessment of planning in the region falls outside the 
scope of this article. It should be noted, however, that this inclina­
tion towards large projects and the "real” sector of the economy led 
to an underestimation of the financial impacts of government 
action. This had the effect of gradually relegating planning to a 
position of secondary importance, in which it became characterized 
by rigidity and formalism, since its limited links to short-term 
policies prevented it from responding in a timely manner to 
economic problems as they arose.
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Added to this was the realization that, des­
pite the high rates of growth being registered, 
the economic system was incapable of reducing 
the scale of marginality and social exclusion. In 
the light of this fact, the concern felt about the 
social development effects of industrialization 
gave rise to a complex analysis of social actors, 
alliances and hegemonies and of the political 
viability of proposals under consideration.

This area may constitute the weak link in the 
proposals put forward by ECLAC. Although 
these proposals took into account the sociopolit­
ical complexity of the tasks of development, they 
tended to place great emphasis on one agent 
— the State— and to assume that this agent was 
endowed with the capacity to distance itself from 
the sociopolitical environment which had pro­
duced it and to modify this environment to suit 
the industrialization programme. An indepth 
consideration of the role of the State as an eco­
nomic agent and as an arena for social and politi­
cal conflicts was conspicuously absent from these 
industrialization proposals. While they did 
indeed characterize the State as a leading agent 
of development, and as a vehicle for the technical 
rationality manifested in planning, as well as 
attributing to it a scope of action greater than 
that suggested by Keynesianism (since the State 
would be called upon to undertake structural 
reforms), they failed to include a rigorous exami­
nation of the possibilities and limitations of the 
Latin American State in carrying out these tasks 
(Gurrieri, 1987).

This sociological tendency may, to some 
extent, be accounted for by the fact that ECLAC’s 
thinking was historically conditioned by the con­
crete processes of industrialization and develop­
ment examined by its analysts. In this 
connection, the experiences of Brazil, Mexico 
and Chile, in particular during the 1940s and 
1950s, provided examples of active States which 
were supported by relatively broad social allian­
ces and which had to their credit an encouraging 
record as regards good industrial showings and 
the promotion of new economic activities. 
Where these proposals erred was probably in 
their linear extrapolation of this trend in time 
and in space, as if it were necessarily permanent,

’ and in their failure to take account of the expe­
rience of other Latin American societies.

Thus the characteristics of the production 
structure, of the technological profile and of the 
resulting demand structure combined to create a 
concentrative pattern of distribution and, in the 
case of the more dynamic economies, an exces­
sively diversified pattern of consumption in rela­
tion to average national income.

Moreover, the location of industry, the type 
of demand which manufacturing activity sought 
to satisfy and the nature of its intersectoral rela­
tions with agriculture led to an excessive urban 
growth, to an overexpansion of services — most 
of them of low productivity— and to continuous 
rural-urban migration which increased unem­
ployment and urban marginality. The persist­
ence of large landholding structures and the 
economic and sociopolitical exclusion of the pea­
santry constituted the framework for this pro­
cess, whose net result was to curb the supply of 
agricultural commodities. At a later stage, when 
ISI moved on to more complex phases involving 
the substitution of intermediate and capital 
goods, which required the use of more resources, 
this discouragement of the production of food­
stuffs was aggravated by policies designed to 
hold down agricultural prices with a view to 
safeguarding the purchasing power of urban 
wages, which was threatened by the limited 
effectiveness of ISI in the area of job creation.

In short, although the ISI model successfully 
promoted the expansion and modernization of 
the production structure, with marked effects on 
employment and income, this growth — more 
than 5% per annum over three decades— was 
not manifested in any significant reduction in 
poverty. This provided categorical proof that 
while growth was essential to overcoming the 
bane of poverty, it alone was not enough, since 
the nature and content of this process and the 
effectiveness and scope of social policies were 
also determinants.

Thus, despite its considerable contribution 
to growth, by the end of the 1950s the ISI model 
had been shown to have serious shortcomings in 
respect of the balance of payments and techno­
logical dynamism, as well as a marked inability to 
resolve the problems of employment and pov­
erty in Latin America.

"Import substitution policy, while reflecting 
an inevitable structural change, has been carried 
out with very serious flaws. Very often consider­
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ations of economic feasibility have not been 
given their due, and it was not until recently that 
an attempt was made to break the confining 
bonds of national markets by means of the grad­
ual economic integration of our countries. First 
and foremost, this policy has been applied in a 
discriminatory way, without promoting a corres­
ponding expansion in exports, and thus it has 
been carried farther than it might have been 
under other circumstances.”

The cost of substitution has thus been exag­
gerated to the detriment of mass consumption, 
particularly when the increase in productivity 
has been small in the rest of the economy. (Pre­
bisch, 1961).

Consequently, the results of this model were 
unsatisfactory. This form of "industrial develop­
ment is taking place in watertight compart­
ments, under the strong protection of high tariff 
barriers and of restrictions and prohibitions that 
eliminate external competition and hamper the 
assimilation of technological progress and the 
efficient use of the factors of production... Indus­
trialization on these lines is inefficient and costly 
for the all-too-well-known reasons: markets are 
small and the spur of competition is lacking. The 
process bears within itself the seeds of its own 
loss of dynamism, since industrial development 
takes place within a closed circuit of costs and 
prices which, because it has no contact with the 
world market, discourages exports of manufac­
tures; and these are really essential, for industry 
needs to stretch outward in order to develop 
inward in depth” (Prebisch, 1971, pp. 193-194).

2. IS!, structuralism and 
economic policy

In taking stock of the situation, it becomes rela­
tively clear that economic policy was one of the 
areas that was neglected by the structuralist for­
mulation. Its emphasis on the structural charac­
teristics of socioeconomic phenomena led to a 
kind of unconcern for short-term instruments of 
economic policy. One of the failings of structu­
ralism has probably laid in its extrapolation, 
without deeper analysis of the characteristics of 
development processes in the Southern Cone to 
the rest of Latin America. Valuable instruments 
of analysis thus lost their relevance through 
their somewhat mechanical application to other

contexts, inasmuch as one of the principal char­
acteristics of the region is the great heteroge­
neity of the various national experiences. For 
example, the debate on inflation and growth 
might have taken on other dimensions if devel­
opments in Central America had been followed 
more closely. The integration process in this 
zone represented a significant source of dyna­
mism for industrial exports, and the average 
growth rate during the period 1950-1980 of 
more than 5 % per annum was accompanied by a 
marked degree of financial, fiscal and price sta­
bility, even though all this was achieved at the 
cost of a pattern of development that was more 
exclusionary than that of South America.

i) In the case of inflation , the structuralist 
position was at first ambiguous. Inflation was at 
times considered to be a more or less unavoida­
ble by-product of growth; at other times, it was 
viewed as the result of economic stagnation and 
of structural pressures on price levels. At all 
times, at any rate, a major component of distrib­
utive conflict was attributed to it. Highlighting, 
in many cases accurately, the structural environ­
ment of the inflationary process — basic infla­
tionary pressures, circumstantial and cumulative 
pressures, and propagation mechanisms), a 
noted exponent of the structuralist school stated 
that: "The underlying sources of inflation in the 
less developed countries lie in the basic problems 
of economic development and in the structural 
characteristics of the production system of these 
countries" (Sunkel, 1958).

While this assertion in itself cannot be 
faulted, there is also such a thing as an error of 
omission, and in this case it should be recognized 
that the structuralist paradigm underestimated 
the potential of monetary, fiscal and exchange 
rate policies to combat inflation (Fishlow, 1985 ). 
Similarly, the question of stabilization was virtu­
ally absent from the initial agenda of structural­
ism. It was believed that domestic stability would 
be achieved through development, in other 
words, by overcoming the rigidities of the agri­
cultural structure, the taxation system, etc. 
External stability, for its part, was seen as being 
attainable only through a form of industrializa­
tion which would overcome external bottle­
necks. Concerns about stabilization and the 
transmission of external shocks were thus char­
acterized by a short-term focus whenever these
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matters bore no direct and immediate connec­
tion to structural constraints.

This in some way helped to create an official 
— academic and political— tolerance of inflation 
and fiscal deficits. The Latin American —or 
South American, to be more exact— structuralist 
mentality was reflected in a lack of concern about 
inflation which disappeared only in situations 
where the rate of inflation surged far beyond the 
usual levels of the period. At such times, the 
response that came most readily to mind was to 
curb prices through an active policy of adminis­
trative price controls (Fishlow, 1985).

ii) As regards protection policies, the objec­
tive of bringing about a permanent change in 
relative domestic prices in favour of industry led 
to the widespread introduction of high and dif­
ferentiated tariffs, which, moreover, were then 
maintained or, in some cases, gradually raised. 
This led in turn to greater inefficiency, since 
industry was guaranteed a profit, while at the 
same time protection for agriculture and incen­
tives for exports were eliminated. In addition, it 
led to the proliferation of various controls on 
foreign trade and on the foreign exchange 
market as a result of the inability of tariff and 
para-tariff mechanisms to balance the countries’ 
external accounts. Finally, it also made it neces­
sary to maintain the real exchange rate at an 
artificially low level as a result of the administra­
tive contraction of imports and, in other cases, of 
the fiscal authorities’ need to absorb a portion of 
the exporters’ surplus which was difficult to 
secure through ordinary tax mechanisms (as in 
the case of foreign-owned property of export 
enclaves and in that of agro-exporting 
oligarchies).

The emergence of the concept of "effective 
protection” has brought out other dimensions of 
the protection policy associated with ISI. This 
concept demonstrates that an economy cannot 
protect all of its sectors, since when economic 
policy favours one of them, it necessarily dis­
criminates against the rest. It also shows how 
import restrictions end up by limiting exports 
and how, a very moderate structure of nominal 
tariffs can lead to a system of excessive and 
economically unjustified net incentives (Corbo,
1985).

Actually, protection should be measured in 
terms of its impact on the value added, since the

relevant concept of protection does not refer to 
the nominal tariff protecting a final product, but 
rather to that resulting from a comparison of 
this nominal rate with the weighted rate apply­
ing to the inputs used in the good’s production 
(Corden, 1971). As long as there are high tariffs, 
and differentiated tariffs, an entrepreneur will 
naturally seek to maximize the difference 
between the protection of the good he produces 
and the protection of the inputs which he must 
purchase. ISI when it is chiefly based on tariff 
protection, will therefore tend towards a highly 
differentiated tariff structure as a result of the 
pressures exerted by businesses in an effort to 
improve their relative profitability. The "invest­
ment” made in bringing pressure to bear on the 
public sector thus ensures comfortable profits 
for such businesses while allowing them to avoid 
undertaking a more complicated process of tech­
nological innovation, cost reduction, penetration 
of external markets, etc.

The fact that government involvement in 
the administration of such protection was not 
based on economic criteria tended to create 
an opportunity for discretionary actions 
—exemptions, concessions, tariff surcharges, 
etc.— which were clearly linked to the manoeuv­
ring skill and relative powerfulness of the social 
actors involved. Such pressures could hardly be 
expected to come from the poorer and less 
organized sectors; as a result, this system of 
resource allocation ultimately had an indirect 
regressive impact on the degree of equity exist­
ing in the societies concerned.

Since, protection also increased the price of 
imported goods, it entailed a relative improve­
ment in respect of the factor that was most 
intensively used in their production (capital), in 
conformity with the Stolper-Samuelson theory. 
The choice of technology was also biased in 
favour of those that served to help meet the 
demand of high- and medium-income groups,
i.e., in favour of a prematurely diversified con­
sumption pattern involving an excessive pro­
portion of luxury items when measured against 
the average income of the economies of the 
region.

Prebisch’s concern with the question of pro­
ductive efficiency and his criticism of the charac­
teristics of the type of protection utilized in the 
region are recurrent themes in his writings and
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must therefore be included in any thorough 
review of this period of history,

"The criterion by which the choice [of which 
imports to provide substitutes for] was deter­
mined was based not on considerations of eco­
nomic expediency, but on immediate feasibility, 
whatever the cost of production.

"The tendency has been for prohibitions and 
restrictions to take the form of customs tariffs. 
This is a step in the right direction. However, 
these tariffs have been carried to such a pitch 
that they are undoubtedly —on an average— the 
highest in the world. It is not uncommon to find 
tariff duties of over 500 per cent.

"As is well known, the proliferation of 
industries of every kind in a closed market has 
deprived the Latin American countries of the 
advantages of specialization and economies of 
scale, and, owing to the protection afforded by 
excessive tariff duties and restrictions, a healthy 
form of internal competition has failed to 
develop, to the detriment of efficient produc­
tion” (Prebisch, 1965).

Nor did Prebisch fail to see the macroeco­
nomic link between such excessive protection 
and disincentives to exports:

"The closed industrialization fostered by 
excessive protectionism, as well as the unduly 
high customs tariffs applied to some staple agri­
cultural commodities, have created a cost struc­
ture which makes it extremely difficult for Latin 
America to export manufactured goods to the 
rest of the world” (Prebisch, 1963).

This gave rise to his proposal for trade 
liberalization based on the expansion of non- 
traditional exports:

"The customs tariffs in force for the rest of 
the world must gradually be lowered, both in the 
light of economic expediency and to ensure that 
industry is constantly encouraged by external 
competition to narrow the gap in productivity 
vis-a-vis the major centres” (Prebisch, 1963).

In this proposal Prebisch suggested that the 
reduction of customs tariffs should be gradual 
and should be in keeping with the expected 
increase in exports. In order to modify the cost 
and price structure affecting exports, he pro­
posed a devaluation proportional to the reduc­
tion in customs tariffs, together with a special 
tax to prevent excessive profits from being 
earned on traditional exports. This tax, would

also compensate for the shortfall in fiscal 
revenue caused by the reduction in customs 
tariffs (Prebisch, 1963).

iii) Macroeconomic balance. The ISI model 
tended to produce a progressive imbalance in 
external transactions, thereby giving rise to a 
pattern of growth that entailed a high risk of 
inflation. The undervaluation of the exchange 
rate reduced the medium-term exportable 
supply, the supply of foodstuffs and the availa­
bility of foreign exchange, the latter being a 
crucial element in determining the possibilities 
for an expansion of industrial investment.

Discrimination against agriculture eroded 
the surplus available for transfer to industry. To 
the extent that this surplus decreased, the State 
had to provide proportionately greater subsidies 
for industrial investments in the form of ad hoc 
subsidies and various tax exemptions (Fishlow,
1985) due to the higher relative cost of urban 
labour. The use of these policy instruments, in 
addition to severely affecting the transparency of 
resource allocation, placed constraints on fiscal 
resources because it reduced the possible sources 
of revenue and increased the pressures for 
expenditures.

A great deal has been written about the 
crowding out of fiscal policy on private invest­
ment, i.e., about the impact on the credit market 
of the Treasury’s need to engage in domestic 
borrowing in order to finance its current imbal­
ances, which pushes up the interest rate and 
ultimately acts as a disincentive to private 
investment. It would be useful, however, to look 
further into the economic history of ISI with a 
view to considering the other side of the coin: 
the sum total of the pressures brought to bear by 
entrepreneurs on the public budget with the 
object of reducing their share of taxes and 
increasing their share in public expenditures.

Because the dynamic insufficiency of the 
growth process made it difficult to provide pro­
ductive work for the entire urban labour force, in 
various countries the public sector became the 
employer of last resort, particularly for interme­
diate sectors and professional groups, in the 
interests of the sociopolitical stability of the 
model.

The chronic fiscal deficit associated with ISI 
may therefore be attributed not only to a poor 
handling of economic policy, but also to the type
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of political and social alliances underlying it and 
to the role which these alliances assigned to the 
State in their plans for accumulation.

The monetization of the fiscal deficit pro­
duced demand-pull inflation, which made it 
necessary to increase the "inflation tax" in order 
to finance the public sector and to sustain invest­
ment rates. The resulting inflation eroded real 
wages and created a need, depending on the 
political context, for periodic wage readjust­
ments, which fueled inflation further by intro­
ducing a cost-push dimension. The effects of 
inflation on the countries’ external accounts led 
to sudden and unavoidable devaluations, produc­
ing in turn further cost-push inflation which did 
not respond to attempts to reduce it by means of 
sharp contractions in demand (Fishlow, 1985).

The short-term macroeconomic conditions 
thus provided a strong stimulus for the creation 
of a rent-seeking environment. A context of 
high inflation and substantial fluctuations in rel­
ative prices sends out signals which lead the 
business sector to specialize in obtaining timely 
information that will enable entrepreneurs to 
anticipate such changes. In this manner, rational 
individual behaviour — the reduction of 
uncertainty— was transformed into a perverse 
social and macroeconomic behaviour pattern. 
Entrepreneurial agents devoted much of their 
efforts, creativity and resources to forecasting 
economic policy "shocks" and to gearing their 
asset portfolios to the expected changes. The 
authorities’ manoeuvering room in applying the 
inflation tax was progressively reduced by the 
rapid adjustment of expectations, thus pushing 
inflation up still further. Since the different eco­
nomic agents' capacity to defend themselves 
against the inflation tax varied, this speculative 
factor also contributed to the regressive trend in 
the pattern of income distribution.

In short, ISI failed to ensure the stability of 
short-term macroeconomic conditions, thus 
indirectly discouraging efforts to achieve pro­
ductive efficiency, technological innovation and 
long-term investment.

iv) Structuralism and "real economic poli­
cies”, According to the unrelenting neoliberal 
rethoric, the anti-export bias is the direct result 
of ECLAC studies. However, to the surprise of 
many, nothing that directly backs this assertion 
up is to be found in the principal studies of

ECLAC. Indeed, Prebisch consistently expressed 
a clear concern in this regard: "The more active 
Latin Americas foreign trade, the greater the 
possibility of increasing productivity by means 
of intensive capital formation. The solution does 
not lie in growth at the expense of foreign trade, 
but in knowing how to extract, from continually 
growing foreign trade, the elements that will 
promote economic development” (Prebisch, 
1950, p. 2).

The arguments advanced in subsequent 
ECLAC studies followed the same lines, noting 
that the specific modality of ISI that was applied 
displayed weaknesses in: i) the autarkic charac­
ter of industrial production; Ü) the absence of 
selectivity and, consequently, the absence of eco­
nomic considerations in the criteria for protec­
tion and, iii) the inability to correct external 
vulnerability, which in practice had led to a situa­
tion that discriminated against exports (ECLAC, 
1977). The failure to attach sufficient impor­
tance to gaining access to external markets pre­
cluded the exploitation of economies of scale and 
made it difficult to achieve more efficient spe­
cialization. This excessive and indiscriminate 
protection of domestic industry took place, 
moreover, in a context of uncompetitive indus­
trial sectors, so that it may be said that this policy 
also favoured the development of national 
monopolies and oligopolies, as well as of 
branches of transnational corporations (ECLAC, 
1977).

In view of the difficulties encountered by the 
ISI strategy in the 1960s, ECLAC emphasized the 
importance of a policy of promoting exports of 
manufactures in order to improve the trade bal­
ance and give greater impetus to industrial 
development. In this regard, three aspects were 
highlighted: i) the possibility of exporting 
manufactures depends not only on the sectors 
that are directly involved, but also on the effi­
ciency of the economy as a whole, ii) a large and 
dynamic domestic market constitutes an excel­
lent basis of support for export activities, and 
iii) there is some degree of inter-temporal com­
plementarity between an effective import sub­
stitution policy and a policy of exporting 
manufactures (González, 1972).

According to another widely-heard neolib­
eral criticism of ISI, the latter had become biased 
against agriculture, as reflected in the continuing
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decline in the latter sector’s terms of trade with 
industry and in the low or negative effective 
protection levels granted to agricultural pro­
ducts. However, this incorrect sectoral articula­
tion — which, did indeed arise from the 
industrialization process and which is one of the 
chief characteristics of Latin American 
development— cannot, in all honesty, be blamed 
on ECLAC.

"The industrialization of Latin America is 
not incompatible with the efficient development 
of primary production. On the contrary, the 
availability of the best capital equipment and the 
prompt adoption of new techniques are essential 
if the development of industry is to fulfil the 
social objective of raising the standard of living. 
The same is true of the mechanization of agricul­
ture. Primary products must be exported to 
allow for the importation of the considerable 
quantity of capital goods needed” (Prebisch, 
1950, p. 2).

A general criticism levelled by neoliberalism 
against ISI concerns the inefficiency to which it is 
alleged to give rise in the allocation of resources 
among the sectors that produce internationally 
tradeable goods — exportable and importable— 
and between these tradeable products and non- 
tradeable goods. The imposition of a protective 
tariff leads to higher costs of consumption and 
production, since it causes domestic oversupply 
at costs that exceed the international price. This 
over-production of importable goods reduces the 
resources available for the other sectors, causing 
a contraction in the production of exportables 
and non-tradeable goods. The tariff leads to a 
lower level of consumption of importable goods, 
which are then produced domestically at a higher 
cost, and to a greater consumption of exportable 
goods, with a price spread higher than it would 
have been at international prices (Corbo, 1985). 
On the other hand, the small size of the domestic 
markets, in terms of the technologies and scales 
of production adopted, led to an underutilization 
of the installed capacity and of labour, making it 
even more difficult to achieve greater industrial 
competitiveness.

At the risk of being repetitive, but in the 
interest of an objective debate, it must be 
emphasized that this concern was consistently 
reflected in the writings which gave rise to the 
concept of Latin American structuralism.

"In order to achieve this, the purpose of 
industrialization must be clearly defined. If 
industrialization is considered to be the means of 
attaining an autarkic ideal in which economic 
considerations are of secondary importance, any 
industry that can produce substitutes for imports 
is justifiable. If, however, the aim is to increase 
the measurable well-being of the masses, the 
limits beyond which more intensive industriali­
zation might mean a decrease in productivity 
must be borne in mind” (Prebisch, 1950, p. 3).

And what are these limits? A reading of the 
above essay by Prebisch suggests the following:
i) The efficient allocation of capital;

ii) Attention to the optimum size of industrial 
enterprises;

iii) Dynamic efficiency (increase in socially 
measurable productivity): "It would be a 
matter of discovering whether the increase 
in industrial production brought about by 
the factors diverted from primary produc­
tion was or was not greater than the amount 
of goods formerly obtained in exchange for 
the exports. Only if it were greater, could it 
be said that there was an increase in produc­
tivity, from the standpoint of the commun­
ity; if it were not, there would be a loss of real 
income." (Prebisch, 1950, p. 17).
A summary diagnostic study undertaken 

from the structuralist point of view might point 
out that although the region attained compara­
tively high rates of growth, this neither reduced 
the countries’ vulnerability to external influen­
ces nor contributed to job creation and social 
participation to the degree expected. The dyna­
mism of industrial growth was insufficient to 
establish an autonomous mechanism for capital 
accumulation, with the result that the leading 
role in industrialization, which was initially 
played by the public sector, was gradually trans­
ferred to foreign capital, particularly in the more 
dynamic economies. This was reflected in an 
increase in the external debt and in a gradual 
denationalization of the growth sectors.

Furthermore, the inefficiency in the adop­
tion of alternative technologies caused the capi­
tal goods sector to fall behind, thus accentuating 
the considerable technological backwardness of 
the region’s economies. As a result of costly 
protection policies which were not governed by 
criteria of selectivity — i.e., which were not
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directed towards fostering a learning process 
and which did not provide for a gradual lowering 
of protective barriers— industrial activity 
tended to operate very inefficiently in both eco­
nomic and technological terms. This was 
reflected in the diminished international compe­
titiveness of manufactures, which exacerbated 
the existing external bottlenecks since the pres­
sure on foreign exchange was heightened by the 
need to import inputs and capital goods. The 
Latin American industrial sector ended up being 
a source of demand, in net terms, for foreign 
exchange, due to its persistent trade deficit, 
which constituted the structural dimension of 
the external imbalance of the region. And since 
the bulk of the machinery and equipment in 
which the countries were investing was 
imported, the growth of the industrial sector 
remained subject to the performance of the 
primary exporting sector — the only domestic 
source of foreign exchange— and, at a later 
stage, to its association with foreign capital or to 
an increase in the external debt.

Thus arose a singular paradox: while the 
primary exporting sector suffered the ill effects 
of the exchange and tariff policies, it nonetheless 
served as the financer of last resort for industrial 
investment. In so far as the export sector 
remained relatively undiversified and continued 
to concentrate on products whose prices were 
highly erratic and which were of declining 
importance in world trade, the dynamism of the 
industrial sector, and consequently of ISI, came to 
depend to a crucial degree on the evolution of the 
value of primary exports. This intensified the 
economies’ vulnerability to external trade 
shocks, inasmuch as the latter had come to be a 
determinant of investment and industrial 
employment, together with public-sector financ­
ing, which was highly dependent on the income 
earned from external trade. In other words, this 
type of industrialization functioned as a multi­
plier of external shocks, transmitting the ups 
and downs of the international economy to 
industry, to the public sector and to closely 
related activities such as construction.

Thus in the ISI model the incipient nature of 
the capital goods producing sector weakened the 
expansionary effect of investment on the domes­
tic market and negatively affected the balance of 
payments. The investment multiplier fell as the 
imported component of investment rose, while,

on the other hand, the instability of export earn­
ings imposed cyclical limits on the expansion of 
the industrial sector (Kalecki, 1953; Tavares,
1981).

The granting of excessive levels of protec­
tion to uncompetitive domestic industry tends to 
guarantee satisfactory profit levels even in cases 
where industry’s utilization of equipment is low 
and its technological innovation is limited. A 
policy of indiscriminate protection thus encour­
ages profit-seeking, instead of promoting inno­
vation, competitiveness and cost reduction. 
Moreover, such over-equipping of industry is 
fostered by policies on relative factor prices 
which subsidize the use of capital (through cus­
toms exemptions, tax deductions on the impor­
tation of capital goods) and act as a disincentive 
to the employment of labour (e.g., the charging 
of the cost of employee benefits as payroll 
expenses. It is therefore possible to argue that 
the major differences between neoliberalism and 
structuralism do not lie in their diagnoses of the 
specific failings of industrialization in Latin 
America. Their differences crop up later on, in 
their overall interpretations of the situation and 
in their policy recommendations.

However, the renovation of the structuralist 
paradigm requires that its analytic and 
economic-policy framework should include an 
identification of the objective flaws of the indus­
trialization process as a basis for the refinement 
of alternative proposals to the "structural adjust­
ment” approach which is the essence of the 
renewed form of neoliberalism. This task lies far 
beyond the scope of the purposes of this article 
and the capacities of the author. Nevertheless, by 
drawing on various studies, a preliminary list of 
such problems may be suggested:
i) An underestimation of short-term economic 

policy management, particularly as regards 
its monetary and financial impacts;

ii) Neglect in the management of public enter­
prises, including an excessive tolerance of 
their financial deficits and of their conver­
sion into semi-autonomous centres of 
power;

iii) Over-confidènce in the virtues of govern­
ment intervention in the economy. The 
mere observation of market inefficiency 
tended to be seen as sufficient grounds for 
government intervention in certain activi­
ties, without any studies being carried out or
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any show of concern for the requirements of 
efficient public management;

iv) Lack of transparency in the allocation of 
resources, as manifested in the proliferation 
of tax exemptions, in ad hoc spending and 
tariff measures, and in cases of huge capital 
gains as a result of the above;

v) The urban-industrial bias of economic pol­
icy. The scheme of latent cause and effect 
implicit in the ISI approach was, in a sense, 
one of industrialization as the vehicle for 
attaining growth and modernization. This 
has perhaps been the chief merit of structu­
ralism: to incorporate into a development 
project the latent aspiration for modernity 
of the majority of Latin Americans. Perhaps, 
however, therein lies its principal weakness 
as well. The industrial bourgeoisie, the mid­
dle classes and the urban proletariat adopted 
the industrialist approach to modernization 
in so far as it served their aim of displacing 
the agrarian oligarchies from power. But 
that was the only part o f the structuralist 
message which they adopted: its advocacy of 
the incorporation of considerations of eco­
nomic efficiency and selectivity in decision­
making and its concern about the 
irrationality of excessive protection, the 
relegation of agriculture and exports to a 
position of secondary importance, the need 
for integration, etc., were shunted to the 
wayside in the quest for industrialization at 
any cost.
The blame for this situation must be shared, 

since the significant changes, in terms of the 
expansion and diversification of production, 
which began to take place in the Latin American 
economies, with the aid of an active and inter­
ventionist State, as part of their more rapid 
processes of urbanization and economic growth 
tempered somewhat the misgivings which the 
structuralist school should have voiced in respect 
of the evolution of the countries’ fiscal, financial 
and monetary imbalances.

The structuralism of ISI thus leaves a statist 
and industrialist legacy which must be revised 
with a view to the elaboration of a theory of 
social change that will be useful today, particu­
larly if we aspire to more economically efficient 
and more socially inclusive models of 
development.

3. The validity and revival o f  the 
proposal fo r  structural change

Twenty years ago an ECLAC document cited the 
following structural factors as basic causes of the 
insufficient dynamism and the social imbalances 
typical of Latin American development (ECLAC, 
1971):

a) Unsatisfactory political and institutional 
conditions, which included the slowness of the 
process of political and social change and a 
resistance to the establishment of new institu­
tional schemes for the promotion of develop­
ment. The progress of agrarian reform 
programmes aptly illustrated these conditions. 
To this must be added the absence of banking, 
financial and tax reforms; the lack of national 
policies on foreign investment, with the conse­
quent weakening and foreign acquisition of 
national enterprises; and, lastly, the obstacles to 
the expansion of intra-regional trade.

b) The limited spread o f  technological p ro­
gress, in so far as the incorporation of technolog­
ical advances constituted a circumscribed and 
limited kind of modernization, with a modern 
sector which was increasingly distancing itself 
from the rest of the economy in terms of produc­
tivity and income. The spontaneous dynamics of 
this process tended to sharpen this differentia­
tion, along with its corollary of a pronounced 
geographic concentration of economic activity.

c) Socially ineffective capital form ation and 
a concentrated distribution o f incom e, whereby 
the high concentration of income in the region 
resulted in to a pattern of consumption by the 
upper economic strata that was excessively 
diversified in comparison with the average 
national income.

The concentration of income also affected 
the structure and sectoral allocation of invest­
ment by favouring consumption by high-income 
groups and depressing the demand for consumer 
goods by low-income sectors. The allocation, 
either directly or indirectly, of resources to the 
satisfaction of the demand of privileged groups 
reduced the amount of funds available for invest­
ment in the traditional industries producing 
goods for mass consumption and in social servi­
ces. Moreover, it also reduced the production or 
importation of intermediate and capital goods 
which would have permitted an increase in pro­
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ductivity in backward sectors and the creation of 
a larger number of productive jobs,

d) The backwardness o f the agricultural sec­
tor, in which institutional, social and economic 
conditions prevailed that constituted a serious 
obstacle to development. These included the sys­
tem of landholding and low crop yields.

e) The weaknesses o f  substitutive industrial­
ization, notwithstanding its contribution to eco­
nomic growth and to modernization. Excessive 
protection, indiscriminate substitution, ineffi­
ciency, high costs, plants of an inappropriate 
size, the waste of capital, low productivity, and 
the absence of specialization were some of the 
more significant shortcomings. It was asserted 
that it would not be easy to remedy these defects 
and that, in order to give fresh impetus to the 
process of industrialization, one possibility 
would be to invigorate domestic markets and to 
broaden industries’ activities to include export­
ing. In order to expand the domestic market, it 
was recommended that redundant labour should 
be incorporated in a productive manner. Empha­
sis was placed on the need for a policy of income 
redistribution and on agrarian reform; in con­
nection with the opening of industry to the out­
side world, it was suggested that integration 
should be promoted and that a more efficient 
and aggressive foreign trade policy should be 
adopted.

f) The harmful ramifications o f chronic 
inflation, which in many cases tended to get out 
of control. With the laudable objective of red­
ressing prior misguided biases, ECLAC expressed 
support for a determined effort to combat infla­
tion, since, in addition to having the unfavoura­
ble effects already mentioned, inflation made it 
difficult to adopt medium-term decisions on 
income and prices, exchange rates, taxes and 
public expenditure, all of which were considered 
vital to any development policy.

"It must not be concluded from this vicious 
circle [of inflation and the structural barriers to 
development] that until certain structural fea­
tures or deficiencies are remedied no steps can be 
taken to curb or control inflationary pressures. 
This is borne out to some extent by the different 
effects inflation has had on economies with very 
similar characteristics” (ECLAC, 1971, p. 11).

g) The lack o f an effective policy on external 
relations. In addition to reviewing the origin of 
external constraints on Latin American develop­

ment, ECLAC underscored the need to promote a 
kind of growth that would be more closely tied in 
with dynamic international trade activities, and 
denounced the defensive and sterile character of 
the region’s links to the traditional centres.

This argument concluded with an assertion 
which, unfortunately, remains fully valid in the 
late 1980s:

"It is obvious from its action in the interna­
tional sphere that Latin America has not been 
strong enough to forestall or influence the adop­
tion of decisions that have proved increasingly 
prejudicial to its interests, and that it has failed 
to act with the rapidity and vision necessary to 
adjust to the changes that have been taking place 
in international trade as a result of the economic 
and technological progress of the industrial cen­
tres” (ECLAC, 1971, p. 12).

The question now is whether ECLAC erred in 
its analysis of the 1960s, or, alternatively 
whether its analysis was correct for that period 
but irrelevant in the 1980s.

It is true that the region has changed consid­
erably over the course of the last 20 years. How­
ever, these changes have tended to deepen the 
region’s problems of structural heterogeneity 
and distributive concentration. Two decades of 
socially non-inclusive growth and of delays in 
implementing structural reforms have not 
enhanced the economic dynamism of the region, 
lessened its external vulnerability or reduced the 
incidence of extreme poverty.

In this regard, ECLAC’s analysis remains 
fully valid in the late 1980s. Moreover, the con­
cern expressed today about the question of struc­
tural adjustment actually constitutes a belated 
tribute to the Latin American structuralist 
school. This school of thought has always 
insisted that, in addition to the management of 
aggregate demand and relative prices, an 
attempt must be made to overcome the structu­
ral obstacles to the development of the region.

An updated structuralist analysis stresses 
three key aspects of the Latin American econ­
omy as of the late 1980s:
i) The existence of a pattern of trade insertion 

which, in view of the trends in international 
trade, leads to a poverty-inducing type of 
specialization;

Ü) The prevalence of a pattern of production 
that is unco-ordinated, vulnerable, highly 
heterogeneous, concentrative in respect of
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technological advances and hence incapable 
of productively absorbing the increase in the 
labour force; and,

iii) The persistence of a highly concentrated and 
exclusionary pattern of income distribution 
which reflects the economic system’s inabil­
ity to bring about a significant reduction in 
extreme poverty.
These three aspects are closely related to 

each other and need to be addressed on an inte­
gral and simultaneous basis. This is what the 
term "structural change” seeks to convey. The 
question is one of creating a production structure 
which will enhance the trade insertion of the 
countries of the region, expand the creation of 
productive jobs, decrease structural heteroge­
neity, and thereby improve income distribution 
and reduce extreme poverty.

In the light of the current challenges facing 
Latin America, structural change in the region 
has a domestic facet and an external facet 
(PREALC, 1987). At the domestic level, the fol­
lowing problems need to be addressed:
i) The insufficient creation of productive jobs;
ii) The decline in real wages and in various 

social benefits;
iii) The decline of the share of wages in national 

income;
iv) The deepening of poverty.

At the external level, structural change must 
be oriented towards overcoming:
i) The structural deterioration of Latin Ameri­

ca’s external trade (its persistent trade 
deficit in manufactures and its sharply de­
clining surplus in the trade in primary 
products);

ii) the growing need for external saving to deal 
with this structural erosion of trade rela­
tions. The substantial trade surpluses 
achieved in recent years, thanks to signifi­
cant increases in the volume of primary 
exports, do not lessen the urgency of the 
need for changes in the system of produc­
tion. On the contrary, they highlight this 
challenge, in view of the poor results of this 
export effort in terms of prices.
In the light of these challenges, the extent of 

structural change must not be reduced in order to 
maximize growth. Special attention needs to be 
devoted to the nature of this growth, the ch irac- 
ter of technological policies, the types of invest­

ment to be made, the link between agriculture 
and industry, the composition of employment, 
and the kind of financing to be used, to mention 
only some of the elements which are crucial to a 
modality of growth that will be compatible with 
structural change (Garcia, 1987).

At this stage of the debate the following 
question is relevant: what has become of the 
structural obstacles to development in Latin 
A merica in the 1980s? If, as seems obvious, these 
obstacles have increased, and have been com­
pounded by unprecedented conjunctural restric­
tions, then it must be concluded that special 
importance should be attached to the political 
economies of structural change.

The only valid context for such political 
economies is one which is characterized by both 
dynamism and equity. At the political level, the 
viability of structural change is enhanced by a 
scenario of concerted social action in respect of a 
national development effort.

Structural adjustment is thus one compo­
nent of structural change, and consequently the 
stability of government policies, the logic 
governing decision-making in the processes of 
investment and financing, the tax structure, the 
region’s international insertion and the institu- 
tionality of its factor markets, for example, 
should be examined within the wider framework 
of the structural changes called for in the eco­
nomic, social and political spheres.

In any case, if the goal is a type of develop­
ment whose principal objectives are growth, a 
transformation of the production structure, the 
improvement of the distribution of the fruits of 
growth, the achievement of a greater degree of 
autonomy, a reduction of external vulnerability 
and progress towards participatory and demo­
cratic societies (ECLAC, 1986), then it would 
clearly be unrealistic to expect structural adjust­
ments serving the purposes of this strategy from 
stagnant economies with declining investment 
levels which are making net transfers of resour­
ces abroad.

In a recent document ECLAC highlighted 
this analytical approach when it stressed that 
development was not a spontaneous process, but 
rather one requiring a systematic and deliberate 
effort by governments and societies. The con­
cept of a plurality of national approaches and the 
existence of a range of possible strategies were
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acknowledged in this same document, but it was 
also emphasized that the most suitable scenarios 
for achieving this objective would probably be 
those that would permit the mobilization of 
social energies behind projects of social renewal 
within democratic and participatory frameworks 
(ECLAC, 1986).

It is for this reason that the debate on struc­
tural adjustment and especially the discussion of 
structural change, are inextricably linked to the

dialogue which is starting to take place in the 
region in regard to the notions of a more effi­
cient and democratized State, a strengthened 
society and development efforts that would pro­
mote equity, decentralization and social and pol­
itical participation, as well as flexibility, 
competitiveness and strategic economic adapta­
tion. Within this framework, the renovation of 
the structuralist paradigm is surely a promising 
step.
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In the 1980s, for the first time in four decades, Latin 
America has been faced with a prolonged period of 
setbacks in its development. If it is to begin to move 
forward once again, it will have to formulate new 
development strategies which will offer a technically 
consistent and politically viable approach.

The author sets forth a comparative analysis of 
the neo-liberal and neo-structuralist approaches 
which covers both their theoretical aspects and their 
application to the design of public policies. Within 
the framework of this analysis, his selection of what 
points to stress among those on which the two 
approaches differ markedly has been influenced by 
the state of Latin American development and the 
outlook for the international economy.

The author illustrates this analysis with exam­
ples concerning the economic performance of the 
region before and after the onset of the debt crisis. In 
so doing, he draws attention to the underlying theor­
ies and the policy recommendations associated with 
each of these two approaches. Finally, he under­
scores the need to further develop the neo­
structuralist approach, especially as regards policy 
design (how and when to do what) with a view to 
constructing a future marked by greater growth, 
equity and regional autonomy.

It is no easy task to outline an alternative to the 
orthodox economic approach. The latter is rela­
tively straightforward and well-defined and has 
become even easier to characterize since the 
changes it underwent during the 1970s. The 
predominance of the monetary approach to the 
balance of payments has made it even more so, 
and its economic policy conclusions and recom­
mendations have become more extreme. When 
the debt crisis began in the early 1980s, the 
orthodox school of thought — which was partly 
responsible for it1— appeared to be losing 
ground. This trend was short-lived, however, as 
may be seen by the fact that the theory and 
practice of the orthodox or neo-liberal approach 
have occupied ^"dominant position in the man­
agement of the debt crisis.

Latin America carried out a successful devel­
opment process during the three decades 
between 1950 and 1980, when, despite serious 
shortcomings, it achieved an annual growth rate 
of over 5%. In the 1980s, however, it has 
achieved markedly poorer .results. Today, it is 
searching for a new development strategy in line 
with its new status as a semi-industrialized 
region and with an international economic situa­
tion which is expected to be substantially differ­
ent in coming years from what it was in earlier 
decades.

Within this framework, the renewed cur­
rency of approaches of a neo-structural character 
appears to be a highly useful development in 
connection with the formulation of consistent 
and effective strategies.

This article, which is inevitably subject to 
certain limitations and simplifications, includes 
a brief review of the relationship between struc­
turalism and neo-structuralism in section I. Sec­
tion II consists of a comparative analysis of the 
main theoretical features of the neo-liberal 
approach' (also termed "neo-conservative” in the 
United States, "orthodox”, or "monetarist”) and 
of the neo-structuralist approach, as well as of 
the main economic policy recommendations of 
the two. The article closes with some brief con­
clusions in section III.

‘This school supported excessive borrowing by advocating 
the liberalization of financial markets and by arguing that going 
into debt was "good business" and that, if done by private agents, it 
was a self-regulating process.

•See the note on the use of the term "neo-liberal" at 
the begining of the article by Sergio Bitar in this issue of 
"CEPAL Review”.

••Vice-President of the Center for Economic 
Research on Latin America (CIEPLAN).
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I

The origin  o f neo-structuralism

No theoretical approach starts from zero. All 
build upon prevailing contemporary concepts, 
either by extension or antithesis. This has been 
the case with classic, Marxist and Keynesian 
theory. Under the influence of social and eco­
nomic phenomena and changes in the alignment 
of political forces, different approaches rise and 
fall. Sometimes theories whose roots go far back 
in history experience a rebirth. One example of 
this is the monetary approach to the balance of 
payments, which is reminiscent of the gold 
standard and the automatic adjustment pro­
cesses of the nineteenth century.

Creation, whether in a positive or negative 
sense, is the re-mixing of many different known 
components, coupled with the addition of some 
new elements and of others which had been 
forgotten. This new combination, however, may 
lead to radically different interpretations and 
recommendations despite the fact that it shares 
some components with the opposing approach. 
One central example of this is the presence of 
the market. It is not a question of accepting or 
rejecting it, but rather of the extent of the role it 
is assigned and of the supplementary and com­
pensatory factors which accompany it.

Structuralism, which has emerged as a vigor­
ous force in the interpretation of the problems of 
Latin America, has been heavily influenced by 
Keynesian and post-Keynesian thought. Neo­
structuralism, for its part, draws upon the struc­
turalist tradition, but also goes beyond it because 
its analytical development is strongly oriented 
towards the design and implementation of eco­
nomic strategies and policies. There is no ques­
tion about the fact that it has retained many of 
the postulates it inherited from the structuralist 
thinking developed since the 1950s: the exist­
ence of structural heterogeneity in national and 
the world economies; the simultaneity of several 
deep imbalances; the fundamental role played by 
institutional variables; the instability and deteri­
oration of the terms of trade; the uneven distri­
bution of the benefits of technological change; 
etc. Prominent structuralist writers also pro­
vided an early warning as to the exhaustion of

the "easy” stage of import substitution and the 
need to couple it with the promotion of exports 
(see Prebisch, 1961).

However, structuralism suffered from two 
shortcomings in the realm of implementation. 
One was its limited concern with the manage­
ment of short-term macroeconomic variables, in 
that the analysis and definition of areas in which 
action might be taken with respect to fiscal defic­
its and monetary liquidity occupied a secondary 
place in structuralist thinking. It did not make a 
systematic transition from diagnosing the source 
of such disequilibria to a consideration of 
appropriate regulatory policies.

Its other flaw was the weakness of its think­
ing concerning medium-term policies for link­
ing national development objectives with 
planning, although the fact that it considered 
them at all was a step forward, in view of the 
conspicuous absence of the subject in neo-liberal 
thinking.

One of the reasons for this failing has 
undoubtedly been the neo-classical school’s focus 
on the examination of extreme positions (e.g., 
arbitrary protectionism versus totally free 
trade). This, of course, discouraged structuralism 
from seeking constructive contributions to pol­
icy making and co-optable inputs from the 
orthodox approach.

Approaches to regulating foreign trade, the 
definition of the objectives and the regulation of 
public enterprises, and the examination of alter­
native mechanisms for promoting investment, 
creating productive jobs, controlling foreign 
investment and organizing the financial system 
generally played no more than a secondary role 
in the development of structuralist thought. 
This school did, however, contribute to the pro­
gress made in the application of public policies 
in these spheres. Furthermore, its criticism of 
the orthodoxy of the time was essentially correct, 
as was its combination of abstract and historical 
elements (see Sunkel and Paz, 1970). Particu­
larly noteworthy contributions have been made 
to the understanding of inflationary processes by 
such authors as Ahumada, Furtado, Noyola,
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Pinto, Prebisch and Sunkel. Nevertheless, no 
systematic effort was made to formulate eco­
nomic policies to go along with the structuralist 
analysis of the situation. The advances made in 
this sphere, and there were many, were not a 
central concern.

After the analytical retrogression seen under 
the globalism of the monetarist approach, the 
time has come, in our opinion, to restore' the 
structuralist tradition by incorporating into it a 
systematic concern with the design of economic 
policies. Macroeconomic equilibria, the co­

ordination of short-term and long-term mea­
sures, initiatives aimed at ensuring that the 
public and private sectors will act in concert with 
one another, the building of structures of pro­
duction and management which will entail a 
greater degree of equality, and the consideration 
of strategies and policies which will permit 
greater national autonomy are all highly impor­
tant aspects in this respect. This is what might 
be called "neo-structuralism”, whose most out­
standing feature is that it offers selective policies 
in contradistinction to the theoretically neutral 
policies of neo-liberalism.2

i i

N eo-liberalism  versus neo-structuralism

The comparative analysis made in this section 
between the theoretical approaches and policy 
recommendations of neo-liberalism, on the one 
hand, and those of what might be characterized 
as neo-structuralism, on the other, inevitably 
involves some overlapping of the various ele­
ments into which each approach will be broken 
down. The reader should note that the sole pur­
pose of this outline is to illustrate those features 
which best describe the basic nature of each' 
paradigm, with emphasis on the main points 
upon which they differ.

Obviously, many of the specialists in the 
North who move in academic circles associated 
with the neo-classical tradition do not share all 
of the beliefs or characteristics which are 
ascribed to the neo-liberal school in this analy­
sis.3 The classification outlined below is chiefly 
based on those postulates which have figured 
prominently in the recommendations and pres­
sures directed towards the developing world in

*For example, the inputs provided by such specialists in 
relation to the implications of product differentiation, economies 
of scale, the learning process and dynamic externalities play a.very 
important role in the neo-structuralist approach and help to give it 
a more formalized character. Generally speaking, the recommen­
dations of the neo-liberal school often overlook these aspects.

recent years, rather than on the "middle-of-the- 
road” positions of the neo-classical tradition. It 
also reflects the interpretations, arguments and 
policies used in the Southern Cone during the 
1970s and in three or four Latin American 
nations during the 1980s (the most notable case 
being that of Chile). Nonetheless, the extreme 
expressions of these theories in their pure forms 
are more often found in textbooks and inten­
tions than in real life. The neo-liberal approach 
might be, for example, summed up by the fol­
lowing elements: the new type of conditionality 
which figures in the Baker Plan; the set of theo­
retical and policy propositions which go to make 
up the monetary approach to the balance of 
payments; and the proposals for a "financial 
deepening or liberalization" which gave rise to 
the financial reforms instituted during the 1970s 
in the Southern Cone and other countries.

The following outline compares the neo­
liberal and neo-structuralist approaches, first in 
relation to their theoretical features and then as 
regards their policy recommendations.

2This refers to the "neutrality" of the target policy (e.g., a free 
trade policy which seeks to treat all types of goods equally). How­
ever, the transition from the prevailing situation to the target 
policy is not neutral.
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A. TH E O R Y

N eo-liberal paradigm

1. An adjustment is quicker and more benign in a 
liberalized economy. Tends towards theoretical 
propositions which work with marginal changes 
in a homogenous economy.

2. A static comparative analysis; focuses on 
microeconomic efficiency, while failing to give 
sufficient consideration to the macroeconomic 
effects on employment, distribution and produc­
tive investment.

3. Tends to consider just one disequilibrium at a 
time, which is assumed to be the result of ill- 
advised public policies; Pareto’s optimum state 
is regarded as attainable.

4. Only one policy tool is used for each problem 
to be analysed, although this is not seen as pre­
cluding the application of economic policy 
packages.

5. Economics is a science which provides the 
same answers for the same problems in each 
case, regardless of the historical, political and 
economic contexts of the analysis.

6. Economic liberalization ensures the décon­
centration of political power. Extensive econo­
mic freedom is postulated as a pre-condition for 
full political freedom.

7. Advocates economic internationalism and 
assumes that there is a trend towards the obso­
lescence of the nation-State. The main unit of 
analysis is the microeconomic unit.

‘‘One undoubtedly very significant orthodox theoretical pro­
position refers to human capital formation. No net he less, orthodox 
stabilization and macroeconomic adjustment policies frequently 
end up discouraging human capital formation and reducing expen-

Neo- structuralist paradigm

1. Adjustments are slow and/or may produce 
disequilibria in a heterogeneous national eco­
nomy; the costs of the transition greatly affect 
the final equilibrium, depending on what course 
the adjustment process has followed.

2. The analysis takes the dynamics of adjustment 
processes into consideration; the search for 
macroeconomic efficiency predominates and 
takes into account the effects on the rate of 
utilization of production resources and on physi­
cal and human capital formation.4

3. Acknowledges the existence of many different 
disequilibria and maintains that a number of 
them are of a structural origin. The quest for 
efficiency is seen within the context of a real 
"sub-optimal” ("second-best”) world.

4. Considers the simultaneous application of a 
package of policies to deal with a group of pro­
blems, establishing priorities as regards the 
timing and intensiveness of each policy.

5. The answers may vary, according to the point 
in time concerned and the prevailing institutio­
nal structure.

6. Selective economic regulation and an impro­
ved distribution of power buttress one another. 
Excessive economic freedom is conducive to con­
centration among small groups.

7. The main unit of analysis is the nation-State. 
Attention is focused on the deliberate (as oppo­
sed to spontaneous) maximization of national 
social well-being.

diture on research, the funding for education and the rate of 
utilization of.available resources.
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B. PO LIC Y  REC O M M EN D A TIO N S

N eo-liberal paradigm Neo-structuralist paradigm

1. Passive government and neutral economic 1. Active government and selective economic
policies. policies.

2. No public interference in production; any pos­
sible redistribution is only ex post, primarily 
through monetary transfers.

3. The State is not a producer. Privatization of 
public enterprises. Emphasis on private capita­
list enterprise.

4. Atomization of economic agents; disincenti­
ves in relation to unions and professional 
associations.

5. Neutral tax system, except for incentives to 
promote private saving and investment.

6. Free financial system which spontaneously 
guides the structuring of the supply and demand 
for goods and services; flexible interest rate's 
freely determined by the market. Central Bank 
independent from political authorities.

2. Selective intervention in the production sys­
tem in order to create greater equity: production 
to satisfy basic needs, services which equalize 
opportunities, labour-intensive activities.

3. Pluralism in the forms of ownership and 
management, which include public enterprises 
playing an active leadership role in priority sec­
tors and various types of private enterprise. 
Public and private enterprises are regarded as 
being complementary.

4. Development of intermediate bodies: unions, 
co-operatives, neighbourhood councils, profes­
sional associations, etc.

5. Progressive taxation system which redistribu­
tes expenditure and reallocates production 
resources.

6. Financial system regulated so as to serve the 
purposes of productive development, with regu­
lated real interest rates and preferential access 
and interest rates for small and infant producers. 
Central Bank subordinate to the Executive 
Branch, on a level similar to that of fiscal policy 
and productive development,

7. Free trade
a) Indiscriminate and unilateral opening up of 

the economy to the entire world, regardless 
of prevailing trends on international 
markets; "small country” incapable of 
influencing external environment.

b) Low and uniform nominal tariff, with the 
objective being to bring it down to as close to 
zero as possible; elimination of non-tariff 
mechanisms.

7. Selective insertion

a) A gradated process, influenced by the func­
tioning of the international economy; pre­
f e r e n t i a l  t r e a t m e n t  for  c o u n t r i e s  
participating in integration processes and 
negotiated trade with the country in 
question.

b) Differentiated effective tariff; use of non- 
tariff mechanisms in response to external 
instability as a means of directing State pur­
chases and regulating certain types of tran­
sactions among subsidiaries of transnational 
corporations.



42 CEPAL REVIEW No. 34 / April 1988

c) Export promotion by means of the exchange 
rate and the liberalization of imports; diver­
sification of products and markets is seen as 
the spontaneous result of free trade.

c) Differentiated compensatory subsidies; 
negotiation with other governments and 
transnational corporations with a view to 
gaining greater access to external markets.

8. Unified exchange rate: free rate (closed econ­
omy monetarism after the style of Friedman) or 
fixed rate (monetary approach to the balance of 
payments). Assumes that the government can­
not modify the real market exchange rate, except 
in the short run.5

8. Regulated real exchange rate: unified or dual, 
depending on the differences between the 
behaviour of trade in goods and services and 
capital movements; crawling or programmed 
rate,' with "mini-adjustments”.

9. Capital movements (whether of credit or for­
eign investment) should not be regulated and 
their allocation should be determined by the 
market; foreign investment should compete 
freely with national entrepreneurs, without sec­
toral restrictions.

9. Capital movements should be regulated in 
order to avoid macroeconomic impacts that 
would result in disequilibria; their use should be 
directed towards compensating for fluctuations 
in the terms of trade and complementing domes­
tic savings; foreign investment should be admit­
ted on a selective basis with a view to promoting 
inputs of technology and access to external 
markets.

10. Comparative advantages are well-defined 
and easily identifiable in a free market. No pro­
duction sectors carry a special priority.

10. There are open-ended comparative advan­
tages in sectors where such advantages are 
acquirable; national development is based on 
efforts to acquire comparative advantages, 
which should be selective.

m
Som e concluding remarks

The substantial difference between these two 
approaches comes down to being a matter of 
degree as regards the homogeneity and integra­
tion of markets, products and factors. The neo­
liberal school of thought assumes that, in the 
absence of governmental restraints, markets are 
homogenous and integrated; market signals are 
therefore believed to be free-flowing, transpar­
ent and marked by high inter-market and inter-

’At the theoretical level, this idea retains much of its force. 
Nevertheless, since the beginning of the debt crisis "crawling-peg” 
policies have predominated.

generational price elasticities.6 Consequently, it 
does not acknowledge the existence of structural 
disequilibria, except those generated by the 
State. It also maintains that the dissimilarities 
among the existing capacities of different factors 
are due to natural elements; if a decision is made

6 According to this last assumption, one generation would not 
irresponsibly go into debt at the expense of subsequent genera­
tions. Similarly, the extreme argument is made that it does not 
matter whether fiscal expenditure is financed by present taxes or 
by borrowing (which would involve future taxes). This orthodox 
theoretical concept is not generally reflected in the neo-liberal 
recommendations directed to Latin American nations.
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to compensate for these differences, then this 
should be done outside the bounds of the produc­
tion system.

Paradoxically, the policy recommendations 
derived from the microeconomic theory of price 
optimization on which neo-liberalism bases its 
policy recommendations, is founded upon the 
"maximization” of liberalization. It does not rec­
ognize the existence of intermediate points 
between the extremes. One example of this is 
the management of the exchange rate, inasmuch 
as this approach shifts abruptly between recom­
mending absolutely free and absolutely fixed 
exchange rates.7 The manifest force of circum­
stance has obliged the neo-liberals to accept 
(although often only temporarily) "mini- 
adjustment” policies. This new exchange rate 
policy, which made its debut two decades ago, 
may be characterized as a neo-structuralist 
contribution.

The neo-structuralist approach ascribes a 
vital role to structural heterogeneity. This 
includes, inter alia, the heterogeneity of external 
markets; the heterogeneity of different phases of 
the economic cycle (i.e., differing market 
responses during recessions and economic 
booms); the varying response capacity to the 
stimuli affecting regions or market segments 
(large and small, peasant and urban, infant and 
mature enterprises); the differing degrees of 
resource mobility and price flexibility; and the 
possibly perverse dynamics of macroeconomic 
adjustment processes, depending upon the 
intensity of the response made by different sec­
tors and markets and upon the perceptions or 
expectations of economic agents.

7In another sudden move, neo-liberalism abruptly modified 
its proposals for monetary and exchange rate policy. In the 1950s 
and 1960s, this school recommended the use of the money supply 
as a means of controlling inflation and of the free exchange rate as 
a means of restoring the balance of payments to equilibrium within 
a Friedmanesque world. During the 1970s, however, these same 
neo-liberals threw themselves wholeheartedly into the use of 
monetary policy as a means of placing the balance of payments in 
equilibrium and of the exchange rate as a means of regulating the 
rate of inflation. This constituted a spectacular leap from closed to 
open monetarism (the monetarist approach to the balance of 
payments). Such sharp turnabouts are facilitated by the assignment 
of a single policy to each problem. The author's criticism on this 
point does not preclude an acknowledgement of the fact that there 
are policies which produce more significant effects it. given
spheres and that they should therefore be used chiefly for that 
purpose.

This is illustrated by the genesis of the pres­
ent debt crisis. Some economic agents failed to 
grasp a number of facts including the following:
a) that the international private capital market 
was "coming of age”, and that therefore net 
capital flows, which had been very large during 
its formative years, might be sharply reduced as 
the market approached maturity (i.e., to equili­
brium levels); b) that with the freeing of capital 
movements, the structures of production and 
domestic expenditure adapted to the existence of 
large financial flows; c) that, perversely, the 
exchange rate became geared to financial rather 
than real forces (i.e., currency revaluations des­
pite the presence of growing deficits on current 
account); and d) that external credit was 
siphoned off for consumption because economic 
agents assumed that the flow of funds and the 
flexible interest rates would remain at levels 
favourable to debtors for an extended period of 
time. Hence the neo-structuralist recommenda­
tion of regulating capital movements, exchange 
rates and trade policy and of applying a produc­
tive development policy, of directing resources 
towards investment, and of promoting the 
acquisition of comparative advantages as a 
means of creating and taking advantage of 
greater opportunities for investment and 
innovation.8

Latin America’s adjustment in the aftermath 
of the debt shock is another case in which the 
two approaches take different paths. The adjust­
ment has primarily been based on demand- 
reducing policies. Policies designed to bring 
about the switching of supply and of expenditure 
have played a minor role, as attested to by the 
sharp decline in economic activity observed in 
Latin America. The neo-liberal response to a 
deficit on current account tends to be to reduce 
aggregate demand, even if this means that pro­
duction then decreases, investment shrinks and 
demand must be further reduced in order to 
follow production in its downward spiral.

Neo-structuralism stresses a more balanced 
combination of a decrease in aggregate demand 
with reallocative policies. Certainly, the size of 
the deficit was indeed too great to be sustained

8These things are not easy to do. Clearly, a laissez-faire policy 
is very simple to design, as is arbitrary interventionism; any more 
efficient policy, however, must be more sophisticated and complex.
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since, as noted earlier, the net inflow of external 
funds during the 1970s was excessive. Neo­
liberalism, however, by recommending the regu­
lar payment of interest on the debt and neutral 
policies, led to an over-adjustment. In any event, 
an adjustment was inevitable, even if the coun­
tries had succeeded in making an optimum 
arrangement (i.e., net transfers near to zero) 
with their creditors.

What needed to be adjusted was the excess of 
demand over domestic supply, which was being 
met by an unsustainable volume of external 
resources. If, however, production declines dur­
ing the adjustment process, this then exacer­
bates the problem because it makes necessary a 
further drop in demand; in its turn, will pull 
down investment, which will be discouraged by 
the underutilization of installed capacity and by a 
recessionary macroeconomic situation. This is 
the basis for recommending selective policies in 
connection with public expenditure, taxation, 
credit and trade which, in combination with the 
exchange rate policy, will help to:

a) Localize the reduction of aggregate 
demand in those of its components in which 
decreases are sought (expenditure on foreign 
goods), while maintaining effective demand at 
levels commensurate with the existing produc­
tion capacity.

b) Strengthen capital formation, rather than 
weakening it. Since aggregate demand must be 
lowered, it is therefore necessary to reduce its 
other component: consumption. The two 
approaches again part ways here, with the

options being either to lower wages and/or 
employment, or to reduce non-essential 
consumption.

This debate is of great significance for the 
future. Neo-liberalism places great faith in the 
efficiency of the traditional private sector and is 
extremely mistrustful of the public sector. In 
contrast, neo-structuralism requires that the 
State play an active role. It bears repeating that 
this last task is not an easy one. This being so, in 
order to remain true to the concept of "structural 
heterogeneity”, it is therefore necessary to be 
selective: the number of actions undertaken by 
the State must not exceed what it is capable of 
carrying out on a socially efficient basis, and it 
must concentrate its efforts in those areas where 
it can have the greatest macroeconomic impact.

The identification of the most socially pro­
ductive spheres for State action, and the formu­
lation of criteria for ascertaining the optimum 
degree of public intervention in each, are areas in 
which more intensive research is needed.

In part B of section II a number of strategic 
areas were identified. Some of these have been 
examined in depth, such as exchange policy and 
interest rates; others have been discussed less 
fully, such as the design and implementation of 
an efficient and dynamic process for identifying 
and utilizing acquirable comparative advantages, 
the organization of efficient public enterprises, 
and the establishment of clear guidelines con­
cerning the optimization and concerted action of 
the various sectors of production and of society.
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T h e  devastating effect o f the financial crisis has 
rekindled the debate in Latin A m erica on develop­
m ent strategies. T h e  short-term  logic of the reces­
sionary adjustm ent has proven to be unworkable, 
and in order to find a solution the form ulation of a 
new kind o f thinking aim ing at structural change is 
now required.

From  the N o rth , the m ultilateral agencies and 
the governm ents of the industrialized countries, as 
well as certain research centres, have begun to use a 
language rather like that used in the region in the 
past, calling for "structural ad justm ent". W hat is 
involved, however, is an approach that tries to pro­
duce change through liberalization, privatization 
and m arket policies. T h is conceptual schem e, which 
in Latin A m erica is term ed "n eo -liberal ism ", and in 
the U .S. and the U .K ., "neo-conservatism ", is also 
term ed in this paper the "liberalizing/privatizing" 
ap p roach .**

For a long tim e, a structuralist approach has 
prevailed in Latin A m erica which, notw ithstanding 
the d ifferent individual expressions it has assumed, 
has left its stam p on the concepts of econom ic devel­
op m ent in Latin Am erica. W ith  the passage of tim e, 
the shortcom ings of this approach have gradually 
been revealed, and it began to show signs of exhaus­
tion, but in recent years this approach has gained 
renewed vigour, w ith the em ergence of a better- 
articulated tendency which seeks to rise above the 
lim itations and to make structural changes taking 
into account the new econom ic, financial and ex ter­
nal and internal trade factors. In this article, this 
tendency is called "neo-structuralism " or "th e  m ain­
stream  thinking" of the region.

•President, Latin American Centre for Economics 
and International Policy (CLEPI), Santiago, Chile.

This paper is the result of research carried out by the 
author for the Economic Development Division of ECLAC.

*#In Latin America the term "neo-liberalismo" is 
used to denominate economic measures aimed at privatiza­
tion, deregulation, reduction of the role of the State, and 
greater opening-up to the exterior in the spheres of both 
trade and finance. In English, however, this policy 
approach is known rather as "neo-conservatism", part of 
the reason for this being that in Latin America "liberalism" 
is understood as referring to economic matters in this 
sense, whereas in English it is more closely associated with 
political considerations.

The new liberalizing/ 
privatizing approach

On the basis of a refined version of a model 
which had been applied in some Latin American 
countries from the mid-seventies, the World 
Bank, the IMF and the United States government 
began during the 1980s to promote a new stra­
tegy for the entire region. The purpose of this 
strategy is to induce a "structural adjustment" 
which will help to overcome the external debt 
crisis. This new policy has profound implica­
tions affecting the long-term evolution as well as 
the structure and method of functioning of our 
economies.

Structural adjustment loans, which were 
introduced in 1980, closely resemble those made 
under the "Extended Fund Facility” instituted by 
the IMF in 1974. When the latter was introduced 
it triggered off a fundamental change of strategy: 
trade liberalization, removal of price controls 
and restructuring of public enterprises (Hag­
gard, 1985 cited in Sachs, 1986). The abrupt 
changes which subsequently occurred in the 
international financial system seriously affected 
such attempt. In March 1986 the IMF began to 
apply a new credit formula, that of the "Structu­
ral Adjustment Facility”, which contains fea­
tures very similar to the "Structural Adjustment 
Loans” of the World Bank (IMF Survey, June 29, 
1987, pp. 196-197).

The new approach aims in the short term to 
reduce the size of the fiscal deficit and of public 
expenditure; to apply a strict monetary policy to 
curb inflation; and to keep up positive real inter­
est rates and a "suitable” real exchange rate. The 
medium-term objectives, for their part, are to 
transform exports into the engine of growth; to 
liberalize foreign trade; to make maximum use 
of the market and reduce government regula­
tions; to concentrate investment in the private 
sector and reduce the presence of the State sec­
tor; and to promote a price structure without 
"distortions".

The proponents of these measures are 
openly against import substitution; undervalued 
exchange rates; high and differentiated tariffs 
and non-tariff protection measures; negative

I
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real interest rates; managed and artificially low 
prices for food and other mass-consumption 
goods; compulsory wage readjustments; tax 
and/or tariff exemptions; controls and/or subsi­
dies in order to achieve redistribution effects; the 
shifting of resources to the public sector, etc.

The new orientation displayed by the World 
Bank was prompted by the Government of the 
United States. At the joint meeting of Governors 
of the Bank and the IMF held in Seoul, Korea, in 
October 1985, the Reagan administration for­
mally initiated a process to correct its policies in 
respect of the Latin American debt, as it took 
cognizance of the fact that the new situation 
prevented the continuation of the strategy 
pursued since 1982 (Council of Economic Advis­
ers, February 1986).

In the so-called "Baker Plan", the Secretary 
of the Treasury urged the World Bank to assume 
a more dominant role. He further stressed the 
dual need to grant fresh resources and to "cor­
rect" the development policies of the debtor 
countries. As he saw it, the availability of fresh 
resources in the World Bank would provide an 
effective instrument for producing such changes.

Among his main proposals were the 
following:

— Privatization of public enterprises and 
increase in the efficiency of non-privatized pub­
lic enterprises, accompanied by less government 
interference in the economy.

— Greater opening-up of the capital and 
stock markets.

— Improvement of the "atmosphere" for 
national and foreign investment, liberalization 
of investment regulations and measures to 
reverse capital flight.

— Liberalization of trade and rationaliza­
tion of import regulations.

— Tax reform to stimulate greater growth.

— Reform of the labour market so as to 
eliminate the rigidities which prevent a freer 
play of labour supply and demand.

— Correction of price distortions.
The intentions manifested in Seoul in 

October 1985 did not come to fruition, and the 
commercial banks continued to reduce their 
flows to Latin America. In 1986 their total loans 
to the region fell by US$900 million, and they 
continued to decline in 1987 (data given by the 
Bank for International Settlements in Latin 
American Report, 31 July 1987). Although the 
World Bank offset this slide by increasing its 
loans, the total availability of multilateral loans 
in the countries covered by the Baker Plan still 
went down (Morgan Guaranty Trust Company, 
June-July 1987, page 1).

Furthermore, the growth rate in the indus­
trialized countries has been low. This slowness 
and the subsequent protectionism led to the 
deterioration of the terms of trade and a conse­
quent fall in the quantity and price of exports 
from the debtor countries.

The failure of the commercial banks to meet 
the demands set forth in the Baker Plan was 
clearly reflected in the decision taken by Citibank 
and followed by the major United States and 
British banks to set aside funds in order to write 
off their loans to the debtor countries.

After an abrupt change in the initial assump­
tions had led to the failure of the Secretary of the 
Treasury's initial plan, he made some changes in 
it. Firstly, he stressed the importance of the 
multilateral agencies and tried to increase 
Washington’s degree of control over the World 
Bank and the IDB. Secondly, he increased the 
pressure on the debtor countries to make radical 
changes in their economic policies in the direc­
tion of liberalizing them and privatizing State 
enterprises.
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II

Attem pts to overcome the structuralist 
approach

The structural approach, which was in vogue 
during the 1950s and 1960s laid emphasis on a 
medium and long-term perspective, the factors 
of production, and their linkage with the social 
and political variables. It further stressed State 
intervention mechanisms for inducing the struc­
tural changes considered necessary.

Viewed with hindsight, it is now clear that 
its main weaknesses were its insufficient incor­
poration of financial variables of both internal 
and external origin and its failure to give ade­
quate consideration to the most appropriate eco­
nomic policy instruments for achieving the 
objectives sought.

In order to overcome these limitations and 
to enhance the scope of this approach, several 
contributions have been made which laid the 
foundations for "neo-structural” thinking.1

The vast majority of Latin American econo­
mists agree that the external vulnerability of the 
countries of the region has grown more acute. 
The financial burden is excessively heavy and is 
incompatible with a policy of rapid growth. The 
adjustment processes have been inefficient, ip so 
far as they have not been made a part of a 
long-term perspective. The productive struc­
tures are disjointed, uncompetitive and slow to 
face the technological changes and the new 
trends which are emerging in world trade. The 
technological and productive gap between Latin 
America and the advanced countries has grown 
even wider.

Furthermore, the inequality within the 
countries themselves has worsened. The share of 
the lower-income strata in national income has 
gone down, while extreme poverty, open unem­
ployment and underemployment have got 
worse.

'One basis for evaluating the present situation in this respect 
can be found in the documents drafted for the Expert Meeting on 
Crisis and Development in Latin America and the Caribbean 
( " Œ P A I. Técnica”), Santiago, Chile, 29 April-5 May 1985, as well 
as those prepared during and after that meeting.

On the basis of this diagnosis, a strong con­
sensus has been formed regarding the need:

i) To overcome false dilemmas.
— Import substitution and export promo­

tion do not have to be mutually exclusive 
options: the real challenge to be faced is how to 
choose a combination of policies which will 
optimize the countries' own productive capacity 
and  i n c r e a s e  t h e i r  i n t e r n a t i o n a l  
competitiveness.

— Nor is there any dichotomy between 
planning and the market. Planning must be 
improved by using decentralized methods and by 
concentrating it only in strategic areas. How­
ever, the market must also play an important 
role in the decentralization of decisions. At the 
same time, the policy of leaving decisions to the 
automatic operation of the market must be 
rejected because of the distortions which it 
creates in resource allocation and its ineffective­
ness in achieving a fairer distribution of income 
and in protecting national autonomy.

— The traditional antagonism between 
agricultural development and industrialization 
is now obsolete. Agroindustry constitutes a form 
of joint development involving both these sec­
tors. Peasant agriculture must also play an 
important role because it employs labour, pro­
vides mass-consumption goods, helps to raise 
the level of food security, contributes to higher 
productivity and is a factor of expansion of the 
demand for non-agricultural goods in so far as it 
incorporates new sectors into the market.

ii) To recognize the vital importance of pol­
itical and institutional factors in the analysis of 
economic problems.

More attention is now being paid to the 
processes of democratization, participation and 
decentralization of power, as strategic objectives 
that economic policy should seek to attain, and 
also to the weight of social factors, behaviour 
patterns, values and attitudes in the formulation 
of stable policies.

The discussion on the restructuring of the 
State has also become more penetrating, in an
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attempt to redefine its economic functions, 
enhance its efficiency, combat bureaucracy and, 
in the political sphere, to foster concertation 
between workers and employers.

iii) To regard inflation as a social pheno­
menon. At present, it is subordinated to the 
expectations of the economic agents, as well as to 
the conflicts between them and the institutional 
mechanisms for settling them, especially in the 
increasingly frequent cases of hyperinflation. 
Consequently, in addition to monetary and fiscal 
policies and structural changes, measures should 
be jointly formulated on the psychological, social 
and politico-institutional aspects.

iv) To realize that there is an urgent need to 
increase the level of domestic saving in order to 
raise the investment rate, since the contraction 
in voluntary external financing is likely to last 
for a long time. It is also obvious that individual 
national and regional capacity must be streng­
thened in order to grow more rapidly and thus 
reduce dependence on external factors which 
are, by their very nature, unstable and 
unpredictable.

v) To bring down the risks involved in our 
present form of insertion in the international 
economy.

To this end, we must reduce our dependency 
on the "locomotive” of the North as much as 
possible. The North no longer has enough 
strength to carry with it the full weight of inter­
national trade, and still less to improve the situa­
tion with regard to primary commodities, whose 
real prices haye, on the contrary, declined stead­

ily because of the rapid technological changes 
which have taken place. It is also essential to 
reduce economic and social heterogeneity, at the 
national level and throughout the region.

vi) To strengthen the countries own pro­
ductive and technological base and to build up a 
well co-ordinated domestic nucleus which will be 
able to secure more autonomous growth and 
achieve a satisfactory level of international com­
petitiveness in specific manufactured goods.

vii) To inject new life into the Latin Ameri­
can integration process. Although recent expe­
rience has been frustrating, skepticism must be 
overcome in order for the region to survive. 
Trade, financial relations, technological research 
and industrialization can be considerably 
expanded and strengthened if flexible regional 
integration policies are devised.

viii) To alter the form of adjustment advo­
cated by the IMF, the new conditionality con­
tained in the Baker Plan and the requirements 
for structural adjustment credits from the World 
Bank, and to oppose the new orientation in this 
same direction which the United States is trying 
to impose on the IDB.

ix) To find formulas of concertation and 
work towards building up broad-based social 
alliances which can sustain the new develop­
ment strategy for long periods. The idea of a 
"national project” reflecting the interests of the 
majority sectors is an obvious first requirement. 
The existence of democracy and progress 
towards greater equity are essential precondi­
tions for any concertation to be viable.

I l l  

G u id in g principles of the neo-conservative 
and neo-structural policies

The liberalizing/privatizing school of thought 
takes on different characteristics, depending on 
who is expounding these ideas. Some versions 
are more flexible, others more rigid. The neo- 
structural school of thought, for its part, is only 
now being put together. However, despite the 
different features and even some partial conver­
gence, fundamental differences still persist

between the two approaches. The clearest way to 
explain these is to analyse the stand taken by 
each approach on some key issues.

With respect to principles, when the general 
statements formulated by the advocates of the 
liberalizing/privatizing system are compared, a 
strong similarity is observed with the positions 
of the neo-structuralists. Both the "mainstream"
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thinking in Latin America and the new structu­
ral adjustment theories of the World Bank attach 
priority to speeding up the growth rate, the 
eradication of extreme poverty, improving effi­
ciency and competitiveness and increasing 
exports. However, these overall similarities con­
ceal important differences.

The World Bank and the IMF assign priority 
to lifting price regulations, promoting openness 
in the fields of finance and foreign trade, and the 
liberalization of labour regulations. In their 
view, the private sector should play the leading 
role, and they seek to reduce the role of the State. 
They are in favour of establishing a global, 
national and international market system gov­
erned by automatic regulation mechanisms 
oriented by a system of signals which are free 
from "distortions”. They place emphasis on fis­
cal, monetary, tariff and tax policy instruments, 
while neglecting structural, institutional and 
political factors.

In the case of Latin America, the criticisms 
levelled at the liberalization scheme highlight 
the existence of imbalances and the absence of 
production linkages, which undermine the effi­
ciency of a neo-liberal approach. Conversely, the 
criticisms of the dominant thinking attribute the 
inefficiency of the model based on this to the 
excessive size of the State. Those advocating 
liberalization and a free-market system maintain 
that the private sector is better equipped ¿han 
the government to determine the activities in 
which it is desirable to specialize. The market 
could give more appropriate guidance for the 
long term.

Despite all this, the IMF’s analytical frame­
work for external adjustment and stabilization 
has proved to be incapable of even partially 
achieving its most basic objectives. It has not 
been possible to make the transition from an 
external adjustment strategy to one of structural 
adjustment through private and market mecha­
nisms. Experience shows that inducing a change 
in the structure of production calls for a variety 
of instruments corresponding to a variety of 
proposals: in other words, one which is much 
broader than that of the neo-conservative 
scheme. In cases where external adjustment is 
promoted simultaneously with a stabilization 
plan, the multiple purposes are sometimes 
incompatible. There are no examples of coun­

tries which have successfully achieved stabiliza­
tion and external balance at the same time as 
liberalization, especially if "structural adjust­
ment” is added to the objectives too (Sachs, 
1986).

A fundamental criterion in defining policies 
in Latin America is the effectiveness of each 
instrument for achieving specific goals. Viewed 
from this angle, the liberalizing/privatizing 
approach limits its instruments, since it restricts 
the possible range to certain guiding "princi­
ples” adopted a priori. It thus tends to reject a 
number of regulatory and public participation 
measures out of hand in trying to bring about 
changes in the structure. As a result, it has to face 
a very broad range of objectives with a limited 
number of instruments.

In contrast, the policy proposals based on the 
dominant thinking give priority to the medium- 
term perspective and highlight those aspects 
connected with the productive base, the equili­
brium among the different sectors, technological 
progress, the development of natural resources, 
concentration of ownership and the destination 
of the surplus. In this medium-term perspective, 
the public sector is assigned a preponderant role 
in policy implementation. This dominant think­
ing tends more towards dirigisme, with a State 
which takes part in the selection of priority 
activities and uses administrative instruments to 
achieve its goals. The "mainstream” approach 
sees development as a deliberate process where 
social and political energies are concentrated on 
a national project, and not as the spontaneous 
result of market forces.

The proposals emerging from the main­
stream Latin American line of thinking 
undoubtedly call for a more vigorous instrumen­
tal capacity. The approach of this school of 
thought has been successful in defining policies 
of structural change but has proved inadequate 
for dealing with acute short-term external 
maladjustment situations. Nor has it been effec­
tive in combining the goals of adjustment and 
stabilization, on the one hand, and those of 
change in the productive base on the other.

From a Latin American standpoint, it is 
essential to give increasing analytical and practi­
cal attention to instrumental aspects. A more 
highly perfected neo-structuralist scheme needs 
to have a bigger range of instruments at its 
disposal.
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1. Differences in the approach 
to foreign trade

The question of how to change the foreign trade 
structure of Latin America has become one of the 
main topics of the debate on development strate­
gies. The inadequacy of the external adjustment 
applied since 1982 has been due largely to the 
weak growth of exports. Although the physical 
volume of exports has expanded, there has been 
a sharp drop in their international prices, so that 
the final increase in income has been only slight.

There is an urgent need to secure and 
increase in the physical volume of exports, as 
well as an improvement in their value, for which 
purpose it is also vital to change their composi­
tion, which is at present disproportionately con­
centrated on natural resources with a low level of 
processing. Thus, in the mid-1980s primary 
commodities accounted for almost 80%  of the 
region’s total exports (INTAL, 1985 and Ibarra, 
1986). These are the products most severely 
affected by the world trade crisis. During phases 
of expansion, on the other hand, the demand for 
raw materials scarcely rises, because technologi­
cal changes have substantially altered the respec­
tive demand elasticity. The consumption of raw 
materials in the industrial countries per unit of 
GNP has declined, whereas that of manufactures 
has grown (Kuwayama, 1986 and Malan et a i,
1986).

There is consensus among the different cur­
rents of thought on this subject. However, there 
are different views regarding the relative impor­
tance of exports as the engine of growth and also 
the identification of the most suitable instru­
ments for improving the trade balance.

The liberalizing/privatizing viewpoint is 
strongly against substitution and assigns exces­
sive responsibility for promoting growth to 
exports. With regard to policies, it focuses its 
attention almost exclusively on two instru­
ments: low tariffs, and a high and stable 
exchange rate, in order to facilitate the operation 
of the market.

It is beyond discussion that growth necessar­
ily means deploying a much more vigorous effort 
to export, and especially to export manufactures. 
This goal demands a change in the productive 
base to heighten its specialization and selectiv­
ity. It presumes that there are medium- and

long-term plans for investment, technological 
development, human resources training and 
organization for external trade.

These objectives are not feasible within a 
"neo-conservative” policy. There is no empirical 
evidence that the developing countries which 
have succeeded in rapidly increasing their 
exports have done so thanks to low across-the- 
board tariffs and a high and stable exchange rate. 
This has not been the experience of the South- 
East Asian countries, for example. Korea and 
Taiwan, two of the most important economies, 
used differentiated tariff policies and concen­
trated their efforts on specific activities which 
were not chosen solely through the action of the 
market. In addition, the process received deter­
mined State support in both these countries 
(Yung Whee Ree, 1984). Likewise, Brazil’s suc­
cess was the result of a suitable combination of 
policies, specialization in certain branches, 
financial support, and incentives, in addition to 
the existence of a competitive exchange rate.

Having said this, however, there is no ques­
tion of underestimating the need for exchange 
and tariff policies differing from those used in 
the past. Low tariffs are undoubtedly required, 
but they must be applied in a programmed, selec­
tive and discriminating way. It is also essential to 
have an exchange rate whose real value is rela­
tively stable and serves to encourage exports. 
These instruments and criteria should be incor­
porated more positively into development 
policies.

It is also advisable to work towards equaliz­
ing the costs in terms of national resources 
required to generate one export dollar and one 
substitution dollar. This involves carrying out a 
tariff reduction while also establishing equival­
ent incentives for exports and in particular the 
non-traditional ones. However, this equalization 
need not take place immediately nor even in the 
very short term. Selectivity, learning new skills 
and the acquisition of new comparative advan­
tages may make it advisable, for a certain length 
of time, to maintain a bias in favour of substitu­
tion or of certain carefully selected activities, and 
the same goes for exports of certain items.

Transforming the productive base is a slow 
process, and therefore any abrupt policy which 
involves intensive and sudden liberalization is a 
highly inefficient one. The shift from a scheme
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primarily based on substitution to one based on 
exports involves changes in products and pro­
cesses, as well as investments and technical, 
human and organizational adjustments which 
take years and which ought to be gradual.

The size of the tariff reduction will depend 
on the initial situation, but in any event a policy 
of programmed reduction of tariffs is preferable. 
It is also necessary to distinguish between sectors 
in accordance with the specialization priorities.

Selectivity and specialization, which are 
indispensable for increasing exports of manufac­
tures, in turn require the establishment of a close 
linkage between export and industrial policies. It 
is possible to progress towards better use of 
natural resources through vertical integration, 
by identifying activities using such resources 
where it is feasible to "create” comparative 
advantages in such areas as inputs, engineering 
and the production of equipment or services.

The experience of the Nordic countries, 
because of their small size, their exploitation of 
natural resources and the autonomy to operate in 
the world economy, can provide valuable lessons 
for many Latin American countries. The cases of 
Sweden, Norway, Denmark and Finland deserve 
a careful study because they constitute successful 
examples of industrialization with specializa­
tion. It should be recalled that 40 years ago Fin­
land’s industrial development was less than that 
of many Latin American countries.

Services have been increasing in importance 
in international trade. A policy of indiscriminate 
i ,b 'ralization in this field carries with it the risk 
of losing development potential. There is con­
siderable room for well-articulated growth by 
the Latin American countries in the areas of 
transport, financial services, information, insu­
rance, technology and marketing. Brazil’s deci­
sion to reserve its information processing 
market for itself is an interesting example 
(SELA, 1986). Such a step is obviously not a 
viable option for everyone, because in each case 
the size of the market and the sector must be 
carefully considered. The important thing is to 
formulate suitable measures to enhance compe­
titiveness and avoid lagging behind, because 
catching up later would be very costly.

In the case of industry and services, the 
world market has the capacity to absorb more 
Latin American exports. With regard to raw

materials, however, a policy of simultaneous 
expansion of production by the Third World 
countries could be disastrous. Priority must be 
given to manufacturing and to the establishment 
of closer links between that sector and agricul­
ture and mining.

In 1983, a mere 0.2%  of the industrialized 
countries’ consumption was supplied by Latin 
American manufactures (Balassa et al., 1986, 
p. 25), which shows that there is much scope for 
increasing the sales of this type of product to 
those markets. The region should set itself the 
target of reaching a higher exports/GDP ratio, 
based on manufactures. Furthermore, an 
export/industrialization linkage exercises a 
greater pull on the economy than a purely liber­
alizing policy that fosters the exploitation of 
natural resources.

Taken to the extreme, the liberalization/pri­
vatization system leads to the exploitation of 
raw materials with little added value and seeks to 
take advantage of cheap labour as a "compara­
tive advantage”. Both these factors will only 
increase the region’s external vulnerability.

The mainstream Latin American thinking 
has repeatedly maintained that priority should 
be given to regional concertation. On the other 
hand, this topic is almost completely ignored in 
the neo-conservative arguments, although this is 
not surprising, since the approach favouring lib­
eralization seeks to have each country trying to 
find its own place in the world economy, without 
coming to any preferential agreements with 
other Latin American countries. It is clear, how­
ever, that an export strategy based on manufac­
tures will have a better chance of success if it has 
access to a wider market — namely, the entire 
region— where investment, technological 
research, manufacture of equipment, marketing 
efforts, etc., can all be co-ordinated. The recent 
complementation agreements between Brazil 
and Argentina augur well for the reactivation of 
a process, which for a long time was in abeyance. 
The pending reviews within the Andean Group 
and the Central American Market take on partic­
ular urgency in this connection.

One of the many obstacles that must be over­
come is the excessive fluctuation exchange rates. 
With such sudden fluctuations it is difficult to 
keep up a steady effort to increase exports within 
the region. It is instructive that the European
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Community has assigned high priority to the 
adoption of a common exchange policy.

The neo-structural approach, for its part, 
offers a suitable basis for expanding exports on 
the basis of greater productive and technological 
capacity. The range of instruments it uses must 
be increased, however, by more active steps to 
incorporate a policy of low tariffs and a stable 
exchange rate.

2 . T h e  structure o f  production

The requirements of foreign trade are key fac­
tors in reorienting the productive structure.

The level of specialization of an economy is 
reflected in the weight of its foreign trade, par­
ticularly in manufactures, with respect to the 
product. In Latin America, the global coefficient 
(total exports/GDP) is less than 20% , and if raw 
materials are excluded it sinks to only about 5%.

The small and medium-sized nations which 
have managed to create a productive base capa­
ble of competing on international markets 
(South-East Asia, the Nordic countries, and 
some other countries in Western Europe) regis­
ter much higher coefficients, especially in the 
area of manufactures.

Specialization does not mean that some 
activities are dealt with in isolation from the 
rest. On the contrary, this process too requires a 
properly articulated productive base in which 
various sectors (engineering, data processing, 
electronics, metal products and machinery, capi­
tal goods, chemicals, technological research and 
manpower training) are interlinked. Specializa­
tion helps to orient priority efforts but a solid 
network, that is, a "critical mass”, must first have 
been established. In the mainstream thinking, 
the term, "dynamic endogenous nucleus” has 
been used to express this idea, which can be 
implemented through the formation of compre­
hensive productive nuclei which, starting from 
natural resources, extend to capital goods, inter­
mediate inputs, engineering, data processing, 
etc. This is a useful concept, but one which needs 
to be elaborated further in order to make it more 
operational.

A feature of the dominant Latin American 
approach is that it has centered its analysis both 
on the productive structure and on the links 
between sectors (especially industry, agriculture

and energy and, more recently, technology and 
services). This structural approach offers a bet­
ter means of tackling the task of productive 
change, but it has certain shortcomings.

The goal is not industrialization per sey but 
rather how to increase productivity and competi­
tiveness and create dynamism for change. If this 
approach is used it may be observed that selec­
tive industrialization, properly articulated with 
natural resources, provides a first-rate channel 
for inducing technological progress and improv­
ing the quality of management and human 
resources, which are the key factors of growth 
and competitiveness.

Industrialization and progress in technology 
and management must not be the monopoly of 
the large countries. The challenge now facing 
the small and medium-sized countries .is that of 
specialization. Dispersion and not scale is the 
obstacle to be overcome.

It is essential that the public sector should 
play an active role. Effective implementation of 
this policy calls for less red tape, less centraliza­
tion, and the removal of a host of petty adminis­
trative regulations. The functions of the State 
should be concentrated primarily on the stra­
tegic variables, leaving aside those of minor 
importance. In this new stage of development, 
the neo-structural approach understands that 
those functions will be quite different from the 
ones that were required during the substitution 
industrialization phase extending from the end 
of the last war to the lace 1970s.

Natural resources are one of the pillars of 
specialization. At the same time, once a certain 
level has been reached the support activities 
must also be given autonomy. Finland, for exam­
ple, after expanding its copper exports, was able 
to export copper technology, engineering and 
other services and machinery, thus enabling it to 
earn a higher income than from the mere exploi­
tation of the natural resource.

Microelectronics and data processing are 
activities which pervade the entire productive 
structure, so that they should be given priority in 
any development scheme. The importance of 
services related to production and activities with 
a higher level of technological development will 
continue to grow. Consequently, they must be 
expressly included in any analysis of structural 
change.
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Strengthening the productive base involves 
a tremendous technological effort. The amount 
of money allocated for this purpose by the entire 
Latin American region is only equivalent to that 
spent by Italy alone in the same field. Brazil, 
which accounts for half of the technological 
expenditure of the region, comes between Bel­
gium and Switzerland in this respect, whereas 
Mexico only invests amounts similar to those 
spent by much smaller European countries, such 
as Austria and Denmark (ECLAC/UNIDO, Sep­
tember 1985, p. 12, c l ) .  Latin America should at 
least double the resources allocated to technolog­
ical research and adaptation, which at present 
represent only 0.5%  of the product.

Radical changes are taking place in the world 
industrial structure because a new technological 
pattern has emerged. The "third industrial revo­
lution" now underway is profoundly changing 
the productive and social base. This transforma­
tion centers around a new key factor, microelec­
tronics — an unlimited, low-cost resource which 
is spreading quickly in every branch of activity— 
which is taking the place of the cheap energy 
that provided the dynamic impulse for the pre­
vious phase. This change represents a "long 
wave" and is not just a partial adjustment (Pérez, 
1986).

In these circumstances, the Latin American 
structuralist tradition surpasses the free market 
approach. It is obvious, however, that period^ of 
radical change call for a much broader range of 
industrial policy instruments that will have a 
more forceful impact in the areas of technology, 
education, organization and investment and will 
favour the key sectors of the future.

The same can be said about the training of 
human resources, an area in which the indus­
trialized countries vie with each other for the 
leading place. The Reagan administration has 
just submitted to Congress a bill designed to 
improve the competitiveness of the United 
States in order to prepare that superpower for 
the twenty-first century. The bill provides for 
the creation of federal research centres and mas­
sive training programmes in mathematics and 
computer operation in primary schools. How 
much more important it is for Latin America to 
take up this challenge!

The spatial dimension of the productive 
structure is just as important. This should help

to reduce regional imbalances. The cost of con­
tinuing to expand the great Latin American cit­
ies is reaching unsustainable  levels.  
Regionalization allows better use of the local 
resources, potential and markets, while at the 
same time favouring each region’s initiative. 
Information processing opens up new horizons 
for decentralization, and local powers must be 
strengthened in order to make the best use of 
this opportunity.

These topics are completely overlooked by 
the liberalizing/privatizing school of thought 
which is predominantly global, since in most 
cases it does not go deeply into sectoral analysis, 
nor does it take account of the pace and sequence 
of the changes in production. It establishes a 
framework of market indicators to orient the 
decisions taken by enterprises and assumes that 
this alone is enough to lead to the right selection 
of the most dynamic activities. In other words, 
its approach is disaggregated as far as economic 
policies are concerned, but globalistic with 
respect to sectoral issues.

In its purest expression this approach can­
not lay claim to any relevant successes. It is 
impossible to consider it as a valid option, and 
still less in countries where the productive struc­
ture shows substantial imbalances. Guiding the 
process calls for a combination of both managed 
instruments and those governed by the market. 
What is more, the liberalizing/privatizing 
approach does not have a consistent analytical 
framework for assessing the temporal effects of 
the policies and deciding on a sequence of the 
most effective measures for obtaining multiple 
objectives over long periods.

3. Financing, saving and investment

The growth of the region will continue to be 
conditioned by the severe restrictions prevailing 
in external financing. The majority of the new 
proposals seek to deal with this situation by 
eliminating the net transfer of resources abroad 
(ECLAC, 1986, p. 101, and table 9). The multilat­
eral agencies, the private banks and the govern­
ments of the industrialized nations agree that a 
positive flow must be restored as a matter of 
urgency, but they hold that this should be 
achieved mainly through the efforts of the deb­
tor countries themselves and through changes in
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t h e i r  po l i c i e s  a imed at p r o m o t i n g  
liberalization/privatization.

This is where the two main approaches 
diverge fundamentally. The dominant criterion 
in Latin America maintains that growth must 
come first, and that the amount earmarked for 
servicing must therefore be subordinated to the 
attainment of this objective. As far as the "neo- 
conservatives" are concerned, the important 
issue is the payment of the debt, and this means 
avoiding critical situations which could adversely 
affect the international financial system.

In the 1980s the rate of saving has gone 
down. Due to the decline in external saving 
{reduction of the current account deficit), recov­
ery will have to be based primarily on both public 
and private domestic saving. Public saving must 
therefore be increased. Efforts on the part of the 
State can generate significant volumes of resour­
ces and open up the possibility of channelling 
these funds towards priority projects and areas, 
establishing close links with investment.

This goal may be incompatible with the 
underlying principles of the liberalizing/privat­
izing approach, which envisages a smaller public 
sector. Even United States authorities have been 
reluctant to allow the credits available from mul­
tilateral agencies to be used by public enter­
prises. The systematic application of an 
anti-State criterion can only stand in the way of 
an autonomous development strategy.

It is undoubtedly essential for the public sec­
tor to make unremitting efforts to improve its 
efficiency and reduce current expenditure, while 
gradually divesting itself of non-priority func­
tions. To some extent savings can be improved 
by reducing the deficits or increasing the profits 
of public enterprises.

However, the indiscriminate sale of well-run 
State enterprises at low prices makes no contri­
bution to increased saving. It may even reduce it 
if, for example, the new private owners divert 
resources to consumption or transfer them 
abroad, or if over the medium term the income 
from the sale of the enterprises is exceeded by 
the loss of profit. Rationalizing the public sector 
may mean the privatization of a considerable 
number of enterprises, but it is important not to 
fall into the simplistic trap of confusing that 
process with the dismantling of the State appa­
ratus or the imposition of obstacles to the crea­

tion of new public bodies needed to meet the 
challenges now emerging with regard to techno­
logical progress, education and investment 
which take a long time to mature.

Fiscal income should also be increased by 
raising the level of tax collection. This level is 
too low in many countries, and such a move 
would avoid excessive cutbacks in expenditure. 
The existence of a light tax burden only favours 
the higher income groups. Moreover, in some 
cases the tax structure is far from progressive, 
which indicates that considerable amounts could 
be collected for saving.

The reallocation of expenditure can also lead 
to increased public saving. In particular, the pos­
sibilities that a reduction in military expenditure 
could provide for the Latin American countries 
should be explored.

Private saving should be encouraged. How­
ever,  the " l i be r a l i z a t i on/ pr i va t i z a t i on” 
approach, which claims that a contraction in the 
public sector is a condition for encouraging more 
saving by the private sector, could be counter­
productive. There is no proof that any kind of 
automatic mechanism operates in these cases. 
On the contrary, the experience in the countries 
of the Southern Cone shows that a decline in 
public saving does not necessarily produce an 
increase in private saving and may even produce 
the reverse effect. What is observed is rather 
that public investment and private investment 
complement each other. If managed selectively, 
the first can promote the second by providing it 
with a more secure and stable frame of reference.

Furthermore, the creation of financial sav­
ings in the private sector does not guarantee that 
it will be turned into real saving and investment. 
Thus, it may well occur that privatization only 
encourages the transfer of assets or speculation. 
In fact, while domestic financial saving responds 
positively to the profitability of financial instru­
ments the same is not true of private saving.

What is needed is a moderate and stable real 
interest rate. However, this should not be the 
only policy objective, since this alone is not the 
most effective instrument for encouraging an 
increase in the levels of domestic savings and 
investment. The experience of a considerable 
number of countries suggests that in certain cir­
cumstances the interest rate bears no relation to 
private saving. In Korea, for example, although
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for long periods the real interest rate was nega­
tive, rates of saving were nevertheless high. In 
Chile and Argentina, in contrast, there were 
periods during which the real interest rates were 
disproportionately high but saving was even 
below its historical levels. Consequently, it is 
necessary to take into account the whole set of 
policies and not just one in particular.

The actual behaviour of private agents in 
Latin America is different from what is expected 
in the privatization/liberalization approach. It is 
quite true that entrepreneurs adapt themselves 
to the context in which they are operating and 
that market signals have a significant impact on 
their decisions. But there are also patterns of 
behaviour which are historically conditioned by 
cultural factors, perceptions of risk or economic 
and institutional structures. Thus, for example, 
the adoption of tax measures which will alleviate 
the burden of businesses ("supply side” mea­
sures) does not necessarily lead to higher real 
saving.

External financing for the developing coun­
tries, for its part, shows little elasticity with 
respect to interest rates. Nor is it a suitable 
mechanism for containing capital flight, because 
decisions in this regard are taken in line with a 
policy of diversifying the risk by national 
investors.

The region’s economists and the interna­
tional agencies agree that capital flight has been 
a widespread phenomenon throughout Latin 
America. They have widely divergent views, 
however, as to the best policies for reversing this 
trend. The multilateral agencies contend that the 
Latin American nations should adopt measures 
that attract this flight capital back, so that it will 
decide to return of its own accord. However, 
neither liberalizing policies nor interest rate dif­
ferentials are enough to put a stop to this flight, 
since the phenomenon is influenced by a consid­
erable number of political, psychological and his­
torical factors.

The motives that prompt capital flight 
abroad can only partially be offset by incentives. 
Even in periods of strong stimuli (extremely 
high real interest rates) and political "security” 
(democratic stability in Venezuela and Mexico 
and the existence of tough authoritarian dicta­
torships in Argentina, Chile and Uruguay) capi­
tal flight has increased. It would be difficult to

apply measures to win over the persons respon­
sible for this flight, because at the present time 
the scarcity of foreign exchange and the controls 
are greater than ever, on account of the deterio­
ration in the international financial situation. 
Emphasis must therefore be placed on contain­
ing the flight. There is no doubt that a stable 
economic policy with prospects of growth redu­
ces the magnitude of the phenomenon and may 
even attract some capital back to the country. In 
addition to this, however, there must also be 
suitable administrative control measures.

The measures proposed by the World Bank 
and endorsed by the Baker Plan and the IMF for 
attracting fresh capital envisage the expansion 
and opening-up of the stock and capital markets. 
It may well be that these measures lead to an 
increase in the capital inflow; however, this 
inflow will still be only slight. Moreover, in 
seeking to expand this type of financing, the use 
of incentives which impair the achievement or 
implementation of other important objectives 
should not be eschewed. It may be added that the 
extension of the capital and share markets is a 
gradual process and should be based on a set of 
rules that ensure its stability and protect the 
small and medium-scale investors from specula­
tive operations. This is particularly valid for the 
Latin American countries, whose markets are 
usually small and therefore very vulnerable to 
manipulation and instability.

The violent fluctuations observed recently in 
the stock markets of the industrialized countries, 
which possess huge capital markets, constitute 
another factor of great uncertainty which affects 
the Latin American stock markets. This shows 
the big risks involved in the policy of encourag­
ing humble workers to deposit their savings in 
such systems.

Finally, the reduction of the degree of con­
centration of economic and financial power is 
another essential factor in the development of 
these markets along sound lines.

Foreign direct investment, channelled prim­
arily through the transnational corporations, 
may be another spur to regional development. It 
must be borne in mind, however, that at the 
present time its behaviour is different from its 
historical patterns. The percentage of the contri­
bution to primary capital made by the firm itself 
has declined and the percentage financed with
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credits has risen. Furthermore, new formulas 
involving contributions of technological and 
production know-how, with little direct invest­
ment, have multiplied. Consequently, such 
investment cannot be regarded as a substitute for 
external bank financing. In financial terms the 
contribution is small, and its value lies in the 
improvement of the technological, managerial 
and trading capacity (Bitar, 1987; Helleiner,
1986).

The foreign investment policy should be 
aimed at attracting enterprises in the sectors 
chosen, in order to strengthen specialization. An 
attempt should preferably be made to attract 
medium-sized or highly competitive firms 
which have not yet extended their operations on 
a worldwide scale. The indiscriminate granting 
of incentives in a precipitate fashion in order to 
improve the "atmosphere”, which some banks, 
multilateral agencies and governments of the 
industrialized nations are suggesting, could 
prove to be very costly and give few concrete 
benefits for the host countries.

The practice of converting debt into equity 
("debt for equity swaps") is now growing. The 
banks see this as an interesting way of lessening 
their risks through diversification of assets, quite 
apart from the fact that the management and 
intermediation operations themselves earn 
them considerable profits. For the debtor coun­
tries, however, the advantages are very doubtful. 
In some cases, this formula involves new invest­
ments, but in others all it involves is the transfer 
of existing assets to foreign enterprises. Its 
effects on the balance of payments can even be 
negative in the short term, if there is no inflow 
of new capital and the saving gained from non­
payment of interest on the debt thus converted 
into equity is less than the remittances of profits 
by the denationalized companies.

Furthermore, it should be borne in mind that 
the current situation will probably lead to a 
change in debt servicing conditions. Symptoms 
of this which are already evident are the morato­
ria which major debtor countries have resorted 
to and the increase in the funds set aside to cover 
losses by the creditor banks. In these circumstan­
ces, advance payment through the conversion of 
assets could turn out to be bad business for the 
national interest. If the discounts on debt paper 
continue to increase on the secondary markets, it

would be advisable to encourage this decline and 
to look for repurchase formulas that will benefit 
the countries and not the middlemen or some 
foreign shareholders.

Finally, it should be pointed out that the 
conversion formula advocated by the supporters 
of liberalization/privatization is negative and 
even inconsistent with its own postulates, for if 
it is true that the market should rule decisions, 
then why not accept the indications of the secon­
dary market of debt promissory notes?

In so far as the financing of investment is 
concerned, it is obvious that in order to carry out 
a programmed structural adjustment, funds 
directed towards and concentrated in certain 
areas of specialization will be required, on favou­
rable terms and conditions (ECLAC/UNIDO,
1985). This calls for the active participation of 
the State: it is not enough to adopt general rules 
and market criteria. It is also necessary for the 
State to participate in channelling resources 
towards small and medium-sized enterprises 
and preventing these resources from being con­
centrated in the large firms, which would hinder 
healthy competition.

In the institutional sphere it should be borne 
in mind, finally, that a considerable change has 
taken place in the international financial system. 
Capital movements now greatly exceed the 
amounts involved in trade. The integration of 
the global system means that the fluctuations 
generated in the North spread to the Latin 
American economies with remarkable speed. 
The presence of bank subsidiaries integrated 
into the world banking system may unduly res­
trict the effectiveness of domestic policies. These 
considerations cast doubt on the desirability of 
the external financial openness advocated by 
some supporters of liberalization. It is necessary 
to establish regulations and mechanisms to pro­
tect the national economies from the vicissitudes 
originating in the external financing system. 
This also means that the State must play an 
active supervisory and regulatory role.

Increasing private saving will inevitably 
involve greater austerity in the spending of the 
higher income groups. Conspicuous consump­
tion must be restrained, or at least its rate of 
expansion must be reduced, especially if it is 
aimed at the same time to increase the consump­
tion of essential products. Changing the pattern
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of consumption requires new fiscal and tax 
measures.

The adoption of a liberalizing/privatizing 
framework can become a serious obstacle for any 
austerity policy, since it inevitably triggers off a 
greater concentration of income. Consequently, 
the removal of regulatory measures must only be 
carried out after a very careful evaluation, and it 
must be compensated by other measures which 
promote greater equality.

4. Distribution o f income and 
wealth and extreme poverty

The crisis of the early 1980s heightened the 
disparities in the distribution of income and 
wealth in Latin America, which were already 
very pronounced, and it became urgent to make 
radical changes in order to reduce concentration. 
The inequality is so extreme, however, that its 
correction cannot be left to the trickle-down 
effect of growth.

The liberalization/privatization school of 
thought attaches little importance to redistribu­
tive mechanisms, since it believes that the 
market and growth by themselves will favour 
equity, without any need for direct measures to 
alleviate the problem. An instructive example of 
this attitude is the fact that the name of the 
"employment and income distribution” depart­
ment of the World Bank has been changed to thp 
"labour markets” department (Annis, 1986). 
This way of thinking assumes that free competi­
tion and the removal of regulations will stimu­
late growth and thus indirectly bring about a rise 
in employment levels and real wages. This 
approach therefore envisages very few direct 
instruments (Feinberg, 1986, pp. 18-20). 
Another shortcoming inherent in this approach 
lies in the underestimation of structural factors 
in its interpretation of the root causes of this 
inequality.

The advocates of the liberalization/privati­
zation scheme claim that in crisis periods such as 
the present one, little can be done to meet unsat­
isfied basic needs, so that efforts should be 
directed instead towards growth, since this 
improves the condition of the poorest through 
the trickle-down effect. They also recommend 
that the terms of trade for agriculture should be 
improved in order to assist the peasant sector: a

measure which will undoubtedly have a greater 
impact in those countries with a large rural pop­
ulation, but not in the case of the urban agglo­
merations which are typical of Latin America. In 
addition, they advocate the termination of indis­
criminate subsidies, so that the limited public 
resources used for social expenditure will be 
channelled only to the poorest groups, leaving 
the other sectors to bear the cost of education 
and health, for example. Finally, they claim that 
it is the fight against extreme poverty which 
should have top priority.

This line of thought pays little heed to the 
structural causes of inequality: the concentration 
of ownership; the tenuous social and trade union 
organization, especially in agriculture and in the 
marginal urban sectors; the spread of consump­
tion habits from the industrialized countries in 
the middle and upper classes; the low levels of 
education, and technological backwardness. 
These distortions cannot be corrected by market 
mechanisms alone, but call for measures aimed 
specifically at changing the structural elements 
which created them in the first place.

We feel that an effective approach must 
combine the two components: measures to deal 
with the structural elements, and price, fiscal and 
tax policies that eliminate rigidities and foster 
growth.

In particular, the reduction of inequality 
requires that changes be made in the structure of 
ownership. Concentration should be reduced in 
every case where it is not justified on grounds of 
technical efficiency, and in those cases where it is 
considered absolutely essential, it must be super­
vised, regulated and offset by administrative 
mechanisms. At the same time, broader forms of 
ownership should be promoted (co-operatives, 
small- and medium-sized enterprises, etc.).

The concentration of the financial apparatus 
in a fewhands, quite apart from providing politi­
cal power which can unbalance society, stimu­
lates the use of resources in activities related to 
the same financial groups, and this further 
increases concentration. Consequently, all 
efforts to move towards greater equality call for 
control over the financial apparatus.

The organization of workers and of the more 
vulnerable social groups must also be encour­
aged. The persons concerned can best protect 
their interests by organizing themselves. Poli-
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cies aimed at liberalizing the labour market seek 
to bring about downward flexibility of real 
wages, the argument being that this will encour­
age more employment. However, empirical 
analysis shows that in global terms the assump­
tion that a drop in real wages will lead to higher 
employment is unfounded. What has really 
occurred is that these policies have weakened 
labour organization and increased inequality.

The strengthening of worker-run enter­
prises, self-help construction organizations or 
self-managed health clinics, as well as different 
forms of local power, will promote greater 
equality and reduce the excess burden on the 
State apparatus. It is also essential that measures 
should be taken parallel to the market, or outside 
of it, in order to overcome the worst manifesta­
tions of extreme poverty as regards unemploy­
ment, malnutrition and the lack of housing. 
Specific rural and urban groups should be tar­
geted, and especially children, since giving spe­
cial attention to them will help to progress 
towards greater equality of opportunity.

Tax reform and more efficient use of fiscal 
resources are also vital. More revenue should be 
collected from the high-income groups and 
transferred to the poorer groups. It should be 
noted that in quantitative terms, the fight 
against extreme poverty should not involve a 
very significant fraction of the product. The 
transfer of only 5%  of the income earned by the 
richest tenth of the population to the poorest 
third would be enough to change the situation 
considerably. If progress is to be made in this 
area the direct tax burden must be raised and tax 
collection must be made more efficient. A 
change in the composition of expenditure would 
make it possible to generate additional 
resources.

The mass education and retraining of man­
power to equip it to work at more complex and 
more productive jobs is another priority task for 
reducing inequality.

The policies suggested here are motivated by 
more than ethical, social and political reasons. 
They can also have a favourable impact on the 
capacity for growth. A labour force which is 
better trained physically, mentally and techni­
cally will be more productive and more adaptable 
to changing conditions.

It is not for want of ideas that the govern­
ments of the region have progressed little in

applying effective formulas. Political reasons 
have been a key factor in this. Hence there is a 
need to dovetail the desired goals more clearly 
with the resources needed to implement them. 
This aspect has been totally ignored in the 
approach taken by the multilateral agencies and 
in the reasoning of the privatization/liberaliza­
tion school of thought.

5 . T h e  State and the private sector: 
an ideological conflict

The question of the size and the functions of the 
State has become a central issue in the economic 
policy debate. Criticisms have been levelled at 
the State from two angles: its supposedly nega­
tive effect on the efficiency of production and the 
supposition that it tends to expand fiscal expen­
diture. The vehemence of these criticisms and 
the repeated proposals for privatization have 
polarized the debate, robbing it of realism and 
practical usefulness.

The proponents of the privatization/liberal­
ization approach advocate a reduction of the 
State apparatus, suggesting that public enter­
prises should be sold and that new credits should 
be channelled to the private sector. This stance 
has been reinforced by the United States govern­
ment agencies and the commercial banks of that 
country (Baker, 1986b; Morgan Guaranty Trust,
1986). There are Latin American economists 
who hold a similar view (Balassa, Bueno, 
Kuczynski and Simonsen, 1986).

The proposals that the functions and size of 
the State should be reduced appear to be based on 
the assumption that such a contraction would 
provide a stimulus for the automatic expansion 
of the private sector. This assumption leads to an 
undue concern for reducing the size of the public 
sector, while at the same time neglecting ways of 
directly stimulating private enterprise.

At least two of the assumptions on which the 
liberalization/privatization approach is based 
are inaccurate. The first is the claim that the 
distortions in the Latin American economies can 
be corrected through liberalization. The truth is 
that excessive confidence in the automatic role of 
the market leads to other shortcomings, espe­
cially in the case of economies plagued by serious 
imbalances. On the contrary, the "programmed 
structural adjustment" approach calls for gui­
dance. What is important here is not liberaliza-
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tion in itself, but rather the efficient 
management of the programmed adjustment.

The second of these erroneous claims is that 
the private sector reacts to the market signals, 
thus leading to an increase in investment and 
efficiency. These assumptions on the behaviour 
of the private sector have little historical evi­
dence to support them. Even during phases 
which were very favourable to Latin American 
entrepreneurs, only in a few exceptional cases 
has liberalization led to an innovative attitude 
and to efforts within a medium-term 
perspective.

In order to develop the habits which have 
been present for a long time in the countries of 
the North and in some Asian countries, deeper 
cultural changes would be needed. It is not realis­
tic to attempt to achieve such modifications in 
the short term,  using purely market 
instruments.

Considerable importance should be attached 
to increasing the efficiency of public enterprises. 
Without a doubt, it may be advisable to privatize 
some of them, but it is clear that inefficiency 
cannot be combatted solely by this means. It is 
also necessary to make substantial improve­
ments in management techniques and in rate 
and price-fixing, to increase decentralization, 
and to bring about institutional reforms which 
allow for decisions to be taken autonomously. In 
contrast with the south-east Asian countries, 
Latin America has a long tradition of the State as 
entrepreneur, and this should be updated, as it 
would be unwise to seek to eliminate it.

It is essential to recognize that the State has 
accumulated too wide a range of activities, some 
of which are linked to the industrializing func­
tion in an inward-looking development scheme, 
while others are connected with the supply of 
basic services to the poor sectors or with various 
administrative regulation mechanisms for 
orienting investments or consumption or fight­
ing inflation. There must be a profound change 
in this respect.

The State must assume qualitatively differ­
ent functions which are more in keeping with 
the challenges of the twenty-first century and 
bear little relation to the public structure that 
took shape after the Second World War. The 
point is that before assuming new responsibili­
ties some of the old ones must be relinquished.

It is the responsibility of the State to guide 
the structural adjustment towards greater spe­
cialization and competitiveness within a long­
term perspective: a form of guidance that the 
market does not provide. This is the proper 
function of the "leader” State. In addition, the 
State should concern itself with protecting 
equity and national autonomy. What is needed is 
a State which acts as the "guardian” of certain 
basic socio-political equilibria.

Concertation among workers, entrepreneurs 
and the State is a key factor in any development 
strategy. This approach helps to build up con­
sensus around a national project and reduces the 
sometimes artificial struggle between the State 
and private-sector agents.

These elements, if duly integrated, will lend 
greater vigour to the neo-structural way of 
thinking and thus avoid the spread of a neo­
conservative model with disintegrating effects.

6. Political and social factors

In the political and social sphere, there is a wide 
gap between the neo-conservative concepts and 
the neo-structural approach. The first-named 
pay little or no attention to the social and power 
variables which interact with economic policies 
and which determine the viability of any devel­
opment strategy.

The privatizing/liberalizing approach rules 
out any express reference to sociological and 
political factors. It is essential, however, to take 
account of the interaction between economic and 
political elements. There are two particularly 
important perspectives: the impact of given eco­
nomic measures on social and political variables, 
and secondly, the conditions and power requi­
sites needed in order to apply such policies 
successfully.

If any of these create inequality, lower the 
standard of living of large sectors of the popula­
tion, lead to denationalization, etc., which are 
results incompatible with the existence of demo­
cratic institutions and standards, it must be asked 
how a liberalizing/privatizing strategy could 
possibly be applied. If the only way to do this is 
by using force, then the exclusion of political and 
social considerations implies the acceptance 
under this scheme of a non-democratic frame­
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work, as has occurred and is occurring in several 
countries of the region.

A gradual transformation of the structure of 
production necessarily requires ongoing social 
support. Under certain circumstances, a shock 
policy may possibly secure some degree of price 
stabilization. It is also possible to apply this "by 
surprise" for a brief period without having pop­
ular support. However, this cannot be so in the 
case of more thorough-going strategies of 
change. An abrupt policy causes very high eco­
nomic and social impacts and costs, and it could 
therefore hardly be used for an extended period 
of time.

Nor is it politically viable to subordinate the 
development strategy to burdensome external 
conditions which imply an excessive loss of 
national autonomy. An abrupt or simplistic libe­
ralizing/privatizing policy runs the risk of 
unleashing reactions that will lead to the author­
itarian exercise of power or to the system’s own 
collapse.

The experiences of the Southern Cone coun­
tries have led many social and political scientists 
to explain the crumbling of democratic systems 
partly in terms of the breakdown of certain min­
imum social agreements and of the battle that is 
unleashed for the appropriation of the State 
surplus. Furthermore, the acceleration of infla­
tion and the failure of stabilization policies have 
been attributed to the sharp conflict over the 
distribution of income.

These experiences have had some influence 
on the neo-structural approach, in that they have 
encouraged the search for ways and means of 
consensus, concertation and participation with 
the aim of reducing conflicts or channelling the 
energy generated during them towards common 
objectives. The idea of a national project has thus

assumed growing importance, as has the need to 
build up broad social and political support in 
order to sustain the project for extended periods. 
These factors are crucial in assessing whether 
the implementation of a given strategy is 
feasible.

It would be an illusion to assume that con­
flicts will disappear by the mere use of these 
expedients, but they can be lessened and subordi­
nated to collective aims. Because this approach 
does not think in terms of "zero-sum societies", 
it opens up opportunities to seek joint progress. 
An efficient form of insertion in the world econ­
omy would provide space for a shared national 
effort to redound to the benefit of all.

The repercussions of a given strategy on the 
military establishment must also be taken into 
account. A national project must be undërstood 
and backed by the armed forces in view of its 
favourable effect on security in the broadest 
sense. The strengthening of autonomy, equity 
and technological capacity have a positive 
impact on security (Varas, 1986). In many cases, 
there is no doubt that military expenditure 
should be restricted. It may be noted that these 
aspects do not explicitly form a part of the con­
ceptual framework which governs the liberali­
zing/privatizing school of thought.

The power requirements for sustaining a 
long-term strategy are satisfied better in a demo­
cracy where there is concertation and broad par­
ticipation. At the same time, however, these 
same requirements dictate the type of economic 
policies that are acceptable to the majority. The 
effect that the measures adopted will have on 
equity are of particular importance if the aim is 
to further democracy and strengthen this 
system.

IV

Final reflections

The strategic priority in Latin America is growth 
and development, which demands that structu­
ral changes be made in the productive base to 
increase international competitiveness and 
satisfy basic needs.

There is no single model for carrying out 
such a structural transformation and it is there­
fore necessary to learn from experience and act 
pragmatically. Supposedly highly perfected
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"doctrines” based on immutable "principles” can 
bring with them a host of negative effects.

These conceptual schemes whose philo­
sophy is based almost exclusively on the notion 
of balance and on the validity of the "market 
laws” may achieve some degree of efficiency for 
brief periods in helping to overcome external 
maladjustments and to stabilize prices, but they 
are not appropriate for structural change, which 
must stem rather from a dynamic perspective. 
Seen in this light, the challenge to be faced is 
how to manage and regulate the sequence of 
changes, while taking care to keep the financial 
and economic distortions inherent in any change 
in the productive structure within manageable 
limits.

The relatively unpredictable nature of these 
processes is at odds with the practice of estab­
lishing a strict conditionality for managing the 
main macroeconomic variables, which is the 
method of procedure followed by certain multi­
lateral agencies and favoured by the advocates of 
neo-conservatism.

The application of a long-term strategy 
requires political stability, which in turn calls for 
the shaping of social agreements shared by the 
majority of the people. The economic strategy 
must also protect the political spaces in order to 
preserve a broad, permanent social alliance.

Consequently, a liberalizing/privatizing 
scheme will be at variance with the goal qf 
growth with equity, given the prevailing condi­

tions in Latin America, and will therefore jeo­
pardize political stability.

In the long run, the importance of purely 
economic considerations is reduced and the via­
bility of the strategy will depend on a host of 
political and cultural variables. In order to be 
useful, an approach must be able to adapt to 
changing situations while keeping economic/ 
political interaction under constant and rigorous 
scrutiny.

To sum up, a policy which seeks to further 
growth with equity and autonomy must face the 
double challenge of bringing about change in the 
productive structure while protecting financial 
equilibrium and at the same time building up 
social support in a democratic system.

Both challenges can most effectively be dealt 
with if action is based on a conceptual approach 
which draws on the Latin American tradition, 
past experience, and the new type of interna­
tional and national economy which now exists.

Ideas possess great power. The existence of a 
mature Latin American line of thought is thus 
extremely valuable for promoting new stages of 
development. The important thing is to get 
away from a defensive attitude to neo­
conservatism by proposing functional ways of 
tackling the problems affecting national life, and 
especially those concerned with the new role of 
the State. An open and flexible "neo-structural” 
approach is the appropriate framework for tak­
ing up the new challenges.
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In this article the author analyses various long- and 
medium-term developments in the world economy 
and in the sphere of international economics and 
politics and explores their impact on Latín America. 
He then goes on to consider the regional scenario 
and, in particular, the current economic crisis, with 
special attention being devoted to the efforts made 
by Latin America to improve its present position.

The inventory of constraints and achievements 
which emerges from these observations suggests 
that there are a number of challenges to be met by 
the region, including those represented by the need 
for the consolidation of democracy, the preservation 
of peace, the restoration of the countries' manoeuv- 
ering room in their efforts to carry forward the 
process of development, the achievement of 
increased autonomy in the formulation and applica­
tion of policies, and the furtherance of integration 
processes.

Latin America must adopt a variety of 
approaches in order to respond to these challenges. 
There is a need, for example, to design an alternative 
development strategy, to increase regional co­
operation, to effect a qualitative change in the inter­
national insertion of the countries of Latin America 
and to establish a zone of peace in the region. The 
international community bears some responsibility 
in this respect, since the realization of such objec­
tives depends on the stability of the international 
economy as well as on the reduction of the debt 
burden and of protectionism. The conclusion 
reached in the article is that development, integra­
tion and democracy are the pillars of any political 
programme designed by and for Latin America.

The international scenario 
and its im pact on 

Latin Am erica

1. Relations between the superpowers

The relationship between the two superpowers 
has always had a decisive political influence in 
the area of international relations since, in 
essence, their behaviour reflects the world 
power structure. This relationship is marked by 
periods of tremendous tension and by others of 
apparent calm, but the ideological confrontation 
between the two countries is an ongoing one and 
is reflected in various parts of the world. The 
economic effects of this struggle may be seen in 
an astonishing increase in the amount expended 
on weapons, which diverts funds from their nor­
mal productive ends and from international co­
operation for development. This mounting 
expenditure has, moreover, resulted in the crea­
tion of a nuclear arsenal powerful enough to 
obliterate all signs of life from the face of the 
globe. Two fundamental objectives of the United 
Nations are thus in jeopardy: peace and 
development.

However, in the midst of ideological con­
frontations and localized conflicts in the Middle 
East, the Persian Gulf, Afghanistan and Central 
America, some appreciable progress has recently 
been made in the disarmament negotiations 
between the two superpowers, and this may 
result in a needful and constructive period of 
worldwide détente.

The extraordinary increase in the defence 
spending lies at the root of the fiscal deficit of the 
United States and causes this country, whose 
impact on the Latin American economies is very 
considerable, to compete with the region for the 
financial resources which Latin America needs 
so urgently in order to carry forward its eco­
nomic and social development.

The coming months will be of key impor­
tance in terms of the outcome of the disarma­
ment negotiations; in future summit meetings, it 
would be desirable if the two superpowers would 
not only provide for the elimination of nuclear 
arsenals but would also give priority to the con­
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solidation of peace, the promotion of economic 
and social development and the full re­
establishment of multilateralism and interna­
tional co-operation.

2. Relations among the 
developed countries

The leading industrialized market-eco no my 
countries are experiencing a period of substan­
tial structural change, and this is altering their 
traditional relationships. In spite of the unity 
they have maintained so far at the political level 
in their stand against the socialist countries, as 
manifested primarily in the support they give to 
the United States in its confrontation with the 
Soviet Union through various military and stra­
tegical alliances, signs of friction have emerged 
during the present decade at the economic level.

In international trade, for example, the 
world’s main trading partners are engaged in an 
unrelenting struggle which has given rise to an 
increasingly pervasive, persistent and complex 
form of protectionism and are showing extraor­
dinary belligerence in their use of reprisals 
reflecting the relative bargaining power of each 
party. This confrontation has led them to bypass 
the rules of the General Agreement on Tariffs 
and Trade by applying new concepts and rules 
which have not been agreed to at the interna­
tional level. At bottom, these trade conflicts are a 
sign of the varying degrees of speed and effec­
tiveness with which each of the industrialized 
countries is able to absorb the technological 
change now sweeping the world.

This constant friction in the commercial and 
financial spheres is aired in direct negotiations 
among the leading developed countries which 
are held within the framework of the form of 
macroeconomic co-ordination agreed toby them 
at their summit meetings. By these means the 
developed countries have invested themselves 
with powers which are virtually absolute and are 
not recognized by the international community. 
They thus use intergovernmental negotiations 
to set exchange rates and interest rates in a 
manner which bears little resemblance to the 
orthodox approach they preach but do not prac­
tice. The conflicts among these countries are not, 
however, indicative of any long-term divergence 
at the economic and political levels. Rather, they 
are indications of a realignment that is being

forged at the level of production in an attempt to 
arrive at a different relationship and a different 
order of specialization, which will undoubtedly 
alter the present International Division of 
Labour. Not only will the division between the 
centre and the periphery change, but there will 
also be more than one centre, from an economic 
standpoint, and different peripheries in varying 
stages of deterioration.

One of the ways in which this realignment is 
felt is in severe macroeconomic imbalances 
among the main developed countries of the 
West. These nations have been incapable of re­
dressing such disequilibria within the frame­
work of their joint scheme of co-ordination in 
spite of the fact that a substantial devaluation of 
the United States dollar against the currencies of 
Europe and Japan has been negotiated and inter­
est rates have been set at levels designed to allow 
financial resources to flow easily out of the sur­
plus countries in order to cover the persistent 
fiscal and trade deficits of the United States. 
Needless to say, this macroeconomic scheme of 
co-ordination and the attendant negotiations 
taken no account of the interests of Latin Amer­
ica, whose commercial and financial flows are 
being profoundly altered.

In spite of everything, the United States’ 
deficits remain, and it is demanding that its main 
partners raise the level of their economic activity 
— a demand which they are resisting not only for 
fear of reactivating inflationary pressures but 
also because, in some cases, cultural factors take 
the form of habits that favour saving rather than 
consumption. In any case, the conclusion seems 
to be gaining ground that the developed coun­
tries will not be able to reconcile the objectives of 
full employment and price stability by means of 
orthodox policies.

All this, together with the failure to redress 
the macroeconomic imbalances of the leading 
developed countries and the lack of international 
control over such disequilibria, points to the 
need for a proper reform of the international 
financial and, monetary system, as has been 
repeatedly proposed by the Group of 24 and even 
by some developed countries.

In short, in spite of the growing internation­
alization of national policies and economic 
affairs, the world economy has ceased to trans­
mit dynamic impulses to Latin America. On the
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contrary, it is transmitting instability, recession 
and costs which are out of line with the need to 
adapt to new circumstances.

3 . T h e  crisis o f  multilateralism

Following the Second World War the system 
governing international economic relations was 
organized in accordance with the way the world 
was viewed from the perspective of the North. 
This view was based on the concept of multilat­
eralism, just as multilateralism was based on the 
world power structure and on the international 
division of labour which had been established.

The Latin American countries and the other 
developing countries could not participate in 
this system unless they were accorded special 
and differentiated treatment because the rules of 
the game had been designed to facilitate North- 
North relations more than North-South rela­
tions. The result was the well-known and 
lengthy list of measures for which the third 
world countries fought so hard in international 
forums: Part IV of the General Agreement on 
Tariffs and Trade, the creation of UNCTAD, the 
Generalized System of Preferences, and the 
establishment of codes of conduct and interna­
tional commodity agreements, to mention only a 
few examples.

The only viable alternative for the develop­
ing countries was to accommodate themselves to 
the multilateral system created by the North, 
and in doing so they in some way modified and 
eroded it. There can be no doubt that a major role 
in this phenomenon was played by the presence, 
in force, of the developing world in the United 
Nations and other multilateral forums and its 
importance either as a market for the centres’ 
exports of manufactures or as a source of supply 
of raw materials. These are the factors which 
have given rise to the so oft-discussed interde­
pendence of these countries, but it is a basically 
asymmetrical type of interdependence between 
parties that are on an unequal footing.

The experience of recent years shows that 
multilateralism is clearly in decline and is giving 
way to direct dealings based more on the real and 
specific "power" of each country which have 
.little to do with the rules and forms of conduct 
befitting a relationship of "co-operation” among 
sovereign States.

Multilateralism as practised in the postwar 
period no longer corresponds to the new world 
view which now clearly prevails in the developed 
North. The structural changes taking'place in 
the more advanced countries, as manifested in 
the technological revolution (which some peo­
ple call "the third industrial revolution”), in the 
boom in services and in the internationalization 
of economic activities, are the marks of what 
might be characterized as a period of transition 
towards new forms of production, power and 
relations between States. This period is also one 
of instability, of change and of new develop­
ments in the international trade, financial and 
monetary systems.

In short, as the North sees it, multilateralism 
is no longer appropriate either to the new world 
power structure or to the emerging international 
division of labour. In contrast, for the countries 
of Latin America, multilateralism is both valid 
and necessary in that it provides the best means 
of attenuating the imbalances in economic polit­
ical power which exist between States. If this 
were not the case, why would the North itself 
choose a multilateral forum to establish the rules 
for a new system of international trade in goods 
and services? The answer, quite simply, is 
because this still confers legitimacy. In the eyes 
of Latin America, a number of major challenges 
remain to be met through multilateralism: keep­
ing the peace, promoting development, halting 
the deterioration of the international system of 
trade, re-establishing stability and financial 
equity and reforming the international mone­
tary system, finding a political solution to the 
problem of the external debt, and effectively 
meeting the needs of the developing countries in 
such a way as to make their participation in the 
international economy more equitable, symmet­
rical and dynamic.

4. The technological revolution

There is no doubt whatsoever that today Latin 
America is confronting a world which is chang­
ing and moving forward very rapidly, sometimes 
in surprising directions. The development of 
microelectronics, information sciences and tele­
communications, together with other advances 
derived from space research, has brought servi­
ces to the international market which previously
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did not exist, or if they did, were not, internation­
ally tradeable.

The parallel progress made in information 
sciences and telecommunications has given rise 
to the field known as telematics, which, at an 
international level, gives continuity to and inter­
links the services made possible by these two 
activities: the transmission of commercial, 
financial, tourist and scientific information, 
designs, quality control standards, the long­
distance signing of contracts, etc. This allows 
services to be provided internationally without 
any need for the movement of personnel or the 
clearance of customs controls at national borders 
and permits such advances to be applied in the 
fields of health, education and other social servi­
ces. The developed countries, which have already 
mastered these new technologies, have rapidly 
become net exporters of this type of services to 
the rest of the world.

If these services are to be further developed 
in the future, there will be a need for the capital 
goods and other generally "high-technology” 
equipment which make up the infrastructure 
that channels the flows of information traded in 
the form of services. Consequently, it is worth 
bearing in mind that international trade in servi­
ces depends on the possibility of investing in 
infrastructure either beforehand or concurrently 
and on the availability of the necessary equip­
ment. At this point we can clearly see the close 
links which exist among "trade in services”, 
"trad e in goods” and "serv ice-related  
investments”.

These considerations underscore the fact 
that the economic determinants of international 
trade in services are not merely an extension of 
those of international merchandise trade and 
that there is no reason why they should be gov­
erned by the same rules.

It is becoming increasingly clear that tran­
sactions which are directly or indirectly linked to 
the international provision of these types of 
services will have a decisive influence on the 
future development of the third world countries. 
Not only is the whole concept of comparative 
advantages changing, but a host of strategic, 
geopolitical, cultural and even national security 
considerations are introduced by participation in 
worldwide information networks which are

created, processed and distributed by the leading 
industrialized countries of the West.

Like other developing countries, the Latin 
American countries are net importers of services 
and are only beginning to form industries in the 
majority of these new and revolutionary fields. 
In contrast, the industrialized countries are 
exporters of such services, possess efficient 
industries in these sectors, and invest large 
amounts of money in basic and applied research 
and development, and all of these elements are 
closely linked to their external trade. This 
accounts for the developed countries’ deter­
mined effort to include these subjects on the 
agenda of the Uruguay Round and points up the 
consequent need for Latin America to prepare 
itself for a much more comprehensive round of 
negotiations than the multilateral rounds which 
have taken place within the framework of GATT 
in the past.

All these changes clearly show that an inter­
national division of labour is emerging which, as 
under the present arrangement, would relegate 
Latin America to a raw materials-producing 
periphery, but this time that periphery would be 
facing one or more centres whose rapid techno­
logical progress would make them much more 
remote. Latin America must face up to this chal­
lenge. It is the key to the twenty-first century. 
This emerging division of labour will reflect not 
only the new structure of production in the 
world but also a new balance in world power, and 
it will no doubt require a new institutional order 
at the international level to support it. The 
region must prepare itself for all this. And not 
much time remains for it to do so.

5. The orthodoxy which is
preached but not practiced

The phenomena to which the international sce­
nario and its impact on the countries of Latin 
America have given rise lie in the realm of ideas 
as well as in that of facts. For example, the 
response to the Great Depression of 1930 in the 
leading industrialized societies of the West (and 
it was a response which had a great impact on 
development-related thinking in Latin America 
in the postwar period) was the Keynesian para­
digm. This is characterized by the free operation 
of markets in combination with a welfare State 
which concerns itself not only with attenuating



THE CHALLENGES FACING LATIN AMERICA IN THE WORLD TODAY /  Guillermo Maldonado 67

the recurrent cycles of prosperity and depression 
but also with providing employment and a min­
imum level of well-being to the entire popula­
tion. The excesses committed in the name of this 
paradigm over the years gave rise to a new 
orthodoxy in many industrialized societies in 
which the unrestricted operation of market for­
ces tended to be favoured as the pre-eminent 
instrument for allocating resources. Accord­
ingly, the role of individuals and private enter­
prises as agents of change was stressed and that 
of the State was therefore reduced to one of 
establishing a minimum of rules and keeping 
order.

Furthermore this paradigm is set forth as 
being valid both for central and for peripheral 
societies. With regard to the latter, the propo­
nents of this paradigm advocate a development 
path which is patterned after the thinking of the 
industrialized countries and based on the techni­
cal solutions provided by them. This approach is 
transmitted through, inter alia, the coactive 
components of the rules of conditionality to 
which the countries of the region must submit 
when they seek external financial support. Some 
of the main features of this approach include the 
dismantling of barriers to external trade in order 
to ensure that international prices will be the 
prices which contribute to an optimal allocation 
of resources; the adoption of "correct” macro- 
economic policies in order to avoid internal and 
external imbalances; and the scaling down of the 
role of the State as compared with that of private 
sector agents, since the latter are allegedly the 
actors which will react more dynamically and 
creatively to market signals. It is also argued that 
the optimization of growth rates is compatible 
with the population’s general well-being, i.e., 
with considerations of equity.

Three types of observations may be made 
which reflect a view that is definitely gaining 
ground in Latin America. In the first place, there 
is no reason whatsoever to thiqk that 
approaches which may be valid for one society 
will necessarily be so for another, much less that 
the theoretical models applicable to a contem­
porary industrialized economy can be validly 
applied to Latin American systems of produc­
tion. Such thinking reflects a gross simplifica­
tion of a process in which no one theory is 
universally valid. Secondly, this orthodox 
approach is preached but not practiced in the 
very societies which formulated it. Examples of 
this which affect Latin America very directly 
may be found in the macroeconomic imbalances 
characterizing the world’s leading developed 
economy (and in their manifold repercussions 
on international economic growth); in the pro­
duction and export subsidies for agricultural 
commodities provided by the majority of the 
industrialized economies of the West; and in the 
growth of protectionism in international trade. 
Finally, the main tenets of this approach do not 
take account of various constraints and realities, 
including the extent of its political support and 
its applicability in a complex and changing inter­
national context. As emphasized below, even 
those countries of the region which have moved 
in the direction of greater openness in their 
economies have encountered external resistance 
to their efforts to achieve a different sort of 
insertion in the international economy. Thus, in 
the case of many Latin American countries, 
instead of facilitating the recovery of their own 
economies, liberalization policies have helped to 
maintain only the industrialized economies' 
level of activity by lessening the decrease in their 
exports to the region.

i i

The regional scenario
1. General features

It cannot be denied that present-day Latin Amer­
ica has undergone tremendous and significant 
changes. Its productive apparatus has been 
diversified. Infrastructure works have been built

which have called not only for large investments 
and the use of modern technologies but also for 
bold new designs in order to overcome natural 
obstacles that have challenged the national 
capacity to carry out such projects. At the same
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time, the development models which have been 
applied have not been successful in eliminating 
distributive inequities within national societies. 
Many social evils still persist, such as those of 
extreme poverty, hunger, malnutrition, infant 
mortality, inequality in terms of the opportuni­
ties offered by life in society, the constant illegal 
interruption of the democratic process, etc. All 
these problems are facing the renewed demo­
cratic effort being made in the region as its 
champions take up the heavy responsibility of 
guiding national destinies at this critical point in 
history.

The present decade has been one of para­
doxes. One of the most significant achievements 
of the people of Latin America has undoubtedly 
been the restoration of democracy as a system of 
government and as a life style. The international 
community has unreservedly applauded this 
process, but the economic realities confronting it 
have come to pose a serious threat not only to the 
possibilities of re-embarking upon the road to 
development but also to social tranquility and to 
the very survival of democracy. At the same 
time, however, the reconstruction of democratic 
systems and the re-establishment of civil liber­
ties have become the main bulwark against the 
economic crisis in that they make the sacrifices 
in terms of well-being more tolerable. This is 
because even though the measures adopted by 
democratic governments may be a subject of 
debate and disagreement domestically, they 
nonetheless contain a new ingredient which is of 
fundamental importance, i.e., their legitimacy.

This bulwark of democracy is, however, 
being subjected to pressures which are under­
mining it. The idea that domestic savings can 
continue to be drained off in order to service the 
external debt is unthinkable. The proposition 
that the quality of life and income levels should 
be allowed to continue to deteriorate for the sake 
of the recessive adjustment which has been 
imposed on the region without anything having 
been done in the international economy to com­
pensate for the sacrifices made by Latin America 
as an idea that does not stand up to analysis. To 
force matters further would be to run the risk 
that the region’s economic lags and shortfalls 
would in the end eat up the political advances it 
has made, plunging it once again into a dark age 
of authoritarianism and social unrest.

A meaningful lesson to be drawn from these 
harrowing years is that economic phenomena 
neither come into being nor are applied, in a 
theoretical vacuum. They occur within a living 
social body in which ideas and interests some­
times clash. Now more than ever it is difficult to 
draw a neat dividing line between the political 
and the economic spheres. It may be more cor­
rect to think of the economic management of 
countries as constituting a substantial part of 
their political management, with all that may 
imply.

2. The economic crisis

The crisis of the 1980s in Latin America is with­
out historical parallel in that not only has it 
caused the development of the region to regress 
by 10, and in some countries by nearly 25 years, 
but that also it is taking place in an international 
context which differs from that of the past.

The region has had to deal with serious 
external imbalances and to take steps to adjust to 
the new circumstances it faces. The adjustment 
has been taken very seriously and has been made 
at great sacrifice in terms of the legitimate and 
frequently-postponed aspirations of the people 
of the region, on the understanding that the 
international economy would live up to its own 
part of the bargain, i.e., that growth would be 
reactivated, that interest rates would be lowered, 
that protectionism would be eliminated and that 
the flow of capital into the region would be 
re-established. None of this has happened. 
Instead, the signals transmitted by the external 
sector have been ones of confusion, instability 
and uncertainty. There can be no doubt that 
there has been tremendous asymmetry as 
regards the cost of the adjustment. Too high a 
percentage of the region’s capacity for growth 
and savings has been transferred to the exterior 
in a trend which must be halted and reversed, not 
only through Latin America’s own efforts but 
also with the staunch support of the interna­
tional community.

The most overwhelming feature of the cri­
sis in terms of its magnitude and implications is 
the external debt. It undoubtedly constitutes the 
most difficult barrier to overcome in order to 
resume the region’s economic and social devel­
opment process. Between 1977 and 1986, the 
external debt of Latin America rose from
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US$120 billion to US$390 billion. The factors 
most responsible for this striking increase were 
the flight of capital and the capitalization of the 
unduly high interest charged. The trade deficit 
for the region as a whole has in itself been 
responsible for only 17 % of the increase in the 
debt during this 10-year period.

If the growth of Latin American exports is 
estimated at 6%  up to the end of the century 
(which is quite close to the historical average) 
and 20%  of export earnings are allocated to 
servicing the debt (interest payments only), then 
the debt will stand at approximately US$675 
billion by the beginning of the twenty-first 
century.

Seen from this perspective, the debt prob­
lem can be solved only if it is understood to be 
the joint responsibility of debtors and creditors, 
one which must be the object of a dialogue 
involving governments and private sectors, and 
if it is acknowledged that the nominal debt fig­
ures do not accurately represent its real value. In 
other words, in order to resolve the problem of 
the debt, it must be scaled down to an equitable 
and manageable size in keeping with Latin 
America’s legitimate right to development.

Interest and exchange rates are two features 
of the world economy which have a decisive 
impact on the economic behaviour of the Latin 
American countries. It has almost invariably 
been argued that interest rates, in particular, are 
the result of the free interplay of market forces* 
Something similar happens in the case of 
exchange rates, especially since the adoption of 
floating rates in 1971. The current disorganiza­
tion of* the international financial and monetary 
system demonstrates, however, that these rates 
are not actually set by the market but are instead 
decided upon in the course of painstaking nego­
tiations among a small group of industrialized 
countries within the context of what has come to 
be know as "macroeconomic co-ordination”. For 
Latin America, high interest rates have been the 
principal means by which financial resources 
have been extracted from it and the magnitude 
of its external debt has multiplied.

The problems of Latin America have been 
aggravated by the structural crisis affecting the 
commodities exported by the region, which 
account for three-fourths of its annual foreign 
exchange earnings. The unprecedented collapse 
of international commodity prices, which puts

the majority of them at levels far lower than the 
production costs of these goods, is compounded 
by the surplus supply generated by the* need to 
export in order to meet the requirements of the 
adjustment programmes and to service the debt. 
In addition, there are some very worrying short- 
as well as medium- and long-term trends. At the 
moment, there is a marked contraction in 
demand on the world market as a result of the 
prevailing financial conditions (and, in particu­
lar, of the high interest rates) and of the protec­
tionist policies and practices of the developed 
countries. This trend is reinforced by the defec­
tive structure of international marketing, 
whereby producers receive only a tiny fraction of 
the final price obtained for products on the 
market where they are sold. An even more 
serious situation is looming ahead, however. 
Investment programmes in the sector are show­
ing a decline because nobody risks making 
investments without being absolutely certain 
whether or not the corresponding products can 
be sold on the international market. An inade­
quate degree of processing goes into the primary 
products which Latin America exports, and this 
robs them of value added and dynamism. The 
impact which the technological changes occur­
ring in the centres will have on the production 
and consumption of commodities is severe and 
irreversible. Steel is a case in point: the decline in 
the demand for it cannot be reversed since it is 
noted even in periods of economic growth in the 
developed countries of the West. Technological 
changes are encouraging the increasing use of 
substitutes, of synthetics and other artificial pro­
ducts and of new materials such as optical fibres 
and the superconductors whose advent has been 
announced.

As if all this were not enough, the steady 
deterioration in the purchasing power of com­
modity exports is becoming another instrument 
for the extraction of Latin American resources. 
The greatest challenge, however, is that if Latin 
America is to cease being an exporter of raw 
materials, it will have to achieve a high degree of 
production and marketing efficiency, since such 
exports are the main source of wealth at its 
disposal and, consequently, offer the best oppor­
tunity for saving, in order to invest in and diver­
sify the productive apparatus. This process may 
take many years, but it must be set into motion at 
once.
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In addition to the drop in the earnings 
brought in by commodity exports, external lend­
ing, not only by international private banks but 
also by bodies such as the International Mone­
tary Fund, the World Bank and IDB, has been 
sharply reduced. In the case of the international 
lending agencies, the situation is now bordering 
on that experienced in relation to private banks 
— negative financial flows. It is a situation which 
verges on the ridiculous.

In recent years international trade has been 
subject to intense pressure which has under­
mined the validity and credibility of the rules 
agreed to internationally. Floating exchange 
rates have introduced elements of uncertainty, 
since the direction and stability of trade flows are 
difficult to improve upon and change by artificial 
means. Countries which follow protectionist 
policies and engage in protectionist practices 
draw upon an arsenal of tariff and non-tariff 
barriers as a means not only of reserving their 
local market for national production activities 
but also of keeping efficiently-produced goods 
from Latin American countries out of their and 
other countries’ markets. To this end, the indus­
trialized countries resort to production and 
export subsidies while at the same time con­
demning such subsidies when they are used by 
other countries as constituting unfair practices 
and countering them with trade reprisals. In 
some developed countries, the protectionist 
trend is reflected in legislation which totally 
alters the concepts of international trade (con­
cepts such as reciprocity, for example). They 
even go so far as to use their voting power in 
international financial bodies to deny resources 
to development projects in sectors in competi­
tion with their own production sectors. A multi­
lateral means must be found of resolving this 
inconsistency whereby the region is, on the one 
hand, asked to form closer links with the world 
economy by increasing its exports while, on the 
other hand, markets are closed not only to its 
basic commodities but also to its manufactures.

Protectionism is not only detrimental to the 
exports of the developing countries. It also 
affects the relationships among the member 
countries of OECD, whose secretariat has issued 
all kinds of warnings concerning the adverse 
effects of protectionist policies and practices on 
the international economy and on the efficiency 
and competitiveness of the various production

sectors. In recent months the subject of agricul­
tural commodities has attracted special attention 
in that a proposal for the elimination within one 
decade of all production and export subsidies has 
been submitted for consideration at the Uruguay 
Round of negotiations. Some Latin American 
countries, together with other developed and 
developing nations, working in conjunction with 
each other in the Cairns Group, have played an 
active part in ensuring that priority is given in 
the GATT negotiations to the dismantling of 
agricultural protectionism. This is an example of 
what might be accomplished in other sectors 
which are the object of international economic 
negotiations.

3. The consequences

In addition to its severity and length, the eco­
nomic crisis in Latin America has been notable 
for its widespread and multifaceted character. 
Although its consequences have been more 
serious and long-lasting in some countries than 
in others, it has affected the large economies of 
the region as well as the medium-sized and small 
economies, the oil-exporting countries as well as 
those which are totally dependent on imports for 
their fuel supply and those economies which had 
advanced further along the road to development 
as well as the poor countries and those with less 
diversified structures of production.

The exceptional nature of the crisis has also 
been reflected in the simultaneous and persist­
ent deterioration of the principal economic indi­
cators. In many countries not only has 
production fallen or its growth rate declined, but 
the employment situation has grown worse and 
real wages and salaries have dropped. At the 
same time, inflationary processes have gathered 
force and are being felt more widely, and the 
problems encountered by the external sector 
have grown more severe.

Thus, although the gross domestic product 
showed a partial recovery in 1986, for the region 
as a whole it was still 7 % lower in that year than 
in 1980 and barely higher than it had been in 
1977. Moreover, since during the same period 
the terms of trade showed a severe and persist­
ent deterioration and net remittances of interest 
and profits to the exterior increased signifi­
cantly, the drop in per capita national income, 
which is the best measure of average standards
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of living, was much more pronounced (-13% ) 
than the decrease in the per capita product.

This latter drop is also indicative of the very 
considerable extent to which the domestic sav­
ings and production efforts made by the coun­
tries have been undermined by the unfavourable 
nature of the external environment. This has 
been due, in the first place, to the fact that in 
order to finance the abundant net transfer of 
resources being made to the exterior in recent 
years, the economies of Latin America have had 
to export much more than they import, with a 
consequent reduction in the amount of goods 
and services which is actually available for con­
sumption or investment. This disparity between 
the countries’ domestic production and saving 
efforts and the benefits they reap in the form of 
consumption and investment has, in the second 
place, been exacerbated by the constant and 
severe deterioration of the terms of trade, which 
has made it necessary for them to export an 
increasingly larger volume of goods and services 
in order to obtain the same quantity of imports.

Another particularly serious aspect of the 
crisis has been the drop in investment. In the 
region as a whole, investment has fallen by 30% 
over the past six years, and in many countries the 
decrease has been even more greater; indeed, in 
some of them the decline has been so large that 
investment has not even covered the deprecia­
tion in capital holdings. Thus, in addition to 
adversely affecting present living conditions, the 
crisis has also seriously jeopardized the possibili­
ties of bringing about a rapid rise in living stand­
ards in the future.

Furthermore, given the high rate of growth 
of the labour force, the decline in economic activ­
ity and the drop in investment have gone hand in 
hand with a sharp rise in the rate of open unem­
ployment and with an increase in various kinds 
of underemployment. In spite of the decrease in 
unemployment observed in the majority of the 
principal cities of the region since the end of 
1985, the levels of open unemployment in gen­
eral were higher in 1986 than in 1980.

The negative social effects of the deteriora­
tion in the employment situation have, 
moreover, been aggravated in many cases by 
substantial drops in real salaries and wages and 
by the contraction in many countries of public 
expenditure on education, health and housing as

a result of the application of policies aimed at 
reducing fiscal imbalances. Thus, in spite of the 
efforts made by governments to continue with 
those programmes or services that most directly 
benefit the most underprivileged groups, in 
many of the countries of the region extreme 
poverty has increased while the distribution of 
income and opportunities, which was already 
very unequal, has become even more so.

These developments constitute some of the 
more notable and painful effects of the crisis, but 
they have also been accompanied by others 
which, while less visible, are no less serious. 
These include the reduction in the authorities’ 
manoeuvering room as regards their handling of 
economic policy and, in particular, fiscal policy. 
While public-sector revenues have been con­
stricted by the decline or slow growth of eco­
nomic activity and by the sharp decrease in the 
prices of the countries’ main export products, 
government expenditure has been under pres­
sure from the rapid and relentless increase in the 
interest payments due on the public debt. In 
these circumstances, governments have often 
been faced by the dilemma of whether to reduce 
other expenditures which are vital in order to 
meet pressing and legitimate needs of the poor­
est groups of the population or in order to aug­
ment the dynamism and autonomy of the 
development process, or, alternatively, to try to 
maintain these expenditures, financing them 
through mechanisms which have increased 
inflationary pressures. Thus, the transfer of 
resources to the exterior caused by the increase 
in interest payments and the steep decline in 
external financing has not only curbed develop­
ment by sharply diminishing the countries' 
import capacity and by absorbing a substantial 
amount of domestic savings, but has also limited 
the governments in the performance of their 
role in redistributing income and promoting 
development and has helped to speed up 
inflation.

4. Progress in the face o f  
adversity

The people of Latin America have shown signs 
of a vitality far surpassing the most optimistic 
expectations. Not only have they weathered the 
most severe crisis in their history, but they have 
also found ways of achieving growth and of sav­
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ing even though some of ‘the fruits of their 
efforts may have been siphoned off by external 
forces. They have recovered their freedom and 
reinstituted democracy in a process whose viabil­
ity had been questioned from both within and 
without. Today régimes governed by the rule of 
law whose leaders are responsible for their acts 
to parliaments legitimately elected by the people 
are in the majority, and this has made it possible 
for these governments, within a context of 
respect for human rights and civil liberties, to 
adopt painful economic austerity measures 
which have postponed the satisfaction of many 
of the people's most pressing needs. In some 
cases, people's views concerning the directions 
taken by their government have been expressed 
through elections, introducing democratic dia­
logue, relations and pluralism and reaffirming or 
altering the course plotted for the nation.

At the same time, it has been possible to 
maintain peace among the countries of the 
region and, except for one lamentable border 
incident at the beginning of this decade, there 
have been no armed conflicts between Latin 
American countries, even though there are some 
long-standing disputes which call for peaceful 
settlement. The prolonged and complex conflict 
in Central America seems to be on the way to a 
genuinely subregional solution in the signing of 
the Esquipulas II presidential agreements, which 
constitute an extraordinarily significant act of 
Latin American sovereignty in Central America. 
The ongoing and tireless activity of the countries 
that make up the Contadora Group and its sup­
port group have provided the regional frame­
work which is indispensable to the viability of 
the Esquipulas agreements. Peace and the 
strengthening of democratic processes in the 
countries of Central America will bring to the 
fore that spirit of unity which has historically 
prevailed among them.

During the past few months tremendous 
efforts have been made to arrive at formulas for 
integration which will have a real impact on the 
development of the countries of the region and 
on their relations with each other. The agree­
ments reached by Argentina and Brazil and 
between them and Uruguay constitute a telling 
example of the application of political will to the 
creation of solid regional interdependence. The 
conduct of trade is viewed as a healthy sign as

regards the creation of real and lasting interde­
pendence among the countries taking part in 
such integration initiatives, but the pivotal ele­
ment is interdependence and co-operation in a 
broader sense, as a source of the instruments 
needed to make headway in the field of techno­
logical change, which is the key to the twenty- 
first century.

On another front, the signing of the Protocol 
to Amend the Cartagena Agreement and the 
adoption of a transition programme aimed at the 
reinstatement of the levels of reciprocal trade 
formerly achieved by the Andean countries are 
indications that the Andean Group, following a 
marked deterioration in its overall operation and 
an increasing lack of co-ordination among its 
member countries, has once again embarked on a 
course which will enable it to participate actively 
in regional integration and co-operation forums.

After many months of study, the efforts 
being made within the framework of the ALADI 
Regional Round of Negotions are being focused 
on an ambitious programme for the expansion 
and recovery of trade. Preferential tariff arran­
gements have entered into force which, while 
modest in scope, open the way to the utilization 
by the region of a multilateral instrument for 
safeguarding and stimulating trade.

These fresh winds of change that have 
sprung up within the new atmosphere of Latin 
American democracy must be directed towards 
promoting the unity of the region, inasmuch as 
this represents the only feasible way out of the 
crushing and dangerously persistent crisis affect­
ing it.

Overcoming old barriers and prejudices, a 
new diplomacy has taken root in Latin America 
as contact between Presidents and Foreign Min­
isters becomes customary and joint efforts to 
achieve peace in Central America are redoubled. 
One outcome of this was the founding of the Rio 
Group on the basis of its members' shared values 
and ideals concerning democracy and Latin 
American unity. All this made it possible to 
schedule the first exclusively Latin American 
presidential summit conference with a view to 
the institutionalization of a forum for concerted 
political action at the highest level aimed at the 
promotion of development and Latin American 
integration and democracy.
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III
The challenges

It may be seen from the brief overview of 
achievements and obstacles presented in the 
preceding paragraphs that Latin America is now 
confronting a great many complex challenges. In 
addition to the need to overcome the effects of 
the economic crisis of the 1980s, these chal­
lenges include the defence and strengthening of 
the process of democratization which is inherent 
to development; the consolidation of the eco­
nomic and social progress achieved over the 
preceding three decades; and, at the same time, 
the resolution of the region’s long-standing 
structural problems and its preparation for life 
in the radically different conditions which will 
prevail in the twenty-first century.

In more concrete terms, the governments 
and societies of the region will have to organize 
themselves in such a way as to achieve the fol­
lowing objectives:

In the first place, democracy must be consoli­
dated. Only wholly legitimate governments can 
provide a setting in which it becomes possible to 
mobilize whole societies for the realization of 
national goals and such higher values as equality, 
civil liberty and justice. And only through broad- 
based participatory processes is it possible to 
choose, with the consent of the population, the 
combination and extent of the efforts to be made 
to achieve various objectives and to rank them by 
order of priority within a given time frame with 
a view both to ensuring better living conditions 
for the population and to conserving democracy.

In the second place, an objective which is 
closely linked to the first one is the preservation 
and consolidation of peace in the region as a 
reflection of Latin American solidarity and Latin 
American brotherhood. This would bolster

intra-regional co-operation, make it possible to 
concentrate entirely on development —political, 
economic and social— , help to reduce the arms 
race and strengthen the voice of Latin America 
in its dialogue with other countries. Seen in this 
light, the process recently initiated with the aim 
of ensuring a solid and lasting peace in Central 
America and the efforts being made to avoid 
conflicts in the South Atlantic constitute priority 
objectives which the entire region must pursue.

In the third place, there is the pressing and 
complex task of recovering the capacity to 
achieve development. This involves, inter alta, 
transforming the production structure of the 
region with a view both to meeting domestic and 
regional demand and to giving the countries of 
the region a greater role in the international 
economy;  promot ing structural reform s 
designed to improve the distribution of the 
benefits of economic growth; redressing the 
macroeconomic imbalances which have impeded 
efforts to achieve an expansionary adjustment 
and stabilization in recent years; and ensuring 
that a rational use is made of the region’s natural 
resources and environment.

In the fourth place, Latin America needs to 
gain autonomy in the formulation and applica­
tion of its economic policies. This objective is of 
importance at the level of the individual coun­
tries, within the framework of intra-regional 
co-operation, and as regards the way in which 
the region operates in the international context.

Finally, the achievement of all these objec­
tives will undoubtedly call for an increased 
degree of interdependence among the countries 
of the region, which in turn makes it necessary to 
give a fresh impetus to integration processes.

IY
The responses

1. Alternative Latin American 
developm ent strategies

In Latin America it is necessary to close the gap 
between words and action. It falls to the demo­
cratic governments of the region to transform all

the social aspirations which have hitherto been 
neglected into concrete achievements just at a 
time when the world economy and the legacy of 
authoritarianism are severely restricting their 
manoeuvering room as they strive to design and
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apply economic policies in line with the needs 
and realities of each national society.

It has been amply demonstrated that there is 
no one theoretical model which is universally 
applicable to the economic development of all 
the Latin American countries. A conceptual 
framework therefore needs to be constructed 
which will take the actual conditions in the Latin 
American countries as well as the changing and 
fluid international environment into account so 
that the countries may recover their capacity for 
growth.

The most serious problems are those faced at 
the external level, over which the Latin Ameri­
can countries have little or no control. There are 
also domestic problems which, given the 
increasing heterogeneity found in Latin Amer­
ica, cover a very broad range. These must be 
solved by means of policies that enjoy full 
domestic support, and this support must be won 
in the ways which the democratic systems them­
selves designate as being the most appropriate.

Consequently, growth is not only a matter of 
the will of the countries of the region. It calls for 
external conditions which will make national 
political programmes viable. If the signals trans­
mitted by the world economy continue to be 
unfavourable as they have been so far, the Latin 
American countries will have no alternative but 
to introduce an inward-oriented style of develop­
ment, substituting imports not as a matter of 
principle but by force of circumstance, as has 
happened in the past. This solution would not be 
viable unless the countries were to redirect the 
resources they are now using to service the exter­
nal debt, and such a step would create unmanage­
able turmoil in the international financial 
system.

Latin America’s present situation is one of 
extreme and dangerous vulnerability to the 
external sector. For this reason it must move 
towards a position of autonomy in the design 
and application of growth-directed economic 
policies, and in order for it to do so, the responsi­
bilities to be borne by the industrialized econo­
mies must be clarified. Within the framework of 
an increasingly and asymmetrically integrated 
world economy, it is necessary for all the parties 
to play a well-defined role so that the benefits to 
be reaped from an expanding international 
economy can be distributed more equitably.

2. Assuming our own responsibilities

It is necessary to grasp the fact that no favour­
able result for Latin America will come about 
spontaneously. Positive achievements are 
always the result of carefully thought-out politi­
cal decisions. Democratic governments must 
stand ready to face up resolutely to the chal­
lenges involved in achieving growth. There are 
things which depend on the countries them­
selves; measures can be devised and directed by 
the countries themselves whose effectiveness 
will depend primarily on the degree of political 
determination with which they confront today’s 
realities and tomorrow’s challenges.

It is clear that in circumstances such as those 
which now prevail, re-embarking upon the path 
to development is a task beyond the scope of any 
one Latin American country acting on its own. It 
is necessary, on the one hand, to strengthen 
regional co-operation and integration and, on 
the other, to organize and wield bargaining 
power at the international level. The need for 
the simultaneous management of these two lines 
of policy does away with a dangerous old 
dilemma — that of whether to direct action 
"towards” or "away from” the region. What is 
suggested is that it be directed "from within” the 
region in order to bring about a qualitative 
change in the region’s position in the contem­
porary world. Real bargaining power for the 
region can be achieved only if the stances it takes 
vis-à-vis the exterior are backed up by serious, 
definite and united efforts to achieve co­
operation and integration at the regional level. 
Bargaining power forged in this manner will 
have two necessary and fundamental character­
istics: credibility and effectiveness. Experience 
in international negotiations shows, with strik­
ing clarity, that positions which are merely 
declarative and demand-oriented have no future 
at international bargaining tables.

On this basis, it will be possible to put the 
national economies back onto the road to sure 
and stable growth. By working together, the 
Latin American countries can arrive at viable 
formulas for ensuring their future industrial 
development, for casting off their role as raw- 
material exporters, for freeing resources now 
earmarked for the servicing of their heavy exter­
nal debt and for generating and adapting the
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technological know-how they need in order to 
diversify their production apparatus.

The Latin American countries have a com­
mitment to spare no effort in striving to adjust 
to the new regional and international circum­
stances in a way that will permit their continued 
growth and to bring about a qualitative change in 
the insertion of Latin America in the world of 
today and tomorrow. The democratic govern­
ments should direct the whole of their political 
will to achieving these ends.

3. The co-responsibility o f the 
international community

The scenario constructed for the future has to 
take into account the interdependence of the 
countries, the right of Latin America to develop­
ment and the need for the region to participate 
actively in economic growth, the generation and 
dissemination of technical progress, the interna­
tional division of labour, the taking of decisions 
which affect it and the organization of institu­
tions. For this reason it is vital for Latin America 
to take initiatives which safeguard its interests 
and for the international community to assume 
its own responsibilities, at least in so far as the 
following matters are concerned:

a) T he creation  of a more stable 
development-oriented international environ­
ment, starting with the reactivation of the econ­
omies of the industrialized countries.

b) The urgent need for a comprehensive 
solution to the problem of the external debt of 
Latin America. Creditors and debtors must 
undertake a political dialogue and effect a reduc­
tion in the size of the debt, as this is the only way 
in which it can be serviced without interfering 
with growth. It is no longer possible for the 
region to continue transferring foreign 
exchange to the industrialized world.

c) An effort to ensure the consistency and 
viability in both economic and political terms of 
the programmes which IMF and the World Bank 
"recommend” to Latin American debtors. 
Emphasis is placed on export-led development, 
but the protectionism practised by the indus­
trialized countries is ignored. The structural 
adjustment of the countries of the region is not 
matched by a dismantling of tariff and non-tariff

barriers in non-competitive sectors of the deve­
loped countries. The creation of an international 
system of trade which would be more favourable 
to the developing countries would increase their 
capacity to grow and to meet their external 
obligations.

d) A reform of the international financial 
and monetary system that would make possible, 
inter alia, an effective form of international 
monitoring of the leading developed economies, 
with particular attention to trends in exchange 
rates, interest rates, trade and capital flows and 
fiscal equilibria, in conformity with the growth 
objectives set forth in article I of the IMF Articles 
of Agreement.

e) The structuring of a stable, predictable, 
transparent, non-discriminatory, universal and 
lasting system of trade which could serve to 
promote growth and the coherent resolution of 
issues relating to the external debt, of financial 
and monetary problems and, of course, of those 
difficulties now encountered within the sphere 
of international trade.

The foregoing should not be viewed as part 
of the long list of demands which the developing 
countries have been making on the developed 
North without letup for over two decades. 
Rather, it should be viewed as a reiteration of the 
clear-sighted diagnosis made by Raúl Prebisch at 
the first session of UNCTAD in 1964. Since then, 
the problems affecting the region have grown 
worse, and new ones have emerged in a different 
context. The international community and the 
developed countries in particular need to under­
stand that in striving to solve these problems 
they would find ample opportunity for a meeting 
of common interests, which would allow inter­
national co-operation to serve once again as the 
most effective instrument for the reactivation of 
the world economy and the progress of the 
developing countries.

4. Regional co-operation and 
integration

As Latin American integration has advanced and 
retreated in step with the economic cycles, it has 
repeatedly been asserted that integration is a 
process which enjoys the political support of the 
governments; nonetheless, both public and pri­
vate entrepreneurial circles view it with reserva-
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tions. This is because the process suffers from a 
lack of credibility due to past failures to live up to 
commitments assumed under law.

What integration has not been is a political 
project engineered by Latin Americans. The pol­
itical dimension of integration has always been 
relegated to a place of even less than secondary 
importance or, indeed, has been bypassed alto­
gether. A more mercantile view has prevailed, as 
if integration were merely a matter of amassing 
the greatest possible number of commercial 
transactions. Integration is considered and deci­
sions are taken with regard to it only within 
national bureaucratic circles or select entrepre­
neurial groups. In cases where these sectors have 
opposed integration, it has become apparent 
that it exists within a political vacuum and that 
no other actors stand ready to carry it forward. 
This includes the political community of the 
region, which is the only group that can ensure 
that integration becomes an integral part of 
national political programmes and that can 
bring about an articulate, rational and harmon­
ious reconciliation between the objectives of the 
individual nations and those of the region as a 
whole.

Thus, regional integration and co-operation 
could contribute to the fulfillment of the domes­
tic responsibilities assumed by each country and 
could help augment the region’s capacity for 
action vis-à-vis other countries through the use 
of its bargaining power at the international 
level.

The qualitatively different nature of the 
region's insertion in the world of today is 
reflected not only in economic terms but also, 
and perhaps primarily, in political terms. In the 
light of this fact, a new type of regional diplo­
macy is required whereby Latin America could be 
presented as a unified whole rather than merely 
as a group of countries and whereby the deve­
loped countries, including those in the socialist 
camp, could be persuaded to negotiate on con­
crete matters relating to the economic and politi­
cal contours of the international environment. 
Only the concerted action of the region at the 
international level, firmly grounded on domestic 
co-operation and integration efforts, can guaran­
tee the success of such an undertaking.

The growth of democracy, regional integra­
tion and political co-operation calls for a new 
concept of Latin American security which would 
make possible the gradual establishment of a 
zone of peace in Central America, South Amer­
ica and the Caribbean. Latin America must iden­
tify its common security interests in order to 
overcome the alleged bases for conflict among 
fellow countries of the region and to work 
together in dealing with the external threats, 
drug trafficking and terrorism affecting them. 
There is an urgent need to organize a regional 
security system which will strengthen demo­
cratic régimes and promote Latin American co­
operation and integration.

The establishment of a zone of peace in 
Latin America is a gradual process requiring a 
recognition of the special traits of Central Amer­
ica, South America and the Caribbean and of the 
mechanisms best suited to each. Some of the 
initiatives which might be considered within 
national, subregional and regional frameworks 
are the following: policies for promoting border 
co-operation; commitments to renounce the use 
of force as a means of resolving pending conflicts 
among countries of the region; a balanced limita­
tion of arms expenditures; the maintenance of 
the military denuclearization of Latin America; 
measures for preventing the regionalization and 
internationalization of internal conflicts; joint 
measures to reduce the global arms race; the 
encouragement of détente among the superpow­
ers; and information and education policies 
which promote the ideal of permanent peace in 
the region. The promotion of policies for the 
elimination of extreme poverty would allow pol- 
itifcal solutions to be applied more effectively to 
violence in its various forms and to the interna­
tionalization of domestic tensions whose conti­
nuation jeopardizes the security and peace of 
Latin America.

Development, integration and democracy 
are therefore the pillars of any Latin American 
political programme. The most cherished ideals 
of the member governments of the Rio Group 
would find expression in such an initiative, 
whose implementation would involve a gradual 
process which would be the responsibility of all 
the countries and all social actors.
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A m ajor concern ro the developing countries in the 
comm odity area has been their insufficient participa­
tion in the m arketing of export com m odities and the 
resulting low share o f the final consum er prices 
retained by them . In  the light o f the general assess­
m ent that international trade is conducted in a 
tightly controlled m arket environm ent, especially by 
transnational corporations, the paper attem pts to 
bring to  light som e m ajor features of comm odity 
m arketing, by exam ining the in tra-firm  trade in the 
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T h e  author argues that in contrast to manufactured 
goods exports, w here in tra-firm  trade constitutes an 
im portant m arketing m echanism , prim ary export 
com m odities o f im portance to the region do not, in 
general, involve this type of m arketing practices. For 
many com m odities, the paper argues, the bulk of 
world trade is handled by a relatively sm all num ber 
o f transnational, m ulti-product trading com panies. 
T h e  author subsequently gives a theoretical exposi­
tion on  the modes of operations, functions and servi­
ces o f the transnational trading com panies. Taking 
into consideration the peculiarities of comm odity 
m arkets and the potential benefits that the organiza­
tional structure of a m ulti-product, m ulti-service 
trading company offers, the author asserts that this 
type of trading entity  may be the kind of m arketing 
organization which the countries in the region 
should aspire to develop for their own use. T he poor 
perform ance record, exam ined in the p ap er,o f in ter­
national and regional en tities involved in the sphere 
o f comm odity m arketing and of the State trading 
organizations operating in the region leads the 
author to conclude that these entities should engage 
m ore actively in the m arketing of com m odities, 
either by taking their own initiatives or by becom ing 
m ore effective co-ordinators of policies am ong the 
countries in and outside the region.
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CEPAL REVIEW No. 34

The well-being of the commodity sector has 
been a major concern for the countries of Latin 
America and the Caribbean, due to its expected 
capability to generate export earnings on a suffi­
cient scale, to finance development, and now 
especially to generate the required external 
financial resources. As a natural consequence of 
this, a substantial part of ECLAC's research 
efforts has been directed towards the examina­
tion of the specificities of the said sector and 
towards the search for solutions to the problems 
confronting it.

As is well known, the works of Dr. Raúl 
Prebisch marked a milestone in the evolution of 
international commodity policy. His works in 
the early 1950s overturned the conventional wis­
dom of classical economics that, as a consequence 
of diminishing returns on the production of 
commodities from a fixed stock of land, popula­
tion increase and capital accumulation, the prices 
of such commodities would rise over the long 
run in relation to the prices of manufactures. 
Prebisch in turn made the challenging assertion 
that the international division of labour — the 
relegation of developing countries to the status 
of producers of primary commodities and the 
appointment of the industrialized countries to 
that of producers of manufactures— contained 
in itself an asymmetric division of benefits. He 
argued that the countries in the centre, as impor­
ters and consumers of commodities, received 
benefits accruing from the lower commodity pri­
ces resulting from productivity increases. 
Moreover, he stressed that these benefits to the 
centre were further increased by others accruing 
from the retention of productivity increases in 
the manufacturing sector in their own domestic 
markets, as improvements in labour productiv­
ity were appropriated largely by organized 
labour in the form of improved incomes, with 
little consequent downward pressure on prices. 
In developing countries, on the other hand, 
the unorganized, excess labour force reduced 
its negotiating capacity, allowing a major appro­
priation of labour productivity increases in the 
form of higher profits. As the rate of profits was 
sufficiently remunerative, the business sectors of 
the periphery could augment their supply even 
further, ceding partially the fruits of technologi-

Introduction
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cal progress through price reductions in world 
markets. These multiple benefits for the centre 
and impoverishing effects for the periphery, in 
his view, had self-perpetuating, differentiating 
income consequences, making the asymmetry 
even more severe.

In his report to UNCTAD I, Prebisch ( 1964) 
went on to identify the trend of long-term dete­
rioration in the terms of trade of the commodity- 
exporting countries as the principal external 
constraint on their development process. He 
maintained that international policy should be 
focussed on establishing commodity agreements 
with the aim of reversing the long-run down­
ward trend in the prices of the commodities 
exported by developing countries and on pro­
moting national measures by developed coun­
tries to give better access to their domestic 
markets for commodities produced by develop­
ing countries. Prebisch recognized that, for 
many products, it may not be feasible to reverse 
long-term downward price trends of the devel­
oping countries’ exports by the sole means of 
intergovernmental intervention in world 
markets in the form of commodity agreements, 
especially for those products facing strong com­
petition from synthetics and substitutes. In such 
cases, he advocated the use of a compensatory 
financing mechanism to offset any deterioration 
in the terms of trade.

In short, instead of relying solely on the free 
play of market forces to stimulate development, 
the logic of Prebisch’s árgument called for posi­
tive intergovernmental actions, designed specif­
ically to correct the worsening of the terms of 
trade, to improve commodity earnings pros­
pects, and to reduce short-term fluctuations in 
those earnings, especially in the interests of the 
developing countries, on a non-reciprocal basis. 
This interrelationship between commodity pol­
icy and development, formulated by Prebisch, 
has formed the basis for all subsequent commod­
ity negotiations and policy proposals debated in 
ECLAC and UNCTAD as well as in other interna­
tional fora.

As the postwar history of international 
negotiations surrounding commodities testifies, 
Dr. Prebisch’s arguments remain valid and their 
validity is further strengthened when considered 
in the light first of the very deprived state of

the commodity sector1 and second the fact that 
his proposals, originally made more than 35 
years ago, have continuously been put on negoti­
ation tables (e.g., at the recent UNCTAD VII in 
Geneva, July 1987), though regretfully with very 
few concrete results.

From the outset the remedial actions 
initially proposed by Prebisch have faced strong 
opposition from the developed market econo­
mies, while the socialist countries have kept an 
indifferent stance on these international initia­
tives. The lack of progress in commodity negoti­
ations reflects, to a large extent, the growing 
differences of approach between the countries of 
the South, which perceive the need for market 
intervention, and those of the North, which 
stress the need for solutions through the free 
play of market forces. The implicit assumptions 
made by the developed market economies on 
commodity markets are that they are character­
ized by perfect competition, with high factor 
mobility and the absence of market imperfec­
tions. The logic of this laissez-faire philosophy 
leads to the conclusion not only that any regula­
tion of or intervention in the free play of market 
forces would produce a misallocation of resour­
ces, but also that the problems inherent in com­
modity markets are of a cyclical rather than a 
structural nature. Furthermore, in general, the 
developed countries have viewed these remedial 
actions purely in terms of their commercial 
interests, rather than as a common endeavour 
forming part of a broad strategy of development 
and international co-operation, as Prebisch had 
envisaged.

The perception by the South of commodity 
problems as "structural” has been reinforced in 
the post-World War II period by the transna­
tionalization of this sector. Today, developing

1Commodity prices have shown remarkably unfavourable 
trends in nominal as well as in real term s: teal commodity prices 
fell by about 3 0%  between 1980 and 1986, and prices have now 
reached a level lower than in the Great Depression (1932). T he 
resulting cumulative terms-of-trade loss in the present decade has 
reached U S$93 billion for the developing countries as a whole. In 
addition to this long-term deterioration of prices, o ther outstand­
ing features of the commodity sector are: a continuing fall in the 
share of primary commodities in world trade; a continuing decline 
in the share of developing countries in world commodity export 
earnings in contrast with the growing role of developing countries 
in world commodity imports; and structural changes depressing 
demand and increasing supply.
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countries have to contend not only with issues 
related to sharp fluctuations in prices and deteri­
oration of their terms of trade, but also with 
unfavourable distribution of export benefits, 
particularly between the producers in the South 
and the transnational corporations (TNCs) 
which exercise a powerful influence in the mar­
keting sphere of the commodity trade. The struc­
ture of the international marketing of 
commodities, which is the subject of the present 
paper, has assumed strong oligopolistic and/or 
oligopsonistic features, with the result that a 
comparatively small number of enterprises has 
come to handle the bulk of world trade. The 
limited participation of Third World producers 
in the final consumer prices of commodity 
exports has as its counterpart the highly organ­
ized trading community.

Restructuring the international commodity 
trading system has been one of the focal points 
of the North-South dialogue. The Integrated 
Programme for Commodities (IPC), as defined 
in UNCTAD Resolution 93 (IV), adopted by con­
sensus by the international community at Nai­
robi in 1976, specifically calls for greater 
participation by Third World producers in the 
marketing and transport of commodities and 
better access of these producers to the markets of 
the industrialized countries. Specifically, the IPC 
calls, inter alia, for the adoption of international 
measures to "improve marketing, distribution 
and transport systems for commodity exports of 
developing countries, including an increase in 
their participation in these activities and their 
earnings from them”.

During the course of continuing negotia­
tions, the mandate of Nairobi was reconfirmed 
both in UNCTAD V at Manila in 1979 and 
UNCTAD VI at Belgrade in 1983, which agreed 
on the acceleration of the formulation of inter­
national co-operation in those specific areas.2

J In Manila, for instance, Resolution 124 (V ) was adopted, 
without dissent, reaffirm ing to the international community the 
need to establish global co-operation, within the overall context of 
the IPC, in the field of the marketing and distribution o f the 
commodity exports of developing countries. On this occasion, 
governm ents agreed to take into account, inter alia, the following 
specific aspects of the trading system from the Third World pers­
pective: i) im provem ent in market transparency, including action 
where appropriate to improve the functioning of commodity 
exchanges; ii) increased technical and financial support for the 
development of national marketing and distribution systems of

Despite these efforts, however, there have been 
no concrete proposals for action, and to make it 
worse, the recent tendency of the industrialized 
countries regarding these issues is to slide back 
and even to question the UNCTAD mandate.3

The above dismal record of international 
negotiations for more than a decade and the rigid 
positions of the developed countries regarding 
these issues mean that the prospects for positive 
results through the instrument of North-South 
co-operation are indeed limited. Recent expe­
rience also supports the conclusion that seeking 
effective solutions to the many problems inher­
ent in the commodity sector within a framework 
based exclusively on traditional commodity 
agreements involving both producer and consu­
mer countries will lead to little action.4 Conse­
quently, if the developing countries seek rapid 
improvements in international marketing activ­
ities, these countries must look for alternative 
solutions. The objective of this paper is to facili­
tate discussions on possible solutions to achieve 
these goals.

Section I seeks first to identify the principal 
characteristics of the commodity markets by exa­
mining the U.S. intra-firm and related-party 
transactions. The analysis of the former is based 
primarily on the data contained in the recent 
publication, United States Direct Investment 
Abroad 1982: Benchmark Survey Data, while 
that of the latter is based on a non-confidenrial 
but unpublished source of information made 
available by the Foreign Division of the US 
Bureau of the Census. The latter, which gives the 
1981 US related-party import trade data, is pre­
sumably the only, most up-to-date, and most 
comprehensive data source which allows an in- 
depth examination of the commodity marketing 
structure, and to the knowledge of the author it

developing countries; iii) examination of contracts, practices and 
arrangements governing the marketing of commodities; and 
iv) elimination of barriers to fair competition between marketing 
enterprises of developed and developing countries.

*The divergent views between the industrialized countries 
and the developing countries regarding these issues o f commodity 
marketing and processing are documented in UNCTAD (1985 a, 
1985 b).

*A summary of the events leading to this conclusion is to be 
found in ECLAC (1983a).
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has not been analysed elsewhere.5 Given the 
importance of the United States in global com­
modity trade, especially for the Latin American 
region,6 the results derived from this data source 
should bring out some major characteristics of 
the trading systems surrounding commodities.

The results obtained suggest that though the 
proportion of intra-firm (or related-party) trade 
in total US imports is high (for example, related- 
party trade accounted for almost half of total 
U.S. merchandise imports in 1981), the share of 
such trade in the case of primary commodities, is, 
in general, relatively low. They also indicate that 
within commodities, the degree of "related­
ness” tends to increase in proportion to the level 
of processing. These observations taken 
together seem to indicate that the participation 
of transnational industrial firms is more marked 
in those areas where the value-added is high. 
This finding is borne out by the bird’s-eye look, 
given in Section II of the marketing structure of 
individual commodities which are major interest

’A pioneering work analysing this census data base up to 
1977 has been published by Professor G. H elleinerof the Univer­
sity o f Toronto (H elleiner, 1981a). T he analysis made in the 
present study deals with the 1981 trade figures. More recent figures 
are not available, since the U.S. Bureau o f the census has decided to 
discontinue data collection since that date. W hile Helleiner's work 
on the U.S. related-party trade covers all product groups from all 
countries, this study puts emphasis on the commodity sector, with 
special reference to Latin America and the Caribbean. Ideally, the 
analysis should cover sim ilar data for other industrialized coun­
tries, but unfortunately they are not available.

6T he United States absorbs more than 30%  of the Latin 
American and Caribbean commodity exports. Furthermore, in 
view of the continuing importance of commodities in U.S.-Latin 
American trade overall — they account for more than three- 
quarters of the region's exports to the United States—  the results 
should reveal some major features of the system of trade between 
the two groups o f  countries.

to Latin America. In this section an attempt is 
also made to bring out some major factors 
responsible for such variability in the degree of 
intra-firm (or related-party) trade among differ­
ent groups of products.

In contrast, as discussed in Section III, for 
commodities exported in a raw or semi- 
processed form the participation of transna­
tional trading companies is high. A high level of 
intermediation by traders, nevertheless does not 
mean that the commodity markets approximate 
themselves to the free market operations as pos­
tulated under neoclassical theory. In this section, 
major characteristics and features of the com­
modity markets and principal agents are exam­
ined in a theoretical framework, and the 
conclusions drawn give little support for the 
wide applicability of the neoclassical theory to 
the behaviour of these markets.

Section IV reviews the past experience of 
some producers’ associations and the participa­
tion of Latin American countries in them in 
order to draw some lessons for future actions. 
The performance of Latin American State Trad­
ing Organizations (STOs) is also examined. It is 
argued that though the consulting and co­
ordinating capacities of these organizations have 
brought about some substantial improvements 
in the respective industries, the problems asso­
ciated with over-production and marketing have 
been little touched upon by them. Examination 
of these cases seems to imply that only co­
ordination and co-operation based on strong 
political will can safeguard the common inter­
ests of the respective industries, and these 
organizations should step forward to be directly 
engaged in marketing activities.
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I

The com mercial environment for prim ary com m odities: 
an analysis based on U .S. "intra-firm ” and 

"related-party” transactions

1. U.S. intra-firm trade

International trade takes place within a very 
tightly controlled market environment where 
possibly 30-40%  of global trade is on an intra­
firm (broadly understood as a transaction 
between entities of the same concern) or related- 
party (between entities owning 5%  or more of 
the total equity of the concern) basis. Another 
30%  is likely to constitute State trading and a 
further share is captive in nature as a result of 
sub-contracting or long-term contract agree­
ments (UNCTAD, 1981a). Increasing rapidly in 
recent years are counter-trade schemes, which 
are estimated to account for at least 25%  of 
world trade (Carey and McLean, 1986, p. 443). 
The illusionary concept of a freely competitive 
international market is narrowed down still 
further by the increasing tariff and non-tariff 
barriers imposed by both the developed and 
developing countries. Of course, some of the 
above are not mutually exclusive.

In view of the general acknowledgement 
that the developing countries’ exports are pitted 
against a relatively small and organized group of 
buyers (see, for instance, UNCTC, 1983, Chapter 
5), this sub-section tries to quantify and examine 
the degree of participation of TNCs in the mar­
keting sphere of primary commodities. The 
selection of this sector reflects its vital impor­
tance for Latin American and Caribbean econo­
mies, accounting as it does for roughly 75%  
(excluding petroleum and its products, close to 
35% ) of regional merchandise exports (ECLAC, 
1984 b).

A major point of interest is therefore the 
extent to which the transactions in commodities 
are intra-firm (or related-party) as against those 
effected at "arm’s length”. The term "intra-firm 
trade” indicates that which takes place between 
entities linked by direct investment,7 and 
includes trade not only between parent firms and 
wholly-owned subsidiaries, and between parents

and majority-owned foreign affiliates (MOFAs), 
but also that between parents and minority- 
owned foreign affiliates. The definition of arm’s 
length trade includes all types of sales between 
two or more independent entities, for either 
immediate or forward delivery, long-term con­
tracts, or under preferential arrangements.

The exercise of quantifying and analysing 
the trading activities of TNCs is constrained by 
lack of data. Global intra-firm data are not avail­
able, for systematic collection of such data is 
presently not undertaken by governments (see 
note 5). The United States is the only country 
which collects comprehensive information in 
this regard and publishes it (through the 
Department of Commerce) in the form of 
benchmark surveys, the latest being United 
States Direct investment Abroad 1982 (U.S. 
Department of Commerce, 1985). The same 
organization also publishes annual surveys of 
the international investment position of the 
United States abroad and of U.S. affiliates of 
foreign firms operating in the U.S. The data 
contained in these documents, however, do not 
allow an examination of the marketing struc­
ture, by country and product, at a reasonably 
detailed level.

Nonetheless, the overall implications of the 
above-mentioned U.S. publications, taken 
together with results of other studies on other 
industrialized countries, are extremely impor­
tant in that they show that TNCs are responsible 
for a large share of international trade flows. In 
the case of the United States, table 1 shows that 
in 1982 this share was approximately 40%  of 
imports and 35% of exports by U.S. companies’ 
affiliates abroad — being understood as entities 
owning 10% or more of the voting stock— or by

’D irect investment is said to exist, in the case of the United 
States, for example, when 10%  or more o f the voting securities o f a 
foreign enterprise is owned by a U.S. person.
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foreign parents with their affiliates in the U ni­
ted States. It has also been observed that the 
proportion of intra-firm  exports in the total 
exports o f the United Kingdom increased from 
2 9 %  in 1976 to 31%  in 1980. The 1980 survey 
for Japan also reveals that intra-firm  trade cor­
responded to 26%  and 25%  of total national 
exports and imports, respectively, of that year 
(Japan, MITI, 1983, table 55). A sample of the 
world’s largest industrial enterprises for 1977 
showed that one-third of all parent company 
exports consisted of intra-firm  sales, with the 
share varying from 45 %  for U.S. firms, to 30%  
for those based in W estern Europe and 17%  for 
Japanese firms (Dunning and Pearce, 1981).

1 Elaborating further exclusively on the intra­
firm  trade of the United States, of total U.S. 
imports associated with U.S. TNCs amounting to 
U S$120.8 billion in 1982: i) imports shipped by 
foreign affiliates to U.S. parents came to 
U S$41.6 billion (3 4 .4 % ); ii) imports shipped by 
foreign affiliates to unaffiliated U.S. entities 
were U S$9.8 billion (8 .1 % ); and iii) imports 
shipped by unaffiliated foreigners to U.S. par­
ents amounted to U S$69.4 billion (57 .5% ). 
Among the three categories, only group i) falls 
under the definition and constitutes part of U.S.

intra-firm  trade. W ithin this group, the U.S. 
1982 benchmark survey provides data on U.S. 
imports shipped by MOFAs to U.S. parents at a 
one or two digit Standard International Trade 
Classification (SITC) level. United States 
imports shipped by MOFAs were US$38.5 bil­
lion. In table 2, these intra-firm trade figures are 
contrasted with the total imports of correspond­
ing SITC groupings in order to assess the relative 
importance of intra-firm trade within and across 
different sectors.

Looking at the data by countries of affiliates, 
as in the table, 32.3%  of U.S. imports shipped by 
MOFAs were petroleum and its products, 27 .4%  
were road motor vehicles and parts, and 22.1%  
were machinery. Imports of other products were 
relatively small. By region of MOFAs, imports 
from developed countries exceeded those from 
developing countries, overall as well as in such 
categories as food, petroleum and machinery.

In relation to the total U.S. import values of 
individual SITC groupings, imports from MOFAs 
to U.S. parents were most pronounced in road 
vehicles and parts (32 .9% ), machinery (20 .9% ), 
and petroleum and products (18 .4% ). For the 
developing regions as well, these three sectors 
were those which showed a high intra-firm trade

Table 1

IN T R A -F IR M  T R A D E  O F T H E  U N IT E D  S T A T E S , 1982

(B illion s o f  d o lla rs)

Im ports Exports

1. Im ports from  affiliated foreign firm s 83.4 1. Exports to affiliated foreign firm s 60.2
2. Im ports from  foreign affiliates of U S parents 41.6 2. Exports to foreign affiliates of U S parents 4 6 .6
3. T otal im ports from  affiliates (1 + 2 ) 125.9 3. T otal exports to affiliates (1 + 2 ) 106.8
4. O verlap betw een 1 and 2 (30 -3 5 ) 4. O verlap betw een 1 and 2 (30 -3 5 )
5. T ota l U S m erchandise im ports 243.9 5. T otal U S m erchandise exports 212.3
6. Percentage o f affiliated im ports (3-4)/ 5 37.3-39.3 6. Percentage of affiliated exports (3-4)/ 5 33.8-36.2

Source: I te m  1: U S  D e p a r tm e n t  o f  C o m m e r c e  ( 1 9 8 4 , ta b le  8 ) .  In  th is  su rv ey , a U S  a f f il ia te  is a U S  b u s in e ss  e n te r p r is e  in  w h ic h  th e r e  is  fo re ig n  
d ire c t  in v e s tm e n t  - t h a t  is, a s in g le  fo re ig n  p e rs o n  o w n s  o r  c o n tro ls , d irec tly  o r  in d ire c tly , 1 0 %  o r  m o r e  o f  th e  v o tin g  s e c u r it ie s  
i f  a n  in c o rp o ra te d  b u s in e ss  e n te r p r is e  o r  an  e q u iv a le n t  in te r e s t  if an  u n in c o rp o ra te d  b u s in e ss  e n te r p r is e .

2: U S  D e p a r tm e n t  o f  C o m m e rc e  ( 1 9 8 5  b , ta b le  3 ). A ff ilia te  is d e fin e d  as  " o w n e r s h ip  d irec tly  o r  in d irec tly  by o n e  U S  p e rs o n  o f 
1 0 %  o r  m o re  o f  th e  v o t in g  s e c u r it ie s  o f  an  in c o rp o ra te d  fo re ig n  b u s in e ss  e n te r p r is e  o r  an  e q u iv a le n t  in te r e s t  in  an  

u n in c o r p o ra te d  fo re ig n  b u s in e ss  e n te r p r is e ” .
3 : T o ta l  U S  im p o r ts  a re  o n  a C e n su s  b a s is  an d  r e p r e s e n t  t ra n s a c tio n  v a lu es , f.a .s. th e  fo re ig n  p o r t  o f  e x p o r ta t io n . S im ila r ly , to ta l 

U S  e x p o r ts  a re  o n  a C e n su s  b a sis  a n d  re p r e s e n t tra n s a c tio n  v a lu es , f.a .s . th e  U S  p o rt o f  e x p o r ta t io n .
4 :  A s th e  D e p a r tm e n t  o f  C o m m e r c e  a c k n o w le d g e s , e x p o r ts  an d  im p o r ts  by U S  a f f il ia te s  o f  fo re ig n  f irm s  ( i te m  1) c a n n o t  b e  

s im p ly  added to  U S  e x p o r ts  a n d  im p o r ts  a s so c ia te d  w ith  U S  p a r e n ts  ( i te m  2 ) ,  d u e to  d u p lica tio n  in  th e  tw o  d ata  s e ts . T o  th e  
e x t e n t  th a t  U S  a f f i l ia te s  o f  fo re ig n  f irm s  in  tu rn  h ad  a f f il ia te s  a b ro a d , th e y  w ould  h a v e  b e e n  c o n s id ere d  th e  U S  p a r e n ts  o f  th o s e  
fo re ig n  a f f i l ia te s  in  th e  1 9 8 2  a n n u a l su rv ey . A  h ig h ly  p re lim in a ry  m a tc h  b e tw e e n  th e  c o m p a n ie s  re p o r te d  in  b o th  su rv ey s  
in d ica te d  th a t  th e  o v e r la p  fo r  e x p o r ts  an d  im p o r ts  w as s iz e a b le , ro u g h ly  U S $ 3 0 - 3 5  b illio n  e a c h  (D e p a r tm e n t  o f  C o m m e rc e , 

1 9 8 5  c ) .



IM P O R T A N C E  O F U S IM P O R T S  S H IP P E D  B Y  M O F A ’s T O  US P A R E N T S  A S A P E R C E N T A G E  
O F O V E R A L L  U S IM P O R T S , B Y  C O U N T R Y  O F  A F F IL IA T E S  A N D  B Y  P R O D U C T S , 1982“

Table 2

(M illio n s  o f  d o lla r s )

C o u n tr y  o f  a f f i l ia te
T o t a l
S I T C

g ro u p s

0-9

C ru d e  „  .
t,  . , P e t r o le u m
B e v e ra g e s  m a te r ia ls ,  ,

F o o d  a n d  in e d ib le , an.
, p e t r o le u m  ,

to b a c c o  e x c e p t  r , c o k e
fuels P roduCtS

^  , R o a d  O t h e r  ,
C o a l  , . , M e ta l

j  * i i f  L ■ v e h ic le s  t r a n s p o r t  ,
a n d  C h e m ic a ls  M a c h in e ry  , f  m a n u ra c -

a n d  e q u ip -
^ r  tu re s

p a r ts  m e n t

O t h e r  
m a n u fa c -  O t h e r  

tu re s

32 5 7 1 -7 7 7 8 79 6 7 , 6 8 , 6 9  6 1 -6 6 , 8 4 ,9

Im ports orig inating  from : 
Developed countries*’

T o ta l im p orts (t) 147 982 5 785 2 847 6 389 16 581 85 8  634 2 8  4 3 3 31 534 2 9 5 6 16 030 23 142 5 653
By M O F A ’s (ii) 21 813 2 1 8 2 1 0 1 017 3 4 9 4 6 1 175 3 4 6 6 10 0 1 6 245 738 1 198 30

(ii)/ (i)  (% >
Canada

14.7 3.8 7 .4 15.9 21.1 7.1 13.6 12.2 31.7 8.3 4 .6 5.2 0.5

T o ta l im p orts (i) 4 6  792 1 872 4 4 0 4 4 4 4 7 948 56 2 371 4 813 11 308 929 3 179 6 184 3 005
By M O F A ’s (ii) 16 551 35 51 628 d 0 d 1 645 9  855 214 245 701 d
( i i ) / ( i )  ( % )

EEC  (1 0  countries)
35 .4 1.9 11.6 14.1 34.2 87 .2 23 .0 7.7 11.3

T o ta l im p orts (i) 4 4  462 1 190 2 2 0 9 513 6  853 2 3 719 11 623 5 134 1 372 4  9 8 4 8 161 1 6 2 9
By M O F A ’s (ii) 3 266 50 132 43 383 0 546 1 172 149 30 372 372 19
(ii)/ (i)  (% ) 7.3 4 .2 6 .0 8.4 5.6 - 16.7 10.1 2 .9 2.2 7.5 4 .6 1.2

Jap an
T ota l im ports (i) 39  9 1 6 302 19 72 30 4 923 12 814 14 103 402 5 639 5 330 340
By M O F A ’s (ü ) 762 d 0 e 0 1 17 d 2 0 d 83 0

(H)/(i) i% ) 1.9 - - 25 .0 18.4 - - 1.6 -

T otal im ports from  all
countries (i) 254 862 15 717 3 6 6 6 9  437 67 500 91 9  885 4 0  794 32 0 7 4 3 236 20 414 4 4  2 1 9 7 923
Im p orts by M O F A ’s, all
countries (ü ) 38 533 921 272 1 471 12 4 3 7 6 1 331 8 511 10 549 262 1 0 2 6 1 714 34
(ii) / (O (% ) 15.1 5.9 7.4 15.6 18.4 6 .6 13.5 20 .9 32.9 8.1 5.0 3 .9 4.3
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Table 2 (concluded) oo

Country of affiliate
Total
SITC

groups

0-9

Food

0

Crude 
Beverages materials, 

and inedible, 
tobacco except 

fuels 
1 2

Petroleum
and

petroleum
products

3

Coal
and
coke

32

Chemicals Machinery 

5 71-77

Road
vehicles

and
parts

78

Other
transport

equip­
ment

79

Metal
manufac­

tures

67, 68, 69

Other
manufac­

tures

61-66, 8

Other

4 ,9

Im p o rts  o r ig in a tin g  from :
D e v e lo p in g  cou ntries**

T o ta l im p orts (i) 103 211 9  645 771 2 8 7 4 5 0  158 5 934 12 186 506 2 6 9 4  143 19 477 5 9 2 4
By M O FA ’s (ii) 16 7 2 0 703 62 454 8  943 0 156 5 045 3534^ 17 288 515 3
(ii)/ (i)  ( % ) 16.2 7.3 8.0 15.8 17.8 - 16.7 4 1 .4 105.5 6.3 7 .0 2 .6 -

L atin  A m erica
T o ta l im p orts (i) 39  570 6  8 2 8 432 1 515 2 0  323 5 678 3 263 317 135 1 673 3 0 6 2 1 344
By M O F A ’s (ii) 6  251 621 39 295 3 0 8 6 0 123 1 2 7 9 534^ d 72 189 d

<ii)/(i) ( % ) 15.8 9.1 9 .0 19.5 15.2 - 18.9 39 .2 168.5 4 .3 6 .2
A frica

T o ta l im p orts (i) 16 399 1 0 8 8 29 383 14 265 - 9 16 - ■ 4 7 8 77 117
By M O F A ’s (ii) 2 544 0 d d 2 350 0 0 e 0 0 d d 0

(ii)/ (i)  <% ) 15.5 - 16.5 - -

Asia
T o ta l im p orts (i) 4 7  129 1 665 309 976 15 571 - 247 8 922 189 133 1 973 16 333 578
By M O F A ’s (ii) 7 925 82 d d 3 508 0 32 3 7 6 6 0 d d d d

(H )/(i) ( % ) 16.8 4 .9 22.5 13.0 42 .2

Source:  F ig u re s  fo r  M O F A 's  a r e  ta k e n  f r o m  U S  D e p a r t m e n t  o f  C o m m e r c e  ( 1 9 8 5  b ) .  T r a d e  f ig u r e s  by S I T C  g r o u p in g  a r e  f r o m  U n ite d  N a t io n s ,  Commodity Trade Statistics.
" In  th is  t a b le ,  d a ta  fo r  a f f il ia te s  a re  o n ly  f o r  n o n * b a n k  a f f i l ia te s  o f  n o n -b a n k  p a r e n ts .  M O F A ’s  ( M a jo r i ty  O w n e d  F o r e ig n  A f f i l ia t e s )  a r e  d e f in e d  as  a f f i l ia te s  o w n e d  m o r e  th a n  5 0 %  by  a ll U S  

p a r e n ts  c o m b in e d .
^ E x c lu d e s  c e n tr a l ly  p la n n e d  e c o n o m ie s .
' T h e  s u m  o f  th e  th r e e  d e v e lo p in g  r e g io n s  d o e s  n o t  add u p  to  t h e  to ta l  o f  d e v e lo p in g  c o u n tr ie s ,  du e to  t h e  e x c lu s io n  o f  O c e a n ia .
^ S u p p re s se d  to  a v o id  d is c lo su re  o f  d a ta  o f  in d iv id u a l c o m p a n ie s .
'L e s s  t h a n  $ 5 0 0  0 0 0  ( + / - )  o r  5 0  e m p lo y e e s .
^ Im p o r ts  s h ip p e d  by  M O F A ’s e x c e e d  t h e  o v e ra ll  to ta l ,  d u e  p ro b a b ly  to  r e p o r t e r s ’ in c o r r e c t  c la s s if ic a tio n  o f  t r a n p o r t a t io n  e q u ip m e n t,  p a r ts  a n d  a c c e s s o r ie s .
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Table 3

US R E L A T E D -P A R T Y  T R A D E  AS A P E R C E N T A G E  O F T O T A L  IM P O R T S 
(C U ST O M S V A L U E S), B Y  U S T A R IF F  SC H ED U LE (T S U S ), 1981

T SU S schedule Product group Schedule number

T otal
im ports

(U S$
m illion)

(A )

R e la ted- 
party trade 

(U S$ 
m illion)

(B )

(B )/ (A )
%

Schedule 1 Anim al and vegetable products 100.0110-193 .2560 20 261 3 440 17,0
2 W ood and paper; printed m atter 2 0 0 .0300-274 .9040 9 647 2 405 24 .9
3 T ex tile  and textile products 300 .1020-390 .6000 9 780 1 377 14.1
4 C hem icals and related products 4 0 1 .0 2 0 0 -4 9 5 .2 0 0 0 94 79 6 49  87 0 52.6
5 N on-m etallic m inerals and

products thereof 5 1 1 .1100-548 .0500 5 874 1 0 9 9 18.7
6 M etals and m etal products 6 0 1 .0 3 0 0 -6 9 6 .6 0 0 0 97 127 61 413 63.2
1 Specified products; m iscella­

neous and non-enum erated
products 7 0 0 .0 5 00-799 .0000 20  179 6  727 33.3

8 Special classification
provision 8 0 0 .0000-870 .4500 4 687 2 046 4 3 .6

Appendix to the
tariff schedules 901 .0 0 2 0 -9 5 7 .1 5 0 0 363 341 93 .9

T o ta l 259 012 126 788 4 9 .0

Source: D a ta  p ro v id e d  by th e  F o r e ig n  T r a d e  D iv is io n  o f  th e  U S  B u re a u  o f  th e  C en su s.

ratio. Though it was not possible to make a direct 
comparison, due to the manner in which the 
SITC groupings were aggregated by the Depart­
ment of Commerce, those categories usually 
understood to constitute primary commodities 
{SITC 0-4; 68) can be said to have a relatively low 
intra-firm  ratio. Latin America does not differ 
significantly from other developing regions in 
terms of relative sectoral importance in the 
intra-firm import trade of the United States.

2. U.S. related-party trade (RPT)

For an examination by individual country and at 
a much more disaggregated product level, the 
data employed below are those of the Foreign 
Trade Division of the U.S. Bureau of the Census, 
and show the value and volume of U.S. imports, 
within each individual tariff classification of the 
U.S. tariff schedule (TSUS) and from each coun­
try of origin, which originate from "related par­
ties”. The definition of a "related party" is a firm 
in which 5%  or more of the voting stock is

owned by the other party with which it trades. 
The coverage is for both U.S. firms and for firms 
based outside the United States.

Examination of the 1981 figures indicates 
that, for that particular year, 49 .0%  of total U.S. 
merchandise imports were transacted in the 
form of RPT (table 3). This coincides roughly 
with the figures of 45.0%  and 4 8 .8 %  for 1975 
and 1977 respectively given in the studies by 
Helleiner (1979; 1981), though indicating a 
slight increasing trend over the years. The over­
all figure also seems to be in conformity with the 
results obtained from the 1982 benchmark sur­
vey just mentioned above: a lower intra-firm 
import ratio of roughly 40 %  (table 1) could be 
explained by the difference in definition of the 
coverage of capital ownership between RPT and 
direct investment (10%  or more of the voting 
securities of a foreign enterprise owned by a U.S. 
entity). The wide variations in RPT ratios 
observed among major product groups, even at 
the most aggregated level, are also in accordance 
with the results of the 1982 benchmark study. In
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the case of RPT ratios, in general, high ratios 
were observed for manufactured goods, espe­
cially in the heavy industrial sectors, while 
animal and vegetable products and non-metallic 
minerals registered a relatively low RPT coeffi­
cient. An exception to the above was textiles and 
their products. Tw o groups (chemicals, and 
metals and their products) were most dominant 
in this respect, accounting for 74.1%  of total 
imports and 87.8%  of the RPT total.

RPT can be disaggregated further along the 
TSUS sub-groupings and compared with total 
U.S. imports, as shown in table 4. It should be 
noted first that within each schedule, there was a 
large variation from product to product, in the 
agricultural as well as the mineral and metal 
sectors. Though generalization is difficult, the 
RPT rose as a proportion of the total as one 
moved from primary products, excluding petro­
leum, to semi-manufactures. W ithin primary 
commodities, the degree of "related-ness” 
tended to increase in accordance with the level of 
processing/manufacturing,8 an aspect to be 
further elaborated later on in the paper. A large 
number of commodities which are of major 
interest to the Latin American region showed an 
extremely low RPT ratio, as in the cases of hides 
and skins, sugar, beverages, cereals, spices and 
oilseeds.

T h e  order o f absolute R P T  values at the 
sub-grouping level, was led by petroleum , fol­
lowed by road vehicles; m achinery for industrial 
u se; e lec tr ica l m ach in ery ; ap p aratu s and 
appliances; iron and steel; precision apparatus; 
pow er generating m achinery; general industrial 
m achinery; office m achines and autom atic data 
processing equipm ent, etc. T h e  m anufacturing 
sectors m entioned herein  were those in which 
high absolute im port values w ere accompanied 
by high R P T  ratios. As a prim ary commodity,

“T h is  c o n c lu s io n  a c c o rd s  w ell w ith  th e  fin d in g s  by H e lle in e r  
o n  t h e  e a r l ie r  y e a rs . H e  in d ica te d  th a t  th is  g e n e r a l  p a t te rn  w as 
fo u n d  fo r  th e  1 9 7 7  im p o r ts  f ro m  b o th  th e  T h ir d  W o r ld  an d  O EC D  
m e m b e r s . A s h e  c o n c lu d e d , " o t h e r  th in g s  b e in g  e q u a l, o n e  c a n  
e x p e c t  in c re a s e s  in  th e  ro le  o f  re la te d -p a rty  tra d e  as in d u str ia liz a ­
t io n  p ro ce e d s  in  th e  T h ir d  W o r ld  a n d  th e  re la t iv e  im p o r ta n c e  o f  
th e ir  m a n u fa c tu re d  g o o d s  tra d e  c o n t in u e s  to  r is e " .  M a in ly  d u e to  
th e  in te r r e la t io n s h ip  b e tw e e n  R P T  an d  m a n u fa c tu r in g , H e lle in e r  
fo u n d  th a t  th e  re la t iv e  im p o r ta n c e  o f  R P T  s e e m s  to  b e  m u ch  
g r e a te r  in  th e  im p o r ts  f ro m  th e  O E C D  c o u n tr ie s  th a n  in  th e  ca se  o f  
im p o r ts  f ro m  t h e  d e v e lo p in g  c o u n tr ie s .

only aluminium exceeded the 1 billion dollar 
mark.

Lastly, on the basis of the same data it is 
possible to examine the degree of RPT in prim ­
ary commodities with special reference to Latin 
America and the Caribbean, as shown in 
table 5.9 In this exercise, the product was ana­
lysed at a 7-digit TSUS, on the assumption that 
further disaggregation would shed more light on 
the participation of TNCs in the international 
marketing of commodities. Furthermore, indi­
vidual commodities were grouped together and 
compared in accordance with their degrees of 
processing. Products selected here were of major 
export interest to the region.

One of the principal findings of this exercise 
was that in some commodities (such as bauxi­
te/alumina/ aluminium and bananas) the RPT 
ratio was extremely high, while in others, it was 
nearly non-existent (as in sugar) or very low (in 
the case of cocoa beans and coffee beans). Look­
ing at the commodity sector alone, however, it 
can be concluded that those items of importance 
to the region registered, with some exceptions, 
low RPT ratios. This seems to suggest that the 
number of commodities which display total inte­
gration from production to the last stage of 
external marketing is not large.

The above analysis also highlights the point 
that within a given commodity group (with 
some exceptions) a higher RPT ratio is observed 
for products with a higher level of processing, 
and thus higher value-added. Good examples of 
this are the product chains of: i) cocoa beans/co­
coa butter/chocolate; ii) live animals/meat/ 
meat preparations; iii) hides and skins/foot­
wear; iv) tim ber/lum ber/furniture; v) leaf 
tobacco/manufactured tobacco; and vi) some 
mineral ores/metals, as in the case of copper and 
tin. W hat may be inferred from this is that 
transnational industrials are involved and prac­
tice most effective market control in the down­
stream  processing activities where the 
value-added is high. Those high value-added 
activities usually involve the use of brand names, 
heavy advertising and product differentiation, as

9D u e  to  th e  v ery  d e ta ile d  n a tu re  o f  th e  in fo rm a tio n  c o n ta in e d  
in  th e  d a ta  p ro v id ed  by th e  U .S . B u re a u  o f  th e  C e n su s , th e  fig u res  
a re  a g g re g a te d  a t  th e  re g io n a l le v e l. F o r  f ig u re s  a t  th e  in d iv id u al 
ta r i f f  s ch e d u le  le v e l a n d  by  c o u n try , s e e  ECLAC ( 1 9 8 6  c , ta b le  3 ) .
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T able 4

U S  IM P O R T  S T R U C T U R E ; R E L A T E D -P A R T Y  T R A N S A C T IO N S  
B Y  U S  T A R I F F  S C H E D U L E  (T S U S ) , 1981

Product
sub­

groupings
Product descriptions

T ota l imports, 
custom s values 

(U S$ 0 00)

(A )

Related-party 
transactions, 

custom s values 
(U S$  000) 

(B )

(B )/ (A )
(% )

101 A nim als, live 359 928 45 114 12.5
102A Bird m eat 3 371 247 13.6
102B O ther meat and m eat preparations 1 99 0  274 432 569 21.7
102 M eat and m eat preparations 1 993 645 432 816 21.7
103A Fish, fresh, chilled or frozen 1 282 896 495 229 38.6
103B Fish, dried, salted 81 440 2 928 3.6
103C and D Fish, prepared o r preserved 230 901 40 176 17.4
103E Crustaceans and molluscs, 

prepared or preserved 1 333 155 23 6  220 17.7
103 Fish  and fish preparations 2 928 393 77 4  552 26.4
104A  and D M ilk and cream 16 088 10 286 63.9
104B Butter and fresh or sour cream  

containing over 4 5 %  butterfat 2 155 34 1.6
104C Cheese and curd 332 062 39 202 11.8
104D Birds' eggs and birds' egg 

albumen and yolks 5 541 777 14.0
104 D airy products and eggs 335 846 50 299 14.1
105A Hides and skins (except furskins), 

undressed, raw or cured 45 4  989 8 430 1.9
105B Furskins 193 795 3 538 1.8
105 Hides, skins and furskins, 

undressed, raw or cured 64 8  783 11 968 1.8
106A Plants, live 67 830 20 152 29.7
106B Seeds o f plants 57 714 6 387 11.1
106 P lan ts and their seeds 124 543 26 539 21.3
107 Barley, buckwheat, corn, sorghum, oats, 

rice, rye, w heat, starches 95 060 6 436 6.8
108 V egetables, fresh, frozen or tem porarily 

preserved, and dried leguminous 
vegetables, roots and tubers 839 061 403 165 48 .0

109 Fruits and nuts, fresh or dried, 
prepared or preserved 1 605 124 61 6  484 38.4

110A Sugar, sirups, m olasses and honey 2 306 812 25 558 1.1
110B Cocoa beans, butter, powder 

and chocolate 8 76  212 101 192 11.5
lioc O ther food preparations containing 

cocoa or chocolate 123 759 53 484 43.4
110 Sugar, m ollasses, honey; cocoa and 

its products 3 306 783 180 234 5.5
111A Coffee, tea, m ate 3 01 9  422 147 390 4.9
11 IB Spices 136 033 2 425 1.8
111 Coffee, tea, spices and 

m anufactures thereof 3 155 456 149 814 4.7
112A  and B Beverages nonalcoholic 65 6  672 137 612 21.0
112C and D Beverages alcoholic 2 338 086 46 0  091 19.7
112 Beverages 2 668 024 48 9  658 18.4
113 Tobacco and its manufactures 184 140 36 456 19.8
114 O ilseeds, oil nuts and oil 

kernels, non-specified 558 039 32 619 5.8
115 Cereal preparations and 

m iscellaneous food preparations 1 06 8  893 159 967 15.0
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T able  4  (continued 1)

Product
sub-

groupings
Product descriptions

T otal im ports, 
custom s values 

(U S$ 000)

(A )

Related-party 
transactions, 

custom s values 
(U S$ 000)

(B )

(B )/ (A )
<% )

Schedule 1 A nim al and vegetable products 20 26 0  724 3 44 0  047 17.0
2 0 1 , 2 02 , 203 W ood, lum ber, cork 3 48 2  229 42 6  074 12.2
204 Pulp and paper 5 559 341 1 82 4  329 32.8
205 Books, printed  m atter 605 633 154 453 25.5
Schedule 2 W ood and paper; printed m atter 9 647 202 2 40 4  855 24.9
301A Cotton fibre, waste, yarn 49 763 14 327 28.8
301B O ther textile  fibres, waste, yarn, abaca, 

flax, hem p sisal, henequen, jute, etc. 4 4  402 1 740 3.9
301C W ool and other anim al hair and yarn 222 138 22 003 9.9
301D Raw  silk, yarn 12 483 2 554 20.5
301E Manrtiade fibres 218 640 72 738 33.3
301F O ther yarns 1 404 564 40.2
301 T ex tile  fibres, waste, yarn 548 829 113 927 20.8
302 Cordage, tw ine 103 597 12 798 12.4
303A Cotton fabrics 590 143 37 479 6.4
303B Fabrics, vegetable fibres 160 893 15 041 9.3
303C and D W oven fabrics, silk, wool 205 069 13 205 6.4
303E  and F W oven fabrics, m anm ade fibres 553 637 180 422 32.6
303 T e x tile  fabrics 1 509 741 25 8  415 17.1
304 K nitfabrics o f textile  fibres, narrow 

fabrics, lace, netting, etc., special 
textile  fabrics and related products 310 552 124 254 40 .0

305 Floor coverings, tapestries, and particles 
o f vegetable plaiting m aterials 527 799 4 8  153 9.1

306 W earing apparel and accessories 6  512 782 77 8  905 12.0
307 Bags, ornam ents, ribbons, 

rags, w ipenings 268 647 4 0  145 14.9
Schedule 3 T ex tile  fibres and textile  products 9  779 948 1 376 598 14.1
401 O rganic chem icals and related products 2 141 4 0 9 1 133 549 52.9
402 Inorganic chem icals and related products 4  067 633 1 803 397 44.3
403 Medical and pharm aceutical products 711 178 392 081 55.1
404 Synthetic resins; and rubber and 

plastics m aterials 1 181 082 455 277 38.5
4 05 , 4 0 6 , 4 0 7  
40 8  and 409

Essential oils and perfum e 
m aterials, toilet, polishing and 
cleansing preparations 813 493 137 427 16.9

4 1 0 Crude petroleum , petroleum  products 80 337 109 43 324 614 53.9
411 Fertilizers, m anufactured 1 393 909 425 176 30.5
412 Explosives 20 720 4 291 20.7
413 A nim al and vegetable oils and fats, 

processed, fatty acids, waxes of 
anim al, vegetable or m ineral origin 417 575 141 172 33.8

Schedule 4 Chem icals and related products 91 094 107 47 94 0  701 52.6
501 Crude m aterials, graphite, cem ent, 

lim estone, marble, stone, mica, asbestos; 
natural abrasives, crude or processed, 
including industrial diamonds, natural 
o r synthetic, o th er precious and 
sem i-precious stones 4 153 492 62 4  336 15.0

502A  and B Clay and refractory 
construction m aterials 275 742 56 404 20.5
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T able 4 (continued 2)

Product
sub­

groupings
Product descriptions

T ota l im ports, 
custom s values 

(U S$ 000)

(A )

Related-party 
transactions, 

custom s values 
(U S$ 000)

(B )

(B )/ (A )
<% )

502C , D  
and E

Pottery, porcelain or china household 
ware, earthenw are or stonew are, ceram ic, 
and china ornam ental articles 780 264 201 044 25.8

503 G lass, glassw are, and articles thereof 664  104 217 332 32.7
Schedule 5 N o n-m etallic  m inerals and products 

thereof 5 873 604 1 09 9  116 18.7
601 N on-ferrous m etals, ores 2 372 504 9 53  087 40.2
602A Precious m etals, inch gold and silver 3 859 783 508 053 13-2
602B Iron  and steel, various types and 

form s 11 260 776 7 330 680 65.1
602C Copper and copper alloys, wrought 

and unwrought, waste and scrap, 
and related products 1 151 028 213 198 18.5

6 0 2 D A lum inium  and alum inium  alloys, 
w rought and unwrought, waste and 
scrap, and related products 1 384 909 1 02 9  879 74.4

60 2 E N ickel and nickel alloys, wrought 
and unwrought, waste and scrap, 
and related products 895 639 563 895 63 .0

602 F T in  and tin alloys, wrought and 
unwrought, waste and scrap and 
related products 645 312 182 812 28.3

602G Lead and lead alloys, wrought and 
unwrought, w aste and scrap, 
and related products 8 9  559 21 156 23.6

602H Z in c and zinc alloys, wrought and 
unwrought, waste and scrap, 
and related products 562 257 104 137 18.5

602 I, J  
and K

O ther m etals and alloys,
waste and scrap, and related products 6 1 6  227 36 516 5.9

602 N on-ferrous m etals 20 45 6  490 10 072 509 49-2
603 M anufactures o f m etal 5 65 8  425 1 140 220 20.2
604A Pow er generating m achinery and 

equipm ent, general industrial 
m achinery and equipm ent 6 342 651 2 98 9  773 49.1

604B M echanical handling equipm ent 1 612 466 9 0 9  889 56.4
604C A gricultural and horticultural 

m achinery (except tractors), 
food processing m achinery 748 306 442 585 59.1

6 0 4 D P rin tin g  and bookbinding 
m achinery and parts thereof 671 196 240 299 35.8

604 E T ex tile  m achinery; washing, 
bleaching, dying 965 313 49 0  416 50.8

6 04 F M etal w orking m achinery, m achine tools 2 268 852 1 206 397 53.2
604G O ffice m achines and autom atic data 

processing equipm ent 3 492 998 2 565 045 73.4
604H Shoe m achinery, m achinery for 

sorting, m olding, cigarette making, 
audio-players, radios, etc. 1 766 375 857 068 48.5

604J Balls, ball bearings, valves, etc. 1 554 368 779 448 50.1
6 04 M achinery o f industrial use 19 422 528 10 48 0  920 54.0
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T able 4  (concluded)

Product
sub­

groupings
Product descriptions

T otal im ports, 
custom s values 

(U S$ 000)

(A )

Related-party 
transactions, 

custom s values 
(U S$ 0 00) 

(B )

(B )/ (A )
(% )

605 Electrical m achinery, apparatus 
and appliances 11 160 255 8 048 663 72.1

60 6 Road vehicles, other transport 
equipm ent 31 77 6  287 26 574 475 83.6

Schedule 6 M etals and m etal products 97 127 166 61 412 971 63.2
701A Footw ear 8 141 218 234 138 7.5
701B Headw ear o f all m aterials 154 524 20 455 13.2
701C Gloves o f textile  fibres, rubber, p lastic 215 507 72 150 33.5
701D T ravel goods, handbags 290 807 51 303 17.6
701 V arious w earing articles 3 802 056 378 046 9.9
702A Contact lenses, optical lenses 779  071 293 797 37.7
702B M edical equipm ent and apparatus 672 467 357 704 53.2
702C  and D P rofessional and scientific instrum ents 1 187 876 67 6  706 57.0
702E W atches and clocks 1 25 0  716 645 961 51.6
702 F P hotographic apparatus and equipm ent 1 463 403 1 00 6  109 71.7
702G M otion-pictu re film , phonograph 

records, recorded tapes, etc. 393 874 228 781 58.1
702 P recision apparatus and equipm ent 5 687 406 3 209 058 56.4
703 M usical instrum ents, cases, parts 262 852 119 206 45.4
7 0 4 A Furniture 1 256 706 321 764 25.6
704B Floor coverings 36 059 7 909 21.9
704 Furniture and floor coverings 1 292 765 329 673 25.5
705A Firearm s, m unitions, cartridges 159 659 29 459 18.5
705B Fishing  equipm ent 136 999 36 809 26.9
705C Bicycles, baby carriages 340 533 73 873 21.7
7 05D Sp orting  equipm ent 1 140 403 356 968 31.3
705E Toys 862 303 222 977 25.9
705 Sp orting  goods and toys 2 63 9  897 721 086 27.3
7 06 , 7 07 , 708  
709 , and 710

O ther m anufactured 
articles 1 642 567 251 002 15.3

711 A rt works, antiques 725 809 35 191 4.8
712 R ubber manufactures 2 784 515 1 515 538 54.4
7 13  and 714 M iscellaneous 828 916 141 036 17.0
Schedule 7 Specified products; m iscellaneous 

and non-enum erated products 20 178 878 6 726 712 33.3
8 01 , 8 02 , 803  
8 0 4 , 8 05 , 8 0 6

U S goods returned, re-im ported goods 
for public use and institutions 4 687 375 2 04 6  316 43.7

Schedule 8 Special classification provision 4 687 375 2 046 316 43.7
9 0 1 , 9 0 2 , 9 0 3 , 
9 0 4 , 905 M iscellaneous 362 945 340 709 93.9
Schedule 9 A ppendix to the tariff schedules 362 945 340 709 93.9
S C H  1 - 9 T o ta l 25 9  011 948 126 788 024 4 9 .0

S ou rce ;  D ata provided by the Foreign Trade D ivision of the U S Bureau of the Census.
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T a b le  5

S T R U C T U R E  O F  U S  P R I M A R Y  C O M M O D I T Y  I M P O R T S :  R E L A T E D - P A R T Y  
T R A D E ,  B Y  T S U S  A N D  B Y  R E G I O N ,  1981

(Thousands o f dollars)

T S U S  N o . P ro d u ct d e scrip tio n
T o ta l im p o rt value (A ) T o ta l  re la te d -p a rty  (B ) (B )/ ( A )  %

L a tin
A m erica

A ll
co u n tries

L atin
A m erica

A ll
co u n tries

L a tin  
A m e r ic a  i

A ll
co u n tries

1 0 6 1 0 2 9
1 0 6 1 0 6 0
1 0 7 4 8 2 0
1 0 7 4 8 4 0

B e e f  w ith  b o n e , fre sh , ch illed
B e e f  w ith o u t b o n e , fre sh , ch illed , fro zen

C o rn ed  b eef

1 3 8 0  
1 8 9  9 5 7

9 6  5 2 6

21 523 
1 3 1 3  8 9 7

9 7  0 0 3

0
14 8 4 4  

2 7  8 7 7

4 2
2 8 3  2 4 7  

2 8  0 1 1

7 .8

2 8 .9

0 .2
2 1 .6

2 8 .9

1 1 4 4 5 4 5 S h r im p s  and p ra w n s, sh e ll-o n 4 9 1  7 5 9 5 37  8 1 8 112 6 2 4 1 16  5 4 3 2 2 .9 2 1 .7
1 2 0 1 4 0 0
1 2 1 6 1 3 8
7 0 0 2 9 6 0 "
1 4 6 4 0 0 0

C a ttle  h ides, ray or cured 
B o v in e  le a th er , n o t fan cy , n .s.p  
F o o tw e a r, le a th er  
B a n a n a s , fre sh

1 3 6  
18 4 6 4  

4 1 9  8 7 7  
7 0 8  9 5 6  .

2 8  7 1 6
2 9  7 7 7  

1 5 9 0  0 0 7
7 0 9  4 9 6

15 3 9 2  
4 9 9  621

1 3 9 7  
6 2 9  

1 1 9  8 7 3  
5 0 0  0 4 8

3 .7
7 0 .5

4 .9
2,1
1.5

7 0 .5
1 5 5 2 0 4 5 C a n e  o r  b eet sugar, syrup, m o la sses , n .s.p 1 4 8 3  9 8 2 2 2 9 2  585 17 0 8 3 . 0 .7
1 5 6 1 0 0 0
1 5 6 2 0 0 0
1 5 6 3 5 0 0

C o co a  beans
C h (K ola te , u n sw eeten ed
C ocoa b u tter

1 57  131 
7 8  6 1 7  

125 2 1 6

5 01  3 4 6  
8 9  196 

2 2 8  115

4 5 0  
8  6 0 7  

13 581

16 991 
10  7 3 0  
2 9  0 4 3

0 .2
1 0 .9
1 0 .8

3 .4
1 2 .0
12 .7

1 6 0 1 0 2 0
1 6 0 1 0 4 0
1 6 0 2 0 0 0

C o ffe e , cru de
C o ffe e , ro a sted  o r  groun d
S o lu b le  o r  in s ta n t co ffe e , n o  add itives

1 9 1 5  8 6 2  
3 2  8 6 0  

2 1 2  6 2 9

2  7 6 9  6 4 9  
4 0  5 6 4  

2 2 7  321

4 6  9 4 0  
1 881 
6  9 7 4

113 311 
4  2 2 7  

15 153

2 .4
5 .7
3.3

4,1
10 .4
6 .7

1 6 5 3 5 4 0 O ra n g e  ju ice , co n cen tra ted 197 581 199  108 5 6 4 56 5 0 ,3 0 .3
1 7 0 3 2 1 0
1 7 0 3 2 3 0 C ig a re tte  le a f tob acco , n o t s tem m ed 17 184 4 3  7 5 7 3 4 0 1 14 7 7 8 1 9 .8 3 3 .8

1 7 0 6 0 2 0 C ig a r  le a f scra p  to b a cco 2 0  5 9 4 3 7  186 5 1 8 6 1 6 2 .5 1.7
1 7 0 6 6 0 0
1 7 0 7 0 0 0 C ig ars 2 6  271 2 8  0 4 5 9  9 7 9 9  9 8 1 4 0 .0 3 5 .6

1 7 0 8 0 4 5 T o b a c c o , m an u factu red  o r  n o t 75 5 4 9 1 46  7 1 2 9  3 9 8 2 6  6 5 2 1 2 .4 18 .2
2 0 0 3 5 4 9 H ard w o o d  logs and tim b e r 5 7 9 I 2 3 6 3 - 0 .1 0 .1
2 0 2 3 2 0 0
2 0 2 3 4 2 0
2 0 2 4 4 0 0

L u m ber, balsa/ teak , m ah o gan y  and o th e rs 5 4  371 8 3  8 51 185 7 4 7 0 .3 0 .1

2 0 2 6 6 0 0
2 0 7 0 0 8 0

H ard w o o d  m o ld in g s, ca rv in g s, e tc. 
A rtic le s  o f  w ood, n .s.p .

6  0 9 8  
5 721

2 4  6 8 0  
7 0  6 3 9

2 335 
2 2 1 8

4  3 0 3  
6  4 2 6

3 8 ,3
3 8 .8

17 .4
9 .0

2 4 0 0 3 2 0
2 4 0 2 3 6 0

H ard w o o d  v e n e ers , plyw ood 2 2  7 5 8 176  7 3 9 9  0 7 8 17 3 9 6 3 9 .9 9 .8

7 2 7 2 9 0 0
7 2 7 3 5 4 0
7 2 7 5 5 6 0

W o o d e n  c h a irs , fu rn itu re  and p a rts 31 3 5 8 79 1  119 5 2 2 0 107 3 8 4 1 6 .6 13 .6

3 0 0 1 0 4 0
3 0 1 3 0 0 0
3 0 4 4 6 0 0
3 0 6 3 1 7 2
6 0 1 0 6 0 0
4 1 7 1 2 4 0
6 1 8 0 2 0 0
6 1 8 0 6 5 0
6 1 8 2 5 6 5

R a w  c o tto n , n .s.p .
C o tto n  yarn , h o t b leach ed  
S isa l and h en eq u en , w aste 
W o o l f in e r  th a n  58s 
C ru d e b a u x ite
A lu m in iu m  o x id e  (a lu m in a ) 
A lu m in iu m , u n w ro u g h t, n o t alloyed 
A lu m in iu m , u n w ro u g h t, alloyed  
A lu m in iu m , sh ee ts  and s tr ip

4 5 7 3  
6  6 9 9  

9 5 0  
2 0  0 8 2  

3 5 7  9 1 5  
2 3 6  2 0 6  

90 1  
4  4 2 8  

4 2  2 0 2

5 2 4 6  
10 3 8 6  

2 2 2 8  
5 6  9 9 9  

4 9 1  0 1 5  
8 8 0  5 5 7  
3 5 9  0 0 1  
2 2 0  2 4 4  
5 4 8  6 9 0

4  0 2 6  
16

6 6 7  
271  6 7 1  
138 9 0 9

3
2 117

4  0 2 6  
16

13 2 5 1  
3 7 4  2 5 6  
4 4 8  0 9 0  
3 0 9  4 3 7  

2 7  6 2 2  
4 3 3  178

8 8 .0
0 .2

3 .3  . 
7 5 .9  
5 8 .8

0 .1
0 .5

7 6 .7
0 .2

2 3 .2
7 6 .2
5 0 .9
8 6 .2  
12 .5
7 8 .9

4 7 5 1 0 1 0 C rude p e tro le u m , 2 5 0  deg. A P I  o r  over 7 0 1 2  0 1 8 58 5 6 0  0 0 7 3 2 2 1  0 9 9 35 4 5 6  2 8 8 4 5 .9 6 0 .5

6 0 1 2 4 3 0
6 0 1 2 4 5 0 Iro n  o re 2 5 3  164 8 3 5  0 4 1 13 7 7 4 4 5 4  5 0 5 0 .5 5 4 .5

6 0 1 2 7 6 0 M a n g a n e se  o re 6  6 4 9 3 9  5 3 8 145 5 8 9 7 2 .2 14 .9
6 0 1 5 4 0 0 T u n g s te n  o re 3 2  2 5 2 9 2  7 1 0 6  4 0 8 8  5 8 6 19 .8 9 .3

6 0 2 1 0 1 1
6 2 4 0 3 5 0

Lead  o r e , in itia lly  trea ted  
L ead , u n w ro u g h t, n o t alloyed

2 0  3 0 9  
2 4  431

2 2  2 7 2  
6 9  3 5 8 14 3 7 3 14 4 7 3 5 8 .8 2 0 .9

6 0 2 2 0 2 2
6 2 6 0 2 0 0

Z in c  o re , in itia lly  treated  
Z in c , u n w ro u g h t, n o t a lloyed

3 4  7 8 5  
106 8 4 4

1 1 3  4 5 8  
5 6 7  8 2 7 31 8 2 7

3 2  7 0 4  
1 0 9  6 7 9 2 9 .8

2 8 .8
19 .3

6 0 2 3 0 3 3
6 1 2 0 6 4 0

C o p p e r o re , in itia lly  treated  
C o p p er, u n w ro u g h t, n o t alloyed

17 2 1 8
2 9 6  3 3 0

55 5 0 2  
5 9 8  3 3 6

9 7  
10  6 4 4

1 8 4 3  
5 4  6 5 2

0.1
3 .6

3 .3
9.1

6 2 2 0 2 0 0
6 2 2 0 4 2 0

T in ,  u n w ro u g h t, n o t alloyed 
T in ,  u n w ro u g h t, a lloyed

1 30  147 
I 152

6 4 5  3 8 6  
3 6 8 8

13 8 3 1 1 82  7 5 1  
1 3 1 9

10 .6 2 8 .3
2 5 .8

Source: D a ta  p ro v id ed  by th e  F o re ig n  T ra d e  D iv is io n  o f  th e  U S  B u reau  o f  th e  C ensu s. 
“T h is  g ro u p  includ es 7 0 0 2 9 8 0 ,  7 0 0 3 5 1 5 ,  7 0 0 3 5 3 0 , 7 0 0 4 5 1 0 ,  7 0 0 4 5 4 0 ,  7 0 0 4 5 6 0 .
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in the case of most food and beverage markets 
like those of chocolate, processed tea or coffee.

The degree of RPT in Latin American com­
modity exports to the United States was not 
significantly different from that in exports from 
all origins. Exceptions included processed wood 
products, tungsten ore, lead and zinc, in which 
the Latin American figure was higher. In the 
case of petroleum, the Latin American ratio was 
substantially lower than the corresponding one 
for the world.

W hat can be concluded from the preceding 
analysis is that though intra-firm  trade (or RPT) 
is frequently found in industries or sectors in 
which there is a high degree of market concen­
tration, it is not necessarily directly correlated 
with it. A high concentration in production/refi­
ning/processing does not necessarily imply an 
accordingly high intra-firm  (or RPT) ratio.

The observations made up to now raise sev­
eral interesting questions, namely: i) what fac­
tors are responsible for the high RPTs in 
manufactures and low RPTs for primary com­
modities in general? and ii) what are the reasons 
for the varying RPT ratios among different com­
modities? In short, an important question is why 
the TNCs, trading or manufacturing alike, decide 
to employ intra-firm  trade (or RPT) rather than 
arm ’s-length trading in some commodities and 
not in others.

W hile bearing in mind the risks involved in 
generalizing issues of this nature, it may be said 
that TNCs are more likely to seek to internalize 
trade operations under the form of intra-firm 
trading when one or more of the following fac­
tors are of im portance:10

i) W hen intermediate inputs are highly spe­
cific to the firm in terms of quality, specifications 
and technology, as in the case of many manufac­
tured goods, or of bauxite;

ii) W hen there are substantial marketing 
and after-sale requirements for finished product 
sales, as is the case in many manufactured pro­
ducts, but less so in primary commodities;

iii) W hen there are risks of intermediate 
input supply disruptions;

l0S o m e  o f  th e s e  p o in ts  a re  m e n tio n e d  in H e ile m e r  (1 9 8 1 a ,  

p . 5 4 ) .

iv) W hen there are problems of perishabil­
ity or limited storability of the product, as exem ­
plified by bananas, which requires very timely 
co-ordination between production and market­
ing across different national boundaries;

v) W hen there is a protective umbrella 
against rising prices which allows a rise in raw 
material costs to be passed on to the final pro­
duct price without too much difficulty. For 
instance, the share of bauxite in the final price of 
aluminium is very low, so that a large increase in 
bauxite prices will not affect too much the final 
price of aluminium. On the other hand, as in the 
case of the majority of commodities, the share of 
raw material costs is high and this produces a 
higher risk, thereby inducing a higher level of 
intermediation (such as that offered by trading 
companies) in order to reduce the risks arising 
from sudden price changes;

vi) W hen there is weak tax or exchange con­
trol which increases the potential for transfer 
pricing.

The concept of "transaction costs” is helpful 
in explaining the major differences in marketing 
between commodities and manufactured goods. 
These are the costs which are incurred by the 
transacting parties in a market exchange in 
order to enforce their exclusive rights to the 
assets or services being traded. R.H . Coase 
(1937) long ago pointed out that the operation 
of the market is not costless, and that internali­
zation of certain functions, instead of arm ’s- 
length transactions, is a rationale for creating a 
firm. Internalization brings about efficiency in 
such areas of production as transaction, contract­
ing and enforcing contracts. The brokerage cost 
of finding a correct price, the cost of defining the 
obligations of parties in a contract, the risk of 
scheduling and related input costs, and costs 
related to foreign exchange in the case of foreign 
trade are not insignificant. Reduction of these 
costs and of the risk and uncertainty associated 
with them is a justification for vertical integra­
tion. By integration, the organization can occa­
sionally use administrative fiats to set internal 
prices, and can control the production and m ar­
keting of intermediate products.

Business by fiat creates opportunities for 
price maneuverability. Predatory pricing, price 
discrimination and transfer pricing are often- 
discussed incentives for integration on the part
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of the manufacturer. For the trading company 
also, integration in the form  of a worldwide 
subsidiary/branch office representative network 
not only facilitates information flows but also 
increases room for such tactics.

In addition to administrative fiat, there are 
two other levels of transacting: the price mecha­
nism and contracts. J.C. McManus (1972), in 
attempting to describe the various forms of for­
eign business activities by a firm, explains that 
"som e dimensions of interdependence, those in 
which transacting costs are relatively low, will be 
constrained by the price mechanism. For others, 
the members of the set may choose to constrain 
their actions by contractual arrangements. Some 
combination of these two means of constraining 
the actions of individual producers is the alterna­
tive to the establishment of an international 
firm ".

In conjunction with this clarification, it is 
important to note that among the many areas of 
commodity trading, intermediation is most 
marked in transacting materials whose quality 
and quantity can be relatively easily specified by a 
contract. Such materials include raw cotton, 
grains, sugar, soybeans and their products, coal, 
copper, tin, rubber, wool, etc. These commodi­
ties also require little or no servicing or after­
care once they are handed over to the respective 
buyers. In contrast to other areas (e.g., importa­
tion of technology), the brokerage cost of finding 
a correct price and the cost of contract enforce­
ment are relatively minor. W ithin the same con­
text, W .P. Rapp (1976) argues that the general 
tendency in foreign trade today is for large trad­
ing companies to deal with large producers 
because there is a minimum desirable marketing 
scale for each transaction.

II
Market structure and price determination

As noted in the preceding section, the marketing 
systems for primary commodities are of great 
variety: some rely on arm ’s-length type opera­
tions, others are traded intra-firm , while others 
adopt a mixture of the two. The complexity of 
the trade structure can be confirmed by the fol­
lowing illustration, at the individual product 
level.

Most bauxite is traded intra-firm — some 
three-quarters of all bauxite mined is refined 
within corporate systems11 or at least by related 
parties. T he remainder is sold under long-term 
contracts, with only small amounts left for the 
spot market. Similarly, in the case of alumina, 
only some 26-30%  is traded outside integrated 
company systems and only 5-8%  is sold in the 
spot market (Metal Bulletin, 1986). Therefore, 
only a small fraction of the total volume traded is 
exposed to — and thus responsive to—  the fluc­
tuations of the "freeness” of the spot market.

" O u ts id e  th e  c e n tr a l ly  p la n n e d  e c o n o m ie s , t h e  in d u stry  c o n ­
tin u e s  to  b e  d o m in a te d  by th e  " B ig  S i x " :  th e  A lu m in u m  C o m p a n y  
o f  A m e r ic a  (ALCOA), A lu s u iss e , P e c h in e y -U g in e -K u h m a n n , A lca n  
A lu m in u m  L td ,, R e y n o ld s  M e ta ls ,  a n d  K a is e r  A lu m in u m  and 

C h e m ic a l C o rp o ra t io n .

However, within the same group, aluminium 
ingots have both a producer price and a London 
Metal Exchange (LME) and a New York Com­
modity Exchange (COMEX) price. As a matter of 
fact, the quotations on the exchanges have 
replaced the role of the producers’ price, eg., that 
of ALCAN, which for a long period of time was 
considered as the market price of aluminium.12

Iron ore exhibits a high concentration on 
both the buyer and the seller sides, as in bauxite, 
but prices are determined through a wide variety 
of mechanisms, ranging from bilateral negotia­
tions on long-term contracts to transfer pric­
ing.11 Even short-term contracts (usually for one

l2O n e  o f  th e  fa c to r s  c o n tr ib u t in g  g r e a t ly  to  th e  e x p a n s io n  o f  
o p e ra t io n s  o n  th e  co m m o d ity  e x c h a n g e s  in  re c e n t  y e a rs , ( in  th e  
c a se s  o f  a lu m in iu m , n ic k e l, c o p p e r  a n d  p e tro le u m , f o r  e x a m p le )  
h a s  b e e n  th e  g r e a t  s h o r t - te r m  sw in g s  in  p r ic e s  w h ic h  m a d e  it  
in c re a s in g ly  d iffic u lt  fo r  p ro d u ce rs  t o  m a in ta in  lo n g -e s ta b lis h e d  
s y s te m s  o f  a d m in is te re d  p r ic e s  o n  w o rld  m a rk e ts .

HL o n g -te rm  c o n tra c ts  a r e  e s t im a te d  to  c o v e r  7 0 %  o f  th e  
in te r n a t io n a l  tra d e  o f  iro n  o re . W e s te r n  E u ro p e a n  lo n g -te r m  c o n ­
tra c ts  a re  b e liev e d  to  c o v e r  a b o u t 4 0 %  o f  th a t  re g io n 's  iro n  o re  
im p o r t  r e q u ir e m e n ts , w h ile  J a p a n  h ad  a lrea d y  c o m p le te d  in  1 9 7 6  
a r r a n g e m e n ts  to  im p o r t  a ll  th e  iro n  o r e  it  w ill n eed  th ro u g h o u t th e  

1 9 8 0 's  (R a d e tz k i ,  1 9 8 0 ) .
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year) are often regularly renewed in such a way 
that relationships are built up which may extend 
over decades. In the case of this mineral, trading 
firms or trading arms of the steel companies are 
known to be the principal marketing agents. It is 
estimated that only about one-third, or even less, 
of world trade in this commodity is transacted in 
the "free” sector of the world market, i.e., with­
out being covered by special marketing arrange­
ments (Radetzki, 1980).

The frequency of long-term contracts for 
iron ore derives from the size of the investments 
required to mine it and the ensuing need to 
guarantee that the ore will be sold for a number 
of years, in order to ensure the company’s sol­
vency. Contracts negotiated between buyers in 
the Federal Republic of Germany and the Brazi­
lian State mining company (CVRD), those 
between Japanese buyers and the Brazilian 
CVRD, and those between Japanese buyers and 
Australian mines normally act as "price setters” 
for the international market in iron ore 
(UNCTAD, 1984 1).

In the case of metallic copper, whether 
refined or unrefined, exports consist mainly of 
arm’s-length transactions, and whether long- or 
short-term , all copper contracts are priced at 
some LME-related value over which a single 
trader rarely exercises a decisive influence. 
Although there is a high degree of vertical inte­
gration in the copper industry, with a few excep­
tions integration in copper is confined within 
national boundaries and the largest part of inter­
national trade takes place between independent 
entities. Even though LME and COMEX handle 
only 5-10%  of the total trade in copper, their 
quotations act as the peg on which a much larger 
volume of copper contracts are based. Though 
the prices for sales of unrefined copper are LME- 
based, the determination of toll costs (deduc­
tions to cover the cost of processing) gives the 
buyers ample opportunities to use their nego­
tiating power. Efforts on the part of developing 
country copper producers to integrate as far as 
the refining stage may be explained by their 
desire to overcome the existing imbalance in 
these respects. Even though there has been an 
increase in direct sales from countries in which 
national interests have assumed control over 
marketing,14 an important part of their sales is 
still handled by established agents or distributors

in the major copper consuming countries 
(UNCTAD, 1984 h).

W ith regard to tin, since mining and sm elt­
ing operations have been mostly independently 
owned, the marketing is generally done among 
independent entities. The bulk of tin concen­
trates traded internationally is handled either 
directly by the producers or indirectly through 
trading companies. The bulk of trade in metal 
has traditionally been conducted by international 
traders, and their role as intermediaries is more 
pronounced in metal than in concentrates, 
mainly due to the diversified use of this metal at 
the consumer end (UNCTAD, 1984 j). The com­
modity exchanges which transact metals have 
played an important role in the price determina­
tion of tin. However, owing to the failure of 
arduous negotiations to secure a breakthrough in 
solving the tin crisis which has existed since 
October 1985, LME decided to suspend transac­
tions of this metal. Considering the large size 
and great influence of LME’s operations before 
the crisis (the Kuala Lumpur T in  Market in 
Malaysia was believed to represent about 2 0 %  of 
the international tin market, while LME had an 
even more direct influence), it can be concluded 
that this product has lost an important centre for 
price determination.

For lead and zinc, there is a dual price struc­
ture composed of the LME price and the produc­
ers’ price. W ith respect to zinc, the prices 
published in Metal Bulletin, based in London, 
and Metal Week, based in New York, are taken 
as reference prices for contracts. For this metal, 
producers’ prices, such as the European Producer 
Price, have a wide application and this is espe­
cially true for concentrates. The United States 
Producer Price has its validity in that country’s 
own domestic market. In comparison with lead, 
zinc producers have little degree of forward lin­
kage, so that they sell their production directly to 
consumers: a situation which has given rise to 
various producers’ price systems. Due to this 
predominance of producers’ prices, the propor­
tion of transactions actually finalized at LME for

MT h e  C h ile a n  C o p p e r  C o rp o ra tio n  (CODELCO) s e lls  its  
c o p p e r  d ire c t ly  th ro u g h  its  s e llin g  o f f ic e s  in  L o n d o n , N e w  Y o r k , 
a n d  S 5 o  P a u lo  a n d  a  n e tw o r k  o f  a g e n ts  in  o th e r  m a rk e ts . T h e  d ire c t 
sa le s  e f f o r t  o f  CODELCO is re f le c te d  in  th e  fa c t  th a t  o n ly  1 0 -2 0 %  o f  
C h ile a n  c o p p e r  is  h a n d le d  by in te r n a t io n a l  a g e n ts .
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zinc is thought to be smaller than for lead or 
copper.

Among agricultural products, there are a 
group of commodities where market conditions 
seemingly approximate to those assumed by per­
fect competition: there are a large number of 
sellers and buyers, no one of which can, to a large 
extent, influence the price by their own actions. 
This appears to hold true for commodities sold 
by auction (e.g., tea and tobacco), but the price 
formation at the auction could be substantially 
influenced by the actions of a limited number of 
large-scale buyers. In most cases, these buyers 
have capital links with the world-leading pro­
cessing firms of the developed market econo­
mies (UNCTAD, 1978; 1984 f). Contrary to what 
is generally assumed, these products face a high 
degree of oligopoly, and the transnational pro­
cessing/ manufacturing firms have achieved 
tight control from the stage of production to 
retailing in the major consuming markets. A 
handful of large TNCs control the world market 
through, inter alia, partial or total ownership of 
plantations, ownership relations with brokers, 
concentration of buying at auctions, ownership 
of processing facilities, dominant shares in 
major consuming markets, and increased market 
power through product differentiation and 
advertising. Also included in this category of 
products are bananas, which display probably

the highest level of integration by TNCs in pro­
duction and marketing activities (FAO, 1986).

For other agricultural commodities (e.g., cof­
fee, cocoa, sugar, oilseeds and cotton), operations 
in futures markets assume particular impor­
tance. The quotations in these markets are not 
only heavily influenced by prevailing supply and 
demand situations but also by hedging and spe­
culative activities of the marketing and producer 
entities involved and especially by the selling/ 
purchasing operations of large trading compan­
ies. All these products are highly sensitive to 
future expectations, thus allowing traders with 
"inside” knowledge to reap large speculative 
gains. As the raw material price looms high in 
the price of the final consumer product in these 
commodities, in order to avoid disproportionate 
risks in holding large stocks at hand, the major 
processors rely heavily on traders for the acquisi­
tion of the raw materials and for their hedging at 
commodity exchanges. Markets for meat, sugar, 
and grains, which all display high participation 
of large trading companies in the international 
markets, are composed of various fragmented 
national markets, where preferential channels 
or special arrangements, tariff and non-tariff 
barriers or export and production subsidies are 
important determinants of the direction of 
trade.

Ill

Marketing agents and major characteristics 
of primary commodity markets

1. Principal marketing agents

The foregoing analysis seems to suggest that for 
many primary commodities, the bulk of world 
trade is handled by entities other than transna­
tional industrials. Various studies on the issue of 
commodity trading, emphasize instead the 
importance of a relatively small number of mul­
tinational, multi-product trading companies 
which are interposed between the producers and 
the consumers. These companies have extensive 
backward and forward linkages, but their main

line of business lies in the trading phase.15 
According to one study (Chalmin, 1980), the 
bulk of the international commodity trade is in

°  T h o u g h  th e  im p o r ta n c e  o f  p a r tic u la r  a g e n ts  v a r ie s  fro m  
p ro d u ct to  p ro d u ct, it is in c re a s in g ly  d iffic u lt  to  d raw  a d is t in c tio n  
o n  a p ro d u ct b a s is  b e ca u se  o f  th e  very d iv e rs if ie d  a c tiv it ie s  o f  th e  
tra d in g  a g e n ts . T h e  d is t in c tio n  b e tw e e n  m a n u fa c tu r in g , m in in g  
an d  tra d in g  e n te r p r is e s  is  a lso  b e c o m in g  b lu r re d , d u e to  th e ir  

a t te m p ts  to  d iv e rs ify  in to  c o n g lo m e ra te s  w ith  a w id e  ra n g e  o f  
in te r e s ts .  M a n u fa c tu r in g  t r a n s n a t io n a ls  a c q u ire  o r  e s ta b lis h  tra d ­
in g  c o m p a n ie s , tra d in g  c o m p a n ie s  e x p a n d  th e ir  ra n g e  o f  o p e ra ­
tio n s  in to  m a n u fa c tu r in g , b a n k in g , an d  th e  e n t ir e  ra n g e  o f  o th e r  
s e r v ic e s , a n d  r e ta ile rs  a cq u ire  in te r e s ts  in  m a n u fa c tu res .



96 CEPAL REVIEW No. 34 / April 1988

the hands of about 50 companies, which are 
classified as traders rather than industrials.

T he enormous size of international traders’ 
operations and their control over the commodity 
sector are reflected in the fact that in 1980, of the 
roughly U S$980 billion global primary commod­
ity exports, around 70 to 80 %  was controlled by 
multi-commodity traders. This figure includes 
U S$230 of U S$306 billion worth of crude petro­
leum exports under the control of the world’s 
petroleum giants; and around U S$500 billion of 
U S$674 billion worth of the remainder of prim ­
ary commodities, composed of agricultural, min­
eral and metal products and other fuels, under 
the control of multi-commodity traders and the 
trading affiliates of industrial TNCs (Clairmonte 
and Cavanagh, 1982).

Among international traders, the best- 
known are the Japanese multi-product traders, 
known as "sogo-shosha”. This term is usually 
used in connection with the top nine trading 
firms in Japan, which controlled in 1985 more 
than 4 4 %  of Japanese exports and 72 %  of Japa­
nese imports. Their combined total sales 
(domestic, exports, imports and offshore trade) 
accounted in the same year for 35 %  of the coun­
try’s GNP. In 1985, the total combined sales for 
only the top nine companies came to U S$440 
billion. Of this figure, U S$270 billion corres­
ponded to foreign trade (imports to and exports 
from Japan and offshore transactions). It can be 
estimated, therefore, that the total foreign tran­
sactions of the nine companies — US$ 135 billion 
one way—  accounted for approximately 7%  of 
global trade in that year (U S$1 900 billion). If 
the transactions by their wholly-owned subsi­
diaries and affiliates abroad are added to the 
above figures, it can be concluded that their par­
ticipation in world trade rises to almost 10% . 
According to the Forbes 1985 sales ranking, 
excluding U.S. companies, the Mitsui Bussan 
Co., one of the two largest, came second only to 
Royal Dutch Shell. Seven of the nine sogo- 
shosha appear among the ten largest companies 
in the same ranking. Mitsui Bussan, jointly with 
Mitsubishi Shoji, according to a U.S. source, 
transacts roughly 10%  of U.S. exports (U.S., 
Dept, of Commerce, 1985 a).

The size and complexity of commodity trad­
ing agents can also be highlighted by taking the 
example of Cargill, the world’s largest grain

trader, a private company with registered sales 
exceeding U S$25 billion in 1980, which has 
established a network of more than 140 subsi­
diaries in over 30 countries (UNCTAD, 1981a). 
In addition to its wide commodity operations, its 
insurance arm offers individual and group 
finance, and its expertises covers bulk commodi­
ties, all facets of agriculture, marketing and spec­
ulation, handling and transportation logistics.16

2. Some conceptual considerations

The foregoing observations on the strong foot­
hold maintained by transnational trading com­
panies in the commodity sector do not 
necessarily lead to the conclusion that commod­
ity markets are of a purely competitive nature. 
The intermediation provided by such trading 
companies, even though it is categorized as 
arm ’s-length, can come close to something sig­
nificantly different from the purely competitive 
situation. The price mechanism advocated in 
theory under the free market system is, in many 
cases, not applicable to the commodity trade, 
where a group of oligopsonic buyers confront a 
large number of suppliers, as in many agricultu­
ral commodities, or similarly, where oligopsonic 
buyers confront a small number of oligopolistic 
sellers, as in some of the minerals exported by 
the developing countries. In these asymmetric 
market conditions, prices are determined not 
only by the prevailing market conditions, but 
also by the relative bargaining power of the two 
negotiating parties.

This type of imbalance in negotiating capac­
ity is applicable to those cases where a powerful 
trading conglomerate represents a group of pro­
ducing or manufacturing companies as their pro­
curement or selling agent, either on the buying

16 A  sm a ll n u m b e r  o f  g r a in  tra d e rs , in c lu d in g  C a rg ill , C o n t in ­
e n ta l  G r a in ,  B u n g e  a n d  B o r n , L o u is  D re y fu s , B a r n a c  a n d  C o o k  
In d u str ie s , e tc .,  a re  re s p o n s ib le  fo r  an  e x tr e m e ly  h ig h  p e rc e n ta g e  o f  
w o rld  g r a in  tra d e : fro m  1 9 7 0  to  1 9 7 5  th e  a b o v e  s ix  c o m p a n ie s  
a cco u n te d  fo r  as m u ch  as 9 6 %  o f  w o rld  w h e a t e x p o r ts ,  9 5  %  o f  
m a iz e  e x p o r ts , 9 0 %  o f  o a ts  a n d  8 0 %  o f  th e  s o rg h u m  e x  p o r ts  o f  th e  
U n ite d  S ta te s . T h e  s a m e  c o m p a n ie s  a lso  a cco u n te d  fo r  ro u g h ly  
8 0 %  o f  A rg e n t in a 's  w h e a t  e x p o r ts ,  9 0 %  o f  A u s tr a lia 's  so rg h u m  
e x p o r ts , an d  9 0 %  o f  th e  w h e a t a n d  m a iz e  e x p o r te d  fro m  th e  E E C  

In  C a n a d a , th e y  w ere  r e s p o n s ib le  fo r  th e  w h o le  o f  th e  s h a re  o f  
e x p o r ts  a llo ca ted  to  th e  p r iv a te  s e c to r  ( 2 0 % ) , as  w e ll  as  f o r a  very  
s u b s ta n tia l p o r tio n  o f  s a le s  o f  th e  re m a in in g  8 0 % ,  w h ic h  w ere  
m ad e th ro u g h  th e  C a n a d ia n  W h e a t  B o a rd  (U N C T A D , 1 9 8 1  b ).
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or selling side. Large trading companies are, in 
general, in a position to influence market prices 
by the volume of their purchases, their capital 
strength and their sophisticated information 
network. W hat developing countries face in the 
commodity markets is not only the oligopsonic 
market structure of the developed economies but 
also the oligopsonically organized buying 
groups. T he weak bargaining power of develop­
ing countries reflects the increasing market 
power of the multi-commodity trading agents as 
well as that of the giant industrials.17

T he usual presumption adopted with regard 
to commodity markets is that their spontaneous 
functioning, in perfectly competitive conditions, 
is basically an efficient and neutral instrument 
for resource allocation rather than a means of 
generating a particular pattern of income distri­
bution. In reality, however, the neoclassical 
approach has only limited applicability to the 
behaviour of commodity markets, some of its 
major deficiencies (among others) being: i) its 
frequent assumption of free entry without any 
uncertainty as well as of the absence of any 
government intervention,18 and its failure to 
deal with the externalities and market imperfec­
tion, which are an integral part of the present 
functioning of these markets; Ü) its difficulty in 
explaining why markets move from one dis­
equilibrium to another, in a continuous series of 
shortages and surpluses, never establishing an 
automatic equilibrium position; and in) its 
limited capacity to produce correct and rational

l7R a d e tz k i p o in ts  o u t th a t  p r ic e  th e o ry , w h e th e r  u n d er c o n d i­
tio n s  o f  p e r fe c t  o r  m o n o p o lis t ic  c o m p e t it io n  o r  o f  o lig o p o ly  and 
m o n o p o ly  a m o n g  s e l le r s  (b u y e rs ) ,  has l i t t le  a p p lic a b ility  to  th e  
c o m m o d ity  m a r k e ts , a s  i t s  im p lic it  a s s u m p tio n  ¡n  m o s te a s e s  is th a t  
p e r fe c t  c o m p e t it io n  p re v a ils  o n  th e  o th e r  s id e  o f  th e  m a rk e t. P r ic e  
th e o ry  is o f  l i t t le  h e lp  in  d e te r m in in g  th e  b ila te r a l m o n o p o ly / o li­
g o p o ly  p r ic e  le v e l. T h e  th e o ry  o f  in d u str ia l o r g a n iz a t io n  a lso  
s u ffe rs  f r o m  th e  s a m e  d e fic ie n c y  in  th a t  it  o rd in a r ily  o n ly  stu d ies  
o n e  s id e  o f  th e  m a r k e t , im p lic it ly  a s su m in g  p e r fe c t  m a rk e t c o n d i­
t io n s  o n  th e  o th e r  sid e . W ith  re g a rd  to  b a rg a in in g  th e o ry , th o u g h  it 

p ro v id e s  in te r e s t in g  in s ig h ts  in to  b e h a v io u ra l p a t te rn s  in  tw o- 
p e rs o n  z e ro -su m  g a m e s , it lo se s  its  a p p lic a b ility  to  th e  co m m o d ity  
m a r k e t  in  g e n e r a l  w h e r e  th e r e  is m u tu a l d e p e n d e n ce  b e tw e e n  
d e c is io n -m a k in g  e n t i t ie s  o p e r a t in g  o n  e a c h  s id e  o f  th e  m a rk e t  
(R a d e tz k i ,  1 9 8 0 ) .

ieR e g a r d in g  g o v e r n m e n t  in te r v e n t io n , it is im p o r ta n t  to  
m e n tio n  th a t  in  re c e n t  y e a rs  th e  d e v e lo p e d  m a rk e t  e c o n o m y  c o u n ­
tr ie s  h a v e  b e c o m e  m u ch  m o re  o u ts p o k e n  in  th e ir  o p p o s it io n  to  
in te r n a t io n a l  co m m o d ity  a g r e e m e n ts , o n  th e  g ro u n d  th a t  they  
w ould  in te r fe r e  w ith  th e  f r e e  fu n c tio n in g  o f  m a rk e t  fo rc e s . H o w ­
e v e r , m a n y  c o m m o d it ie s  p ro d u ce d  an d  e x p o r te d  by  th e  d e v e lo p e d  
c o u n tr ie s  a re  a lre a d y  s u b je c t  to  g o v e r n m e n t  in te rv e n t io n  and 
c o n tro ls .

market signals as regards future prices and the 
allocation of resources (Maizels, 1984: Hel- 
leiner, Chap. 2, 1981 b).

A serious imperfection in commodities 
markets is the relative scarcity of market infor­
mation. In a world of perfect competition, all 
participants have equal and complete access to 
all information, and there is no uncertainty 
regarding future price configurations. In reality, 
however, the markets for information itself are 
highly imperfect, if they exist at all, and are 
characterized by bilateral monopoly or oligopoly 
(Helleiner, 1981 b). Uncertainty as to the future 
of prices, when these are as volatile as those of 
primary commodities, makes buying/sel ling, 
storage, shipping and financing operations 
much more complex and introduces a specula­
tive elem ent in the decision-making process. 
Those with the most information are placed in 
the best position to gain from this market 
imperfection.

It is generally agreed that the search for 
information has the characteristic that it pro­
vides increasing returns. The fixed costs of 
acquiring either a fixed stock or a continuing 
flow of information can be spread over a varying 
volume of transactions. Though the marginal 
cost of supplying information to the first user is 
very high, since it includes all search costs, the 
marginal costs of supplying subsequent users 
include only the cost of communication, and in 
most instances this is small. It is also true that 
since trading activities involve striking a mean 
between low-and high-price centres, the number 
of possible trades between centres will increase 
exponentially for every additional information/ 
trading centre. This means that the larger the 
number of existing contact points, the greater 
will be the potential for striking business deals 
among them. Maintenance of these centres is 
extremely important, since information (espe­
cially on goods and services which are subject to 
continuous disturbance) is highly perishable. 
Thus, in order for the information to have some 
value to the user, he must incur costs not only for 
procuring the information itself, but also for 
maintaining and possibly up-dating and up­
grading it through a trading presence in the 
market.

Information can always be made available to 
another individual without any elimination of
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the existing user’s access to it. This "public prop­
erty” characteristic creates the problem of the 
appropriability of new information for which 
there is no regular market.

These peculiarities taken together suggest 
that, as K . Arrow has pointed out, "the demand 
for information is difficult to discuss in the 
rational terms usually employed. The value of 
inform ation is frequently not known in any 
meaningful sense to the buyer; if, indeed he 
knew enough to measure the value of inform a­
tion, he would know the information itself” 
(1963, p. 947). The intrinsic value of particular 
information depends on how the user perceives 
its marginal utility, and his evaluation of the 
information is likely to change over time as a 
result of market shifts. Under these circumstan­
ces, co-ordination or internalization within an 
administrative apparatus such as a multinational 
trading company, i.e., information acquisition 
through its domestic/foreign subsidiaries and 
offices, can avoid the transaction (bargaining 
and enforcing) costs which might have to be 
incurred under arm ’s length negotiation.19

From this standpoint, a major problem con­
tributing to the relative weakness of trading 
agents of the Third World is their limited access 
to the information held by the private sector in 
the developed economies. The little information 
that they receive from governmental or other 
sources is inadequate for efficient decision- 
making on marketing. Unless the relative 
weakness of the developing countries in their 
information collection/screening/assessment 
capacity is corrected, these countries will be 
likely to continue supplying their products to the 
world market on terms and conditions laid down 
by the consumers, the fairness of which these 
countries are unable to evaluate.

Many of the world’s main primary commod­
ity exports have their prices determined on com­
modity exchanges.20 These exchanges are often

l9T h e  b e h a v io u r  o f  a la rg e  tra d in g  c o m p a n y  c a n  b e  e x p la in e d  
by its  d e s ire  to  p r o te c t  i t s e lf  f ro m  o r  e x p lo i t  m a rk e t  fa ilu re . T h e  
s e r v ic e s  th a t  a s o g o -s h o s h a , p ro v id e s , fo r  e x a m p le , are  
in fo r m â t  io n - in te n s iv e ,  a n d  th e  c h a r a c te r is t ic s  o f  in fo rm a tio n , i.e., 
th e  lack  o f  a  m a r k e t  m e c h a n ism  to  d e te r m in e  its  v a lu e  an d  "p u b lic  

p r o p e r ty "  n a tu r e , c r e a te  e x te r n a lit ie s .
20T h e s e  p ro d u c ts  in c lu d e  w h e a t , m a iz e , so y b e a n s , so y b ea n  

m e a l an d  o il , p a lm  o il ,  c o f fe e ,  c o c o a , s u g a r , ru b b e r , w o o l, c o tto n , 
o r a n g e  ju ic e , c o p p e r ,  t in ,  lead , z in c , n ic k e l, a lu m in iu m , s ilv e r , g o ld  
a n d , in c re a s in g ly , p e tro le u m .

cited as examples of markets where pure compe­
tition is found and where prices are determined 
by the free play of supply and demand for a given 
commodity. Once again, in the actual world, pri­
ces on exchanges are affected not only by the 
current supply and demand balance but also by 
expectations of supply and demand, by repercus­
sions from the currency markets, and even by 
manipulation. W ith regard to futures, expecta­
tion as regards the basic economic factors 
becomes more important and the prospects for 
the commodity in question are weighed together 
with the broader economic outlook and the 
expectations of the currency in which the deal is 
denominated. Optimal pricing for each agent 
depends on its own expectations about future 
developments, its conjectures on buying and sel­
ling interests, and all the economic forces which 
affect future prices. Its buying/selling practices 
are also constrained by its financial position and 
utilization of its physical facilities, such as stor­
age and shipping. In short, in a futures transac­
tion, there is little room for the mark-up pricing 
common in many manufacturing activities. Pri­
ces are always in motion, and this problem is 
compounded by the fact that the firm is both 
seller and buyer simultaneously, so that its inter­
est in one capacity might undermine that in its 
other capacity.

It should also be pointed out that in so far as 
buying/selling contracts are on a futures rather 
than a spot basis, there will be a greater tendency 
for the trading firm to have its subsidiary, affil­
iate or foreign office undertake the actual buying. 
This is because if a contract is on a spot and cash 
on delivery basis, the risk of possible misrepres­
entation of product quality can be dealt with by 
testing on the spot a sample of the product. 
Thus, when contracts are predominantly for 
futures, the cost of arm’s-length trading tends to 
rise, and external transactions tend to be 
replaced by vertical/ horizontal integration of 
the trading firm.

Furthermore, price determination mecha­
nisms at commodity exchanges suffer from sev­
eral serious rigidities: for some commodities 
there are few main producers, as in the case of 
tin, cocoa and coffee; for others, most of the 
demand comes from a few large importers, as in 
the case of wheat. In other cases, a few traders 
may loom large in the market. They are not
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always in evidence, as they may bid in moderate 
quantities at any one tíme or through various 
brokers, but if they steadily pursue a specific 
policy they can influence the market and thereby 
affect its transparency. Moreover, other restric­
tions and distortions are created by the 
exchanges themselves: for example, the rules 
governing admission to the various classes of 
membership include financial requirements 
such as bank guarantees and paid-up capital, as 
well as nationality clauses.21

Imperfections in commodity markets also 
arise due to the large investment capital neces­
sary to establish or expand processing capacities. 
The areas of processing and marketing are intri­
cately interwoven, since often the possibilities 
for processing before export depend on the abil­
ity to secure, beforehand, market outlets for the 
processed product. Prior assurance of market 
possibilities is often necessary in order to raise 
the investment funds needed, especially for m in­
erals and metals, where large sums are involved 
and the existence of long-term purchase com­
mitments or other types of arrangements for at 
least a sizeable portion of the output is regarded 
as a partial guarantee for the potential investor. 
A high frequency of long-term contracts in the 
commodity sector, in this sense, signifies that 
the market is no longer competitive and free 
through the continuous auctioning process 
between buyers and sellers. The nature of the 
long-term contract, in turn, reflects the relative 
strength of both parties.

The type of price determination postulated 
by the neoclassical approach does not apply to 
the transport sector either. It is found that in the 
case of many commodities freight rates are as 
much as 20%  of the CIF prices and that fluctua­
tions and changes in freight rates have a signifi­
cant impact on price, on the market demand for 
these products and on the net earnings of pro­
ducers. However, the observed structure of 
freight rates, in general, does not seem to reflect 
the true cost of carriage, and the rates are instead 
determined in an arbitrary manner. The general 
practice in the industry is to charge "what the 
traffic will bear” and the most often used mea-

2’For a summary discussion on the problems relating to the 
operat ion of com modity excha nges i n the context of h igher ¡ ¡a rtici- 
pation in them by developing countries, see UNCTAD (1983 a).

sure is the unit value per ton of the commodity, 
which has little relation to the marginal cost- 
based system of charges.22 As a result, with high- 
value commodities subsidizing low-value ones, 
excess freight factors escalate in a similar 
manner to tariffs. The arbitrariness in the set­
ting of freight rates is related, in many cases, to 
the different bargaining positions of the expor­
ters and shipping companies.

In sum, contrary to the postulates of conven­
tional theories and the solutions that they imply, 
commodity markets operate in far-from- 
equilibrium states where spontaneous self- 
correcting impulses fail to assert themselves.

3. Characteristics o f transnational 
trading companies

The rationale for the existence of transnational 
multi-product trading companies and the reason 
for their expansion are to be found in the very 
roles and functions which they play:2î for exam ­
ple, the minimization or reduction of the risks 
inherent in both domestic and international 
trade which arise from fluctuations in commod­
ity demand and supply as well as in exchange 
rates. Since it is difficult and costly to insure 
against these factors, the trading companies 
reduce risks by distributing them over many 
transactions. The larger the number of commod­
ities handled, and the more diversified sales are 
by geographical region and types of buyers, the 
more widely the risks involved can be distrib­
uted. The feature of multi-commodity trading is 
thus explained by their desire to take advantage 
of the risk-reducing effect arising from scale and 
diversification. A wide portfolio, not restricted 
only to commodities but compensated by large 
product lines in manufactures and services and 
also by extensive geographical markets, reduces 
income fluctuations by compensating for large 
variations in individual product income.

The risk involved in the fluctuation of 
exchange rates is reduced when the net transfer 
of cash through clearing arrangements, as in the 
settlement of intra-regional or interbank 
accounts, is only a fraction of total transactions.

“ T h e s e  p o in ts  a re  ra ised  in  Y e a t s  ( 1 9 8 1 ) ,
“ F o r  a su m m a ry  o f  th e s e  issu es , s e e  Y a m a m u ra  ( 1 9 7 6 ) ,  

Y o u n g  ( 1 9 7 8 ) ,  an d  R o e h l  ( 1 9 8 3 ) .
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It should also be borne in mind that a trading 
company engaged in both importing and export­
ing is able to buy and sell in local currencies, 
thereby reducing transactions across currencies 
to a small fraction of the total import and export 
business.

These companies’ attribute of wide product 
and g eo g rap h ica l m arket d iv ers ifica tio n  
increases the possibility of creating third- 
country trade or counter-trade. Unlike a single­
commodity trader, the multi-commodity trading 
company can act, for example, as an importer of 
manufactured goods in exchange for exports of 
primary commodities or vice versa. W hen a 
company caters for a large clientele on both the 
exporting and importing sides, this can allow it 
to find a market for a product for which the 
producer has no direct marketing and distribu­
tion relationships. Similarly, in the present con­
ditions of shortage of credit, there has been a 
substantial increase in the need for arrange­
ments whereby buyers oblige sellers to provide 
export/markets equivalent to the hard-currency 
value of the goods imported.24

Another feature of transnational traders is 
the size of their financial operations and thereby 
the derived credit-worthiness, which in turn 
rests on their ability to reduce the risks involved 
in transactions and to take advantage of econo­
mies of scale in using the capital made available 
to them. In this manner, the trading companies 
can often function as providers or guarantors of 
credit, or can engage in trading with a variety of 
credit instruments rather than cash settlements. 
In the case of the nine largest sogo-shosha, credit 
extended by them in 1982 to their clients reached 
U S$58.1 billion, while they themselves received 
over U S$44 .1 billion of loans from various bank­
ing institutions (Sogo-shosha Nenkan, 1984).

Another important function is their ability 
to reduce "transaction costs”. As mentioned ear­
lier, this term refers to the costs involved in 
gathering/processing/screening inform ation 
about market opportunities and economic 
intelligence, contract negotiations and enforce-

2 * A c c o rd in g  to  th e  N a t io n a l  F o r e ig n  T r a d e  C o u n c il o f  th e  
U n ite d  S ta te s ,  th e  n u m b e r  o f  c o u n tr ie s  re q u ir in g  s o m e  fo rm  o f  
c o u n te r - tra d e  h a s  in c re a s e d  fro m  2 8  in  1 9 7 9  to  8 8  in  1 9 8 4  T h e  
s a m e  o r g a n iz a t io n  r e p o r ts  th a t  8 %  o f  U .S . e x p o r ts  a re  c u rre n tly  
s u b je c t  to  c o u n te r - tra d e  - 4 7 %  in  th e  c a se  o f  th e  a e ro s p a c e  in d u stry .

ment, and obtaining transportation services. 
Regarding information, for instance, the "pro­
duction” of information about market oppor­
tunities — prices and locations of sellers and 
buyers, their credit-worthiness, etc.—  includes 
the costs of gathering and disseminating the 
information. It should be noted, however, that 
these costs are fixed, independent of the use to 
which the information in question is put. This 
points to the existence of economies of scale in 
information-gathering activities and also to the 
decline in search costs per unit of information in 
accordance with the expansion of the market 
size.

In the area of transportation, although trad­
ing companies, may not necessarily provide their 
own transportation, they can reduce the cost per 
unit of goods transported by co-ordinating ship­
ping times and locations and cargo space. Trans­
portation costs are also reduced through the 
facilities provided and arrangements made at 
ports of origin and destination. Such facilities 
and arrangements are known to have large fixed 
costs but only small marginal costs. After the 
investment in fixed costs, exporters would 
obtain flexibility in organizing and timing ship­
ments, thus improving their stock-keeping and 
marketing operations.

Since it is known that the Japanese and the 
Europeans rely heavily on this type of traders 
and that the United States is moving gradually 
towards the expansion of its trading sector by 
adopting more dynamic and diversified trading 
mechanisms along these lines,25 either creating 
similar organizations or strengthening the exist­
ing trading entities in the Latin American and 
the Caribbean region might be a way to prevent 
further intensification of the control of com­
modity markets by TNCs. In the context of devel­
oping econom ies, this type of trading 
organization can be an effective means of com­
bating the inadequacies of the commodity 
markets, particularly in the following aspects:
i) strengthening of trade leverage against TNCs;
ii) strengthening of more independent commer-

2 ,T h e  p a s s in g  o f  th e  E x p o r t  T r a d in g  C o m p a n y  A c t  by th e  
U .S . C o n g re s s  o n  8  O c to b e r  1 9 8 2  h a s  s ig n ifie d  a n e w  tre n d  to w a rd s  
in tro d u c in g  a Ja p a n e s e -s ty le  tra d in g  c o m p a n y  cu ltu re  a n d  e s p e ­
c ia lly  to w a rd s  ta k in g  a d v a n ta g e  o f  th e  p o te n t ia l  th a t  th e  n ew ly  
c re a te d  c o m p a n ie s  o f fe r  fo r  c o u n te r-tra d e .
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cial information systems; iii) pooling of import 
requirements and export sales, which should 
strengthen the negotiating position; iv) taking 
advantage of economies of scale, particularly in 
such areas as shipping, bulk handling and stor­

age; v) co-ordination of actions aimed at over­
coming restrictive and protective measures 
taken by the industrialized countries; and
vi) amplification of compensatory trade at the 
regional and subregional level.

IV 

Experiences of commodity marketing institutions 
in a Latin American context

1. Producers’ associations

The Third World countries’ inability to control 
various stages of the marketing chain and their 
subordinate position resulting therefrom are 
linked with the power of the TNCs, which have 
firm control over finance, production, markets, 
transport, technology, information, etc. The 
development of an effective countervailing force 
against such a concentration of power will, to a 
large extent, depend on the actions which the 
developing countries can take at their govern­
ment level. Admittedly, however, the resources 
required and the degree of co-ordinated action 
necessary to countervail these centres of eco­
nomic power would be difficult to find in a small, 
competing, national private enterprise unit. In 
recognition of this fact, it has been realized that 
only through co-ordinated joint actions can the 
Third World as a whole, or the region, achieve 
greater participation and gradually changes, for 
their own benefit, in the rules governing the 
operations of these markets.

Realization of the above has led, in the past 
twodecades, to the creation of numerous produc­
ers’ exporters’ associations, either at the regional 
or international level. In agricultural commodi­
ties alone, during the last two decades one can 
identify more than 15 producers’ exporters' 
associations of international significance (FAO,
1984). Nevertheless, as shown below, an exami­
nation of the performance of international and 
regional producers' associations reveals that in 
general they have failed in their major undertak­
ing, either for lack of appropriate support from 
the countries which created them, or because

some important producers refrained from 
becoming members. Furthermore divergent pol­
icies and sometimes conflicting strategies 
pursued by individual producing countries have 
had detrimental effects on the international 
commodity markets.

In the case of C IP E C  (Consejo Interguberna- 
mental de Países Exportadores de Cobre), collec­
tive efforts have stopped short of original 
expectations. The eight member countries, 
which together account for approximately 40%  
of world production, have tended to seek short­
term economic benefits rather than to foster the 
achievement of more stable real income in 
longer-term perspective. In the mid-1970s, for 
instance, when talks on a possible copper agree­
ment were taking place as part of the Conference 
on International Economic Co-operation and 
within the Intergovernmental Group of Experts 
convened by U N C T A D , the Government of Chile 
decided unilaterally not to adhere to a 15%  pro­
duction reduction previously agreed upon by the 
Special Conference of Ministers of C IP E C . 

Instead, the Chilean Government implemented 
a program m e of production expansion 
(Martner, 1979, pp. 89-95). This action on the 
part of Chile not only reduced the price of copper 
internationally but also "acted as an internal 
brake on C IP E C  activity, reducing the organiza­
tion to the level of a passive spectator of events 
on the world markets and impeding UNCTAD 
talks aimed at establishing a system of price 
stabilization" (Martner, 1979, p. 95).

In view of its ambitious investment plans to 
expand production, taking advantage of its very 
low production costs, the Chilean strategy seems
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to be to expand its capacity, in spite of the world 
glut. One of the main objectives of CIPEC, i.e., to 
promote the harmonization of decisions and 
policies of member countries relating to copper 
production and marketing, has consequently met 
with little success.

In the case of tin, the decision by Brazil 
— which has rapidly increasing production and 
an even higher potential for the future (in 1985 
it became the second largest producer of this 
metal after Malaysia)—  not to join the recently 
established Association of T in  Producing Coun­
tries (ATPC) has undermined that organiza­
tion’s aim to stabilize the market. Brazil, which 
is not a member of the International T in  Council 
(ITC) either, has been increasing its share of the 
world market at an astonishing pace, at the 
expense of others who have been trying to insti­
tute some orderly marketing mechanisms. Non- 
ATPC members increased their output when the 
ATPC countries reduced their tin supply to the 
world market from 194 000 tons in 1981 to 
125 000 tons in 1983. These "cut-throat” moves 
not only stifle the initiatives of the members of 
commodity associations but also give the deve­
loped consumer countries the impression that 
there is no co-ordination among developing pro­
ducing countries.26

Though the International T in  Council is not 
a producers’ association, the crisis facing it 
implies a failure of the collective efforts to seek a 
reduction in production. For a long period, the 
Council tried to absorb, the excessive world 
supply, especially through artificially high sup­
port prices, and the apparent supply-demand 
equilibrium was only achieved through the 
Council’s constantly growing reserves. A detri­
mental factor leading to this result was undoubt­
edly the rapid increase in the production coming 
from some non-ITC members such as Brazil and 
China.

Another mineral producers’ association of 
international character is the International 
Bauxite Association (IBA), which was created in 
1974 and whose members are Australia, Domin-

2‘’R e c e n t ly  B ra z il  h a s  d ecid ed  to  c o -o p e r a te  w ith  th e  A TPC  
a n d  r e s tr ic t  t in  e x p o r ts  to  21  0 0 0  to n s  f ro m  M a rc h  1 9 8 7  to  F e b ru ­
ary  1 9 8 8 . T h is  sh o u ld  b e  a  c ru c ia l e le m e n t  in  h e lp in g  to  a ch ie v e  th e  
A TPC 's e x p o r t  ta r g e t  o f  n o  m o re  th a n  1 05  0 0 0  to n s  in  a bid  to  buoy 
up w o rld  p r ic e s  a n d  red u ce  in te r n a t io n a l  s to ck s .

¡can Republic, Ghana, Guinea, Guyana, India, 
Indonesia, Jamaica, Sierra Leone, Suriname and 
Yugoslavia. The principal objectives of the 
Association are: i) to promote the orderly and 
rational development of the bauxite/alumina/ 
aluminium industry in its member countries;
ii) to secure for its members fair and reasonable 
returns from the mining, processing and mar­
keting of bauxite and its products; and iii) to 
safeguard the interests of member countries in 
relation to the industry, which faces a high domi­
nation of TNCs.27

In spite of their potential bargaining power, 
the IBA's major policy instrument is the applica­
tion of minimum prices for basic-grade bauxite: 
a system which gives the members a fair amount 
of latitude, with no binding commitment except 
that of selling their bauxite above the minimum 
recommended price. However, these recom­
mended prices have not always been observed 
either by the TNCs or by the bauxite-producing 
countries. According to a specialized publication, 
"transnationals have regarded the IBA as a paper 
tiger, because of its inability to agree on funda­
mental issues such as pricing policy” (Latin 
American Commodities Report, 1982).

More exclusively at the regional level, there 
are several cases of producers’ associations 
whose functioning is severely undermined by the 
lack of solidarity, co-ordination and political will 
to safeguard the long-term interests of the 
respective industry.

The Unión de Países Exportadores de 
Banano (UPEB) is a good case in point. The 
potential bargaining power of this group, which 
was created in 1974 and consists of eight 
members (Colombia, Costa Rica, Dominican 
Republic, Guatemala, Honduras, Nicaragua, 
Panama, and Venezuela), accounting for 17%  of 
world production and 50%  of world exports, has 
been stifled by Ecuador’s decision, from the 
outset, to remain outside this regional arrange­
ment. Ecuador is responsible for 15-20%  of the 
world exports of this fruit.

27T h e  p o te n tia l im p o r ta n c e  o f  th e  IBA is  re f le c te d  by  t h e  
a g g re g a te d  p o s it io n  o f  its  11 m e m b e r s  in  te r m s  o f  to ta l p o ss ib le  
w o rld  b a u x ite  re s e rv e s  ( 7 2 % ) ;  w o rld  b a u x ite  a n d  a lu m in a  p ro d u c­
t io n  ( 7 5 %  a n d  4 5 % ,  r e s p e c t iv e ly ) ;  an d  w o rld  b a u x ite  e x p o r ts  

( 9 0 % ) .
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Strictly on the issue of marketing, the Sev­
enth Meeting of Ministers of the UPEB, held in 
1976, decided to establish a commercial arm of 
UPEB in the form of a multinational corporation 
responsible for the marketing and transport of 
members’ fruit and other related products, in 
order to counteract the control of TNCs in these 
areas.28 The objective was materialized in 1977, 
when representatives from Colombia, Costa 
Rica, Honduras and Panama created the Com­
pañía Com ercializadora M ultinacional del 
Banano (COMUNBANA, S.A.). This enterprise 
was and still is perceived as the executive instru­
ment of UPEB marketing policies, and it is open 
to all members of UPEB.

It should be stressed that COMUNBANA 
faced an impossible task in seeking to fulfil its 
objectives when UPEB members refused to com­
mit their shipments to it. At the peak of its 
operation, it was only able to handle one ship­
ment of bananas a month (mainly due to shor­
tage of fruit), whereas it was thought that buyers 
in the traditional import markets required 
weekly arrivals of bananas. From the initial 1978 
contract with Yugoslavia up to the end of 1981, it 
marketed a quantity equivalent to 0 .5%  at the 
most of total annual world trade in bananas. The 
dismal performance of COMUNBANA was 
clearly due to the uncommitted stance of its 
member countries, and while it still exists on 
paper it has stopped its operations.

Lack of support from the countries which 
created a regional co-operation organization is 
also to be observed in the case of the Empresa 
Multinacional Latinoamericana de Comerciali­
zación de Fertilizantes, S.A. (MULTIFERT). The 
Panama-based company was formed in 1980 as a 
commercial venture, under the auspices of the 
Latin American Economic System (SELA), with 
the main objective of marketing fertilizers in 
order to ensure supplies of these products to and 
from  the region and to facilitate their sale in

26T h e  m o s t  p r o m in e n t  TN C s in  th e  in d u stry  a re  U n ite d  
B r a n d s , C a s tle  an d  C o o k e  (a  su b sid ia ry  o f  S ta n d a rd  F r u it )  a n d  D e l 

M o n te  ( R .J .  R e y n o ld s ) . T h e s e  th r e e  f irm s  c o n tr o l  a lm o s t  1 0 0 %  o f  
th e  b a n a n a  e x p o r ts  f r o m  C o sta  R ic a ,  G u a te m a la , H o n d u ra s  and
P a n a m a , a n d  a s ig n if ic a n t  p e rc e n ta g e  o f  th o s e  o f  C o lo m b ia  ( 6 0 % )
an d  o f  E c u a d o r ( 4 0 % ) .  O n  th e  o th e r  h a n d ,i t  is  e s t im a te d  th a t  3 5 %  
o f  th e  fru it  p ro d u ced  in  C e n tra l A m e r ic a , C o lo m b ia  an d  E c u a d o r is
m a r k e te d  by  n a t io n a l  e n t i t ie s  o f  th e  p ro d u c e r  c o u n tr ie s .

third markets, through the bigger bargaining 
power secured by the consolidation of supply and 
demand.

Though the performance of this organiza­
tion has not been insignificant — it had total 
transactions of US$ 129 million for the period up 
to February 1984— , it has been far below the 
original expectations of the establishing nations. 
The transaction figures envisaged for 1980,1982 
and 1985, for instance, were U S$155 million, 
U S$400 million and U S$545 million respec­
tively, which would have meant that M U L T I ­

F E R T  would market in those years 30% , 60%  
and 70%  of the total purchases of the 11 
members of the S E L A  Action Committee 
(E C L A C , 1984 a). The explanation for this 
marked difference between the forecasts and 
reality must be sought not only in the over- 
ambitious aspirations but also the lack of politi­
cal commitment of the member countries which 
created it. Among the 11 members of the Com­
mittee, only eight subscribed to the agreement 
establishing M U L T I F E R T . Furthermore, the low 
import demand was related to the inconsistency 
of those stockholders (mainly State companies) 
which decided not to channel their operations 
through M U L T I F E R T . The situation became still 
more complex when the Government of Peru, a 
member country which had been the promotor 
of this organization, liberalized the importation 
of fertilizers and the Empresa Nacional de 
Comercialización de Insumos (E N C I)  of that 
country lost its major attributes as the State 
monopoly. Venezuela also eliminated the State 
monopoly of V E N F E R C A . Thus, as may be seen, 
added to the inefficiency of M U L T I F E R T  itself 
was a functional instability which worked 
against the sustained performance of this multi­
national organization.

W ith regard to regional co-operation in the 
marketing of primary commodities, the expe­
rience of the Bogotá Group (later Pancafe S. A .)29 
is illustrative in that it demonstrated the magni­
tude of the influence that can be exerted by

2gT h e  o b je c t iv e  o f  th is  g ro u p , w h ich  co n s is te d  o f  B ra z il, 
C o lo m b ia , C o s ta  R ic a , E l  S a lv a d o r , G u a te m a la , H o n d u ra s , M e x ic o  
an d  V e n e z u e la , w a s  to  e s ta b lis h ,  m a n a g e  an d  o p e ra te  a c o f fe e  
tra d in g  c o m p a n y , an d  to  th a t  e n d  to  p u rc h a se , se ll, h a n d le  and 
m a rk e t c o ffe e .
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producers in the international market place 
when some concerted actions are decided upon 
and enforced. Despite its short life, the overall 
high price level of coffee registered in 
1978/1979 and 1979/1980 was mostly attributa­
ble to the market intervention undertaken by 
this group. Conservative estimates indicate that 
the group was able to keep the price at least 10%  
above the usual level during these periods. Due 
to the insistence of the United States and other 
members of the International Coffee Agreement 
(ICA) that this group must be liquidated as a 
pre-condition of their willingness to restart 
negotiations for a new agreement, however, the 
leaders of the Latin American countries decided 
to opt for the utilization of the economic clauses 
within the ICA as a price defence mechanism 
instead of the joint actions of the group. Never­
theless, the regional efforts made in this field 
generated a much better bargaining position for 
the producing countries in the negotiations 
towards the new agreement and led to a softened 
position by the United States, in particular, over 
the price ranges negotiated.

An examination of the past performance of 
several international and regional associations 
working in commodities indicates that they have 
stopped far short of their original aspirations. 
Even though they have made valuable contribu­
tions, especially in the area of information col­
lection and dissemination, there has been little 
success in meeting the pressing need to control 
supply and co-ordinate marketing decisions. 
These associations have not succeeded in achiev­
ing price stabilization or some scheme of orderly 
marketing on the basis of reduction of supply by 
producers. The vested interests within the asso­
ciations, the weak financial capacity of producers 
to collectively support the withholding of supp­
lies, inability to withstand the effects of supply 
cutbacks on their national economies (e.g., on 
employment and foreign exchange earnings), 
and the fact that some countries have not joined 
the groups (e.g., Ecuador was not a member of 
UPEB) have greatly undermined the bargaining 
position of these organizations in international 
negotiation fora. Much of the blame for the 
unsatisfactory performance of the producers’ 
associations is attributable to the lack of a real 
perception of common interests and collective 
trust among the producing countries.

2. State Trading Organizations (STOs)

Most countries engage in some form of State 
trading, and the Latin American countries are no 
exception. On a world-wide scale, estimates 
based on GATT documents and other sources 
indicate that, in the 1970s, the proportion of 
State trading in exports was 20-25%  in New 
Zealand, 10-15%  in Australia, 8-14%  in the 
U.S., and 9 -11%  in Canada, while the proportion 
represented by State trading in imports was 18- 
20%  in the U.K., 18-24%  in France and 8-10%  
in jap an  (Kostecki, 1978). W ith respect to Latin 
America, it is estimated that close to 40%  of 
total regional imports are accounted for by 
government purchases, and the percentage is 
substantially higher in the areas of energy and 
foodstuffs (Ondarto and Correa, 1982; ALADI,
1985). Referring to the region again, an 
UNCTAD study has shown that in the 1970s, in 
seven (Argentina, Brazil,Jamaica, Mexico, Peru, 
Uruguay and Venezuela) of the eight countries 
surveyed, 10%  or more of imports and/or 
exports were in the hands of State-owned pro­
ducing or marketing firms (UNCTAD, 1978 b).

The general observation may be made, as 
confirmed in an ECLAC document (ECLAC, 1986 
c), that the nature and structure of the STOs in 
the region is limited. Among the most impor­
tant of the large-scale trading entities which are 
State-owned enterprises are the producers and 
distributors of petroleum and its products. These 
include Yacimientos Petrolíferos Fiscales (YPF, 
A rgentina), Petrobras (B razil), Petroperú 
(Peru), Petroven (Petróleos de Venezuela, S.A.) 
and ANCAP (Administración Nacional de Com­
bustibles, Alcohol y Portland, Uruguay). The 
predominance of these enterprises reflects the 
relative importance of petroleum in the total 
import/export trade of the region. In non-fuel 
commodities, however, the STOs’ inroads into 
world markets are not significant in terms of 
volume or of the variety of products handled. 
The participation of COBEC (Companhia Brasi­
leira de Entrepostos e Comercio), once often 
cited as one of the most influential STOs in the 
region, has been reduced to an almost insignifi­
cant level: in 1984, it was responsible for exports 
equivalent to 0.07%  of the national total, 
whereas Interbras, a trading subsidiary of the 
State oil company Petrobras of Brazil (another



INTERNATIONAL PRIMARY COMMODITY MARKETING AND LATIN AMERICA / Ai, Kuwayaniu 105

influential STO in the region) was responsible 
for roughly 3%  of Brazil’s total exports in the 
same year, not to mention its commodity exports 
(CACEX, Banco do Brasil, 1985).30

Some Latin American STOs are said to have 
achieved a high level of direct trade. However, it 
should be recognized that though a major objec­
tive is to dispense with the services of traders 
and brokers as intermediaries and to increase 
direct exports/imports with consumers/suppli­
ers abroad, in many cases STOs’ participation in 
their nation’s foreign trade still involves that of 
other economic agents, mostly foreign. For 
example, in the case of imports of foodstuffs 
ENCI of Peru merely invites periodic offers in 
the forms of tenders from foreign traders, who 
actually carry out the import transaction. This is 
far from what can be called direct trade. Rather, 
the participation of the State trading entity just 
adds another intermediation stage.

One objective common to all STOs is the 
strengthening of market power, especially at the 
international level. Regarding exports, some of 
the m ajor responsibilities assigned to STOs par­
ticularly those of the Third World, involve the 
purchasing and marketing of products which are 
major sources of foreign exchange earnings, 
diversification of export markets and product 
promotion for small- and medium-size enter­
prises. The disadvantages arising when several 
thousand producers of a given commodity com­
pete among them selves on international 
markets may be reduced through some form of 
co-ordinated marketing or centralized produc­
tion control for exports. W ith respect to 
imports, the aim is frequently to obtain more 
favourable prices and terms by centralizing pur­
chases or to secure stable supplies of essential 
imports. These objectives relating to the exter­
nal sector are correlated with domestic ones, 
among which the most important are promotion 
of domestic prices and distribution policy, inte­
gration of foreign trade into central planning,

,0COBEC w a s e s ta b lis h e d  to  c o m p e te  w ith  p o w e rfu l tra d in g  
f irm s  in v o lv e d  in  th e  m a r k e t in g  o f  so y b e a n s , an d  it d ea lt in a 
n u m b e r  o f  a g r icu ltu ra l c o m m o d itie s , in c lu d in g  c o ffe e . H o w e v e r, in 
1 9 8 1  COB EC e x p o r te d  o n ly  U S $ 3 2  m ill io n  w o rth  o f  c o ffe e , a g a in s t  

th e  n a tio n a l to ta l e x p o r ts  o f  c o f fe e  o f  U S $ 1 .5  b illio n . In te r b r a s ' 
im p a c t  w as a ls o  n e g lig ib le , a c c o u n tin g  fo r o n ly  2 %  o f  t o t a le x p o r t s  
o f  c o f fe e  b e a n s . T h e  f ig u re s  a re  c a lcu la te d  fro m  UNCTAD ( 1 9 8 3  b).

raising government revenue, and health and 
strategic control considerations.

Rationales for STOs also include other argu­
ments, such as that the government may be able 
to improve the country’s bargaining power by 
utilizing its negotiating power arising from 
exports of other products or its capacity to 
im port.31 Also export policies effected at the 
government level are more likely to have a possi­
bility of modifying the commercial policies of 
other governments. A State-run monopoly may 
be in a better position to effect deals with other 
STOs in bilateral/multilateral negotiations.32 
Furthermore, some form of government co­
operation in trading is necessary in cases where 
private returns from entering new markets or 
initiating trade in new products are lower than 
the actual social return. If this is the case, govern­
ments may be more willing to consider the ele­
ment of externality. This would apply to the case 
where there is a desire to break away from tradi­
tional trade links. Large orders aggregated at the 
national level under a State monopoly also lower 
the cost of procurement, transport and use of 
warehouse space and facilitate the systematiza­
tion of import procedures.33

STOs of the developing regions can be consi­
dered an effective means of increasing intra- 
regional commodity trade, which at present 
stands at a very low level. In value terms, Latin 
America's intra-regional exports of commodi­
ties account for only 15% of its total commodity 
exports, while more than 65 %  goes to the deve­
loped market economies. In imports, intra- 
regional trade in commodities reaches only 30%  
(ECLAC 1986 b). In view of this imbalance, the 
Latin American countries have a high potential

MA g o o d  c a se  c a n  b e  m a d e  h e r e b y  B ra z il , w h ic h  h a s  b e co m e  
o n e  o f  th e  w o rld 's  le a d in g  c o u n te r-tra d e rs . T h e  g o v e r n m e n t-  
o w n ed  ln te rb ra s  h as b e e n  su ccessfu l in  o f fs e t t in g  a t  le a st h a lf  o f  its 
o il  p u rc h a se s , w h ic h  a c c o u n t fo r  ro u g h ly  5 0 9 £  o f  th e  c o u n tr y 's  
im p o r t  b ill ,  by su p p ly in g  fo o d  a n d  m a n u fa c tu re d  p ro d u cts  to  o il 
p ro d u ce rs  o n  a c o u n te r - tra d e  b a s is  (C a re y  an d  M c L e a n , 1 9 8 6 , 
p. 4 5 9 ) .

, J T h e  in c re a s in g  r e c o g n it io n  o f  th e  im p o r ta n c e  o f  c o u n te r ­
tra d e  o n  th e  p a r t  o f  de v e lo  p in g  co u n try  g o v e r n m e n ts ,  fo r  e x a m p le , 
led ASTRO (A s s o c ia t io n  o f  S ta te  O r g a n iz a t io n s  o f  D e v e lo p in g  
C o u n tr ie s )  to  e s ta b lis h  a r e fe r e n c e  se rv ic e  o n  c o u n te r - tra d e  p r a c t i­
c e s , an d  it p la n s  to  in it ia te  p r o g ra m m e s  fo r  te a c h in g  STO r e p r e s e n ­

ta t iv e s  n e g o t ia t in g  ta c t ics  an d  c o n tr a c t  p r a c tic e s  in  a c o u n te r - tra d e  
c o n te x t .

J i F o r  m o re  d e ta ile d  t r e a tm e n t  o f  th e se  p o in ts , s e e  K ò s te c k i  
( 1 9 7 8 )  an d  S a u lin e rs  ( 1 9 8 1 ) .
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— without adversely affecting the present level 
of extra-regional exports—  for increasing their 
commodity trade among themselves. Taking 
into account the enormous government purchas­
ing power — it may be repeated that close to 
40 %  of total Latin American imports are 
government purchases one way or another—  the 
expansion of intra-regional trade through exist­

ing or newly created STOs provides wide scope 
and opportunity for regional co-operation. 
Equally, the strengthening of marketing entities 
such as STOs could greatly increase trade flows 
towards other developing regions where the 
principal growth in world demand for many of 
the commodities produced in the region is 
foreseen.

Conclusions

In general, the Latin American region 
— whether alone, or jointly with other regions of 
the Third W orld—  has not been able to develop 
the alternative mechanisms or effectively pursue 
the objectives that it has been seeking in interna­
tional negotiations with consumer countries. For 
example, the countries of the region have not 
been successful in implementing supply regula­
tion schemes which could have had a significant 
impact on the level of prices. Similarly, as dem­
onstrated above, the operation of a producers’ 
association will be successful only when the 
appropriate institutional set-up and a real per­
ception of common interests and collective trust 
among the producing countries exist and are 
effectively exploited. From this perspective, the 
countries of the region should seek to achieve 
maximum credibility as a negotiating entity by 
instituting regional co-operative actions as the 
starting point for developing their negotiating 
postures. Furthermore, if there were a real per­
ception of common interests, there would not 
always be a need for supervision by the consum­
ing countries in order to guarantee the fulfil­
ment of export quotas or similar measures to 
support prices.

In view of the fact that a high proportion of 
world output and exports of many commodities 
is accounted for by Latin America, the existing 
regional producers’ associations should engage 
more actively in marketing, either by taking 
their own initiatives in these areas or by becom­
ing more effective co-ordinators of marketing 
policies among their member countries. This 
does not preclude the possibility of their becom­
ing multinational trading companies.

Even though their impact on the national 
economy has been less than originally conceived,

considering that the relative bargaining position 
of the buyer vs. seller plays a critical role in price 
determination, State trading organizations can 
nevertheless be an appropriate instrument for 
the realization and exercise of market power, 
especially for the developing countries, in order 
to countervail the dominance of the marketing 
systems by developed country agents. Through 
this instrument, the importation of certain pro­
ducts can be tied, as a package, to exports of 
commodities, so as to secure stable and more 
remunerative prices for the latter. In the present 
economic environment in which the Latin 
American countries are immersed, there is a 
high probability that concentrated selling/pur­
chasing at the government level will equip policy 
makers better to counter the increasing protec­
tionist measures applied to them. State trading 
organizations are also considered an effective 
tool for increasing intra-regional trade in com­
modities and for enlarging and facilitating var­
ious counter-trade schemes with countries inside 
and outside the region.

There is increasing recognition on the part 
of Latin American governments that seeking 
solutions to many of the problems in the com­
modity sector in the exclusive framework of 
North-South co-operation does not lead to sub­
stantial results, and that the time has come to 
approach negotiations with consumer countries 
within a much broader framework, integrating 
commodities in the overall trade negotiations 
instead of leaving them isolated as they have 
been up to now. One of the pillars of this larger 
framework is that Latin America should inte­
grate its regional purchasing power of goods and 
services into overall commodity negotiations. To 
exercise this power, it is imperative that the
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countries in the region should establish mecha­
nisms and instruments which link the capacity to 
import various products of the industrialized 
countries (e.g., manufactures, technology, capital 
goods, services, investments, etc.) to the need to

raise commodity export earnings. In this scena­
rio, the strengthening of the existing trading 
entities (national or regional) and/or the crea­
tion of new ones of a more multi-product nature 
is seen as an urgent necessity.
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T h e  past 15 years have served as a testing ground for 
urban em ploym ent policy research and design in 
Latin America, In this article the author analyses the 
m ajor issues dealt with during this period as well as 
the m ain advances achieved in this connection. T h e 
concept of dynamic insufficiency is explored as the 
principal explanation for the failings of thedevelop- 
m ent process, with em phasis being placed on the 
im portance of the inappropriateness o f certain tech­
nologies, the rapid increase in the labour force, and 
the absence of strong econom ic agents which would 
perm it the achievem ent of autonom ous and equita­
ble grow th. T h e  fact that the initial stages of im port 
substitution have run their course also prom pts the 
author to consider the effects of a m ore markedly 
export-oriented  approach. His exam ination of this 
subject encom passes both a review of the use that has 
been made of policy tools and an effo rt to determ ine 
the effects which various foreign-trade structures 
have on  em ploym ent. Finally, central im portance is 
attributed to an analysis o f the inappropriateness of 
many technologies and the d issem ination of techni­
cal progress, since structural heterogeneity is seen as 
accounting for both the insufficient creation o f pro­
ductive jobs and the quasi-perm anent inequality o f 
incom e distribution in the region.

T h e  crisis of the 1980s brought out the flaws in 
the previous approach to the em ploym ent problem. 
T h e  econom ic and social efficiency of conventional 
adjustm ent tools is now being reassessed, and there 
appears to be a greater opportunity for the applica­
tion of specific policies, particularly those designed 
to  support the inform al sector. M eanw hile, unem ­
ploym ent has em erged as a m ore im portant dim en­
sion o f the em ploym ent problem .
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• T h is  study w as o r ig in a lly  p re p a re d  fo r  p r e s e n ta t io n  
a t  a m e e t in g  o n  E m p lo y m e n t  R e s e a r c h  and P o l ic ie s , w h ich  
w as o r g a n iz e d  by th e  OEC1)  D e v e lo p m e n t  C e n tre  an d  held  
in  P a r is  fro m  2 to 4  N o v e m b e r  1 9 8 7 .

• • D ir e c to r  o f  th e  R e g io n a l  E m p lo y m e n t  P r o g r a m m e  
fo r  L a tin  A m e r ic a  an d  th e  C a r ib b e a n  (PREAI.C).

A review is always a difficult task, and even more 
so when a wide field must be covered due to the 
topic, the geographical diversity and the time 
span involved. Employment is, in a broad sense, 
linked to development, growth, economic poli­
cies, inflation and wages. "Latin America" is a 
unifying concept which encompasses some com­
mon factors of many countries but it cannot, by 
definition, represent any of them in particular. 
H ence, this review will necessarily be 
incomplete.

This article is organized into three main 
parts, following a chronological order. The first 
reviews research and policies in the 1970s, while 
the second deals with the 1980s. The two periods 
are set off by different economic conditions and, 
particularly, by the severe crisis which has 
affected the region since the beginning of the 
present decade. Finally, in the third part the 
nature of the current debate on the subject will 
be outlined.

I 

Employment issues and 
policies in the 1970s

The dominant issue in research during the 1970s 
was the labour absorption capacity of modern 
sectors. Indeed, the rising interest in employ­
ment problems and policies was due to the 
increasing evidence that the trickle-down stra­
tegy was not working as expected. Growth did 
not ensure full productive employment but, in 
addition, in Latin America the scenario on which 
research was based was one of stagnancy rather 
than growth.

1. Research in the 1970s

a) Employment effects o f the modernization 
process

Modernization was the reference model for 
research and policies in the 1970s. The well- 
known process of labour absorption by expand­
ing modern sectors, particularly in urban areas, 
at higher levels of productivity was thought to 
ensure productive employment for the increas­
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ing supply of labour created by manpower 
released from  agricultural activities and by popu­
lation increases. In addition, manufacturing was 
expected to play the main role in the labour 
absorption process. The employment effects of 
this pattern of growth were well documented by 
several empirical and theoretical analyses at the 
world level (Clark, 1951; Kuznets, 1957; Lewis, 
1954; Fei and Ranis, 1961). The main thrust of 
Latin American research had been to analyse 
how such models in developing countries fit in 
with what Prebisch referred to as the centre- 
periphery context. This analysis was undertaken 
from three perspectives: firstly, accumulation 
and growth; secondly, international trade inser­
tion; and thirdly, technological change.

One of the important arguments made by 
Prebisch was that the Latin American model was 
characterized by "dynamic insufficiency”. This 
meant that output was growing very slowly or 
even, in some cases, was at a standstill because 
investment was also insufficient. According to 
this argument, low investment is the result, in 
turn, of the way in which peripheral capitalism 
functions: the size of the economic surplus is 
reduced by transfers to foreign countries via a 
deterioration in the terms of trade or via profit 
remittances, in the case of direct investment, and 
another large part of the surplus is absorbed 
owing to the rapid adoption of international 
consumption habits by the middle- and upper- 
income groups of the population in developing 
countries. Dependency in trade, investment and 
cunsumption patterns results in insufficient 
growth. The main effect is that employment 
does not grow as required, particularly in manu­
facturing, where, as we will discuss later on, the 
industry’s production characteristics and its 
international insertion as well as technological 
change add to the weakness of its capacity for 
labour absorption (Prebisch, 1981; Pinto, 1965; 
Sunkel, 1971). This model was advanced prim ar­
ily at a regional level (ECLAC, 1965) but country 
studies on Argentina (Ferrer, 1963), Brazil 
(Tavares and Serra, 1971) and Chile (Pinto, 
1964), among others, also provided supporting 
evidence.

By the end of the 1970s it had become clear 
that the model of analysis needed some adjust­
ment, since most Latin American countries were 
characterized by rapid growth during the decade

due to the high level of international liquidity 
and the rapidly growing foreign debt of the 
region. The new data which had become availa­
ble since 1950 indicated a significant and sus­
tained increase in employment in modern 
sectors and particularly in manufacturing 
(Garcia and Tokman, 1985). The bias in the 
interpretative model was twofold. On the one 
hand, research in the 1970s was based on data for 
the preceding decades, which did not show evi­
dence of rapid growth. On the other, the regional 
data were mostly based on the Southern Cone 
countries (Argentina, Chile, and Uruguay and, in 
some instances, Brazil). These countries were 
already largely modern by 1950 and their invest­
ment and growth performance clearly showed 
an absolute insufficiency. However, as the labour 
force was already employed in urban areas and 
population growth was slow, employment prob­
lems were not as significant as in other parts of 
the region. A comparison of the investment and 
growth performance of the region as a whole 
during the 1950-1980 period with that of the 
United States during the comparable period 
represented by the 30 years between 1873 and 
1903 shows that investment rates were similar 
(around 19%  of GNP) and that the rate of 
growth was higher in Latin America than in the 
United States. Moreover, the rate of investment 
in the United States was, according to Kuznets 
(1961), the highest of the capitalist developed 
world. T h e exceptions were the Southern Cone 
countries, particularly Chile and Uruguay, where 
both investment and growth lagged behind 
regional averages (Tokman, 1985) (see table 1).

This factual analysis needs to be placed in 
perspective, since the 1970s were exceptional 
years in that investment capacity as well as con­
sumption levels were augmented by foreign 
financing, and this obscured the longer-run 
trends. Trade balances were deteriorating due to 
the diminishing surplus of raw materials and 
basic commodities available for financing an 
increasing deficit in manufactures. Changes in 
consumption patterns in developed countries as 
well as their subsidized agricultural activities 
affected export possibilities by reducing tradi­
tional markets and by increasing the competi­
tion with surplus production in new commodity 
areas. In addition, changes in the consumption 
structure in Latin American countries brought
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about by increased demand and a better quality 
diet also affected the size of the production sur­
plus available for export, particularly in view of 
the slow growth rate of agricultural production 
(W ells, 1987). Trade constraints notwithstand­
ing, higher investment was possible due to 
increasing external financing. Investm ent was 
largely dependent on foreign decisions; inter­
nally, the public sector was responsible for a 
large share of investment, while private entre­
preneurs were less aggressive, mostly investing 
jointly with the public sector or foreign investors 
or, more frequently, engaging in financial opera­
tions which ensured short pay-off periods and 
higher profits (Tokm an, 1985). Indeed, the dra­
matic reversal of external economic conditions 
in the 1980s, as well as the need to adjust the 
fiscal situation, testified to the weakness of the 
accumulation process, with the investment coef­
ficient falling to one-third of the level prevailing 
in the 1970s by 1985.

A second issue which drew the attention of 
researchers was that of the trade strategies 
which guided the development model. H istori­
cally, medium-sized and large Latin American 
countries had followed an industrialization stra­
tegy based on import substitution. More 
recently, particularly during the 1970s, a greater 
effort was made to demonstrate the superiority 
in terms of economic results of export promo­
tion and diversification.

A fter the Great Depression, many Latin 
American countries embarked upon an indus­
trialization strategy as the only feasible alterna­
tive given the prevailing international economic 
environment. T he key instrument used to imple­
ment this policy was the maintenance of a high 
level of protection, which was accomplished 
through a variety of means, ranging from high 
tariffs to import quotas. According to Diaz- 
Alejandro (1981), this strategy allowed the 
region to recover at a faster rate and in a shorter 
period than the United States. This policy was 
then researched and recommended to govern­
ments in a number of studies undertaken by 
ECLAC, with the result that by the early 1970s 
most Latin American economies already had a 
well-developed industrial sector. This sector was 
the engine for economic growth and generated, 
directly and indirectly, a large share of the pro­
ductive jobs created during the postwar period

(Garcia and Marfán, 1981). Manufacturing 
employment grew at a rate òf 3 .5%  per year 
between 1950 and 1980, a rate similar to that 
registered by various developed countries during 
expansion periods. Real wages rose and the skill 
profile was upgraded, mostly through learning- 
by-doing, while unions also improved their bar­
gaining position during this period.

In spite of these favourable results, it was 
already clear that the import substitution stra­
tegy produced the best results during its early 
phase — the stage of the "easy” substitution of 
consumer goods—  but that as further progress 
was made, the strategy ran up against increasing 
constraints. Among the problems identified 
were the incapacity of the strategy to overcome 
the foreign-exchange constraint, since the main 
effect it had on imports was to shift their struc­
ture from final to intermediate goods. This was 
due to the lack of integration and to the inexist­
ence of a capital goods producing industry 
(Fajnzylber, 1983; Garcia, 1984). The internal 
market for manufactured products was small and 
highly diversified owing to the concentration of 
income and the rapid adoption of the consump­
tion patterns of developed countries, and this 
militated against increasing economies of scale. 
Furthermore, by the beginning of the 1970s 
there was also general agreement as to the faulty 
management of economic policies, inasmuch as 
the result of high tariffs and undervalued rates of 
exchange had proved to be an excessive and 
permanent level of protection. This ensured oli­
gopolistic profits for producers, reduced foreign 
competition and resulted in production ineffi­
ciency and a bias against export promotion.

On the basis of this scenario, different 
research and policy proposals were explored. 
Some analysis, such as Fajnzylber (1983), 
emphasized the need to achieve more integra­
tion and a greater specialization of the industrial 
sector, generally favouring the production of 
capital goods as a way to strengthen the balance 
of payments, to generate more productive 
employment and to enhance the possibilities of 
endogenous technological change. Others, such 
as Kriiger (1978) and Balassa (1977), stressed 
the need to open up the economies in order to 
ensure the expansion of exports, faster growth 
and job creation.



Table 1

LA TIN  AM ERICA : GRO W TH  A N D  U RBA N  EM PLO Y M EN T, 1950-1980

ccumu ation E m ploym ent dynam ics0 R ecalcitrance o f underem ploym ent^
and grow th

G row th of 
GNP°

In vestm en t
coefficient

G ro w th  of 
n o n-agri­
cultural

G row th of 
urban 

form al

G row th of 
m anu­

facturing

D eg ree o f 
urbanization

Rural/
traditional

U rban
inform al

labour em ploy­ em ploy­
force m ent m ent 1950  1980 1950  1980 1950 1980

G ro u p  A 6 .4 2 3 .8 4 .8 5 .0 4 .4 3 8 .6 6 6 .8 3 8 .0 18.4 12.2 18 .6

Brazil 7 .0 24.7 5.1 5.2 4 .7 3 9 2 68.1 37.6 18.9 10.7 16.5

Colom bia 5.1 21.7 4.1 4.3 3 .4 39.2 64 .9 33 .0 18.7 15.3 22.3

Costa R ica 6 .0 20 .6 5.2 5.5 4 .9 4 2 .0 69.5 20 .4 9 .8 12.3 15.3

M exico 6 .4 19.8 4.5 4 .6 4.3 34.5 61.5 4 4 .0 18.4 12.9 2 2 .0

Panam a 6.2 20 .0 3.7 3.8 3.5 46.7 66.4 4 7 .0 2 2 .0 11.8 14.8

V enezuela 5.4 35.8 4.8. 5.2 4 .9 51.1 79.4 22.5 12.6 16.4 18.5

G ro u p  B 4 .8 15.7 3 .7 3 .9 2 .3 3 2 .0 50 .9 4 3 .0 3 5 .9 14 .9 2 1 .8

Boliv ia 3.6 15.5 3-3 3.8 2.4 24.1 41.1 53.7 50.9 15.0 23 .2

Ecuador 6.2 15.7 4 .2 3.1 2 .7 33.2 54.2 39.0 33 .4 11.7 2 8 .6

E l Salvador 4.5 14.8 4:1 4.2 2 .6 32.2 47.5 35.0 30.1 13.7 18.9

G uatem ala 4 .9 13.3 3-3 3.4 2 .6 30 .6 42.7 4 8 .7 37 .8 14.0 18.9

Peru 4.5 19.3 3-7 4 .4 2 .0 36 .0 57.5 39 .4 31.8 16.9 19.8

G ro u p  C 3 .1 14.9 1 .9 1.8 1.4 7 0 .6 8 2 .9 7 .6 7 .0 16.6 2 1 .4

A rgentina 3.1 17.9 1.9 1.9 1.2 7 2 .0 84.9 7 .6 6 .8 15.2 2 1 .4

C hile 3.6 13.7 2.5 2 .6 2.3 6 2 .9 77.2 8 .9 7.4 22.1 21 .7

Uruguay 2.3 13.2 1.0 0.8 0 .9 7 7 .8 82.3 4.7 8 .0 14.5 1 9 0

L atin  A m e rica

(1 4  co u n tries) 5.5 2 1 .5 4 .0 4 .1 3.5 4 4 .1 67.1 3 2 .6 1 8 .9 13-5 19.4

Source: P R E A L C  (1985).
° C u m u la tiv e  a n n u a l ra te s .
6 A s  a p e r c e n ta g e  o f  th e  to ta l  e c o n o m ic a lly  a c t iv e  p o p u la t io n .
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This was the same policy prescription that 
was being made at the world level, and enthusi­
asm for it was given a particularly strong boost 
by the successful experience of the South-East 
Asian countries, which gave rise to a good deal of 
research work in Latin America. Two types of 
studies can be distinguished. First, there were 
those whose arguments were made at the macro- 
economic level and were based either on an anal­
ysis of trade regimes and performance, such as 
the Krüger-Bhagwati (NBER) project, or on a 
comparison of the performance of Asian and 
some Latin American countries. In both cases, 
the message was that the opening of the econo­
mies was the only method of ensuring growth 
and job creation. Som e caveats were introduced, 
for instance, by the different readings of the 
national case studies that led the two co­
ordinators of the NBER project to write separate 
project summaries (1978) and by the more tho­
rough analysis made by Ranis (1983), who noted 
the importance of the initial conditions which 
determine different development paths but who 
also argued that changes such as agrarian reform 
and increasing agricultural productivity, 
together with rural industrialization and a shift 
towards more labour-intensive technologies and 
product mixes, could be introduced at any stage 
of development. A second line of research that 
was undertaken was to estimate the differential 
effect on employment of import substitution as 
compared to export promotion in the manufac­
turing sector. This was done in the cases of 
Brazil, Colombia, Chile and Uruguay (Kriiger, et 
al., 1981) by calculating employment effects 
using an input-output model. T he conclusion 
was, in general, that the exports basket was more 
labour intensive, but that the existing structure 
was dominated by processed raw materials in 
which the respective countries had absolute 
comparative advantages.

The conclusions of this research pointed to 
the need to follow a more outward-oriented stra­
tegy and to make a better use of trade instru­
ments, particularly lower tariffs and higher rates 
of exchange. This might be accompanied by 
incentives to produce capital goods which could 
also result in foreign exchange savings as well as 
a more integrated industrial structure. At this 
stage of development, the characterization of the 
situation as being one of import substitution

versus export promotion sets up a false dichot­
omy. Most Latin American countries now pos­
sess an industrial base which, although it could 
be upgraded, is already supplying increasing 
exports (Teitel and Thoum i, 1986). The issue is 
how to make it more efficient and how its capac­
ity can be improved to compete in world 
markets. W e will come back to this subject later 
on.

A th ird  im p o r ta n t  d im e n s io n  o f 
employment-related research was that of tech­
nological change. In this connection, technology 
was analysed at various levels. At the macroeco­
nomic level, the models developed to explain 
why the modern sectors were unable to absorb 
labour at the required pace, placed great impor­
tance on the process of technological transfer 
and dissemination and on the characteristics of 
imported technology. T he main argument as 
presented by Pinto (1965) stressed the inappro­
priateness of technology created in developed 
countries in the light of the factor endowments 
of the Latin American countries. In addition, as 
little innovation or even adaptation was being 
undertaken, such technology was being trans­
ferred to an entirely different structural environ­
ment which was, for the most part, characterized 
by a greater concentration of capital and abun­
dance of labour. The main result was that the 
benefits of technical progress were not reaching 
the majority of the population, while productiv­
ity differences (and, hence, income differentials) 
tended to be wider and did not show any ten­
dency to decrease, as they had in what are today 
developed countries (Pinto, 1970; Tokman, 
1982; Tavares and Serra, 1971). In terms of 
employment, this more heterogeneous produc­
tive structure meant that a higher investment 
cost was involved in absorbing the natural move­
ment of labour between sectors (from  agricultu­
ral to non-agricultural) and between different 
technological strata (from informal to formal 
sectors).

An analysis of technological choice was also 
made at the sectoral level, mostly in reference to 
the manufacturing industry. Many production 
function analyses were conducted which calcu­
lated elasticities of substitution (PREALC, 1980) 
and, in general, they indicated the presence of 
little flexibility. More possibilities of job creation 
were identified at a more disaggregated level (by
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industrial branches, by size of establishments) 
and when indirect effects were included 
(PREALC, 1982b). T h e generation of employ­
ment was, then, apparently more responsive to 
demand composition (which was, in turn, heav­
ily determined by income distribution) and to 
the possibility of promoting business establish­
ments of certain sizes rather than to changes in 
relative factor prices.

Labour absorption in modern sectors, which 
on the whole was similar to international stand­
ards, exhibited several characteristics that 
affected the employment level and structure. 
T he expulsion of labour from agriculture led to 
accelerated migrations to urban areas, and 
although the levels of investment and growth 
were generally high, dependency resulted in 
unstable growth and technological inadequacy, 
while the trade strategies then in use were 
unable to overcome the foreign-exchange con­
straint. This demand behaviour also needs to be 
placed in context, inasmuch as the labour supply 
was growing so quickly that its rate of expansion 
was faster than those observed during compara­
ble periods even in the more recently industrial­
ized and younger developed countries such as the 
United States or the N orthern European coun­
tries. The rapid growth of the labour supply was 
concentrated in urban areas, where internal 
migration was combined with high fertility rates 
and an age structure which resulted in a rapid 
increase of participation in the labour market. 
The outcome has been dynamic insufficiency, to 
use Prebisch’s words, but in relative terms. 
Employment was created, but it was insufficient 
to cope with the requirements of the labour 
supply, with the result that a significant 
although slowly decreasing segment of the pop­
ulation was employed in low-productivity activi­
ties. This was the main feature of the urban 
employment problem in the 1970s, and consid­
erable research was done into the characteristics, 
organization and economic interrelationships of 
those working in the urban informal sector.

b) The recalcitrance o f underemployment

A great deal of research on the urban informal 
sector was conducted following the introduction 
of the topic at the world level by the ILO in its 
Kenya report (1972). In Latin America, under 
PREALC’s leadership, many studies were pro­

duced which resulted in a better understanding 
of the sector as well as in policy prescriptions 
designed to help those people working in this 
sector (PREALC, 1981b). An in-depth review of 
this literature exceeds the scope of this paper 
and has been undertaken by the author else­
where (Tokman, 1978; 1987b). However, it may 
be useful to review briefly some of the findings 
of the academic work done concerning the defi­
nition of the sector, the nature of behaviour 
patterns, growth models and income determina­
tion within the informal sector and its 
heterogeneity.

The point on which scholars have been most 
in agreement as regards the definition of the 
sector has been the need to look into the various 
forms of production as a unit of analysis. This 
follows the lead of the pioneering Kenya report, 
but goes further. Surplus labour, unable to find 
jobs in modern sectors and confronted with the 
need for survival, has to find income-producing 
activities to perform. Given their lack of capital, 
both physical and human, the activities these 
workers can perform have to be easily accessible. 
The organization of production is then rudimen­
tary, without any clear division of labour or of 
the ownership of the means of production and, 
as a result of competition, average incomes thus 
become the variable of adjustment (Tokman, 
1978; Souza, 1980; Carbonetto and Chávez,
1984). Some authors have emphasized the 
labour process characterizing informal activities,
i.e., unprotected labour (Portes, 1983), while 
others such as de Soto (1986) have underlined 
illegality as the main variable of definition. Both 
approaches are incomplete in that, although 
there is a significant degree of overlapping with 
the more accepted definition, they fail to incor­
porate into their analyses — and consequently, 
into their policy prescriptions—  the need to act 
upon several variables simultaneously (Tokman, 
1987a).

There has been less agreement as to the 
nature of the sectoral interrelationship s 
involved. The key question, first posed by 
Em m erij (1974), as to whether evolutionary or 
involutionary growth of the informal sector 
could be expected has been answered in different 
manners. Some authors have highlighted the 
functionality of the sector and its benign rela­
tionship with the rest of the economy (W ebb,
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1974). Others (Quijano, 1974; Bromley, 1979; 
Birbeck, 1979) have stressed the subordinate or 
exploitative relationship either in the labour 
market, through the supply of cheap labour, or in 
the product market, through the production of 
low-cost wage goods. An intermediate analysis 
(Tokman, 1978) has incorporated the existing 
heterogeneity within the sector as a means of 
differentiating between an overall long-run 
trend towards a decrease in the informal sector’s 
share in total output and the changes of structure 
likely to occur as a result of the fact that some 
informal activities are able to expand (mostly 
services and commerce) while others, such as 
manufacturing, face stronger competition and 
may see their market share reduced. If adequate 
policies are adopted, evolutionary growth of the 
informal sector can be achieved, at least during a 
transitional period (which could last for many 
years), until more productive jobs are created in 
the modern sectors. This view has recently been 
challenged by Portes and Sassen-Koob (1987) 
who, pointing to the recent expansion of these 
activities in developed countries, argue that the 
informal sector is a universal phenomenon. This 
is a crucial issue which should be further 
analysed.

A third point on which researchers have 
been in agreement is that the sector is hetero­
geneous. Most available surveys (Costa Rica, 
1985; Carbonetto, 1985) indicate that there are 
income differentials within the sector depending 
on the type of activity performed. On average, 
domestic servants are usually the lowest paid, 
followed by workers in informal firms, who 
obtain between double and triple the pay of the 
form er category. Self-employed workers receive 
around 50%  more than wage-earners in infor­
mal activities, while the owners of informal 
shops make more than twice as much as their 
employees. Although the income figures provide 
evidence of the existence of significant differen­
ces within the sector, after adjustments are made 
for payments in kind (in the case of domestic 
services) and for unpaid family members (in the 
case of owners of informal shops), the magni­
tude of the differences is reduced to 1.5. This 
suggests that, in spite of the heterogeneity of the 
sector, incomes tend to fall within a limited 
range as a result of competition in the labour 
market (domestic services, self-employment and

work in informal shops) or in product markets 
where the ease of entry does not allow for 
extraordinarily high incomes.

The research focused on the underemployed 
was also policy-oriented. The main conclusion, 
in line with the ineffectiveness of the trickle- 
down strategy, was the proposal of specific poli­
cies directly geared to the most affected groups. 
Selectivity was recommended as a more efficient 
way of confronting the employment problem, 
rather than relying solely on macroeconomic 
instruments. Furthermore, as heterogeneity was 
found to exist within the urban informal sector, a 
set of multiple measures was suggested to help 
the underemployed and, hence the poor by sup­
porting the productive unit, improving the wel­
fare o f the fam ily and reform ing the 
corresponding institutional arrangements so as 
to make these policies viable and more effective 
(PREALC, 1981b; FAO, 1987).

2. Employment policies in 
the 1970s

Specific policies to tackle the underemployment 
problem were the exception. The belief that 
sooner or later the trickle-down theory would 
work was supported by very rapid growth during 
the decade, which was largely financed by for­
eign capital. This dynamism obscured the fact 
that, in spite of such growth, underemployment 
levels were decreasing at a very slow pace.

The only general exceptions to this were 
specific supply-side policies or those measures 
geared to the improvement of labour-market 
transparency. Professional training institutions 
expanded their programmes, while labour 
exchanges were gradually incorporated into 
many labour ministries in the region. Their 
effects were limited, however, because they were 
based on a diagnostic analysis that was not in 
keeping with the situation in Latin America, 
where the employment problems were mainly 
due to a lack of productive jobs rather than to a 
mismatching of skills or of vacancies with the 
unemployed.

The insufficient creation of jobs in modern 
activities despite rapid growth was, if anything, 
attributed to mistaken macroeconomic policies. 
Indeed, the 1970s were an active laboratory for 
different economic policy approaches which, in
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turn, led to additional research. I will refer to 
only two of the issues involved: the orientation 
of internal demand and the degree of openness 
o f the economy.

Internal demand is a function of the level 
and distribution of income. In many countries of 
the region two antagonist models were followed 
in the course of the 1970s. In the early years of 
the decade when political forces were more 
favourable to a redistribution of income, a stra­
tegy first propounded by Dudley Seers in the ILO 
Colombia Report (1970) was based on the idea 
that income redistribution, apart from being an 
end in and of itself, would generate a "virtuous 
circle” of job creation, foreign exchange savings, 
ahd growth. T he main argument was that the 
shopping basket of consumer goods of lower- 
income groups was more labour-intensive and 
involved the use of less foreign exchange than 
that of higher-income groups because the pro­
duction of food, clothing and shoes required 
more labour and less imports than the produc­
tion of durable consumer goods, which were 
mainly assemblages of imported components. A 
series of research projects on a number of coun­
tries in the region were undertaken in an effort 
to quantify the possible employment effects and 
the automaticity of the process (ILO, 1975; 
Foxley, 1974; Cline, 1972; Figueroa, 1972; 
Tokm an, 1975). T he main conclusions they 
reached were that such a strategy would create 
more jobs primarily due to its impact on the 
balance of payments and that, while changes in 
the consumption structure would also favour 
employment, the effect would be slight because 
the net employment effect within manufactur­
ing would not be great owing to the capital­
intensiveness of food and beverage production 
and the fact that the increased demand for agri­
cultural products would be partially offset by a 
reduction in the demand for services.

T h e importance of technology was also cru­
cial and was particularly associated with the size 
of the business establishments which would 
meet the increased demand and with the degree 
of obsolescence of existing plants (Tokman,
1975). More recent work on linkages also shows 
that indirect effects are important considera­
tions, since the production of wage goods is 
generally more integrated than that of consumer 
durables (García, 1984; García and Marfán,
1985).

This policy was usually placed within an 
expansionary policy context in which the pre­
vailing macro-régime was assumed to be of a 
Keynesian type dominated by insufficient effec­
tive demand. W age policies were seen as 
appropriate redistributive instruments and, 
hence, were thought to bear a positive relation to 
employment. In addition, unused capacity was 
found to exist in many industrial branches, par­
ticularly those which produced wage goods. 
These policies were tried out to different extents 
and with diverse results in countries such as 
Argentina, Bolivia, Chile, Colombia and Peru 
during the first half of the 1970s. They did not 
last long, however, not only because of unfore­
seen internal economic results (such as supply 
shortages) but also because the international 
economic situation changed dramatically after 
the first oil shock. An even more important 
factor in some countries was the political insta­
bility which accompanied this strategy, particu­
larly in Argentina and Chile, where the balance 
of power among social groups was affected.

The second half of the 1970s was the scene of 
radical changes in both the political and eco­
nomic spheres. Military régimes took power in 
many countries and neo-liberal policies were 
tried out to varying degrees, especially in the 
Southern Cone countries. Employment issues 
were clearly linked to the economy’s inability to 
expand at a sufficiently rapid rate, which, in turn, 
was attributed to the heavy protection of the 
internal market and to excessive government 
intervention in the market. The relevant diag­
noses, as well as the corresponding policy pres­
criptions, are well known and a discussion of 
them would go beyond the objectives of this 
paper, but it is important to note that the results 
of research on the constraints and application of 
import-substitution strategies were available 
and that new research projects were undertaken 
in order to evaluate the effects of the more recent 
policies, particularly as regards their costs in 
terms of a more regressive distribution of 
income, lower employment levels and reduced 
wages. Several studies (Foxley, 1982; Cortázar, 
Foxley and Tokman, 1984; Canitrot, 1983; 
Prebisch, 1982) analysed the impact of neo­
liberal policies which resulted in a de­
industrialization process and even, in the 
extreme cases of Argentina and Chile, in the 
destruction of industries due to an excessive
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opening of the economy through a combination 
of low tariffs and undervalued fixed exchange 
rates. Im port competition plus the high capital 
costs of attracting foreign capital also gave rise 
to a large number of bankruptcies and to a deteri­
oration in the financial position of many firms 
which has not yet been rectified. High rates of 
interest also distorted the allocation of invest­
ment, channelling it towards short-run high- 
yield financial speculation or residential and 
com m ercial construction for high-incom e 
groups. W age policies were restrictive because it 
was assumed that the prevailing régime was of a 
neo-classical character and, therefore, real wages 
were inversely related to employment; in addi­
tion, given the existence of an undervalued and 
fixed exchange rate, it was also thought that 
wages should be kept low to maintain inter­
national competitiveness (Cortázar, 1984; 
Canitrot, 1981).

The effects on employment were chiefly a 
reduction in its level in modern sectors, along 
with a consequent increase in open unemploy­
ment (Chile and Uruguay) or in underemploy­
ment, through the expansion of informal-sector 
employment (Argentina), or a combination of 
both (Costa Rica). The employment structure

also shifted away from manufacturing and, in 
some cases (e.g., Chile), away from public 
employment (Tokm an, 1986a). Real wages 
decreased, since the neo-classical analytical 
framework used for policy design included this 
as one of the main targets, while in some coun­
tries, union intervention and changes in the 
wage-bargaining process ensured that the 
desired economic policy was achieved. This also 
resulted in a change in social stratification that 
was unfavourable to organized labour, since 
leading sectors in manufacturing lost constitu­
ents in absolute terms; furthermore, their 
demands were less uniform due to the changes 
induced by the opening up of trade and of the 
financial sphere, and their bargaining position 
was weaked by the increase in unemployment 
and informal employment (Lagos and Tokman,
1984).

N ot all the effects on employment were neg­
ative. Changes in the structure of production did 
generate new jobs, particularly in modern agri­
culture, due to the expansion of new highly 
labour-intensive exports and the restructuring 
of some branches of the industrial sector which 
allowed for productivity increases and techno­
logical updating.

ii

Employment issues and policies 
in the 1980s

T he international crisis which had hit Latin 
America by 1982 clearly revealed the precarious 
nature of the source of growth during the 
preceding decade as well as the weaknesses of 
the neo-liberal approach. W hat occurred is well 
known: huge increases in international interest 
rates, the deterioration of the terms of trade and 
the recession in world markets were aggravated 
by the pro-cyclical behaviour of private interna­
tional banks, which drastically reduced the avail­
ability of new funds just when they were most 
needed, thereby seriously affecting the highly 
indebted economies. There was no alternative 
but to adjust to this situation and, under the 
international pressure exerted by donor coun­
tries, bank creditors and international financial

institutions, all the countries in the region even­
tually accepted the conventional IMF econom ic 
adjustm ent package. Paradoxically, this new 
state o f  affairs led to a m ore thorough re­
thinking o f the prevailing econom ic policies 
than had previously been undertaken, as well as 
increasing the political feasibility o f the specific 
policies suggested by researchers and som e 
advisers during the preceding decade.

1. Adjustment policies. Their
management and their effects

The first issue to be taken up was the critical 
review of the adjustment policies adopted by 
most countries. Two lines of analysis were fol-
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L atin  A m erica*7 0 .5 3.3 8 .1 6 .8 4 .6 6 .6 -2 .2 -3 .3 -3 .1 -2 .3 -3 .2 -2 .9

A rgentina -2.5 0.5 21 .8 3.2 1.0 -3.2 0.4 2.5 0 .9 -0 .7

Brazil 1.8 4.3 -0 .8 9.3 4 .9 11.6 -2.5 -3.3 -3.5 2.0 -0.4

Colom bia 2.1 3.3 11.6 5.4 -2 .9 1.2 1.6 2 .6 3.0

Costa R ica 0.3 2.4 9 .6 2.2 2.3 7.2 -1 .0 2.3 2 .6 -3.5 2 .6

C h ile1* -1 .6 1.2 9.5 1.2 -4 .6 -1.7 -15 .3 -1 0 .6 -5.1 -3.3 -9.9

G uatem ala -1.2 0 .4 47.5 1.6 7.7 0.7 -1.2 4.1 5.7

M ex ico1* -0.5 3.6 6 .6 8 .4 7.4 0.3 -2.7 -2 .4 -9.7 8.5 -9.3

P eru 1* -1.7 0.9 18.5 6.5 2 .4 -4.7 14.9 -3 .7 -13 .4 -16.5 -8.4

V enezuela -2 .0 1.7 20 .4 2.2 0 .9 2.8 -0.5 0 .4 2.5 0 .9 -0.7 -0 .8

Source; P R E A L C  (1987).
“ S e l f -e m p lo y m e n t ,  u n p a id  fa m ily  w o rk e r s  a n d  d o m e s t ic  s e r v ic e s .

 ̂U n d e r  1 0  e m p lo y e e s .

^ E m p lo y m e n t  e f fe c ts  r e f e r  t o  a  w e ig h te d  a v e ra g e  o f  n in e  c o u n tr ie s . W a g e s  r e f e r  to  a r i t h m e t ic  a v e ra g e s  fo r  a b o u t 12  c o u n tr ie s ,  d e p e n d in g  o n  t h e  ty p e  o f  w a g e  in  q u e s t io n . 
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lowed. The first concentrated on the social cost 
o f such policies, since the policy package was 
clearly biased against those population groups 
which could least afford the cost of adjustment. 
Studies by Cornia, Jolly and Stewart (1987), 
Tokm an (1986a, 1986b), PREALC (1985, 1987) 
and ECLAC (1985), among many others, raised 
this issue and analysed the effect of these policies 
on the labour market and, particularly, on the 
poor. This recessive policy package generated a 
contraction in the demand for labour by modern 
firm s which, given the rapidly increasing labour 
supply, produced a significant expansion of open 
unemployment. N ot only were fewer jobs 
created, but those that were generated were of 
lower quality. A rapid increase in informal 
employment, in services as compared to manu­
facturing, and in public employment in relation 
to the modern private sector diminished average 
productivity and resulted in a deterioration in 
income. This latter effect was reinforced by the 
decline in real wages, which was one of the key 
instruments of the adjustment policy package. 
The impact on the labour market was also com­
pounded by the decrease in social expenditure, 
which was also a consequence of the required 
reduction in fiscal deficits, another key compo­
nent of the package (see table 2).

The second line of analysis, which was, of 
course, not independent from  the first, involved 
an assessment of the efficiency of economic pol­
icy instruments in correcting disequilibria. The 
Latin American experience clearly demonstrates 
that a distinction must be made between theory 
and reality. Although most countries were able 
to adjust in a very short period, they did so by 
cutting imports, and the adjustment was thus 
achieved at the cost of a pronounced recession, 
with inflation accelerating and real wages deteri­
orating simultaneously. Both of these outcomes 
challenge the prevailing theoretical framework, 
which identifies excess expenditure and a loss of 
international competitiveness as the main 
causes of the problem. The standard policy pack­
age is a mixture of contractive fiscal and mone­
tary measures and of policies designed to shift 
resources from non-tradeables to tradeables by 
means of a devaluation of the exchange rate in 
real terms in relation to wages. According to this 
model real wages do not necessarily have to fall, 
since the corresponding requirements apply

only to the prices of tradeables and the recessive 
impact of demand policies could be at least par­
tially counteracted by the expansionary effects of 
the devaluation.

The reasons why this package resulted in an 
over-contraction of the economy are analysed in 
several studies (Foxley, 1982; Ffrench-Davis, 
1983; ECLAC, 1984; PREALC, 1985; Taylor, 
1987; MeDer and Solimano, 1987). It is interest­
ing to note three of the many conclusions they 
reached. The first is that the productive structure 
in the region is characterized by inelasticities 
and, hence, the response to macroeconomic poli­
cies is slower in coming and produces effects of a 
lesser magnitude than in more developed coun­
tries. The second is that the expansionary effects 
of a devaluation are only registered after the 
recession and generally with a lag of two years, 
which, given the chronic instability of the Latin 
American economies, usually means never. This 
is so in the present conjuncture because of sev­
eral factors. International recession and protec­
tionist policies reduce the potential impact on 
exports, particularly when there are competitive 
devaluations in countries with similar factor 
endowments. Trade structures in Latin America 
are price inelastic due to the large share of com­
modities and raw materials in total exports and 
to the importance of inputs and raw materials in 
the import bill. A devaluation affects overall 
prices through cost pressures and expectations 
and, as a result, real wages fall. This change in 
the distribution of income affects consumption 
and introduces additional contractionary forces. 
Finally, in a situation where most private firms 
are heavily indebted abroad, a devaluation signif­
icantly raises financial costs, thus affecting these 
firm s’ capacity to increase production. A third 
conclusion of these research projects has been 
that, as the policy package operates at the macro 
level, it has to introduce more pronounced 
changes in economic policy instruments than if a 
more selective policy package were used. This 
occurs with a devaluation when a large part of 
tradeables are price inelastic and register abso­
lute comparative advantages or with an internal 
credit contraction which affects all borrowers 
regardless of their size or labour intensiveness.

An important aspect of the adjustment for 
those concerned with research and policy was 
:hat the recession coincided with very high and



120 CEPAL REVIEW No. 34 / April J988

increasing inflation in some of the countries, 
particularly Argentina, Brazil, Bolivia, Peru and 
Uruguay. The need to control inflation while 
minimizing the social costs led to heterodox 
proposals which were adopted in the first two of 
these countries (the Austral and Cruzado plans, 
respectively). W ithout entering into the many 
different aspects of these policy designs, one of 
their main characteristics was the identification 
o f the regulations governing contracts, particu­
larly within the labour market, as one of the 
principal causes of inflation. Highly indexed 
contracts, including wage contracts, were seen as 
having a built-in intertial component which 
resulted in rapid inflation even if, as was argued 
in the case of Brazil, both the balance of pay­
ments and the fiscal budget were in equilibrium 
(Arida and Lara Rezende, 1985; Frenkel and 
Fanelli, 1987; Frenkel, 1986; Arellano, 1987; 
Lopes, 1986; Modiano, 1986). A key component 
of these programmes was therefore to change 
these regulations, by concentrating readjust­
ment dates and eliminating indexation. This 
step was analysed and proposed by Pazos when 
he compared European hyperinflation with 
chronic inflation in Latin America in a pioneer­
ing book (1972). A revival of inflation during 
both the post-Austral and post-Cruzado pro­
grammes demonstrated the resiliency of inertial 
factors and opened up new fields of inquiry into 
means of identifying how these changes in 
labour and other contracts could be given a more 
permanent character following the first stabili­
zation shock, which, in both cases, also included 
wage and price freezes.

As a result of research and of policy experi­
ments, today more is known about the manage­
ment of economic policies and there is a greater 
awareness of the social costs involved in the 
adjustment process. Furthermore, research has 
provided grounds for the conclusion that, 
although adjustment costs may be unavoidable 
during crises such as the recent one, their magni­
tude and particularly their distribution among 
social groups can be affected by policy manage­
ment. Accordingly, new policy proposals have 
been put forward which give priority to the 
protection of poorer groups during the adjust­
ment period. Ajuste con rostro humano ("adjust­
ment with a human face") (1987) and 
Adjustment and social debt (1987) are only two 
examples of such proposals.

2. A greater opportunity for  specific 
policies. The case o f the 

informal sector

The greater awareness of the situation of the 
poor and the expansion of informal employment 
have increased the popularity of specific policies 
as a means of supporting the sector. This is the 
second major employment issue of the 1980s. 
The popularity of such policies is reflected in 
many government declarations and instances of 
policy implementation in a number of countries, 
including Peru, Colombia, Guatemala, Ecuador 
and Bolivia, as well as in the increasing interest 
shown by private foundations at both the 
national and international levels in the financing 
and implementation of such policies. This inter­
est is also one which is increasingly shared by 
such international financial agencies as the 
Inter-American Development Bank (IDB) and 
the W orld Bank.

There are many reasons for the increased 
appeal of policies aimed at the informal sector 
(Tokm an, 1987a). Some of them are economic, 
while others are political and/or ideological in 
nature. The main economic factors include; 
i) the failure of the trickle-down strategy to 
bring about a significant reduction in the share 
of the urban informal employment, as suggested 
by the fact that the absolute number of people 
employed in the sector increased by 55%  during 
the last decade; ii) the over-expansion of infor­
mal jobs as a result of the crisis of the 1980s 
(between 1980 and 1985 the number of informal 
workers increased by 3 9 % ); iii) the strong 
correlation between poverty and informal 
employment (from 75%  to 80%  of informal 
workers receive incomes below the minimum 
wage); iv) the gloomy perspectives for rapid 
growth in the next decade; and v) the increased 
evidence that relatively few resources are needed 
to implement these policies. The m ajor political 
and/or ideological factors, for their part, include; 
i) an increased interest in informal activities at 
the world level, particularly in developed coun­
tries; ii) the return of democratic régimes in 
most Latin American countries, which allows for 
more open forms of grassroots organization and 
pressure, and the greater weight of the sector in 
elections; iii) the increased degree of conflict and 
violence in large cities associated with the loca­
tion of informal activities; and, finally, iv) the
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revival of neo-liberal positions and their empha­
sis on informal entrepreneurship, which, accord­
ing to these schools of thought is the main 
sphere in which real entrepreneurial capacity is 
to be found in developing countries.

In spite of the short period during which 
such policies have been implemented, at least six 
m ajor lessons have been learned from this expe­
rience. The first is that it is necessary to avoid 
creating excessive expectations as to the results 
or the simplicity of these policies. The second is 
that productive support for the informal sector 
(access to markets and resources) can only be 
delivered to a core group in the sector, which is 
constituted by the more organized units. The 
third is that such policies will not necessarily 
result in short-run income gains for the poor 
segments of the population. Instead the first 
impact will be an increase in the incomes of 
informal entrepreneurs, which will not neces­
sarily be transferred to the wages of their 
employees due to the abundance of labour, job 
instability, the sector’s low skill requirements 
and the lack of labour contracts or organizations. 
A delayed impact will be an increased demand 
for labour which could mean either new jobs or 
longer periods of work for those already 
employed; in either case this would have a pro­
gressive effect as regards the level of equity. The 
fourth lesson is that the dual role as household 
and production unit of many informal establish­
ments heightens the efficiency of a combination 
of productive support and welfare policies for 
the target groups. The fifth is the importance of 
consulting the potential beneficiaries to avoid 
ill-advised policy designs. Finally, the sixth is 
that the corresponding institutional infrastruc­
ture should be kept to a minimum so as to avoid 
an overly large bureaucracy, prevent political 
manipulation and ensure a more permanent 
form of im plem entation through existing insti­
tutions in the public and private sectors.

3. A new dimension o f the employment 
problem and policies: the unemployed

The third and last issue that will be discussed 
here in relation to the 1980s is the new dimen­
sion of the employment problem which has 
emerged as a result of the fact that the crisis and 
the policies followed in an attem pt to cope with

it have given rise to increased open unemploy­
ment. Between 1980 and 1985 the number of 
unemployed in urban areas grew by 4 8 %  and the 
unemployment rate rose from 7%  to 11 % . This 
is a new phenomenon since historically, the 
employment problem had been one of underem­
ployment, while open unemployment had been 
low and stable, except for very short cyclical 
fluctuations. In addition, the unemployed were 
mainly members of the secondary labour force 
(mostly women and young people who were not 
heads of household) because heads of household 
could not afford to be without incomes while 
searching for more formal employment. The 
rise in the rate of open unemployment was also 
accompanied by changes in the composition of 
the unemployed workforce, with increases being 
registered in the proportions of heads of house­
hold, men in the most economically active age 
groups, and workers with previous experience, 
in more organized sectors of the labour force and 
with more education.

Under these conditions, the social effect of 
unemployment has become more dramatic and 
the capacity of the unemployed to pressure for 
policy action has also become greater. As a result, 
there has been an increased demand for direct 
employment policies, and several countries have 
im p lem en ted  sp e cific  em p lo y m en t p ro ­
grammes, including Brazil, Bolivia, Chile and 
Peru. Some research on the effects of such policy 
instruments has already been completed, and the 
amount of data available is rapidly increasing 
(Rodríguez and W urgaft, 1987; Houghton, 
1987; Vigier, 1987; Cortez, 1987; PREALC, 
1987). The general conclusion is that these pro­
grammes are efficient instruments during em er­
gency periods because they can be implemented 
very rapidly at a low cost, can be highly selective 
and can therefore serve as a means of providing 
income to the poorest groups. They may also be 
politically attractive, both because they repre­
sent a governmental decision to take action on 
social issues and because, from a macroeconomic 
perspective, they can be used to produce a selec­
tive expansion of demand, thereby reactivating 
the economy without exerting too much pres­
sure on the balance of payments or on prices.

As in the case of informal-sector policies, 
some lessons have already been learned from the
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countries’ experiences to date. First, these mea­
sures are more effective in transferring income 
to poor families than in reducing unemploy­
m ent, since many econom ically inactive 
members of the target groups enter the market 
as a result of these programmes. Indeed, 
between 70 %  and 9 0 %  of the programmes’ 
beneficiaries have been women. Secondly, in 
order to generate more jobs, the wages paid 
should be higher and the programmes should be 
targeted at specific groups (e.g., heads of house­
hold), or should be concentrated in zones where 
unemployment is higher. Thirdly, policy effec­
tiveness is greater when the number of projects 
is larger and particularly when the projects 
involve the improvement of sites and services in 
marginal zones, when the projects’ effects are of 
a more permanent nature (as in the case of

irrigation works or the creation of new firms), 
and when a sufficient supply of complementary 
resources, in addition to labour has been made 
available. Fourthly, in order to avoid mismatch­
ing it is necessary to take into account personnel 
characteristics, as these considerations will influ­
ence the type of jobs to be created, the location of 
the projects and the working hours among other 
factors. Fifthly, the target groups will show a 
greater degree of interest if the projects are of 
direct benefit to the programme participants. 
Finally, as in the case of the informal sector, the 
institutional structure for the implementation of 
these policies should be such as to avoid the 
creation of large centralized bodies. In order to 
be effective, the operational scheme should be 
highly decentralized and as free as possible of 
political manipulation.

in
The present debate

The need to diminish the social cost of adjust­
ment will continue to be an im portant policy and 
research issue in the near future. However, 
changes in the economic and political situation 
make it necessary to take a fresh look at the 
factors involved. On economic grounds, the 
question is no longer how to prevent the cost of 
the short-run adjustment from being imposed 
on the poor, but rather how can the envisaged 
structural adjustment ensure that the solution of 
the historical social debt, which increased still 
further during the recent crisis, is not once again 
postponed. On political grounds, the re- 
emergence of democracy places increasing con­
straints on the traditional way of managing 
economic policies by decree, while social pres­
sures will be more difficult to put off.

T h e economic scenario has changed from a 
short-run to a structural adjustment. There are 
many reasons for this. First of all, a dramatic 
short-run adjustment has already been made by 
most of the countries in the region (at the cost of 
a 9 .5%  drop in per capita GNP between 1980 
and 1983). There is also a greater recognition of 
the failure of the short-run policy package to

create the necessary conditions for a longer-term 
recovery. T he expectations of a worldwide re­
covery which were the basis for the conventional 
policy prescriptions, have proved to be 
unfounded and the liquidity crisis has increas­
ingly become one of solvency. Finally, although 
the Latin American economy has apparently 
been on the road to recovery since 1984, the 
progress made this far has been insufficient and 
may be short-lived, since it is largely the result of 
falling oil prices and interest rates. Indeed the 
situation now seems to be reversing; per capita 
GNP as of 1987 was still 7 %  below its 1980 level, 
imports are 32%  lower than they were in 1981, 
and the effects of the recovery on unemployment 
and real wages have been insignificant.

T he proposed structural adjustment should 
incorporate new research and policy dimensions. 
The first such dimension relates to the impact of 
new technologies. The developed countries have 
been in the process of restructuring for more 
than a decade now, and the adoption of new 
technologies is affecting labour processes as well 
as labour organization. This aspect has received 
only marginal attention in Latin America, in



URBAN EMPLOYMENT: RESEARCH AND POLICY IN LATIN AMERICA / Víctor E. Tokman 123

spite of the rapid incorporation of new technolo­
gies taking place in modern sectors. Two issues 
seem to be im portant in this context. Firstly, 
there is a need to determine what effects the new 
technology is having on employment, including 
its impact on employment levels, as well as 
changes in the skill profile. Research on this 
aspect, which even in the developed countries is 
still inconclusive (Em m erij, 1987), should take 
into account the local characteristics of the pro­
duction structure and skill availability. Secondly, 
there is the issue of the organisation of labour 
processes. The greater flexibility of the produc­
tion process made possible by the new technol­
ogy promises to be one solution for problems of 
low productivity in the developed world, but it 
also affects labour relations and, particularly, 
labour legislation and protection. In response to 
this situation, policies aimed at reforming labour 
codes and social security systems are being sug­
gested, but in general they have not been based 
on a sound analysis of the existing situation or of 
the relevance of prevailing formulas to the spe­
cific characteristics of the region. These are areas 
in which joint efforts by the N orth and South 
could produce greater benefits.

Another area of interest is the management 
of economic policy instruments within a fram e­
work of structural adjustment. It is possible to 
analyse the effects of most such instruments on 
employment and income, but only two types 
need be mentioned here in order to illustrate the 
issue: public expenditure and wage policies. 
Undoubtedly, the possibilities of increasing pub­
lic expenditure will be limited in the future. 
Indeed, the need to keep fiscal deficits under 
control will probably require spending cuts. This 
lends greater importance to the criteria to be 
followed in order either to increase employment 
and equity and the role of the public sector as an 
employer, or, in the case of reductions in public 
spending, to lessen the effects on them.

A selective management of public expendi­
ture requires a knowledge of the impact that 
different factors or projects would have on 
employment and income. A number of studies 
have already been conducted on the employment 
effects of public investment (PREALC, 1984), as 
well as several studies on the impact of public 
expenditure on the poor (Foxley, Aninat and 
Arellano, 1979; Rodriguez, 1985; W ebb, 1973;

PREALC, 1976). This opens up greater oppor­
tunities for a more selective management and 
targeting of public expenditure, and under these 
circumstances, research done during the pre­
vious decade may well prove, as in the case of the 
informal sector, to be a useful input for policy 
design. This, in turn, generates additional 
research requirements.

T h e public sector has historically been an 
important employer in Latin America. Public 
employment has increased at faster rates than 
non-agricultural employment and its share has 
grown even more rapidly in those jobs per­
formed by the more educated (Echeverría, 1985). 
This has partly been the result of an increase in 
the functions performed by the public sector, but 
in part it has also been due to the fact that the 
sector has served as a buffer in order to diminish 
the social conflict associated with the inability of 
the private sector to create jobs at a required rate. 
If current trends continue, however, it is unlikely 
that the sector will be abie to play this m ajor role 
in the future, even if massive public employee 
lay-offs can be avoided. This opens up areas of 
analysis in which more research is needed. One 
such area relates to the question of public 
employees’ functions and incentives, particularly 
in a context where reductions in the wages paid 
in the sector affect its ability to attract personnel 
having the required skills and knowledge. 
Another concerns the impact that a less dynamic 
role for the public sector could have on the over­
all employment situation, on unemployment as 
such and on the demand for given skills. This, in 
turn, would involve a review of the educational 
system, particularly at university level.

T he second area of economic policy in which 
additional work is required is that o f wages. It is 
generally acknowledged that real wages have 
declined during the adjustment period. In many 
countries, the present wage level is below that 
which prevailed at the beginning of the 1970s. A 
key component of any strategy will thus be an 
adjustment of wages with a view to restoring 
them, at the least, to their pre-crisis levels. How­
ever, macro- and microeconomic constraints 
usually lead to the adoption of a common for­
mula under which, in the best of cases, wages are 
to be kept constant in real terms or, more often, 
further reduced. The constraints do indeed exist, 
but this approach is inconsistent with a policy
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aimed at diminishing the social debt. New 
options must therefore be found. To this end, 
research should be undertaken to explore, for 
example, the degree o f wage-structure flexibility 
which would allow for greater and differentiated 
readjustments in the minimum wage; the possi­
bilities and operational means of linking read­
justm ents to changes in productivity; and new 
methods of bringing about a dynamic redistribu­
tion of income and wealth through worker 
profit- or capital-sharing schemes.

The formulation of such wage policies will 
also heighten the need for further research into 
how labour markets function in developing 
countries. In the past, this has been an almost 
forgotten field of inquiry, inasmuch as it falls 
between the subject area of concern to those who 
have approached the employment problem from 
a growth and equity perspective and that of 
interest to those who have concentrated on a 
more traditional sort of labour market analysis. 
T he behaviour of employment and wages in 
segmented markets has, however, led to a search 
for alternative analytical frameworks in these 
cases. T he factors determining employment and 
wages seem to be different depending upon the 
segments involved, and their interrelationships 
are a m atter that is still under discussion. The 
setting of wages observed in more organized 
sectors transfers the weight of the adjustment to 
unemployment, while the marked accessibility 
of the informal sector makes wage and income 
flexibility the variables of adjustment. The 
choice between employment at low income lev­
els and open unemployment is not yet clear. 
Further research in this area will therefore be 
required for purposes of policy design, since con­

ventional analyses do not provide sufficient 
information in this regard.

Finally, the present political scenario also 
opens up more opportunities for interdiscipli­
nary research. Increased bargaining and partici­
pation by social actors will call for substantive 
efforts in many fields within Latin America. 
Firstly, an effort will have to be made to build up 
the institutional capacity of the agents involved, 
and this will require a fuller knowledge of the 
economic situation and an ability to deal with 
technical issues. Secondly, the stronger the 
agents involved, the more lasting and equitable 
will be the outcome of such negotiations, and 
this in turn creates a need for legitimacy. 
Thirdly, changes in government will also have to 
be made in order to establish the procedures for 
intervention in the event that it becomes neces­
sary, as well as in order to build up the human 
resources capacity required for such a step. 
Finally, those not represented by the traditional 
social actors (workers and employers), such as 
peasants and informal workers, should also be 
allowed to participate. This means that the con­
straints affecting them and, even more impor­
tantly, their demands must be identified. It will 
also require the design of more efficient institu­
tional means of attending to these demands, 
which are usually made at the local level. In turn, 
decentralization policies should be explored 
with a view to increasing the delivery capacity of 
the public sector. Finally, negotiations between 
established groups should go beyond questions 
of equity and consider job creation as an impor­
tant objective, since in the long run this will be 
the most effective way of assisting those now 
working in low productivity sectors.
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T h e  op tion represented by sm all and m edium-scale 
production has taken on the status o f a virtual para­
digm. As such, it is regarded as an effective alterna­
tive for coping with unem ploym ent and the shortage 
o f capital and for m axim izing entrepreneurial capa­
bilities and the flexibility of production.

T h e  subject o f sm all and medium -scale industry 
(SMI) is addressed in this article from  a variety of 
im portant and com plem entary angles. Follow ing a 
consideration o f the conceptual fram ew ork for SMI, 
th e  authors com pare the available evidence relating 
to  Latin A m erica with that p ertaining to the indus­
trialized countries. T h en , a fter evaluating three quite 
d istinct regional cases (Brazil, Colombia and C hile), 
they go on to analyse the successful experiences o f 
Ja p a n  and Italy. In the final section o f the article the 
authors set forth  som e proposals with respect to the 
potentials o f SMI in the region.

In order to analyse SMI from  the standpoint of 
industrial policy, it is essential to clarify and dispel 
the form al/inform al, traditional/m odern dichoto­
m ies and, in particular, that said to exist between 
m arginal enterprises and sm all enterprises operat­
ing on the basis of a capitalist approach.

T h e  available evidence at the international level 
indicates that there is no one standard pattern as 
regards the developm ent of SMI; rather, a variety o f 
successful experiences substantiate the view that SMI 
can function efficiently and make an effective contri­
bution to developm ent when social and institutional 
factors and elem ents o f econom ic strategy join 
together to support this option.

A selective prom otion o f SMI may thus play a 
substantive role in bringing about a transform ation 
o f production by contributing to articulation, techno- 
l o g i c a l  i n n o v a t i o n  a n d  e n t r e p r e n e u r i a l  
developm ent.
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The controversy surrounding Latin American 
industry in the 1980s, at a time of deep and 
prolonged economic crisis, has been strongly 
influenced by three very significant events. In 
outline, the first of these is related to the grow­
ing frustration felt with the results of the indus­
trialization process during preceding decades; 
the second has to do with the re-opening of the 
debate concerning the informal economy, the 
micro-entrepreneurial phenomenon, public pol­
icies and the role of the State apparatus; and the 
third event is the sweeping technological change 
which is now takeing place in the advanced coun­
tries’ systems of production.

The challenge represented by the need to 
restructure industry in the countries of the 
region is a broad-ranging one. In the short run, 
such a reorganization ought to contribute to an 
expansionary adjustment of the economy which, 
in the. longer term, will in its turn perm it a 
successful articulation with strategies for re­
directing development and make it possible for 
the region to assume an appropriate position in 
the new international context. This restructur­
ing should not only help to overcome the long­
stand ing d iseq u ilib ria  and asym m etries 
exhibited in so many different forms in the 
societies, economies and institutions of the Latin 
American nations, but should also take into 
account those external conditions which have 
taken shape most recently, such as the trends 
now being observed in the international econ­
omy, technological changes, the sharpening of 
competition and the dwindling flow of external 
financing.

As the situation in these economies becomes 
increasingly difficult, the use of small and 
medium-scale production units is fast becoming 
an option as one basic component of a new style 
of industrialization. Given the existence of 
widespread resource constraints, the explosive 
growth of the informal economy and of unem­
ployment, the disarticulation of markets, the 
inflexibility of various aspects of the production 
structure and the uncertain nature of entrepre­
neurial leadership, it is understandable that 
small and medium-scale industry (SMI) holds an 
irresistible attraction for a wide circle of analysts, 
politicians and planners.

Introduction
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Nonetheless, there is also an enormous gap 
between the hopes placed in this type of produc­
tive organization and the available evidence con­
cerning its real potentials. The current thinking 
as regards SMI in Latin America is, in our opin­
ion, seriously flawed in that it relies on ambigu­
ous conceptual underpinnings and makeshift 
descriptive and quantitative bases.

T he authors’ aim in preparing this article is 
to help realign the debate concerning SMI in 
Latin America, provide new inputs and clear up 
some common points of confusion. To this end, 
the article takes an exploratory tack in three

directions. These are, firstly, the suggestion of an 
analytical framework for analysing SMI from the 
standpoint of industrial policy; secondly, the 
compilation and analysis of the evidence per­
taining to some industrialized countries and to 
the Latin American region, with particular refer­
ence to Brazil, Colombia and Chile; and thirdly, 
the identification of the most promising pros­
pects for Latin America in the light of both the 
successful experiences of other countries (Japan 
and Italy) and the region’s unique features and 
p o te n t ia ls  w ith  re s p e c t  to  in d u str ia l 
development.

i

Contemporary thought concerning SMI

In the developing countries, the debate concern­
ing small-scale production was re-opened by the 
publication of an International Labour Organi­
zation study on Kenya in the early 1970s (ILO, 
1972).1 Since then, many more research projects 
have been done on the role of small and medium- 
scale enterprises and the impact they have on 
economic systems. These analyses, whether 
empirical or theoretical, have concentrated on 
describing the relationships between small and 
medium-scale enterprises and the other compo­
nents of the economic system, the economic 
characteristics and behaviour of these produc­
tion units and the obstacles that have held back 
their development (Schmitz, 1982). Yet the 
debate is still going on, and it comes as no sur­
prise that many opinions and results appear to 
contradict one another.

How small and medium-scale enterprises 
are defined and what possible role they are seen 
as playing in economic development particularly 
within the industrial sector, are closely related to 
the characteristics of the economic system con­
cerned. This article focuses on small and 
medium-scale industrial enterprises (SMIs), 
their role in the industrialized countries and the 
potentials they exhibit in the case of the develop­

1 Among the more comprehensive earlier works, see Staley
and Morse (1968) and Hoselitz (1959).

ing nations. Finally, a paradigmatic definition of 
small and medium-scale industrial enterprises 
will be proposed, and it is this definition which 
will be referred to throughout the article.

W ith regard to such a definition, it should be 
noted that the real indicators and variables 
which are actually used for the classification of 
firms are not the most appropriate ones for 
describing the characteristics of a productive 
organization. There is, inevitably, a gap between 
the qualitative description and the quantification 
of business enterprises. The standard of mea­
surement of the variables used to identify real 
enterprises needs to be simple and easily verifi­
able, as well as being based on suitable statistical 
sources. Since in real life it is an accepted fact 
that it is impossible to measure easily and fully 
all the identifying characteristics of a firm , ana­
lysts have opted for simple variables, such as the 
number of employees, the value of fixed capital 
or total sales.

In this article the following classification 
will be used: i) micro-enterprise: 10 or fewer 
em p loyees; ii) sm all en terprise:  10 -4 9
employees; iii) medium-scale enterprise: 50-99 
employees; iv) large enterprise: 100 workers or 
more.2

2O n  the basis o f  th is  c lassifica tio n , m any industries w hich are 
categorized as SMI in developed coun tries w ith large m arkets may
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1. The role o f SMI in 
industrialized countries

In the industrialized countries, the articulation 
existing among the various developmental 
actors is quite solid and permits a relatively more 
even blending of the economic performance of 
each part of the system, as well as ensuring its 
dynamism. In such economies, SMI is generally 
an integrated part of the industrial system.3 Ana­
lyses of the situation in the industrialized coun­
tries may be said to have arrived at some degree 
of consensus.4

The characteristics and potentials of SMI as 
regards the development of a given economic 
system have been discussed by various authors.5 
In this article, however, the discussion will be 
confined to only those major spheres in which 
SMI has played a significant role: dynamizing the 
production structure, technological progress and 
social development.

SMIs are generally more flexible than larger 
units thanks to the greater ease with which they 
are able to adjust their use of the factors of 
production to market conditions. This is particu­
larly true in the case of labour. For a variety of 
institutional reasons, it is easier for very small 
units to hire and dismiss personnel. In the 
remaining cases, the small numbers involved 
lessen the social reaction and any labour union 
action in response to dismissals, as well as the 
risk that bottlenecks may affect staff recruit­
m ent.6 They are also able to use capital more

be regarded as large enterprises in developing countries. In the 
United States and the Federal Republic of Germany, for example, 
small and medium-scale enterprises are considered -to be those 
employing fewer than 500 people; in Japan, the dividing line drops 
to 300 employees; in Chile, it is set at 50 and in Trinidad and 
Tobago, at only 25.

T o r  a statistical analysis o f th e im pact and econ o m ic p erfo r­
m ance o f SMI in som e industrialized co u n trie s ,see  th e th ird  section 
o f  th is article.

4In  the literature concerning SMI in these countries, produc­
tion units or business establishments are usually classified on the 
basis of fixed capital and/or the number of employees, with the 
latter being the most commonly used. Generally speaking, produc­
tion units having between 10 and 500employees a re categorized as 
SMI.

*See, inter alia , Hoselitz (1959), Anderson (1982), ECLAC
(1988), ECLAC/UN1DO (1986), Schumacher (1973), Berger and 
Piore (1980), Brusco (1982), Fua ( 1983), Ikon icoff (1986), Kaneda 
(1980) and Secchi (1985).

6See, for example, Brusco (1982), Storey (1983), Fua ( 1983)
and Berger and Piore (1980).

flexibly, since the absolute values involved are 
such as to permit swift decision-making; 
furthermore, SMIs can make use of a broader 
range of production techniques and equipment 
(i.e., second-hand machinery) since in their case 
the cost of adaptation is low. These enterprises 
are also flexible as regards demand; SMIs usually 
deal in small markets or market segments, and 
this allows them to meet any variations in 
demand with appropriate speed.

T he technological development of an indus­
trial system consists of innovations (in the pro­
cesses used, the product concerned or the form  of 
organization) and their dissemination. It is diffi­
cult, however, to set out parameters for identify­
ing an individual production unit’s contribution 
to the technological development of an overall 
system, and this, in the authors view, is one of 
the obstacles to the achievement of a general 
agreement as to the correct interpretation of the 
situation on an empirical basis. Nonetheless, in a 
number of cases the effective capacity of SMI for 
technological innovation has been demon­
strated.7 There does appear to be a consensus, 
however, as to the fact that SMI does play a 
highly important role in the dissemination of 
technology and in new technologies developed 
on the basis of advances in microelectronics and 
information sciences.8

7ln regard to the United Kingdom, see Pavitt, Robson and 
Townsend (1987). After analysing 4 000 "significant" innovations 
made in the United Kingdom between 1945 and 1983, the authors 
found that the coefficient of innovât ions/employees was above the 
average in enterprises having fewer than 500 employees and in 
those having more than 10 000 employees. Firms with 100-199 
employees had the highest ratio between their proportion of 
innovations and their share of employment in industry. The results 
are more significant at a greater level of sectoral disaggregation. 
Cohen, Levin and Mowery (1987) analysed the intensity of 
research and development in the United States. They concluded 
that the size yf the firm involved in these activities has no statisti­
cally significant effect on R & D intensity, but that firm size did 
affect the probability that such activities would be undertaken. In 
regard to Italy, see ECLAC ( 1988), which underscores the important 
contribution made by SMI to technological progress,particularly in 
the field of process-related innovations.

•Regarding the role of SMI in the development of technology 
in the OECD countries, see OECD ( 1982). Concerning the spread of 
technologies to the industrial system and decentralized systems of 
technological development, see Stohr( 1986). A great deal of litera­
ture is available on the subject of new technologies. The topics of 
the minimum scale of production a nd technical efficiency have a Iso 
taken on renewed importa nee; see, inter alia, Jacobsson and Sigurd- 
son (comps.) ( 1983),Jacobsson (1985), Bhalla and Dilmus (1986), 
Pérez (1985) and Kaplinsky (1983 and 1985).



130 CEPAL REVIEW No. 34 /  April 1988

Finally, the role of SMI in social develop­
ment should be mentioned. T he existence of 
broad networks of small and medium-scale 
enterprises in Italy and Japan, for example, has 
strengthened their socioeconomic articulation 
and social cohesiveness. In Italy, the spread of 
SMI and the characteristics of this process have 
permitted a good distribution o f  industrializa­
tion, a low level of concentration in urban areas, 
the maintenance of some degree of social equili­
brium during the process of economic change 
and a certain measure of institutional stability.9 
In Japan, the existence of an SMI structure which 
is particularly well integrated with that of large 
firms has facilitated a smooth process of eco­
nomic development and has created the condi­
tions necessary for the social changes needed in 
the country.

2. SMI in developing countries

The potentials and performance of SMI in devel­
oping countries have been much analysed; these 
studies have, however, arrived at what are often 
contradictory conclusions.10

The existing literature highlights the role of 
SMI in the economic and social spheres. As 
regards the former, SMI has been characterized 
as highly labour-intensive, flexible in respond­
ing to changes in the market and in technologies, 
energy-efficient and capable of taking advantage 
of local abilities and materials. It has also been 
stated that SMI contributes to a more equitable 
distribution of income, to a higher rate o f saving 
and reinvestment, and to the integration of the 
industrial structure. In relation to the social 
sphere, SMI has been portrayed as making a 
fundamental contribution to economic demo­
cracy by promoting social re-art icul a tion and 
participation, as fostering entrepreneurship, 
narrowing the gap between the small cottage 
industries of the informal economy and large

^Italy's stru ctu re o f p o litica l in stitu tio n s, w hich  did not take 
sh ap e until a fte r th e  Second W orld  W ar, has led to  a rapid indus­
tria l d ev elop m en t o f th e country. S ee  ECLAC/UN1DO (1986) and 
ECLAC (1988).

l0For an ex ten siv e  discussion of th ese sub jects and an exh au s­
tive b ib liography, see A nderson (1 9 8 2 ) , L ittle  (1 9 8 7 ) , Liedholm  
and M ead (1 9 8 7 )  and the classic w orks o f Staley  and M orse (1 9 6 5 ) 
and o f  H o se litz  (1 9 5 9 ) .

firms, and constituting an efficient mechanism 
for the déconcentration of ownership.11

Others, however, have taken more cautious 
positions and have sought to ascertain the actual 
scope of SMI and the accuracy of the above 
assertions.

Their doubts concerning the economic per­
formance of SMI are focused on three areas.12 
The first of these is the production efficiency of 
SMI. All the studies which have been done agree 
that the labour productivity of SMI is considera­
bly lower than that of large firms. Nonetheless, 
some analysts assert that there may be economi­
cally efficient technologies or combinations of 
factors which could raise the productivity of SMI. 
The debate on this point encompasses the entire 
and much-discussed subject matter of the influ­
ence of prices on the choice of production tech­
nologies, the distortion of the prices of factors of 
production and the elasticity of substitution 
between capital and labour (Ahluwalia, 1974). 
The question as to the degree of efficiency of SMI 
is not without importance, particularly in view 
of the existing constraints on resources for 
development (Little, 1987; Anderson, 1982).13

The second area of doubt, which is conceptu­
ally related to the above, concerns the sup­
posedly greater labour-intensiveness of the 
technologies used by SMI. Studies have been 
done which demonstrate, at an aggregate level, 
that small firms make a greater use of labour in 
relation to capital. However, cither research pro­
jects based on disaggregated analyses of the capi­
tal/labour ratio or the output ratio have 
concluded that in many cases SMI makes a 
greater use of capital per unit of output and per 
worker.1,1 W hile we will not go into all the criti­
cisms which have been directed at the theoretical

llSee , inter Staley and M o rse  ( 1968 ), S ch m tt2 ( 1982) and 
rUNDACOMUN, ILDIS and CORDIPLAN (1 9 7 8 ) .

1Jln  the past few years the W orld  Bank has gained a con sid er­
able am ount o f ex p erien ce in SMI assistance p rogram m es and in 
em p irical and conceptual research on the role played by such 
en terp rises. For a quite critical but n on eth eless very useful and 
clearly-presented study on the actual p erform an ce o f SMI in devel­
o ping coun tries, see L ittle  (1 9 8 7 ).

n R ates o f saving and re in vestm en t are o ften  h ig her in SMI, 
particularly in m edium -scale units (W h ite , 1978, p. 45).

u L ittle  ( 1987, p. 205 ) asserts that "it is not sufficient to show 
that SSE s [sm all-scale en te rp rises) use m ore labor and not m ore 
capital per unit o f output than do larger e n terp rises. T h is  being  so, 
one could as w ell em p loy  m ore w orkers to do n oth in g  in large 
factories as em ploy them  productively in  SSEs".
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assumptions underlying these approaches,15 two 
points should be taken into account: firstly, that 
the factors of production are not always uniform, 
and hence in certain cases SMI may use some 
factors which would otherwise go unused; and, 
secondly, that microeconomic analyses should 
also cover all the other elements, in addition to 
labour and capital, which go into the production 
of goods, particularly management and organi­
zation (W hite, 1978, p. 39; Stewart, 1977).

Finally, some analysts also question the pur­
portedly dynamic nature of the part played by 
SMI in technological progress. In this regard, it 
must be assumed that the evidence drawn from 
the experiences of industrialized countries holds 
true, inasmuch as the specialized literature does 
not contain analyses of specific cases in respect 
of developing nations. This lack notwithstand­
ing, it is worthwhile noting that SMI may be of 
importance in the deployment of entrepreneur­
ial capabilities and in the dissemination of tech­
niques through the process of "learning by 
doing”.16

In the authors’ opinion, the existence of var­
ious characterizations of the actual contribution 
to development made by SMI is due to the fact 
that both the economic and social efficiency of 
SMI, as well as the role it may play, depends upon 
the socioeconomic context. The uniqueness of 
each situation and economic and social system 
militates against the applicability of categorical 
statem ents in this respect.17

The second problem relates to the great var­
iety of different definitions, both from a concep­
tual standpoint and in terms of the unit of 
analysis. The aggregate referred to as "SMI” 
encompasses a number of categories and con­
cepts which describe intersecting situations and 
structures which are virtually impossible to dis­
sociate from one another.

' 'S e e  A h lu w a lia  ( 1 9 7 4 )  an d  a  n u m b e r  o f  th e  o th e r  stu d ies 
p r e s e n te d  in  th e  s a m e  v o lu m e ; S te w a r t  a n d  S t r e e r e n  ( 1 9 7 1 ) ;  S te ­
w a rt ( 1 9 8 5 ) .

16A n  e f f o r t  is  n ow  u n d erw a y  to  c o n c e p tu a liz e  th e  d y n a m ic  
p ro ce s s  o f  e n d o g e n o u s  te c h n o lo g ic a l  a n d  in d u str ia l d e v e lo p m e n t, 
w h ic h  is re fe r re d  to  in  ECLAC stu d ie s  as  th e  "e n d o g e n o u s  te c h n o ­
lo g ica l d y n a m iz a tio n  n u c le u s”. S e e  ECLAC ( 1 9 8 5 ) .  A b r ie f  d iscu s­
s io n  o f  th e s e  s u b je c ts  is  fo u n d  in  G > rte lle s e  ( 1 9 8 6 ) .

1'N e v e r t h e le s s ,  a n a ly s e s  o f  p a st e x p e r ie n c e s  a re  v ery  u sefu l in  
fo r m u la tin g  h y p o th e s e s  as  to  th e  p o te n t ia ls  o f  SM I, b ased  o n  th e  
c o n te x t  in  q u e s tio n .

The basic problem comes down to being one 
of clearly specifying precisely what type of enter­
prise is being referred to when discussing the 
potentials and role of SMI in economic develop­
ment and when designing policies to promote 
SMI.18

3. The need for a clear definition of 
the concepts involved

In the debate concerning SMI, categories for 
which no explicit definitions are generally given 
are used to describe opposing structural situa­
tions. Thus, use is made of terms such as infor­
mal and formal, traditional and modern, urban 
and rural, small and large-scale enterprise. A 
classification based on types of firms necessarily 
involves a consideration of some qualitative fea­
tures. These characteristics stem from the way in 
which the production activity is structured, and 
the analysis of this structure may be undertaken 
from the standpoint of either the firm ’s internal 
organization or its external relations.

In the latter case, it is important to consider 
the firm ’s market relations, those it establishes 
with other production units, its relationship to 
the socioeconomic context, and the strategy 
involved.19

Business enterprises establish relationships 
with markets in order to sell their products and 
to buy factors of production and inputs. In most 
developing countries, the markets for factors of

l8T h e r e  is a g r e a t  d ea l o f  l i te ra tu r e  c o n c e r n in g  th e  re a s o n s  fo r  
p o lic ie s  in  su p p o r t  o f  SM I. F o r  e x a m p le , s e e  S ta le y  an d  M o rse  
( 1 9 6 5 ) ,  H o s e li tz  ( 1 9 5 9 ) ,  A n d e rs o n  ( 1 9 8 2 )  a n d  th e  m an y  W o r ld  
B a n k  p u b lic a t io n s  o n  th e  su b je c t.

T h e  d e f in it io n  o f  SM I w h ic h  is used is a ls o  fu n c tio n a l in  te rm s  
o f  in d u str ia l p o licy  o b je c t iv e s . T h u s ,  fo r  e x a m p le ,  i f  th e  a im  is  to  
in c re a s e  e m p lo y m e n t  in  th e  s h o r t  ru n , an  im p e tu s  sh o u ld  b e  
p ro v id e d  fo r  m ic ro -e n te r p r is e s , d e f in e d  o n  th e  b a s is  o f  a low  
c a p ita l c o s t  p e r  w o rk e r . If, h o w e v e r , th e  a im  is to  g a lv a n iz e  th e  
in d u str ia l s y s te m , th e n  th e  a p p r o p r ia te  p o licy  to o l m ay  b e  o n e  
d ire c te d  a t fo s te r in g  th e  sp rea d  o f  m o d e rn  SM I, A n  e x a m in â t  ion  o f  
L a tin  A m e r ic a n  e x p e r ie n c e s  w ith  th e  d e s ig n  o f  p o lic ie s  fo r  SMI 
sh o w s  th a t  in m o s t  c a se s  th e  o b je c t iv e  h a s  b e e n  a s h o r t - te r m  
re d u c tio n  in  u n e m p lo y m e n t, w ith  th e  a s s u m p tio n  b e in g  th a t  SM I 
u se  tra d itio n a l ,  la b o u r -in te n s iv e  te c h n o lo g ie s ; th e s e  p o lic ie s  are  
th e r e fo r e  ta rg e te d  a t  e n te r p r is e s  w h o se  s ca le s  o f  p r o d u c tio n  a re  
v ery  s m a ll. H o w e v e r , th is  o b je c t iv e  is n o t e x p l ic i t ;  o n  th e  co n tra ry , 
w h ile  it is  su p p o se d  th a t  th e  g o a l is t o  d e v e lo p  SM I b u t, in  rea lity , 
th e s e  u n its  g e n e ra lly  do n o t re c e iv e  th e  in te n d e d  b e n e f its .

I , lt  sh o u ld  b e  b o rn e  in m in d , th a t  th e s e  e le m e n ts  a re  in te rd e ­
p e n d e n t r a th e r  th a n  a u to n o m o u s .
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production are highly segmented.20 Thus, in the 
labour market there are segments of supply 
which may be of no more than marginal interest 
to large enterprises: the female labour force, 
unskilled manpower, young people, immigrants, 
etc. The capital market is relatively oligopolistic: 
intermediation between the supply and demand 
for capital is not a free-flowing process (as is also 
true of the availability of information) and 
depends on an organization which sometimes 
overvalues risk. T he markets for the sale of pro­
ducts are also quite heterogeneous. One differen­
tiating factor is the scope and distance of the 
markets, which may be either local and restricted 
or more extensive, and either national or inter­
national. A nother factor influencing the seg­
m entation of demand is the income level of 
consumers, since this dictates the characteristics 
of the products required.

The relations which firms have with the 
other economic actors and their relationship to 
the socioeconomic context determine the way in 
which production is organized. An enterprise’s 
relations with other firms may be competitive, 
complementary or based on subcontracting and 
may either involve a high degree of economic 
and strategic dependence (directly, as in the case 
of subcontracting, or indirectly, in respect of 
which entity sets prices) or take the form of 
relations between autonomous units.21 The 
types of relations established with the State and 
its institutions, with the economy and with the 
society vary from one enterprise to another. 
These firms may occupy a position within the 
prevailing legal system, take advantage of benef­
its and fulfill duties defined by the State, or may

i0T o k m a n  ( 1 9 8 7 )  p ro v id e s  a c o m p r e h e n s iv e  re v ie w  o f  th e  
d e b a te  c o n c e r n in g  th e  r e la t io n s h ip  b e tw e e n  th e  c h a r a c te r is t ic s  o f  
t h e s e  e n te r p r is e s  a n d  m a r k e ts  fo r  fa c to r s  o f  p ro d u ctio n .

“ T h is  s u b je c t  is a v ery  b ro a d  o n e  a n d  w a rr a n ts  a stud y o f  its 
o w n . T h e r e  is n o  a g r e e m e n t  as  to  th e  n a tu re  o f  th e se  re la tio n s . 
S o m e  e x p e r ts  th in k  th a t  a d e p e n d e n t r e la t io n s h ip  e x is t s  a m o n g  
t h e s e  u n its  s im ila r  to  th a t  se e n  b e tw e e n  in d u str ia liz e d  an d  d e v e l­
o p in g  c o u n tr ie s , w h ile  o th e r s  a s s e r t  th a t  it  is  p o s s ib le  (an d  in  fa ct 
h as o c c u rr e d )  fo r  m ic r o -e n te r p r is e s  to  m a in ta in  a u to n o m o u s  re la ­
tio n s  w ith  la rg e r  e n te r p r is e s .  S t ill  o th e r s  a rg u e  th a t  s o m e  ty p e  o f  
c o m p le m e n ta r ity  is  fe a s ib le . S e e  T o k m a n  ( 1 9 7 8 ) ,  S te e l an d  T a k a g i 
( 1 9 8 3 )  a n d  B a y ce  ( 1 9 8 4 ) .  F o r  a re v ie w  o f  th e s e  s u b je c ts , see  
T o k m a n  ( 1 9 8 7 ) .  T h is  s u b je c t  in v o lv e s  c o n s id e r a t io n s  re la t in g  to  
m a r k e t  c h a r a c te r is t ic s ,  c o r p o r a te  s tra te g ie s , tre n d s  d u rin g  d if fe r ­

e n t  p e rio d s  o f  th e  e c o n o m ic  cy c le , e tc.

operate outside the system. They may utilize the 
natural resources and some characteristics of the 
local markets to a greater or lesser extent and, 
finally, may either become deeply involved in the 
social environment and so take advantage of the 
local characteristics of the labour force or some 
cultural traditions, or may remain uninvolved in 
this respect.

As regards corporate strategies, a firm may 
have as its objective the maximization of total 
income, rather than aspiring to a level of profit 
such as that defined in capitalist terms (Tokman, 
1987) or may adopt a survival strategy by which 
it seeks to maintain a minimum income (Cornia, 
1987). It may also strive to increase its scale of 
production or simply to maintain the existing 
one. In addition, corporate strategies are differ­
entiated by the time period they cover. The deci­
sions taken in these respects will have an 
important influence on the way in which produc­
tion is organized.22

An enterprise’s form of internal organiza­
tion is determined by the functions it performs 
and by the relationships that exist among factors 
of production. The functions of managing and 
directing an enterprise may be performed by a 
unit composed of professionals and/or by the 
entrepreneur, and may entail differing levels of 
complexity. The relationship between a firm ’s 
management and its workers and employees 
may be one of collaboration, thereby allowing for 
different degrees of information exchange and 
of the integration of capabilities, or may be 
markedly hierarchical or personalized. Finally, 
the capital/labour ratio may be of differing lev­
els according to the composition of production, 
of the financial resources invested and of the

“ A n o t h e r .a s p e c t  o f  c o rp o r a te  s tra te g y  re la te s  to  a f i r m ’s 

p o s it io n  in  th e  m a rk e ts  w h e re  it s e lls  its  p ro d u cts . T h is  to p ic  is 
re le v a n t to  th e  d e f in it io n  o f  a n  SM I "p a r a d ig m " ,  b u t is to o  e x t e n ­

s iv e  to  e x a m in e  in  d eta il h e re . N o n e th e le s s ,  m e n t io n , m ay b e  m a d e  
o f  a few  o f  th e  o p in io n s  held  o n  th e  s u b je c t. In  p a r tic u la r , th e r e  are  
th o s e  w h o  b e lie v e  th a t  SM Is m ay  p o s it io n  th e m s e lv e s  in in te rs t ic e s  
o f  m a rk e ts  w h ic h  la rg e  e n te r p r is e s  h a v e  a b a n d o n e d  b e ca u se  th ey  
a re  o f  n o  in te r e s t  to  th e m  (T o k m a n , 1 9 7 8 ;  B a y ce , 1 9 8 4 )  an d  th o se  
w h o  fe e l th a t  — d e p e n d in g  u p o n  th e  b ra n c h  o f  p ro d u ctio n  

in v o lv e d , th e  q u a lity  o f  th e  e n te r p r is e  a n d  th e  o r g a n iz a t io n  o f  th e  
m a rk e t in  q u e s t io n —  SM Is m ay b e  a b le  to  c o m p e te  w ith  larg e  
e n te r p r is e s  e v e n  w h e n  th e  re s p e c t iv e  p ro d u cts  a re  n o t  e n tire ly  
s u b s titu ta b le  fo r  o n e  a n o th e r  ( S te e l  an d  T a k a g i , 1 9 8 3 ) .
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techniques used (Staley and Morse, 1968, 
chap. I) .2Î

In summary, when viewed from the stand­
point of their internal organization, firms may 
be classified according to the following scheme 
(only the most commonly-used terms are 
included here, rather than all the relevant 
terminology):

H o u s e h o ld
p ro d u c tio n

sy s te m

C o tta g e -
in d u stry
sy s te m

D is p e rs e d

p ro d u c tio n
s y ste m

F a c to ry

s y ste m

1. P ro d u c tio n 2 . H o u s e h o ld - 4 . H o u s e h o ld - 6 . S m a ll
fo r  o w n b a sed b ased fa c to ry
use c o tta g e in d u str ia l 7. M e d iu m -

in d u stry w o rk sca le
3. W o r k s h o p - 5. S m a ll fa c to ry

b a se d d e p e n d e n t 8 . L a rg e
c o tta g e
in d u stry

o r  q u a si- 
d e p e n d e n t 
w o rk s h o p

fa c to ry

One useful distinction is that of small, 
medium-scale and large enterprises. This classi­
fication cannot be rigid, but it should refer to 
some of the elements which have been described 
in the literature as being characteristic of firms 
of different sizes.

According to this scheme, small enterprises 
are those which, in so far as their internal organ­
ization is concerned, correspond to number 6, 
although they may display some of the features 
attributed to number 5. In these cases, the owner 
performs all (or a large part) of the activities 
involved in the management of the firm, and the 
enterprise’s success is therefore closely linked to 
his entrepreneurial capabilities. The capital/la­
bour ratio is low, although it varies according to 
the branch of production concerned, and the 
firm maintains a high level of technological flex­
ibility. As regards their external relations, these 
enterprises normally choose nearby markets for

J ) T h e s e  e le m e n ts  a re  m a n ife s te d  in  v a r io u s  c o n c re te  w ays, 
in c lu d in g  th e  fo rm  o f  o w n e rs h ip , w h ic h  h as a s ig n if ic a n t  in f lu e n c e  
o n  th e  o r g a n iz a t io n  o f  p r o d u c tio n . O t h e r  d if fe r e n t ia t in g  fa c to rs  

re la te  to  te ch n o lo g y , w h ic h  m ay b e  tra d itio n a l a n d  th u s s im ila r  to  
th a t  used in g e n e r a t io n s  p a s t, o r  m o d e rn  an d  th u s  c lo s e r  to  th e  
te c h n o lo g ic a l " f r o n t ie r " .  A n o t h e r  fa c to r  is th e  f i r m ’s e ff ic ie n c y  o r 
lack  th e r e o f ,  w h ic h  is n o t n e c e s sa r ily  re la te d  to  its  m o d e rn ity  o r  

trad  i tio  nal ity , s in c e  d e p e n d in g  o n  th e  b ra n c h e s  o f  p r o d u c tio n  and 
m a r k e ts  in v o lv e d , th e r e  m ay b e  tra d itio n a l te c h n o lo g ie s  w h ich  are  

a ls o  e f f ic ie n t .

the sale of their products, although they may 
achieve national coverage or even export (in this 
case too, past experience indicates that the 
potentials depend on the branch of production 
involved). Generally speaking, the objective of a 
small enterprise’s strategy is not growth in 
terms of a more complex organization and a 
larger scale of production.24 The form of owner­
ship is predominantly individual or that of a 
simple partnership.

The basic difference between a medium- 
scale enterprise and a small firm is one of stra­
tegy, in that the former seeks to increase its scale 
of production and broaden its markets. In a 
medium-scale enterprise, managerial functions 
are usually performed by more than one person, 
and its form of organization is necessarily more 
complex. Nonetheless, these units do maintain a 
certain degree of flexibility with respect to 
production.

A large enterprise is an industrial structure 
of a relatively large scale whose operational 
organization is diversified into specific units; its 
ownership structure is generally complex, and 
its organization of manpower is based on the 
division of labour. The strategy of such an enter­
prise is similar to that referred to in economic 
terminology as that of oligopoly or of imperfect 
competition, and it is usually active on national 
and international markets.

In the light of the above, the validity of some 
of the "adjectives" normally used to define SMI 
may be determined.

One aspect to be considered in this regards is 
the formal/informal dichotomy. An informal 
enterprise is characterized by "a rudimentary 
organization, lacking any clear-cut division of 
labour or of the ownership of the means of 
production; indeed, very little capital is commit­
ted and few skills are required. As regards its 
position in the market, it has ready access to 
competitive markets and to the ground level of 
concentrated markets; in these markets, because 
of the possibility of competition, average income 
is the adjustment variable. Given the limited size

i4S e e  E v a n s  ( 1 9 8 7 )  an d  K u m a r  ( 1 9 8 3 ) .  T h e  a u th o rs  a g re e  
th a t th e  ra te s  o f  g ro w th  o f  sm a ll p ro d u c tio n  u n its  vary  w idely. 
H o w e v e r , th is  ten d en cy  d is a p p e a rs  as  th e  s iz e  o f  th e  f irm s  in  
q u e s t io n  in c re a s e s . In a n y  e v e n t,  th e  re la t io n s h ip  b e tw e e n  f irm  size  
an d  g ro w th  is lin k ed  to  th e  e c o n o m y 's  s ta g e  o f  d e v e lo p m e n t.
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of the market, the greater the surplus of man­
power, the lower the income earned by each 
person working in the sector” (Tokman, 1987). 
These enterprises’ objective is to maximize 
income, and they tend to adopt a survival stra­
tegy (Cornia, 1987). However, this definition 
covers micro-enterprises as well, despite the fact 
that such firms are registered in censuses and 
maintain "form al” relations with markets and 
with the socioeconomic context. Enterprises are 
regarded as "inform al” if they do not maintain 
relations with the State because they are 
attempting to evade, either totally or partially, 
the legal regulatory system of taxation.25

Finally, enterprises may be either modern or 
traditional. Generally, there is an implicit 
assumption that an enterprise is modern if it 
utilizes high technology and that large enter­
prises are modern while micro- and small enter­
prises are traditional. Nevertheless, many 
studies have been done which demonstrate the 
existence of large enterprises that use traditional 
technologies and of small enterprises that are in 
the technological vanguard. Moreover, the 
modernity of an enterprise is measured not only 
in terms of the technologies it employs, but also 
on the basis of the way in which its production is

organized, the dynamism of the relations it 
establishes with the economy and the activeness 
of its role in the industrial development of a 
system.

The basic hypothesis proposed in this study 
is that a balanced industrial system is made up of 
enterprises of differing types and sizes and that 
modern SMI is a good means of making that 
system more dynamic and of improving its inter­
nal articulation. Industrial policy should there­
fore take into account the functional differences 
among the various types of enterprises. In this 
article, consideration is given to that segment of 
SMI composed of modern enterprises or firms 
with the potential to undertake a modernization 
process.26

For our purposes here, SMIs will be defined 
in terms of the number of employees, since this 
indicator is easy to use and- makes it possible to 
identify production units with a scale of produc­
tion which is linked to an organization’s level of 
complexity. This method of defining SMI 
undoubtedly fails to include all the variables 
specified above; nevertheless, it does provide a 
valid indicator for evaluating policy efficiency 
and studying the evolution of an industrial 
system.

II
SMI in Latin America

1. SMI in the countries o f 
Latin America and the OECD

SMI has traditionally been an important part of 
the industrial structure of many countries, where 
it has represented more than 4 0 %  of total 
employment (see table 1). Hence the interest 
this subject has aroused in the ongoing debate 
concerning industrial policy and economic 
development.

“ These are without question the enterprises which are most 
frequently referred to when micro-enterprises are under consider­
ation. The role of the State in the economy is of enormous impor­
tance in regard to the definition of policies and strategic options, 
but it is not a subject which can be analysed in this article. However, 
a critical reading of the research project on Peru conducted by De 
Soto (1987) is recommended to the reader.

In analysing the available information con­
cerning the OECD countries, two basic pat­
terns clearly emerge from the range of 
experiences of these nations: on the one hand, 
there is the pattern represented by Italy and

J6C e rta in ly , in  m a n y  d e v e lo p in g  c o u n tr ie s  e n te r p r is e s  h a v in g  
a lim ite d  sca le  o f  p ro d u c tio n  a re  fo r  th e  m o st p a r t  in e f f ic ie n t  and 

te ch n o lo g ic a lly  b e h in d -th e - t im e s , b u t th e s e  a re  n o t in e v ita b le  c h a r ­
a c te r is t ic s  o f  SM Is, T h e r e  a re  c a se s  o f  in d u str ia l d e v e lo p m e n t  in 
w h ic h  SM Is a re  in  n o  w ay o u tsh a d o w ed  by la rg e  e n te r p r is e s  in  
te rm s  o f  p ro d u ctiv ity  te c h n ic a l e ff ic ie n c y  an d  d y n a m ism . F u r th e r ­
m o re , w h e n  sp e a k in g  o f  in d u str ia l p o licy , o n ly  th o s e  e n te r p r is e s  
a re  reg ard ed  as b e in g  u sefu l fo r  d e v e lo p m e n t w h ich  a re  in  a 
p o s it io n  to  p r o m o te  it an d , th u s , a s s is ta n c e  p r o g ra m m e s  fo r  " i n e f ­
f ic ie n t  an d  n o n -d y n a m ic "  SM Is p u rsu e  so cia l an d  e m p lo y m e n t  
o b je c t iv e s  ra th e r  th a n  th e  d y n a m iz a tio n  o f  th e  in d u str ia l sy ste m . 
S e e  liCLAC ( 1 9 8 8 )  an d  M e lle r  ( 1 9 7 6 ) .
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Table 1

SH A RE O F SM I IN  FO R M A L  IN D U S T R IA L  E M P L O Y M E N T , B Y  FIR M  SIZE 
B A SE D  O N  N U M B ER  O F EM PLO Y EES

(P erc en ta g es }

Country Y ears
Firm s

Em ploym ent
(thousands)Under

10
Under

100
Under

200
Under

500

In d u strialized  co u n tries

Federal R epublic of Germ any 1984" 18.0 30.0 50.0 8 614
Be Igium 1982 45.7 905
D enm ark 1976ft 55.4 72.2 505
U nited  States 1976 32.0 44,6 21 817
France 197 2 ‘ 39.0 60.2 5 269

Jap an 1981rf 18.6 5 9 2 74.3 13 8 5 0
Italy 1981 23 .0 59-3 69.4 80.4 5 819
Sweden 1978'' 40.7 59.2 984
U nited  Kingdom 1981 33.9 5 773

L atin  A m erican  cou n tries

A rgentina 1984f 19.6 55.6 74.3
Brazil 1980 10.8 46 .0 65.7 80.4 4 91 8
Colombia 1984'' 18.0 46.5 59.4 7 6 .6
Costa R ica 1975/ 12.8 48.5 58.7
C hile 1984 15.0 53.6 68 .0 86.7
Ecuador 1981 39.7 62 .0 72.9 86.1
El Salvador 1976** 51.7 65.7 89.0
M exico 1975 16.8* 38.0 69.7 1 6 7 7
Peru 1973 19.6 48 .8 62.3 79.6 253
Uruguay 1978 15.0 51.0 65 .0 81.0 183
Venezuela 1984'’ 20.0 53.7 433

Source: F o r  L a tin  A m e r ic a , Ita ly  an d  F e d e ra l R e p u b lic  o f  G e rm a n y : n a tio n a l ce n su se s . F o r  C h ile : W o r ld  B a n k , Chile: small and medium 
industry project, Ju ly  1 9 8 5 . F o r  O E C D  c o u n tr ie s : O E C D , Innovation in small and medium firms, P a r is ,  1 9 8 2 . F o r  B e lg iu m : lit tides 
d'expansion. N o . 2 9 8 , 1 9 8 4 . F o r  A rg e n t in a  ( 1 9 8 0 ) :  W o r ld  B a n k , Argentina: St rat eg)' towards industrial and export development,
S e p te m b e r  1 9 8 5 . D a ta  c o n c e r n in g  to ta l e m p lo y m e n t  in  O E C D  c o u n tr ie s : O E C D , Labour force statistics, P a r is ,  1 9 8 3 .

“D o e s  n o t c o v e r  f irm s  h a v in g  fro m  1 to  19  e m p lo y e e s .
'’D o e s  n o t c o v e r  f irm s  h a v in g  fro m  0  to  5 e m p lo y e e s .
'D o e s  n o t c o v e r  f irm s  w ith  few e r th a n  1 0  e m p lo y e e s .
‘'C o v e rs  f irm s  h a v in g  fro m  0  to  2 9 9  e m p lo y e e s . 
f 3 0 0  e m p lo y e e s  a n d  o v e r.
^Figures fo r  f irm s  w ith  0 - 1 0  e m p lo y e e s  a re  e s t im a te s .

* F r o m  1 0 0  to  4 9 9  e m p lo y e e s .
* F r o m  1 t o  15 e m p lo y e e s .

Japan, where SMI is an important part of the 
industrial structure; on the other hand, there is 
that of the Federal Republic of Germany and the 
United States, where the presence of SMI is 
significantly less notable aand where there is a 
definite predominance of conglomerates which 
are highly diversified both horizontally and ver­
tically. The use of indicators of participation in 
industrial activity brings out the difference in 
patterns of firm  size even more clearly. E sti­

mates for the early 1980s indicate that enter­
prises employing fewer than 200 people 
accounted for a 20%  share of industrial sales in 
the Federal Republic of Germany, whereas in 
Italy such firms had a 6 5 %  share.27

^ I n fo r m a t io n  o b ta in e d  fro m  C O N F1N D U ST R IA , Sesto Rap­
porta, R o m e , 1 9 8 3 , an d  S ta t i s t is c h e s  B u n d e s a m t, F e d e ra l R e p u b lic  
o f  G e rm a n y , 1 9 8 6  ce n su s  d a ta .
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T he cases of the other industrialized coun­
tries represent a number of variations on these 
themes: the situation in the United Kingdom is 
fairly similar to that of the Federal Republic of 
Germany, while the experiences of France, Bel­
gium, Denmark and Sweden are more like those 
of Japan and Italy, The data also indicate that 
industries employing more than 500 people 
accounted for over 50%  of employment in the 
Federal Republic of Germany and the United 
States, whereas in Italy, Japan and Denmark the 
corresponding figure was less than 30% .

As in the case of the industrialized nations, a 
variety of situations are to be found in the coun­
tries of Latin America with the difference that in 
some of them the stratum of micro-enterprises 
is significant. On one side, there are the econo­
mies (such as El Salvador, Ecuador and, to a 
lesser extent, Peru) with a less developed indus­
trial sector in which nearly one-half of total 
employment is in formal micro-enterprises 
(fewer than 10 employees). On the other, there 
are the more industrialized economies such as 
Brazil, Mexico, Colombia and Venezuela in 
which large enterprises (over 100 employees) 
account for an important share of employment 
(around 60 %  of all industrial jobs) and which 
thus exhibit a distribution pattern similar to that 
of the Federal Republic of Germany. A third 
category is made up of countries at an interm e­
diate level of industrialization, and it is in these 
countries (the most notable examples being 
Chile, Argentina and Uruguay) that SMI carries 
the greatest relative weight.

T h e above facts, when considered in combi­
nation with the specific features of each of the 
countries, suggest the existence of some type of 
relationship between firm  size, on the one hand, 
and industrial dynamism, articulation and 
underemployment, on the other.28 Micro­
enterprises have a greater presence in those 
countries exhibiting an insufficient process of 
accumulation and unstable industrial growth; as 
a result of these circumstances, in the 1980s 
these countries have recorded the highest rates 
of underemployment in the region. The pres-

26The term "underemployment” is understood as referring to 
the performance of work whose productivity, as well as the earn­
ings it provides, is insufficient and/or which does not adequately 
utilize workers' capabilities. See PREALC (1982).

ence of large enterprises is most significant in 
the countries which have experienced greatet 
industrial growth but which also suffer from the 
highest levels of social disarticulation, measured 
in terms of unequal distribution (Chenery et al, 
1974; García, 1984; Fajnzylber, 1987). In con­
trast, SMI are an important presence in the 
industrial structures of countries which have tra­
ditionally had high levels of urbanization, indus­
tr ia liz a tio n  and articu la tio n  but w hose 
economies have stagnated in the course of the 
past few decades.29

Judging by the figures, the entrepreneurial 
structures of some Latin American countries 
have similarities to those of the industrialized 
riations; however, the substantially different 
contexts associated with these two groups of 
nations must not be overlooked. There have 
been enormous structural differences between 
the growth and accumulation processes of the 
two, the specific features of their incorporation 
of the labour force, the articulation of their pro­
duction systems and their attitudes to technical 
progress. Although it is not our purpose here to 
delve into each of these subjects, the prevailing 
feeling, although it varies somewhat from one 
country to another, is that the industrialization 
strategies used in Latin America have fostered 
the re-creation of a production apparatus having 
many features that are dysfunctional in relation 
to local needs and resources, with limited dyna­
mism and low levels of productivity and compe­
titiveness, and that over time this has weakened 
the production base and diminished these coun­
tries’ ability to create new enterprises and jobs.î0

The most visible and controversial pheno­
mena in this respect are the important role of 
the urban informal sector and the low productiv­
ity of the modern sector. If the category of micro­
enterprises is extended to include informal 
employment in industry, which by definition is

29During the period 1950-1980, the average growth rate for 
the manufacturing industry was: Brazil, 8.3% ; Mexico, 7.5% ; 
Colombia, 6.0% ; Venezuela, 7.2% ; Chile, 3.6% ; Argentina, 3.6% ; 
and Uruguay, 2 .6% , while the average for Latin America was 6.7% 
(EC LA C ). The most significant levels of underemployment are 
found in Ecuador, 62% ; Peru, 51.6%; and El Salvador, 49% ; these 
rates are much higher than the regional average (38% ). The above 
figures represent the percentage of the economically active popula­
tion which is subject to underemployment (P R E A L C ).

,0For a more detailed discussion of the subject, see Fajnzylber 
(1983 and 1987), Ikonicoff (1987) and Vuskovic (1985).
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Table 2

D IS T R IB U T IO N  O F T O T A L  IN D U S T R IA L  E M P L O Y M E N T  B Y  FIR M  SIZE

( P erc en ta g es )

Country and year
N um ber of em ployees

Level o f 
industrialization0 - 9

and inform al 10 - 99 100 
and over

Large co u n tries
A rgentina (19 8 4 ) 43.7 25.2 31.1 27.1
Brazil (19 8 0 ) 38.3 24.3 37.4 29.1
M exico (1 9 7 5 ) 54.1 11.5 34.4 24.3

M ed iu m -sized  co u n tries
Colom bia {19 8 4 ) 46.7 18.5 34.8 20.2
Chile (19 8 4 ) 40.5 27.0 32.5 21.3
Peru (19 7 3 ) 55.3 16.2 28.5 24.3
Uruguay (19 7 8 ) 26.1 31.0 42 .9 26.6
Venezuela ( 1984) 32.0 28.7 39.3 19.7

Sm all co u n tries
Costa R ica  (1 9 7 5 ) 33.7 27.1 39.2 20,1
Ecuador (19 8 1 ) 51.7 17.8 30.5 23.1
El Salvador ( 1976) 65 .8 9.9 24.3 19.9
Source:  Manufacturing censuses and industrial surveys. The data on total employment were calculated on the basis of information provided 

by 11.0 and ECLAC. Levels of industrialization were obtained from the Joint ECLAC/UN1D0 Industry and Technology Division.

not reflected in censuses of the manufacturing 
industry,31 then the distribution of firms by size 
becomes markedly skewed (see table 2). On this 
basis, the proportion of employment in the 
manufacturing sector accounted for by micro­
enterprises ranges from 2 6 %  in Uruguay to 
6 6 %  in El Salvador, with the share of employ­
m ent corresponding to m icro-enterprises 
increasing the most in Peru, Mexico and 
Colombia.

In order for the comparison between SMI in 
the Latin American and the industrialized coun­
tries to be a more realistic one, however, it is also 
necessary to take into consideration the socio­
economic contexts involved.

2. Brazil, Colombia and Chile

There are a number of trends and features which 
are characteristic of the Latin American pattern 
of industrialization. The trends observed during

JlIn many cases this limitation is due to the lack of industrial 
censuses or to their incomplete coverage. These estimates are 
based on data provided by industrial surveys and sectoral employ­
ment figures calculated by 1LO on the basis of population censuses 
and household surveys.

the past three decades have been associated with 
rapid urbanization, an increase in the rate of 
investment and the degree of industrialization, a 
failure on the part of modern sectors to create 
enough jobs, and a widening of the productivity 
gap between the modern industrial sector and 
services. Common traits have included a position 
in the international economy which is based on 
natural resources, the establishment of an indus­
trial structure oriented towards the domestic 
market, the desire to reproduce consumption 
patterns typical of the advanced countries and 
the precarious position of national entrepre­
neurs (García and Tokman, 1985; Fajnzylber, 
1987).

Despite the dynamism of industrial growth 
and of the accumulation process in Latin Am er­
ica since the 1950s, this has not been enough to 
uphold a level of production comparable to that 
of the industrialized countries.32 Notwithstand-

JIWhereas in 1950 the per capita product of the European 
countries was three times that of Latin America, in the 1980s it has 
been almost four times as great. Between I960 and 1980 Latin 
America’s industrial productivity increased at an average annual 
rate of 2.9%, while that of the EEC countries rose at a rate of 4.4% 
(estimates based on information from ECLAC and O E C D ).
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ing these factors which the countries have in 
common, however, it is essential to consider the 
specific features of the different national expe­
riences as well. This diversity is exemplified by 
the industrialization processes of Brazil, Colom­
bia and Chile, particularly with respect to the 
role played by SMI in these processes.

a) Industrial growth and SMI

W ith a population of over 130 million, 
Brazil has a per capita product of about 
US$1 600. Thanks to a prolonged and sustained 
industrial and technological development effort, 
it has joined the ranks of the newly industrializ­
ing countries (NICs). At present the country has 
a trade surplus in the agricultural, mining and 
industrial sectors. Colombia, with a population 
of 29 million and a per capita product of 
US$1 300, has pursued an industrialization stra- 
tegy which is notable for its stability. Its trade 
balance shows a surplus in the agricultural sec­
tor, a deficit in manufacturing and is at equili­
brium in the energy sector. Chile, with a 
population of 12 million and a per capita product 
of US$1 400, has adopted a liberal approach 
which has entailed sweeping changes in the 
economy, and has a surplus in agriculture and 
mining and a deficit in industry and energy.

The process of industrial expansion in Brazil 
during the past few decades has advanced rapidly 
in two main areas. Under the Target Plan (1956- 
1961 ), growth was concentrated in the transport 
materials sector; then beginning with the struc­
tural adjustment called for in the Second Devel­
opment Plan (1974), an extremely rapid 
expansion was seen in the installed capacity of 
heavy industry oriented towards capital goods 
and strategic inputs, with the historical growth 
rate reaching 8 .5%  annually. In the 1980s, how­
ever, this rate has dropped to 3%  (Tavares and 
Coutinho, 1985).

Colombia was one of the first Latin Am eri­
can countries to undertake an export promotion 
policy, and this policy produced satisfactory 
results between 1967 and 1974. Thereafter, how­
ever, even though the strategy remained sub­
stantially the same, the economy tended to 
stagnate as a consequence of both internal and 
external factors.33 The historical growth rate, 
which stood at 6 %  up to the 1970s, has fallen to 
2 .5%  in the 1980s.

A major change began to take place in 1975 
in the traditional pattern of Chilean industry, 
which had been based on the execution of large 
public investment projects promoted by CORFO 
(iron and steel, copper refining, petroleum, 
sugar and wood pulp plants) and the develop­
ment of the domestic market. In the mid-1970s 
the industrial system began to play a part as one 
of the components of an overall strategy aimed 
at opening up the economy to the outside world, 
deregulating the financial system and readjust­
ing the size of the State sector. The average 
industrial growth rate, which had been around 
5%  until that time, started on a downward slide 
marked by sharp fluctuations; a subsequent 
upturn brought the average growth rate to 1% 
in the 1980s (Muñoz, 1986).

The effects of the last crisis were felt more 
intensely in Chile than in Brazil and Colombia. 
The countries’ recoveries have also differed: the 
industrial growth rate for the period 1984-1986 
was 9%  per year in Brazil, 5%  in Colombia and 
4 .5%  in Chile. In I960, Brazil’s manufacturing 
output was five times that of Colombia and of 
Chile; currently, it is nine and 13 times greater, 
respectively.

The trend with respect to SM I has also been 
different in each of these cases. (The reader will 
recall that Brazil and Colombia were classified 
among those Latin American countries in which 
large enterprises have been a more important 
factor, whereas Chile was included in the group 
of countries in which SM I has been relatively 
significant.) In all these countries, governmental 
agencies have promoted SM I, through the Cor­
poración Financiera Popular en Colombia, S E R - 
C O T E C  in Chile and C E B R A E  in Brazil.

Brazil’s process of industrial expansion has 
involved a strengthening of the structure of 
large enterprises, and employment in such firms 
has risen more rapidly than in other enterprises 
(see table 3). Much the same thing was occurring 
in Colombia, until the adjustment made in the 
1980s reversed this trend. The situation in Chile,

} , T h e  a b o v e  is a s im p lif ie d  p ic tu re  o f  th e  s itu a tio n , in a sm u c h  
as th e  v a r io u s  g o v e r n m e n ts  h a v e  e m p h a s iz e d  d if fe r e n t  e c o n o m ic  
a s p e c ts : C . L le ra s  ( 1 9 6 7 - 1 9 7 0 ) ,  e c o n o m ic  o p e n n e s s ;  M . P a s tra n a  
( 1 9 7 0 - 1 9 7 4 ) ,  u rb a n  c o n s tr u c t io n ; A . L ó p e z  ( 1 9 7 4 - 1 9 7 8 ) ,  th e  d is ­
tr ib u tiv e  s itu a t io n ; T u rb a y  ( 1 9 7 8 - 1 9 8 2 ) ,  re g io n a l a u to n o m y ; and  
B e ta n c u r , s h o r t - te r m  b a la n c e s . S e e  B e rry  an d  T h o u m i ( 1 9 8 6 ) .
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T able 3

B R A Z IL , C O L O M B IA  A N D  C H IL E : V A R IA T IO N  
IN  A V E R A G E  A N N U A L  E M P L O Y M E N T  

IN  T H E  M A N U F A C T U R IN G  S E C T O R ,
B Y  F IR M  S IZ E

(P e r c e n ta g e s )

Firm  
size 

(num ber of 
em ployees)

Brazil Colombia Chile“

1959-
1974

1975-
1980

1960-
1975

1979-
1984

1967-
1979

5-49 3.2 5.1 1.0 . -0.1
50-99 6.1 4.5 4.8 -0.6 -0.3

100 and over 5.3 5.8 5.6 -2.0 -0.5
T otal 4 .9 5.3 4.2 - -0.4

Source: E s t im a te s  b a se d  o n  in d u str ia l c e n su s e s  and su rv ey s.
" I n  C h ile , th e  r e le v a n t  c a te g o r ie s  a re  5 *9 , 1 0 -4 9  an d  5 0  o r  m o re  

e m p lo y e e s .

however, has been substantially different: dur­
ing the period 1967-1979, a contraction in indus­
try was observed at the same time that a 
significant restructuring of employment in the 
manufacturing sector was taking place; this pro­
cess called for adjustments in all types of enter­
prises, particularly the larger ones,

b) SMI in the industrial structure

One of the characteristics of SMIs is their 
subordination to the sectoral structure of the 
economy. This means that, in disaggregated 
terms, their position in the industrial structure 
may fall within the modern/traditional, urban- 
/rural, formal/informal and export/dome’stic 
market spectrums. Although the information in 
this respect concerning the countries of the 
region is still of a preliminary nature, there are 
nonetheless some very telling indications that 
this is the case.

First of all, there are the changes which have 
been seen in the sectoral profiles of industry as a 
whole. The most significant of these is the 
increase in the size of the capital goods sector in 
Brazil (from 10%  to 19%  between 1963 and
1985). Generally specaking, Colombia and Chile 
have retained their industrial profiles of the 
1960s, although the importance of the capital 
goods sector has grown slightly in the case of 
Colombia (from  5%  to 6 % ), while in Chile it has

dropped from 6 %  to 4 %  (ECLAC/UNIDO, 
1987).

At first glance, the available information 
concerning the relative importance of SMI, 
broken down by major branches of production,34 
does not reflect differences among the three 
pairs which would be commensurate with the 
degree of the contrasts existing at the industrial 
level (see table 4). However, there are interest­
ing distinctions of an intermediate degree. The 
first has to do with the sectoral emphases of SMI, 
while the second concerns productivity ratios.

In Brazil there is a greater concentration of 
sm all industrial en terprises — 10 to 49 
employees—  in the consumer goods sector, and 
particularly in the furniture, printed matter and 
food industries. This trait is even more notable 
in Chile, where small industry represents a large 
share of the clothing and plastics sectors, in 
addition to furniture and foodstuffs. The above 
suggests that some type of relationship exists 
between the production of goods to meet basic 
needs and small-scale enterprise. In the case of 
Colombia, the presence of small industrial enter­
prises is more notable in the capital goods indus­
tries, and particularly in the areas of 
non-electrical machinery and precision instru­
ments. In Chile, too, small enterprises are begin­
ning to be a force in the production of precision 
instruments and metal products.

These data also indicate that medium-scale 
industry is more evenly distributed among the 
various sectors in Brazil. In this country, such 
industry is primarily oriented towards the pro­
duction of intermediate goods (wood, paper and 
chemicals) and capital goods (mechanical 
item s); in Chile, it tends towards capital goods 
(metal products and precision instrum ents), as is 
also true in Colombia (non-electrical machinery 
and precision instruments). These variations 
would appear to be related to these enterprises’ 
relative capacity for modernization, which 
allows them to produce more complex goods.

In the most industrialized production struc­
ture, i.e., that of Brazil, one notable feature is the

HT h e  fo llo w in g  JSIC c a te g o r ie s  w e re  used: C o n s u m e r  g o o d s : 

3 1 1 - 1 2 ,  3 1 3 , 5 1 4 ,  3 2 2 ,  3 2 4 , 3 3 2 ,3 4 2 , 3 5 2 ,3 5 6 , 3 6 1  an d  3 9 ; I n t e r m e ­
d ia te  g o o d s : 3 2 1 , 3 2 3 , 3 3 1 , 3 4 1 , 3 5 1 , 3 5 3 , 3 5 4 ,  3 5 5 ,  3 6 2 , 3 6 9 , 3 7 1 ;  
C a p ita l g o o d s : 3 8 1 ,  3 8 2 , 3 8 3 ,  3 8 4  a n d  3 8 5 . In  th e  ca se  o f  B r a z il ,  
w h ic h  uses d if fe r e n t  c a te g o r ie s ,  th e  m e ta llu rg ic a l in d u stry  and 
m isc e lla n e o u s  in d u str ie s  w ere  n o t  c la ss if ie d .



Table 4
PATTERN OF EMPLOYMENT, VALUE ADDED, INVESTMENT AND RELATIVE PRODUCTIVITY OF SMI IN BRAZIL, 

CHILE AND COLOMBIA BY SIZE OF FIRM ACCORDING TO SECTOR OF PRODUCTION

I n d u s tr ia l  
b r a n c h e s  
( I S I C  2 )  
by  s e c t o r  
o f  p r o d u c t io n

E m p lo y m e n t  (% )  by 
f irm  s iz e "

100
1 0 - 4 9  5 0 - 9 9  a n d

o v e r

V a lu e  ad d ed  ( %  )

100
1 0 - 4 9  5 0 - 9 9  an d

o v e r

N e t  in v e s t m e n t  {% ) P r o d u c t iv ity  in d e x  
( f i r m  s iz e  =  1 0 0 )

1 0 - 4 9  5 0 - 9 9
100
an d

o v e r

100
1 0 - 4 9  5 0 - 9 9  a n d

o v e r

%  o f
P r o d u c t iv ity  in d e x  to ta l

( in d u s tr ia l  b r a n c h  =  1 0 0 )  v a lu e
--------------------------------------------------------- added

Aver­
a g e 1 0 - 4 9  5 0 - 9 9

100
and

g e n e r -  
A v e r -  a te d  

a g e  by 
b ran ch es

B r a z i l  1 9 7 5  
C o n s u m e r  g o o d s  
I n t e r m e d ia t e  g o o d s  
C a p ita l  g o o d s  
N o t  c la s s if ie d  
T o t a l

B r a z i l  1 9 8 0 *  
C o n s u m e r  g o o d s  
i n t e r m e d ia t e  g o o d s  
C a p ita l  g o o d s  
N o t  c la s s if ie d  
T o t a l

C h i l e  1 9 7 9 "  
C o n s u m e r  g o o d s  
I n t e r m e d ia t e  g o o d s  
C a p ita l  g o o d s  
T o t a l

C h i l e  1 9 8 4  
C o n s u m e r  g o o d s  
I n te r m e d ia te  g o o d s  
C a p ita l  g o o d s  
T o t a l

C o l o m b i a  1 9 7 5
C o n s u m e r  g o o d s  
I n t e r m e d ia t e  g o o d s  
C a p ita l  g o o d s  
T o t a l

C o l o m b i a  1 9 7 9  
C o n s u m e r  g o o d s  
I n te r m e d ia te  g o o d s  
C a p ita l  g o o d s  
T o t a l

C o l o m b i a  1 9 8 4  
C o n s u m e r  g o o d s  
I n te r m e d ia te  g o o d s  
C a p ita l  g o o d s  
T o t a l

3 0 .2 1 4 9 5 4 .9 2 2 .0 1 3 .6 6 4 .4 8 9 9 0 9 3 9 0 7 3 9 1 1 1 7 1 0 0 2 9
2 7 .3 1 5 .6 5 7 .1 2 0 .3 1 5 .5 6 4 .2 1 0 9 1 1 8 1 0 7 1 0 8 7 4 1 0 0 1 1 2 1 0 0 3 3
17 .3 13 -9 6 8 .8 1 4 .0 1 1 .5 7 4 .5 1 1 2 9 3 9 8 1 0 2 81 8 3 1 0 8 1 0 0 2 4
2 1 .6 1 5 .3 6 3 .1 1 5 .0 1 2 .6 7 2 .4 9 6 9 3 1 0 4 1 0 2 6 9 8 3 1 1 5 1 0 0 15
2 5 .1 1 4 9 6 0 .0 1 8 .5 13 -6 6 7 .9 1 0 0 1 0 0 1 0 0 1 0 0 7 4 9 1 1 1 3 1 0 0 1 0 0

3 1 .1 1 4 4 5 4 .6 1 9 .1 1 4 .3 6 6 .6 7 9 8 9 8 1 7 9 6 1 1 0 0 1 2 2 1 0 0 2 6
2 8 .2 1 4 .9 5 6 .9 1 7 .7 1 3 .8 6 8 .5 1 2 3 1 2 6 1 2 2 1 2 0 6 3 9 3 1 2 0 1 0 0 3 5
1 5 .8 1 3 .0 7 1 .2 1 0 .2 9 .6 8 0 .2 1 0 9 8 7 9 8 1 0 4 6 4 7 4 1 1 3 1 0 0 2 5
2 1 .1 1 4 .4 6 4 .5 1 2 .1 11 .1 7 6 .8 9 5 8 9 1 0 2 101 5 7 7 8 1 1 9 1 0 0 1 4
2 5 .1 1 4 2 6 0 .7 1 5 .4 1 2 .5 7 2 .1 1 0 0 1 0 0 1 0 0 1 0 0 61 8 8 1 1 9 1 0 0 1 0 0

3 4 .3 6 5 .7 1 5 .3 8 4 .7 8 3 .4 1 6 .6 9 6 9 5 9 2 4 5 1 2 9 1 0 0 4 5
2 3 .6 7 6 .4 8 .6 9 1 .4 9 1 .1 8 .9 1 0 6 1 1 8 1 2 3 3 7 1 2 0 1 0 0 4 3
2 6 .3 7 3 .7 1 5 .2 8 4 .8 9 5 .6 4 .4 1 0 3 7 1 7 6 5 8 1 1 5 1 0 0 12
2 9 .2 7 0 .8 1 2 .4 8 7 .6 8 6 .5 13-5 1 0 0 1 0 0 1 0 0 4 2 1 2 4 1 0 0 1 0 0

3 3 .4 1 7 .1 4 9 .5 1 5 .9 1 5 .4 6 8 .7 1 6 .7 19 -4 6 3 .9 9 6 1 0 7 7 8 8 0 4 8 9 0 1 3 9 1 0 0 4 2
2 3 .4 1 1 .5 6 5 .1 6 .8 4 .8 8 8 .4 5 .6 2 .9 9 1 .5 1 1 3 9 6 1 4 7 1 5 4 2 9 4 2 1 3 6 1 0 0 5 0
3 0 .5 1 9 .5 5 0 .0 2 1 .6 2 0 .2 5 8 .2 1 3 -0 1 7 .6 6 9 .4 9 7 8 4 4 4 5 4 71 1 0 4 1 1 6 1 0 0 8
2 9 .7 1 5 .6 5 4 .6 1 1 .8 1 0 ,5 7 7 .7 1 1 .3 1 1 .7 7 7 .0 1 0 0 1 0 0 1 0 0 1 0 0 4 0 6 7 1 4 2 1 0 0 1 0 0

2 2 .4 1 4 .3 6 3 .3 9 .9 1 0 .0 8 0 .1 1 3 -8 7 .6 7 8 .6 9 9 1 0 7 1 0 5 1 0 2 4 4 7 0 1 2 7 1 0 0 4 7
1 4 .2 1 0 .0 7 5 .8 6 .8 5 .7 8 7 .4 7 .5 1 .4 9 1 .1 1 0 9 8 9 9 7 1 0 3 4 8 5 7 1 1 5 1 0 0 3 8
2 5 .4 1 8 .2 5 6 .4 12 .1 1 3 6 7 4 .3 9 .6 1 9 .4 7 1 .0 9 2 9 8 9 4 8 8 4 8 7 5 1 3 2 1 0 0 15
1 9 .9 1 3 .4 6 6 .7 9 .0 8 .9 8 2 .1 1 0 .5 6 .4 8 3 .1 1 0 0 1 0 0 1 0 0 1 0 0 4 5 6 7 1 2 3 1 0 0 1 0 0

1 9 .3 1 4 .8 6 5 .9 8 .0 8 .5 8 3 6 1 6 .8 1 0 .1 7 3 .0 9 4 9 7 1 0 3 1 0 0 4 1 5 7 1 2 7 1 0 0 4 7
1 3 .6 9 .5 7 7 .0 6 .3 5 .3 8 8 .4 5 .7 7 .4 8 7 .0 121 1 0 8 1 0 7 1 1 4 4 6 5 6 1 1 5 1 0 0 3 8
2-1.5 1 6 .4 6 2 .1 1 1 .4 1 2 .7 7 5 .9 1 3 .6 1 2 .7 7 3 .8 9 1 9 9 7 5 7 5 5 3 7 7 1 2 2 1 0 0 1 4
1 7 .8 1 3 .3 6 8 .9 7 .8 7 .8 8 4 .4 1 1 .4 9 .3 7 9 .3 1 0 0 1 0 0 1 0 0 1 0 0 4 4 5 9 1 2 2 1 0 0 1 0 0

2 3 .1 1 5 .4 6 1 .5 9 .0 9 .4 8 1 .6 1 2 .6 1 6 .3 7 1 .1 9 5 9 9 1 0 6 101 3 9 6 1 1 3 3 1 0 0 5 2
1 5 .0 1 1 .3 7 3 .7 6 .7 6 .9 8 6 .4 2 .4 4 .0 9 3 .6 1 2 0 1 1 0 1 0 4 1 1 2 4 4 6 1 1 1 7 1 0 0 3 5
2 3 .2 1 5 .6 6 1 .1 12 .1 1 1 .7 7 6 .3 1 0 .7 1 3 .1 7 6 .2 9 3 8 9 7 3 7 4 5 2 7 5 1 2 5 1 0 0 13
2 0 .6 1 4 1 6 5 .2 8 .6 8 .8 8 2 .6 7 .5 10 .1 8 2 .5 1 0 0 1 0 0 1 0 0 1 0 0 4 2 6 2 1 2 7 1 0 0 1 0 0

°B y  c a te g o r ie s  b a se d  o n  n u m b e r  o f  e m p lo y e e s .
* N o  d a ta  a r e  a v a ila b le  o n  th e  d is tr ib u t io n  o f  in v e s tm e n t .
T h e  c e n s u s  c la s s if ic a t io n  g r o u p s  to g e t h e r  a ll f i r m s  h a v in g  o v e r  5 0  e m p lo y e e s .



SMALL AND MEDIUM-SCALE INDUSTRY AND LATIN AMERICA / M. Castillo and C. Cortettese 141

major role played by large enterprises in the 
production of capital goods. T he subsectors in 
which large production units figure prominently 
(electrical and transport equipment) are pre­
cisely those branches whose technological com­
plexity is the greatest.

In addition, whereas in Brazil the productiv­
ity of small-scale industry — value added per 
employee—  is relatively high in the interm e­
diate (chemicals) and capital (electrical machin­
ery) sectors, in the other two countries this is 
only true with respect to intermediate goods, i.e., 
in those branches in which SMIs play a minor 
role. As regards medium-scale enterprise, high 
rates of productivity tend to be concentrated in 
the intermediate goods sectors: chemicals in 
Brazil; chemicals and paper in Colombia; chem i­
cals and basic industry in Chile. In relation to 
large firms, the highest rate of productivity is 
found in intermediate goods (chemicals and 
paper) in Brazil; in consumer products (tobacco, 
beverages and chemicals) and intermediate 
goods (paper, petroleum and basic industry) in 
Colombia; and in intermediate goods (petro­
leum, non-ferrous metals and paper) in Chile.

In Brazil, the productivity of SMI vis-a-vis 
that of large-scale enterprise is relatively low on 
average: 1.9%  for small industry and 1.3%  for 
medium-scale industry. The differences in pro­
ductivity are substantially greater in Colombia 
and Chile.

W hen the figures corresponding to Brazil 
are broken down, it may be seen that the produc­
tivity ratios remain much the same in the rele­
vant subsectors. It would thus be of interest to 
take a closer look at the conditions for the macro- 
economic survival of small enterprises in Brazil, 
particularly in relation to the way in which these 
enterprises coexist with one another and with 
large firms.

c) The performance o f SMI

According to the overall information for 
Latin America, SMI has a very limited position in 
the international economy, shows a preference 
for domestic markets and generally does not play 
a leadership role in the economic, political or 
institutional spheres, in contrast to the influence 
exerted by large private corporations, transna­
tional corporations and public enterprises (Tou­

raine, 1987; ECLAC/UNIDO, 1985; Estrada and 
Masi, 1983).

General analyses of the region as a whole 
usually associate most of the countries with a 
pattern marked by a specialization of production 
oriented towards mass consumer goods, the util­
ization of rudimentary technology and a lack of 
inter-enterprise co-operation. W ithin firms, 
these factors give rise to inadequate production 
conditions, an extraordinarily conservative man­
agement approach, a detrimental form of depen­
dency on input and product markets, problems 
of gaining access to financing, and a low level of 
manpower skills.

Nevertheless, a thorough analysis of these 
experiences indicates the existence of a variety of 
situations.55 In  Brazil, SMI developed with the 
help of an expanding domestic market, and 
medium-scale industries which produce inter­
mediate goods are prominent. In Colombia, a 
relative shift of large enterprise within the 
domestic market was what paved the way for 
SMI, which has achieved a significant position in 
the capital goods sector. Finally, in Chile SMI has 
found it necessary to fall back on a survival 
strategy owing to this country's industrial reor­
ganization, but it has nonetheless continued to 
account for a significant share of the production 
of capital goods. In all of these countries, SMIs 
have a limited technological level, primarily use 
their own capital, are averse to borrowing and 
see the governmental sector as perform ing more 
of a regularatory than a promotional function. 
T he fact that SMI in these countries have 
nonetheless made a highly positive contribution 
is attributable to the existence of relatively stable 
macroeconomic policies which favour industry 
in general, and to an economic environment 
which has provided these enterprises with a 
steadily growing market and has allowed them 
to attain a systematic improvement in their pro­
ductivity (Gómez, 1986). Recently, SMIs have 
concentrated their efforts on upgrading their 
technologies. At the same time, they have been 
increasing their demands for State support in

’ ’S o m e  re le v a n t s tu d ies  c o n c e r n in g  SM I a t  th e  n a t io n a l  lev e l 
a re  th e  fo llo w in g : A rg e n t in a : M in is try  o f  P la n n in g  ( 1 9 8 4 ) ;  B ra z il: 
S c h m itz  ( 1 9 8 2 ) ;  C o lo m b ia : C o r té z , B e rry  a n d  Is h a g  ( 1 9 8 7 ) ;  C h ile : 
C a s ti llo  ( 1 9 8 6 ) ;  E cu a d o r: IN SO TE C  ( 1 9 8 6 ) ;  P e ru : JU N A C  ( 1 9 8 7 ) ;  
V e n e z u e la : JU N A C  ( 1 9 8 6 ) .



142 CEPAL REVIEW No. 34 / April 1988

the areas of financing, technical assistance and 
export promotion.

Iti Colombia, the contribution made by SMI 
to employment and output in the manufacturing 
sector has been a moderate one. The develop­
ment of these production units began to pick up 
sharply when a policy aimed at opening up the 
economy was launched in the late 1960s. 
Although promoting SMI was not one of the 
objectives of this process, it did make things 
easier for SMI, because large enterprises began to 
specialize in the external market and in one part 
of the national market, thereby leaving a consid­
erable segment of domestic demand unmet. This 
s itu a tio n  encouraged  m any tech n ic ian s, 
employees and professionals to start their own 
companies, especially since it was accompanied 
by the emergence of a market in second-hand 
machinery, much of which came from large 
enterprises that had embarked on a moderniza­
tion drive (Escandón, 1981). W ith the crisis of 
the 1980s, SMI productivity levels began to fall, 
but it has nonetheless retained its potential with 
respect to capital goods.

In Chile, S M I has had to deal with a number 
of traumatic events. Unlike what occurred in the 
other two countries, S M I consolidated its posi­
tion in the Chilean industrial structure during 
the 1960s and diversified its activities among 
consumer, intermediate and capital goods within 
a context of slow economic growth. However, its 
development was associated with an intensive 
process of import substitution and a heavy 
dependence on promotion and assistance poli­
cies instituted by the State. This was the position 
of S M I when, in 1975, it found itself confronted 
with an abrupt restructuring of the economy 
which included a rapid opening-up of trade, 
financial deregulation and the reduction of the 
public sector. As a result of this strategy, a signif­
icant number of enterprises were pushed into 
bankruptcy (Mizala, 1985; Castillo, 1986). After 
yet another crisis in 1982 and a subsequent rec­
overy, the situation has been marked by the 
coexistence of surviving firms and newly-created 
enterprises, helped along by a more limited pro­
cess of import substitution aimed at increasing 
the production of consumer and capital goods.

Ill
Successful experiences and their implications 

for the Latin American countries

1. Italy and japan

If the potentials of S M I in Latin America are to 
be assessed, then the analysis must not be con­
fined to the regional situation alone, but must 
also cover the lessons that may be learned from 
what has occurred in other countries.

The experiences of Italy and Japan are quite 
exceptional and have been the most successful 
ones with respect to S M I in the postwar period. 
In the case of Japan, the approach taken has been 
one of industrial programming, with the entre­
preneurial sector being linked to a State that 
takes a long-term view, and the domestic market 
being reserved as a basis for the expansion of 
manufacturing activity. In contrast, Italy repres­
ents a more spontaneous and less directed 
approach marked by what might be character­

ized as an absence of State intervention, in which 
stable social balances are maintained and the 
economy functions as part of the European 
Market.

Tables 5 and 6 provide an overview of the 
development of SMI in these economies. A sim ­
plified outline is then presented which high­
lights those factors that have contributed the 
most to the strong growth of SMI: the socioeco­
nomic context, the modality of development and 
the institutional framework.

a) The socioeconomic context

The singular course which the development 
of SMI has taken in Japan, coupled with the 
expansion of large-scale enterprise, has its 
origin in the M eiji Reform , undertaken in 1868,



SM A L L  A N D  M E D IU M -SC A L E  IN D U S T R Y  A N D  L A T IN  A M E R IC A  / M. Castillo and C. Candiese 14?

ITALY: SOME INDICATORS OF THE SIGNIFICANCE OF SMI 
IN THE INDUSTRIAL MANUFACTURING STRUCTURE0

( P e r c e n t a g e s  )

Table 5

Number of employees

1-9 10-99 101-499 500-999 ,
and over

Employment structure
1951 29.6 23.0 21.1 9.3 17.0
1961 25.3 30.1 22.4 8.0 14.2
1971 20.3 32,7 23.2 7.7 16.1
1981 22.8 36.1 21.3 6.8 13.0

Sales*
1973 43.1 30.0 13.4 13.5
1981 46.3 41.1 1.4 11.2

Exports^
1975 17.2 26.0 56.8
1981 17.7 28.9 53.4

S ou rce; Is ti tu to Centrale di Statist ica (IST A T ) and C O N FIN D U STRIA , Sesto  R ap p orta , Rom e, 198?.
“In Italy, SM Is are defined as firm s having fewer than 500 employees.
hSales and G N P are subdivided according to the following categories: 20-100, 100-500, 500-1 000, 1 000 or more employees. 
‘The employment categories used in relation to exports are: 20-100, 100-500, 500 and over.

Table 6

JAPAN: INCIDENCE OF SMI IN THE 
INDUSTRIAL STRUCTURE0

( P e r c e n t a g e s )

Number of employees

Em ploym ent
structure

1972 15.9 37.4 16.0 30.7
1978 18.2 40.2 15.1 26.5
1981 18.6 40.6 15.1 25.7

Sales
1972 6.6 27.5 17.1 48.8
1979 7.0 29.1 17.1 46.8

S ou rce: M on thly  Labou r Statistics Surrey, Ministry of Labour, 
Japan; Statistical tab le  o f  industry. M ITI, Japan.

“In Japan, SM Is are defined as those firms having fewer than 300 
employees and/or firm s whose capital amounts to less than 100 
million yen.

which marked the beginning of the moderniza* 
tion of the country and its involvement in the 
international system. The cultural traits peculiar 
to the Japanese society have also been a factor; 
these include the existence of a group-oriented

culture, the traditional skillfulness in manufac­
turing delicate products, sound work habits and a 
high degree of discipline (Hosono, 1976; ECLAC, 
1986; Dore, 1986; MITI, 1983 and 1986; Latin 
American Society, 1984 and 1985; United 
Nations/ESCAP, 1985; and Astorga, 1985).

Another important aspect in achieving a 
better understanding of this experience relates 
to this society's vision of the future, which has 
been manifested in the concerted industrial 
effort that has marked Japanese economic devel­
opment and is its most well-known feature.36

Within this context, one of the main charac­
teristics of the industrialization process has been 
the emergence and reinforcement of a new gen­
eration of entrepreneurs which has added its 
capabilities to those of the preceding generation. 
Thus, alongside the traditional sectors which 
resolutely embarked upon a process of assimilat­
ing Western technologies and commercial

i6The main stages through which industrial policy has passed 
are: 1955-1964, priority assigned to textiles, plastics and electrical 
items; 1965-1974, emphasis on heavy industry and television; 
1975-1980, electronics, semi-conductors, numerically-controlled 
machine-tools and industrial robots.
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strategies, a powerful group of national entre­
preneurs has made its appearance, backed up by 
an institutional structure supported by a con­
tingent of personnel devoted to public service. In 
this way, increasingly effective tactics based on 
co-operation between government and industry 
have been used in the pursuance of economic 
objectives, with the Ministry of Industry and 
International Trade (MIT1) playing a very 
important role in this process.

In the case of Italy, industrial development 
has been the outcome of the coexistence of three 
different models. The more industrialized 
regions of northern Italy have seen the consoli­
dation of a production structure based on large 
enterprises which are in turn associated with a 
network of SMI subcontractors. In the under­
developed areas of the south, as well as in 
enclaves of industrialization, a highly traditional 
structure of micro-enterprises has managed to 
survive thanks to State assistance and to their 
evasion of taxes. Finally, yet another model has 
predominated in the "Third Italy”, as it is called,
i.e., the central and northeastern regions, where 
SMI is the most important type pf productive 
organization in the industrial structure, and has 
demonstrated a great capacity for innovation 
and the ability to maintain a steady presence in 
international markets (ECLAC/UNIDO, 1986a; 
ECLAC, 1988). The level of development 
achieved by SMI, especially in the "Third Italy”, 
is in its turn associated with various social and 
economic factors, including the characteristics of 
the agricultural sector, the social role of the fam­
ily and the availability of an economic 
infrastructure.17

)7Firstly, the extensiveness of long-standing small agricultu­
ral holdings has been a decisive factor in making independent work 
feasible; in time, this has led to the creation of new enterprises. 
Secondly, the family (which has a very strong tradition in these 
regions) has come to be the social structure which backs up produc­
tion activities, providing as it does a basic source of support for the 
individual worker by virtue o f the economic activities it performs, 
and has heightened social mobility, especially between the roles of 
worker and entrepreneur. Finally, the expansion o f economic 
activities and the concentration o f the population in small cities 
has gone hand in hand with an im provem ent in infrastructure 
which has facilitated local development, thereby preventing an 
exodus towards large urban centres, and attracted a portion of 
demand from large industrial centres; this has had a favourable 
effect on agricultural productivity, tourism and other services and 
capital accumulation. For inform ation concerning the case of Italy 
see ECLAC/UNIDO, 1986 and ECLAC, 1988.

b) SMI development modalities

In Japan, the existing links between SMIs 
and large enterprises were created in two ways: 
through the system of subcontracting by a parent 
company, under which SMIs produce certain 
previously-specified products, and through the 
system of subordinate affiliation, whereby small 
subcontractors co-operate with large companies 
as affiliates rather than subsidiaries.38

This dual structure, which existed in the 
Japanese economy until the mid-1960s, was the 
result of the successive predominance of two 
well-defined trends: a narrowing of the gap 
between the productivity and wages of SMIs and 
large enterprises; and the progressive expansion 
of large firms at the expense of SMIs; this last 
trend later began to reverse itself.39

In the case of Italy, the distinctive feature of 
the way in which SMI has spread is associated 
with the "system-area” concept, which refers to 
a network of enterprises concentrated in a given 
territory which produce similar goods or which 
are vertically integrated. Within these systems 
each enterprise plays a specific role in the pro­
cessing or production process and thus consti­
tutes both a production unit and a user of goods 
or services required or supplied by other enter­
prises. The network as a whole behaves as one 
large enterprise in terms of the utilization of 
economies of scale, but retains the flexibility 
afforded by the independence of each of the 
component units.40

’‘ From the vantage point o f the large companies, inter-firm 
co-operation and complementarity has primarily involved the 
spheres of research,design, inspection, education and autom ation 
From the vantage point o f SMIs, however, it has chiefly concerned 
the manufacture o f parts, assembly, the provision of facilities and 
equipment maintenance. It is estimated that in 1981 about 6 6%  of 
SMIs were engaging in subcontracting, particularly in the areas of 
transport materials (8 8 % ), clothing (8 7 % ), electrical machinery 
(8 5 % ), textiles (8 5 % ) and machinery in general (8 4 % ).

,9This turnaround was brought about by the enactment of 
legal provisions designed to prevent such practices; a delayed effect 
of these provisions was to encourage the growth o f inter-SMI 
associative activities. Recently, SMIs have embarked upon a vigor­
ous process of modernization and automation.

«Initially, system-areas developed primarily in industries 
having a small volume o f investment and a large number of 
employees in which technological innovation was not called for 
and the process of learning-by-doing was a significant pheno­
menon (footwear, clothing, furniture). Later, some system-areas 
ceased to belong to the category o f single-product enterprises as 
they moved towards a broader-based type of integration; this 
process culminated in the 1970s, with the achievement by SMI of a
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The production activity to be undertaken 
and the type of goods and services to be produced 
have generally been chosen on the basis of the 
available technical know-how in each location, 
so as to take advantage of cottage-industry spe­
cializations, the low cost of manpower and the 
possibility of subdividing the production process 
among various enterprises. In addition, the 
existence of SMI has served to intensify the use 
of the pre-existing economic structure, such as 
houses, stables and sheds, and the utilization of 
prior investments (machinery and equipment) 
which have been discarded by other enterprises 
as they modernize. Finally, in addition to the 
division of labour among SMIs, there has also 
been an integration of these companies with 
enterprises which supply credit, administrative 
and other similar services to industry.41

The manner in which SMI reacted to the 
crisis is clearly another relevant dimension of 
this analysis. During the 1970s and the early 
1980s, Italian industry’s response to this situa­
tion took the form of an expansionary adjust­
ment which was buttressed by a flexibilization of 
the economy thorugh a greater de- 
verticalization and decentralization of produc­
tion and technology. Most new industrial 
facilities belong to enterprises employing fewer 
than 100 people, but which as a group account 
for a large part of the new jobs created (see 
table 7).

In Japan, vast sectors of SMI have recently 
been overcoming their dependence on large 
enterprises, and this has given rise to the res­
tructuring of some units and the creation of 
others, all of which has been facilitated by the 
modernization and automation of such firms. 
Many SMIs thus appear to be taking a more 
independent stance in coping with the crisis as

high level of competitiveness. In parallel with this, a change has 
been observed in the profile of entrepreneurs, who are now 
second- or third-generation and typically possess a high level of 
managerial capability thanks to their experience and to their for­
mal training.

* ‘Since the market o f the Italian SMIs is part o f the European 
Economic Community, the country has perforce adopted an inter­
mediate position as regards liberalization, thereby perm itting its 
small and medium-scale enterprises to exploit more easily- 
penetrated neighbouring markets. In Japan the contribution to 
exports made by SMI is substantial, but smaller than in the case of 
Italy.

Table 7

ITALY, JAPAN AND FEDERAL REPUBLIC OF 
GERMANY: CHANGES IN EMPLOYMENT IN 

MANUFACTURING BY FIRM SIZE, 
1970-1980

Country, size o f firm
Percentage 
variation in 
employment

Ita ly 1971-1981
U p to 9 employees 25.6

10- 99 23.1
100 - 400 3.0
500 or more -6.0
Total 12.0

Japan 1972-1981
Up to 9 employees 13.5

10- 99 4.9
100 - 299 -8.8
300 or rpore -19.1
Total -3.2

Federal Republic o f Germany 1970-1984
20 - 99 -33.3

100 - 199 -22.6
200 - 499 -20.3
500 or more -21.6
Total -23.9
S ou rce: Calculated on the basis of census data. Italy: Industrial 

Census, 1985; Japan: M ITI, 1983; Federal Republic of 
Germany: Statistisches Bundesamt, 1972 and 1986.

they compete with large firms in some fields of 
high technology, especially through what are 
known as "risk operations”.

An indirect indicator in connection with this 
situation is that used in table 7, which shows that 
although employment in manufacturing during 
the period 1972-1981 diminished, the propor­
tion of such employment provided by small 
enterprises and the number of this type of unit 
increased substantially. The situation in Italy and 
Japan differs considerably from that existing in 
the Federal Republic of Germany, where 
employment in SMI dropped more sharply than 
did the average for industry as a whole.

c) The institutional context

After analysing these two cases, it may be 
concluded that the public institutional structure 
has been of greater importance in japan. Begin­
ning in the postwar period, the State began to 
show a strong determination to step up the
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development of SMI by means of policy mea­
sures in the spheres of technology, production, 
organization and financing,42

Notable developments have also taken place 
with respect to the private institutional structure 
in Japan. As a result of the democratization pro­
cess initiated after the Second World War, the 
number of associations of small and medium- 
scale entrepreneurs increased considerably and 
they began to undertake activities relating to 
financing, the joint purchase of equipment and 
raw materials, training services and research and 
information. These associations became the 
focal points of the national technological infor­
mation network.45

Currently, the institutional structure relat­
ing to SMI is made up of over 20 public and 
private agencies concerned with training, advi­
sory services and information, integration, 
financing, the development of technology, pro­
duct design and export promotion. These efforts 
are divided between the Agency for Small and 
Medium-Scale Enterprise, which is in charge of 
the design of policies and action programmes, 
and a group of public and private organizations 
which, with varying amounts of State assistance, 
carry out tasks in support of SMI (Astorga,
1985).

In Italy, the institutional situation is quite 
different. In particular, much of the growth seen 
in small-scale production has primarily been 
based on the local supply of manpower, saving 
capacity and entrepreneurial skills inherited 
from the pre-industrial era. No special public 
support has been provided, except in the under­
developed areas of the south. However, a sub­
stantial volume of financial resources (a key

42In 1948 the Agency for Sm all and Medium-Scale Enterprise 
was created and in 1953 the SMI Stabilization Act was instituted. 
T hen, in 1963, a series o f decrees contained in the Basic Law on SMI 
were enacted with a view to putting a stop to the excesses comm it­
ted by large-scale industry in connection with subcontracting. All 
of these basic measures have been reformulated and readjusted as 
conditions have changed. To this end, there are policies concerning 
the modernization o f equipment, the prom otion of engineering 
technology and training, the introduction of new administrative 
methods, the rectification of detrimental situations in the field of 
comm erce and the improvement of working conditions within 
such enterprises.

4iIn 1978 there were nearly 40  000 associations of entrepre­
neurs, with alm ost 5 0%  of SMI’s participating in them. T heir main
tasks related to jo int activities in the areas of subcontracting, the 
purchase o f m aterials, financial management and production.

factor for these production organizations), was 
made available for this process during its early 
stages.

Initially, co-operation among small-scale 
entrepreneurs in connection with the produc­
tion and marketing of their products was one of 
the most important mechanisms used by net­
works bf SMI. Later, greater market complexity 
and competition made it necessary to have a 
more extensive supply of information and 
greater management capabilities, to design com­
mon strategies and to place priority on product 
and service quality. The State’s energetic indus­
trial policy contributed to the accomplishment of 
these objectives. In recent years, attention has 
been focused on expanding export consortiums 
and providing backing for credits requested by 
medium-scale and small entrepreneurs.

2. Opportunities and potentials in 
the region

This analysis of successful experiences with 
respect to SMI provides information that can be 
used in assessing the potentials of SMI as regards 
the industrial development of the Latin Ameri­
can countries. It is not a question of mechanically 
transferring experiences which have taken place 
in different societies and in different contexts, 
but rather of drawing lessons from these expe­
riences which will make it possible to cast off 
many of the false dichotomies that muddle the 
discussion of this subject.

Viewing the countries of the region as a 
whole, three conflictive areas may be said to exist 
with respect to the role of SMI. The first con­
cerns a series of divisions and gaps in the produc­
tion structure which have a great deal to do with 
the very limited degree of socioeconomic articu­
lation that prevails. Linked to the above, there is 
the more specific matter of the relations 
between SMI and large-scale enterprise, which 
was discussed in conceptual terms in the second 
section of this article. The third area relates to 
the question as to the nature of the structural 
effects of the crisis. This question, which has 
been asked so often in recent years, is closely 
related to the debate concerning the informal 
sector and its relationship to the performance of 
SMI.
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The available evidence indicates that there is 
a clear-cut difference between the economic per­
formance of large and small enterprises, a gap 
between formal and informal markets and a very 
strong likelihood that, in the pursuance of a 
rapid development of technology, the distance 
separating traditional enterprises from modern 
firms is going to become increasingly greater 
Furthermore, it may be concluded that out of the 
wide range of possible relationships between 
SMI and large enterprises (dependence, compe­
titiveness and complementarity), the one most 
commonly found in Latin America is the last of 
these. This may be characterized as a "passive 
complementarity” in regard to both supply (sub­
contracting) and demand (parallel and seg­
mented markets). Finally, it is clear that in times 
of prolonged economic crisis, the informal sec­
tor, micro-enterprises and some of the small 
enterprises whose activities are related to pro­
ducts or services consumed by the "poor” have 
the opportunity to expand, in contrast to the rest 
of the production structure, which stagnates 
(Tokman, 1987; Cornia, 1987).

Based on the above, we believe it is impor­
tant to suggest at least three areas in which SMI 
may help to overcome the problems mentioned 
earlier.

Firstly SMI may play an active part in a 
process leading to a greater degree of socioeco­
nomic articulation. This is because SMIs are 
more flexible than other enterprises, more 
closely linked to their markets and less autonom­
ous in terms of co-operation and the delegation 
of functions. Another essential characteristic is 
their proximity to the source of demand, which 
allows them to respond swiftly to changes in the 
level of economic activity and to contribute to 
the creation of a flexible and efficient industrial 
system. The modality and extent of the relations 
between large enterprises and SMIs is far from 
being a trivial subject, given the variety of possi­
bilities which exist, as demonstrated by the cases 
of Japan and Italy.

The experience of Japan shows that viewing 
large enterprises and SMI as if they were in 
opposition to one another sets up a false dichot­
omy, inasmuch as they may be perfectly comple­
mentary so long as a common view of the future 
is shared by a social majority, a true commitment 
is felt to industry and a dedication to hard work is

present. The case of Italy, on the other hand, 
teaches us that, in a situation where a large 
number of independent workers are present, the 
determining factors relate to an efficient utiliza­
tion of the economic infrastructure, specializa­
tion among SMIs and vertical integration within 
given geographical zones.

The belief that SMIs are by nature inefficient 
and that they are, therefore, destined to disap­
pear as industrial development progresses is a 
commonplace which must be laid to rest. Expe­
rience demonstrates that this need not be the 
case. It is interesting to note that the productiv­
ity ratios between SMI and large-scale enterprise 
in Brazil during the 1970s did not differ substan­
tially from those estimated for Japan.44 
Moreover, even in those cases where SMI is to 
some extent inefficient, the possibility of using 
idle capacity mitigates the impact of this 
shortcoming.

The second area of SMI potential is that of 
technological progress. The experiences of Italy 
and Japan, with their various modalities of inno­
vation, substantiate the fact that SMI, far from 
holding back technological development, can 
help to further it. This is because these enter­
prises are in a position to serve as effective 
channels for the dissemination of technological 
innovations originating at the "centre” of the 
system and as a production structure that fits in 
with the redefinitions of "economies of scale" 
associated with recent technological changes. 
Thus, in Italy there have often been cases of 
modern SMIs with a considerable capacity for 
innovation, particularly within the sphere of 
"system-areas”, where the situation is such that 
many of these enterprises are able to introduce 
and adapt new technologies, thereby signifi­
cantly contributing to the restructuring of the 
industrial system. In Japan, the close relation­
ship between SMIs and large enterprises laid the 
groundwork for the modernization of small and

^ T h e case of Japan may be used as a standard of reference. In 
the 1970s, the productivity o f large-scale enterprise was, on aver­
age, around twice that o f small-scale enterprise and 1.7 tim es that 
of medium-scale firms. It may be seen from an exam ination of 
table 4 that in Brazil the productivity ratio of large-scale enterprise 
vis-a-vis  small and medium-scale enterprise was within the same 
order o f magnitude (1 .9%  for small-scale and 1.3% for medium- 
scale enterprise). In contrast, the differences in productivity for 
Colombia and Chile are substantially greater.
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medium-scale enterprises in terms of both the 
incorporation of new equipment and systems 
and the production of some of these items.

Finally, SMI is destined to play an active role 
in sociopolitical development. In this respect, 
there are at least three aspects which should be 
considered.

Firstly, because small production units are 
better able to adapt to cyclical fluctuations in the 
economy than large enterprises are, they can 
choose locations in relatively peripheral areas 
and utilize marginal segments of the labour 
force. In specific terms, they can thus help to 
lessen the concentration of the population in 
large urban centres and can provide income- 
earning opportunities for strata which usually do 
not have access to them. In this sense, SMI can 
serve as a means of easing social tensions and of 
contributing to a greater degree of equity.*15

The second consideration concerns the 
development of entrepreneurial capabilities, 
which have traditionally been associated at least 
in the literature, with the spread of small pro­
duction units. This factor not only helps to 
improve the efficiency of the production system, 
but also serves to support and ensure lasting 
social stability. This is particularly important in 
the case of Latin America, in which the commit­
ment to entrepreneurship has been consistently 
weak and has often been influenced by factors 
relating to social values.

The third aspect has to do with the political 
stability of democracies. This subject has not yet 
been analysed in sufficient depth to provide 
grounds for definitive conclusions. Neverthe­
less, the available evidence appears to indicate 
that the middle class is usually the social stratum 
that is most concerned with maintaining the 
stability of a liberal democracy. In some cases in

JV‘An internationally competitive industrial system which is 
part of a social context within which a minimum threshold of 
equity has been achieved (agrarian transform ation), can help to 
promote equity in the country in question by virtue of a relatively 
broader distribution of property, in association with the creation of 
small and medium-sized firm s; the dissemination of labour skills; 
faster growth of employment... T he initial expansion of the 
domestic market in respect of an increasingly broader range of 
goods and services associated with growth constitutes the irre­
placeable basis o f an industrial and technological learning process 
which is itself a prerequisite for a better type o f insertion in the 
international economy," ECLAC ( 1988a), p. 4 5 -The combination of 
these elem ents has played a key role in successful cases of 
industrialization.

Latin America the middle class has played a 
crucial role in destabilizing authoritarian 
régimes by non-revolutionary means.46 In this 
sense, it appears probable that small-scale entre­
preneurs, although politically conservative, 
enjoy greater advantages in a democratic and 
participatory system.47

3. Some policy considerations

In order for the Latin American countries to 
resume a process of growth and development, 
their structures of production will have to 
undergo a through-going transformation. This 
statement requires that a distinction be made 
among at least three aspects of differing levels of 
specificity which influence the performance of 
SMI in varying ways: the types of policies that 
constitute the enterprises’ macroeconomic 
frame of reference, which may be termed "fac­
torial” policies; the form and coverage of direct 
assistance programmes and programmes for 
creating new enterprises, which may be catego­
rized as "sectoral” policies; and, finally, the role 
assigned to the State. The main thrust of "factor­
ial” policies is the maximization of the most 
attractive qualities of SMI. These relate to the 
utilization of the chief opportunities for devel­
opment, such as the capacity for modernization, 
co-operation, specialization and subcontracting. 
The types of functional mechanisms involved

^ T h is is nó doubt a highly controversial statem ent. Never­
theless, it is the authors' view that in a number of instances in 
which a society has been making a transition towards democracy, 
the intervention of this segment of society, whet her appropriate or 
not, has been a determining factor in the success of the process. 
This does not necessarily mean that the middle class is a progres­
sive and dynamic factor nor that it is the class which fights the 
hardest in order to establish a democratic institutional structure. 
However, it is the class which makes the greatest effort to maintain 
such a structure once it has been established.

41A system in which participation is decentralized ensures 
that a series o f conflicts (which, in situations where co-ordination 
is carried out at a general level, are usually amplified) will be 
confronted and resolved in a pragmatic fashion at the sectoral or 
regional level by the actors that are directly involved. It can be 
argued that, in social term s,sm all and medium-scale entrepreneurs 
are a characteristic component of the middle class and have greater 
need of economic and political stability and of a low level of social 
tension than do large enterprises. In the case of Italy, this concept 
was explicitly recognized by the first post-fascist governments; the 
development of a class of small-scale entrepreneurs was regarded 
as playing a functional role in achieving the stabilization of demo­
cracy. See ECLAC (1988).
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may be grouped in terms of tax and credit policy, 
technology, market access and industrial siting, 
training and marketing.

Within this framework, another important 
element is the reinforcement of the links 
between SMI and large economic groups which is 
both necessary for, and an objective of, industrial 
restructuring. In this connection, it is interesting 
to note the changes now taking place in the 
organization and characterization of entrepre­
neurs in the industrialized countries as a result of 
technological progress and the rapid transfor­
mation of markets: in both cases there is a ten­
dency "to replace vertical hierarchical relations 
with those characterized by horizontal co­
operation” (ECLAC, 1988a, p. 48). The objective 
is to create a flexible system of industrial produc­
tion that is capable of adapting to the swift 
changes occurring in patterns of demand.

Insofar as "sectoral” policies are concerned, 
in situations where markets are undergoing a 
process of rearticulation and expansion, it is 
possible to single out, on a tentative basis, some 
areas of production in which SMI might be 
expected to figure prominently. In this respect, 
guidelines and instruments need to be provided 
that will make it possible to prioritize and select 
a set of activities which would then become the 
main target groups for more selective assistance 
programmes in the fields of finance and technol­
ogy. The management and transformation of 
demand are important matters, inasmuch as 
they can provide a stimulus for both routinely- 
used and durable consumer goods. Furthermore, 
the expansion of the domestic market is an inev­
itable consequence of a policy which promotes 
greater equity. SMI may benefit from policies 
aimed at improving product design, disseminat­
ing new technology and starting up some lines of 
production involving the use of high technology.

The third aspect is linked to the role of the 
State and its relationship to the economy. In

designing strategies and policies, it is useful not 
only to make specific recommendations, but also 
to suggest ways in which the State may be more 
effective in promoting concerted efforts by the 
various agents involved. At the level of indus­
trial strategy (the frame of reference for the 
development of SMI), it is assumed as a given 
that the system adopted should be such as to 
permit the coexistence of participatory planning 
and the market (Fajnzylber, 1983). Participatory 
planning would play an important role in the 
design of basic medium- and long-term guide­
lines for investment programmes in strategic 
sectors, the maintenance of the conditions allow­
ing for a macroeconomic equilibrium, and the 
definition of sectoral promotion policies. The 
market, for its part, would perform an important 
function as a channel for the flow of information 
to the whole of the economic system for pur­
poses of decentralized decision-making and the 
resolution of short-term tensions or maladjust­
ments. Within this framework the market would 
be of less significance, however, as a basic mech­
anism for the allocation of resources to areas 
regarded as being strategic, but would continue 
to function as a regulator of the decentralized 
economy, which is the type of context that is 
most conducive to the operation of small 
enterprises.

Within this setting, the impact of policies 
aimed at promoting small-scale enterprise 
would undoubtedly extend beyond the sphere of 
purely economic matters and would be of impor­
tance in relation to the criteria, judgments and 
motivations of individuals and collectives. This 
is attested to by the highly significant role to be 
played by the formal educational system and the 
media in reinforcing the foundations of an effi­
cient entrepreneurial system which would foster 
closer ties between the population and industry 
while also promoting technical progress and 
creativity at the local level.
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CEPAL REVIEW No. 34

Prebisch’s 
ideas on the 
world economy*

A rm a n d o  D i F ilip p o * *

This article identifies three main phases in the evo­
lu tion o f Prebisch’s ideas on the international econ­
omy. D uring the firs t o f these, he outlined his 
concept o f the centre-periphery system and its role 
in the fundamental structural disequilibria of peri­
pheral countries, w ith  particular attention to the ir 
propensity to deficits and indebtedness and the trend 
towards a deterioration in the terms of trade of the 
prim ary commodities they exported. He also 
brought out the repercussions o f their narrow spe­
cialization in prim ary activities, associated w ith 
adherence to the princip le of static comparative 
advantage.

The second phase, which was an outgrowth of 
the first, relates to the proposals in respect of in te r­
national co-operation in the spheres of production, 
trade and finance put forward by Prebisch during the 
tim e he served as the firs t Secretary-General o f 
UN CTA D ,

The th ird  phase corresponds to his more recent 
ideas (mainly expressed in his last two books and in 
C EP A L R e v i e w ), which coincided w ith  a period when 
mechanisms for international co-operation were on 
the wane and international trade and financial rela­
tions were increasingly subject to unilateral deci­
sions. Prebisch’s effort to fully grasp these processes 
led h im  to adopt an increasingly interdisciplinary 
approach. Hence his analysis of the social use of the 
surplus w ith in  peripheral capitalism also proved 
useful in  comprehending the root causes which have 
brought about the present international economic 
crisis. The article concludes w ith  a review o f some o f 
his more recent observations on the world economy 
and Latin American integration.

•This article is a revised version of a paper presented 
at the sem inar on Latin A m erica  itt th e  World. Econom y, 
which was organized in tribute to Raúl Prebisch by the 
Institute for Latin American Integration (IN T A L), th e  
P re b isch  F o u n d a tio n  and e c l a c  and held in Buenos 
Aires in Septem ber 1987.

••Staff member of the International Trade and 
D evelopment Division of ECLAC.

The ideas of Raúl Prebisch remain extremely 
relevant to an interpretation of the present 
world economic situation and to an understand­
ing of the position occupied by Latin America in 
the shifting international scene. While this 
statement may well hold true in regard to other 
aspects of his thinking about development as 
well, this article will concentrate on illustrating 
the considerable forcefulness of Prebisch’s view 
of the centre periphery in interpreting present 
circumstances and in discerning questions of 
major significance in respect of the future of the 
international order.

Within the limited scope of these pages, an 
effort will be made to distinguish three phases in 
the evolution of his thought which have a valua­
ble contribution to make both to a productive 
understanding of the essential features of the 
severe crisis affecting the world economy and to 
an attempt to anticipate what the future holds in 
store. The first phase corresponds to his funda­
mental ideas, formulated during the 1950s, con­
cerning the centre/periphery system and the 
tendencies towards structural imbalance of the 
peripheral economies. The second coincides 
with his tenure as the first Secretary-General of 
UNCTAD, during which he promoted interna­
tional co-operation on the basis not only of the 
principles upheld by the United Nations, but 
also of the analytical foundations of his concept 
of the centre/periphery system. The last phase 
corresponds to the period during which he 
founded and directed the CEPAL Review and 
developed his ideas on peripheral capitalism, 
with particular emphasis on the subjects of the 
economic surplus, the accumulation of reproduc­
tive capital and the perils of the consumer 
society. It was during this phase that Prebisch’s 
thinking took on an interdisciplinary character 
and he became increasingly interested in the 
power relations which emerge from the social 
structure and influence economic institutions 
and the market mechanism.

Throughout this long period, Prebisch’s 
ideas gradually evolved and metamorphosed, not 
only as a result of his own intellectual activity,

Introduction
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but also in response to the changes taking place 
in historical circumstances. Nevertheless, a basic 
common thread runs through his ideas which 
facilitates an understanding of the general trend 
of his thought. This thread is his ongoing con­
cern with the factors which determine the distri­
bution of technical progress and its benefits 
between the centres and peripheries, as well as 
within each one of these societies (Di Filippo,
1986).

1. Peripheral status and 
structural imbalance

At this point it will be useful to undertake a brief 
review of the basic ideas set forth by Prebisch 
during the 1950s in respect of the centre/pe­
riphery system and its impact as regards the 
structural imbalance of the peripheral econo­
mies. Particularly noteworthy is his concept of 
the international division of labour that was 
inherited from the industrial revolution. 
Prebisch held that a demographically small 
group of central economies, undergoing a self­
sustained process of productive diversification 
and capable of generating technical progress on 
its own, interacts with a vast unindustrialized 
periphery. This periphery is drawn into an ever 
greater productive specialization in primary 
commodities which the centre requires in order 
to lower its costs in terms of raw materials and 
wage goods.1

The structural imbalance of the peripheries 
springs from this peculiar and asymmetrical 
position within the international division of 
labour and is reflected both in the sphere of 
employment and in the international insertion 
of the economies concerned. These fundamental 
perceptions highlight the dynamic nature and

‘See Raúl Prebisch, "Grow th disequilibrium and disparities: 
interpretation of the process of economic development". Part I of 
the ECLAC E con om ic Survey o f  Latin A m erica , 1949  (E/CN. 12/ 
164/ R ev,1), New York, United Nations publication, Sales No,: 
51.II.G.1. See also, "T h e economic development of Latin America 
and its principal problems" (E/CN. 12/89/Rev. 1), New York, 
United Nations publication, Sales No.: 50.il.G .2, written in 1949 as 
an introduction to the ECLAC E con om ic Survey o f  Latin A m erica, 
1948  and later published in the E con om ic  Bulletin  f o r  Latin  
A m erica , vol. V il, No. 1, Santiago, Chile, February 1962.

deep historical roots of the ideas put forward by 
Prebisch in respect of development. There 
would be no point in going over concepts here 
which have been examined on many occasions by 
various authors; the following discussion will 
therefore be confined to a review of some of the 
main features of these concepts with a view to 
underscoring their historical relevance.2

Prebisch regarded the development of the 
world economy as being an asymmetrical pro­
cess. The introduction of technical advances 
raises average per capita income in the industrial 
societies, but the demand for final goods and 
intermediate inputs does not expand at a uni­
form rate in the various branches of production. 
This asymmetry is attributable to two main fac­
tors. First of all, in accordance with the well- 
known principle described by Engel’s law, the 
income-elasticity of demand for primary goods is 
generally lower than that of the demand for 
manufactured goods and for a large number of 
services. Secondly, the technological develop­
ment of industrial activities entails a reduction in 
the content of primary goods per unit of final 
industrial product. Consequently, both consumer 
demand for final products and industrial demand 
for capital goods and inputs contribute to the 
asymmetrical growth of the branches of produc­
tion. It should be mentioned in passing that it 
was some time before these ideas, which are 
fundamental to the theory of economic develop­
ment, were given their due by academic theory. 
Indeed, it is only very recently that the need to 
construct formal models reflecting the asymmet­
rical nature of the growth of productive struc­
tures has been recognized and that the analytical 
tools needed in order to examine this pheno­
menon have been developed (Pasinetti, 1981 
and 1987).

With these two fundamental principles as 
his starting point, Prebisch posited the existence 
of a tendency towards structural imbalance on 
the part of the peripheral economies. He con­
tended that, in the international sphere, world

■‘See, among others, the following publications concerning 
the thinking of ECLAC in the 1950s and early 1960s. Essentially, 
these writings take up and develop the ideas of Raúl Prebisch: 
ECLAC (1969); Rodriguez (1980); Gurrieri (1982); Bacha (1974), 
D i Filippo ( 1981).
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demand for primary products would grow more 
slowly than the demand for manufactures. Con­
sequently, as exporters of commodities and 
importers of manufactures, the peripheries 
would be inescapably marked by a structural pro­
pensity to deficit and indebtedness. In parallel 
fashion, within the sphere of employment the 
global development of the world economy would 
witness a shift of the labour force away from 
primary activities and towards secondary and 
tertiary ones. Hence, should the peripheries per­
sist in their narrow specialization in primary 
activities in strict adherence to their static com­
parative advantages, they would ultimately find 
themselves facing the dilemma of having to 
accept either a large-scale and increasing 
underutilization of their labour force or the 
migration of their manpower to those regions of 
the world where the industrial development 
process was in full force. This accounts for Pre­
bisch’s insistence on promoting the industrial 
development of the peripheries. It should be 
stressed that neither Prebisch nor ECLAC ever 
single-mindedly espoused the idea of a predomi­
nantly closed type of industrial development 
based primarily on import substitution; on the 
contrary, they underscored the need to promote 
competitive industry, capable of sustaining itself 
through exports of manufactured goods as well. 
Growth based on import substitution did not 
spring from any strategy dictated by ECLAC, but 
rather from the imperative of historical circum­
stance during the period between 1914 and 1945, 
when the foundations were laid for the indus­
trialization of most of Latin America’s large and 
medium-sized economies (Prebisch, 1986).

Another fundamental idea —which, in its 
original form, Prebisch shared with Hans 
Singer— is that of the deterioration in the inter­
national terms of trade for commodities vis-a-vis 
those for manufactured goods.1 Prebisch con­
tinued to elaborate and expand upon this idea 
until it came to be a logical extension of his 
theory of structural imbalance in the interna­
tional sphere and in employment. Seen from this 
angle, "the détérioration thesis” may be 
regarded as a necessary outcome of the overall

5 For an exam ination o f the essential features and evolution of 
this thesis, see Di Filippo (1987).

significance of his ideas on the centre/periphery 
system.

It is important to delve a bit more deeply 
into the "deterioration thesis” as postulated by 
Prebisch, because it is this theory which marks 
the confluence not only of his ideas on the struc­
tural imbalance of the peripheries, but also of his 
ongoing concern with the economic and social 
forms taken by the appropriation of increases in 
labour productivity arising out of the dissemina­
tion of technical progress. The above-mentioned 
concept of differing elasticities gave him 
grounds for asserting, on the one hand, that the 
sluggish expansion of "central” demand for 
commodities constituted a very real restriction 
to the growth of the peripheral export econo­
mies. Any unilateral expansion of the supply of 
these products above and beyond the require­
ments of demand would, due to the price elastici­
ties involved, lead to a sharp fall in their prices. 
Consequently, if the primary product-exporting 
economies were to attempt to overcome the ten­
dency towards deficits and indebtedness inher­
ent in their peripheral condition by making an 
effort to eliminate their deficits through an 
increase in exports, the result could prove coun­
terproductive, since such a step might well lead 
to a steep decline in prices and the worsening of 
the existing deficit. The existence of surplus 
labour —an intrinsic feature of peripheral 
status—, made it either impossible or much 
more difficult for workers employed in primary 
activities to raise their wages in line with pro­
ductivity increases in the output of primary 
goods for export. As a result, profit margins 
were higher in these export activities in the 
periphery and the entrepreneurs in these sectors 
were more inclined to forgo proportion of their 
profits in the form of price cuts. The case was 
just the opposite in the central economies 
exporting manufactured goods, where the bar­
gaining power of labour allowed it to increase its 
real wages in step with improvements in labour 
productivity, as in fact happened following the 
Second World War.

In contrast with the argument formulated by 
Singer, Prebisch’s "deterioration” thesis also 
includes an interpretation of the cyclical nature 
of this phenomenon. A discussion of this aspect 
of his theory is, however, beyond the scope of 
this brief review.
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2. The relevance of Prebisch’s 
fundamental ideas

Prebisch’s ideas on structural imbalances and the 
deterioration in the terms of trade within the 
centre/periphery framework continues to con­
stitute a productive way of addressing the issue 
of Latin America’s international insertion. How­
ever, although the basic structural focus remains 
fully valid, the pertinent historical data have 
changed over the past 35 years, Prebisch’s subse­
quent analyses and interpretations also reflected 
and incorporated these changes, as we shall see 
when we analyse the later phases of his thinking. 
At this point we are only concerned with two of 
his theses. Firstly, that of the peripheries’ ten­
dencies towards deficits and indebtedness; and 
secondly, that of the deterioration in the terms of 
trade.

The trade deficits characteristic of the peri­
pheral countries arise out of the greater expan­
sion of demand for manufactured goods than for 
primary products in the world economy. The 
statistical data corroborate this observation, 
since they indicate that during the postwar 
period the demand for manufactured goods has 
grown far more rapidly than the demand for 
primary products, and thus provide ample con­
firmation of the principles underlying the thesis 
of imbalance. From the standpoint of the devel­
opment of the countries of Latin America, the 
important point is not whether their balance of 
trade in goods shows a surplus or a deficit, how­
ever, but rather the far broader and deeper the­
sis, also formulated by Prebisch, that the region’s 
rate of growth is closely linked to its import 
capacity, which, in turn, continues to be a func­
tion of the centre’s demand for the region’s 
exports of primary products. Should its exports 
fall, then the region, in order to continue with its 
adjustment to external conditions, will be faced 
with the need to choose one of two possible 
options: it will either have to bring about a 
reduction in its imports and, hence, in its rate of 
growth or it will have to rely on the inflow of 
external savings, either in the form of interna­
tional co-oporation, i.e., on preferential terms, 
or in the form of conventional financing through 
the private sector.

Throughout the entire postwar period, Latin 
America has been dependent on external sav­

ings, judging from the deficit consistently regis­
tered by its balance-of-payments current 
account. The continuing validity of Prebisch’s 
theses lies in the fact that the region obtains 
more than 75% of its export earnings from the 
sale of primary products, which makes it highly 
vulnerable to fluctuations in the demand for 
these goods on the world market.

The evolution of the Latin American econ­
omy during the 1980s has provided dramatic 
evidence of the validity of Prebisch’s theories 
regarding peripheral status. First of all, com­
modity prices have not only followed the 
downward trend seen throughout the whole of 
the long postwar period, but have suffered a 
veritable "collapse” during the 1980s. Secondly, 
external inflows of capital have dried up, simul­
taneously subjecting the region to a sharp 
decrease in its import capacity and to a virtual 
suspension of external financing. A dramatic 
turnaround in its prospects for development 
during the 1980s has thus been brought about by 
the brutal cutbacks in imports it has made in 
order to balance its external accounts and the 
diversion of internal savings it has been obliged 
to make in order to pay the interest on its debt.

To summarize, the evolution of the external 
economic environment during the closing years 
of the 1970s and thus far in the 1980s has had 
devasting repercussions on the Latin American 
economy which, in structural terms, are attribu­
table to its peripheral status, as described early 
on by Prebisch in the 1950s: a dependence on 
world demand for primary products; a height­
ened vulnerability to variations in their prices; 
and a situation in which its growth potential is 
heavily influenced by its capacity to export prim­
ary products and/or obtain external financial 
resources.

If one were to single out one area of the 
international economy in which the theoretical 
factors discussed by Prebisch are the most clearly 
apparent in empirical terms, it would surely be 
that of the terms of trade between commodities 
and manufactured goods, rather than his thesis 
on the structural imbalance of the peripheries, 
whose corroboration requires special precau­
tions and considerations. Data from a variety of 
sources (World Bank, International Monetary 
Fund, UNCTAD, etc.) provide categorical proof 
of the downward trend in the real prices of
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commodities throughout the whole of this cen­
tury. Indeed, by the end of 1986 these prices had 
fallen to such an extent that they were even 
lower than during the depression of the 1930s.4 
The steep decrease observed durfng the 1980s is 
a clear reflection of the causative factors identi­
fied by Prebisch: different price and income elas­
ticities, both on the demand and the supply sides; 
the unequal ability of the various agents of pro­
duction to appropriate increases in labour pro­
ductivity; and the tendency of technical progress 
to reduce the proportion of primary product 
inputs per unit of final industrial product. Pre- 
bisch’s observations regarding the economic 
cycle are particularly elucidating in respect to the 
collapse in prices observed in the 1980s. During 
the current phase of slow growth in the centres, 
the deterioration in commodity prices has 
become even more pronounced, particularly as a 
result of the oversupply which the peripheral 
countries themselves have helped bring into 
being as they strive to earn foreign exchange in 
order to meet the burdensome commitment of 
servicing their swollen external debts.

3. The UNCTAD phase: the impact of 
Prebisch’s ideas within the sphere 

of international co-operation

The need for international co-operation was 
stressed by Prebisch not only in recognition of 
the ethical principles of the United Nations but 
also as a consequence of his own analysis of the 
centre/periphery relationship. The rationale for 
his advocacy of North-South co-operation lay in 
the asymmetrical nature of international eco­
nomic development. If it were given over to the 
unrestricted interplay of market forces, the sys­
tem would surely lead to the commercial and 
financial asphyxiation of the peripheries; hence 
the vital importance of co-operation in these 
areas. In the sphere of trade, such co-operation 
could not, however, be based upon the same 
criteria as those governing co-operation among 
the industrialized countries. For example, the 
"most-favoured-nation” principle established 
under GATT, involved applying the same Stand-

^See, among others, liCLAC ( 1986), the World Bank (1986), 
Sarkar (1986) and Sapsford (1985).

ards to competitors of vastly differing capacities. 
In contrast to this "formal reciprocity", as he 
himself called it, Prebisch proposed "real reci­
procity”, which would take into account the 
structural asymmetry between the centres and 
the peripheries and thus require the former to 
grant trade preferences to the latter in order to 
offset the tendencies towards structural imbal­
ance arising out of the peripheries’ status as 
exporters of primary products. For the same 
reasons, financial co-operation in relation to 
trade and development was also required. 
UNCTAD was established in response to this 
approach, which maintained an uneasy coexist­
ence with the more orthodox philosophy, 
espoused by the IMF, the World Bank and GATT, 
in favour of the free operation of market forces.

In his first report to UNCTAD as Secretary- 
General of the newly-founded institution, Pre­
bisch drafted what can only be described as a 
"manifestor on North-South co-operation". 
This document cannot be fully comprehended 
unless it is considered in the light of his earlier 
"Latin American manifesto”, which was pub­
lished in 1949 when he was at the head of 
ECLAC. In respect of North-South co-operation, 
his report to UNCTAD constitutes a logical 
extension at the international level —although 
this time from an action-oriented perspective— 
of the basic ideas underlying the diagnostic anal­
ysis of Latin America which Prebisch had 
propounded when at ECLAC.5

If the fruits of his efforts are examined from 
the privileged vantage point afforded by an ex­
post historical perspective, it must be admitted 
that although his objectives were ethically justi­
fied and had a rational basis, they never met with 
full acceptance within governmental and entre­
preneurial circles in the central countries. Pre- 
bisch’s ideas clashed with those of the three 
leading institutions (World Bank, IMF, GATT) 
presiding over the world economic order and 
were at odds with the logic of market liberaliza­
tion favoured by the major international firms in 
the developed world. Nonetheless, even a cur­
sory reading of the arguments set out in his first 
report to UNCTAD reveals that Prebisch was

'’This report to UNCTAD was published by the Fondo de 
Cultura Económica under the title N ueva po lítica  com erc ia l para  e l  
d esarro llo , Mexico City, 1964.
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advocating international North-South co­
operation as a strategy designed to ensure the 
harmonious development not only of the peri­
pheries, but also of the industrial centres. What 
he was putting forward was, essentially, an 
equitable formula for gradually overcoming the 
structural asymmetries affecting both the cen­
tres and the peripheries.

With the benefit of hindsight, it might also 
be said that the ethical justification and scientific 
rationality of his ideas regarding co-operation, 
while essential to the task he had undertaken, 
were not enough to ensure its success. Those 
achievements that were engineered within 
UNCTAD (the Generalized System of Preferen­
ces, the associations of commodity producers and 
consumers, compensatory financing arrange­
ments, etc.) came into being either during the 
latter part of the most dynamic period in the 
history of the world economy (1945-1970) or as 
a result of exceptional circumstances (the first 
major oil crisis), which made it possible to 
wrench concessions from the industrialized 
countries. Unfortunately, the slowdown of the 
world economy in the 1970s marked the onset of 
a deterioration in the structure of international 
co-operation. In this new setting, international 
economic negotiations began to disregard the 
spirit of co-operation championed by the United 
Nations and to be increasingly based on the 
power (in production, trade, finance, etc.) of the 
countries or blocks of countries represented at 
the negotiating table. In other words, the long­
term decline of the industrial centres in terms of 
their development has revealed, as so often 
before throughout history, the role played by 
power relations as an underlying force in market 
dynamics.

It was precisely during the third phase in the 
evolution of his thinking that Prebisch devoted 
particular attention to the manner in which the 
power relations arising out of the social structure 
affect market relations, influencing them so 
strongly that an interdisciplinary analysis is 
required in order to grasp them in full. This new 
perspective was manifested in the way he went 
about examining the social struggle to approp­
riate the surplus in the Latin American econo­
mies, as well as in his study of the impact of this 
phenomenon on the processes of development 
and democratization. These ideas, whose pur­

pose was to arrive at an understanding of peri­
pheral capitalism, nonetheless prove equally 
useful in interpreting some of the fundamental 
causes which have brought about the present 
international economic crisis.

4. Social use of tbe surplus,
"consumerism” and capital 

accumulation

At this point it may be useful to provide a brief 
synthesis of the ideas which Prebisch developed 
in this field, prior to examining their relevance 
to an understanding of the present international 
crisis.

The concept of surplus developed by 
Prebisch was an outgrowth of his ongoing inter­
est in studying the social and economic forms of 
appropriation of increases in labour productiv­
ity. Similarly, his interest in the "social use of the 
surplus” —to employ his own terminology— is 
no less than a new approach to the study of the 
forms of utilization of increases in labour pro­
ductivity (Prebisch, 1981).

At this stage in his thought, Prebisch was 
concerned with those forms of capital accumula­
tion tending to prevail in contemporary consu­
mer societies, as well as with their detrimental 
impact on the possibilities of growth. He saw the 
"consumer culture” which has spread out from 
the centres as constituting one of the features of 
the "imitative capitalism” of the peripheral 
economies. Within a line of thought which had 
already been developed by other Latin American 
writers, he impugned the premature adoption by 
poor peripheral economies of consumption patt­
erns appropriate to developed societies. This 
trend was aptly described by Aníbal Pinto (1973 
and 1976) as "a caricature of the consumer 
society”.

Prebisch made a theoretical distinction 
between reproductive and non-reproductive 
forms of capital accumulation. These terms did 
not refer to any specific characteristic of given 
capital goods, but rather to contrasting "styles of 
accumulation”. Reproductive accumulation was 
that which raised the productivity of labour 
while simultaneously increasing employment 
opportunities in the economic system as a whole.
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In order for these two things, which were appar­
ently mutually exclusive from a static viewpoint, 
to occur simultaneously, the agents responsible 
for the accumulation process in the public and 
private spheres would have to adopt an 
austerity-oriented and " product iv is t” approach. 
Thus was because successive increases in labour 
productivity made possible by the introduction 
of technical progress had to be diverted away 
from consumption, and particularly from the 
imitative consumption of luxury items, so that 
they could be reinvested in a productive manner 
that would continue to bring about rapid 
increases in labour productivity. As this increase 
in productivity gathered speed, the process of 
accumulation would have to keep pace with it in 
order to maintain a balance in the labour market.

In contrast, non-reproductive accumulation 
was that which was aimed at diversifying exist­
ing forms of consumption and rendering them 
more complex. Since it did not increase labour 
productivity, this form of accumulation slowed 
down the growth rate of the surplus, thereby 
limiting the possibilities of subsequent accumu­
lation. It was precisely on these non- 
reproductive types of accumulation that 
imitative capitalism in the peripheral regions 
was based; moreover, these modalities of accum­
ulation were accompanied by a struggle over the 
distribution of wealth among the different social 
sectors which led to disordinate levels of infla­
tion and jeopardized the progress of the demo­
cratization process.

Although these ideas were developed on the 
basis of an observation of peripheral capitalism, 
they also proved valid as a means of anticipating 
the evolution of some central economies (Pre­
bisch, 1984). In examining the "stagflation” that 
affected the industrialized world during the 
1970s, Prebisch attributed the phenomenon to 
insufficient reproductive accumulation and 
excessive public and private consumption, 
trends which were particularly strong in the 
main dynamic centre of contemporary capital­
ism. The huge trade and fiscal deficits and scant 
rates of reproductive accumulation of the United 
States economy attest to the fact that in recent 
years this country has been living beyond its 
means by making use of its monetary power, 
which has allowed it to finance these unprece­
dented imbalances with external savings.

Prebisch also took an interest in the extraor­
dinary growth of the Japanese economy, whose 
style, which is similar to that adopted by other 
Asian nations, is in clear contrast to the consu­
merism prevalent in the main dynamic centre. 
The Japanese economy corresponds much more 
closely to a model of reproductive accumulation 
designed to achieve rapid increases in labour 
productivity, which are then reinvested in order 
to speed up the process even further. This style 
of development, oriented towards the export of 
manufactures, strongly protected against exter­
nal trade and financial interference and based on 
close collaboration between the public and pri­
vate sectors, is what led to the so-called "Japa­
nese miracle”. Thanks to the extremely swift 
increase in labour productivity,Japan simultane­
ously accomplished three decisive results: it 
raised the standard of living of its labour force, 
maintained higher profit margins than those of 
the industrialized Western economies and came 
to represent an overwhelmingly competitive 
force on international markets (Prebisch, 1981).

The outcome of these disparate economic 
trends is apparent in the type of relationship 
which has gradually emerged between the Uni­
ted States and Japan. The United States has a 
deficit-laden and indebted economy and utilizes 
its monetary power to finance a life style beyond 
the reach of its actual economic means while it 
brings pressure to bear on Japan to moderate its 
competitive drive. For its part, the Japanese 
economy maintains large surpluses in its trade 
with the United States. These surpluses are then 
recycled in the form of financial flows which 
help to absorb the United States deficits. It is 
only through international co-operation and the 
harmonization of the two countries’ external 
policies that it will be possible to overcome these 
macroeconomic imbalances, which are decisive 
factors in the present international crisis, with­
out serious repercussions.

This is not the place to elaborate further 
upon these observations. It is sufficient to stress 
the undeniable usefulness of these analytical 
categories in arriving at an understanding of the 
underlying causes —or at least some of the most 
significant ones— of the acute friction and trade 
and financial imbalances characteristic of the 
present international economic crisis.
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5. Prebisch’s later observations on 
the world economy and on 

Latin America

Following the publication of his last book on 
peripheral capitalism (1981), Prebisch con­
tinued to observe the evolution of the world 
economy and to present his views in the CEPAL 
Review. In his final essay, he returned to the 
topic which had been his constant concern: the 
sharing out of technical progress and of its fruits 
in the course of international dealings. In a few 
brief paragraphs he linked his new concept of 
the surplus with the long-standing, but omni­
present problem of the deterioration in the 
terms of trade. It is worthwhile reproducing his 
words here, inasmuch as they provide a telling 
example of the interdependence of the various 
components of his theoretical approach, includ­
ing those developed during different phases in 
the evolution of his thinking:

"I have already said that there are factors 
which account for the unfavourable reaction of 
the centres to imports of manufactures from the 
periphery. I think that for a proper understand­
ing of this fact it is indispensable to recall the 
dynamic role of the economic surplus of enter­
prises that I have sought to explain in earlier 
articles. In the surplus is mainly embodied that 
part of the fruits of the system’s increasing pro­
ductivity which is not transferred to the labour 
force. This is a matter of profound dynamic 
significance, since the surplus is the source of a 
considerable proportion of the capital accumula­
tion of enterprises. Thus, as the evolution of 
demand calls for more and more diversification, 
capital investment also shifts towards produc­
tion of goods that are diversified. Inter­
enterprise competition is directed towards 
capturing markets in the diversification process 
rather than towards reducing prices, except in 
the case of those goods that have been surpassed 
by others deriving from the incessant innova­
tions aforesaid.

"Here a point arises which must be stressed: 
the shift in investment is effected by virtue of the 
growth of the surplus, and this growth occurs 
precisely because, in general, and thanks to 
diversification, prices of manufactures do not 
fall. If there were no diversification resulting 
from ceaseless innovations, consumer demand 
would tend to reach saturation point.

"This is a phenomenon characteristic of cap­
italist development. It happens, however, that 
when imports from the periphery acquire com­
petitive capacity [in the central economies] 
through the combination of technical progress 
with relatively low wages, competition in this 
case is based on price reductions, and adversely 
affects not only the growth of the surplus but 
also the ability of industries hard hit by competi­
tion to redeploy their forces and invest in the 
diversification process or step up their produc­
tivity. This explains why entrepreneurs and 
workers are antagonistic to imports from the 
periphery. Clearly, an additional element today 
is unemployment, which, as we have said, stems 
from the sluggishness of the economies of the 
centres”.

A few pages later he goes on to say: "The 
time has now come to pose this other question: 
why do the centres look with favour upon a 
downward movement in the prices of these 
primary products while they take pains to with­
stand a fall in the prices of the manufactures they 
import from the periphery? The answer is very 
simple. A reduction in the prices of primary 
products enlarges the economic surplus of the 
enterprises [which] purchase them, whereas a 
decline in industrial prices weakens their surplus 
and consequently their capacity for accumula­
tion” (Prebisch, 1986, pp. 204 to 206).

In these paragraphs, which were written 
shortly before his death, when he was 85 years of 
age, an outline is given —Prebisch considered 
the essay from which they are taken to be a set of 
"notes”— of fresh and promising conceptual 
interrelationships that he would undoubtedly 
have continued to develop, had time allowed.

However, during this period his attention 
was not directed solely to the central elements of 
his theoretical concepts. He also had keen 
insights into the new and burning monetary 
issues which began to surface in the 1970s. In 
this connection, he placed stress on a perspective 
that was linked to the role of the underlying 
power relations in the market mechanism, a 
concept which has already been commented 
upon in an earlier section. In the sphere of inter­
national monetary relations, this same perspec­
tive led him to undertake a critical analysis of 
how the utilization of the international mone­
tary power of the United States had influenced 
the international monetary system and how it
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had thereby also affected the market relations of 
the world capitalist economy as a whole. The 
announcement of the inconvertibility of the dol­
lar in the early 1970s, together with the creation 
of the Eurodollar market and its connection with 
the growing ability of the transnational banking 
system to expand the money supply with no 
substantive supervision by any international 
authority, thus became objects of his concern. In 
the late 1970s, the stagflation observed in the 
industrialized countries —a trend which had a 
particularly strong impact on the United States 
economy— led him to consider further not only 
the consumerist style of development of the 
Western centres, but also, once again, the unilat­
eral use of monetary power by the United States. 
Subsequently, in analysing the sharp turnaround 
which occurred in the monetary and financial 
policies of the centres at the beginning of the 
1980s, Prebisch laid stress on the nature of their 
repercussions on the peripheral countries and on 
Latin America in particular. Nor did the part 
played by the decrease of commodity prices in 
the industrialized nations’ success in reducing 
their rates of inflation escape his attention as he 
kept a close watch on the world situation. In 
particular, the topic of Latin American indebted­
ness prompted compelling insights into the 
origin of the monetary and financial changes 
which had set off the debt crisis.

Shortly before his death, as he addressed the 
twenty-first session of ECLAC, he said: "This is a 
dilemma which must be clearly seen; no solution 
for it will be reached in the absence of a political 
decision on the part of the governments of the 
creditor countries. Why a political decision? 
Because the origin of this problem is political. 
The Eurodollar market was born of a political 
decision on the part of the larger countries, espe­
cially the United States. Leaving the Eurodollar 
market unregulated, despite the warning voices 
that were raised at the time, was a political 
decision. Covering the fiscal deficit of the United 
States, not in the traditional and orthodox 
fashion through an increase in taxes and a reduc­
tion of expenditure, but by absorbing domestic 
saving and gigantic quantities of saving from the 
rest of the world through astronomically high 
interest rates, is a political decision. How then 
can we do other than maintain that the debt 
problem is essentially political? Because of the

nature and origin of this situation, and because of 
the serious consequences that its persistence will 
imply for all the countries affected and, in the 
last resort, for the industrial centres, too, it calls 
for a forward-looking approach and for under­
standing of the dangerous threat to the world 
economy that it involves, since it is not only the 
problem of the debt that is at issue, but also, as 
has been said over and over again at the present 
session, other problems which are superimposed 
upon it” (Prebisch, 1986a, pp. 14-15).

On the same occasion he underscored the 
imperative of clarifying the role of ECLAC in 
respect of the import substitution policy which 
the countries of Latin America began to apply 
during the crisis of the 1930s. His words on this 
topic are revealing. They not only constitute a 
testimony of the past, but also provide a clear 
outline of the role which import substitution 
could play, should the present international cri­
sis deepen:

"I should also like to comment —since we 
are talking of the renovation of ideas, of ideas 
that lag behind events— on the foreign trade 
policy of the Latin American countries. When 
did import substitution begin in Latín America? 
During the great world depression, when the 
monetary policy of the United States and the 
enormous rise in customs duties shattered the 
whole system of multilateral trade and payments 
that had been working very well. The slump in 
our countries’ exports was formidable, and 
import substitution was the only way out. I had 
an active part to play at that time, and I do not 
remember that in the prevailing situation there 
was anyone crazy enough to say 'The thing is not 
to substitute domestic production for imports 
but to export manufactures’. Export manufac­
tures where? To a world that was out of joint and 
where protectionism was a normal way of safe­
guarding economies? Import substitution was 
the only solution possible. It was not a doctri­
naire imposition. It was imposed by force of 
circumstances. Then came the difficulties of the 
postwar period, until at last, with Europe recon­
structed and the world economy set on its feet 
again, the opportunity and the need to export 
manufactures did arise” (ibid., p. 15).

After recalling that in 1961 ECLAC had 
already put out a warning regarding the asym­
metry of Latin American industrial policy and
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the need to promote the export of manufactures, 
Prebisch made a number of further observations 
regarding the present situation, which, on 
account of their undeniable relevance, deserve to 
be quoted in full:

"This is not a question of doctrinaire prefer­
ences. The extent to which our countries should 
go on combining import substitution with 
exports depends upon the receptive capacity of 
the centres. If the growth rate of the centres 
remains far below what it was in the past and 
protectionist measures continue to proliferate, 
the need for import substitution will be much 
greater than if thriving developed economies 
throw open their doors to exports not only of 
manufactures but also of primary products from 
the developing countries. As I said, everything 
ultimately depends on the receptive capacity of 
the centres; the need to export is not a whim of 
the developing countries, but a requirement of 
their growth” (ibid., p. 15).

6. The issue of integration

However, Prebisch tended to take a pessimistic 
view of the possibilities for greater dynamism 
and openness on the part of the world economy, 
and in particular the United States economy, to 
exports from the periphery and from Latin 
America in particular (Prebisch, 1986, p. 210). 
Hence his insistence on import substitution 
(although now at the regional level) in connec­
tion with his well-established ideas and recom­
mendations regarding the desirability of Latin 
American integration, which date back to the 
1950s. In respect of this subject —to which he 
returned in, inter alia, an essay written in 1986— 
he put forward a number of recommendations 
which, putting aside any considerations relating 
to their validity or practicability (aspects that we 
shall not attempt to examine here), reveal him 
to be a thinker who was turned towards action 
and who possessed unswerving faith in integra­
tion as a factor of Latin American unity. What he 
said was this:

"It must be recognized, however, that the 
effort expended over more than two decades has 
produced very scanty results. Accordingly, the 
reasons why we have not advanced as much as in

the early days might have been thought possible 
should be subjected to careful scrutiny. A retro­
spective review leads me to the following conclu­
sion: in ECLAÇ we allowed ourselves to be 
seduced by the idea of a Latin American common 
market, which gradually cleared a way for itself 
and took shape in the arrangements generally 
known. What I am saying is not that this idea 
must be abandoned, but that there should be a 
change in the form and timing of its materializa­
tion. The crux of the matter always has been and 
still is the trend towards an imbalance with the 
centres which must necessarily lead us to substi­
tute domestic production for imports from the 
central countries. It is there, in my opinion, that 
efforts should be concentrated, leaving other 
measures, aimed at trade liberalization, for a 
later stage. Thus, for example, the preferences 
that our countries could grant one another in 
respect of importing consumer goods are not 
going to resolve that basic problem to which we 
alluded. Nor is this all; I think that import sub­
stitution under a preferential régime comes up 
against major obstacles. The countries whose 
industrial development is farthest advanced are 
in a position to export capital goods or interme­
diate goods to the relatively less or least 
advanced countries while the latter cannot par­
ticipate to the same extent in trade of this kind. It 
is on their shoulders, however, that the cost of 
such operations tends to fall, since they are made 
to pay higher prices than are quoted on the 
international market for the capital goods and 
inputs which they import from the more 
advanced countries. For this and other reasons, I 
am more inclined to think that the advanced 
countries should grant their exports subsidies 
equivalent in significance to their customs pro­
tection. Of course the subsidies régime would 
have to be established by common accord under a 
new agreement, but it would not suffice in itself 
to ensure a relatively balanced trade. The least or 
relatively less advanced countries would still be 
in an inferior position unless special corrective 
measures were taken; one of these would be for 
the countries benefiting most by the trade in 
question to share with those that gain least the 
investment required to possibilitate a satisfac­
torily balanced trade not bilateral but multilat­
eral among all the participant countries” 
(Prebisch, 1986, p. 208).
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We have deliberately left these rather 
lengthy references to the topic of Latin Ameri­
can integration until the last. We have done so, 
first of all, because the style in which these para­
graphs are written illustrates Prebisch’s con­
stant quest for concrete economic policy 
measures that could serve as a means for putting 
the results of his diagnoses into practice, and 
secondly, because the issue of import substitu­
tion on a regional scale, within the context of a 
more intense drive for Latin American integra­
tion, attests to the congruency and continuity 
over time of his main lines of thought. These

ideas take on particular importance within the 
present international crisis situation in that they 
call up dilemmas which the region faced once 
before —although under different historical 
circumstances— between 1914 and 1945.

Finally, by way of conclusion, there is per­
haps room for one last remark. The ideas of 
Prebisch, which we have reviewed all too briefly 
here, are not only a part of the history of Latin 
American economic and social thought. They 
also constitute idées-force which continue to 
help shape history.

Bibliography

Bacha, E. (1974): Un modelo de comercio entre centro y periferia 
en la tradición de Prebisch. FJ tr im estre  e con óm ico , vol. 41, 
No. 162. April-June, Mexico City.

Di Filippo, A. ( 1981 ): D esarro llo  y  d esigu aldad  socia l en  A m erica  
Latina. Lecturas series; No. 44, El trim estre económico. 
Mexico City: Fondo de Cultura Económica.

 (1986): Desarrollo económico y transformación social: el
legado de Prebisch. El tr im estre  e con óm ico ,  vol. 53 (4), 
No. 212. October-December, Mexico City.

 ( 1987): El deterioro de los términos de intercambio, treinta
y cinco años después. P en sam ien to  ib e roam erican o , No. 1 1, 
Madrid. Paper prepared for the seminar on the present and 
future of the centre-periphery system, and Instituto de 
Cooperación Iberoamericano (ICI)/ECLAC, Madrid, 4 to 10 
May 1987.

ECLAC ( 1969): F I p en sa m ien to  d e  ia  CEPAL Santiago, Chile: Edi­
torial Universitaria.

---------- (1986): T h e  term s  o f  trade o f  p rim ary  com m od ities  in Latin
A m erica  an d  th e  C aribbean  (LC/L.382). Santiago, Chile.

Gurrieri, A. ( 1982): La economía política de Raúl Prebisch. La obra  
d e  P reb isch  en  la CEPAL, Lecturas series, No. 46. El trimestre 
económico. Mexico City: Fondo de Cultura Económica.

Pasinetti, L. (1981): Structural C han ge an d  E con om ic G row th , 
New York: Cambridge University Press.

— — —•( 1987): Growth theory and its future. Structural dynamics 
and vertically integrated sector. Special paper presented at 
the Seventh Latin American M eeting of the Econometrics 
Society. São Paulo, 4 to 7 August.

Pinto, A. (1973): Heterogeneidad estructural y modelo de 
desarrollo reciente de la América Latina. In flación . Ralees  
estructurales. Lecturas series, No. 3, El trim estre económico. 
Mexico City: Fondo de Cultural Económica.

 .(1976): Styles o f development in Latin America. CEPAL
R ev iew , No. 1, Santiago, Chile. United Nations publication, 
Sales No,: E.76.ILG.2.

Prebisch, R. (1964): T ow ards a N ew  T rade Policy f o r  D ev e lo p ­
m ent: R ep ort by th e  S ecretary-G en eral o f  th e  U nited  N ations  
C on feren ce  on T rade an d  D ev elo p m en t  (E/CONF.46/3). 
New York. United Nations publication, Sales No.: 64.II.B.4.

 (1981): C apitalism o p erifé r ico . Crisis y  tran sform ación .
M exico City: Fondo de Cultura Económica.

 (1984): T he global crisis of capitalism and its theoretical
background. CEPAL R ev iew , No. 22 (E/CEPAL/G. 1296). 
Santiago, Chile. United Nations publication, Sales No.:
E.84.II.G.3.

 (1986): Notes on trade from the standpoint of the
periphery. CEPAL R ev iew , No. 28 (LC/G. 1392). Santiago, 
Chile.

 (1986a): Address delivered by Dr. Raúl Prebisch at the
twenty-first session o f ECLAC CEPAL R ev iew , No, 29 
(LC/G. 1427), Santiago, Chile.

Rodríguez, O. (1980): La teoria  d e l  su bdesarro llo  d e  la CEPAL. 
Mexico City: Siglo X X I  Editores.

Sapsford, D. ( 1985): R ea l Prim ary C om m od ity  Prices: A n Analysis 
o f  Long Run M ovem en ts  (D M /85/31). W ashingtion, D.C., 
International Monetary Fund, Research Department.

Sarkar, P. (1986): T he Singer-Prebisch hypothesis: a statistical 
evaluation, C am bridge Jou rn a l o f  E con om ics, vol. 10, No. 4.

Singer, H. (1975): T he distribution of gains revisited. Cairncross 
A. and M. Puri (eds). T h e  Strategy o f  In tern ation a l D e v e lo p ­
m ent. London: MacMillan.

 (1984): The terms of trade controversy and the evolution of
soft financing early in the U.N. F, M. M eier and D. Seers 
(eds.) P ion eers  in d ev elop m en t. A World Bank publication. 
New York: Oxford University Press.

World Bank (1986): P rice P rospects  f o r  M ajor P rim ary C om m od i­
ties , Report No, 841/86, vol. 1. W ashington, D.C.





Prebisch: 
A classic and 
heterodox 
thinker

B enjam in  H o p en h a y n *

CEPAL REVIEW No. 34

In  this tribute to Raúl Prebisch, the author seeks to 
highlight tw o of the outstanding features o f P re ­
bisch’s w ritten legacy: the classical nature of his 
thinking, and his heterodoxy as a com batant, armed 
w ith the lessons taught by concrete historical exp e­
rience, against conventional myths. Both of these 
traits are to be found in many o f the thinkers who 
have made landmark contributions to the develop­
m ent o f the sciences and the realm o f ideas, as did 
Prebisch in the field of econom ic developm ent and 
societal change.

•This article is a revised version o f a paper presented 
in Buenos Aires in Septem ber 1987 at the Sem inar on Latin 
America in the World Economy, which was organized as a 
tribute to Raúl Prebisch by 1NTAL, the Raúl Prebisch Foun­
dation and ECLAC

Prebisch: a classical 
thinker

Starting from his experience and his identity as 
an Argentine, as Prebisch developed his ideas he 
focused first on Latin America and then on the 
world economy. He thus followed in the steps of 
many classical thinkers in the most varied fields 
of philosophy, literature and the humanities in 
general whose theories carried them from a real­
ity firmly set in a specific time and place to a 
much vaster universe. In economics, to turn to 
the basic discipline with which Prebisch was 
concerned (although his ideas overflowed its 
bounds with increasing frequency as time 
passed), it may be remembered that the physio­
crats opened up new analytical and theoretical 
frontiers on the basis of their observation of 
conditions in France, that Ricardo did the same 
on the basis of the situation in England during 
his lifetime, as did List in Germany, and that the 
thinking of Keynes himself took as its starting 
point the new situation facing England during 
the decline of the British Empire.

This is not the only path for the develop­
ment of knowledge, in economics or in any other 
discipline. There are those whose ideas have 
sprung from theoretical reflection, as in the case 
of the founders of neoclassicism, Walras and 
Pareto, and of Samuelson. Other thinkers, such 
as Karl Marx, have looked to history for their 
sources. Thus, social thinkers have chosen many 
different paths. Carl Menger, the founder of the 
Austrian school and one of the first to be con­
cerned —as are so many today— with method in 
the social sciences, drew a distinction among 
three methodologies in economics: the theoreti­
cal/abstract, the empirical/realist and the his­
torical approaches.1 Indeed, all the significant 
thinkers have drawn on one or another of these 
three methodologies at different times and for 
different purposes. In the case of Prebisch, his 
personality was such as to cause him to have a 
general preference for empirical realism with an 
historical cast, i.e., theoretical reflection whose

lCarl M enger, P rincip les  o f  e con om ics , New York, New York 
University Press, 1981.

I
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basis was an analysis of real-life situations and 
whose aim was the formulation of proposals for 
practical action. In this sense he followed in the 
steps of the classicists.

Indeed, Raúl Prebisch himself was a ’classi­
cal” figure in both senses of the word: in the 
more general sense of being a "model worthy of 
imitating” and insofar as his thinking as an econ­
omist is concerned. Of Raúl Prebisch in the first 
sense, that is, as a man whose personality and life 
set an example to be followed, other friends have 
written and spoken with emotion and accuracy.

What I would like to do in this article is to 
resume my consideration of Prebisch both as a 
classic of economics and as a classical economist. 
I say "resume" because I have already undertaken 
something along these lines in a commentary I 
prepared on his book Capitalismo periférico: 
crisis y  transformación,which, much to my satis­
faction, Prebisch himself found to be relevant.2

In the light of the astute distinction which 
Hollis and Nell5 draw between the classical and 
neoclassical schools in the history of economic 
ideas, it becomes clear that Prebisch belongs to 
the former. These authors characterize classical 
economists as those whose attention is focused 
on production and distribution, on processes of 
change, whereas neoclassical thinkers tend to 
concentrate on the action of rational economic 
agents which generate demand and supply on 
interrelated markets.

Prebisch’s thinking clearly stresses the 
dynamics of production and distribution, but he 
did not stop there. As he pursued his considera­
tion of reality, his ideas also took in social and 
political phenomena and the ethics of develop­
ment. He did not expand his field of study will­
ingly. A man of rigourous scientific training and 
disposition, he preferred to address a 
methodically-defined and more precise field of 
research, rather than to try to encompass the 
entire universe. Nevertheless, his deeply felt 
need to understand the true nature of the situa­
tions he considered eventually led him to seek 
answers in other disciplines. Thus, his next-to- 
last book, on the crisis and transformation of

2B. Hopenhayn, Algunas notas sobre e l "Capitalismo peri­
férico" de Raúl Prebisch. Desarrollo Económico, No. 86, Buenos
Aíres, 1982.

’M. Hollis and E. Nell, Rational Economic Man, New York,
Cambridge University Press, 1975.

peripheral capitalism, sets up an interpretative 
model in which economic, social and political 
factors are inextricably linked to one another. He 
himself gives us the explanation for this: "The 
time has now come to address [the various ele­
ments] in all their intricate complexity and to 
ascertain the nature of their mutual relation­
ships. This must be done in order to gain a better 
understanding of the situation that we wish to 
change.”4

This is one of the keys to Prebisch' thinking, 
and one which is also characteristic of the classi­
cal economists: the acquisition of knowledge and 
understanding as a basis for adopting a position 
and, when necessary, proposing changes. This is 
neither neutrality nor an attempt at "asepsis”, 
but is instead a type of theoretical reflection 
marked by a strong ethical dimension in the 
tradition of Adam Smith, Marx, Pareto, Keynes 
and Myrdal. All these men used economic analy­
sis as a means of supporting policies or propos­
ing major changes, each in his own place and 
time, as did the renowned Latin American econ­
omist to whom we are paying tribute in this 
issue.

Prebisch himself was fully aware of his "clas­
sical" leanings (in the sense used by Hollis and 
Nell) or, rather, of his conflict with the neoclas­
sical school. In one of the few of his writings that 
is in any way autobiographical (he always 
thought that so long as one could deal with the 
collective present and future, one should not 
waste time writing about one’s own past), he 
identified five stages in his thinking about devel­
opment, beginning with the serious doubts 
which the Great Depression led him to have 
about neoclassical theories.

It is worthwhile reviewing the main features 
of these five stages, faithfully following Pre­
bisch’s own summary of them.5

Prebisch’s experience in Argentina in the 
practice and teaching of economic policy in the 
crisis years of the 1930s brought him face to face

*Raúl Prebisch, Capitalismo periférico: crisis y  transfor­
mación, Mexico City, Fondo de Cultura Económica, 1981. This 
book, which is a true compendium of Prebisch's ideas concerning 
the theory o f peripheral development, will be cited repeatedly 
throughout this article.

’Raúl Prebisch, Cinco etapas de mi pensamiento sobre el 
desarrollo, Trimestre Económico, vol. 5 0  (2 ) ,  No. 198, Mexico 
City, 1983, reproduced in ECLAC, Raúl Prebisch: un aporte al 
estudio de su pensamiento, Santiago, Chile, 1987.
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with "major theoretical issues". His considera­
tion of these issues, he tells us, "paved the way 
for the next stage”. During this stage, the first in 
which he was associated with ECLAC and one 
that is embodied in his classic work "The eco­
nomic development of Latin America and its 
principal problems’’,6 Prebisch made a major 
theoretical contribution by describing the main 
characteristics of the asymmetry marking the 
economic relations between the centre and the 
periphery. This asymmetry is clearly manifested 
in the secular trend towards a deterioration in 
the terms of trade or, in other words, towards an 
unequal distribution of the benefits of technical 
progress, and is what provided the theoretical 
basis for his characterization of industrialization 
as a key element in the development strategy of 
Latin America.7

It is worth taking the time here to consider 
the fate of these ideas. They were taken up 
enthusiastically by movements striving to trans­
form Latin American thought, while they were 
ignored or combatted by the prevailing circles in 
the centres and by their adherents in the 
periphery. Thirty years later, in the light of the 
experience of other countries (some of them 
mere enclaves) and as a partial response to the 
debt crisis, the policy of industrialization (but 
this time in an "outward-directed” form) was 
unveiled as a veritable "gospel” of development. 
Finally, in recent years there has been a growing 
recognition of the essential importance of indus­
trialization based on the domestic market as a 
necessary phase in the effort to establish a posi­
tion in international trade within the framework 
of a multi-faceted pattern of commerce that 
would overcome the disadvantages of the asym­
metries which Prebisch had analysed as early as 
1949. It was not in vain that Prebisch always 
sought to formulate his ideas "with an eye to the 
future”. By doing so he managed to ensure that 
his thoughts, when read again now, would be of 
an astounding timeliness.

‘■Written in 1949 as the introduction to the E con om ic Survey  
o f  Latin  A m erica , 1948  and later published in the E con om ic Bul­
letin  f o r  Latin  A m erica , vol. VII, No, 1, Santiago, Chile, February, 
1962.

TPrebisch him self was to define this theory a few years later in 
another of his main works, T h eo re tica l a n d  p ractical p r ob lem s  o f  
econ om ic  g row th  (E/CN. 12/221), Mexico City, 1951, United 
N ations publication, Sales No.: 52.U.G.1.

In retrospect, the essay written by Prebisch 
in 1949 seems much like a proposal for the 
productive research programme carried out by 
ECLAC in the years thereafter. Seen in this light, 
Prebisch’s work performed two of the basic func­
tions identified by contemporary theories of 
scientific progress: to refute (as Popper wished)8 
prevailing theories, and to propose a new pro­
gramme of research (after the sty le of Lakatos),9 
while consistently combining theoretical inquiry 
with the pursuance of change.

This was followed by a third stage, begin­
ning in about 1955, in which Prebisch once again 
took a position which he described as "critical of 
the [prevailing j economic policy and ideas in the 
light of the changes that were taking place in the 
development process and my better understand­
ing of the problems involved”. At this point the 
central topics with which he was concerned were 
the inadequacy of industrialization and of 
domestic markets as a means of resolving exter­
nal bottlenecks, optimizing resource allocation, 
improving the distribution of income (or of the 
benefits of technical progress within Latin 
American societies), and overcoming the strong 
structural tendency towards inflation.

This third stage gave rise to a number of 
pragmatic proposals which bore fruit in the first 
agreements on Latin American integration as a 
basis for expanding domestic markets in connec­
tion with industrialization; in the Inter- 
American Development Bank, as an additional 
source of external resources concerning which 
Latin America was to have a decision-making 
role; in the ill-fated Alliance for Progress, which 
was conceived of as a means of substantially 
increasing the amount of external financial sup­
port made available to the region (chiefly by the 
United States) and linking it to a purposeful 
form of development involving structural 
reforms; and in the Latin American Institute for 
Economic and Social Planning (ILPES) as an 
instrument for augmenting the educational and 
analytical work being done in relation to devel­
opment issues in the region.

8Karl Popper, C on jectures an d  R efu tation s: T h e  G row th  o f  
S cientific K n ow led g e , London, Routledge and Kegan, 1969.

9Im re Lakatos, Falsification and the methodology o f scientific 
research programmes, in C riticism  an d  th e  G row th o f  K n ow ledge , 
I. Lakatos and A. Musgrave (eds.), London, Cambridge University 
Press, 1970.
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From the standpoint of theory, this third 
stage in Prebisch’s thinking is marked, above all, 
by the identification of problems of such magni­
tude as to call the system itself into question in 
terms of both its efficiency and its equity. This 
questioning of the system is clearly reflected in 
Towards a dynamic development policy for 
Latin America,10 in which Prebisch examines 
not only problems relating to external bottle­
necks and insufficient dynamism, but also the 
very "functioning of the system and the social 
structure", as well as the "social background of 
inflation". This last idea had already made its 
appearance in another important work, "Eco­
nomic development or monetary stability: the 
false dilemma”.11

Prebisch’s 1949 essay had set out a veritable 
research programme for the development of 
economic thought in Latin America. Nearly 15 
years later, this programme and the proposals it 
entailed had been shown to suffer from some 
shortcomings in relation to its explicative capac­
ity. The creator of this first programme recog­
nized these deficiencies in the realms of both 
reality and theory. Accordingly, in Towards a 
dynamic development policy, he proposed that 
more appropriate responses be sought in the 
form of more complex mechanisms linked to the 
very functioning of Latin American society and 
its interrelationships with the centres. This 
second systematic effort to identify the problems 
at hand and to propose a programme for 
addressing them embodied a different concept of 
effectiveness that went beyond the field of eco­
nomics to encompass political effectiveness and 
ethical reasoning, areas which Prebisch was to 
explore in an increasingly explicit manner.

The fourth stage in his thinking, which may 
be said to have begun in 1965 and to have con­
cluded around the end of that decade, was one in 
which he concentrated on problems relating to 
international co-operation between the North 
and the South. This was actually a much more 
action-oriented stage, although his intellectual 
curiosity was undiminished. Prebisch himself 
said that the intensity of these negotiations

X0Towards a dynamic development policy fo r  Latin America 
(E/CN. 12/680/Rev. I), New York, 1963. United Nations publica­
tion, Sales No.: 64.II.G.4.

,xEconomic Bulletin fo r  Latin America, vol. 6, No. 1, San­
tiago, Chile, March 1961.

caused him to interrupt his theoretical studies, 
but this interlude also gave this great observer of 
reality a chance "to gain a better perspective on 
the functioning of the system, both in the centre 
and in the periphery”.

The fifth stage —and the last, as he himself 
was to foresee— was perhaps the longest, most 
complex and most productive stage in his long 
intellectual journey. Freed from political and 
executive responsibilities, he was able to devote 
himself fully to a consideration of questions 
—some old, some new— for which conventional 
theory provided no answers. He had come to see 
that the natural evolution of the system, the 
influence of powerful schools of independent 
thought and his own intellectual ascendancy and 
power of persuasion had done little to change 
the asymmetrical relationship between the 
periphery and the centres or the insufficient 
dynamism and structural heterogeneity of 
underdevelopment. The predominant circles of 
neoclassical thought of the past few decades con­
tinued (and continue) to look to the free opera­
tion of markets for solutions. Confronting these 
schools of thought, Prebisch turned back to the 
central concerns of the classicists: capital accum­
ulation, the production process and distribution 
within the framework of a process of change 
taking place in each society and in its relations 
with the rest of the world.

In this culminating stage of the evolution of 
his theories, Prebisch explicitly cast doubt upon 
the basic postulates of neoclassical analyses, 
especially the contemporary versions thereof. 
His questioning of these ideas was developed in 
a series of articles, beginning with the first issue 
of the CEPAL Review in early 1976, which led up 
to the summation he presented in Capitalismo 
periférico. His differences with contemporary 
neoclassicism are set forth in a particularly inter­
esting form in, his socratic "Dialogue” with 
imaginary disciples of Friedman and Hayek.1? 
This dialogue is based on his time-tested knowl­
edge of neoclassical thinking, whose persuasive 
elegance and ethical foundations, based on the 
Pareto optimum and the theory of general equil­
ibrium, had held an intellectual fascination for

‘¿Raúl Prebisch, Dialogue on Friedman and Hayek. From the 
standpoint of the periphery, CEPAL R ev iew , No, 15 (E/ 
CEPAL/G.l 187), Santiago, Chile, December 1981. United Nations 
publication, Sales No.: E.81.II.G.4.
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Prebisch during his years as a young professor of 
economics. This was the theory that had failed to 
provide him with any convincing explanations 
for the Grea£ Depression and that he had aban­
doned when he came face to face with a real-life 
situation for which Keynes offered him more 
effective explanations and tools.

It is well worthwhile to re-read Prebisch’s 
criticism of the neoclassicists. The basic postu­
lates which he calls into question are those con­
cerning the behaviour of economic agents and 
the way in which markets function. Markets are 
not effective because they are devoid of any social 
sense and lack an appropriate time horizon. In 
addition to these "functional disparities”, the 
market does not provide any adequate solutions 
for the "problem of accumulation and that of the 
great structural disparities in income distribu­
tion”. He also challenges the idea that the inter­
ests of rational economic men, guided by Adam 
Smith’s "invisible hand” (the basis of neoclassi­
cal thought, much as rational expectations are 
for the "new classicists”), "leads the way to solu­
tions which benefit the entire community”. And 
he does not stop there. In his "Dialogue” 
Prebisch contends that "the ethic underlying 
neoclassical reasoning... is very far from being 
put into practice in real life”. He then embarks 
upon an openly political discussion, in the best 
sense of this much-abused term.

Prebisch reaches the conclusion —in his 
"Dialogue”, in his articles and in his book— that 
the application of neoclassical principles actually 
deepens the political crises of peripheral capital­
ism, serving the interests of privileged groups in 
underdeveloped societies and of the hegemonic 
centres worldwide. This statement is not based 
on an arbitrary reading of Prebisch’s writing or 
on a subjective interpretation arrived at by read­
ing between the lines. In the final pages of the 
"Dialogue”, Prebisch states that "neoclassical 
principles can only be applied under a régime of 
force” (page 170), and he closes by saying: "I will 
end this dialogue here, for the time being, 
because I believe we must continue it and we 
must counteract the penetration of ideologies 
which have serious implications for Latin Amer­
ican development. We have an inescapable 
responsibility to do so. In this case we are not 
talking about just one of the many episodes of 
intellectual dissemination from the centres. This

is clearly a phenomenon of deliberate propaga­
tion. Visits, interviews and conferences, ardently 
supported by a free-spending and well- 
organized campaign in the mass media. There is 
more, much more, behind this than pure apos­
tolic zeal. This is a systematic effort to turn back 
the clock, and it represents a tremendous step 
backwards intellectually, just at a time when we 
had managed to move forward, with great diffi­
culty, in interpreting Latin American develop­
ment” (page 174).

I have not dwelt on this criticism of contem­
porary neoclassicism solely for the purpose of 
highlighting the theoretical stance with which 
Prebisch drew to a close a long life rich in 
thought and action devoted to overcoming the 
Latin American societies’ underdevelopment 
and dependence. I am convinced of the validity, 
right here and now, of his analyses and his prop­
osals for dealing with the crisis of accumulation 
and inflationary social struggle which, within 
the context of the region’s heightened depend­
ence as a result of the external debt, are once 
again jeopardizing democratic régimes in 
Argentina and other Latin American countries.

This danger was pointed out again and again 
by Prebisch, and he associated it with the appli­
cation of essentially neoclassical interpretations 
and formulas. This position is best summed up 
for me in the keen distress with which he con­
cludes his extensive 1978 article (note the year) 
on the "Socio-economic structure and crisis of 
peripheral capitalism” :1 i "Be this as it may, how­
ever high the degree of intelligent virtuosity 
with which neoclassical principles are followed, 
there will be no possibility of simultaneously 
attaining the great objectives of economic effi­
ciency, social efficiency and respect for funda­
mental human rights”. It is disturbing to note 
how infrequently the tributes paid to Prebisch 
touch upon his substantive criticisms of fashion­
able schools of thought —criticisms whose bases 
are ethical and political as well as economic— 
when precisely what needs to be done is to res­
tore the ethical essence of political discourse and 
to back it up with an economic policy that will 
reconcile effectiveness with equity.

l ,Raúl Prebisch, Socio-economic structure and crisis o f peri­
pheral capitalism, CEPAL R ev iew , No. 6 , Santiago, Chile, 197& 
United Nations publication, Sales No.: E.78.II.G.4.
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During his final years Prebisch used eco­
nomic analysis as a tool for attaining a better 
understanding of social reality, the power struc­
ture and, ultimately, the philosophical founda­
tions of the system in relation to both its ethic 
and its logic. Those of us who had the privilege 
of being with him know that for a long time he 
had been seeking to reconcile economic rational­
ity with social equity and political freedom. This 
is one of the key elements of his "classical” ideas: 
a turning back to the moral and political philo­
sophy which is the wellspring of economic 
theory.

There has been much talk of the crisis of 
economic theory. The established schools of eco­
nomic thought have not been able to offer valid 
explanations or effective proposals for coping 
with the paradoxical trends towards stagnation 
and inflation to be observed in the world of 
today, hand in hand with the most explosive and 
widespread technological revolution in the his­
tory of mankind. If the theories developed in the 
centres cannot even provide an explanation for 
the situation as it exists there, then they can 
hardly be suited to the current situation in the 
Latin American periphery, plagued as it is by a 
colossal external debt, stagnation, a steep decline 
in investment and the ever-present threat of 
hyperinflation.

In the face of this crisis of established eco­
nomic theory, as Prebisch’s thinking evolved 
through its various stages he forged beyond the 
bounds of economic analysis with increasing fre­
quency. He did not do so because he was a dilet­
tante or because of any methodological 
slovenliness on this part. The exacting analytical 
discipline for which he is known invariably led 
him to delimit the boundaries of his ideas. 
Nonetheless, his observation of real situations 
—the only fitting laboratory for an economist— 
prompted him to incorporate social, cultural and 
power-related factors more and more as time 
went by. This process, whereby his ideas were 
enriched and he moved closer and closer to a 
comprehension of a highly complex reality, cul­
minated in his final works which, for this very 
reason, clearly constitute a return to the very 
sources of economics as a social and political 
science based on the principles of moral 
philosphy.

His criticism of the system was not merely 
the result of reading, reflection or observation by 
a removed bystander. Prebisch devoted decades 
of intense work to proposing reforms, pro­
pounding them with missionary zeal and 
attempting to sway various groups of governors 
and of the governed in both the North and the 
South. He was unflagging in using his powerful 
oratory as a tool of persuasion —a tool which he 
wielded in virtually every part of the world. He 
was convinced that ideas could have a force of 
their own, that they could alter designs and over­
come self-interest. Indeed, this is so, if one con­
siders the history of mankind; but historical time 
is not easily bent to the will of individuals.

Viewed in retrospect, Prebisch’s life as a 
man of action with a mission was marked by 
many disappointments. This is yet another 
paradox: the facet of Prebisch which is best 
known and most admired the world over is that 
of the propounder of proposals which, in large 
part, have not been put into practice: industriali­
zation, integration, international co-operation, 
structural reforms, planning. Be this as it may, 
the intelligence, tenacity, fervour and negotiat­
ing skill with which he strove to overcome the 
shortcomings of the system from within are 
certainly to be admired, even though they may 
have borne meager fruit.

But Prebisch as a man of action set within his 
own time always walked hand in hand with the 
theoretician whose thought evolved so vitally 
from its neoclassical beginnings in his early 
youth, passed through the Keynesianism which 
he embraced during the years of the Great 
Depression, ripened into the development the­
ories he formulated at ECLAC as he analysed the 
relations between the centre and periphery, and 
culminated in his interpretation of the systemic 
crisis of peripheral capitalism. This side of Pre­
bisch is reflected in a great many of his writings, 
most of which are clearly relevant to the current 
situation in Argentina and in Latin America in 
general.

Strangely enough —or perhaps not, if we 
re-read his conclusions in the above-mentioned 
"Dialogue" with Friedman and Hayek— Pre­
bisch as a theoretician, who was very likely one 
of the most original economists ever produced 
by Latin America and perhaps by the entire 
developing world, does not figure as promi­
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nently as he should in university programmes 
intended to teach young people how to interpret 
the real-life situations existing in the region and 
how to go about changing them.

The fact that so little attention is paid to 
Prebisch’s writings in academic discussions and 
university programmes reflects some measure of 
resistance to the idea of regarding him as a 
"professional” or "scientific” economist. I do not 
believe that the absence of more or less elegant 
mathematical proofs is sufficient justification 
for this position. It may be recalled that writers 
who deservedly enjoy great prestige in leading 
universities of the North, such as Hicks, Myrdal, 
Mrs. Robinson, Shackle and Kingleberger, did 
not provide mathematical formalizations of 
their later theoretical contributions. Nor is this 
criticism of an alleged lack of "scientific” preci­
sion justified in the light of what Schumpeter 
regarded as being the distinctive feature of scien­
tific economists, i.e., the mastery of techniques of 
economic history, statistics and theory. It is well- 
known that Prebisch made an important contri­
bution to the development of statistics in 
Argentina; the support he provided for the same 
purpose in ECLAC and UNCTAD is less well- 
known but just as significant. Insofar as theory is 
concerned, he taught the classics and neoclassics 
for almost two decades as a university professor; 
he wrote a fine book which served as an intro­
duction to Keynes; and he did not fail to study 
the main theoretical contributions which came 
thereafter.

No one can deny that (especially from the 
time of his previously-mentioned 1949 essay) as 
Prebisch developed his ideas, while he did not 
abandon his preference for the "empirical- 
realist” approach, he did devote an increasing 
amount of attention to what Schumpeter consi­
dered to be the most important field for the 
application of economic techniques: history. 
And he did so for the three reasons which 
Schumpeter himself outlined: "First, the subject 
matter of economics is essentially a unique pro­
cess in historic time. Nobody can hope to under­
stand the economic phenomena of any, including 
the present, epoch who has not an adequate 
command of historical facts and an adequate 
amount of historical sense or of what may be

described as historical experience. Second, the 
historical report cannot be purely economic but 
must inevitably reflect also "institutional” facts 
that are not purely economic: therefore it affords 
the best method for understanding how eco­
nomic and non-economic facts are related to one 
another and how the various social sciences 
should be related to one another. Third, it is, I 
believe, the fact that most of the fundamental 
errors currently committed in economic analysis 
are due to lack of historical experience more 
often than to any other shortcoming of the econ­
omist’s equipment” (the underlinings are those 
of the original author).14 How is it possible to 
doubt the importance played by a vivid and 
exceptional historical experience in the writings 
of Prebisch?

I knew and admired the man of action, the 
high-ranking official and the international nego­
tiator, I firmly believe, however, that his most 
important work and legacy reside in the books 
and articles he wrote on development issues 
—from the noteworthy contribution repres­
ented by his theory concerning the deterioration 
of the terms of trade as a key element in gaining 
an understanding of the relationships between 
the centre and periphery, to his theory concern­
ing the generation, use and distribution of sur­
pluses as a basis for understanding the 
interconnected economic, social and political 
processes which are the fabric of the internal 
realities of peripheral capitalist societies.

The purpose of this article is not to provide a 
critical exposition or review of Prebisch’s ideas. I 
have confined myself to pointing out certain 
characteristics which identify Prebisch not only 
as a classicist among those economists who have 
concerned themselves with underdevelopment, 
but also as an economist of a classical theoretical 
lineage, and to stressing the way in which his 
ideas contribute to a better understanding of 
some of the most serious problems affecting the 
region in the economic, social and political 
spheres.

^Joseph Schumpeter, H istory  o f  E con om ic A nalysis , London, 
George Allen and Unwin, 1954, pp. 12-13-
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II

Heterodoxy and myths

As the classicist he was, Prebisch was a hete­
rodox thinker in that he did not accept conven­
tional theory unquestioningly but instead 
consistently subjected it to the test of historical 
experience. If the theoretical models did not 
conform to this experience, then he sought other 
explanations for the situations under considera­
tion. In this intellectual quest, too, the methodol­
ogies he used were of a recognized scientific 
lineage.

As suggested by Popper, Prebisch often 
relied on the method of refuting pre-existing 
theories. One notable example is his refutation 
of neoclassical postulates and proposals which 
was cited earlier.

Let us now see how these postulates and 
proposals reflect certain myths which Prebisch 
systematically exposed. Two such myths are 
dealt with extensively in Capitalismo periférico; 
the myth of imitative development linked to the 
"spontaneous expansion of capitalism”, and the 
myth of the benevolent operation of market 
laws.

Along with Prebisch, let us consider the sig­
nificance of the survival of these mythical beliefs 
in relation to the actual economic situation in 
Argentina, Latin America and probably the 
world. Celso Furtado, in his criticism of prevail­
ing ideas concerning economic development, 
said that "... myths are like lanterns which illum­
inate the social scientist’s field of view, provid­
ing him with a clear picture of certain problems, 
while the very existence of others goes entirely 
unnoticed. At the same time, they afford him 
ease of mind since his own value judgments 
appear to him to be a reflection of objective 
reality”.15

In formulating his ideas, Prebisch always 
brought the preconceived ideas associated with 
such myth-based beliefs face to face with the 
lessons to be learned from an objective (but not 
value-less) observation of reality. In doing so he 
had to (and, in a certain sense, he continues to)

n Celso Furtado, E l d esa rro llo  e con ó m ico ; un m ito, Mexico 
City, Siglo X X I  Editores, 1975.

do battle with a number of myths fostered by the 
"ideology” of international economic power 
which are presented as revealed truths by the 
mass media and defended as an article of faith by 
most of the "pragmatic and realistic” spokesmen 
who represent the seats of economic power in 
the countries of the region.

These same myths are accepted without hes­
itation by certain schools of economic thought 
which, while their formulations appear attrac­
tive, have led to the adoption of standards and 
policies that have proved to be dangerous to the 
societies where they have been applied. In 
essence, these new schools or circles constitute a 
resurgence of those existing during the last cen­
tury in the dominant ruling centre which pro­
claimed the advantages of laissez-faire policies 
and free trade. As Marshall himself observed, 
this was no more than a projection of the 
national interests of Britain at that time.

1. The myth of free markets

One of the basic theoretical assumptions made 
by these schools, which has also been taken up by 
their newer versions, was the possibility of there 
being perfect competition, with a full mobility of 
factors in free and transparent markets in which 
relative prices would move swiftly and so pro­
vide guidance to economic agents as regards the 
optimum allocation of resources. Despite the 
fact that the actual state of affairs consistently 
demonstrated the fragility of such assumptions, 
the main body of this theory seems to burst into 
new life after each crisis that it has undergone 
down through history.

Markets do not operate in the vacuum of 
perfect competition, but rather in an environ­
ment warped by conflicting interests and pres­
sures governed by both the "laws” of the market 
and the "laws” of power, as pointed out by 
Prebisch. Strangely enough, while the great cri­
sis of the 1930s resulted in a stronger regulatory 
role and increased intervention on the part of 
the State, the crisis of the 1970s —which has 
proved to be as serious as the earlier crisis for the 
Larin American periphery— has led to a vigor­
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ous resurrection of laissez-faire theories. The 
new orthodoxy starts out by blaming State inter­
vention and the regulations advocated by Keyne­
sianism for the disturbances which have taken 
place and then goes on to propose, with dog­
matic fervour, a diametrically opposed solution. 
What is now proposed is that markets be freed 
from the hindrances placed upon them by the 
State which prevent them from serving to regu­
late and optimize the economy. It is said that 
what must be done is to "privatize and deregu­
late" the economy, to permit agents’ "rational 
expectations” to function and to trust in their 
capacity for optimization, both individual and 
social. This old laissez-faire stance is a many­
headed dragon: when the real world or theory 
cuts off one head, the dragon always has another 
to offer up. Is its astounding vitality a result of 
ideological perseverance or is it due to other 
reasons ?

Before attempting to answer this question, 
however, a brief epistemological digression is in 
order. Economic theory is built, as are other 
sciences, upon the foundations provided by axi­
oms or basic assumptions. The first of these is 
that of rational economic man, which John 
Stuart Mill recognized early on as an arbitrary 
and abstract concept.16 Another axiom is that 
markets are assumed to exist in which labour, 
merchandise and —possibly— money circulate 
freely. In order for a scientific study of such 
circulation to be possible, it appears necessary to 
assume that markets are free of non-economic 
influences which could reduce their competitive­
ness and transparency and curb their "natural” 
tendency towards equilibrium and Pareto’s 
optimum.

However, we all know that there is no such 
thing as a purely economic and rational man. 
Nor is there such a thing as a pure or "free” 
market. At another level, less removed from the 
values governing real behaviour, it may well be 
asked whether "homo economicus” corresponds 
to some human optimum and whether or not the 
actions of such individual beings in free markets 
would be such as to ensure an optimal social 
situation. To claim that man should, in the real

“■John Stuart Mill, On th e  D efin ition  o f  P o litical E con om y  
an d  th e  M eth od  o f  In vestigation  P ro p er  to It, 1936. Reproduced in 
David M. Haviman (ed.), T h e  P h ilo so p h y  o f  Econom ics. An 
A n tho logy , New York, Cambridge University Press, 1984.

world, behave as an economic optimizer is not 
only futile but also diminishes him to something 
quite different from what a complex human 
being actually is. In this case, it is obvious to all 
that the axiom should not be confused with real­
ity. The same is true of free markets, although 
this may not be quite so obvious, especially in 
view of the constant bombardment of the public 
with propaganda touting the virtues of such 
freedom. Confusing the laws of a theoretically 
"free” market with the way in which markets 
actually function reduces our chances of under­
standing the real economic situation and of 
i nfluencing it so as to improve the human condi­
tion —the ultimate goal of all positive social 
sciences. To confuse the axiom required for 
abstract thought with reality is tantamount to 
attempting to squeeze the latter into a strait- 
jacket, and it makes little difference how elegant 
the "model” of the jacket may be. Since it cannot 
withstand such treatment, only theories based 
on myths could entertain such an idea. It must 
then be asked why, at every turn, such a point is 
made of maintaining this myth of making free 
markets a reality. Is this an innocent myth or is 
there some purpose behind it?

Some case might be made for its innocence, 
as a result of the confusion of the three spheres 
of economics identified by, inter alia, some of the 
founders of neoclassicism such as Walras and 
Wicksell: economic theory, economic policy and 
social economics. At a purely abstract theoretical 
level, these assumptions have proved to be both 
valuable and useful. When one oversteps this 
boundary and attempts to apply these assump­
tions to economic policy and social economics, 
however, then the consequences are such that it 
may rightfully be suspected that this myth is 
being used to serve other, less pure, ends. At this 
point it might be well to recall what Robert 
Graves has said concerning the functions which 
myths have fulfilled during the course of man’s 
history, when he observed that they confer an 
enormous amount of power to the deities 
believed responsible for the creation and care of 
souls and, by extension, to priests. He went on to 
say that the second function of myths is to justify 
an existing social system.17

17Robert Graves, In troduction  to  th e  N ew  Larousse Encyc­
lop ed ia  o f  M ythology, New York, Hamblyn Press, 1978.
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Prebisch did not fall into the trap of regard­
ing the free market as the Supreme Maker of 
economic relations within human societies. He 
was consistently concerned with the market in 
his writings, concerned both with combatting its 
false image and with conserving its potential as a 
sphere for the essential element of individual 
initiative and as an allocator of resources, but, as 
with any major source of energy, he saw it as a 
force which had to be subjected to a certain 
measure of discipline. Of course, he by no means 
proposed that the market should be suppressed. 
The problem is of another sort, and he stated it 
as follows: "Individual decisions in the market­
place must be combined with collective decisions 
outside it’’.18 But how is this to be done?

Forever seeking the best possible state of 
affairs, Prebisch attempted to hit upon some 
optimal combination of political liberalism and 
economic socialism. What, if not this, is meant 
by the social management of the surplus in a 
smoothly-running market? This combined 
framework would serve to reconcile, in each 
instance and at each point in time, the advan­
tages of an orienting and decentralized type of 
planning with the use of indirect economic pol­
icy tools for the purpose of guiding and regulat­
ing, with a view to social ends, the actions of 
economic agents in the market. It is a question, 
he tells us, of integrating the action of the State 
with activity in the market and directing them 
towards the attainment of "a lofty vision, a 
vision of change... inspired by far-sighted ethical 
concerns in which forward-looking economic, 
social and economic considerations all play a 
part”.

The market alone cannot be the "supreme 
regulator” of the progress made towards the 
achievement of these objectives. It quickly 
becomes clear what Prebisch’s main theoretical 
and practical reasons were for discounting the 
idea that the market can be made to fulfil this 
role of supreme regulator merely by freeing 
market forces.

His argument starts with demand and goes 
on to the formation of supply or, if the reader 
prefers, the allocation of productive resources. 
The demand which is the basis for the operation 
of the market "emanates from a particular patt-

'aC apita lism o perifé r ico , op . cit., p. 39.

ern of income distribution which, in turn, is the 
product of a specific socioeconomic structure and 
of the power relations stemming from that 
structure and from the changes it undergoes”. 
The laws of the market, then, represent "a 
rational solution, but only for the privileged 
strata [which are the most powerful]... It is by no 
means rational from the standpoint of the com­
munity at large”.

Competition is not a sufficiently effective 
corrective factor for distortions in demand. On 
the contrary, consumers’ desires are manipu­
lated by means of the "art of collective sugges­
tion... [practised] by the mass media”. While 
Galbraith had already exposed the aberrations 
created by this type of pressure in post-industrial 
society, Prebisch pointed out the flaws existing 
in societies which had just barely crossed the 
threshold into the industrial era. Moreover, in 
Capitalismo periférico he emphasized that 
transnational corporations, whose role in dis­
seminating technology is well known, also help 
to propagate consumption patterns in the 
periphery which may prove useful in maintain­
ing the level of economic activity and even 
improving living standards in the centres, but 
which are clearly premature for the periphery. 
This also exacerbates the shortcomings of the 
market as the nucleus for a system which accum­
ulates very little, is bad at using what it accumu­
lates and is even worse at distributing it.

Prebisch did not overlook the defects of the 
market as an allocator of resources either. In 
Capitalismo periférico, he dealt primarily with 
two of these: its lack of an appropriate time 
horizon, and its inability to overcome the "ambi­
valence of technology”, a subject with which he 
had been concerned for a long time. As regards 
the first of these shortcomings, he maintained 
that individual enterprises’ calculations of what 
is in their best interests are based on a concept of 
economic efficiency that "generally does not 
extend much beyond their immediate interests, 
which must be distinguished from the long-term 
interests of the community”. Here Prebisch app­
lied the historical experience which Schumpeter 
emphasized as being one of the important tools 
of economic analysis, as he also did when he 
noted the inoperability of the market in terms of 
the need to cope with the "ambivalence of tech­
nology”. In this connection, he argued that tech­
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nology "has made an invaluable contribution to 
material well-being, but it has also resulted in 
the irresponsible exploitation of natural resour­
ces and a striking deterioration of the 
biosphere”.

In addition to these specific criticisms of the 
market as an allocator of social resources, Pre­
bisch also made other criticisms of a more gen­
eral nature: "Nor have the laws of the market 
corrected the serious flaws in centre-periphery 
relations, much less the exclusive and conflictive 
tendencies of peripheral development”. With 
this statement he masterfully summed up the 
way in which his own thinking had evolved from 
the time he wrote "El desarrollo de América 
Latina y algunos de sus principales problemas” 
in I949 to his writing of Capitalismo periférico 
in 1982.

Prebisch does not question the role of the 
market as a basic instrument of economic activ­
ity. Instead, he was more concerned with expos­
ing this central myth of primitive liberal 
neoclassicism which continues to cause confu­
sion in the periphery. At the theoretical level, he 
contended that "it is a mistake to blame the 
market for the flaws in the system; rather, the 
market is an expression of these flaws”. He took 
an equally positive stance in his proposals: "Indi­
vidual decisions in the marketplace must be com­
bined with collective decisions outside of it 
which override the interests of the dominant 
groups”.

In all societies, collective decisions taken out­
side the market are implemented through the 
agencies of the State. This does not mean that 
the deformed State which has gradually taken 
shape in the course of the crisis of peripheral 
capitalism can serve as an instrument for trans­
forming the peripheral societies. The over­
whelming ineffectiveness of this State and the 
need to make through-going reforms in it also 
concerned Prebisch. He devoted many pages to 
this subject in Capitalismo periférico because he 
was fully aware of the imperative need to change 
the State so that it might effectively fulfil its 
essential role as a regulator of accumulation and 
of the social use of the surplus.

This does not, however, satisfy those schools 
of thought whose theories are based on myth or 
the interests which thrive under their protec­
tion. These circles attempt to identify the watch­

words of "privatization and deregulation” with 
objectives fundamental to the rationality and 
ethics of the system. As regards the former, they 
contend that anything which restricts or influen­
ces the free operation of market forces makes 
production and distribution less efficient. In con­
nection with the latter, they maintain that, with­
out market freedom, there can be no genuinely 
democratic society.19 As noted earlier, the theo­
retical underpinnings for these positions go 
hand in hand with a harsh criticism of Keyne­
sianism, which, in the view of these circles, 
represents a historical dev. don from the classi­
cal postulates. As often occurs, heterodox views 
are in this case attacked more fervently than are 
the orthodox positions "on the other side of the 
fence”. This is all the more true in this instance, 
because Prebisch, as Keynes before him, cast 
doubt upon the very ethics, rationality and effec­
tiveness of the laissez-faire proposals of 
orthodox neociassicism.

2. The myth of the mirror

Prebisch referred to this other type of myth 
when he impugned "imitative capitalism”, i.e., 
that form of capitalism by which the periphery 
would, in Prebisch's words, develop "in the 
image and likeness of the centres”. The histori­
cal experience of the central countries them­
selves demonstrates the mistaken nature or, at 
least, the ambiguity of this aspiration. Countries 
in the process of joining the ranks of the centres 
have always followed different paths from those 
countries already in a position of dominance. In 
the eighteenth century, England departed from 
the agriculturally-based model of the countries 
of the European continent; in the nineteenth 
century, the United States and Germany, albeit 
separately, also followed a different course, one 
which was founded primarily on protectionism 
rather than on the free trade advocated by the 
British Empire. The same may be said of Japan, 
with its quite singular characteristics, in the 
twentieth century. All these countries carried

19The former is o f more concern to the followers of Fried­
man, while the latter is of more central interest to the adherentsof 
Hayek. In this regard, see "Dialogue on Friedman and Hayek...", 
op.cit.
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forward their development within a capitalistic 
framework, but in no case was theirs an imitative 
capitalism.

The myths of central capitalism and those of 
the periphery are not separate but are instead 
quite closely co-ordinated with one another and, 
indeed, form a coherent whole. The theory 
underlying imitative capitalism in the periphery 
has been imported from the dominant centres 
and conforms to the interpretation of the situa­
tion which best serves the interests of the domi­
nant centre of the day. We have already seen that 
Marshall himself acknowledged that the free 
trade doctrines of the last century served the 
interests of Great Britain. In like manner, the 
free trade doctrine of the present era, in both 
theory and practice, is in the interests of the 
dominant centre of technology, which is also the 
home country of the majority of the transna­
tional corporations that hold sway over the 
international capital market and imperiously 
exercise, as noted in a recent work,20 hegemony 
over international monetary matters.

The form of free trade espoused by the 
schools of economic thought then in vogue 
served as an effective spur to world trade during 
the long-lived economic boom which followed 
the Second World War. It has not, however, 
helped to curb the protectionist leanings exhi­
bited by most of the industrial countries since the 
onset, in the early 1970s, of a period of stagna­
tion and instability in the world economy. Nor 
has the growth of this centripetal protectionism 
prevented the policy of opening up commercial 
and financial spheres in the periphery from 
thriving in both theory and practice during this 
latter period. As is well known, the consequences 
of this have been ominous indeed for the devel­
opment and industrialization processes of coun­
tries which have either allowed themselves tobe 
seduced by the self-seeking advocates of these 
theories or have been forced to embrace them 
during those authoritarian and repressive stages 
that Prebisch described as typical of the "swing 
of the pendulum” of peripheral capitalism, of 
which Argentina has inherited only the vestiges.

The theory of economic openness goes hand 
in hand with those doctrines which maintain

20M. Dinenzon and B. Hopenhayn, El rég im en  m on etario  
in tern ac ion a l y  la crisis d e  la deuda, Buenos Aíres, CISEA, 1987.

that all that is needed in order for the periphery 
to develop as did the centres is to rid market 
forces of the shackles and deadweights imposed 
by a State whose economic weight and excessive 
regulatory zeal have cause its presence to become 
onerous. This point has already been touched 
upon earlier in this article. I repeat that this is 
not a defence of the deformed and ineffective 
State which has also taken shape in Argentina, as 
in other Latin American countries, largely as the 
result of a long history of "social inefficiency on 
the part of the system”, as Prebisch described it.

If the periphery is not to develop in the 
"image and likeness of the centres”, then how is 
it to do so? This opens up a field of inquiry about 
which much has been written, at least in Latin 
America, both in the literature on economic 
growth and in the more recent and imaginative 
writings concerning styles of development. 
Allow me to amend that last statement. For 
some time now this issue —of such great impor­
tance for Argentina and for other peripheral 
countries— has been pushed to the sidelines of 
public and academic discussions, as well as of 
political discourse, which, in its best sense, con­
sists precisely of the search for, proposal and 
shaping of societal models or styles. In the last 
few years, following the failure of economic lib­
eralism in combination with political authoritar­
ianism, the controversy now raging over the 
correct way to manage the economy during a 
time of serious crisis has relegated matters more 
closely related to the economy’s long-term 
course to the fringes of the economic debate.

It is understandable that a crisis as deep and 
complex as is the external debt crisis would 
arouse the greatest concern and give rise to the 
most determined efforts to resolve it. Neverthe­
less, the manner! in which this crisis is con­
fronted should hot be divorced from a more 
comprehensive, longer-term policy. It is impera­
tive that the countries resume their examination 
of long-term options, be they regarded as mod­
els, styles, or political plans. Prebisch’s ideas 
constitute an original and important contribu­
tion in this regard which is based on the histori­
cal experience of the region. We must keep his 
ideas alive, presenting them and debating them, 
out of love and respect for the memory of 
Prebisch and for the future of the region’s 
peoples.
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Prebisch devoted his life to the search for 
valid explanations and constructive proposals. 
In one of his last writings, which was probably 
one of his most comprehensive and ambitious 
contributions as well, he strove "to put forward, 
for theoretical discussion, the outlines of a possi­
ble transformation” of peripheral capitalism. 
His chief concern was to find ways "of eliminat­
ing the exclusive and conflictive tendencies of 
the prevailing system" which would be "compat­

ible with our concept of democracy and of human 
values".

In bringing this tribute to Prebisch to a close, 
I would like to quote a statement of his which 
sums up, with great clarity, both the problem 
and his proposal for overcoming it; "Equitable 
distribution, vigorous development and new 
institutional patterns in a genuinely participa­
tory democracy: these are the major objectives 
which have guided me in formulating my theory 
of change.”
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Raul Prebisch’s achievements during thp course 
of his international career are widely known by 
all economists, in Latin America and elsewhere, 
and by many Latin Americans outside the pro­
fession, but his work at the national level is 
virtually unknown, even by Spanish-speaking 
economists who specialize in monetary theory 
and policy. Nonetheless, the work he did during 
this phase in his life was just as extraordinary 
and productive as were his subsequent activities 
in the United Nations. When Raul Prebisch was 
appointed as a consultant to the Economic Com­
mission for Latin America in 1948, he was 
already 47 years of age and had a brilliant career 
to his credit, spanning the years from 1930 to 
1943, first as an Under-Secretary of the Treasury 
and later as the General Manager of the Central 
Bank of the Argentine Republic. Between 1944 
and 1948, Prebisch worked as a professional 
consultant and advised various governments and 
official agencies, including the Banco de México. 
It was there that in 1945 he held his talks on the 
central banking system that were to be published 
many years later, together with the annual 
reports for the years 1935-1943, by the Central 
Bank of the Argentine Republic in two volumes 
which should be required reading for all students 
of monetary policy.1 During his time as a consul­
tant, Prebisch’s services were also contracted, in
1947, by the Central Bank of Venezuela, to which 
he submitted a report that was later published in 
the Revista de Hacienda (Treasury Review) of 
Venezuela.2 In his report, Raul Prebisch placed 
great emphasis on the need to regularize Vene­
zuela’s economic growth. To this end, he recom­
mended the creation of a fund of 100 million 
bolívares, which at that time was equivalent to 
around 8% of fiscal revenues, for the purpose of 
offsetting cyclical fluctuations. These resources 
were to be provided by the Treasury, but the fund 
was to administered by the Central Bank. In 1949 
Prebisch began to work as an adviser to the 
Economic Commission for Latin America,

’Central Bank of the Argentine Republic, La creación  d e l  
Banco C en tra l y  la experien cia  m on etaria  argen tin a  en tre  lo s  añ os  
1935-1973, Buenos Aires, 1972.

2Raúl Prebisch, Dictamen acerca de los anteproyectos sobre 
Banco Central y Bancos, R evista  d e  H acien da, Caracas, September
1948.
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where he launched his international career with 
the writing of his famous treatise on the deterio­
ration of the terms of trade. He later became the 
Executive Secretary of the Commission itself, of 
UNCTAD and of ILPES and served as an adviser 
to the Secretary-General of the United Nations. 
In this article, however, I will speak only of his 
career in the Central Bank.

1. Background

I first heard Raúl Prebisch’s name in April or 
May 1945 from Robert Triffin, who referred to 
him as one of the best economists he had ever 
met. Since Robert Triffin knew all the great 
economists of the period, I thought he was exag­
gerating, but I later came to see that this was not 
so. In any event, the fact that I heard Prebisch’s 
name for the first time 11 years after I had begun 
studying economics and five years after I had 
written a book on monetary issues testifies to the 
lack of communication among Latin American 
economists at that time and, of course, does not 
speak well of the comprehensiveness of my 
scholarship either. In my own defense, however, 
I should point out that I did know that around 
1940 the Central Bank of the Argentine Repub­
lic had applied a number of innovative anti- 
cyclical policies which had been praised on 
numerous occasions by the League of Nations in 
its Yearbooks on currency and banking. I was 
thus aware of Argentina’s outstanding monetary 
policies, but I did not know the name of the 
person who had devised them, had put them into 
practice and had explained their purpose and 
import in the terse and clear prose used in the 
annual reports of the Central Bank of the Argen­
tine Republic.

A year and a half later, I met Prebisch in 
Mexico City at the First Conference of Central 
Bank Technical Experts of the Americas, which 
was held in September 1946. This was the begin­
ning of a friendship that was to last for very 
nearly 40 years and which was ended only by his 
death in April 1986. As I have said on repeated 
occasions, my admiration for him was as great as 
that which any man can feel for another.

2. The effectiveness of Argentina’s 
economic policy from 1930 to 1943

From 1930 to 1935 Raúl Prebisch served as 
Under-Secretary of the Treasury and as the chief 
economic adviser to the Government of Argen­
tina. From 1935, the year in which the Central 
Bank was founded, to 1943 he was its General 
Manager, its head economist and the person who 
formulated and determined its policies. Between 
1930 and 1943 Argentina’s economic policy was 
largely under his direction, and it is he who 
deserves the credit for its success. Argentina was 
one of the countries most severely affected by the 
Great Depression. As shown in table 1, the 
country’s export earnings and capital inflows 
declined so sharply that by 1933 its imports had 
dropped to 42% of their 1929 level in real terms. 
However, the economic policy applied in the 
country succeeded in lessening the decrease in 
the real gross domestic product, which only fell 
to 86% of the record high it had reached in 1929. 
By 1939 the real domestic product was 15% 
greater than it had been ten years earlier. Argen­
tina’s policy was thus much more effective than 
that of the United States, where real income had 
fallen 31 % in 1933 and had barely recovered by 
1939, when its real level was just 1.3% higher 
than before the depression.

T a b le  1

A R G E N T IN A : E C O N O M IC  T R E N D S , 
1929-1943

(1929 -  100)

1929 1933 1935 1939 1943

Exports 100.0 51.7 72.4 72.6 101.3
Imports
Industrial

100.0 42.2 60.4 74.0 47.2

output 
GDP in real

100.0 101.9 116.9 153.8 176.4

terms 100.0 85,6 88.7 114.7 153.6
Cost of liv ing 
Wholesale

100.0 78.6 82.1 92.9 103.6

prices 100.0 89.6 100.4 112.5 201.2

S ource; Carlos E. Diaz-Alejandro, Essays on tb e  E con om ic H istory  
o f  th e  A rgen tin e R epublic, New Haven, Connect ¡cut, Yale 
University Press, 1970.
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Between 1932 and 1939 Argentina's manu­
facturing industry grew at an average rate of 
7.1% per year or, if the calculations are based on 
the peak level achieved in 1929, at an annual rate 
of 4.4%, which was much higher than the 2.5% 
rate recorded in 1944-1955, the years that are 
generally considered to have been those of the 
greatest industrial progress in Argentina's mod­
ern history. In concluding this brief review of the 
Argentine economy during the Great Depres­
sion, it should be noted that in 1939 wholesale 
prices were only 12.5% higher than they had 
been in 1929, while the cost-of-living index 
stood at virtually the same level.

3- The founding of the Central Bank

During Raúl Prebisch's tenure as Under­
secretary of the Treasury, much of his time was 
devoted to the preparation of legislation provid­
ing for the creation of a central bank, an institu­
tion which did not exist in Argentina at that 
time. In its stead, there were two agencies which, 
between them, performed its functions in a not 
entirely satisfactory fashion: the Conversion 
Fund, which issued the local currency in 
exchange for foreign currency and which, on an 
exceptional basis, was authorized to buy govern­
ment securities; and the Banco de la Nación 
Argentina, which was the depository and fiscal 
agent of the Government and which on excep­
tional occasions made loans to other banks. In 
addition, the Exchange Control Office had been 
established at the start of the Great Depression, 
and this agency also carried out activities which 
were closely related to central banking functions. 
Nonetheless, it was generally agreed that this 
system did not work well and, in spite of the fear 
that the creation of a central bank would cause 
inflation, the establishment of such an institu­
tion was felt to be necessary.

In 1932 Raúl Prebisch was the most active 
member of a commission that had been organ­
ized to prepare legislation for the purpose of 
creating a central bank. The commission was 
apparently unable to complete its work because a 
new Minister of the Treasury decided to entrust 
the task to a foreign expert. He asked the Bank of 
England to make available the services of Sir 
Otto Niemeyer, who drafted a bill which was 
sent to Congress, after it had been modified and

supplemented by Argentine experts, the most 
notable among them being Raúl Prebisch, who, 
once the law was passed, was appointed as the 
first General Manager of the institution. I am 
convinced that the provisions in this law that 
made the Bank so extraordinarily effective, as 
well as the supporting institutions which con­
tributed to its success, were the work of Prebisch.

In the talks he gave at the Banco de México 
in 1944 on Argentina’s experience with mone­
tary affairs (which, as I said earlier, should be 
required reading in all university classes on 
monetary and banking matters), Raúl Prebisch 
was too much of a gentleman to claim credit for 
the modifications made in Niemeyer’s draft leg­
islation, but this fact nonetheless comes across 
implicitly in his narration of the process, in 
words that deserve to be quoted both because of 
the light they shed on the paternity of this legis­
lation and because they demonstrate the extraor­
dinary foresight with which it was prepared. 
Prebisch said:

"Mr. Hueyo, the Minister of the Treasury, 
who had been a member of the Commission 
which drafted the plans for the Central Bank 
during Uriburu’s tenure as Minister, abandoned 
the idea of revaluing gold and confined his 
efforts to drafting a banking law and some 
reforms to the Law on Rediscounting aimed at 
providing funds to banks with locked-up capital. 
At the same time he requested the advisory ser­
vices of Sir Otto Niemeyer of the Bank of Eng­
land, who in early 1933 prepared draf legislation 
for the creation of a central bank and for a law on 
banks. In 1934 Dr. Pinedo arrived at the Minis­
try and undertook the reform of the monetary 
and banking system. The draft legislation he 
sent to Congress conformed to the structure and 
technical provisions of the bills prepared by Sir 
Otto Niemeyer but differed radically from them 
as regards the concept of bank policy which it 
embodied in relation to both the present bank­
ing situation and the future course of this policy. 
Let us see exactly what these differences were: 

"In so far as the banking system was con­
cerned, Niemeyer’s draft legislation did not pro­
pose any steps aimed at putting the banks on a 
sounder footing. In contrast, the new bills pro­
vided for the creation of the Mobilization Insti­
tute for this purpose using funds obtained from 
the revaluation of gold, as discussed earlier. The
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financial rehabilitation of the banking system 
was regarded as essential in order for the Central 
Bank to be able to commence its operations 
without hindrance or distraction. In addition, 
whereas the new legislation also relied on the 
revaluation in order to pay the floating debt, 
Niemeyer’s draft proposed that 130 million 
pesos in Treasury funds be used for its amortiza­
tion along with a portion of the Central Bank’s 
profits.

"The main differences with respect to Cen­
tral Bank policy were the following:

"Firstly: The new legislation provided for 
the creation of the Bank Inspection Office as an 
organ of the Central Bank and gave it broad 
powers for examining the standing of credit 
institutions. The bills drafted by Niemeyer, how­
ever, would have required only that the banks 
submit fi nancial statements to the Central Bank.

"Secondly: The new legislation gave the 
Central Bank a means of absorbing excess funds 
in the market so that it might influence the 
cyclical process. Niemeyer’s legislation made no 
reference whatsoever to any instrument of this 
sort.

"Thirdly: Whereas under Niemeyer’s legis­
lation the Central Bank’s holdings of foreign 
exchange would not have been subject to any 
limitation whatsoever, the government’s new 
draft legislation stipulated that the Central Bank 
could have no more than 20% of its total hold­
ings of gold and foreign exchange in the form of 
foreign exchange, while the rest would have to 
be held entirely in precious metals; furthermore, 
only one-half of this 20% in foreign exchange 
could be counted in the calculation of the Central 
Bank’s legal reserves.

"Fourthly: Under Niemeyer’s bill, the Cen­
tral Bank's discount rate could be raised if the 
level of monetary reserves fell to less than 33% 
of cash holdings. The government’s new legisla­
tion eliminated this restriction, which would 
undoubtedly have had had serious repercussions 
on the overall economic situation if it had been 
applied during a cyclical downturn at a time 
when gold was being exported.

"Fifthly: While the government’s new legis­
lation, bearing in mind the nature of the portfo­
lios and operating procedures of Argentine 
banks, allowed for the discounting of unsecured 
paper, i.e., paper having a single signature, plus

the signature of the discounting bank, Niemey­
er’s draft called for two signatures in addition to 
that of the bank and eliminated industrial dis­
count paper.

"The àbove comparison clearly shows that 
Argentina’s Central Bank Law represents an 
adaptation of Niemeyer’s draft to the Argentine 
context which modified it so as to bring it into 
line with the actual circumstances in 

- Argentina.”*
As may be seen, the Mobilization Institute, 

the Central Bank’s banking inspection unit, and 
the-authorization of the sale and repurchase of 
consolidated treasury bonds, i.e., the original 
aspects of this law and the instruments which 
allowed the Central Bank to perform its work so 
well during its first eight years, were the crea­
tions of Prebisch.

4. The economic situation at the 
time of the creation of the 

Central Bank and the 
tasks it faced

In 1935 when the Central Bank began its opera­
tions, Argentina had, for the most part, come out 
of the 1929-1930 crisis thanks to the govern­
ment’s industrialization policy and to the partial 
recovery of the external market. By that year, the 
government had balanced its current income and 
expenditure as a result of its reduction of public 
spending, the institution of tax reforms and the 
greater receipts made possible by the expansion 
of the national product. The balance of payments 
was also once again at equilibrium, and the 
exchange system had been stabilized with the 
operation of a dual exchange system in which the 
free rate fluctuated around a level only slightly 
higher than the official exchange rate.

All of these advances, which pre-dated the 
creation of the Central Bank, had in large part 
been made possible by the work of the man who 
was to become the Bank’s first General Manager. 
As Under-Secretary of the Treasury and chief 
economic adviser to the government, Raúl 
Prebisch had played a decisive role in the adop­
tion of a moderate policy of tariff protection 
which had promoted the creation of new indus-

Kin tra l Bank of the Argentine Republic, op. cit., p. 267,
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tries, in the reduction of public spending, the 
establishment of an income tax, and the organi­
zation of the dual exchange system whereby the 
free exchange rate rose enough to discourage 
capital outflows but not so much as to produce 
economic distortions.

These successes notwithstanding, a consid­
erable part of bank portfolios remained immo­
bilized, and no public securities market, either 
short- or long-term, had yet been developed; 
such a market was needed so that a portion of 
savings could be channelled towards public 
investment and so that open-market operations 
could be conducted for the purpose of absorbing 
excess liquidity during economic booms and 
feeding it back into the economy during down­
turns. The immobility of bank portfolios had 
been caused by the excessively open-handed 
credit policy followed by the banks during the 
pre-crisis period, by the decrease in the prices of 
agricultural export products and in farmers’ 
incomes, and by the saturation of government 
paper. The absence of a public securities market, 
for its part, was to some extent a natural conse­
quence of the country’s stage of economic devel­
opment. A much more significant factor, 
however, was the imbalance in public finances 
which had existed until one or two years before, 
inasmuch as Argentina was already generating 
enough savings so that a portion of these funds 
might be channelled'to the purchase of securities 
issued by the public sector.

By virtue of its very creation, the new institu­
tion brought under one roof the central banking 
functions which had previously been scattered 
among the Conversion Fund, the Banco de la 
Nación Argentina and the Exchange Control 
Office, thereby making it possible to conduct 
these operations more efficiently. In addition to 
its routine functions, however, the new institu­
tion was confronted with the following tasks:
a) to put the banking system on a sound footing,
b) to create a public securities market, and c) to 
use this market, in conjunction with the 
exchange system, in order to apply an anti- 
cyclical policy aimed at preparing the country for 
the slump in external inflows which was 
expected to occur within the next two or three 
years. As will be discussed below, the Central 
Bank accomplished these tasks fully and 
extremely efficiently.

5. Putting the banking system 
on a sound footing and 

freeing its assets

The position of the banking system was 
improved and the banks’ assets were freed for 
use by means of the revaluation of gold reserves 
at the time they were transferred from the Con­
version Fund to the Central Bank and the alloca­
tion of the resulting profits to the creation of a 
new body, the Bank Investment Mobilization 
Institute, which bought up the banks’ public 
securities and the overdue private loans they had 
in their portfolios. The the Mobilization Insti­
tute was thus created in a thoroughly heterodox 
manner which was potentially extremely infla­
tionary. Instead of sparking a rapid price and 
wage spiral, however, this measure had highly 
positive effects: it served to unblock bank portfo­
lios, made possible the establishment of a public 
securities market and gave the Central Bank the 
ability to carry out transactions on the open 
market.

The value of the Conversion Fund’s gold 
reserves had been set in the 1920s, before the 
devaluation of the pound sterling and the dollar 
and before the depreciation of the Argentine 
peso in relation to these currencies; hence, the 
revaluation of these gold reserves nearly doubled 
their value and rendered an accounting profit of 
701.1 million pesos, which was equivalent to one 
and one-half times the value of the cash reserves 
(485.3 million pesos), maintained by the banks 
prior to the freeing of their assets. The use of 
this sum to purchase blocked assets more than 
doubled cash reserves and could have led to a 
huge increase in bank credit; this increase did not 
actually occur, however, because the Central 
Bank reabsorbed one-third of the growth in cash 
reserves through the sale of securities and per­
suaded the banks to refrain from expanding 
their lending activity. The Central Bank’s power 
of persuasion was reinforced by the fact that, as 
shown in table 2, cash reserves had fallen to such 
extremely low levels that even this enormous 
increase only raised them to a level just slightly 
higher than those recorded in the three-year 
period from 1926 to 1928. In addition, yet 
another factor was that the troubles experienced 
by the banks during the years that their assets 
had been tied up caused them to adopt a much 
more conservative attitude.
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Between December 1934 and December 
1935 bank reserves rose from 14.0% to 24.7% of 
their deposits; however, loans increased by just
1.7%, the money supply expanded by less than 
10% and the cost of living climbed only.4.5% 
(see table 3). Wholesale prices dropped 1.0% 
and the price of the pound sterling on the free 
market went down from 19.48 to 18.09. The 
financial "explosion” which some had feared did 
not occur. In creating the Bank Investment 
Mobilization Institute, Raúl Prebisch was play­
ing with dynamite, but he knew how to keep it 
from going off!

6. The Bank Law and banking 
inspection

Together with the laws that created the Central 
Bank and the Mobilization Institute, Congress 
passed a General Bank Law which prohibited 
banks of deposit from making long-term loans 
and from owning real estate or corporate stock. 
These operations had been permitted up until 
that time and they had been part of the reason 
why the banks’ portfolios had become immobil­
ized. With a view to enforcing these regulations 
and monitoring bank operations, the Central 
Bank Law provided that this institution should 
form an inspection department.

The General Bank Law was an orthodox law 
which conformed to the standard provisions 
contained in the legislation on this subject. The

Table 2

A R G E N T IN A : B A N K  DEPO SITS A N D  
RESERVES, 1926-1935

(Year-end balances in millions o f  Argentine pesos)

Deposits
Cash

holdings
Reserves

(percentage)

1926 3 347 618 18.5
1927 3 477 635 18.3
1923 3 836 909 23.7
1929 3 986 705 17.7
1930 3 913 528 13.5
1931 3 731 484 13.0
1932 3 536 596 16.9
1933 3 514 609 17.3
1934 3 465 485 14.0
1935 3 357 827 24.7

Source: Central Bank of the Argentine Republic, annual report for
1935.

Table 3

A R G E N T IN A : C O M P A R A T IV E  FIGURES,
1934-1935

December December Difference 
1934 1935 (percentage)

Cash holdings 485 827 70.5
Deposits 3 465 3 357 -3.1
Reserves 14.0 24.7 76.4
Loans 2 82 T 2 870 1.7
Money supply 2 010 2 190 9.0
Cost of liv ing 100.0 104.5 4.5
Wholesale prices 100.0 99.0 -1.0
Pound sterling 19.48 18.09 -7.1
Source; Central Bank of the Argentine Republic, annual report for 

1935 and the statistical supplement of August 1937. 
“Total loans minus loans absorbed by the Mobilization Institute in 

May 1935,

organization of a bank inspection system was, 
per sey also an orthodox step. However, the 
decision to make it a unit of the Central Bank was 
not at all orthodox, but was instead a complete 
departure from the customary practices of that 
period. In countries where the inspection of 
banks was practiced at that time, this function 
was performed by an independent agency, which 
generally reported to the Ministry of the Treas­
ury. Raúl Prebisch understood, however, that 
such supervision would be much more effective 
if it were backed up by the economic pressure 
that the lender of last resort could exert. In 
addition, he took into account the fact that the 
inspectors could be paid higher salaries and 
enjoy greater stability if they were staff members 
of the Central Bank. This approach, which was 
an exceptional one in 1935, has come into more 
general use over time, as may be seen by the fact 
that in 14 out of 22 Latin American countries the 
corresponding Superintendency is now part of 
the Central Bank or Monetary Board.4

7. The formation of a securities market

The main tool of monetary policy used by the 
Central Bank of the Argentine Republic during 
Prebisch’s time was the purchase and sale of

^Centre for Latin American Monetary Studies (ŒMLA), 
In form e  sobre  su perv isión  y  fisca lización  bancaria, M exico City, 
1982, p. 21.
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securities on the open market. This policy has 
also been the one most commonly employed by 
the central banks of financially developed coun­
tries since the late nineteenth century and espe­
cially since the end of the First World War. It is 
generally believed, as I myself thought until 
quite recently, that Prebisch had been able to 
make use of this instrument because a securities 
market was already in existence in Argentina. As 
we have seen, however, this was not so. The 
money market in Argentina was created at the 
same time that theCentral Bank was established. 
Its formation was made possible, first of all, by 
the greater liquidity resulting from the revalua­
tion of gold and from its use to unblock bank 
portfolios; an equally important factor, however, 
was the policy of empowering the Central Bank 
to issue and sell share certificates in the consoli­
dated treasury bonds which the Bank had 
received from the Conversion Fund as part col­
lateral for its monetary issue, since these certifi­
cates were easier to sell on the market due to 
their short term and the fact that they were 
backed by both the government and the Central 
Bank.

Before Argentina took this step, the experts 
on such issues thought that a central bank should 
not issue or sell bonds as a means of reducing the 
money supply because it could diminish the con­
fidence of the public, which might think that the 
Central Bank was in need of resources. So strong 
was this belief that in 1941 the White Mission, 
which conducted the studies concerning the 
organization of the Banco Nacional de Cuba, 
recommended a complex mechanism for absorb- 
ing funds whereby bonds would be issued by the 
Currency Stabilization Fund, which was an 
account of the Central Bank rather than an insti­
tution as such.5 Raúl Prebisch did not share this 
fear, and from the very start of its operations in 
May 1935, the Central Bank of the Argentine 
Republic issued and sold share certificates in 
consolidated treasury bonds. Nobody thought 
that these securities were issued because the 
Central Bank needed resources, and everyone 
felt confident about the creditworthiness of the

'These recommendations were acted upon seven years later 
when the Banco Nacional deCuba was created. However, this bank 
never issued bonds in either its own name or in that of the 
Currency Stabilization Fund.

certificates, which met with immediate 
acceptance.

The most important factor of all in the crea­
tion of the securities market, however, was the 
enormous stock of money injected into the econ­
omy by the Mobilization Institute. This was 
what put the banks in a position to purchase 
share certificates in consolidated treasury bonds 
and, later on, other Central Bank securities and 
treasury bills. The operations undertaken by the 
Institute in order to free up the bank’s assets 
virtually doubled their reserves and provided 
them with more than enough funds to purchase 
securities from the Central Bank.

8. Open-market operations

In 1935 the Argentine economy was growing at 
an annual rate of 4.5% and was generating a 
gross domestic product equal to nearly 90.0% of 
its 1929 level. Neither the growth rate nor the 
degree of utilization of the production apparatus 
made it advisable to apply a monetary policy 
aimed at curbing the expansion, but the huge 
amount of liquidity that was fed into the econ­
omy in order to place the banking system on a 
sounder footing could have sparked a large 
increase in lending activity, in the means of 
payment, in aggregate demand, imports and pri­
ces. It was therefore necessary to absorb the 
excess liquidity. Accordingly, the Central Bank 
immediately initiated the issue and sale of share 
certificates in the consolidated treasury bonds it 
had in its portfolio. The certificates were issued 
for a 90-day term and with an annual yield of 
2.75% and were offered in competitive bidding 
with a guarantee that they would be repurchased 
at the sale price. From the very beginning they 
were sold at a premium, which lowered their 
yield to 2.52%, 1.98% and 1.72% in December 
1935, 1936 and 1937, respectively.

Before the end of 1936, the Bank’s a sales 
volume had reached 400 million pesos, which 
was equal to the amount of consolidated bonds it 
had in its portfolio; it therefore began to offer 
treasury bills (with the proceeds from these sales 
being used to retire public debts) and subse­
quently issued gold and foreign exchange certifi­
cates. By August 1937 it had sold 741 million
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Table 4

A R G E N T IN A : L IQ U ID  ASSETS A N D  A B S O R P T IO N , 1934-1938

(Millions o f  Argentine pesos)

Liquid
assets

Absorption 
by Central 

Bank

Cash
holdings

Deposits
Percentage 
of reserves Loans

December
May
December
June
December
July
December
June
December

1934
1935
1935
1936
1936
1937
1937
1938 
1938

485 
926 

1 022 
1 036 
1 237 
1 543 
1 297 
1 133 
1 005

195
343
464
713
607
482
374

485
926
825
723
772
830
690
651
631

3 465 
3 338 
3 357 
3 510 
3 668 
3 915 
3 881 
3 829 
3 790

14.0
27.7
24.7 
20.6
21.0 
21.2
17.8 
17.0 
16.6

3 424 
2 821 
2 870
2 960
3 010 
3 140 
3 075 
3 160 
3 290

S ou rce: Central Bank of the Argentine Republic, annual reports and statistical supplements.

pesos worth of the three types of securities.6 
However, as shown in table 4, the banking sys­
tem’s liquid assets had begun to drop from their 
level of the month before, when they had 
reached a peak of 1 543 million pesos. The Cen­
tral Bank therefore moved swiftly to reduce its 
sales of securities, bringing them down to 373 
million pesos in December 1938 and to progres­
sively lower levels during the following years. In 
late 1941, the Central Bank was still issuing and 
selling certificates (in the amount of 30 million 
pesos), but its reason for doing so was probably 
to retain the use of a tool which it might need 
again in the future.

In the talks he gave at the Banco de México, 
Prebisch explained that the Central Bank 
authorities understood that it would have been 
much better to sell these securities to depositors 
rather than to the banks because this would have 
reduced both the public’s purchasing power and 
the banks’ lending capacity at one and the same 
time and because it would have been a more 
effective means of diminishing the banks’ lend­
ing capacity, since it would then have been 
beyond the banks' power to recover this capacity

6In addition to selling certificates and treasury bills, the Bank 
had bought 207 million pesos worth o f dollars using resources 
from the Foreign Exchange Fund; this also involved a sterilization 
o f funds. According to the figures available to the author, such 
sterilization operations amounted to a maximum of 948 million 
pesos. According to Nurkse, however, these operations totalled 
over 1 billion pesos as o f Ju ne 1937.

later merely by deciding to do so. The sale of 
short-term securities to banks allows the latter 
to regain their lending capacity upon the expira­
tion of the securities simply by refraining from 
repurchasing them, something which they can­
not do if the securities have been sold to the 
public; the banks’ liquidity will nonetheless have 
been reduced because the public will have with­
drawn money from its bank deposits in order to 
buy the securities. The Central Bank of the 
Argentine Republic was unable, however, to sell 
securities to the public because, in the case of 
share certificates, the law prohibited it from 
doing so and because, in the case of other securi­
ties, the banks opposed such a step on the 
grounds that the Central Bank should not com­
pete with them in attracting the public’s 
resources.

This is an extremely interesting aspect of 
Argentina’s experience with monetary affairs 
because the argument that the Central Bank 
should not compete with other banks has been 
the major obstacle to the use of so important a 
policy tool as is the sale and purchase on the 
open market of securities issued by the Central 
Bank itself. The argument is not a valid one 
because the sale by a central bank of its own 
securities is not a form of competition but rather 
a means of monetary regulation which can be 
used as an alternative to raising bank reserve 
requirements. Nevertheless, this argument has 
been employed successfully to prevent the use of 
this instrument.
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9. A policy o f persuasion

Even though it was brilliantly conceived and 
executed, the authorities’ policy of absorbing 
excess funds could not have prevented a sharp 
increase in bank loans if it had not been for the 
Central Bank's effectiveness in persuading the 
banks to follow a prudent credit policy. Indeed, at 
no time did the sale of securities manage to bring 
down the banks’ cash holdings to less than 
21.0% of deposits, which was almost double the 
legal minimum reserve requirement.7 This made 
it possible, as soon as their reserves increased for 
the banks to engage in such keen competition 
among themselves that they even took up the 
practice of visiting the clients of rival institu­
tions in order to offer them credit at lower rates 
of interest. This was a cause of serious concern 
for the Central Bank authorities, not only for 
monetary reasons but also because their knowl­
edge of the situation told them that this was not 
the right time to lower profits and enter into 
high-risk operations, since there were many 
severe financial problems that had yet to be 
resolved. The Central Bank called upon the 
banks to co-ordinate their policies and to reach 
an agreement among themselves by which they 
would pledge to refrain from lowering the inter­
est rate to below 4%. At first the banks resisted 
the idea, but the Central Bank persevered and 
the agreement was ultimately signed.

Along with its successful effort to curb any 
undue expansion of lending activity, the Central 
Bank made a recommendation to the banks 
(which they accepted) that they not pay divi­
dends of over 5% so that they might build up 
their reserves. Thus, without the aid of any legal 
provision, but merely by means of its powers of 
persuasion, the Central Bank managed to con­
vince the banks to use most of their profits to 
increase their capital.

10. Rediscounting

During Prebisch’s tenure as General Manager, 
the Central Bank of the Argentine Republic

7T he law provided for a minimum reserve requirement of
16.0%  on demand deposits a nd of 8 .0 %  on time deposits. Since the
former amounted to around one-third o f the total and the latter to 
about two-thirds, the average minimum reserve requirement was 
between 10.0%  and 11.0%.

refrained from carrying out rediscounting opera­
tions except during a brief period in 1940, and 
even then the amounts involved were relatively 
small. In May of that year, the intensification of 
the fighting in the world war sent shock waves 
through the stock market and created a very 
uneasy situation for the banks, which feared a 
steep decline in foreign trade. The Central Bank 
intervened aggressively in the stock market. It 
bought up a considerable amount of securities, 
thereby stabilizing the market quotations, and 
asked the banks to "avoid placing restrictions on 
credit which might disturb the flow of business 
and cause unnecessary selling”, telling them that 
"if, despite the banks’ greatly improved cash 
position, they find it necessary to resort to the 
instrument which the law has made available to 
the Central Bank for facilitating banking opera­
tions, then the banks shall be permitted to dis­
count as much of the eligible paper in their 
portfolios as they deem necessary". In response 
to this invitation, "major banks communicated 
their decision to carry out such rediscounting 
operations immediately, despite the abundance 
of liquid assets at their disposal, as an express 
means of showing their willingness to provide 
the marketplace with all the resources it might 
need”.8 In June, the Central Bank carried out 
rediscounting operations totalling 79 million 
pesos (equivalent to around 10% of the banks’ 
cash holdings at that time), with payment being 
made in full before the beginning of the follow­
ing year.

In the talks he gave at the Banco de México, 
Prebisch did not speak about rediscounting until 
one of the final sessions, and then said that he 
had not mentioned it as an expansionary policy 
tool because "during the downswing of the cycle, 
private enterprises are not inclined to use more 
credit to expand their businesses since, generally 
speaking, the mood is one of reluctance rather 
than optimism”.9 Prebisch did not speak of 
rediscounting as a tight-money policy either 
because, in its early days, the Central Bank of the 
Argentine Republic could not have made use of 
this tool due to the huge amount of excess liquid­
ity created by the policy aimed at putting the 
banks on a sounder footing.

^Central Bank of the Argentine Republic, op . cil„  p. 127.
9Central Bank o f the Argentine Republic, op . cit., p. 499.
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11. Advising the government

During the first two years of its existence, the 
Bank does not seem to have exercised its func­
tion as an economic adviser to the government, 
at least not in regard to sufficiently important 
issues to warrant mention in the Bank’s annual 
reports or in the talks given at the Banco de 
México; however, when the country entered into 
the next downturn of the economic cycle, the 
Central Bank then began to perform this func­
tion in a very thorough manner indeed. When 
exports slumped during the second half of 1937 
and this decrease began to have an effect on 
domestic activity, the Bank recommended that 
steps be taken to counteract the slowdown. In 
this connection, Prebisch said the following: 
"Should the Central Bank help to reduce domes­
tic economic activity so as to bring the balance of 
payments into a perfect state of equilibrium, or 
should it give priority to 'domestic economic 
activity and seek other means of influencing the 
balance of payments? This was the question we 
asked ourselves beginning in the second half of 
1937, and it was posed with increasing urgency 
as the cyclical downturn deepened. The Central 
Bank was quick to understand its domestic 
responsibility in the face of this economic situa­
tion, especially in view of the new fact of Argen­
tine life represented by what had only in recent 
years become a hard-working industry. The ten­
dency, then, was to protect domestic economic 
activity and to resort once again to exchange 
control measures in order to prevent the 
increased purchasing power created by the 
Banco de la Nación to aid farming activities (and 
which was later to spread to the other sectors of 
the economy) from going to imports and to 
ensure that it would instead continue to circulate 
within the local market.”10

In order to offset the slump, the Bank recom­
mended that the government should tighten its 
exchange controls, which had become virtually 
negligible during the final stages of the upswing 
in the cycle. The Bank also supported the 
government’s policy of purchasing harvest sur­
pluses and played a decisive role in drafting an 
economic reactivation plan, whose text reflected,

l0Banco Central de la República Argentina, op. cit., p. 400.

according to Carlos Diaz-Alejandro, "the unmis­
takable style of Raúl Prebisch”.11

12. Exchange policy

In 1931 the foreign exchange crisis and capital 
flight made it necessary for Argentina to estab­
lish exchange controls, initially under a rigid 
system providing for a single exchange rate and 
directed at regulating all transactions, and later 
under a differential exchange system that 
covered around 85% of all transactions, with the 
remaining 15% being allowed to take place on 
the free market. This system provided for three 
exchange rates: one of 15 pesos to the pound 
sterling for major exports, another of 16 pesos to 
the pound sterling for essential imports, and a 
floating rate for all other current transactions 
and capital movements. The Bank intervened 
actively in the free market in order to keep the 
exchange rate within a range of 17-20 pesos to 
the pound sterling, i.e., a range of from 0.6% to 
25.0% above the exchange rate for imports on 
the official market.

Without going into a detailed description of 
either the system or the modifications made in it 
in 1935-1943, it can be maintained that exchange 
controls were handled with extraordinary effec­
tiveness in order to stimulate exports, curb 
imports, promote national industry and supple­
ment the anti-cyclical effect of the country’s 
domestic monetary policy. During periods when 
exports were on the rise, the inflow of foreign 
exchange pushed the free exchange rate down, 
lowering it to 17, but at that point the Central 
Bank would start buying in order to prevent the 
rate from dropping below that level. When 
exports were declining, the exchange rate 
climbed, thereby helping to staunch the outflow 
of foreign exchange, but the Bank would then 
start selling and would thus keep the rate from 
going above 20.

During the period under examination, the 
free market in Argentina served to regulate both 
domestic and foreign capital movements and to 
hold down imports during cyclical downswings,

‘ ‘Carlos F. Diaz-Alejandro, Essays on  th e  E con om ic H istory  
o f  th e  A rgen tin e R epu blic , New Haven, Connecticut, Yale Univer­
sity Press, 1970, p. 105.
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and, since exchange rate fluctuations were kept 
within a narrow band, no price distortions were 
created and no appreciable incentive was pro­
vided for violating the controls. The moderate 
nature of these fluctuations was due to the Cen­
tral Bank's policy of intervening in the market, 
but market expectations were the factor which 
made this policy’s success possible. Throughout 
the period, domestic and foreign investors’ faith 
in the Argentine economy remained unshaken; 
investors might feel that temporary capital 
transfers were advisable when the economy was 
undergoing transitory difficulties, but the ten­
dency to withdraw capital slackened when the 
free exchange rate rose by 10%, 15% or, at the 
most, 25% since they felt confident that these 
difficulties would pass and the price of the pound 
and of the dollar would drop once again.

The talks he gave at the Banco de México 
demonstrate that Prebisch understood quite 
clearly that it did not make sense to place quan­
titative restrictions on the imports of a product 
that would reduce the supply to below the exist­
ing level of demand while at the same time 
selling foreign exchange inexpensively to 
importers of that same product because the low 
price of the foreign exchange would benefit 
importers rather than consumers, inasmuch as 
such restrictions would push the product’s sale 
price on the domestic market above the import 
cost, thereby providing intermediaries with 
undue profits. In 1944 Prebisch had already 
grasped the significance of the Sohmen effect, 
thus called because it was first described by that 
author in 1958, even though Triffin had used the 
same concept many years before as the basis for 
his recommendation that the authorities lift the 
quantitative restrictions applying to imports in 
Ecuador in 1947.12

13. The effects of the anti-cyclical 
policy

In the preceding sections we have examined, one 
by one, the policies applied by the Central Bank 
of the Argentine Republic during the period

l2Egon Sohm en, T h e effect of devaluation on the price sys­
tem, Q uarterly Jo u rn a l o f  E con om ics, May 1958. For Prebisch's 
explanation o f this concept, see Central Bank o f the Argentine 
Republic, op. cit., p. 308.

under examination (i.e., open-market transac­
tions, rediscounting, the persuasion of the pri­
vate sector and the provision of advisory services 
to the government). Now let us see what the 
effects of these policies were during the course of 
the period in question: first, in the cyclical 
upswing of 1935-1937, when they were used to 
counteract inflationary pressures; later, in the 
cyclical downswing of 1938-1939, when their use 
was aimed at preventing a slowdown in the real 
economy; and, finally, in the years 1940-1943, 
when the Bank was faced with the task of 
counteracting, supplementing and rectifying the 
serious distortions produced by the Second 
World War.

Strangely enough, the first policy imple­
mented by the Central Bank was not an anti- 
cyclical measure, but rather a potentially 
pro-cyclical one. As we saw earlier, the first step 
taken by the Bank (through its auxiliary institu­
tion, the Mobilization Institute) was to improve 
the quality of the banks’ portfolios by purchasing 
from them government securities and doubtful 
private credits. This measure might have had 
explosive repercussions, but did not because its 
potentially inflationary effects were offset (or 
even more than offset) by the sale of securities 
and by the Central Bank’s success in persuading 
the banks to follow its recommendations. In fact, 
the objective of the Central Bank’s anti-cyclical 
policy was not so much to counteract the expan­
sionary effect of the increase in exports and in 
capital inflows as it was to sterilize the banks’ 
excess liquidity. Fortunately, this policy pre­
vented the improvement of the banks’ portfolios 
from having an explosive impact and thereby 
made this a cost-free measure of enormous 
benefit to the nation.

The effectiveness of the Bank's anti-cyclical 
policies is clearly illustrated in figure 1, which 
shows the trends observed in the means of pay­
ment and in gold and foreign-exchange reserves 
during the period in question, as well as the 
effect on the former of variations in the latter, 
with the residual representing the effect of 
changes in domestic credit. Figure 1 and table 5 
have been taken, with slight adaptions, from the 
annual reports of the Central Bank, in which 
Raúl Prebisch first applied a technique of analy­
sis that was later systematized and refined by 
Robert Triffin. This technique is used today, 
with a number of variations and refinements, by
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Figure 1

ARGENTINA: MEANS OF PAYMENT BY ORIGIN, 1935-1943 
Millions of Argentine 

pesos

central banks and international monetary 
institutions.13

Figure 1 and table 5 show that the anti- 
cyclical policy entirely cancelled out the potential

^Robert Triffin, Esbozo general de un análisis de las series 
estadísticas monetarias y  bancarias de América Latina sobre bases 
uniformes y comparables, First Conference of Central Bank Tech­
nical Experts of the Americas, Mexico City, 1946.

impact of the increase in liquidity generated by 
the unblocking of bank portfolios and largely 
offset the monetary effect of the growth of 
reserves resulting from the rise in exports. 
Between May 1935 and July 1937 the country’s 
international reserves climbed by 840 million 
pesos, whereas the money supply rose by only 
590 million pesos; this means that the sale of 
securities and the public’s saving habits steril­
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A R G E N T IN A : M E A N S  O F P A Y M E N T  B Y  O R IG IN , 1935-1943

{Millions o f Argentine pesos)

Table 5

May
1935

De­
cember

1935

De­
cember

1936
July
1937

De­
cember

1937

De­
cember

1938

De­
cember

1939

De­
cember

1940

De­
cember

1941

De­
cember

1942

De­
cember

1943

External
factors" 1 460 1 480 2 000 2 300 1 700 1 300 1 480 1 400 1 870 2 360 3 650
Internal 
factors b 3 210 3 250 3 300 3 280 3 470 3 620 3 840 3 850 4 650 4 980 4 960
T o ta le 4 670 4 730 5 300 5 580 5 120 4 920 5 320 5 250 6 420 7 280 8 610

Less
absorption d 2 670 2 540 2 900 2 990 2 450 2 420 2 560 2 430 2 860 2 990 3 350
Money supply
(M2y 2 000 2 190 2 400 2 590 2 670 2 500 2 760 2 820 3 560 4 310 5 760
S ource: Central Bank of the Argentine Republic, annual reports.
“International reserves in gold and foreign exchange.

Loans and investments of the banking system.
^Sum of the above two quantities. T he total is equivalent to money plus quasi-money {M 2),

Savings and time deposits, other term obligations of banks and absorption of funds by the Foreign Exchange Fund. 
eCurrency outside banks plus demand deposits.

ized 250 million pesos of the potential expan­
sion of the money supply. These results are truly 
astounding, even for those of us who already 
have a boundless admiration for the work of 
Prebisch.

In July 1937 exports began to drop and con­
tinued to do so until late 1938. This decrease in 
exports, which reduced their value by around 
40% in the space of one and one-half years, 
affected domestic economic activity and resulted 
in a decline in reserves. Faced with this situation, 
the Bank recommended that the government 
tighten its exchange controls and require 
licenses for those imports which had been enter­
ing the country without them through the free 
market. At the same time, the Bank started to 
repurchase the securities it had sold during the 
upswing of the economic cycle, thus permitting 
the banks to maintain and even slightly increase 
their lending volumes. The economic slowdown 
also led to a reduction in time deposits, and the 
spontaneous absorption of the money supply by 
the public therefore diminished. Between July 
1937 and December 1938 the money supply 
declined by only 6.8% despite the fact that inter­
national reserves were drawn down by 43.5%. 
The following year, export values regained some 
of the lost ground and the money supply 
increased by approximately the same amount as 
did international reserves. In 1938 the gross

domestic product shrank 2.8%, but in 1939 it 
recovered, growing by 4.5%.

In May 1940 the intensification of the war 
had the effect of shutting down the market for 
Argentine products in the European continent, 
shifting import trade towards the United States, 
and creating an imbalance between the inflows 
and outflows of foreign exchange, with the result 
that there was an abundant supply of pounds 
sterling and a serious shortage of dollars. This 
made it necessary for Argentina to establish con­
trols which discriminated against imports from 
the United States. Later on, the United States’ 
purchases of Argentine products increased 
sharply, but its sales remained very low due to 
war shortages. As a result, Argentina’s reserves 
in gold and foreign exchange soared. Between 
1940 and 1943 its reserves grew at an average 
annual rate of 37.5%, which pushed up the 
money supply by an average annual rate of 
23.0% during the three years in question. Des­
pite the difficulties caused by the war and the 
need to finance harvest surpluses, the Central 
Bank was able to hold down the growth of the 
money supply to a rate far below that of the 
increase in international reserves.

The Central Bank’s policies during the war 
were just as efficient as its anti-cyclical measures 
of 1935-1939 but it was the latter which, because 
of their technical beauty, attracted international
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attention. In his well-known analysis of the 
international monetary situation between the 
two world wars, Ragnar Nurkse referred to 
Argentina’s monetary policy in the following 
terms:

"Argentina provides the most striking 
example of the neutralization of cyclical pheno­
mena of both types (economic booms and reces­
sions) during the three years between 1936 and 
1939- Here, once again, mid-1937 was a critical 
period. The changes then occurring in the world 
market had a particularly strong effect on 
Argentina’s balance of payments because they 
were reinforced by an inflow of external funds 
before this critical juncture and by an outflow of 
such funds after it, as well as by weather condi­
tions which produced an exceptionally good 
harvest before and a very poor harvest imme­
diately after this point in time. These events had 
surprisingly little effect on the domestic credit 
situation due to the quite notable policy of mone­
tary 'isolationism’ that was applied during both 
the economic boom and the depression. The 
inflow of foreign exchange in 1936 and in the 
early months of 1937 was sterilized, firstly, by 
the Central Bank’s sale of securities and, after 
November 1936, by the transfer of treasury cer­
tificates and bills to the market for purchases of 
foreign exchange on behalf of the government... 
The total amount of [foreign] exchange 
absorbed by these means reached a peak of over 
one billion pesos injune 1937, which were sold 
during the following 18 months. The proceeds 
from these sales were used to pay for the treasury 
bills and certificates which had been issued to 
finance them... Thanks to the neutralization pol­
icy, the monetary expansion observed in 1936- 
1937 was moderate in comparison to the rise in 
exports and the inflow of funds; analogously, the 
decline in domestic credit during 1937-1938 was 
slight in comparison to the turnabout in the 
balance of external payments.”14

14. Model banking laws

Argentina’s experience served as an inspiration 
for Robert Triffin’s work concerning the revi­
sion of the structure and functions of central

HRagnar Nurkse, La ex p er ien c ia  m on etaria  internacional, 
1MF/IDB/ŒMLA, Mexico City, 1968, p. 90.

banks in developing countries, which was 
reflected in the laws of Paraguay, Guatemala, the 
Dominican Republic and Ecuador. These, in 
their turn, served in part as a model for the laws 
which created the central banks of Chile and 
Honduras and for the modifications made in the 
banking laws of El Salvador and Venezuela. The 
work of Raúl Prebisch can thus be said to have 
been the basis for the contemporary central 
banking system in Latin America.

The beauty of the theories underlying the 
new banking laws and the promise these laws 
held out for neutralizing the economic cycle 
sparked the enthusiasm of Latin American econ­
omists. As a result, we placed our faith in mone­
tary and exchange policy as the key too 1 for 
solving many of our problems and concentrated 
our efforts on refining the techniques of mone­
tary analysis and the central banks’ instruments 
of control as much as possible. This was a time 
during which we spent long hours discussing 
how to compute the revaluation of reserves in 
the classification of the means of payment by 
origin and attempting to create controls of all 
sorts that would make central banks better able 
to offset external fluctuations.

Latin American economists’ enthusiasm for 
the new banking laws and especially for their 
exchange provisions was not due so much to the 
contribution they might make to a more com­
plete neutralization of the economic cycle as it 
was to the fact that they offered a possibility of 
speeding up industrialization by making it possi­
ble to continue investing and growing during 
cyclical downswings: when exports declined, we 
freed the exchange rate for luxury imports, res­
tored our balances of payments to equilibrium 
and continued investing in industry and infras­
tructure. Our eagerness to apply the new mone­
tary policy was due to the fact that it provided an 
indirect instrument for promoting industrializa­
tion. However, once we had found a more direct 
route to our goal (thanks in large part to Pre­
bisch), it was then no longer necessary to take 
such a roundabout path, and we devoted our full 
attention to development theory and policy. 
Moreover, development policy could be applied 
in an anti-cyclical manner by intensifying the 
construction of infrastructure projects and the 
acquisition of external loans when exports were 
decreasing, thereby providing at least a partial
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substitute for monetary policy as a neutraliser of 
the economic cycle. The actual circumstances 
involved were yet another factor, since trade 
fluctuations were much less notable after the war 
than they had been before it, and there was thus 
much less need to apply an anti-cyclical mone­
tary policy.

Latin American economists’ enthusiasm for 
monetary policy reached its height shortly after 
1945, attaining its maximum expression at the 
First Conference of Central Bank Technical 
Experts of the Americas, to which a number of 
references have been made. It rapidly waned 
during the 1950s as interest shifted to the theory 
and policy of economic development and to the 
study of the causes of inflation, which had 
already become a very serious problem in various 
Latin American countries before it made its 
appearance in the rest of the world. Partly 
because of this shift in interest and partly due to 
other causes, the rest of the tools which the new 
legislation made available to central banks were 
never used, either at the time of their creation or 
in subsequent years. In fact, during the past 40 
years no central bank has applied an active anti- 
cyclical policy such as that implemented by Raúl 
Prebisch in Argentina in 1935-1943.

15. Factors militating against the application 
of an anti-cyclical monetary policy 

in Latin America during the 
postwar period

The loss of interest by Latin American econo­
mists in anti-cyclical monetary policy and the 
scant use made of this tool by financial authori­
ties during the four decades that have passed 
since the end of the war appear to be due to a 
variety of reasons. The most important of these 
seem to be the following: a) the predominance 
of development policy; b) the possibility of app­
lying development policy in an anti-cyclical 
fashion; c) the absence of sharp fluctuations in 
international trade; d) the fact that the new type 
of inflation that has emerged seems to be largely 
unaffected by credit restrictions, which have 
caused severe economic contractions; e) the 
impossibility of applying a consistent monetary 
policy in the presence of a combination of infla­
tion and unemployment; f) the increase in inter­
est rates in industrial countries; g) the

tax-exempt status of foreign deposits in the Uni­
ted States; and h) the debt crisis.

As a result of the sharp inflationary surges 
observed in various Latin American countries 
around 1950, a great deal of importance was 
initially placed on monetary policy. However, 
this inflation proved to be highly resistant to 
monetary restrictions, which had a much greater 
effect on production than on prices; these res­
trictions therefore gave rise to a steep increase in 
unemployment, but prices continued rising in 
spite of this. Such restrictions thus produced a 
situation of "stagflation", with the economy suf­
fering from both unemployment and inflation at 
the same time. Given this situation, which is 
entirety contrary to the teachings of economic 
theory, What monetary policy should be fol­
lowed? Should a tight credit policy be continued 
in the hope that, after a sufficiently long period 
of time, prices will drop, or should the con­
straints on credit be lifted in order to stimulate 
production and employment? "Stagflation” has 
thus prevented the application of a consistent 
monetary policy, and it continues to do so today.

The above-mentioned factors which have 
discouraged or hampered the application of 
monetary policy have been compounded, more 
recently, by the rise in interest rates in the indus­
trial countries, the tax exemption of foreign dep­
osits in the United States, and the debt crisis. 
The first two of these factors have augmented 
the outflow of capital from Latin America, 
already greatly encouraged by exchange instabil­
ity, and have created additional difficulties for 
monetary policy-makers by presenting them 
with the dilemma of whether to raise domestic 
interest rates, which would keep capital within 
the region but would also slow down the econ­
omy, or to lower them, which would stimulate 
the economy but would also intensify the out­
flow of capital from the region. The third factor, 
the debt crisis, has created extremely severe 
problems for monetary policy by siphoning off 
an enormous amount of resources.

16. What lessons are to be learned 
from Prebisch’s handling of 

monetary affairs?

This brief examination of the difficulties in rela­
tion to monetary policy which have been 
encountered in the past 40 years might, at first
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glance, give the mistaken impression that Raúl 
Prebisch’s admirable performance at the helm of 
the Central Bank of the Argentine Republic 
offers relatively few lessons that could be of use 
in resolving today's problems. What greater 
benefit could we hope to derive, however, from a 
study of his performance than to gain an under­
standing of the economic and financial changes 
that have occurred in Latin America and the 
world during those 40 years ? What better way of 
grasping the essential importance which mone­
tary policy still has for economic development 
and social well-being than to understand how 
the situation in which such policy is to be applied 
has changed?

An analysis of the eight factors listed above 
indicates that the teachings of Prebisch remain 
valid, because the first three factors are not 
obstacles as such but rather circumstantial fac­
tors which caused a higher priority to be placed 
on other policies, while the last five factors, 
although they do represent real obstacles, have 
their origin in international problems which, 
even though they have gone unresolved for a 
number of years, will, we should trust, be solved 
in the not too distant future. We can and should, 
therefore, re-examine the techniques used by 
Raúl Prebisch and use them to promote the 
region’s economic development within a context 
of financial stability.

Two of the real obstacles have their roots in 
inflation, and their future signíficance will there­
fore depend on how much progress we make in 
our struggle to halt this process. In recent years 
this problem has grown worse as a result of the 
heavy blow dealt to the region by the debt crisis. 
Nonetheless, the better understanding that 
economists both in Latin America and elsewhere 
now have of the mechanisms of persistent infla­
tion and of stagflation gives us reason to believe 
that not much more time will pass before we 
have practical and effective formulas for over­
coming this critical problem.15 This optimism

n In this connection, see Inflación, aceleración y contención, 
P en sam ien to  Ib e roa m erica n o , No. 9 , Madrid, January-June 1986; 
Rudiger Dornbusch, In fla tion  an d  In dexation , C om m en ts on  
Brazil, Institute for In terna tional Economics, W ashington, D.C., 
1985; and, by the author, In flation , E xchange R ates an d  S tabiliza­
tion , Essays in In tern ation a l Finance, Princeton University, 1986; 
and Michael Bruno and Jeffrey Sachs, E con om ics o f  W orldw ide  
Stagflation , Harvard University Press, 1985.

does not, however, mean that we should desist in 
our efforts to fathom the remaining enigmas 
posed by inflation.

The next two obstacles to an effective appli­
cation of monetary policy stem from the greater 
attractiveness for Latin American savers of the 
possibility of making deposits in industrial coun­
tries due to the increase in interest rates in these 
nations. Making such deposits in the United 
States is the most attractive option of all because 
there such deposits are tax free. Latin American 
savers thus have the choice of holding their 
liquid funds in securities denominated in weak 
and depreciating currencies and of paying taxes 
on the interest earned, or of acquiring securities 
denominated in dollars which are rising in value 
in terms of the national currency of the pur­
chaser, provide returns at a relatively high rate 
of interest and are exempt from taxes. There can 
be little doubt as to which alternative they will 
choose! It is to be hoped, however, that in the not 
too distant future the United States will levy a 
heavy tax on financial deposits made by resi­
dents of developing countries or, even better, 
offer to sign tax agreements with these countries 
whereby it would undertake to charge, on their 
behalf, the taxes they levy on foreign financial 
deposits by their residents. The transfers of capi­
tal now being made by poor countries to rich 
countries constitute a process which is so tho­
roughly illogical and so contrary to the most 
basic principles of equity that this hope ought 
npt to be entirely illusory.

The last of the obstacles mentioned above, 
the debt crisis, concerned Prebisch during the 
final years of his life. Indeed, just five days before 
his death, he said "the present bilateral negotia­
tions cannot drag on indefinitely because, so long 
as the region’s economies are being drained in 
order to generate resources with which to pay 
the service on the debt, there will be no invest­
ment, either domestic or foreign, since capital is 
not invested in economies that are not growing 
or are declining and that are subject to increasing 
social pressures”.16 The debt crisis cannot be

16Raúl Prebisch, Address delivered by Dr. Raúl Prebisch at 
the twenty-first session of ECLAC, CEPAL R ev iew , No. 29 
(LC/G.1427), Santiago, August 1986.
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allowed to continue to hold back Latin American 
and world progress for much longer.

Once the obstacles which have stood in the 
way of an effective application of monetary pol­

icy are overcome, as they will have to be in the 
fairly near future, Raúl Prebisch’s teachings con­
cerning monetary and banking affairs will once 
again come into their own.
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periphery and the weight of the dominant centres in  
various periods, taking into account some variables 
which help in the in terpretation of the resulting 
development. An issue of great importance in  this 
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deterioration in  the terms o f trade, fo r its part, was 
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various recipes formulated in  the centres fo r the 
developing countries but not applied in the indus­
tria l countries and emphasizes the need to achieve 
new world trading arrangements which w ill perm it 
the countries of the periphery to advance in the ir 
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Prebisch at the Economic Development Centre o f London 
University in 1986. It is to be published by Basil Blackwell, 
together with other articles, in a book entitled T h e  State o f  
D ev elop m en t E conom ics.

C entre-periphery 
and dependence

Among the burning questions of the 1960s were 
dependence theories and concern about the 
problems —longstanding, of course— which 
they brought to the fore. In retrospect, now that 
the ferment of ideas has settled, two broad 
approaches are discernible. One of these, corres­
ponding to more traditional thinking, identified 
the problem of dependence with the well-known 
hegemony of the stronger over the weaker coun­
tries; the dependence relation was seen as unilat­
eral and invariably negative, and was held 
responsible for all the ills of the periphery. The 
other school of thought took for granted the 
existence and the important implications of the 
said hegemony, and sought to advance a step 
farther by shedding light on its foundations and 
on its complex manifestations as they figured in 
the centre-periphery concept. Thus, for exam­
ple, one of the points emphasized was that the 
nature of the downward trend of the terms of 
trade clearly illustrated the disadvantageous 
position of the periphery. Later, the centre- 
periphery concept gained much from the valu­
able contributions of sociologists, political 
scientists and economists who took pains to 
point out internal phenomena inherent to the 
periphery which strengthened dependence rela­
tions. In this connection, special mention should 
be made of the work of Fernando Cardoso and 
Enzo Faletto1 carried out under the aegis of 
ECLAC.

What is the nature of ECLAC’s thinking on 
this subject now, enriched as it has been by the 
aforesaid contributions? A reply to this question 
should be preceded by a review of the major 
changes in the situation that have taken place.

First I will examine the part played by the 
periphery in capitalist development in pre­
industrialization days. By the very dynamics of 
the centres, the periphery had been left on the

I

'See Fernando H. Cardoso and Enzo Faletto, D epen den cia  y  
desarro llo  en  A m erica  Latina. Ensayo d e  in terpretación  so c io ­
lóg ica , Mexico City, Siglo X X I Editores, 1974, 166 pp.
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sidelines of the industrializing process, in its 
appendicular role of producer and exporter of 
primary commodities. The benefits of the 
increase in productivity that technical progress 
in the centres brought in its train did not spread 
to the rest of the world through a fall in the 
prices of manufactured goods, but were felt in 
the centres themselves, with the augmentation 
of income, of demand for goods and services and 
of capital accumulation wherewith to satisfy it. 
Demand for primary goods produced by the 
periphery also expanded in this process, gener­
ally very fast, and the corresponding income 
increments were transferred back to the centres 
for the purchase of manufactured goods.

This pattern began to crack up during the 
First World War. But the decisive impulse to 
industrialization stemmed mainly from the cri­
sis of the 1930s. It was not a doctrinaire require­
ment, but was imposed by unfavourable 
circumstances which likewise made import sub­
stitution a matter of necessity. In those days 
nobody could have dreamed of exporting manu­
factures to the centres; nor could anyone have 
done so during the Second World War or the 
difficult years of the postwar period. Later, how­
ever, these were succeeded by propitious times 
for the export of manufactures. Some of the 
countries of the region made good use of the 
offered opportunities, whereas others, such as 
Argentina, were unable to exploit them with 
sufficient drive and steadfastness of purpose.

Because the periphery had not participated 
in industrialization from the start, large sectors 
of the population had been left out of the devel­
opment process, in consequence of the dynamics 
of the centres and the mutations and diversifica­
tion of demand. The periphery’s demand for 
manufactured goods tends to increase rapidly, 
whereas its primary exports follow a relatively 
slow upward trend. There is an enormous dis­
parity between the central and the peripheral, 
countries as regards income from demand for 
imports. Hence the significance of exporting 
manufactures. As it happens, however, the 
manufactures that the periphery is in a position 
to export are precisely those for which the 
growth of demand in the centres is compara­
tively slow. This is why the centres not only 
display reluctance to do away with their protec­
tionism, but rather tend to accentuate it. The

great liberalization of trade brought about by the 
Kennedy and Tokyo rounds of negotiations 
barely touched the periphery, since the goods 
covered were those for which demand gains 
impetus from the technological innovations 
introduced in the centres. The conclusion may 
therefore be reached that once again, the dynam­
ics of the centres does not afford anything like 
the same benefit to the periphery as to the cen­
tres themselves. I shall revert to this point later.

I stated at the outset that the dependence 
controversy had enriched the centre-periphery 
concept. Perhaps its most important contribu­
tion has been the incorporation of power rela­
tions in the concept in question. In the course of 
the appendicular development of the periphery, 
the dominant groups in the centres had linked 
up with their counterparts in the periphery; 
there was a certain community of interests 
between these social groups, although the subor­
dinate position of those in the periphery was 
manifest. The hegemony of the centres, and 
especially of the main dynamic centre, was based 
on their economic, financial and technological 
superiority, on the fragmentation of the 
periphery, on the trend towards imbalance in 
trade, and on the aforesaid subordination or 
dependence, call it what you will.

The superiority of the centres continued to 
make itself apparent during the industrialization 
of the periphery, and to take new forms. To the 
siphoning-off of income from the enterprises 
producing and exporting primary goods and 
importing manufactures, prior to industrializa­
tion, as well as from the public utility enter­
prises, was added the drainage of income 
through the transnational corporations, as they 
came to play a more and more active part in 
industrialization, often sheltering behind an 
exaggerated degree of protection. I do not, of 
course, exclude banking and financial corpora­
tions. Thus a change took place in the composi­
tion of the dominant peripheral groups linked 
up with the centres and a web of relations favou­
rable to their economic, political and strategic 
interests was woven.

These are transparent or subtle ways in 
which the hegemonic weight of the centres 
makes itself felt. And when the periphery reacts 
against this dependence and jeopardizes the 
interests concerned, a whole constellation of
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dominant elements in the centres loses no time 
in marshalling its forces to apply penal 
measures.

A distinction, not always presented in clear 
and definite terms, should be drawn between 
these dependence phenomena and the nature of 
those centre-periphery relations, referred to 
above, which are the consequence of the time lag 
in the integral development of the periphery, of 
its economic, financial and technological infe­
riority and of its economic fragmentation.

There is yet another body of ideas respecting 
dependence, among whose most significant 
expressions is the contention that the high level 
of living in the centres is basically due to syste­
matic exploitation of the periphery, through 
diverse forms of transfer of income to the cen­
tres, and through the deterioration of the terms 
of trade to the disadvantage of the periphery’s 
primary products. I n the past there have 
undoubtedly been elements of exploitation to 
which ECLAC has repeatedly called attention. 
But this conclusion as to the peripheral origin of 
the centres' well-being overlooks the influence 
of the giant strides made by the latter in 
technology.

It is therefore not surprising that some have 
gone so far as to recommend delinkage from the 
centres, a more or less drastic severance of rela­
tions with them, so that the periphery, by taking 
full advantage of its own potentialities, can give 
decisive impetus to its development.

It is true that the centres, and above all the 
main dynamic centre of capitalism, have con­
cerned themselves with the development of the 
periphery only in so far as it has served their own 
interests, and generally without looking very far 
ahead. They have sought neither the develop­
ment of the periphery in social depth nor formu­
las for a convergence of interests.

It will take an immense and enlightened 
effort, a tenacious and protracted impulse of its 
own, to lift a peripheral country into a different 
category. This was what took place in the United 
States, until that country came to be the main 
dynamic centre. And in this way too Japan has 
become an exceptionally thriving centre, despite 
its lack of natural resources, other than the 
power of its mind and will.

Their endeavours were not directed towards 
cutting off relations with the centres, but

towards cultivating them intelligently in the 
interests of their own development.

As a general rule, the above-mentioned 
school of thought has laid very little stress on the 
internal flaws in peripheral development. Just as 
the periphery displays a persistent trend 
towards external disequilibrium, so likewise it 
exhibits an internal dynamic imbalance between 
the rate of expenditure and the rate of accumula­
tion of reproductive capital, that is, the capital 
indispensable for the multiplication of employ­
ment, productivity and total income in the econ­
omy. This imbalance brings to light, especially in 
the Latin American region of the periphery, a 
fundamental defect.

With a lower average productivity than that 
of the centres, we hurry to imitate their ways of 
life, to boost demand for diversified goods and 
services. Thus a privileged consumer society has 
grown up in those social strata that are best able 
to appropriate the fruits of technical progress, to 
the obvious detriment of reproductive capital 
investment. And in the course of the structural 
changes in society, with the development of the 
distributive power of the labour force, its private 
and social consumption gradually increased as 
well, while at the same time the State considera­
bly raised its own civil and military expenditure.

These outlays do not entail any containment 
of the expenditure of the well-to-do strata, con­
stantly stimulated as it is by technological inno­
vations, but are superadded to their privileged 
consumer spending. Sooner or later this adver­
sely affects the rate of reproductive capital 
accumulation, with the consequent ill-effects on 
the tempo of development and on distributive 
equity. And this dynamic imbalance inevitably 
ends in a new type of inflation which cannot be 
effectively combated by monetary restriction 
which, moreover, is counterproductive by reason 
of its economic, social and political 
consequences.

The fact that all these forms of expenditure 
—private and social, civil and military— consti­
tute a manifest imitation of the centres might 
induce the theorists of the above-mentioned 
stream of opinion to blame dependence likewise 
for the weakening of the rate of accumulation 
and for its inflationary effects: a conclusion 
which would imply carrying delinkage to an 
extreme hardly conceivable in the praxis of 
development.
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II

Intellectual dependence

I also want to refer to another conspicuous 
symptom of dependence. I mean the uncondi­
tional subordination of some circles in the 
periphery to theories worked out in the centres. I 
do not mean to deny the value of these theories, 
but I maintain that generally speaking they are 
not in keeping with the peripheral situation that 
I have attempted to describe in a number of 
studies. It is not surprising, therefore, that the 
concept of periphery should be regarded as a 
mere change of name, or that it should be attrib­
uted to the design of the countries concerned to 
formulate a theory of their own which differs 
from the thinking of the centres. Nothing of the 
sort: the phenomena of peripheral capitalism 
must be inserted in a global theory of capitalist 
development. I feel it is very important to clear 
up this point in order to dispel misconceptions.

When the force of international circumstan­
ces first began to drive the periphery into 
becoming industrialized, an attack was launched 
in the centres against the very idea of this delib­
erate industrialization, based on protection and 
on import substitution. It is worth while to recall 
this, for despite the time that has gone by, substi­
tution is still being attacked as a sort of mon­
strosity spawned by ECLAC

I remember how in the early 1950s Professor 
Jacob Viner took up the cudgels against us in the 
University of Rio de Janeiro, attributing to us the 
fantastic idea that agriculture was symbolic of 
poverty. Shortly afterwards I had an opportunity 
of retorting. How could I uphold such an idea if 
my country, Argentina, had attained, thanks to 
agriculture, an extremely high level of per capita 
income at the beginning of the present century? 
Instead of becoming industrialized, Professor 
Viner said, what ought to be done was to intro­
duce technical progress into agricultural activi­
ties, in order to step up productivity and expand 
exports. I agree, said I in my turn, but technical 
progress in agriculture would leave redundant 
manpower. And it was for industry, as for other 
activities that develop alongside it, to perform, 
among other roles, that of absorbing this

redundant labour force at rising levels of produc­
tivity. Otherwise, there was a risk of expanding 
primary exports beyond what was called for by 
the growth of international demand, with the 
consequent deterioration of the terms of trade. 
Protection of industry would help to rechannel 
capital and labour from agricultural to industrial 
activities, counteracting the downward trend in 
question. The fact that there has been exaggera­
tion and abuse of protection does not invalidate 
this thesis. Although this has indeed happened, 
and in certain cases —and once again I will cite 
Argentina— it has been prejudicial to agricul­
ture and exports.

The theoretical defence of an appropriate 
degree of protection was very simple. In view of 
the excessively low income-elasticity of interna­
tional demand for agricultural products —and 
also for primary products in general— the 
expansion of exports of such goods was apt to 
depress upon their relative prices. Protection 
was desirable if the increase in costs for a country 
turned out to be less than the losses caused by the 
fall in prices of agricultural products.

But that was not the end of the argument. 
Imports had to be replaced by domestic produc­
tion and, at the same time, the export of manu­
factures had to be undertaken and encouraged by 
incentives similar to those accorded to import 
substitution for the home market. I believe that 
ECLAC was among the first to defend this thesis 
in a study presented to the governments a quar­
ter of a century ago. The tenor of the relevant 
passage was as follows:

The need for import substitution and for 
consequent protection of substitution activities 
has been unavoidable. But there has been a fail­
ure to boost exports to the same extent. There 
has been discrimination in favour of industrial 
substitution and against exports, mainly indus­
trial exports. The ideal policy would have been to 
promote exports in order to place them on an 
equal footing again with substitution activities, 
which does not necessarily mean equal 
incentives.
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This aspect is sufficiently important to merit 
examination; in a nutshell, it is the following. 
Limitation of external demand for primary 
exports makes it necessary to devote part of the 
increase in the factors of production to substitu­
tion activities. As their productivity is lower 
than in the industrial centres, they need to be 
given a certain subsidy in the form of tariff 
protection. Yet there would be possibilities of 
using a smaller subsidy todevelop new industrial 
export activities, whereby a greater quantity of 
industrial goods could be obtained through trade 
than those that could be manufactured by substi­
tution production.

By subsidizing substitution production 
rather than production intended for new exports 
(industrial or primary), export opportunities 
have been lost which, had they been properly 
used, would have reduced the scope of substitu­
tion policy or made more rapid economic growth 
possible.2

ECLAC emphasized the fact that industriali­
zation was asymmetrical: besides being based on 
a generally excessive degree of protection, it 
failed to provide the appropriate stimulus to 
encourage exports of manufactures. And yet it 
was repeatedly affirmed that ECLAC ignored the 
need to combine import substitution and exports 
of manufactures.

And now that I have mentioned Professor 
Viner, I will also refer to Professor Bela Balassa, 
who has always reproached us with having over­
looked the need to bring about that combination. 
And what is more serious, in a recent report he 
ascribes to this supposed onesidedness of ECLAC 
all the ills of Latin American development.3

Obviously he has had only a nodding 
acquaintance with our work, based on second- 
and third-hand quotations, in general mutilated 
and incomplete. For instance, he refers to a para­
graph in the 1961 study of mine to which I

JSee Raúl Prebisch, "Econom ic development or monetary 
stability: the false dilemma", in E con om ic Bulletin  f o r  Latin A m e r ­
ica, vol. VI, No. 1, Santiago, Chile, HC1.AC, March 1961, reproduced 
in A, Gurrieri, La obra  d e  P rebisch  en la CEPAL, Mexico City, Fondo 
de Cultura Económica, 1982, vol. 11, p. 19.

*See R. Prebisch, "N otes on trade from the standpoint of the 
periphery", CEPAL R ev iew  No. 28 (LC/G.1Ü92), Santiago Chile, 
April 1986.

alluded above, and in which I denounced exorbi­
tant protection, but does not include my recom­
mendation that exports should be combined 
with import substitution in broader markets 
than those of the individual countries concerned. 
Nevertheless, I am glad that Professor Balassa 
has at last come to share my opinion. And I hope 
that in the study which he is preparing on Latin 
American development he will remedy his 
omission.

If I allude to this case it is not only because of 
the influence that Professor Balassa wields in the 
World Bank, for which he acts in an advisory 
capacity, but also because he is representative of 
certain attitudes that would appear to reflect 
displeasure at our —at ECLAC’s— endeavours to 
interpret peripheral development phenomena 
in the light of a criterion of our own. Generally 
speaking, no genuine effort is made to under­
stand ideas before attacking them. No recogni­
tion has been accorded to our determination to 
free ourselves from a persistent intellectual 
dependence which has serious effects on devel­
opment praxis.

Since the earliest days of ECLAC —to adduce 
an important example— no objective considera­
tion has been given to our theoretical reasons for 
maintaining that, in consequence of technical 
progress, there was a trend towards deteriora­
tion of the terms of trade. We have said so 
already: if the increase in productivity raised 
production above demand, such a downward 
trend would occur. Why did not the same thing 
happen in respect of manufactured goods? 
Simply because when deterioration supervened, 
the flexibility of industry was conducive to a 
redeployment of capital and labour in response 
to the diversified demand that technological 
innovations always bring in their train. But 
where agricultural products are concerned, this 
does not take place, except to a limited degree. It 
was contended, then, that deterioration was a 
mere illusion. The price of diversified goods rose 
because of the improvement in their quality and 
efficiency; if a farmer had to pay a higher price 
for a tractor, it was on that account. However, 
deterioration does not occur when for similar 
reasons the price of a machine used by industrial 
producers goes up. It does not occur, because 
diversification (together with other factors) pre­
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vents prices of industrial goods as a whole from 
falling as productivity rises. Herein lies the fun­
damental difference between agricultural and 
industrial prices, which is of so much importance 
for the development of the periphery.

As regards other primary products, there are 
cases in which, in addition to the adverse effects 
of the aforesaid trend, demand is also weakened 
as a result of the technological innovations 
which replace a natural product by new indus­
trial goods. Technical progress thus operates 
adversely at both extremes. Adversely for the 
periphery, but not for the centres.

The peripheral countries do not have the 
same possibilities of counteracting the trend 
towards deterioration as the United States do, by 
restricting production of grain, or as the Euro­
pean Economic Community does, by flooding 
the world market with the production surpluses 
caused by the fixing of high prices, to the serious 
detriment of other producer countries, especially 
those of the periphery. And nevertheless, critics 
of the deterioration theory still go on insisting 
that it is a fallacy.

This double standard of judgement is by no 
means uncommon. We are seeing it now applied 
to protection. The periphery has been impugned 
on account of the protection it accords to the 
production of manufactures. There is no deny­
ing, of course, that its costs, at least to begin with, 
are higher than those incurred in the centres, 
because of the latter’s economic and technical 
superiority. Why not devaluate, is the cry, 
instead of resorting to measures that represent 
arbitrary inteference with market laws? Deva­
luation, however, would mean, cheapening the 
prices of primary products which have come to 
be internationally competitive, and this, which, 
while benefiting the centres, has unfavourable 
effects upon the development of the periphery.

By the centres, then, as already said, we have 
been persistently counselled to export manufac­
tures instead of undertaking import substitution. 
Some peripheral countries have followed the 
advice, acquiring the necessary technology and 
exporting goods which, thanks to that acquisi­
tion and to lower wages, compete favourably 
with goods from the centres. These then resort 
to protection. Why are they not advised to deval­

uate in order to cope with the problem? I think 
commonsense considerations prevail: among 
others, the realization that such a measure 
brings down the prices of their competitive 
exports, with the ensuing loss of some of the 
fruits of their technical progress.

The effects of all this intellectual depend­
ence have generally been very serious, owing to 
the academic authority that is usually attributed 
to the advocates of certain ways of thinking. The 
damage is still fresh that has been done by the 
so-called Chicago theories in several Latin 
American countries, especially my own. All the 
more so when these theories become operative, 
as in the conspicuous case of the International 
Monetary Fund. This institution took several 
years to recognize that external imbalances 
stemmed not only from an inappropriate inter­
nal monetary expansion, but also from interna­
tional factors, as we in ECLAC have long been 
maintaining. And in face of these disequilibria, a 
squeeze on economic activity is recommended in 
order to reduce imports, since respect for market 
laws discountenances the pursuit of a selective 
import policy. The economic, social and political 
effects of such a squeeze do not seem to have 
entered into the picture as far as the Fund is 
concerned, much less import substitution policy, 
which it has resolutely impugned.

Very serious, too, have been the consequen­
ces of resorting to monetary contraction as a 
means of combat inflation: an efficacious for­
mula in those bygone days of capitalism when 
the labour force bowed to market laws and the 
State took a laissez faire line with respect to 
income distribution. To avoid, or at least attenu­
ate, such extreme monetarism, an indispensable 
requisite would be an income policy which 
accorded capital accumulation the importance it 
deserves. The Fund did once mention this idea, 
but unfortunately it would seem to have con­
tinued to adhere to its inveterate orthodoxy.

Another measure now advocated is the 
reduction of imports in order to cope with the 
payment of interest on the external debt, very 
greatly to the detriment of internal activity and 
employment. It must be recognized that the 
Fund is not responsible for the debt. It was 
simply ignored when the large banks, guided by 
the profit-making motives, availed themselves
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of the plentiful resources of the Eurodollar 
market to issue loans to countries that took those 
resources without even an elementary degree of 
foresight. There was a convergence of irrespon­
sibilities on both sides, except in so far as an 
attempt was made to face up to the petroleum 
shock. The private banks loudly asserted the 
worth of their own wisdom and of market laws 
in respect of resource allocation, and made much 
of their superiority over intergovernmental 
institutions.

It is playing with fire to shy away from a 
political solution for the debt problem. To all the 
foregoing have been added the deterioration of 
the terms of trade and the increasing difficulties 
of expanding exports in present circumstances. 
The Baker Plan signified an acknowledgement 
of the political character of the problem. But it 
can be only a beginning, as long as astronomi­
cally high interest rates continue to prevail. The 
debt has accentuated our countries’ dependence. 
The financial factor has always been outstand­
ingly important, and now it is still more so in 
countries whose capital accumulation has plum­
meted, above all because of the inflationary crisis 
and debt service payments, and which are going 
to need foreign capital. Hence the necessity of a 
political arrangement which, besides resolving 
the problem, will pave the way for a selective 
investment policy.

The foregoing considerations bring us to the 
subject of conditionality. Conditionality is a req­
uisite of international credit operations. But 
what sort of conditionality? This question must 
be posed now that the World Bank is talking of 
conditionality too. True, it has not been observed 
by those private banks I have just mentioned. 
Conditionality ought not to consecrate our 
dependence upon the thinking of the centres; on 
the contrary, its content should be discussed with 
the participation of independent economists 
from the periphery, until a reasonable body of 
ideas were arrived at to guide the action of the 
above-mentioned institutions, as well as that of 
the Inter-American Development Bank.

Similarly, conditionality could have con­
structive meaning only in the framework of a 
clear-cut policy of economic expansion. And that 
necessitates highly significant changes. Interna­
tional financial co-operation, however liberal 
and enlightened it might be, would not have 
lasting positive effects on the peripheral coun­
tries unless these took effective measures to cor­
rect the tendency for the growth rate of 
expenditure to outstrip that of reproductive 
investment. Nor would these effects be fully 
brought about unless measures were likewise 
taken to correct the trend towards external dis­
equilibrium. Herein lies the key role of the cen­
tres, especially the main dynamic centre.

ill

Dependence and interdependence

I have spoken of dependence. But not of interde­
pendence. We are all interdependent but some 
are less interdependent than others, as in the 
case of Orwell’s equality in which some are less 
equal than others.

Interdependence may be positive or nega­
tive. And in it the role of the dynamic centre is of 
primordial importance. A vigorous and sus­
tained expansion of this latter would spread its 
posiçîvé effects over the rest of the world, and 
especially in the countries of the periphery, if 
they made up their minds to respond energeti­
cally to the stimulus thus provided. But other­

wise, if the growth of the centre were weak and 
fluctuating, a disturbing case of negative interde­
pendence would occur.

I do not say that a peripheral country would 
have no means of attenuating the adverse conse­
quences, but it would not be able to counteract 
them altogether. And in so far as, whatever its 
intentions, it was unable to expand its exports at 
an adequate pace, it would find itself obliged to 
push its import substitution policy farther than 
would otherwise have been necessary.

Would this import substitution policy be 
prejudicial to the centres? It would merely
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change the composition, not the quantity of 
imports from them, the growth of which would 
have to keep pace with the rate of development.4 
It is an interesting case of asymmetry which is 
seldom clearly understood. The imbalance, as we 
have already explained, is basically due to the 
disparity caused by the relatively slow growth 
rate of primary exports as compared with that of 
imports of diversified goods, which is relatively 
rapid. If, then, a peripheral country substitutes 
domestic production for certain imports it 
implies increasing others. Contrariwise, when it 
is the main centre, primarily, that does the same 
thing and restricts its imports, it deprives the 
peripheral countries of the means of continuing 
to import as much as or more than before, with 
the consequent slackening of the rate of 
development.

Readily understandable, therefore, is the 
adverse significance of the waning rate of devel­
opment of the centres in these days, aggravated 
as it is by the recrudescence of an inveterate 
protectionism. Multilateral formulas will have 
to be devised which will enable the peripheral 
countries to share, without disturbances, in the 
increase in the centres’ consumption, as long as 
their persistent unemployment situation pre­
cludes measures of more far-reaching scope. Be 
that as it may: could it be contended that this 
would provide a solution in depth for the prob­
lem of disequilibrium?

Those of us who remain unconvinced must 
continue insisting upon the need to combine 
exports with import substitution. It is to be 
hoped that understanding on the part of the 
centres and emancipation of the periphery from 
its intellectual dependence will facilitate the 
application of this policy.

Import substitution will impel our countries 
to undertake new lines of production which will

4A níbal P in to , th e  e m in e n t L atin  A m erican  eco n o m ist w ho 
has co n trib u ted  so m uch to  the  ev o lv em en t o f  ECLAC's ideas, in a 
study  pub lished  u n d e r th e  title  'La ap e r tu ra  al e x te rio r e n  la 
A m érica  L atina  ", in El Trimestre Económico, N o. 187, M exico 
C ity ju ly -S e p te m b e r 1980, exp ressed  th e  o p in io n  th a t L a tin  A m er­
ica, if it w ere to  keep up u n til d ie  year 2000  the  g ro w th  ra te  o f 6 .4%  
recorded  be tw een  the  years 1955 and  1974, w ould have to double its 
im p o r ts  every  10 years. T h u s it is no t a q uestion  o f reducing 
im p o rts  bu t o f increasing  th e m  and m aking  th e  ap p ro p ria te  
changes  in th e ir  co m position , in accordance w ith  the  dem ands of 
d evelopm en t.

call for technological co-operation from the 
advanced centres. This will open upa promising 
field for exploitation of a technology which the 
centres have already developed, and which they 
are improving upon by virtue of new forward 
strides in technology.

An indispensable condition for the success of 
this policy would be for those new lines of pro­
duction, those changes in its structure, to have 
access to broader markets than those of the indi­
vidual countries. W e have hammered at the cen­
tres’ doors to obtain a favourable reception for 
our exports. But we have not been able to pro­
mote them among ourselves. Here too formulas 
must be found that are more effective than those 
conceived a quarter of a century ago.

For the first time in capitalist development, 
the periphery — passive hitherto—  could exert 
dynamic influence on the centres, always provid­
ing that new forms of co-operation were arrived 
at. Expanding exports of goods based on a less 
advanced technology than that of the centres and 
exchanging them for more complex goods would 
mean that both parties obtained well-recognized 
advantages with the consequent increase in pro­
ductivity. While exploitation in the periphery of 
a technology that is being constantly improved 
upon in the centres would also offer undeniable 
reciprocal benefits.

It has been said elsewhere that the centres 
have concerned themselves with peripheral 
development only just so far as it suited their 
interests. No one can blame them. W e ought to 
blame ourselves for not having been able to 
shake off the intellectual dependence which has 
blindfolded us to our own interests. W e have, 
however, come to a stage in our relations with 
the centres at which there are great possibilities 
that a convergence of interests may be reached.

These converging interests, however, are 
not only economic, but also political, and of vital 
importance. Our Latin American countries — to 
continue confining ourselves to them—  are 
passing through an acute structural crisis whose 
implications are plain to be seen. To the problem 
of the broad masses of human beings that have 
been relegated to the bottom of the social struc­
ture at very precarious income levels, is now 
superadded the question of unemployment and a
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growing distributive struggle, which inevitably 
leads to inflation and in some instances to hyper­
inflation. The life horizon of the new genera­
tions is narrowing and their dynamic elements 
have a profound sense of frustration which sows 
potent seeds of resentment and rebellion. The 
problem, however, is not so much one of foreign 
ideologies, but one of a hotbed of violence of 
every kind. The political orientation is of course 
important. But much more so is the inherent

likelihood of a perturbation of social coexistence 
and of the democratization process.

The hegemonic power of the United States 
is a fact which it is not in our hands to alter. It can 
be exerted in two ways; one is to allow Latin 
American events to drift along and confront the 
consequent disturbances with penal measures or 
the use of force; the alternative is to pursue a 
far-sighted and enlightened policy of positive 
interdependence. There is no other choice.
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