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Address delivered by the Executive Secretary of 
ECLAC, Mr. Norberto González, when opening 

the Meeting on Growth, Adjustment and the 
Debt in Latin America*

Our purpose in organizing this meeting is to hold an informal exchange of views on the recent 
evolution and future prospects of the Latin American economy, taking into account the effect of the 
external debt. It is not our aim that this meeting should give rise to commitments or consensuses, but 
simply that this exchange of views should help us to understand better the challenges faced and the 
possible options available for responding to them.

In order to open the discussion, I should like to refer briefly to the way we ourselves see this past 
evolution and future prospects. In the ECLAC document "A preliminary overview of the Latin 
American economy in 1985”, which has been distributed to participants at this meeting — and 
especially in part III entitled "Some reflections on the immediate challenges”—  the items which I 
shall go over in a very summary manner here are dealt with at greater length.

Since 1981 Latin America has been going through its severest and most protracted crisis since 
the Great Depression of the 1930s, and this has been all the more dramatic because it came after a 
long period of solid and sustained growth, which began after World W ar II.

Between 1970 and the onset of the crisis, the volume of Latin America's exports of manufactures 
grew by 15 % per year. Thus, the region appeared to be reducing some of the structural shortcomings 
which had so long held back its development, and seemed on the way to narrowing the technological, 
organizational, educational and management gaps which separated it from the developed world. 
Education became more universal; business managers became increasingly professional; and the 
efficiency of government action improved, so that productivity began to grow significantly. Indeed, 
Latin America’s success in riding out the post-1973 oil crisis with only a slowdown ingrowth (unlike 
the OECD countries, which suffered a recession) was quite striking.

This promising progress came to an abrupt halt in 1981. In the last five years the gross domestic 
product has fallen or stagnated, so that by 1985 per capita income was 9%  below 1981 levels, while 
open unemployment has increased sharply (aggravating the region’s already serious problem of 
underemployment) and real wages have fallen in most countries. All this in order to achieve a 
turnaround (albeit monumental) in the region’s external accounts.

W hat are the main factors that led to the heavy accumulation of external debt and to the 
consequent crisis?

To be sure, internal factors played an important role. In some cases, policies encouraged excess 
expenditure; often, exchange rates were overvalued; and in yet other cases, financial liberalization 
was accompanied by lax regulation. All of these factors tended to encourage excessive foreign 
indebtedness.

The single most important factor explaining the severity and duration of the crisis, however, 
was the OECD’s recession of 1981 onwards, one of whose main causes was the simultaneous 
application of anti-inflationary policies in most of the industrialized countries. Thus, the world 
recession led to a slowdown in demand for the Latin American countries’ exports. The region’s 
terms of trade declined very sharply (more than 16%  during the period 1981-1985), while interest 
rates rose to an unprecedented level.

• H e ld  at U n ite d  N a tio n s  H ead q u a rte rs , N ew  Y ork , on  13 Jan u a ry  1986. T h e  m ee tin g  was a tten d ed  by rep resen ta tiv e s  o f  th e  
financial au th o ritie s  o f th e  U n ite d  S tates, A rg en tin a , B razil, M exico, P eru , U ruguay  and V enezuela; rep resen ta tiv e s  o f  th e  p riv a te  bank ing  
system ; h ig h  officials o f th e  U n ite d  N a tio n s , rep resen ta tiv e s  o f econom ic jou rna ls  and  p riv a te  consu ltan ts .
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In view of the resulting external disequilibrium, from 1982 onwards most countries of the region 
started applying very severe adjustment policies. Big devaluations were made in an effort to 
promote exports and reduce imports. Likewise, real wages and investment were cut back sharply to 
dampen demand and reduce imports. At the same time, unemploymet grew substantially.

These efforts proved very costly, because of the unfavourable international conditions and the 
simultaneous pursuit of similar adjustment policies in many developing countries. Thus, adjustment 
was largely based on a sharp decline in imports rather than the expansion of exports. In only two 
years the volume of imports fell 4 0 % , and it has remained at this low level throughout 1985. 
Obviously, such a dramatic cutback of imports had to be recessive, for it not only reduced luxury 
imports or postponable purchases of capital goods, but also affected imports of raw materials and 
intermediate inputs indispensable for production.

The burden of these costs was made all the heavier by the fact that at the same time the region 
was obliged to adjust its economy to deteriorations in its external accounts that were seen as 
permanent in some cases and temporary in others. Higher energy prices were taken to be a 
permanent feature of the world economy and, as such, called for an adjustment, but a special credit 
facility was created to make such an adjustm ent easier. In contrast, the OECD recession, the 
sharp decline in the prices of most basic commodities and the unprecedented high level of interest 
rates — which were, to most observers, transitory and unexpected developments—  came together 
with the paralyzation of foreign lending.

As is well known, a country must adjust to permanent deteriorations in its external accounts but 
ought largely to finance transitory ones. Yet this latter option was foreclosed as of m id-1982, when 
banks sharply cut back their lending, despite the fact that the change in circumstances was then seen 
as transitory. Thus, this forced the region to adjust both to the permanent and to the supposedly 
transitory deterioration of its external position, accounting for the undue severity of the recession.

Because of this radical reversal of past trends between 1982 and 1995, instead of being a net 
importer of financial resources — as is normally the case for developing countries—  the region has 
become a net exporter. Thus, the net transfer of resources abroad during the last four years 
amounted to the staggering figure of US$ 106 billion.

The effectiveness of the efforts to adjust and to direct the allocation of resources towards 
tradeable goods has been impaired by external conditions. Violent fluctuations in the exchange rates 
of the main world currencies have introduced new uncertainties into international trade-related 
activities; protectionism is a growing menace looming over the developing countries’ exports, and 
the hardships of the adjustment process itself create social, political and economic tensions which 
militate against the desired reallocation of resources and stimulate the flight of capital. Such a 
substantial reallocation of resources and such a far-reaching adjustment cannot work in a short space 
of time. A rational and efficient redistribution of resources, under the present circumstances, 
requires a relatively lengthy period.

As regards the future, in our .view there will be a recovery in the economies of the region, but it 
will be only gradual and will take several years. The favourable spillover effect of the recovery of the 
developed countries on the economic situation of Latin America seems to be operating less 
effectively than in the past because of the smaller availability of financing and the effects of 
protectionism. For example, during 1985 the expansion of the developed economies did not prevent 
a further fall in the region’s terms of trade, nor did it obviate a reduction in the value of its exports. 
As a result, economic growth rates slowed in most countries of the region and the balance-of- 
payments situation deteriorated.

Consequently, if the recovery of the Latin American economies is left to the play of spontaneous 
forces, it will probably not take place sufficiently rapidly to avoid a further increase in domestic social 
tensions, which are a source of serious concern to governments. It is difficult to compress 
consumption and investment for long without affecting social and political stability and the 
potential growth rate.
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In these circumstances, I think this is an appropriate time to exchange ideas on possible ways of 
carrying out the adjustment in the context of economic growth of the debtor countries.

There would seem to be two schools of thought regarding the adjustment. One of them is based 
on the assumption that the present difficulties will only be of short duration, because the recovery of 
the world economy will solve them spontaneously. In this case, there might be a temptation to try to 

win time by taking measures designed merely to postpone the payment of debts or to capitalize a 
significant proportion of the interest at market interest rates.

The assumption underlying the other scenario is that the recovery will be slow and will take 
several years: that is to say, the adjustment will be a lengthy matter. In this case, delaying measures 
will not be sufficient and it will also be necessary to take other measures to lighten the crushing 
burden of debt.

Each of these two scenarios has different implications as regards conditionality. W hen the 
external disequilibrium is of a relatively transitory nature and affects only a few countries, the 
conditions normally imposed on the use of external resources are less harmful, for they were, in fact, 
designed to cope with precisely this type of situation. However, when, as in the second scenario, the 
external disequilibrium is protracted and adjustment policies need to be pursued in a large number of 
countries, the conditionality must be modified to take into account the problems of composition. 
Hence, in this latter situation — which we believe to be the case today—  when many countries are 
affected, the conditionality ought to recognize explicitly some minimum growth targets; it should 
also recognize the implications of such targets for economic policy and for the external sector of the 
economy, so as to ensure that those minimum rates of growth are achieved. Otherwise, protracted 
adjustment in a recessionary environment might become socially intolerable and the efficiency of 
the traditional adjustment instruments would be impaired.

For this reason, under the present circumstances many Latin American countries, including 
those of the Cartagena Consensus, base their approach on the principle that the debt problem must 
be faced in a context of economic growth and not of recession. To examine the options that may be 
open for combining adjustment with growth, it will be necessary to give continued attention to 
internal policies. Internal disciplíne will continue to be essential in the countries of Latin America 
and in their economic policies. It will also be necessary to achieve macroeconomic equilibria while at 
the same time giving relative priority to the objectives of growth, employment and expansion of 
exports.

Domestic policies alone can hardly suffice to achieve these results, however, I therefore believe 
that we should also look at ways of securing favourable changes in the volume and terms of the 
present financial flows, in order to bring about a real alleviation of the debt service burden, as 
measured in terms of the consumption and investment sacrificed to pay these commitments.

The initiative recently announced by the United States Secretary of the Treasury has the merit of 
acknowledging the importance of growth and the need for action on the part of creditors to tackle 
the debt problem. However, the amounts announced by him are not sufficient to make the servicing 
of the debt consistent with economic growth, and his proposal hints at additional elements of 
conditionality.

It is necessary to achieve a reduction in the net transfers of resources to the exterior. At their last 
meeting, in Montevideo, the Cartagena Consensus countries adopted a plan of action in which they 
propose concrete measures for achieving this purpose.

The challenges currently faced by the Latin American countries are difficult and complex, but 
they are not insuperable. On previous occasions, the countries of the region have tackled adverse 
conditions in a positive manner, giving rise to processes of economic change and industrialization 
which enabled them to grow strongly for a long period. At this present moment, they have 
potentially favourable conditions for facing these challenges: a diversified economic and export 
structure, skilled labour, and a high level of entrepreneurial capacity.

If we face up to the present circumstances with a combination of realism and imagination, and 
this is accompanied by adequate international co-operation, we can gradually increase the elbow
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room for applying our economic policies, reactivate our economies, and prepare them to compete in 
the conditions that will be prevailing in the world economy in the years to come.

W ith regard to this meeting, I think it would be useful to exchange views on the following 
central issues or topics:

1. Your views on the economic outlook, both worldwide and in the region.
2. The likelihood of additional flows of new funds to Latin America.
3. Actions which the developed countries’ governments should take to stimulate flows of funds 

and contribute to adjustment with growth.
4. Actions which the governments of the less developed countries should take to stimulate flows 

of funds and help to adjust in a framework of growth.
5. Changes in regulations that could help banks to provide additional resources to debtor 

countries.
6. Actions that could be pursued in the area of trade to promote exports from debtor countries 

and avoid protectionism.
7. Measures that should be taken by multilateral institutions to enhance the flow of funds to 

debtor countries.
Of course this is not an exhaustive list: it would be very interesting to hear any other comments 

you might wish to make on the subject matter of this meeting.



CEPAL REVIEW No. 28

Central America: 
Bases for a 
reactivation 
and development 
policy*

ECLAC Mexico
Subregional
Headquarters

Since the beginning of the present decade, and not 
withstanding a slight revival recorded in the 
majority of countries in 1984, Central America has 
been sunk in the deepest economic depression and 
shaken by the most serious political upheavals of the 
last half-century. The climate of instability and 
confusion which is prevailing seriously hampers the 
search for solutions to political as well as social and 
economic problems, yet the search for such solutions 
is the greatest challenge facing Central Americans 
today, and one which cannot be put off any longer.

This search should be begun by examining the 
outstanding features of the evolution which has 
taken place in the Central American economies and 
societies since the war and finding out why these 
features underwent so sharp a change towards the 
end of the 1970s. This analysis is presented in 
chapters I and II. Chapter III makes some 
observations on the short-term prospects for the 
region's economies, while finally chapter IV sets out 
a number of proposals designed to form the basis for 
a policy of regional reactivation and development.

With regard to the latter aspect, the resources 
available in the region are identified and the role 
which intra-regional co-operation could play in 
bringing a process of reactivation and development 
into being is specified, the interaction between the 
economic and social spheres and the political sphere 
is investigated, and finally some observations are 
made on the the role of the State.

• T h is  a rtic le  w as p re p a re d  as p a rt o f  th e  basic 
d o cu m en ta tio n  fo r th e  E x p e rt M ee tin g  on  C risis and 
D ev e lo p m en t in L atin  A m erica  an d  th e  C aribbean  
(S an tiago , C hile , 29 A p ril-3 May 1985), o rg an ized  by th e  
S ec re ta ria t o f  ECLAC

Main features of 
the style of development 

in Central America 
since the war1

The origin, scope and possible consequences of 
the crisis cannot be understood without 
analysing the main features of the evolution of 
the economies and societies of Central America 
since the war. The first aspect which strikes one 
is the dynamic growth achieved over a thirty- 
year period — naturally with differences from 
one country to another—  within an atmosphere 
of financial and monetary stability. A second 
striking aspect is the decisive influence of 
external factors, which have been essential 
determinants not only of economic behaviour, 
but also of the mutual influence of many political 
factors. Here lie the historical roots of the 
repeated propensity of Central Americans to 
seek abroad the explanations and solutions for 
the problems affecting them. Furthermore, the 
fragmentation of Central America since the 
short-lived federation broke up has also 
contributed to the fact that each of the countries 
has resigned itself historically to having a scanty 
margin of action with regard to its own fate, due 
to the preponderance of factors beyond its 
control.

A third noteworthy feature is that, in the 
thirty years since the end of the Second World 
W ar, most of the considerable changes 
undergone by the economies of the region have 
been simply superimposed on the economic and 
social structure that already existed, without 
bringing about any essential changes in it: a 
process referred to in the present study as 
"superimposed development”.

Finally, the fruits of the long period of 
economic expansion which took place after the 
war were distributed in a flagrantly inequitable

‘S ections I and  II o f  th is  p a p er a re  upda ted  v e rs ions  o f  p a r t  o f 
th e  te x t o f ECLAC (1983a).

I
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manner between the different strata of the 
population, within the framework of a 
concentrative (or at least exclusive) process, thus 
preventing any significant relief of the extreme 
poverty which persists in the region.

1. E con om ic g row th

The first feature of the development of the 
Central American countries during the last three 
decades was undoubtedly its sustained  
dynamism. The gross domestic product of the 
subregion as a whole grew at the rate of 5.3%  
per year in real terms between 1950 and 1978, 
although of course there were differences of,

degree between the various countries, with the 
highest rates corresponding to Nicaragua and 
Costa Rica and the lowest to Honduras. As a 
result, the per capita real income practically 
doubled during this period. Even between 1970 
and 1978, when the subregion had to face 
particularly severe problems — the rise in 
hydrocarbon p rices, im balances in the  
international monetary and financial field, 
shortages of raw materials and of some 
foodstuffs in 1974-1975, various droughts and 
three large-scale natural disasters—  the real 
average growth rate exceeded 5.6%  per year.

Some other features of this growth may also 
be noted. First of all, during the 28 years in

T a b le  1

CENTRAL AMERICA: GROWTH RATE OF GROSS DOMESTIC PRODUCT0

(Percentages)

Costa Rica El Salvador Guatemala Honduras Nicaragua

Average annual rates
1950-1960 6.4 4.8 3.7 2.8 5.4
1960-1970 5.9 5.5 5.2 5.0 6.5
1970-1978 6.3 5.4 6.0 4.7 3.9
1978-1983 -0.4 -4.6 0.8 1.7 -2.0

Annual rates
1970 7.2 3.4 5.5 3.5 -0.2
1971 6.8 4.9 5.5 5.8 3.4
1972 8.2 5.4 7.5 4.4 2.8
1973 7.5 4.7 6.6 5.8 5.3
1974 5.4 6.7 6.1 -0.3 13.5
1975 2.2 5.8 2.4 -3.1 1.5
1976 5.5 3.1 7.6 6.5 5.8
1977 8.5 6.1 7.4 9.6 6.1
1978 6.2 6.8 4.9 9.3 -5.9
1979 5.3 -1.2 4.7 6.0 -24.5
1980 0.9 -8.1 3.8 3.3 8.3
1981 -2.3 -7.9 1.1 0.6 5.4
1982 -7.1 -5.2 -3.3 -0.2 -0.6
1983 2.3 -0.1 -2.0 -1.1 5.2
1984* 5.0 1.5 0.2 2.8 -1.5

Source: ECLAC, on the basis of official data. 
“At constant 1970 prices.
^Preliminary figures.
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question negative growth rates were recorded on 
only a very few occasions, almost always 
associated with some natural disaster (twice in 
Honduras and once in Nicaragua and Costa 
Rica). Secondly, while there were frequent 
— alm ost annual—  cyclical fluctuations, these 
took place against an overall background of 
notably stable growth. Cyclical drops were only 
brief, and only exceptionally did the product fall 
for two years running in any of the countries. 
Finally, the cyclical evolution of the gross 
domestic product of the five countries showed 
great similarity, reflecting both their common 
form of insertion in the international economy 
and th e  h ig h  d e g re e  of e c o n o m ic  
in terd ep en d en ce achieved through the 
integration agreements of the 1950s and 1960s 
(see table 1 and figure I).

The most dynamic sector was generally 
manufacturing, propelled by the expanded 
market and the industrial development policies 
created as part of the integration process. As a 
result, the degree of industrialization of the 
subregion rose from 12.3%  in I960  to 16.8%  in 
1978.

2. The decisive influence o f the 
external sector

The sustained manner in which the Central 
American economies grew largely reflected the 
long boom in the international economy which 
followed the Second World War. During that 
period, the industrialized countries grew at a 
cumulative annual rate of 5.0% , while the 
volume of world trade expanded at the rate of 
9-0% . Albeit in different degrees, all the 
countries of the region managed to take 
advantage of the situation: the value of their 
exports of goods and services to the countries 
outside the subregion increased by a factor of 
thirteen between 1950 and 1978, rising from 
US$ 250 million to US$ 3.2 billion, while the 
export sector diversified significantly, both as 
regards the composition of its products and their 
geographical destination.2 The boom in the

*For th e  reg ion  as a w hole , th e  m ain  e x p o rt p roduct o f each 
coun try  in 1950 co n trib u ted  7 0 %  of to ta l fo reign  exchange  incom e 
from  ex p o rts  o f goods. T h is  p e rcen tag e  declined  by a lm o st half by

traditional export sector also created sufficiently 
easy conditions to facilitate the bold decision to 
adopt mutual free trade in virtually all products 
originating from the subregion within a space of 
not more than five years. This was responsible 
for the intensive industrialization process which 
eventually became a second source of growth, 
although this never ceased to depend ultimately 
on the evolution of the traditional external 
sector. The comfortable economic situation 
referred to, together with the intensive process 
of modernization in the subregion, also helped 
to create consumption patterns in certain strata 
of the population which imitated those of more 
advanced societies and accentuated demand for 
imported goods.

During the 1960s and 1970s, the external 
sector of the Central American countries 
underwent significant changes. The relative 
importance of foreign trade tended to grow  
— the export and import coefficients for the 
subregion as a whole rose from 18.6%  and 
16.3%  respectively in 1950 to 30.4%  and 33.6%  
in 1978;3 the structure of exports and imports 
changed radically — the former included a 
growing proportion of non-traditional articles, 
while within the latter the proportion of 
intermediate and capital goods increased; intra- 
Central American trade grew rapidly until it 
accounted for a high and growing portion of the 
total exports of each of the countries, while at 
the same time also accounting for an 
increasingly high proportion of their total 
imports; and movements on the capital account 
became more and more important as the gap on 
current transactions tended to widen and new 
sources of international financing, both public 
and private, became available. As a result, the

m id-1970 (3 6 .1 % ), thanks to  th e  d iversifica tion  o f th e  e x p o rt 
sector, a lth o u g h  it rose again  to  4 5 %  in 1978 as a re su lt o f th e  h igh  
p rices o f coffee w hich p red o m in a ted  th a t year, since th e  w e igh t of 
th is  com m odity  in th e  to ta l value o f  ex p o rts  is high . F u r th e rm o re , 
in  1950 8 0 %  of C en tra l A m erica 's  e x te rn a l tra d e  w as w ith  a sin g le  
coun try  (th e  U n ited  S ta tes o f A m erica), but th is  pe rcen tag e  
declined to  35%  in 1978.

'I f  reciprocal tra d e  is excluded fro m  th e se  figures, th e  e x p o rt 
coefficient for th e  reg ion  as a w hole  evolved from  18.5%  in 1950 to  
16.7%  in I9 6 0  and  23 .5%  in 1978; the  coefficients o f ex tra - 
reg ional im p o rts  in th ese  sam e  years w ere  16 .2% , 19.8%  and  
2 7 .3% , respectively.
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Figure I

CENTRAL AMERICA: GROSS DOMESTIC PRODUCT AT MARKET PRICES

(Annual growth rates)



CENTRAL AMERICAN REACTIVATION AND DEVELOPMENT / ECLAC Mexico Subregional Headquarters 15

servicing of the external debt began to absorb an 
increasingly large proportion of the foreign 
exchange generated by exports of goods and 
services.

Even so, throughout this period of growth, 
diversification and change in the external 
relations of the region, the eseential features of 
those small agricultural export economies 
persisted: the evolution of the external sector 
largely explained the global economic behaviour 
of the economy, while the restrictions  
originating in that sector set the limits on the 
rate of domestic economic activity. A direct 
relationship is thus observed between the level 
of exports on the one hand and the rates of 
economic expansion, capital accumulation, 
investment, procurement of fiscal revenue, level 
of employment and import capacity on the 
other.

External financing acted as a shock absorber 
during periods of contraction, preventing drops 
in the value of exports from being reflected 
automatically in a restriction on the capacity to 
import (and hence on the growth capacity of the 
economy), and at the same time it facilitated the 
process of "superim posed developm ent" 
referred to below. W hen weakening of external 
demand coincided with restrictions on the flow 
of external financing (which served at least 
partly to make up for the drop in exports), 
however, the restrictions originating in the 
external sector had the effect of slowing 
economic growth and even bringing about a 
contraction in economic activity in real terms.

The influence of external factors on events 
in the countries of the subregion was not limited 
to the econom ic sphere. Some of the 
consequences of Central America’s dependence 
on exports profoundly affected the shaping of its 
societies and the political order prevailing in 
them. It is well known, for example, that the 
cultivation of one or two basic export products 
had a decisive influence in fixing the division of 
labour, because of the intensive and seasonal 
nature of labour requirements for such crops. 
The availability of labour has thus played a vital 
role in the economic development of the region 
as well as in defining the dual and 
interdependent nature of export and subsistence

agriculture, and these facts largely explain, in 
turn, the inequitable income distribution 
structures.

The organization of the Central American 
economies around one or two export products 
profoundly influenced also the "patterns of 
authority”: the symbiotic relation between the 
dominant economic groups (agricultural 
exporters and traders) and governments, the 
legacy of corruption from colonial times, and the 
repressive methods used historically to ensure 
the availability of labour have helped to 
consolidate the authoritarian and non- 
participative systems characteristic of the period 
since the war, which have taken different forms 
from one country to another, or within a single 
country at different times (the main exception 
being Costa Rica).

Furthermore, factors of external origin have 
also decisively influenced the political 
interaction in the countries of the subregion. 
The virtual hegemony exerted by the United 
States since the signing of the Clayton-Bulwer 
treaty in 1850 has found a new expression in the 
period since the war because of the latent conflict 
existing between the two main superpowers of 
the world. This is not the place to go into detail 
about the role of United States foreign policy in 
Central America — a topic which has been the 
subject of many studies in recent years— , but it is 
worth stressing the considerable influence 
which the United States has achieved in the 
region. It is not a question, of course, of claiming 
that the United States has an omnipotent role or 
of insinuating that Central American events 
depend largely on the designs of one or other of 
the superpowers, since the interaction between 
the national political actors has its own 
dynamics, but it may nevertheless be maintained 
that the United States has shown a capacity for 
fixing the limits of political interaction in the 
countries of the region by putting its weight on 
the side of the national actors whose position is 
closest to the objectives of its own foreign policy.

The preferences of United States policy have 
not always formed a coherent set of objectives: 
some adm inistrations have been mainly 
concerned with security — above all the 
"containment of communism”—  while others 
have been more interested in gradual orderly 
change towards more pluralistic and equitable
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societies. In this respect, United States 
governm ents have som etim es supported  
national actors who advocate orderly and 
peaceful changes, within the framework of a 
foreign policy vis-a-vis the Latin American 
countries which some authors have called 
"idealistic”. This happened, for example when 
the United States favoured the heterogenous 
alliances which overthrew dictatorships in 
Guatemala, El Salvador and Honduras in the 
period following the war, or the governments 
which promoted changes under the "Alliance for 
Progress” in the 1960s, as well as the possibly 
somewhat reluctant support given to the 
similarly heterogenous alliance which took 
power in Nicaragua in 1979. On other occasions, 
the United States Government has preferred to 
help national actors who, in its opinion, have the 
best qualifications for ensuring a minimum of 
stability in the face of radical challenges to the 
status quo. The best example of this more 
"realistic” policy might perhaps be the support 
given by the United States Administration to the 
forces which overthrew the elected government 
in Guatemala in 1954.4

At all events, when contradictions have 
arisen in United States foreign policy — as 
happens fairly often—  between the objective of

"It has to  be acknow ledged th a t th e  sw ing  from  "rea lism " to  
"idealism " in U n ited  S ta tes fo reign  policy is a sim p lified  
d escrip tion . N ev erth e less , it is based on  d eep  analyses such as th e  
desc rip tion  p ro v id ed  by D ex er P e rk in s  (1962, pp . 136-155) of 
cycles o f "qu ie tism " and  "activ ism ". O n  o th e r  occasions it is based 
on  w hat S tan ley  H o ffm an n  (1968, pp . 177 and  178) describes as 
"dualism " in  th e  U n ited  S ta tes  app roach  to  fo reign  policy, o n e  of 
w hose ex p ress io n s  involves speak in g  tw o  d is tinc t languages, 
n e ith e r o f w hich is com pletely  conv inc ing  and  w hich  a re  h a rd  to 
reconcile. T h e  first of th ese  is th e  language o f  pow er, th e  second 
th a t o f sh a red  in te re s t and harm ony . H o ffm an n  h im se lf observes 
ra th e r  m o re  g raph ica lly  th a t only a sym bolic eagle  is capable o f 
easily h o ld in g  b o th  a rrow s and  an o live  b ranch  at th e  sam e  tim e. 
F inally , th e  rea lism  a lte rn a tio n  b e tw een  "rea lism " and  "idealism " 
in fo reign  policy also finds su p p o rt in th e  recen t d esc rip tion  m ade 
by H u n tin g to n  (1981, pp. 3, 42, 64  and  68) of th e  U n ite d  S ta tes 
political system , one  o f  w hose  essen tia l featu res is th e  d istance 
betw een  politica l ideals a n d  political reality . H u n tin g to n  
acknow ledges th a t th is  "d istance" ex ists  in all societies bu t a sserts  
th a t th e  U n ited  S tates is specia l in th e  way it deals w ith  th e  
prob lem , nam ely, th ro u g h  four d iffe ren t responses w hich 
n o n e th e less  fo rm  p a r t o f  a "cyclic p a tte rn "  b eg in n in g  w ith  
"m o ra lism ”, w hich  seeks to  e lim in a te  it; th en  falls in to  "cynicism ", 
th ro u g h  w hich  it to le ra tes  it, m oves o n  to  "com placency", w hich  
seeks to  igno re  it, and ends w ith  "hypocrisy” , in w hich  it denies th e  
ex istence o f such a p rob lem  and thus re tu rn s  to  th e  b eg in n in g  once 
again  w ith  "m o ra lism ".

promoting orderly change and that of avoiding 
th reats to security , the U n ited  S tates  
Government has invariably preferred to support 
those actors in each country which it has 
considered most capable of defending its own 
interests. It is in this way that the various 
Administrations of that country have managed 
to fix the geopolitical limits referred to earlier.

3. S u p er im p osed  d ev e lo p m en t

The economies and societies of the Central 
American countries are very different from what 
they were 30 years ago, not only in quantitative 
aspects — the gross domestic product rose from  
US$ 1.95 billion to U S $7 .52  billion (at 1970  
prices) between 1950 and 1980, while over the 
same period the population rose from eight 
million to over twenty million inhabitants—  but 
also because important qualitative changes have 
taken place. The societies are much more 
segmented and pluralistic, a noteworthy feature 
being the appearance of middle-income strata 
attrib u tab le partly to the p rogressive  
urbanization (only 16%  of the population lived 
in urban areas in 1950, compared with 43%  in 
1980); the importance of secondary sector 
activities in the economies has increased (their 
relative participation rose from 14.6%  to 24.1%  
between the two periods in question), and in 
general the system of production has been 
modernized and diversified year by year. The 
different geographical regions of the countries 
are now much better integrated, thanks to heavy 
investments made in the physical transport and 
communications infrastructure, and advances 
have also been made in the provision of 
education and especially health services. These 
changes are to be attributed essentially to the 
"spillover" caused by the style of development 
which has prevailed in all of the countries 
— albeit with specific characteristics from one to 
another— over the whole period under analysis. 
It may be considered that these changes have 
generally speaking been the only ones permitted 
by those who have had the possibility of keeping 
changes within certain limits, outstanding 
among these actors being those who obtain their 
economic power from the agricultural export 
pattern which is so vital for this type of historical
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development in the region. Consequently, it may 
be seen that the considerable changes which 
have taken place in the three decades since the 
war are characterized essentially by the way in 
which the new economic and social strata have 
simply been juxtaposed with the existing ones, 
within a process of change and modernization 
which has not threatened in essence the existing 
economic structure.

The foregoing is simply another way of 
explaining a process of gradual peaceful change: 
as long as the pre-existing structures are not 
eliminated, then all the changes which take place 
in patterns of development must, by definition, 
be of an additive or superimposed nature, 
although this does not mean that they should 
necessarily be scorned for this reason.

W hat it is desired to stress here, however, is 
that when these changes have seriously 
threatened the existing structures and vested 
in terests , they have alm ost invariably  
encountered their limit, above all when the 
interests of the dominant groups have been 
identical — as has frequently, but not always, 
occurred—  with those of the main international 
actor in the Central American political arena in 
the terms already referred to in previous 
paragraphs. Thus, peaceful and orderly changes 
or reforms have had to comply with very tight 
limits in most of the countries of the region. To 
put this another way, economic progress has led 
to substantial social change, with many groups 
rising in the income scale and the formation of

middle classes, but the maintenance of this 
historical pattern of development has meant 
that there has been only a slow and halting 
advance by the political institutions.

T h is  e s s e n t i a l  c h a r a c t e r i s t i c  o f  
"superimposed development" has frequently 
obliged governments to seek substitutes for 
changes which perhaps run the risk of exceeding 
these limits. Thus, for example, recourse was 
had to external financing partly in order to 
postpone or take the place of increases in the tax 
base; State land was distributed in programmes 
called "colonization” instead of reorganizing 
land tenure systems, and external saving was 
used as a substitute (instead of a complement) to 
the inadequate machinery for tapping national 
saving.

By the same token, the tax burden came to be 
an interesting indicator of the limits which 
"superimposed development" had to face in 
Central America. Although important changes 
took place within the taxation system in all the 
countries — as a reflection of the changes which 
were taking place within the system of 
production—  it is curious that the amount of 
fiscal resources procured, as a percentage of the 
gross domestic product, remained constant in 
some countries or only grew very slowly in other 
(see table 2). Furthermore, this coefficient of 
taxation was extremely low compared with that 
of other countries of similar economic and social 
structure, and this circumstance should not be 
considered a mere accident; organized business

Table 2

C E N T R A L  A M ER IC A : T A X  C O E F F IC IE N T

1955 1960 1965 1970 1975 1980 1981 1982 1983 1984°

Central America 9.5 9.3 9.4 9.7 11.3 11.4 10.9 9.2 11.5 12.7
Costa Rica 10.1 10.0 11.8 12.1 12.7 11.4 11.8 12,9 15.7 17.0
El Salvador 10.8 10.9 9.9 10.3 12.0 11.1 11.3 10.7 11.1 11.7
Guatemala 8.5 7.8 7,6 7.8 9.5 8.6 7.5 7.2 6.3 5.3
Honduras 7.3 10.1 9.7 11.2 12.1 14.0 13.2 12.8 12.0 13.8
Nicaragua 10.8 9.4 10.2 9.4 10.6 18.4 18.5 20.7 25.0 31.5

Source: E C L A C , o n  t h e  b a s is  o f  o ff ic ia l  d a ta . 
" P r e l i m in a r y  f ig u re s .
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Table 3

CENTRAL AMERICA: COEFFICIENT OF TOTAL CENTRAL  
GOVERNMENT EXPENDITURE

1955 1960 1965 1970 1975 1980 1981 1982 1983 1984a

Central America 10.6 11.2 11,3 11.6 15.8 19.3 20.2 20.4 23.3 22.7
Costa Rica 11.2 13.3 13.8 13.7 17.9 20.0 16.9 16.8 21.9 21.8
El Salvador 10.9 12.2 10.9 10.3 ' 13.4 17.2 19.8 20.5 28.0 22.1
Guatemala 9.5 9.3 10.6 9.9 12.5 15.2 16.9 14.4 12.1 11.2
Honduras 10.0 12.2 10.8 14.7 21.0 24.9 24.1 28.1 26.2 29.7
Nicaragua 12.4 11.1 11.2 11.8 19.4 29.5 32.4 37.4 56.4 55.1

S ou rce :  ECLAC, on the basis of official data. 
"P relim inary  figures.

circles in all the countries — albeit to different 
degrees—  stubbornly resisted rises in levels of 
taxation, especially taxation on production and 
income. The financial restrictions due to the 
smaller procurement of fiscal revenue severely 
limited the capacity of the public sector to play a 
more active role in development, while the 
modest increases achieved in the coefficient of 
public exp en d itu re (see table 3) were  
in creasin g ly  fin an ced  th ro u g h  g re a te r  
indebtedness, especially of external origin.

The limited participation of the public sector 
in the gross domestic product, as measured 
through the procurement of tax revenue and 
central government expenditure, also fitted in 
with the "anti-dirigisme" position of the 
dominant groups in Central American societies. 
In the 1950s and 1960s, the public sector was 
gradually taking control of such public services 
as the generation and distribution of electricity, 
telephone communications, rail transport and 
the management of ports, while State activity 
was also strengthened with the establishment of 
public development banks and institutions for 
regulating the prices of commodities. In all 
cou n tries, how ever, the public sector  
scrupulously avoided participating in activities 
of interest to private enterprise, the main 
exception to this rule being the Costa Rican 
financial intermediation system.

Another example of the persistence of prior 
structures in these processes of change was the

low level of backward or forward integration of 
traditional agricultural export activities, in the 
sense that the sectors depending on these have 
not tried to diversify systematically in order to 
invest in more complex activities. The new 
agricultural export activities (cotton, sugar and 
beef) were thus limited to repeating the pattern 
of traditional commodities, with their scanty 
linkages with other productive activities. In 
o th er w ords, the trad ition al producers  
diversified very little, and the State shared only 
slightly in the surplus generated by them. It will 
thus readily be understood how the traditional 
economic and social structures persisted and the 
changes mentioned were simply superimposed 
on them without succeeding in altering them in 
essence. In other words, the changes occurred 
only within relatively narrow limits (although 
these varied somewhat from country to country). 
Thus, despite the considerable expansion and 
change which took place in the Central 
American economies and societies in the 30 
years following the war, that change was, 
paradoxically, not sufficient to meet the growing 
expectations of numerous sectors of the 
population. Furthermore, the instinctive desire 
to preserve vulnerable social systems led to the 
maintenance in most of the countries of the 
existing economic patterns — which were able to 
take advantage of the boom in the international 
economy—  based on political institutions that 
were of an exclusive nature, at least as regards
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the distribution of power and of the fruits of 
economic development. Consequently, the social 
mobilization and mobility which accompanied 
the postwar boom were not able to offset the 
backwardness of some political structures.

4. T h e  exclusive nature 
o f  d ev e lo p m en t

As a result of this, despite their economic 
dynamism the countries of the subregion were 
not capable, during the 30 years after the war, of 
significantly improving income distribution or 
of reducing the number of Central Americans 
living in a state of extreme poverty. According to 
household surveys carried out in recent years, 
towards 1980 for example the poorest 20%  of 
the population shared less than 4 %  of the 
national income, while at the other extreme the 
richest 20%  of the population shared more than 
55% . There were considerable differences from  
one country to another, the most untypical 
features corresponding once again to Costa Rica 
(see table 4). In countries where surveys were 
carried out at different times, although the 
methodologies used were not always comparable 
the available evidence indicates that the gap 
between the groups at the two extremes of the 
scale widened, even though the relative share of 
the intermediate strata may have tended to

increase (see table 5). In the case of Guatemala 
and Costa Rica, the per capita real income of the 
poorest 20%  of the population actually went 
down. In addition, as is pointed out below, there 
is evidence that further deterioration occurred in 
the distributive structure between 1980 and 
1984, as a result of increasing levels of 
unemployment and declines in the value of real 
wages.

In absolute figures, out of a total of over 20  
million Central Americans in 1980, some 13.2 
million (64% ) were living in a state of poverty 
— in the sense that their income did not cover 
their basic needs—  while over 8.5 million (41 % ) 
did not even have sufficient income to cover the 
value of the minimum shopping basket of food 
considered necessary in order to meet their 
biological nutritional needs (see tableó). The 
situation was much more serious in rural areas 
than in urban ones, though there were 
considerable differences from one country to 
another (in Costa Rica, less than 25%  of the 
population lived in poverty, whereas in 
Guatemala the proportion was over 7 0 % ). 
Moreover, although it is very likely that the 
percentage of Central Americans living a state of 
poverty nowadays is less than it was 30 years ago, 
it is nevertheless true that in absolute terms, 
because of population expansion, there are now 
more poor people (and also more people who

Table 4

CENTRAL AMERICA: STRUCTURE OF INCOME DISTRIBUTION AND LEVELS OF 
PER CAPITA INCOME, BY COUNTRIES, TOWARDS 1980

(1970 dollars)

Strata

Costa Rica El Salvador Guatemala Honduras N icaragua

Per
cent
age

Aver
age

income

Per
cent
age

Aver
age

income

Per
cent
age

Aver
age

income

Per
cent
age

Aver
age

income

Per- Aver- 
cent- age 
age income

Poorest 20% 4.0 176.7 2.0 46.5 5.3 111.0 4.3 80.7 3.0 61,9
30%  below the mean 17.0 500.8 10.0 155.1 14.5 202.7 12.7 140.0 13.0 178.2
30%  above the mean 30.0 883.0 22.0 341.2 26.1 364.3 23.7 254.6 26.0 350.2
Richest 20% 49.0 1 165.2 66.0 1 535.5 54.1 1 133.6 59.3 796.3 58.0 1 199.8

S o u rc e .* ECLAC, on  the basis o f official data provided by countries.
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Table 5

C E N T R A L  A M ER IC A : EV O L U T IO N  O F F A M IL Y  IN CO M E D IS T R IB U T IO N
D U R IN G  TH E 1970s

(1970 dollars)

Guatemala a Costa Rica Honduras

Strata
1970 1980

Growth
rates

(annual
average)

1971 1977

Growth
rates

(annual
average)

1968 1979

Growth
rates

(annual
average)

Poorest 20%  
30%  below the

1 088 996 -0.9 572 528 -1.4 85 287 6.4

mean
30%  above the

2 014 1 962 -0.3 1 167 1 495 3.7 206 564 5.8

mean 3 702 3 865 0.4 2 269 2 639 2.3 522 1 055 4.6
Richest 20% 9 098 12 393 3-1 5 756 6 465 1.8 2 476 3 958 3.4
Richest 10% 12 081 12 970 4.0 7 874 8 737 0.9 3 649 11 395 6.2
Average income 3 752 4 426 1.7 2 297 2 639 1.3 731 1 338 4.1

S ou rce : ECLAC, on the basis of official data provided by countries. 
"U rb an  sector.

are not poor) than in the period immediately 
after the Second World War.

In short, the characteristic style of 
developm ent of the region has been 
concentrative, or at any rate of an exclusive 
nature in the sense that it has favoured the 
different strata of the population in a flagrantly 
inequitable manner, accentuating the degree of 
income concentration in some countries. 
Likewise, although 30 years of rapid and 
sustained economic expansion have gone by, 
over half the inhabitants of Central A m erica  
— and three-quarters of those living in rural 
areas—  do not have sufficient income to cover 
their essential needs as regards food, housing, 
clothing and basic services.

It should be noted that the exclusive pattern 
of development is not limited to the economic 
and social sphere. If it were possible to speak of a 
truly typical characteristic of the type of political 
interaction prevailing in most of the Central 
American countries, then this characteristic 
would be the absence of broad popular 
participation, reflected in the virtual exclusion of 
the masses (and especially the rural masses)

fro m  p o litica l a c tiv ity . N e ith e r  th e  
industrialization nor the urbanization which 
have taken place since the end of the war have 
been able to bring about a decisive change in the 
still essentially agricultural nature of these 
societies. W ith a few exceptions, the masses 
working in rural areas continue to be passive 
observers instead of organized actors in the 
evolution of the political systems. This exclusive 
feature has had a decisive influence both on the 
characteristics and the scope of various 
modernization projects attempted in the 
subregion.

Thus, with a few exceptions, the lack of 
effective participation on the part of the 
emerging social classes has meant that they have 
not been in a position to counterbalance the 
weight of the traditional élites in the handling of 
public affairs, and this has sometimes further 
increased the tensions between the rapid social 
development and the slow institutional 
development in the political sphere. To put this 
in another way, the gap between the 
transformation which has taken place and the 
reinforcing of the political practices and
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Table 6

CENTRAL AMERICA: ESTIMATED INCIDENCE OF POVERTY TOWARDS 1980

Whole of Central 
America Costa Rica El Salvador

Total Urban Rural Total Urban Rural Total Urban Rural

Thousands of persons

Total 20 696 8 315 12 381 2 213 1 011 1 202 4 747 2 119 2 678
In a state of poverty 13 178 3 738 9 440 549 138 411 3 267 1 221 2 046
Extreme poverty 8 647 2 130 6 517 300 75 225 2 427 943 1 484
Basic needs not satisfied 4 531 1 608 2 923 249 63 186 840 278 562

Not in a state of poverty 7 518 4 577 2 941 1 664 873 791 1 530 898 632

Percentage breakdown

Total 100.0 100,0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
In a state of poverty 63.7 45.0 76.2 24.8 13.6 34.2 68.1 57.6 76.4

Extreme poverty 41.8 25.6 52.6 13.6 7.4 18.7 50.6 44.5 55.4
Basic needs not satisfied 21.9 19.4 23.6 11.2 6.2 15.5 17.5 13.1 21.0

Not in a state of poverty 36.3 55.0 23.8 75.2 86.4 65.8 31.9 42.4 23.6

Guatemala0 Honduras* Nicaragua

Total Urban Rural Total Urban Rural Total Urban Rural

Total 7 262
In a state of poverty 5 166

Extreme poverty 2 879
Basic needs not satisfied 2 287

Not in a state of poverty 2 096

Total 100.0
In a state of poverty 71.1

Extreme poverty 39.6
Basic needs not satisfied 31.5

Not in a state of poverty 28.9

Thousands of persons

2 485 4 777 3 691 1 229
1 168 3 998 2 515 540

418 2 461 2 092 376
750 1 537 423 164

1 317 779 1 176 689

Percentage breakdown

100.0 100.0 100.0 100.0
47.0 83.7 68.2 43.9
18.8 51.5 56.7 30.6
30.2 32.2 11.5 13.3
53.0 16.3 31.8 56.1

2 462 2 733 1 471 1 262
1 975 1 681 671 1 010
1 716 949 318 631

259 732 353 379
487 1 052 800 252

100,0 100.0 100.0 100.0
80.2 61.5 45.6 80.0
69.7 34.7 21.6 50.0
10.5 26.8 24.0 30.0
19.8 00 La 51.4 20.0

S o u rc e :  ECLAC, on  the basis of data from  the countries and C ELA D E (1 9 8 1 ).
“U rban/rural population breakdown corresponds to figures from  the 1979/ 1980 family incom e and expenditure survey. 
6U rban/rural population breakdown corresponds to figures from  the 1978/ 1979 fam ily incom e and expenditure survey.
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institutions of a more complex society has 
contributed to the underlying instability of 
Central America.

To sum up, except in the case of Costa Rica 
the political interaction in Central America has 
generally been of an elitist nature and it has not 
been able to bring the most numerous 
population groups of the subregion into the 
project for the modernization of its societies.

Doing so would have meant perhaps the 
elimination, although possibly only gradually, of 
the factors of authoritarianism already referred 
to, and it would have been necessary to 
undertake the consistently postponed reforms 
aimed at fulfilling the legitimate aspirations of 
the groups which have so far been virtually 
excluded from the benefits of development.

II

Recent events and the current 
economic crisis

As already noted, C entral A m erica is 
experiencing a crisis of unprecedented depth and 
proportions. Economic activity has fallen off, 
considerable external imbalances exist as well as 
imbalances in the public sector, levels of saving 
and investment have slumped and there is 
increasingly less margin of action to overcome 
these imbalances and direct economic policy.

It may be assumed, in view of the 
increasingly high levels of open unemployment 
and underemployment, that the historical 
inequalities in Central American economies are 
becoming even more pronounced. The length of 
the depression and the limited capacity of some 
countries to contract external debt have made it 
necessary to adopt readjustment program m es 
— som e of them within the framework of 
commitments with the International Monetary 
Fund—  involving the adoption of unpopular 
economic policies.

Moreover, the aforementioned political 
upheavals affecting the region are closely linked 
with the economic phenomena described above, 
and perhaps all this means that there will be a 
breakdown in the "superimposed development” 
without there being any indication as yet of the 
likely characteristics of an alternative type of 
d evelopm ent. M oreover, the far from  
encouraging economic prospects already 
described hinder the social changes without

which the political stability of a number of 
countries in the region is in jeopardy.

The depth of the crisis has generated a 
s e e m i n g l y  i n s u p e r a b l e  c l i m a t e  o f  
demoralization. Awareness of the fact that many 
problems surpass the capacity of action of the 
constituted governments has given rise to 
uncertainty and even confusion, and the very 
foundations of the process of Central American 
integration are being worn away.

1. The break with historical trends

In 1977-1978 the trends briefly described above 
reached a turning point, at least as regards 
sustained economic growth. Since that two-year 
period, a progressive slowdown has occurred 
which finally led to negative rates in most 
countries in 1981 and 1983 and in all of them in 
1982 (see figure 1 and table 1). The duration, 
intensity and peculiar characteristics of this 
situation have no precedent in the period since 
the war. Suffice it to say that, after 30 years of 
expansion of the five countries’ per capita 
income (with only sporadic interruptions), there 
has been a sharp and generalized fall during the 
last five years. Although the shrinkage recorded 
in the economies in the preceding years came to 
an end in 1984 (with the exception of
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Nicaragua), in the case of most countries the 
outlook could in no way be described as one of 
reactivation. Thus, real per capita income at the 
end of 1984 in Costa Rica and Guatemala was 
barely equal to the 1972 figure; in Honduras it 
was equal to that for 1970, and in El Salvador and 
Nicaragua — where the situation was even more 
dramatic—  it was similar to that of I960  and 
1965 respectively. It should be pointed out that 
the overall deterioration in the material 
standard of living is reflected not only by these 
figures but also by less tangible indicators, such 
as social harmony, personal security and the 
quality of life of the Central American 
population.

I n addition, the process of economic 
integration, which had earlier allowed the 
downward fluctuations in the international 
economy to be offset, underwent a complete 
turnaround and became a factor which 
magnified the crisis. Due to the depth of the 
crisis — together with the prevailing political 
conditions and the lack of a strategy of 
s u b r e g i o n a l  s c o p e —  th e  e c o n o m ic  
interdependence of the five countries has tended 
to become a mechanism which transmits 
recessionary economic forces.

The fact that the pronounced deterioration 
in the evolution of the economies has coincided 
with a period of increasing political upheaval 
may be functionally related to some of the 
characteristics of Central American societies 
which were mentioned previously. One of the 
many manifestations of those characteristics has 
led to a questioning of the social order, involving 
violent challenges to the status quo> and these, in 
turn, have given rise to violent responses which 
have contributed to a rapid polarization of 
positions in some countries, especially El 
Salvador and Nicaragua. There are many 
c o m p le x  an d  m u tu a lly  r e i n f o r c i n g  
interrelationships among the local political and 
economic factors and the way in which both 
intermix with external influences.

2. T h e  im pact o f  exogen ou s  
p h en o m en a

It is no coincidence that the economic crisis has 
affected all of the countries, regardless of the 
level of social peace or upheaval prevailing in

them, the economic policy objectives pursued or 
the different relations between the public and 
private sectors. All have been seriously affected 
by factors of external origin. This has been 
inevitable, because the common denominator 
affecting all the countries has been the deep 
recession in the international economy, which, 
as already noted, to a great extent determines the 
overall behaviour of the Central American 
economies and even imposes a limit upon their 
ability to grow. Now, the economic effect of the 
political crisis — discouragement of private 
investment, flight of capital, difficulties in 
attracting external financing—  has been added 
to the effect of the world recession, and these 
have combined and reinforced one another to 
the point where they have produced an economic 
breakdown unlike any seen in Central America 
since the 1930s.

With respect to the effects of the disarray in 
the international economy, it may be recalled 
that, in addition to the industrialized countries’ 
difficulties in 1978-1979 — low growth rates, 
high rates of inflation, decreased savings, lags in 
the application of technological innovations—  
there was also a further increase in hydrocarbon 
prices in 1979. Even more importance should 
perhaps be attached to the attempts to modify 
economic policy made by some industrialized 
countries which have stressed the fight against 
inflation — with some success—  and have 
resorted, in ter a lia , to restrictive monetary 
measures that have resulted in high interest 
rates. These policies have undoubtedly 
contributed to the slowdown of economic 
activity in the countries where they have been 
implemented, as well as in the world economy in 
general, with the resulting impact on the levels 
of international trade. This situation has 
weakened the demand for the Central American 
countries’ traditional exports. Given the 
persistent international inflation (although 
since 1982 it has begun to decline), this weakness 
of demand has produced a marked deterioration 
in the terms of trade. An additional factor is that, 
in the financial sphere, the Central American 
countries have been affected by the high interest 
rates on their massive foreign debt and by their 
recent difficulties in gaining access to new 
external financing.
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Table 7

CENTRAL AMERICA: MAIN FOREING TRADE INDICATORS

1976 1977 1978 1979 1980 1981 1982 1983 1984a

Exports o f goods 
Value 29.7

Growth rates

35.3 -2.4 15.8 4.9 -10.3 -12.2 -1.0 5.2
Volume 5.1 -0.9 2.6 13.0 -6.4 -2.7 -8.3 0.8 -1.4
Unit value 23.4 36.5 -4.9 2.5 12.1 -7.8 -4.3 -0,9 6.7
Imports o f goods
Value 20.1 27.0 8.9 6.3 15.0 -2.7 -19.3 -0.9 9.0
Volume 22.0 20.5 -1.6 -5.5 -3.3 -7.1 -23.7 -1.8 6.0
Unit value -1.6 5.4 10.7 12.5 18.9 4.7 5.8 0.9 2.8
Terms of trade (goods) 25.4 29.5 -14.1 -8.9 -5.7 -11.9 -9.5 -1.8 3.8

Terms of trade 100.4 130.0

Indexes

111.7 101.8 96.0 84.6 76.6 75.2 78.1
Purchasing power of exports 
of goods 140.0 179.7 158.4 163.0 143.8 123.2 102.2 100.3 102.6
Purchasing power of exports 
of goods and services 147.9 181.3 163.5 169.4 151.1 126.9 108.2 106.6 108,5

S o u rce :  ECLAC, on the basis o f official data. 
“P relim inary  figures.

The figures in tables 7 and 8 speak for 
themselves. W ith the decline in the prices of 
virtually all the products exported by Central 
America and the continued upward pressure on 
the prices of imports (especially hydrocarbons in 
1979-1980),5 by the end of 1984 the subregions 
terms of trade had deteriorated by almost 50%  
since 1977, while the purchasing power of its 
exports had fallen by 30% . In general terms, the 
foregoing means that if the 1977 purchasing 
power of exports had been sustained, the total 
value of exports in 1984 would have been 40%  
greater than it actually was, which would have 
added approximately 2.0%  to the gross domestic 
product in the latter year.

Between 1978 and 1983, the terms of trade 
in goods have gone down in all of the countries,

5 For th e  sub reg ion  as a w hole , th e  re la tive  sh a re  of p e tro leu m  
in to ta l im p o rts  rose fro m  4 .4 %  in 1970 to  10.7%  in 1 9 76 ,18 .7%  
in 1980 and  2 1 .6%  in 1981 before  fa lling  to  16 .1%  in 1984.

while the slight revival which occurred in 1984  
(3 .8% ) proved insufficient to reverse the decline 
which had taken place over the previous six 
years. In addition, there was a decline in the 
export volumes of some countries (and even the 
com plete disappearance of some export 
products, such as nickel in Guatemala, which 
ceased to be exported because of lack of demand), 
as well as increasing difficulties in incorporating 
new lines of products into external sales, due to 
the market restrictions and protectionist 
measures which some industrialized countries 
have put into effect, and a considerable decrease 
in the exportation of some services such as 
tourism, due not only to the world economic 
recession, but also to non-economic factors in 
Central America.

On the other hand, productive activity in the 
Central American countries required imports, in 
spite of the recession, especially in order to meet 
the demand created by the increased public 
spending which was prom oted by the
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Table 8

CENTRAL AMERICA: TERMS OF TRADE (GOODS)

Growth rates

1976 1977 1978 1979 1980 1981 1982 1983 1984°
Total 25.4 29.5 -14.1 -8.9 -5.7 -11.9 -9.5 -1.8 3.8
Costa Rica 19.7 30.6 -17.7 -1.6 -2.8 -14.8 -10.2 -4.5 -0.7
El Salvador 39.6 47.3 -26.2 -8.2 -15.4 -12.6 -0.8 -7.1 13.1
Guatemala 28.6 33.4 -5.1 -15.7 -2.7 -8.7 -13.0 -2.4 1.2
Honduras 8.2 15.4 -0.4 -9.1 -1.8 -13.0 -5.1 -1.0 1.1
Nicaragua 21.9 16.2 -13.8 -16.0 -3.4 -11.7 -10.4 -12.7 8.1

Source; ECLA C, on the basis of official data. 
“ Prelim inary figures.

Table 9

CENTRAL AMERICA: BALANCE OF PAYMENTS TRADE DEFICIT IN MILLIONS 
OF DOLLARS AND AS A PERCENTAGE OF GDP

1975 1976 1977 1978 1979 1980 1981 1982 1983 1984°

Millions of dollars

Total 570 427 432 887 653 1 323 1 572 906 898 1 044
Costa Rica 166 146 164 269 425 460 127 -73 16 73
El Salvador 79 12 -29 234 -2 51 237 218 151 207
Guatemala 77 227 99 354 320 228 570 323 141 151
Honduras 101 60 74 89 99 185 177 56 120 139
Nicaragua 147 -18 124 -59 -160 399 461 382 470 474

As a percentage of GDP

Total 6.0 3.5 2.8 5.4 3.5 6.4 6.8 5.1 4.8 5.3
Costa Rica 8.7 6.1 5.3 7.6 10.5 10.1 4.8 3.0 0.5 2.1
El Salvador 4.4 0.5 1.0 7.6 0.1 1.5 7.3 6.9 4.6 6.1
Guatemala 2.4 5.2 1.8 5.8 4.6 2.9 7.2 4.3 1.8 1.9
Honduras 9.7 4.7 4.8 4.9 4.6 7.4 7.0 2.2 4.5 5.5
Nicaragua 9.5 1.0 5.5 2.9 7.7 17.1 18.2 18.7 23.0 20.0

S o u rce ;  ECLAC, on the basis o f official data. 
N o te :  M inus sign equals surplus. 
aPrelim inary figures.
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governments during the first year of the 
recession, partly in order to counteract the 
sluggishness of private investment. As a result, 
the trade deficit of the five countries went from 
US$ 432 million in 1977 (equal to 2 %  of G D P ) to 
nearly US$ 1.6 billion in 1981 (8 .7%  of G D P ), 

subsequently stabilizing at around US$ 1 billion 
per year between 1982 and 1984 (5.4%  of G D P  in“ 
this latter year, albeit with considerable 
differences from one country to another) (see 
table 9). There was also a spectacular increase in 
debt servicing, attributable not only to increased 
borrowing but also — at least until m id-1984—  
to soaring interest rates. External factor 
payments for the subregion as a whole rose, for 
example, from US$ 280 million in 1977 to 
US$ 980 million in 1984. This explains why the 
current account deficit grew from US$ 573 
million to more than US$ 1.8 billion during the 
same period (3.8%  and 9-3%  of G D P  

respectively) (see table 10).

During 1979-1980, Central America had 
considerable access to public and especially 
private international financing. The external 
su p p ort for N icarag u a ’s reco n stru ctio n  
programmes contributed significantly to this 
phenomenon, and these resources partially 
replaced internal savings, which tended to 
disappear rapidly due to public sector deficits 
and the flight of private capital. In 1977 only 
12.6%  of total savings came from external 
sources, but that figure had increased to 38.8%  
by 1981 and remained in excess of 35%  in 1984 
(see table 11). During the same period, the 
subregion’s external public debt rose from  
US$ 2.4 billion to slightly less than US$ 15 
billion, and limitations on several countries’ 
capacity for additional borrowing became 
evident.

This last circumstance, combined with the 
constraints on the availability of new resources 
(the commercial banking system considers the

Table 10

CENTRAL AMERICA: BALANCE OF PAYM ENTS CURRENT ACCOUNT DEFICIT  
IN MILLIONS OF DOLLARS AND AS A PERCENTAGE OF GDP

1975 1976 1977 1978 1979 1980 1981 1982 1983 1984"

Total 700 455 573

M illions o f dollars 

1 088 880 1 690 2 152 1 715 1 608 1 806
Costa Rica 218 203 226 364 554 654 408 305 358 371
El Salvador 95 11 -21 249 24 117 271 271 239 276
Guatemala 65 79 37 271 180 178 567 376 224 314
Honduras 125 115 139 170 212 331 321 249 260 311
Nicaragua 197 47 192 34 90 407 585 514 527 517

As a percentage of GDP

Total 7.4 3.7 3.8 6.6 4.7 8.1 11.6 9.6 8.6 9.3
Costa Rica 11.4 8.4 7.4 10.3 13.7 14.3 15.6 12.6 11.9 10.9
El Salvador 5.3 0.5 0.7 8.1 0.7 3.4 8.1 8.6 7.3 8.1
Guatemala 2.1 1.8 0.7 4.5 2.6 2.3 7.2 5.0 2.9 4.0
Honduras 12.0 8.9 9.0 9.3 9.8 13.1 15.8 9.6 9.9 12.3
Nicaragua 12.7 2.5 8.6 1.7 4.3 17.4 27.1 25.1 25.8 21.8

S ou rce : ECLAC, on the basts of official data, 
N o te :  M inus sign equals surplus. 
“Prelim inary figures.



CENTRAL AMERICA: EVOLUTION OF INVESTMENT AND SAVING
{M illio n s  o f  c o n sta n t  1 9 7 0  d o lla r s )

T a b le  11

C e n tr a l A m e r ic a  
G ro ss d om estic product 

G ross dom estic investm ent 
D o m estic  saving 
E x tern a l saving 

E x tern a l saving/total saving 
C o sta  R ica
G ro ss dom estic product* 

G ro ss d om estic investm ent 
D o m A tic  saving 
E x tern a l saving 

E xtern al saving/total saving 
E l S a lv a d o r
G ro ss d om estic product* 

G ro ss dom estic investm ent 
D o m estic  saving 
E x tern a l saving 

E x tern a l saving/total saving 
G u a te  jn a la
G ro ss d om estic product 

G ro ss dom estic investm ent 
D o m estic  saving 
E x tern a l saving 

E x tern a l saving/total saving 
H o n d u ra s
G ro ss d om estic product* 

G ro ss dom estic investm ent 
D o m estic  saving 
E x tern a l saving 

E x tern a l saving/total saving 
N ica ra g u a
G ro ss d om estic product* 

G ro ss dom estic investm ent 
D o m estic  saving 
E x tern a l saving 

E x tern a l saving/total saving

1977 1978 1 9 7 9 1980 1981 1982 1983 1 9 8 4 “

V alu e % V alue % V alue % V alue % V alu e % V alu e % V alue % V alu e %

10 091 100 .0 10 519 100.0 10 535 1 00 .0 10 6 2 4 100.0 10 4 9 2 1 0 0 .0 10 0 4 9 100.0 10 015 100.0 10 170 100 .0

2 218 22 .0 2 231 21 .2 1 893 18.0 1 9 6 9 18.5 1 8 0 8 17.2 1 405 14.0 1 4 3 9 14.4 1 529 15 .0

1 9 3 9 19.2 1 7 1 9 16.3 1 548 14.7 1 4 0 9 13.3 1 106 10.5 871 8.7 9 4 9 9.5 9 9 3 9 .7

2 7 9 2 .8 512 4 .9 345 3.3 560 5.2 702 6 .7 5 3 4 5.3 4 9 0 4 .9 5 3 6 5.3
12.6 22 .9 18.2 28 .4 3 8 .8 3 8 .0 34.1 35.1

1 97 5 100 .0 2 0 9 9 100.0 2 202 1 00 .0 2 220 100 .0 2 17 0 1 0 0 .0 2 01 2 1 00 .0 2 0 5 9 100 .0 2 159 100 .0

5 54 2 8 .0 552 26 .3 603 2 7 .4 6 43 2 9 .0 4 0 0 18 .4 2 9 8 14.8 373 18.1 423 19-6

4 4 3 2 2 .4 3 9 9 16.0 38 6 17.5 421 19.0 2 7 0 12.4 2 0 4 10.1 2 6 6 12.9 315 14.6

111 5 .6 153 7.3 2 17 9 .9 2 22 10.0 130 6 .0 94 4 .7 107 5.2 108 5 .0

2 0 .0 27 .7 36 .0 34.5 32 .5 31.5 28 .7 2 5 .5

2 176 1 00 .0 2 316 100.0 2 2 7 6 1 00 .0 2 0 7 9 100.0 1 9 0 6 1 00 .0 1 8 0 0 100.0 1 7 8 6 100 .0 1 813 100 .0

531 24 .4 547 2 3 .6 4 22 18.5 2 87 13.8 2 7 6 14.5 2 3 4 13.0 2 4 0 13.4 2 5 7 14.2

542 24 .9 4 0 9 17.7 4 2 8 18.8 2 87 13.8 185 9 .7 148 8 .2 165 9 .2 165 9.1
-11 -0.5 138 5 .9 -6 -0.3 - - 91 4 .8 8 6 4 .8 75 4 .2 92 5.1

-2.1 25.2 -1 .4 - 3 3 .0 36.5 31.2 3 5 .8

3 571 100 .0 3 750 100.0 3 9 2 6 100 .0 4  0 7 4 100.0 4  101 100 .0 3 957 100 .0 3 850 100.0 3 8 5 8 100 .0

611 17.1 67 4 18.0 585 14.9 4 9 9 12.2 575 14.0 465 11.8 384 10.0 3 8 6 10 .0

592 16.6 544 14.5 4 9 8 12.7 4 4 0 10.8 385 9-4 347 8 .8 316 8.2 2 9 4 7 .6

19 0 .5 130 3.5 87 2.2 59 1.4 190 4 .6 118 3.0 6 8 1.8 92 2 .4

3.1 5.2 14.9 11.8 3 3 .0 25 .4 17.7 23-8

1 116 100 .0 1 199 100.0 1 281 100 .0 1 316 100.0 1 331 100.0 1 3 0 7 100.0 1 301 100.0 1 337 100.0

203 18.2 323 2 6 .9 342 2 6 .7 383 29.1 315 23.7 2 0 8 15.9 22 4 17.2 261 19.5

139 12.5 248 20 .7 2 5 8 20.1 267 20.3 2 0 9 15.7 127 9.7 139 10.7 163 12.2

64 5.7 75 6.2 8 4 6 .6 116 8 .8 106 8 .0 81 6.2 85 6.5 98 7.3

31.5 23.2 24 .6 30.3 33 .7 38 .9 37 .9 37.5

1 253 100.0 1 155 100.0 8 5 0 100 .0 935 100.0 9 8 4 100 .0 973 100.0 1 0 1 8 100.0 1 003 100.0

31 9 25.5 135 11.7 -59 -6 .9 157 16.8 2 42 2 4 .6 2 0 0 20.5 218 2 1 .4 202 20.1

22 3 17.8 119 10.3 -22 -2 .6 -6 -0 .6 57 5-8 45 4 .6 63 6 .2 56 5 .6

96 7.7 16 1.4 -37 -4.3 163 17.4 185 18.8 155 15.9 155 15.2 146 14.5

30.1 11.9 -62 .7 103-8 7 6 .4 77.5 71.1 72 .3

S o u rc e :  ECLA C, on  the basis o f offic ia l data. 
“Prelim inary  figures.
*A t m arket prices.
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subregion to be of high financial and political 
risk, while official sources have tended to 
diminish due to the austerity policies of the 
donor countries), has created serious difficulties 
since 1981 in obtaining net financing, and in 
1982 external savings — far from offsetting the 
drop in national savings—  showed the same 
downward trend.

It should be mentioned that the majority of 
the countries’ balance of payments have 
recorded increases in net capital inflows since 
1981, particularly in 1983 when these came to 
almost US$ 2 billion. Approximately half such 
income did not represent injections of currency, 
however: it was the result of renegotiations of 
payments due on the existing external debt, 
particularly in Costa Rica and Nicaragua (EC LA C , 

1985).
Moreover, those countries which obtained 

access to a greater flow of official funding, 
particularly of a bilateral nature (Costa Rica, El 
Salvador and, to a lesser extent, Honduras), have 
had to accept increasingly strict conditionality, 
basically with regard to economic policy, but on 
some occasions even affecting other aspects of 
national activity too. During 1984 the 
International M onetary Fund, which is 
supporting readjustment programmes in three 
countries, ceased its disbursements to two of 
them (Guatemala and Honduras) because they 
had failed to meet the quantitative goals set, 
while in the case of the third country (Costa 
Rica) no final agreement had yet been reached at 
the time of writing (March 1985) on the renewal 
of the programme which had come to an end in 
December 1984.

Finally, a fu rth er phen om en on  of 
considerable importance which made itself 
sharply felt during this period was the intense 
and persistent flight of capital throughout the 
subregion (in some countries more than in 
others) due to economic and especially non
economic factors. The identifiable deposits of 
Central American citizens in United States 
banks alone (excluding their branches in the 
Bahamas, Panama and other banking havens), 
grew by more than US$ 1.4 billion between mid- 
1979 and 1984. The breakdown by countries is 
given in table 12.

It should be noted that the fluctuation in the 
size of these deposits provides a rough indicator 
of the scale of capital flight in the five countries 
mentioned. On the one hand, part of the increase 
represents the reinvestment of interest earned 
by these same deposits. On the other, this figure 
naturally fails to include investments made by 
Central Americans during the last five-year 
period in real estate and securities in the United 
States, or any other type of investment made in 
other countries open to capital.

At a rough estimate, between 1979 and 1984 
this flight represented between US$ 2 billion 
and US$ 2.5 billion for the five countries in the 
region. Naturally, this worsened each country’s 
external position, and had a decisive influence in 
the slump in economic activity. Paradoxically, 
the exhaustion of the countries’ international 
monetary reserves at the beginning of the 
recessionary period and the high level of 
external indebtedness recorded facilitated this 
capital flight.

Table 12

CENTRAL AMERICA: DEPOSITS OF CENTRAL AMERICAN CITIZENS IN 
THE UNITED STATES FINANCIAL SYSTEM

(Millions of dollars)

Total Guatemala El Salvador Honduras Nicaragua Costa Rica

June 1979 1 104 318 265 147 171 203
June 1984 2 525 850 536 471 140 528
Variation 1 421 532 271 324 -31 325

S ou rce : Federal R eserve System  (1 9 7 9  a n d  1 9 8 4 ) a n d  Treasury D ep artm ent (1 9 8 0  and 1 9 8 4 ).
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Furthermore, exogenous factors not only 
had an impact on the evolution of the economies, 
but also influenced political events. Towards the 
end of the 1970s significant changes occurred in 
the political interaction of the subregion, 
especially in Nicaragua. Just as the long period of 
postwar economic expansion had reached a 
turning point, the social and political structures 
too had to undergo a major shift. These events 
gave rise to a heterogeneous alliance which 
challenged the ruling régime in Nicaragua. It 
was no accident, however, that the changes in 
Nicaragua — like those in Guatemala, El 
Salvador and Honduras in the 1940s— coincided 
with a United States foreign policy aimed at 
promoting orderly change based on principles 
prized by the latter country. Thus, during a brief 
interlude the geopolitical boundaries referred to 
earlier were extended, and the challenge 
launched in one of the countries against the 
traditional development model became viable.

3 . T h e  ch a llen g e to  th e  
"su p er im p o sed  d e v e lo p m e n t” m o d e l

The programme adopted by the Government of 
National Reconstruction of Nicaragua departs 
from the traditional norms. In a different 
context, the events in El Salvador also deviate 
fro m  th e  m o d e l o f " s u p e r im p o s e d  
development”, since they have given rise to 
changes which, in one form or another, alter the 
pre-existing structures. It could even be said that, 
under the twofold onslaught of the economic 
crisis and the threat to the status qu o , it is 
unlikely that the pre-existing structures in some 
countries will be able to survive without 
fundamental adjustments. This in no way 
predeterm ines the nature of the social 
organizations which might eventually replace 
the preceding ones, nor their ideological 
leanings; it only means that the postwar model 
which has been in effect for more than 30 years 
may have run its course.

Some of the economic phenomena which are 
the subject and object of the crisis clearly 
illustrate the above. One such phenomenon is 
capital accumulation. Investment has been 
shrinking markedly since 1978 both as a result 
and as a cause of the contraction in economic 
activity, the drop in domestic savings, the flight

of capital and the reaction of the private sector to 
the political and social tensions affecting the 
subregion. Table 11 shows that the domestic 
savings of the five countries fell from 19.2%  to 
9.7%  of the gross domestic product between 
1977 and 1984: a serious situation for countries 
which are attempting to develop. Private 
investment also suffered a marked setback, and it 
diminished in all of the countries. The 
subregional coefficient of private investment fell 
from 13.4%  in 1977 to less than 8%  in 1984, 
while in the countries experiencing civil unrest, 
the coefficient of private capital formation has 
fallen by more than 50%  in the last seven years. 
The public sector made an effort to counteract 
this decrease (thereby accentuating another 
long-standing imbalance in the Central 
American economies: the public finance deficit) 
but it was not enough; the coefficient of total 
investment declined in all the countries and 
tended to create bottlenecks in areas where 
public spending cannot substitute for private 
investment.

The deliberate efforts made by governments 
to counteract the reduction in economic activity, 
at a time when there was a downward trend in 
tax revenues, caused the portion of the 
subregional G D P  represented by public spending 
to increase from 17.7%  in 1977 to 21.3%  in 
1981, while the taxation rate decreased from 
12.9%  to 11.6%  during the same period. As a 
result of the asymmetry in the patterns of 
expenditure and income, the aggregate deficit of 
the five governments rose from 460 million 
Central American pesos in 1977 (3%  of G D P ) to 
approximately 1.6 billion in 1984 (8.0%  of G D P ) 

(see table 13). Since there was not enough 
external financing to cover the deficits, domestic 
financing was used, but this expedient indirectly 
exacerbated the disequilibrium in the balance of 
payments — through the imported component 
of expenditure—  and in some cases absorbed 
most of the expansion in domestic credit, 
thereby taking away resources from the private 
national sectors. Thus, forces came into play 
which are tending to destroy, or already have 
destroyed, the traditional stability of prices and 
exchange rates in the countries of the subregion. 
This is another manifestation of the gradual 
functional impoverishment of the pre-existing 
structures.
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Table 13

CENTRAL AMERICA: CENTRAL GOVERNMENT DEFICITS

1976 1977 1978 1979 1980 1981 1982 1983 1984"

M illions of Central American pesos

Total 579 459 789 910 1 470 1 609 1 462 1 709 1 571
Costa Rica 150 136 211 324 418 113 78 157 113
El Salvador 27 -60 52 36 198 232 249 313 244
Guatemala 225 98 138 254 446 67 4 ' 459 301 316
Honduras 84 102 150 140 243 248 382 343 374
Nicaragua 93 183 238 156 165 242 294 595 524

As a percentage of GDP

Total 4.7 3.0 4.8 4.9 7,1 8.7 8.2 9.1 8.0
Costa Rica 6.2 4.4 6.0 8.0 9.2 4.3 3.2 5.2 3.3
El Salvador 1.1 -2.1 1.7 1.0 5.7 7.1 7.9 9.6 7.2
Guatemala 5.2 1.8 2.3 3.7 5.7 8.5 6.0 3.9 4.2
Honduras 6.5 6.6 8.2 6.5 9.5 9.9 14.8 13.0 14.8
Nicaragua 5.0 8.2 11.7 7.5 7.1 11.2 14.4 29.1 22.1

S o u rce ;  ECLAC, on the basis o f official data. 
N o te :  M inus sign equals surplus. 
‘'P relim inary  figures.

4. T h e con sequ en ces f o r  in tra-C entral 
A m erican  co -op era tion

The constraints of the external sector — re
flected in the shortage of foreign exchange—  
have worsened to such an extent that, as from 
1981, the countries with deficits in intra- 
regional trade have even had difficulties in 
covering their debit balances. Initially, the 
central banks of the surplus countries extended 
bilateral lines of credit, and later a subregional 
mechanism was established to deal with the 
same problem multilateraly (the Central 
American Common Market Fund). However, 
when these avenues were exhausted6 — and

6 At the end of December 1984, the bilateral debts contracted 
by the countries in order to keep up their trade in previous years 
came to over US$ 380 million, a debt so large that it exhausted the 
financing capacity both of the countries enjoying a surplus in this 
trade and of the multilateral mechanisms mentioned. See the 
periodic reports of the Central American Clearing House.

when sufficient backing from the international 
community was not forthcoming—  the lack of 
foreign exchange began to limit intra-Central 
American trade.

The response of some countries to the 
constraints on their external sector was to adopt 
exchange measures (variations in parity, 
adoption of multiple rates or of controls on the 
movement of foreign exchange) which affected 
the terms of trade at the inter-Central American 
level and in some cases limited the volume of 
commercial transactions. As a result of all these 
phenomena, intra-regional trade ceased to play 
its traditional role as a factor capable of 
offsetting cyclical lows in extra-regional trade 
and became one more victim of the crisis in the 
external sector. Thus, the value of this trade has 
declined systematically — from 1.13 billion 
Central American pesos in 1980 to 742 million 
in 1984—  and its relative share of the
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subregion’s total exports shrank from 23.1%  to 
18.5%  in the same period (see table 14).

One of this situation's innumerable effects 
on the productive apparatus was that the degree 
of industrialization — which, as already noted, 
had increased consistently between 1950 and 
1978—  stagnated, diminishing from 17.1%  in 
1978 to 16.2%  in 1982 and 16%  in 1984. In 
other words, after its expansion had been more 
dynamic than that of the economy as a whole 
during the boom, industrialization performed 
even less dynamically than the economy as a 
whole during the recession.

Despite the fact that the Central American 
governments have traditionally been, and

continue to be, successful in keeping the sphere 
of economic co-operation separate from the 
sphere of political relations, the growing 
ideological heterogeneity now poses a latent 
threat that political differences will overflow 
into the sphere of economic co-operation 
precisely at the time when intra-regional co
operation is most needed in order to mitigate the 
effects of the external sector problems. In 
addition, the danger of internationalization of 
intra-regional conflicts could lead to a greater 
fragmentation of Central America and a 
repetition of painful historical episodes.

Table 14

CENTRAL AMERICA: TOTAL VALUE OF INTRA-REGIONAL TRADE AND RELATIVE
SHARE IN TOTAL EXPORTS

1977 1978 1979 1980 1981 1982 1983 1984"

Value of exports to the rest of Central America 
(millions of Central American pesos)

Total 785 355 862 720 891 731 1 129 160 936 792 762 850 757 706 742 138
Costa Rica 173 802 178 679 175 354 270 328 238 023 164 592 187 089 175 459
El Salvador 211 653 233 569 266 601 295 796 206 484 174 229 168 101 176 515
Guatemala 222 465 254 971 299 602 403 728 355 501 320 067 308 155 289 851
Honduras 43 449 49 199 60 011 83 889 65 912 51 876 61 377 57 830
N icaragua 133 986 146 302 90 163 75 419 70 872 52 086 32 984 42 983

Ratio of value of exports 
to value of total

to the rest of Central 
exports (percentages)

America

Total 19.0 21.4 19.1 23.1 21.3 19.8 19.8 18.5
Costa Rica 21.0 20.7 18.6 27.0 23.7 18.9 21.5 18.3
El Salvador 21.7 29.1 23.5 27.5 25.9 24.7 23.0 23.3
Guatemala 19.1 23.3 24.5 26.6 27.4 26.7 28.2 25.5
Honduras 8.2 7.9 7.9 9.9 8.4 7.7 8.8 7.5
Nicaragua 21.1 22.6 14.6 16.7 14.0 12.8 7.7 11.0

S o u rce :  SIEC A . 
"P relim inary  figures.
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III

Short-term prospects

As indicated in the previous chapter, the 
majority of Central American countries have 
been suffering for five or six years in succession 
from negative rates of growth and pronounced 
imbalances both in the external sector and in 
public finances. Almost all of them undertook 
adjustment programmes towards 1981, once 
their international monetary reserves had been 
exhausted. These policies have been applied 
with varying intensity and in different fashion 
from one country to another. Generally 
speaking, imports fell off sharply — in some 
cases as a result of exchange adjustments, in 
others simply as a reflection of quantitative 
restrictions and depressed demand—  public 
expenditure fell off, and restrictive credit 
policies were applied together with tight wages 
policies. In a number of cases, tax procurement 
also increased and payments due on the external 
debt were restructured. Even Nicaragua adopted 
a set of measures after 1984 — belatedly and 
w ith o u t In te rn a tio n a l M o n etary  Fund  
approval—  which pursued the same aims.

Nevertheless, in 1984, two or more years 
since the adjustments were undertaken, the 
outlook remains unpromising. In four out of the 
five economies the per capita gross domestic 
product has recorded continual declines, and in 
all of them (albeit to differing extents) domestic 
and external financial imbalances continued to 
be recorded (in the case of two countries the IM F 

even interrupted disbursements of the stand-by 
credits which had been granted, as the countries 
had failed to comply with the programmes 
agreed upon).

At the beginning of 1985, then, what is the 
likelihood of the subregion’s economies 
adjusting to the new international circumstances 
and succeeding in constructing a new platform  
for reactivating production?

1. E xtern al an d  d om estic  constraints

As 1985 began, the future of the Central 
Am erican economies was fraught with

uncertainty. The brisk revival which had taken 
place in the United States economy during the 
previous two years had not as yet been 
transmitted with similar intensity to the 
remaining industrialized countries, and even less 
so to the developing countries, especially the 
small agricultural export economies such as 
those of Central America. Doubt was also 
harboured as to whether the revival would prove 
lasting.

These phenomena could not fail to have a 
powerful influence on the evolution and features 
of the Central American countries’ external 
trade. During 1983 and 1984, despite the 
recovery in the United States, no significant 
improvement occurred in the region’s terms of 
trade. This is an exception to historical 
experience, as generally the prices of 
commodities have risen during the upward 
phase of international economic cycles.

These phenomena may be linked to the 
transformations which have taken place in the 
in tern ation al econom y. N ew  technologies  
—  p a r t i c u l a r l y  th e  a p p l i c a t i o n  o f  
microelectronics and biogenetics, together with 
the introduction of new materials (fibre optics 
and high-temperature ceramics and plastics) —  
alter comparative advantages throughout the 
world, transform trade flows and probably have 
an adverse impact upon small agricultural 
export economies, such as those of Central 
America. One illustration of this is the reversal 
which has occurred in the redeployment of the 
textiles industry from the developed countries 
towards the Third World, which may be 
attributed to technological innovations in the 
automation of manufacturing processes. This 
phenomenon is in addition to the well known 
in com e-in elasticity  of the dem and on 
international markets for the commodities 
exported by Central America. In addition, the 
overvaluation of the dollar, in which the prices 
of the commodities exported by Central America 
are quoted, further aggravated this trend.
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The uncertainty affecting the subregion’s 
external trade is also reflected in the financial 
sphere. It would seem likely that in the 
foreseeable future the capital accounts of Central 
America’s balances of payment will display quite 
different features from those recorded in 
previous decades. Firstly, there is little likelihood 
of net external funds of similar size to those of 
the 1970s being mustered. On the one hand, 
international private banks appear to be 
extremely reluctant to commit fresh funds in a 
subregion in which high risks are considered to 
prevail; on the other hand, commitments 
originating from external debt servicing are so 
high that the possibility of the region becoming 
a net exporter of capital cannot be discounted.7

Secondly, even if the countries of the 
subregion obtain access to increased external 
public financing, the funds would probably be 
subject to even stricter conditions, with a 
consequent impact both on economic policy and 
other policy areas outside the economic sphere. 
This circumstance represents a far clearer trade
off in the application of economic policy than 
has hitherto been the case: the cost of 
formulating a reactivation policy without having 
access to sufficient external funds, as against the 
possible costs — naturally of another kind—  of 
obtaining such funds, but on such terms that the 
vulnerability of the economies would be 
maintained and perhaps even increased.

Finally, the majority of countries are facing 
an equally unprecedented problem regarding the 
restructuring of commitments deriving from the 
external debt. The conditions on which 
agreement is reached with regard to servicing 
the debt will be one of the factors determining 
the capacity of the Central American economies 
to import and consequently to grow. Here again, 
it is hard to make any predictions in this respect.

Uncertainty over factors of domestic origin 
comes on top of the unsettled trends in the 
international economy. Perhaps the most

'T h is  phenomenon is aggravated by the fact that as a result of 
the application o f various mechanisms which vary from one 
country to the next {stabilization bonds, guarantee funds, 
underwriting of loans) the public sector has virtually taken over 
the risk for the external private debt, and consequently, ¡n on e way 
or another, governments have assumed responsibility for servicing 
the total external debt.

significant of these factors are the social and 
political conflicts taking place in the subregion. 
It would be utopian to consider reactivating the 
economies on the basis of a revival of domestic 
savings and investment — which are in 
themselves inadequate—  without having 
succeeded in correcting the prevailing climate of 
political instability. This in turn requires 
changes in the patterns of political interaction in 
most Central America countries.

Consequently, as long as ideological 
polarization persists and spills over into violent 
conflict, and as long as no success is achieved in 
integrating and improving the participation of 
the various sectors of the population in political 
activity, there is little likelihood of a return to the 
social harmony which, today more than ever, is a 
pre-requisite for achieving targets of material 
well-being. Unless this is achieved, the flight of 
private capital will continue together with the 
erosion of the capital stock, thereby threatening 
the continuity of domestic mechanisms for 
generating savings and investments.

In such circumstances, neither is it feasible to 
envisage a simple process allowing for concerted 
support for the policy of economic reactivation. 
The present clim ate of ideological and 
conceptual polarization, together with the 
widespread tendency to resort to violence in 
order to settle conflicts in a number of countries, 
and the increased intensity of struggles for a 
share in the declining profits furnished by the 
economies, make it singularly difficult to achieve 
e v e n  m in im u m  c o n s e n s u s e s  on any  
development project. Moreover, the tensions 
described above have led to a considerable 
diversion of resources towards expenditure on 
defence and security at a time when the 
subregion's governments should utilize a 
maximum of their meagre resources in 
protecting their populations’ standards of living. 
In this respect, domestic friction as well as 
dissension between countries hamper economic 
revival and prevent any improvement in the 
climate for intra-regional co-operation.

To sum up, it is difficult to make any forecast 
as to the likely evolution of the Central 
American economies. On the one hand, the 
exhaustion of their international monetary 
reserves, the burden of the external debt, the 
shrinkage in imports and the depressed levels of
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all macroeconomic variables (consumption, 
savings, investment, employment) considerably 
narrow the margin of action available to 
economic policy; on the other hand, the 
restrictions of external and subregional origin 
affecting Central American development are 
subject to a whole range of factors which further 
heighten the uncertainty looming over all the 
countries. Thus, the domestic and external 
economic and non-economic circumstances 
which determined the evolution of Central 
American economies and societies during the $0 
years after the Second World W ar have 
undergone a change, and this will undoubtedly 
call for different responses from those adopted 
in the past if the subregion is to overcome the 
obstacles which nowadays virtually cancel out 
any possibility of expansion and transformation 
of its economies.

2. T h e  grow in g  con cep tu a l po lariza tion

One of the many consequences of the 
international economic crisis has been the 
collapse of historical paradigms. Thus, just as 
doubt is being cast on the Keynesian theses 
which dominated governmental action in the 
industrialized countries for more than 30 years, 
the outmoded methods used to stimulate the 
development of the Third W orld economies are 
also being questioned. A major debate is 
underway over the supposed decadence of the 
"discipline” of development. It is asserted by 
some that developmentalist patterns — which 
would appear to include the "idées-force” 
repeatedly set out by the Secretariat of ECLA C—  

have proved ineffective, and consequently a 
variety of credos of either neoclassical or Marxist 
bent are being put forward (Hirschman, 1981, 
pp. 5 to 19). W ith regard to Central America, the 
debate follows lines parallel to the already 
mentioned ideological polarization.

Moreover, in a number of industrialized 
economies, and particularly in the United States 
of America, there has occurred what some see as 
a reaction to the excesses committed since the 
1930s with regard to welfare policy, the 
expansion of public services, the rise in tax 
coefficients and increasing regulation of a 
variety of private activities (Gilder, 1981 and 
Murray, 1984). This growing conservatism in

the sphere of economic policy advocates the 
reduction of the State’s role (which, among other 
things, leads to a lower tax burden and a 
shrinkage of public services); increased reliance 
upon the market in resource allocation; the 
en cou ragem en t of saving and p rivate  
investment, together with the elimination or at 
least the reduction of controls and regulations. In 
the cultural and civic spheres policies which 
make an appeal to traditional values are being 
advocated (Kristoal, 1978 and Podhoretz, 1980). 
Naturally, this set of ideas has found supporters 
and imitators in other parts of the world, 
including of course the countries of Central 
America.

These two phenomena — the collapse of 
established paradigms as a result of the 
economic crisis and the gradual rise of the 
attitudes tow ards social and econom ic  
organization prevailing within some advanced 
societies—  point to a clear conceptual 
polarization over the way in which the process of 
economic development should be handled. Not 
only does this produce new cleavages between 
the various social groups, but it has also led to a 
number of international financial bodies — both, 
multilateral and bilateral—  taking part in the 
debate and recently propagating in Central 
America variations of the fashionable theory as 
to how to adjust and reactivate the economies.

The conjunction of these phenomena has 
given rise to two opposing strategies for 
bringing about reactivation. The first of these 
proposes "opening up” the Central American 
economies to international trade and financial 
flows and adopting a set of macroeconomic 
policies designed to give the productive 
apparatus an export-oriented bias, in order that 
the market forces may direct it towards increased 
insertion into the international economy, on the 
basis of the comparative advantages possessed 
by the region. This "opening up” would ideally 
go hand in hand with the encouragement of 
private investment as well as, on occasion, a 
reduction in the role of the public sector, 
especially with a view to eliminating obstacles to 
the market signals. The advocates of this 
approach claim that the recovery of the 
industrialized econom ies would spread  
vigorously to the Central American economies
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through the many linkages which would be 
established.

Advocates of the opposing view are to be 
found among those who, after having observed 
the magnitude of the adverse factors in the 
Central American external sector during recent 
years, propose that the subregion’s economies 
should be further isolated from the vicissitudes 
of the international economy, and that the State 
should play a greater role to counterbalance the 
performance of the private sector and offset the 
recessionary impact of the depression.

To sum up, what is taking place is the age- 
old debate, but under new circumstances, with 
perhaps m ore extrem e and doctrinaire  
ap p roach es than  in the past. T h ese  
circumstances further worsen the climate of 
uncertainty so often mentioned.

3. A ltern ativ e  p ro sp ec ts

Forecasts as to the likely evolution of the Central 
American economies depend at least partly upon 
the stance adopted by the author. In the view of 
some authors, the logical outcome of advocating 
the u n restricted  op eratio n  of m arket 
mechanisms in resource allocation, of reducing 
the various ways in which the State plays a 
guiding role, of encouraging both national and 
in te rn a tio n a l p r iv a te  in v e s tm e n t and  
eliminating any barriers to such investments, 
would be for the Central American economies to 
be pulled along by the renewed expansion of the 
international economy — mainly under the pull 
of the developed economies and in particular 
that of the United States of America—  towards a 
new era of prosperity, founded this time on 
advanced technology and a number of tertiary 
activities. In other words, the same reasoning 
that would bring about the reactivation of the 
central economies would cause its dynamizing 
impact to spill over into the peripheral 
economies, through a new worldwide scheme of 
comparative advantages (Nau, 1984-1985). Of 
course, it is acknowledged that there are 
obstacles which might mean that not all 
countries could reap maximum benefits from  
this momentum (for example, the high level of 
external indebtedness of some countries), but it 
is claimed that it is possible to lower and 
overcome these hurdless by means of timely

negotiations and the application of suitable 
policies.

A differen t forecast would involve  
recognizing the possibility that the recent 
expansion in the economies of the Organization 
for Economic Co-operaton and Development 
(O E C D ) might fail to maintain itself,8 or that its 
dynamic impact might not necessarily be felt in 
the peripheral economies. At least as far as 
Central America is concerned, there are factors 
of domestic origin which decidedly upset the free 
operation of the market mechanisms. The 
dynamizing effects traditionally associated with 
economic integration have gradually dwindled 
away in recent years as a result of the very depth 
of the crisis. It follows that in view of the 
uncertain outlook for the region, it would be 
realistic to assume that the period necessary for 
the Central American economies and societies to 
adjust to the new circumstances — in the 
external and regional environment as well as 
within each country—  might be quite long. 
Indeed, if it turned out that the international 
economic crisis was merely a depressive cycle 
— albeit the deepest since the war—  the positive 
impact, as already noted in Central America in 
1984, would be extremely limited during the 
next two years, in view of the heavy burden of 
external indebtedness, the exhaustion of 
international monetary reserves and the major 
upsets which the recession has caused to the 
subregion’s productive capacity and social 
structure.

The vital need to undertake structural 
transformations in order to adapt to a changing 
international economy will necessarily take a 
long time. In recent years the Central American 
countries have realized that the development of 
new export activities cannot be achieved either 
by decree or instantaneously: it requires changes 
of attitude on the part of entrepreneurs and 
workers, trial periods which may occasionally be 
long, changes in methods of production and 
marketing, and lengthy periods before new 
investment bears its fruit. Even if an economic 
strategy with a smaller element of self-

8Nau (1984-1985) indicates that, if the United States fiscal 
deficit is not brought down, that country's economy will shortly 
enter a new recessionary cycle, caused by high interest rates and the 
shrinkage o f private investment.
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determination were chosen, it would also require 
a long period before making itself felt. The need 
to simultaneously address the whole set of 
problems facing the region — moving forward in 
the painful but unavoidable task of adjustment, 
restoring acceptable levels of saving and 
investm ent, reactivating production and 
providing even a minimal response to popular 
demands which have long been put off—  merely 
serves to complicate the outlook and confirms 
that the task will be a long one.

It is for this reason that a realistic outlook 
would involve assuming that, in view of the 
magnitude of the problems, the subregions

economies are likely to stagnate for a fairly long 
period of time, in differing degrees and with ups 
and downs from one year to the next, but 
nonetheless within an overall framework of 
quasi-stagnation. This in no way means that 
countries are condemned to wallow in a 
permanent slump, but it does mean that it will be 
vital to carry out a vigorous policy of reactivation 
and developm ent allowing the Central 
A m erican  subregion to reo rg an ize  its 
considerable natural and human resources in 
order to lay the foundations for sustained 
development.

IV

Bases for a policy of reactivation and 
development

It would be just as absurd to assert that there is 
no way out of the crisis — there is a way out of 
any problem facing human activity—  as to 
imagine that there are ready-made or copybook 
solutions at hand for reactivating the economies 
of Central America and setting them on the path 
towards generalized prosperity. Between that 
vision which predicts a permanent depression 
and the other which is utopian, there is a whole 
range of intermediate situations which could 
gradually pave the way for a policy of 
development. The following pages provide an 
examination of some critical areas for laying 
down those foundations, in the hope of 
stimulating debate on the response to the many 
sided and complex challenge facing Central 
Americans.

1. O bservations on th e  a im s o f  th e  
reactivation  an d  d ev e lo p m en t policy

It is the Secretariat’s view that one of the first 
issues with the Central American governments 
ought to tackle is the set of aims tobe pursued in 
a reactivation and development policy. As is well 
known, the conventional aims of development

involve growth, improvement of income 
distribution, reduction of the econom ies’ 
vulnerability to external factors, and promotion 
of changes not only in the economic, but also in 
the social and political spheres. It is thus sought 
to establish societies which are more pluralistic, 
participative and democratic.

It is vital to establish an order of priority 
among these aims, not only because it is doubtful 
whether they can be pursued simultaneously 
— even during periods of prosperity, and even 
more so during times of austerity—  but also 
because espousal of one of these objectives in 
preference to the others will determine the 
nature of the set of economic policies to be 
adopted. F o r  exam p le, if a p articu lar  
government resolves to give priority to social 
justice, it could decide to favour particular 
instruments of economic policy (agrarian 
reform, greater expenditure on social services, 
periodic wage adjustments) which could have 
the counterpart effect of discouraginng private 
investment and thwarting the achievement of 
growth. In other words, regardless of the 
neoclassists' conclusion that the aims of 
distribution and growth are compatible (by
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means of the proverbial "overspill” of the fruits 
of growth), the experience of Central America, 
and indeed of Latin America as a whole, during 
the three postwar decades indicates that 
considerable trade-offs are involved between the 
various aims of development. There is very little 
empirical proof to support the idea that good 
things come in packets (Packenham, 1973, 
p. 123) or that it is possible to simultaneously 
grow, improve income distribution, acquire 
autonomy and advance towards more democratic 
societies (see Wolfe, 1984).

Naturally, this does not mean that the oft- 
mentioned aims are in no way laudable and 
worth pursuing. N or is it necessary to pursue 
only one or a few of them at the expense of the 
others. However, it is necessary to clarify the 
relative importance of each of them — and their 
mutual relationship—  in the light of the 
programme of reactivation or development 
which the circumstances require. Thus, under 
present circumstances in Central America, some 
governments might single out the target of 
social justice, even if this involved sacrificing 
growth targets; others might seek to maximize 
growth, possibly in an attempt to recover part of 
the ground lost in recent years and to meet the 
need to create jobs for a rapidly-growing 
economically active population. Still others 
might prefer to promote social harmony, 
together with pluralistic and dem ocratic 
institutions.

All these objectives are worthy in 
themselves. Nevertheless, the diagnosis made in 
the first two sections of this article would seem 
to suggest — at least as a basis for discussion in 
governmental forums in each country as well as 
in intergovernmental ones at the subregional 
level—  that under present circumstances, what 
the Central American countries require above 
all, both in the economic and social spheres, is a 
broadening of the extremely narrow leeway 
which is available at the present time for them to 
formulate economic policy and forge their own 
destiny; that is to say, reduction of their external 
vulnerability.9

9 T h e following ideas are deeply influenced by the
posthumously published work o f Professor Dudley Seers (1983). 
T h e  author makes frequent use o f the terms margin of action 
almost as a synonym for acquiring autonomy or lowering external 
vulnerability.

In the economic field, the practical pursuit of 
this aim would, for example, involve the 
following: seeking relative self-sufficiency with 
regard to food supply, without neglecting 
considerations of efficiency; development by the 
subregion of its own technologies for those 
activities of greatest importance to the Central 
A m erican  econom ies; diversifying and 
expanding exports; encouraging patterns of 
consumption less dependent on the use of 
imported goods; adoption of less capital- and 
energy-intensive production patterns; and 
intensive use of labour, the region’s most 
plentiful resource. There is not necessarily 
anything novel about these ideas, but they bear a 
new sense of urgency. Outside the purely 
economic field, this aim would be expressed by 
asserting the historical and cultural identity of 
Central Americans and consolidating the 
concept of the nation-State.10

These concepts need to be carefully defined. 
First and foremost, acquiring greater autonomy 
or reducing external vulnerability should by no 
means be equated with autarky. The small scale 
of the Central American economies, even taken 
as a whole, and their vocation as exporters leave 
no doubt that their behaviour will remain closely 
linked to the performance of the external sector. 
It will be necessary, however, to seek a new, 
dynamic, diversified and selective insertion 
within the international economy, and not 
merely an indiscriminate "opening-up" which 
instead of reducing vulnerability would probably 
tend to increase it. In other words, the aim of 
diversifying and expanding the export sector is 
not to further increase dependence on the 
vicissitudes of the international economy, but 
rather to obtain greater leeway for the external 
relations of the Central American countries.

Secondly, greater autonomy should not be 
pursued at the expense of the conventional aims 
of development, but rather an effort should be 
made to achieve those other aims through the 
central objective, while attempting to ensure

l()Seers ( 1983, p. 9 } states that this involves prom oting the 
supposed interests of a group possessing cultural coherence, which 
displays at least a certain degree of ethnic and linguistic 
homogeneity, and which generally lives within a political unit, or 
nation-State (it may occasionally apply to a group o f nation- 
States).
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that they provide mutual support for one 
another. If, in pursuing the central objective of 
increasing the leeway available for economic 
policy, an effort is also made to pursue growth, 
improve distribution and encourage greater 
participation in the societies, it is perfectly 
possible that not all these aims will be optimized 
— it has already been observed that even in the 
best possible circumstances this would be 
impossible— , but neither will they be left aside. 
Thus, attempting to achieve a relatively self- 
sufficient food supply would not only help to 
reduce external vulnerability, but would also 
contribute to growth and even to redistribution, 
since food production is largely in the hands of 
small and medium-sized farmers. Likewise, 
stressing the interdependence of the Central 
American economies is not merely a means of 
fulfilling the oft-mentioned central objective; it 
could also appeal to cultural and historical values 
which would facilitate  the subsequent 
establishment of the foundations of more 
participative and pluralistic societies.

Moreover, seeking greater leeway at the 
national level is functionally linked to the socio
political aims of improving income distribution 
and progressing towards societies with greater 
participation and pluralism. Thus, since 
governments are not only unable to use public 
expenditure as a means of exerting pressure on 
the agents of production, but also face social 
demands which have intensified as a result of the 
global decline in income, they will have to seek 
the consensus needed to obtain increased 
economic autonomy by trying to gain the 
agreement of a variety of social groups and 
incorporating them into de decision-making 
process. Similarly, they will need to set up 
mechanisms for improving social justice, both 
with regard to sharing out the burden of the 
economic recession and distributing the benefits 
of reactivation. The ability to use consensus as a 
course of action varies from one political régime 
to the next, and depends on the institutional 
traditions and structure of each country, but in 
every case there is a real chance that the central 
aim of broadening the margin of action available 
for national policy and the secondary aims of 
seeking greater social justice, consensus and 
participation in the decision-making process 
will provide mutual support for each other.

There is a social and cultural aspect to the 
heightening of Central American identity, which 
overlaps into the economic and political sphere. 
It is indeed tempting to propose that Central 
American development should be not merely a 
mirror image of an international pattern which 
is probably alien to the region’s traditional 
values (and to the resources at its disposal), but 
rather the reflection of its own considerable 
historical and cultural heritage. This could have 
an influence upon the patterns of production and 
consumption, once again as a more autonomous 
attempt to tackle the problems of development.

Finally, favouring the acquisition of 
autonomy in preference to other aims possesses 
the additional advantage, in the case of Central 
America, of being a target with which all the 
governments of the region, without exception, 
can wholeheartedly identify. In view of the 
increasing diversity of approaches being adopted 
in Central America on the one hand, and the 
clear need for a minimum platform of common 
objectives to facilitate the formulation of joint 
action as part of the effort to achieve intra- 
regional co-operation, on the other, it is 
perfectly logical to pursue the common and 
ideologically neutral aim of expanding the 
margin of action.

To sum up, this objective is capable of 
m o b iliz in g  all the C e n tra l A m e rica n  
governments around an "idée-force”, around 
which other subsidiary elements of equal 
importance for the revival of the economies, 
such as economic dynamism, social justice, 
participation and dem ocratization, could 
revolve.

2. Featu res o f  th e  d es ired  
produ ctiv e structure

The first requisite of a policy for reactivation and 
development is a precise definition of sectoral 
and sub-sectoral priorities. In this respect, the 
countries of the region could adopt a pragmatic 
approach designed to make maximum use of the 
possibilities which the international market 
continues to offer, while simultaneously giving a 
determined impetus to efficient im port 
substitution.

Central America possesses a range of 
resources on which to base econom ic
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reactivation and long-term  development. 
Although the size of the resources has 
occasionally been exaggerated, there is no doubt 
that they are capable of satisfying the basic needs 
of the whole of the population of Central 
America and even providing a fairly comfortable 
standard of living for most of them. However, in 
order to make maximum use of them, major 
investments are required, together with a big 
effort of mobilization and organization.

Thus, preparation of the labour force to 
adjust it to the changing circumstances of the 
international economy involves a major effort of 
training at all levels. This would involve the 
educational system both in and out of school. 
Moreover, there is no reason why Central 
America should resign itself to exporting five or 
six commodities; in view of its resource 
endowment and its geographical location, 
notwithstanding the uncertain outlook on the 
international market, there are opportunities for 
expanding and diversifying sales of a range of 
a g ric u ltu ra l p ro d u cts  (in clu d in g  fru it, 
vegetables, meat, fibres, marine products and 
chemical inputs of vegetable origin, all capable 
of undergoing gradually increasing degrees of 
processing). In addition, exploitation of forestry 
resources represents considerable potential in a 
number of countries. In this respect, the 
specialized evolution of the manufacturing 
sector in the northern European countries 
during the present century could provide a 
number of worthwhile lessons, as could the 
progress achieved by a number of Asian 
economies in the export of manufactures 
involving a high labour input.

It is within these branches of activity, that 
the stimuli for future growth, which could be 
classified into four major categories, are to be 
found. First of all, it is necessary to consolidate 
the know-how which the region already 
possesses: with regard to exports, we must 
strengthen production of traditiorial crops; with 
regard to domestic consumption, that of basic 
foodstuffs. This will require an increase in 
productivity and efficiency, the achievement of a 
better agricultural and ecological balance 
between the various crops and production areas 
and, in the case of a number of products, an 
increase in supply if national economic 
autonomy is to be increased.

Nevertheless, it would be difficult for the 
subregion to achieve a process of sustained 
expansion upon the basis of past practice. 
Traditional export products are subject to well- 
known restrictions in world demand originating 
in the features of the markets for most of them  
(the one exception might be meat); on the 
supply side, the easily expandable agricultural 
frontier has been near its limits since the end of 
the 1960s. This does not mean that a ceiling has 
been reached in the production levels of coffee, 
cotton, sugar cane and bananas, but it does mean 
that any further expansion of this frontier will 
involve increasing marginal costs in the future.

Secondly, it would be desirable to encourage 
greater selective integration (both backwards 
and forwards) of traditional products, so as to 
increase Central America’s share of their added 
value. In spite of the protectionist measures 
adopted in the developed economies, which, for 
example, restrict the access of plain textiles and 
clothing manufactured in Central America to 
their markets, there is still room for increasing 
the degree of processing of a number of 
commodities produced in the region with a 
reasonable degree of efficiency. At the same 
time, Central American entrepreneurs will need 
to take a more active role in marketing their 
products, even to the point of establishing firms 
in those developed countries whose markets 
they wish to penetrate. There is potential in this 
sphere for associating private Central American 
capital with capital in the industrialized 
economies in an effort to broaden markets and 
develop more complex productive processes.

Thirdly, it is possible to selectively 
encourage new export lines, particularly on the 
basis of exploitation of the region’s natural 
resources. Products which show promise and 
which, in addition, are capable of being 
integrated into secondary activities include 
vegetables, citrus fruits, tropical fruit, hard 
fibres, pharmaceutical products, forestry and 
wood products, and seafood, including shrimp 
farming. In addition, subcontracting is a 
potential source of productive work as well as of 
foreign exchange.

Fourthly, the potential for expanding and 
diversifying the manufacturing sector is far from 
exhausted. On the contrary, as a result of the 
abnormal way in which the Central American
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Common Market has been operating in recent 
years, there is a backlog of projects whose 
viability depends on an improved climate for 
intra-regional co-operation, not only in order to 
supply demand on the subregional market, but 
also to penetrate outside markets, including of 
course the other Latin American countries. In 
this respect, mention should be made of the fact 
that Central America has already achieved a 
certain amount of success in transforming 
integration into a platform for extra-regional 
exports of manufactured goods (EC LA C , 1983b). 
In other words, today as in the past, import 
substitution under reasonable conditions of 
efficiency represents a means of enlarging the 
margin of action available to economic policy as 
well as of diversifying and increasing  
production.

Finally, the region possesses potential for 
expanding its tertiary activities, including 
transport, tourism and financial services. The 
last of these may be of particular importance in 
restoring form er levels of saving and 
investment, which will need to be tapped by 
more flexible and innovative instruments than 
those which exist at present.

To sum up, and by way of an initial 
conclusion, it is possible to assert that the region 
possesses a human and natural resource base 
capable of permitting the sustained expansion of 
production. The central task will be to create the 
necessary institutions and forms of organization 
to take full advantage of this potential.

3. R equ irem en ts  o f  a po licy  o f
reactivation  an d  d ev e lop m en t

In the present climate of uncertainty and of 
sharp turnarounds in the international economy, 
and under the heavy burden of the accumulated 
lags described above, any policy of reactivation 
and development involves a set of minimum 
requirements which include pragm atism , 
selectiveness, austerity, efficiency and the search 
for means of satisfying the minimum  
requirements of those groups which constitute 
the majority of the population.

a) P ragm atism

One of the main problems which arises 
when formulating an economic policy is the

uncertainty which largely stems from factors 
outside the control of the governments of the 
region. Reference has already been made to the 
doubts which have arisen as to the future 
evolution of the international economy, the 
changes which the industrialized economies 
must face, or the results of the policies being 
implemented in some of the main industrialized 
countries. It is not yet known what influence 
these factors could have in the countries of 
Central America, nor is there any clear 
perception of what the final outcome of the 
grave political and social tensions present in 
some countries of the subregion will be.

The foregoing means that the economic 
policy of the Central American countries must be 
designed and applied with flexibility and realism 
so that it can be progressively adapted and 
adjusted to changing, unpredictable and basically 
unprecedented circumstances. This pragmatism  
will take various forms. First of all, flexibility 
and effective responses imply some degree of 
break with the past, because traditionally 
policies have tended to react passively or with 
considerable delay to the vicissitudes of the 
international economy. Today, in view of the 
risk that what we are facing is not so much a 
recessive cycle as a structural change in the world 
economy, it will be necessary to build a response 
capacity which will make it possible to take 
advantage of even the slightest opportunities 
and reduce as far as possible the factors limiting 
the development of the countries of the 
subregion: aspects which have particularly 
important repercussions as regards the role 
corresponding to the State,

Secondly, notwithstanding the increasing 
conceptual polarization which prevails as 
regards the way in which economic development 
should be tackled, the pragmatic approach must, 
by definition, be anti-doctrinaire. This is not the 
moment to be trying out particular economic 
doctrines, as recent experience in Latin America 
has shown so eloquently. It is far more 
important to break with historical stereotypes: 
those governments which desire to give a 
leading role to the State cannot afford to refuse 
to provide incentives and their full support for 
private investment, nor should those which 
place their confidence in the market as the ideal 
resource allocation mechanism be scared of
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assigning a more active role to the State. In other 
words, what present circumstances require is a 
search for the happy medium between extreme 
propositions for economic policy management 
(for exam p le, betw een "lib e ra liz a tio n "  
strategies and "inward-looking" strategies; 
between "distribution" and "growth”; between 
governmental and private action; between the 
application of policies in the financial field and 
in the real economy), as well as an innovative 
mixture of these. For example, there is no reason 
why a government should not return inefficient 
public enterprises to the private sector while 
simultaneously increasing the tax burden so as to 
tap greater funds in order to provide the 
population with basic services, or introduce 
agrarian reform designed to create a larger 
number of small agricultural entrepreneurs, 
while simultaneously encouraging saving and 
private investment by granting tax incentives.

Thirdly, in view of the changing condition in 
the international economy, economic policies 
will need to take these new circumstances into 
account. It will be necessary to become reconciled 
to the fact that the era of fixed exchange rates 
and stable interest rates has given way to quite 
different systems, making it necessary for the 
application of those policies in Central America 
to be flexible and consistent with the aims 
pursued.

Fourthly, and precisely as one means of 
adjusting the application of economic policy to 
changing circumstances, it will be necessary to 
cease insisting on universal approaches in favour 
of more pragmatic criteria of limited scope, 
designed to solve critical problems associated 
with reactivation and development, rather than 
to be a general panacea. This in no way means 
abandoning overall guidelines for efforts to 
achieve the aforementioned objectives, but it 
does involve placing greater reliance than in the 
past on a selective method of trial and error, as a 
means of advancing towards reactivation and 
adjusting economic policy as circumstances 
require.

b) Selectiv en ess

It will not be sufficient for the policy of 
reactivation and development to be applied 
pragmatically; it will also need to be selective.

This concept too is many-sided. For example, the 
disarray in the international economy means 
that it is just as risky to direct the whole of 
economic policy towards encouraging dynamic 
insertion into world trade as it would be to adopt 
a policy which would make it impossible to take 
advantage of this trade. Economic policy should 
be sufficiently flexible and selective to be able to 
adjust to changing circumstances on external 
and domestic markets. Thus, contrary to what is 
generally assumed, the greatest threat nowadays 
to the efficiency of Central American industry is 
not so much exaggeratedly high tariff protection 
as the high levels of idle capacity which exist as a 
result of the fall in overall demand in each 
country and the barriers to intra-regional trade. 
Consequently, export promotion measures 
should not be adopted at the expense of 
destroying the hard-earned achievements of 
recent decades, but rather by selective and 
gradual application, in order that those articles 
with greatest potential access to international 
markets receive special incentives, while 
existing industry and a number of new activities 
may develop within a framework of reasonable 
protection in order to substitute imports.

In the same line of ideas, economic policy in 
general, and public expenditure policy in 
particular, will need to be applied in a far more 
selective fashion than in the past, in keeping 
with the aims chosen. For example, it would be 
preferable to completely eliminate low-priority 
programmes from the national budgets rather 
than to cut all budget items by a fixed percentage. 
The same selectiveness could be applied to 
credit, fiscal and tariff policy.

Finally, given the prevailing lack of 
confidence among the main economic agents, it 
would be unwise to leave reactivation policies at 
the mercy of the evolution of the international 
economy and solely dependent on the interplay 
of market forces. Thus, for example, in view of 
the acute shortage of foreign exchange affecting 
all the subregion’s economies, it would be quite 
inappropriate to simply rely upon the interplay 
of supply and demand for foreign exchange as a 
means of setting exchange parity, especially 
since repressed needs and speculative pressures 
tend to value "hard" currencies above the level 
they deserve. Similarly, it would be equally risky 
to rely solely on administrative controls and
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excessive centralization in the application of 
economic policy as a means of tackling 
maladjustments of external and of domestic 
origin.

c) A usterity

The widespread depression in Central 
America has been reflected in a number of 
restrictions associated with the need to reduce 
imports and ultimately levels of economic 
activity. The resulting austerity has by no means 
had an equal impact on the different strata of the 
population, however. The shortage of foreign 
exchange, the need to mobilize domestic saving 
in view of the restrictions on external financing, 
and the need to satisfy the most basic needs of 
the population make it necessary to ensure much 
more selective and careful use of the resources 
generated by exports and, in general, to follow a 
pattern of expenditure which closely respects 
priorities. In short, the new economic 
circumstances mean that the structures of 
expenditure and saving must also be adapted to 
them, and this should be reflected in austerity 
consumption patterns in both the private and 
public sectors.

This austerity should have a dual aim: to save 
foreign exchange through the reduction of 
consumption of non-essential goods and services 
which are either imported or have a high 
imported content, and to increase the coefficient 
of saving. As regards the first of these aspects, 
the countries of the region must use the foreign 
exchange they manage to obtain from their 
exports with the greatest care and strictest 
selectivity, which will involve, among other 
features, realistic exchange rates. As regards 
consum ption, governm ents will need to 
discourage the consumption of non-essential 
goods and services of external origin, while they 
should take maximum advantage of national and 
subregional potential for supplying demand. 
Setting a high value on thrift rather than 
extravagance could be reflected in a different life 
style from that of the past, particularly among 
the middle- and high-income groups of Central 
American societies. There is of course no 
question of further lowering the living standards 
of the majority of the population who already 
live on the threshold of poverty. On the contrary,

the reactivation policy also involves an effort at 
redistribution which among other features, 
should provide greater support for the 
satisfaction of the population’s basic needs.

As regards investment, everything points to 
the desirability of looking once again at the 
possibilities of using more labour-intensive 
technlogies, not only because of the pressing 
need to create jobs, but also because of the need 
to reduce the imported component in new fixed 
capital.

Improving the selective utilization of the 
foreign exchange generated by exports means 
that the governments of the subregion must do 
their utmost to rationalize public expenditure 
and reorient it towards truly essential activities. 
The foregoing assumes particular importance 
because, on the one hand, the persistence of the 
international crisis and other factors of a 
domestic nature foreshadow the intensification 
of social pressures on governments and, on the 
other hand, the markedly open nature of the 
Central American economies imposes strict 
limits on the deficit financing of public 
expenditure because of its inflationary impact 
and its repercussions on the balance of 
payments. In this respect, it will be necessary to 
suppress luxury or non-essential expenditure 
and to seek to advance in the political détente of 
the region, so as to be able to transfer part of the 
resources now devoted to military purposes to 
the promotion of development.

Furthermore, public expenditure itself could 
help to reduce the external imbalance if, in 
selecting investments, preference is given to 
projects which require a high proportion of 
national or subregional imports. At all events, 
the public sector will have to increase its 
procurement of revenue in line with its 
expenditure, in order to prevent financial 
deficits from contributing to inflationary 
demand for imported goods.

d ) Efficiency

Another basic requirement of a reactivation 
policy is that it should defend growth based on 
increased efficiency and productivity. In the 
present circumstances, improving efficiency is 
absolutely essential, both from the macro and 
micro economic point of view, in order to
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increase the multiplier effects of savings and 
investments, to substitute imports on reasonably 
competitive terms, or to maintain and expand 
exports to international markets. It is the duty of 
the State to improve the efficiency of those 
services which it provides and to encourage the 
improvement of the productivity of enterprises 
through fiscal and credit measures.

A significant increase in efficiency and 
employment in the subregion can be achieved 
without having to resort to imports of capital 
goods, by making full use of the existing installed 
capacity. There is considerable idle capacity, 
above all in almost all branches of the 
manufacturing sector. There is also ample room 
for considerably increasing the productivity per 
hectare in the case of most agricultural products, 
even those where the countries have had the 
greatest success with their exports.

e) R educing p overty

If it did not prove possible to bring about any 
significant reduction in extreme poverty even 
during the thirty years of dynamic expansion of 
the Central American economies (although 
broad sections of the population were integrated 
into modern economic activity during that time) 
it is inevitable that the situation should grow 
worse as the economic crisis persists, since there 
is a direct interrelation between levels of 
employment and marginality. In recent years, 
open unemployment and underemployment 
have increased, and unless some way of avoiding 
this is found, this tendency will be aggravated in 
the future, in view of the rapid rate of growth of 
the economically active population.

Unless the State takes clear measures in 
favour of the masses, the depressive effects of 
the crisis — and of the austerity policies 
accompanying it— will tend to have a 
disproportionately severe impact on these 
groups, which are the least well organized to 
defend th em selves, and am ong o th er  
consequences, this will bring about a widening of 
the gulf between the governing and the 
governed.

The spread of absolute poverty is 
unacceptable from any point of view. However, a 
policy aimed at satisfying the basic needs of the 
masses is hard to implement even in times of

rapid economic expansion, and still more 
difficult to achieve at times of severe restrictions, 
including those affecting public finances. At all 
events, the elimination of poverty is an essential 
part of the development approach which is 
called for. Without it, all efforts to overcome the 
crisis would be meaningless, since the spread of 
social discontent could make social tensions 
unmanageable and make it impossible to retain 
savings and thereby revive the process of 
investment and development.

It is necessary to find some way of satisfying 
the basic needs of the populations which 
involves a relatively low imported component, 
in order to keep within the foreign exchange 
restrictions. At all events, and quite apart from 
considerations of equity, the political crisis in 
many countries of Central America has reached 
the point at which it is absolutely indispensable 
to restore a minimum of peaceful understanding 
among the population. If this is not done, then 
the social instability will inevitably be 
transformed into economic instability by 
paralyzing, for example, the process of capital 
formation and leading to a kind of State- 
dominated expenditure which would be of little 
help in expanding productive activities.

4. T h e ro le  o f  in tra -reg ion a l 
co -op era tion

Beyond any doubt, intra-regional co-operation 
offers the best possibility of loosening the 
constraints imposed by the external sector on 
the Central American economies, in line with 
the need to establish bases for reactivation and 
development set forth in this article. Today, 
more than ever, it is necessary to press on with 
the programme which was begun in Central 
America nearly thirty years ago and which has 
borne such valuable fruits and experience. It is 
necessary to do so not only in order to take 
advantage of the more dynamic impulses which 
could be expected from domestic demand 
(understood on a subregional basis) but also in 
order to face up jointly to certain specific 
features of the subregion's relations with the rest 
of the world. This aspect has been dealt with on a 
number of occasions in ECLAC documents, but it 
acquires fresh interest in the present 
circumstances.
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The aim would be, through intra-Central 
American co-operation, to increase the scanty 
room for action available to each of the 
individual countries of the subregion, in order to 
thus lessen the effects of the depression of the 
external sector. In the short term, the only 
effective way of expanding local demand seems 
to be that connected with co-operative efforts at 
the subregional level. There is nothing new 
about such a procedure, since as long ago as in 
the 1950s it was successfully put into practice in 
order to overcome the same obstacle, namely, 
the bottleneck to growth constituted by 
international demand. Now, however, it would 
be adopted in a different situation. If it were 
possible to increase intra-regional trade to the 
maximum, this would make an effective 
contribution to economic reactivation by making 
maximum use of installed capacity, reducing the 
influence of the adverse effects of external sector 
phenomena, increasing efficiency — both for 
im port substitution and for improving  
competitiveness on international markets—  and 
even taking joint advantage of the opportunities 
which the international market may continue to 
offer.

In recent years all of this has been hindered 
by the barriers standing in the way of intra- 
regional trade. It would be unrealistic to defend 
unrestricted free trade which did not take 
account of the greater or lesser importance of the 
goods being traded, but it would be desirable at 
all events to keep restrictions to the minimum 
and even to adopt mechanisms to give 
preference to reciprocal trade over similar trade 
flows with third countries. In this way alone 
could optimum use be made of the installed 
capacity of the subregion, while even perhaps 
also promoting some new activities based on 
subregional demand. For this purpose, the 
countries would need to adopt new procedures 
for financing the intra-Central American trade 
debit balances, to do away with certain 
restrictions at present resulting from the 
exchange controls adopted, and, in general 
terms, to give essentially the same treatment to 
products originating from any other Central 
American country as to those produced 
domestically. There is no shortage of concrete 
ideas in the subregion for bringing this about.

Furthermore, as already noted, regional co
operation is the best way of improving the use 
made of the opportunities offered by the 
international economy, both in order to increase 
exports — on the basis, for example, of common 
marketing systems—  and in order to obtain 
additional external financing for projects and 
initiatives which are of interest to all. The 
strengthening of the Central American Bank for 
Economic Integration and of the machinery 
available through the Central Am erican  
Monetary Council are examples of some 
measures which would give real force to this 
latter idea. It should be remembered that lack of 
intra-regional co-ordination in such a vital area 
as external financing not only has a high 
opportunity cost — if the possibilities for joint 
mobilization of a flow of resources which could 
not be obtained through individual negotiations 
are lost—  but also represents a risk for the 
survival of intra-Central American co-operation. 
It has been noted that various actors on the 
international scene seem to be interested in 
providing co-operation to the Central American 
countries on a selective basis, with the exclusion 
of one or more countries from  their 
programmes. In this respect, external co
operation would tend to separate the Central 
American countries rather than uniting them.

Making intra-regional co-operation one of 
the pillars of reactivation and development will 
call, in the first instance, for the simple 
preservation of the degree of economic 
interdependence already reached, while 
subsequently promoting joint action to correct 
or relieve common problems. There would be no 
question, of course, of seeking to promote 
instant integration of the economies of the 
region or co-operation in every single one of 
their activities. W hat would be sought for would 
be rather to make integration a useful 
instrument for tackling the reactivation of each 
country. Thus, for example, tariff policy — which 
has traditionally been the subject of joint 
action—  could play a key role in the application 
of a more selective and flexible system, 
simultaneously ensuring both protection of 
existing industrial plants and the promotion of 
exports. In addition, although there is no 
question of establishing regional commitments
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which restrict each country’s possibility to 
formulate its own exchange policies, it is clear 
that the existence of the common market will 
call for a minimum of co-ordination in this 
sphere, which will further facilitate the adoption 
of decisions to meet the needs of reactivation.

The schedule of integration activities over 
the next two years will need to incorporate 
measures which, while preserving the economic 
interdependence already achieved between the 
countries of the subregion, will facilitate the 
adoption of policies linked to the programme 
under discussion. Noteworthy among these 
issues are: i) the continuation and perhaps 
intensification of joint action vis-a-vis the 
international financial community in order to 
mobilize external funds so as to provide foreign 
exch an g e liquidity for those regional 
mechanisms which ensure the fluidity of intra- 
regional trade; ii) increasing the flow of external 
f u n d s  f o r  i n d u s t r i a l  r e a c t i v a t o n ;  
iii) tran sfo rm in g  the C en tral A m erican  
common tariff into an instrument of the 
reactivation and development policy, taking 
advantage of the recent signing of the agreement 
on the Central American Tariff and Customs 
R ég im e;11 iv) stim ulating joint action to 
improve the access of Central American 
products to the markets of third countries;
v) drawing up partial agreements, in co
ordination with other countries in Latin 
America, so as to harmonize the steps towards 
Central American integration with the need to 
expand the geographical area of this integration;
vi) coming to grips with the specific problem of 
those countries which do not reap the full 
benefits of intra-ragional trade, by devising 
means for allowing Nicaragua’s exports to the 
rest of the region to increase as well as for the 
gradual and progressive incorporation of 
Honduras into the multilateral integration 
commitments; vii) carrying out joint projects of 
m u ltin a tio n a l  i n t e r e s t ,  su ch  as th e  
interconnection of electricity systems and co
operation in the exploitation of marine 
resources and, viii) strengthening the Central

’ 'Signed in Guatemala on 14 Decem ber 1984 by the 
governments o f Costa R ica and El Salvador, and on 27 December 
1984 by the governm ents of Guatemala and Nicaragua.

American integration institutions so that they 
can help to carry out the activities in question.

5. T h e  p o litica l expression  
o f  d ev e lo p m en t an d  th e  role  

o f  th e  State

Although this article has focused on the role of 
economic policy — and by implication, on that of 
economists—  in reactivation and development, 
it is clear that this is not the exclusive preserve, 
or even the main one, of economists. The 
transformations inherent in any development 
process affect all areas of national life (and all of 
the social science disciplines) and it is hardly 
possible to design programmes of reactivation 
and developm ent without incorporating  
considerations of a social and political nature. 
Thus, should it not prove possible to overcome 
the persistent tension in a number of Central 
American countries, it would be pointless to 
consider reactivating their economies. In other 
words, it is necessary to adopt a multidisciplinary 
approach to development so that economics can 
incorporate such issues as participation, political 
interaction, the role of the various economic 
agents and democratization.

T h is  d o e s  n o t m e a n  th a t  th e  
multidisciplinary approach must be adopted in 
all activities connected with the development 
effort. The formulation of economic policy 
proposals remains principally the task of 
economists, the study of political interaction that 
of political scientists, and research into social 
stratification that of sociologists. Nevertheless, 
there will be numerous areas of contact and 
overlapping between economic, political and 
social facto rs, and a reactivation  and 
development programme will consequently 
need to tackle at least some of the non-economic 
factors present in the region, as already indicated 
in this article.

This is no place to develop this issue in 
depth. Nevertheless, it is necessary to make a 
few remarks concerning the role which the State 
could play, merely in order to provide an 
illustration of the complex interrelations 
between economic and non-economic factors in 
this great task facing the Central American 
governm ents and peoples. Why should 
particular attention be devoted to the role of the
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State? Firstly, because this article is intended 
essentially for the region’s governments, and it 
would be incomplete if it failed to examine the 
role incumbent upon them in reactivation and 
development. Secondly, the issue is highly 
controversial — som etim es with marked 
ideological overtones—  and deserves both broad 
debate and deeper subsequent research. Finally, 
irrespective of the ideological and conceptual 
framework surrounding the issue, each of the 
generic functions carried out by any State  
— preserving order, defending sovereignty and 
ensuring the well-being of the population—  is 
reflected in the central preoccupations 
underlying this article, such as how to overcome 
the social and political tension in the region, to 
reduce the marked influence exerted by 
phenomena of external origin on all aspects of 
national activity, and to reactivate the 
economies. The issue is thus clearly of 
considerable importance.

Nevertheless, the role played by the State 
may vary considerably in detail from one country 
to the next, or within a single country at 
different periods of time, depending upon the 
existing institutional and political organizaton, 
historical and cultural tradition, the result of 
political interaction and a number of diverse 
circumstances.

This question also involves ethical and 
philosophical considerations (for example, if it 
is accepted that the State plays a leading role, is it 
entitled to use any means, including force, to 
influence events? W hat bounds are to be set to 
the procedures which the State may adopt to 
achieve this end?). These problems are all clearly 
evident in present day Central America, in view 
of the heterogeneity of the situations existing in 
the region.

In a number of countries the power of the 
State is perceived as the result of permanent 
tensions between different agents within 
society, with its bounds being set by other 
centres of power and by the rule of law. In other 
countries, there is a tendency to endow the State 
with a hegemonic (but not necessarily absolute) 
role, in certain cases as the representative of 
particular sectors of society. It is consequently 
impossible to define a single formula, applicable 
to each and every one of the countries, regarding 
the precise role which the State should assume in

the process of reactivation and development, 
that is to say, with regard to its generic role as 
guardian of the population’s well-being. Indeed, 
the very same criteria applicable to reactivation 
policy, as referred to earlier (pragmatism, 
selectiveness, efficiency and austerity), are 
relevant to defining both this role and the 
relations of the State with the other economic 
agents in society. In addition to these criteria, it 
is necessary to take full account of the 
heterogeneity of situations and to ensure that 
there is capacity to adjust the role of the State to 
changing circumstances.

Thirty years of Central American experience 
would seem to indicate that there is no universal 
rule to permit an ex  an te  definition of the degree 
of State intervention desirable for maximizing 
the population's well-being. It has to be 
acknowledged that the performance of the State 
during this period has not always been 
satisfactory, as is illustrated by the cases of a 
number of public enterprises or official 
industrial development institutions. The fact 
that a number of these enterprises have been 
victims of bureaucratization, sinecures, and even 
occasionally corruption and ineptitude in their 
administration, should not automatically lead to 
the conclusion that they are perforce inefficient. 
Nevertheless, it has to be acknowledged that the 
fashionable trend during these thirty postwar 
years towards the systematic expansion of the 
scope and depth of State action has not always 
proved intrinsically desirable, and in general the 
State’s activities should have to meet the same 
requirem ents of efficiency, honesty and 
flexibility as those of other economic agents. On 
the other hand, it would be equally wrong to 
conclude from this performance that the State 
must withdraw from playing a major role in 
development, and instead rely on the market as 
the sole arbitrator of this process.

It would be more consistent with Central 
American circumstances to accept that the 
degree of State intervention in the economy or 
the influence allowed market forces should 
depend on the prevailing conditions in each 
country. Basically, apart from the family and the 
home, the two most important organizational 
institutions in the world are the market and the 
State (Lindblom, 1977, p. II). For this reason, 
once the necessary presence of both these
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"organizational institutions" in any political 
system — including socialist economies—  has 
been acknowledged, the greatest distinction 
between one government and the next lies in the 
degree to which the market replaces the 
government or to which the government 
replaces the market (Lindblom, 1977, p. IX ).

One way of perceiving the role played by the 
State, then, would involve observing the tense 
and dynamic relationship between the two 
organizational institutions — the market and the 
State—  described above: tense because they are 
constantly face to face, each sounding out the 
limits of the other; dynamic because changing 
circumstances lead to modifications in the 
relative weight of each, as well as to changes in 
their interrelationships. For this reason, during 
periods of intense change such as those which 
Latin America is experiencing at the present 
time it is unavoidable that both the role of the 
State and that of the market will also undergo 
changes. Both interact with one another in a 
creative state of tension.

Once this approach has been accepted, it is 
neither possible nor necessary to put forward a 
universal rule for the role which the State ought 
to play in a region containing situations so 
diverse as those in Central America. There 
would be no point in abstractly proclaiming 
either a hegemonic role for the State or the 
universal virtue of the market. The relative 
share of each of them in the evolution of events 
will depend on the dynamics of the development 
process itself as well as on the prevailing 
circumstances in each country.

However, if the features of the present 
situation are scrutinized it is apparent that the 
public sector possesses room for action which it 
should use not only to soften the harmful impact 
of the crisis, but also to orientate the effects of 
the crisis in a constructive direction. For 
example, the shortage of foreign exchange 
requires the establishment of an order of priority 
for the different importing sectors and means, 
moreover, that income from exports should be 
specifically devoted to essential imports. In 
addition, present circumstances require a major 
effort directed at exports. It seems logical that 
the central banks and the offices responsible for 
external trade should assume responsibility for

these functions. At ail events, the obligation to 
rationalize the use of foreign exchange requires 
greater State intervention than is required under 
normal circumstances of external relations.

Moreover, the shortage of foreign exchange 
leads to conflicts of interest and, consequently, 
pressures from the various groups of importers 
and exporters. The clashes which invariably 
arise as a result of these situations can only be 
solved through the arbitration of a higher 
authority. In this respect, regardless of the 
combination of exchange, credit or fiscal 
formulae adopted in order to face the crisis, the 
shortage of resources automatically intensifies 
the struggle between the interest groups and 
thereby opens up — as a result of the 
fragmentation of demands—  a broader area for 
public-sector intervention.

Another qualitative change in the role 
played by the public sector springs from its 
lesseer dependence on international trade as a 
direct source of tax income. The decisive role 
which exports have played in the past has led to 
taxes on external trade being of considerable 
weight in public-sector income, but this situation 
will change as the external depression restricts 
the possibilities for exports and, as a 
counterpart, those for imports. Consequently, 
financial problems will arise until new domestic 
sources of taxation can be found, but, 
simultaneously, the State will become less 
vulnerable to specific pressure groups.

These considerations all illustrate the way in 
which the prevailing situation affects the role of 
the State, regardless of the conceptual and 
ideological framework of each Central American 
society. Naturally the exact nature and scope of 
its responsibilities will vary from one country to 
the next as circumstances dictate in each country, 
as a result of the interaction between the State 
and the other economic agents. In this respect, 
the execution of its activities by the State in the 
manner described would be the natural 
counterpart of the pragmatic approach put 
forward earlier with respect to the management 
of economic policy, with less emphasis on global 
and universal frameworks, but instead selective 
methods involving a process of trial and error in 
order to achieve given development aims.
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Thoughts on 
industrialization, 
linkage 
and growth
Joint ECLAC/UNIDO 
Industrial
Development Division

T h is  article discusses som e issues w hich ought to be 
taken into consideration in the preparation of a new 
industrialization strategy that will m ake it possible 
to deal w ith internal disequilibria and face up to the 
predictable international situation in the com ing 
years. T h e  first section expounds the concept o f 
linkage, w hich is regarded as the m ost significant o f 
the attributes d ifferentiating  the productive and 
social structures o f the advanced countries from  
those of the countries o f the Latin  A m erican region. 
In  the form er, the ch aracteristic feature is organic 
and interdependent grow th of the various parts o f 
the industrial com plex, and in the latter, a 
transplantation o f fragm ents o f that structure w hich 
leaves in extern al hands com plem entary aspects o f 
crucial im portance for the functioning o f the whole.

In  the second part a definition is given of the 
concept o f "nucleus of technological dynam ization" 
w hich com prises a positive valuation, by those 
exercising leadership, of the national significance of 
filling  internal gaps and o f prom oting firm ly-based 
insertion  in the world econom y; a modus operandi 
characterized by fluid com m unication and linkage 
betw een the various agents and sectors; and a 
generalized social attitude o f esteem  for creative 
activity and for the en trepreneurial function.

In the third section exam ples from  countries in 
o th er regions are adduced to show that there is no 
such thing  as a contradiction betw een im port 
substitution and exports. All the countries that have 
been successful in their industrialization have made 
com plem entary use o f both, but what has been 
peculiar to Latin  A m erica in the itnport-substitution 
process has been the lack o f creativity.

O th er aspects are next explored which would be 
o f help in form ing a strategy, such as the dichotomy 
betw een State  and m arket, and the supposed 
leadership of the services and com m unication sector, 
and the article concludes w ith som e general 
observations on the need to revivify industrialization 
strategy in order to overcom e the debt crisis.

CEPAL REVIEW N o. 28
Introduction

In the coming years the countries of Latin 
America will have to face, in ter  a lia , the 
challenges posed by the imperative need to 
gradually resolve the disequilibria in the 
structure of domestic production, as well as the 
accumulation of social needs that were shelved 
during the preceding period of rapid growth and 
are now beginning to clamour for attention; by 
the change of sign in the external financing 
situation, which used to be a source of stimulus 
and support for growth and which has become, 
at least over the short and medium term, a factor 
of inhibition and an obstacle to internal 
economic growth; and by the industrial and 
technological restructuration in the advanced 
countries which in some sectors could radically 
reduce the possibilities of international 
competition open to the production of the 
various Latin American countries. On these 
three spheres the topic of industrialization has a 
direct bearing.

Latin America’s particular development and 
industrialization pattern is to a large extent a 
legacy of the great crisis of the 1930s. There 
seem to be no grounds for assuming that this 
pattern could persist during the present crisis 
without undergoing structural modifications. 
Rather is it urgently necessary to seek a new 
industrialization strategy which will make it 
possible to cope with internal imbalances and 
take a clear-sighted view of the predictable 
international situation in the coming years. 
Something will next be said on the subject of 
linkage between sectors, agents and markets, 
which is considered of key importance for 
reflection upon strategical adjustments in Latin 
American development.



50 CEPAL REVIEW No. 28 / April 1986

I 

Industrialization patterns and 
concept of linkage

The concept of linkage (like its opposite, 
delinking) serves to characterize both the 
structure of national production systems and its 
side-effects in the social, spatial and even 
cultural spheres. This concept is perhaps the 
most significant of the attributes that 
differentiate the productive and social structures 
of the advanced countries from those of the 
countries of the Latin American region.

From  the standpoint of their gestation, 
linked structures reflect the transformations 
initially undergone by agricultural production 
processes, and based, in the first stage, on 
biological and organizational changes that made 
it possible to generate surpluses against which 
the process of industrialization was begun. This 
industrialization process was characterized by its 
functionality in relation both to the demands of 
subsequent agricultural expansion — in a phase 
when inputs and equipment of industrial origin 
came to play a role of growing importance in 
productivity increments—  and to the demand 
for simple consumer goods that can be mass 
produced, resulting from the population’s 
enjoyment of a sufficiently large share in the 
increase in income which the dynamics in 
question generates. The technological path 
chosen — which was different and specific in 
every case of linked development and consistent 
with the relative scarcities of national 
resources—  enabled agricultural and industrial 
demand to reinforce each other. It started, in the 
pre-industrial phase, with simple and relatively 
low-cost innovations, which were susceptible of 
incorporation by the great majority of producers, 
and which gradually became more complex as 
industrial development allowed them to do so, 
thanks both to the supply of inputs and 
equipment and to the growth and expansion of 
diversified demand for consumer goods.

The dynamic effect of this creation of 
reciprocal demands was not confined to the 
sphere of relations between agriculture and

industry, but was extended to relations between 
different branches of industry (consumer goods- 
capital goods), different types and sizes of 
production units (large firm-medium-sized and 
small firm) and different regions, giving rise to a 
process of relative homogenization of levels of 
productivity in all the above-mentioned spheres, 
allowance being made for the disparities 
necessarily created by the technological 
leadership that certain firms or branches of 
production exercised.

In by far the majority of cases, the evolution 
of these linkage processes called for greater 
flexibility of social structures and radical changes 
in the State-civil society relationship, such as 
those generated by the Puritan revolution in 
England, the French Revolution, enlightened 
despotism in the Netherlands, the Civil W ar in 
the United States and the restoration of the 
Meiji Empire.

In contrast to these processes of gradual 
linkage characteristic of the advanced countries, 
the countries of Latin America are witnessing a 
dynamic movement wtyich bears the stamp of 
the basic structural matrix forged during the 
colonial period; the impact of this was felt, above 
all, in the critical phase when relations between 
agriculture and industry were shaped and the 
domestic markets were formed and developed. 
The mining enclaves and the hacien da  and 
plantation structures superimposed in many 
instances on peasant communities of a different 
origin gave rise to patterns of demand, both for 
consumer goods and for equipment, which were 
incapable of encouraging mass production of 
simple standardizable goods; they inhibited, 
along with these, the creation of a "virtuous 
circle” of agro-rural and urban-industrial 
demand comparable with that described by the 
advanced countries. The technologivcal path 
adopted in modernization processes accentuated 
the original bimodality of the structures of 
production and was influential in the passive
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assimilation of options gestated in other 
contexts and divorced from what the relative 
shortage of national resources would have made 
advisable. In this way the multiplier effects of 
demand were diverted out of the region or 
conditions were created for a form of 
industrialization designed to meet the needs 
engen d ered  by p rem atu re  adoption of 
consumption patterns proper to advanced 
countries with no such possibility as existed 
there that they might spread to the great 
majority of the population. The organic and

interdependent growth of the different parts of 
the industrial complex, which had taken place in 
the advanced countries, under the spur of the 
market in some (cases of "modernization from 
below”) or under the guidance of the State in 
others (situations of "modernization from 
above”), was replaced in the Latin American 
region by transplantation of fragments of that 
structure, while complementary aspects which 
proved of crucial importance for the functioning 
of the whole were left in outside hands.

II

The concept of an endogenous nucleus 
of technological dynamization

As has been said before, growth is not sufficient 
in itself to breed creative capacity, and Latin 
America can produce plenty of concrete 
examples to bear this out. One of the 
predominant features of industrialization in 
Latin America has been, in countries with 
different characteristics, its rapid growth since 
the Second World W ar, and at the same time, as 
a trait complementary to this growth, it is 
precisely the lack of creative capacity that may be 
mentioned, albeit certain spheres of relative 
excellence have existed in most of the countries 
(Katz, 1980).

It may well be asked, then, what are the other 
conditions required to ensure the development 
of the inventive spirit, since it can be seen that 
growth is not enough. To start with, there is the 
fact that creation is a complex process in which a 
wide variety of agents and motivations take part 
— large industrial plants linked with small and 
medium-sized ones, institutes of technology, 
institutes of basic science, organizations that 
train skilled personnel at the various levels, the 
mass communication media and the Ministries 
and central agencies which define policies and 
norms— , and for which the interaction of these 
agents and motivations is decisive. Accordingly,

it may be inferred that among the factors which 
can help to develop or to frustrate this activity an 
important role should be played by the type of 
relations established between the various agents 
of economic activity and between the individuals 
participating in each of the said activities and the 
place of work in question. Consequently, 
creation would also be influenced by the pattern 
of labour relations within each of these agencies 
or entities and the nature of the relations 
established between those various activities. It is 
highly unlikely that an industrial model which 
derives its impulse from subsidiaries of firms 
whose centres of gravity are located in other 
countries will unleash an internal creative 
process because such a thing is not functional, 
generally speaking, for those firms’ long-term  
expansion strategy. N or has a development 
model essentially based on the mere export of 
natural resources any need for creative activity to 
be developed either by individuals or by producer 
enterprises. In addition, therefore, to the nature 
of the agents and the relations established 
between and within them, another important 
explanatory factor of creation is the structure of 
production through which economic activity is 
given concrete expression.
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Outstanding among the various factors that 
affect the process of creation is the degree of 
decentralization of economic life. One of the 
major conditions would seem to be that the 
interacting units should have a wide enough 
margin of autonomy as regards fomenting the 
creative faculty both to take the offensive or 
assume the defensive with respect to 
innovations, and to encourage their inventors.

W hen communication, interaction and 
smooth linkage between these decision-making 
agents, institutions and levels are consolidated as 
an everyday practice on the national plane, it will 
signify the formation of what is defined 
hereinafter as an "endogenous nucleus of 
technological dynamism". If this concept is to be 
applicable in practice it must be broken down by 
its basic dimensions, namely:

a) Positive valuation, by those who exercise 
leadership, of the national significance of 
meeting internal needs and of promoting firmly- 
based in sertion  in a w orld econom y  
characterized by increasing transparency and 
intercommunication;

b) A m odus op eran d i characterized by 
smooth communication and linkage between the 
various economic and social agents and sectors 
which participate in the production of goods and 
services; and

c) A generalized social attitude oí esteem for 
creative activity and the entrepreneurial 
function, irrespective of the set-up as regards 
forms of ownership (which will be conditioned 
by the specificity of the historical processes that 
moulded the different societies concerned). This 
valuation of the creative faculty presupposes a 
spirit of great openness towards the rest of the 
world, both in relation to the learning process 
and the assimilation of knowledge generated 
outside the region, and with respect to the 
identification of those activities in which a 
country can attain levels of relative excellence 
that will enable it to generate the foreign 
exchange indispensable for purchasing the 
goods and services it requires, in conjunction 
with those locally produced, to meet its own 
needs. This systematic learning process implies 
an obsessive concern with the permanent 
training of the population, through educational 
media, specialized institutions, and the mass 
communication media, as well as an exhaustive

knowledge of local potentialities comprising 
both the natural resources available and the 
possibilities of modernizing the organizational 
patterns and the traditional techniques at the 
country’s disposal. Genuine modernization is 
that which enhances the wealth and potential of 
the patrimony inherited on the various planes: 
the legacy of the past, values and aptitudes, 
forms of organization and know-how associated 
with local sp ecificities. This kind of 
m o d e r n iz a tio n  p e r m its  in s e r t io n  in 
in tern ation al m arkets, because it adds 
intellectual value and efficiency to the 
production designs, processes, techniques and 
organizational patterns which already existed. 
Modernization which does not take the local 
common property into account and fosters the 
mere physical transplantation of objects could be 
described as spurious or window-dressing 
modernization, since it allows of the ephemeral 
reproduction of imported modernization, at a 
cost in foreign exchange that would be difficult 
to finance in the coming decade, but does little to 
spark off local innovation processes, without 
which participation in international markets 
becomes essentially precarious.

It is important to point out that in the 
foregoing description of the "endogenous 
nucleus of technological dynamization" no 
mention has been made of the size of markets or 
natural resource endowments. This is due to the 
conviction, corroborated by past experience, that 
there is no clear correlation connecting the 
dimensions of leadership and of economic and 
social linkage with size, much less with the 
endowment of natural resources. W hat has been 
said does not invalidate the importance of 
economies of scale and of concentration in 
specific activities, but seeks to underline how 
decisively important it is that the structure of 
productive activity, as a reflection of domestic 
creative effort, should be functional to specific 
national needs and potentialities. It is in this 
concrete sense that the term "endogenous” is 
applied.

The necessity of competing, reinforced by 
the limitations of domestic market size, and the 
learning process required, should inevitably be 
reflected in production profiles more specialized 
than those existing in advanced economies. The 
concept of "endogenous nucleus of technological
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dynamization" is favourable to the identification 
of lines of specialization and the creation, on the 
basis of these, of more and more closely-knit 
systems which strive to reach levels of 
international excellence in the various links that

make up the specialization chains. The 
particular development pattern of the industrial 
sector in the Latin American region is obviously 
at variance with this criterion of selection and 
specialization.

Ill

The false dilemma: import substitution 
strategies or export-oriented strategies

The assertion that Latin America would seem to 
have witnessed the failure of "im port- 
substitution strategies” and that it is expedient 
to enter upon the phase of "export-oriented 
strategies” is a simplification of the debate and 
of the economic reality, in connection with 
w h ose n o rm a tiv e  re p e rcu ss io n s  som e  
reservations should be formulated.1

The merits of industrial exports are 
indisputable: they promote economies of scale 
and growth; they strengthen the capacity of 
adaptation, through the technological learning 
process, in ter  a lia , to the changing conditions of 
the international economy; they help to improve 
the terms of trade; and, in a period marked by 
shortage of foreign exchange as a constraint on 
growth, they obviously acquire even more 
importance. What is less obvious is the mode of 
procedure whereby, starting from a situation 
characterized by the dearths and the assets 
accumulated in Latin America’s previous 
industrialization phase, the requirements can be 
met that empirically and theoretically condition 
the possibilities of international competition.

For this construct, which sets "import- 
substitution strategies” and "export-oriented 
strategies” against each other, as if they were 
mutually exclusive options, to be substantiated

1 It is no t only in Latin  A m erica  th a t th e  c r ite rio n  o f sim plic ity  
is app lied  in seek ing  econom ic o p tio n s ; th e  sam e  th in g  h a p p en s  in 
th e  advanced coun tries , w h ere  M an ch este rian  u top ias  com pete  
w ith  those  th a t a re  tu rn in g  Jap a n  in to  a pa rad ig m , and th is  reflects 
th e  pe rp lex ity  and th e  ex isten tia l need  b eh ind  th e  search  a llu ring  
fo rm u las  w hich  w ould m ake  it possib le  to su rm o u n t, no t only th e  
crisis in th e  real econom y, but also th e  crisis o f theo re tic a l th ink ing .

with a minimum of rigour, it would be necessary 
to show in the first place that import 
substitution has been a specific feature of 
industrialization in Latin America and that, in 
that sense, the region would seem to have 
diverged from the traditional industrialization 
route followed by the economies which are 
mature today or by other late-industrialization 
economies. Secondly, it would be necessary to 
prove that this potential specific feature has 
been the most important of the factors 
accounting for the unsatisfactory results 
achieved in such spheres as employment, income 
distribution, external vulnerability and the 
ab sen ce of au to n o m o u s te ch n o lo g ica l  
innovations (a determinant of the possibilities 
of competing on the international market). 
Thirdly, it would be necessary to demonstrate 
that those successful instances of late 
industrialization, particularly in South-East 
Asia, which are the tacit or explicit frame of 
reference for the recommendation in vogue 
today, are essentially attributable to an export 
vocation, and to relegate other economic, social, 
political and cultural factors which formed the 
context in which that industrialization was 
introduced — and in respect of which there are 
striking differences from Latin America's 
experience— to a marginal role in the 
explanation of the results obtained. Lastly, 
consideration would have to be given to the 
feasibility of a possible mass outflow of exports 
from the semi-industrialized countries in face of 
an international market which looks likely to be
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less dynamic than in the past. Attention is 
co n cen tra ted , how ever, on the factors  
mentioned above, inasmuch as internal 
requirements are deemed to play a bigger part 
than international demand conditions in 
determining the notable national differences in 
the capacity to export manufactures. To assume 
that the international market could have room  
for a large number of "Koreas” is an obvious 
fallacy, but that is not an argument which 
refutes, in relation to national cases, the generic 
thesis positing that import substitution should 
be shelved and that the economy should become 
export-oriented, i.e., the question which is at 
issue here. The experience of the past, real cases 
of recent date, and the theoretical baggage 
available, suggest that simple and precise 
answers to the foregoing problems could hardly 
be found. Accordingly, this proposition needs 
toning down, and to that end it must inevitably 
be p ostulated  that the com p lexity  of 
development strategies is such that simplified 
versions, which contrast the "virtues” of exports 
(frequently in association with the pre-eminence 
of market principles) with the "nefarious” 
connotation of import substitution (which 
would seem to reflect excessive intervention by 
the public sector) are an inadequate framework 
for thinking about strategy in the conditions 
currently prevailing in the regional and 
international economy.

Attention will next be devoted to certain 
aspects of the problem which are sometimes 
omitted or confused, with the result that the 
normative repercussions of the debate are 
distorted. In the first place, it should be pointed 
out that a basic feature of "export-oriented 
strategies” is their markedly industrial character, 
which finds expression both in the high growth 
rates of manufacturing output and in the speed 
with which changes take place in the structure of 
production under the leadership of the industrial 
sector. In countries like Japan, Korea and 
Taiwan average annual industrial growth rates 
in the 1950s and 1960s attained approximately 
15% , i.e., doubled that of the countries with the 
greatest industrial dynamism in our region 
(Brazil and Mexico). This explains the fact that 
the degree of industrialization of the Asian 
countries (measured by the share of the 
industrial product in the total product), which at

the beginning of the 1950s was lower than or 
comparable to that of the most industrialized 
Latin American countries, was significantly 
higher at the dawn of the 1970s and that, owing 
to the industrial setback experienced by Latin 
America in the early 1980s, this difference had 
been considerably accentuated by 1983, when the 
degree of industrialization in Japan, Korea and 
Taiwan exceeded 40% , whereas it reached 25%  
in the larger Latin American countries and 23%  
in the region as a whole.

The rapid growth of the industrial sector in 
the countries with an export vocation, linked to 
the internal learning process, set in motion the 
"vicious circle” of industrial growth, upswing in 
productivity and technical progress, and 
increasing participation in the world market for 
manufactures. It must be stressed that the part 
played in international markets cannot be 
understood unless account is taken of 
background material such as the industrial 
dynamism and technical progress of the 
structure of production in the countries 
concerned.

This last question is directly connected with 
another that has sometimes been the object of 
simplifications bordering on confusion. The 
terms "import substitution” and "home-market 
orientation” are often used indiscriminately, 
which gives the impression that the dynamizing 
effect of expansion of the domestic market is 
conditional upon the intensification of import 
substitution, whence the inference is that if the 
possibilities of carrying import substitution 
farther seem to be limited, the international 
market becomes the only dynamizing option. 
The indiscriminate use of the terms "import 
substitution” and "domestic market” may be 
conducive to ambiguities. It may happen that the 
dynamizing effect of expansion of domestic 
demand is accompanied by an intensification of 
import substitution (decrease in the import 
coefficient), by a reduction of im port 
substitution (increase in the import coefficient) 
or by a neutral import substitution process 
(constant coefficient). In the first case, the 
dynamizing effect on domestic production 
produced by the expansion of final domestic 
demand is reinforced by the incidence of import 
su b stitu tion ; in the second, from  the 
contribution made by the increase in domestic
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demand must be subtracted the effect of the 
more than proportional increase in the import 
component; in the third, influence is exerted 
only by the growth of the domestic market, 
unadjusted by any import component effect. 
Consequently, import substitution is of help, 
particularly during the initial phases of the 
industrialization process, in dynamizing local 
production, but the latter can expand in the 
absence of import substitution and even in the 
presence of its reduction.

Some empirical examples may be of 
assistance in shedding light on this question in 
the case of Japan, which is the most notable 
example of dynamism and penetration into the 
in tern atio n al m arket for m anufactures; 
throughout the whole industrialization process 
the increase in final domestic demand accounted 
for at least 70%  of the production increment 
and, in some recent periods, for more than 80%  
(Kubo and Robinson, 1984). Between 1915 and 
1955, the contribution of import substitution to 
the growth of production was positive and as 
from that date negative, although marginal. 
That of exports, positive before 1935 and after 
1955, fluctuated between 10%  and 20%  of the 
increase in local production.

In the case of Korea and that of Taiwan, up 
to 1970 the dynamizing effect of the growth of 
the domestic market did more than export 
expansion to step up production. In Korea, the 
import substitution effect was equivalent in the 
period 1955-1963 to four times the contribution 
of export expansion to the growth of local 
production, and subsequently became negative, 
although marginal. In the case of Taiwan, the 
incidence of import substitution was comparable 
in the period 1955-1961 to that of export 
expansion, and both fell short of the 
contribution made by the increase in domestic 
demand. In the following period, 1961-1966, the 
home market stayed in the lead, but the import 
substitution effect was reduced, although it was 
still positive; in the period 1966-1971, during 
which the most important dynamizing factor 
was export expansion, followed by the 
enlargement of the domestic market, import 
substitution continued to make a positive, 
although marginal, contribution.

The upswing in domestic demand was 
responsible for over 80%  of the increase in local

production in Mexico as from I960, while over 
the period 1950-1970 import substitution 
accounted for approximately 10%  of the 
production increment, a proportion slightly 
more than double the contribution of industrial 
exports; from 1970 onwards, the contribution 
made by the expansion of industrial exports 
exceeded that of import substitution (8%  and 
3% , respectively). Colombia, the other country 
of the region for which comparable estimates 
have been made, shows a similar profile.

The foregoing data, besides bearing witness 
to the importance of use of the terms "import 
substitution” and "domestic market” and 
highlighting their different contribution to the 
dynamism of production, suggest the existence 
of a time linkage between "import substitution” 
and " o u tw a r d -d ir e c te d  d e v e lo p m e n t"  
incompatible with those simplifications that 
present them as mutually exclusive options. To 
this third aspect of the question attention has 
been repeatedly drawn by ECLAC in earlier 
studies. But behind the successes referred to 
(export-oriented strategies) there lay a period of 
extensive import substitution and technological 
improvements during which domestic industries 
developed and strengthened their capacity for 
in tern ation al co m p etition . W ith ou t this 
preparatory stage, perhaps industrialization 
could not have been successfully consummated 
through export expansion in the economies 
concerned (Kubo and Robinson, p. 245. See also 
ECLAC (1959 and 1977)).

The recent increase in Brazil’s industrial 
exports would be incomprehensible without the 
effort previously expended on constructing an 
in d u stria l b ase, n o tw ith s ta n d in g  the  
inadequacies of the industrial pattern, a subject 
to which reference will be made later.

It should be pointed out that even in the 
periods when the export of manufactures has 
been the main factor accounting for the increase 
in local industrial p roduction , im p ort 
substitution has coexisted  w ith e x p o rt  
expansion. At the world level mention has 
already been made of the cases of Japan and 
Korea, Taiwan, Mexico and Colombia, and, at a 
disaggregated level, it is interesting to single out 
the situation of Korea, where, in 1965-1970, 
approximately 60%  of the increase in exports 
derived from sectors in which im port
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substitution made a positive and simultaneous 
contribution to the rise in industrial output. In 
the period 1970-1975 the proportion in question 
was reduced to 30%  (Tori and Fukasau, 1984).

Another aspect worth taking into account is 
the level of aggregation at which the analysis is 
carried out, both for methodological reasons and 
because of the types of conclusion to which it 
may give rise. Since import substitution is 
measured, for analytical purposes, by the 
v ariatio n  in the corresp on d in g  im p ort  
coefficients, it may happen that an import 
substitution process appears with a positive sign 
at one level of aggregation of the analysis and 
with a negative sign at another, the explanation 
of which lies in the variations occurring in the 
structure of domestic demand. Thus, for 
example, it may also happen that measurement 
by branch of industry suggests an intensification 
of the import substitution process (the import 
coefficient has decreased), whereas for the 
economy as a whole import substitution has 
undergone a setback. For this, it would be 
enough for those branches with a high, although 
declining import coefficient to show a growth 
rate considerably outstripping that of branches 
with a lower import coefficient, a phenomenon, 
moreover, which is common in Latin America.

But what matters more than this optic effect 
associated with the level of aggregation is to 
stress the enormous importance that for the 
purposes of policy interpretation and design 
attaches to analysis of the modifications 
undergone by the structure of production, 
whence it necessarily follows that at least as 
much significance must be conceded to the 
sectoral as to the global level of analysis of 
import substitution and of export promotion. 
Economic development implies changes in the 
structure of demand and of production, 
a c c o m p a n ie d  by te c h n ic a l  p r o g r e s s .  
Consequently, analysis of import substitution 
and of export promotion, partial constituents of 
the development process, must incorporate this 
transformation of the production system as one 
of its elements if the dynamics of development is 
to be more thoroughly understood. It is evident 
at a glance, for example, that in post-war growth 
the changes in the structure of production were 
characterized by the greater dynamism of 
intermediate inputs in common use — steel and

petrochemical products— , of the capital and 
durable consumer goods included in the non
electrical and electrical machinery branches, and 
of the transport equipment sector. Once this 
basic feature of the industrialization process in 
recent decades has been recognized, analyses and 
recom m endations in respect of im port 
substitution and export promotion will prove 
inadequate if they fail to incorporate the 
evolution through time of the changes 
introduced and the policies adopted in these 
branches which are of strategic importance both 
from the standpoint of transformation of output 
and from that of dynamism in the international 
market and of trends in the incorporation of 
technical progress.

To illustrate the combined effect of the 
various aspects mentioned, it is of interest to 
revert to the case of Korea. If the period 1955- 
1973 is considered as a whole, export expansion 
figures as the engine, of growth of local 
production, accompanied in the second place by 
the expansion of domestic demand and followed 
by a marginal but positive contribution from 
import substitution. If the analysis is broken 
down by th re e  su b p erio d s, a c lo se r  
approximation to reality is obtained, but with 
different indications for in terp re ta tio n  
purposes: in the period 1955-1963 the growth of 
the domestic market, strengthened by import 
substitution, accounted for almost 90%  of the 
increase in industrial production; in 1963-1970  
the domestic market was still a spur to growth, 
now followed by export expansion, and import 
substitution appears as negative. Only in the 
final subperiod, 1970-1973, which witnessed the 
culmination of the foregoing process, did export 
expansion become the engine of growth, 
followed by the enlargement of the domestic 
market and a negative import substitution effect 
for the economy as a whole. If to this breakdown 
by periods of time the sectoral dimension is 
added, new indications are obtained which are of 
importance for the interpretation of this 
industrialization,process. Although in the period 
1966-1970 import substitution was negative for 
the economy as a whole, in 14 out of the 25 
branches of production the import substitution 
process was pursued in greater depth. Yet more 
important, however, is the fact that the main 
import substitution effort was concentrated in
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branches which are strategical from the three 
p o in ts  o f v ie w  m e n tio n e d  a b o v e :  
petrochem icals, iron and steel and the 
production of transport equipment. In the two 
last-named, import substitution did more than 
exports to boost industrial production. In the 
n ext period ( 1 9 7 0 -1 9 7 5 ) ,  the im port 
substitution effort continued less vigorously in 
the petrochemical and iron and steel branches 
and was accentuated in non-metallic minerals 
and metal products, a major import substitution 
effort being launched in capital goods. In the case 
of non-electrical machinery, which properly 
speaking is a capital good, the contribution of 
import substitution was similar to that of export 
expansion, and together they were equivalent to 
approximately 80%  of the contribution to the 
growth of industrial production made by the 
increase in domestic demand.

If the images obtained from the aggregate 
analysis, without differentiation of the periods 
in w hich in d u stria l p o lic ies  u n d ergo  
modification, are contrasted with the indications 
deriving from the analysis broken down by 
periods of time and sectors, it is obvious how far 
simplifications in analysis may introduce 
distortions into recommendations. The situation 
becomes even more serious if the case in 
question constitutes the basic argument for the 
construction of a paradigm susceptible of 
universal application.

From  all that has been said above it can be 
inferred that the use of import substitution as an 
instrument of industrialization is neither 
peculiar nor specific to Latin America. Rather 
was it the basic expedient used by the economies 
which are mature today in building up their 
industrialization process (with the obvious 
exception of the United Kingdom at the end of 
the eighteenth century and the beginning of the 
nineteenth, since it had nowhere to import 
manufactures from) and the same is true of a 
late-industrialization economy participating  
more dynamically in the interntional market, 
like that of Japan. Even in the case of some 
countries of Southeast Asia, such as Korea, the 
combined use of selective import substitution 
and export promotion is a fa it  a ccom p li  in 
practice today. W hat is specific to Latin America 
is the particular modality, marked by the absence 
of creation, adopted in the import substitution

process. The following are among the features 
wherein Latin A m erica's industrialization  
specifically displays striking differences from 
th a t  of the co u n trie s  w ith  m atu re  
industrialization and the late-industrialization 
countries of Southeast Asia: the high and 
indiscriminate level of protection afforded, 
which, in conjunction with exchange policies, 
has fomented higher rates of return in the 
domestic than in the international market, with 
notable and permanent differences; the types of 
sector to which protection has been given; the 
agents that have been bearers of industrial 
growth; the atomization of the structure of 
production; the acritical reproduction of a 
consumption pattern which has not been 
functional to the needs of the region and its 
existing potentialities; the asymmetry between 
industrial and agricultural development, which 
has made for the persistence and, in some 
countries, the accentuation of structural 
heterogeneity, especially with regard to the 
production of basic foodstuffs for domestic 
consumption; the dysfunctional energy base 
utilized; the relative lag in the capital goods 
sector; the partial distortion of financial 
intermediation in the direction of short-term  
financing; and the insufficient weight carried by 
the domestic entrepreneur in the more dynamic 
industrial sectors.

T his list, how ever incom p lete and 
schematic, suggests that any appraisal of the 
results of Latin American industrialization must 
take into account a wide range of economic, 
social, political and cultural factors, which 
together would explain the gestation of this very 
special mode of growth. Apparently, the basic 
feature of industrialization in the mature 
economies of today, and also in those of 
Southeast Asia which carried out the process 
more belatedly, can be said to lie less in the use of 
specific policy instruments — which, in general, 
are reproduced in Latin America, although with 
different weightings—  than in the closely-knit 
character of these societies, the result of 
historical processes which in the political sphere 
are typified by a clear leadership, accepted and 
recognized by the rest of society. Although this 
leadership, whose origin and nature vary 
according to political systems and different 
periods, as do also the social sectors and
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institutional modalities by which and through 
which it was exercised, was not exempt 
in stitu tio n ally  from  conflicts and even  
breakdowns, it was favourable to the definition 
and relative stability of long-term strategic 
options.

These options, combined with the existence, 
at the social level, of minimum norms of 
solidarity — which for the sectors exercising 
leadership implied the assumption of certain 
responsibilities towards the subordinate social 
sectors, associated with a sense of belonging to 
the national entity—  helped to spread belief in 
the prospect that the inequitable initial situation 
would gradually be set to rights. The projection 
of this evolution in the economic sphere took the 
form of a linkage between State and society, with 
modalities that obviously varied with systems, 
histories and periods and that fostered the 
acceptance of an order in the framework of 
which a gradual process of cultural integration 
and technological learning was generated. Thus 
each  c o u n try ’s n a tio n a l o b je ctiv e  of 
strengthening its relative importance in the 
international economic concert was made viable.

In the determination of the international 
co m p etitiv e  p o ten tial of the aforesaid  
development processes in closely-knit societies 
with leadership, gradual construction of a 
consensus, minimum norms of solidarity and 
linkage between State and society, a basic feature 
was precisely the existence of the "endogenous 
nucleus of technological dynamization” defined 
above, which ensured the continuity of a process 
of assim ilation, learning, adaptation and 
innovation functional to meeting internal needs 
and turning local potentialities to advantage. 
This "endogenous nucleus of technological 
dynamization" guided import substitution and 
accounted for its simultaneous progress 
alongside gradual generation of exports on the 
basis of a systematic learning process.

In countries endowed with an abundance of 
certain natural resources, even though the 
domestic markets were small, the learning 
process implied an intellectual value added 
which made it possible to reach levels of 
excellence in the sphere of manufacturing 
techniques and of the equipment required to 
exploit and process the natural resources in 
question, as well as to find new uses for them and

new designs associated with their utilization. 
This is the situation, for example, in the 
S c a n d in a v ia n  c o u n tr ie s , w h ich  c a rry  
considerable weight in international trade in 
manufactures, technologically linked to the 
endow m ent of natural resources. The  
comparative advantage built up with the help of 
domestic creativeness, making the most of 
natural resources in small markets, is the 
practical expression of the existence in those 
countries of the element which has been defined 
as an "endogenous nucleus of technological 
dynam ization", and which serves as a 
mainspring of viability for the national objective 
of survival and ever-increasing relative 
importance in the international context; the 
same thing is observable in countries that are 
lacking in natural resources.

Cases in point are afforded by countries like 
Japan and its former colony, Korea, in which it 
was precisely the relative shortage of natural 
resources that constituted the main mobilizing 
factor in the process of innovation required to 
make up for that insufficiency through the 
capacity to compete internationally in the 
processing and manufacturing phase. It was a 
matter of facing the challenge to survive and 
defend their existence as national entities; in 
those countries, the process of modernizing 
agriculture, with differences in pace and 
intensity, preceded and then accompanied the 
industrialization process, just as in the 
Scandinavian countries and in those that gave 
impulse to the first and the second industrial 
revolution, the United Kingdom and the United 
States. But in this second group of countries, 
which followed the path of modernization from 
below, the relative participation of the market 
with respect to the State was greater than in the 
first group. In the case of Japan, whose 
industrialization was late, and in that of Korea, 
where it was still more belated, the State fulfilled 
a decisive function in the linkage and 
modernization of the activity of the various 
agents and sectors from above, which proved 
functional for this transcendent national aim of 
survival and betterment of the population's level 
of living, strengthened, in both instances, by 
obvious geopolitical motivations. The initial 
export of light manufactures involved, like 
protection, a learning process which was to



INDUSTRIALIZATION, LINKAGE AND GROWTH / Joint ECLAC/UNIDO Industrial Development Division 59

make it possible gradually to evolve towards 
technology- and capital-intensive manufactures, 
but the decisive factor in that evolution was the 
a s s o c ia tio n , le a rn in g , a d a p ta tio n  and 
subsequently innovation effort, of fundamental 
importance for competing in the international 
market, in turn a determinant of national 
survival.

The participation of these countries in 
international markets is largely explained by the 
higher priority they conceded to the learning 
process and to the building-up of a technological 
infrastructure, as well as to the latter’s linkage 
with the production sector, and by a systematic 
policy of support for small and medium-sized

firm s organically linked w ith leading  
enterprises. One of the basic requisites in all 
these experiences was the way in which the 
private interests of the social sectors that 
exercised leadership were subordinated to the 
national interest, making it easier for the rest of 
the society to take the view that although to 
begin with the wages and income distribution 
situation was inequitable in comparison with 
that of Latin America, there was room for hope 
that under this conduct, not exempt from 
coercion but bold, austere and self-identified 
with the national interest, the subsequent 
evolution of the economy and of society would 
gradually tend to even matters out.

IV 

Industrialization strategies and the 
curious State or market dilemma

Financial intermediation, which has indubitably 
followed different institutional patterns in 
W estern  G erm any, Jap an  and K orea, 
nevertheless has in common in those cases the 
fact of having been systematically at the service 
of a resolute policy of industrialization and 
innovation aimed at upgrading the possibilities 
of international competition. This common 
feature seems to be of greater importance than 
differences with regard to the public or private 
character of the financial sector or to the 
practical pattern of linkage between it and the 
industrial sector; in one case industrial 
development was conducted by a financial sector 
committed to industrialization and the long 
term ; in others that sector functioned as a 
support service for the leadership exercised by 
the industrial groups themselves. In the case of 
Korea, up to the beginning of the 1980s, it 
perform ed an alm ost exclusively public 
supporting function of preferential channelling 
of subsidized resources towards the strategic 
objective of promoting the growth and 
technological learning process of the private

national groups which gave impulse to the 
country’s industrialization. As an example worth 
quoting of the pre-eminence of investment over 
consumption, up to 1981 colour television sets 
that the country manufactured and exported 
were not sold on the domestic market to prevent 
a decline in family rates of saving.

W hat has been said of the linkage between 
financial intermediation, the State and the 
industrialization process constitutes a special 
illustration of the reservations that should be 
borne in mind with respect to precise 
recommendations on the paradigmatic function 
of the market. Its function has in fact been 
important in those historical experiences in 
which modernization from below generated 
forms of social organization characterized by 
relative symmetry in access to economic and 
political power and culminating in democratic 
institutions compatible with the political 
alternation which is based on the existence 
of a high degree of consensus respecting the 
merits of the existing system. In cases of late 
industrialization, the weight carried by the
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State in the development process has been 
decisive and much has been written on the 
subject. It is interesting to stress that in those 
instances — among which appear some 
European countries and Jap an —  where 
democratic institutions were introduced after 
the Second World W ar, political alternation is 
not yet an established practice.

W hen attempts are made, in societies that 
are characterized by asymmetry in access to 
knowledge, to information and to economic and 
political power, to impose it from above, or on 
the basis of doctrinaire considerations assigning 
the central role to the market and a subsidiary 
function to the State, dynamics of concentration 
and speculation are generated. These have 
destabilizing consequences which, paradoxically, 
induce the State to intervene and to expand its 
role, and even to overstep the limits by which 
that role was bounded in the preceding phase.

In the light of these considerations, the 
lin k ag es b etw een  S ta te , m ark et and 
industrialization strategies are patently subjects 
in connection with which it is hardly possible to 
formulate narrow recommendations in which no 
heed is paid to national sociopolitical 
specificities. The diversity of situations within 
Latin America is so obvious that, given the level 
of abstraction and generality at which the 
present article is written, all that can be offered 
is a very modest methodological suggestion, 
prompted by recent events: namely, that as 
regards encouraging the insertion of national 
firms in international markets and making it 
technologically and financially viable, a decisive 
function of guidance and catalysis is incumbent 
on the State. W ith specific reference to the 
technological sphere, it might be asserted that in 
view of the peculiar qualities of technology, 
which is at once merchandise and service, and of 
the acknowledged distortions that characterize 
the international market in which it is traded, it 
is the function of the State to guide and link up 
the innumerable private agents that participate 
in the technological development process on 
which competition at the international level is 
based. On the financial side, the contribution 
made by the governments of the OECD countries 
to the adjustment process in their industrial- 
technological systems is an unmistakable

pointer which Latin America cannot afford to 
ignore.2

It is obvious at a glance that the capacity to 
generate industrial exports clearly reflects the 
quality of industrial development, and that an 
industrialization process which is capable of 
gaining and keeping a foothold in the 
international market with its manufactured 
products is better than one which does not 
succeed in doing so. It is not to be inferred, 
however, from this virtually redundant 
assertion, that the problem can be resolved by 
assigning to export promotion a quasi-magical 
function in supplying the inherited wants that 
have been accentuated in the recent period of 
crisis. Even if the criterion were adopted that 
industrial exports measure, in a sense, the 
success of industrialization, the real problem  
posed (theoretical and practical) consists in 
identifying the combination of measures, 
instruments, policies and institutions, at the 
macroeconomic, sectoral, regional and even 
microeconomic levels, which can gradually 
shape production systems and institutional 
frameworks with learning and innovating 
capcity, a highly relevant issue in this 
transitional phase of industrial-technological 
patterns at the international level. Neither 
chance nor greater or lesser knowledge on the 
part of the respective economists can account for 
the very small number of cases of late 
industrialization that are export-oriented.

The non-existence of an "endogenous 
nucleus of technological dynamization” in some 
countries of the region and its precariousness 
even in the countries of larger size and a more 
advanced degree of industrialization explain 
why the designing of products, processes and 
manufacturing techniques has not been 
functional to the satisfaction of domestic needs 
and the exploitation of local potentialities. It 
likewise accounts for the existence of structures 
of production that are fragmented in relation to

JA suggestive  and v igorous analysis, fro m  a neoclassical 
s tan d p o in t, o f th e  func tion  o f th e  S ta te  and th e  lim ita tio n s  o f th e  
m arket in the  industria l and technological d ev e lo p m en t o f sem i
industria lized  coun tries  ap p ea rs  in H o w ard  and W estp h a l ( 1985). 
For th e  m ost recen t q u an tita tiv e  da ta  on  th e  public co n trib u tio n  to  
th e  financ ing  o f research  and d ev elo p m en t activ ities in th e  OECD 
coun tries , see OECD < 1984).
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the size of the domestic markets, the failure to 
take sufficient advantage of the agricultural, 
forest, fishing and mining resources available 
and the inadequate energy base which has 
supported the industrialization process. This 
and other factors, which in the last analysis are 
linked with the process of gestation of the Latin 
American societies and with their evolution in 
recent decades, suggest that with a few 
exceptions in individual countries and particular 
periods, the industrialization process has been 
inserted in a setting characterized by 
precarious ness of internal consensus and 
leadership, by predominance of private interests 
over the national interest, by a generally high 
degree of social fragmentation and economic 
exclusion which accounts for the frivolous 
nature of import substitution, and by the relative 
insignificance of industrial exports (the  
industrial exp orts/industrial output and 
industrial exports/total exports ratios are 
notably lower even in the more advanced 
countries of the region, like Brazil, than in other 
countries and regions with a comparable degree 
of industrialization).

In short, when there is no "endogenous 
nucleus of technological dynamization” or when 
it is in s u f f ic ie n tly  c o n s o lid a te d , an  
industrialization process is generated in which 
the foreign exchange balance is much more 
unfavourable than it might be in conditions in 
which the size, market and resource endowment 
of the various protagonists were the same, but in 
which the value and incidence of entrepreneurial 
function, whether public or private, were 
definitely appreciated. This more unfavourable 
foreign exchange balance stems from the 
relative incapacity of local production to 
com pete internationally against potential 
imports from foreign markets, an incapacity 
which, in consequence of insufficient internal 
creative effort, is reflected in and reinforces 
unnecessary use of foreign exchange. In practice, 
this means the consolidation of a structure of 
production which uses imports that are 
unnecessary under the head of design and 
information, a statement applicable both to the 
d esign  of en e rg y , tra n s p o r t , h e a lth , 
communications, housing, education and food 
supply systems, and to that of industrial products 
functional to local conditions; the deficiencies at

this level make themselves very keenly felt in the 
following respects: i) inputs, since local raw 
materials, foodstuffs and energy resources are 
not exploited; ii) manufacturing techniques, as 
regards both the inappropriate use of manpower 
and the failure to take advantage of traditional 
organizational patterns which could be 
modernized without losing their value; and
iii) capital goods, both through the importing of 
goods that could be locally produced, and 
through the waste of capital goods immobilized 
in an atomized structure of production with a 
high degree of idle capacity, besides over
spending on armaments.

In su ffic ie n t in d u stria l e x p o rts  and  
unnecessary imports are head and tail of the 
same coin: the absence of creative activity. They 
join forces and converge to account for the 
external bottleneck. It is idle to cherish the 
illusion that a high exchange rate, together with 
institutions specializing in export promotion 
and a marked contraction of domestic demand, 
will be enough in themselves to supply the 
deficiencies mentioned, although obviously they 
help to discourage imports — not necessarily 
those that are non-essential—  and to stimulate 
the promotion of exports which do not require 
domestic technological effort and the release of 
surpluses by virtue of the decline in domestic 
consumption. Rationalization of the existing 
structure of production, correction of the 
indus try -ag ricu ltu re  asym m etry, selective  
channelling of financial resources into the 
sectors that give impulse to industrialization 
(which obviously vary according to the countries 
concerned), and linkage of the educational 
system, the mass communication media and the 
scientific-technological infrastructure with the 
productive system, are some of the basic 
requisites for setting in motion an internal 
innovating process capable of contributing to 
the sound and sustained enhancement of the 
capacity for international competition, on the 
part both of import-substituting products and of 
those intended for export.

The advanced and late-industrialization 
countries which have successfully made their 
way into the international markets have clearly 
understood that concerted and sustained 
national action, with long-term projections on 
the technological level, is a sin e qua non  for
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building up future comparative advantages. It is 
worth while to quote recent and irrefutable 
examples, totally different in nature, in which 
action of this kind has been taken (in addition to 
the current national technological policies of the 
advanced countries, mentioned above): Korea’s 
ongoing policy (Chon, 1984) in the electronics 
sector and, in the United States, the policies of 
the various states (Brody, 1985) which compete 
for the location of high-technology enterprises 
in their territories. These instances reveal a 
long-term outlook, the participation of the 
public sector at the level of definition of 
priorities, the channelling of financial resources 
on preferential terms, and the existence of fiscal 
incentives, of a scientific and technological 
infrastructure and of human resource training 
activities, and all this in close linkage with the 
large, medium-sized and small national firms 
which are giving impetus to industrial 
development today or might do so in the future. 
Some countries in the region are beginning to 
awake to the necessity, in face of the economic 
crisis and external constraints, of introducing 
innovations into the industrialization pattern in 
a direction compatible with what has been said 
here: this new awareness is exemplified in the 
rationalization of the motor-vehicle sector, 
which acted as a stimulus in the preceding phase 
of industrialization and whose central objective 
is to improve the foreign exchange balance; the 
initiation of rationalization programmes in 
energy consumption, a sphere in which the 
region, with the exception of Brazil, has 
displayed great inertia; support for local 
production of basic foods for domestic 
consumption, a matter which must be taken into 
account both in relation to external constraints 
and in connection with its contribution to the 
viability of democratization processes; the 
establishment of systems of concertation 
between the public sector and entrepreneurial 
activity, particularly in the sphere of export 
promotion; a lowering of protection in countries 
where a certain inertia in this respect 
predominated and an increase in it in those cases 
where a radical and indiscriminate reduction had 
taken place; and, lastly, a generalized conviction 
that linkage between the scientific and 
technological systems and productive activity is 
vital for surmounting external constraints. 
These measures and convictions are auspicious

signs, although fragm entary, partial and 
insufficient, of incipient internalization of the 
idea that action must be taken on a number of 
fronts all at once, in order to evolve in the 
direction of a new industrialization pattern, 
functional to the task of meeting needs on the 
basis of systematic development of domestic 
potentialities, compatible, at the same time, with 
the requirements of the international market. 
To this end, it must be recognized that the 
complexity of the challenge transcends both the 
proposition that eliminates the inefficiencies of 
industrialization by questioning their existence, 
and that which pins the hope of overcoming 
them to the perpetuation of the previous 
industrial pattern for as many decades as it 
might require to make up its leeway from 
biological causes. The first of these options has 
given empirical proof of its results, and the 
second is totally non-viable, even if only on 
account of the familiar external constraints.

Education, and the use it has made of the 
mass communication media, on the basis of the 
most modern techniques available, may exert an 
influence on the attitude of the various social 
agents that participate in the economic process, 
exceeding in importance each of the individual 
instruments of commercial policy. This subject, 
which is analysed in the section on technology 
development, illustrates the need to tone down 
the simple and therefore attractive options 
which make individual instruments of trade 
policy the centre of attention. The view held by 
society as a whole of the national vocation of 
those who exercise leadership, the social 
v a lu a tio n  of in n o v a tio n  and of the  
entrepreneurial function in a broad sense of the 
term, are factors determining the possibility that 
the economically difficult conditions in which 
most of the Latin American population will live 
during the coming decades may be accepted as a 
legitimate period of transition leading to a more 
favourable future prospect. Whatever may have 
been the initial income distribution conditions in 
the various Latin American countries, the 
decisive factor is the achievement of modes of 
social concertation which will legitim ate 
leaderships, so that in this period of economic 
hardships it may be possible to prevent 
fragmentation from being accentuated and, in 
some cases, the very survival of national States 
from being called in question.
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V 

On the supposed emergent leadership 
of the services sector

1. Twilight o f industry or complementarity

Wide currency has been gained by the idea that a 
transition is taking place from an era in which 
the driving force has been the industrial sector to 
a future in which this role will correspond to 
services, the ag ricu ltu re-in d u stry -serv ices  
sequence being thereby completed. This notion 
is based on two simple and for that very reason 
beguiling observations: the rise in income 
generates a more than proportional demand for 
services; and as the expansion of employment in 
services thus exceeds that of total employment, a 
growing proportion of jobs is to be found in the 
services sector.

On the basis of this idea policy  
recommendations have been formulated in Latin 
American countries which have favoured the 
dismantling of industrial plant in order to hasten 
the advent of the new era. In this connection, 
however, several comments are called for which, 
taken as a whole, alter the linear image of an 
agriculture-industry-services time sequence, and 
some of which are briefly outlined below. In a 
high proportion of services the reason for their 
expansion lies in the changes undergone by the 
manufacturing sector as a result of income 
increases, keener international competition, and 
the growth of the public sector. The services 
generated by these changes maintain close 
technical linkage with the industrial sector, with 
w h ich  th e y  bu ild  up r e la t io n s  of 
complementarity, not, as might be deduced from 
the original thesis, of substitution.

The following are some of the changes in the 
industrial sector which give rise to the expansion 
of specific services:

i) The increase in consumption of durable 
goods, motor-vehicles and electrical household 
appliances, leads to the expansion of financing, 
marketing, maintenance and publicity services, 
and the jobs generated in these activities quickly 
outnumber those required in the production 
phase;

ii) The decline of the rate of return in the 
industrial sector, which began at the end of the 
1960s, accounts for the channelling of resources 
towards those services associated with the so- 
called "paper entrepreneurialism”, with the 
consequent growth of the commercial, financial, 
legal advice and real estate intermediation 
sectors. A recovery in the rate of return would 
tend to modify the proportions observed during 
the crisis period;

iii) The shift of focus of competition from 
prices to differentiation of products is a stimulus 
to publicity and marketing services;

iv) Technical progress in the industrial 
sector cuts short the working day, which 
demands increasingly less physical effort, both at 
the place of work and in household activity. 
Consequently, there is an increase in demand for 
entertainment services, which incorporate, 
furthermore, consumption of industrial goods 
and equipm ent (television  sets, sp orts  
equipment, tourist facilities, e tc .) .} The 
leadership of the United States in the 
entertainments "industry” is a factor of vital 
importance in evaluating its future insertion in 
the international economy;

v) The stepping-up of competition at the 
national and international levels encourages 
specialization in activities producing goods and 
in those services that w ere form erly  
incorporated in firms, and that are becoming 
in d ep en d en t e n tre p re n e u ria l  a c tiv itie s : 
co m p u te r  se rv ice s , e n g in e e rin g  firm s, 
management of financial activities, etc.;

vi) The internationalization of industrial 
activity fosters the internationlization of the 
services activities connected with it, which 
explains why it is just those countries whose 
services activity abroad is greatest that are the

' I t  is e stim ated  th a t at th e  b e g in n in g  o f th e  cen tu ry  th e  
annual n u m b er o f w ork ing  hours per m an  was 140 000, and th a t 
today it has probably  been  reduced to 72 000  hours per year (T suru , 
198,3).
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m o st e n th u s ia s tic  p ro m o te rs  of th e  
liberalization of international trade in services;

vii) The systematic expansion of the public 
sector in industrialized economies, resulting 
from a complex process in which legitimization 
and accumulation requirements proper to 
industrialization and to urbanization are 
combined, generates, on the one hand, the 
expansion of specific public services such as 
education and public health; on the other hand, 
through increasing regulation, it leads to an 
entrepreneurial reaction which is reflected in a 
wide variety of advisory services supporting 
firms in their linkage with the State.

Hence the inference is that there is no 
magical relationship between rising income and 
demand for services; in contrast, an economic 
and social transformation is taking place which 
simultaneously modifies the industrial sector 
and a variety of services that are linked with it in 
relationships which differ in kind, but 
nevertheless point towards complementarity 
(Stanbaek, et alii, 1983, p. 40).

2. In ciden ce on  em p loy m en t

A major share of the increase in employment in 
the services sector is located in activities whose 
level of productivity is low and static; retail 
trade, health and education. In these activities, 
price levels have shot up much faster than in 
industrial activities. Thus they have become a 
source of inflationary pressure that is by no 
means negligible and a factor which partly 
accounts for the decline in the growth rate of 
global productivity.

In the case of the health sector, mentioned as 
one of the most outstanding examples of the 
relation between rising incomes and demand for 
services, the growth rate of prices has been so 
high (especially in the United States, but also in 
other industrialized countries) that there is a 
growing awareness of the imperative need to 
introduce institutional and regulatory changes 
which will make it possible to raise productivity 
and contain price increases.

Generally speaking, services activities where 
productivity is low and stationary can be said to 
be representative of the initial phase of an 
industrialization process, i.e., the introduction of 
industrial logic, with the consequent presence of

production equipment and processes deriving 
from industry. This can be clearly seen in 
marketing, health and training services, and 
even in such tertiary activities as hairdressing 
establishments and psychiatric clinics (Druker, 
1984).

In so far as the industrialization of low- 
productivity services continues, with an ever- 
larger contribution from information sciences, 
these activities will tend to do less and less to 
expand em ployment. Services in which 
productivity is high and increasing, such as 
communications, financial services or wholesale 
trade, are characterized by their high degree of 
industrialization, with much less and more 
slowly-growing employment than is found in 
low-productivity services.

3. L ead ersh ip  o f  com m u n ication s

From the standpoint of supply, the basic factor 
accounting for the so-called revolution in 
information sciences is the rapid technological 
progress recorded during the 1970s in the 
m icroelectronics, telecom m unications and 
computer spheres; this explains the steep fall in 
costs of transmission, processing, storage and 
reproduction of information. In other words, it is 
the technical progress generated in a few 
branches of the industrial sector that makes it 
possible to sustain the simple and alluring 
slogan that in the future information sciences 
will take the place of capital and labour as basic 
factors of production. It is not by chance that the 
communications sector, the most industrialized 
of services, is the one that seems to be assuming 
the leadership in the transformation that is 
being undergone by the structure of production 
of goods and services as a whole. Indeed, as 
regards the attributes of leadership — growth 
rates of output, of employment, and of 
productivity, the level of productivity and the 
rate of decline of relative prices—  the only sector 
of production that shows more favourable levels 
than the economy as a whole in all those five 
indicators at once is the communications sector.

In the manufacturing sector, this privileged 
situation of the communications sector is shared 
by activities in which hardware is strengthened 
(the physical component of the so-called 
inform ation technologies, m icroelectronics,
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computer sciences and telecommunications). If 
an attempt were made to identify the sector that 
stands out as having most drive, it would be 
located at the point where linkage occurs 
between those industrial sectors that produce 
information technology equipment and the 
service activities that transmit, process and 
disseminate information. Starting with these 
sectors, ongoing technical change spreads, at 
different rates and in different forms, to the 
whole set of activities producing goods and 
services. It is a question of leadership of what 
might be termed the information sciences 
system , which com p rises a sym biotic  
combination of hardware and software.

4. In sertion  in th e  in tern ation a l econ om y  
an d  industrial com p etitiv en ess

The countries’ possibilities of international 
competition and their prospects of long-term  
insertion in the world economy are still 
essentially determined by the efficiency of their 
respective industrial sectors, generators of the 
technical progress which spreads to other

activities and influences their levels of 
productivity. In a period of recession, a country 
may cope with the problem of unemployment by 
expanding services not exposed to international 
competition, an option in which Latin America 
has plenty of experience; nevertheless, over the 
medium and long term the question of 
international insertion is still determined by the 
competitive capacity of industry and of the 
industrialized services linked to it.

Hence can be inferred the importance of 
incorporating into medium- and long-term  
analysis of the new industrialization the changes 
under way within the industrial sector, the 
increasing com plem entarity between the 
industrial and services sectors, the trend towards 
in d u strialization  of activities previously  
classified as tertiary, the emergence of a 
leadership of the information sciences system 
with its hardware and software components 
articulated around the axis of communications, 
and the consequent im portance of the 
competitiveness of the manufacturing sector in 
determining the degree and form of Latin 
Am erica's insertion in the international 
economy.

VI 

Concluding remarks

From  all that has been said it may be deduced 
that in analysing the present financial crisis of 
the Latin American countries it is indispensable 
to take into consideration, in addition to the 
above-mentioned external factors, the structural 
aspects of the strategy pursued hitherto. The 
fragility of the external situation is closely bound 
up with this industrial pattern; the precarious 
leadership exercised by the motor-vehicle 
industry, combined with the dearth of capital 
goods and the lag in their production, the 
asymmetrical relationship between industry and 
agriculture, the dysfunctionality of the energy 
base, are the fundamental reasons for

v u ln e ra b ility  to  e x te rn a l  causes and, 
consequently, for external indebtedness. An 
indispensable requisite for overcoming this 
vulnerability is the transformation of the 
industrial pattern in question, as well as of its 
linkages with the agricultural sector and 
environmental resources, with the energy base, 
with the financial intermediation mechanisms 
by which it has been supported, and with the 
various components of the services sector, 
especially the social services (health, education, 
housing) and communications.

In general, instead of a faithful but 
technologically dephased im age of the
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industrialization of the advanced countries, what 
is to be found is a stunted and distorted 
reproduction of that original, model, which in 
part at least is ill-fitted to meet the needs of a 
large proportion of the population and which at 
the same time is incapable of developing its 
creative potentialities and taking full advantage 
of the abundant natural resources available. It 
would seem obvious that the neoliberal 
proposition, which deals with the inadequacies 
of industrialization by questioning their 
existence and backtracking to outdated schemes 
of an international division of labour under 
which the Latin American countries would 
figure as resigned to the dull and relatively 
insignificant function of exporters of natural 
resources, does nothing to solve the problem of 
accumulated social needs.
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Inflation and
stabilization
policies

Daniel Heymann*

In flation , even at m oderate rates, is not innocuos, 
since it is generally associated w ith erratic variations 
in the level and structure o f prices. N evertheless, if it 
is kept w ith in certain  bounds, the econom y is able to 
find ways of adapting itself and activity can develop 
w ithout undue uncertainty.

The nature of the problem changes in situations 
of high inflation, such as those that have affected 
several countries in recent years. In these cases 
economic activity is seriously disturbed. The public 
sector and the private agents shorten the time 
horizon of their decisions; the authorities are 
harassed by the difficulty of administering an almost 
unpredictable economy, while the public makes great 
efforts to safeguard itself against the changes in 
prices or to take advantage of them. When 
speculation becomes rife, it is more likely that the 
measures taken will be mutually inconsistent; the 
abrupt fluctuations in prices also help to aggravate 
social conflicts. The economies subject to this 
turbulence have serious problems in dealing with the 
issues of growth. Thus the control of inflation seems 
to be a sine qua non for the reasonably effective 
functioning of the economic system.

Few questions have been so much debated, from 
both theoretical and practical angles, as the 
phenom enon of inflation. N onetheless, the 
controversy persists. The aim of the present article is 
to comment on these debates, indicating some of the 
problems underscored in the analysis of the causes 
and consequences of inflation and in the designing of 
stabilization policies. The last part briefly reviews 
one particular stabilization policy: the Plan Austral 
applied in Argentina since the middle of 1985.

* S taff m em b er o f  th e  ECLAC O ffice in B uenos A ires. 
T h e  a u th o r w ishes to  th an k  A. Fracchia, R. F renkel, R. 
Lavagna and F. de S an tib áñ ez  for th e ir  co m m en ts; th e  
e rro rs  and  o p in io n s  con ta ined  in th e  a rtic le  a re  his ow n 
responsib ility .

The debate on the 
causes of inflation

1. Statement o f the problem

There have been many controversies on the 
origin of inflation.1 This is due in part to the 
ambiguity of the question itself. In an 
inflationary situation there is a simultaneous, 
though not always equal, rise in the different 
categories of prices, in wages, in the exchange 
rate and in monetary aggregates. What is the 
cause of the rises in the general level of prices? 
The question may refer to issues which are very 
diverse from an analytical standpoint: to the 
immediate determinants of prices (i.e., in 
econometric terminology, to an equation of the 
model in structural form); or to the ultimate 
causes of inflation (i.e., to an equation in a 
reduced form, in which only exogenous variables 
would be taken into account).2

As regards the first point, there is at present 
no well-established theory on price formation: 
both the equilibrium models and those that 
postulate fixed margins over costs give only an 
imperfect idea of the complexity of the 
functioning of the market. The question is not 
merely academic, because this lack of knowledge 
prevents precise determination of the speed and 
scale of the transfer of cost increases to prices in 
different circumstances, or of the reaction of 
prices to changes in demand. This raises some 
doubts about hypotheses on inflation based on 
very rigid assumptions as to the mechanisms of 
price formation.

‘T h e re  a re  several widely d issem in a ted  stud ies th a t p re s e n t a 
p ic tu re  o f  th e  s ta te  o f  theo ry  at d iffe ren t p o in ts  o f  tim e 
(B ro n fre n b re n n e r  and  H o lzm an , 1963; Laidler and  P ark in , 1975; 
Lipsey, 1981; Frisch , 1983). A c o m p ariso n  o f  these  w orks clearly 
show s th e  d iversity  o f th e  app roaches, as w ell as th e  changes th a t 
have taken  place in theo ry  in th e  course  o f  tim e.

JT h e  d is tin c tio n  ap p ea rs  in A ddison, B urton  and  T o rran ce
(1980). In  the  m odels app lied  th e  charac te r o f th e  price  equation  is 
n o t alw ays clear. F o r exam ple, an equation  th a t re la tes  p rices to 
w ages, the  exchange  ra te  and  th e  m oney supply  be longs in 
p rin c ip le  n e ith e r  to th e  stru c tu ra l fo rm  (because th e  m oney supply 
can hardly have a d irect effect on  decisions abou t prices; a t all 
e v en ts  it w ill act th ro u g h  its effect on  g lobal d em an d  or 
expec ta tions) nor to  tbe  reduced fo rm  (because it does no t seem  
th a t all th e  in d ep en d en t variables can be tre a te d  as exogenous).

I
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At all events, decisions on prices depend not 
only on directly observable variables but also on 
the agents’ conjectures as to the conduct of 
others. This implies that the more clearly- 
defined are individual forecasts, the more 
orderly the variation in prices will be. It also 
seems that the response of prices to a given 
stimulus will depend on the perceptions and 
expectations of those who fix the prices. Above 
all, the pattern of price adjustment will vary 
according to the public’s estimation of future 
decisions on economic policy.

This does not mean that everyone has the 
same perceptions, or that these coincide with the 
’’real” mode of action of the authorities or of the 
other agents. Indeed, one of the features of high 
inflation would seem to be the inconsistency of 
expectations. In that case, price-fixing behaviour 
patterns too would be difficult to describe 
systematically. If these vary with the inflationary 
régime, there will probably be no need for a 
precise explanation of the price changes in a 
given régime in order to analyse the transition to 
another (because the change itself would make 
behaviour vary). For example, in considering 
stabilization policies, it would seem to be less 
important to have an idea of the way in which 
prices are fixed in inflation than of the behaviour 
patterns observed once the policies in question 
have been introduced. Of course, there remains 
the problem of recognizing when a change of 
régime has actually taken place.

In analysing the ultimate determinants of 
inflation, the function of the authorities’ 
reaction must likewise be taken into account, 
because, depending on this, certain variables 
might be regarded as exogenous, while others 
(including some policy instruments) would be 
determined as a result of those. But the concept 
of the exogenous is ambiguous, since it depends 
on how far the explanation is to be taken: for 
example, in monetary models it is customary to 
regard the money supply as a datum, but, 
generally speaking, m onetary policy will 
probably react (perhaps differently with the 
passage of time) to the fiscal situation, to the 
level of activity, etc.; in turn, an attempt may be 
made to explain the changes in these variables as 
a response to other influences (economic and 
extra-economic), and so forth and so on. This 
gives rise to two symmetrical risks: on the one

hand, the postulation of simplistic explanations 
(e.g., the assumption that certain instruments 
may be varied at will, when this is not the case); 
and, on the other, the pursuance of the argument 
to a point at which no reasonably precise 
affirmations can be made.

It is, in the end, a matter of criterion. 
Nevertheless, since inflation can in principle 
arise in different ways, with different 
consequences in each case, it is necessary to 
consider the process that gives rise to price 
increases. This argument can be illustrated by an 
example which has little to do with the inflations 
observed in practice, but which, for that very 
reason, points up a contrast with the theories 
under discussion.

Let us assume an economy with the 
following characteristics. There is a benchmark 
or reference price, fixed arbitrarily in each 
period; it is immaterial for the exercise whether 
this price is determined by the public sector or by 
some private-sector agent (or group). Each time 
that the price varies individuals receive a 
transfer of money which raises their holdings of 
monetary assets in the same proportion (k) as 
the benchmark price.3 The debts of the public 
sector, if any, and prices controlled by the 
government are also modified proportionately. 
In the last instance, when the price of the 
benchmark product changes, a sort of monetary 
reform occurs; probably the private agents will 
realize that, if all prices are multiplied in the 
proportion é, markets will prove to be in the 
same real situation as before the change. Nor, 
moreover, will pre-existing contracts be affected 
if (as is reasonable to expect in this case) 
individuals include an indexation clause in their 
future payment contracts. In other words, even 
though the general level of prices (determined 
by the benchmark price) may evolve erratically, 
with a rising trend more or less pronounced, 
inflation will have a neutral effect in practice. 
F u rth e rm o re , if in fla tio n  had th ese

5T h e  exam ple  (w hich  is suggested  by I.eijonhufvud , 1983 b) 
assum es an exp lic it policy o f inactive m oney. T h e  conclusions 
would be exactly  the  sam e if th e  in itia tiv e  cam e from  the  m onetary  
au thority . It shou ld  be noted , on  th e  o th e r  hand, th a t w ith  th e  
hypo theses of th e  ex am p le  th e re  is no  in fla tionary  tax on stocks of 
m oney and  th e re fo re  th e re  is no reason w hy d em and  for real 
balances should  d ep en d  on  the  varia tions expec ted  in th e  
ben ch m ark  price.
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characteristics, it would be easy to eliminate: it 
would suffice to fix the price of the benchmark 
product once and for all. (No notice is taken here 
of the variations in nominal prices due to 
changes in the relative price of the benchmark 
product. For the merely illustrative purposes of 
the present example, this does not significantly 
affect the argument.) Since no group of agents 
gains or loses as a result of this and since 
presumably prices would immediately be 
adjusted to the fixed benchmark price, the 
measure would not cause resistance or upheaval.

This elementary example has a negative 
purpose: namely, to show how strict are the 
conditions in which inflation has a well-defined 
cause and innocuous consequences. In fact, in the 
exercise it is postulated that:

i) Monetary policy is extremely restricted, 
since it is confined to increasing the money 
supply, with all due notice, in the same 
proportion as the price of the benchmark 
product;

ii) Fiscal policy is also subject to a major 
restriction: it has no access to monetary 
financing except to make transfers in proportion 
to cash holdings. In other words, there can be no 
deficit financed by a money issue over and above 
these transfers;

iii) Prices regulated by the government 
(public service tariffs, exchange rate) must rise 
in line with other prices;

iv) Workers and firms are accurately 
acquainted with the functioning of the system, 
adapt their behaviour to that knowledge and rely 
upon other agents’ doing the same. This implies, 
in particular, that there has been a previous 
learning period which has led to the adjustment 
of decisions on prices and of ways of drawing up 
contracts;

v) Given these assumptions, the origin of 
price variations can be found, straightforwardly 
enough, in the price of the benchmark product. 
There is no specific motivation, however, for 
this inflation: the authority that fixes the 
reference price at any given time has no 
particular interest in whether it has this or that 
value.

None of these conditions is fulfilled in 
practice. Inflationary processes appear to be due 
to a complicated interplay of action and reaction 
between economic policy and the different parts

of the private sector, which cannot be 
represented in the simple and well-defined 
terms of the foregoing exercise. At all events, to 
try to understand this interplay, and the 
persistent rise in prices that ensues, it is 
necessary to introduce simplifying assumptions. 
Several types of general hypotheses on the 
origin of inflation have been proposed, differing 
with respect to price formation mechanisms and 
to the direction of the causality they postulate 
between prices, wages and money.

2. M on etary-fiscal th eo r ies

According to the most traditional concept, 
inflation is always and everywhere a monetary 
phenomenon (Friedman, 1968). Monetarism  
today differs from the former construct of 
simple quantitative theory and of demand 
inflation models (in which inflation was 
associated with conditions approaching full 
utilization of capacity): the theory does not 
postulate a necessarily close relationship, period 
by period, between money and prices, since it 
admits various anticipations or lags and also 
rationalizes situations of price acceleration with 
simultaneous declines in activity. But these 
effects would be explicable, in any case, as 
resulting from changes in the money supply. 
M on etarism  is, in the first p lace, a 
methodological position: the level of prices is 
analysed through money supply and demand. 
Secondly, traditional monetarism considers the 
money supply as an exogenous variable, which 
regulates global demand4 and, through this, real 
output and prices.5

In the most typical simple model, demand 
for money is expressed as a stable function of 
nominal income and the rate of interest, which, 
in turn, is equivalent to the sum of the real

E xcep t w h ere  o th e rw ise  stated , the  te rm s "global dem and", 
"agg regate  d em and" and  "dem and  for goods" a re  used he re  to  
desig n a te  a variab le  th a t defines th e  p o sitio n  o f a d e m an d  curve 
(i.e., they refer to  th e  func tion  th a t de te rm in es  th e  ra tio  betw een  
p rices and g lobal qu an titie s) . T h is  can be app ro x im ate ly  
a ssim ila ted  to nom inal incom e. A n  increase  in g lobal dem and , 
defined  in th is  way, is com pa tib le  w ith  a varia tion , e ith e r  positive  
o r  negative, in q u an titie s  o f ou tpu t.

5T h e  co n v en tio n a l analysis can be ex tended  to  include 
m o n e ta ry  rég im es in  w hich  th e  m oney supp ly  is an  endogenous 
variable, A case in p o in t w ould be th e  m o n e ta ry  m odel o f o pen  
econom ies w ith  a fixed exchange  rate, w hich  is discussed later.
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interest rate (assumed to be more or less 
constant) and the anticipated inflation. A global 
supply function is postulated, which links output 
with current prices and expected prices.6 These 
depend on the evolution of the money supply, or, 
at all events, on price trends in the past.7 Output 
and the general level of prices in the current 
period are sim ultaneously d eterm ined, 
therefore, by the present value and the expected 
value of the money supply.8

The theory has two components: the 
association between money and prices, on the 
one hand, and the hypothesis of the exogenous 
nature of the money supply, on the other. 
Respecting the first point, a distinction can be 
made between the closed-economy monetary 
models and those of an open economy. In the 
closed-economy models prices respond to the 
conditions prevailing in the domestic markets, 
which, in their turn, would be governed as a 
whole by the money suppply. The open economy 
models (Frenkel & Johnson, 1976 and 1978) are 
based on the single-price rule for tradeable 
goods: the trade-off between purchases or sales 
in the country and abroad would cause prices to 
be governed by international prices and the 
exchange rate (once the effects of taxes on 
external trade had been discounted). In the 
simplest hypothesis, the level of prices is directly 
determined by the condition of parity of 
purchasing power; generally speaking, it is 
recognized that the real exchange rate can vary 
owing to relative price changes as between 
tradeable and non-tradeable goods. The more 
open the economy (in the sense that the share of 
tradeable goods is greater), the closer will be the 
linkage between domestic prices and the 
exchange rate. The way in which money and 
prices are associated will depend on the

6See F ried m an  (1974), Lucas (1973 a n d  1981), C agan ( 1956) 
rep laces th e  supp ly  curve by th e  a ssu m p tio n  th a t th e  quan titie s  
p ro d u ced  are  constan t.

7T h e  d ifference  in a ssu m p tio n s  on  fo rm atio n  o f  expec ta tions  
am o n g  th e  au th o rs  w h o  accept th e  m o n e ta ry  in te rp re ta tio n  of 
in fla tio n  is re flec ted  in  d iffe ren t a ttitu d e s  tow ards stab iliza tio n  
policies. F o r  th e  p u rp o se s  o f th e  p re s e n t discussion  th is  d ifference 
is n o t e ssen tia l.

8T h e  m o n e ta ry  m odel recognizes th a t th e  exogenous
v a ria tio n s  in  th e  supp ly  o f goods (caused, for ex am p le , by ran d o m  
changes  in p r im a ry  p ro d u c tio n ) can  affect p rice  levels. H ow ever, a
d is tin c tio n  is a lso  d raw n  b e tw ee n  once-fo r-a ll changes  in prices
and  th e ir  p e rs is te n t increase; th e  la tte r  w ould have a m onetary  
o rig in ,

international payments régime. W ith a floating 
exchange rate the money supply will affect 
prices (through its effect on the value of foreign 
exchange in local currency), whereas with a 
pegged exchange rate (when there is parity of 
purchasing power), the causality, moment by 
moment, will be reversed.9 Nevertheless, 
whether the exchange rate floats or is handled as 
an instrument of economic policy, the trend of 
prices will be determined by the money creation 
of domestic origin.10

Writers differ in their positions regarding 
the supposed exogenous character of the money 
supply (or of domestic credit, if an open 
economy model is applied). For some, the 
monetary authorities can regulate the volume of 
their domestic assets. Others, on the contrary, 
contend that this capacity is small: even if a close 
relationship exists between money and prices, it 
is not monetary but fiscal policy that will 
determine the rate of inflation. These authors 
point out that the financing of the government 
limits the autonomy of monetary policy: the 
public-sector deficit can be temporarily covered 
by securities against the debt, but, if funds are not 
generated to service this debt, in the last resort it 
will have to be monetized. In other words, the 
fiscal deficit has repercussions on the money 
supply, whose increase determines that of 
prices.11

5 W rite rs  do not agree  on  th e  capacity assigned to  th e  C en tra l 
B ank to  sterilize  re serve  flows; i.e., to  con tro l th e  m oney supply  in 
th e  sh o rt run  by fixed exchange rates (D arby , 1980).

1(1 T h e  connec tion  b e tw een  d o m estic  credit and p rices w ould 
be m o re  ind irect w ith  a fixed exchange  ra te , especially  if th e re  w ere  
m arked  capital m obility , because the  varia tions in in te rn a tio n a l 
reserves w ould o ffset those  o ccu rring  in th e  C en tra l B ank's 
in te rn a l assets, so th a t th e  la tte r w ould have  little  effect on the  
m oney supp ly  and prices. N ev erth e less , th e  m on e ta ry  m odels 
em p h asize  th a t th is  independence  is lim ited; in th e  long  run , th e  
exchange  ra te  m ust vary at the  sam e  ra te  as d om estic  credit 
(because, if not, th e  flow s o f reserves w ould becom e insupportab ly  
g rea t) , so th a t th is  la tte r regu lates th e  average  value o f  the  ra te  o f 
in fla tio n  (R odriguez , 1979).

" S e e  S arg en t and W allace (1981); for the  A rg e n tin ia n  case: 
C avallo  and P eñ a  (1983). In  th e  o rig in a l a rg u m en t, th e re  is no  
essen tia l linkage fro m  pe rio d  to  period  b e tw een  deficit and  prices: 
it is n o t the  tem p o ra ry  bu t the  p e rm a n e n t c red it req u irem en ts  that 
w ill cause in flation . T h e  fiscalist p o sition  is so m etim es  exp ressed  
as an a ssu m p tio n  th a t p rices grow  in p ro p o r tio n  to  th e  pub lic  debt 
in a b road  sense  (i.e., includ ing  b o th  m oney and  o th e r  assets tha t 
p roduce  in te re s t) . T h is  p o in t o f view ignores th e  possib ility  of 
changes in d em an d  for assets, and  it is assum ed th a t an open- 
m arke t o p e ra tio n  (w h ich  replaces one  fo rm  o f  deb t by a n o th e r) 
would be  irre lev an t, w hich  is no t obvious.
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Analysis of the determination of the money 
supply has recently been extended in an attempt 
to represent the interaction between the 
behaviour of the monetary authorities on the 
one hand, and that of the public or of other 
sections of the government, on the other. The 
following would be an example of these 
models.12 The economy is represented by a 
Phillips curve amplified by expectations: if 
global demand (which depends solely on the 
money supply) grows at the pace predicted, 
prices are adjusted in the same proportion and 
output remains at its equilibrium value; 
unexpected increases in demand give rise for a 
time to greater activity, while prices react less 
than proportionally to the variation in 
expenditure. Individuals know this and 
incorporate the datum into their price 
expectations; they are also informed as to the 
hehaviour of the economic authority, whose 
measures give preference to conditions of low 
inflation and high output. Below a certain level 
of inflation, the authorities are willing to 
increase demand if this implies greater activity; 
beyond that point they consider a decline in the 
real product acceptable in exchange for a lower 
inflation rate. There is consequently an 
equilibrium which consists in maintaining the 
rate of inflation at that critical figure, since any 
other situation would be unstable; if, for 
example, the rise in prices were lower than that 
figure, the public would expect the government 
to try to raise global demand, and would adjust 
their expectations accordingly. Only at the 
critical point of the inflation rate are the 
government and the public without incentives to 
change their behaviour.

It will be seen that, in this model, the rate of 
inflation is determined, in the last analysis, by 
the preferences of the authorities (one of the 
weaknesses of models of this type is that they do 
not define how these preferences are formed and 
how they come to be known by the public), and

In  th e  case m en tio n ed  in th e  tex t (w h ich  derives from  te 
m odels o f T h o m p so n  (1981) and  B arm  and  G o rd o n  (1983) the  
in te rp lay  takes place be tw een  th e  C en tra l B ank and  th e  p riv a te  
sec to r as a w hole. M odels have a lso  b een  p ro p o sed  w hich  a im  at 
desc rib in g  the  in te rac tio n  be tw een  th e  C en tra l B ank and  th e  wage- 
e a rn e rs  (Cíale, 1981; H o rn  and  P ersso n , 1984) o r  th e  fiscal 
a u th o ritie s  (T ab e llin i, 1985).

the parameters of the economy, particularly 
quantity-price elasticities over the short term. In 
other words, although the hypothesis of a 
relatively simple association between money and 
prices is maintained, an exogenous explanation 
is sought for the changes in the money supply, so 
that the cause of inflation is identified with the 
determinants of this supply.

The models of this type are of obvious 
interest, since they show how the rate of 
inflation depends on the nature of the responses 
that the evolution of the economy evokes in the 
authorities, and vice versa. They also lead to 
conclusions that are useful for the discussion of 
stabilization policies: to a large extent, a 
sustained change in the inflation rate may be 
seen as a modification of the game that 
determines price increases. In contrast, these 
models also demonstrate the complexity of the 
analysis, even when it is based on clearly-defined 
assumptions as to behaviour. Inasmuch as they 
are based on relatively simple games and impose 
conditions of equilibrium  and rational 
expectations, the models probably give an 
oversystematic interpretation of the inflationary 
process. Both from the standpoint of the study of 
causality and from that of the description of 
price formation mechanisms, the monetary and 
fiscal models leave problems unresolved.

In point of fact, the association between 
money and prices seems difficult to reduce to a 
simple formula. In a sense, the monetary models 
do not offer an independent explanation of 
prices: these would be deduced residually from 
the money supply and the other determinants of 
demand for money. Between changes in the 
money supply and in prices there is an implicit 
sequence of effects, passing through global 
demand and the public’s expectations with 
respect to this, which is not described precisely. 
To begin with, the very concept of money is not 
defined with exactitude: there is a variety of 
assets, each of which has its own yield and its 
own characteristics in respect of risk, greater or 
lesser ease of transfer, etc. In principle, the 
supply of each of these assets affects demand for 
the rest and demand for goods, through changes 
in its explicit returns and in the liquidity services 
that it offers. Hence, the financial determinants 
of global demand would consist in a vector of
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assets rather than in a single aggregate,Indeed , 
it would seem that the relation between nominal 
income and the money supply cannot be 
represented in general as a simple function of 
the interest rate.14 Besides, as is generally 
recognized, the public’s disposition to keep 
money in their hands depends on predictions 
which, if the monetary theory with rational 
expectations is not literally adhered to, may be 
an autonomous source of changes in demand for 
goods in relation to given M. Moreover, it seems 
evident that real shocks can affect expenditure. 
In brief, the relation between money and 
demand is not automatic.

Furthermore, there has still been no clear 
answer to the problem of the reaction of prices 
to present or predicted changes in expenditure. 
In the typical monetary equilibrium model, the 
equation between money supply and demand is 
combined with an aggregate supply curve, 
according to which output responds to 
unexpected changes in expenditure.15 This 
implies the adoption of highly categorical 
hypotheses, both on the form ation of 
expectations and on the operation of the 
markets. From this latter standpoint, it is 
frequently left unclear whether the effect of 
demand on prices would occur directly or 
through the price of the factors of production. 
On the other hand, the hypothesis of price 
flexibility (subject to information on the current

' 'T o b in  (1974) in his co m m en ts  on  F riedm an , has insisted  on  
th e  n o n -n eu tra lity  o f m oney o w ing  to th e  ex istence o f various 
a sse ts  in the  public’s portfo lio .

" T h e  d e v e lo p m en t o f m odels o f dem and  for m oney w ith  
pa rtia l a d ju s tm en t (C how , 1966) o r  w ith  th e  h y po thesis  o f 
cush io n in g  o f shocks (C arr and D arby, 1981 ), in w hich d em and  for 
real cash balances a p p ro x im a te s  only gradually  to th a t w hich 
resu lts  from  th e  classic dem and  func tions, indirectly  reveals the  
d ifficu lties o f link ing , period  by period , th e  m o v em en ts  of th e  
m oney supp ly  and  o f global dem and .

15In  o th e r  w ords, th e  p rices observed  in a p e rio d  a re  equal to  
the  p rices expec ted  (o r to th e  e s tim a tio n  o f th e  g en era l level o f 
prices th a t p eo p le  fo rm u la te  at th e  tim e, w ith  incom ple te  
in fo rm a tio n ) p lu s a co rrec tion  th a t d ep en d s on th e  d ev ia tio n  o f 
real o u tp u t from  its " n o rm a l"  value. T h e re  a re  o th e r  possib le  
hypo theses  on  p rice  fo rm atio n  com pa tib le  w ith  a m oney-prices 
causality; in p a rticu la r th is  is in k eep in g  w ith  a ssu m p tio n s  o f a 
fixed m arg in  over costs. A lch ian  and  A llen  (1964) p re sen t an 
analysis o f  th is  type, according to  w hich  an increase  in  ex p en d itu re  
acts f irs t o n  th e  p rices o f p roduc tive  resources w ith  a relatively 
ine lastic  supply , and  rep e rcu ss io n s  on  th e  p rices o f  th e  o th e r  goods 
and serv ices th en  ensue. T h is  m odel, how ever, leaves the  
ex p la n a tio n  o f  how  facto r p rices a re  d e te rm in e d  p re tty  m uch in th e  
air.

state of the economy) gives rise to certain 
questions. Many interchanges seem to have a 
contractual character (explicit or not), which 
implies slow price reactions to changes in 
demand. These rigidities are probably not 
mechanical, but would depend on conditions in 
the economy and on the agents’ conjectures on 
the subject. There has not yet been any thorough 
study of the rules of decision-making that would 
result in the fixing of prices; the assumption of 
equilibrium, however, is no more reasonable 
than that of complete rigidity.16

It would seem, therefore, that a purely 
monetary analysis does not answer the question 
as to the cause of inflation and can hardly 
describe the movements of prices from one 
period to another. Nevertheless, as the growth 
of the money supply is a typical component of 
inflation, any theory should take the monetary 
aspect of the phenomenon into account. At the 
same time, if the economic authority reserves 
the right to issue non-interest-bearing assets, all 
inflation accompanied by increases in the money 
supply will have a fiscal component.17 In other 
words, a complete description of inflation must 
consider why the inflation tax is collected and 
how it is used. This almost inevitably leads to 
questions of a social and political nature: when 
certain limits have been exceeded, financing

l6T h is  analysis is valid  in  p rin c ip le  for closed econom y 
models. H ow ever, n e ith e r  does the  h ypo thesis  o f p a rity  o f 
p u rch asin g  p ow er seem  to  be clearly d e m o n s tra ted  in th e  case o f 
o p en  econom ies, no t only because o f  the  ex istence  o f  n o n -trad ea b le  
goods, bu t also because th e  s ing le-p rice  law is no t stric tly  app lied  to  
m any goods th a t play th e ir  p a rt in trad e  (M ach inea , 1985). H e re  
also, th e re fo re , it is essen tia l to use hypo theses o f behav iou r 
reg a rd in g  th e  d e te rm in a tio n  of dom estic  prices. T h e  cu rren t 
equ ilib rium  m odels m ake th e  g en eral level o f prices dep en d  on  th e  
exchange  ra te  and  g lobal ex p en d itu re  (because o f  th e ir  effect on  
the  m arke ts  for n o n -trad ea b le  goods); thus th e  s am e  o b servations  
apply as in the  case o f closed econom y equ ilib riu m  m odels.

" T h i s  is valid even  if th e  in fla tion  has a real o rig in . C onsider, 
for exam ple, a sy stem  w ith  a fixed exchange  ra te  (fo r th e  sake of 
sim plic ity  it is assum ed  th a t th e  e x te rn a l p rices o f trad eab le  goods 
are also fixed), w h e re  techn ical p ro g ress  is g rea te r in th e  industries  
linked w ith  the  ex te rn a l m ark e t th a n  in th o se  p roduc ing  non- 
tradeab le  goods (A ukrust, 1977). T h e  re la tive  p rice  o f  th e  non- 
tradeab le  goods increases over tim e; th is  in itse lf im plies  a ris ing  
tren d  in the  g en eral level o f prices. T h e  dem and  fo r m oney also 
increases. If the  C en tra l B ank does n o t m odify c red it to  the  
g o v e rn m en t, it accum ulates assets ag a in st the  rest o f th e  w orld  o r 
ag a in st the  dom estic  p riv a te  sector, w hich  can be in te rp re te d  as a 
use o f th e  in fla tion  tax to au g m en t th e  n e t assets o f the  public 
sector. If at som e p o in t th e  pub lic  sector decides to  m ake use o f 
these  funds, it w ill have a sp e n d in g  p o w er w hich  is n o t th e  
c o u n te rp a rt o f tax revenues.
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through a currency issue indicates that the 
government is forced to use a somewhat 
haphazard method of resolving the discrepancy 
between its capacity to obtain resources and the 
pressures that determine its expenditure. 
Reciprocally, to achieve a steady fall in the 
inflation rate the public sector must at some 
point renounce part of the credit it obtains from 
the Central Bank:18 this implies losses for certain 
groups against benefits for those most affected 
by the inflation tax.

3. M odels ba sed  on  th e  d istribution  struggle

According to the monetary or fiscal theories, 
inflation results in the last resort from increases 
in nominal expenditure induced by the economic 
policy pursued. Another explanation associates 
inflation with persistent rises in production 
costs. This relationship can be understood, in the 
first place, with reference to the way in which 
prices are fixed: the theory would then be 
identified with the assumption that the prices of 
goods are directly determined by factor prices. 
Nonetheless, although there is clearly a close 
connection between costs and prices, this still 
does not define the cause of inflation: it is 
necessary to explain how these costs are 
established and what is the set of exogenous 
variables that determines the price system.

In distribution struggle models, prices are 
established as the result of a social conflict 
(Kalecki, 1943; Aujac, 1954; Jackson and Turner, 
1975; Moore, 1979). Competition among social 
groups is manifested in fiscal policy. As 
mentioned above, the existence of high and 
persistent deficits might generally be regarded 
as reflecting the difficulty of reconciling the 
demands of public expenditure with resistance 
against taxation. The models discussed here 
focus on another aspect of the distribution 
question. It is clear that changes in relative prices

18T h e  reduction  in th e  defic it financed by issue need no t be 
s im u ltan eo u s w ith  th e  fall in th e  in fla tio n  rate, because w ith  th e  
fall in th e  ra te  o f p rice  increases th e re  will p resum ab ly  be a rise  in 
dem and  for m oney. T h e  a rg u m en t in th e  tex t ignores the  
possib ility  (th eo re tica lly  conceivable) th a t in fla tion  has exceeded
the  level th a t m ax im izes the  in fla tio n  tax; i.e., th a t th e  rise in prices 
is such th a t an add itio n a l in c rem en t in th e  in fla tio n  ra te  will 
p roduce a m o re  th a n  p ro p o r tio n a l decrease  in ho ld ings o f real cash 
balances. It does no t a p p ea r  th a t th is  possib ility  is o f p ractical
im portance , excep t p e rh a p s  in cases o f h y p e rin fla tion .

have effects on distribution: the suppliers of a 
product, or productive resource, benefit if their 
sales price increases in relation to the rest (and 
the amounts sold are not too much reduced). In 
traditional equilibrium analysis, prices (and the 
resulting distribution) derive from the operation 
of the markets, in competitive conditions. 
According to other theories, some basic prices, 
such as wages, are determined by the action of 
social groups. The attempts of the various 
groups to improve their real income would give 
rise to increases in costs and prices (since each 
group can only influence its own price); in some 
periods wages would be in the lead and in others 
the prices of the different categories of goods, 
according to the relative power of workers and 
entrepreneurs.19 The sequence of actions and 
reactions of these groups would bring with it 
inflation. In other words, inflation would result 
from a collective interplay in which wages and 
margins over costs are determined without 
equilibrium being reached. The more intense the 
conflict, the faster will prices rise, that is, if the 
groups simultaneously try to obtain marked 
improvements in their real income.20 Moreover, 
if there are indexing instruments (defined 
institutionally or applied as implicit rules), the 
price variation in one period will be transferred 
to subsequent periods: an exacerbation of the 
distribution struggle would produce not only a 
rapid rise in prices but also a persistent increase 
in inflation.

To complete the model the behaviour of 
monetary policy would need to be defined. Given 
the assumption that prices and wages respond 
m ain ly  to c o s ts  and d is tr ib u tio n a l  
considerations, the conflict would confront the 
authorities with an awkward dilemma. A

l‘Mn th e  case o f A rg en tin a , th re e  b road  g ro u p s  are  
tra d it io n a lly  d is t in g u is h e d  (w o rk e rs , u rb a n  e n tr e p re n e u r s ,  
ag ricu ltu ral e n tre p re n e u rs )  w hich, in vary ing  alliances according 
to the  m om en t, w ould  define  th e  charac te ris tics  of th e  conflict. 
A ccording to  these  stud ies, the  b a rg a in in g  capacity o f th e  g ro u p s  
and th e  s tru c tu re  o f  p rices w ould be particu larly  influenced by th e  
ex te rn a l paym ents s itu a tio n  (see, am o n g  o th e rs , F e rre r (1963); 
B rodersohn  (1974); C an itro t (1975); M allon and  S ourrou ille  
(1975).

¿0O r w hen  th e re  are p ressu res to o b ta in  an increase  in th e  
re la tive  prices o f som e products  w ith  flexible prices, w hich 
g en era te  resistance to  th e  fall in the  real incom e of the  g roups 
affected. In  this con tex t, m oreover, th e  g o v e rn m e n t m ig h t also 
in itia te  o r accelerate th e  sectoral s trugg le  by ap p ly in g  policies 
a im ed  at increasing  the  real value o f  th e  prices it con tro ls .
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restriction of demand would have an effect on 
the amounts produced and only very gradually 
on prices. Prices and wages can respond to 
expectations, but these last would not be based 
on announcements of monetary policy as in 
e q u ilib riu m  m odels p o sitin g  ra tio n a l  
expectations. Thus, when a rise in prices occurs, 
the options for the government would be either 
to confirm the rise by expanding global demand 
or else to accept a decline in activity. From the 
standpoint of these models, monetary policy is 
generally endogenous; the level of prices is 
"decided” by private groups or individuals and 
the government adjusts its conduct (though not 
necessarily immediately) to this decision.21 In 
other words, distribution struggle theories are 
associated with a hypothesis on the economic 
policy régime which postulates that government 
action follows in the wake of the private sector, 
in opposition to the monetary and fiscal 
hypotheses which assign the leadership to the 
authorities.

T h e hypotheses sum m arized above 
highlight the distributive aspect of price and 
wage variations, which is obscured in 
equilibrium models. They also underline the 
limitations of traditional analyses in describing 
the relations between firms and workers: 
production generates quasi-profits, whose 
distribution is a matter of bargaining, especially 
in the case of short-time horizons. At all events, 
distribution-struggle models frequently fail to 
clarify the hypotheses of behaviour which would 
explain the conduct of groups and individuals 
(Hirschman, 1985). This poses a number of 
interrogatives. Even if nominal wages are 
established for a group of enterprises (or for the 
economy as a whole), in principle each firm 
determines its prices individually: real wages, 
therefore, are not the result of collective 
bargaining. How are the strategies of the 
different parties determined when wages are 
settled, and how are prices established once costs 
are known? In any case, it seems to involve a 
complicated game, in which the participants

21 T h e  m oney supp ly  m ig h t also vary w ith  an endogenous
resp o n se  o f  the  fiscal defic it to  p rices o w ing  to  th e  ex istence  of lags 
in th e  collection  o f  taxes (O livera , 1967; D u tto n , 1971; T anzi,
1977; C anavese, 1985). In  th is  case, a o nce-fo r-a ll increase  in prices 
m ig h t g ive  rise  to  a p e rs is te n t acce lera tion  o f th e  g ro w th  o f the  
m oney supply.

have to act on the basis of conjectures as to the 
measures likely to be taken by the other agents 
and by economic policy, without much precise 
knowledge of what will happen in the end. In 
view of the complexity of the problem it is 
probable that rules of behaviour are adopted 
which do not incorporate all the information 
potentially available (since that information is 
not necessarily reliable and since it is difficult to 
draw inferences on the basis of the data).22 But it 
is still a moot question how mechanically such 
rules will be applied as the transfer of costs to 
prices or the increasing of wages on the basis of 
past inflation, and how these rules will be 
adjusted in face of abrupt changes in 
circumstances, produced, for example, by a 
modification in the economic policy régime.23

The impression derived from the hypothesis 
of a price-wage spiral is that of an economy 
which does not succeed in determining a fairly 
stable set of relative prices: if a group wishes to 
improve its relative situation, its action is 
neutralized after a time by the reaction of other 
prices, so that the succession of moves does not 
achieve a well-defined result. An immediate 
question is: how does the inconsistency in the 
price system arise?21* An initial possibility 
appears if some group attempts to take 
advantage of lags in price adjustment to obtain a 
temporary improvement in its real income; in 
the short run, demands are relatively inelastic, 
and, although the action of the said group may be 
counteracted at some moment by a rise in other 
prices, there may at any rate be a potential gain. 
This line of conduct calls for several conditions: 
co-ordinated action (more easily sustainable 
over short terms), the absence of anticipatory 
reactions on the part of other agents; and a not 
very vigorous response as regards the quantities 
demanded. This last appears the more probable,

220 k u n  (1981) discusses th e  p ro b lem s associated  w ith  price  
fo rm atio n  and a tte m p ts  to ra tiona lize  th e  ex istence  o f  rigidities. 
F renkel (1984a) con tends th a t w ages re sp o n d  to  in s titu tio n a l 
cond itions and th a t if th ese  cond itions a re  estab lished , th e  
re su ltin g  in dexa tion  o f p a s t in fla tio n  is a sy stem  th a t saves th e  
p a rtie s  the  labour o f  p ro cu rin g  and p rocess ing  in fo rm ation ,

2)Frenkel (1983) p o in ts  ou t th a t th e  m arg in  o v e r costs 
app lied  by firm s w ould n o t rem ain  fixed in face o f such changes,

24 T h is  re fe rs  to  the  case in w hich  it is assum ed  th a t th e  
d is trib u tio n  s tru g g le  in itia te s  th e  acce lera tion  o f p rice  increases. It 
should  be n o ted  th a t this case is d iffe ren t from  th a t w hich  resu lts  
from  th e  defensive reactions  produced w hen  w ages and prices vary 
in o rd e r to  adap t to  an already ra m p a n t in flation .
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the more erratic is the movement of overall 
prices. Thus, in conditions of already manifest 
instability more frequent price rises of this type 
can be expected.

A second form of distribution struggle may 
occur if prices and wages are established in an 
e x p e c t a t i o n  o f p e r m a n e n t  r e l a t i v e  
improvements, which is later disappointed. This 
would happen, for example, if the real wage 
envisaged by the workers became incompatible 
with the profit margin policy of the firms. The 
quest for a viable system of relative prices may 
give rise to successive increases in wages and 
prices. In a situation of this type the struggle 
would be a symptom not only of social tension 
but also of econom ic imbalance. These  
incongruities seem more likely to occur when 
some exogenous factor distorts relative prices or 
reduces real income. The real wages demanded 
and the margins over costs presumably depend 
on the estimates made on the basis of normal 
values, sustainable in accordance with  
experience. Although it may be recognized that 
there has been a change which diminishes global 
income, its repercussions on prices and 
remunerations as regards particular groups may 
not be easy to establish in advance. There is no 
guarantee that the incomes hoped for will be 
equivalent to potential income. Attempts to 
maintain relative prices that were normal in the 
past may push nominal values above ordinary 
levels. In other words, the learning process 
which leads to a new price system would 
accompany the effective appearance of surplus 
supply or demand on the markets, and would 
imply a rise in prices as a whole.

At all events, although the distribution 
struggle may be an autonomous source of price 
increases, it is obvious that this inflationary 
mechanism would function the more intensely, 
the more flexible was economic policy. Although 
it is true that acute distribution conflicts hamper 
the regulation of nominal demand, it is no less 
certain that a purely passive policy has an 
evident bias towards inflation. In setting prices, 
each individual or group will take it into account 
that, if the rest determine a higher inflation rate, 
demand will grow as a result. An upsurge of 
some prices, or a threat that this will happen, 
will therefore cause reactions in the other prices. 
Hence it is probable that inflation will

accelerate. The limit would be reached when 
price increases attained a rate which the 
authorities were not disposed to support. This 
would mean that economic policy could not 
escape the implicit dilemma; there must be a 
point at which the unconditional maintenance of 
activity will be renounced in order to avoid 
bigger price increases.

4. Structural in flation  m od els

The term "structural” is ambiguous. Both the 
mechanisms of price formation and the stimuli 
that in the last instance act on them depend on 
the specific features of the economy, on its social 
composition and on the way in which economic 
policy is determined. A high and persistent fiscal 
deficit, for example, can undoubtedly be 
attributed to structural causes, if this is the term  
used for the group of pressures by which it is 
originated. Structural inflation hypotheses, 
however, refer to a specific class of models, with 
well-defined assumptions as to the non
monetary origin of inflation (Sunkel, 1958; 
Prebisch, 1961; Seers, 1965 and 1964; Ruggles, 
1964; Olivera, 1964; Frisch, 1983, chapter 5).

According to the distribution struggle 
hypothesis, inflation is symptomatic of a 
maladjustment in the determination of relative 
prices. In contrast, for some models inflation can 
be interpreted as a mechanism that facilitates 
the establishment of relative equilibrium prices 
when there is variation in sectoral supply and 
demand. In the event of downward rigidity of 
nominal prices,25 it is impossible to achieve a 
balance by keeping the general level of prices 
fixed: there are no forces tending to eliminate 
excess supply of those goods whose relative price 
should decrease. In contrast, if global demand 
increases at least to the point at which the 
nominal prices of these goods remain fixed 
(which implies that the other prices rise) the 
constraint caused by rigidity can be avoided. In 
other words, when changes occur in technology, 
in preferences, etc., which would require a 
modification of relative prices, this can occur

25 A d is tin c tio n  is frequen tly  m ade  am o n g  goods according to  
the  degree  o f excess dem and-e lastic ity  in th e ir  prices. In  som e 
cases, the  re sp o n se  w ould be relatively  rapid ; in o th e rs  it w ould 
occur very slowly (H icks, 1974).
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without distortions only if certain nominal 
prices are not forced downward. If the 
authorities adopt a policy of maintaining output 
volume, the result is a rising trend in prices as a 
whole. The greater is the frequency and the 
larger the scale of intersectoral transfusions, and 
the more inelastic is sectoral supply and demand, 
the more severe will inflation be; this depends 
on the structure of the economy. From this 
viewpoint, therefore, the chain of causality 
would extend from the variation of relative 
prices — due to real factors—  to inflation, 
through a régime of la isser-fa ire  policy, which 
permits a price slide in order to facilitate the 
transition from one set of prices and quantities 
to another.

T h ese th eories indicate th at som e  
generalized price increases do not necessarily 
derive from global variations in supply and 
demand, but may also originate in shifts between 
sectors. Although the argument is based on a 
very schematic theory of price formation (ancT 
the downward rigidity of nominal prices seems 
to lose importance as inflation rises), it is 
evident that in many markets equilibrating price 
responses occur only slowly. In the case of some 
goods, the initial reaction to an excess of supply 
is a reduction of the quantities produced, 
whereas in respect of others (such as agricultural 
products) there are more pronounced price 
adjustments. Consequently, it is probable that an 
increase in the relative prices of the second 
group of articles will lead to a rise in the general 
level of nominal prices; these increments may be 
transmitted in due course if there is a diffusion 
mechanism (such as indexation rules or induced 
changes in the fiscal deficit) or if the prospect of 
reduced activity leads the authorities to ratify the 
increases.

In the initial expositions of the structural 
inflation hypothesis emphasis was laid on the 
inelasticity of agricultural supply, which was 
attributed to technological and institutional 
rigidities and to inflexibility in respect of a 
reduction of nominal prices. A group of more 
recent studies (Canavese, 1982; Frenkel, 1983 
and 1984a; Lopes, 1984; and L. Taylor, 1983, 
chap. 6, 10) also adopts a non-monetary
conception of inflation, but with different 
characteristics. The hypotheses on price 
formation have two main elements. In the first

place, goods are divided into two classes: those 
with flexible prices (typically, raw materials) 
and those with 'managed’ prices; the prices of 
the latter would be determined by the 
application of relatively constant margins over 
costs. Secondly, it is assumed that wages follow 
an indexation rule based on the variation of 
prices in former periods, and are little influenced 
by predictions of future prices and excess 
demand for labour.26 Hence the rate of inflation 
has a pronounced component inertia, since the 
indexation of wages transmits price increases 
into the future;27 upswings in inflation would be 
mainly due to increases in the relative values of 
the goods with flexible prices.28 It can also be 
deduced that real wages would vary in inverse 
proportion to the inflation rate and that the 
changes in global demand would bring their 
effects to bear almost entirely on the amounts 
produced and very little on prices.

From the analytical standpoint, these 
models show how difficult it is, with the 
equilibrium approach, to explain price 
formation and especially wage formation. In the 
first place, they call in question the implicit 
assumption of instantaneous wage-setting: 
labour relations tend to be long-lasting and their 
renegotiation costly; wages would therefore 
form part of a contract (perhaps implicit) which 
is not constantly reviewed. Hence nominal 
wages would show appreciable rigidity over 
short periods. Furthermore, attention is drawn 
to the costs in terms of information and conflict 
that would be implied by complex wage 
regulations, using data which are not generally 
available or easy to obtain (Frenkel, 1984b). 
From this standpoint indexation in respect of 
past inflation would be, in a context of rapid 
price rises, a reasonable method of stabilizing

26T h is  type o f m odel can be com bined  w ith  th e  d is trib u tio n  
s trugg le  h ypo theses  th ro u g h  episodic  changes in the  m arg in  over 
costs o r  in th e  deg ree  o f indexation  o f wages.

¿ 'In f la tio n ary  ine rtia  has also been em p h asized  by G ordon
(1981) and  T o b in  (1980). F isher (1977) , P h e lp s  and J. T ay lo r 
(1977 and 1980), a m ong  o th e rs , have discussed th e  effects of 
con trac tual rig id ities, a lth o u g h , in th e  m odels in q u estion , wages 
a re  d e te rm in ed  on  th e  basis of forecasts.

2ftT h is  conclusion  is s im ila r to  th a t o f the  trad itiona l 
s tru c tu ra lis t m odel. In  th e  la tte r, how ever, an a tte m p t was m ade to  
exp la in  p rice  increases, w hereas he re  th e  analysis refers  to changes 
in th e  in fla tion  ra te . M oreover, recen t m odels d iffe r from  th a t of 
O livera  ( 1964) ¡n th a t no re ference  is m ade to g en eral equ ilib rium .
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labour relations, without resorting to procedures 
inapplicable in practice. For this reason, wages 
would be set with retrospective criteria, as a 
function of the price changes taking place 
between occasions of adjustment, and not on the 
basis of expectations concerning future inflation.

Wage indexation is current practice in 
inflationary econom ies; it facilitates the 
fulfilment of contracts in conditions of rapid 
price variation and is a relatively inexpensive 
formula to negotiate and apply. Obviously, in an 
economy in which indexation is widespread, 
inflation presents an inertia which is a particular 
obstacle to the application of stabilization 
policies based exclusively on restriction of 
demand.

Some questions, however, remain to be 
answered. When nominal wages are fixed, one of 
the main variables taken into account is the rise 
in prices since the preceding adjustment. But the 
indexation system based on past inflation is 
imperfect, since it fails to maintain the 
purchasing power of the contract if the price 
trend is modified, nor does it incorporate other 
real influences on wages. It would be of interest 
to specify in what conditions indexation is used 
as a means of avoiding frequent renegotiations, 
and how and with what frequency the wage base 
is reviewed. To do this, it would be necessary to 
define with some precision the objectives of the 
parties, their attitudes and the costs of 
negotiation and application of different types of 
contract, in addition to the institutional 
context.29 The theory has not yet been clarified 
on this point: the current models have reached 
firm conclusions, although various hypotheses 
have been put forward which would account for a 
certain rigidity in wages.30 In particular, it 
remains to explain the existence of different 
ways of drawing up contracts according to the 
economy and the period in question (wages fixed 
in nominal terms with adjustments varying in

29T h e  im p o rtan c e  o f in s titu tio n a l cond itions has been  
u n derlined , am o n g  o th e rs , by C o rtáza r (1983) and F renkel 
(1984a). T h e  la tte r au th o r avers th a t w ages th eo ry  is necessarily 
h isto rica l and th a t it is no t possib le  to  fo rm u la te  an ex p lan a tio n  o f 
a g en era l type.

,0F o r a su m m ary  o f  th e  c u rre n t d iscussion  on th e  theo ry  o f 
co n trac ts  and p rice- a n d  w age-fix ing , see  A zariad is  and  C ooper
(1985), A zariad is  a n d  S tig litz  (1983), F lanagan  (1984), K le in  
(1984), L azear (1984), W eitzm a n  (1984) and  Y ellen  (1984),

frequency, more or less complete indexation 
subject to price indexes or other variables, with 
different lags and adjustment periods) and, 
above all, the transition from one mode of 
procedure to another.31 In this connection, it 
would seem that methods of wage (and price) 
fixing depend on the economic policy régime. In 
particular, indexation with a retrospective 
criterion stabilizes the real wage expected, if the 
past rate of inflation is a good indicator of that 
which will prevail in the period covered by the 
contract. The fulfilment of this condition will 
depend on the anticipated behaviour of the 
prices fixed in the public sector and on the 
monetary aggregates (through their effect on 
flexible prices, margins over costs or the actual 
expectations of other sectors). Although it is a 
fact that the costs of transaction might account 
for the continuance of certain rules even though 
they imply a margin of error, it is no less true 
that methods based exclusively on the 
extrapolation of past behaviour patterns will 
probably not be applied at moments of visible 
change in economic conditions. In other words, 
it would prove impossible for a theory of prices 
and wages to omit consideration of expectations 
(that is, prices, in the last instance, are fixed 
prospectively) and this would reintroduce (albeit 
at moments of pronounced variations) global 
demand into the explanation of 'managed' 
prices. In any case, since it is very probable that 
the response of flexible prices and of 
expectations to demand may be neither 
complete nor uniform, and renegotiation has its 
costs, the presence of contractual rigidities will 
be an important element in the analysis of 
stabilization policies.

5. Sum m ary

The debate on the causes of inflation is often 
presented in terms of an option between 
different typologies: inflation would appear to 
have a well-defined nature that would need to be

M A particu larly  in te re s tin g  top ic  is th a t o f th e  speed  w ith  
w hich  th e  ru les for p rice  and  w age fo rm atio n  ad ap t them selves  to 
th e  c u rre n t ra te  o f  in fla tion . G e rch u n o ff (1985) co m m en ts  that, 
a fte r th e  G e rm an  stab iliza tio n  o f  1923, w ages w ere  once  again 
fixed in n om ina l te rm s  ( in  local cu rrency) w ith  considerab le  
p ro m p titu d e , bu t th e ir  p e rio d  o f validity  rem ain ed  for m any years 
sh o rte r  th a n  th a t observab le  in o th e r  E u ropean  countries.
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discovered. This attitude is not absurd from an 
analytical point of view; besides, a precise 
explanation of inflation would assist the design 
of policies. It happens at times, however, that 
th e  d iscu ssio n  assu m es a so m ew h at  
methodological aspect: while some demand an 
explanation of the creation of money and its 
effects, for example, others insist on taking wage 
variation into account. In point of fact, a 
reasonable complete theory should incorporate 
all these issues at one and the same time, so as to 
identify exogenous influences and show the 
mechanisms by which they are transmitted to 
prices. There is no theory sufficiently developed 
to permit precise inferences of this type.

Single-cause explanations have their 
dangers. It is true, for instance, that there are no 
cases of sustained inflation in which there has 
not been a rapid increase in the money supply. It 
also seems clear that predictions on the 
behaviour of monetary policy play a part in the 
formation of prices: these last will be the more 
volatile and resistant to downward movements, 
the greater the likelihood that global demand 
will adjust itself passively to prices. But these 
observations do not explain inflation. A purely 
monetary model oversimplifies decisions on 
prices (in assuming that these are determined 
according to an equilibrium in which the agents 
take into account only the predicted evolution of 
the money supply) and leaves unanswered the 
question as to the nature of the pressures that act 
on monetary policy. In like manner, the models 
that postulate mechanical rules for price- and 
wage-fixing do not clearly explain how 
individuals or groups would arrive at these 
decisions, nor how economic policy would react 
to them. Obviously, it is not that the factors that 
cause price increases are totally unknown, but 
that the knowledge is vague. The more erratic 
the inflationary régime or the more sudden the 
changes in economic policy, the greater will be 
the uncertainty (both for the purposes of 
analysis and for decision-taking by the agents).

It is sometimes possible to identify specific 
circumstances that may step up the rate at which 
prices rise. In this connection, it would appear 
that the marked increase in external debt 
services has created conditions highly propitious 
to inflation. In the first place, the transfers 
abroad imply a higher real exchange rate, which

tends to be reached by means of nominal 
devaluations which push up prices. Moreover, as 
long as no new structure of relative prices has 
been established (and to some extent accepted), 
the defensive reactions of the sectors most 
affected may give rise to price-fixing  
inconsistencies of the type mentioned. Lastly, as 
a large part of the debt has been contracted or 
taken over by te public sector, an additional 
pressure on the budget is created. When, 
furthermore, taxation capacity is limited (a 
situation which is aggravated by the fall in real 
income), it is to be expected that greater recourse 
will be had to the inflation tax.

Again, as another exam ple, internal 
financial crises (due in part to real factors or to 
weaknesses in the banking systems) might give 
rise to intense demand for inflation to reduce the 
real value of liabilities. The mechanism by which 
inflation is generated in this case may initially 
imply greater monetary expansion or an 
increase in certain prices. According to where 
the accent is placed, attention will be 
concentrated on these mechanisms or on the 
particular origin of the inflationary pressures. 
This once more illustrates the ambiguity of the 
question concerning the origin of inflation.

In effect, the eagerness to discover a single , 
explanation may suggest that inflation (above all 
when it is intense) is a more systematic 
phenomenon than it really is. Large fiscal 
deficits, inconsistencies in price-fixing and 
resistance to a reduction in the rate of price and 
wage increases tend to go together and to 
influence one another: once inflation begins to 
soar it seems difficult to assign it a clearly- 
defined cause. Something similar happens when 
price variation is considered from one period to 
another. It is frequently observed that the money 
supply increases over and above prices; at other 
times wages take the lead, or the exchange rate, 
or another group of prices; and on some 
occasions prices rise for no apparent reason. 
These sporadic advances or lags do not define 
the type of inflation at each moment in time, but 
reflect the erratic nature of price-fixing.

An inflationary economy is different from a 
stable economy and not only because the 
nominal variables grow at a greater speed in the 
one case than in the other. The haphazard rise in 
prices, whether because the government can find
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no means other than a money issue to finance its 
expenditure or because there are irreconcilable 
claims which lead in their turn to a policy of 
accommodation, points to a state of more 
general perturbation. It seems significant that 
many of the major instances of inflations have 
occurred in circumstances of political instability 
or economic crises, that is, when there are 
exacerbated distribution conflicts or when the 
economy is in a condition of manifest 
disequilibrium. In the last instance, an acute 
inflation seems symptomatic of a problem of

social functioning. From this standpoint, the 
most important consequences of inflation would 
be associated with the difficulties in decision- 
taking which characterize a state of great 
uncertainty. In the same way, stabilization 
appears not only as a change in the handling of 
certain policy instruments, but as a process 
which results in modifications of the different 
types of conduct (on the part of both the 
government and the private sector) which 
generate inflation.

II

Effects of inflation

Analysis of the consequences of inflation is 
usually based on models in which inflation is 
neutral (in the sense that the nominal variables 
— prices, wages, money supply—  grow at the 
same rate) and completely predictable. Hence 
the main effect of a continuous rise in prices 
would be a distortion in money holdings: the 
higher cost of maintaining assets without 
interest reduces demand for real balances so that 
individuals lessen their consumption of liquidity 
services (Bailey, 1954; Friedm an, 1969). 
Attention has also been drawn to the 
distributional implications of unforeseen  
changes in prices (Kessel and Alchian, 1962). 
These effects are by no means negligible, but 
they do not constitute an exhaustive list of the 
consequences of inflation (Leijonhufvud, 1977).

One of the features of situations of price 
volatility is that the agents are involved in a 
game of complex conjectures, in which they 
possess little reliable information. In such cases 
neither the conduct of the private agents nor 
economic policy is easy to predict. Economic 
policy tends to be influenced by a variety of 
requirements (to sustain the level of activity, to 
maintain external equilibrium, to regulate credit, 
to influence prices, to distribute income or net 
wealth in a particular way), whose priorities vary 
according to the aims of the authorities, the state

of the economy or the interpretation placed on 
the latter. If policy is unstable it is more probable 
that the expectations of the public will be 
volatile and differ for different individuals,32 a 
factor which affects decisions on prices and asset 
holdings. The diversity of expectations, 
frequently associated with erratic changes in 
public sector prices, is reflected in the haphazard 
evolution of the different categories of prices.33 
Then neither the private agents nor the 
government can predict with accuracy the 
behaviour of the markets. This in turn creates 
problems for economic policy. In these 
circumstances there will probably be no clear-cut 
system of policy determination, and private 
decisions will be unsystematic and mutually 
incompatible. The costs of inflation derive not 
only from price increases in themselves but also, 
and mainly, from this disorderliness.

i2 L e ijo n h u fv u d  ( 1981) d is t in g u is h e s  b e tw e e n  w ell- 
constructed  ex pec ta tions , th a t can be described as based on  th e  p a s t 
cond itions o f th e  econom y an d  w ould  be charac te ris tic  o f  relatively 
s tab le  s itu a tio n s, and  ill-constructed  ex pec ta tions , w hich  do n o t 
conform  to  a w ell-defined  m ode) app lied  by th e  agents as a w hole.

,}It is well estab lished  th a t the  va riab ility  o f  re la tive  p rices 
increases w ith  in fla tio n  (fo r the  A rg en tin ian  case, see H e lm an , 
R o ite r and Y oguel (1984)). T h e  ex p lan a tio n s  p u t fo rw ard  range  
from  s tru c tu ra l in fla tion  m odels to  those  in  w hich  th e  va ria tio n  o f 
re la tive  p rices is a function  o f  the  va ria tio n  in th e  random  
c o m p o n en t o f  th e  m oney supply  (C uk ierm an , 1979).
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How far inflation disturbs economic activity 
will depend on its intensity. The greater the 
existing instability, the more appreciable will be 
its effects.

i) The rise in prices stimulates demand for 
liquid assets distinct from the means of payment, 
whose real value rapidly depredates. One of the 
effects of the flight of money is the increased 
importance acquired by foreign exchange, not 
only as an accounting unit to express prices, but 
also as a means of maintaining purchasing 
power and even making payments. As a 
counterpart to the larger holdings in foreign 
currency (which do not produce interest in the 
country of issue), residents need to dispose of 
goods or other assets, which represents a cost for 
the economy as a whole. Moreover, the attempt 
to reduce the amount of the monetary balances 
diverts resources into short-run financial 
operations and into the quest for methods of 
synchronizing payments and collection, and 
creates difficulties in the organization of trade 
transactions. Besides, not everybody has the 
same facility for avoiding the inflation tax: this 
probably falls mainly on the lower-income 
groups;

ii) The volatility of prices leads to an active 
quest for information. But despite this effort 
(which withdraws resources from productive 
activities), the agents are faced with much 
greater uncertainty than in conditions of 
stability. They run the risk of incurring heavy 
losses and at the same time have the chance of 
making large profits, which depend solely on the 
forecast of inflation. This generates a boom in 
speculation in which most people find 
themselves induced (or obliged) to take part. 
Many transactions are based entirely on the 
existence of different opinions on future price 
trends: similarly, trade operations are not 
effected which would be carried out in more 
normal circumstances. At the same time, the 
difficulty of making forecasts is all the greater, 
the more extensive is the time horizon of 
decisions. People then prefer to take up flexible 
positions which can be modified as new 
information is received. This may probably lead 
to the postponement of investments which take 
time to produce results. Something similar 
occurs with economic policy: measures aimed at 
promoting growth are less likely to be

considered lasting when, as happens in cases of 
high inflation, the conduct of the government is 
regarded as unstable; this entails an increase in 
the incentives required to obtain a specific 
response;

iii) The contraction of the time horizon of 
decisions is more evident in financial markets. 
As uncertainty over prices increases with the 
length of the term, contracts with fixed interest 
are negotiated for short periods. The possible 
options for longer-term financing also have 
their drawbacks: variable interest systems 
involve the risk that the real interest rate will 
change, while the variability of relative prices 
makes it difficult to find appropriate indexes for 
debt adjustment. Hence the provision of funds 
for investment is adversely affected;

iv) F re q u e n t p rice  ch an g es quickly  
invalidate the inform ation available to 
consumers. The cost of seeking better buying 
opportunities rises with inflation. Hence price 
competition becomes a less expedient strategy 
for business firms than when conditions are 
more stable;

v) In preferring flexible measures, the 
agents strive to safeguard themselves against the 
effects of unexpected changes in prices. 
Nevertheless, inflation inevitably produces 
random redistributions of incentives and 
income. Price instability may reflect a 
distribution conflict, but also acts as a feedback to 
it. When systems of automatic wage adjustment 
are applied, their im perfections produce 
unexpected changes in real remunerations and 
thereby constitute a cause of friction; when they 
do not exist, adjustments become more frequent. 
Since it is impossible to set up a well-defined 
system of contracts in real terms and frequent 
and pronounced changes occur in relative prices, 
each round of negotiation becomes a source of 
conflict.

In situations of erratic inflation, therefore, 
measures directed towards grow th and 
permanent income redistribution are relegated 
to a secondary plane in face of a chaotic short
term game with no precise solution. Given that 
the problem lies in the behaviour pattern of the 
public sector and the private agents, its 
correction implies a change in those lines of 
conduct. In other words, stabilization means the 
achievement of a situation in which the
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economic actors are in a better position to 
formulate plans for the future and in which it is 
more probable that decisions will be mutually 
compatible. To put it another way, price trends 
should be more predictable; which calls for an 
economic policy such that will guide private 
decision-making towards this end. It will be 
difficult to attain this result with high inflation 
rates. Consequently, one of the conditions for

stabilization is that the velocity of price increases 
should be "reasonable”. To reduce instability it is 
also essential that inflation should be relatively 
predictable, so that the agents can formulate 
fairly trustworthy expectations. The problem of 
stabilization is therefore twofold: to reduce the 
rate of price increases and at the same time to 
ensure that this reduction shall be lasting.

i n

Stabilization policies

1. Stabilization as a problem of 
economic policy

The designing of stabilization policies poses 
several difficult questions: to what point is it 
d e s ir a b le  and p o s s ib le  to  u n d e rta k e  
unconditional economic policy commitments; 
what price track is it expedient to choose as a 
goal for stabilization; what does this imply for 
the management of policy instruments; and 
what should be done to ensure that the transition 
to a lower and more stable inflation rate involves 
the least possible cost.

An initial question relates to the time 
horizon of policies. Economic models tend to 
represent decisions, in relation to time, as the 
solution of problems in which strategies are 
formulated to cover all future periods: the line of 
conduct to be adopted at the present time forms 
part of a sequence of measures and depends on 
the contingencies that are expected to arise in 
tim e to come. These models are not entirely in 
keeping with reality. In point of fact, the usual 
behaviour pattern is quite different: decisions 
are adopted one by one, without any precise 
definition of future measures. It is natural that 
this should be so, in view of the difficulties of 
o b ta in in g  and p ro cessin g  in fo rm a tio n . 
Stabilization policies clearly pose a dilemma 
between predetermining (and announcing) the 
evolution of certain instruments throughout a

fairly long period, or allowing a flexible 
adjustment of policies to circumstances.

Latin America has known what it is to 
embark on numerous programmes that have 
proved impossible to sustain: the alternation of 
attempts at disinflation, crisis and new attempts 
has been a major factor of instability. This 
suggests the undesirability of basing policies 
mainly on temporary expedients, since this may 
affect confidence in their results (and thereby 
hamper the transition towards lower inflation 
rates) and make programmes, once initiated, 
more difficult to keep up. N either is it probable, 
however, that a stabilization programme can 
propound a complete set of permanent policies. 
On the one hand, if it starts with a situation of 
high inflation, the confusion that this implies 
will preclude the fixing of too extensive a time 
horizon. On the other hand, since stabilization in 
itself represents an appeciable change in the 
economy, it is impossible to make accurate 
forecasts of the conditions that will exist during 
and after the period of transition. From this 
standpoint, it seems reasonable to regard 
stabilization as a preliminary step, frequently 
indispensable but not necessarily definitive, 
towards the establishment of lasting policies.

Although it is clear that changeable policies 
are very costly, in the longer term a question also 
arises as to the expediency of defining strict rules 
for the management of certain instruments. A
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case in point is monetary policy. It has been 
proposed that the Central Bank should act in 
such a way as to hold constant the growth rate of 
some monetary aggregate.34 According to the 
advocates of this system, this monetary 
regulation would solve the problem of price 
instability and at the same time eliminate a large 
part of the fluctuations in aggregate output; if 
the means of payment grow at a predictable rate, 
there will be a reduction in the unforeseen 
component of global demand which, according 
to the traditional hypothesis, causes the cyclical 
changes in production

These arguments, however, are based on 
very categorical assum ptions as to the 
association between money and prices. In actual 
fact, a régime of fixed monetary growth would 
have several disadvantages. T o  begin with, the 
establishm ent of the rule in question as part of a 
stab ilization  program m e (and, therefore, 
accompanied by an appreciable change in the 
growth rate of the money supply), may have a 
considerable initial impact on prices, since it will 
presumably increase demand for real balances. 
In these conditions it is almost impossible to 
know what the equilibrium price level would be. 
Thus the régime, instead of facilitating the 
formation of expectations, would be adding a 
further elem ent of uncertainty. A fter a 
transition, the function of demand for money 
varies according to the changes in the type of 
assets available and the customary forms of 
payment. Even assuming perfect adjustments to 
equilibrium, predetermination of the increase in 
the money supply is not a necessary or sufficient 
condition for making the inflation rate 
predictable. Besides, it does not seem advisable 
to restrict the monetary authorities' capacity for 
action to a point where they cannot apply 
anticyclical measures in the credit markets in 
response to disturbances of real origin.35

Thus, although the definition of a more 
predictable monetary system is undoubtedly an 
im portant part of a stabilization process, it

}4Sec F ried m an  (1959) and  Lucas (1980), T h e  general 
a rg u m en t in  fa v o u r o f  policy rules (as ag a in st d iscre tionary  
m an a g em e n t o f  th e  in s tru m e n ts )  is d eveloped  in K yd land  and 
P resco tt (1977),

}5 L e ijonhufvud  (1983  a a n d  b) d iscusses th e  p rob lem s 
s tem m in g  fro m  a m o n e ta ry  system  w ith o u t ru les an d  th o se  w hich  
w ould a rise  in system s w ith o u t flexibility.

would not be appropriate to aim at establishing a 
rigid policy rule. In general, there is a dichotomy 
between making policies less predictable, and 
tak in g  th e  risk of an n ou n cin g  s tr ic t  
commitments on the future course of policy 
instruments, which reduce the flexibility of 
policies and may be uncertain of fulfilment. In 
practice, it seems difficult to have unconditional 
rules relating to an indefinite tim e horizon. Even 
though it might be useful to announce (and 
fulfil) specific objectives in the case of some 
instruments, the stabilization of expectations for 
a fairly prolonged period should probably be 
based on something rather more vague, but at 
the same time simpler: a consensus clearly 
expressed by the government and shared by a 
large part of society, to the effect that price 
volatility is very costly and therefore efforts 
should be made to hold prices to a less uncertain 
course. Rather than a unilateral announcement 
of unchangeable political rules, this would imply 
the existence of an implicit agreement on an 
objective and public confidence (warranted by 
events) that the authorities will endeavour to 
achieve that objective and maintain it.

At all events, a stabilization policy requires 
that the target set (even though imprecisely) for 
the inflation rate should be attainable with 
reasonable certainty throughout a period that 
stretches beyond the immediate future. To a 
large extent this is a fiscal problem: the inflation 
rate established as a target must be compatible 
with an amount of inflation tax revenue that 
covers the needs of the public sector. It is 
certainly not easy to foresee the future pressures 
that will be exerted on fîscl policy, or the 
evolution of demand for assets. Clearly, 
however, when the aim is to mitigate inflation, it 
is also admitted that a limit must be set to 
financing through money issues: policy should 
therefore aim at making a lower inflation rate 
defensible, taking these restrictions into account. 
That is to say, the fiscal system must find a 
substitute for C entral Bank credit and, 
throughout the stabilization process, the income 
redistributions that are effected through the 
budget should be kept in line. The capacity to 
generate tax revenue must correspond to the 
volume of expenditure; among other requisites, 
this presupposes fairly accurate identification of 
the groups that would contribute resources.
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Moreover, the distribution struggle by way of 
prices should be waged coherently: obviously, 
unless cost variations are accommodated 
through rises in global demand, if one group 
attem pts to augment its share of real income 
with a nominal increase, others will suffer a loss.

In the last resort, stabilization policies 
always involve decisions on distribution: it is a 
matter of replacing redistribution mechanisms 
that create inflationary pressures by others that 
do not produce these effects. As a result, while 
stabilization is not a zero-sum game, in all 
likelihood some groups will be adversely 
affected. This political aspect of stabilization is 
probably one of the most complex, especially if it 
is borne in mind that acute inflation goes hand in 
hand with serious distribution conflicts. In Latin 
America the quest for price stabilization is often 
linked with policies of a conservative type, 
indifferent to income distribution, or producing 
transfers detrim ental to the lower-income 
groups. In theory this distributive bias does not 
seem to be a necessary condition of stabilization 
policy. In fact, the latter will be more likely to 
succeed if it can be reconciled with a socially 
acceptable income distribution.

... dn the general terms of this discussion, it 
would appear that a programme is the more 
solid, the more clearly defined are the inflation 
targets that are set up and the policies that will 
be applied over a fairly extensive time horizon. 
But these conditions are often difficult to meet. 
And in any case the final result of policies 
depends basically on the handling of the 
transition. This poses two very controversial 
questions: at what speed and with what 
instruments should a stabilization programme 
be tackled.

2. T h e  transition

For stabilization to be effective, an indispensable 
requisite is that nominal prices and wages, on 
the one hand, and global demand, on the other, 
should increase at a lower rate. The problem is to 
define how and at what speed this deceleration 
will take place on reasonably synchronized lines 
and with the least possible disturbance of 
economic activity. The debate on the subject 
usually assumes that the authorities regulate 
demand; hence an attem pt is made to learn in

what way price adjustment will be brought 
about. In traditional analysis the relation 
between prices and quantities is expressed with a 
short-term  Phillips curve: prices depend on 
expectations and on excess demand for goods. If 
expectations are based on past inflation or if 
there are contractual (or other) rigidities which 
hinder price variations, a reduction in nominal 
demand will necessarily create a decline in 
activity. The weaker the response of prices to the 
decrease in output and the more abrupt the 
deflation sought, the greater will be the decline. 
This type of argument favours a slowing-down 
bf in flation  though a gradual policy ,36 
particularly through successive reductions in the 
growth rate of the money supply; during this 
process, there would in any case be a period of 
diminished production.

This view has been questioned by writers 
who use the hypotheses of rational expectations 
and market equilibrium. This line of thought 
assumes that contracts, explicit or implicit, tend 
to be flexible, and adjust themselves to changes 
in economic conditions. Thus there would be no 
curb on price adjustments other than the 
deficiencies of current information. Inflationary 
inertia would disappear if the forecasts of the 
public varied with global demand. In that case, 
stabilization could be rapidly achieved and there 
would be no reason for it to be accompanied by a 
recession. Moreover, the analysis is based on the 
hypothesis that expectations incorporate all 
useful information (in so far as the data are 
available). If inflation ultimately depends on the 
money supply, price forecasts would be based on 
the monetary policy anticipated. Consequently, 
if the government is in a position to create a 
belief that there has been a permanent change in 
the monetary system, of such a kind that global 
demand will be from that moment compatible 
with price stability, expectations and prices 
themselves will be immediately adjusted. 
Monetary expansion must not necessarily be 
curbed abruptly, since the reduced expectations 
of inflation stimulate demand for money. But

)6O n  this p o in t au th o rs  ho ld ing  d iffe ren t theore tical 
positions  seem  to  agree. See, for exam ple, La id ler {1975, chap. 4) 
and G o rd o n  (1982). C agan (1979, page  224) suggests  th a t th e  best 
possib le  policy is halfw ay be tw een  a very slow  reduction  and  th e  
o p p o s ite  ex trem e.
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there will certainly have to be a visible change in 
fiscal policy: a marked reduction in current 
deficits and especially in those foreseen for the 
future will be essential, to demonstrate beyond 
question that the government will not need to 
have recourse to the inflation tax.î7

Aside from the specific details of this debate, 
it seems clear that the choice between gradual or 
shock approaches depends on the initial 
conditions. W hen inflation is moderate it is 
probable that many relatively long-term  
contracts (in respect of wages or credit) have 
been negotiated in nominal terms and on 
conditions which reflect the growth observed in 
prices. Irrespective of the pace of adjustment of 
expectations, a slow deflation would affect the 
real value of such contracts less than a rapid one. 
Furthermore, gradual policies are potentially 
flexible: they permit the use of information 
progressively obtained in accordance with the 
reaction of the economy. But these possible 
advantages are not equally patent if inflation is 
very high at the start. In these cases the inertia of 
the contracts is less (although it does not 
disappear com pletely, except perhaps in 
hyperinflations), because the very instability of 
prices leads to a shortening of the periods 
covered by agreem ents. Fu rtherm ore, a 
prolonged transition may signify a lengthy 
period of uncertainty in which the public will 
continue to take ad hoc decisions for want of a 
well-defined longer-term  prospect. The very 
flexibility of the measures, moreover, may create 
the impression that they are reversible, which 
would make a change in expectations harder to 
bring about and would increase the pressures on 
policies.

The shock approach avoids these problems, 
although it imposes strict conditions for 
obtaining good results. Once it has been 
announced that inflation will drop abruptly, it is 
essential that this effect should be produced, that 
the costs of the adjustment will be such as not to 
call in question the viability of the policies and 
that the governm ent should use its instruments

i?T h e  a rg u m en t has been  developed  by S a rg en t (1981 and 
1982), w ho  bases it on  the  ex p erien ce  o f th e  E u ro p ean  
h y p erin fla tio n s , and  a lso  by B om berger and  M akinen  (1983). 
H o w ev er, D o rn b u sch  ( 1985) has ra ised  doubts as to  w h e th e r  this 
m odel is s tric tly  app licab le  to  th e  case o f  G e rm an  in fla tion  in th e  
1920s.

to sustain the stabilization. There is little 
possibility of learning en route, especially in the 
initial stages of the programme: policies must be 
sufficiently well-defined and control over the 
instruments effective; the government, also, 
should perhaps be willing to subordinate some 
of its other objectives to the achievement of a 
lasting effect on prices. This underscores once 
again the need for social consensus on the anti- 
inflationary target, but it also implies a marked 
demand for consistency in the policies adopted: a 
shock programme, by its very nature, is difficult 
to reverse and its effectiveness depends in part 
on the public’s perception of this fact; the costs 
of failure to obtain the desired results are 
consequently high. But consistency is defined in 
different ways by different theories, whose strict 
validity or invalidity may be in doubt. 
Uncertainty as to the "true model” of the 
economy is particularly important in shock 
strategy; in so far as this is taken into account, it 
is probable that policies may not correspond to a 
scheme that can be exactly fitted into any 
particular theoretical framework.

At all events, the rational expectations thesis 
brings to the fore several important questions. If 
the determination of the general level of prices 
can be represented as a result of action by the 
government and by private individuals or 
groups, which is influenced by thè behaviour 
pattern that each agent hopes the others will 
adopt, one of the keys to stabilization will be that 
the authorities can assume the leadership in the 
game, or, in other words, that they can persuade 
the public to take the policy announced as a 
datum on which to base their decisions. This 
means, in particular, that the government must 
be able to regulate the money supply without 
being harassed by fiscal needs, so that it can 
progressively adjust liquidity in accordance with 
demand for money at a lower inflation rate. The 
more convinced the public is that the 
government has this capacity, the less will be the 
risk that prices will not respond to the policy.

However, this reasoning does not define the 
whole set of conditions for successful 
stabilization. To begin with, the conditions of 
credibility would need to be determined: when 
can the authorities be assured that their 
announcements will be incorporated into the 
decisions of the public? Although an opinion on
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this might be given in each specific case, 
credibility is a somewhat vague concept.58 
Moreover, it does not seem clear that an 
announcement of a radical change in fiscal or 
monetary policy, even though credible, will give 
rise to an appreciable m odification of 
expectations and prices.59 Aside from the 
possible existence of contractual rigidities, there 
remains for the agents the problem of inferring 
prices on the basis of the instruments 
established by the government.

An announcement on monetary and fiscal 
measures must be interpreted and converted 
into expectations of price variations and these, 
in turn, into decisions on prices and quantities. 
Each firm is interested not only in the behaviour 
pattern that it expects the governm ent to adopt 
but also, and mainly, in what it assumes its 
suppliers and competitors will do and in how 
wages will vary. Uncertainty as to these 
questions does not disappear even though there 
has been a credible change in policy.40 T he same

,8T h e  p ro b lem  of credib ility  in  re la tio n  to  s tab iliza tio n  
policies has been  discussed by S chelling  (1982) and  K orom zay  
(1982). R ecently  m odels  have  been p roduced  in w hich  th e  public 
g radually  m odifies  its ap p ra isa l o f th e  fu tu re  conduct o f th e  
g o v e rn m e n t in accordance w ith  th e  policies actually app lied  (see, 
for ex am p le , D i T a ta  (1983), Backus and  D riffill (1984)). O n e  of 
th e  find ings  of th e se  m odels in w hich  ex p ec ta tio n s  d e p en d  on  th e  
re p u ta tio n  o f th e  a u th o ritie s  is th a t, e v en  w hen  th e  la tte r are  
d isposed  to slow  do w n  n o m in a l d em an d  uncond itiona lly , th e re  is 
som e like lihood  th a t ex p ec ta tio n s  m ig h t n o t be ad justed  
im m edia te ly : it w ould no t be rea lized  th a t a ch an g e  in  th e  policy 
reg im e  had  tak en  place u n til a recession  occurred.

,yT h e  credib ility  o f fiscal policy a lso  depends o n  price  
ex pec ta tions . W h e n  in fla tio n  declines, real tax revenue  increases, 
because th e  effect o f th e  lag be tw een  th e  m o m e n t o f p ay m en t and  
th e  p o in t in tim e  w h e n  th e  tax is im posed  d im in ishes. In  o th e r  
w ords, th e  fiscal deficit is p a rtly  endogenous  (see  O livera , 1967; 
D u tto n , 1971; T a n z i, 1977; C anavese , 1985). T h e  reduction  o f  the  
fiscal tim e-lag  has been particu larly  im p o r tan t in  hyperin fla tions . 
It has even  been cla im ed th a t in som e cases s tab iliza tio n  w ould 
b rin g  w ith  it fiscal equ ilib rium , ra th e r  th a n  vice versa (L eague o f 
N a tio n s , 1946, in re la tio n  to  th e  A u strian  and  H u n g a ria n  
h y p erin fla tio n s). T h e  in te rd ep en d en ce  b e tw een  defic it and 
in fla tio n , o n  th e  o th e r  hand , in troduces an  am biguous situa tion : a 
fiscal policy c red ib le  for a public sceptical tow ards  s tab iliza tion  
p ro sp e c ts  w ould im ply  o v e ra d ju s tm en t (i.e., w ould p rove  highly 
re s tric tiv e ) once  in fla tio n  had effectively  slow ed dow n,

40M uch o f  th e  m acroeconom ic  d iscussion  on  th e  ro le  and  
fo rm a tio n  o f ex p ec ta tio n s  is based  o n  th e  co n tra s t b e tw een  
ad ap tiv e  and ra tio n a l exp ec ta tio n s; th a t is, be tw een  forecasts th a t 
d e p en d  solely on  th e  past h is to ry  o f  the  variab le  and those  in w hich 
p eo p le  act as th o u g h  they knew  th e  p rocess th a t d e te rm in es  th e  
variable . T h is  d icho tom y is fallacious. T o  assum e th a t individuals 
a re  capab le  o f rea liz ing  w h en  a change  has tak en  place in th e  
con d itio n s  o f th e  econom y (an d  th e re fo re  do no t m echanically  
e x tra p o la te  the  p a st)  does no t im ply the  h ypo thesis  th a t th e  resu lts  
o f  th e  said ch an g e  are  accurately assessed  o r  th a t th e  a g en ts  m ake 
u n ifo rm  p red ic tions  on  the  basis o f a g iven  m odel.

problem confronts the workers. An abrupt 
change in the inflation rate calls for a 
synchronized movement in prices as a whole. If 
each agent does not clearly perceive that the rest 
will adjust their prices in response to the policy, 
he will have no incentives to make sufficient 
changes in those that he controls.41 In other 
words, even if there is some confidence that the 
g o v ern m en t w ill m ain ta in  th e  course 
announced, there is no guarantee that a sudden 
change in monetary and fiscal policy will be 
wholly reflected in prices.42 It is probable that 
the rate of inflation will not fall at the same pace 
as nominal demand and that the change in 
relative prices will be erratic. The confusion that 
this can produce might endanger the continuity 
of policies. In these conditions inflation may 
possibly not approach the value that would be 
appropriate to an equilibrium response.

It seems reasonable that a stabilization 
programme should try to avoid these risks. An 
instrument for achieving this is income policy. 
The intervention of the public sector in price- 
and wage-fixing is sometimes equivalent to a 
stabilization policy; other opinions regard it as a 
source of unjustified distortions. N either of 
these two positions seems correct. T he function 
of income policy should be to facilitate the 
transition to a lower rate of inflation so that 
prices, taken as a w hole, would vary 
approxim ately in accordance w ith global 
demand. There is no guarantee that market 
forces by themselves alone will produce this 
result; nor can a policy create a system of prices 
by administrative decision. The efficacy of direct 
measures respecting prices undoubtedly depends 
to a large extent on the conditions and the way in 
which they are applied:

i) Income policy is complementary to the 
regulation of global demand and does not replace 
it. W hen controls are applied or price guidelines

■''Di T a ta  (1982) and  P h e lp s  (1983) have analysed th is  
p ro b le m  by a p p ly in g  th e  c o n c e p t o f  " e x p e c ta tio n s  of 
e xpec ta tions": p e o p le  have  to  fo resee  in w h a t way the  re s t w ill 
m ake th e ir  p red ic tions; if each indiv idual is con fid en t th a t th e  rest 
w ill m odify th e ir  ex p ec ta tio n s  in face o f a policy change, p rices w ill 
m ove tow ards equ ilib rium , bu t if th is  is no t th e  case, th e re  w ill be 
an im balance.

^ H y p e r in f la tio n s  a re  special cases: in so far as m ost prices 
a re  adjusted  in re sp o n se  to  a b enchm ark  p rice  (such  as th e  
exchange  ra te) it is su ffic ien t for th is  p rice  to  stab ilize  for all th e  
rest to  follow  (L opes, 1984). T h e  p ro b lem  o f sy n ch ro n iza tio n  
w ould no t th en  be so acute as in th e  case o f  less rap id  in flations.
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are announced, the public must be confident that 
they will be respected. The administrative 
system may concern itself with specific 
deviations, but cannot exert full control over 
transactions.4i Hence the policy’s chances of 
success are dependent on the fact of the 
programme as a whole being regarded as 
feasible. To this end, the governm ent must show 
that it is in a position to prevent immoderate 
demand at the prices indicated. Experience 
shows that the spread of black markets or the 
existence of great discrepancies betw een 
regulated and non-regulated prices end in the 
last resort with the abandonment of attempts at 
stabilization. T o  avoid this it is essential that 
those who have to do with pricing should find 
that they will not gain very much by eluding the 
controls: demand should be such as not to create 
disturbances in supplies or stimulate unofficial 
price increases. In other words, the information 
received by market agents should be such as to 
confirm  the possibility of sustaining the price 
trend implicit in the programme;

ii) For this reason, global demand policy has 
a central role in the transition towards a régime 
of lower price increases. Basically, there would 
need to be harmony between expenditure and 
prices, so as not to generate great surpluses or 
insufficiencies of demand. Clearly, however, 
exact harmony in this respect could not be 
achieved, not only because of the well-known 
difficulties in controlling nominal expenditure 
but also because throughout the transition 
period there may be uncertainty as to the 
response of output to a stimulus from demand. 
At all events, the management of specific 
instrum ents will probably vary according to the 
criterion of those responsible for the policy. In 
particular, if there has been an appreciable 
change in the inflation rate, there will be 
modifications in demand for assets which cannot 
be accurately foreseen. In such cases, it does not 
seem desirable to adopt strict targets for the 
monetary aggregates. In this connection there is 
still the problem  of distinguishing the 
movements in the interest rate which are 
attributable to changes in inflation expectations

‘*}In  th is  regard , it w ould  seem  th a t th e  m an a g em en t o f 
incom e  policies w ith  h igh  in fla tio n  ra tes  is ex trem ely  com plex. 
T h e se  polic ies w ould  th e re fo re  be m o re  v iab le  w ith  low in fla tion  
ra tes.

from those which are due to the state of liquidity;
iii) W hen prices and wages are regulated the 

economy is being overdetermined: the resulting 
state cannot be described as one of equilibrium. 
Relative prices are not allowed to vary in 
response to market conditions. This is not 
unharmful. But the contention that an income 
policy is undesirable because it produces 
distortions in prices carries little weight. W hat is 
the alternative? In a state of erratic inflation 
relative prices emerge from a guessing game 
that bears little resemblance to equilibrium; it is 
highly probable that price adjustments in the 
face of a slackening of demand will occur in 
equally haphazard fashion. In these conditions 
relative prices determined by the market will not 
be a useful standard of reference. The 
stabilization of prices as a whole seems to be a 
requisite for embarking on the formation of a 
c o h e r e n t  p r ic e  s y s te m ; th e  in i t i a l  
overdetermination is then a way of accelerating 
the process which leads to this.

In any case, the constraints imposed by price 
control on the movements of relative prices can 
present a problem for anti-inflationary policies 
if demand for some goods is in great excess or if 
some groups consider that they are carrying a 
disproportionate load. It is almost inevitable 
that some such cases will arise, without 
necessarily jeopardizing the policy as a whole. It 
is important, however, that lags should not occur 
that lead at any time to heavy increases in some 
nominal prices. This means, on the one hand, 
that strict control over prices should have a 
limited duration, until such time as there can be 
confidence in the incorporation of the lower 
inflation rate into decisions on prices. On the 
other hand, it is important that the point of 
departure for relative prices, especially those of 
greater m acroeconom ic significance (real 
exchange rate, real wages, public sector prices) 
should be such as to avoid major imbalances. 
This is a particularly complex aspect, especially 
when the initial situation makes it difficult to 
apply historical norms as a frame of reference 
and when there are sharp conflicts over income 
distribution. Nonetheless, this fact must be 
faced: it would once again be utopian to imagine 
that the quest for an acceptable set of relative 
prices will not suffer disturbances in a climate of 
high inflation.
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In any event, at some time or other relative 
prices must change and this will imply upward 
movements in some nominal values. It also 
seems certain that the application of an income 
policy may create uncertainty as to the possibility 
of maintaining low inflation rates, especially 
when there has been previous experience of 
abrupt price increases when the controls are 
removed. This underlines the need for a demand 
policy compatible with the price track chosen, so 
as to create confidence that the above effect will 
not be produced. The learning process may also 
take place in the reverse direction: if for a time 
the managed prices are maintained without 
appreciable upsets, expectations will be 
reinforced: if this happens, the adjustments 
required in relative prices will not necessarily 
imply a major upswing in nominal prices as a 
whole. In addition, it is likely that with an 
interval of relatively stable prices, the demands 
made on each individual firm will become more 
elastic, since, when prices are less volatile, it 
costs purchasers less to look for what they want. 
This, if the firms perceive it, may become an 
incentive for keener competition in respect of 
prices.

The application of an income policy in 
conjunction with demand policies is intended to 
reduce the negative effect of stabilization on 
activity. It is difficult, however, for disturbances 
to be avoided entirely. In so far as expectations 
are not rapidly and completely adjusted, the real 
interest rate may rise, as frequently happens on 
the inception of stabilization programmes. 
Additionally, it is possible, especially when rapid

deflation is the aim, that a preiod may ensue in 
which uncertainty as to prices will cause a 
contraction of supply. Besides, both from the 
fiscal point of view and from that of relative 
prices, an anti-inflationary policy is necessarily 
non-neutral: there will be sectors whose real 
income is reduced, and, even if others improve 
their position (especially those that were most 
affected by the inflation tax), the effects on 
expenditure may not be totally and immediately 
offset. At the same time stabilization can bring 
to light losses which certain individuals or 
sectors were incurring, but which they did not 
clearly perceive or which they were hoping to 
recoup at some time or other. Over a longer 
term, some activities whose profits were linked 
with price instability, or which were organized 
in relation to this, would also have reason to 
contract.

W hen starting  with high inflation , 
therefore, the transition to a more stable 
economy can hardly take place without some 
distortions. In the conditions facing many Latin 
American economies, the reduction of inflation 
is particularly difficult becuse of the burden of 
external debt weighing upon real income and the 
budget. Moreover, an economy with high 
inflation cannot function w ith .a  reasonable 
degree of co-ordination. W ithout some price 
stability there is little room for policies aiming at 
the growth and orderly redistribution of income. 
Basically, stabilization would be an attempt to 
enable such policies to be implemented; in the 
longer run, stabilization depends on them for its 
preservation.

IV

A stabilization policy based on shock: 
The case of the Plan Austral

The preceding sections were focused on inflation 
from an analytical standpoint. Although in 
dealing with this subject it is impossible not to 
refer, albeit implicitly, to actual situations (and 
the foregoing exposition was perhaps influenced

by the Argentinian experience), the discussion 
was kept on a general plane. T he present section 
has a different purpose in view: namely, to 
comment on a specific stabilization programme 
with its own particular features. T he interest of
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the Plan Austral applied in Argentina derives, 
on the one hand, from the magnitude of the 
inflation which gave rise to the programme 
(around 1%  per day) and, on the other, from the 
set of instruments used to curb it to an abrupt 
halt. Our intention here is to describe the 
conditions that carried inflation to extremely 
high levels, to com m ent on the content of the 
programme and to m ention some of its initial 
effects.44

Argentina has a long tradition of inflation. It 
is not that there have been no efforts at 
stabilization. Indeed, since the 1950s a variety of 
policies for moderating inflation have been put 
into effect. These experim ents were of different 
types, according to the characteristics of the 
governm ents that tried them out and also in 
relation to the theories in vogue on each 
occasion. The programmes included restrictions 
on demand of the conventional type (in 1959 and 
during a brief episode in 1977/1978), income 
policies (in the form of a generalized freeze in 
1952 and 1973; freezing of wages and peggingof 
the exchange rate with a voluntary price 
agreement in 1967; a brief truce on prices in 
1977) and, more recently, in 1978-1981, a 
’ ’c ra w lin g -p e g ” policy (based on p re 
announcement of the exchange rate with a 
decreasing devaluation). These programmes, 
however, had no lasting effects, although in 
some cases there were temporary (sometimes 
marked) decreases in the rate of inflation.

T h e  recu rren ce  o f e x p e rim e n ts  in 
stabilization, the breakdown of policies and new 
attem pts, have had various consequences. To 
begin with, the repetition of the sequence 
implied serious instability in policies. This 
volatility, besides, has been incorporated into 
expectations; in Argentina, there is less public 
confidence in policies than in countries with a 
less turbulent economic history, all the more so 
since the previous programmes have already 
tried out a wide variety of potential stabilization 
instruments. Nevertheless, the costs of inflation 
are widely recognized. Hence there is a pressing

“'‘T h e  description given here o f the economic evolution of 
Argentina in recent years and in the initial months of the 
application of the program m e is qualitative and very brief. More 
detailed descriptions can be found in ECLAC {1980  to 1984) and in 
one of the essays contained in EC.I.AC (1986).

demand for stabilization and at the same time 
great obstacles in the way of its achievement.

T he inflation rate in Argentina has been 
exceptionally high in recent years, even in 
relation to the country’s customary levels. Since 
1974 the velocity of price increases has never 
been less than 100%  annually in any year (with a 
brief exception in 1980); in the last five-year 
period, there has been a persistent acceleration, 
culminating in inflation rates in the order of 
30%  per month or even higher by m id-1985. 
This rapid upswing was associated with the 
profound crisis which derived from the failure of 
the economic liberalization programme and the 
pre-announced exchange rate.

Towards the end of 1980 the real exchange 
rate was abnormally low; although the rise in 
domestic prices was less rapid it was far from 
approaching parity in purchasing power. At the 
same time, the external debt had increased 
appreciably, The public sector in particular had 
contracted heavy debts in foreign exchange, 
which financed the current account deficit and a 
rapid outflow of private capital (although part of 
the private sector had also increased its 
indebtedness). The activity of the sectors 
producing tradeable goods had already begun to 
diminish, mainly owing to competition from 
imported goods. The domestic financial system, 
which had greatly expanded in the preceding 
years, was experiencing serious difficulties 
because of the irregular recovery of credits. 
Furthermore, it was predictable that social 
tensions would become more acute, despite the 
fact that real wages had partly recovered after 
the sharp fall recorded in 1976-1978.

T he state of the economy involved a very 
marked inflationary potential. Devaluation, 
which was inevitable in view of the balance-of- 
payments situation, was bound to be reflected in 
domestic prices, not only because of its direct 
impact, but also through the secondary 
repercussions typical of an economy adjusted to 
inflation. An increase in the real exchange rate, 
on the other hand, would have a direct effect on 
public finances (by raising the real value of debt 
services) and would also generate pressures for 
subsidized transfer of the private debt to the 
public sector. At the same time, the high level of 
domestic indebtedness was creating demands for 
a reduction in the financial burdens of
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enterprises, either through subsidies or through 
increased inflation.

In this way, successive spurts of inflation 
were produced as governm ent measures went on 
being adjusted, in a climate of great political and 
economic instability, to the accumulating 
pressures. In the course of 1981 the exchange 
rate rose five times, without any appreciable 
im provem ent in the extern al paym ents 
situation: there was no halt in the fall of reserves 
and the debt, especially that of the public sector 
continued to rocket. At the end of the Falkland 
Islands conflict, midway through 1982, it was 
decided to introduce a new and heavy 
devaluation and a reform in the financial system 
aimed at improving the debtors’ situation. 
Among the chief measures of this reform was 
the decision to extend the deadlines for the 
repayment of bank credits and the Central Bank 
took over the fixing of the interest rate in the 
most im portant segment of loans and deposits. 
As this rate was far below anticipated inflation, 
there was an abrupt fall in demand for liquid 
assets, which had repercussions on the goods 
markets. This produced a "watering-down” of 
debts (which continued in the following years), 
at the cost of a new increase in the rate of 
inflation.

Throughout this period several events 
combined to augment the fiscal deficit. In the 
first place, the servicing of the public external 
debt shot up (from  less than 1%  of the G D P  in 
1980 to over 6 %  in 1982), not only as a result of 
the increased indebtedness of the government 
itself and the high interest rates, but also because 
the public sector was gradually assuming 
responsibility for the private debt. Although the 
measures adopted in 1982 included the 
redeeming of domestic government securities in 
the hands of the public (particularly Treasury 
bills and adjustable bonds), the financial reform 
led to a significant increase in interest-bearing 
bank reserves, which created large cash deficits 
for the Central Bank (or "quasi-fiscal deficits", as 
they were generally called in Argentina). 
Moreover, the drop in activity (which reached its 
lowest ebb in mÍd-1982) and the rapid price 
increases themselves reduced tax revenue; the 
decline amounted to over 5%  of the G D P  in two 
years. In other words, both the absorption by the 
governm ent of potential capital losses in the

private sector and the burden of external interest 
payments plus the existing recessive and 
inflationary conditions combined to debilitate 
the public finances. In this situation the 
au th o rities  had p ro g ressiv ely  in creasin g  
recourse to Central Bank credit. At the same 
time demand for money was appreciably 
declining. Thus the need for inflation tax 
revenue was growing, while the tax base was 
contracting.

In 1983 inflation soared still higher, until it 
reached an average of 17%  per month in the last 
quarter. This was a confused process, influenced 
by the joint effect of an extremely large fiscal 
deficit (public sector financing by the Central 
Bank and the variation in short-term  liabilities 
exceeded 17%  of the G D P ), heavy wage 
pressures and the governm ent’s attem pt to 
maintain the real value of the exchange rate and 
of public service charges. This peiod saw an 
intensification of the instability of economic 
policy. The military government was now 
seriously weakened, and the chief aim of its 
economic management was to absorb the 
different pressures until the time of the elections 
fixed for the month of October. Thus, in a 
climate of great turbulence, the constitutional 
authorities took over the government at the end 
of 1983.

At that time there was a variety of demands 
requiring attention. Following the external crisis 
of 1980 (aggravated by the burden of interest on 
the debt, the interruption of credit flows and the 
fall in export prices) the economy had carried 
out a radical adjustment, although with special 
characteristics. Between 1980 and 1983 imports 
of goods shrank to less than half, so that an 
appreciable surplus was generated on the trade 
balance. This adjustment affected domestic 
production, although as from 1982 there had 
been a marked revival of import substitution, 
which contributed to the recovery of industrial 
output after a slump. From the standpoint of 
expenditure, the most significant event was the 
sharp drop in investment: not only was 
financing scarce, but also the investment spirit 
was depressed. T h e flight of capital in the early 
1980s had apparently reflected not only a short
term speculation movement, but a widespread 
lack of confidence in the future of the economy. 
This, coupled with the magnitude and urgency of
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debt com m itm ents, severely restricted growth. 
In addition, there were pronounced social 
tensions: practically all groups were claiming 
improvements in their income. At the same 
time, inflation had soared, and its costs were 
manifest, but it was equally clear that it would be 
difficult to control the fiscal deficit and moderate 
the distribution struggle which was finding 
expression through the price system.

Initially, the government attempted to 
reconcile an increase in output and in real wages 
with a gradual slackening of inflation, while 
negotiations with the external creditors were 
attempted. A policy of reduction of the fiscal 
deficit was announced, based on the contraction 
of expenditure on defence and security and 
greater efficiency in tax administration. At the 
outset, how ever, an ti-in flationary  policy 
consisted mainly of the establishment of 
monthly guidelines for the main prices 
(exchange rate, wages, public service charges, 
industrial prices, regulated interest rate), in an 
attem pt to influence costs and expectations. This 
policy turned out to be ineffectual: inflation 
overstepped the guidelines set, with the result 
that there was a maladjustment between the 
prices regulated by the authorities and those that 
were not controlled.

Throughout the year the authorities showed 
increasing concern for the control of global 
demand. This was reflected in a reduction in the 
governm ent’s current expenditure on non
personal goods and services and in a fall in public 
investment, although, as counterpart, the 
hoped-for increase in tax revenue did not 
materialize. There was also a change in price and 
wage policy: whereas the wage guidelines 
(whose application was limited more and more 
to the public sector) became more restrictive, the 
governm ent tried to restore the real value of the 
exchange rate and the prices of public services. 
Towards the end of 1984, moreover, after the 
signing of a stand-by credit agreement with the 
IM F , there was a hardening of monetary policy.

In short, output and real wages increased in 
1984, and at the same time a significant surplus 
was achieved in foreign trade, while progress 
w as m ade in e x te r n a l  n e g o tia t io n s . 
Nevertheless, towards the end of the period 
there were visible signs of an interruption in real 
expansion. Additionally, the rate at which prices

rose showed no tendency to decrease. Inflation 
rates remained in the region of 2 0 %  per month 
and most of the public probably expected an 
acceleration to even higher rates.

The policy of gradual adjustment applied in 
1984 did not succeed in producing a 
simultaneous slowdown in costs, global demand 
and expectations in such a way as to have a 
definite effect on prices. Although the intention 
was to curb price increases, no change had been 
produced in the inflationary régime. Income and 
demand policies, acting separately and with 
differing intensity according to the point in time, 
had not shown themselves effective in guiding 
prices. Price resistance was accentuated by the 
apparent reversibility of the policies and by the 
generalized (although imperfect) indexation. 
Both through its impact on public finances 
(owing to the fiscal lag and the operational 
losses of the Central Bank) and through the price 
and wage adjustment mechanisms to which it 
conduced, inflation tended to persist or gather 
speed, especially when rises occurred in basic 
relative prices: meat, the exchange rate, public 
service charges. This in turn stepped up the 
probable costs of the anti-inflationary measures 
and detracted from their credibility, the situation 
thus assumed the characteristics of a sort of 
vicious circle. Moreover, the effects of the 
extremely high inflation were patent: there was 
an obvious spread of speculative behaviour 
associated with price volatility. Hence an effort 
at stabilization became a matter of urgency.

The experience of high inflation produced 
considerable changes in wage- and price-setting 
procedures and in debt contracts. These were 
particularly evident in the shortening of the 
periods between decisions. In recent years, 
public service charges and wages were adjusted 
every m onth.115 W age indexation based on the 
price increases of the previous month was

Frenkel ( 1984 a) found evidence th a t w age increases w ere 
app lied  qua rte rly  up  to  1982. W ith  th e  upsu rge  o f in fla tion  the  
a d ju stm en t period  was reduced to  a m o n th . It shou ld  be no ted , 
how ever, th a t the  p ay m en t p e rio d  fo r w ages and  salaries  (m on th ly  
for em ployees, a lm o st invariably  fo rtn ig h tly  for m anual w orkers) 
rem ain ed  in g eneral u nchanged  in re la tion  to  w h a t it had  been  in 
periods w h en  in flation  was m uch lower. As w age-ea rne rs  in 
g en eral had p robably  little  access to  th e  use o f  m oney substitu tes, 
th is  s itu a tio n  ten d ed  to  m a in ta in  dem and  for m oney. It m ay be 
con jectu red  th a t, if in fla tio n  had  c o n tin u ed  at ra te s  in th e  reg ion  of 
1 %  p e r day, p ay m en t practices w ould have been  m odified , w hich 
w ould have s till fu r th e r  accen tuated  th e  re jec tion  o f m oney.



INFLATION AND STABILIZATION POLICIES / Daniel Heymann 91

probably a current practice; it is difficult, 
however, to be precise about how widely and 
how systematically this rule was applied. Little is 
known about price formation in the private 
sector, apart from the fact that, towards the 
middle of 1985, increases were taking place 
several times a month. Probably decisions on 
prices stemmed from complex and somewhat 
irregular process which, besides the transfer 
(m ore or less automatic) of current costs, were 
also influenced by the conjectures that each firm 
formed as to the future evolution of the prices of 
its inputs and its demand. Prices reflected the 
headlong course of inflationary instability. In 
contrast to what occured in the European 
hyperinflations, no generally accepted referent 
(such as the value of foreign exchange) had been 
established for pricing purposes. All this implied 
that, although price and wage adjustments had 
tended to synchronize, the factors of inflationary 
inertia had not entirely disappeared; nor was it 
possible to identify a single basic variable 
capable of guiding the price system in such a way 
as to break the inflationary trend.

The credit markets also concentrated on very 
short-term  operations. In general financial 
operations were carried out with payment terms 
of only a few days and at interest rates that 
reflected average expectations of the variation in 
prices. For contracts of a certain duration (such 
as leases), different indexation clauses were 
used. Apparently the practice of monthly 
adjustments had become general, price,indexes 
for the preceding month being applied. In other 
words, in m ost credit contracts, price 
fluctuations were rapidly, but not immediately, 
incorporated.

These conditions were propitious for abrupt 
deflation, since there were no major lags in 
p r ic e s  a d ju s tm e n ts  and in c o n tr a c ts . 
N onetheless, in order to achieve a marked fall in 
the inflation rate a system had to be defined to 
tackle the elem ents of inertia that were still 
present and thus to bring about a very rapid 
change in the behaviour of the public, as well as 
to influence public finance.

At some point early in 1985, the government 
would seem to have begun to consider a shock 
stabilization policy. One of the main features of 
this programme was an attem pt at the 
simultaneous control of all the potential

elements of inflation. From  this standpoint, the 
stabilization plan was consistent with a variety 
of hypotheses on the sources of price increases 
and, according to many of these hypotheses, 
some of its instruments would prove redundant. 
In this way, the government was probably 
attempting to diminish the risks of not attaining 
a definite result, which would have saddled it 
with very heavy costs.

T he authorities’ analysis, expressed in the 
speeches that accompanied the announcement 
of the programme in ju n e 1985, was based on the 
experience of earlier attempts at stabilization. 
The government discarded the possibility of a 
new attempt at gradual deflation, since it 
deemed the prolonged maintenance of inflation 
rates of the current magnitude unacceptable. It 
also rejected the unilateral employment of price 
and wage policies: if these were not harmonized 
with global demand, the result would sooner or 
later be chaos in the price system. According to 
this same analysis, therefore, there had to be a 
visible change in fiscal and monetary policy, not 
only to ensure that global demand would be 
adjusted to much less rapid changes in prices, but 
also to guide the expectations of an important 
group of the public. This last objective made it 
desirable for the government to explicitly 
announce that there would be a modification in 
the handling of policies. But it was also thought 
that the announcement would not suffice: if the 
inertia of prices were not overcome and if it were 
not clearly shown that these would effectively 
cease to rise, there was a risk of a feeble initial 
response which would jeopardize the fulfilment 
of the fiscal and the monetary announcements 
(given that the fiscal lag would continue in 
op eration ), and the recession would be 
intensified. T o  income policy was assigned the 
role of calling an abrupt and simultaneous halt to 
the growth of costs and prices in a manner 
sufficiently definite for it to be incorporated into 
expectations. Finally, in view of the proposal to 
cut inflation short, it was necessary to foresee the 
possible redistributions that would occur with 
the sudden transform ation of high nominal 
interest rates on operations already agreed upon 
into equally high rates, or with the use of 
indexations based on former inflation for the 
adjustment of payments after the brake had been 
applied to prices. T he programme included a
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system of debt conversion (from  the old currency 
to a new one) which, in effect, functioned by 
translating into terms of nominal values, 
decreasing over time, the deterioration in the 
purchasing power of future payments that would 
have resulted from a rise in prices such as had 
been taking place before the programme. This 
mechanism sought to neutralize the effect of the 
sudden change in the price trend on payment 
com m itm ents previously contracted.

In the months before the announcement of 
the programme, the governm ent devoted special 
attention to improving the fiscal situation and 
increasing the real values of public service 
charges and the exchange rate. There was also a 
rapid liberalization of industrial prices, and 
stimulus was given to the recovery of the price of 
beef cattle, which had lagged appreciably behind. 
These policies, which aimed at establishing 
sustainable values for the main relative prices, 
implied an acceleration of the growth of prices 
and also had repercussions on activity and real 
wages (especially in the public sector). Since 
there were few signs of an imminent 
s ta b il iz a t io n  p ro g ra m m e , in f la t io n a r y  
expectations probably soared in a climate of 
acute tension. This became critical in the 
fortnight of June, when an unexpected rise 
occurred in the price of fuels, a devaluation was 
announced (with mainly fiscal aims, since it was 
combined with new foreign trade taxes) and 
rumours (often inaccurate) circulated on the 
content of the plan.

The programme was promulgated on 14 
June, in a manner which clearly conveyed that 
the governm ent had adopted it as an "all or 
nothing” option. A sharp reduction was 
announced for the fiscal deficit forecast for the 
second half of the year;46 this would enable the 
Treasury to cease asking for Central Bank 
credits. In other words, there was a suspension of 
government financing through money issues;47

46P e rh a p s  the  m agn itude  o f th e  fiscal ad ju s tm en t envisaged 
in th e  p ro g ram m e  can be b e tte r ap p rec ia te d  if it is b o rn e  in m ind 
tha t, d isco u n tin g  in te re s t p ay m en ts  on  th e  ex te rn a l debt, the  
p ro jec tio n  im p lied  an  excess of incom e o v er expend itu re .

47B efore th e  an n o u n ce m en t, th e  C en tra l B ank had g ra n te d  
la rge  am u n ts  o f c red it to  th e  g o v e rn m en t, w hich  w ere  used  to  fo rm  
a financia l buffer, assigned  in p a r t  to  th e  p ay m en t o f th e ju n e  h a lf
bonus in th e  C ivil Service. T h e  use o f  an  in itia l m oney issue to  
finance a tem p o ra ry  im balance  in  th e  g o v e rn m e n t accounts was a 
gen era l p rac tice  in th e  p ro g ram m e s  co m b a tin g  th e  h y p erin fla tio n s  
o f the  1920s.

this commitment was to be of indefinite 
duration. At the same tíme it was decided to 
institute a general freeze of prices, wages, the 
exchange rate and public service charges. Prices 
would be frozen at their 12 June values (which 
implied that the numerous price increases 
applied  in the days ju st b efo re  the 
announcement would not be confirmed); wages 
would be fixed after the increase in 
remunerations for the month of May which was 
due under the indexation rule previously 
applied. The freezing would be temporary, but 
its duration was not fixed. The interest rate on 
deposits in the regulated segm ent was 
established at 4 %  per m onth; i.e., at a much 
highr value than the inflation rate implicit in the 
freeze, but much lower than the rate of 28 %  per 
month previously in force. Lastly, the creation of 
a new monetary unit (the austral) was 
announced: money in circulation and demand 
deposits would be automatically converted in the 
proportion of one austral per thousand pesos; 
debts fixed in pesos (or adjustable according to 
indexes which reflected the inflation in pesos 
prior to the reform) would be paid according to 
the application of a conversion scale which 
implied a daily depreciation of the peso in 
relation to the austral.

T he features of the stabilization programme 
required an abrupt change in the attitude of the 
public. Actually, although the initial reaction of 
the principal social groups was one of caution, or 
opposition, there was a notable turnaround in 
the expectations of the public in general. It is 
difficult to distinguish the part played in this by 
the specific announcements (such as the 
monetary-fiscal com m itm ent or the freeze) but 
it was undoubtedly influenced by the fact that the 
programme showed a clear determination on the 
part of the authorities to use their instruments to 
bring down inflation; the reaction of the public 
revealed that there was a strong desire for 
stability. This does not mean that expectations 
were immediately adjusted to a zero increase in 
prices, but it does show that a spell of marking 
time was introduced during which the possibility 
of a hyperinflationary explosion could be 
discounted. For the moment, this attitude 
showed itself in a keen price hunt on the part of 
consumers, in a widespread renewal of bank 
deposits at much lower interest rates than some
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days earlier, and in a fall in the parallel exchange 
rate.

At the outset the application of the price 
freeze ran into certain difficulties: for some 
weeks there was uncertainty as to the prices of 
many products. This had a disturbing effect on 
transactions and (together with the contraction 
of consumer demand) was probably one of the 
causes of the sharp fall in activity during the 
months of June and July. Following this, a very 
marked attenuation was observed in price 
increases, and the markets, with certain 
exceptions, functioned normally. T he wholesale 
price index rose by less than 1%  per month 
between July and November. Consumer prices 
varied more rapidly (around 2 .5%  per month on 
average, elim inating the after-effect of the 
substantial increases in the first part of June on 
the indexes of the following m onths), owing to 
the rise in the prices of services and of some 
primary commodities. In point of fact, there 
seems to have been a certain slide in prices (and 
in wages); at all events, the downturn in 
inflation was abrupt and well-defined.

T he reduction in the fiscal deficit was due to 
several causes. In the first place, in the months 
before the programme there was a marked 
upswing in the real value of public service 
charges. Moreover, the fall in the inflation rate 
itself eliminated much of the effect of the fiscal 
lag, so that there was a notable increase in tax 
revenue. T he cash income of the government 
also increased, thanks to the larger taxes on 
foreign trade and the application of a forced loan 
(linked with the 1984 taxable income and net 
wealth). Secondly, public-sector wages and 
salaries remained lower than in the previous 
year, and investment expenditure was reduced. 
As a result, the central government Treasury 
achieved an approximate balance between 
outgoings and income and was able to abstain 
from requesting Central Bank credits, The 
adjustment was less marked in the provinces and 
in the State enterprises. Thus the fall in the 
public-sector deficit as a whole, although 
striking, was apparently somewhat lower than 
had been predicted.

The creation of money slowed down 
markedly in the last part of 1985, although much 
less than prices, Monetary expansion was fed by 
the accumulation of reserves (owing to the

surplus on the trade balance and the inflow of 
capital, encouraged by the great difference 
between the domestic interest rate and the zero 
variation in the exchange rate), the rediscounts 
to the financial system and Central Bank 
payments on the reserves; creation of money via 
these sources was partly sterilized (at a high cost 
for the Central Bank) through increases in cash 
requirements. There were significant changes in 
the portfolios of financial assets: demand for 
means of payment and interest-earning deposits 
increased, alongside a reduction in deposits 
adjustable in accordance with price indexes, 
while the parallel exchange rate (with some 
fluctuations) maintained a stable trend. This was 
apparently a reflection of the brusque change in 
in fla tio n a ry  ex p e cta tio n s . N o n -regu la ted 
interest rates, however, varied above 5%  a 
month; this suggests that, after some months, 
c o n s id e ra b le  in f la t io n a r y  e x p e c ta t io n s  
persisted.48

Once the initial maladjustment was over, 
there was a certain recovery in global demand. 
Although the level of activity towards the end of 
1985 remained far below previous maximum 
levels, an increase in production was observable 
in relation to the meagre figures recorded in june 
and July of that year, and stocks were relatively 
normal. Thus the decline in the number of hours 
worked and in employment was halted. W ith 
regard to real wages, a comparison between 
periods with very different price increase rates is 
difficult, since in conditions of high inflation the 
purchasing power of a given nominal income is 
critically dependent on the point in time when it 
is received and on the time profile of its 
e x p e n d itu re . In  g e n e ra l te rm s , rea l 
remunerations seem to have declined slightly 
since the beginning of the programme; at the 
end of 1985 they were below the values 
corresponding to the previous year (especially in 
the public sector), although they exceeded the 
minimum levels recorded at the beginning of the 
decade.

^8O f course th e  level o f th e  in te re s t ra te  may have had o th e r  
causes: one  o f  th e  p rob lem s posed  by the  s ta te  o f  th e  econom y was 
to  identify  how  far the  ex ante real in te re s t rates w ere  as h ig h  as 
ap p ea red  from  the  co m p ariso n  o f the  nom inal ra tes w ith  th e  
effective  rise in prices. M oreover, the  h igh  costs o f financial 
in te rm ed ia tio n  im p lied  very w ide m arg ins  be tw een  th e  ra tes  on  
deposits  and on  loans, and  thus increased  th e  p rice  o f credit.
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It would be premature to attempt a precise 
appraisal of the results of the programme.49 
N ev ertheless, it evidently produced an 
apppreciable fall in the rate of inflation, at a 
relatively low cost in terms of production losses 
in the wake of the abrupt change. Moreover, 
some m onths after the announcement of the 
programme, signs were observable — still 
in c ip ie n t (becau se u n certa in ty  has not 
disappeared), but significant—  of a modification 
in economic behaviour: consumers could take 
advantage of the greater facility of comparing 
prices, there was a certain increase in consumer 
credit and, apparently, firms were devoting 
more attention to the calculation of their costs. 
Generally speaking, the time horizon for 
decisions seemed to have extended beyond the 
few weeks that represented the foreseeable 
future during the period of great inflation.

So m e q u e s tio n s  n a tu ra lly  re m a in  
unanswered: to what extent will the low
inflation rates be sustainable, and what can be 
expected of the performance of the economy in 
the new conditions? The aim of the stabilization 
program m e was to control a situation of 
emrgency. As such, it had some components that 
were of a temporary character, Teh  freezing of 
prices and wages was useful in cutting short the 
inertia of prices and giving a frame of reference 
to expectations. As the memory of inflation 
could not be blotted out in a few months, it will 
probably still be necessary to give income-policy 
guidelines for the orientation of price formation. 
At the same time, a prolonged freeze (even as it 
was used, without rigid application) inhibits the 
movements of relative prices and, in the light of 
the country’s previous experience, may also 
create unfavourable expectations. Hence it 
would seem necessary to define rules for income 
policy which will allow the time horizon of the 
program m e to be extended without the rigidity 
of a freeze. It is probable that upon this may 
partly depend the reduction of interest rates, 
which still remained very high towards the end 
of 1985. Similarly, it appears important that the 
governm ent should be able to demonstrate its 
capacity to maintain, on a more permanent basis, 
a smaller fiscal deficit.

4yT h is  d o cum en t was com ple ted  in  D ecem b er 1985.

Both from the fiscal point of view and from 
the price and wages angle questions of 
distribution arise. The incipient stabilization has 
enabled the economy to develop in a more 
rational manner: even so, this in itself does not 
imply that the crisis has been overcome. 
Predictably, an economy that had reached the 
brink of hyperinflation will find recovery 
difficult. In Argentina's present circumstances, it 
is to be expected that there will still be heavy 
unsatisfied demands for higher wages, bigger 
profit margins and transfers through the budget. 
The stabilization programme involved a radical 
change in the way in which economic decisions 
are made: the government took the initiative in 
formalizing its announcements, a proceeding 
which was implictly accepted by the other actors. 
This may have been due to the seriousness of'the 
state of the econony and probably also to the 
governm ent’s effort to distribute the costs (and 
the benefits) of stabilization. Indubitably, 
however, some sectors have suffered losses. In 
the long run, the social groups will not abandon 
their claims: the problem still lies in achieving a 
smooth evolution of the distribution struggle, 
without successive sectoral thrusts that generate 
inflation. In this connection, the threat of a 
return to high inflation may serve to moderate 
the conflict, if this takes place in a framework in 
which the actors clearly perceive the limits 
imposed on the improvement of their incomes 
by the conditions of the economy and the 
resistance of the rest. At the same time, a state of 
stagnation fosters the distribution conflict: there 
will be fewer obstacles to the achievement of 
stabilization, the more clearly it is recognized 
that a trend towards growth can be regained.

Much depends, of course, on the behaviour 
of the domestic agents, both public and private. 
But the economy is also subject to a pronounced 
external constraint. Payments on the debt 
(com bined at present with an abrupt 
deterioration of the terms of trade) impose 
severe pressure on public sector finances and 
reduce national income; both these elements 
hamper stabilization. Although the anti- 
inflationary programme was the offspring of the 
costs that price instability imposed on the 
domestic economy, one of its consequences has 
been an improvement in external bargaining
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capacity. Nonetheless, the problem posed by the 
debt continues to be extremely complex and to 
som e ex ten t transcends the sphere of 
negotiation between the country and its

creditors. Aside from the domestic effort, the 
prospects of growth and stability basically 
depend on the conditions that are ultimately 
established within this sphere.
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T h e  purpose of this article is to analyse the m ore 
salient features o f the p erform ance and evolution of 
foreign capital in the A rgen tine economy during the 
m ilitary governm ent which was in power from  1976 
to 1983. In the introduction, a brief sum m ary o f the 
long-term  situation is given, w ith em phasis being 
placed on the fundam ental role which foreign capital 
has played in the econom ic developm ent of 
A rgentina throughout its history. Section O ne 
contains a discussion of the evolution of foreign 
investm ents authorized to establish them selves in 
the country, special aspects o f their capital 
contribu tions and their d istribution by sector and 
country o f origin and, finally, an analysis o f those 
investm ents which were channelled to the financial 
sector and those w hich originated in the U nited 
States.

In Section Tw o, the in tern ational presence in 
the m anufacturing industry is discussed. T h e 
situation is analysed at tw o levels. Firstly, 
background inform ation  is given to throw  light on 
the position held by the transnational corporations 
in the structure o f industry, and secondly, their 
evolution w ith in  the sector during the past decade, 
w hen the A rgentine econom y underw ent a far- 
reaching process of deindustrialization, is discussed.

W ith  regard to the period under study, the 
authors stress that, although considerable incentives 
were offered to encourage foreign investm ents, such 
investm ents did not com e in on  a large scale, mainly 
because of the recessive conditions w hich prevailed 
from  the m id -1970s onw ards and because o f 
m isgivings about the possible duration of the policy 
o f openness. W hen  the opportunities offered  by the 
m arket over the short and medium term  are lim ited, 
it is not enough to  set up an institutional fram ew ork 
designed to encourage foreign investm ent.
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CEPAL REVIEW No. 28 Introduction

Since it began to take part in the international 
division of labour, Argentina has been a major 
recipient of foreign investment, and foreign 
investment has, in turn, played a major role in 
building the country’s structure of production. 
Both when the country was mainly an exporter 
of agricultural products and during the period of 
import substitution — either during the early 
stage of light industry or the later stage when the 
process was extended to the production of 
intermediate and durable goods—  foreign 
corporations have played a strategic role, and 
have acted as the moving force behind the 
structural changes which have taken place in the 
economy.

During the period of crop and stock 
production for external markets, foreign capital 
controlled the linkages which guaranteed the 
internal operation of the accumulation model 
and the provision of foods and raw materials for 
the metropolis (England), the country of origin 
of m ost of the investm ents. Investors 
concentrated their attention on refrigeration 
plants, commercial activities pertaining to 
imports and exports, the ports and, especially, 
the railways because of the role these activities 
played in the model and the potential for 
accumulation which they offered.

As the agroexports model began to decline 
— even before the definitive crisis of 1930— , 
there was a contraction in the flow of new 
investments associated with that accumulation 
pattern. The few firms which did establish 
themselves in the country were mostly from the 
United States and they tended to do business in 
fields other than that of agricultural exports.

During the transition between periods when 
agricultural exports prevailed and the stage 
when the industrial sector became the dynamic 
nucleus of capital accum ulation, foreign 
investment was oriented towards specific 
sectors. New investments were concentrated on 
import-substitution manufacturing activities. At 
first, they were oriented towards industries 
which produced final goods associated with the 
consumption patterns of those strata of the 
population which, having a high average 
income, represented a heavy and growing
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demand for manufactures. That was the case 
with many food industries — fundamentally 
agroindustrial ones, reflecting the transition 
between the two models—  textiles, construction 
materials and some final chemical products and 
electrical consumer goods. These were mainly 
light industries in whose development foreign 
capital played a m ajor role, without actually 
dom inating or con trollin g  the industries 
concerned.

N evertheless, it was not until the late 1950s 
or early  1960s th a t th e  tra n sn a tio n a l 
corporations began to play a hegemonic role in 
the substitution process, which by then had been 
extended to intermediate and durable consumer 
goods. Industries such as the petrochemical, 
automobile, machinery and equipment or metal 
products and engineering industries were at the 
fore during this second stage of the substitution 
process; they were set up through foreign 
enterprises which, soon after establishing 
themselves, became part of the entrepreneurial 
élite of the country.

Although the total amount of investments 
approved between 1958 and 1962 did not

represent a significant contribution to capital 
accumulation in industry (around 10%  of capital 
formation in the sector), the fact that they were 
concentrated in a few strategic activities (the 
relatively more dynamic ones, which had 
modern technologies, markets controlled by an 
oligopoly and a high accumulation potential) 
brought a profound transform ation of the 
industrial structure and meant that the 
transnational corporations played a leading role 
in those industries which by their very nature, 
give im petus to the d ev elo p m en t of 
manufacturing in the country.

The new accumulation pattern of the 
Argentine economy was based on the industrial 
sector and hence, as foreign investments 
matured, they became one of the main 
foundations of this accumulation. Although, in 
quantitative terms, foreign capital did not reach 
the magnitude it had at the beginning of the 
century (before World W ar I it represented 51 %  
of gross investm ent), it did play a fundamental 
role because of the degree to which it controlled 
the dynamic poles of capital accumulation and 
reproduction.

I

The transnational corporations and the opening-up 
policy of the last military government

1. Trends in direct foreign investment and 
investment patterns, 1976-1983

A fter the brief period of the Peronist 
governm ent (1973-1976), which regulated the 
cen tral aspects of the m anagem ent of 
transnational corporations in the country, the 
military governm ent eliminated the main 
restrictions which had been placed on foreign 
investm ent, by establishing the new system 
provided for in Act 21382.

T h e new authorities’ aim — in which they 
partly succeeded—  was to dismantle the classical

protectionist system, to change the economic 
structure of the country and thus to modify the 
role of the various economic agents and sectors. 
Argentina thus embarked on a new experim ent 
which dramatically changed the accumulation 
model which had become firmly established 
after the Second World War. According to 
Kosacoff (1984), the policy put underway in 
April 1976 consisted, in essence, of trusting in 
the market mechanisms for the allocation of 
resources — thus making it necessary to carry out 
a programme designed to liberalize the 
m arket— and of seeking to establish greater
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Table 1

A R G E N T IN A : A U T H O R IZ E D  F O R E IG N  D IR E C T  IN V E S T M E N T  B Y  FO RM  
O F C O N T R IB U T IO N , 1977-1983

(Thousands of dollars at current prices, and percentages)

New
capital

contribu
tions

Capitaliza
tion of 
credits

Total
authorized
investment

Reinvest
ment of 
profits

Automatic
contribu

tions

Total
investment

(3) +  (4) - (5)

Total invest
ment in 
terms of 

thousands of 
dollars at 

1983 prices

(1) (2) (3) (4) (5) (6) (7)

1977 40 518 80 602 121 120 132 435 1 419 254 974 398 155
1978 201 534 55 504 257 038 118 253 11 697 386 988 560 859
1979 374 269 86 364 460 633 193 186 16 973 670 792 863 540
1980 633 359 30 130 663 489 399 364 97 918 1 160 770 1 310 511
1981 790 011 96 652 886 663 344 597 180 069 1 411 329 1 460 486
1982 252 915 711 126 324 041 181 651 98 734 604 426 612 564
1983 131 155 9 848 141 003 131 248 11 045 283 296 283 296

Total 2 423 761 430 226 2 853 988 1 500 733 417 854 4 772 575 5 489 411
(50.1) (9.7) (59.8) (31.4) (8.8) (100.0)

S o u rce ; Prepared by the authors on th e  basis of inform ation supplied by the Foreign  Investm ent D ep artm en t o f the 
M inistry of Econom ic Affairs.

links with the exterior. W ith regard to the latter, 
tariff reforms — aimed at opening up trade— 
and financial reforms were implemented in 
order to remove restrictions on the inflow and 
outflow of capitals. In addition, import duties, 
the exchange rate and the real interest rate were 
used jointly as basic tools in the struggle against 
inflation. This anti-inflationary objective was 
constantly given priority over the medium- 
ra n g e  a ccu m u la tio n  p ro ce ss  and th e  
improvement of income distribution. The axes 
of economic policy were the establishm ent of a 
more realistic price system (which entailed 
elim inating regulations, taxes, subsidies and 
privileges) and the consideration of comparative 
advantages taken in a static sense. These two 
elem ents were the central indicators to be used 
in the estimates to be made by corporations in 
measuring the efficiency of the investment 
process.

W e have quoted from this passage at length 
because it provides a useful macroeconomic

frame of reference for assessing the response of 
direct foreign investment to the great variety of 
incentives which were offered from 1976 
onwards and for studying the development of 
the foreign corporations established in the 
country.

As a result of the incentives received and of 
the consolidation of a favourable environment 
for carrying out certain highly profitable 
operations with a minimum amount of risk and a 
rapid rate of return on capital, direct foreign 
investments authorized to set up business in the 
country grew steadily up to 1981, and then 
declined sharply in 1982 and 1983 (table 1).

Up to 1983, authorized foreign investments 
amounted to a total of U S$ 4 772.6 million, i.e., 
at an annual rate of US$ 681.8 million during the 
period under study (1977-1985), or U S$ 784.2 
million in constant 1983 dollars.

This influx of direct investments took place 
during two clearly differentiated subperiods. 
During the first, from 1977 to 1981 — coinciding
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with the tenure of Dr. M artínez de Hoz and the 
full application of the policy of openness— 
direct foreign investment rose steadily to a level 
of approximately U S$ 1.5 billion. During the 
second stage (1982 and 1983), on the other hand, 
investment fell considerably; this phenomenon 
was associated with a series of events, such as the 
departure of Dr. Martínez de Hoz, the 
discontinuation of the openness policy and the 
successive devaluations of the peso, which 
created an atmosphere of insecurity for foreign 
investors. In brief, the economic programme 
announced in April 1976 was gradually 
abandoned.

As regards the forms taken by direct foreign 
investm ent, table 2 shows that of the 
investments authorized between March 1977 
and Decem ber 1983, a little over half (50 .1% ) 
consisted of new capital contributions, 9 .7%  
represented capitalization of external credit, 
31 .4%  came from reinvestm ent of profits and 
the remainder (8 .8 % ) represented automatic 
capital contributions.

In view of the different ways in which these 
investm ents were made, the actual significance 
of the nearly U S$ 5 billion worth of foreign 
investm ents entering the country over a period 
of seven years is relative. A partial review of 
some of these investments brings to light a

series of aspects and special situations which 
give a much better picture of their magnitude 
and nature during the period considered.

New capital contributions brought in during 
the seven years (US$ 2 423.8 million) included 
U S$ 702 .3  m illion w orth of tem porary 
contributions to the production of oil and natural 
gas and an unspecified — but significant— 
am ount of e x te rn a l resou rces for the 
denationalization of companies financed by local 
capital (La Isaura, Calera Avellaneda) or, in 
other cases, a simple increment in the share held 
by parent companies in the capital of local firms 
in which they already held the majority of 
stocks.1 In either of the two cases — either 
denationalization or increased participation in 
the capital of a local subsidiary—  even though, 
formally speaking, the investment involved a 
particular type of "new capital contribution" 
from abroad, there was no increase in the

'Som e of the most noteworthy examples are: Corning 
International Corporation, to increase its participation in the 
capital of Cristalerías RigoUeau S.A.; Química Hoechst in Indur 
S.A.; Massey Ferguson Limited in Perkins Argentina S.A. and in 
Massey Ferguson A rgentina S .A .; W estinghouse E lectric 
Corporation in Galileo Argentina ¿ .I S A .;  Federal Mogul 
Corporation in INDECO Minoli SA1C; Renault Argentina S.A. 
(controlled in turn by Régie Nationale des Usines Renault) in 
Metalúrgica Tandil S.A.; Philips Argentina S.A. (controlled in turn 
by NY Philips Gloeinlampert) in Salvo S.A.

Table 2

A RG EN TIN A : AUTH ORIZED FOREIGN IN V ESTM EN T, 1977-1983

(Accrued total and annual averages. Thousands of 1983 dollars)

Item
Accrued total Annual averages

1977-1981 1982-1983 Total 1977-1981 1982-1983 Total

1) New capital contributions 2 369 755 387 475 2 757 230 473 951 193 738 393 890
2) Capitalization of credits
3) Total authorized investments

451 523 81 932 533 455 90 305 40 966 76 208

( l )  +  (2) 2 821 278 469 407 3 290 685 564 256 234 704 470 098
4) Reinvestment of profits 1 434 365 315 345 1 749 710 286 873 157 673 249 959
5) Automatic contributions 337 908 111 108 449 016 67 582 55 554 64 145
6) Total investment (3 )+ (4 )+ (5 ) 4 593 551 895 860 5 489 411 918 710 447 930 784 202

Source: Prepared by the authors on the basis of information supplied by the Foreign Investment Department of the
Ministry of Economic Affairs.
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production capacity of the country and no more 
than a mere transfer of ownership of already 
existing capital.

A similar case which deserves separate 
treatm ent, however, because of its implications 
and the magnitude of the resources involved, is 
that of the purchase by Volkswagen of the assets 
of Chrysler Fevre Argentina. This transaction 
actually represented an inflow of external 
resources which at the same tim e entailed a 
repatriation of capital by Chrysler (a United 
States firm) and a displacement of national 
capital (51 .3%  belonged to local parts dealers 
and agents). Nevertheless, the official statistics 
only show the investment authorized for 
V olksw agenw erk  A .K . o f W est G erm any 
— U S$ 102 m illion—  with Chrysler Fevre 
Argentina as the receiving corporation.

The magnitude and evaluation of the direct 
foreign investment authorized between 1977 
and 1983 only serve as a partial and inadequate 
indicator when it comes to assessing the results 
obtained during the period in question; 
moreover, the absence of official information on 
the repatriation of external capital makes it 
impossible to quantify the net effect of the policy 
aimed at attracting direct foreign investment 
and thus invalidates any appraisal of its successes 
and failures.

2. Distribution o f direct foreign investment by 
sector and by country o f origin, 1977-1983

The changes in the accumulation model which 
were brought about as a result of certain 
characteristics of the country’s econom ic 
development from the late 1970s onwards are 
reflected in the sectoral distribution of direct 
foreign investment authorized between 1977 
and 1983- As during the period when 
agricultural exports were predominant or during 
the different stages of import substitution the 
orientation of foreign capital was associated 
with the role played by the various sectors of 
activity at the macroeconomic level and with the 
accumulation pattern concerned. Thus, during 
the period when the industrial sector was no 
longer the dynamic pole of capital accumulation 
and reproduction and that role was assumed by 
tertiary activities in general and by the financial

sector in particular, the manufacturing industry 
ceased to be almost the only centre of attraction 
of direct foreign investment in the country.

T h e sectoral com position of foreign 
investment between 1977 and 1983 reflected a 
turnaround in the historical trends of the 
postwar period, as there was a sharp decline in 
direct foreign investment in industry which was 
offset by the increasing importance of the 
services, commerce and finance sectors. The 
resulting profile thus tended to be a reflection of 
the policy of opening up to the exterior, under 
which most of the goods-producing sectors were 
subordinate and the dynamic axis was 
transferred to financial circuits and to service 
activities.

Among the investments authorized (not 
those actually made) up to December 1980 (402 
proposals were approved out of a total of 508 for 
the period 1977-1983), the sectoral distribution 
of the 166 new firms which would have been 
established under the 402 proposals clearly 
shows the sectoral preferences of the foreign 
investors and the importance of non-production 
activities (table 3); only 29 would be industrial 
firms (17 .5%  of the total), i.e., the same as the 
number of marketing firms and fewer than the 
number of firms in the services sector (34).

Complementary facts may be ascertained 
from an analysis of the distribution of authorized 
foreign investment by sector of destination, for 
which purpose the capitalization of loans and 
new capital contributions channelled towards 
new or existing firms must be considered as part 
of such investments (table 4).

Almost 60 %  of the investments were 
concentrated in only three areas, i.e., temporary 
investments in oil operations (2 4 .6 % ), the 
automobile industry (1 7 .4 % ) and the finance 
and banking sector (1 6 .6 % ). If investments in 
oil, are left out, the automobile industry becomes 
the main receiving sector (U S$ 495.4 million). 
Of investments authorized for the sector, 33 .7%  
(US$ 167 million) were for "capitalization of 
loans", in most cases, these were used to improve 
the structure and the, economic and financial 
situation of the receiving firms, which had been 
seriously affected by the setback suffered by the 
sector as a whole. New capital contributions 
(US$ 328.4 million) were accounted for by the 
entry of a new international firm (Volkswagen)
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Table 3

A RG EN TIN A : SECTORAL D ISTR IBU TIO N  
OF NEW FIRM S SET UP ON THE BASIS 

OF FOREIGN  D IR EC T IN V ESTM EN T 
AUTHORIZED BETW EEN 1977 

AND 1980

( Number of firms, and percentages)

Sector Number 
of firms

Percent
ages

Financial institutions
and banks 15 9.0
Services 34 20.5
Marketing 29 17.5
Agriculture and fishing 19 11.4
Construction 9 5.4
Manufacturing 29 17.5

Machinery and
equipment 5 3.0
Chemicals and plastics 11 6.6
Cement 1 0.6
Others 12 7.2

Other activities 31 18.7

Total new firms 166 100.0

Source: Ministry of Economic Affairs (1981).

and the investm ent plans of Ford (a new truck 
plant) and Fiat. W ithin the context of a far- 
reach in g  se cto ra l re o rg a n iz a tio n , these 
investments were offset by the closing down and 
the consequent repatriation of capital (in the 
first three cases) of General Motors (1978), 
Citroen (1979) and Chrysler (purchased by 
Volkswagen), Industrias Mecánicas del Estado 
(1980) and the merger of SA FRA R and Fiat 
(Sevel).

The greatest net inflow of external capital 
took place in the financial sector and, more 
specifically, the banking sector. Authorized 
investments amounted to US$ 473.6 million, 
thanks to the entry of fifteen new foreign banks, 
which is evidence of the growing interest of 
international financial groups in setting up 
operations in the country.

On the other hand, the relative lack of 
interest shown by foreign investors in putting 
their capita] into the manufacturing sector one 
of the most affected by the policy of openness, 
may be seen in the figures showing the number 
of industrial firms established up to December 
1980. Table 4 shows that — despite the influence 
of the automobile sector—  the various branches 
of industry as a whole represent slightly less 
than half the authorized investments (4 8 .3 % ); 
during any other subperiod of the last three 
decades, industry had always accounted for over

Table 4

ARG EN TIN A : SECTORAL D IST R IBU TIO N  
OF FOREIGN IN V ESTM EN T 

AUTHORIZED BETW EEN 
1976 AN D 1983

(Thousands of dollars at current 
prices, and percentages)

Sector Amount Percent
ages

Exploitation of gas and
petroleum 702 319 24.6
Primary activities (agriculture,
fishing and mining) 79 683 2.8
Motor vehicle industry 495 441 17.4
Machinery and equipment 173 437 6.1
Petrochemicals 172 995 6.1
Food, beverages and tobacco 138 291 4.8
Chemical products 99 129 3.5
Pharmaceutical products
and perfumery 81 176 2.8
Other industrial activities . 217 738 7.6
Construction 49 410 1.7
Financial institutions and
banking 473 569 16.6
Business and services 143 580 5.0
Others 27 220 1.0

Total 2 853 988 100.0

Source: Prepared by the authors on the basis of infor
mation supplied by the Foreign Investment
Department of the Ministry of Economic Affairs.
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9 0 %  to 95 %  of all direct foreign investment 
established in the country. There is no question 
that the manufacturing industry ceased to be the 
predominant sector as far as the attraction of 
foreign capital is concerned.

Contrary to what happened in the case of 
changes in the sectoral composition of foreign 
investments the distribution by country of origin 
of these investments did not vary greatly with 
respect to the legislative trends of the last few 
decades. As regards the high concentration in a 
few countries and the relative share represented 
by each of them, the structure did not differ 
substantially from that of any other postwar 
period, nor — except in the contrasting cases of 
the United Kingdom and Italy—  was there much 
variation with regard to the stock of foreign 
capital accumulated in the country around the 
m id-1970s (table 5).

Table 5

A RG EN TIN A : FOREIGN IN VESTM EN TS 
AUTH ORIZED BETW EEN 1977 
AN D 1983, BY  C O U N TRY OF 

O RIG IN  OF IN V ESTM EN T

(Thousands of dollars at current 
prices, and percentages)

Country Amount Percent
ages

United States 1 264 244 44.3
Italy 455 867 16.0
France 266 079 9-3
West Germany 252 458 8.8
The Nerthelands 126 042 4.4
Switzerland 117 789 4.1
Spain 97 289 3.4
Canada 56 014 2.0
Sweden 44 611 1.6
Japan 41 152 1.4
Others (19 countries) 132 442 4.7

Total 2 853 988 100.0

Source: Prepared by the authors on the basis of
information supplied by the Foreign Investment
Department of the Ministry of Economic Affairs,

Almost 70 %  of the total amount of direct 
foreign investment authorized between 1977 
and 1983 was accounted for by firms from only 
three countries (United States, Italy and France); 
if investments from four other countries (W est 
Germany, Netherlands, Switzerland and Spain) 
are included, the figure increases to 90% .

Of the remaining countries of origin, the 
only ones worth m entioning would be the 
negligible presence of Japan (1 .4 % ) and the 
United Kingdom which, with only 0 ,7%  of the 
total, ranks thirteenth in the listing of countries 
of origin of investments.

3. Direct foreign investment in the 
financial sector o f Argentina

The substantial amount of direct foreign 
investment that was placed in the financial 
sector may be explained, to a large degree, by the 
fact that the high degree of liquidity of the 
financial market coincided with the search for 
new investm ent opportunities and the 
application, at the local level, of a policy of 
openness, which involved an effort to attract the 
attention of the world banks. The financial 
refo rm s of m Íd -1977 , th e  w idespread 
liberalization of the capital market, the exchange 
lag policy and its effect on the spread between 
domestic and external interest rates were some 
of the main factors which created favourable 
conditions for arousing the interest of the 
foreign banks. These local phenomena occurred 
simultaneously with the high liquidity of the 
international market and the intensification of 
oligopolistic competition among the world 
banks, essentially as a result of their growing 
transnationalization.

As a result of this combination of 
circumstances, there was a considerable influx of 
foreign capital to the financial sector of 
Argentina, especially to the banks. Hence, direct 
foreign investment in the sector had the greatest 
economic impact during the period, because of 
its effect on the shaping of the financial market. 
Around 1983, total authorized investments in 
the sector amounted to U S$ 473-6 million, as a 
result of the approval of fifteen investment 
proposals which, in every case, had to do with 
the establishment of new banks in the country.
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This influx had two interesting features, i.e., its 
distribution over tim e and the forms of 
establishm ent involved. The investments were 
highly concentrated in tim e; thus, slightly over 
95 %  were authorized within a three-year period 
— between late 1978 and late 1981—  and the 
fifteen banks were actually established in 1979 
and 1980 (table 6).

The concentration of these investments in 
time had to do with the fact that around the end 
of 1978, the openness policy took a new turn; 
thus, with a "monetary approach to the balance 
of payments”, the financial market was opened 
up completely, thanks to the elim ination of 
barriers to international capital flows. In 
addition, an exchange lag policy was applied 
which provided opp ortunities for highly 
p rofitable investm ent, essentially in the 
financial circuits. The combined effect of the 
new legislation on foreign investment, the 
financial reform of 1977 and the liberalization of 
the capital market was to arouse increasing 
interest among the international banks in 
establishing themselves in the country.

As regards the way in which the new banks 
set up their operations in the country, in only 
three of the fifteen cases did they purchase local 
banks, i.e., Irving Trust purchased Banco

Table 6

A RG EN TIN A : D IST R IBU TIO N  OVER 
TIM E OF AUTHORIZED FOREIGN 

D IR EC T IN V ESTM EN T IN  THE 
FINAN CIAL SECTOR

(Thousands of dollars, and percentages)

Subperiod0 Thousands 
of dollars

Percent
ages

1 -III-1977 to 31-VIIM 978 17 256 3.7
l-IX-1978 to 30-IX-1981 452 111 95.5
l-X-1981 to 31-XII-1983 3 932 0.8

Total 473 569 100.0

Source: Foreign Investment Department of the Ministry 
of Economic Affairs.

"T h e  dates of the subperiods correspond to those of the 
periodic reports issued by the Foreign Investment 
Department.

Austral; Bank of America purchased Banco 
Internacional, and Crédit Lyonnais purchased 
Banco Tornquist. The remaining banks (12) 
which started business during the period in 
question established new local firms.

This method of penetration, which was 
different even from that used by the foreign 
banks towards the late 1960s, had to do with the 
type of business carried out by the new banks 
(foreign  transactions and non-traditional 
services for a small core of users), which was 
different from the type of activities carried out 
by most of the local banks (receiving deposits 
and granting loans).

Although the number of firms almost 
doubled, the influence of the foreign banks on 
the local market showed hardly any variation 
between 1976 and 1983 (table 7).

In late 1976, when the neomonetarist goals 
of the economic authorities had become clearly 
evident, the foreign banks had recovered part of 
the share in total deposits on the commercial 
circuit which they had lost during the Peronist 
government. Thus, while in 1974 they received 
15%  of the total, by the end of 1976 they 
controlled 16.5% .

Towards the end of 1978, as a result of the 
restrictions imposed by the Central Bank on the 
opening up of new subsidiaries, the foreign 
banks’ share fell back to the levels of the early 
1960s. Suffice it to say that, while between 1970 
and 1977, the foreign banks reduced the number 
of their branch offices from 223 to 219, the 
banking system as a whole increased them from 
2 298 to 3 152 (table 8).

This loss of the foreign banks' share in total 
deposits received and the decline in the number 
of branch offices had to do with the type of 
business in which they engaged, inasmuch as 
they chose to compete in the area of interest 
rates while at the same time, as a result of the 
institutional reclassification brought about by 
the reforms and the different style of 
competition prevailing, in which there seemed 
to be a ranking of the banks’ spatial capacity to 
attract deposits, there was a substantial increase 
in the total number of commercial banks and 
their branch offices (Feldman and Sommer, 
1984).

At any rate, with the new influx of direct 
foreign investment in the banking sector
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Table 7

A RG EN TIN A : IN D IC A TO RS OF PA RTIC IPA TIO N  OF FOREIGN BAN KS 
IN TH E PESO D EPO SITS M A RKET

{Number of entities, and percentages)

Indicator 1974 1976 1978 1980 1981 1982 1983

Number of foreign banks 17 17 17 32 32 32 32
Share in total commercial bank deposits 15.0 16.5 13.3 17.0 17.0 14.2 16.8
Share in total private commercial banks deposits 39.4 31.5 22.1 28.4 28.4 26,8 29.7
Share of private commercial banks (national
and foreign) in total private and State
commercial bank deposits 45.S 52.3 60.3 59.8 59.8 52.9 56.7

Source: Central Bank of the Republic of Argentina,

Table 8

ARG EN TIN A : EVOLUTION OF Q U A N TITY  OF BAN K BRANCH OFFICES
BY SOURCE OF CAPITAL

(Absolute figures and percentages)

Year

Foreign banks Total banks Percentage

Number of 
branch 
offices

Average 
number 

of branch 
offices 

per bank

Number of 
branch 
offices

Average 
number 

of branch 
offices 

per bank

Of number 
of branch 

offices

Of average 
number of 

branch 
offices 

per bank

1970 233 13.7 2 296 19.3 10.1 71.0
1977 219 12.9 3 152 26.3 6.9 49.0
1978 222 13.1 3 339 18.5 6.6 70.8
1979 238 11.9 4 060 19.2 5,9 62.0
1980 241 9.3 4 050 19.6 6,0 47.4
1981 373 11.7 4 075 19.8 9.1 59.1
1982 379 11.5 4 242 20.9 8.9 55.0
1983 373 11.7 4 528 21.7 8.2 53.9

Source: Central Bank of the Republic of Argentina.
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towards the end of 1980, the transnational banks 
recovered a good deal of the ground they had lost 
between 1971 and 1978. From  a 13.3%  share of 
all deposits in the hands of commercial banks, in 
1978 they managed to attract 17% .

It was not until 1981 that the foreign banks 
also began to apply a policy of opening up branch 
o ffice s  as a way o f im p ro v in g  th e ir  
com petitiveness; in just one year, the number of 
branch offices rose from 241 to 373. T o  a large 
extent, this proliferation of branch offices seems 
to have been a residual effect of the succession of 
bankruptcies and interventions of national 
private firms which began with the closing down 
of the Banco de Intercam bio Regional in March 
1980. Several of the foreign banks belonging to 
the "retail and diversified” sector purchased 
some of the branch offices of liquidated 
institutions from the Central Bank.

The results of 1982 also reflect, to a large 
extent, the impact of the A rgentine-British 
dispute over ownership of the Falkland Islands 
(Islas Malvinas) and the Georgia and Southern 
Sandwich Islands. Part of the deposits sought 
refuge in State entities and part of the deposits in 
foreign banks were channelled to firms that 
were less vulnerable, in the users’ view, to the 
hazards of the armed conflict. Between 1981 and 
1982, the transnational institutions’ share in 
total resources handled by commercial banks fell 
from 17.0%  to 14.2% . In 1983 — when 
expectations centred on the restoration of the 
country’s institutional stability— , there was a 
slight im provem ent in the level of deposits 
accumulated by the foreign banks. As regards the 
total amount in the hands of commercial banks, 
their share rose from 14.2%  to 16.8% , two 
points below the record set in 1969.

In addition to discussing the position of 
the transnational banks in the local m arket 
(e ith er in peso deposits or in number of bank 
o ffices), it is w orthw hile analysing the ways in 
which their influence was exercised w ithin the 
banks them selves. T o  this end, table 9 shows 
the share of the m ajor firm s in total deposits 
received by the transnational banks up to 
D ecem ber 1983 — with the corresponding 
figures for Jun e 1976—  as well as their 
distribution according to country of origin of the 
capital, with the banks which started during the 
recent military régime shown separately.

Some of the salient features of the 
transnational presence in banking activities are 
the following:

a) The high degree of concentration of 
deposits in a small group of banks. One third of 
the banks (11) attracted a little over 80 %  of all 
deposits and four of them accounted for almost 
half (4 9 .3 % ) of the total.

b) None of the eleven firms entered the 
country during the recent military régime. That 
group includes two banks th at w ere 
denationalized during the period in question, i.e., 
Tornquist (purchased by Crédit Lyonnais) and, 
indirectly, Internacional, absorbed by the Bank 
of America, which had already been doing 
business in the country.

c) The absence of major changes, with 
respect to 1976, in the composition of the leader 
group or, at least, its size, which — one might 
assume— would entail almost doubling the 
number of firms set up by foreign capital.

d) The average represented by the United 
States banks, both as regards the number of 
firms ( I I )  and as regards their share in total 
deposits channelled to the foreign banks 
(5 1 .2 % ); hence, 45 .4%  of the total is 
concentrated in only four banks.

e) Finally, the clear difference between 
banks which entered the country before the 
recent military régime and those which entered 
during that period, as regards their ranking in 
the peso deposit market. W hile the former 
accounted for 82 .9%  of those deposits, the latter 
only accounted for the remaining 17.1% , if the 
analysis is confined to the new banks established 
during those years, the figure falls to 9 .6% . This 
uneven participation once again shows up the 
different characteristics of the two groups, i.e., 
the former were predominantly "retailers” and 
"diversified”, while the ones begun under the 
policy of generally open m arkets were 
predominently "wholesalers” and "specialized”.

4. United States investments in Argentina

The direct foreign investments which entered 
the country during the recent military régime 
may also be analysed in the light of the official 
statistics of the countries of origin of those 
capitals. It is thus possible to compare the rate at
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Table 9

A RG EN TIN A : SHARE OF EACH OF THE VARIOUS FOREIGN BA N KS IN 
TO TA L PESO D EPO SITS IN  TH EIR HANDS

(Percentages)

Entity Sources of capital

Share in deposits 

(percentages)

December
1983 June 1983

Ranking 

June 1976

Ranking by deposits at December 1983
The First National Bank of Boston United States 19.8 13.9 2
Citibank United States 14.5 11.3 3
Banco de Londres y America del Sur United Kingdom 7.5 14.3 1
Bank of America United States 7.4 2.3 15
Banco Tornquist0 France 6.5
Supervielle Scoiété Générale France 6.3 6,4 7
Banco Popular Argentino Spain 4.2 7.1 6
Banco Sudameris France/Italy 3.9 7.9 5
Chase Manhattan Bank United States 3.7 3.0 13
Deutsch Bank Germany 3.7 5.0 8
Banco Europeo para América Latina Belgium/Italy 3.1 3.4 11

Country Number of entities Share in total

Distribution of deposits by source of capital
United States 11 51.2
Brazil 4 0.4
Spain 3 7.8
France 3 13.2
United Kingdom 2 7.5
Italy 2 1.0
The Netherlands 1 1.9
Japan 1 2.3
Uruguay 1 3.0
Canada 1 1.0
West Germany 1 3.7
France/Italy 1 3,9
Belgium/Italy 1 3.1

Total 32 100.0

Distribution of deposits by date of
incorporation of the transnational bank
Banks installed before 1976 17 82.9
Banks installed under the military government 15 17.1
New banks (12) 9.6

Denationalizations (2) 7.5
Denationalization and absorption0 (1)

Source: Prepared by the authors on the basis of data supplied by the Central Bank of the Republic of Argentina.
°ln  1976 the Banco Tornquist was owned by local capital. Subsequently it was purchased by Crédit Lyonnais.
^Refers to the Banco Internacional, purchased by the Bank of America and transferred in 1983 to its local subsidiary.
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which capital was channelled to Argentina with 
its evolution at the global level, sectoral profile, 
profitability and the specific application of the 
benefits obtained from those investments 
(reinvestm ent or repatriation). W ith this 
inform ation, a clear picture emerges of the place 
which Argentina occupies among all countries 
receiving foreign investm ents.2

T he first aspect to be studied is that of the 
changes that have occurred in respect of the 
stock of United States capital established in 
Argentina. Between 1976 and 1983, direct 
foreign investments of United States capital in 
Argentina rose from U S$ 1 366 million to 
US$ 3 054 m illion; this represents an average 
annual growth of 12.2%  (4 .4%  per year in 
constant 1976 dollars). During the same period, 
total U nited  States investm ents abroad, 
measured in constant values, declined slightly 
(table 10).

Some comments are in order in connection 
with this sharply contrasting performance. 
Between 1976 and 1979, Argentina followed the 
trend noted at the international level, i.e., the 
export of United States capital continued to slow 
down, a phenomenon which had begun with the 
recession of 1974-1975. The dramatic increase in 
United States investments accumulated abroad 
between the end of World W ar II and the early 
1970s was a result of the dynamic evolution of 
the world economy and the steady expansion of 
production capacity at the international level. 
That growth was interrupted during the crisis of 
1974-1975, which seriously affected capital 
flows, especially those directed towards 
production.

This behaviour fits into the overall picture of 
the evolution and cycles of the international 
economy. W ithin this framework, the rate of 
growth of United States investments in 
Argentina between 1976 and 1979 (1 .7%  per 
year) was quite similar to the rate recorded at the 
international level.

1 A n analysis o f th e  in fo rm a tio n  supp lied  by the  U n ited  S tates 
D e p a r tm e n t o f C om m erce  will show  th e  d estin a tio n , at the  
in te rn a tio n a l and local levels, o f m ost cap ita ls  estab lished  ou tside  
th e ir  co u n trie s  o f orig in . T h e  sta tistics  pub lished  by the  
D e p a r tm e n t in its Survey of Current Business m ake it possib le  to 
study th e  evo lu tio n  and the  m ain  charac te ris tics  o f d irect foreign  
in v estm en ts  in each receiv ing  coun try  and hence to study those 
d irected  to  A rg en tin a  in the  last few years.

This had not been the case during the 
preceding years. As a result of the recessive 
environm ent prevailing in the world economy, 
the general instability of exchange rates and of 
financial and monetary m arkets and the 
absence of a recovery of satisfactory rates of 
return on investm ents abroad (which fell 
steadily betw een 1979 and 1983), on the one 
hand, and, on the other, of the dom estic 
p o lic ie s  fo llo w ed  by th e  R e p u b lica n  
A dm inistration, there was a steady decline, in 
real term s, of d irectU n ited States investm ents 
abroad (the cumulative rate was -1 .6 %  per year 
between 1979 and 1983). On the other hand, 
United States investments in Argentina during 
the same period showed a real cumulative 
growth of 6 .4%  per year. This performance 
reflects the interest of United States investors in 
establishing their capitals in the country. An 
analysis of the sectoral content of this growth 
shows that it was spearheaded by two activities, 
i.e., oil and finance. W hereas in global terms, 
cumulative direct foreign investment increased 
2.2 times between 1976 and 1983, investments

T a b le  10

ARG EN TIN A : EVOLUTION OF U N ITED  
STA TES IN V ESTM EN T IN ARGENTIN A 

AND THROUGHOUT THE W ORLD,
1976-1983

(Millions of 1976 dollarsa, and percentages)

End
o f

year

In v estm en t 
in A rgen tin a

(1 )

T o ta l d irect 
in v estm en t

(2 )

P e rce n t
age

(1 )/ (2 )

1976 1 36 6 138  8 0 9 0 .9 8

1977 1 4 03 137 4 6 7 1.02

1978 1 4 6 0 142 243 1.03

1979 1 4 3 6 145 852 0 .9 9

1980 1 6 9 9 1 46  713 1.16

1981 1 70 7 142 535 1 .20

1982 1 835 135 39 9 1.35

1983 1 842 136  37 9 1.35

S ou rce ; Prepared by the authors on the basis of data 
supplied by the U nited  States D ep artm en t o f 
C om m erce (several years).

“D eflated by the U nited States w holesale p rice index.
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Table 11

A RG EN TIN A : ACCRUED U N ITED  STA TES D IREC T IN V ESTM EN T, BY SECTORS
OF A C T IV IT Y , 1976-1983

(Millions of dollars at current prices)

Sector 1976 1977 1978 1979 1980 1981 1982 1983

Mining 53 55 54 48 69 71 72
Petroleum 174 223 265 305 395 483 645 808
Manufacturing

Food products 49 51 64 81 168 264 279 288
Chemical products 207 220 243 299 416 360 371 332
Primary metal products 72 67 73 64 72 67 77 79
Machinery 143 152 172 205 204 271 274 229
Transport equipment 221 228 242 289 409 308 380 381
Others 206 203 205 247 315 301 348 342

Total manufacturing 898 921 1 000 I 184 1 584 1 570 1 729 1 651
Business 104 132 157 136 216 202 167 128
Finance 72 86 108 113 145 304 300 298
Others 65 73 86 64 107 90 97

Total 1 365 1 490 1 670 1 850 2 494 2 735 3 002 3 054

Source: Prepared by the authors on the basis of data supplied by the United States Department of Commerce (several 
years).

in oil rose more than 4.5 times and investments 
in financial activities grew more than fourfold. 
O n th e  o th e r  h an d , in v e s tm e n ts  in 
manufacturing industry, which historically had 
been preferred by United States investors, did 
not double, in current values, during those seven 
years, in constant' values, the cumulative annual 
rate of growth fell to 0 .7%  (table 11).

As a result of this difference in grow th 
rates, the sectoral structure of direct United 
States investm ents in A rgentina changed 
substantially. Over a period of only seven 
years, the petroleum  sector m ore than doubled 
its share of the total — 12 .7%  in 1976 and 
2 6 .5 %  in 1983—  and the share of the financial 
intermediation sector rose from 5.3%  to 9 .8% . 
As a result of the channelling of capital towards 
banking activities between 1979 and 1981, seven 
of the fifteen banks entering the country were of 
United States origin.

In both cases, the growing participation of 
United States investments reflected the trends

occurring at the international level, where, 
during the same period — 1976 to 1983— , the 
share of the petroleum sector rose from 20.8%  
to 2 7 .0 %  of cum ulative U nited States 
investments abroad and that of the financial 
sector rose from 12.3%  to 12.7% ; investments 
in manufacturing, on the other hand, fell from 
44 .8%  to 39.9%  (United States Departm ent of 
Commerce, several years).

It would appear that the nature of the 
process whereby the Argentine economy was 
opened up and, in that context, the economic 
activities which appealed most to foreign 
investors, were completely in line with the 
trends as regards sectoral distribution which 
prevailed in the export of United States capital, 
i.e., petroleum exploration and production and 
transnationalization of banks. This growth was 
offset by a decline in the manufacturing industry 
which, over the seven-year period, fell by more 
than 11 points in its ranking within the scheme 
of total direct foreign investments from the
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United States accumulated in Argentina. The 
relative lack of interest in investing in one of the 
activities most seriously affected by the military 
governm ent’s economic policy appears to have 
been a constant phenomenon throughout this 
period and it affected almost every sector of 
industry.

As regards the subsidiaries operating in 
A rgentina, the census of direct foreign 
investments carried out by the United States 
Commerce Departm ent in the late 1970s shows 
that in 1977, there were 279 subsidiaries of 
United States firm s in Argentina; their total 
assets were equivalent to U S$ 3 966 million, 
they employed 113 389 persons and their annual 
sales amounted to U S$ 3 615 million.

A l t h o u g h  s e v e r a l  i n t e r m e d i a t e  
combinations were possible, two extrem e 
situations prevailed as regards the operation of 
tran sn ation al corporations established in 
relatively less developed countries, i.e., some 
produced for the domestic market and some 
were oriented towards the market of their 
country of origin or the world market in general, 
in the context either of the internationalization 
of production processes or of the supply of

goods, essentially primary ones, at a lower 
relative cost. Table 12 shows the high 
proportion of total sales accounted for by the 
local market (8 4 .6 % ), which was a result of their 
having been established under the import- 
substitution model. Exports were almost 
marginal with respect to production for the 
domestic market.

The low coefficient of local exports (15 .4% ) 
with respect to the world rate (38 .1% ) leads to 
the conclusion that most of the United States 
transnationals operating in Argentina were 
organized in terms of local demand and that, in 
general, exports represented surplus production 
beyond the levels of local demand (U.S. 
Department of Commerce, 1981).

T h e  captive trade of U nited  States 
tra n sn a tio n a l co rp o ra tio n s  o p e ra tin g  in 
Argentina was negligible. W hereas at the 
international level, 33.1%  of the sales of the 
United States subsidiaries was accounted for by 
intrafirm  trade, in Argentina, that trade 
amounted to no more than 9 .3%  and, as might 
be expected, it was only significant in the case of 
the small volume of exports to the United States, 
where it represented 87 .5%  of the total.

Table 12

A RG EN TIN A : SALES OF U N ITED  STA TES FIRM S, BY  GEOGRAPHICAL 
D ESTIN A TIO N  AND LINKAGE W ITH THE PURCHASER, 1977

(Millions of dollars, and percentages)

Linkage

Domestic market Exports to: Total

Amount Percent
age

United States Other countries
Amount Percent

ageAmount Percent
age Amount Percent

age

Intrafirm sales 37 1.2 21 87.5 279 52.5 337 9.3
(11.0) (6.2) (82.8) (100.0)

Sales to non 3 022 98.8 3 12.5 252 47.5 3 277 90.7
affiliated firms (92.2) (0.1) (7.7) (100.0)

Total sales 3 059 100.0 24 100.0 531 100.0 3 615 100.0
(84.6) (0.7) * (14.7) (100.0)

Source; Prepared by the authors on the basis of data supplied by the United States Department of Commerce (1981).
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Table 13

A RG EN TIN A ; SECTORAL D IST R IBU TIO N  OF EM PLOYM ENT IN 
U N ITED  STA TES TRA N SN A TIO N A L CORPORATION S 

AND AVERAGE ANNUAL WAGE COST, 1977

'' (Number employed, dollars and percentages)

Sector of activity Number employed Percentage Average annual 
cost per worker

Index total 
sectors =  100

Petroleum 4 158 3.7 8 899 167.6
Manufacturing industry 91 141 80.4 5 124 96.5

Food products 8 834 7.8 4 188 78.9
Chemical products 20 454 18.0 5 427 102.2
Metal products 3 146 2.8 5 722 107.8
Machinery 12 573 11.1 6 601 124.3
Transport equipment 23 867 21.1 5 363 101.0
Other manufactures 22 267 19.6 4 042 76.1

Business 6 255 5.5 5 596 105.4
Banks 5 231 4.6 5 544 104.4
Finance 643 0.6 4 666 87.9
Others 5 961 5.2 5 200 97.9

Total 113 389 100.0 5 309 100.0

S o u rce ; Prepared on the basis of data supplied by the U nited  States D ep artm en t of C om m erce (19 8 1 ),

T he United States firms did not play a major 
role in creating employment in the country. In 
1977, they employed a total of 113 389 persons 
(table 13), i.e., 2 .2%  of total urban employment 
in the country (excluding the agricultural 
sector). As regards the sectoral composition of 
the jobs concerned, the manufacturing industry 
accounted for a high share, as it absorbed a little 
over 8 0 %  of all workers employed by the United 
States transnational corporations. Almost half 
those jobs were concentrated in two industries, 
i.e., transport equipm ent (basically, the 
automobile industry, which, at the census date, 
included three United States firms) and chemical 
and petrochemical products. Even though these 
are capital-intensive industries, between the two 
they generated more than 44 300 jobs in 1977.

As regards the sectoral cost of labour, 
statistics compiled by the United States 
Departm ent of Commerce show a wide 
scattering of wages among the different sectors

in which the transnationals operated. Apart 
from the differences that can be attributed to a 
difference in the average skills of personnel 
employed, the magnitude of wage variations 
among sectors would appear to have been due to 
factors associated with the circumstances 
prevailing at the national level during the year 
when the Commerce Departm ent census was 
taken. In 1977, the second year of the military 
régime, there were already clear signs of many of 
the effects of the economic policy applied after 
March 1976, which were later accentuated. 
Although the widespread contraction of real 
income of the wage-earning sector appears to 
have been one of the fundamental results of that 
policy, its impact differed depending on the 
econom ic sector concerned. Jo b s in the 
manufacturing industry were the most seriously 
affected by the policy of "social discipline", 
inasmuch as in 1977, real wages in that sector 
were equivalent to only 66 .3%  of the real wages
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for 1975. The contraction was not so sharp in 
most of the other economic sectors. This uneven 
evolution partly explains the structure of 
average costs of labour employed by United 
States subsidiaries operating in Argentina.

In addition, around 1977, the sharp drop in 
wages which had occurred during the early years 
of the economic openness policy had a strong 
impact on the relation between average wage< 
costs in the country and those prevailing in other 
regions where subsidiaries of United States 
firms operated. Indeed, in 1977 (table 14), the 
average annual cost per person employed by 
U nited States subsidiaries operating in 
Argentina was lower than it was in any other 
grouping to which Argentina belonged (Latin 
America and the underdeveloped nations) and, 
of course, it was lower than the cost paid by those 
same subsidiaries in the developed countries. As 
a matter of fact, if the comparison is confined to 
the manufacturing industry, in which the 
country has a higher degree of industrialization 
and development than the rest of Latin America

Table 14

A RG EN TIN A : AVERAGE ANNUAL WAGE 
COST IN U N ITED  STA TES FIRM S 
IN A RG EN TIN A  AND IN OTH ER 

REGIONS, 1977

(Dollars at currant prices, and indexes)

Region

Sector

Average
annual

cost

Index 
Argentina 

= 100

Total sectors
Developed countries 12 874 242.5
Underdeveloped countries 5 601 105.5
Latin America 5 873 110.6
Argentina 5 309 100.0

Manufacturing
Developed countries 12 731 248.5
Underdeveloped countries 4 676 91.3
Latin America 5 629 109.9
Argentina 5 124 100.0

Source: Prepared on the basis of data supplied by the 
United States Departm ent of Commerce (1981).

or the underdeveloped countries as a whole, 
wage costs prove to be higher than the average 
in the underdeveloped countries as a whole but 
lower by almost 10%  than the cost at the Latin 
American level. These results appear to tarnish 
the traditional international image of Argentina 
and, specifically, to detract from its position 
among the relatively less developed countries, 
whether these be defined as countries having an 
intermediate degree of industrialization or semi
industrialized countries, or as the countries of 
the underdeveloped world in general.

According to some indicators, Argentina 
may be compared to developed societies; 
according to others — the m ajority— , it may be 
compared to backward economies. However, 
very few of the latter comparisons are based on 
wage costs. If the Argentine economy has in any 
way been d ifferent from  m ost of the 
underdeveloped world, that has been the case 
precisely in the area of wage costs, which could 
hardly be considered one of the country’s 
comparative advantages at the international 
level.

Although it is impossible to establish a direct 
correspondence between wage costs and the rate 
of profitability of United States investments on 
the basis of the information available, there is no 
question that the year 1976 marks a breaking 
point in the prevailing medium- and long-term 
trends as regards the profit margins of direct 
United States investments in the country. At the 
beginning of the 1970s, that rate never 
amounted to more than 6 .5%  of cumulative 
investment and, if one takes the analysis back to 
I960, the margin was never higher than 15%  
per year. Between 1976 and 1980, however, this 
percentage was surpassed during four of the five 
years and, during two of those years (1979 and 
1980), profitability rose to more than 30%  per 
year.3 By comparison with the levels recorded at

'T h e  sh a rp  lag in the  exchange  parity  d u rin g  those  years 
g en era ted  a doubly positive  effect on  th e  p ro fitab ility  in do llars  o f 
tra n sn a tio n a l co rpo ra tions . O n the  one  hand, as a resu lt o f th e  
m a lad ju stm en t o f exchange  parity , th e  benefits  o b ta in ed  in local 
currency w ere  increased, in real te rm s, at th e  w orld  econom y level, 
w hen  exp ressed  o r converted  in to  do lla rs  o r any o th e r  fo reign  
currency. O n  th e  o th e r  hand, the  tag in th e  exchange  parity  and th e  
fact th a t th e  do lla r w as th e  only m erchand ise  w hose  fu tu re  price  
was know n m ade it possib le  to apply h ighly p ro fitab le  m echan ism s 
in th e  local financial circuits to increase th e  d isparity  o f in te re s t 
rates w ith  respec t to those  p rev a ilin g  on  th e  in te rn a tio n a l m arkets.
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Table 15

A RG EN TIN A : COM PARATIVE EVOLUTION OF SOME IN D ICA TO RS CON NECTED 
W ITH  U N ITED  STA TES D IREC T IN V ESTM EN T THROUGHOUT THE 

W ORLD AND IN ARG EN TIN A , 1976-1983

■ (Percentages)

Year
Rate of return*1 Annual growth rate of 

accrued direct investment Rate of reinvestment*

World
total Argentina +/.-

World
total Argentina +/-

World
total Argentina +/-

1976 15.3 21.3 + 11.9 18.4 + 40.5 74.4 +
1977 14.2 16.8 + 5.2 9.1 + 37.0 35.0 -
1978 17.4 10.4 - 11.5 12.1 + 45.1 -32.9 -
1979 23.5 31.1 + 15.4 10.8 - 49.5 46.7 -
1980 19.8 37.6 + 14.6 34,6 + 45.8 67.2 +
1981 15.1 4.5 6.0 9.7 + 41.6 -200.9 -
1982 9.8 13.9 + -3.0 9.8 + 28.6 59.3 +

1983 9.4 10.5 + 2.1 1.7 - 43.8 37.3 -

Source: Prepared by the authors on the basis of data supplied by the United States Department of Commerce (several 
years):

"Profits in year i in relation to accrued investment in year i-1.
^Reinvested profits in relation to total profits.

the international level during those same four 
years, the profit margin for operations in the 
country was more than 30%  higher than at the 
world level (table 15).

D e s p ite  th e s e  d if fe r e n t  le v e ls  o f 
p rofitability , the reinvestm ent rate for 
Argentina was lower than for the world as a 
whole during five of the eight years under study. 
In other words, despite the higher profit 
margins and the encouragement given to 
reinvestment within a framework of increasing 
permissiveness, the United States subsidiaries 
established in the country were, by comparison 
with those in the rest of the world, relatively 
more disposed towards rem itting their profits to 
their parent companies, i.e., they tended to

prefer rapid recovery of their investment over 
the incentives offered. It is not surprising, 
therefore, that at the end of eight years, the 
influx of direct investment from the United 
States to Argentina was much lower than the 
outflow of profit remittances and, on a lesser 
scale, the repatriation of capitals to the United 
States, Even without looking at other possible 
channels of transfer — royalties, administrative 
prices of captive trade— the net flow of capital 
to the United States arising from direct 
investments in Argentina amounted to US$ 781 
million; in 1983 values, this represents an 
average annual flow of more than US$ 100 
million (table 16).
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Table 16

A RG EN TIN A : CA PITA L FLOWS ASSOCIATED W ITH U N ITED  STATES 
D IR EC T IN VESTM EN T, 1976-1983

(Millions of dollars at current prices)

Year

Accrued 
investment 
at end of 

year

Annual 
increase 

in accrued 
investment

Profits Reinvested
profits

Profits
remitted
(3)-(4)

Capital
inflows
(2 )-(4)

Net 
flow i 
capiti 
<6)-C

(1) (2) (3) (4) (5) (6) (7)

1976 1 366 212 246 183 63 29 -34
1977 1 490 124 257 90 167 34 -133
1978 1 670 180 155 -51 206 231 25
1979 1 850 180 520 243 277 -63 -340
1980 2 494 644 695 467 228 177 -51
1981 2 735 241 113 -227 340 468 128
1982 3 002 267 381 226 155 41 -114
1983 3 054 52 314 117 197 -65 -262

Accrued
1976-1983 1 900 2 681 1 048 1 633 652 -781

S o u rce :  P repared by the authors on the basis of data supplied by the U nited  States D ep artm en t of C om m erce (several 
years).

II

The transnational corporations and the Argentine 
manufacturing industry

The participation of transnational corporations 
in the manufacturing industry was studied at two 
distinct but complementary levels. Firstly, its 
structure within the sector was identified; 
because the census information used refers only 
to one year, the picture that emerges is a static 
but complete one. Secondly, the trend in respect 
of the transnational presence during the past 
decade was studied, by com paring the 
performance of transnational corporations and 
that of similar national-capital corporations 
(table 17).

1. Economic impact and main characteristics

a) Participation o f transnational corporations 
in industrial production

One of the main indicators of the magnitude 
of transnational participation in industry is the 
contribution of these firms to overall production 
in the sector (table 18). Firms with foreign- 
capital participation controlled 30.8%  of all 
industrial production reflected in the most
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recent economic census carried out in the 
country (1974).

T h is  participation  varied considerably 
among the different divisions of industry; it was 
relatively greater in those sectors which, because 
of their dynamism, rate of adoption of new 
technology and dynamic effect tended to be at 
the head of the entire industrialization process. 
The only sectors in which the transnational 
corporations played only a minor role were those 
which played a marginal role in the industrial 
profile of the country and which historically had 
the lowest growth rate. The difference in the 
participation of foreign-capital firms in the 
various sectors of industry were closely related to

their growth rate and the degree to which they 
adopted new technology.

As regards the link between the degree of
oligopolization of the different branches of
industry (five-digit classifications, ISIC , Rev.2) 
and the extent of the transnational presence in 
them, table 18 shows that most of the 
production of foreign-capital enterprises was 
generated in highly concentrated branches4 
(oligopolized) and that it tended to decrease as 
the competitiveness of the various strata of

"* All analyses o f the  degree  o f c o n ce n tra tio n  o f industria l
m arke ts  a re  based on  the  m ethodolog ical c rite ria  set fo r th  by 
K havisse  and A zpiazu (1983).

Table 17

A RG EN TIN A : SHARE OF TRA N SN A TIO N A L CORPO RATION S IN IN D U STR IA L 
PRO D U CTIO N , BY SECTORS OF A C TIV IT Y , 1973

(Millions of 1973 pesos, and percentages)

Value of production w . , . Share of
„ e ■ i Value or total . .Sector or transnational , . transnationalproductioncorporations r corporations

Food, beverages and tobacco 13 994.9 60 592.3 23.1
Food products 6 675.3 44 374.8 15.0
Beverages 3 492,2 12 245.8 28.5
Tobacco 3 827.4 3 971.7 96.4

Textiles, clothing and leather goods 4 263.1 29 550.3 14.4
Wood and furniture 161.4 4 800.5 3.4
Paper, printing and publications 1 837.9 8 829.4 20.8
Chemical industries 15 735.1 35 565.5 43.0

Oil refineries 2 859.8 12 672.4 22.6
Other chemical products 12 875.3 23 893.1 53.9

Non-metallic minerals 1 936.4 6 952.5 28.2
Basic metal industries 5 319.1 18 813.7 28.3

Iron and steel 4 309.0 16 054,9 26.8
Non-ferrous metals 1 010.1 2 758.8 36.6

Metal products, machinery and equipment 24 259.9 52 353.6 46.3
Other manufactures 95.1 870.3 10.9

Total 67 602.9 219 328.1 30.8

S o u rce ; Prepared by the authors on the basis of data from  the N ational Institute o f Statistics and Censuses (Instituto  
N acional de Estadística y Censos - ÎN EC ) (1 9 7 4 ).
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concentration increased. Thus, whereas 62 .1%  
of the production of transnational corporations 
was accounted for by highly concentrated 
branches, only 14.1%  was generated in low- 
concentration markets.

In addition, the share of transnational 
corporations in industrial production declined as 
the concentration of the markets declined. 
W hereas the participation of transnationals in 
the manufacturing industry as a whole was 
slightly over 3 0 % , their production in the highly 
concentrated branches was 47 .9%  and in 
com petitive markets it was barely over 15% .

T he transnational presence in the Argentine 
industry was characterized by a preference, on 
the part of the transnational corporations, for 
highly concentrated markets, and it was in these 
that they placed a large share of their overall 
production — the largest share, in the case of 
highly concentrated branches having few 
establishments.

As regards their sectoral distribution, 
table 19 shows that the preference of foreign-

capital firms for the more highly concentrated 
markets is to be seen in almost all industrial 
a c tiv itie s . In alm o st every case, the 
transnationals’ share in the production of the 
highly concentrated strata was higher than their 
share in sectoral totals, and it declined as the 
competitiveness of the different strata increased.

Table 20 shows the distribution and 
participation of transnational corporations in 
industrial production by type of goods, according 
to their functional destination and the type of 
market in which production was generated.

In the first place, the table shows that 
transnational corporations were dissem inated 
throughout the industrial spectrum. It was 
only in the area of non-durable consum er 
goods, which may be associated with relatively 
le s s  co m  p le x  t e c h n o lo g y ,  t h a t  th e  
transnationals’ contribution (2 2 .6 % ) was 
lower than its share in industry as a whole. On 
the other hand, their highest level of 
participation was in the area of durable 
consum er goods (5 9 .2 % ); it should be noted

Table 18

A RG EN TIN A : PA RTIC IPA TIO N  OF TRA N SN A TIO N A L CORPORATION S IN 
IN D U STR IA L PROD U CTIO N , BY CON CEN TRATION  STRA TA , 1973

(Number of branches, millions of 1973 pesos, and percentages)

Concentration 
strata “

Number of 
branches

Value of 
production of 
transnational 
corporations 
(millions of 
1973 pesos)

Distribution 
by concentra

tion strata 
(percentage)

Value of total 
industrial 

production 
(millions of 
1973 pesos)

Participation 
of transna

tional 
corporations 
(percentage)

HCB (F) 9 20 343.8 30.1 35 314.0 57.6
HCB (M) 35 21 662.0 32.0 52 424.8 41.3
HCB (1) + (2) (44) (42 005.8) (62.1) (87 738.8) (47.9)
MCB 38 13 971.7 20.7 60 519.7 23.1
LCB 26 9 504.2 14.1 61 827.2 15.4
Others 64 2 121.1 3.1 9 242.4 22.9

Total 172 67 802.8 100.0 219 328.1 30.8

S o u rce : Based on K havisse and Azpiazu (1 9 8 3 ).
°H C B  (F ): high-concent rat ion branches w ith few establishm ents; H C B (M ): high-concentration branches w ith many 

estab lishm ents; M C B: m edium -concentration branches; LCB: low -concentration branches.
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Table 19

ARG EN TIN A : PA R TIC IPA TIO N  OF TRA N SN A TIO N A L CORPO RATION S IN 
THE VALUE OF PROD U CTIO N , BY  IN D U STRIA L SECTORS 

AND CO N CEN TRA TIO N  STRA TA , 1973

( Percentages)

S e c to r

Food, beverages and tobacco
Food products
Beverages
Tobacco

Textiles, clothing and leather goods 
Wood and furniture 
Paper, printing and publications 
Chemical industries 

Oil refineries 
Other chemical products 

Non-metallic minerals 
Basic metal industries 

Iron and steel 
Non-ferrous metals 

Metal products, machinery and equipment 
Other manufactures

Total

Total
Strata0

HCB MCB
LCB Others

23.1 48.3 11.9 11.3 26.8
15.0 27.9 11.5 6.5 34.0
28,5 76.6 28.0 18.9 -

96.4 97.1 - - -

14.4 28.0 19.4 5.2 4.3
3.4 22.7 - 0.1 2.2

20.8 36.2 3.1 6.4 -

43.0 39.3 54.8 41.1 46.8
22.6 22.6 - - -

53.9 63.8 54.8 41.1 46.8
28.2 36.9 24.8 - 21.2
28.3 26.8 36.6 - -

26.8 26.8 - - -

36.6 - 36.6 - -

46.3 78.0 25.2 21.8 33.6
10.9 - 6.1 - 16.0

30.8 47.9 23.1 15.4 22.9

S o u rce :  Based on K havisse  and Azpiazu (1 9 8 3 ); IN EC  (19 7 4 ).
aH C B: high-concent rat ion branches; M C B: m edium -cuncentration branches; LCB: low -concentration branches.

th a t  a la rg e  g ro u p  o f t r a n s n a tio n a l 
corporations contributed to the developm ent 
of this industry during the second stage of the 
substitution process. As regards capital goods 
— which play only a m inor role, both globally 
and w ithin the production of the transnational 
corporations—  they were concentrated in a 
sm all nucleus of in d u stries  (tra c to rs , 
c o m m u n ic a tio n s  e q u ip m e n t, e le c tr ic a l  
conductors) which, in most cases, were 
comparable to durable consumer goods, both 
because of their relatively recent development in 
the country and because of the possibilities of 
scale offered by the size of the market and the 
introduction of new technologies. On the other 
hand, the transnational presence was negligible

in a wide variety of industries producing capital 
goods. The share of the transnationals in the 
production of capital goods (31 .9% ) was not 
very different from their share in total 
production of the manufacturing industry.

One elem ent which the four categories of 
goods had in common was the association 
betw een the m agnitude of transnational 
participation and the level of oligopolization of 
the markets. Regardless of the type of goods 
concerned, the foreign-capital corporations 
always had a greater share in the highly 
concentrated markets and that participation 
tended to decline in direct proportion to the 
decline in the degree of oligopolization of the 
remaining strata.
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b) Plant size and degree o f control o f foreign
capital

Table 21 shows the distribution, by strata of 
concentration, of the transnational corporations 
and of their establishm ents employing less than 
and more than 100 workers. It also shows their 
r e la t iv e  c o n tr ib u t io n  to  t r a n s n a tio n a l 
p ro d u ctio n  and th e ir  ran k in g  in the 
manufacturing industry as a whole.

Of the total number of establishments (824) 
belonging to foreign-capital firms (724), almost 
6 0 %  employed more than 100 persons at the 
tim e of the census. The prevalence of larger 
plants tended to increase in direct proportion to 
the degree of concentration of the markets 
concerned. Establishm ents employing more 
than 100 persons in the highly concentrated 
b r a n c h e s  h a v in g  few  e s ta b l i s h m e n ts  
represented 73-3%  of the total, whereas in the 
com p etitive branches of industry, they 
represented less than half (4 9 .0 % ). These 
disparities show that, in general, and even

without taking into account potential production 
capacity, plant size requirements for operating 
in the more concentrated markets were not 
s im i la r ,  e v e n  c o n s id e r in g  o n ly  th e  
transnationals, to the requirements for markets 
that were not very concentrated. Thus, there 
appears to be a relationship between the 
transnational presence in industry and the 
formation of oligopolistic market structures and 
between the latter and the relative size of 
manufacturing establishments.

T h e predominance of larger plants is even 
more pronounced in respect of the contribution 
o f fo re ig n -ca p ita l e n te rp rise s  to to ta l 
production, which is also higher in the more 
concentrated strata. At the global level, 
establishments employing more than 100 
persons generated 93-4%  of transnational 
production, and the percentage rose to 97 .9%  in 
the highly concentrated branches of industry 
with few establishments, while it fell to 84 .3%  
in the less concentrated industries.

Table 20

A RG EN TIN A : PA RTIC IPA TIO N  OF TRA N SN A TIO N A L CORPORATION S 
IN  IN D U STR IA L PROD UCTION  B Y  T Y P E  OF GOOD AND 

CO N CEN TRA TIO N  STRATUM , 1973

( Percentages)

Stratum11
Non-durable

consumer
goods

Interme
diate
goods

Durable
consumer

goods

Capital
goods

Miscel-
laneous* Total

HCB (F) 58.8 25.0 97.0 - - 57.6
HCB (M) 26.7 43.9 21.1 61.8 - 41.3
HCB (41.9) (38.6) (86.6) (57.0) - (47.9)
MCB 18,0 27.1 29.1 27.7 6.1 23.1
LCB 14.9 18.3 12.7 10.1 - 15.4
Subtotal (22.6) (31.6) (62,0) (33.0) (3.3) (31.2)
Others 22.4 27.0 20.5 15.0 - 22.9

Total 22.6 31.4 59.2 31.9 3.3 30.8

S o u rce : Prepared on the basis o f K havisse and Azpiazu (1 9 8 3 ); IN EC  (1 9 7 4 ).
"H C B  (F ): h igh-concentration  branches with few establishm ents; H C B (M ): high-concentration branches w ith many 

estab lishm ents; M C B: m edium -concentration branches; LCB: iow -concentration branches. 
bIncluding branches 3 8434  "R ectifica tion  of m otor" and 39 0 9 9  "M iscellaneous m anufacturing industries".
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Table 21

A RG EN TIN A : ESTABLISH M ENTS UN DER THE CON TRO L OF TRA N SN A TIO N A L 
CO RPO RA TIO N S, BY  CON CEN TRA TIO N  STRA TA , AND TH EIR 

PA R TIC IPA TIO N  IN THE TO TA L

(Absolute figures, and percentages)

Strata0

Trans
natio

nal
corpo
rations

Establishments

-100 +100 
Total em- em

ployed ployed

Relative 
contribution 
to production

-100 +100 
em- em

ployed ployed

Participation in total industry 

Establishments Value of production

-100 +100 -100 +100
Total em- em- Total em- em

ployed ployed ployed ployed

HCB (F) 40 45 12 33 2.1 97.9 18.9 8.4 34.7 57.6 53.4 57.7
HCB (M) 175 190 61 129 3.8 96.2 2.5 0.9 27.9 41.3 8.9 48.3
HCB (215) (235) (73) (162) (3.0) (97.0) (3.1) (1.0) (29.1) (47.9) (12.4) (52.5)
MCB 244 259 101 158 9.5 90.5 1.4 0.6 19.4 23.1 6.5 31.7
LCB 191 247 126 121 15.7 84.3 0.3 0.1 18.2 15.4 4.0 33.1
Others 74 83 35 48 17.7 82.3 0.6 0.3 34.5 22.9 7.0 55.5

Total 724 824 335 489 6.6 93.4 0.7 0.3 22.5 30.8 6.1 43.4

S o u rce :  Prepared by the authors on the basis of K havisse and Azpiazu (1 9 8 3 ); IN EC  (19 7 4 ).
a H C B (F ): h igh-concen tration  branches with few establishm ents; H C B (M ): high-concentration branches w ith many 

estab lishm ents; M C B: m edium -concentration branches; LCB: low -concentration branches.

Because establishm ents of transnational 
co rp o ra tio n s rep resen ted  only a sm all 
percentage of the total for industry as a 
whole -0 .7 % , it is advisable to find out why the 
two totals were so different. The units of 
production covered by the census included a 
large number of crafts or sem i-craft activities 
a n d  s m a l l  s h o p s  — 8 5 .6 %  o f  th e  
establishm ents counted employed less than 10 
persons—  in which the transnational presence 
was virtually nil. This had a decisive effect on the 
comparison between the two totals, while the 
heterogeneity which was characteristic of the 
industrial sector and the national-capital firms 
as a whole was not evident in the case of 
transnational industry. This explains the very 
minor role played by transnational firms whose 
plants employed less than 100 persons (0 .3% ). 
On the other hand, transnationals controlled 
more than one fifth of all establishments 
(2 2 .5 % ) comprising the subgroup of plants 
which employed more than 100 persons.

Regardless of the size of the plant 
considered, the extent of the transnational 
presence was clearly related to the level of 
oligopolization. The percentage of plants 
belonging to transnational corporations tended 
to increase in direct proportion to the degree of 
concentration of the different strata.

The fact that the transnational presence was 
greater in the larger plants and that their 
contribution increased in proportion to the level 
of oligopolization of markets was also reflected 
in the value of manufacturing production. All 
industrial firms which used foreign capital were 
considered on the same terms, i.e., without any 
distinction being made with regard to the level 
of foreign-capital participation or the degree of 
control such participation entailed. The study 
represents a preliminary analytical estimate 
which does not disregard the fact that foreign 
capital did not always hold majority ownership 
of local firms nor did it always exercise actual 
control over management. On the other hand, it
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does not take into account criteria which might 
be adopted to identify a local firm as a subsidiary 
of a transnational corporation.

In order to determine the type of ownership 
structure which characterized the presence of 
transnational capital in industry, three different 
groups of firms were listed, on the basis of 
whether foreign capital participation was above 
50.1 % , between 10.1 %  and 50% , or below 20%  
(table 22). It was found that in 580 of the 724 
industrial firms using foreign capital, foreign 
investors controlled the majority of the capital 
and that foreign participation was below 20%  
only in 29 firms.

As regards their share in the value of total 
production, it was found that 80 %  was 
generated by firms in which foreign capital 
controlled a majority of the capital, while only 
7 .6 %  of the total was accounted for by those 
having less than 20% .

N o m atter which indicator is considered 
— firm s, plants or production—  it is obvious

that the transnational corporations preferred to 
operate where they could maintain a position of 
hegemony, of real control, without mediation, 
over their investments in local industry, to the 
detriment of any forms of association with 
national capital. Th is phenom enon also 
occurred, without major variations, in all strata 
of concentration and, independently of plant 
size, it was most evident in establishments 
employing more than 100 persons which 
operated in the most highly concentrated 
branches of industry where there were few 
enterprises.

c) Diversification and specialization o f
production

Another distinctive feature of transnational 
corporations in the manufacturing sector was 
the composition of enterprises at the local level. 
This differentiation within the sphere of the 
transnational corporations was a factor of

Table 22

A RG EN TIN A : FOREIG N -CA PITA L FIRM S AND ESTABLISH M ENTS, BY DEGREES 
OF CON TROL AND CON CEN TRA TIO N  STRA TA , 1973

{Absolute figures, and percentages)

Stratum*

Number of firms Number of es tablishments
Production of transnational 

corporations, by degree 
of control

Total

Percentage of 
foreign capital Total

Percentage of 
foreign capital

Percentage of 
foreign capital Total

<20 20.1 
to 50 >50 <20 20.1 

to 50 >50 <20 20.1 
to 50 >50

HCB (F) 40 1 3 36 45 5 3 37 1.4 3.2 95.4 100.0
HCB (M) 175 11 29 135 190 13 32 145 14.3 15.4 70.3 100.0
HCB (215) (12) (32) (171) (235) (18) (35) (182) (8.0) (9.5) (82.5) (100.0)
MCB 244 11 53 180 259 12 55 192 11.2 18.5 70.3 100.0
LCB 191 6 25 160 247 7 27 213 2.2 10.5 87.3 100.0
Others 74 - 5 69 83 - 5 78 - 7.4 92.6 100.0

Total 724 29 115 580 824 37 112 665 7.6 11.4 81.0 100.0

S o u rce : P repared by the authors on the basis o f K havisse and Azpiazu (1 9 8 3 ).
"H C B  (F ): h igh-concentrât ion branches w ith few establishm ents; HCB (M ): high-concentration branches w ith many 

estab lishm ents; M CB: m edium -concentration branches; LCB: low -concentration branches.
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Table 23

A RG EN TIN A : D IST R IBU TIO N  OF TRA N SN A TIO N A L CORPORATION S AND 
OF TH EIR SU BSID IA RIES, BY  DEVELOPM ENT OF 

TH EIR IN D U STR IA L A C T IV IT Y , 1973

Subsidiaries 
linked to each 
transnational 
corporation

Total With some industrial 
activity

With no industrial 
activity

Transnational
corporations Subsidiaries Transnational

corporations Subsidiaries Transnational -  , ■ Subsidiariescorporations

From 1 to 3 504 709 268 412 237 297
From 4 to 6 74 347 59 277 15 70
From 7 to 9 22 167 18 137 4 30
10 or over 33 530 28 457 5 73

Total 634 1 753 373 1 283 261 470

S o u rce :  Basualdo (1 9 8 5 ).

decisive importance during the tenue of Dr. 
M artínez de Hoz, when potential for growth and 
entrepreneurial development were linked to the 
extent to which the transnational firms 
diversified their activities, both within the 
manufacturing sector and in other economic 
activities. During the different stages of the 
im p ort-substitu tion  process, the d ifferent 
transnational corporations found their place 
within the economic structure of Argentina 
accord in g  to th e  dynam ics of cap ita l 
accumulation and reproduction. These firms 
may be classified in two groups, according to the 
number of local firms they controlled, either 
totally or partially. The first group would include 
those which controlled or had a share in the 
capital of a few subsidiaries operating in a small 
number of markets and which usually tried to 
remit abroad a considerable portion of the 
profits earned in the country. The second group 
would be made up of transnational corporations 
which had majority or minority control over the 
capital of a variety of local firms, whose activities 
were integrated — vertically or horizontally—  or 
d iv ers ifie d , throu gh  the fo rm a tio n  o f 
conglomerates. In the latter case, reinvestment 
of profits represented a substantial proportion 
of direct reproduction, allowing for the opening 
up of new subsidiaries in the country (Basualdo, 
1984).

The importance of the role played by 
d iv ersified  or in teg ra ted  tra n sn a tio n a l 
corporations becomes clearly evident from an 
analysis of their distribution in terms of the 
number of local subsidiaries (table 23).

Table 23 shows that 55 transnational 
corporations (8 .7%  of the total) which had a 
majority or minority participation in the capital 
of seven or more subsidiaries together owned 
697 firms, i.e., 39 .7%  of all subsidiaries 
established in the country. W hen transnational 
corporations which controlled an industrial firm 
are considered separately from those which only 
controlled non-manufacturing local firms, it 
becomes evident that only nine of the 55 firms 
which had seven or more subsidiaries did not 
control any industrial firm.

Industrial production was the central activity 
not only of the diversified or integrated 
transnational corporations, but also of those 
which had very few subsidiaries in the country, 
even though their relative importance was quite 
different. The relative importance of industrial 
subsidiaries fell sharply as the number of 
subsidiaries controlled by each transnational 
corporation increased (table 24). In the case of 
transnationals which owned from one to three 
local com p an ies, the in d u stria l firm s 
represented 75.5%  of their subsidiaries in the 
country, while in the case of those which owned
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10 or more local firms, the industrial ones only 
represented 34.1%  of the total.

T h e  low p r o p o r t io n  o f in d u s tr ia l 
subsidiaries and the high participation in overall 
production of the diversified or integrated 
transnational corporations can only be explained 
by differences in production scale, in which the 
larger relative size of those subsidiaries played 
an im p ortant part. T h e predom inantly 
industrial insertion of foreign capital, based on 
o lig o p o lis tic  co n tro l of a num ber of 
manufacturing markets, was concentrated in a 
small number of transnational corporations

which accounted for 43 .5%  of the industrial 
production of foreign firms and controlled the 
re la tiv e ly  la rg er in d u stria l com p an ies. 
Essentially, these were foreign capitals which 
had a share in the capital of m ajor local industrial 
corporations started during the first or second 
stages of the import-substitution process.

The most important non-industrial activity 
for transnationals which controlled ten or more 
local firms was the financial and insurance 
sector, in which 23 .0%  of the firms in question 
operated. Transnational corporations which had 
a larger number of related companies controlled

Table 24

A RG EN TIN A : D ISTR IBU TIO N  OF SU BSIDIA RIES AND OF IN D U STRIA L PROD UCTION  
OF TRA N SN A TIO N A L CORPORATION S W ITH  A C T IV IT Y  IN 

TH E M AN UFACTURIN G SECTOR, 1973

(Number of firms, millions of 1973 pesos, and percentages j

Subsidiaries 
linked to each

Trans
national Total

Subsidiaries

Industrial 
production of 
transnational 
corporations0

Average
industrial

• bsize
(Index = 100.0)

transnational
corporation

corpora
tions Non-

indus
trial

Indus
trial Amount Percent

age

Transna
tional

corpora
tions

Indus
trial

subsid
iaries

From 1 to 3 268 412
(100.0)

101
(24.5)

311
(75.5)

20 514 30.4 42.2 56.9

From 4 to 6 59 277
(100.0)

124
(44.8)

153
(55.2)

9 916 14.7 92.8 65.9

From 7 to 9 18 137
(100.0)

72
(52.6)

65
(47.4)

8 464 12.5 259.6 132.0

10 or over 28 457
(100.0)

301
(65.9)

156
(34.1)

20 927 31.0 412.7 136.0

Total 373 1 283
(100.0)

598
(49.6)

685
(53.4)

67 540 100.0 100.0 100.0

S o u rce : Basualdo (1 9 8 5 ).
" T h e  industrial production of transnational enterprises (67  540  m illion 1973 dollars) includes the production generated  by 

subsidiaries w hose p arent firm  is unknown. T h is  represents 7 71 9  m illion 1973 dollars, a sum  equivalent to 11 .4%  o f the 
total.

b A verage industrial size is obtained by dividing total production by the num ber of firm s and o f subsidiaries w ith  industrial 
activity, respectively.
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a significant group of firm s organized under a 
s tro n g  p ro cess of co n g lo m e ra tio n  and 
integration in which industrial production acted 
as the axis. Finance, insurance and other services 
were the m ost im portant non-industrial 
activities as they provided an essential structural 
link between production and the circulation of 
the economic surplus.

2. The evolution o f transnational industrial 
corporations during the past decade

a) Evolution o f the production o f transnational 
corporations and their relationship with 
sectoral development

The economic policy applied under the 
military régime set up in 1976 brought about a 
profound change in the orientation of and the 
trends follow ed by the developm ent of 
manufacturing in the country, as well as in its 
role as the accumulation model of the economy. 
The results, i.e., the so-called "deindustrializa
tion1’ of the Argentine economy, speak for 
them selves (K osacoff, 1984 ; Sourrouille, 
Kosacoff and Lucángeli, 1985). Thus, between 
1975 and 1982, the industrial G D P  fell by 23% , 
which means that the level recorded in 1982 was 
lower than that of the late 1960s; industrial 
employment fell by approximately 35% , which 
means that approximately 400 000 wage- 
earners lost their jobs; almost 20 %  of industrial 
establishm ents closed down, real wages in 
industry declined by around 4 0 % , labour 
productivity rose substantially as a result of the 
elim ination of over-employment, "disciplining” 
of personnel and an increase in the number of 
intensity of hours worked, and investments in 
durable production equipments fell, on average, 
at a cumulative rate of 5%  per year, to a level 
lower than that of capital depreciation values.

T h e d isarticulation of the industrial 
apparatus and the profound and prolonged 
sectoral recession led to a series of structural 
t r a n s f o r m a t io n s  w h ic h  e n ta i le d  th e  
disappearance of many small, medium-sized and 
large firms, as well as a number of transfers and 
mergers of companies and, to a lesser extent, the 
addition of new factories.

The industrial transnational corporations 
were not unaffected by these structural changes.

On the contrary, they appear to have been the 
most active agents, particularly if one takes into 
account the qualitative implications of those 
changes which they were instrumental in 
bringing about. Table 25 shows that there was a 
slight decline in the share of foreign 
corporations in manufacturing production. 
W hile in 1973, the transnational corporations 
accounted for 30.8%  of the value of industrial 
production, in 1981 they accounted for 28 .6%  
and in 1983 for 29.4% ,

One major factor in the irregular evolution 
o f th e  p a r t ic ip a t io n  o f t r a n s n a tio n a l 
c o r p o r a t io n s  in in d u s tr ia l p ro d u c tio n , 
characterized by a slightly downward trend, was 
the closing down of some large-scale foreign 
corporations (General Motors, Citroen, Otis 
Elevators, Insud, Metalúrgica Austral and 
O livetti), which more than offset the relatively 
higher participation of the remaining firms. 
Depending on the nature of the industrial goods 
concerned (non-durable consum er goods,

Table 25

A RG EN TIN A : SHARE OF 
TR A N SN A TIO N A L CORPORATION S 

IN IN D U STR IA L PROD UCTIO N,
1973-1983

(Thousands of 1973 pesos, and percentages)

Year
Value of 

total 
production

Value of 
production 
of trans
national 

corporations

Share of 
trans

national 
corpora

tions

1973 219 328.1 67 602.9 30.8
1981 182 707.6 52 234.1 28.6
1983 196 718.3 57 922.8 29.4

Cumulative 
annual growth 
rate
1973-1983 -1.1 -1.6
1973-1981 -2.3 -3.2
1981-1983 3.8 5.3

S o u rce : K havisse and A 2 piazu (1 9 8 3 ) and Basualdo 
(1 9 8 5 ).
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durable goods, intermediate goods and capital 
goods), this evolution provides another 
viewpoint and allows for a more accurate 
interpretation of the results to be made. 
Table 26 shows that the overall trend was due to 
the sharp deterioration in the share of foreign 
capital in the production of intermediate goods. 
W hile the participation of these firms in the 
production of non-durable consumer goods, 
durable goods and capital goods increased, their 
share in the production of intermediate goods 
fell from 31.5%  to 25 .8%  between 1973 and 
1981 and recovered slightly in 1983 (27 .3% ).

This phenom enon is related to the structural 
changes which took place in some major 
branches, such as the steel industry, which 
u n d e rw e n t — e s p e c ia lly  b e fo re  1981  — 
substantial changes as regards the profile of

production and the presence of transnational 
corporations. In this regard, it is worth 
mentioning the decline in the number of 
factories (especially sheet metal plants, but also 
some large establishm ents); the transfer of the 
participation of Belgium and French capitals in 
leading firms such as Tam et and Santa Rosa; the 
integration of the production process by the 
national firm Acindar and its notable growth in 
the steel market (absorbing firms such as 
Gurmendi, Santa Rosa, Genaro Grasso). As a 
result of this, and despite the slight recovery 
recorded betw een 1981 and 1983, the 
participation of foreign capital in national 
production fell by almost 40 %  with respect to 
1973.

There was a similar decline in the 
production of non-ferrous metals, in which there

Table 26

A RG EN TIN A : SHARE OF TRA N SN A TIO N A L CORPORATIONS IN PRODUCTIO N  OF THE
D IFFEREN T T Y P E S OF IN D U STRIA L GOODS

(Millions of 1973 pesos, and percentages)

1973 1981 1983

Type of good11

Percent
age of 

total pro
duction 

generated 
by trans
national 
corpora

tions

Value of 
total 

produc
tion

Value of 
production 
of trans
national 
corpora

tions

Trans
national
corpora

tions
(percent

ages)

Value of 
total 

produc
tion

Value of 
production 
of trans
national 
corpora

tions

Trans
national
corpora

tions
(percent

ages)

Non-durable 
consumer goods 22.6 67 442.1 16 422.5 24.4 68 761.7 17 148.0 22.9
Intermediate
goods 31.4 83 402,3 21 532.6 25.8 97 693.4 26 651.7 27.3
Durable
consumer goods 59.2 13 966.6 9 201.8 65.9 12 537.6 8 433.8 67.2

Capital goods 31.9 12 330.9 3 787.5 30.7 12 032.2 4 201.7 34.9

Total 30.8 182 707.6 52 234.1 28.6 196 718.3 57 922.8 29.4

S o u rc e :  K havisse and Azpiazu (1 9 8 3 ) and Basualdo (1 9 8 5 ). 
"Exclud ing rhe two branches producing "m iscellaneous goods".
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Table 27

A RG EN TIN A : SHARE OF TRA N SN A TIO N A L CORPORATION S IN IN D U STR IA L 
PROD U CTIO N , B Y  CO N CEN TRA TIO N  STRATA

(Millions of 1973 pesos, and percentages)

Stratum0

1973 1981 1983

Percent
age of 

total pro
duction 

generated 
by trans
national 
corpora

tions

Value of 
total 

produc
tion

Value of 
production 
of trans
national 
corpora

tions

Trans
national
corpora

tions
(percent

ages)

Value of 
total 

produc
tion

Value of 
production 
of trans
national 
corpora

tions

T  rans- 
national 
corpora

tions 
(percent

ages)

HCB 47.9 79 856.9 32 084.0 40.2 86 926.3 35 621.8 41.0

MCB 23.1 50 548.9 10 766.5 21.3 57 793.9 12 007.9 23.1
LCB 15.4 46 736.1 8 093.9 17.3 46 304.7 8 805.5 19.0

Total 30.8 182 707.6 52 234.1 28.6 196 718.3 57 922.8 29.4

S o u rce :  K havisse and Azpiazu (1 9 8 3 ) and Basualdo (19 8 5 ).
“T h e  concen tration  strata considered are: H C B; high-concentration branches (eight establishm ents generated m ore than 

5 0 %  o f production in the branch ); M CB: m edium -concentration branches (eight establishm ents account for betw een 2 5 %  
and 5 0 %  of production in the branch); LCB: low -concentration branches (th ee ig h t b iggestestablishm ents contribute less 
than 2 5 %  of production in the branch).

was also a sale to national capital of firms such as 
K ICSA  and National Lead, the withdrawal of 
larg e fo re ig n  co rp o ra tio n s  (Insud  and 
Metalúrgica Austral), and an increase in the 
importance of national capital as a result of the 
production of primary aluminium by Aluar S.A.

As far as the other goods are concerned, 
there was an increase in the participation of 
foreign capital, which reached its peak in 
industries producing durable consumer goods 
(rising from 59-2%  to 67 .2%  between 1973 and
1983). Th is increase took place within the 
overall context of a serious decline in the 
production of durable goods which was 
associated with the crisis of the automobile 
industry and the electrical home appliances 
industry. In both cases, the contraction of the 
local market and the strong com petition of 
imports led to a sectoral readjustment which, 
contrary to the case with intermediate goods,

en ta iled  an in crease  in tra n sn a tio n a l 
participation. T h e reorganization of the 
automobile industry (the withdrawal of General 
Motors and Citroen, the purchase of Chrysler by 
Volkswagen, the merger of Fiat and Peugeot and 
the closing down of the only non-transnational 
firm, Industrias Mecánicas del Estado), and the 
purchase of some local firms or of stocks in the 
area of electrical home appliances brought about 
an increase in the participation of foreign 
capital.

W hen the industrial sector is broken down 
according to market structure, as shown in 
tab le  27 , it ap p ears th at tra n sn a tio n a l 
participation  in production generated in 
intermediate forms of concentration was 
relatively stable, while there was a considerable 
increase in the more competitive markets and a 
notable reduction in their contribution to 
production in the highly concentrated branches
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w hich  are e s se n tia l for its stru ctu ra l 
predominance in local industry.

T he growing transnational participation in 
the less concentrated branches of industry 
occurred in a few activities in which that greater 
share probably entailed changes in the degree of 
concentration of those branches with respect to 
the results of the most recent industrial census 
(for example, the production of medicine).

T he decline in foreign participation in the 
highly concentrated branches of industry is one 
of the most noteworthy aspects of the period 
under study. A combination of two factors 
explains the loss of almost seven points in 
foreign participation (from  47 .9%  to 4 1 .0 % ); 
firstly, the side-effects of the reorganization of 
the steel industry and secondly, the development 
of the different oligopolistic branches, which 
depended on the magnitude of the transnational 
presence in them. In the first case, the structural 
reorganization of the steel industry led to a 
decline in the importance of foreign capital, as a 
result of its deinvestment in the sector and its 
having taken a different course from that taken 
by the major national-capital firms.

In the second place, the highly concentrated 
branches in which foreign capital represented a 
substantial share of production suffered, in most 
cases, a more far-reaching contraction than 
those equally oligopolistic branches in which the 
foreign presence was less significant.

If a simplistic two-category classification is 
a p p lie d  to  th e  study — d iv id in g  th e  
transnationals into those which controlled a 
small number of subsidiaries and operated in a 
limited number of markets, on the one hand, 
and, on the other, those which controlled a large 
number of local companies operating in a 
number of markets under an integrated or 
diversified system—  it will be noted that the 
participation in industrial production of the 
latter type of corporation increased considerably 
by comparison with that of the transnationals 
which controlled a sm aller num ber of 
subsidiaries in the country (table 28).

T h e predom inance of diversified or 
integrated transnational corporations in the 
industrial production of foreign corporations as 
a whole increased generally, with slight 
variations, regardless of the type of goods 
considered. W ith the sole exception of those 
producing intermediate goods, the corporations 
which controlled more subsidiaries increased 
their share while the share of those operating in 
a limited way fell, except in the case of the ones 
producing capital goods. This confirms the view 
that one of the main changes which occurred 
during the last ten years as regards the 
performance of foreign corporations in the 
m anufacturing sector was the grow ing 
leadership of the diversified or integrated 
corporations. This phenomenon was a result of

Table 28

A RG EN TIN A : IN D U STR IA L PROD UCTIO N  OF TRA N SN A TIO N A L CORPO RATION S, 
BY  NUM BER OF SU BSID IA RIES, 1973, 1981 AND 1983

(Millions of 1973 pesos, and percentages)

Subsidiaries 1973 1981 1983

Percentage Value Percentage Value Percentage

From 1 to 3 30.4 13 580 26.0 15 118 26.1
From 4 to 6 14.7 7 469 14.3 8 457 14.6
From 7 to 9 12.5 9 141 17.5 7 935 13.7
10 or over 31.0 16 924 32.4 20 852 36.0

Total 100,0 52 234 100.0 57 923 100.0

S o u rce : Basualdo (1 9 8 5 ).
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the economic policy applied from the m id-1970s 
onw ards. In  th a t regard , the sp ecia l 
characteristics of the diversified or integrated 
transnational corporations were precisely what 
gave them a different growth potential than that 
of the firms which only operated in a few 
markets.

T h e perform ance of the transnationals 
was decisively influenced, in the first place, by 
the fact that the banking and financial sector 
began to play a leading role in their makeup. 
Only 4 .9 %  of the firm s controlled by less 
diversified transnationals were engaged in 
financial and insurance activities, while 2 3 %  
of the firm s controlled by highly integrated or 
diversified corporations operated in that area. 
As regards the substitution process, that 
structural difference did not mean there were 
differences of substance, since m ost of the 
industrial firm s only needed to resort to self- 
financing in order to operate norm ally in their 
m arkets. On the other hand, after the financial 
refo rm  o f 1977 , w ith  th e  gen eralized  
liberalization of interest rates and the role 
played by the financial liquidity of the 
d ifferent corporations and their case of access 
to financial circuits, that structural difference 
becam e fundam ental for determ ining the 
grow th  p o ten tia l o f co rp o ra tio n s. T h e  
financial connections of the diversified or 
integrated transnationals gave them  several 
advantages — as well as high profit rates— 
during years when the shortage of financial 
resources or their high relative cost meant 
bankruptcy or going out of business for many 
enterprises engaged in production.

A nother factor which explains the growing 
predom inance of diversified transnational 
corporations is the wide range of economic 
activities in which they engaged, which enabled 
them to constantly readjust their management 
to fit the macroeconomic circumstances, since 
after 1976, a succession of non-industrial 
activities proved to be the most dynamic and 
pro fitab le  sectors of the econom y (the 
agricultural sector, construction, services in 
general and finance in particular). In addition, 
there was a structural difference which had to do 
with the defensive capability provided by the 
degree of vertical integration of the firms.

In brief, the changes that took place within 
the structure of the transnational corporations 
had to do with the special nature of the 
deindustrialization process, and the hegemony 
of the diversified or integrated transnational 
corporations increased to the extent that it 
pervaded the entire economy. This trend 
contrasted not only with the evolution of the 
limited transnational corporations but also with 
that of industry as a whole and of the national- 
capital industrial enterprises in particular 
(table 29).

The diversified or integrated transnational 
corporations comprise the only subgroup of 
firms which did not suffer a decline in 
production between 1973 and 1983-

b) The industrial elite and the transnational 
presence

In order to analyse the evolution of 
manufacturing enterprises after the breakdown 
of the democratic process (March 1976) and the 
subsequent application of a new economic 
policy, a group of 300 of the largest industrial

Table 29

ARG EN TIN A ; COM ULATIVE ANNUAL 
GROW TH RATE OF IN D U STRIA L 

PROD UCTION , BY CH A RA CTERISTICS 
OF PRODUCER FIRM S, 1973-1983

( Percentages)

Industrial group Cumulative annual 
growth rate

Total industry -1.04
National firms* -0.83
Diversified or integrated
transnational corporations 0.16
Restricted transnational
corporationsc -3.42

S ou rce ;  Basualdo (1 9 8 5 ).
"C om p rising  firm s owned by S ta te  and private dom estic 

capital.
 ̂C ontrolling seven or m ore local subsidiaries. 

c C ontrolling fewer than seven local subsidiaries.
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firm s, in terms of annual invoiced sales, was 
selected. These represent a little over half the 
industrial value added and reflect the changes 
which took place in the leadership of the sector.

A comparison of the lists of the 300 largest 
industrial firm s for 1976 and for 1983 shows 
sharp differences in the number of firms making 
up the élite and in their share of total sales for 
the group. In order to get a more accurate idea of 
the actual nature of these changes, the 300 firms 
were divided into three subgroups according to 
their ranking in the list (first, second and third 
hundred); in addition, a distinction was made, at 
the top, between the first 25 and the first 50.

The results show that, over the seven years, 
foreign participation in sales of the industrial 
élite rose slightly (table 30).

N evertheless, this picture of relatively stable 
performance, in which the growing importance 
of the transnational corporations appears to 
have been no more than an adjustment to the 
historical trends recorded since the early 1960s, 
covers up certain major modifications in the 
com position of the rankings of the firms, which 
only because of the contrasting effects, from the 
point of view of the source of the firm s’ capital, 
reflect that relative stability at the global level, 
albeit with a slight increase in the participation 
of the transnational corporations.

Thus, for example, the fact that the 
transnational corporations comprising the 
group of the 100 largest industrial firms fell 
from 54 (1976) to 53 (1983) does not only imply 
that only one of those firms left the élite as a 
result of having gone out of business or having 
dropped in rank. On the contrary, of the 53 firms 
which occupied some of the first 100 places in 
1983, only 31 (58 .5% ) had also held those places 
in 1976, while then ranked between 101 and 200 
in 1983, another three were in the third hundred 
and two ranked below the 300. Three firms were 
added as the result of mergers or takeovers 
during the period (Sevel, a merger of Fiat and 
Peugeot; Nobleza-Piccardo, the product of the 
takeover of Piccardo by Nobleza; and Massaiin- 
Particulares, the product of the takeover of 
Particulares and Imparciales by Massalin and 
Celasco); another three were new firms added to 
the industrial part (Volkswagen: R ío Colorado 
— an oil consortium including the Italian firm 
S A IP E N — and Equitel, belonging to Siem ens); 
and one was Isaura, an oil firm denationalized 
during the period.

This phenomenon occurred, to a greater or 
lesser degree, regardless of the position held by 
the firms (table 31).

The industrial élite underwent substantial 
■changes which, although not fully reflected in

Table 30

A RG EN TIN A : PA RTIC IPA TIO N  OF TRA N SN A TIO N A L CORPORATION S IN SALES 
OF M AJOR IN D U STR IA L FIRM S, BY  RA N K IN G  SCALE, 1976 AND 1983

( Percentages)

Ranking scales, 
by sales

Total Excluding Yacimientos Petrolíferos 
Fiscales

1976 1983 Percentage
increase 1976 1983 Percentage

increase

First 25 36.6 49.0 33.8 56.6 66.1 16.8
First 50 42.0 49.6 18.1 57.9 62.6 8.1
First 100 43.5 49.3 13.3 55.9 59.6 6.6
First 200 45.4 49.0 7.9 55.7 57.3 2.9
Frist 300 44.8 49.0 9.4 54.1 56.6 4.6

S o u rce : Prepared by the authors on the basis o f data from  P ren sa  e c o n ó m ic a  (N ovem ber 1977 and O ctober 1984).
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Table 31

A RG EN TIN A : TRA N SN A TIO N A L CORPORATION S AMONG THE 300 LARGEST 
IN D U STR IA L FIRM S IN 1983. CHANGES W ITH RESPECT 

TO  THE 1976 RA N KIN G

1983 ranking scale
Previous situation ^  ^  ^  ^  second In the third In the first

hundred hundred hundred three hundred

Ranking scale
First hundred 31 14 2 47
Second hundred 10 17 14 41
Third hundred 3 3 12 18

After position No. 300 2 9 21 32
New firms 3 3 1 7
New firms resulting from absorption-
fusion of preexisting establishments 3 - - 3
Denationalization of firms with local
capital 1 1 - 2

Total 53 47 50 150

S ou rce : Prepared by the authors on the basis of data from  P ren sa  e c o n ó m ic a  (N ovem ber 1977 and O ctober 1984),

the transnational presence, represented a 
profound change, at the global level, in the 
com position of foreign-capital en terprises 
holding a hegemonic position in local industry. 
These changes were, fundamentally, the result of

significant shifts among the transnational 
corporations set up in the country before 1976; 
the impact of new foreign-capital firms was 
negligible.

iii

Conclusions

By the end of the past century, one of the salient 
features of the Argentine economy was the 
strong presence of foreign capital. Because of its 
importance to the vital activities of the 
agricultural exports model (transport, services 
pertaining to foreign trade, cold storage), it 
played a leading role in the development of the 
economy and had a high accumulation potential.

As the agricultural exports model gradually 
declined and the first signs of the new 
accumulation pattern — based on import 
substitution—  appeared, foreign investment 
took on new forms, i.e., the export-related 
sectors tended to be displaced by activities that 
were primarily related to manufacturing and 
aimed at meeting domestic demand.
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B oth  during the first stage of the 
substitution process, when the emphasis was on 
light industry, and during the second stage, when 
the substitution of intermediate goods and 
durable consumer goods began, foreign capital 
took over the areas having the greatest potential 
for growth. As in the case of the agroexports 
model, the foreign presence tended to become 
polarized towards the more dynamic nuclei of 
capital accumulation.

B etw een  th e  m id -1 9 6 0 s , w hen the 
investm ents brought in during the late 1950s 
had m atured, and the m id -1970s, the 
transnational corporations took full advantage 
of the opportunities provided by a domestic 
market that was heavily protected from 
international com petition, without there being 
any need of a new influx of large direct 
investments.

From  197 6  onw ards, how ever, the 
co n d itio n s under w hich th e  A rg en tin e  
econom y developed changed radically. In that 
con text, despite the strong incentives offered 
— essentially, the general opening up of 
m arkets, with the concom itant guarantees that 
en tailed —  new direct investments were not 
significant. The relatively small amount of 
foreign capital that was brought in was mainly 
directed toward the exploitation of natural 
resources, especially oil and gas, and toward 
banking and financial activities pertaining to the 
provision of specific services to a limited 
clientele and to the new opportunities arising 
from  the opening up of the capital market.

The trends followed by United States 
investm ents in the country tended to 
corroborate those sectoral trends. Also, it is 
evident that the transnational corporations 
established in the country, especially those 
operating in the aforementioned sectors, made 
large profits. Nevertheless, despite these high 
profits, the corporations did not follow an active 
policy to reinvestment. Quite to the contrary, it 
appears that, at the global level, priority was

given to rapidly recovering the capital invested 
— through remittances of profits and even 
repatriation of capital—  rather than to 
reinvesting in the country beyond the levels of 
profit that such reinvestment might generate.

This performance which, in principle, may 
seem to depart from what is considered typical, 
was due to the profoundly recessive conditions 
which prevailed from the mid-1970s onward, in 
the country's economy, especially in its 
manufacturing sector. To this was added a 
climate of uncertainty as to how long the policy 
of openness would be followed. In that regard, it 
seemed logical to assume that most of the 
transnational corporations would give priority 
to rem itting their profits to their parent 
co m p a n ie s  and w ould m in im iz e  new 
investments in the country. This was especially 
true in the industrial sector, where to the scanty 
flow of new external capital was added the 
withdrawal from the market and subsequent 
repatriation of capital of large transnational 
corporations, as well as a high level of 
remittances of profits to parent companies. This 
can be explained by the exhaustion of market 
opportunities, without which the legal and 
in stitu tio n a l in cen tiv es o ffered  to the 
transnational corporations were not enough to 
induce the foreign firms to make investment and 
reinvestment decisions that were closely linked 
to the market (Sourrouille, Gatto and Kosacoff, 
1984).

In any event, within the far-reaching process 
of deindustrialization that took place, the 
transnational corporations did not follow any set 
pattern. Even though their overall share of total 
industrial production fell slightly, a significant 
group of those firms — those having a greater 
degree of diversification or integration of 
production—  tended to account for an increasing 
proportion of total production and even more so 
of the production generated by the transnational 
corporations.
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Social security 
and development 
in Latin America

Carmelo Mesa-Lago*

This article is a summary of a longer study by the 
author which was commissioned by ECLAC, on the 
financial situation of social security in 20 Latin 
American countries. These countries are grouped 
according to their social security situation, and their 
similarities, differences and trends with respect to 
financing and financial equilibrium are examined Of 
the wide variety of topics covered in such a vast area 
of study the author focuses on the historical 
evolution of social security, problems of coverage, 
benefits, financing and costs and the impact of social 
security on development.

As a result of his study, the author concludes 
that urgent reform of social security is needed: in the 
pioneer countries, in order to face problems of short
term financing, the vestiges of stratification and the 
maintenance of the level of basic benefits; and in the 
countries which have newer social security systems, 
in order to extent the coverage through a system of 
financing that can guarantee long-term benefits.

During the hundred years since the introduction 
of social security in Germany — the predecessor 
of the modern programmes—  significant 
progress has been made in this area in many 
Latin American countries. These programmes 
have played a fundamental part in preventing 
loss of income by the head of the family through 
social risks and in advancing curative medicine. 
By the end of the last century programmes 
already existed in the region for protecting 
public employees and the military, and from the 
beginning of this century, groups of workers in 
strategic sectors such as public services enjoyed 
this protection. In 1984, 70 and 60 years, had 
elapsed respectively since the first laws were 
enacted in the hemisphere to cover workers 
against occupational accidents and diseases 
(Uruguay) and against the risks of old age, 
disability, death and ordinary illness (Chile). 
These countries were ahead of the U nitedStates 
in introducing this type of programme and are 
ahead of that country even today in programmes 
such as mother and child health and family 
allowances. As in other areas, Latin America 
leads the Third W orld in its development of 
social security.1

But progress in social security has not been 
consistent throughout the region and faces 
serious problems, even in countries which have 
achieved greater development. W hile it is true 
that several countries have succeeded in 
providing coverage for the entire population, 
when Brazil (where more than half of the 
persons covered are concentrated is excluded), 
the overall coverage of the region falls short of 
43 %  and in the majority of the countries it is 
lower than 2 5 % . To this must be added the 
s ig n ifica n t in eq u a lities  in coverage by 
occupational category, sector of economic 
activity and geographical unit. In many countries 
the cost of social security is excessive compared 
with their economic capacity. At the beginning 
of the 1970s, the social security burden in the two

*  ECLAC co n su ltan t and  D irec to r o f th e  C en te r for 
L atin  A m erican  S tud ies o f th e  U n ive rs ity  o f P ittsb u rg h . 1A sum m ary  o f the  p ro g ress  m ade  in social security  in L atin  

A m erica d u rin g  th is  cen tu ry  ap p ea rs  in T am b u ri (1984). See a lso 
F ran k  (1982).
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pioneer countries reached 14%  and 17%  of the 
gross domestic product: a proportion which, at 
the world level, was only exceeded in the most 
industrialized countries of Europe. At the 
beginning of the 1980s, that burden approached 
or surpassed 10%  of the gross domestic product 
in five countries, equalling the percentage in 
Japan and being comparable to that of the 
United States, the U S S R , Spain, Australia and 
New Zealand (1 3 -1 4 % ).

During the 1960s, social security in the 
pioneer countries showed an actuarial and 
sometimes financial imbalance which worsened 
in the 1970s and was complicated even more by 
the economic crisis of those years. In an attempt 
to resolve this situation, a number of Latin

American countries have restructured their 
social security, the most important — and 
diametrically opposed—  reforms being those 
bringing the Cuban system under State control 
and putting the Chilean system in private hands.

Apart from the economic importance of 
social security, the way in which it is financed can 
affect the replacement of labour by capital, the 
generation of savings and investment and 
income distribution. It is only recently that 
certain regional or international development 
agencies have begun to study social security in 
Latin America from the economic standpoint 
and to include this subject in some of their 
country studies.

I

The historical evolution of social security

For purposes of simplicity, the term  'social 
security’ is used systematically throughout this 
article and encompasses five main programmes: 
occupational hazards (h ea lth  and money 
coverage against occupational accidents and 
illness); old age, disability and survivars, 
pensions (as well as seniority, and lay-off or 
dismissal pensions in some countries); health 
care and money benefits in case of illness, 
ordinary or non-labour accidents and maternity; 
family allowances; and unemployment benefits. 
In addition, social security frequently includes 
other benefits such as funeral assistance, 
personal and housing loans, day-care centres for 
children, as well as public assistance or social 
programmes (health care and pensions for low- 
incom e groups which cannot jo in  the 
contributory programmes).

Technically speaking, the majority of the 
countries of Latin America have mandatory 
social insurance systems or are between the stage 
of social insurance and the more advanced stage 
of full social security, which are two different 
concepts of social protection. Only a few

countries have systems with features that are 
more typical of social security than of social 
insurance. Social insurance, which was 
introduced into Germany by O tto Bismarck in 
the 1880s, is based on employment relations 
w h ich  sh a p e  th e  sy s te m : i) se p a ra te
programmes to cover different social risks 
(especially occupational hazards, pensions and 
sickness); Ü) coverage of the essentially urban 
labour force employed in a relationship of 
dependence (w age-earners); iii) trip artite  
salary-based contributions (paid by the person 
insured, the em ployer and the S ta te );
iv) benefits directly linked to contributions; and
v) technical/financial capitalization systems.

Social security, which started out in the 
United Kingdom with the ideas contained in Sir 
W illiam  Beveridge’s report at the beginning of 
the 1940s — with a strong K eynesian
influence—  is based on a series of innovative 
principles which promote: i) unification — under a 
single managing or co-ordinating body—  of the 
various social insurance programmes with 
public assistance and health care (combining
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preventive and curative medicine) and with 
e m p lo y m e n t p ro g ra m m e s  and fa m ily  
allowances (principle of unity); ii) uniformity of 
the conditions for acquiring rights and 
elim ination of unjustified inequalities among 
the persons insured (principle of equality);
iii) total coverage of the population, whether 
em ployed or unemployed (p rincip le of 
universality) and of all social risks (principle of 
com p rehensiven ess); iv) financing through 
taxation, minimum basic but adequate benefits 
— not linked to contributions—  and progressive 
distribution of income (principle of solidarity); 
and v) technical/financial distribution systems 
(Mesa-Lago, 1959).

I. The pioneer countries and 
stratification

In a small group of pioneer countries, which 
were the most developed ones (Chile, Uruguay, 
Argentina, Cuba, Brazil), the social security 
system emerged at an early stage (during the 
1920s) but it did so in a gradual and piecemeal 
fashion, giving rise to a multiplicity of managing 
in s t i tu t io n s  w h ich  p ro te c te d  d if fe r e n t  
occupational groups through independent 
subsystem s, with their own legislation, 
administration, financing and benefits. The 
State contributed to the financing of the 
subsystems through the creation of specific taxes 
or direct budgetary support. The subsystems 
gradually incorporated broader occupational 
groups or labour sectors as well as their 
dependents, but generally with more scanty 
benefits and more stringent conditions for 
acquiring the right to benefits. The process by 
which the subsystems made their appearance 
was approximately as follows: first they were 
extended to the armed forces, public employees 
and teachers; then to employees and workers in 
transport, energy, banking, communications and 
other public services, much later to the mass of 
urban workers and employees (frequently 
separated into two large groups), and finally to 
a g ricu ltu ra l w ork ers and se lf-em p lo y ed  
(independent) workers, small farmers and 
entrepreneurs, and domestic servants.

T his type of evolution resulted in a stratified 
social security system, since it acquired a

pyramidal structure, with relatively small groups 
of persons protected by privileged subsystems at 
the apex of the centre and the majority of the 
population with subsystems providing less 
protection at the base. There were significant 
and usually unjustified differences between the 
subsystems and the overall system lacked co
ordination. The stratified system had negative 
e ffe c ts : legal co n fu sio n , ad m in istra tiv e
complexity, high operating costs, difficulty in 
establishing a single register and effective 
control of evasion, obstacles to combining length 
of service and contribution accredited in various 
institutions, and considerable inequalities.

The theories seeking to explain the 
evolution of social security identify among its 
basic causes economic development2 and the 
d issem in atio n  or d em o n stra tio n  e ffe c t 
generated by international agencies and pioneer 
countries (Collier and Messick, 1975), but those 
theories do not explain the phenomenon of 
stratification. Considerable debate has been 
going on for a decade now about the two main 
driving forces of this phenomenon: the pressure 
groups and the State. The power base of the 
occupational groups described lies in their 
military strength, their administration of the 
government, the scarcity of their skills on the 
labour m arket and their union organization, 
and they bring pressure to bear on the State 
— som etim es in conjunction with political 
parties— in order to obtain social security 
concessions. Studies on various countries in the 
region show that, in general, the more powerful 
the pressure groups are, the greater the extent to 
w h ich  they  e n jo y  e a r l ie r  and m o re 
com prehensive coverage, m ore generous 
benefits and more advantageous means of 
financing (Mesa-Lago, 1977a and 1978). The 
State cannot be a mere passive receiver of 
pressures from groups. It must also exercise its

¿P auker (1968) has tried  to  p rove  th a t th e  financial bu rden  of 
social security  is a resu lt of econom ic d ev elo p m en t and  th a t the  
g re a te r  th a t burden , th e  g re a te r  will be th e  red is trib u tio n  function  
o f the  system . Zschock ( 1983) also co n ten d s  th a t social security 
ex ten d s  and becom es less inequ itab le  w ith  econom ic g ro w th  and 
g ro w th  o f th e  size  o f th e  g o v e rn m en t. In  co n tra st, A aron  (1967) 
has produced evidence th a t refu tes the  above v iew po in t and 
susta ins th e  theo ry  th a t th e  age o f the  system  is th e  m ost im p o rtan t 
variab le  ex p la in in g  th e  level o f  ex p en d itu re  on social security.



138 CEPAL REVIEW No. 28 / April 1986

own initiative by using social security as the 
instrument to co-opt, neutralize and control 
those groups in order to maintain some sort of 
social order (Malloy, 1979). The evolution in 
which the role of the pressure groups have been 
preponderant is typical of the populist and 
democratic-pluralist political systems such as 
those in Chile and Uruguay during the first 
seven decades of the twentieth century. The 
evolution in which the role of the State has been 
preponderant is more typical of political systems 
which, while also populist, have an authoritarian 
and corporatist inclination such as those in 
Brazil under Getulio Vargas and Argentina 
under Juan Perón. In practice, both forces (the 
pressure groups and the State) have worked 
hand-in-hand in both types of political systems 
and it is sometimes difficult to determine which 
was the predominant one (Mesa-Lago, 1977b).

As economic development, urbanization, 
trade union and political mobilization processes 
advanced in the pioneer countries, the groups 
which enjoyed no protection gained enough 
power to secure coverage within already existing 
or new subsystems. In some countries, they were 
even able to secure some benefits that had been 
reserved for the old systems, thereby achieving 
some extension of privileges to the masses. The 
cost of the process of making coverage universal, 
combined with the generous benefits and the 
liberal conditions for acquiring them, became 
excessive and created a financial imbalance in 
many subsystems.

Social security reform, promoted by national 
and international technical studies, advocated 
the unification and uniformity of the subsystems 
and the elim ination of costly privileges. But the 
groups were so powerful that the State was 
compelled to postpone the reforms, sometimes 
for decades. The political changes that occurred 
in these countries during the 1960s and 1970s 
reinforced the State power vis-a-vis the pressure 
groups (which in many cases were disbanded or 
had their power significantly reduced) and 
facilitated the process of reforming social 
security (Borzutsky, 1984).

In some countries (Cuba, Brazil), virtually 
the entire system was unified, in others 
(Argentina, Uruguay) a central integrating or 
co-ordinating agency was form ed which

combined different organizations under a 
uniform system and finally in one country 
(Chile) some measures were taken to make the 
old system uniform and eliminate privileges, but 
above all a new system was created, strongly 
influenced by private insurance and favouring 
individuality and multiplicity.

2. Countries with relatively 
unified systems

The second form of evolution of social security 
took place in countries whose main systems were 
established since the 1940s and were influenced 
by the new trends inspired by the International 
Labour Organisation and the Beveridge report, 
which sought to avoid the problems created in 
the pioneer countries. At the time, some of the 
countries in question were relatively developed 
(M exico), but most of them had a low level of 
industrial development and in almost all of them 
the rural sector predominated over the urban 
sector. In these countries, a general managing 
agency was established which was responsible 
for eventually covering the entire population, 
although at the start the system was limited to 
the capital and the main cities.

In the more developed countries of this 
second group, before the establishment of the 
general managing agency there had been a 
number of social security institutions which 
protected the most powerful pressure groups: 
the armed forces, public employees, teachers, 
and energy and railroad workers (Colombia, 
Costa Rica, Mexico, Paraguay, Peru, Venezuela). 
Furthermore, in some countries (Mexico, Costa 
Rica) a number of exceptions were made after 
the general managing agency was created, with a 
view to establishing separate subsystems for 
certain groups (almost always in the public 
sector). However, these groups were usually 
small and (except for the armed forces and 
public employees) represented only a small 
percentage of the coverage provided by the 
general managing agency.

In any event, although there is a certain 
degree of stratification in all these countries, it 
has never approached the level it reached in the 
first group. Because social security was 
introduced later in this second group, and also
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because of its relative unity and uniformity and 
its lower coverage of risk and population, these 
systems generally did not face the administrative 
and financial problems of the first group and 
therefore no radical changes were needed. Even 
so, however, the countries heading this group 
(those with the highest coverage, growing 
maturity of the pension programme and high 
costs) are beginning to face the financial 
problems typical of the first group. Costa Rica is 
the most serious case since, because of its policy 
of speeding up population coverage in the 1960s 
and 1970s, its social security costs are close to 
those of the countries in the first group even 
though its pension programme has still not fully 
matured.

3. Countries which introduced social 
security at a later stage

Lastly, we can identify a third group of countries 
which also have relatively unified social security 
systems: indeed, to a greater degree than those of 
the second group. These are the least developed 
countries of the region: Central America (except 
for Costa Rica and Panama) and the Latin

American Caribbean (except for Cuba). In this 
group, social security did not generally appear 
until the 1950s and 1960s, and the general 
managing agency covers virtually all the persons 
insured (although the armed forces and 
sometimes public employees have separate 
subsystems); population coverage is very low 
and sometimes limited to the capital city and the 
most heavily populated cities. These countries 
are not usually faced with short and medium- 
term financial difficulties, and their main 
problem is to extend coverage to the population 
at large.

Although in general the unification process 
has advanced in the region, there are still 
stratified systems or systems whose unification 
process has not been completed. Furthermore, 
the integration of the health institutions (social 
security, the Ministry of Health, etc.) and their 
policies is urgently needed in the majority of the 
countries. Finally, with very few exceptions, 
social security has not been incorporated into the 
national plans. This incorporation would 
facilitate the processes both of unifying social 
security and of uniting social security and health.

II

Problems of coverage, benefits, 
financing and costs

1. Coverage

In  general, the figures on statistical coverage of 
the population by social security are very 
inadequate. T he ECLAC study — based on a survey 
and relatively uniform calculations— shows that 
in 1980, 61 %  of the total population and of the 
economically active population (E A P ) were 
covered for health and pensions respectively. 
However, when Brazil is excluded from the 
calculations, the regional coverage falls to 4 3 %  
and in the majority of countries does not even 
reach 25 % . The most developed countries of the

region were the first to introduce social security 
and currently have the highest coverage of the 
population, whereas the least developed have 
the lowest coverage: 100%  to 75%  in Cuba, 
Brazil, Argentina and Costa Rica; 74 %  to 50%  
in Uruguay, Chile, Mexico and Panama (the first 
two countries would probably fall in the first 
group if coverage of indigents and coverage by 
mutual funds were to be added); 4 9 %  to 25 %  in 
Venezuela and Bolivia; and 24 %  to 1%  in 
Paraguay, Peru , G u atem ala , C olo m bia , 
N icaragua, Ecuador, D om inican Republic, 
Honduras, El Salvador and Haiti (the countries
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are placed in descending order of coverage).
In the majority of the countries, the persons 

insured are urban wage-earners (and their close 
dependents) whereas agricultural workers, 
independent workers (or the self-employed), 
domestic servants and the unemployed (as well 
as the dependence of all these) are not insured. 
In  approxim ately a quarter of the countries 
— the least developed ones—  coverage is limited 
to the capital and the most im portant cities. The 
economic crisis of the present decade has caused 
a decline in coverage in several countries because 
of the increase in unem ploym ent, self- 
employment and evasion.

There seems to be a positive correlation 
between the degree of coverage by social 
security, on the one hand, and the labour skills, 
income and level of development of the regions 
of a country, on the other. A recent study of 
Brazil shows a positive correlation between the 
degree of coverage and level of skills or 
employment status and income, with the lowest 
c o v e ra g e  b e in g  reco rd ed  am o n g  th e  
unemployed, unskilled workers (especially 
agricultural or self-employed workers) and those 
with the lowest income. The information from 
four countries (Chile, Colombia, Costa Rica and 
Mexico) on the level of coverage ( 1979-1981 ) of 
the economically active population by sector of 
economic activity indicates that the highest 
coverage is recorded in electricity, gas and water 
(75%  to 100% ), manufacturing (51%  to 9 0 % ) 
and transport and communications (34%  to 
71 % ), whereas the lowest is found in agriculture 
(4 %  to 5 9 % , with the highest percentages being 
registered in Costa Rica and Chile, the countries 
which come closest to total coverage). Finally, 
inform ation from six countries (Chile, Costa 
Rica, Guatemala, Mexico, Panama and Peru) on 
the differences in the level of geographical 
coverage (1979-1981) shows that the most 
developed  sta tes/ p ro v in ces/ d ep a rtm en ts  
(industrialized, unionized, urbanized, with the 
highest percentage of wage-earners and highest 
per capita income) have significantly higher 
c o v e r a g e  th a n  th e  le a s t  d e v e lo p e d  
states/provinces/departm ents (agricultural, 
little unionized, rural, with the highest 
percentage of independent workers and the 
lowest per capita income). The extremes of

geographical coverage fluctuate between 39%  
and 95 %  in Chile, 54%  and 100%  in Costa Rica,
0 .2%  and 33%  in Guatemala, 5%  and 100%  in 
Mexico, 13%  and 73%  in Panama, and 3%  and 
27%  in Peru. W ith one exception, the 
province/state/department in which the capital 
city is located has the highest coverage. To 
summarize, the most needy groups are not 
provided with social security protection in the 
vast majority of the countries and so the key 
question is whether it is feasible to extend 
coverage to include those groups (EC LA C , 1985; 
Isuani, 1984, pp. 96 and 97; Isuani and Mesa- 
Lago, 1981).

The low coverage and its slow extension in 
the region appear to have a relation with the 
Bismarckian model, imported from Europe, 
which is financed by the wage contributions of 
the persons insured and employers. In many 
Latin American countries, it is not wage-earners 
who constitute the majority of the labour force 
but rather unpaid independent or family 
workers. It is not surprising, then, that the most 
developed countries of the region have the 
highest percentages both of the wage-earning 
labour force and of social security coverage, 
whereas the least developed countries have the 
lowest percentages of both. As a general rule, 
coverage does not exceed the percentage of the 
urban formal sector (in some countries it also 
includes the rural modern sector) leaving the 
urban informal and rural traditional sectors 
without any protection. A few countries have 
succeeded in changing the system of financing 
and in incorporating the sector not covered, 
through public assistance programmes (Chile, 
Costa Rica, Cuba) or transfers from the urban to 
the rural sector (Brazil) or special programmes 
to cover the peasant population (Ecuador, 
Mexico).

One of the most serious problems facing 
social security in the region is how to speed up 
extension of coverage and reduce its inequalities 
despite the structural and conjunctural obstacles.

2. Benefits

The pioneer countries in social security 
(Argentina, Brazil, Chile, Uruguay) cover all the 
social risks with different programmes:
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p en sio n s , h ea lth / m a te rn ity , o ccu p ation al 
hazards, unemployment and family allowances 
(Cuba has no official programme of family 
allowances or unemployment benefit, but the 
latter does not appear to be necessary because of 
the virtually full employment situation). The 
older the social security system of a country, the 
more generous are the benefits and the more 
flexible the conditions for acquiring rights: the 
retirem ent age is relatively early because the 
original legislation was enacted when life- 
expectancy was lower; pensions are granted on 
the basis of length of service — regardless of the 
age of the person insured—  which makes it 
possible to retire at a very early age; very costly 
health benefits are granted such as contact lens, 
orthodontics, and treatm ent abroad; and there 
are "s o c ia l b e n e fits "  such as housing 
programmes, mortgage and personal loans, co
operative stores and sports and cultural services. 
In the pioneer countries, the bulk of the 
expenditure on benefits is for pensions, reaching 
80 %  in Uruguay, and this proportion is on the 
increase because of the maturity of the pension 
programme and the increasing longevity of the 
pensioners. This tendency, combined with 
demographic and financial factors, appears to 
lead eventually to financial imbalance.

T he stratification of the typical social 
security system of the pioneer countries (at least 
until the unification and uniformity processes 
were introduced) has led to significant 
inequalities in benefits, since the most powerful 
groups receive more and better benefits than the 
least powerful. In a study of five countries, the 
legal differences between the five groups 
covered were measured on the basis of six 
criteria: conditions for acquiring the right to 
benefits; base salary used to compute benefits; 
amount of benefit; pension cost-of-living 
adjustment; possibility of obtaining several 
pensions or combining one pension with a paid 
job; and time required to apply for and receive 
the benefit. The study also compared the 
availability of health services (hospital beds and 
doctors per insured person) and their quality for 
the various groups. The groups were placed on 
the following order, from best to worse: 
i) armed forced, ii) public employees, iii) élite of 
the working class, iv) private non-manual 
workers and v) rank and file manual workers.

The study points out, however, that a process of 
extending privileges to the masses frequently 
occurs in the pioneer countries, so that the 
groups at the base of the pyramid are sometimes 
able to secure some of the benefits that were 
previously reserved for the groups at the top 
(Mesa-Lago, 1978).

T he countries where social security was 
introduced later do not usually have as many 
p ro g ram m es as th e  p io n eer co u n tries. 
Moreover, many of these countries have given 
priority to vertical rather than horizontal 
expansion of social security. T h e sm all 
percentage of the population covered receives 
more and more benefits and this has increased 
the difficulty of extending coverage to the bulk of 
the population. Hence, the greatest source of 
inequality in these countries is the low 
population coverage. In this group of countries, 
up to 80%  of the expenditure on benefits is 
allocated to the health programme and the 
increasing reserves of the pension programme 
are often used partly to finance the construction 
and equipment of hospitals. Although it may be 
justifiable from a social point of view, this 
investment is not financially profitable and 
gradually whittles away the capital of the 
pension fund, so that when the pension 
programme matures, the entire system is faced 
with financial disequilibrium.

3. Financing and costs

Social security in Latin America is financed 
basically by contributions calculated on the basis 
of the nominal salary which, according to the 
law, are paid by the person insured and his 
employer and also by the State in some countries. 
The older the social security system of a country 
and the wider the coverage, the higher the 
percentage of total wage contributions, and the 
larger that portion which, by law, must be paid 
by the employer (the effect of this contribution is 
discussed in the following section). In the 
pioneer countries, the total wage contribution 
fluctuates between 26 %  and 46 %  and was even 
higher before several countries reduced it or 
replaced it by a value-added tax.

Depending on the percentage of the wage 
contribution and the breakdown of the income 
collected by source, the insured person pays less
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than one-third of the social security burden. The 
remaining two-thirds are paid by the employer 
and to a lesser extent by the State; income from 
investments represents less than one-tenth of 
the income. Consequently, according to the law 
(without taking incidence into account) the 
insured person finances only a fraction of the 
benefits, and this situation is made potentially 
more unfair in countries with very low 
population coverage. In the Dominican 
Republic, for example, coverage is lower than 
8%  and the insured person contributes 17%  of 
the total wage contribution, which would 
suggest that the uninsured population (through 
possible transfers to prices and taxes) helps to 
finance the social security of the small 
percentage which is covered.

Another serious problem is the evasion of 
payment by employers, resulting from poor 
techniques of registration, identification and 
control of payments. Inflation has aggravated 
this problem, since any delay in making 
contrib u tion s reduces th eir real value. 
Furthermore, the State frequently fails to fulfil 
its obligations not only as a tripartite contributor 
but also as an employer. In countries like Costa 
Rica, Ecuador and Peru, the State debt has 
reached alarm ing p ro p o rtio n s and has 
sometimes even threatened the financial balance 
of the social security system.

Social security costs in Latin America are the 
highest of the developing countries and are close 
to those of developed countries like Japan, 
According to the 1985 ECLAC report, in 1980 
social security costs, as a percentage of the gross 
domestic product, fluctuated between 1% and 
11%  as follows (the countries are placed in 
descending order of percentages): 11%  to 10%  
in Uruguay, Chile and Argentina; 9%  to 7%  in 
Cuba, Costa Rica and Panama; 6%  to 4%  in 
Brazil and Colombia; 3%  in Mexico, Peru, 
Venezuela, Ecuador, Bolivia and Honduras; 2%  
in Paragu ay, the D om in ican  R epublic, 
Guatemala, Nicaragua and El Salvador; and 1%  
in Haiti. In many countries of the region, social 
security is faced with an actuarial imbalance and, 
in some, even with a short-term financial crisis.

The pioneer countries with the oldest 
systems usually have the highest costs and are in 
the worst actuarial and financial situation. The

expenses systematically increase for the 
following reasons: the almost universal
population coverage; very generous benefits; the 
maturity of pension programmes; the growing 
numbers of pensioners who retire early and live 
longer than initially projected; the cost-of-living 
adjustment of pensions, and the growing 
expenses of curative medicine (in proportion as 
the pathological profile comes to resemble that 
of the developed countries). Furthermore, the 
system’s revenue is proportionately smaller 
because of the impossibility or difficulty of 
extending the coverage beyond the point 
reached; evasion and delay in payment of 
contributions (especially in countries with high 
inflation); failure by the State to fulfil its 
obligations; the difficulty of increasing  
contributions (since they are already very high); 
and the very low or negative profitability of the 
investments.

The economic crisis of the current decade 
has aggravated the financial problems. The 
increase in unemployment, the decline in real 
wages and the bankruptcy of many enterprises 
have reduced the income of the social security 
system. The cost of servicing the external debt 
and other domestic priorities exercise strong 
pressure on the State to reduce or postpone its 
social security obligations. In some countries, the 
costs of the system are still growing because of 
the structural and conjunctural reasons stated.

In the countries with the oldest pension 
programmes, a gradual change has occurred in 
the method of financing. There has been a shift 
from the "uniform average premium” method to 
the "phased average premium” method and then 
to the "distribution” method. This means that 
capitalization (aimed at ensuring the payment of 
future pensions for a long period ahead) is 
replaced by distribution (which tends to ensure 
payment only on the basis of the costs of the 
current year). Since costs increase every year 
(because of the growing numbers of pensioners) 
the burden is being transferred to future 
generations, where an increasingly small 
proportion of active workers must pay growing 
contributions. The viability of this transfer is 
politically and economically doubtful. The 
country in the worst situation in the region is 
Uruguay, which in 1983 had a demographic
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burden ratio of 0.8, in other words, 
approximately one active person had to finance 
one non-working person (in contrast, the 
actuarial calculations of the United States project 
that, at the beginning of the twenty-first century, 
the ratio will be two active persons financing 
one non-working person.) If these countries 
were unable to achieve actuarial and financial 
balance when the ratio of the demographic 
burden was much lower, they will be less able to 
do so in the future when the ratio will be much 
higher.

The Latin American countries with the most 
recent social security systems are not threatened 
with financial imbalance in the short and 
medium term (their main problem is how to 
extend the coverage of the population). 
Nevertheless, their social security systems 
basically follow the model of the pioneer 
countries, with the shortcomings described, so 
that they will eventually face similar problems. 
These countries, however, have more time to 
change the model for one which can extend the 
coverage on a more solid financial base.

Ill

The impact of social security 
on development

This section examines the impact of Latin 
American social security on three decisive 
asp e cts  of d e v e lo p m e n t: sav in g s and 
investment, distribution and employment. It 
should be noted from the outset that neither the 
theory nor the empirical studies are conclusive in 
these matters and that their analysis is made 
even more difficult in the case of Latin America 
because of the absence or unreliability of 
information on the functional distribution of 
income between labour and capital, the impact of 
social security contributions and taxes, the 
proper measurement of benefits (especially 
health benefits) and the various effects on the 
conduct of employers and workers (Musgrove,
1984). Nevertheless, a summary is given here of 
the stage that the theoretical discussion has 
reached, the empirical evidence (which was 
almost always obtained from outside the region), 
and some studies carried out on specific 
countries and the criticisms of them.

1. Savings an d  in vestm en t

The impact of social security on savings and 
investment depends on the surplus in the social 
security accounts and the effect that this excess

can have on other sources of domestic savings 
(private and public sectors) and external sources 
(Arellano, 1984; Wallich, 1982). The social 
security surplus or deficit derives from the 
factors of the system itself (for example, type of 
programmes, technical and financial system, 
degree of maturity, administrative costs) as well 
as exogenous factors (age structure of the 
population, rate of wage increases, general state 
of the economy). Short-term risk programmes 
(sickness, maternity, unemployment) usually 
follow the system of year-by-year distribution 
and generate a deficit rather than a surplus, 
whereas the long-term programmes (pensions), 
which use capitalization systems, generate 
sizeable reserves which are used as a basis for 
investment. Reference has already been made, 
however, to the general trend in the region to 
replace capitalization systems by distribution 
ones. Moreover, as will be seen subsequently, the 
region has a very poor record in respect of 
efficiency in investing the reserve funds.

The impact of social security on investment 
also depends on the sources of financing and the 
incidence of the contribution; a recent 
ID B / IN T A L  study expresses the view that the 
investment rate declines more when social
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security really is financed by the employers than 
when it is paid for by the person insured or 
consumer (Arroba and others, 1980). The 
maturity of a pension programme depends 
in ter  alia  on how long it has been in existence, 
the qualifying age for pensions, and the relative 
youth or age of the population; therefore, the 
older the programme, the lower the retirement 
age and the older the population, the greater will 
be the passive/active ratio and the smaller will 
be the surpluses and vice versa. A young
population tends to grow rapidly, expanding the 
labour force, and if the coverage of the system 
increases its income will also increase; in 
contrast, in an aging population the potential 
number of contributors is reduced and the
number of pensioners increases. If real wages are 
increasing, then the base of social security 
contributions is also increasing. On the other 
hand, a deep recession which reduces
employment and real wages will have a negative 
impact on income and can reduce the surplus.

The traditional approach is that social 
security reduces individual saving and the
demand for private insurance, since the person 
insured expects that his contributions will be 
returned to him in the form of a pension and that 
therefore he does not have to accumulate a 
surplus during his working life. On the other 
hand, earlier retirement extends the period of 
retirement and this can stimulate savings during 
the active working life. The planning horizon of 
an insured person and his perception of the 
social security contribution (as a mere tax or as 
payment for future benefits, guaranteed by a 
healthy actuarial system) influence his attitudes 
towards saving and his preferences for a 
particular type of social security programme 
(short or long term). In the developed countries 
with older populations and more solvent social 
security, the horizon appears more distant than 
in Latin America, where, because of a younger 
population, financial imbalances in social 
security and high inflation, more relative 
importance is given to the short-term plans such 
as health and family allowances (Arellano, 1984 
and Musgrove, 1984). Social security and the 
government are competing for the same tax base 
and some assume that there is always a trade-off 
between them. But if there is not enough private 
saving and the State establishes a minimum

income level, social security may eliminate State 
social assistance payments and reduce the public 
deficit. Social security can increase the cost of 
exports and make them less competitive 
(compared with those countries that have no 
social security or which have a smaller social 
security burden) and can thus contribute to a 
possible reduction of potential external saving.

Debate and research on these subjects, 
carried on primarily in the United States and in 
other developed countries, have yielded 
contradictory results. A study of 16 O EC D  

countries found no evidence that social security 
affects private savings or slows down 
development (Break, 1981; Koskela and Virén,
1983). If it is so difficult to assess this impact in 
developed countries, where statistics are more 
accurately kept and social security coverage is 
universal, it is even more so in Latin America. 
Even within the same country interpretations 
are different: thus, in Chile one study (Wallich, 
1982) found that social security had had a 
negative impact on saving, but another later 
study (Arellano, 1984) took the view that after 
the necessary adjustments were made, social 
security was seen to have generated a surplus 
(albeit a declining one) instead of a negative 
saving.

But if uncertainty exists over the above- 
mentioned aspects there is no doubt, at least, 
about the inefficient investment of social 
security reserve funds in Latin America. In 1977, 
in 14 countries studied by ILO (1981), the 
percentage of social security income derived 
from investments was lower than 3 5%  in nine 
of them. In almost the whole region, social 
security agencies are not designed to act as 
financial intermediaries, their staff has no 
investment experience, they have not developed 
an investment plan and they have not co
ordinated their investments with national plans. 
Furthermore, there is little development of the 
capital market and inflation has whittled away 
the value of the reserves and given an incentive 
to employers to withhold their contributions and 
those of their employees, because by delaying 
payment their real value is reduced (Diéguez, 
1978).

Reserves have usually been invested in:
a) bonds and other State securities that are often 
not negotiable and in fact have been compulsory
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loans to cover budgetary deficits, so that the 
agencies have wasted their funds on "worthless 
securities”; b) personal loans and mortgages, 
usually to the persons insured who, thanks to 
inflation (and the lack of loan adjustments) have 
obtained capital practically free and depleted the 
social security capital; c) loans to health 
programmes to cover their deficits, which are 
plausible from a social point of view but not 
profitable; d) loans for housing construction, 
very often to the persons insured themselves, 
which yield a very low or negative return, 
because of rent freezes, inefficient collection and 
amortization with depreciated money and e) in a 
few cases, investment in agriculture, industry, 
commerce (co-operative shops for the insured 
persons) and services (cinemas, theatres, sports) 
which also have a very low return (IL O , 1966). In 
virtually the whole region, the rate of return on 
the social security funds is only a fraction of the 
bank interest rate, and in many cases the real 
return has been negative.

In practice, many of the investment 
programmes have amounted to disguised 
subsidies to insured persons and have caused the 
gradual decapitalization of the social security 
reserves. This, in turn, has had a serious impact 
on the financial and actuarial equilibrium of 
social security in many countries of the region.

2. D istribu tion  o f  in com e  
an d  em p loy m en t

The impact of social security on income 
distribution is also a much discussed topic, on 
which there are few empirical studies in Latin 
America. A leading aspect is the ratio between 
coverage and distribution; in general, it can be 
said that the most universal systems are less 
regressive than those which provide low 
coverage. However, with very few exceptions, 
persons below the critical poverty line are not 
covered by social security; this is usually the case 
of the unemployed, of workers who work 
without pay for a relative or are self-employed, 
agricultural workers and domestic servants. A 
study conducted during the 1970s pointed out 
that while the most developed countries with a 
higher coverage were also those with the 
smallest proportion of poor people, the 
percentage of their economically active

population which was not covered (except in 
Cuba) exceeded the percentage of the critically 
poor (Mesa-Lago, 1980).

The manner of financing can be another 
cause of regression. In many countries, the 
insured person’s wage contribution has a ceiling, 
so that, proportionally, those who gain more 
contribute less. It has already been said that more 
than two-thirds of the legal contribution is the 
responsibility of the State and the employer. The 
State contribution is sometimes made through a 
specific tax on the services or goods produced by 
the group that is covered, but which is paid by 
the entire population; thus, when social security 
coverage is very low, the effect of that tax is 
probably regressive, since the persons not 
covered, who are those with a lower income, 
contribute to the system without receiving 
anything in exchange. In other cases, the State 
deducts its contribution from its overall revenue; 
if the bulk of this revenue comes from sales taxes 
and these are imposed on both essential and 
luxury consumption alike, the effect must also be 
regressive when the coverage is low. It has been 
argued, on the other hand, that if there are State 
subsidies on basic goods and services or the bulk 
of the sales tax is levied on non-essential or 
luxury goods, the impact will probably be 
neutral, since the covered group is also the one 
on which the tax falls heaviest (Musgrove, 
1984). But even in this case, the group without 
coverage — which is the lowest income group 
and does not benefit from social security—  will 
be contributing something to the system (for 
example by purchasing manufactured goods) 
and the possibility of its acquiring goods or 
services encumbered by the tax would be even 
more remote. Furthermore, in stratified social 
security systems, the State usually assigns a 
larger contribution (or pays a larger contribution 
itself) in the case of the relatively higher income 
groups, whereas it assigns a smaller contribution 
(or does not pay any contribution itself) in the 
case of the lower income groups. For example, 
the State covers the growing deficit of the 
subsystems of public employees and the armed 
forces, but delays or reduces its contributions to 
the general subsystem that covers the mass of 
workers.

T h e  in cid en ce  of the e m p lo y e r's  
contribution may be of three different types: the
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employer may actually pay it; it may be "passed 
back”, that is to say, the person insured may 
actually pay for it through a reduction in his real 
wages; or it may be "passed on”: in other words, 
to the consumer through higher prices (Arroba 
and others, 1980, pp. 320-330). The theory is 
that in the long run the entrepreneur calculates 
not only wages but also all the additional benefits 
(including his contribution to social security) as 
his production cost and takes that total cost into 
account in his calculation of marginal 
productivity.

Let us take the case of the initial introduction 
or subsequent increase of the employer’s 
contribution to social security. It is assumed that 
in developed market economies, the labour 
supply is inelastic (at least with respect to the 
normal working day and the main family wage) 
and that the worker negotiates with his 
employer a wage compensation packet including 
additional benefits such as the social security 
contribution which the worker perceives as part 
of his salary. If, furthermore, social security 
coverage is almost universal and the employer’s 
contribution is uniform (so that the worker 
cannot avoid its incidence by taking a job that is 
not covered or one with a lower contribution), it 
may be concluded that the worker absorbs that 
contribution by a reduction in his real wages. On 
the other hand, it is assumed that in developing 
economies the labour supply is elastic, because 
labour is plentiful and because the low social 
security coverage (or different contributions in 
stratified systems) make it possible for the 
worker to take jobs without coverage or with a 
lower contribution. It is assumed further that the 
worker does not perceive the employer’s 
contribution as a part of his salary and that, 
therefore, there is no backward transfer. In this 
case, the employer has two options: he may 
transfer the contribution to the consumer by 
increasing prices, or reduce employment in line 
with the marginal productivity. Whatever he 
does, the impact is always regressive, either 
because employment is reduced or because the 
transfer to the consumer makes the person who 
is not covered contribute to the system of the 
person who is.

The empirical evidence with respect to the 
transfers is very contradictory and is almost 
always based on the experience of the developed

countries. Musgrove (1984) took into account 
both the em ployer’s and the worker’s 
contribution and found that in the short term the 
workers absorbed 75%  of the cost and the 
employer 25 % , whereas in the medium and long 
term the burden was shared equally between 
workers and consumers. Break (1981), in a study 
of 64 countries which took only the employer’s 
contribution into account — but assumed that 
the labour supply was inelastic and that the 
workers regarded the employer’s contribution as 
part of their salary— concluded that the worker 
absorbed the entire burden. Break also maintains 
that in the developed countries the transfer to 
the consumer can occur in the short term but not 
in the long term in a situation of equilibrium, 
w hereas in Latin  A m erica, with less 
competition, it is not known what would occur in 
the long term. Empirical simulations indicate 
that absorption by the worker has a less 
regressive impact than transfer to the consumer, 
although the difference is not great.

According to the above, in the developed 
countries the insured person absorbs the 
employer’s contribution through a cut in real 
wages and therefore the impact on employment 
and distribution is neutral (assuming that the 
contribution is uniform). In the developing 
countries, in contrast, the insured person does 
not absorb the employer’s contribution and 
therefore either the employer absorbs it himself, 
or he reduces the labour demand, or he passes on 
the cost to the consumer. In the latter case the 
negative impact on employment would be less 
but not neutral, since there are some employers 
who could transfer it more easily than others 
(and the employer with no coverage would not 
have to transfer it).

The most developed Latin American 
countries are closer to the first model. In these 
cases, we have high or almost universal coverage 
and according to some, an inelastic or less than 
perfectly elastic labour supply.3 But on the other 
hand, there does not appear to be any backward

'M usg rove  ( 1984) feels th a t even  in th e  d ev e lo p in g  coun tries  
skilled labour is no t p len tifu l and  he assum es th a t in neg o tia tio n s  
w ith  th e  S ta te  o r  th e  em p loyers th e  la t te r ’s co n trib u tio n  is included 
as p a rt o f th e  w age package. C onsequently  th e  skilled labou r supp ly  
is no t perfectly  e lastic  and  th e  w orkers  p robably  pay a p a r t  o f th a t 
con tribu tion .
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transfer in the short term (or at least this effect 
is very small), because of institutional and 
economic barriers and different patterns of 
behaviour (Foxley and others, 1977; Wilson, 
1984). In the first place, State intervention 
through labour and social security legislation is 
much greater in these countries than in many 
developed market economies; thus, for example 
the law sets a minimum wage which operates as 
a lower limit for wage reductions. Moreover, in 
some countries the employer must even pay the 
insured person’s contribution when the latter’s 
wage is only equal to the minimum (Mexico), or 
must pay the difference with the minimum 
contribution when the wage of the person 
insured is lower than that corresponding to that 
con trib u tion  (P e ru ), which considerably  
increases the labour cost of this group. In the 
second place, in several of these countries (such 
as Chile, at least up to the mid-1970s) the price 
fixing method most frequently used is the 
average cost plus a profit margin, which 
facilitates the forward transfer of costs. In the 
third place, in countries where there are 
measures to protect the consumer goods 
industries this also facilitates price increases. In 
the fourth place, the workers do not appear to 
perceive the employer’s contribution as part of 
their wages, since the unions usually pressure 
the State to assign a heavier burden to the 
employer than to the person insured, and those 
issues are not included in collective bargaining 
since they are already regulated by law. In the 
fifth place, the law and the unions make it 
estremely difficult to dismiss anyone for 
economic reasons and the processing of such 
dismissals is lengthy and costly; the employer 
can of course avoid hiring additional labour. All 
of this suggests that transfer of costs to the 
consumer — at least in the short term —  is the 
most normal procedure in these cases and it is 
also facilitated by oligopolistic structures 
although the elasticity of substitution of 
products whose prices are raised in this way 
must be close to zero if it is to have any major 
effect. The impact of this transfer on 
distribution must be regressive, since it affects 
the low-income group, which has no coverage 
and receives no benefits from the social security 
system but nevertheless contributes to it. In the 
few countries which have almost universal

coverage, this regressive effect would diminish, 
if the contribution were also uniform. In this 
case, it could also happen that in the medium and 
long term there was a reverse or backward 
transfer with an effect similar to that in the 
developed economies. Although not all 
employers would be equally able to transfer the 
contribution to prices (because of differences in 
competition, substitution elasticity, etc.) there 
might be a sufficiently widespread increase in 
prices to accelerate inflation and reduce real 
wages. This could be the case in the countries 
with the most highly developed social security 
systems and high inflation rates.

Another point of view stresses the 
differences, which are more marked in the least 
developed countries, between the formal sector 
(with total or partial coverage by social security) 
and the informal sector (no coverage). In this 
case it is assumed that the employer’s 
contribution is transferred neither forward nor 
backward, so the effect would be a reduction (or 
stagnation) of the demand for labour in the 
formal sector. According to this approach, social 
security (sometimes linked to a policy of capital 
incentives) increases the relative cost of the 
labour factor as against capital which gives an 
incentive to replace labour by capital. This 
distortion triggers off a chain reaction: less 
labour is used in the formal sector, fewer 
workers move from the informal to the formal 
sector, the growing labour surplus has a 
depressive effect on wages in the informal 
sector, the wage differences between the two 
sectors grow, and since there is less available 
capital in the sector which receives no coverage, 
its productivity and economic growth decline 
compared to those of the sector which receives 
coverage (Kornevall, 1977). A change from  
wage-based contributions to a neutral financing 
system (or one which draws no distinction 
between the factors, such as value added tax) 
could correct this problem.

It has rightly been pointed out that when the 
employer’s contribution has a regressive effect, 
this cannot be double — there cannot be both a 
reduction in the demand for labour and transfer 
of the burden to the consumer, for both effects 
ca n n o t o p e ra te  w ith  equal fo rce  or 
simultaneously (Tokman, 1984). It is quite 
possible, however, that one effect may occur in
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the short term and another in the medium and 
long term in a single sector or in different 
sectors, for example as follows: a) a reduction in 
the demand for labour in the covered formal 
sector can in the long run result in a decline in 
real wages in the informal sector which has no 
coverage; b) transfer of prices can in the long 
term  reduce the demand for products of the 
covered sector and affect employment, and c) a 
generalized transfer of the prices due to almost 
universal coverage can result in a cut in real 
wages in the medium or long term.

Although it is not possible to make 
generalizations on such a weak theoretical and 
empirical base, everything that has been said 
suggests that when there is greater economic 
development and social security coverage, the 
impact seems to be greater in the direction of 
reducing real wages and possibly less as regards 
employment and the transfer to prices. The 
regressive impact seems to be greatest in the 
least developed countries.

In general, benefits appear to have a more 
progressive impact on distribution than  
contributions but this largely depends on the 
extent of the coverage, the legislative uniformity 
and the type of programme: when there is wider 
universality and uniformity there is greater 
progressivity; furthermore, social assistance, 
health and family allowances programmes 
usually have a more progressive impact than 
pensions. Pensions are calculated, in almost all 
countries, in proportion to the income of the 
person insured and therefore reproduce the 
inequality in the general income distribution. In 
contrast, health benefits are basically equal, that 
is, they are not proportionate to income 
although in the stratified systems there are 
differences with respect to the availability and 
quality of the services. Moreover, the poorest 
groups have the greatest incidence of illness 
(because of poor nutrition and hygiene), and 
since private medical care is too expensive for 
them, the poor use the health services more 
often than the high-income groups; these latter, 
although they are covered by the health services 
usually prefer to use private doctors and clinics 
and only resort to the social security services in 
extrem e cases. Notwithstanding this, it has been 
argued that the health programmes appear to be

more progressive than they would have been if 
the benefits provided were measured not by 
their cost but by what the user would be prepared 
to pay for them (Musgrove, 1984). Family 
allowances also have a more progressive impact 
than pensions, since in many cases they are 
granted to low-income families and are almost 
always fixed (that is, an equal amount is paid in 
respect of each child) rather than being 
proportionate to wages. Furthermore, the 
poorer families are generally larger than middle- 
income families. Finally, social assistance 
programmes are directed towards the poorest 
sectors of the population, so that they probably 
have the most progressive impact on income 
distribution. It has already been indicated that as 
the social security systems grow older, a larger 
percentage of the costs is allocated to pensions, 
thereby increasing the regressive impact; 
however, this is compensated for by extending 
the coverage and the social assistance 
programmes to those not previously covered 
(Mesa-Lago, 1980).

3. E m pirica l studies in Latin  
A m erica  on  th e  im pact  

on distribution

The empirical studies in Latin America on the 
global impact of social security are confined to a 
few countries, namely, the most developed ones 
(Argentina, Brazil, Chile and Costa Rica), and do 
not always cover every programme. Moreover, 
because they use different methodologies and are 
of different dates it is not possible to make a 
strict comparison.

The oldest study (EC LA C , 1969) is on 
Argentina and it measures the redistributive 
impact of the pension programme (1950-1960), 
showing a slightly progressive net effect: 1.7%  
was transferred from the top income strata 
(highest 10% ) to the rest, combined as the lower 
strata. It would have been more appropriate to 
break down the redistributive effect within the 
90%  lower strata in order to investigate the 
transfer between the 30%  poorest (not covered 
at that time) and the intermediate sector with 
better protection. Diéguez and Petrecolla (1974) 
com pared the average benefits between 
different groups covered in 1952 to 1972,
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showing an almost perfect positive association 
between the amount of the benefit and the 
insolvency of the system: throughout the entire 
period, the armed forces paid the highest benefit 
but showed the largest deficit, which was 
covered by the State.

Rezende’s study (1974) on Brazil, conducted 
in 1973, reveals the most progressive effect of all 
the countries for which information exists: 
within the covered urban sector, the poorest 
group received benefits (sickness, maternity and 
pensions) that were double their contribution, 
whereas the highest income group received from  
one-third to one-fifth of what it contributed. 
This did not take into account the assistance 
programme which covers the rural sector and is 
partly financed by a contribution from the urban 
sector (and which should therefore have had a 
sharply progressive effect), nor did it include the 
armed forces and public employees (who 
probably received more than they contributed). 
Although the net effect of the overall system on 
distribution is not known, it was probably 
progressive (see also Rezende and Mahar, 1974). 
Two studies have been conducted in Costa Rica 
on the redistributive impact of the health and 
maternity programme. The study by Green 
(1977) on personal income was conducted in 
1973, when contributions still had ceilings and 
half of the population was not covered and it 
showed an almost neutral effect. The study by 
Briceño and Méndez (1982) on family income, 
carried out in 1978 (when the ceilings had 
already been removed and coverage had been 
considerably extended) indicated a regressive

impact on financing but a very progressive one 
on benefits, and there was a slightly progressive 
net effect: 2%  was transferred from the 20%  
highest income group to the 40%  lowest income 
group.

Chile is the country with most studies on the 
subject, and the majority of them indicate a 
regressive effect on income distribution because 
of transfers from the non-covered population to 
the covered and, within the latter group, 
transfers from lower income groups to higher 
income groups (Mesa-Lago, 1978). The most 
recent study (Foxley and others, 1977), 
conducted in 1969, shows a regressive effect on 
financing and a progressive effect on benefits, 
with a net or slightly progressive impact: 0.5%  
is transferred from the 2%  with the highest 
income to the 30%  with the lowest income. But 
this study excludes both the sector without 
coverage and the armed forces and other 
privileged groups, so that the net overall effect 
was probably regressive. During the same year a 
study on the health programme alone showed 
the only progressive transfer: the lowest income 
group received an average benefit 1.6 times 
greater than that of the highest income group 
(Arellano, 1976).

While the studies on the more developed 
Latin American countries show a neutral or 
slightly progressive impact by social security on 
income distribution, it is logical to assume that in 
the least developed countries, with a much lower 
coverage, the impact is regressive. However, it 
will not be possible to substantiate this 
assumption within the limits of this article.
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Changes of social 
relevance in the 
transplantation 
of theories:
The examples 
of economics 
and agronomics
Ivo Dubiel*

T h e  p e n e tra tio n  o f  sc ie n tif ic  and tech n ica l 
k n o w le d g e  fro m  th e  d ev e lo p ed  in to  the 
underveloped countries has o ften  led to  the latters' 
acceptance o f theories and techniques which are 
totally rem ote from  their realities and interests, and 
are o f no use to them  as tools o f in terpretation  or 
transform ation.

A ccording to the m ain thesis of the present 
essay, the dom inant theories in various disciplines 
reflect the conditions prevailing in the countries 
w here they originated ; changes in them  are generally 
hastened w hen conditions in their countries of origin 
alter. T h is  m echanism  ensures the social relevance of 
the dom inant theories at different tim es in the 
countries that blaze the trail of scientific progress, 
even though that may not have been the scien tists’ 
intention . In the underdeveloped countries, on the 
contrary, scientists draw their nourishm ent from  the 
science of the developed countries which generate 
the theories, and changes in these occur irrespective 
of their social relevance for the recipient country. If  
in the theory* im porting  country there is no such 
phenom enon as gave rise in the creator country to 
the dom inant theory, science, a potent factor of 
developm ent in the latter, may becom e, in 
d e p e n d e n t c o u n tr ie s , a p o te n t  fa c to r  o f  
underdevelopm ent, if this is interpreted  as a process 
taking place in a d irection that is undesirable from  
the standpoint of the w elfare o f the m ajority.

T h e  author m aintains that this thesis can be 
abundantly corroborated, and in the present article 
he deals w ith the estab lishm ent and m odification of 
certain theories o f special im portance in econom ics 
and agronom ics.
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M éxico, a n d  fo rm erly  C o n su ltan t to th e  U n ite d  N a tio n s  
D ev e lo p m en t P ro g ra m m e ,
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The epistemological thesis

This essay is based on the theory of scientific 
dynamics expounded by Kuhn (1962) and later 
formalized by Sneed (1971) and Stegmüller 
(1973, 1974, 1975). For several reasons, and 
particularly because the world theory has so 
many acceptations, Kuhn prefers to speak of 
development and change in "paradigms". The 
reference is to what Schumpeter (1954, p. 41) 
calls the preanalytic vision that of necessity 
precedes theoretical work. As this "vision” is at 
once the focal point of theoretical work and the 
guiding principle of research undertaken in the 
framework of a theory, I shall continue to use the 
term "theory” instead of "paradigm”; according 
to this conception, what is often called "theory” 
is equivalent to interpretations or hypotheses 
within the framework of a theory.

1. T h e  p rog ress  o f  a th eory

A theory, in this sense, is a structure which 
allows of manifold interpretations, and requires 
one to relate it to concrete reality. In its general 
form it says nothing in concrete terms and, 
accordingly, can be neither corroborated nor 
refuted by experiment. In the structure of a 
theory, however, there is no room for 
interpretations of other structures. The first 
successful interpretations of a theory often 
account for phenomena that had previously met 
with no satisfactory explanation. These  
parad igm atic in terp re ta tio n s encourage  
research ers to look for fu rth er valid  
interpretations of reality within the framework 
of the theory in question.

By virtue of this effort, theory develops and 
becomes a potent instrument of explanation. In 
their endeavours to deal with new phenomena, 
researchers gradually discover the limitations of 
this frame of reference. When these become 
increasingly numerous and occur in relation to 
important problems, a few researchers to begin 
with, and afterwards the majority, abandon the 
dominant theory and look for another that can 
offer a better explanation of phenomena which

I
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have not been satisfactorily interpreted by that 
dominant theory and which are of importance 
for a society, a social class or a scientific 
community.

Given that this, in synthesis, were the 
evolution of science, it would be impossible to 
demonstrate that in the course of scientific 
progress one good theory is replaced by another 
even better, and that we are gradually 
approaching the "truth”; there is no atheoretical 
criterion whereby the degrees of truth in 
different theories can be impartially compared.

2, T h e  tra n s fer  o f  a th eo ry  to a d iffe ren t  
h istor ica l an d  soc ia l con text

If the change from one theory to another is not 
an ahistorical and universal process, but 
something directly related with the historical 
and social situation of a group of researchers, the 
effect of exporting theories from one historical 
and social context to another of a different 
nature must give food for serious thought. Kuhn 
stresses that research work isolates the scientist 
f r o m  h is  s o c ia l  e n v i r o n m e n t :  h is
disappointment in a theory is occasioned when it 
does not — in spite of his efforts—  provide 
satisfacto ry  exp lan atio n s for im p o rtan t  
problems in his own field of work. A case in 
point is afforded by Newton’s attempt to find an 
interpretation in Newtonian theory for the 
phenomena of light. If a theory is exported to a 
different historical and social environment, 
some researchers in that environment will 
probably try to apply the theory to phenomena 
which in its original context were non-existent 
or of no importance. If, after years of work, the 
new theory does not meet the hopes pinned on 
it, researchers in the new environment may be 
disillusioned and begin to look for another 
theory to grapple with their old problem.

As historico-social conditions influence 
changes of theory, the export of theories to cope 
with other conditions constitutes a source of 
frustration for the scientist. A similar case occurs 
when conditions in a society change so radically 
that a theory up till then quite fruitful no longer 
provides valid interpretations.

In this limited sense, historico-social 
conditions influence the abandonment of a 
theory. Social influence in respect of what theory

ought to take the place of the one discarded is 
much more direct. Normally, several options 
present them selves, each one with its 
paradigmatic interpretations exemplifying how 
that particular theory suggests that problems be 
resolved. For instance, after the decline of 
classical economic theory, the historical school 
vied, fairly successfully at first, with the incipient 
neoclassical theory. As these two represented 
radically different approaches to economic 
phenomena, there was no possibility of making a 
logical comparison of one theory with the other 
to decide which was the more promising. 
Apparently neoclassical theory gained the day 
over the historical school because it was more 
academic and less concerned with the social 
question.

A theory like that of Clark (1981, p. 313) 
which holds that "what a social class gets is, 
under natural law, what it contributes to the 
general output of industry" will be more kindly 
received by the power structures, in times of 
labour unrest, than the classical theory which 
takes into account the class struggle; according to 
Ricardo, for example, in marginal land, that is, 
when rent is not paid, profits are the leavings of 
wages. When the dominant theory was this, 
which of course incited labour conflicts, it was 
not as yet the working class but the landowners 
that put the development of British industry at 
risk. Once the landowners had joined forces with 
industry and the threat to international 
competition and the profitability of British 
industry stemmed mainly from the demands of 
the working class, an atmosphere favourable to a 
change of theory was created.

I should like to make it clear that such a 
decision in favour of one theory or another, 
because of this or that historical condition, is not 
an explicit option. Social and class conditions 
determine the priorities of researchers as 
regards their field of work and only in relation to 
that field could one theory seem more 
interesting than another.

The dynamics of science, rather than 
rep resen tin g  an ev erlastin g  process of 
approximation to a final state — "truth"— , 
much more closely resembles a Darwinian 
process of evolution, in which a new theory 
proves to have an explanatory capacity better 
adapted to a specific natural or social ecosystem.
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II

The sociological thesis

Normally it is not society in general, or a 
representative sample of it, but well-defined 
social groups that engage in the pursuit of 
science. That is why the determination of the 
problems that will be tackled by researchers and 
the methods that they will use are subordinated 
to the interest and social situation of this group, 
not to the general interest. The medieval monks 
satisfactorily resolved their own problems of 
horticulture and of fermentation of milk, wheat 
and grapes to make cheeses, beer and 
champagne. To the solution of the problem of 
the peasants who worked with the Egyptian 
plough, so unsuited to the heavy soils north of 
the Alps, they contributed nothing; the peasants 
solved it by inventing the mouldboard, and for 
want of the support of systematic knowledge, 
they did so very slowly.

1. C lassical econ om ic  th eo ry

Classical economic theory was concerned with 
the wealth and the development of nations; 
those who put forward this theory constitute a 
representative sample of all urban classes 
(O’Brien, 1975, p. 8) — excluding, of course, the 
workers. As each of their interpretations related 
to a different period of history or a different 
nation, the social class which this theory 
identifies as the enemy of future development 
varies according to the interpretation.

An ahistorical comparison of the assertions 
of the physiocrats, of Adam Smith, of Ricardo 
and of Marx would show how contradictory are 
their declarations with respect to the coincidence 
between the interest of one social class and the 
social interest; unfortunately an ahistorical 
position is the rule among scientists, not the 
exception. For the physiocrats the bourgeoisie 
was a "sterile class" and its work unproductive 
because it manufactured and marketed mainly 
"non-basic products” (Sraffa, 1926) for the 
French nobility. Adam Smith (1937, pp. 248 to 
250), in contrast, identified the social interest of 
landowners with the general social interest,

since in his day what was needed was to break 
down the monopolies and privileges built up by 
traders and entrepreneurs during the period of 
mercantilism. Ricardo (1951, I, p. 77 and IV, 
p. 21), on the other hand, asserts that 
landowners grow rich at the expense of the other 
social classes because — with the ban on imports 
of cereals in force—  the high price of grain raises 
the nominal wages of workers and reduces the 
rate of profit and the competitive capacity of 
industrialists. Marx accurately describes the 
antagonism between capital and labour in a 
world where the rate of profit is low because of 
keen inter-capital competition, and where a 
worker aristocracy exists which has closer ties 
with the national capital that ensures it 
privileges than with the poorer workers within 
and outside its own country.

The different interpretations of classical 
theory have been capable of describing the most 
widely varying systems of exploitation of one 
class by another that have occurred in the 
development of capitalism. If the researchers 
who continue using classical theory as a working 
tool today have failed to offer a satisfactory 
in terp re ta tio n  of existin g  system s of 
exploitation, it is because of their tendency to 
take their stand on interpretations of classical 
theory which deal with other historical 
situations, instead of reinterpreting the old 
theoretical framework in innovative fashion 
with reference to the conditions in force.

2. N eoclassica l econ om ic  th eory

Neoclassical economic theory, in contrast, 
contributed nothing in its earliest decades to the 
discussion of economic policy (Stigler, 1972, 
pp. 571 to 578), and taught that all classes get 
what they deserve. That this theory has nothing 
to say on the major themes of the classical 
economists is not a matter of chance but the 
result of its own structure. Those who sponsored 
it were almost all university professors and the 
theory clearly reflects this social group’s
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aesthetic values, remote from political debate. 
Just as the political recommendations of the 
classical thinkers are ascientific positions for the 
neoclassicists, because they imply an impossible 
comparison of subjective benefits, so the 
impossibility of making recommendations of 
this type within the framework of neoclassical 
theory is for the economists of the classical 
school "very conducive to the euthanasia of our 
science” (Hicks, 1939, p. 697). Harrod (1938, 
p. 396) remarks in this connection: "If the 
incomparability of utility to different individuals 
is strictly pressed ... the economist as an adviser 
is com pletely stultified, and unless his 
speculations be regarded as of paramount 
aesthetic value, he had better be suppressed 
completely”.

3. A H erod ian iz ed  scien ce

W ith respect to the social classes that concerned 
themselves with science in Latin America — the 
future middle classes— J.B. Alberdi (1836, iv, 
p. 62) expresses the opinion that "the  
Argentinian gaucho, the owner of an hacienda, 
the businessman, are better fitted for practical 
politics than our students of Quinet and 
Michelet, masters whose knowledge embraces 
everything but South America”. On the 
relationship between this class and its own 
country Alberdi comments (1886, iii, p. 80): 
"Civilized Latin America could be defined by 
saying that it is Europe established in America”, 
and (1916, p. 134): "Every sizable South 
American city aspires t o b z a p e t i t  Paris". Even if 
the cultural and intellectual bond between this 
Latin American class and Europe and the United 
States were less strong in the countries north of 
the Southern Cone, it would seem, nevertheless, 
that in the rest of Latin America too the 
intellectual link with the centre was decisive 
enough. On the mood of scientists in the time of 
Porfirio Díaz, L. Zea says (1968, p. 317): "W hat 
is essentially Mexican is important, perhaps its 
realization would be desirable; but this would be 
a misguided course, and might imply its 
destruction. The predominant, the powerful 
influence is that of the Saxon spirit; Mexico, if it 
wants to survive, will have to adapt itself to that 
spirit, Saxonize itself, there is no other road 
open, and even if there were, the decision has

already been taken and the impulse given; now 
there is nothing to be done but follow the chosen 
path and await the outcome.”

The phenomena to which the quotations 
allude reflect a well-known process. The first 
description of it comes from Toynbee, when he 
refers to the Jewish groups in Herod’s Palestine, 
to whom, as to Herod himself, events in Rome 
were of more interest and better-known than 
those in their own country. W ith regard to the 
Herodianized classes in Latin America 
Vekemans writes: "As Herod lived physically in 
Jerusalem but mentally in Rome, so the Latin 
American upper classes live physically in Latin 
America, but mentally in Europe or the Unites 
States” (quoted in Steger, 1971, p. 30).

Now, if these are the classes that engage in 
the pursuit of science, it is not very likely that the 
importing of theories which could be less socially 
pertinent in the new environment will lead to 
frustration and in time to the repudiation of the 
theory. As these classes belong to the intellectual 
world of the countries whence the theory comes, 
and as the places where they study and carry out 
research seem to be cultural enclaves compared 
with the rest of the country, processes of 
adjustment of an unsuitable theory take place 
more slowly or not at all. It is to be hoped that 
these classes will choose, out of the supply 
afforded by the countries to which they look for 
intellectual guidance, the theory that is most 
appropriate to their country, but there is little 
likelihood that they will risk a rupture and a 
change of theory that involves making 
themselves independent of their spiritual 
homeland.

An evaluation of their intellectual and 
scientific contribution would necessarily lead to 
the same conclusion reached by Medina 
Echavarria (1955, p. 65) on what they bring to 
economics: "Considered as a whole, it is 
improbable that the Latin American middle 
class, with its current structure, will be able to 
react in the best possible way and to the extent 
required by the economic development targets."

4. T h e p rog ress  o f  H erod ian ized  scien ce

A reminder must be given of what was said 
above on scientific progress and on the 
comparative irrelevance of Herodianized science
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must be given a more precise shade of meaning. 
The dynamics of scientific development 
comprise two types of progress: normal 
scientific progress within the framework of a 
given theory and scientific progress via changes 
of theory. The sociological thesis on the Latin 
American scientists relates only to progress 
through changes of theory. It does not preclude 
the possibility that these scientists may so 
radically interpret a dominant and structurally 
unsuitable theory that at the pragmatic level it 
has more or less the same degree of social 
pertinents as another apparently more suitable, 
but as yet somewhat amorphous. A case in point 
is afforded by the interpretation that Prebisch 
and ECLAC placed on neoclassical theory (Dubiel,
1984).

But it was not the demonstration effect alone 
that encouraged inappropriate imports of 
theories. In the course of industrialization 
through import subtitution, the institutions of 
higher education in Latin America performed

the function of producing national technical 
experts who knew how to manufacture the 
products hitherto imported. That implied the 
importing of machine-tools and textbooks in 
order to form the necessary physical and human 
capital. This type of industrialization and the 
role of the universities in the process also 
account for its outward-directed slant.

Industrialization and the expansion of State 
and e n tre p re n e u ria l  b u reau cracy  w ere  
favourable to the middle classes. Without 
possessing either land or military or financial 
power, these classes were able to justify their 
participation in power through the value of their 
knowledge, which was continually rejuvenated 
with new imports. Imported knowledge long 
warranted the political importance of their own 
class and their high income levels in the eyes of 
other social classes. From the standpoint of their 
contribution to national development, however, 
the social value of this imported knowledge was 
often insignificant (Dubiel, 1981; 1982).

ill

The example of economic theory

In order to obtain an overall idea of a theory and 
of its predecessors, it is sometimes of little use to 
have recourse to the opinion of the adherents of 
that theory because "though many scientists talk 
easily and well about the particular individual 
hypotheses that underlie a concrete piece of 
current research, they are little better than 
laymen at characterizing the established bases of 
their field, its legitimate problems and methods” 
(Kuhn, 1971, p. 86). The ahistorical outlook 
observable in all developed scientific disciplines 
is attributable to the fact that "partly by selection 
and partly by distorsion, the scientists of earlier 
ages are implicitly presented as having worked 
upon the same set of fixed problems and in 
accordance with the same set of fixed canons that 
the most recent revolution in scientific theory 
and method has made seem scientific" (Kuhn, 
1971, p. 215).

1. C lassical th eory  is not 
p ro ton eocla ssica l

By way of these processes, the name neoclassical 
theory has now come to be applied to the theory 
born in 1870, which has nothing to do with the 
earlier classical theory. As the neoclassical 
economists found in volume IV of the W ealth  o f  
N ation s  (1776) a proposition compatible with 
their own theory, it was in vain that Adam Smith 
expounded in the Plan of the work and in the 
early volumes a line of thinking quite different 
from and incompatible with that of the 
neoclassical school. For them, the aphorism that 
individual in terest guaran tees econom ic  
progress as if it were guided by an invisible hand 
(Smith, 1937, p. 423), became the pith and 
marrow of their own theory (Blaug, 1964, p. 57).
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Very few economists are aware of the deep 
chasm between classical and neoclassical theory. 
Almost the only one who does not cherish an 
illusion that neoclassical theory is the 
complement or the consummation of classical 
theory is Schumpeter as a young man. In his 
vigorous defence of neoclassical theory he 
admits (1908, pp. 182 and 1983): "Statics and 
dynamics are completely different areas: not 
only do they deal with different problems, but 
they use different methods and materials. 
... W ith respect to development phenomena and 
the "m ajor problems” of economic progress we 
are completely at a loss.” Accordingly, in 1911 he 
published his T h eory  o f  E con om ic  D ev elop m en t  
in which he described the imbalances in that 
process. To explain the difference between this 
book and the equilibrium systems presented in 
his 1908 text, Schumpeter (1961, p. xi) asks: 
"But is it really untrue of life or artificial to keep 
separate the phenomena incidental to running a 
firm and the phenomena incidental to creating a 
new one?”

Robbins and Hicks too appreciated this 
difference. Robbins (1974, p. 35) noted that 
neoclassical theory gave rise to a tendency on the 
part of economists to concentrate their attention 
on the distribution of the means of production 
rather than on development. Hicks (1975, 
p. 325) compares Schumpeter’s observations 
(1954) on, the classical economists with his 
comments on Jevons, Walras and Menger, and 
with reference to the former says: "W hy does he 
write them down? Because they belong to the 
other party!”

W ithout embarking on discussion of the 
neoclassical tergiversations of classical theory, 
which present the classical economists as if they 
were protoneoclassical, suffice it to recall a few 
of the many elements that distinguish the two 
parties. "C apital” in the classical sense 
com p rises the heterogen ou s inputs of 
production including variable capital: wages; 
"neoclassical capital” excludes wages and 
assum es th at physical in stallatio n s are  
malleable, i.e., for the neoclassical theorists 
capital is a hemogeneous mass, something that 
can be remodelled like plasticine. "Interest”, 
"rent" and "wages” constitute for the classical 
school the income of the three most important 
social classes of their day, while for the

n eo cla ssica l e co n o m ists  they are  the  
remunerations of the universal factors of 
production: capital, land and labour. According 
to classical theory, market competition forces 
prices down as technology makes progress, an 
element incompatible with neoclassical theory; 
for the neoclassical school, competition ensures 
that the factors of production receive their 
"marginal product”, an element imcompatible 
with classical theory. The classical theorists 
determine distribution among the social classes 
before fixing the prices of goods, since these 
latter vary with distribution; neoclassical 
economists do the opposite, determining 
distribution as the result of supply and demand 
in respect of "factors of production", while 
demand is the result of demand for goods and of 
their prices. These examples may suffice to show 
that the classical and neoclassical theorists, 
although they may use the same words, are 
referring to different theoretical concepts.

2. T h e  structure o f  classical th eory

If economic theory began as a science with the 
classical school, the reason is that only from that 
time onwards did its explanations cease to be 
disconnected. This system ic approach is 
attributable to Madame Pompadour’s physician, 
François Quesnay, who became famous when, 
using a hydraulic model, he refuted the thesis 
that bleeding had to be applied at the point 
farthest from the inflammation. In later years he 
applied this concept of circling flows to the 
movements of goods and money in order to 
analyse the French economy and the obstacles in 
the way of its development.

The first principle laid down in this model is 
that what has been consumed in the course of a 
production cycle must be replaced at the end of it. 
The second is that only if a surplus over the 
quantity of goods consumed in the production 
process is ensured can there be economic 
development. Thus the subsequent analysis 
focuses upon the factors that exert a positive or 
negative influence on this surplus: technological 
progress stimulated by the large and increasing 
size of the market; productive or unproductive 
consumption as the way in which the surplus is 
used; distribution of the social product among 
the different classes, as a determinant of the
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percentage of unproductive work. Price-fixing 
— the major concern of the neoclassical 
theorists—  is a secondary question for the 
classical economists compared with aspects 
relating to economic development.

The general model of classical theory has 
met with several interpretations. The first is the 
tableau  écon om iq u e  of Quesnay and the 
physiocrats; the second the corn-corn model that 
Ricardo expounded in a lost text and thatSraffa 
was able to reconstruct. The third is the 
interpretation which Ricardo uses in his 
P r in c ip le s  (1 8 1 7 ) , and which is more 
appropriate for an economy that is based on the 
hiring of labour. But in the first sentence of the 
W ealth  o f  N ation s  too — "The annual labour of 
every nation is the fund which originally 
supplies it with all the necessaries and 
conveniences of life which it annually 
consumes"—  Adam Smith refers to the 
recirculating fund of the classical model and not 
as the neoclassical economists take it, to factors 
of production. The most recent interpretation of 
classical theory is the input-output analysis of 
Leontief, who introduces his study with the 
words (1966, p. 9): "The statistical study 
presented in the following pages may be defined 
as an attempt to construct... a tableau  
écon om iq u e  of the United States for 1919 apd 
1929.” Leontief himself calls attention to certain 
differences between his input-output matrix and 
his studies in the tradition of neoclassical theory, 
but not to the deep-seated antagonism between 
the two that Schwartz points out (1 9 6 1 ,pp. 196- 
197). Apart from the direct relation with 
Quesnay’s work, the intellectual sources drawn 
on by Leontief — a Russian student in the 
1920s—  must be sought in the "material 
balances” of Soviet planning and in the 
re p ro d u c tio n  sch em es of M a rx , both  
descendants of the tab leau  éco n o m iq u e .

3 . T h e  classical structure an d  
th e  p ro b lem s  o f  u n d erd ev e lop m en t

As interpretations have been found for classical 
theory whereby to analyse the development 
process in different countries and at different 
times — the theory guided England’s economic 
policy for decades— , likewise for the problems

of the underdeveloped countries today it will 
presumably be able to offer interpretations of 
great explanatory power.

Thus it was that W. Arthur Lewis (1954) 
said: "This essay is written in the classical 
tradition, making the classical assumptions, and 
asking the classical questions. ... The student of 
such (underdeveloped) economies has therefore 
to work right back to the classical economists 
before he finds an analytical framework into 
which he can relevantly fit his problems.” 
W . Arthur Lewis, a professor at Manchester 
who came from Jamaica, belongs intellectually to 
a group of English economists concerned for the 
lot of the former colonies, who, followers as they 
were of A. Marshall, felt themselves more 
strongly committed to the classical school 
(Dubiel, 1984, pp. 79 to 96).

In Latin America Raúl Prebisch developed a 
model similar to that of Lewis but with much 
wider repercussions, since he was at the head 
first of ECLAC and then of U N C T A D . In contrast 
with Lewis, Prebisch says practically nothing in 
favour of classical or against neoclassical theory. 
H e seems convinced that the classical 
econ om ists are really p roton eoclassical 
(Prebisch 1979, pp. 171 to 172) as they are 
presented in neoclassical interpretations. 
Nevertheless, an analysis of the elements that 
Prebisch uses in his explanations of the cause of 
Latin American underdevelopment reveals that 
he handles the same concepts and the same 
themes as classical theory. This was achieved 
— partly perhaps in unawareness of the relation 
with classical theory—  by means of ad  h oc  
hypotheses and ancillary assumptions. The 
result was sufficiently different from the 
standard interpretations of neoclassical theory 
for many United States economists (Viner, 
Haberler, Bronfenbrenner, Powelson, Flanders, 
etc.) to consider that "C E P A L ’s theoretical 
writings were not up to the professional 
standards of academic economists” (Pollock 
1978, p. 78; see Prebisch 1963, p. xi).

Prebisch’s is a macroeconomic theory like 
that of the classical school, and antithetical to 
neoclassical theory of which the core is 
microeconomic. Like the classical economists, 
Prebisch refers to a development problem  
clearly defined by historical circumstances, and 
does not present a universal and timeless theory
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like the neoclassical economists. For Prebisch, as 
for the classical school, capital is something 
heterogeneous; the disastrous implications of 
this assumption for neoclassical theory are 
familiar enough. On the basis of his postulate 
that different generations of technology exist 
side by side, Prebisch constructs a concept of 
"surplus" which serves the same purpose as the 
concept of "profit” in classical theory. Like the 
classical economists, Prebisch is concerned about 
the effects of non-productive consumption on 
development. His discussion of the terms of 
trade, the subject which economists in the 
in d u s tr ia l iz e d  c o u n tr ie s  fou n d  m o st  
exasperating, can only be understood in the 
fra m e w o rk  of c la ss ica l th e o ry  w hich  
distinguishes between the increasing yields of 
manufacturing industry (the dominant sector in 
the central countries) and the diminishing yields 
of raw materials production (the dominant 
sector in the peripheral countries). Until "C E P A L  

doctrine h a d ... achieved quite widespread 
academic respectability in the United States”, 
som e lively criticism  continued, "mainly 
centering around C E P A L ’s earlier terms-of-trade 
presentation” (Pollock, 1978, p. 78).

4, P re bis ch's th esis

Economic competition, which according to 
neoclassical theory ensures that each "factor of 
production" receives fair payment, i.e., its 
"marginal product”, according to classical theory 
is necessary in order that the prices of 
reproducible goods may vary with production 
costs. In the processing sector, production costs 
fall more quickly than in the primary sectors 
because of the greater possibility of division of 
labour and technification (Adam Smith, 1937, 
p. 6). In industry, therefore, an increase in 
market size is conducive to reorganization of 
production, whereas in agriculture and in 
mining costs do not decrease or may even 
increase because of the need to make use of 
marginal land and mineral deposits in order to 
step up output.

In this process, the beneficiaries of the 
technological progress deriving from an increase 
in market size are the national and international 
consumers of a now cheaper product. The

deterioration of the terms of trade for industrial 
products is necessary to compensate consumers 
in n on -in d u strialized  countries for the 
advantage enjoyed by industry in respect of the 
technological progress induced by a larger 
market. In practice, the world market operated 
in accordance with classical theory until 1815 
and to a lesser degree up to 1882 (Imlah, 1950, 
p. 183). As from that date a reversal of the 
process began. Technological progress in 
agriculture resulted in low prices for domestic 
and international consumers, while the fruits of 
technological progress in industry were 
distributed mainly among domestic producers: 
one part increased the profits of firms and their 
technological research and development 
capacity, while another part made it possible to 
improve the workers’ daily wages. Despite the 
fact that these wage increases are costs for an 
enterprise, from an economic standpoint they 
would have to be entered on the books as profit 
or rent on behalf of workers, because they 
originate in the greater facility with which 
industrial workers — as compared with 
agricultural labourers, peasantry and other 
sectors—  can form an effective trade union and 
exert pressure (Adam Smith, 1937, p. 126). It 
should be pointed out that the deterioration of 
the terms of trade has been a decisive factor 
not only in international relations, but also in 
national social relations (for England, see 
A. Smith, 1937, p. 126; for the United States, 
see K rieg, 1984, pp. 61 and 64 ; for Maoist 
China, see Aubert, 1981, p. 100).

In this discussion on a misunderstood thesis 
of Prebisch, many "refutations” assume that 
statistics can explain or refute something 
without being interpreted by a theory. This 
empiricism is a feature common to several social 
sciences in the United States, where recourse is 
had to the computer, but not so much to theory. 
For this reason, the statistical data presented to 
refute Prebisch — "there is no evidence of a 
systematic deterioration of the terms of trade for 
raw m aterials”—  in reality corroborated  
Prebisch’s thesis, namely, the infringement of 
world market rules to the benefit of the 
industrialized countries, inasmuch as the terms 
of trade had not varied as they should have done 
if all the participants in the system had enjoyed 
the same opportunities.
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5. T h e  con flict b etw een  rep resen ta tiv es  
o f  d iffe r en t  th eo r ies

This controversy between Prebisch and the 
neoclassical econom ists may usefully be 
considered in the general framework of the 
discussions among scientists holding different 
theories. The reasons why these discussions tend 
to be conflictive have been set forth by Kuhn 
(1971). However, not only in debates between 
physicists of the Aristotelian, Newtonian or 
Quantum Theory schools, but also in discussions 
among m ercantilists, classical econom ists, 
neoclassical economists or institutionalists, the 
arguments show a tendency to go round in 
circles; each party seeks to demonstrate that its 
theory satisfies the scientific norms which that 
theory itself prescribes and which another 
violates. The neoclassical economists can hardly 
grasp an argument of Prebisch which assumes 
the existence of increasing yields, when their 
own theory is incompatible with this 
assumption (Sraffa, 1926; Kicks, 1957, pp. 83 to 
85). _

Since Prebisch’s positions can only be 
understood in the framework of classical theory, 
it is not surprising that this anti-Prebisch 
controversy shows a close correlation between 
ignorance of the content of classical theory and a 
militancy of attack which sometimes actually 
violates academic rules (see Bronfenbrenner, 
1976). In this sense, the polemic in question is 
another illustration of Stigler’s ideas (1969, 
p. 222) on the lessons to be learned from some of 
the early controversies on economic theory: 
"The inevitable lesson is that after studying 
previous controversies one cannot become so 
engaged in the current controversies. ... The 
more subtle lesson is that it does not pay to learn 
the first lesson: the temperate, restrained, 
utterly fair-minded treatment of one’s own 
theories does a disservice to these theories as 
well as to one’s professional status and salary.”

The chief opponents of Prebisch were 
Haberler, Viner and Bronfenbrenner. Haberler 
(1957, pp. 335 and 336; 1964, p. 126) is so far 
from understanding what he criticizes that he 
contrasts Prebisch’s thesis with the thesis of the 
classical economists. Viner (1953, p. 44) writes: 
"All that I find in Prebisch’s study ... is dogmatic 
identification of agriculture with poverty." For

Viner (1953, p. 12) classical theory has a static 
character, when even one reading of Samuelson 
could have show n him  the con trary . 
Bronfenbrenner (1976, p. 825) reports on 
"U N C T A D ’s progress from international joke to 
international menace. ... It was all more 
important, and quicker by a generation, than the 
Mafia’s expansion from the Two Sicilies to New 
York and Chicago!’’; the resolutions adopted by 
U N C T A D  I and II were largely the result of 
Prebisch’s personal action (N ye, 1972). 
Furthermore, Bronfenbrenner (1971, p. 142) 
imputes to Adam Smith a position of laissez- 
fa ir e  and harmony among social classes, as if he 
had never read anything in the W ealth  o f  
N ation s  on the antagonism between those who 
produce raw materials in the countryside and 
those who produce manufactures in the town 
(Smith, 1937, pp. 124 to 127), or the conflict, 
according to Smith (1937, p. 248), between 
society and traders.

This list of correlations between militancy 
and ignorance could be made longer, but it is 
more important to stress that these are not 
isolated deficiencies on the part of certain 
scientists. The experience of Prebisch is the 
same as that of Keynes with the Harvard 
economists. Keynes wrote in 1938: "It may be 
worth while to defend what one has said, if one 
still sticks to it. But a controversy arising from 
somebody attributing to one what one has not 
said and does not hold can scarcely be fruitful. A 
number of articles have been published in 
Harvard ... which do not seem to run counter to 
anything I have said, but, on the contrary, 
exemplify it. Y et the authors seem to suppose 
that they are controverting something I have 
said, imagining, apparently, that what I thought 
were quite straightforward statements mean 
something different from their face value!... At 
any rate, I beg for an occasional re-reading of 
what I did say!” (quoted by Gilboy, 1939, p. 634).

These experiences, and others even worse 
which fall outside the academic frame of 
reference, have, nevertheless, a long history in 
economic theory. From Adam Smith’s time to 
the present day mercantilist theories — this 
derogatory epithet was invented by Adam 
Smith—  have been and still are being refuted 
that no prominent mercantilist has ever upheld 
(Ingram, 1888, p. 37; Cannan, 1903, p. 3). With
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import control and export promotion measures 
the mercantilists endeavour to create an increase 
in profits which by means of multipliers and 
accelerators would promote national industrial 
development; the industrialized countries were 
able to exploit these promotion measures in the 
last century thanks to the evolution of the terms 
of trade in their favour, without having to resort 
to government measures. A dispassionate 
appraisal of these policies could have pointed out 
that Adam Smith’s argument (1937, p. 415) to 
the effect that the external market makes it 
possible to lower production costs when the 
domestic market is small constitutes a perfect 
justification of mercantilist policies, as in fact 
was noted by J.S. Mill (1909, p. 579). Most 
economists, in contrast, preferred to admit no 
modifications in the defence of "economic 
rationality” and, in the case of some participants 
in this controversy, of the bases for a free society; 
in the heat of these debates the omission of 
quotations and acknowledgments of sources is 
forgivable.

Within this tradition Haberler (1957, 
p. 335) refutes the hypothesis of the secular 
deterioration of the terms of trade. As 
"Prebisch’s thesis” to this effect is "well-known” 
(Haberler, 1957, p. 331), Haberler and others 
see no need to indicate where Prebisch 
maintained it. Others criticized Prebisch’s use of 
such-and-such an index instead of another, when 
Prebisch used none at all because what he had 
done was to republish some League-of-Nations 
statistics published by the United Nations in 
1949. Apart from this, Powelson (1977, p. 19) 
asserts that "the terminal years for the Prebisch 
study (!) were during the world depression", 
when the statistical series quoted by Prebisch 
ends in 1946-1947. A member of the O EC D  

expert committee for the evaluation of methods 
of determining the aid requirements of the 
underdeveloped countries criticizes "the bases of 
the calculation presented by Prebisch with 
respect to the increasing balance-of-payments 
deficit of the underdeveloped countries” (Duerr, 
1977, p. 207), without stating where Prebisch 
presented the said calculation; whereas Prebisch 
(1962, p. 17) affirms that these financial needs 
of the underdeveloped countries could not be 
even approximately quantified. The writers 
referred to could be confident that their

periodicals would publish their "refutations" but 
never Prebisch’s "pamphlets” (Haberler, 1964, 
p. 136). Given such a state of affairs, it seems 
normal that James Conant should have had to 
threaten to resign from his post as President of 
Harvard before the Board of Governors of that 
University would approve the appointment to a 
professional chair of so eminent, albeit non- 
traditional, an economist as Galbraith; Haberler 
submitted a protest in writing against his 
admission (Kemton, 1981, p. 24).

Most of these neoclassical authors were well 
aware that their "refutations” of the "Prebisch 
thesis” had been warmly welcomed by the 
politicians of their countries (Haberler, 1957, 
p. 325; Powelson, 1977, p. 17). The most 
outstanding essay of this kind was undoubtedly 
that of Bronfenbrenner (1976) who ended his 
comments on Prebisch and U N C T A D  with the 
remark: "Such is the conspiracy (or lunacy, if you 
will) to be resisted. One can of course hope it will 
collapse on its own; this seems unlikely in the 
immediate future.”

6. C hanges in econ om ic  th eory  
in th e  cen tre

The first attacks against classical theory were 
launched by Bailey and Cotteril in the 1820s; as 
neoclassical theory maintained 50 years later, 
they argued that value is not an objective entity, 
but is determined by the subjective judgement of 
each consumer. Their thesis that capital is as 
productive as labour suited a bourgeoisie which 
felt itself menaced by the socialists: the 
Ricardians first, and later the followers of Marx. 
With J.S. Mill classical theory gave ground 
before this pressure and lost the logical 
coheren ce which it had in R ica rd o ’s 
interpretation. But only when at the end of the 
nineteenth century the English bourgeoisie 
considered the country definitely developed was 
it prepared to discard a theory which focused on 
development problems. Cairnes remarked in 
1870: "I seem to observe in the literature and 
social discussion of the day, signs of belief that 
political economy has ceased to be a fruitful 
speculation;... It is not denied that the science has 
done some good; only it is thought that its task is 
pretty well fulfilled” (Ingram, 1978, p. 6). It was
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not until this conviction that development had 
been achieved struck root in the politically most 
important segment of the population that 
neoclassical theory proved more attractive, 
because it asserted that all participants in the 
economic process were in the best possible 
situation when the development process took 
place in competitive conditions.

Hobsbawm (1969, p. 220) characterizes this 
intellectual volte-face in relation to the situation 
in the preceding decade when he says that 
"establishing an industrial economy is not the 
same thing as operating one already in 
existence” (with these words Schumpeter (1961, 
p. xi) distinguishes the content of his 
neoclassical book of 1870 from his 1911 text). 
On the Zeitgeist (spirit of the age) Hobsbawm 
(1969, p. 126) remarks: "The British middle- 
class citizen who surveyed the scene in the early 
1870s might well have thought that all was for 
the best in the best of all possible worlds. 
Nothing very serious was likely to go wrong 
with the British economy.” Keynes (1971, II, 
pp. 5 to 7) agrees: "In this economic El Dorado, 
in this economic Utopia, as the earlier 
economists would have deemed it, most of us 
were brought up. ... But most important of all, he 
(the Londoner) regarded this state of affairs as 
normal, certain, and permanent, except in the 
direction of further improvement, and any 
deviation from it as aberrant, scandalous, and 
avoidable.” In such a situation to preserve a 
theoretical system which aimed at shedding light 
on how to emerge from underdevelopment 
would have been absurd and futile. Classical gave 
way to neoclassical theory.

As the structure of classical theory focuses 
attention on the dynamics of development and 
its simplest interpretation is Ricardo’s corn-corn 
model, so the structure of neoclassical theory 
highlights the hom ostatic problems of 
equilibrium and its simplest interpretation is an 
auction sale. In it all the merchandise to be 
auctioned and all the purchasers are brought 
together. Every purchaser has a fixed sum of 
money and specific preferences. The problem is 
how to distribute the goods assembled in such a 
way that no other distribution pattern could be 
of greater benefit to all those present as a whole. 
This shift of the question from "how to produce 
more in each cycle” to "how to distribute what is

already produced in the best possible way” 
reflects the evolution of a developing society to 
one which feels itself to be developed.

7. C hanges in e con om ic  th eo ry  
in th e  p er ip h ery

Both in classical and neoclassical theory a 
relation can be established between the structure 
of the theory and the society that adopts it. This 
relation is not obvious in underdeveloped 
countries. Confronted with developm ent 
problems, it should be classical theory that is of 
interest to them, but since intellectual and 
academic ties with the industrialized centres 
largely determ ine the researcher’s social 
prestige, he sacrifices the country’s development 
on the altar of his own advancement. These 
decisions on theories are seldom consciously 
taken.

Goodwin (1972, p. 561) maintains that 
"Marginal utility theory ... is a luxury good which 
will be produced only at an advanced stage of 
economic development. So long as the marginal 
utilities of all goods are very high,... as they must 
be on the frontier or in underdeveloped 
countries, it is unreasonable to expect 
economists to spend their time analysing the 
phenomena of declining utility”. In this sense, 
the importing of neoclasssical theory is yet 
another instance of the importing of luxury 
goods for the well-to-do classes, detrimentally to 
the interests of the majority.

If in view of the low marginal utility of 
n e o cla ssica l th e o ry  in co n d itio n s  of 
underdevelopment not only Prebisch but also 
Allyn Young, Arthur Lewis and Nurske resorted 
to classical theory as the frame of reference for 
discussing development problems, it might well 
be assumed that Latin American economists had 
availed themselves of this recourse. It is not by 
chance that Prebisch shares Adam Smith’s 
definition (1937, p. 397) of the task of political 
economy as being "To provide a plentiful 
revenue or subsistence for the people, or more 
properly to enable them to provide such a 
revenue or subsistence for themselves and ... to 
supply the State or commonwealth with a 
revenue sufficient for the public service”. But to 
take a favourable reception for granted would be
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to overlook the intellectual orientation of most 
social scientists in Latin America. Instead of 
being appreciated and outdone, Prebisch was 
attacked not only by economists in the 
industrialized countries, but also by those of 
Latin America, both on the right and on the left; 
it is ironical that it should have been a sociologist 
(Cardoso, 1977) and not an economist who best 
grasped Prebisch’s theoretical originality. The 
right wing preferred neoclassical theory, 
dominant in the industrialized countries and 
incapable of dealing with developm ent 
problems (Schumpeter, 1908, pp. 182 and 183). 
The left, as from the 1960s, chose to explain the 
underdevelopment of two-thirds of the world by 
means of the labour theory of value in the 
M arxist sense, which focuses upon the 
exploitation of one social class by another and 
which, in that context, encompasses the 
possibility of exploitation of countries of one 
type (of the capitalists and workers of these 
nations) by those of another. If the spirit of Marx 
were respected rather than his texts, this last 
aspect might appear more important. Marxist 
theory, however, even in its commonest form, 
almost always confined to a few concepts from 
the first volume of C apita l, is an interpretation 
of classical theory and therefore is structurally 
more capable of explaining phenomena in

underdeveloped countries than is neoclassical 
theory.

The argument put forward in the present 
chapter has been that the developed countries of 
today generated and changed economic theory in 
face of the modification of their problems. 
Economists in the underdeveloped countries of 
today swung from one theory to another when 
the economists of the developed countries did so. 
These changes of theory in relation to the 
problems of one type of country, and irrespective 
of the country’s own situation in a different type, 
are doubtless explained by the differences in 
economic and scientific development between 
one group and the other. The behaviour of 
economists in the underdeveloped countries is 
explicable because they live intellectually outside 
their own country. To this has contributed their 
theory of modernization — taking as a model 
country the country that is most advanced, 
whether capitalist or socialist—  which has 
imbued them with the idea that conditions in 
developing countries can only be transient, and 
has invited them to follow the path signposted 
by that model. For want of a model, in contrast, 
the more advanced countries had to map out 
their own courses, in relation to their own 
problems and historical conditions, in order to 
continue making progress in science.

IV 

The example of agronomics

It was explained above that scientific progress 
is related to the changing needs of the 
countries of origin of new theories, because 
inevitably the interest or indifference of 
s c i e n t i s t s  r e f l e c t s  — a l m o s t  a lw a y s  
unconsciously—  the constellation of problems of 
their area of work and of their country. 
According to Weizsacker (1974, pp. 10 to 18), 
"the biotope of a scientific idea is made up of the 
ideas that exist alongside it. The survival of a 
species reveals, so to speak, the existence of an 
ecological niche. The survival of a paradigm

reveals a structure of reality”. As in other 
processes of Darwinian evolution, scientific 
progress, rather than a series of cumulative steps 
towards "truth”, is a process of changes in no 
teleological order, a series of revolutions which 
break with the older theory instead of surpassing 
it in the Hegelian sense.

The foregoing chapter shows this dynamics 
at work in economic theory. The same holds 
good for agronomics. Although agronomists feel 
themselves more nearly related to the natural 
sciences, the methodology of their science more
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closely resembles that of the social sciences, since 
in both cases the phenomena depend upon 
countless interacting factors, and theories and 
experiments that focus upon only isolated 
factors are of very little explanatory value. 
Keynes (1971, X , p. 186) stresses this point 
when he relates and comments on the 
observations of Max Planck with respect to these 
methodological differences: "Professor Planck 
of Berlin, the famous originator of Quantum 
Theory, once remarked to me that in early life he 
had thought of studying economics, but had 
found it too difficult. Professor Planck could 
easily master the whole corpus of mathematical 
economics in a few days ... but the amalgam of 
logic and intuition, and the wide knowledge of 
facts, most of which are not precise, which is 
required for economic interpretation in its 
highest form, is, quite truly, overwhelmingly 
difficult for those whose gift mainly consists in 
the power to imagine and pursue to their 
furthermost points the implications and prior 
conditions of comparatively simple facts...’’. The 
tendency to mathematicize economics and the 
re d u ctio n is t a p p ro a ch  in a g ro n o m ics , 
irrespective of the problem that has to be 
resolved, are a major source of both the progress 
and the social unproductiveness of the two 
sciences.

1. E volu tion  o f  ag ron om ics

The evolution of agronomics is similar in many 
respects to that of economic theory. U p to the 
mid-nineteenth century the guiding principle of 
agronomic research was the theory of humus or 
vegetable mould: the earth was regarded as the 
stomach of plants; the biological life in the soil 
converted organic material into food for the 
crops and the formation of vegetable mould kept 
these nutrients at the disposal of the plants by 
preventing leaching. Agricultural technology 
fostered these natural processes, inasmuch as it 
consisted in preserving and increasing the 
vegetable mould in the soil.

The theory of humus, linked with the names 
of D om basle, H asen fra tz , de Saussure, 
Sennebier and Thaer, was discarded when first 
Sprengel and later Justus von Liebig maintained 
that the minerals to be found in ash — with the

methods of analysis of the time—  and those that 
escape in the form of gases are all that plants 
need. Experiments which showed that plants 
apparently grow well in mineral solutions, 
devoid of organic matter, corroborated the new 
minerals theory. A change of theory is generally 
characterized by a change of slogan: instead of 
"feed the soil with organic m atter”, "feed the 
plants with salts”.

The knowledge of chemistry developed in 
the eighteenth century led to the installation of 
the chemical industry, especially in Germany. 
Von Liebig placed this knowledge and this 
productive capacity at the service of agriculture; 
his new theory of agronomics was a response to a 
new situation in the industrialized countries and, 
without this new situation, it could hardly have 
been a success. The findings of research under 
the old thoery on the effects of organic matter 
and the formation of the topsoil were forgotten, 
and their place was taken by research on levels of 
application of mineral fertilizers. The new 
theory had so resounding a success that few 
agronomists know that Justus von Liebig, the 
"father of modern agronomics”, was also its first 
critic, since he had observed that the new way of 
feeding plants detracted from their vitality and 
increased the incidence of pests (von Liebig, 
1979, pp. 95 to 98). His contemporary disciples 
still think that this disadvantage of feeding 
plants with chemical substances can be 
counteracted by greater use of chemical products 
in the form of pesticides.

Although thè theoretical and ideological 
bases of modern agriculture date from the last 
century, only since its mass application as from  
the end of the 1930s in the United States and ten 
years later in Europe has it been possible to 
determine the potential viability of this 
agriculture over the long term. In Europe, where 
in order to compensate for a per capita land 
endowment equivalent to barely half that of the 
United States it is customary to apply twice as 
much energy in the form of inputs per hectare 
(iG lobal 2000 , pp. 261 to 280), there are 
increasing numbers who doubt whether this 
type of agriculture will be viable for another 20  
to 50 years. Just as a "return to the classical 
school” is observable among economists, 
opinion is swerving back to many of the 
technologies of the former organic agriculture.
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2. T h e  d raw backs o f  im p o r ted  
agricu ltural tech n o log ies

An attempt will next be made to show the 
drawbacks of the minerals theory as well as of 
the humus theory, in underdeveloped countries, 
since both theories, different though they are, 
reflect the social and ecological conditions of 
their countries of origin. The argument will 
begin with a criticism of the economic 
repercussions of modern agriculture and will go 
on to its ecological sequels. This second part of 
the argument is incomplete, since it singles out 
only the difference between temperate zones 
and the humid tropics, whereas the majority of 
the underdeveloped countries are located in the 
tropics, but not exactly in the humid tropical 
zone. The discussion is confined to this sector for 
methodological reasons, inasmuch as it is easier 
to emphasize the special relation of modern 
agriculture with the temperate zones by 
contrasting it with the perform ance of 
vegetation in the humid tropics. The dry or 
semi-dry tropics, at least as regards soils, are not 
so very different rrom the temperate zones, and 
the dry season fulfils some of the ecological 
functions of winter. Analysis of modern 
agriculture in the dry tropics should include the 
subject of salinization of soils and the difficulty 
of applying artificial fertilizers when the amount 
of rainfall may vary greatly from one year to the 
next.

a) T h e  econ om ic  d isadvan tages

Clement et al. (1973, p. 23) begin their book 
with the assertion that agriculture is an 
artificialization of the environment and its 
progress is always in the direction of a triumph 
over natural conditions. This orientation 
contrasts with the former view of progress in 
agronomics as an ever-improving imitation and 
intensification of the processes of nature. 
Technologies conceived in the light of the new 
principle call for more and more capital and for 
cheap energy, their ideal being an automatic 
lettuce factory that has become independent of 
weather conditions. In G loba l 2000  it is stated 
that increases in productivity in the past 
generally depended upon a marked increase in

input of fuels. In the United States, inputs to 
produce 1 000 calories of maize rose between 
1945 and 1977 by 33%  according to Pimentai et 
alii (1973, p. 444) and according to Hampicke 
(1977, p. 53), using the same data but different 
conversion coefficients, by 78% . In West 
Germany consumption of energy in agriculture 
doubled between 1950 and 1975 (Weber, 1979). 
To produce one unit of energy in vegetables by 
traditional methods costs 0.05 to 0.1 units of 
energy, while production in greenhouses in 
Northern Europe costs 572 units (Luenzer, 
1982, p. 53)- Agriculture of this type is from 
every point of view less appropriate in countries 
where capital is in very short supply. 
Consequently, for many of the poorer countries 
the achievements of modern agriculture are 
virtually meaningless.

b) D raw backs o f  th e  use o f  ch em ica l fe r tiliz ers
in th e  hu m id  trop ics

In soil development as related to climatic 
factors, the rate at which weathering takes place 
depends upon the temperature and humidity of 
the environment. Because of their high 
temperatures and heavy rainfall, in the humid 
tropics the pace of weathering is a hundred times 
faster than in temperate zones (Weischet, 1981, 
p. 20). The soils typical of the humid tropics are 
th erefo re  much m ore developed than  
temperate-zone soils, except in flood areas and 
highlands, where weathering is slower, and in 
the case of young soils, the product of recent 
volcanic activity or of landslides that have swept 
them down from high altitudes. In the 
weathering process the parent rock disintegrates 
and ultimately forms a new element, clay, which 
is a laminar crystal. In temperate zones, stones 
which indicate the original material are usually 
found, almost always only a little below the 
surface; tropical soils are generally much deeper, 
with no traces of the parent rock. Weathering 
likewise alters the state of the clay. At first, clay 
soils are formed mainly in three layers (illites, 
vermiculites, montmorilonites), but the high 
tem peratures and rates of precipitation  
desilicate them and lead to the formation of clay 
soils with two layers (kaolinites). As a result of 

r these processes, in temperate’ zones as a rule
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chiefly three-layer clay soils are found, whereas 
in soils in the humid tropics those of two layers 
predominate.

The difference in the quantity of traces of the 
original parent rock in mineralization processes, 
plus the difference in precipitation, plus the 
difference in types of clay, explain why the 
m inerals theory gives better results in 
temperate-zone soils than in tropical soils. The 
weathering of the traces of the parent rock in 
temperate zones affords mineral nutrients 
which in tropical soils are no longer present. The 
mineral nutrients existing in the soil and those 
added by man will be retained in a larger 
proportion and washed out to a lesser extent in 
temperate soils, because the lower temperatures 
have less mineralizing effect and because the 
material mineralized is washed out less by the 
lower precipitations. Clay soils can absorb in 
their negative-load fibres the positive mineral 
ions and prevent them from sinking to the 
subsoil, out of reach of the plants. This retention 
capacity — quantified as capacity for cation 
exchange—  is normally from three to ten times 
greater in three-layer clays than in those with 
two layers. Because of the difference in 
precipitation and in clays, application of 
chemical fertilizers has to be on a bigger scale in 
humid tropical areas, and may even prove 
useless, because for want of cation exchange 
capacity most of the chemical product is leached 
with the next fall of tropical rain. It is not only 
research on chemical fertilizers that is of little 
significance in a large part of the tropics, but also 
research leading to the production of improved 
seeds, which make a positive response to copious 
doses of chemical fertilizers. The most notable 
agricultural research effort, known as the green 
revolution, has doubled the harvests in 
industrialized countries, and they continue/to  
increase. In tropical countries, on the other hand, 
the increases obtained when these seeds were 
used in the areas most appropriate in respect of 
humidity and cultivation subsequently came 
almost to a standstill, despite the continuous 
increases in inputs such as chemical fertilizers 
and machinery (Weischet, 1981, pp. 11 to 13). 
The seeds which were at first called "high-yield 
varieties" and then, more modestly, "improved 
seeds” ought to be designated — if researchers 
were disposed to replace their ideological labels

by others of a more technical character—  "high- 
response seeds” (Mooney, 1981, p. 54): highly 
responsive, that is, to optimum conditions of 
humidity, soil management and application of 
chemicals (fertilizer and biocides). The list of 
optimum conditions for these seeds is a 
description of the conditions prevailing on the 
exp erim en tal farm s of agron om ists in 
temperate zones. W here these conditions are 
not present, the response of the improved seeds, 
the product of very costly research, is not nearly 
so good as that of the local peasants’ seeds 
(Muñoz et d i t , 1976). When the rainy season is 
short and precipitation uncertain, when soils are 
rather shallow and the ground is sloping, it 
would be irrational for the peasant farmer to use 
improved seed even if he had the economic 
capacity to buy the commercial inputs which 
they require.

Justus von Liebig has already noted that 
modern crops are less pest-resistant than those 
fertilized by the traditional methods. Few 
agronomists are aware of this phenomenon, 
because of the difficulty of observing it on the 
relatively small experimental stations where 
agronomists play at the exact sciences. This 
general problem becomes more acute in the 
humid tropics where there is no winter or dry 
season to keep down pests. In temperate zones 
insecticides now have to complement the effect 
of low tem peratures, since the natural 
equilibrium attained in past centuries by the 
greater heterogeneity of crops, grown in smaller 
fields, encircled by bushes and hedges, has been 
destroyed by industrial agriculture. In the humid 
tropics, to combat the pests attacking the less 
resistant modern crops, only pesticides would be 
available; expense apart, experiene with respect 
to the increasing resistance of insects to 
pesticides of every type suggests that to attempt 
their use would be to fight a losing battle.

In the humid tropics nature defends itself 
with the greater heterogeneity of the vegetation 
and the distance between one plant and another 
of the same species. On the long journey from 
one plant to another an insect runs much more 
risk of falling a prey to its natural enemies. The 
machinery pertaining to modern agricultural 
technology, specialized in the expeditious 
harvesting of large single-crop areas, has not yet 
an incorporated intelligence — as much modern
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industrial machinery has—  to enable it to work 
with heterogeneous crops and thus adapt itself 
to the requirements of tropical agriculture. The 
lesser heterogeneity of naturl vegetation in 
temperate zones would seem to suggest that 
modern single-crop agriculture is more viable 
there than in the humid tropics. Because of this 
linkage of modern agriculture with temperate 
zones, a region that produces forests with a 
biomass 2.5 times greater than the woods of the 
temperate zones is regarded by agronomists as 
so infertile that it can be left at the disposal of 
s to c k -f a r m e r s  and th e i r  co w s. T h e  
characteristics of a specific technology are 
confused with the characteristics of a zone. 
Today nobody would say, as the Romans said, 
that the areas north of the Alps were, generally 
speaking, infertile because they could not be 
tilled with the techniques of the Egyptian 
plough, which in the deforested Mediterrenean 
basin had given good results. But in the humid 
tropics infertility is still identified with the 
ecological characteristics of this zone instead of 
with a technology that is inappropriate for it.

c) D raw backs o f  organ ic tech n o lo g ies  in th e
h u m id  trop ics

Because of the similarities between the 
situation of the underdeveloped countries today 
and that of the industrialized countries prior to 
the second industrial revolution, the humus 
theory with its appended technologies seems to 
present several positive aspects. It offers a whole 
gamut of technologies, ranging from the capital- 
intensive to the labour-intensive, and utilizes 
mainly local materials, which reduces the 
vulnerability of a region. For a variety of reasons, 
crops grown under a system of organic 
agriculture are generally somewhat more 
dependable, which suits a rural population that 
has no guarantee of survival and therefore does 
not aim at maximum average output over the 
years, with good harvests in the fat years and 
poor ones in the lean years, but tries to reduce 
the risk of bad harvests on the basis of small- 
scale but stable production.

Adequate applications of organic material 
increase the fauna in the soil, and this degrades 
the organic material and leads to formation of 
the humus-clay complex, in which the organic

and the inorganic are closely intermingled. 
These soils, of a spongy texture, with 50%  of 
additives and 50%  of open spaces, a third of 
which fill up with water, afford optimum  
conditions for the growth of plants. The high 
cation exchange capacity of the humus could 
make up for the low exchange capacity of the 
tropical clays. This solution has its limitations, 
however, due to the rapid degradation of humus 
in conditions of high temperature and humidity. 
If from 10° to 20QC decomposition advances 
slowly, as from 20aC it increases exponentially, 
and at 30°C proceeds at a rate four times higher 
than at 20CC. To keep the humus at the same 
level it would be necessary to apply ten times the 
amount of organic material required in 
temperate zones (Weischet, 1977, pp. 14 to 96). 
Notwithstanding the more abundant production 
of biomass in the humid tropics, in many cases 
the application of technologies suggested by the 
humus theory will at least be more costly than in 
temperate zones.

Despite their disadvantages in the humid 
tropics, organic technologies seem of much more 
interest in underdeveloped countries than 
chemical technologies. In this connection the 
incipient switch-over in some industrialized 
countries towards research on and practice of 
organic technologies might be useful for tropical 
agriculture, but it is not a solution. The principal 
source from which to learn how to create an 
efficient and durable method of agriculture in 
tropical conditions would be an analysis in depth 
of traditional techniques, especially in regions 
that have been densely populated for centuries. 
These techniques have demonstrated their long
term viability, and agronomists, after obtaining 
a grasp of the details, should attempt to do the 
same thing, but with the full support of a 
technology which incorporates the latest 
scientific knowledge. The description of the 
drawbacks of agricultural theories imported 
from regions with different ecological and social 
conditions has mainly served to point out that 
the scant social utility of the dominating 
economic theory is not an isolated case: the same 
thing happens in agronomics and perhaps in 
many other sciences. Comparison between the 
economic and agronomic arguments shows that 
although the metatheoretical structure in both 
sciences betrays the same deficiencies, the
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technical argument in each case is entirely 
different. Anyone wishing to make the same sort 
of demonstration in respect of other disciplines,

should abandon general discussion and 
penetrate into the technical arguments specific 
to each field.

V 

Conclusions

The attem pt to explain the establishment of the 
latest dominant theories in economics and 
agronomics signifies a rigorous examination of 
the metatheory propounded, i.e., that the 
dominant theories in various disciplines reflect 
the conditions prevailing in the countries where 
they originated. Nevertheless, it is unlikely to 
find acceptance, not because it would imply a 
radical change in ways of thinking, as regards 
both the specific theories or disciplines and the 
objective of science in general, but mainly 
because in science there is none of the 
instantaneous rationality which withdraws from 
positions when it sees them to be justly 
criticized. Lakatos (1974, p. 74) is referring to 
this when he asserts: "One must understand that 
even an adversary who appears to be defeated 
may return to a strong position.” Max Planck 
(1948, p. 22) had already noted that "new 
scientific truths ... gain acceptance when their 
opponents are dead”.

In some cases the differences between the 
industrialized countries themselves and between 
the creators of theories give rise to different 
theories and classifications and other countries 
have at least the opportunity to make an

intelligent selection between two or more 
options, even though none may completely meet 
their national needs. In disciplines in which not 
only a theory has been imported, but also the 
definition of the problem to be resolved and the 
means of resolving it the phenomenon of 
underdeveloped but developing science does not 
— apparently—  arise, because the whole corpus 
has been imported and that in itself is internally 
coherent; a case in point might be civil 
engineering. But when an increase in the price of 
some input makes it necessary to resort to local 
m aterials not envisaged in trad ition al 
technologies, or when a rise in fuel costs 
prevents the correction of flows in the 
architectonic conception by artificial cooling or 
heating, the prescientific relation between types 
of knowledge and types of climate, landscape and 
environment is re-established. Or rather, this 
specificity of knowledge would be established, 
always providing that scientists in the country 
concerned had the intellectual capacity to 
perceive their country's specificity and the 
creative capacity to make an effective response 
with knowledge and technologies.
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T h e  present article explores the difficult problem  of 
natural and cultural heritage inventories and 
accounts. F irst of all, it defines the concept o f overall 
heritage and then states the aim s that these 
program m es m ust pursue for the countries of Latin 
A m erica and the Caribbean. It then suggests some 
types of nom enclature or classification o f heritage.

T h e  study proposes a classification which could 
serve as a reference for the countries o f Latin 
A m erica and the Caribbean, It  explains how to 
calculate the elem ents that constitute the heritage 
and how to situate them  in relation to the national 
inform ation and assessm ent system s. Because it is 
difficult to quantify and assess cultural heritage 
resources, this essay lim its itself to an analysis o f the 
natural heritage. T h e  approach used is based on the 
need to establish three dim ensions for assessm ent: 
e c o lo g ic a l, cu ltu ra l and  e c o n o m ic , o n  th e  
understanding that very few resources could be 
classified into all three.

T h e  integration o f natural heritage accounts 
into system s o f national accounts is 4hen  exam ined 
and recom m endations are made for the form ulation 
o f a com prehensive natural and cultural heritage 
program m e.
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Development Unit.

For many years now, in almost all the countries 
of Latin America and the Caribbean, various 
programmes have been carried out which deal 
on a partial basis with the protection of the 
natural and cultural heritage. For the natural 
heritage, systems of protected areas have been 
cre a te d  w hich are  usually m ade th e  
responsibility of national parks and reservations 
or institutions for protecting specific resources, 
such as forestry and fisheries resources. W ith  
respect to the cultural heritage, the countries 
have developed programmes through special 
institutions such as the National Cultural 
Heritage Institute of Ecuador, the Historical- 
Cultural Heritage Commission of Argentina, 
and agencies responsible for museums and 
archives, as well as the numerous initiatives 
taken separately in various institutions, 
secretariats and ministries.

There is a variety of legislation on the 
protection of the natural and cultural heritage in 
the region, focussing above all on the 
conservation of natural resources (countries 
such as Colombia and Venezuela have enacted 
special codes on the subject) and the 
preservation of historical and architectural 
monuments.

However, there are no comprehensive 
programmes for keeping or maintaining 
inventories of the natural and cultural heritage, 
nor are there initiatives of any importance for 
including these aspects into the national 
accounts although there is increasing concern 
about the subject, in the face of the depletion of 
many resources because of the high rates of 
extraction and the long-standing spoliation of 
natural resources, the institution of systems of 
exploitation which are at variance with the rules 
of m ed iu m  and lo n g - te r m  r e s o u rc e  
conservation; the sudden implementation of a 
method of developmet which, because it has a 
strong acculturating effect, tends to despise and 
therefore neglect the cultural resources of each 
country; the lack of knowledge about each 
country’s heritage endowment, and the scanty 
knowledge of the ecological costs to the heritage 
that development processes entail.

Introduction



172 CEPAL REVIEW No. 28 / April 19H6

I

Definitions and goals of a natural and cultural 
heritage programme

Several definitions of the concept of the global 
heritage have been put forward. The French 
Interm inisterial Commission on N atural 
Heritage Accounts defines it as "that collection 
of goods that has been bequeathed to us by 
previous generations and which we must also 
pass on to future generations without adversely 
altering the possibilities for its use” (France, 
1979, volume I). This definition adheres to the 
general concept of what should be considered as 
heritage, but other questions arise as to what is 
meant by the transmission to future generations 
"without adversely altering the possibilities for 
its use”. If development is the transformation of 
the natural environment, into an artificial one, 
in actual fact, then the possibilities for its future 
are in fact being altered. For example, the 
extension of the agricultural frontier is done in a 
number of ways, based on different systems and 
technologies, and its consequences obviously 
alter the possibilities of use of the ecosystems in 
the future. One form of transformation which 
has a low ecological cost in the light of the 
scientific and technological know-how existing 
at a given moment in history may have serious 
consequences for the future if, because of a new 
scientific or technological invention discovery, 
the ecological cost takes on a new and different 
value. W hatever definition is used for the 
concept of the possibilities of future use will 
come up against this problem.

A more general definition is that adopted by 
the Australian Heritage Commission (1982) 
which defines the natural heritage in broad 
terms as "those places which are components of 
the natural environment of Australia or the 
cultural environment that have aesthetic, 
historic, scientific, or social significance or other 
special value for future generations as well as for 
the present community”. The heritage is 
classified into three main groups: the natural 
environment, the national aboriginal heritage 
and the built environm ent. The "built 
environment” is associated with historical

constructions of European origin (residential, 
religious, commercial or industrial buildings) 
and the national aboriginal heritage includes 
places of importance to the indigenous 
traditional culture. These two aspects, built or 
aboriginal, together constitute what may be 
called "the cultural heritage”.

The definition proposed here for the 
concept of heritage is: that set of goods which 
has been bequeathed to us by previous 
generations and which it is our responsibility to 
conserve in their fundamental attributes or to 
transform in a suitable manner so that they may 
be passed on to future generations. Obviously "to  
transform in a suitable manner” is a relative 
concept which depends on the idea held at a 
particular time of the projected use of specific 
goods.

The heritage is not synonymous with a set of 
public goods but with a set of goods for 
community use, many of which may be in the 
private domain. The State must lay down rules 
and regulations for the social function of the 
heritage, either by regulating private use in 
terms of use by the community or by 
expropriating goods when the community’s 
needs so require.

Some currents of thought tend to identify 
the heritage with goods that cannot be evaluated 
in economic terms. Although many heritage 
goods do not enter into the economic circuit 
there are in fact many that do. Consequently, 
heritage goods are classified as such, not on the 
basis of the type of ownership or of their 
incorporation into the economic circuit but in 
terms of a social function or purpose which is of 
importance to several generations.

The countries that have established natural 
and cultural heritage programmes have done so 
with different aims in view: some are directed 
towards learning about the goods, others 
towards their management or (in some cases) 
the preparation of heritage accounts, or simply 
towards protecting and preserving those
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resources. The United States National Heritage 
Program, which was established in 1977, aims at 
identifying, protecting and where necessary, 
acquiring national heritage resources and co
ordinating Federal programmes. In France a 
report of the Interministerial Commission was 
expressly requested for the establishment of a 
system of natural heritage accounts. In Norway, 
the accounts have concentrated on fishery 
resources, energy and land use. In Australia, the 
aim has been to establish a register of places of 
interest, using scientific, aesthetic and socio
cultural criteria. In this case, the built 
environment is also included. Definitions of the 
natural and cultural heritage are, therefore, 
contingent in each case on the objectives pursued 
by the various national programmes.

In the countries of Latin America and the 
Caribbean, the aims must be geared to the 
dynamic situation prevailing there as regards 
changes in natural resources and their loss and 
over-exploitation. For the cultural heritage 
programmes, the aims must be to counteract the 
under-valuation of pre-Columbian and creole 
cultures and the imposition of foreign values 
which tend to reinforce this under-valuation.

The main obstacle to defining the natural 
heritage is the difficulty of setting the limit 
between what is natural and what is man-made. 
The artificialization to which nature is subjected 
in the development process is a continuum 
which spans the whole spectrum from minimum 
to maximum. It is necessary, therefore, 
arbitrarily to fix a point in this continuum as a 
demarcation line between the natural and the 
non-natural. In Latin America, this difficulty is 
made worse by the accelerated and virtually 
unchecked transformation of virgin or almost 
virgin ecosystems until very soon they have to be 
reclassified as artificial.

The natural heritage should include the 
natural goods which have undergone no changes 
or which have been artificialized to such a slight 
degree that their natural behaviour has not been 
changed in any significant way. To these must be 
added the "naturalized” goods which help to 
maintain the attributes of specific resources such 
as soil and water. These are man-made goods of

historic interest, bequeathed from generation to 
generation, such as land development works: 
terraces, drainage systems and even old country 
roads.

The cultural heritage would be composed of 
inherited goods, places of historic and pre
historic interest, points of contact between 
aboriginal and foreign cultures, pre-Columbian, 
colonial and post-colonial art, buildings and 
houses of historical or architectural interest, 
ancient industrial, mining and commercial 
installations, means of transport and typical 
villages.

Within the framework of these definitions, 
and on the basis of certain features which are 
common to the Latin American countries, the 
programmes on the determination of the natural 
and cultural heritage should be oriented towards:

a) Acquiring knowledge both of resources 
and systems so as to apply them in the definition 
of development options and in creating an 
awareness of how the state of resources changes 
according to the use that society makes of them;

b) R e g u la tin g  p r o p e r ty  r ig h ts  by 
incorporating legal instruments which take into 
account the social purpose that these resources 
fulfill, their long-term projections and, for many 
goods, their use to the community as a non
economic good. These instruments will include 
the drafting of new regulations, giving public 
agencies supervisory and punitive powers. Legal 
instruments which strengthen the State’s 
authority to acquire heritage resources deserve 
special mention;

c) Establishing a system of inventories and 
accounts of the natural and cultural heritage in 
order to determine, periodically, the changes 
that have taken place and to ensure that the 
problems of heritage are taken into account in 
development planning, above all in the exercises 
aimed at harmonizing short-term with medium 
and long-term planning processes;

d) Disseminating information about the 
main problems of deterioration of natural and 
cultural resources and trying to ensure that the 
relevant registers and accounts form part of 
educational systems and reach the domain of 
public opinion.
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II

Classification of the natural and cultural heritage

On the basis of the definition of the natural and 
cultural heritage and its objectives, it is possible 
to arrive at a classification well adapted to 
concepts which are appropriate for each country. 
The programmes currently in operation give an 
idea of how some countries have developed these 
classifications. In the United States, the classic 
division was made between the natural and 
cultural heritage. As the objectives were, 
essentially, conservationist, in the breakdown of 
the natural heritage importance was given to 
ecological and geological resources, while 
landscapes and wilderness areas were also 
highlighted. W ith respect to the cultural 
heritage, not only was there an attempt to 
protect places and constructions of interest, such 
as archeological sites and buildings of historical 
or artistic value, but also arts and crafts 
(annex I).

The Australian register is based on criteria 
for determining which places or constructions 
are of interest. A national register of places was 
set up to determine their level of preservation 
and to formulate the relevant policies. Each 
criterion is explained by means of examples of 
places or constructions. In the division made by 
the Australian Heritage Commission into 
natural heritage, built environment and national 
aboriginal heritage (these last two fall under 
cultural heritage), scientific, aesthetic, historical 
and social criteria were given particular weight 
(annex II).

In trying to develop their nomenclature, the 
French authorities, as shown in figure I, 
summarized the six main options (France, 1979, 
Volume III). An analysis of these options 
showed the need to establish a single 
nomenclature which would encompass the most

Figure 1

Institutional 
nomenclature 
(by m anaging 
agent)

Functional 
nomenclature from  
the standpoint o f W  
natural elements 
(level o f
reproduction, renew able 
features ± ,  cycles)

Nomenclature o f physical and 
chemical elements (M endéleîev, 
classification, classification of 
energy form s)

N om enclature o f th e  
functions and uses 
o f the heritage by man 
and his activities

N om enclature o f elem ents of 
the biosphere ( environmental 
criteria) (lithosp here, 
hydrosphere, atm osphere 
and holobiom ass)

N om enclature o f 
hom ogeneous geographic 
spaces (territo ries, 
ecosystem s space criteria)
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essential dimensions, linking them with the 
concepts set forth in the system of accounts 
(annex III).

In the three examples given in the annex, 
several approaches and levels are suggested for 
the classification and grouping of these goods 
which make up the natural and cultural heritage.

Legal institutions and regulations governing 
specific aspects of the natural and cultural 
patrimony have existed in all the Latin 
American and Caribbean countries for many 
years. Furthermore, some of the goods in the 
natural heritage have been investigated by 
special agencies, either sectoral (energy, mining, 
agriculture, forestry) or comprehensive. The 
natural and cultural heritage programmes must 
not duplicate those functions, but should 
integrate and supplement them. For example, 
the mining sectoral agencies usually study 
specific mining resources, leaving aside those 
that have no current economic value. W hat is 
needed now, is to supplement the information 
already gathered with what now needs to be 
acquired in order to complete the knowledge of 
the heritage.

The preparation of a register or a system of 
accounts for the cultural heritage should be based 
on a .series of definitions and decisions which 
will depend on the objectives pursued. To this 
end, it is proposed to explore the functioning of a 
classification based on two levels of analysis. It is 
suggested that at the first (general) level the 
distribution of the main biomes1 should be 
defined, in order to understand their interaction 
with the ecosystem or the reaction of specific 
natural attributes if they are subjected to a high 
degree of artifidalization. At this level, one can 
readily determiné how far one particular biome 
rather than another constitutes "a natural 
heritage" and which physical and functional 
resources have an impact on their assessment. 
The French call this concept "geographical 
space”.

At the general level, it is necessary to include 
"naturalized” resources, which, although they 
involve a high degree of artifidalization, are 
considered part of the natural heritage because

l A biome is u system composed of biotic and abiotic 
components, each of which characteristically corresponds to a 
typical physionomical or functional model {definition by Gastó, 
1979).

they are incorporated into a natural resource and 
enhance it.

At another level, the elements of the 
biosphere would be combined with their 
function from the point of view of the natural 
elements, so as to simplify the nomenclature as 
much as possible.

The classifications may be broken down to 
the level of physical and chemical elements, but 
it is recommended that the line should be drawn 
at the ordinary resources which enter into the 
economic circuit, such as minerals and species of 
flora and fauna.

W ith respect to the cultural heritage, this 
classification is to be recommended because the 
determination of places facilitates action on the 
resources which form part of this heritage and 
which are to be protected. In addition to its 
practical advantages, the system makes it 
possible to include everything that the countries 
have already established, such as laws and 
regulations governing protected areas, national 
monuments and buildings of architectural 
interest.

The identification of places should not 
prevent the inclusion in the cultural heritage of a 
number of activities such as folk music, which 
are not localized but are carried out throughout 
the whole country or an entire region.

On the basis of the foregoing, a proposed 
classification of the natural and cultural heritage 
is set out below which could be useful for the 
countries of Latin America and the Caribbean.

1. N atu ral h er itag e

1.1 G loba l lev e l
1.1.1 Main biomes

1.1.1.1 Deciduous forest ecosys
tem

1.1.1.2 Tundra ecosystem
1.1.1.3 Cold steppe ecosystem
1.1.1.4 W arm  savanna ecosys

tem
1.1.l.n

1.1.2 'Naturalized’ transformations
1.1.2.1 Irrigated agrosystems
1.1.2.2 Canal and drainage infra

structure
1.1.2.3 Terraced areas
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1.2 S pecific  le v e l
1.2.1 Climate

1.2.1.1 Rainfall
1.2.1.2 Temperature
1.2.1.3 Relative humidity
1.2.1.4 Wind

II 
II

1.2.l.n
1.2.2 Solar radiation
1.2.3 Continental water resources

1.2.3.1 Rivers
1.2.3.2 Lakes, lagoons
1.2.3.3 Ground water
1.2.3.4 Mangrove swamps
1.2.3.5 Glaciers
1.2.3.6 Snow

1.2.4 Geological resources
1.2.5 Geomorphological resources
1.2.6 Soils
1.2.7 Mineral resources

1.2.7.1 Iron
1.2.7.2 Copper
1.2.7.3 Aluminium 

II
II

1.2.7.n
1.2.8 Biotic resources

1.2.8.1 Genetic heritage
1.2.8.2 Terrestrial and aquatic 

flora
1.2.8.3 Terrestrial fauna
1.2.8.4 Aquatic fauna in inland 

continental waters
1.2.8.5 Amphibious fauna
1.2.8.6 Marine flora and fauna

1.2.9 Marine resources
1.2.9.1 The coastal sea
1.2.9.2 The sea over the conti

nental shelf
1.2.9.3 Areas of special interest

1.2.10 Energy resources
1.2.10.1 Hydrocarbons
1.2.10.2 Coal

1.2.10.3 Hydroelectricity
1.2.10.4 Biomass
1.2.10.5 Wind energy
1.2.10.6 Solar energy
1.2.10.7 Nuclear energy

1.2.11 The landscape

2. Cultural heritage

2.1 The archaeological heritage
2.2 Buildings, constructions and gardens of 

aesthetic, historical or technological 
interest (churches, palaces, old public 
buildings, bridges, dams, mines)

2.3 Arts and crafts
2.4 Landscapes of aesthetic or historical 

interest
2.5 Built environment showing lifestyles, 

customs, procedures and functions which 
are no longer in use or in danger of 
extintion (small villages, fortifications, 
mills or presses)

2.6 Notable objects and collections
2.7 Notable urban centres

After the classification of natural and 
cultural heritage has been established and its 
components have been defined, consideration 
may be given to their enumeration and 
incorporation into the national information and 
evaluation systems.

The characteristics of the cultural heritage 
make physical and economic quantification very 
difficult. In some cases, such as important 
collections and objects, works of art and 
construcions of architectural value they may 
have a market value, but as these cases are 
exceptional, the cultural heritage is normally 
co n fin ed  to a d e s c rip tio n  of p la ce s , 
constructions, goods or activities that are 
difficult to quantify but can be described in detail.

Quantification of heritage goods would thus 
be confined to natural resources.
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III

Heritage accounts in systems of national accounts

1. Evaluation and accounts

Because of the wealth of information and 
evaluations produced on natural resources, that 
are frequently duplicated or covered three times 
over, some experts believe that it is superfluous 
to develop an accounts system for natural and 
cultural resources. This point of view stems from  
a confusion between what the current 
inform ation, prospection and evaluation  
systems are and what natural resource accounts 
should be.

W hen prospection and evaluation of natural 
resources is carried out, the concept of stocks is 
used and in this way information is provided, for 
example, on mineral resources, flora and the soil. 
Evaluations are usually confined to exploring the 
use potential. For example, soil evaluations are 
determined on the basis of suitability for use and 
current use, in order to determine the productive 
potential in terms of a specific technology and 
different levels of capitalization.

In Latin America, it is common to repeat 
evaluations periodically in order to determine 
how stocks have been evolving. So far, it cannot 
be said that these repeated evaluations have been 
done as frequently as is necessary in order to 
keep a close check. They are still photographs of 
different periods which on many occasions 
cannot even be compared with each other 
because of methodological problems (differet 
scales and different remote sensors), while they 
cannot explain the balances of resources, either. 
They do give an approximate idea of the 
fluctuations in stocks, however.

The purpose of the accounts is to measure, 
with a given frequency, the flows associated with 
variations in stocks, so that the dynamic 
evolution of the heritage can be traced. This 
relation between flows and stocks may well 
appear to resemble the traditional assessments 
in the case of non-renewable resources, but the 
relation is much more complex in the case of 
renewable resources because of the deterioration 
and natural renewal that they undergo.

In a programme of heritage accounts, other 
in d ica to rs  w hich w ill e n h a n ce  th e ir  
interpretation should be considered, such as 
assessment of the levels of disturbance or 
deterioration (for example, dumping of waste in 
water).

2. The proper place o f natural and
cultural heritage accounts programmes

There is much uncertainty regarding the 
incorporation of natural and cultural heritage 
accounts programmes into a system of national 
accounts. There are no structured and explicit 
systems of environm ental and heritage 
accounting in any of the countries of the region. 
W hat we find instead is information on the 
en viron m en t included in the different 
information systems (EC LA C , 1980 and United 
Nations, 1980). The primary sources of natural 
resource information and evaluations are the 
different sectors of the economy and the sectors 
which obviously contribute the most are 
agriculture, mining and fishing. In some 
countries, information on natural resources is 
also generated in the industrial sector, to the 
extent that this sector maintains a close check on 
its inputs.

In addition, there are national, State, 
provincial or departmental agencies which are 
directly responsible for making surveys and 
assessments of natural resources and other 
agencies which are responsible for planning and 
need surveys and assessments of this heritage for 
this purpose.

A natural and cultural heritage programme 
must be intersectoral and must be located at a 
level which makes it possible to integrate the 
information provided by each sector. It must also 
be in a position to transmit its data to planning 
organizations and to those responsible for 
national accounts. This would mean that it 
should presumably be at a higher level than 
sectoral statistics and should even be at the level 
of more comprehensive information, such as
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environmental statistics, studies on the status of 
the environment, the compilation of economic 
and en v iro n m en tal data and regional 
environment plans.

Its location will, of course, depend on the 
institutional organization of each country. In any

e v e n t , fro m  th e  in te r m e d ia te  le v e l  
recommended, the accounts must be channelled 
to higher levels like the macroeconomic models 
and the national accounts. It is particularly 
important to include the natural heritage 
accounts in long-term planning models.

IV 

Criteria for preparing the accounts

1. T h ree -d im en s io n a l or ien tation  
a n d  criteria

Concern over the deterioration of natural 
resources in Latin America has led to a series of 
initiatives aimed at creating an awareness of the 
dangers which threaten the natural heritage. 
Studies have been carried out on the general 
condition of the environment, as well as more 
specific studies on a particular endangered 
resource (for example, natural forests or soil 
erosion). Many of these studies include physical 
and in some cases economic quantifications.

On the whole, these initiatives have not been 
as successful as hoped, because they were not 
given the proper weight at the levels of global 
planning and executive management. This is due 
mainly to the fact that the "environmentalist 
sector" has presented its assessment and 
accounts in isolation, with the sole aim of 
warning about the deterioration of resources 
during the development process. The agencies 
responsible for planning development have not 
deemed it necessary to adopt a position which 
does not provide immediate help in tackling day- 
to-day problems.

Accordingly, the first duty is to define clearly 
the objectives that should be pursued in 
preparing heritage accounts. The heritage 
accounting must, first and foremost, be a tool to 
assist in development planning. This is done by 
periodically updating information on the 
availability and quality of heritage resources, 
their potential and the use made of them in the 
ecosystem. Since development is an integral

concept, the assessments must focus not only on 
physical and environmental resources but also, 
where possible, on cultural ones too.

Some authors contend that the purpose of 
preparing heritage accounts is to incorporate 
them into the national accounts. W hile this is 
important, such an approach could give the 
accounting a monetary bias which would mean 
setting a price on all heritage elements, thus 
leading to the omission of that part of the 
natural and cultural heritage which cannot be 
assessed in these terms (Farnworth and others, 
1981). Multi-dimensional criteria are preferable, 
though monetary accounting should be done 
whenever possible. The right perception of the 
evolution of the heritage resources will make it 
possible to plan in such a way that the short-, 
medium- and long-term views are reconciled: a 
fundamental problem in incorporating the 
environmental dimension into development 
planning.

If the most important purpose of heritage 
accounts is their incorporation into the 
development planning process, it will be 
necessary to establish the links between natural 
resources, the economic system and socio
cultural aspects, and for this, they must be 
analysed in terms of these three dimensions. As 
there is no common denominator linking these 
three aspects, the heritage resources must be 
evaluated from three angles and an attempt 
made to establish the respective links. In other 
words, the same resource must, if necessary, be 
reassessed two or three times. Thus, for 
example, a forest may be evaluated ecologically,
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as biomass; economically, in cubic metres of 
wood, and socio-culturally in hectares for 
recreational purposes, and the three assessments 
must all be interwoven. Hence, for example, any 
changes involving the exploitation of different 
tree species alter the ecological behaviour of the 
forest and affect its aesthetic aspect as regards its 
use for recreational purposes.

As a result, as suggested in the study by the 
Interm inisterial Com m ission on H eritage  
Accounts of France, there would be three basic 
areas in which to draw up accounts which must 
perforce be interrelated in order to give 
resources multi-dimensional treatment: nature, 
the economy and man.

If the sole aim of natural heritage accounts 
was to incorporate them into national accounts, 
it would be sufficient to link the sphere of nature 
with the economy by seeking to assign to the 
natural resource some monetary value. There are 
cases in which the link between these spheres is 
reduced to a statement of accounts on the 
exploitation of natural resources and the 
problem of evaluation is evaded, as is done by the 
Statistical Office of the European Community.

In the Australian report, the programme is 
confined to a register and a qualitative 
description of places and the man-made 
environment. In this case, the natural heritage is 
limited to the spheres of nature, culture and 
man, and only weak links are established 
between these.

In the United States, the sphere of nature is 
almost the only aspect dealt with.

2. Balances o f  ex p lo ita tion  o f  
th e  natural h er itag e

Once the units of measurement for the three 
dimensions indicated above have been defined, it 
is possible to draw up natural heritage accounts. 
The difficulties inherent in quantifying the 
cultural heritage mean that inventories or 
registries are its only form of evaluation, so that 
the following considerations as to how the 
accounts are to be drawn up will refer solely to 
the natural heritage.

It is easy to keep physical accounts of non
renewable natural resources. In the first place it 
is necessary to determine the different types of 
reserves or resources, and here various forms of

classification are possible. The problem lies in 
the degree of inaccuracy involved in assessing 
reserves which are not exploited. In Latin 
America it is common to find that the 
information is either very limited or very 
inaccurate because prospection is currently 
carried in a very general way. Much information 
is maintained and handled confidentially by 
national or foreign enterprises.

Much effort has been made to discover and 
assess some resources. Specialized departments 
of mining ministeries or special bodies such as 
geological and mining research institutes have 
made great strides forward in this respect in 
recent years, either because of the importance of 
a resource as a foreign exchange earner (copper 
in Peru and Chile), or because of the energy 
problem and the subsequent importance of oil 
prospecting.

As a rule, countries keep overall checks on 
production and consumption, so that they can 
deduce how long the reserves will last. The most 
usual ways of keeping checks on production, 
consumption and mineral reserves are set forth 
in annex IV.

Keeping accounts on renewable natural 
resources is much more complex. In natural 
ecosystems, the reserves can be modified 
naturally. If an ecosystem has not reached its 
peak, it tends to expand until some limiting 
factor acts upon it (law of the minimum).2 
Furthermore, stocks may decline when climatic 
or geographical conditions have changed and the 
optimum conditions for the peak do not exist. In 
this case, there is a natural backward process 
which can easily be speeded up by human action. 
The "qualitative" changes in stocks in the 
processes described above are very difficult to 
quantify.

In the systems, which have been subject to 
human intervention, the problems of renewable 
natural resources are compounded by the 
fluctuations which the development process 
creates. This is the case with forestry 
plantations, for example, that can grow or 
diminish depending on the balance between 
planting and exploitation.

‘’This law stipulates that, regardless of the endowment of 
resources, a biological system will always halt its growth under the 
impact of the most limiting resource.
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Special attention should be given to changes 
caused in natural ecosystems through processes 
w hich app aren tly  do not affect their  
conservation capacity. There are some who use 
the argument of general parameters of resilience 
and maintain that nature produces and restores 
the original ecosystem. For example, there is talk 
of the healing capacity of the humid tropics 
because of their high resilience. In that context, 
there is a tendency to believe that secondary 
jungle, or the altered jungles, have the same 
value as the original ones. Although it is true 
that its high resilience gives the humid tropical 
region a greater power of recovery, it has been 
proven that the original ecosystem does not 
necessarily reproduce itself. The time-lags 
between the optimum climatic conditions ad the 
actual climate and geology and above all the ease 
of entry of new invading species — many of them  
aggressive—  mean that many interventions, 
however slight they may be, damage the 
ecosystem.

T h e re  is no g ain say in g  th a t the  
quantification of the changes must be backed by 
scientific studies or by estimates based on these. 
In this way, the balance set out in table 1 could be 
drawn up for each resource, whether renewable 
or non-renewable. This table must be 
accompanied by complementary studies which 
determine the vulnerability, risks, irreversibility 
and other qualitative aspects in a scientifically 
indisputable manner. Furthermore, it would be 
very useful to show the links between a given 
resource and others and its role in a specific 
ecosystem. Thus, for example, the decline of one 
species of forest fauna has repercussions on the 
food chain of the ecosystem to which it belongs.

3. T h e th r e e  d im en sion s o f  th e  balances

There are resources which may be evaluated 
according to ecological, economic and socio
cultural criteria: i.e., according to all three of the

Table 1

MAIN LINKS BETWEEN STOCKS AND FLOWS WHICH AFFECT  
THE NATURAL HERITAGE

Resources

1. Stocks at the beginning of the period

2. Increase in reserves
a) Through a change in the estimate of the 

known reserves
b) Through the discovery of new reserves

4. Gross natural increase
a) Natural growth of initial stocks (growth 

of the forest)
b) Natural growth through reproduction 

(increase in a particular animal species)

6. Increase through better technological
development (construction of drainage works)

8. Imports

Uses

3. Reduction in reserves through a change 
in estimate of known reserves

5. Natural decline:
— Through spontaneous normal processes
— Through natural catastrophies

7. Reduction through use or exploitation
a) National use
b) Exportation

9. Reduction through other causes
— Pollution
— Different use (urbanized agricultural land)

10. Adjustment (+ or -)

11. Stocks at the end of the period

Source: France (1979), p. 26.
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dimensions established. Others may be 
evaluated according to a combination of two or 
using only one criterion. Specific evaluation 
methodologies may cause a resource which is 
usually evaluated in one or two dimensions to 
have another added. It is recommended that 
evaluations should be selected that do not 
require a very complex or controversial 
methodology.

Mining resources can be assessed fairly easily 
according to physical/ecological and economic 
criteria. All three approaches can be used for 
both water and forestry resources.

Because of the great impact which it has in 
Latin America, the natural forest deserves 
special analysis. For the physical and ecological 
analysis, a suitable unit of assessment is the 
biomass of the type of forest in question, 
measured in kilogrammes per hectare. In this 
type of analysis it is very desirable to assess the 
vulnerability and extent of deterioration, as 
these concepts will help in the definition of the 
necessary policies. In addition, the forest must be 
analysed as a regulator of the water system and 
the climate and also as a protector of the fauna, 
although all these factors are very difficult to 
quantify. These evaluations may be included as a

supplement to the accounts in order to define the 
condition of the forest.

The economic assessment must be made on a 
physical and ecological basis. Since not all of the 
forest is an economic good, what is usually done 
is to quantify the stands in the forest that may be 
converted into timber, and then place a value on 
them. The distinction between stocks and flows 
is important here, because their analysis makes it 
possible to deduce the levels of over-exploitation 
and even under-exploitation (over-m ature  
species). The current unit is the cubic metre per 
species and type of wood. The forest not only 
produces wood but also provides grazing for 
cattle, medicinal plants and wild fruits which 
must also be included in the calculation.

The socio-cultural assessment must be 
carried out in terms of what the forest represents 
for the population: for example, whether it is an 
area of educational, recreational or aesthetic 
interest. In this case the unit of measurement 
should be simply the surface area. Tables of 
visual sensitivity can also be made and classified 
according to their impact on the population. The 
method used in this case is that of carrying out 
surveys among the users of the forest.

V 

The integration of natural heritage accounts into 
systems of national accounts

The incorporation of heritage accounts into 
systems of national accounts is of fundamental 
importance for the integration of the concept of 
the environment in development planning. 
National economic policy is based on the 
systems of national accounts: the inclusion of 
natural heritage assessment will therefore 
represent a decisive step towards the effective 
incorporation of the environmental dimension 
into planning, remembering, of course, that 
systems of national accounts are merely 
indicators of the rate of growth of goods and 
services and not of the well-being of the 
population (Hueting, 1984).

Many heritage goods fall outside the 
economic area of national accounting systems, 
while others fall within an area which covers 
both these accounts and the natural heritage. As 
Sejenovich and Sourrouille (1980) point out: 
" ...  the m easurem ent of the costs of 
environmental protection and of the control of 
the discharge of pollutants (if there is agreement 
on the scope of the concepts) is included, in so far 
as it involves a cash outlay, in the national 
accounts”.

W hat is important in this situation is that 
many of the natural heritage goods which are not 
included in the common area are directly related
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with the well-being of the population. Only 
exceptionally can their shadow prices and the 
demand curve of their environmental functions 
be calculated (Hueting, 1980).

Accordingly, the main focus should be on 
expanding and completing the common area so 
that many heritage goods may be assessed and 
incorporated into the systems of national 
accounts. The use of some other goods, such as 
the atmosphere, which are considered "free 
goods”, cannot be defined as an economic 
activity.

If no indicators of exh au stion  or 
deterioration are included in the accounting of 
the production process, the assessment will be 
distorted. If, in fact, one good is produced at the 
expense of another environmental good or part 
of that good and if the cost cannot be evaluated, it 
is impossible to calculate a fair shadow price for 
the good in question (Theys, 1984).

The usual method of accounting imputes 
only the amortization of tangible reproduceable 
assets or permanent goods and not natural 
heritage goods, even if the latter can be evaluated 
economically (Sejenovich and Sourrouille, 
1980).

There would be two solutions, which are not 
mutually exclusive but complementary. The first 
would be to make an economic evaluation of the

natural heritage goods and include it in the 
amortizations of tangible assets. The second 
would be to reconcile current registers of flows 
with heritage changes. This would involve 
maintaining parallel accounts for goods that are 
reproduceable (in an economic sense) and for 
heritage goods. The first account would be the 
current account, where initial stocks are added to 
the gross capital formation of the period and the 
amortizations are subtracted from them. As 
explained in the previous section the second 
would be a reconciliation in which the flows and 
stocks are physically related.

Establishing a link between systems of 
national accounts and systems of registers and 
accounts of the natural heritage would serve as 
an in s tru m e n t for in c o rp o ra tin g  the  
environmental dimension into development 
planning, in so far as the environmental element 
continues to pivot upon economic policy. A 
different concept of development which calls for 
integrated planning in which the central 
purpose is to further the welfare of the 
population and ultimately of its environment 
and where economic policy is only a tool for 
achieving these ends will require a change in this 
strategy and the effort described above will not 
be needed, since the environment will be 
implicit in all development decisions.

VI 

Recommendations for a natural and cultural heritage 
programme

1. P rop osed  stages

During the first stage, it will be necessary to 
define the national objectives pursued by the 
natural and cultural heritage programme and to 
formulate the relevant classification. During the

In order to implement a programme for 
preparing inventories and accounts of the 
natural and cultural heritage, it will be necessary 
to define some fundamental stages and then to 
assess the various options for their  
institutionalization in the public sector.
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second stage, a national register of statistical 
inventories and other background information 
on natural and cultural heritage goods will have 
to be prepared. This register must include the 
following for each inventory: a) the title; b) its 
definition: whether it is a programme, a project 
or an institutional function; c) the institutional 
author; d) the geographical area to be covered, if 
the whole country is not included; e) levels of 
information; f) date of the last publication and 
frequency of issue.

Once the situation as regards the different 
natural and cultural patrimony goods is known 
the legal statutes governing them must also be 
ascertained, since in the countries of Latin 
America and the Caribbean there are a large 
number of regulations governing protected 
areas, national monum ents, buildings of 
architectural interest and other goods. The 
effectiveness of these regulations must also be 
determined, since many of them are just a dead 
letter in practice.

The specific proposal must make it possible 
to formulate the programme for a register and 
accounts of the natural and cultural heritage. The 
general register must define the necessary 
complementary information. Once the general 
register has been prepared, a system of accounts 
specifically dealing with the natural heritage can 
then be elaborated.

It is recommended that the design of the 
system should not be general during its early 
stages, but that specific heritage should be 
selected according to the following criteria:
a) importance in generating the national 
product (copper); b) importance in generating 
fo re ig n  e x ch a n g e  ( t i n ) ;  c) im p act on  
employment of labour (water and irrigated 
land); d) extent of deterioration (soil erosion);

e) high ecological cost in the development 
process (native forests); f) strategic function 
(oil).

2. institu tions throu gh  w hich  th e  
p ro g ra m m e is to  fu n ction

There are many options open for the 
implementation of a programme of this kind, 
but is is important that it be given the right 
status in the public administration. It must be 
located above the sectoral levels, and this can be 
achieved by placing it in the central planning 
agency or as a direct branch of the executive or by 
ap p o in tin g  a sp ecial in te rm in is te ria l  
commission.

During the diagnostic phase, national 
natural resource agencies may be made 
responsible for the programme, if such agencies 
exist in the public administration (as for 
example the Ministry of the Environment and 
Renewable Natural Resources of Venezuela, the 
Special Secretariat for the Environment in 
Brazil, the National Office for Natural Resource 
Assessment in Peru and the National Natural 
Resources Assessment Institute of Chile).

Environmental agencies located in any 
sector or ministry can carry out this function, but 
to do this they need special intersectoral powers 
which are very difficult to institutionalize. This 
is the case of the National Institute for Natural 
Resources and the Environment of Colombia, 
the Secretariat of Housing and Environmental 
O r g a n iz a tio n  of A r g e n tin a  and th e  
Subsecretariat of the Environment of Ecuador.

A sectoral agency should be responsible for 
running the programme. The enactment of a law 
stipulating the institutional mandates involved 
would give the programme the necessary force 
to make it effective.

A n n ex  I

A R E A S O F  W O R K  O F T H E  U N IT E D  S T A T E S  N A T IO N A L  H E R IT A G E  P R O G R A M 3

1. N atu ral h er itag e
a) Ecological resources
b) Geological resources

“Taken from France (1.979), Volume III, p. 7.

c) Landscape (aesthetic value)
d) Unspoilt natural sites

2. Cultural h eritag e
a) Archaeological heritage
b) Architectural heritage and notable urban 

centres
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c) Zones and landscapes of historical and cul- e) Notable objects and collections
tural interest f) Popular traditional cultures (folklife)

d) Arts and crafts g) Contemporary culture

A n n ex  II

C R IT E R IA  F O R  E ST A B L ISH IN G  T H E  R E G IS T E R  O F T H E  N A T IO N A L  
E S T A T E  O F A U ST R A L IA *

Í. C riteria f o r  natural areas
1. S cien tific

a) Representative of diverse ecosystems, 
land forms or features

b) Habitats of endangered flora or fauna 
species

c) Rare/outstanding ecosystems or land 
forms

d) Fragile areas, vulnerable to impacts of 
man-made or natural disturbances

e) Places of interest for the study of bota
nical, geological or geomorpho- logical 
evolution

2. A esth etic
f) Outstanding natural or man- influen

ced landscapes

3. H istoric
g) Natural areas associated with early 

botanists or explorers or with signifi
cant scientific discoveries

4. Social
h) Recreation and tourist values
i) Educational value for the teaching of 

natural sciences

“Taken from the Australian Heritage Commission (1982), 
pp. 37, 38 and 98.

II. C riteria f o r  th e  built en v iron m en t
a) Buildings representative of a great crea

tive or technical accomplishment
b) Demonstration of a way of life, custom, 

process or function no longer practised, in 
danger of being lost or of exceptional 
interest

c) Strong association with an important 
figure or figures, development or cultural 
phase

d) Outstanding urban or rural landscapes

III. N ation a l abor ig in e  estates
a) Scientific sites, places which have a 

potential for science or the study of pre
history or which have figured promi
nently in research

b) Sites involving creative activities such as 
painting, ceramics, carved trees, etc.

c) Contact sites relating to the history of 
contact between aborigines and Euro
peans, such as mission stations, massacre 
sites, etc.

d) Traditional sites significant to aborigine 
people but not necessarily to the rest of 
the population (these are also termed 
living sites, mythological sites or sacred 
sites).

A n n ex  III

P R O V IS IO N A L  N O M E N C L A T U R E  O F T H E  N A T U R A L  H E R IT A G E  (F R A N C E )*

I. C on tin en ta l w aters
1.1 Lakes, lagoons
1.2 Salt marshes, wetlands

1.3 Estuaries
1.4 Rivers, surface waters, waterfalls
1.5 W ater tables and underground waters
1.6 Glaciers and snows

“Taken from France (1979), Vol. I.
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2. T h e sea
2.1 Continental shelf
2.2 Seabed
2.3 Sea water
2.4 Areas suitable for marine and shellfish 

farming

3. A tm o sp h er e  
3 1 Air
3.2 Solar radiation

4. S oil an d  su bsoil
4.1 Natural non-built places. These include 

coastal and mountain areas
4.2 Plant soil, humus
4.3 Geological substratum, rocks, stripped 

soils
4.4 Mineral resources (including sand and 

stone quarries)

4.5 Ancient rural improvement works (hed
ges, thickets, embankments, footpaths, 
etc.)

4.6 Landscapes

5. B iotic e lem en ts
5.1 Genetic heritage of wild and domestic 

species
5.2 Population of species
5.3 Flora and plant species
5.4 Wild aquatic fauna
5.5 Wild land fauna
5.6 Main biomasses

561 Woods
562 Meadowlands and mountain pastures
563 Heaths and uncultivated places

5.7 Unusual or isolated ecosystems

A n n ex  IV

M IN E R A L  C O N T R O L

1. R eserv es  
(10x tons)

3. C onsum ption  
(10x tons)

Proven Probable Possible National production

+ Imports
Exports

Availability for consumption
±  A Linking stocks

Real consumption

2. P roduction  
(10x tons)

Production (base year)
Recycling (base year)
Production + recycling (base year)
Present annual production
Present annual recycling
Present production + recycling

4. R elation s

a) P roduction  
Reserve

b) P resen t an n u al p rodu ction  +  recycling  
Production +  recycling (base year)

c) Recycling  
Total production 
Etc.
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Co-operativism 
and popular 
participation: 
new considerations 
regarding an 
old subject

Roberto P. Guimarães*

As a result of the trend towards the rep lacem ent o f 
m ilitary régim es by dem ocratic governm ents, 
grow ing interest in the subject of popular 
participation is to  be observed in various countries of 
the region. O ne o f the aspects o f this subject that 
should be considered is the im portance o f co
operatives as an organizational model for the 
production o f goods and services which em phasizes 
the concepts o f "popular particip ation", "self- 
m anagerhent” and "co -m anagem ent".

T ak in g  the persistence and expansion of co
op eratives in virtually all the Latin  A m erican 
countries as his starting  p oint, the author first 
review s the m ain issues w hich figured in the debate 
on co-operativism  during the past decade, and then 
goes on to propose new m ethodological bases for an 
in-depth analysis o f the subject. T o  this end, he 
discusses the relationships betw een co-operativism , 
popular participation, a lternative developm ent 
styles and dem ocracy; the possibility that a "new " 
type of co-operativism  may act as an im portant social 
agent in com ing years; the specific features of co- 
op erativ ism  in the Latin  A m erican co ntext; and, 
finally, the need to d eterm ine the geo-econom ic, 
cultural, social and political spheres in w hich co
operatives function.
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Introduction

If any one feature can be said to characterize the 
present situation, it is uncertainty — uncertainty 
in respect of developm ent theory and 
uncertainty about the means of overcoming the 
severe economic, social and political crisis 
affecting all the countries of the region, 
regardless of th eir p olitical form s of 
government, their initial levels of growth and 
the development styles or strategies they have 
adopted.

Especially since the 1960s, the debate 
concerning development has focused attention 
on the social and human aspects of this process. 
Development theory has evolved from a concept 
based almost exclusively on economic growth 
into the "unified approach" and the "integral 
development” proposed by the United Nations, 
in which the central idea is that development 
should be subordinated to human values, 
especially those of well-being and social justice.

Latin America’s experience during the past 
thirty years, however, has only increased the 
uncertainty felt by politicians and experts. The 
data and analyses that are available for the 
period 1950-1980 (see, in particular, Rama and 
Faletto, 1985) reflect a region which is highly 
dynamic in economic terms, but, nonetheless, 
one in which this dynamism has failed to give 
rise to significant qualitative changes in the well
being of the population or in society’s 
distribution of the benefits of growth.

The prevailing economic uncertainty has 
been compounded by political uncertainty 
inasmuch as what appears to be the end of an era 
of military régimes is occurring at a time when 
authoritarian, neo-liberal, developm entalist, 
reformist and revolutionary options are also 
loosing their sway.1

In short, if it was previously acknowledged 
that growth was necessary but not sufficient for a 
socially just type of development, today it must

1 For an analysis of the current shift away from military 
régimes and the viability of democratic or "social-democratic” 
alternatives, see Wolfe (1984b).

I
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be realized that the prospects of very low or even 
negative growth rates pose an even greater 
challenge to efforts being made to build 
democracy in the countries of Latin America and 
the Caribbean, as well as to proposals for an 
alternative development in which popular 
participation would play a central role.

The ideals of liberty, social justice and equity 
have taken on renewed importance. However, 
these ideals must not be treated merely as 
abstract concepts to be used in establishing 
vague relationships in the frequently normative 
analyses of the possibilities for democracy in the 
countries of the region, for a society can only 
declare itself to be free and democratic if it 
enables these ideals to be put into practice by the 
institutions that regulate the lives of its citizens.

In view of the above, at some point during 
the discussion of alternative styles an assessment 
should be undertaken of the role to be played by a 
specific form of organizing the production of 
goods and services — namely, co-operatives—  in 
the creation of a democratic development style 
in w hich con cep ts such as "p op u lar  
participation”, "self-management” and "co- 
management” are put to the test. The 
assessment of forms of association and their 
potential for promoting popular participation is 
of particular importance at a time of crisis like 
the present, because it provides a means of 
ascertaining what conditions do or do not lend 
validity to the hypothesis that "under conditions 
of scarcity, all forms of organization contain 
seeds of exclusion and discrimination, even if 
they profess egalitarian ideologies” (Wolfe, 
1984a).

The acknowledged importance of the subject 
should not, however, feed false hopes about the 
possibility of collecting enough objective 
information (or, at least, a sufficient amount of 
data that is not overly laden with value

judgements) to form an accurate picture of the 
present status of co-operativism in Latin 
America and the Caribbean and to serve as a 
basis for proposing alternative government 
policies for the sector.

The controversy concerning co-operativism  
has become so ideologically charged during the 
past few decades, and co-operatives have been 
denigrated to such an extent (both by the left, 
which sees them as tools for manipulating 
groups that have been excluded from society, and 
by the right, which regards them as the hidden 
seed of communist subversion), that it is 
becoming increasingly difficult to distinguish 
facts from propaganda or to tell the difference 
between research results and what the 
opponents or apologists of co-operativism  
would like us to believe.

The following sections, which were 
developed as part of a project carried out by the 
Social Development Division of EC LA C ,2 review 
the recent trends and present features of co- 
operativism in the region and offer some 
conceptual and methodological guidelines for 
the in-depth exploration of a subject which is 
awakening renewed interest in many countries.

The following analysis is marked by an 
awareness of the fact that a course must be 
steered between the two conflicting extremes of 
apology and criticism, and that both humility 
and prudence will be required if we are to skirt 
the danger of creating a new "committee-made 
utopia” such as those which, according to 
Marshall Wolfe, frequently take the form of 
"declarations and 'plans of action’ ... mainly as a 
consequence of the self-perpetuating rituals of 
international organization’s” (Wolfe, 1984b).

'Subregional technical meeting on the present situation and 
prospects for co-operativism in Argentina, Brazil, Chile, Paraguay 
and Uruguay (Montevideo, 18-20 November 1985).
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II

Recent quantitative trends in co-operativism in 
the region

In 1983 the Department of Social Affairs of the 
Executive Secretariat for Economic and Social 
Affairs of the O A S conducted a survey to 
determine what quantitative changes had 
occurred in co-operativism during the past 
twenty years, what type of governmental 
support has been provided to the sector, and 
what were considered to be the most important 
problems, constraints and needs in this regard 
{O A S, 1984). Of all the countries in the region, 
Uruguay, El Salvador, Haiti, Trinidad and 
Tobago and5 Barbados were the only ones which 
did not respond to the O A S questionnaire (see 
table 1).

The data shown in table 1 indicate that an 
estimated 33 000 co-operatives, with nearly 18 
million members, now exist in Latin America 
and the Caribbean. This represents an increase 
of over 300%  in the number of members since 
the beginning of the 1960s, while the number of 
co-operatives has nearly doubled during the 
same period.

On the one hand, the increase in the number 
of co-operatives was greater during the period 
1963-1973 and declined during the following 
decade. This provides supporting evidence for 
the view that there was a boom in co-

operativism during the 1960s, with a subsequent 
decline (information on preceding periods 
which would provide a more accurate picture of 
trends in co-operativism is lacking). On the 
other hand, the staying power of co-operativism  
and its spread throughout all the countries of the 
region is worthy of note.

An analysis of the ratio of members to the 
total population and to the economically active 
population (E A P ) in the countries of Latin 
America and the Caribbean (see table 2) 
provides a more refined measurement of the role 
played by co-operatives in the development of 
the region.

Except in Chile and Colombia, co-operatives 
have accounted for increasing percentages of the 
economically active population during the past 
decade. The number of co-operative members in 
1973 equalled 11.7%  of the economically active 
population as of 1970 and had reached 16.9%  by 
the beginning of the 1980s. It should be noted 
that the data for Argentina have a great impact 
on the overall picture. If the statistics for this 
country are excluded from the calculations of the 
total, then the increase in the ratio of members 
to the EA P falls to 8.1%  in 1970 and 8 .7%  in 
1980.

Table 1

CO-OPERATIVISM IN LATIN AMERICA AND THE CARIBBEAN: NUMBER OF 
CO-OPERATIVES AND MEMBERS, 1963, 1973 AND 1983

1963 1973 1983

Number of co-operatives 17 581 25 239 32 441
Number of members 5 671 456 9 553 343 17 964 511
Membership as a percentage of the EAP 8.7 11.7 16.9

S o u rce :  Based on OAS (1 9 8 4 ), table 1, page 4; ECLAC (1983) (EAP, I9 6 0 ) ; and CELADE (1 9 8 2 ) (EAP 1970 and 1980).
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The overall regional picture is a composite 
of a wide range of quite different situations. It 
includes countries such as Mexico, Venezuela 
and Paraguay, which had the lowest rates for 
1970 (2 .4% , 3-1%  and 4 .1% , respectively), and 
which had not changed their relative position by 
the end of the perjod. In contrast, Nicaragua, 
Guatemala and Honduras started with very low 
membership/HAP coefficients (3 .3% , 3.5%  and 
5.0% , respectively) but managed to more than 
double those rates in the span of 10 years.

The upper end of the scale is occupied by the 
countries which have the highest rates and 
showed the most remarkable growth during the 
period. They include Costa Rica and Peru, where 
membership now represents between one- 
fourth and one-third of the economically active 
population.

Finally, members of co-operatives once 
represented a large percentage of the 
economically active population in Chile and 
Colombia, but membership has dropped quite 
sharply during the past ten years. In the case of 
Chile, this may be accounted for by the presence 
of the military government, which has helped to 
bring about the dissolution of over one-half of 
the co-operatives that were in existence when it 
assumed power in 1973. A more detailed analysis 
would be required in the case of Colombia, since 
the trend there has been quite irregular. Between 
1963 and 1973, the membership of Colombian 
co-operatives increased almost fivefold, but it 
then fell by 20%  during the following decade. 
The number of co-operatives increased during 
the period as a whole, however (by 286%  
between 1963 and 1973 and by 42%  during the

Table 2

LATIN AMERICA AND THE CARIBBEAN: MEMBERSHIP OF CO-OPERATIVES 
IN ABSOLUTE TERMS AND AS A PERCENTAGE OF THE 

TOTAL POPULATION AND THE EAP

Countries *

Number 
of members 
(thousands, 

1973)

As a percent
age of total 
population 

(1970)

As a 
percentage 

of EAP
(1970)

Number 
of members 
(thousands, 

1983)

As a percent
age of total 
population 

(1980

As a 
percentage 

of EAP 
(1980)

Argentina 3 437 14.5 36.7 9 468 35.0 88.5
Bahamas - - - 6 2.5 -

Bolivia 114 2.6 8.2 197 3.5 11.2
Brazil 2 064 2.2 6.9 2 936 2.4 7.3
Colombia 1 242 6.0 19.5 948 3.7 10.8
Costa Rica 76 4.4 14.4 200 9.0 26.0
Chile 695 7.4 23.7 562 5.1 14.8
Dominica - - - 36 43.4 -

Ecuador 121 2.0 6.9 - - -

Grenada - - - 6 5.4 -

Guatemala 56 1.0 3.5 175 2,4 7.8
Honduras 39 1.5 5.0 123 3.3 11.4
Jamaica 148 7.9 - 272 12.4 -

Mexico 326 0.6 2.4 510 0.7 2.6
Nicaragua 18 0.9 3.3 60 2.2 7.8
Panama 40 2.7 7.8 77 4.1 11.0
Paraguay 30 1.3 4.1 47 1.5 4.4
Peru 690 5.1 16.2 2 064 11.7 36.1
Dominican Republic 43 1.0 3.0 128 2.2 6.3
Venezuela 96 0.9 3.1 141 0.9 3.0
Total 9 235 3.6 11.7 17 956 5.4 16.9
S o u rc e : Based on OAS (1 9 8 4 ), table A -5, page 37 (num ber of m em bers); CELADE ( 1982) (total population and econom ically

active population).
“ R ep resen ts 71 %  o f questionnaire recipients w hile the statistics for the population and the EAP correspond to 92 %  o f the 

regional total.
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following ten years). Unfortunately, not enough 
information is available to permit a proper 
interpretation of what has occurred in that 
country.5

The annual growth rates for the region as a 
whole (see table 3) appear to confirm the 
significance of co-operativism in Latin America 
and the Caribbean, inasmuch as they are much 
higher than the growth rates for the total 
population and for the economically active 
population.

T able 3

LATIN AMERICA AND THE CARIBBEAN:
ANNUAL GROWTH RATES OF NUMBER 

OF CO-OPERATIVES AND THEIR MEMBERS

1963-1973 1973-1983 1963-1983

C o-operatives 3.7 2.5 3.1
Members 5-4 6.5 5.9

1 960-1970 1 970-1980 1960-1980

T o ta l population 2.7 2.7 2 .6
Econom ically
active population 2.7 2.9 2.8

Source: Based on  OAS ( 1984),CELADE (1983) and  ECLAC ( 1984).

'I n  co n tra s t , J a ram ilto  (1984) underscores C olom bia 's  
favourab le  econom ic s itu a tio n  and  th e  su p p o rt its g o v e rn m en t has 
g iven  to  co -o p era tiv es: a s ta te  o f affa irs  w hich  is no t reflected  a t all 
in  th e  OAS survey data.

In and of itself, the above does not invalidate 
the conclusions reached in the various studies 
that have been conducted during the past decade. 
These studies will be analysed briefly in the 
following section.

Although the above data' illustrate the 
strength of co-perativism in the region, they do 
not provide information concerning the role 
played by the low-income strata in this regard, 
nor do they provide a basis for assessing the 
significance of these growth rates in relation to 
the promotion of particpation by broad sectors 
of the population in decision-making and in 
economic and social management.

Finally, table 4 provides information 
concerning the number of co-operatives and 
members in each branch of activity for 1983. 
These figures provide an indication, for 
example, of the co-operative model’s potential 
for contributing to the resolution of one of the 
most pressing problems of our times: the 
production and distribution of foodstuffs. There 
are currently 12 000 agricultural and fishery co
o p e ra tiv e s , w ith  2 0 0 0  0 0 0  m em b ers, 
representing 38%  of all existing co-operatives.

The next largest groups, in descending 
order, are savings and loan (13% ) and housing 
(11% ) co-operatives. In terms of membership, 
the largest groups at present are savings and 
loan (33%  of all members) and services (20% ).

Table 4

LATIN AMERICA AND THE CARIBBEAN: TYPES OF CO-OPERATIVES IN 
EXISTENCE AND THEIR PERCENTAGE BREAKDOWN

Co-operatives Percentage breakdown
Types ----------------------------------------------------  -----------------------------------

Number Members Number Members

Total 32 441 17 964 511 100 100
Agricultural 11 055 2 082 397 34 12
Consumer 2 739 2 790 397 8 16
Savings and loan 4 399 5 988 237 13 33
Housing 3 524 592 895 11 3
Electrification 944 I 589 667 3 9
Fishery 1 221 82 305 4 -
Transport 2 578 151 398 8 2
Miscellaneous services 1 571 3 613 419 5 20
Other 1 962 730 320 6 4

Source: OAS (1984), table A-4, page 36.
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III

Between the reformist panacea and the manipulation 
of excluded groups

The data given in the preceding section attest to 
the growing interest in co-operativism and 
popular participation to be observed in various 
countries of the region. This observation is 
hightened by the fact that the three countries 
which have recently returned to a situation of 
democratic normality (Argentina, Uruguay and 
Brazil) have created special governm ent 
departments to deal with co-operative affairs. 
This renewed interest in the subject, however, 
calls for a repostulation of the objectives of the 
research and activities carried out by public and 
private organizations concerned with co
operatives.

A first step would be to ascertain the exact 
significance of the various methods of 
dem ocratic m anagem ent and supervision  
provided for in alternative forms of economic 
organization such as co-operatives, self
managed enterprises and other types of 
associations. In addition, an assessment should 
be undertaken of co-operativism’s potential for 
fostering popular participation and promoting 
the creation or consolidation of a democratic 
style of development.

1. T h e  ro le  a ss ig n ed  to  co -op era tiv es  
in th e  1950s an d  1960s

During the late 1950s and early 1960s 
governments, international organizations and 
financial institutions did a great deal to support 
the development of co-operatives.

Governments’ motives for promoting co- 
operativism  varied. Some regarded co
operatives as one more tool to be used in 
applying their development policies, as a means 
of regulating commercial intermediation, as a 
way of allocating government resources which 
would ensure that recipient groups also made a 
contribution, and as a vehicle for the 
dissemination of technology to the more 
backward sectors of the economy so that it would

be possible to carry out projects and provide 
services relating to the infrastructure and 
support for production. Others also saw political 
advantages in the growth of co-operativism  
because it provided a means of ensuring a State 
presence in rural zones as well as of 
counteracting unionization and the spread of 
independent grassroots movements.

W hatever the praticai reasons for the strong 
support provided by the State, co-operatives 
were expected to perform a basic function in the 
development process. This idea was shared by all 
the actors involved: governments, international 
agencies and representatives of the co-operative 
movement around the world.

First of all, co-operatives were assigned a 
role as agents of change and, more specifically, as 
agents of modernization in accordance with the 
prevailing paradigm at that time. There was a 
strong conviction (still held by many) that co
operatives would lend greater rationality to 
social relations and were an ideal way of making 
the transition from a traditional society to a 
modern one. Seen in this light, co-operatives 
represented a transitional type of institution, a 
bridge between community activities and 
complex social organizations. From a cultural 
standpoint they would be virtually tantamount 
to a rite of transition towards modern 
rationality, impersonal relationships and the 
market.

In addition, and in one sense as a 
consequence of the above, a great deal of hope 
was pinned on co-operatives as a means of 
incorporating marginal sectors into the rest of 
the nation and into the growth process; in short, 
co-operatives were to be those sectors’ passport 
to full social, political and economic citizenship. 
So it was that co-operatives constituted, for 
example, the main means of executing agrarian 
reform programmes in developing countries.

Finally, during the intensification of the cold 
war between the superpowers — which became
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even more acute in Latin America after the 
success of the Cuban revolution—  co- 
operativism seemed to provide a middle road 
between capitalism and socialism. In an effort to 
con tain  the advance of revolu tion ary  
movements (an effort which reached its height 
in the region under the Alliance for Progress) 
(Livinson and Onis, 1970), co-operatives were 
seen as an antidote: a way of satisfying demands 
for reforms (some of which were necessary for 
the very consolidation of capitalism in Latin 
America) without occasioning drastic changes or 
violent departures from the prevailing system of 
ownership.

H ow ever, the hopes placed in co- 
operativism early in the 1960s were offset by an 
equivalent degree of disenchantment in the late 
1960s.

2. T h e  research  con du cted  by th e  U nited  
N ation s R esearch  Institu te f o r  Social 

D ev elo p m en t ( U N R IS D )

Countless analyses were made of the results 
achieved by co-operativism. Of these, the study 
conducted by UN R ISD  in 1970 unquestionably 
had the greatest impact on the controversy about 
the subject. Direct research carried out between 
1968 and 1970 as part of the project on rural co
operatives and related institutions as agents of 
planned change included 40 case studies of 
individual co-operatives and similar institutions 
in Asia (Sri Lanka, Iran, Bangladesh), Africa 
(Cameroon, Ghana, Kenya, Tanzania, Tunisia, 
Uganda and Zambia) and Latin America 
(Colombia, Ecuador and Venezuela).4 The title 
of the project’s final report (C o-op erativ ism : its 
fa ilu re  in th e  T h ird  W orld ) (U N R IS D , 1974) 
leaves no doubt about the nature of the 
conclusions set forth therein.

The main conclusion was that rural co
operatives in developing regions were providing 
few benefits to the poorer masses in such areas

’ T h e  re su lts  o f th e  p ro jec t w ere pub lished  be tw een  19 7 1 and 
1972 in a n u m b er o f volum es in th e  series Rural institution ! and 
Planned Change. V olum e 111 of th is  series  deals specifically w ith  
co -o p era tiv es  and rural d ev e lo p m en t in Latin  A m erica. T h e  final 
re p o rt (UNRISD, 1974) con ta in s  th e  conclusions reached d u ring  
the  course  o f th e  p ro jec t, in ad d itio n  to  p re se n tin g  the  reactions of 
re sea rch e rs  and re p re sen ta tiv e s  o f th e  co -o p era tiv ism  m ovem en t 
a ro u n d  th e  w orld.

and, generally speaking, could not be regarded as 
agents of change and development for such 
groups (U N R IS D , 1974).

In Latin America, according to Orlando Fais 
Borda, who was in charge of evaluating the co
operatives of the region for the U N R IS D  project, 
co-operatives received State support for political 
reasons, as a means of pacifying a rebellious 
peasantry and of softening the effects of 
economic crises. That explained, to some extent, 
why campaigns to promote co-operatives were 
usually conducted during periods of depression 
and violence.

Fais Borda felt that one of the main reasons 
for this overall conclusion (i.e., that co
operatives had not been agents of change and 
had provided the poorest sectors of the 
population with very few benefits) was that the 
majority of these sectors had neither a property 
base nor access to resources: a situation which 
resulted in their total exclusion from the 
proposed scheme. The m ost successful 
exp erim en ts had been those involving  
restricted-membership co-operatives which, by 
virtue of that very fact, tended to become cultural 
enclaves hemmed in by the dominant society. 
Furthermore, the strengthening of such co
operatives resulted in a heightening of the 
differences in income within the region: an 
effect which was diametrically opposed to the 
declared objectives of State support.

The study also demonstrated that open- 
membership co-operatives tended to mirror the 
structure of the community and even to 
transform it in the wrong direction by 
rein forcin g  and deepening p re-ex istin g  
inequalities as the more affluent groups gained 
control of the committees and management of 
such. co-operatives and managed to exert a 
decisive influence on the nature of the benefits 
derived from them as well as on the distribution 
of those benefits among the members.

Finally, in the few cases where co-operatives 
really were authentic organizations of the poor 
peasants of a community, they proved clearly 
ineffective in prom oting their m em bers’ 
interests. The same thing occurred, ultimately, 
even in those cases where they were successful, 
because this meant that they represented a 
threat, as a source of competition, for established 
private interests. When this happened, attempts
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were made to undermine them through the 
removal (at times, by violent means) of their 
leaders and to force them into bankruptcy by 
resorting to the traditional techniques of 
artificial price reductions or a tightening of 
credit, accomplished by making increasingly 
harsh demands in respect of collateral and other 
requirements; in other cases, they were simply 
transformed into capitalist enterprises.

In these circumstances, which reflected the 
unfavourable environment for the introduction 
of co-operatives as agents of structural change, 
the U N R IS D  recommendations stressed the belief 
that government efforts would be more useful if 
they were directed towards bringing about 
desirable social, economic and structural changes 
by methods aimed directly at overcoming the 
obstacles standing in the way of rural progress 
(U N R IS D , 1974).

3. R esu lts o f  o th e r  studies

Other research projects generally corroborated 
the U N R IS D  conclusions. In a highly acclaimed 
study on underdevelopment, for example, 
Gunnar Myrdal (1968) indicated that only the 
upper strata could take advantage of the benefits 
offered by co-operatives — and of the 
governm ent subsidies provided for their 
development. The net result was greater 
inequality, not less.

The same conclusion was reached by another 
researcher whò, on the basis of his observations 
in India, stated that the success of co-operatives 
presupposed a modicum of social equality, 
political democracy and economic viability. 
According to Thorner (1962), people liked to 
think that a comprehensive, well-supported, 
well thought out governmental programme of 
setting up co-operatives would change the 
power structures of a village, but the evidence 
suggested that a village’s power structure 
imposed its own model upon co-operatives and 
would continue to do so.

The study by Urna Lele (1981) points in this 
same direction, inasmuch as it indicates that, for 
a variety of reasons relating to inequalities in the 
distribution of income and capital, it is more 
costly to provide services to the poor than it is to 
satisfy the upper strata. This conclusion is based 
on the assumption that the establishment of co

operatives requires the fulfilment of a series of 
conditions, such as access to technological 
innovation, the existence of a physical 
infrastructure, and favourable pricing policies.

Other investigators have underscored the 
exotic nature of the co-operativist doctrine as an 
element of Latin American cultures. Emilio 
Willens (1963), for example, pointed out that 
the most successful co-operatives in the region 
were precisely those that were first set up in 
Argentina, Brazil and Uruguay (and which later 
spread to all the other countries) by European 
immigrants who brought the co-operative 
traditions and cultural characteristics of their 
countries of origin with them. The picture is 
further complicated by some ethnic factors 
which make assessment of co-operativist 
achievements in the Caribbean countries quite 
problematical, inasmuch as ethnic differences 
interfere with purely class-based distinctions 
and render them only relatively valid (Huizer, 
1983 and Moreno, 1983).

A study carried out a few years ago at the 
request of ECLAC by Roberto Jimenez (1980) 
took a less critical view of trends in co- 
operativism in Latin America and the Caribbean. 
For example, it pointed out that co-operatives 
have had some positive impact on income 
differences among the lower strata, have 
introduced an element of stability in the 
employment of lower-income sectors and have 
provided an opportunity for incorporating 
women into productive labour. Jiménez also 
acknowledged, however, that participation has 
been of a formal nature and has often been 
dominated by the more affluent groups.

In concluding this brief analysis of the main 
assessments made of co-operativism during the 
past decade, it may be said that both the UNRISD 
study and those of other researchers provide 
plentiful evidence that while it is true that co
operatives can furnish some degree of protection 
for small-scale producers and consumers, it is 
equally true that, within these co-operatives, the 
more affluent members have managed to secure 
a much larger part of the benefits than the vast 
m ajority of low -incom e m em bers, and 
frequently have done so at the expense of the 
latter.

The implication of the foregoing is that in 
the efforts now being made to apply the essential
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elements of such forms of association to the 
creation of a participatory style of development, 
it is necessary to reformulate the approaches

that have been used to evaluate the present 
situation, analyse future prospects and propose 
government policies.

IV 

Conceptual guidelines for the study of co-operativism 
and popular participation in Latin America 

and the Caribbean

1. C o-operativ ism , a ltern ativ e  d ev e lo p m en t  
styles an d  dem ocracy

It has already been stated that now, more than 
ever before in the recent history of Latin 
America and the Caribbean, the ideals of liberty, 
social justice and equity have taken on renewed 
meaning. It has also been asserted that a 
transition towards democracy can only be 
regarded as successful in so far as it promotes the 
application of these ideals in the daily life of each 
individual. Furthermore, it has been considered 
that different social actors, espousing a variety of 
projects for restructuring Latin America’s 
economies and societies, will play a fundamental 
role in the search for means of overcoming the 
prevailing crisis, whose severity has increased 
during the past decade.

Indeed, a great deal of effort is now being 
made in the region to identifying the social 
actors that are involved, to determine their 
orientations and to ascertain the degree to which 
their designs for society would tend to 
consolidate democracy.

Alongside the current search for " magical” 
formulas aimed solely at doing away with the 
immediate manifestations of a much deeper 
crisis (all of which are in evidence in the issue of 
the external debt), an ongoing effort is being 
made to define at least the minimum rules of the 
democratic approaches whereby the social actors 
committed to strengthening pluralistic systems 
of government are attempting to ensure that

greater opportunities will be made available for 
participation and to promote independent or 
autonomous forms of organization.

N o on e still b elieves in fo rm a l, 
parliamentary democracy as an end in itself, 
which is a large part of the reason why support 
for traditional liberal, developm entalist, 
reformist and revolutionary models has been 
declining among broad sectors of the population.

Today, the call for democracy embodies a 
new outlook. Whereas it was previously believed 
that the demands of economic management and 
of the grow th process placed "n atu ral” 
limitations on participation by large social 
sectors because econom ic decisions were 
primarily based on a technical rationale to which 
the idea of participation was foreign (it being 
assumed that participation was a politically 
irrational form of resolving conflicts), it has now 
been demonstrated that these limitations are, for 
the most part, artificially created (and are 
therefore political in nature) rather than coming 
about naturally. The truth of the matter is that, 
either as a result of adherence to rigid market- 
economy criteria or as a result of economic 
planning being regarded as an image of an ideal 
society, such limitations have really been 
imposed on concrete social demands.

This has produced a marked change in the 
way in which the relationship between 
economics and democracy is viewed. Faletto 
(1983, p. 33) sums it up as follows: "present 
concerns are such that any economic option and,
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hence, any alternative style is weighed on the 
basis of the following questions: W hat amount 
of freedom does it grant? and Is it oriented 
towards efforts to consolidate democracy or does 
it exclude them ?”. From  the standpoint of the 
present discussion, the same is true of the ways 
in which issues relating to co-operativism are 
currently dealt with.

2. T h e  co -o p era tiv e  as a  p o ss ib le  
soc ia l actor

For analogous reasons, the almost desperate 
search for "th e” social group or "the” class that 
would act as a vehicle for the values underlying 
this or that model ceases to be of importance.

As Bennett (1983) has noted, if the clearly 
social nature of human needs is recognized and 
if, furthermore, the idea is accepted that the 
values assigned to them reflect the particular 
interests of a class or group, then it would be a 
backward step to propose that the "best” or the 
fairest option from a social standpoint (most 
participatory and most democratic in terms of 
the respect accorded to the rights of majorities 
and of minorities) can be the privilege of a single 
class or group.

The approach or focus outlined here as 
regards issues relating to forms of association 
and self-ma nage ment is therefore based on the 
assumption that organizations such as co
operatives may become important social actors 
in the coming years.

It should be borne in mind, of course, that 
the choice of co-operativism is to some extent an 
arbitrary one. It should by no means be regarded 
as a solution, but rather as a working hypothesis. 
Any attempt to define social actors (co
operatives) on the basis of occupational 
categories (members of co-operatives) or of 
"objectively-defined” relative positions in the 
socio-occupational structure must be rejected out 
of hand, because actors do not first constitute a 
category of actor and then become proponents of 
a given line of action; rather, it is the line of 
action which dfines a social category as an actor. 
This means that the persistence of co- 
operativism in the region is a necessary but not a 
sufficient condition for the transformation of co
operatives into significant social actors.

Approaches which would only lead to a 
repetition of past mistakes must be rejected just 
as forcefully. For example, it is not only 
misleading but false, as well, to assume a p r io r i  
(as has frequently been done) that co-operatives 
are an alternative to capitalist enterprise and 
that their promotion will, by definition, provide 
greater opportunities for participation by lower- 
income sectors and for an improvement in their 
living standards. One of the factors which has 
promoted the spread of co-operativism is, 
precisely, the fact that these organizations can 
and do function under any type of economic and 
political system whatsoever so long as they are 
not expressly prohibited. Although their 
operations, efficiency and the benefits they can 
offer their members are influenced by the 
systems under which they function, there is no 
definite relationship between the type of social 
system and the number and size of co-operatives.

In the light of recent history, it must also be 
realized that co-operatives cannot represent the 
only solution for those immersed in poverty. 
Social problems of a structural nature can only be 
solved by society as a whole, by means of a 
process in which specific organizational models 
act as dependent variables.

3. C o-operativ ism  an d  p o p u la r  partic ipation

An equal measure of caution is called for when 
discussing the relationship between co
operatives and popular participation, which 
often takes on a theological — and, hence, 
mystic—  character.

First of all, there are a number of questions 
surrounding the very concept of participation 
and its present meaning for lower-income 
sectors. Despite the intense debate on this 
subject which has been taking place during the 
past few years, the question remains: W hat is the 
object of participation? Is its aim to overcome 
alienation or exclusion, especially exclusion 
from power (a co-operative movement which 
could sidestep the question of overall power and, 
therefore, strengthen its corporate aspects)? Is it 
designed to change the social division of labour 
at its corporate level? Is it a strategy for 
resolving conflicts among various social groups? 
Is it a demand for self-government or for greater
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State intervention? Or is it a strategy for 
bringing the citizenry into its own?5

At this point in the discussion it would be 
well to remember that to this day the Third 
Reich is still considered to have had the most 
participatory organizational structures ever 
known. Indeed, many people regard them as the 
f o r e r u n n e r s  of m o d e rn  th e o r ie s  o f  
organizational development and participatory 
management (Singer and W ooton, 1976).6 Few, 
however, would wish to defend the results of 
such broad-based participation.

W hat appears to be more important, and 
less likely to be used as a fetish, is an accurate 
identification of the relationships between a 
given organizational model and the other 
institutions that form the context for the model 
(as well as the centres of power) inasmuch as 
these relationships are what determines the 
outcome, rather than the specific (or desired) 
ch a ra cte ris tics  of a p articu lar type of 
organization.

W hat was once regarded as an accepted fact 
(i.e., that co-operatives promote popular 
participation and contain all the ingredients for 
a democratic and unified society) has now 
become a question: Can co-operativism satisfy 
current demands for democracy by giving 
citizens greater control over the State and over 
capital?

'T h e  ten s io n s  underly ing  th e se  und o th e r  issues re la tin g  to  
p a rtic ip a tio n  are analysed by G u im arães  (1985), W olfe  (1984a), 
l-C L A C  ( 1982) and U n ited  N a tio n s  (1982).

'’M any scho lars  posit th e  need to analyse  p rocesses of 
p lan n ed  social ch an g e  o n  th e  basis o f actual re su lts  ra th e r  th an  on  
the  basis o f th e ir  s ta ted  objectives o r  th e  m odels th a t have been 
ap p lied , because agen ts  o f ch an g e  are  always dedicated  to  w ork ing  
for th o se  changes  th a t will have m ean in g  only in accordance w ith  
th e ir  p e rso n al parad ig m s of w hat th e  ¡deal o rd e r for social 
re la tio n sh ip s  is (G u e rre iro  R am os, 1976, p. 268). For those  w ho  
believe in th e  i n tr  i ns ic qua I it ies o f m odels o f social ch an g e  and  w ho  
justify  th e ir  ap p lica tio n  d esp ite  any d o ub ts  th a t may be raised, 
th e re  could be n o th in g  m o re  a p p ro p ria te  (and  sob erin g ) th a n  to 
recall th e  w ords o f A lbert S peer: “T h e re  w ere  m any decen t and 
w e ll-m ean in g  m en  in N azi G erm any , yet they w ere  incapab le  of 
p re v e n tin g  th e  g re a te s t bkx td b a th  in history . T h e  in s titu tio n a l and 
techno log ical m o n s te r  o f  m ass d estru c tio n  can very easily take o n  a 
m o m e n tu m  o f  its ow n and thereby  lead th e  w orld  tow ards to ta l 
a n n ih ila tio n . O nce th e  "beast"  is set free, it can only m ove in one 
d irec tio n  T h e  descen t in to  hell can be an exciting  and enjoyable 
tr ip , but u n fo rtu n a te ly  it is on  a one-w ay ticket. 1 know , I w as the re , 
I still am " (in te rv iew  by F, N o rd e n , Playboy, Ju n e  1971, p. 202).

4. G en era l fr a m ew o rk  f o r  an ex p lora tion  
o f  th e  subject an d  suggestions f o r  

fu tu re  research

It is not being proposed here that co-operatives 
and other forms of association should be 
regarded as an economic alternative to the 
traditional capitalist unit of production: an 
attitude that tends to polarize the distinctions 
between individual and collective ownership, 
growth versus distribution and other such issues, 
and in which the analysis is oriented towards 
determining what economic, political, cultural 
and institutional conditions are necessary for the 
estab lish m en t and d evelopm ent of co 
operatives.

Instead, what is being proposed here is to 
take the mere existence of co-operatives as the 
starting point and then to determine their social 
and political implications while, at the same 
t im e , d e v o tin g  s p e c ia l  a t te n t io n  to  
m icroeconom ic issues of efficiency and 
competitiveness. Special attention would be 
given to the social and political dimensions of co
operatives, viewed as a means of incipient 
socialization or of increasing the popular sectors’ 
awareness. The analysis would thus focus on the 
role of co-operatives in the economy and in the 
national society, relationships among their 
members, relations between members and 
employees, etc.

To this end, the starting point for the 
analysis could be confined to a consideration of 
co-operativism not necessarily as a social 
movement, as defined by Enzo Faletto (1983) 
(that is to say, as a movement which generates 
counter-models of society inasmuch as it 
addresses problems that concern society as a 
whole: a feature which distinguishes it from  
pressure groups, which focus on individual or 
corporate problem s), but rather as an 
educational process which may give rise to a 
collective identity and an increase in the popular 
se cto rs ’ capacity for o rg an izatio n  and 
mobilization. Again, rather than starting from  
an analysis of co-operativism as a social 
movement, it becomes more important to 
specify the nature of the relationships between 
co-operatives and other related popular 
m ovem ents such as trade unions and
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associations of poor urban sectors or the 
peasantry.

The treatment of this subject should thus be 
focused on two facets or dimensions. The first 
step would be to delve into the anatomy of the 
co-operative phenomenon in an attempt to 
ascertain where co-operatives operate, what 
organization of labour and production structure 
they use, to what extent their members 
participate in them, and how efficient they are. 
The second component would be to describe the 
"ecology” of co-operativism , i.e., to determ ine 
— on the basis of an analysis of the relations to 
which they give rise in their social, cultural, 
econom ic and political con texts—  what 
repercussions they have on other spheres of life, 
such as political parties, unions and the market.

From  this standpoint and using the entire 
preceding discussion as a conceptual frame of 
reference, suggestions will be made as regards 
some of the more immediate research needs. 
Firstly, the analysis should concentrate on the 
characteristics of associative, co-operative and 
local self-management movements, particularly 
their economic and social aspects.

The type of activities carried out by these 
organizations in each country would have to be 
described, as well as their distribution and 
geographical location, the scale and structure of 
production, income modalities and differences 
(mainly between technical and managerial levels 
and between members and employees) and,

finally, their mechanisms and opportunities for 
economic integration in respect of both markets 
and production units and the share of national 
and sectoral output and of exports accounted for 
by co-operatives. It would also be necessary to 
examine what impact these organizations have 
on the employment structure and the labour 
market, especially in relation to young people 
and women.

Another urgent task would be to determine 
the social composition of co-operatives (sex, age, 
social origin and occupational category) and the 
nature of the decision-making process, primarily 
as it relates to the introduction of technological 
changes and the distribution of surpluses. In 
connection with this last element, it would be 
interesting to analyse the function performed by 
external agents, not only in the creation and 
operation of associative, co-operative and self
managed organizations, but also as regards the 
limitations placed on the continued operation 
and autonomy of such organizations by the 
presence of a dynamic external agent.

Finally, given the approach used in this 
study, it would be particularly important to 
identify and analyse the main political demands 
to which associative, co-operative and self
management movements give rise, as well as the 
machinery and guidelines for their linkage with 
other popular movements (poor urban sectors, 
unions, peasants, community groups) and 
political parties.

V 

Some methodological considerations

It is difficult to confine the discussion to only a 
few methodological aspects of the study of co- 
operativism and popular participation, for 
methodology is really the basic issue as regards 
the treatm ent of this subject and should be the 
subject of a specific research effort.

1. C o-operativ ism , se lf-m an ag em en t  
an d  p op u la r  organ ization s

There is general agreement that no-one has yet 
managed to identify approaches and strategies 
for understanding the actual situation with
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respect to popular organizations without 
employing a logic and an arbitrary order which 
only have meaning for that observer and which, 
quite often, serve only to create confusion about 
the dynamics of these organizations rather than 
clarifying them.

It is therefore worthwhile, at this point in 
the discussion, to underscore the importance of 
seeking alternative strategies, such as the 
proposals for what has been called action- 
oriented or participatory research, which, in an 
attempt to de-mistify economic as well as 
sociological or anthropological research, 
transforming these activities into tools for 
societal change and fostering a commitment on 
the part of researchers to the real nature of the 
object of study, allow the groups involved in 
popular organizations to play a part in the 
research efforts on them.

From  this standpoint, the use of a very broad 
or ambiguous definition of the concept of 
"popular organizations" (such as that employed 
here), which encompasses such apparently 
different models as co-operatives, associative 
(pre-co-operative?) forms of organization, self
managed enterprises, etc., does not appear to 
pose any major problem. This does not mean, 
however, that sharp differences do not exist 
between each organizational model and the 
others.

Nonetheless, once an as yet unresolved 
ambiguity is assumed to exist and, what is more, 
since the objective both of the analysis and of any 
action to be taken is not the model p e r  s e  but 
rather its role in transforming the popular 
sectors’ survival strategies into new types of 
social and economic relations (or, as some 
people might phrase it, an "alternative 
development style”), it is not felt that this 
position poses any methodological obstacle to 
the study of this subject.

On the contrary, it is felt that the further 
development of the proposals introduced in this 
article, combined with the results of maintaining 
a relationship with popular organizations 
themselves, will point the way to the 
methodological and other types of corrections 
which are likely to be required.

2. C o-operativ ism  in Latin A m erica

What does indeed call for immediate attention 
and discussion is not so much the distinction 
between different forms of organization, but 
rather those aspects relating to the environment 
in which popular organizations (rural or urban) 
operate, the class content of such movements 
and the value-based orientations of those 
seeking to become members.

This is particularly true in the case of Latin 
America and the Caribbean because, there, co- 
operativism has taken on a very different 
meaning from that which it possesses in other 
regions, especially in the Old World. Whereas 
the European forerunners of co-operativism, 
from Robert Owen (in the early nineteenth 
century) to Bernard Lavergue (in the early 
twentieth century), including the Fourier, 
Rochdale, Raiffeisen and other models, arrived 
at co-operativism on the basis of ideological 
concepts concerning the organization of social 
relations, Latin American co-operativism (if it 
can be referred to as such) relates, above all, to 
social practices which are not necessarily 
associated with any given world view (despite 
the fact that they certainly "create" a wide 
variety of ideological options).

In a historical context marked by a high 
degree of economic dependency and social and 
political authoritarianism, co-operatives take on 
different meanings at different points in history 
and for different social sectors. At times, they are 
no more than a temporary survival strategy for 
lower-income sectors, as is demonstrated by the 
growth of labour co-operatives during periods 
when urban unemployment is on the rise.

Often, they represent a defence strategy 
against political repression, serving as a means 
of keeping members of social movements 
organized. In such cases, members may not 
necessarily share the co-operative ideology of 
building a "new” society, but have instead 
formed a co-operative simply because it is the 
only method of participation that is still 
tolerated by government authorities.

Finally, co-operatives may provide a means 
— primarily for middle-class sectors—  of 
gaining access to goods or services on more 
advantageous terms than those available in the
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market, as is often the case with consumer or 
savings and loan co-operatives; in these 
instances, they are a way of democratizing a 
dependent and concentrative type of capitalism.

3. D efin in g  th e  sp ace  in w hich  
co -op era tiv es  fu n ction

Because of the concern to deal with the subject 
within the Latin American context, emphasis 
has been placed on the need, from a 
methodological standpoint, to define the 
economic space (a helping hand to dependent 
capitalism?), the social space (a means of easing 
the tensions created by exclusive patterns of 
accumulation?) and even the geographic space 
(i.e., rural or urban) in which co-operatives 
function. T h is, first of all, involves 
distinguishing between co-operative units and 
co-operative movements.

In respect to the former, it also involves 
drawing a distinction between d e  ju re  co
operatives (capitalist enterprises which merely 
assume the legal form of a co-operative) and true 
co-operatives (where work is undertaken in a 
spirit of solidarity, members participate in 
decision-making, and the principle of "one man, 
one vote” prevails).

4. P rodu ction , con su m er an d  
serv ices  co -op era tiv es

If what is important is not co-operativism in 
itself, but rather the relationship between co- 
operativism, democracy and the style of 
development, then the relations between co
operatives and the centres of power become a 
decisive factor. This means that there is a need to 
differentiate between production, consumer and 
service co-operatives, for example.

If one starts from the assumption, as has 
been done here, that the basic concept to be dealt 
with in a discussion of styles, democracy and co- 
operativism is the idea of democracy as a 
plurality of options, models and social practices, 
and if it is further assumed that this concept

should guide all efforts in this regard, then it is 
no longer a question of redefining all social 
relations on the basis of the co-operative 
doctrine, but rather of strengthening co
operative organizations as a means of 
democratizing the existing systems (both 
market-economy systems and those based on a 
controlled market and central planning — the 
two often being combined in a single society). In 
this respect, the operations of production, 
consumer and service co-operatives undoubtedly 
have very different types of impacts.

5. C o-operativ ism  an d  tran sn ation alization

One final methodological question which 
warrants special attention relates to the fact that 
analyses of co-operativism as well as proposals 
for disseminating and strengthening the co
operative model are often flawed by the 
assumption that they operate in a closed 
economy.

In view of the present trend, especially in the 
countries of the region , tow ards the 
predom inance of financial cap ital, its 
internationalization and the internationaliza
tion of the circuit involved in the production and 
dissemination of technology (which, in its turn, 
b u ttresses national in clinations tow ards  
centralization, concentration and, ultimately, 
authoritarianism), an accurate description of 
inter-co-operative relations at the international 
level is called for. It is also necessary to identify 
the limitations which this trend places on the 
strengthening and possible predominance of the 
co-operative model and on its viability as an 
alternative model.

At the microsocial level, this would also 
involve identifying both the sectors in which co
operatives, given their organizational features 
and their economic rationale, would have the 
best chance of flourishing (those in which labour 
is the preponderant factor?) and those in which 
co-operatives are apparently not the best option 
(sectors where technological obsolescence is 
more rapid?).
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Notes on trade 
from the 
standpoint of 
the periphery

Raúl Prebisch*

T h e  necessity o f generating  foreign exchange in 
order to pay off in terest on  the external debt once 
again brings to  the fore the topic o f centre/periphery 
trade relations, o f their im plicit potential, and of the 
obstacles that ham per them .

T h e  author begins by reverting to  the 
persistence o f the structural causes underlying the 
trade im balance o f the peripheral countries — causes 
that are directly linked to the evolution of the 
in co m e -e la stic ity  o f  in te rn a tio n a l p rices o f 
m anufactures and prim ary products (w ith the 
exception o f petro leu m )—  and recapitulating the 
ways and m eans by w hich the countries in question 
have sought to deal w ith it. A m ong these expedients, 
the substitution o f dom estic production for im ports 
from  the centres and the exp ort o f m anufactures to 
the central countries are singled out for particular 
attention.

T h e  opening-up o f the cen tres’ m arkets to 
m anufactures from  the periphery would be a 
m easure w ith enorm ous potential for the latter, but 
the varied range o f hindrances and constraints that 
exists does not incline the w riter to  optim ism . In the 
c ir c u m s ta n c e s ,  t h e r e f o r e ,  h e  a d v o c a te s  a 
recrudescence o f the old idea o f im port substitution 
in a broad fram ew ork o f regional integration. It is 
not a m atter of newly applying policies devised 
several decades ago; they can constitute a remedy for 
th e  extern al im balance, always provided that they 
are adjusted to the current situation and that the 
m istakes made in the past are avoided. In  face o f an 
increasingly closed world trade, they represent an 
in d isp en sa b le  in g red ien t o f any reaso n ab le  
developm ent strategy.

•D ire c to r ,  CPPAL Review.

Innovation and 
diversification in 

goods and services 
and their implications 

for trade

The technological revolution that is taking place 
in the centres, monetary events in the United 
States, and the substantial imbalances in 
international economic relations pose very 
serious problems for the Latin American region 
of the periphery.

In earlier articles published in this R ev iew  
we have upheld a number of theses which bear 
very closely on the subject of the present article.

W e have endeavoured to show that in the 
development of the centres during the past, as at 
the present time, the substantial increases in 
productivity which technical progress has 
brought in its train have not been correlatively 
reflected in a fall in prices. The reason for so 
important a discrepancy lies in the continuous 
diversification introduced by technological 
innovation in goods and services. As global 
income rises, owing to the increase in 
productivity, demand shifts in the main to new 
types of goods and services in preference to 
th o s e  a lre a d y  b ein g  p ro d u ce d . T h e  
d iv e rs if ica tio n  in q u estio n  o ccu rs  in 
manufactured goods, not in foodstuffs and other 
p rim a ry  p ro d u cts , w h ere  ch an g e  and  
diversification are very limited.

This circumstance suffices to account for the 
tendency towards a deterioration of the relation 
between the prices of primary products and 
those of manufactured goods. Since its earliest 
days, ECLAC has explained that this trend in the 
terms of trade has a very serious effect on 
centre/periphery relations. What is more, in so 
far as technical progress gradually penetrates 
into the periphery and raises income, the 
aforesaid incessant diversification of demand 
makes its appearance there as well, generally in a 
guise accentuated by the great defects in income 
distribution.

I
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Thus, as the development process advances 
the periphery becomes exposed to a situation of 
external disequilibrium which must be rectified 
if the process in question is to run its proper 
course. Owing to the impulse given by the 
diversification of demand, the growth of imports 
is generally very rapid, while exports of primary 
products, except those of petroleum, tend to 
expand at a relatively slow rate. This has been 
happening for some time back, always subject to 
cyclical effects transmitted from the centres.

In general, economists in the centres first 
attacked the industrialization of the periphery, 
which began during the great world depression, 
and subsequently execrated import substitution, 
recommending the periphery to cope with the 
trend towards disequilibrium by exporting 
manufactures instead.

There are countries in the Latin American 
region of the periphery which took this advice 
seriously and embarked upon a vigorous export 
effort. It so happened, however, that when these 
exports began to compete with the production of 
the centres, the latter lost no time in subjecting 
them to severe restrictions. To account for these 
restrictions they adduce the unemployment that 
has accompanied the dynamic weakening of the 
centres in recent times. Yet in the long years of 
prosperity which came to an end in the first half 
of the 1970s, and during which some countries 
not only had no unemployment problem but 
even admitted foreign workers, no manifest 
effort was made to lower the tariff barriers 
erected not only against primary products but 
also against manufactures from the periphery.

Strenuous efforts were made in U N C T A D  to 
change this state of affairs, with little or no 
success. This leads me to suppose that there are 
very important factors that discountenance a 
liberalization policy for imports from the 
periphery. During the boom years in the major 
(Kennedy and Tokyo) rounds of G A T T  

negotiations, customs tariffs were brought down 
to a very low level, but this mainly affected the 
centres’ trade, which largely involves just the 
very goods in whose case the diversification 
process is highly intensive, thanks to the 
continuous technological innovations, and to the 
impulse given by the transnational corporations. 
These, in making the innovations, actively 
intervened in the trade in question, which

reached exceptionally high figures. It is not 
surprising, then, that the periphery, which had 
begun to export goods that were not very 
advanced technologically and whose degree of 
diversification was extremely slight, should have 
lagged far behind in this expansion of trade in 
manufactures.

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 
understanding of this fact it is indispensable to 
recall the dynamic role of the economic surplus 
of enterprises that I have sought to explain in 
earlier articles.1 In the surplus is mainly 
embodied that part of the fruits of the system’s 
increasing productivity 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 
accumulation of enterprises. Thus, as the 
evolution of demand calls for more and more 
diversification, capital investment also shifts 
towards production 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 
innovations aforesaid.

Here a point arises which must be stressed: 
the shift in investment is affected 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 
capitalist development. It happens, however, 
that when imports from the periphery acquire 
competitive capacity 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 competition to redeploy

‘See, in pa rticu la r, " T h e  L atin  A m erican  p e rip h e ry  and  th e  
global crisis of cap ita lism ’1, ŒPAL Review, N o. 26, A ugust 1985.
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their forces and invest in the diversification 
process or step up their productivity. This 
explains why entrepreneurs and workers are 
antagonistic to imports from the periphery. 
Clearly, an additional elem ent today is 
unemployment, which, as we have said, stems 
from the sluggishness of the economies of the 
centres.

The centres have been defending themselves 
with all sorts of restrictive measures which are 
adopted unilaterally in disregard of G A T T  

commitments. Thus we are witnessing a 
phenom enon unprecedented in capitalist 
development: one which, in my opinion, is of a 
structural character, and which, although 
hitherto it has attained only moderate 
p ro p o r tio n s , m ig h t b ecom e of m ajo r  
importance, as other peripheral countries join 
the few that have learnt to export manufactures. 
In view of this, it may well be asked whether the 
centres, even in the event of their dynamics 
being re-established, would be willing to 
liberalize imports from the periphery.

Nevertheless, they continue to proclaim the 
need for trade liberalization. There has been no 
backsliding in their adherence to the neo

classical principles which have regained 
outstanding importance both internally and in 
international relations. Perhaps the purity of the 
doctrine is kept intact because that helps to ease 
the conscience of those who are violating it in 
p ractice . (God helps those who help  
themselves.)

All this is quite deplorable, because such 
restrictions deprive both sides of the benefits of 
trading technologically advanced goods from the 
centres against less advanced goods from the 
p erip h ery , with indisputable reciprocal 
advantages. But what is the solution? Of course it 
lies neither in maintaining or tightening the 
restrictions nor in eliminating them completely, 
but in regulating trade in such a way that the 
periphery can share in the increase in consumer 
demand in the centres without disruptive effects. 
If the periphery wants to combat its tendency 
towards external disequilibrium, it will have to 
lower its prices in the corresponding industries, 
a step which would reduce its capacity for 
accumulation; the pertinent enterprises in the 
centres, too, would undergo the disruptive 
effects of which I have just spoken. Formulas 
must therefore be sought which will safeguard 
the advantages of reciprocal trade. ‘

II

Importance of protection

But the centres have put up opposition, first to 
the peripheral industrialization and then to 
import substitution, by means of customs 
protection. In BCLAC we maintained from the 
very outset that protection was indispensable as 
a means of standing up to the centres’ technical 
and econom ic superiority. Unfortunately, 
protection has as a general rule been greatly 
exaggerated, if not abusive and has been kept in 
force for a very long time, affording industries 
no incentive to reduce their production costs — a 
point to which we shall revert later.

Subscribers to the neo-classical doctrines 
impugn protection. In the end they have

accepted industrialization, always provided that 
it comes about spontaneously, not as the result of 
State interference in the play of market forces. 
The most they have ever recognized as 
admissible has been recourse to currency 
devaluation in order to achieve effects similar to 
those of protection. But perhaps they did not 
fully realize that in the wake of devaluation 
would come a fall in the international prices of 
the competitive primary goods. I remember that 
measures of this kind were recommended to our 
countries by technical experts from the 
International Monetary Fund; when their 
attention was drawn to this adverse effect on
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prices they said that it could be countered by 
estab lish in g  e x p o rt taxes, a proposal 
contradictory to their own liberal doctrine, since 
an export tax implies the same sort of State 
interference in market forces as import duties 
represent. If I recall this it is in order to point out 
that a clear understanding of our phenomena has 
not always been shown in the centres’ thinking.

More than once of late I have wondered why 
instead of the restrictions which the centres 
apply to imports from the periphery devaluation 
is not recommended in order to place industries 
on the centres that are affected by competition in 
a position to withstand it, by bringing down real 
wages in this way. Mention of this fact alone is 
enough to reveal the nature of the 
recommendations under discussion since even in 
cases where such a measure would have been 
socially or politically viable, a reduction of wages 
would also have led to a fall in prices in all the 
competitive industries, i.e., to the deterioration 
of the centres’ terms of trade.

In reality, when economic theories gain 
prominence, they do so not always on account of 
their scientific exactitude, but because of the 
interests they favour, and this consideration 
brings me to another aspect of the subject under 
analysis. 1 have referred elsewhere to the 
opposition of economists in the centres to the 
industrialization of the periphery. From  its 
infancy, ECLAC maintained that industrialization 
was an unavoidable necessity of development. 
This postulate of ours was commented on in the 
early 1950s by Professor Viner, one of the most 
eminent authorities on international trade. As 
has often been our lot, Professor Viner had read 
second-hand versions of our ideas, and thus, in 
seeking to impugn the industrialization thesis, 
he ascribed to us the idea that agriculture 
em poverished peoples whereas industry 
increased their well-being. W hen a few weeks 
later I was invited to occupy the same Chair in 
the Universidade do Brasil, I asked: how could I 
uphold so fantastic a notion when at the 
beginning of the present century my own 
country, Argentina, had attained one of the 
highest per capita income figures in the world? 
Professor Viner maintained that, instead of 
becoming industrialized, the periphery ought to 
introduce technical progress into agriculture, an 
irrefutable proposition, of course, but one which 
was completely at variance with the experience

of every country, irrespective of its economic and 
social system. W hat really happened was that as 
technical progress raised productivity in 
agriculture, its capacity to absorb labour 
decreased, and other ways of employing 
redundant manpower had to be sought. Hence 
one of the basic d yn am ic ro le s  of 
industrialization. Otherwise, the existence of 
redundant labour would have serious depressive 
effects on wages and, consequently, on the 
international prices of agricultural products.

In my belief, this last argument is conclusive; 
but on talking of it in the centres I became 
convinced that far from disturbing some of their 
economists, it helped to back up Viner’s thesis, 
since it suited the centres to pay lower prices for 
the primary products they purchased from the 
periphery.

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 
withstand 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 who purchase them, whereas a 
decline in industrial prices weakens their surplus 
and co n seq u en tly  th e ir  cap acity  fo r  
accumulation, as I observed before.

Let me now revert to protection in the 
periphery. I was saying that it was indispensable 
to introduce technical progress in agriculture 
and in primary production in general but that 
without industrialization a risk of deterioration 
of the terms of trade was incurred. Obviously, 
however, industrialization fulfils its labour- 
absorbing function relatively slowly, and what is 
needed is an attempt to curb the deterioration. It 
is precisely through protection that this is 
achieved, since the in ten sification  of 
industrializing activity helps to shift capital and 
labour from primary to industrial production. 
But this does not mean that very grave mistakes 
have not been made in Latin America in this 
respect, protection having been applied in so 
exaggerated a form as to end by adversely 
affecting primary production; the opponents of 
industrialization frequently adduce this as an 
argument against it, instead of referring to an ill- 
judged policy for carrying it out.
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III

The deterioration of the terms of trade

I should now like to pass on to consider the trend 
towards deterioration with which we were so 
much and so rightly preoccupied in ECLA C’s  early 
writings. Agricultural products, and primary 
products in general, do not allow of much 
diversification. It is true that the labour and 
capital allocated to producing a good whose price 
tends to decline could be used for producing 
other primary goods, but these, in their turn, are 
subject to the risk of a similar saturation 
problem. In the case of industrial output, on the 
other hand, such saturation is mitigated or 
prevented by the shift in demand and the 
corresponding investment of the surplus and of 
sinking funds to keep pace with it. Such is the 
situation of inferiority in which agriculture is 
placed in this respect, especially when technical 
progress makes for a rapid increase in 
productivity unaccompanied by an expansion of 
demand sufficient to prevent a fall in prices.

This is well-known to be the state of affairs 
in the industrial centres, where the considerable 
technical progress made in agriculture in recent 
decades has brought with it an exceptional 
increase in output; thus, for example, in the 
United States limits have been set in various 
ways to grain production, in order to prevent or 
moderate a fall in international prices, and this is 
happening even in times when neo-classical 
theories are prevalent. Much the same thing has 
occurred in the countries of the European 
Economic Community, and it is common 
knowledge that the trend towards deterioration 
has been combated by means of certain price 
subsidies or import bans. I do not fail to 
recognize the basic phenomena which are 
conducive to this policy, especially after the 
experience of two world wars which have taught 
the advisability of giving due importance to 
agriculture. There is also the question of the 
agricultural surplus, in accordance with the 
observations I have formulated elsewhere. But 
from thence to producing big surpluses and 
launching them at any price on the international

market it is a very long way indeed. Y et that has 
been and still is being done, thanks to internal 
subsidies, as in the United States under the 
famous law 280, which in practice implies a 
subsidy on external sales of grain, especially sales 
to the developing world.

All this has meant infringing the principles 
of G A T T . And not only that, but the periphery, 
and ECLAC in particular, were attacked when we 
described the trend towards deterioration of the 
terms of trade in primary products. W hat is 
more, we have been charged with accusing the 
centres of deliberately exploiting the periphery 
through that deterioration. It is true that various 
ways of siphoning-off peripheral income have 
been and still are being practised, but ECLAC has 
never linked the aforesaid deterioration with any 
concept of exploitation. Such theses generally 
stem from political considerations.

After clearing up these theoretical issues we 
come to a problem of the greatest importance, 
i.e., how are we to combat the trend towards 
structural imbalance in our relations with the 
centres? It has already been said that exports to 
the centres ought to be encouraged and import 
substitutions undertaken. Now, exports depend 
basically upon the receptive capacity of the 
centres in terms of their rate of development and 
their willingness to find formulas which will 
allow the periphery a share in the increase in 
their consumption or ultimately in their 
consumption itself. In so far as this proves 
impossible, the only alternative is import 
substitution. Substitution, therefore, is not a 
doctrinaire whim but a response to objective 
conditions implicit in the realities of our 
relations with the centres.

The problem is distinctly complex, since it is 
necessary to determine what goods it would be 
expedient to replace by domestic production. 
This problem might be stated in the following 
terms: there are some goods in respect of which 
substitution has already taken place and we have
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acquired competitive capacity. So much for one 
extrem e; at the other extreme, there are other 
products — both capital goods and inputs, and 
consumer goods—  which correspond to the 
continual advances of technology in the centres. 
For the moment, substitution in respect of such 
goods cannot be thought of, for obvious reasons. 
Between these two extremes there is a wide 
range of goods in which we have acquired or 
easily could acquire technological capacity, and it 
is in relation to these that substitution 
possibilities will have to be examined in the light

of a selective criterion, so that those most 
susceptible of being produced in economic 
conditions can be chosen in preference to others 
which it is not feasible for us to produce, because 
of our type of development.

Everyone knows that import substitution for 
the relatively small domestic markets of our 
countries, not only because of their population 
but also because of their relatively low income 
levels, encounters the obstacle of very high costs. 
Hence the necessity of expanding domestic 
markets by means of regional integration.

IV

The need for new integration formulas

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 
retrospective review leads me to the following 
conclusion: in ECLA C 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. W hat 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 
materialization. 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 substitute 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. 
N or is this all; I think that import substitution 
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 intermediate 
goods to the relatively less or least advanced 
countries while the latter cannot participate 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 
protection. 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 gained least the 
in vestm en t required to possib ilitate  a 
satisfactorily balanced trade not bilateral but 
multilateral among all the participant countries.

This would have another very important 
advantage: under the existin g  régim e, 
arrangements made by two countries to
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specialize their production for the purposes of 
reciprocal trade could not be left open to the 
access of other Latin American countries 
without violating the terms on which such 
arrangements are based. In contrast, a subsidies 
régime would permit the incorporation of third 
countries prepared to observe the general 
principles governing an agreement of this kind.

It is common knowledge that the centres are 
opposed to a subsidies régime, notwithstanding 
the various disguised forms in which subsidies in 
respect of their exports are granted. But they 
could not object to arrangements of this nature 
among countries in the periphery. This idea is 
not in fact new. I remember that in the early 
1960s we said in one of our reports that Latin 
Am erican industrialization had developed  
asymmetrically, since the encouragement given

to import substitution was not paralleled by an 
equivalent incentive to exports of manufactures.

I believe that serious thought must be given 
to the desirability of reorienting integration 
policy in the direction I have just described. I am 
not making a concrete proposal but simply 
suggesting that it might be as well to diverge 
from the line of thought we followed more than 
a quarter of a century ago, when industrialization 
had barely attained moderate dimensions and we 
had not the advantage of a stock of experience 
that we now enjoy. I also want to point out that 
the relatively less and least advanced countries 
could participate in these new forms of trade via 
exports of consumer goods, which could be 
effected under arrangements or regulatory 
formulas similar to those I have mentioned in 
the case of our exports to the centres.

V 

Possible co-operation of the centres

In the development of industries to meet the 
requirements of broader markets the co
operation of the centres might be of great 
importance. But what interest would they have 
in supporting our efforts to substitute domestic 
production for imports from the central 
countries themselves? The answer is very 
simple. Substitution would enable us to import 
technologically advanced rather than less 
advanced goods, which would clearly be to the 
benefit of both parties.

Furthermore, this would be a way of opening 
up a broad field for transfer of technology to the 
peripheral countries, with obvious advantages 
for the centres, which, besides making progress 
in diversification through new technologies, 
would have the benefit of negotiating with 
peripheral countries the transfer of technologies 
that are already being left behind by others 
which are more advanced, and thus expanding 
their sphere of action. These two considerations 
might perhaps lead the World Bank, as well as

IDB, to take an active part in financing the 
necessary investment. This would make it 
possible to strengthen the position of Latin 
American enterprises, whether private or 
public, in different forms of co-operation with 
those of the centres.

In the light of what has been said above, it is 
possible to understand the effort that is being 
made by thelmost important countries to clear a 
way for their advanced-technology exports. The 
most interesting case that has recently arisen 
relates to the trade and tariff act that has just 
been passed in the United States. The different 
branches of electronics and biotechnology 
constitute the most outstanding expression of 
the technological revolution that is taking place 
at the present time in the developed world, and it 
is natural that the United States, like other 
countries, should be anxious to broaden its 
markets, which are of course subject to keen 
competition. It would seem that to achieve this
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end, the United States is intending to provide 
incentives which will promote the market for 
their products in the peripheral countries, and 
there is even talk of trade concessions which 
would be extended bilaterally. Should this 
happen, we should surrender one of the most 
important conquests that have been made in the 
international economy, i.e., multilateralism, I am 
inclined to believe, however, that it would mean 
bilateral negotiation to obtain advantages rather 
than a radical change. But apart from that, what, 
it may be asked, could the United States do to 
ensure that the peripheral countries’ demand for 
imports of advanced goods can be accompanied 
by an increase in our exports to the United 
States? I have previously voiced my doubts as to 
this possibility, but I will admit to having been 
m istaken if we are offered co n crete  
opportunities of trade expansion in appropriate 
conditions. But without disdaining such 
opportunities, should they arise, I still wish to 
urge — as I have done before—  the advantages 
that peripheral import substitution would 
signify for the centres. It would be the most 
effective way of opening up markets for 
advanced-technology goods.

The endeavours of the United States are not 
confined, however, to the goods in question, but 
are also extended to services. There is a wide 
range of these which is experiencing the effects 
of the technological revolution, but what 
advantages would there be for our countries in 
accepting, for example, full liberalization of the 
United States banking system in competition 
with their own? I feel that in many cases we have 
already gone too far in this respect and that 
nothing would be gained by continuing to extend 
the facilities that have been given in the past. It 
is true that technological advances in bank 
operations represent indisputable advantages, 
but it is no less certain that measures could be 
adopted to promote technological progress in 
the national banking systems. There are various 
arguments in favour of measures of this kind, 
because the saving on remittances of profits that 
would be achieved in this way, thanks to the 
substitution of domestic for imported services, 
could be more advantageously turned to account 
in importing advanced-technology products, 
whether capital goods, inputs or consumer 
goods, which incessant diversification offers to 
our countries.

VI

The interest of the centres and the interest of 
the periphery

In face of these challenges, needs and 
possibilities must, I think, be carefully reviewed, 
with no succumbing to the allurements of ideas 
from the centres. They must be carefully 
reviewed, they must be sifted through the strict 
mesh of our own best interests with one 
essential concept always in mind: the centres 
have shown concern for peripheral development 
only in so far as it was in keeping with their 
economic, political or strategic interests. We 
cannot reproach any one country with 
promoting its own interests, but that does not

mean that ideas and suggestions coming from 
abroad have to be accepted at their surface value 
without a discerning eye for our countries’ own 
interest. The reproach would be deserved by 
those who lightly adopt such ideas and 
suggestions without that prior review of what is 
and is not desirable.

I am convinced, moreover, that a stage has 
been reached in relations with the centres at 
which broad areas of convergence of interests 
can be found, and therefore I have ventured to 
make the observations set forth above. Such
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broad areas of convergence exist in trade and in 
external investment. The requisite review must 
be made in the light of our own experience. I 
have already recalled the opposition put up first 
to industrialization and then to import 
substitution. W e were advised to export 
manufactures instead of substituting domestic 
production for imports and when we learnt to do 
so obstacles were placed in our way. Import 
substitution was long regarded as a monstrosity 
spawned by ECLAC. But with the passage of time 
these ideas are changing. Last year Dr. Annie 
Kruger, an important World Bank official, on 
passing through Santiago (Chile), severely 
criticized import substitution; yet Mr. Clausen, 
President of the World Bank, in his most recent 
address to the Board of Governors, spoke of the 
need for exporting manufactures and also for 
import substitution, kindling the hope that a 
further mental stride will bring the Bank to 
recognize the necessity of promoting reciprocal 
trade in the Latin American periphery as well. 
W hat is more, Professor Bela Balassa, consultant 
to the World Bank, who had been systematically 
critical of ECLA C’s position in this respect, is now 
likewise speaking of import substitution and 
exports of manufactures. Mr. Larossiere, 
Director-General of the International Monetary 
Fund, also accepts these ideas.

All the foregoing remarks are equally 
applicable to conditionality. W e are now being 
told that the World Bank will establish a 
conditionality like that of the IM F  in respect of 
loans for the purpose of structural changes. I 
believe that loan operations of far-reaching 
scope must be accompanied by conditionality, 
but what conditionality? Does a conditionality 
defined in accordance with the centres’ own

concept of development meet the requirements 
of peripheral development? As far as I know, 
conditionality has never been discussed with 
Latin American economists, but has been 
decreed by the North. Here too an efficacious co
operation policy calls for a significant change. A 
real effort must be made in this direction, 
because of course the ideas that correspond 
exclusively to the interests of the centres are 
deep-rooted. Perhaps the most striking case in 
point is afforded by T h e E con om ist  of London, 
which stated in the headlines of a recent issue 
(30 November 1985) that the poor countries had 
donated US$ 65 billion to the developed 
countries as a result of the deterioration in the 
prices of primary products. This, according to 
T h e E con om ist , will make it possible for the 
centres to attenuate the price increases which 
might be caused by an expansionist policy, an 
effect that seems highly advisable. Yet no other 
reference to the periphery is made, such as, for 
example, the comment that a possible lowering 
of interest rates would be advantageous for it as 
well. There is no allusion, of course, to the 
seriousness of a fact which is severely prejudicial 
not only to the debtor countries, but to all 
developing countries, in that it deprives them of 
resources that are indispensable in order to raise 
their rates of growth.

Needless to say, the crisis of the centres 
drastically affects the periphery, accentuating 
the consequences of its own crisis, which are not 
only economic but also social and political. The 
significance of our countries’ return to 
democracy is cried up, but the risks and problems 
implied by this crisis for the Latin American 
countries’ political and social stability perhaps 
go unperceived.

VII

Post scriptum

After finishing this article I learnt that three 
institutions whose prestige stands very high 
have taken the praiseworthy decision to embark 
upon formulating a new development strategy

for Latin America. They are the Colegio de 
México, the Fundação Getulio Vargas and the 
W ash in gton  In stitu te  for In tern atio n al  
Economics. I have received a copy of two
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opening chapters setting forth the initial 
findings of an analysis in which the development 
of the Latin American countries is compared 
unfavourably with that of other developing 
countries. It is not my intention to go deeply into 
this analysis, but simply to refer to a statement 
made in it with respect to ECLAC’s share of 
responsibility for the foreign trade policy of the 
Latin American countries included in the 
trip artite  study. The following com m ent 
appears: "The early post-war years saw a policy 
shift from export orientation to import 
substitution in Latin America. The intellectual 
underpinnings of this shift were provided by the 
United Nations Economic Commission for Latin 
America, that saw scant possibilities for rapid 
economic growth through export expansion. 
The view was expressed that, due to a secular 
decline in their import coefficients, the 
developed industrial countries would not 
provide a sufficient stimulus for economic 
growth through primary exports; that Latin 
American countries were not in a favourable 
position to develop manufactured exports; and 
that there was a tendency for the external terms 
of trade of countries, indicating the relationship 
between export and import prices, to deteriorate 
over time."

This is a purely arbitrary assertion founded 
on imperfect acquaintance with ECLA C’s work, as 
I shall go on to show, in the hope that in a 
subsequent version of the study the serious 
misapprehension entertained may be cleared up.

For instance, a report published in 1 9 5 9 2 
reads as follows:

"Im port substitution is not a simple 
operation with boundless horizons. A persistent 
substitution policy which is unaccompanied by 
increases in productivity may be carried so far as 
to entail a reduction of exports, that is, a net loss 
of foreign exchange. Indeed, unless it is 
spontaneously generated, import substitution 
calls for the adoption of protectionist measures 
which have to be gradually intensified as 
possibilities are exhausted in those fields where 
differences in productivity between the country 
concerned and the rest of the world are not too 
marked. As a result of this increasing degree of

2S ee  ECLAC, The Latin American common market, U n ited  
N a tio n s  pub lica tion , Sales N o .: 59.II.G.4.

protection, internal costs rise, and affect the 
profitability of exports, which varies from one 
commodity to another. In the initial stages of the 
substitution process, the decrease in the 
profitability of exports may not be enough to 
cause a contraction in their volume, but it may 
perfectly well happen that, as further progress is 
made, marginal exports dwindle, and a point 
may be reached at which what is saved through 
substitution is lost on exports. Of course, the 
wider the margin of profitability of exports and 
the less the need for protection, the farther can 
import substitution be carried without the 
critical point’s being reached...

"The analysis has led to the conclusion that 
the slow growth of demand for traditional 
export commodities and the maintenance of a 
rate of growth of the product formerly registered 
call for a substitution of domestic production for 
imports so rapid as to seem an impossible task, 
even if the external financing situation were to 
be very favourable.

"How, then, can the Latin American 
countries eliminate the bottleneck created by the 
shortage of foreign exchange? There are in 
reality two ways open to them. O ne w ou ld  
consist in a  con sid erab le  ex p an sion  o f  extra- 
reg ion a l ex p orts  o f  goods, o th e r  th an  th e  
trad ition a l com m odities-, another would take the 
form of an expansion of inter-Latin American 
trade based on an accelerated substitution 
process in respect of imports from other parts of 
the world, but carried out at regional level and by 
means of more intensive trade in traditional 
commodities.

"T he fir s t  o f  th e s e  a ltern ativ es w ou ld  
requ ire a  n o tab le  chan ge o f  d irection  in th e  trade  
policy  o f  th e  d ev e lo p e d  countries , in th e  sen se  
that th e  ta r i f f  an d  o th e r  restriction s w hich  they  
are  in th e  habit o f  app ly in g  n eed  to g iv e  w ay t o a  
system  u n der w hich  th e  Latin  A m erican  
co u n tr ies  cou ld  e x p lo it  t h e  c o m p a ra t iv e  
advantages a ffo rd ed  by th e ir  natural resou rces  
an d  th e ir  g eo g ra p h ica l p osition . The second 
method would entail a gradual reshaping of the 
bases on which inter-Latin American trade has 
hitherto developed, in such a way that full 
advantage could be taken of the potential 
benefits of a broad regional market, without 
prejudice to the development prospects of 
countries with lower income levels.
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"These two methods are not mutually 
incompatible, and a wise application of both 
would redound to the benefit not only of Latin 
America but also of the more developed 
countries of the rest of the world. The possible 
effect of a reform in the trade policy of the great 
industrial centres merits detailed study. Only the 
possibilities of eliminating the bottleneck 
through the organization of a common market 
will be studied here.

"The establishment of a common market 
would have the advantage of enabling the 
substitution process to be carried farther, 
without detriment to specialization possibilities, 
than would be possible within the sphere of each 
country’s individual market. When Latin 
America is considered as a whole, demand for 
imports from outside the region falls to a level 
compatible with its supply of foreign exchange; 
and, at the same time, each of the members of 
the market could maintain a high coefficient of 
imports, although the proportion obtained from  
intra-regional sources would increase, in varying 
degrees."

Shortly afterwards, in 1961, when I was 
Executive Secretary of ECLA C, a study of mine 
w as p u b lis h e d , e n t i t le d  " E c o n o m ic  
development, planning and international co
operation", in which, to the best of my 
knowledge for the first time, industrialization 
policy was severely criticized, a quarter of a 
century in advance of the study in question on a 
new strategy. It is worth while to reproduce two 
or three relevant paragraphs:5

"T h e  basic fla w s  in industrialization . 
Although the vo lu m e  of industrial production is 
not arbitrary, its co m p o s it io n  has proved to be so 
in Latin American experience. From this point 
of view, th e  p ro cess  o f  industrialization  su ffers  
fr o m  th r e e  m ain  flaw s  w h ich  h av e w ea k en ed  its 
con tribu tion  to  im p rov in g  th e  stan dard  o f  living. 
T h ese  a re : (a) a ll industrialization  activity is 
d irec ted  tow ards th e  d om estic  m arket;  (b) th e  
ch o ice  o f  industries to b e  esta b lish ed  has b een  
b ased  m o re  on circum stancial reason s than  on  
c o n s id e r a t io n s  o f  e c o n o m ic  y i e l d ;  a n d

'S e e  A. G u rrie r i (co m p ile r) , La obra  d e  P reb isch  en la CUP AL, 
M exico C ity, F ondo  d e  C u ltu ra  E conóm ica, P a r t  T w o, pp. 84 and  
85. T h e  E n g lish  ve rs ion  is q uo ted  from  E con om ic D ev elop m en t, 
Planning a n d  In tern ation a l C o-op era t ion , S an tiago , C hile, U n ited  
N a tio n s  pub lication , Sales N o.: 61 .II.G .6., p. 14.

(c) industrialization  has fa i le d  to  o v erco m e th e  
ex tern a l vu lnerability  o f  th e  Latin  A m erican  
countries.

"The excessive channelling of industry 
towards the domestic market is a result of the 
development policy pursued in the Latin 
American countries and of the lack  o f  
in tern ation a l in cen tiv es to ex p orts  o f  industrial 
g ood s f r o m  th e  region .

" D e v e l o p m e n t  p o l i c i e s  h a v e  b e e n  
discrim in atory  as regards exports. Assistance 
has been given — through tariffs or other 
restrictions—  to industrial production for 
internal consumption but not to industrial 
production for export. T h e  p rodu ction  o f  m any  
industrial g ood s  has thus b een  d ev e lo p ed  at a  
cost f a r  a b o v e  th e  in tern ation a l level, w h en  th ey  
cou ld  h av e b een  ob ta in ed  w ith a m uch sm a ller  
cost d iffe r en tia l in ex ch an g e f o r  ex p orts  o f  o th e r  
industrial p rodu cts w h ich  m igh t h av e b een  
p rod u ced  m ore  pro fitab ly . The same could be 
said of new lines of primary commodities for 
exports and even of traditional export 
commodities within certain relatively narrow 
limits.”

And in another study, also published in 1961, 
and concerned with the false dilemma between 
economic development and monetary stability, 
similar concepts were enlarged upon in the 
following terms:

"D iscrim in ation  against exports.
Obviously the development of new exports, in 
addition to traditional lines, would help 
considerably to achieve this aim. This brings us 
to the other fundamental error: an asymmetrical 
development policy. The need for import 
substitution and for consequent protection of 
substitution activities has been unavoidable. But 
there has been a failure to boost exports to the 
same extent. There has been discrimination in 
favour of industrial substitution and against 
exports, mainly industrial 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.

"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 in crease  in the factors of production
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to substitution 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 to develop new industrial 
export activities, whereby a greater quantity of 
industrial goods could be obtained through trade 
than those that could be manufactured by 
substitution 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 
substitution policy or made more rapid economic 
growth possible."4

The tripartite study on strategy (p. 12) also 
cites Santiago Macario, an ECLA C economist, 
who censured the abuses of the Latin American 
countries’ protectionist policy and that of the 
developed countries too. In the words of Mr. 
Macario,

"W ith very few exceptions, the Latin 
American countries cannot be said to apply a 
protectionist policy, if by this is to be understood 
a systematic body of measures deliberately 
designed to perm it and encourage the 
development of certain industries rationally 
selected within an overall framework of 
objectives established under a given economic 
development policy. W hat did and still does exist 
is protectionism, but as the largely indirect result 
of a d  h o c  measures, often adopted, at least 
initially or during a first stage, as emergency 
procedures, either in order to solve balance-of-

'1See A . G u rrie r i, op.cit., pp . 18 and  19. T h e  E ng lish  ve rs ion  is 
q uo ted  fro m  R aú l P reb isch , "E conom ic  d e v e lo p m en t o r  m onetary  
stab ility : th e  false d ilem m a", in Economic Bulletin for Latin 
America, Vol, V I, N o, 1, M arch  1961, p. 5.

payments problems, or under the pressure of 
other exogenous factors. Such measures, 
temporary to begin with, became permanent in 
most cases and more general in their scope, 
giving rise to a form of protectionism which has 
been characterized by extemporaneousness, lack 
of autonomy (since it is primarily motivated by 
external causes), extremely high levels and 
indiscriminate application, and whose basic 
objective is import substitution at any cost, 
regardless of which industries it is most 
expedient to develop and how far the process 
should be carried.’’5

The tripartite study also remarks that "with 
additional subsidies and low import protection, 
exports in the manufacturing sector received, on 
the average, similar incentives as import 
substitution in the Far Eastern countries” 
(p. 19). In other words, these latter pursued a 
policy resembling that which ECLAC had 
recommended to the Latin American countries 
in the early 1960s.

In the light of the quotations from our 
writings, and of others of which mention would 
be redundant: is it possible to make such charges 
against ECLAC as are formulated in chapter I of 
the study in course of preparation?

ECLAC, in its desire to collaborate with the 
governments of the region, has put forward 
many suggestions and recommendations. Some 
have been followed, others have not. That is the 
fate of every initiative of this kind. If the 
countries do not heed these recommendations 
and suggestions, can the responsibility be laid at 
ECLA C’s  door?

*See San tiago  M acario, "P ro tec tio n ism  and in dustria liza tion  
.in L atin  A m erica ’', Economic Bulletin for Latin America, Vol. IX , 
N o. 1, M arch  1964, p. 61.
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E co n o m ic  Survey o f  L atin  A m e rica  and th e  C arib b ean , 
1983 (LC / G .1343). Santiago, C hile: 1985. Vol. I (6 8 6  
pages) and V ol. II (1 6 6  pages).

T h is  is the final com bined version, in two volumes, o f the 
1983 E conom ic Survey, which originally appeared in 1984 
in a num ber o f fascicles. T h e  first volum e covers Latin 
A m erica and is in three parts. P art O ne deals w ith the 
overall econom ic evolution o f the region in 1983 and 
discusses the m ain trends, production, em ploym ent and 
unem ploym ent, prices, wages and salaries and the external 
sector. Part T w o exam ines the financial constraints, the 
transfer o f resources and renegotiation o f the external debt. 
Part T h ree , w hich is the longest, gives a country-by-country 
analysis of the situation of the 2 0  countries of the region.

T h e  second volum e deals w ith the Caribbean 
econom ies. Its first part describes the overall features of 
p ro d u c tio n , th e  e x te r n a l  s e c to r , in f la t io n  and 
unem ploym ent, w hile the second part traces the evolution 
of 12 countries of this subregion in 1983.

S ta tis tica l Y e a rb o o k  fo r L atin  A m erica , 1984 edition
(LC/G. 1337). Bilingual Spanish/English edition.
Santiago, C hile: 1985. 765 pages.

T h e  1984 edition o f the Statistical Y earbook for Latin 
A m erica reflects the great e ffort that has been made to 
sh orten  the delay in subm itting the statistics o f the region.

O n the w hole, the form at o f the tables by item  and sub
item  used in previous editions of the Y e a r b o o k  has been 
kept. T h e  first part contains derived socioeconom ic 
indicators (grow th rates, shares, and coefficients or 
p rop ortions), w hich sum m arize each area of in terest and 
provide background inform ation  that can be used in m ore 
specific analyses. T h is  set o f indicators includes those used 
in the regular regional assessm ents o f the In ternational 
D evelopm ent Strategy and o f the R egional Program m e of 
A ction.

T h e  second part gives the historical series in absolute 
figures, w hich can be put to a wide variety o f uses. In the 
m ajority o f the national statistical tables, data are provided 
on sim ilar topics, arranged in such a way as to facilitate 
com parison betw een countries and betw een country and 
regional totals or averages. T h e  only exceptions to this 
form at are the balance-of-paym ents and national accounts 
tables, w hich w ere drawn up by the countries them selves. 
In the present ed ition o f the Y e a r b o o k , two countries have 
been added to  the series o f national accounts, in an effo rt to 
continue extending the coverage o f the Y e a rb o o k  to the 
largest possible num ber of ECLAC m em ber countries.

La juventu d  en A m é rica  L atin a  y el C a r ib e  (Y ou th  in Latin 
A m erica and the Caribbean) (LC / G .1345). Estudios e 
Inform es de la CEPAL series, N o. 47. Santiago, Chile: 
1985. 181 pages.

It is now an established practice o f the U nited  N ations 
G eneral A ssem bly to dedicate a particular year to a problem  
linked to developm ent and to  better international 
understanding, especially in their social aspects, in order to 
further knowledge o f th e situation and to encourage 
governm ents to form ulate policies to prom ote social 
participation, equity and peace w ithin nations and in 
international relations. T o  this end, 1985 was proclaim ed 
In ternational Y outh Year.

T h e  subject o f youth has been particularly relevant in 
recent decades. In Latin A m erica and the Caribbean, the 15- 
24  age group is relatively speaking one of the largest in the 
world (2 0 .2 %  of the population) and one-th ird  of the 
labour force is under 25. H ow ever, the incorporation of 
young people into the labour force is slow and their 
unem ploym ent indexes are increasingly high, so that in 
som e countries alm ost half of the unem ployed are young 
people.

T h e  young people o f Latin A m erica are not a 
hom ogeneous sector of the society. A lthough their 
in co rp o ra tio n  in to  society  was assisted  by the 
m odernization processes in previous decades, it was very 
uneven in the d ifferent social groups. F or som e, such as 
young illiterates or those who had received little  schooling, 
it m eant relatively greater m arginalization, com pared with 
those who had attended university. M oreover, the positive 
indicators o f the incorporation of all groups have been 
seriously affected by the present econom ic crisis, w hich is 
not only causing high unem ploym ent am ong the young and 
a deterioration o f the social services designed to train  them  
but has also created great uncertainty as to the future style 
of developm ent and the role of young people both in tod ay's 
society and in those which are in the process of form ation.

W ith  no clear picture of the d irection that change is 
taking and with the realization that future society will be 
very d ifferent from  the present one, there is concern as to 
w hat values to pass on to the youth.

For these and many other reasons, outlined in the texts 
included in this book, ECLAC has assigned high priority to 
the International Y outh Year.

D esa rro llo  de los recursos m in eros de A m é rica  Latina
(D evelop m ent of the m ining resources of Latin 
A m erica) (LC/G. 1355). Estudios e Inform es de la 
CEPAL series, N o. 48. Santiago, C hile: 1985. 145 pages.

T h e  world crisis has had a negative im pact on the evolution 
of m ining activity in Latin A m erica, especially during the 
period 1980-1983. T h ere  has been a decline in traditional 
m ining exports, caused by the worldwide contraction in 
industrial demand, w hile at the regional level, the changes 
in consum ption have led to a reduction of im ports as a 
result of the heavy external debt accumulated by the region. 
Even so, im ports of goods produced w ith m ining inputs
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account for about 4 0 %  o f the region’s total im ports and 
these resources still account for m ore than 10%  o f the 
foreign exchange received from  outside the region.

A t the regional level, this situation calls for speedier 
com plem entation and integration  o f the various phases o f 
m ining, m etallurgy and m etal-w orking and requires both 
the active participation o f the nations o f the region and 
support from  o th er countries and international institutions 
in order to facilitate the transfer and adaptation of 
technology and to secure adequate com plem entary 
financing. In  this connection, it is vital that a series o f jo in t 
m easures should be undertaken to increase the knowledge 
o f the reg ion ’s m ining potential and to im prove the 
organization o f its m ineral production, processing and 
m arketing.

In addition, m easures should be taken to ensure that 
Latin  A m erica m aintains or increases its share o f the supply 
o f several m ining products to the in ternational m arket by 
the year 2 0 0 0  by boosting its exp ortable surpluses and its 
com petitive capacity. If  these ob jectives are to be achieved, 
new investm ents will be needed as well as long-term  sales 
contracts w hich could include industrial and com m ercial 
com plem entarity  clauses.

In order to highlight som e basic aspects of the 
prospects m entioned above, this study exam ines the trends 
prevailing in 1984, the effects of the world crisis on these 
trends, the possibilities for the future developm ent of the 
region’s m ining resources and som e general ideas which 
could be used in devising the best possible policies for the 
developm ent of m ining resources.

Las re lacion es e co n ó m icas in tern acion ales de A m érica  
L atin a  y la co o p era c ió n  reg ion al (T h e  international 
econom ic relations o f Latin A m erica and regional co
op eratio n) (E / C E P A L / G .1303/ R ev .l). Estudios e 
In form es de la CEPAL series, N o. 49. Santiago, Chile: 
1985. 224 pages.

From  the beginning of the 1980s, the international 
econom ic order and Latin A m erica’s integration process 
have been shaken by events of enorm ous significance. A 
global crisis has been unleashed from  w hich no one has 
been com pletely spared, and that crisis has revealed Latin 
A m erica’s external vulnerability. A m ong the problem s 
besetting  the region have been the decline in the regional 
product, the reduction in per capita incom e, the increase in 
unem ploym ent, the d eterioration of the term s of trade, the 
severe contraction  in im ports, the extraordinary increase in 
in ternational in terest rates and an external debt whose 
service has becom e increasingly burdensom e. Sim ilarly, in 
recent years recessive adjustm ent policies have been 
applied in the region and their negative effects have 
reduced the social and political tolerance o f many of the 
countries of the region.

Furtherm ore, a clear bilateral trend has become 
evident in N orth-South  political and trade relations, and 
m ultilateral institu tions and m echanism s have been 
relegated to second place. T h is has given rise to a series of 
failures in in ternational econom ic negotiations which have

fostered in the developing world justifiable feelings o f 
frustration and distrust in the value o f international co
operation.

In the region itself, the crisis has been reflected in a 
decline in im ports, a w eakening o f regional co-operation 
and integration system s and, especially, a drop in mutual 
trade. H ow ever, in the m ost recent regional m eetings it has 
been noted that despite the acute problem s confronting  it, 
the regional integration process continues to enjoy a high 
level o f political support.

T h e  situations that the countries o f the region have 
had to face and the need to find a solution prom pted the 
President o f Ecuador to request ECLAC and SELA to prepare a 
background study on the bases for the specific m easures 
that Latin A m erica as a w hole should take to cope w ith the 
crisis. T h is initiative culm inated in the Latin A m erican 
Econom ic C onference, at w hich the Q uito D eclaration  and 
R egional P lan of A ction were adopted.

It is in this context that the docum ent under review 
sum m arizes the most significant features of the events 
referred to, concluding that it is absolutely necessary to 
strengthen regional co-operation and integration and to 
organize and exercise jo in t bargaining pow er at the 
international level. If it did this, the region could help to 
reorder N orth-South relations on a m ore equitable basis 
and em bark again on the path o f econom ic and social 
developm ent with a longer-term  perspective.

A m érica  L atina y la eco n o m ía  m undial del a lgod ón (Latin 
A m erica and the world econom y of cotton) 
(LC/G. 1353). Estudios e Inform es de la CEPAL series, 
N o. 50. Santiago, C hile: 1985. 122 pages.

T h e  present international econom ic situation could be 
described as negative for the cot ton-producing and 
exporting  countries, both as regards the volume of demand 
and the level o f international prices. In som e countries the 
situation is so bleak that the survival of cotton as an export 
crop is in doubt.

A fter an exam ination of the global context, in which 
technical aspects o f cotton , long-term  world trends in 
production, consum ption and prices, and the general 
features o f the cotton industry as a w hole in Latin Am erica 
are analysed, case studies on A rgentina, Paraguay, M exico, 
G uatem ala and N icaragua are presented.

In view of the poor prospects for this product, the 
cotton-producing countries of Latin A m erica must redouble 
their efforts sim ultaneously on various fronts.

Support m echanism s must be provided internally, 
especially for the weakest econom ic agents, and the 
possibility should not be excluded o f prom oting the 
replacem ent of cotton by other crops in cases w here this is 
m ost justified.

A t the regional level, nothing has been done so far, 
since up to now the cot ton-producing countries of Latin 
A m erica have had no consultations, except for the 
unofficial m eetings of the Latin A m erican group during the 
m eetings to prepare for UNCTAD VI, R egional agencies such 
as SEI.A and ECLAC could provide a suitable fram ework for
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th ese  m eetin g s , from  w hich a m ore p erm an en t 
institu tional instrum ent, sim ilar to the G roup of Latin 
A m erican and Caribbean Sugar E xp orting  Countries 
( g e p la c e a ), could em erge to exam ine possible areas of co
op eration (consultations, research and developm ent, jo int 
m arketing, local processing).

W ith  respect to production, it would be useful to 
participate in the deliberations of the Izm ir G roup and of 
the A ssociation of Producers w hich has em erged from  this 
group, bearing in mind that given the p osition of cotton in 
world m arkets and the m inority  share of the Izm ir G roup in 
world exp orts, it would be difficult to raise prices 
unilaterally.

W ith  respect to research and prom otion, the Latin 
A m erican countries, except for M exico and Brazil, have not 
participated very actively in the activities carried on at the 
world level (especially those o f the International Cotton 
In stitu te). T h ese  activities must be strengthened, because 
the Latin A m erican countries have not clearly perceived 
their im portance so far. Furtherm ore, this aspect has the 
advantage of being less controversial than the others and 
could enjoy the support of many o f the consum er countries.

T h e  Latin A m erican countries have taken an active 
part in negotiations for the establishm ent of m echanism s 
to support international prices, both in the preparatory 
m eetings for UNCTAD Vl and in the deliberations of the 
Izm ir G roup which was form ed in the early 1980s by 18 
producer countries. It would be advisable to press forward, 
despite the m eagre practical results that have been achieved 
so far in strengthenin g  unity am ong developing countries.

In this connection, the producer associations could be 
used to press for the creation o f suitable international 
m echanism s to help to overcom e present difficulties.

C o m e rc io  y co o p era c ió n  en tre países de A m érica  L atina y 
países m iem b ros del CAME (T rad e and co-operation 
am ong the countries of Latin A m erica and the 
m em ber countries of CMEA) (LC /G .1356). Estudios e 
In form es de la c epa l  series, N o. 51. Santiago, Chile: 
1985. 9 0  pages.

A lthough the Latin A m erican countries made som e 
progress in exporting  m anufactured goods to the d ifferent 
regions of the world, during the period from  1970 to the 
early 1980s, the volum e of their exports of m anufactures to 
the European m em ber countries of the Council for Mutual 
Econom ic A ssistance (CMEA) continued to be sm all and 
represented only a sm all proportion o f the total im ports of 
those countries, w hereas basic com m odities represented 
9 2 %  to 9 5 %  of those im ports.

A significant feature of the exports of manufactures 
from  the Latin A m erican countries to the CMEA countries 
was their lack of d iversification, since they usually consisted 
of only three or four products, Brazil was the only 
exception , w ith 12 products.

Latin A m erican im ports from  the socialist countries of 
eastern Europe have grow n less than their exports. T heir 
volum e is relatively sm all; m anufactures, w ith a high 
proportion of m achinery and equipm ent, account for the

biggest share, w ith chem ical products com ing next in line. 
T h e  secretariats of ECLAC and UNCTAD chose to analyse 
three topics in this area which are of greatest im portance to 
the countries o f Latin Am erica.

Firstly, an analysis was made of industrial co
op eration betw een the Latin A m erican countries and the 
CMEA countries, w ith special consideration being given to 
the countries offering  industrial co-operation and to the 
p o te n t ia l  b e n e f i t s  th e r e b y  p ro v id e d  fo r  th e  
industrialization and developm ent processes of Latin 
Am erica. T w o studies were prepared, assessing the 
experience gained by both parties in executing the 
intergovernm ental agreem ents which serve as the 
institutional basis for industrial co-operation.

Secondly, a study was carried out on trade in 
m anufactures betw een Latin A m erican countries and the 
socialist countries of eastern Europe. It analysed the 
structure and evolution of this trade and identified som e of 
the causes of the scant grow th to date o f Latin A m erican 
exports of m anufactures, in an attem pt to rectify the 
present unbalanced trade structure. T h e  problem s affecting 
exports of m anufactures and industrial equipm ent from  the 
CMEA countries were also exam ined, as those exports had 
grown much less than Latin A m erican sales to those 
countries in the last 20  years, giving rise to the sharp 
im balance which is an obstacle to the future developm ent of 
reciprocal trade.

T h e  third subject studied was co-operation in 
hydroelectric energy. Because of the p reference which the 
increasing developm ent of hydroelectric potential should 
be given in the energy program m es of Latin A m erican 
countries, it would be useful to take advantage of the 
experience gained in this area, by the European CMEA 
m em bers. T w o independent reports were com m issioned so 
that a better evaluation could be made: one was prepared by 
a CMEA expert and another by an ECLAC consultant. It was 
thus easier to clarify the problem s encountered in executing 
the hydroelectric co-operation agreem ents betw een the 
countries o f Latin A m erica and of the CMEA, and useful 
guidelines were drawn up for the m ore effective 
im plem entation of future agreem ents.

T h e  w ater resou rces o f  L atin  A m erica  and the C arib b ean  
and th e ir  u tiliza tion  (LC /G .1358), Estudios e 
In form es de la CEPAL series, N o. 53. Santiago, Chile: 
1985. 142 pages.

As a contribution to  the U nited  N ations C onference on 
W ater, in 1977 ECLAC prepared a regional report entitled  
"T h e  w ater resources o f Latin A m erica". Copies o f that 
report have been out of print for som e tim e now and it has 
been considered desirable to publish a new and revised 
edition review ing the progress made in Latin A m erica in 
applying the M ar del P lata P lan of A ction adopted by the 
U nited N ations C onference on W ater.

T h e Plan of A ction is a broad com pilation of 
recom m endations and resolutions covering all aspects of 
w ater resources developm ent and m anagem ent. It is 
difficult to sum m arize because it is so vast and detailed, but
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it does h ighlight the follow ing: there should be greater 
know ledge of drinking w ater supply by upgrading the 
assessm ent of this resource; w ater should be used m ore 
efficiently  through the application of price policies and 
o th e r  e c o n o m ic  in c e n t iv e s ; th e  e n v ir o n m e n ta l  
consequences o f water use and the related effects on health 
should be evaluated; national policies should be developed 
to plan w ater use, m anagem ent and conservation; the 
program m es designed to reduce w ater losses through 
natural risks should be strengthened ; public inform ation 
and education program m es related to w ater resources 
should be im proved, and regional and international co
op eration  for the developm ent o f w ater resources should be 
strengthened.

In the years since the C onference, population growth 
has accelerated throughout the Latin A m erican region, and 
this has led to a sustained increase in the demand for water, 
especially in the m etropolitan areas and related industrial 
com plexes.

A t the sam e tim e, the pattern of incom e and econom ic 
activity in the region continues to be very varied, and this is 
also reflected  in the demand for w ater. Thu s, the needs of 
peasants in the highlands of Peru or Bolivia are very 
d ifferent from  those of the urban middle and working 
classes in S2o Paulo, Buenos Aires or M exico City, W hile 
the demand for w ater for recreational purposes is 
increasing, too many children continue to die — despite the 
progress made in this resp ect—  from  exposure to the risks 
o f polluted water. C ontam ination o f w ater from  both 
dom estic and industrial sources is also increasing. Although 
som e progress has been made in treating  waste water, 
much rem ains to be done before it can be said that the fight 
against pollution has been won.

Latin  A m erica and the Caribbean is the region with 
the m ost abundant w ater resources in the world, but it also 
has som e o f the m ost arid areas. T h e  d ifferent ways in 
w hich needs and resources are com bined give rise to very 
d ifferent situations, both  nationally and regionally. D espite 
the d ifferences, m ore and m ore, the countries of the region 
are m aking sim ilar co-operation efforts to exam ine and 
resolve the issues which m ust be faced in the m atter o f 
w ater resource m anagem ent. Perhap s the m ost positive 
result in the years since the holding of the U nited N ations 
W ater C onference has been the increase in co-operation 
activ ities, such as the In ternational D rink ing  W ater Supply 
and San itation  D ecade, m ultilateral agreem ents for 
p rotecting  the m ost im portant seas in the region and their 
related resources, and the general increase tn activities 
involving shared w ater resources.

La pobreza en América Latina: dimensiones y políticas
(Poverty in Latin  A m erica: d im ensions and policies) 
(LC/G. 1366). Estudios e In fo rm es de la CEPAL series, 
N o. 54. Santiago, C hile: 1985. 154 pages.

In  the year 2000 , around 170 m illion Latin A m ericans will 
still be living in conditions of critical poverty if there is no 
change in the mode of developm ent which has 
predom inated in m ost of the Latin A m erican countries and

if, at the international level, no account is taken o f the need 
to find new form s o f solidarity w ith the less developed 
countries of the region.

A t the end of the century, the poor will be 
concentrated  in the cities: one out of four urban inhabitants 
will be poor, and there will be 102 m illion poor people in 
the cities. D espite this, the im pact of poverty will continue 
to be most keenly felt in the rural sector, because 5 0 %  of the 
rural inhabitants will be poor.

T h e  situation w ith regard to poverty today is not very 
d ifferent from  the prediction for the year 2000. T h e re  are at 
present around 130 m illion poor people in Latin A m erica, 
which is equivalent to about 3 5 %  o f the total population, 
and they are distributed equally betw een the rural and 
urban areas.

T h e  relative decline in critical poverty in the present 
decade and in the next is expected to be less than in the past, 
since it is presum ed that the econom ic grow th rate will be 
lower and that there will be no changes in the current styles 
of developm ent. W hereas betw een 1970 and 1980 the 
figures show that there was a decline in the poverty rate 
from  5 0 %  to 3 5 % , betw een 1980 and the year 2 0 0 0  the 
poverty rate will only decline from  35% ' to 3 0 % . T hese 
figures are sufficiently eloquent to show the m agnitude of a 
phenom enon w hich affects one o f the m ost basic human 
rights: the right to a decent life.

It is therefore not surprising that ECLAC and other 
U nited  N ations agencies have consistently denounced the 
extrem e inequalities which have arisen and have persisted 
in the Latin A m erican countries.

T h e  lack of a theoretical fram ew ork m akes analysis of 
the subject of poverty m ore difficult and som e subjectivity 
inevitably en ters into any attem pt to define it. W ithout 
overlooking this shortcom ing, this study proposes on the 
one hand to increase the existing knowledge of the 
phenom enon of absolute poverty in Latin  A m erica and, on 
the other, to suggest policy guidelines which could 
overcom e it.

Bearing in mind those two m ain aims, the first part of 
the study exam ines som e of the conceptual and 
m ethodological problem s w hich arise when an attem pt is 
made to define poverty; sum m arizes the exten t and degree 
of poverty in the region; provides inform ation on the 
developm ent of Latin A m erica and the grow th o f poverty 
in past decades; points out the m ain socioeconom ic and 
dem ographic features o f rural and urban poverty, and 
finally draws a num ber o f conclusions.

T h e  second part begins w ith som e observations on 
recent strategies designed to m eet basic needs or to alleviate 
poverty; it then specifies the strategy chosen and suggests 
guidelines for the form ulation and execution of policies to 
eradicate poverty. T h is latter section of the report, which is 
also the longest, contains an analysis o f the initiatives 
designed to increase the quantity and quality o f jobs, to 
bring about a change in the structure of ow nership of 
property, to increase the am ount and productivity o f the 
assets owned by the poor and exam ines m easures to 
guarantee a m inim um  family income.

T h e third part of the report contains som e 
observations on the political conditions and changes in 
S tate adm inistration that must be included in any strategy
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that proposes to overcom e the econom ic, social and 
political conflicts that w ill be triggered by the changes that 
m ust be made in the traditional styles o f developm ent, in 
order to surm ount the obstacles that have so far prevented 
any significant im provem ent in the situation o f the poorest 
groups in Latin  A m erica.

L a  CEPAL, en carn ació n  de una esp eranza de A m érica  
L atin a  ( e c l a c , em bodim ent o f  Latin A m erica’s 
hop es), by H ernán  Santa Cruz (LC/G. 1349). 
Cuadernos de la CEPAL series, N o. 50. Santiago, Chile: 
1985, 77 pages.

H ernán Santa Cruz, who had a long and distinguished 
career in in ternational organizations, especially as 
A m bassador o f Chile to the U nited  N ations and Deputy 
D irecto r-G eneral of f a o  for Latin A m erica, recently 
published the work "C ooperar o perecer: E l dilem a de la 
comunidad m undial", tw o chapters of w hich describe the 
period w hen ECLAC was being set up and review w hat he 
calls "th e  extraordinary work o f ECLAC in its first fifteen 
years".

Because this work is so im portant for understanding 
and assessing the past work of the Econom ic C om m ission 
for Latin A m erica and the Caribbean, ECLAC has published 
part o f chapter six and chapter sixteen  of H ernán Santa 
Cruz’s book in this Cuaderno. U sing the history of ECLAC as 
the guiding them e, these extracts from  a m uch longer work 
constitu te a harm onious w hole and provide an inform ed 
and readable account o f the theoretical in terpretations of 
the econom ic and social situation of Latin A m erica made by 
ECLAC, as well as little-know n details of the difficult struggle 
to  win the acceptance o f governm ents and international 
o rganizations for the basic ECLAC ideas.

O rig e n  y d estin o  del co m e rc io  e x te r io r  de los países de la 
A so c ia c ió n  L atin o am erican a  de In teg ra c ió n  y del 
M ercad o  C o m ú n  C en tro a m erica n o  (O rigins and 
destinations o f the extern al trade of the m em ber 
co u n tries  o f th e  L a tin  A m e rican  In te g ra tio n  
A ssociation and the C entral A m erican Com m on 
M arket) (LC / G .1365). Cuadernos Estadísticos de la 
c e p a l  series, N o. 9. Santiago, C hile: 1985. 546 pages.

T h is  Cuaderno Estadístico is the first of a series of 
docum ents w hich the Statistics and Q uantitative Analysis 
D ivision of ECLAC intends to publish regularly on the basis 
o f in form ation  provided by the E xternal Trade D ata Bank 
for Latin A m erica and the Caribbean (BADECEL), organized 
by ECLAC.

It provides in form ation  on the external trade of the 
countries o f the Latin A m erican In tegration  A ssociation 
( a l a d i) and of the C entral A m erican C om m on M arket 
(CACM) at the m ost highly aggregated level (sections) o f the 
Standard In ternational Trade C lassification (SITC). T his 
in form ation  is presented  separately for each country, for 
each subregional integration  agency, and for all the sixteen

countries which com prise them  and w hose extern al trade 
accounts for over 9 0 %  o f the region’s total.

T h e  countries have been chosen and the inform ation is 
presented in the light, on the one hand, o f the greater 
availability of data from  these organizations and 
consequently the possibility of m aking m ore detailed 
subdivisions for future studies in specialized areas and, on 
the other, o f the desire to provide an approxim ate 
quantitative basis for the m acro-econom ic analysis o f the 
structure and trends o f the external trade of the region as a 
whole.

T h ere  are periodic U nited N ations publications which 
give m ore detailed inform ation  about the external trade of 
m em ber countries according to the SITC.1 H ow ever, because 
o f the large number of countries included, these 
publications do not provide the analyst w ith a view in space 
and tim e which enables the figures to be used without 
further elaboration. T h is aim was achieved in a recent 
ECLAC publication on  Latin A m erican external trade,2 
although the inform ation was presented on the basis of 
com bined SITC sections and divisions in order to  define 
som e concepts of goods relating to particular years, with 
specific analytical aims.

T h e  statistical tables o f this Cuaderno refer to a 
num ber of exports (FOB) and im ports (ciF) covering the 
period 1970-1982. T h e  participating areas and countries 
and the share of each section in the participating zones and 
vice versa are presented according to the SITC sections. 
Sim ilarly, the total value of trade in each participating area 
and each section of the SITC are included, in both cases with 
their respective structure in relation to the overall total for 
both exports and im ports.

I n d u s t r ia l iz a c ió n  y d e s a r r o l lo  t e c n o ló g ic o  ( I n 
d u stria liz a tio n  and tech n o lo g ica l d ev e lo p m en t),
Inform e No, 1. Santiago, C hile: 1985, 6 9  pages.

T h is report is the first in a regular series. Its main purpose 
is to offer an updated but sum m arized view of the changes 
taking place in world and Latin A m erican industry which 
may have an influence on the preparation and application 
o f national industrial policies, on the taking of decisions at 
the en terprise level, on the developm ent of research in the 
academic sphere and on the identification of regional co
operation initiatives and m echanism s.

T h e  report will contain a num ber of perm anent 
sections which are already m entioned in this issue:

i) basic statistics on the m anufacturing sector in Latin 
A m erica: to begin w ith , a quantitative description of the 
sector's evolution betw een 1950 and 1984 is given;

ii) industrial policies of the advanced countries: this 
contains an analysis of the policies and resource allocations 
for these countries for science and technology, and the 
relative position of Latin A m erica;

iii) sectoral studies: this issue discusses th eq u estio n o f 
robotics;

iv) recently industrialized countries of o th er regions: 
the first topic exam ined is electronics in South K orea;

v) industrial policies in Latin A m erica: in this first 
issue, the relative im portance o f public and private national
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and foreign enterprises in the productive sector o f a 
num ber of countries of the region is discussed;

vi) activities of the fc i.a c/u n id o  D ivision: this 
outlines the regional capital goods pro ject;

vii) observations of the jo int KGLAC/UNIDO Jo in t 
Industrial D evelopm ent D ivision: this includes a definition 
of the concept "endogenous technological dynam ization 
nucleus" and the subject is explored in today’s context;

viii) bibliography: this issue focuses on im port 
substitution and export prom otion.

P anoram a eco n ó m ico  de A m é rica  L atin a  1985 (Latin
A m erican Econom ic Panoram a, 1985) (LC /G .1369).
Santiago, C hile: 1985. 76  pages.

T h is report on the current econom ic situation, published 
towards the end of 1985, gives an overview of the Latin 
A m erican econom y during the first three quarters of that 
year on the basis o f events in A rgentina, Brazil, Chile, 
Colom bia, M exico, Peru and Uruguay.

T h e report concludes that, despite the partial and 
provisional nature of the inform ation available, certain 
central facts stand out clearly in this econom ic overview of 
the region. O ne is the setback in foreign trade, after the 
m oderate recovery in 1984. T h e  other is the im portance of 
the agreem ents for rescheduling the external debt which 
have been reached betw een many countries and the private 
international banks. T hese agreem ents have taken a 
num ber of d ifferent form s but have usually been more 
favourable than the very onerous ones signed in previous 
years. O ne of their m ain features, how ever, has been the 
scant net additional financing granted by the com m ercial 
banks. As a result of this and of the decline in exports, the 
inadequate availability o f external resources has continued 
to be the ch ief im pedim ent to the recovery of econom ic 
activity and the grow th rate has slackened in m ost of the 
countries of the region. Finally, the other fact highlighted 
was the increasing diversity of the inflationary processes 
and the considerable achievem ents made initially by m eans 
o f u n orth o d ox  sta b iliz a tio n  p ro g ram m es in som e 
econom ies w here prices had soared m ost markedly.

A vances en la in terp re tac ió n  am biental del d esarro llo  
a g ríco la  de A m é rica  L atina (en co la b o ra c ió n  co n  el 
PNUMA) [Progress made in the environm ental 
in terp retation  o f the agricultural developm ent of 
Latin A m erica (in  collaboration with u n l p ))  
(LC /G .1347). Santiago, C hile: 1985. 23 6  pages.

T h is volum e brings together m ost of the papers presented 
at the PCLAC-CIFCA sem inar on agricultural processes which 
are o f im p o rtan ce  in Larin  A m erica  fro m  th e 
environm ental angle (Santiago, C hile, 28*30 Ju n e  1983) 
and rep resents the last stage in the extrem ely useful 
collaboration betw een the In ternational C entre for 
T ra in in g  in E nvironm ental Sciences (C1FCA) of Spain and 
IÎCI.AC1

Early in 1982, CIFCA added to its environm ental 
training activities a program m e of research, sem inars and 
publications w hich (together with the activity carried out in 
this area by PCLAC and the R egional O ffice of UNIiP for Latin 
Am erica and the Caribbean) becam e a catalyst for 
en vironm ental concern and reflection in the region.

In terest in rural m atters was show n from  the very 
beginning of this program m e, and its research p ro jects on 
the Latin A m erican ecology included, in particular, that on 
the environm ental dim ension o f the rural dynamics of 
Latin Am erica and that on the coastal m ountain range of 
Chile. T h is interest was also expressed in a jo in t UN/ClFCA 
publication (M adrid, 1983) of papers on the expansion of 
the agricultural frontier and the environm ent in Latin 
Am erica.

Finally, cifca prom oted work in this field through a 
regional research program m e on agricultural processes of 
im portance to Latin Am erica from  the environm ental 
aspect. T h is program m e was proposed as a m edium -term  
activity. T h e  different contributions of the participants, it 
was considered, should all m erge into a com prehensive 
program m e in which the follow ing were especially 
im portant: a new approach to the rural environm ent, 
system atically highlighting the potential, lim itations and 
priorities of the region; the interaction betw een social and 
natural processes; the occupation of new spaces on the rural 
frontier of the continent and its effect on the environ m ent; 
the  processes o f deterioration or im poverishm ent, visible 
only in the long term , to which ecosystem s of traditional 
occupation are exposed; and the role of the State in the 
occupation, deterioration and protection o f rural spaces.

All these points were dealt w ith in the contributions 
presented in this volume, and though there was not the 
level of interaction am ong view points that was hoped for in 
the original proposal, there was a d efinite area of 
agreem ent, w ithin which the diversity o f proposals may 
arouse the reader’s interest.

E xternal debt in L atin  A m erica . A d ju stm en t p o licies and 
ren eg o tia tio n s. Lynne R ien n er Publishers. Boulder, 
Colorado: 1985. 125 pages.

In 1982*1983 many Latin A m erican countries were forced 
to apply adjustm ent policies and to take m easures to 
renegotiate their foreign debt. In essence, in term s of 
econom ic policy, these two processes represented an initial 
sh ort-term  response to the challenge posed by the deep and 
protracted econom ic crisis which has beset the region since 
1981.

In som e cases, the adjustm ent policies, which were 
designed to reduce the external im balance, were applied 
together w ith stabilization program m es aimed at slowing 
down inflation. In actual fact, the results achieved reflected 
both the effect o f the policies and the impact of external 
factors over which the national econom ic authorities had 
little or no control.

Both the adjustm ent process and the renegotiation of 
the external debt have proved to be very costly for the 
countries of the region. Betw een 1981 and 1983 they
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succeeded in considerably reducing the balance-of- 
paym ents current account deficit and thus m et the basic 
aim s o f the adjustm ent policies; but this was due alm ost 
exclusively to  the enorm ous decline in the volume of 
im ports. Consequently, the adjustm ent was severely 
recessive in nature and in many countries was accompanied 
by a considerable decline in local econom ic activity and a 
drop in em ploym ent. A t the sam e tim e, the agreem ents to 
renegotiate the debt, which have made it possible for the 
countries to avert even m ore serious balance-of-paym ents 
crises, have also contributed to a m arked increase in the cost 
o f external financing for the Latin A m erican countries and, 
as a result, the benefits o f this financing have been very 
unequally shared betw een the countries and the creditor 
banks. In  many cases, also, the stabilization program m es 
have only succeeded in reducing the inflation rate slightly.

T h is  book describes and analyse the policies applied 
and the results obtained through internal adjustm ents and 
the renegotiation of external agreem ents up to the 
begin ning o f 1984. T w o aspects o f the adjustm ent and 
negotiation processes w hich are considered to be generally 
valid are highlighted in the course o f this report.

T h e  first aspect is the severe restriction that the 
extern al en vironm ent places on econom ic policies in the 
vast m ajority of the countries of the region. It is obvious 
that unless the earlier dynamism  of international trade is 
recovered  and th e  recen t trend  tow ards m arked

protectionism  in many industrial econom ies is definitely 
reversed, it will be increasingly difficult and costly to 
prom ote the grow th of Latin A m erican exports. T h e  sam e 
holds good for any attem pt to overcom e the present 
recessive adjustm ent, based as it is on an unsustainable 
com pression o f im ports, in order to achieve a grow th- 
oriented adjustm ent based on the expansion and 
diversification o f exports. It is also obvious that if external 
financing continues to be as scarce as it was during the 
period 1982-1983 , and if international in terest rates rem ain 
close to the high levels that obtain today, the region will 
continue to make a real transfer of resources abroad and a 
greater proportion of the deficit on current account will 
have to be covered by onerous adjustm ent policies.

T h e  second general aspect is the excessively broad 
nature of the econom ic policies applied to reduce the 
external imbalance and the heavy losses they have brought 
w ith them  in term s o f a slowdown of econom ic activity and 
the reduction o f em ploym ent. In  som e cases at least, these 
costs could have been lower if the econom ic policy 
instrum ents had been used m ore selectively and 
pragm atically, having regard to the fact that the 
reassignm ent of resources is a m ore rigid and slower 
process, especially in the short term , in econom ies where 
the diversity of internal structures is as m arked as it is in 
Latin America.
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