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Address delivered by the Executive Secretary of
ECLAC, Mr. Norberto Gonzilez, 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 thar 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”7, 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 ac 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 War 11

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 in growth (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.

What 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.

*Held ar United Nations Headquarters, New York, on 13 January 1986. The meeting was attended by representatives of the
financial authorities of the United States, Argentina, Brazil, Mexico, Peru, Uruguay and Venezuela; representatives of the private banking
system; high officials of the United Nations, representatives of economic journals and private consultants.
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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 40%, 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 adjustment 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 mid-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 1993, 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. When the
external disequilibrium is of a relatively transitory nacure 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 discipline 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.

With 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.
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Central America:
Bases for a
reactivation

and development
policy*

ECLAC Mexico
Subregional
Headguarters

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 ptlace 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 1 and II. Chapter IIl makes some
observations on the shori-term prospects for the
region’s economies, while finally chapter 1V 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.

*This article was prepared as part of the basic
documentation for the Expert Meeting on Crisis and
Development in Latin America and the Caribbean
(Santiago, Chile, 29 April-3 May 1985), organized by the
Secretariat of ECLAC.

Main features of
the style of development
in Central America
since the war!

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
War, 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

1Sections I and II of this paper are updated versions of part of
the text of ECLAC (1983a).
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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. Economic growth

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 prices, imbalances 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

Table 1

CENTRAL AMERICA: GROWTH RATE OF GROSS DOMESTIC PRODUCT*

(Percentages)
Costa Rica El Salvador Guatemala Honduras Nicaragua

Average annual rates

1950-1960 64 48 37 28 54
1960-1970 59 5.5 5.2 50 6.5
1970-1978 63 54 6.0 4.7 39
1978-1983 04 -4.6 08 1.7 -20
Annual rates

1970 7.2 34 55 35 0.2
1971 68 49 5.5 58 3.4
1972 8.2 54 7.5 44 28
1973 7.5 4.7 6.6 58 53
1974 54 6.7 6.1 0.3 13.5
1975 22 58 24 3.1 1.5
197¢ 5.5 31 76 6.5 5.8
1977 85 6.1 74 9.6 6.1
1978 6.2 6.8 49 : 9.3 5.9
1979 53 -1.2 47 6.0 -24.5
1980 0.9 -8.1 3.8 3.3 8.3
1981 2.3 -79 1.1 0.6 54
1982 -7.1 -5.2 33 0.2 0.6
1983 23 -0.1 -2.0 -11 5.2
1984° 5.0 L5 0.2 28 15

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
—almost 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 the high degree of economic
interdependence 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 1960 to 16.8% in
1978.

2. The decisive influence of 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.? The boom in the

For the region as a whole, the main export product of each
country in [950 contributed 70% of toral foreign exchange income
from exports of goods. This percentage declined by almost 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; 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

mid-1970 (36.19%), thanks to the diversification of the export
sector, although it rose again to 43% in 1978 as a result of the high
prices of coffee which predominated that year, since the weight of
this commodity in the total value of exports is high. Furthermore,
in 1950 80% of Central America's external trade was with asingle
country (the United States of America), but this percentage
declined to 35% in 1978.

*If reciprocal trade is excluded from these figures, the export
coefficient for the region as a whole evolved from 18.5% in 1950 to
16.7% in 1960 and 23.5% in 1978; the coefficients of extra-
regional imports in these same years were 16.2%, 19.8% and
27.3%, respectively.
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Figure [
CENTRAL AMERICA: GROSS DOMESTIC PRODUCT AT MARKET PRICES
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servicing of the external debt began to absorban
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 “superimposed development”
referred to below. When 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 economic 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 duval 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
tixing 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 administrations 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
governments have sometimes 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

11t has to be acknowledged that the swing from "realism” to
“idealism™ in United States foreign policy is a simplified
descriprion. Nevertheless, it is based on deep analyses such as the
description provided by Dexer Perkins (1962, pp. 136-155) of
cycles of “"quietism™ and “activism’". On other occasions it is based
on what Stanley Hoffmann (1968, pp. 177 and 178) describes as
“dualism” in the United States approach to foreign policy, one of
whose expressions involves speaking two distinct languages,
neither of which is completely convincing and which are hard to
reconcile. The first of these is the language of power, the second
that of shared interest and harmony. Hoffmann himself observes
rather more graphically that only a symbolic eagle is capable of
easily holding both artows and an olive branch at the same time.
Finally, the realism alternation between “realism" and “idealism™
in foreign policy also finds support in the recent description made
by Huntington (1981, pp. 3, 42, 64 and 68) of the United States
political system, one of whose essential features is the distance
between political ideals and political reality. Huntingten
acknowledges that this "distance” exists in all societies but asserts
that the United States is special in the way it deals with the
problem, namely, through four different responses which
nonetheless form part of a “cyclic partern” beginning with
“moralism”, which seeks to eliminate it; then falls into "¢ynicism”,
through which it tolerates it, moves on to "complacency”, which
seeks to ignore it, and ends with "hypocrisy”, in which it denies the
existence of such a problem and thus returns to the beginning once
again with "moralism”.

promoting orderly change and that of avoiding
threats to security, the United States
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. Superimposed development

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 US$ 7.52 billion (ar 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
attributable partly to rthe progressive
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 14.69% 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.

What it is desired to stress here, however, is
-that when these changes have seriously
threatened the existing structures and vested
interests, they have almost 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.

This essential characteristic of
“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 inother
(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

CENTRAL AMERICA: TAX COEFFICIENT

1955 1960 1965 1970 1975 1980 1981 1982 1983 1984°
Central America 9.5 9.3 9.4 9.7 113 114 109 9.2 115 12.7
Costa Rica 10.1 10.0 11.8 12.1 12.7 114 11.8 129 15.7 17.0
El Salvador 10.8 10.9 929 10.3 12.0 11.1 11.3 10.7 11.1 11.7
Guatemala 85 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 12.0 138
Nicaragua 10.8 94 10.2 9.4 10.6 18.4 18.5 20.7 25.0 31.5

Source: ECLAC, on the basis of official data.
“Preliminary figures.
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Table 3

CENTRAL AMERICA; COEFFICIENT OF TOTAL CENTRAL
GOVERNMENT EXPENDITURE

1955 1960 1965 1970 1975 1980 1981 1982 1983  1984"
Central America 10.6 11.2 11.3 11.6 15.8 19.3 20.2 204 233 22.7
Costa Rica 11.2 13.3 13.8 13.7 17.9 20.0 16.9 16.8 219 21.8
El Salvador 109 12.2 10.9 10.3 134 17.2 19.8 20.5 28.0 22.1
Guatemala 9.5 93 10.6 99 12.5 15.2 169 144 12.1 11.2
Honduras 10.0 12.2 10.8 14.7 21.0 249 24.1 28.1 26.2 297
Nicaragua 124 111 112 118 194 295 324 374 564 551

Source: ECLAC, on the basis of official data.
“Preliminary 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 expenditure (see table 3) were
increasingly financed through greater
indebtedness, especially of external origin.

The limited participation of the publicsector -

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
countries, however, 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
other words, the traditional 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. The exclusive nature
of development

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 table 6). The
situation was much more serious in rural areas
than in urban ones, though there were
considerable differences from one countty to
another (in Costa Rica, less than 25% of the
population lived in poverty, whereas in
Guatemala the proportion was over 70%).
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)

Costa Rica El Salvador Guatemala Honduras Nicaragua
Strata Per- Aver- Per- Aver- Per- Aver- Per- Aver- Per- Aver-
cent- age  cent- age cent-  age cent- age  cent- age
age income age income age income age ificome age income
Poorest 20% 40 1767 20 465 53 1110 43 807 30 619
30% below the mean 170 5008 100 1551 145 2027 127 1400 130 1782
30% above the mean 300 883.0 220 3412 261 3643 237 2546 260 3502
Richest 20% 490 11652 660 15355 541 11336 593 7963 580 11998

Source: ECLAC, on the basis of official data provided by countries.
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Table 5

CENTRAL AMERICA: EVOLUTION OF FAMILY INCOME DISTRIBUTION
DURING THE 1970s

(1970 dollars)
Guatemala® Costa Rica Honduras
Growth Growth Growth
Strata rates rates rates
1970 1980 (annual 1971 1977 (annual 1968 1979 (annual
average) average) average)
Poorest 20% 1 088 996 -09 572 528 -14 85 287 6.4
30% below the '
mean 2 014 1962 -03 1167 1495 3.7 206 564 5.8
309% above the
mean 3702 3 865 0.4 2 269 2 639 2.3 522 1055 4.6
Richest 20% 9 098 12 393 3.1 5 756 6 465 1.8 2 476 3958 3.4
Richest 10% 12 081 12 970 4.0 7 874 8 737 09 3 649 11 395 6.2
Average income 3752 4 426 1.7 2 297 2 639 1.3 731 1338 4.1
Source: ECLAC, on the basis of official data provided by countries.
“Urban sector.
are not poor) than in the period immediately from political activity. Neither the

after the Second World War.

In short, the characteristic style of
development 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 America
—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)

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. With 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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Tabie 6
CENTRAL AMERICA: ESTIMATED INCIDENCE OF POVERTY TOWARDS 1980

Whole of Central
America

Total Urban - Rural Total Urban Rural Total Urban Rural

Costa Rica El Salvador

Thousands of persons

Total 20696 8315 12381 2213 1011 1202 4747 2119 2678
In a state of poverty 13178 3738 9440 549 138 411 3267 1221 2046
Extreme poverty 8647 2130 6517 300 75 225 2427 943 1484

Basic needs not satisfied 4531 1608 2923 249 63 186 840 278 562
Not in a state of poverty 7518 4577 2941 1664 873 791 1530 898 632

Percentage breakdown

Total 100.0 1000 100.0 100.0 100.0 1000 1000 1000 100.0

In a state of poverty 63.7 45.0 76.2 248 13.6 342 68.1 57.6 764

Extreme poverty 418 256 52.6 13.6 7.4 18.7 506 445 554

Basic needs not satisfied 219 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 23.8 752 864 65.8 319 424 236
Guatemala® " Honduras® Nicaragua

Total Urban Rural Total Urban Rural Total Urban Rural

Thousands of persons

Total 7262 2485 4777 3691 1229 2462 2733 1471 1262
In a state of poverty 5166 1168 3998 2515 540 1975 1681 671 1010
Extreme poverty 2 879 418 2461 2092 376 1716 949 318 631

Basic needs not satisfied 2 287 750 1537 423 164 259 732 353 379
Not in a state of poverty 209 1317 779 1176 689 487 1052 800 252

Percentage breakdown

Total 100.0 1000 1000 100.0 1000 1000 1000 1000 100.0
In a state of poverty 71.1 470 83.7 68.2 439 80.2 Gl.5 45.6 80.0
Extreme poverty 39.6 18.8 51.5 56.7 306 697 34.7 216 50.0
Basic needs not satisfied 315 30.2 322 11.5 13.3 105 268 240 30.0
Not in a state of poverty 289 53.0 16.3 318 56.1 19.8 385 514 20.0

Source: ECLAC, on the basis of daca from the countries and CELADE (1981).
*Urban/rural population breakdown corresponds to figures from the 1979/1980 family income and expenditure survey.
®Utban/rural population breakdown corresponds to figures from the 1978/1979 family income 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 élitist 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 virtuaily
excluded from the benefits of development.

Recent events and the current
economicC Crisis

As already noted, Central America 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 programmes
—some 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
development. Moreover, 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
seemingly insuperable climate of
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 figurel 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 1960 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.

In 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
subregional scope— the economic
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 szatus guo, 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
complex and mutually reinforcing
interrelationships among the local political and
economic factors and the way in which both
intermix with external influences.

2. The impact of exogenous
phenomena

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, #mter alia, 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 1984°
Exports of goods Growth rates
Value 297 35.3 -2.4 15.8 49 -103 -12.2 -1.0 5.2
Volume 5.1 -0.9 2.6 13.0 -6.4 -2.7 -83 08 -14
Unit value 234 36.5 -4.9 2.5 12.1 -7.8 -4.3 -0.9 6.7
Imports of goods
Value 20.1 27.0 89 6.3 15.0 27 -193 0.9 90
Volume 220 20.5 -1.6 -5.5 -3.3 7.1 =237 -1.8 6.0
Unit value -1.6 5.4 10.7 12.5 189 47 5.8 09 2.8
Terms of trade (goods) 254 295 -141 -89 5.7 -119 95 -18 38
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