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Latin America: 
Crisis and 
Development 
Options

Executive Secretary of e c l a c  

Enrique V. Iglesias

The stalements made by the Executive Secretary at the 
tXLAt; sessions are among the fullest expressions of the 
institution’s thought. The present article reproduces 
the address delivered at the Third Plenary Meeting of 
the Twentieth Session (April 1984), the aim being to 
present an overview of the present economic situation 
of Latin America.

The purpose of the first and second sections is to 
identify the origins and the special characteristics of 
the crisis and the decisive part played in it by the 
external debt, the markedly recessive adjustment poli­
cies that have been applied and the costs and tensions 
which they have engendered. The third section refers 
to the immediate prospects, which do not seem over- 
promising, while the fourth discusses the medium- 
term outlook and its main external and internal deter­
minants.

The fifth and last section sketches certain policy 
options that could be pursued, with all due regard to 
the considerable inter-country differences existent. 
On the one hand, it underlines the priority objectives 
towards which these policies should be oriented: eco­
nomic efficiency and growth, equity in the distribution 
of the benefits of such growth, and autonomy in de­
velopment. On the other, it analyses some of the 
means and conditions which are particularly impor­
tant for the promotion of the development in ques­
tion. Thus, allusion is made to the need for combining 
the impulses given by internal and external demand 
—the latter backed up by export promotion policies, 
the strengthening of the regional market and the uti­
lization of international markets— and to the mo­
dernization of the State, which has a decisive role to 
enact in the difficult years ahead. The last paragraphs 
recall the importance of political elements, such as the 
social mobilization by which efforts in pursuit of de­
velopment and the construction of democratic and 
participative societies must be supported, and the ne­
cessity of reaching a social consensus whereby the cost 
of conflicts may be reduced.

Introduction
In this paper I should like to set forth some 
considerations on the recent evolution and fu­
ture prospects of the Latin American economy at 
this critical stage. These basically represent my 
own personal reflections, backed up by the e c i .ac: 
Secretariat’s systematic monitoring of Latin 
American economic trends.

The changes which have taken place in the 
world and the region in recent years, in both the 
political and the economic and social areas, have 
been astoundingly far-reaching and rapid. The 
transformations in the international system 
which had prevailed since the war, the structural 
modifications in the centres and the changing 
structure of centre-periphery relations have 
combined with the changes which have taken 
place in the economic and social structures of the 
majority of the countries of the region to make 
up a corresponding array of forces which in­
teract among themselves and develop at a rate 
which, on occasions, outstrips our ability to 
understand and process them within a coherent 
framework of ideas.

Looking back on these changes from our 
present position, we can see that the search for 
formulas which would make it possible to update 
the development strategies applied by the coun­
tries of the region in the post-war era was fol­
lowed by the failure of some populist experi­
ments and also by the rise and fall of some 
attempts to restore past models of a neoliberal 
type. This experience tells us that we should 
approach the new realities in a spirit of greater 
humility, seeking to understand and handle 
them better than in the past, with an attitude that 
is at once imaginative yet pragmatic and free of 
prejudice.

Thus, a kind of feeling of helplessness has 
been created, in view of the lack of coherent 
schemes, and this situation may be observed not 
only in the developing countries, but also in the 
industrial centres themselves, which have tradi­
tionally produced the great intellectual syntheses 
that have inspired the guidelines for national 
development policies and the international eco­
nomic scenario. The neo-Keynesian view, which 
predominated in one way or another until the 
1970s, has entered into crisis, without however 
having been replaced by any other approach 
carrying equal influence. At the same time, the 
spirit of multilateralism which characterized the 
organization of international relations during
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the era following the war has also entered into 
crisis, and a dangerous dichotomy has been cre­
ated between the trends towards an increasingly 
interdependent international economy and the 
absence of authentically global instruments to 
manage the changes and overcome the crisis.

This confused and disquieting picture repre­
sents a major challenge to economic thinking and 
policies, both in the ceutres and in the periphery. 
Our response to this challenge is the task to which 
we shall have to devote ourselves in the coming 
years, by first making a calm appraisal of the 
experiences we have lived through and then 
drawing up a balance-sheet of the limitations and 
opportunities faced by our countries on account 
of the new realities which have arisen in both the 
domestic and the international spheres.

This task involves formidable difficulties. 
The first lies in the unprecedented nature of the 
problems to which we must find a response. To 
this is added the uncertainty prevailing as re­
gards the direction the world economy will take 
and the meaning of the structural changes which 
are occurring in the great industrial centres. In 
addition, there is the fact that the great diversity 
of situations existing in Latin America dooms to 
failure any attempt to find general formulas ap­
plicable to the entire region. The circumstances 
do not appear to be favourable for the creation of 
large economic models with claims to general 
valit̂  ty, but rather for the elaboration of cohe­
rent and well-balanced syntheses, based on care­
ful consideration of the lessons of the past and 
the challenges raised by the new realities.

I
The special features of the crisis in Latin America

At the beginning of the 1980s Latin America had 
to confront the severest economic crisis it has 
experienced since the fateful years of the Great 
Depression. This process was undeniably influ­
enced by domestic causes, but also by a complex 
set of factors arising out of the performance of 
the economies of the industrialized countries. 
One of the most outstanding features of the crisis 
is the fact that it has extended, to different de­
grees and in different forms, to practically all the 
countries of the region. Another striking feature 
is its depth and duration. The three-year period 
1981-1983 was characterized by a sharp drop in 
the product —in both global and per capita 
terms—, a marked reduction in rates of invest­
ment, the spectacular intensification of inflation­
ary pressures, a rise in unemployment, and a 
drop in real wages. These negative changes on 
the domestic front were accompanied by others 
no less negative in the external sector, the most 
tangible manifestations of which have been the 
payments crises, the rise in exchange rates, the 
loss of international reserves, and, above all, the 
insupportable increase in the external debt ser­

vice commitments. In short, we are faced with the 
most serious economic contraction in the last fifty 
years, with heavy destruction or i under-utilization 
ot the capital accumulated in recent decades and 
a six-year setback in the region’s social progress, 
so that its standards of living were the same in 
1983 as they had been in 1977.

Although the history of the crisis goes back to 
the first half of the 1970s — ŵhen the region 
coped with the first oil crisis relatively well, due to 
a set of factors in which external borrowing play­
ed a highly significant role— its worsening at the 
beginning of the 1980s brought about particular­
ly serious consequences, since it put an end to the 
growth cycle which the Latin American econo­
mies had experienced over the past three de­
cades.

The crisis also marked the downfall of those 
economic policies which made too much use of 
external borrowing, as a result of the failure 
(although there were differences between the 
individual countries) to appreciate the proper 
role of international financing and the advan­
tages and risks of indebtedness. These policies
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were facilitated by the unprecedented permis­
siveness then prevailing in the great internation­
al financial centres, inspired by a confidence in 
past experience —which on this occasion proved 
to be displaced—, according to which interna­
tional inflation would tend to lessen the weight of 
indebtedness with the passage of the years.

Owing to the generous flows of private capi­
tal made available at that time, the Latin Amer­
ican countries managed to maintain high 
volumes of imports which, in part, contributed to 
achieving satisfactory rates of economic growth. 
These rates exceeded those recorded in the in­
dustrialized countries, and enabled the countries 
of the region to cope relatively easily with the 
international recession of 1974-1975, which was 
due, inter alia, to the adjustment which the econo­
mies had to make to the new energy prices. This, 
however, was only a temporary situation.

'The situation remained manageable until 
the end of the 1970s. At the beginning of the 
present decade, however, the risks involved in 
applying economic policies based on the exces­
sive use of external borrowing in a recessive con­
text became obvious, when the recession in the 
industrialized countries grew more acute, inter­
national interest rates suddenly rose, and the 
terms of trade of the developing countries de­
teriorated. rhe increasing burden of servicing 
the debt and the decline in export income made 
the maintenance of an acceptable growth rate 
increasingly dependent upon the possibility of 
attracting new flows of external resources, at ex­
tremely high costs. Furthermore, this possibility 
was drastically reduced in 1982 and 1983, when 
there was a reversal of the extreme permissive­
ness shown by the international financial system 
during the preceding decade and a massive con­
traction in the inflow of new capital to the region, 
which greatly aggravated the recession caused by 
the economic cycle of the great industrial centres 
through the increase in interest rates and the 
decrease in the export income of the Latin Amer­
ican countries. Such, very briefly, was the evolu­
tion of the crisis currently being confronted by 
the region.

In these circumstances, three types of ques­
tions may be raised with respect to this process; a) 
How was this situation reached, and what fea­
tures does it present in the case of Latin America?
b) What short-term prospects are opened up to

us by the adjustment processes and reactivation 
policies being applied in the centres? and c) What 
are the implications of this perverse combination 
of old structural problems with those which will 
remain as the aftermath of the crisis, as far as the 
development models which the Latin American 
countries could try out in the medium and long 
terms are concerned? In order to respond to the 
first type of question, we must go more deeply 
into recent events.

1. Origins o f  the crisis: stmctural elements, 
national policies and the external cycle

If  we place our analysis in a correct historical 
perspective, we must acknowledge that the mag­
nitude and features of the crisis were substantial­
ly influenced by the long-standing structural 
problems so often analysed in e c l a c ; studies. 
However, this consideration should not serve to 
detract from the importance of domestic policies 
and the behaviour of the external cycle during 
the 1970s. Both of these elements encouraged 
excessive use of external borrowing; most of the 
loans, for reasons which will be dealt with below, 
were contracted with private sources, and in­
debtedness now amounts, at the regional level, to 
more than US$ 330 billion. This extremely high 
degree of indebtedness, which is the most impor­
tant immediate cause of the crisis being experi­
enced by the Latin American countries today, is 
in its turn the expression of a complex combina­
tion of both domestic and external factors.

We have already mentioned the fact that this 
indebtedness was made possible by the extraor­
dinary climate of international financial permis­
siveness which prevailed at the beginning of the 
last decade: a situation due to factors which had 
existed from the end of the 1960s but which 
subsequently became stronger as a result of the 
great international liquidity generated on 
account of the surpluses accumulated by the pe­
troleum-exporting countries, fhis prompted a 
vigorous resurgence of the international capital 
markets, especially through the new Eurocur­
rency market, and they eventually had an unpre­
cedented volume of liquid resources at their dis­
posal, the mobilization of which was carried out 
without any reference to the national monetary 
authorities and international financial bodies. In 
effect, the international private banking system
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was given carte blanche for recycling these re­
sources, which it did with apparent efficiency 
during that period. However, because of the 
competition in lending their financial surpluses, 
the banks ignored many of the criteria which had 
guided these operations in the past, thus increas­
ing their risk to an extent which has become 
evident with the crisis.

The economic policies followed by the Latin 
American countries during the period in ques­
tion stimulated that process, at different rates 
and in different ways. I have already noted that 
recourse to external credit was used to a con­
siderable extent in order to surmount the first 
depression of the mid-1970s and maintain the 
countries’ growth rate. This credit facilitated the 
expansion of domestic spending, which was ap­
plied to different purposes, not all of which con­
tributed to the same extent to the achievement of 
that objective. In some cases —perhaps the 
fewest— domestic spending was directed to­
wards programmes of investment in production 
projects which, unfortunately, in many cases in­
volved very long lead times, were over-ambitious, 
or were based on excessively optimistic assump­
tions as to market behaviour, thus giving rise to a 
situation in which a considerable proportion of 
the investments remained partially idle. In other 
cases, the increased indebtedness was used to 
support indiscriminate policies of greater exter­
nal openness which implied a sharp expansion in 
imports, including a high proportion of all kinds 
of consumer goods. In some cases, the external 
loans served to encourage policies of exchange 
over-valuation instead of authentic anti- 
inflationary strategies. On other occasions, the 
implementation of macroeconomic policies lack­
ing in coherency led to loss of confidence and 
flight of capital, with the resulting depletion of 
reserves. Lastly, there were even cases where the 
said indebtedness stimulated a vigorous process 
of arms purchases.

Consequently, to attribute the bulk of the 
responsibility for the current crisis in Latin 
America to external factors would be incorrect 
and would endanger the credibility of the Latin 
American position. The same would be true if 
the analysis were to stress unilaterally the finan­
cial and monetary aspects of the crisis —which 
are indeed its most serious and obvious symp­
toms— while neglecting the real aspects which

are, in the final analysis, responsible for it. 
Among these aspects mention should be made of 
the recession and the economic policies of the 
developed countries, which affect the demand 
for products exported by Latin America; the 
protectionism prevailing in the developed coun­
tries, which thus limit the Latin American coun­
tries’ access to their markets; the impact of the 
crisis on the production apparatus of the Latin 
American countries, resulting from the growing 
control of financial interests over the production 
sectors, the over-indebtedness of the private sec­
tor and the failure of businesses; the under­
utilization of existing production capacity, and 
unemployment; the negative effects of the exces­
sive strengthening of national financial systems 
in comparison with production sectors; the con­
traction in investment; the impact of the crisis on 
the income of large sectors of the population, 
which have had to bear an inordinately high 
proportion of the burden of the adjustment, and 
—in general— the application of domestic poli­
cies which over-stimulated consumption or in­
vestment, fostered currency over-valuation, gave 
rise to fiscal deficits, or set off processes of open­
ing-up to the exterior that were excessive or too 
rapid.

In short, when the causes of the process are 
analysed, the conclusion reached is that they in­
clude both domestic and external factors and 
that behind their financial and monetary aspects 
lie real aspects which have had great influence on 
the development of the crisis. All of these factors 
have come to bear differently in each country, 
depending on its stage of development, the fea­
tures of its economy or the economic policies 
applied by it.

2. The debt spiral and financial slowdown

In order better to understand the behaviour and 
interconnection of these different factors, the 
recent indicators should be examined more 
closely. The debt situation of the Latin American 
countries first began to cause concern at the end 
of the 1970s, by which time the regional debt had 
already reached US$ 200 billion. This concern 
was partly allayed, however, by the evolution of 
the international cycle and the region’s perfor­
mance in the export field. In the case of Mexico, 
for example, the growth rate of the domestic
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product between 1970 and 1979 averaged 6.4% 
per year, while exports grew at an annual rate oi 
11.9%. During the same period, the comparable 
figures tor Brazil were 6.7% and 9.1%, respec­
tively, while in the case of Argentina a very mod­
est increase in the growth of the product (2.6%) 
was accompanied by a rate of export expansion 
of 10.7%. The performance of exports during 
the second half of this decade was especially note­
worthy; they not only recovered the rate of ex­
pansion which they had displayed before the cri­
sis of 1974-1975, but even surpassed it, since 
between 1976 and 1981 the region’s exports in­
creased at an annual rate of approximately 9%. 
Briefly, what happened was that the behaviour of 
the international financial and commercial mar­
kets, and the performance of the region in terms 
of economic growth and —particularly— ex­
ports, calmed any doubts that might have been 
raised by the high level of its external indebted­
ness.

The situation underwent a radical change at 
the beginning of the 1980s, however. Thus, the 
international economic situationxhanged course 
spectacularly, due to the increase in interest rates 
and the persistent and pronounced drop in the 
terms of trade, with particularly acute conse­
quences for the Latin American countries with 
the heaviest debts. Interest rates, after having 
been negative or only slightly positive during the 
entire past decade, rose sharply in real terms (see 
table 1). I'his phenomenon was aggravated by 
the fact that, a good deal before this, the terms of 
trade had deteriorated drastically.

Table 1
LATIN AMERICA; REAL IN T E R E Sl' RATES

AND N ET CAPITAL INFLOW

{Perceniagei and billiom of dollars)

Interest Capital
rates inflow

1973 2.94 8.1
1974 0.11 11.6
1975 -2 .2 1 14,5
1976 -0 .2 2 18.3
1977 -0 .5 0 17.3
1978 1.23 26.4
1979 0.66 29.0
1980 0.86 30.2
1981 6.11 37.9
1982 6.91 16.7
1983 6.71 3.2

Source: e ( ; l a c

The negative combination of the two factors 
aggravated the difficulties created by the very 
heavy external debt contracted by the region: as 
debt service commitments rose, the income 
obtained by the Latin American countries from 
their exports diminished. Thus, the countries 
were forced to contract new debts simply to meet 
the interest payments on the accumulated debt. 
For the region as a whole, these payments came 
to represent about 36% of their earnings from 
exports of goods and services in the period 1982- 
1983. These figures highlight the increase in the 
part played by the external cycle in the worsening 
of the region’s situation.

In the period 1982-1983 a factor which had a 
singularly powerful influence in accelerating the 
crisis made its presence felt: namely, the serious 
financial contraction brought about by the pri­
vate banking system as a reaction to the crisis. 
The private banks, which supplied most of Latin 
America’s external financing throughout the 
1970s, and whose loans were growing at a rate of 
over 20% per year at the end of that decade, 
reduced their credits drastically during these two 
years, causing a sudden drop in the inflow of 
capital into Latin America (see table 1). This drop 
would have been even greater had it not been for 
the intervention of the international financial 
bodies and especially, the International Mone­
tary Fund.

Eci.Ac: has placed great emphasis on the im­
pact of this financial contraction, which came on 
top of the economic recession caused by the in­
ternational cycle through the rise in interest rates 
and the slump in the terms of trade. * In order to 
appreciate the magnitude of the problems which 
the contraction has created for the Latin Amer­
ican countries, one need merely consider that if 
the terms of trade in 1983 had reached only their 
1980 level and the real interest rates had been 4% 
less (which would still have situated them far 
above traditional averages), the region would 
have had an extra US$ 25 billion available in its 
external accounts, which would have made it 
much easier to meet the interest payments on the

‘For a more detailed analysis o f these issues sec ecla(,, 
Adjustment policies and renegotiation o f the external debt (vJ cv.vaiJ 
(..1299), Santiago, Chile, February 1984.
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debt (amounting to some US$ 35 billion) without 
having to resort to the sharp contraction of im­
ports \vhich had to be put into effect in the last 
two years. The absence of these conditions, 
however, together with the contraction suffered 
in external financing from private sources, made 
Latin America into a net exporter of capital, thus 
reversing a historial trend, in flagrant contradic­
tion with the capital-importer status appropriate 
to developing countries.

The outline I have just given highlights the 
profound changes undergone by the centre- 
periphery relationship, which has always been an 
important element in ec l a c ’s analyses of Latin 
American development. Thus, from the 1950s 
onwards, the sluggishness of world trade and the 
restrictions of the international markets created 
a favourable climate for the Latin American 
countries’ decision to depend primarily on their 
internal markets and follow import substitution

policies on a national and regional scale. As from 
the mid-1960s, however, world trade registered 
unprecedented growth which encouraged the 
application of export expansion and diversifica­
tion policies by the Latin American countries, 
thus giving a new profile to the region’s external 
trade. From the first half of the 1970s onwards, 
the situation of international financial permis­
siveness mentioned earlier stimulated external 
indebtedness policies which made possible an ex­
pansion in spending, with different objectives 
and results, especially in terms of its economic 
and social productivity. At the beginning of the 
1980s, the intensification of the recessive cycle in 
the centres, together with the rise in interest rates 
and the drop in the terms of trade, sharply re­
duced the Latin American countries’ capacity for 
reactivation, and this situation was further aggra­
vated by the contraction of the inflow of capital 
into the region.

II
The inevitability and tensions of the adjustment policies

Faced with a crisis which had such far-reaching 
repercussions on the external income of the re­
gion, the countries were inevitably forced to 
make adjustments, with high economic and social 
costs. In view of such a difficult situation, it would 
certainly be utopian to try to imagine a “painless” 
adjustment. But the question that must be asked 
here is whether the adjustment, besides being 
inevitable and painful, has been fair in terms of 
the distribution of its costs among the different 
sectors involved in the crisis, both at the domestic 
and at the international level.

The adjustment has in fact assumed strongly 
recessive features, basically reflected in the re­
duction of imports in order to obtain a trade 
surplus with which to meet the external debt 
service commitments; the curtailment of spend­
ing, both for consumption and investment; the 
erosion of international reserves; and sharp de­
valuation. As a natural corollary of the fore­
going, the traditional pressures on prices were 
joined by those arising from the growing fiscal

deficits which, on the one hand, stimulated infla­
tion and, on the other, led to serious cuts in 
public investment, particularly investment in­
tended for the social sphere. It is not surprising, 
therefore, that along with a process of destruc­
tion or underutilization of installed capital, a 
strong concentration of the negative effects of 
the crisis in the poorest sectors of the population 
has occurred.

In applying its adjustment policies, the re­
gion used the orthodox mechanisms recom­
mended by the International Monetary Fund, 
which had to fit within the narrow limits imposed 
by a difficult payments situation and by an inter­
national financial community that was reluctant 
to grant new credits. In this context, the adjust­
ment policies could not be other than markedly 
recessive, especially in so far as hopes for a rapid 
recovery of the world economy, with favourable 
effects on interest rates and the terms of trade, 
did not come to fruition.

No one could imagine a way out of the pre­
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sent crisis that could bypass adjustments as pain­
ful as they are inevitable. Ho^vever, the impact of 
international circumstances \vhich are beyond 
the control of national governments, the delayed 
reaction of the external cycle and the far- 
reaching economic and social costs involved in 
the adjustment have been causing growing dis­
satisfaction with the mechanism applied to carry 
this out.

The highest-level political expression of this 
disquietude was provided at the recent Latin 
American Economic Conference convened in 
Quito at the beginning of 1984, by the President 
of Ecuador, Dr. Osvaldo Hurtado. The Declara­
tion and Plan of Action adopted at that Confer­
ence, brought the consideration of these prob­
lems into the political sphere, for the first time 
since the beginning of the most acute phase of 
the present crisis, and established the principle 
that the external debt service commitments and, 
hence, the intensity of the adjustment, should to 
a larger extent be the subject of proposals formu­
lated by the Latin American countries them­
selves. These proposals should basically take into 
account the need to maintain a certain economic 
growth rate and acceptable living conditions for 
their societies.

The basis for this critical position is primarily 
a political one. Indeed, if the relations between 
the Latin American countries, on the one hand, 
and their creditors and the industrialized na­
tions, on the other, are not placed on a different 
political level, no matter what the relative weight 
of the domestic and international factors in shap­
ing the crisis, it will become almost impossible to 
handle. These considerations of a political na­
ture should, inter alia: a) call into question the 
long-term viability of a general adjustment pro­
cess in which all the countries are led simul­
taneously to reduce their imports and expand 
their exports, at a time when a growing and ever 
more subtle system of protectionism is being car­
ried forward by the industrialized countries; it is 
acknowledged that, although the deficit trade 
behaviour of the United States is an important 
and positive exception to this state of affairs, the 
criticism continues to be valid as regards the 
other countries with which the region trades; b) 
point up the fact that, while the various actors 
involved in the creation of the crisis —the debtor 
countries, the international banks, the industrial­

ized countries, international financial agencies 
and the very system of world economic relations 
itself— clearly have a share of the responsibility 
in this respect, the cost of the adjustment falls 
almost exclusively on the debtor countries; it is a 
situation in which the international banks not 
only have failed to assume a fair share of the costs 
of refinancing the debt, but also have increased 
their profit margin excessively via the costs of 
financial intermediation; at the same time, they 
have succeeded in having the International 
Monetary Fund maintain a supervisory presence 
with respect to the management of the debtor 
countries’ domestic economic policy in order to 
ensure their ability to pay, while they have also 
managed to have State guarantees extended in 
many of these countries to almost all of their 
credits, including those to which government 
guarantees did not originally apply; c) draw atten­
tion to the abrupt restriction of external capital 
flows imposed by the international financial sys­
tem and the fact that Latin America has become a 
net capital exporter; this situation is felt to mili­
tate not only against a minimum degree of recov­
ery by the Latin American economy but also 
against the reactivation of the world economy 
itself

. The method of adjustment used by a num­
ber of Latin American countries has, further­
more, warranted theoretical criticism, which 
has been examined in the past by e c l a c  and 
which has been repeated in some of its recent 
studies.

“The magnitude, nature and persistence of 
recent external imbalances and their rela­
tionship to domestic imbalances suggest that 
the current theoretical models for analysing 
the balance of payments are based on various 
sets of unrealistic and decidedly restrictive 
assumptions, and have produced piecemeal 
and, at times, erroneous policy interpreta­
tions and recommendations with respect to 
the developments which have occurred in 
this sphere. In particular, there has been lit­
tle analysis of the determinants of private 
international financial flows or of the exter­
nal debt’s impact on the national economy. 
In addition, given a ceteris paribus assumption 
in relation to world economic activity, inter­
national interest rates, etc., the policy pre­
scriptions put the burden of restoring a bai-
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ance on the ’problem country’, with little or 
no recognition oi'the interdependence of the 
external imbalances among the countries 
with respect both to their causes and to the 
responsibility involved”.̂
Despite the fact that the region has reacted 

very responsibly to this situation, taking mea­
sures to correct it which have had painful eco­
nomic, social and even political consequences, 
doubts persist as to the ability of the Latin Amer­
ican societies to continue to endure the sacrifices 
they are currently making. Because of this, in 
various financial and political centres attention 
has been called to the possible consequences of 
the Latin American countries’ domestic situation 
and particularly to the repercussions which ex­
treme solutions would have on the stability of 
world financial markets. Some of the boldest and 
most innovative proposals for seeking global for­
mulas which go beyond the policies currently 
pursued have come from intellectual circles in 
the industrialized countries and, increasingly, 
from political leaders and economic authorities 
in the Latin American countries themselves. 
These proposals, however, have yet to influence 
the attitudes of the political authorities in the 
developed countries.

One central topic for the immediate future is 
the establishment of global mechanisms to facili­
tate the servicing of the debt so as to provide 
leeway for a greater flow of imports and, by that 
means, to permit a process of reactivation in the 
Latin American economy. To these ends a set of 
measures have been proposed in general terms 
which are aimed at bringing about a considerable 
reduction in the costs of financial intermedia­
tion, the rescheduling of interest payments on 
the debt in a way which would not absorb too 
great a proportion of export earnings, and an 
extension of loan maturities. On this occasion, I 
will not enter into an analysis of these subjects, 
which have been discussed in other e c l a c  

documents.^ Suffice it to say that, under present

^See Carlos Massad and Roberto Zahler, "The adjust­
ment process in the 1980s: the need for a global approach”, in 
this issue o f CEPA¡. Review.

''See Adjustment policies and renegotiation of the external debt, 
op. cit., pp. 80-91,

circumstances, the financing of their external 
debt is the stumbling-block for most of the Latin 
American countries as far as any economic reac­
tivation policy is concerned.

Nonetheless, these considerations indicate 
that one of the basic features of the new develop­
ment pattern which the region must follow in the 
future will be a lower degree of dependency on 
external financing. This, in turn, will greatly de­
pend upon the evolution of the countries’ for­
eign trade and, particularly, on how successful 
they are in expanding their exports. It must be 
acknowledged here that the modest prospects 
for the international economy, and the slow 
growth in world trade which is likely to occur 
during coming years, will continue to severely 
limit Latin American exports. It is probable that 
this situation will continue to be compounded by 
the defects of the developed countries’ growing 
neo-protectionism. Indeed, in recent years the 
process of opening up trade, which characterized 
the centres’ economic evolution during the post­
war period, has lost momentum and has been 
replaced by an increasingly variegated set of pro­
tectionist measures, discriminatory and lacking 
in transparency, which have caused a growing 
share of international trade to be carried on out­
side the sphere of the g a t t  regulations. This has 
jeopardized progress towards a new internation­
al division of labour at the world level, which was 
precisely one of the opportunities open to the 
developing countries for responding to the crisis. 
The neo-protectionism of the industrialized 
countries seriously threatens the chances which 
the countries of the region could have of reduc­
ing the external debt burden in the medium term 
by expanding their trade.

A number of measures could be suggested 
for rectifying this situation. First of all, the Latin 
American countries should take concerted action 
to combat the various types of tariff spreads and 
non-tariff barriers recently put into effect by the 
industrialized countries. Secondly, a measure 
which is of great importance for Latin America is 
the approval of new rules regarding safeguard 
clauses which would allow them to be used only 
under exceptional circumstances, rather than in 
order to place unilateral restrictions on the re­
gion’s exports when the latter begin to represent 
competititon for producers in the industrialized 
countries. Thirdly, the production and export
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subsidies granted by the industrialized countries 
in such basic sectors as agriculture, livestock pro­
duction and industries important to Latin Amer­
ica should also be opposed, just as the de­

veloped countries themselves closely monitor the 
use of subsidies by the developing countries. The 
benefits of the Generalized System of Prefer­
ences (g s p ) should also be expanded.

Ill
The immediate outlook

Certainly, it is no easy matter to provide a clear 
picture of the outlook for the international econ­
omy in the immediate future, nor, therefore, of 
the hypotheses which could serve as a basis for 
adjustment machinery sponsored by the interna­
tional financial community and im f . In a recent 
article, Albert Bressand set forth the possible 
future prospects of the world economy as fol­
lows:

“In the next few years, one can think in terms 
of two broad scenarios, depending on what 
relationship will prevail between the “real” 
economic sphere and the financial one. In 
the first, the optimistic one, the real economy 
will be able to grow faster than the size of the 
financial "deadweight” with which it is now 
burdened. If  that were to happen, specific 
country or corporate situations could still be 
sources of difficulty but, on the whole, the 
debt overhang would gradually dissolve it­
self. Nothing more drastic than heavy re­
scheduling might be needed. The second 
broad scenario, however, looks more likely, 
at least in the absence of concerted recovery 
policies of the type described below, that 
policies of financial “adjustment” would conr 
verge toward deflation on a global scale and 
would increase rather than reduce the fun­
damental economic, social and political vul­
nerabilities. At some point, the weight of 
accumulated debt would be such that re­
pudiation could not be avoided, and might 
even be the only way out of an implosion 
trap”.“̂

^Albert Bressand, “Mastering the ‘World Economy" 
Foreign Affairs, Spring 1983.

These are the prospects from the standpoint 
of the developed countries, and it is a perspective 
which undeniably calls to mind the financial 
problems of the 1930s.

These outlooks have their counterparts in 
the views of the immediate future held in the 
countries of the region. In the opinion of some 
observers among the monetary authorities of var­
ious Latin American countries, who share the 
viewpoint of their colleagues in the North, the 
rectivation of the United States economy will, in 
turn, have a reactivating effect on the rest of the 
industrial economies, which will give a new im­
petus to international trade and, therefore, to the 
external environment on which the developing 
countries’ economies rely. This is what has been 
called the “locomotive theory”. With a reduction 
in real interest rates and an improvement in the 
prices of the developing countries’ export prod­
ucts, the debt problem could be managed on 
better terms and would leave room for initiating 
economic reactivation policies. On the other 
hand, there are viewpoints which call into ques­
tion the significance and durability of the recov­
ery in the large industrial centres, or at least the 
possibility of transmitting the recovery taking 
place in the United States in recent months to the 
other centres, much less to the periphery. From 
the first angle, the main features are the persis­
tence of high real interest rates, a slow rate of 
investment, unemployment and idle capacity in 
the industrialized countries, and an overvalued 
United States dollar. From the second, a remind­
er is given that in order for the recovery in the 
centres to be transmitted to the periphery, signi­
ficant effects will have to be produced on interest 
rates and the terms of trade, and external finan­
cial flows towards the region will have to be re­
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sumed. Certainly, if we consider the impact of 
the economic recovery in the United States on 
these three factors during 1983, the conclusions 
are not overly encouraging. The expected drop 
in real interest rates has not come about, there 
has been no pronounced reversal in the tendency 
of the terms of trade to deteriorate, nor has a 
positive reaction on the part of sources of private 
capital been observed, except to the extent strict­
ly necessary in order to contribute to the financ­
ing of a portion of the interest payments owed by 
the Latin American countries,

Even so, one indispensable prerequisite for 
an economic recovery in the countries of the 
region is the recovery of the industrial econo­
mies. From this standpoint, what is occurring in 
the United States and probably, to a lesser de­
gree, in other o e c d  countries is a positive de­
velopment. This view of the situation, however, 
must be modified by the fact that the monetary 
and fiscal policies and high interest rates prevail­
ing in the United States are an important contrib­
uting factor to the contraction of global eco­
nomic activity and are reducing the opportuni­
ties for the developing world. At the same time, it 
is clear that the countries of the region should 
look for alternatives to the severe adjustment 
policies which they have implemented in recent 
years, seeking instead development strategies 
which stress economic growth. As noted above.

the foregoing involves the adoption of mecha­
nisms by the international community which will 
make possible a more tolerable form of admin­
istering and refinancing these countries’ exter­
nal debt. Such mechanisms would free a greater 
volume of resources for increasing their essential 
imports (particularly those linked to their de­
velopment processes), and should be applied 
concurrently with a greater degree of import 
substitution —although we know full well that 
these strategies have their limitations. On the 
external front, trade and financial policies 
should be combined with one another and with 
domestic reactivation policies so that they can be 
brought to bear on the objectives of increasing 
investment, expanding basic imports and initiat­
ing a sustained recovery process in the Latin 
American countries.

It is clear, nevertheless, that the rate of ex­
pansion of production and the room for man­
oeuvre in economic policy will continue to be 
restricted in many of our countries for a fairly 
long period of time because of external con­
straints. Accordingly, the growth rate will not 
only be lower than over the past two decades, but 
will depend far more closely on an increase in 
domestic saving, the fullest and most effective 
use of available human resources and installed 
capacity, and an increase in production devoted 
to covering internal demand.

IV
T he m edium-term outlook and its main determ inants

The foregoing considerations suggest that nei­
ther short-term economic policies nor the major 
objectives of the development strategy can re­
main unchanged by the effects and lesson of the 
crisis of the 1980s, just as the corresponding in­
struments will also have to be revised. Towards 
the end of the 1970s, it was thought that con­
certed action with respect to the different 
structural constraints which marked the past de­
velopment of the region could result in more 
dynamic economic growth rates and that, given 
such rates, the appropriate conditions could be

created for laying the foundations for sustained 
economic development and the progressive solu­
tion of the mass of social problems which had 
mounted up. Today, the emergence of new and 
unforeseen problems and the atmosphere of un­
certainty surrounding the evolution of the world 
and Latin American economies, rather than 
allowing us to think in terms of an incrementalist 
and progressive process, draw our attention to 
the presence of severe breaks or discontinuities. 
Nevertheless, this should not lead us to adopt 
defeatist or despairing positions, but instead to
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search more intensively for innovative answers to 
these new situations.

The lessons of history teach us that great 
crises present both risks and opportunities. It 
would probably be unrealistic to postulate radical 
changes in the development policies of the Latin 
American countries in the middle of one of the 
worst recessions the region has undergone in this 
century and in view of the unpromising interna­
tional setting, which would make such changes 
politically and socially unfeasible. However, we 
must also remember that a crisis situation has 
often preceded the adoption of sweeping 
changes: in the United States, the New Deal was a 
response to the crisis of the 1930s; the economic 
recovery and integration of Europe, in turn, 
arose in response to the destruction caused by the 
war, while the development strategies based on 
the industrialization and “inward-directed 
growth” of the Latin American countries them­
selves also grew out of the Great Depression and 
the war. Thus, just as in that era, the current 
crisis could provide the basic elements for an 
in-depth revision of the development styles and 
economic policies of the Latin American coun­
tries. In order for this to happen, extreme ex­
periments whose economic and social costs could 
exceed the political tolerance of these societies 
would have to be avoided, and some measures of 
balance and rationality would have to be incorpo­
rated into the strategies in question in order to 
ensure their economic efficiency, by learning 
from the experience which has been gained.

The analysis of the options available for such 
policies requires a dispassionate interpretation of 
the various experiences of the region in the re­
cent past and, in the light of these, the amount of 
leeway there can be for economic policy to oper­
ate in. Experience indicates that strategies which 
were initially inspired by the most progressive 
objectives and which were based on a broad con­
sensus ultimately lost that support because they 
did not attain a reasonable level of efficiency. 
There is also a general awareness that in recent 
years the external vulnerability of the Latin 
American economies has increased considerably 
and that the goverments’ room to manoeuvre has 
decreased accordingly. The amount of leeway, 
however, is certainly not the same for all the 
countries of the region, because their socio­
political situations, economic structures and

forms of insertion in the international setting are 
not the same either. What is important is to deter­
mine, within the proper analytical framework, 
the room for manoeuvre —the balance of limita­
tions and opportunities— available to each Latin 
American country.

1. External determinants

As in the past economic history of the region, the 
leeway enjoyed by the governments as regards 
policy options will continue to be linked to the 
type of relations which are established with the 
great centres. Predicting the future nature of 
these relations entails, first of all, setting out a 
hypothesis regarding the behaviour of the world 
economy and of international financial and trade 
flows over the medium and long term.

The emergency situations in which we find 
ourselves as a result of the crisis make such an 
undertaking no ordinary matter in Latin Amer­
ica. Nevertheless, it is important that it be carried 
out. Measures for overcoming the crisis may 
appear to be reasonable if it is assumed that, 
when it is over, the world and Latin American 
economies will resume their course of growth 
within structures similar to those which prevailed 
during the past three decades, but they do not 
appear so reasonable if it is supposed that these 
economies will undergo sweeping changes both 
at the world and at the Latin American level. 
Studies concerning the present crisis are not de­
voting enough attention to the theory of long­
term or “secular” recessionary cycles. According 
to some observers, the world economy may be 
entering upon another downward phase of the 
cycles described by Kondratieff in the 1920s, 
characterized by the emergence of imbalances 
between the requirements of economic expan­
sion, on the one hand, and the supplies of food, 
raw materials, inputs and technology available to 
sustain this process, on the other. It is interesting 
to note that, if these historical cycles are indeed a 
fact, then their recessionary phase could not be 
overcome through a mere projection of past 
trends, but would call for a creative response. 
Schumpeter has already posited that the emer­
gence of new combinations of products, tech­
nologies and entrepreneurial behaviour is a nec­
essary prerequisite for coming out of a cycle’s 
recessionary phase. The possibility that we are
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experiencing such a phase is supported by the 
circumstance that factors related to productivity, 
investment, technological innovation, human re- 
source training and the emergence of new pro­
ductive activities as dynamic elements in the de­
velopment process have come to be of increasing 
importance in the evolution of the world econ­
omy. Since this hypothesis may well be correct, 
it behoves us to look beyond the adjustment po­
licies in order to prepare ourselves for future 
conditions, while brighter, or at least more dyna­
mic, prospects are opened up for the developing 
countries, to the extent that they have the capac­
ity to respond actively to the new situation.

Whatever the likelihood of such an outcome, 
it would be unduly optimistic to suppose that 
during the course of the 1980s the region will be 
able to gain access to a volume of external capital 
flows similar to that which existed during the past 
decade. It is more appropriate to think in terms 
of a much more restrictive external context and 
of a mood of greater restraint in the design of 
resource allocation policies. The present decade 
will clearly be marked by a pronounced selectiv­
ity on the part of the resources of international 
credit, both in terms of the countries involved 
and the final destination of resources, and this 
selectivity will surely characterize international 
economic policies as well.

I have already said that the evolution of in­
ternational trade will have a decisive influence on 
the external context. The application of effective 
and lasting solutions can only come as the result 
of an increase in the capacity for generating for­
eign exchange, brought about by an expansion in 
the volume and an increase in the prices of ex­
ports. This is why it is essential to ask ourselves 
about the behaviour of international markets. 
Will they tend to become more open or will cur­
rent protectionist trends become more pro­
nounced? In this regard, the document submit­
ted by EC1.AC and s e l a  at the request of the Presi­
dent of Ecuador states that:

‘‘Latin American exports of basic commod­
ities and manufactures —the expansion of 
which is essential for the region’s develop­
ment— face in the markets of the industrial­
ized countries a set of tariff barriers (graded 
according to the degree of processing of the 
exports) as well as non-tariff barriers. Both 
types of protection have a limiting and discrim­

inatory character and are gradually bring­
ing about a situation where the central coun­
tries have acquired the capacity to manage as 
they wish their trade with the developing 
countries and especially Latin America. This 
management may take place in a selective 
and non-continuous manner or, if necessary, 
may be broader, more intensive and more 
frequent”.̂

A no more optimistic view holds away in the 
North. In the opinion of Bressand, “the age of 
free trade as an organizing principle may well be 
over”. He goes on to say that, in his judgement, 
“this does not imply... that free trade, from a 
normative point of view, is not desirable. It is not 
a matter of prescription, but of diagnosis.”*’ 

Given this situation, deep concern must be 
expressed with respect to the possible conse­
quences of an exacerbation of protectionism and 
of an even greater loss of transparency in inter­
national trade, in view of the imperative need for 
the Latin American countries to increase their 
exports. All of the above suggests that it would be 
unwise to predict trade conditions very different 
from the present ones. On the contrary, just the 
maintenance of those conditions, without any 
further deterioration, would seem to be a signifi­
cant achievement. Against the same backdrop, it 
even appears inappropriate to anticipate world 
trade growth rates resembling those of the 1960s 
and 1970s, when annual rates of 8% were 
reached. Nonetheless, bearing in mind the 
dramatic decrease in international trade which 
took place in the early years of this decade, it 
seems possible that there might be a modest re­
covery, which would have favourable effects on 
the external trade of Latin America and the 
evolution of the terms of trade.

In referring to external determinants, I be­
gan by saying that the first problem which must 
be cleared up relates to the nature of the cycle 
being experienced by the world economy and to 
the possibility that we are witnessing the end of

^See, Enriqu e V. Iglesias and Carlos Alzam ora 
Traverso, “Bases for a Latin American response to the inter­
national economic crisis”, in c e p a l  Review No. 20, August 
1983, p. 42.

*’A. Bressand, op. cit.
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one prolonged cycle and the commencement of 
another. I also stated that this hypothesis would 
open up new prospects for Latin America. Hence 
the importance of reflecting upon the effects that 
the structural changes now occurring in the pro­
duction and consumption patterns of the large 
industrial centres will have on international eco­
nomic relations, the international division of 
labour and the structure of comparative advan­
tages on the basis of which the developing coun­
tries have operated in recent decades. The pat­
tern of industrial expansion which prevailed in 
the advanced countries during the postwar 
period is becoming worn out, as demonstrated by 
the decrease in the sector’s profitability, the de­
cline of the industries which led the process 
—such as the iron and steel and the metal manu­
factures industries— and the resulting trans­
formation of production structures. In contrast 
with the past, when technological innovations 
were often stimulated by market forces, current 
transformations appear to be prompted by tech­
nological change. The great strides forward in 
knowledge recently made and the rising educa­
tional level of the labour force have combined 
with the intensification of competition among 
the great industrial centres, the need to develop 
technology which is appropriate to the energy 
shortage and the necessity of maintaining the 
ecological balance. It should therefore come as 
no surprise that there is a demonstrable pre­
eminence of “technical progress” and “efficien­
cy” in the political and economic “discourse” at 
the national and international levels.  ̂This pre­
eminence of technical progress causes the lead­
ership of industrial development to be assumed 
by new sectors such as electronics, biological en­
gineering and computer science, to name only a 
few. This, in turn, influences social relation in the 
centres and their linkages with the periphery.

It should be remembered that one of the 
major causes of the changes being undergone by 
the centres is the growing competition of manu­
factures from the developing countries. At the 
same time, we know very little about the impact 
which these changes will have on the internation-

^See Fernando Fajnzylber, “La industrialización trunca 
de América Latina”, Mexico City, 1983, p, 271.

al insertion of the countries of the region. It 
could jeopardize their potential advantages in 
food production or in the provision of inexpen­
sive manpower, but could also broaden their 
opportunities for gaining access to the latest tech­
nology and for participating on a more diversi­
fied basis in a new international division of 
labour. The world is in the midst of a third in­
dustrial revolution, which is certain to give rise to 
new types of relations between the centres and 
the periphery, and which will surely entail some 
dangers but also some opportunities; it is im­
portant that these should be understood and 
anticipated so that they may be incorporated into 
the design of the development strategies of the 
Latin American countries.

The major trends in the contemporary inter­
national system are another factor of external 
origin that has influenced and will continue to 
influence the periphery’s relations with the cen­
tres. The increase in interdependence repre­
sented by the many types of links existing among 
the different groups of countries by virtue of an 
increasingly broad variety of interests has turned 
the traditional pattern of centre-periphery rela­
tions into something more diversified and more 
complex, and, although on the one hand it has 
heightened the external vulnerability of the de­
veloping countries, on the other hand it has ex­
panded their range of possibilities. The emer­
gence of global problems such as those related to 
energy, the environment, arms, etc., has also 
helped to involve the developing countries to a 
greater extent in the solution of those problems. 
The recrudescense of East-West tensions and the 
attempts to extrapolate them to the various de­
veloping regions of the world have also had an 
influence —generally negative— on North- 
South relations.

2. Domestic determinants

Although the traditional influence of external 
factors on Latin American development has be­
come more pronounced in recent years, the 
markedly restrictive trends being projected on to 
the international scene indicate that the options 
open to these countries will depend —perhaps to 
a greater degree than in the past— on a number 
of domestic determinants. The first such factors 
relate to the long-standing structural shortcom­
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ings which are summed up in the region’s eco­
nomic and social underdevelopment. Thus, the 
still inadequate rates of capital formation, the 
weakness of the countries’ structures of produc­
tion, unbalanced and incomplete industrial de­
velopment, the backwardness of agriculture and 
the limitations of technological development 
continue to be features of the Latin American 
economic picture. The trend towards concentra­
tion in income distribution also persists, and 
there are still no solutions to the major problems 
posed by the inequality among different social 
groups, the marginality of broad sectors of our 
societies and the insufficient capacity of the econ­
omies to generate employment; what is more, 
these problems have even tended to become 
more acute, at least in relative terms. These are 
the elements included by Raúl Prebisch in his 
description of the syndrome of peripheral and 
imitative capitalism which has prevailed in the 
countries of the region during recent decades.

In addition to these difficulties, the problem 
of the acceleration of inflation, which has in­
creased notably in recent years, is particularly 
severe in the majority of the countries, in close 
connection with the problems described above. 
These inflationary pressures, which are very dif­
ficult to handle even when it is a matter of “old- 
established inflation”, can become much harder 
to control in countries which have only recently 
fallen victim to this syndrome with its inevitable 
social and even political traumas. Recognition of 
these facts makes it even more essential to have 
effective international co-operation institutions, 
which, by eventually attenuating the repercus­
sion of these problems, may provide the coun­
tries with greater leeway for reducing whatever 
depressive effects of anti-inflationary policies are 
likely to be superimposed on tbe recessive im­
pacts of adjustment policies.

The restrictions imposed by the latter may, 
as a result of the need to service the external debt, 
continue to be one of the most rigid determinants 
of the options facing the Latin American coun­
tries in the longer term. Even if interest rates or 
the terms of trade improve, the servicing of the 
debt will continue to be very burdensome and to 
absorb a substantial share of whatever resources 
the region may generate. It must be borne in 
mind that, as things now stand, the majority of

the debtor countries must allocate some 30% of 
their export earnings to interest payments, an 
obligation which certainly constitutes a 
tremendous curtailment of their investment 
capacity and a kind of mortgage limiting their 
future development.

However, the presence of these problems, 
both old and new, should not lead us to overlook 
the notable development experienced by Latin 
America over the past three decades and its sig­
nificance from the point of view of the region’s 
capacity to respond to the crisis and tackle new 
options. In the statements I made in Guatemala 
City, La Paz and Montevideo, I analysed the 
growth and change experienced by the Latin 
American economies during that period and 
pointed out how they helped to explain what on 
other occasions I described as the region’s in­
creased capacity to defend itself against the con­
tingencies of the external cycle. 1 believe the vio­
lent impact of the crisis on the region in the past 
two years due to the external and internal factors 
to which I have already referred has not cancel­
led out the advances made in the past thirty 
years, nor has it vitiated that increased defensive 
capacity I mentioned, so that my earlier analyses 
are still valid. At the Montevideo meeting in 
1981, I said:

“To judge the magnitude and unity of this 
growth and transformation process it is 
enough to repeat that in the course of the 
past three decades the total product of Latin 
America increased five-fold in real terms 
while that of manufacturing rose more than 
six-fold. At the same time—and in particular 
during the previous decade— agriculture 
advanced considerably and showed substan­
tial diversification, financial activities were 
expanded and modernized, and the invest­
ment coefficient rose gradually but persis­
tently. Of even greater importance, howev­
er, is that over those thirty years —and again 
with greater force in recent years— both the 
education level and the skills structure of the 
labour force improved markedly in virtually 
all the countries of the region. As a result of 
these advances and changes, Latin America 
now has a broader, more highly diversified
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and flexible production base than in the 
past”.*̂
I do not think it necessary here to analyse this 

process in greater depth, since I have referred to 
it more extensively in statements made in the 
past. I should, however, like to note that the

growth and transformation of the Latin Amer­
ican economies and societies represents, together 
with the negative factors I have already men­
tioned, one of the basic issues which the new 
development strategies of the Latin American 
countries should take as their starting-point.

V
Development policies: Some options

It would be pretentious to present a new econ­
omic paradigm for Latin America at this time. I 
have already stated my grounds for believing this 
cannot be done. There are many compelling 
reasons for being modest and prudent in these 
circumstances. The most important, of course, is 
the well-known diversity of situations in the 
different countries of the region; xhe difference 
which exists between countries as big as conti­
nents (such as Brazil) and the micro-States of the 
Caribbean is enough to discourage any general­
ized scheme. In addition to this reason there is 
the no less convincing one of the unknown quan­
tities represented by the process of change and 
the economic policies of the big industrial cen­
tres, and hence of the shape which relations be­
tween them and the Latin American countries 
might assume in the future. Recognition of these 
limitations does not detract, however, from the 
importance of the task of using alternative 
medium and long-term working hypotheses and 
scenarios and moving forward on the basis of a 
set of non-controversial points around which a 
future development pattern might emerge. 
These points are related both to the major de­
velopment objectives and to the overhauling of 
the instruments of economic policy. Without 
attempting to deal with them exhaustively, I 
should like to refer to certain aspects which 
appear most relevant.

®See Enrique V. Iglesias, “Development and equity. The 
challenge o f the 1980s”, in c e p m . Review No, 15, December
1981, p. 15.

1. Concerning the objectives 
o f  a development policy

It seems important to draw attention to three 
objectives which development policies should 
seek in the future; greater efficiency of the econ­
omy, accompanied by a considerable increase in 
the rate of development; greater equity in the 
distribution of the fruits of growth; and greater 
autonomy of the development process.

These three objectives are of course very 
closely related, but are not always easily brought 
into harmony with one another, as the evidence 
of history shows. It is therefore worth reflecting 
on the experience of the Latin American coun­
tries with regard to these options. Those which 
tended to favour economic efficiency at any cost 
sacrificed social progress, giving rise to an accu­
mulation of problems which finally jeopardized 
the initial progress made and created explosive 
situations from the political point of view. In 
other cases, where the development strategy con­
centrated solely on social objectives, it resulted in 
uncontrollable forms of economic populism 
which shortly fell victim to the general inefficien­
cy of the production system. Thus, experience 
shows that the most feasible options are those 
which, instead of giving unilateral priority to 
some of these objectives over the others, seek to 
reach all the goals harmoniously, taking a global 
view which can be achieved only within the 
framework of an integral economic and social 
development project in which the thrust is bal­
anced, serene and realistic.
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a) Growth

As regards the growth objective, it is worth 
mentioning some e c l a c  publications in which 
possible scenarios for the longer term are pro­
posed. One of these analyses the impact that 
would be produced on the region by a growth 
rate of the product of the order of 3.5% in the 
OECD countries up to the end of this decade, with 
annual growth of the region’s exports by about 
3% and a real interest rate of close to 6%. On this 
hypothesis (which assumes more favourable con­
ditions than those prevailing at present), the re­
gion could achieve average growth of approxi­
mately 4% a year during the rest of the 1980s. 
With that growth rate, Latin America would not 
return to its 1980 levels of per capita income until 
1990, so that it would have lost a whole decade 
from the point of view of its economic and social 
progress, with the consequent worsening of the 
living conditions of the population. These con­
siderations warn of the ineluctable need to 
embark upon policies and programmes qualita­
tively and quantitatively different from those 
which are nurturing this tendency, so that the 
problems created by extreme poverty, failure to 
meet basic needs, and unemployment can be 
dealt with more effectively.

It is important to stress, as I already noted, 
that on any medium-term hypothesis, external 
opportunities will be much more restricted than 
in the past. This means that the development of 
the countries of the region should be based to a 
greater extent on a process of internal accumula­
tion, the mobilization of their own resources and 
the use of their own markets, instead of relying 
basically on the inflow of foreign capital and on 
external markets. In other words, as noted in the 
documents prepared by the Secretariat of the 
Commission, the region will have to learn to “do 
more with less’’.̂  This calls, on the one hand, for 
a substantial increase in domestic savings and, on 
the other, for greater efficiency in the use of 
available resources, especially labour and in­
stalled production capacity.

**See E C L A C , The international economic crisis and Latin 
America’s capacity to respoiid to tt {fA;e p a iA ;.1249), p resen ted  at 
the Meeting o f Latin American Personalities on the world 
crisis and Latin America (Bogotá, Colombia, May 1983), San­
tiago, Chile (March 1984), p. 60.

The concept of efficiency has had various 
connotations in economic literature and in the 
attempts made to incorporate it into economic 
policies. In recent years this efficiency was sought 
basically through the market forces and external 
openness. While it is true that some of those 
attempts have been successful in terms of the 
achievement of greater competitiveness of activi­
ties exposed to competition from the external 
market, it is also clear that, when applied uni­
laterally and in circumstances such as those 
which now prevail in the international economy, 
this policy may produce the opposite results to 
those expected. Thus, if not accompanied by 
coherent domestic policies and support systems 
appropriate for the stage of development which 
each country has reached, it could lead to a se­
vere weakening of their production capacity.

In mixed economies like those of the major­
ity of the Latin American countries, it is neces­
sary to bring the quest for efficiency through the 
use of market forces into harmony with the 
presence of the State, which will act on the basis 
of global policies supporting the systems of pro­
duction and very consistent in the handling of 
the main macroeconomic variables.

b) Equity

In the development of Latin America, the 
tendency towards inequality in the distribution 
of income is a chronic problem. Suffice it to re­
call, in this regard, the enormous size of the social 
sectors suffering from critical poverty, unem­
ployment, or underemployment. These and 
other difficulties have been aggravated as a result 
of the recession of the 1980s. One of the impera­
tives of development strategies, therefore, both 
immediately and in the long term, is to give more 
importance to objectives linked to equity of 
growth —which, moreover, it is essential to pur­
sue if the necessary expansion of domestic mar­
kets is to be achieved.

As regards immediate goals, decisive import­
ance is attached to the design of programmes for 
supplying the most urgent deficiencies, such as 
the lack of employment or of goods to satisfy 
basic needs, by ensuring that available human 
resources are mobilized more effectively and that 
better use is made of idle production capacity. In 
the medium and long term, it is essential to seek



LATIN AMERICA; CRISIS AND DEVELOPMENT OPTIONS / Enrique V. Iglesuu 2ii

to enhance the quality of investment so that, 
in addition to making economic growth more dy­
namic, it will also help to make good the big social 
shortcomings which now mar development. In 
all these areas, the region has already outgrown 
the simplistic approaches which relied merely on 
the nominal redistribution of income. In recent 
years, the Latin American countries have carried 
out a number of experiments which show that 
there are specific mechanisms differentiated, 
according to the particular cases, for pragmati­
cally reconciling equity with efficiency.**^

c) Autonomy

In addition to the objectives related to dy­
namic and equitable growth, there is the need to 
seek a reasonable margin of autonomy in the 
development process, without which the coun­
tries are at the mercy of external forces and do not 
manage to acquire the necessary ability to take 
advantage of the potential benefits of their inter­
national economic relations. If  the countries of 
the region are to be able to develop ways of fitting 
more actively and independently into the exter­
nal economy, that economy must begin to show 
signs of becoming less restrictive than in recent 
years, by for example, putting into practice some 
of the structural reforms which the developing 
countries have long been proposing. However, 
there is also a need for a more dynamic, prag­
matic and selective development strategy on the 
part of the latter countries. In addition to the 
increase in the importance of external factors 
and the consequently greater international vul­
nerability of our economies, note should be taken 
of numerous successful examples of the manage­
ment of our external economic relations in cer­
tain specific sectors.**

The autonomy of the Latin American coun­
tries’ development would also be considerably 
strengthened if the processes of integration and 
regional co-operation were made more dynamic, 
since they are called upon to play a role of re­
newed importance in the development strategies 
which the countries formulate to confront an 
international scenario that is restrictive and un­
certain. Similar factors should be taken into 
account in redoubling efforts to increase Latin 
America’s participation in the process of South- 
South co-operation.

2. Regarding some key instruments

Along with the reformulation of the objectives of 
development policies, some of their key instru­
ments will also have to be reviewed. At this time, I 
will confine myself to a few comments about 
some of them which seem to be the most impor­
tant for confronting the challenges posed by a 
new type of economic and social development 
and which are related to the driving forces be­
hind economic growth, to the role of the State 
and of planning in the process, and to external 
economic relations.

a) The driving forces of growth

What should be the driving forces behind 
economic growth in this new stage of regional 
development? When this topic is considered, the 
discussion tends to become divided into two 
usually opposing sides in the intellectual and 
political debate: that which stresses policies based 
on the domestic market, and that which opts for 
the opening up of the economies and the expan­
sion of exports. The first position reflects to some 
extent Latin America’s diverse experiences with

*^On the subject o f the most effective policies for eradi­
cating extreme poverty, see e c l a /u n d p  ¿ S c puede superar la 
pobreza? Realidad y perspectiva en América Latina, Santiago, 
Chile, 1980, and e c l a /u n i c e f , Pobreza crítica en la niñez: Amér­
ica Latina y el Caribe, Santiago, Chile, 1981.

' ‘See, in this respect, the studies published by the e c l a / 

UNDP Capital Goods Project, such as La situación y las perspecti­
vas de la producción y el abastecimiento de bienes de capital en 
América Latina (e/cepal/r .343), Santiago, September 1983; 
the publications o f the e g e a  Export Promotion and Develop­
ment Project, particularly the final report o f the round table

meeting on the financing o f exports o f manufactures in Latin 
America (e/cepal/r,282, in Spanish only), Santiago, Chile, 
1981; the final report o f the Latin American meeting of 
export credit guarantee agencies, Santiago, Chile, 1983, and 
Elfinanciamiento de las exportaciones en América Latina, Estudios 
e Informes de la cepal, 18 (E/cEPAtyc.,1236), Santiago, 1983 
and América Latina y el Nuevo Orden Económico Internacional, 
Buenos Aires, Belgrano Press, 1982 (outcome o f another 
Joint undp/egla project, the Programme o f Joint Studies on 
the International Relations o f Latin America ( r i a l )).
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development during the period since the war. 
The advocates of the second viewpoint, whose 
popularity has been more recent, commonly 
point to conspicuous examples of successes, such 
as those achieved by the countries of Southeast 
Asia, without duly explaining all the central ele­
ments that have played a role in the development 
policy of those countries and which accompanied 
the birth and consolidation of its export-based 
growth model. They generally omit all those ele­
ments relating to government support policies 
for the systems of production, the selective pro­
tection applied in respect of the domestic market, 
the income redistribution and land ownership 
policies, and the specific geographical and poli­
tical features of their economies. In the case of 
Latin America, when discussing these options, 
another gap in the debate usually occurs, in that 
insufficient consideration is given to the substan­
tial differences existing among the countries of 
the region with respect to the size of their econo­
mies, their resource endowment, their level of 
development and their forms of international 
linkage —all of which are essential elements in 
defining the context for the discussion of these 
policies.

Over time, Latin America has adopted di­
verse options in connection with its development 
process, and these have taken on inidivual fea­
tures according to the countries and the different 
historical stages in which they have been chosen. 
Thus in the 1950s, faced with strong population 
pressures and growing urbanization, moved by 
the desire to incorporate technical progress into 
their production processes, and confronted with 
some international markets which were either 
closed or lacking in transparency, most of the 
countries in the region opted for industrializa­
tion based on the utilization of domestic markets 
as the basic driving force for growth. This option 
had to face severe constraints after a time, due to 
the predominance of limited and disconnected 
markets. At that point, eclac: drew attention to 
the dangers of these constraints and, as early as 
the mid-1950s, proposed the first experiments in 
expanding these markets by means of the estab­
lishment of regional or subregional integration 
schemes. Later on Raúl Prebisch, who played a 
leading role in the formulation of these propos­
als, advocated from his position as Secretary- 
General of UNCTAD the opening-up of world

markets to exports of manufactures from the 
peripheral countries. In this way, originally as 
the result of contingent past experiences, the 
first stages of Latin American industrialization 
took place. Any description of this phase must 
not, of course, overlook the excessive protection­
ism indulged in by some countries and the anti­
export and anti-agricultural bias which was pre­
sent in some of these policies.

In more recent periods, with a more dynamic 
and open international market, the countries of 
the region were able to apply systematic and con­
sistent policies which led them to expand their 
exports actively, largely as a consequence of their 
prior stages of industrialization, which gave rise 
to a significant body of experience on the part of 
the public authorities and greater entrepreneu­
rial capacity in this field. This provided momen­
tum, with considerable success in some cases, for 
the expansion and diversification of exports of 
manufactures, so that the international markets 
came to play an even more important role among 
the factors which stimulated demand and pro­
moted development. Just as the industrialization 
policies based on import substitution encoun­
tered certain constraints and ultimately shut 
themselves up within highly protectionist 
frameworks, however, these policies of opening- 
up to the exterior also erred in some cases by 
committing definite excesses as regards the eli­
mination of protectionism and the reduction of 
the State’s promotional role. As Streeten noted 
very perceptively some time ago, the inefficient 
use of resources may be due to causes which have 
no direct or even indirect connection with indus­
trialization based on a high degree of protection­
ism. It is just as possible to have inefficient export 
expansion policies as it is to have inefficient im­
port substitution policies.*'^

When one analyses the slump and the set­
back in the evolution of the Latin American eco­
nomies in recent years, with their aftermath of 
social and economic effects, as well as the ex­
tremely serious problems created by foreign in­
debtedness and the currently existing interna­
tional uncertainty, it must be concluded that se-

'^See Paul Streeten, "Outward-looking industrialization 
and trade strategies”, North-South Round Table, 1982.
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rious mistakes were frequently committed in 
leaving the dynamics of growth entirely up to 
external stimuli. Under such circumstances, and 
always allowing for the major differences ex­
isting among the various countries, priorities 
should be given among the generators of growth, 
in the future, to those connected with the en­
largement of the domestic market on all fronts. 
This attitude should not fail to take account, 
however, of the positive experiences of the im­
mediate past, nor should it accept a repetition of 
already known sources of inefficiency that would 
end up by eroding this process. For that reason it 
is important to recognize that better utilization of 
the domestic potential of our economies must 
necessarily be linked to a growing degree of ex­
ternal openness, albeit of a more dynamic and 
selective type than in the past. The latter involves 
the intelligent use of government action, the em­
ployment of the countries’ import capacity, and, 
at the same time, a vigorous effort on behalf of 
the expansion and diversification of exports of 
both traditional and manufactured goods. With 
the two objectives—better utilization of domestic 
markets and selective opening-up to the ex­
terior— thus conceived, an endeavour must be 
made to find ways in which the two may be com­
bined in accordance with the individual situa­
tions of the different countries, so that they be­
come complementary, rather than antagonistic, 
sources of growth.

The strengthening of the domestic markets 
also involves giving an impetus to the region’s 
agricultural development, which is far from hav­
ing reached its physical and technological 
bounds, and which could give Latin America a 
privileged position within the Third World in 
this area. It also involves, of course, an explora­
tion of the new possibilities for industrial de­
velopment, both in the production of consumer 
goods to meet the people’s basic needs and in the 
development of more complex activities in which 
the region is lagging behind —such as the pro­
duction of capital goods—or which would afford 
a possibility of more rapid access to the new tech­
nologies. Economic complementarity among the 
countries of the region should constitute a basic 
element of this policy, especially as regards these 
more complex sectors. In reconciling the aims of 
strengthening domestic markets and achieving a 
selective opening-up of the economies, a deter­

mining factor will be the development of 
appropriate, more dynamic technological poli­
cies that are accorded more priority than in the past.Viewed in a historical perspective, the debate 
regarding the different options that should be 
favoured as the generator of growth appears to 
be too simplistic and removed from the historical 
situations experienced by those countries which 
are today put forward as examples of alternative 
options. Nor must it be forgotten that each coun­
try’s take-off point strongly affects the changes 
which it is capable of making in its development 
strategies, not only on the economic but also on 
the political and social level. Some projects aimed 
at bringing about deep-rooted structural 
changes based on the domestic market, for the 
benefit of the majority of the population, ended 
up by jeopardizing the efficiency of the produc­tion system, creating strong inflationary pres­
sures and generating serious external bot­
tlenecks.

One oi the major tasks facing the region is to 
seek, within each country, a dynamic balance be­
tween the strengthening of the domestic market 
and an external openness capable of generating 
increasing amounts of foreign exchange earn­
ings. This balance calls for the execution of 
structural changes in the orientation of invest­
ment and in macroeconomic policies. Under 
these circumstances it is more necessary than 
ever to have international mechanisms for co­
operation capable of giving substantial and im­aginative support to the efforts of the region’s 
countries in the difficult task of reallocating re­
sources, strengthening their capacity of accumu­
lation and imbuing their production systems with 
a greater measure of flexibility in order to enable 
them to face up to the changing conditions of the 
external cycle.
b) Modernization of the State

A basic element in the new development 
policies of our countries will necessarily be the 
modernization of the State. In the future, the 
latter should more deliberately support the cen­
tral objectives of development policies, control to 
a greater extent the process of external opening 
up, and mediate among the complex and con­
flicting demands of the different social groups. 
At the same time, it should intensify the efficien­
cy and selectivity of its activities.
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The topic of the State is not new in intellec­
tual and political discussion, either at the world 
or at the Latin American level. In recent years the 
need to modernize the State has become one of 
the major challenges both to capitalist economies 
and to countries with centrally planned econo­
mies. In one case, it was a matter of the crisis of 
the “Welfare State”, while in the other, it was a 
question of the crisis of the bureaucratic State. 
The analysis of the Latin American situation 
could be enriched by those experiences, 
although they contain some elements which are 
peculiar to the countries in question. In this part 
of the world the State was not the result of a nation­
al project, but of the superimposition of several 
subprojects which were designed to respond 
pragmatically to the circumstances of the mo­
ment; they did so by accumulating in the State a 
growing number of heterogeneous functions 
without any overall view of the essential objec­
tives of its action or the most efficient way of 
achieving them. In this way there was a gradual 
enlargement of the f unctions traditionally exer­
cised by the liberal State, and its action began to 
extend to the vast and complex field of mac­
roeconomic policies and the management of a 
significant portion of the country’s resources and 
its production activities. The results, in many 
cases, were inefficiency and incoherence. At the 
same time, and as a natural outcome of the re­
gion’s process of development over the past 30 
years, civil society enlarged and became quite 
diversified in those countries, acquiring a grow­
ing capacity for handling an increasingly broad 
range of interests and competing with the State 
for their management.

The growing participation which the State 
necessarily assumed in the distribution struggle 
among the various social groups f requently had a 
great deal to do with its expansion and crisis. As I 
stated a moment ago, the limitations on the 
State’s action in Latin America today are not 
quite the same as those which shaped the crisis of 
the “Welfare State” in the industrialized coun­
tries. In the latter case, the crisis of the State was 
due mainly to excessive social expenditure, after 
this had played a significant role in invigorating 
the economic development of those countries 
during the post-war period. In the case of Latin 
America, the social policies of the State were 
aimed at meeting the demands of dif f erent social

groups, but in the long run this tended to go 
beyond its capacity for action, because a multi­
plicity of particularistic policies intended to chan­
nel resources toward given groups were accumu­
lated and superimposed on one another. Hence 
the reform of the State in Latin America, as re­
gards its social function, constitutes another of 
the requisites for attaining a more egalitarian 
growth with full participation by all.

The criticisms expressed in connection with 
the State, from the ideological standpoint, tend 
either to consider that everything the State does 
is bad by definition or to demand that it should 
assume the majority of the functions necessary 
for furthering economic and social development. 
In the former case it is held that the State should 
be relieved of all those functions (save for the 
traditional ones), and that they should be left to 
the automatic operation of the market. In the 
latter, the State would once again be strongly 
present in each of the sectors involved in the 
development process, in a way not significantly 
different from that followed in its early stages. 
The experience of recent years, however, clearly 
shows that neither everything the State does is 
bad, nor should it carry out all development pro­
jects. At the same time, it has also become clear 
that market forces, while capable of introducing 
a greater degree of efficiency into the economic 
system, cannot of themselves provide answers to 
the complex problems of modern society —espe­
cially in the area of social needs—, nor can they 
foresee or anticipate the course of events; as a 
result, they lack the “social horizon” and “time 
horizon” which are essential for directing the 
process of development in the medium and long 
run.

Under the existing critical conditions, in 
which a high degree of efficiency is required 
from the entire economic system in order to 
make a new development project feasible, a thor­
ough revision must be undertaken of both the 
objectives and the instruments on which the 
State’s action is based. This revision should ex­
tend both to the formulation of macroeconomic 
policies and to the management of the resources 
and production activities entrusted to it. The 
management of any mixed economy must neces­
sarily rest on the full and active utilization of all 
the instruments of macroeconomic policy avail­
able to governments, with the greatest degree of
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coherency possible. At the same time, no de­
velopment project will be feasible unless it is in­
scribed within an overall view of the national 
economy and its external context, and within 
certain medium and long-term forecasts on 
which a modern system of national planning can 
be based.

With the same criterion, an effort should be 
made to ensure that the management of State 
enterprises, which with the passing of the years 
have become one of the main sources of the fiscal 
instability of the region’s governments, attains a 
maximum degree of efficiency. Inasmuch as in 
many cases these enterprises account for a con­
siderable proportion of the country’s productive 
capital, it would not be possible to enhance the 
efficiency of the economic system in general 
without first achieving a growing degree of effi­
ciency in that part of the system.

The modernization of the Latin American 
State is certainly not an easy matter, and involves 
decisions of a political nature which are bound to 
come into frequent conflict with vested interests, 
with the views of certain leaders, or with the 
expectations of particular social groups. The 
need to overcome the temptations to move to­
wards either a populist State or a laissez-faire State 
and to progress instead towards a State vigorous­
ly committed to economic and social objectives 
without any decline in its efficiency and contribu­
tion to the general vitality of the system, is seen at 
present to be one of the major political tasks of 
Latin America. This new State will be better 
equipped to reconcile economic efficiency with 
social equity in its policies, while at the same time 
creating a system of incentives and disincentives 
which persuades the other major agent of the 
development process —the private sector— to 
modernize itself and contribute to economic 
growth within the objectives of general interest.

c) External economic relations
In the foregoing considerations the crucial 

importance of the external sector in the coming 
stages of the region’s development has been 
clearly brought out. Certainly it is nothing new to 
underscore the significance of the relationship 
between internal development and the external 
sector. In the first place, it is obvious that the 
surmounting of the existing payment problems

will depend in the final instance on an increase in 
the capacity for generating foreign exchange 
earnings by means of trade. Secondly, in earlier 
paragraphs it was maintained that the very en­
largement of the domestic markets will depend 
on the capacity to generate foreign exchange at 
the rate required for the efficient progress of 
that enlargement.

This makes it essential to act on three simul­
taneous and complementary fronts: that of the 
efficacy of export promotion policies; that of the 
strengthening of the regional market; and that of 
full exploitation of the international markets.

The events of recent years made it possible to 
advance and acquire experience in the coherent 
management of export promotion policies; they also made it possible to appreciate the depen­
dence of the latter on clear and sustained stimuli 
deriving from adequate price systems and sup­
port for both internal promotion and penetra­
tion of the international markets. ’Fhe results of 
experience with exports in the 1970s, which 
are certainly instructive despite the costs of the 
overpromotion observed in some cases, leave no 
doubt as to the existence of a considerable poten­
tial and, in some cases, an idle capacity that 
should be mobilized.

A clear definition of the role of the regional 
market is undoubtedly necessary, for in the pres­
ent circumstances regional co-operation is espe­
cially important. It would be utopian to expect it 
to furnish a solution to all our problems, but it 
would likewise be futile to join with negative and 
simplistic currents of opinion that keep on re­
peating, without many grounds for doing so, that 
no progress has been made in this area. On the 
contrary, it would appear appropriate to recog­
nize the projects and experience built up, while 
not forgetting the great potential for regional 
co-operation that is as yet unexplored.

In the first place, it is necessary to appraise 
this potential for co-operation, as well as the di­
version of trade from outside the region to within 
it, since this would contribute to a more adequate 
use of production capacity. But it is also neces­
sary to augment the trade flows on the basis of 
pragmatic proposals and instruments for region­
al co-operation and linkage in keeping with the 
present conditions and circumstances. In many 
cases, the mistakes made may be attributed to the 
setting of over-ambitious targets whose cost was
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difficult for the economic and political author­
ities to evaluate, so that this often hindered their 
fulfilment and led, sooner or later, to inevitable 
frustration. Considerable progress has now been 
made in this terrain, however, and the reforms 
and attitudes adopted recently by the integration 
schemes themselves, as well as bilateral policies, 
recognize the need to proceed with a great deal 
of pragmatism. It therefore seems necessary to 
insist on these pragmatic approaches in all possi­
ble ways, both bilateral and multilateral, public as 
well as private. This obviously calls for political 
definitions and a clear preferential attitude on 
the part of the governments in order to give the 
necessary political impetus to the possible modes 
of regional co-operation and complementarity.

It is likewise essential to continue penetra­
ting the international markets where the appear­
ance of important new competitors and the 
growing protectionism of the centres render in­
dispensable the forging of a clear alliance be­
tween the private sector and the State in our 
countries. It will be difficult to tackle the thorny 
stages of the future unless interests are clearly 
harmonized and complemented, as, moreover, is 
done in all the countries of the world. The open­
ing of markets necessarily involves a growing 
diversification of customers. And in this connec­
tion, without losing sight of the fact that our 
traditional markets wilt continue to hold the 
greatest potential, a realistic but persistent aim 
should be to give support to co-operation with 
developing countries and regions. This is a diffi­
cult task, as it is extremely hard to enter the 
North-South channels which today predomi­
nate in the trade and co-operation relations of 
the developing world; nevertheless, these aims 
must be incorporated in the foreign policies of

our countries as both a political and an economic 
option.

It goes without saying that no claim has been 
made in the foregoing reflections to propose or 
build a new model for the region, and even less to 
exhaust the many targets and instruments of the 
new stages of its economic development. All that 
is sought is to call attention to several aspects that 
will require important definitions and to which 
consideration must be given in the devising of the 
new development policies.

There is a key factor, that has necessarily had 
to be kept out of the appraisal, but which it would 
be naive to overlook, namely the political ele­
ment. There can be no doubt that the mobiliza­
tion of social efforts to construct the new stages of 
the economic development process must be 
framed within explicit political projects. The 
permanent and irrevocable ethical aim of build­
ing open, pluralistic societies with full participa­
tion assumes fundamental importance under the 
present circumstances. Indeed, it seems incon­
ceivable to try to harmonize the many social de­
mands that have been shelved, nor those that will 
necessarily arise, without democratic and parti­
cipative processes making it possible to arrive at 
the new social compacts that will permit the 
attainment of major goals. This awareness 
appears to be spreading throughout the region. 
It will be the responsibility of the political leaders 
and of their parties to make the essential con­
tribution to the creation of a society which, in 
governing its own destiny, will arrive at great 
consensuses that will permit, if not the elimina­
tion of conflicts, at least the reduction of the 
social, economic and political costs they involve.
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T h e  N orth-South dialogue is currently passing 
through a prolonged period o f stagnation which has 
given rise to some pessimism regarding the possibility 
o f securing a change in international economic re­
lations through dialogue and mutual understanding 
between the parties involved.

While not failing to acknowledge the obstacles 
standing in the way o f any action designed to break the 
prevailing deadlock, the author stresses the positive 
effects o f this dialogue —both those already achieved 
and those still perhaps to be obtained— and suggests 
the measures that should be taken to get the dialogue 
moving again.

T o  begin with, he analyses the main features of the 
new diplomacy for development begun with the first 
u n c :t a d  session in 1964 and the way in which it has 
evolved —sometimes with frustrations, sometimes 
with achievements—  up to the present deadlock situ­
ation. This situation derives from the existence of a 
sharp conflict o f interests, either real or perceived, 
between the developed and developing countries, but 
it has also been aggravated by a number of institutional 
problems. Outstanding among these are the prolifer­
ation of organs and forums which are often in conflict 
with each other; the negative effects o f the efforts to 
maintain the unity o f the two major blocs; the large 
number o f participants in the negotiations, and finally 
a certain degree o f incoherence in the positions of 
individual governments in different forums.

In conclusion, the author stresses the need to 
break the current deadlock in the North-South dia­
logue and suggests some measures to that end.
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Introduction
I

The establishment of the United Nations Con­
ference on Trade and Development ( u n c t a d ) in 
1964 constituted a watershed in the evolution of 
the United Nations system. It marked the be­
ginnings of a new diplomacy in the conduct of 
negotiations on matters concerning develop­
ment. The style and substance of this diplomacy 
have inevitably undergone many changes in the 
intervening years; it is still in the formative stage, 
and suffers from many defects and difficulties. 
And yet, international economic relations and 
multilateral diplomacy itself cannot revert to the 
methods which characterized the pre-uNc:i AD 

era.
What is the nature of the new diplomacy for 

development?
The new diplomacy is decidedly different 

from traditional bilateral diplomacy, not only in 
that it is principally multilateral in character, but 
also in the sense that the objectives of the various 
actors are ultimately congruent, whether recog­
nized as such or not. It involves, in essence, the 
negotiation by developed and developing 
countries, normally under the auspices of an in­
ternational body, of what may be termed con­
vergent measures, the underlying premise being 
that the developing countries themselves are pri­
marily responsible for their own development 
and that,, guided by considerations of enlight­
ened self-interest, the developed countries adopt 
in that context policy measures designed to 
achieve specific goals. There are widely different 
perceptions of the nature of the measures re­
quired, of the urgency of the convergence, and 
of the short and long-term aims to be achieved. It 
is the function of the new diplomacy to reconcile 
these differences.

For the purposes of negotiating, the parties 
must first define their objectives and then formu­
late specific measures for achieving those objec­
tives. The speed and flexibility with which the 
several actors are able to move toward 
accommodation depend upon the reactions they 
have to expect in their respective constituencies, 
in the national legislatures, in public opinion, the 
press, producers’ associations and business in­
terests. One striking phenomenon that has been 
observed on more than one occasion is that a 
government which wishes to mobilize domestic
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support tor a particular international measure 
deploys vis-à-vis its own constituencies the argu­
ments advanced in support of the same measures 
by “opponent” governments at the negotiating 
table.

This new diplomacy has been, from the time 
of the 1964 Conference, confrontational. In fact, 
the first UNC I'AD witnessed what was perhaps the 
sharpest confrontation between developed and 
developing countries within the United Nations 
system up to that time. It should be noted, 
however, that what happened at u n c ta d  i was 
more than a clash over agenda and tactics. The 
atmosphere may have been tense, but un­
derneath it all there was a general recognition of 
the need for a fresh approach to international 
trade and development issues. Although the 
States of the Third World were vocal and insistent 
in stating their grievances and making their 
claims, the industrial States of the West became 
increasingly sensitive to the fact that the gap in 
living standards between rich and poor nations 
was widening to undesirable and indeed intoler­
able dimensions.

It could be said, therefore, that the con­
frontational spirit was on the whole salubrious 
and constructive. There was, after all, even on 
the part of the most reluctant participants, the 
desire to create at least institutional forms of 
co-operation. Since then, the pendulum has been 
swinging, albeit slowly, from confrontation to 
accommodation. What is undeniable, however, 
is that the determination of the developing 
countries to assert themselves has imparted a 
new dimension to multilateral diplomacy for 
development. Even the most acid critics of 
North-South negotiations cannot deny that the 
experience of the inter-war period, during which 
international economic relations suffered a 
traumatic upheaval, has been avoided.

A second element in the new diplomacy is 
that the developing countries display a degree of 
unity without precedent in world affairs. The 
Group of 77 was born during u n c ta d  i and 
it bolstered the demands of the developing 
countries with a coherence and solidarity that 
took the industrialized States by surprise. The 
“group system” of negotiation became one of the 
outstanding characteristcs of u n c i ad  at an early 
date, and has since spread, with variations, to

many other multilateral institutions. The group 
system has the obvious advantage of enabling a 
large number of delegations to speak with one 
voice, thereby bringing order to complex 
deliberation and negotiations. Nevertheless, as 
was demonstrated in u n c t a d ’s formative period, 
it can lead to the adoption of positions which 
represent either the hardest and most 
intransigent line or the lowest common 
denominator of each group —positions which 
are not always conducive to effective multilateral 
negotiations.

A corollary of the group system, and an im­
portant third element of the new diplomacy, is 
the “contact group”, the quintessence of u n c ta d  
institutions and now a widely emulated mech­
anism. Composed of a small number of key del­
egations which are, as far as possible, repre­
sentative of the larger membership, the contact 
group enables the participants to carry on their 
business with the utmost flexibility in an environ­
ment unhampered by procedural rules, publicity 
and, in practice, deadlines. It enables all sides to 
attempt, with the greatest degree of give-and- 
take, to achieve a substantive accommodation of 
policy positions. It improves the chances of con­
ciliation, compromise and consensus. Wherever 
successful, its “open-ended” character —that is, 
the fact that any member of the parent body 
which has set it up can participate in its de­
liberations— ensures that the conclusions 
reached are not going to be modified, even if the 
conclusions were reached by a process of reason­
ing that is not fully understood by those who had 
chosen not to participate. This device enabled 
u n c i ad  and other United Nations bodies to 
make progress beyond confrontation and, if 
further improved and refined, it can become an 
even more valuable instrument in future nego­
tiations.

The spread of the new diplomacy coincided 
with the evolution of the United Nations into a 
sprawling network of organizations and pro­
grammes. The establishment of u n c ta d  and the 
installation of an activist secretariat at its Geneva 
headquarters can be attributed to the continuing 
refusal of Western and Socialist countries alike to 
countenance either the enlargement of the 
Economic and Social Council (e c o so c ) or its 
transformation into an agency of international 
economic reform and adaptation.
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UNCTAD was, however, only the first of many 
relatively new United Nations institutions; the 
continuing quest for new and more effective 
forums has greatly added to the difficulties of 
co-ordinating the activities of the different con­
stituents of the United Nations system and has 
manifestly complicated the conduct of the new 
diplomacy. For, inevitably, it was not long before 
the various individual institutions began to dis­
agree as to what their several functions should 
be, and this disagreement led to rivalry and com­
petition. uNC'i AD, and in many ways the system as 
a whole, suffered from these jurisdictional dis­
putes. The developed countries tended to regard 
UNCTAD and the United Nations General As­
sembly as forums in which developing countries 
could air their grievances and make their

demands; there might be an exchange of views as 
to the scope and implications of these demands, 
but the developed countries were not prepared 
to tolerate more than that—neither the United 
Nations nor u n c i ad  was to be a forum for 
deciding on action.

The developing countries disagreed. I n their 
view, the United Nations should be more than a 
debating society; they wanted its institutions to be 
instruments for serious negotiation and for de­
termining action. Essentially, this conflict still 
persists. Ecosoc, for example, is virtually para­
lysed. The conflict has spread and today tends to 
characterize the sharp split in the attitudes of 
developed and developing countries towards the 
uses of the United Nations in the management of 
international economic relations.

II
The evolution of the new diplomacy: 1964 to 1973

The period from the establishment of unc  i ad  in 
1964 until the early 1970s was essentially one in 
which the elements of the new diplomacy were 
refined and extended. However, the events of 
this period also illustrate the difficulties inherent 
in adapting the new diplomacy to the conditions 
prevailing in the international system, and in 
using it to achieve new objectives of international 
economic co-operation. There was little nego­
tiation of specific issues. The principal product 
of these years was a large body of hortatory legis­
lation, of “negotiated demands”, of what later 
became, in effect, the programme of the New 
International Economic Order (n ie o ).

One of the positive accomplishments of this 
period is what might be termed the “education” 
of all the actors about the nature and character­
istics of underdevelopment. At the time of 
UNCTAD 1,  policy makers had only superficial and 
quite elementary notions of the etiology of the 
economic backwardness of certain countries or 
of possible cures. Some few individuals, 
outstanding among whom was u n c t a d ’s first 
Secretary-General, Raúl Prebisch, had the

breadth of vision and the depth of knowledge to 
realize what could and should be done to 
promote more rapid and sustained 
development, but in general those demanding 
change were quite vague about both the causes of 
the situation and possible remedies. In the 
industrialized countries there were some 
old-fashioned notions of economic and social 
co-operation based essentially on the traditional 
relationship of donor and recipient of aid.

The new diplomacy has been a historic learn­
ing experience, and the United Nations has in­
fluenced it decisively. Through its efforts, the 
developing countries learned much about 
their own ills and about remedial measures. In­
deed, all States have benefited from the United 
Nations’ research and dialogue. The Organiza­
tion’s research budget has been restructured to 
the point where it gives pride of place to studies 
of the needs of the developing countries. 
Moreover, some of the structures which have 
evolved within the United Nations system dearly 
had an educational purpose.

As the developing countries came to un­
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derstand their own needs more fully and to ar­
ticulate their demands more clearly, the de­
veloped countries were obliged to respond in a 
more concrete fashion. By a process which en­
tailed both confrontation and accommodation, 
the demands of the Group of 77 were gradually 
transformed into negotiated objectives. In other 
words, the agenda of the Group of 77 became, in 
effect, the agenda of international co-operation 
for development, even if the industrialized 
countries were unenthusiastic about some ele­
ments of that agenda and had reservations about 
much of it. The need to reach some agreement 
—to avoid coming away empty-handed from 
ever more frequent meetings— led to in­
creasingly higher levels of tentative acceptance of 
a common set of agreed aims, even if there was 
not much discussion of practical measures to 
attain them.

During those early years, the Group of 77 
grew into a moderately effective institution with 
conspicuous limitations. The Group’s solidarity 
became increasingly firm on matters of principle 
and on many enconomic issues, provided they 
were broadly defined. Solidarity proved harder 
to achieve on many of the specific issues of trade 
and development. Although the fundamentally 
different interests of the diverse States which 
make up the 77 might reduce the scope for 
common positions on many specific issues, 
solidarity nonetheless remained a dominant pre­
occupation as well as an unquestionable achieve­
ment of the Group.

Several institutions were created during this 
period. Among these was the United Nations 
Industrial Development Organization (u n in o). 
Its establishment in 1966 had particular signifi­
cance because it provided further evidence of the 
determination by developing countries to es­
tablish congenial institutions as well as an 
acknowledgement of the need to give in­
dustrialization a prominent place on their agen­
da. UNiDo’s creation is also significant because it 
reflected a shift of some importance in the posi­
tion of the United States, always a pivotal actor in

multilateral diplomacy for development. Pre­
viously, the United States had held to the tradi­
tional view of a rough division of labour in the 
world economy, with the South producing raw 
materials and the North turning them into in­
dustrial products. UNIDO did not represent a 
complete reversal of American policy, as reaction 
to the Lima Declaration a decade later was to 
demonstrate, but the Ünited States decision to 
support the creation of un mo, urged upon 
President Lyndon Johnson by his Ambassador 
to the United Nations, Arthur Goldberg, a 
lawyer with considerable experience in industrial 
matters, may be seen as one of the early results of 
the new diplomacy.

Unfortunately, the creation of new in­
stitutions has also had negative effects, the more 
so when those institutions are located in different 
places. It is arguable, for example, that to set up 
UNCTAD in Geneva, with its own technical, di­
plomatic and political constituency, was an 
historic mistake. Conflict and competition de­
veloped between the New York and Geneva 
economic arms of the United Nations, and the 
difficulties encountered by governments in their 
efforts to co-ordinate their policies within these 
multilateral institutions reduced the effective­
ness of the United Nations.Nor is it only in the relationship between 
New York and Geneva that the several spokes­
men for each government have failed to consult 
and co-ordinate policy; the picture is further 
clouded by the presence of bodies of the United 
Nations system with related tasks in other in­
ternational centres, notably Vienna and Rome. 
Each of these institutions has its own secretariat, 
its own diplomatic corps, dominated by their own 
influential personalities. Each of these United 
Nations communities has its own ethos, and de­
velops its own distinctive approach to what are 
frequently parallel or even identical issues. 
Levels and sources of representation also differ. 
In the final analysis, the resulting confusion, 
duplication, and seeming diversity can be traced 
to failures of policy co-ordination within national 
capitals.
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III
Crisis and d ia logue in the 1970s

Pressure for accommodating the demands of the 
developing countries began to intensify as from 
1973. The new diplomacy, for development, by 
now more refined and well-practiced, was in full 
swing. The recently established United Nations 
institutions had acquired both experience and 
confidence as forums for the conduct of the new 
diplomacy and as the catalysts for moving horta­
tory legislation closer to the stage of implemen­
tation. The oil and food crises which broke 
brusquely on the world in 1973 sharpened to a 
remarkable degree the minds of those engaged 
in discussions on development issues. 
Confronted by the challenge of the Organization 
of Petroleum Exporting Countries (o p e c ), the 
developed countries were compelled to view 
their relations with the South in a new and 
different light. Suddenly interdependence 
acquired a new meaning. The new diplomacy 
had at last brought the entire international 
community to an understanding of the 
complexity and seriousness of development 
issues —and their integration in world affairs.

Owing to political discord and to differing 
economic interest, a genuine dialogue and nego­
tiations on specific issues were bound to be ex­
ceedingly difficult, as witness the sixth special 
session of the United Nations General Assembly 
held in 1974. By the end of the seventh special 
session, held a year later, however, the earlier 
despondency had yielded to a new optimism. 
The confrontation of the sixth special session 
had given way to co-operation at the seventh, and 
to a set of negotiated objectives involving a larger 
degree of agreement than that achieved in the 
first decade after the establishment of u n c t a d . 
In the intervening year between the two special 
sessions some far-reaching altitudinal changes 
had taken place. The developed countries had 
come to the conclusion that the demands for a 
new international economic order should not be 
dismissed out of hand, that an accommodation of 
policies could carry with it important benefits 
for the industrialized world. The developing 
countries had agreed that confrontation had its 
limitations; that results could only be achieved on

the basis of more moderate —some would say 
more realistic— proposals. The seventh special 
session had been carefully prepared, the parties 
having recognized that its deliberations should 
concentrate on well-defined priority topics. A 
broad consensus was reached at the seventh 
special session. The issue, when the session 
closed, was no longer so much what was to be 
done, as how it was to be done.

After the seventh special session, and at 
the invitation of Valéry Giscard d’Estaing, then 
President of the French Republic, diplomacy 
regarding a new order shifted to Paris and to the 
Conference on International Economic 
Co-operation (c ie c ). Originally conceived as an 
energy conference where the Western 
oil-importing States would negotiate with the 
OPEC countries, c ie c  became instead a vehicle for 
a much more comprehensive North-South 
dialogue. This transformation was attributable to 
the Third World's determination to use o pec  
leverage in order to compel action on matters 
of interest to nomoil-producing developing 
countries and to forestall Western efforts to split 
the OPEC States from their less affluent partners 
in the Group of 77.

The Paris Conference was held outside of 
the United Nations framework and, in marked 
contrast to the universality which characterizes' 
the United Nations, had only 27 participants (19 
from developing countries —eight from o pec  
and 11 others— and eight, including the Eu­
ropean Economic Community as one unit, from 
developed countries). This experiment with 
high-level dialogue in a limited-membership 
forum about the future of the international 
economic order seemed for a time to challenge 
both the role of the United Nations and the 
solidarity of the Group of 77. However, in spite 
of its allegedly advantageous structural features, 
and in part because of them, c ie c  proved to be as 
cumbersome as any United Nations or u n c ta d  
conference —quite ill-suited to deal with its 
formidable task. In the end it collapsed without 
significant agreement.

At c ie c  it became readily apparent that the
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Group of 77 would insist on holding the Paris 
Group of 19 accountable to the larger, United 
Nations-based caucus of developing countries, 
and after the Conference development di­
plomacy returned to the United Nations 
framework in New York. Nonetheless, c ie c  was 
perhaps the first serious discussion of develop­
ment issues by high-level policy makers. It was 
the first time that, in addition to Ministers from 
developing countries, the United States Secre­
tary of State, the British Foreign Secretary and 
others took off their jackets and held night-long 
sessions arguing about commodities, monetary 
reform, energy and related issues. For at least a 
brief period, something close to a real dialogue 
took place. The lessons of c ie c  are, if only for that 
reason, not all negative.

After the collapse of c ie c , much of the atten­
tion of the international community was directed 
to simply keeping the dialogue alive, c ie c  had 
clearly demonstrated that the optimism gener­
ated by the seventh special session of the General 
Assembly had been premature, and that very 
serious divisions remained between developed 
and developing countries on most issues.

The Paris Conference had contributed to the 
elucidation of many key issues. Each of the four 
c ie c  Commissions (energy, raw materials, de­
velopment and finance) was able to reach some 
agreement at a very general level. In addition, a 
limited “Special Action Programme” of resource 
transfers was agreed to; the idea of constituting a 
common fund for stabilizing prices of some raw 
material exports was accepted in principle; and 
donor States pledged higher levels of official de­
velopment assistance. However, the extent of 
consensus was modest and very little progress 
was made on energy questions, the dominant 
concern of most industrialized countries. In­
deed, the energy issue was not thoroughly 
discussed and the developing countries refused 
to agree to continue a dialogue between 
producers and consumers of oil unless this was 
accompanied by parallel discussions of other 
issues.

Institutionally, c ie c  demonstrated that the 
United Nations much maligned negotiating pro­
cesses may not be as bad as had been claimed. 
Many people had said that deliberations could 
not be conducted in a effective fashion in this 
aeropagus of nations. In practice, the discussions

in Paris very much resembled those in New York 
and Geneva, being modelled, in all essential re­
spects, on well established United Nations prac­
tices. The thesis that the North-South dialogue is 
vitiated by the United Nations setting was cer­
tainly not confirmed by the c ie c  experience. It 
merely confirmed the view that the stumbling- 
block lies elsewhere.

In December of 1976, the 31st regular 
session of the United Nations General Assembly 
was suspended rather than adjourned in order to 
await the outcome of the Paris Conference. 
When the session was resumed in September of 
1977, the status of the North-South dialogue was 
naturally a central focus of attention. But the 
deadlock which had been inherited from ciec : 
was not resolved during the resumed 31st 
session, nor indeed during the ensuing 32nd 
session. The major product of the Assembly’s 
efforts was a carefully negotiated compromise 
between the Group of 77 and the developed 
countries on the subject of future negotiations. It 
was agreed that another special session of the 
General Assembly would be convened in 1980 
for the purpose of assessing progress on the n ieo  
and adopting a new development strategy for the 
1980s. The Assembly established a Committee of 
the Whole to monitor progress with respect to 
NIEO issues. The Committee began its substantive 
sessions in May of 1978, but its members were 
sharply divided over the nature of its mandate, 
and the Committee made very little headway in 
resolving the deadlock.

In large measure, the absence of progress 
reflected the existence of a serious conflict be­
tween the real or perceived interests of de­
veloped and developing countries. I ’he former 
were not unexpectedly reluctant to make any 
substantial economic concessions at a time when 
they were themselves suffering from spiralling 
inflation, recession, and persistent unemploy­
ment, particularly when high and rising energy 
costs jeopardized their ability to deal with these 
adversities. The issues of oil supply and oil prices 
were thus central to the deadlock; the (iroup of 77 
was unwilling to agree to a dialogue about energy 
unless it was preceded by progress on the central 
issues which constituted the agenda for the n ie o . 
The fact that the o p e c  countries had their own 
priorities certainly did not make the situation any 
easier.
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Efforts to break the North-South deadlock 
were also hampered by the level of generality at 
which policy initiatives were proposed and dis­
cussed. The ongoing dialogue did not, on the 
whole, show much promise of moving on to de­
tailed negotiations on specific issues. There were 
simply too many conflicts of interest —real or 
imagined— within and among the groups which 
were parties to the dialogue. Moreover, compet­
ing internal interests frequently produced near­
paralysis in the negotiating postures of some

governments, making it very difficult for their 
representatives to bargain seriously. The 
deadlock was further complicated by conflicting 
views about the appropriate institutional forums 
for considering specific issues. Those views were 
shaped by the sensitivity of governments to the 
realities of national power and influence, and by 
the desire of governments to channel 
negotiations into forums where their leverage 
was greatest.

IV
Institutional elem ents o f  the deadlock

Although conflicting national interests presum­
ably constitute the crux of the deadlock, there are 
other important factors contributing to the stale­
mate between North and South. These factors 
might be termed the “institutional elements” of 
the deadlock, and they deserve some comment.

The message of the seventh special session of 
the General Assembly had been that the Mem­
bers of the United Nations were willing to explore 
together the establishmentof a new international 
economic order, although not necessarily what 
the developing countries advocated as the New 
International Economic Order. The demands of 
the developing States had indeed been trans­
formed into a set of broad objectives, and the 
focus of attention subsequently began to shift 
from “what to do” to “how to do it”. There were, 
to be sure, reservations in some quarters about 
important aspects of the n i e o , but there was an 
agreement in principle that this was a legitimate 
agenda for further negotiation. Unfortunately, 
the question “how to do it” became in large 
measure a question of the appropriate in­
stitutional framework for negotiating the details 
of a new order which had been sketched at the 
sixth and seventh special sessions of the Assem­
bly.

Disagreement over the appropriate in­
stitutional framework is illustrated by the 
relationship between u n c t a d  and c i e c  during 
the mid-1970s, u n c t a d  i v  in Nairobi was in many

respects a failure. That failure can be attributed, 
in large measure, to the general hostility of the 
majority of developed countries to u n c i ad as a 
setting for concrete negotiations. In the view of 
some developed countries, were the Nairobi 
session to end in complete disaster, developing 
countries would virtually be compelled to turn to 
CIEC. However, the failure at Nairobi was not so 
decisive as to give rise to a broadly-based 
consensus that the Paris Conference must 
succeed.

Several key officials within u n c t a d  per­
ceived CIEC as a threat to uNci An’i institutional 
interests. It was considerations such as this that 
accounted for an ambitious effort within unc  i ad 
—the Integrated Programme for Commodities, 
with its centrepiece, the Common Fund. It was 
hoped that this initiative would strengthen the 
role of UNCTAD in the negotiations about the New 
International Economic Order and, conversely, 
demonstrate the irrelevance of c ie c . Various 
scholars and political leaders have viewed 
UNCTAD’s decision to concentrate on the in­
ternational trade in commodities as a mistake for 
the developing world, but it should be noted that 
UNCTAD officials probably had no plausible 
alternative to a major initiative, given the in­
stitutional constraints inherent in u n c ta d  and its 
position within the United Nations system. 
UNCTAD’s Secretary-General, Gamani Corea, had 
a strong intellectual interest in the idea, which
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had its roots in the early work of John Maynard 
Keynes, but more important was the fact that 
commodities clearly fell within u n c  i a d ’sjurisdic­
tion. However difficult it might be to establish an 
effective commodity programme of benefit to 
the developing world, the reasoning was that the 
purpose of strengthening uno  cad as an institu­
tion would be well served. The principal defect of 
this strategy, according to critics, was that the 
developing countries had been induced to put all 
their eggs in one basket. The initial lack of pro­
gress in negotiations on the Integrated Pro­
gramme and the Common Fund exasperated 
many governments of developing countries, and 
as a consequence the deadlock became more in­
extricable.

With the Paris Conference also under way, 
the “new order” negotiating process was severely 
complicated. Parallel negotiations, conducted in 
different settings and influenced by different in­
stitutional interests, were taking place con­
currently. They were, however, proceeding on 
different tracks, and at different speeds, ciec was 
viewed as the “express train”, while u n c ia d 's 
work on the Common Fund was the slower “local 
train”. Progress at c ie c  was almost certainly 
impeded by awareness of (and, in some cases, 
preference for) the alternative forum, and, at a 
minimum, efforts to make the North-South 
dialogue more concrete, direct and rational were 
inhibited. At u n c t a d  iv , on the other hand, there 
was some reluctance to board the slow train when 
it could be argued that a fast train (c ie c ) was 
coming. In the event, the fast train broke down.

As noted earlier, the failure of c ie c  led to 
an attempt to resume the dialogue within the 
United Nations framework in New York, specifi­
cally in the Committee of the Whole. Subsequent 
lack of progress in this new forum was also influ­
enced by institutional factors. Indeed, the very 
creation of the Committee of the Whole, with a 
mandate to provide impetus to develop­
ment-oriented negotiations, was a product of the 
reluctance to use the existing forums, e c o so c  
and UNCTAD. The quest for the appropriate 
forum continued —a quest bedevilled by 
mutual suspicion, efforts at institutional 
aggrandizement, false starts, and missed 
opportunities. Nor was the rivalry between the 
New York and Geneva-based institutions 
calculated to advance progress in the Committee

of the Whole. The Committee was never really 
given clear terms of reference that might have 
given it a certain standing by defining its purpose 
and functions. It was intended to act as a clearing 
house of ideas, to help in settling difficulties in 
negotiations and to encourage the continuing 
work in other forums of the United Nations 
system. It was never made very dear, however, 
how it was to perform this function of giving 
impetus to the negotiations.

Such ambiguity left the Committee open to 
frequent charges that it sought to go too far, that 
it was impinging on the Jurisdiction of other in­
stitutions better equipped for the negotiation of 
elements of a new order than the Committee. 
Ironically, the Committee’s critics included de­
fenders of both UNCTAD and the im p , i.e., in­
stitutions of which the former is perceived as the 
preferred vehicle of the developing countries 
and the latter that of developed countries. Both 
institutions were challenged by the creation of 
the Committee of the Whole and by the more 
ambitious prescriptions for its role. The Com­
mittee wanted to define its principal function as 
that of breaking the deadlock and stimulating 
movement across the board on the n ie o , leaving 
the negotiation of details to other bodies, such as 
UNCPAD in the case of the Common Fund and the 
IMF on monetary reforms. But unc  pad saw its 
own function in much broader terms, and the imp 
resented the implication that the United Nations 
could or should undertake to define in­
ternational monetary policy.

The Committee of the Whole was perhaps 
destined to fail in its efforts to break the n ieo  
deadlock. As long as u n c t a d ’s behaviour was 
seen by the industrialized countries as that of a 
trade union, it was totally unacceptable as the 
principal forum for the North-South dialogue. 
On the other hand, many developing countries 
in search of a post-ciEC vehicle for action on the 
NIEO felt that the Committee could function as a 
New York version of u n c t a d , relying on the 
allegedly greater political leverage in New York. 
Yet, even though both sides had coinciding in­
terests in creating a Committee of the Whole, 
they disagreed sharply on its role as a negotiating 
forum. In effect, the Committee remained an 
essentially hollow shell until finally, in 1980, it 
found its role as a preparatory committee for the 
global round of negotiations.
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Unfortunately, the Committee was also un­
successful in that role. Charged with producing 
an agenda, procedures, and a time frame for 
global negotiations, the Committee came up 
against fundamental disagreements between the 
Group of 77 and several of the key industrialized 
countries. Finally, in June of 1980, the Com­
mittee broke down, conceding its inability to re­
concile conflicting viewpoints.

The story told above illustrates a disturbing 
feature of the multilateral diplomacy carried on 
between the developing and developed worlds: 
the continuing tendency to resort to the creation 
of new (and, some would argue, unnecessary) 
institutions in response to the frustrations of 
deadlocked negotiations. The wisdom of estab­
lishing the United Nations Environment Pro­
gramme, the World Food Council, and the Inter­
governmental Committee on Science and Tech­
nology for Development, among others, was fre­
quently questioned by one or another group of 
countries. It is not suggested that these “new” 
institutions do not perform useful tasks; indeed, 
they may reinforce sectoral approaches to de­
velopment. Moreover, institutional competition 
may at times improve performance. The resulting 
web of organizations is, however, evidence of an 
unplanned, ad hoc approach to development and 
to the reordering of multilateral economic rela­
tions.

This proliferation of bodies has been noted, 
but so far not very effectively addressed, by 
Members of the United Nations. Indeed, while 
they have indulged a penchant for creating new 
institutions and fragmenting the global effort to 
reform the international economic order, tenta­
tive steps have also been taken toward the re­
structuring of the United Nations system to make 
it “fully capable of dealing with problems of in­
ternational economic co-operation in a compre­
hensive manner”. This restructuring effort, 
which produced a controversial report by a 
group of experts in 1975 and later a report from 
an intergovernmental committee on restructur­
ing —which was unanimously accepted by the 
General Assembly— was intended to introduce 
cohesion, to streamline, and to improve the man­
agement of the United Nations system. Unfortu­
nately, the pace of restructuring has slowed and 
reforms have not yet been undertaken.

The explanation for the failure to proceed

vigorously in this context can be found in the 
resistance of vested interests and inertia, and, to 
some extent, in the fact that restructuring has 
been linked to substantive progress towards the 
new international economic order. Different ele­
ments within the United Nations view that rela­
tionship differently, and for the time being the 
urgently needed rationalization of the United 
Nations system’s economic and social sectors is 
not occurring. The relationship between the 
New York and Geneva wings of the United Na­
tions has not been addressed, nor have the rela­
tionships between the United Nations and the 
specialized agencies. The deficiencies in the op­
eration of Ecosoc have been acknowledged but 
not cured. The institutional context for the 
North-South dialogue is still flawed.

One important aspect of the restructuring 
process relates to the international secretariat. 
The blame for the propensity of governments to 
opt for new institutions has been attributed by 
some to international officials, who have been 
viewed as too passive and, except for unc  i a d , 
'insufficiently committed to the agenda of inter­
national economic reform. Many of the develop­
ing countries in particular have long been dis­
satisfied with what they regard as an absence of 
creative thinking and leadership in the United 
Nations Secretariat. Even more basically, in con­
trast to the wide acclaim formerly accorded to 
United Nations’ reports and studies, recent sup­
port documents produced by the Secretariat 
have been widely criticized for their lack of rele­
vance and utility. A steady flow of ideas and 
proposals from the Secretariat could well be of 
considerable value in developing a strategy for 
breaking the North-South deadlock. Restructur­
ing was intended to create the conditions for such 
Secretariat initiatives. The new post of Director- 
General for Development and International Eco­
nomic Co-operation was conceived as a focal 
point for a comprehensive, system-wide effort on 
behalf of international economic reform.

Admittedly, the Secretariat found itself in 
the awkward position of being expected to pro­
vide support concurrently for two processes —on 
the one hand for the n ie o  dialogue and negotia­
tions and, on the other, for the formulation of a 
new development strategy for the 1980s. These 
processes should have been complementary, but 
in fact they were frequently competitive and con-
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flictual. The formulation of the new develop­
ment strategy was at first delayed white officials 
awaited progress on the n ie o . Since, however, 
the progress on the n ie o  did not materialize, by 
late 1977 the United Nations had to consider how 
to reconcile the development strategy with the 
plan for global negotiations. In the circum­
stances, it proved necessary to proceed with both, 
with the focus of the strategy on setting targets 
without waiting for decisions from the global 
round of negotiations, which was to have been 
launched in 1980. Some observers suspected that 
the Western countries wanted to emphasize the 
strategy in order to create the illusion of progress 
and to divert attention from the n ie o . Be that as it 
may, the United Nations found itself engaged in 
two important exercises whose interrelationship 
was poorly defined.

Another institutional element contributing 
to the deadlock has been the emphasis on main­
taining unity among the diverse elements which 
make up the Group of 77 on the one hand, and 
the Western countries on the other. The desir­
ability of group unity is generally acknowledged, 
but unfortunately that unity has often been pre­
served at the expense of specificity in proposals 
and responses. When the so-called like-minded 
Western countries adopt a more responsive posi­
tion on specific n ie o  demands, their posture may 
create the illusion of progress and even discour­
age the discussion of trade-offs and comprom­
ises. When raised expectations are dashed, ill-will 
ensues. Not only does the situation make inter­
group negotiations difficult; it also discourages 
ministerial participation in the negotiating pro­
cess, and hence the negotiators lack the leverage 
necessary for achieving significant break­
throughs.

Where the developed countries are pre­
pared to make concessions and progress is dis­
cernible {see the example of the Common Fund 
negotiations), the symbolic importance of soli­
darity is less important than the pragmatic quest 
for economic benefits. Still, the Group of 77 will 
not lightly abandon its hard-won solidarity, for it 
fears that the developed countries may pursue a 
“divide and rule” strategy. In the past, unity has 
been a political necessity for the Group of 77. 
Nevertheless, rigid concepts of group unity will 
necessarily disappear as negotiations become 
more concrete and the diverse interests of the

members of the Group begin to surface. A sense 
of priorities will then emerge, and, if movement 
can then be achieved on priority items, the end of 
the deadlock may be in sight.

Another institutional element which should 
be noted is the negotiating process itself. The 
sheer numbers of participants in this process 
have been a complicating factor at times, strain­
ing the capacities of institutions designed for 
consciousness raising, but not for negotiating. 
The United Nations has been under pressure to 
discover techniques which allow for universality 
of participation, thereby avoiding one of the ma­
jor problems of c ie c , while at the same time en­
couraging the dynamics of small group interac­
tion which are necessary for substantive prog­
ress. It can be argued that “numbers“ are not an 
insuperable obstacle; there are more than 150 
sovereign States in the United Nations, and one 
has to accept and come to terms with this fact of 
international life. Experience has shown, howev­
er, that “numbers” are not a serious impediment 
in cases where there is a genuine willingness to 
modify positions, i.e., to engage in serious bar­
gaining. A sense of movement in negotiations 
contributes to the willingness of delegates to rely 
on small contact groups. At the seventh special 
session, a few negotiators in effect represented 
150 delegations in discussions of the six priority 
items. This kind of situation has sometimes been 
encouraged by holding negotiations in small, 
even uncomfortable meeting rooms. So long as 
participation is not formally restricted to certain 
representatives, in other words so long as all 
States may claim to have been involved in the 
process, the criticims levelled against the c ie c  can 
be avoided.

Nevertheless, it is obvious that fully effective 
rules and procedures for negotiations in the area 
of international economic policy have not yet 
been elaborated. A conscious effort will have to 
be made to devise such rules and procedures, 
and the United Nations may have to look beyond 
its own institutions for useful models and prac­
tices which might be adapted to its own needs.

A final institutional element in the deadlock 
should be noted, although it cannot be explored 
in any detail here. Unlike the others, which are 
international in character, this one is national: 
the difficulties faced by governments in formu­
lating coherent policies and in co-ordinating the
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attitudes and positions of their various minis­
tries. Indeed, as note earlier, many of the institu­
tional handicaps which affect ftiultilateral di­
plomacy are simply the reflection of institutional 
tangles at the national level. It is no secret that in 
many cases different ministries hold different 
conceptions of the national interest in connection 
with international negotiations in different 
forums. Foreign ministries and finance minis­
tries can often be counted on to view the same 
issues differently. Other ministries, such as those 
concerned with development and agriculture, 
also express independent views. The task for 
governments, therefore, is to establish internal 
mechanisms and procedures for formulating 
national positions and proposals which take 
account of divergent interests and serve dif­
ferent constituencies without being hopelessly 
general.

The consequence of the multiplicity and di­
versity of national interests is that not infrequent­
ly delegations representing the same govern­

ment in different negotiating contexts do not 
speak with one voice. On altogether too many 
occasions a minister of development will take a 
position within the context of u n c ta d  negotia­
tions which is at variance with the position taken 
by the government within g a t t , fa o  or the im p , 
where different delegates, representing dif- 
rent interests, present the government’s brief. 
This inconsistency has at time added to the con­
flict between New York and Geneva, as well as to 
tensions between the United Nations and the 
specialized agencies. It is obvious that efforts to 
conduct orderly and productive negotiations are 
hindered by such situations, particularly when so 
many of the 150-odd delegations are plagued by 
the same internal conflicts.

Despite the difficulties posed by these insti­
tutional elements of the North-South deadlock, 
there is reason to be guardedly optimistic about 
the future of the n ie o . It is to this potential for a 
break in the deadlock that we shall now turn our 
attention.

V

The future of the new diplomacy: breaking the deadlock

The predominant mood among those who have 
been actively engaged in the North-South dia­
logue is sombre, if not gloomy, ciec: ended in 
failure, and subsequent efforts of a like nature 
within the United Nations have not been more 
successful. The Committee of the Whole expired 
quietly in 1980, leaving almost no mark, and the 
eleventh special session of the General Assembly, 
which was to have launched the global nego­
tiations that would culminate in the restructuring 
of the international economic order, could not 
agree on the agenda, procedures and time frame 
for those negotiations. Meanwhile, recent 
UNCTAD and u n id o  conferences in Manila and 
New Delhi respectively were widely acknowl­
edged to have failed in their efforts to impart a 
decisive momentum to the North-South 
dialogue. Indeed, those two institutions, long 
identified with the aspirations of developing 
countries, are struggling to sustain their roles

within the larger system. Economic troubles in 
the Western world have led to the adoption of 
more conservative approaches and policies, and 
a renewal of East-West tensions seems to be 
pushing the North-South dialogue aside.

Those rushing to write the obituary for the 
NIEO will, however, be proved wrong. In spite o f  

the disappointments and frustrations of recent 
years, there is good reason for guarded opti­
mism. A closer look at recent trends, both sub­
stantive and institutional, suggests that some 
progress has been made and that the conditions 
for further progress exist. Although the general 
realization that the deadlock must be broken 
does not guarantee that it will be broken, it is 
fitting that this essay should close with some com­
ments on possible reforms that might facilitate a 
breakthrough.

First, however, it should be noted that the 
interests of virtually all State —both within the
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developing world and between the developing 
and developed nations— are sufficiently in­
terrelated to make a breakthrough in North- 
South negotiations logical. Some would argue 
that such a breakthrough is in fact inevitable, and 
that what we are witnessing in the present 
deadlock is the lag which often occurs between 
the launching of apparently radical new ideas 
and their subsequent acceptance after they have 
become more familiar and less threatening. This 
is a familiar theme in multilateral diplomacy. 
Raúl Prebisch favoured the tactic of pushing 
ideas before their time; he knew that it would 
take a while before they could be translated into 
action, but he also understood that the delay 
would be even longer without early efforts to 
launch such ideas.

Viewed in this light, the present deadlock is 
but a stage in a protracted process, frustrating to 
be sure, but not cause for despair or for the 
termination of the dialogue. However slow the 
process, it will lead to a greater acknowledg­
ment of interdependence and hence to real 
bargaining. The United States, which is relatively 
more self-sufficient than most o ec d  States, im­
ports such vast quantities of goods that global 
negotiations will ultimately serve its interests 
almost as much as they are expected to benefit 
most Third World nations. The Europeans are 
already more interested in global negotiations 
than is the United State because their needs are 
more acute. This difference was apparent during 
the eleventh special session, when the United 
States was preoccupied with an election leading 
to a change in administration, allowing the Eu­
ropean Community to display more flexibility on 
the most controversial issue —the challenge 
posed by the United Nations to the authority of 
the International Monetary Fund. Although 
there is, of course, no groundswell of support 
within the e ec  for the United Nations becoming 
a vehicle for international monetary reform, 
the Europeans have seemed somewhat more 
willing than the United States to find at least the 
language of accommodation.

In the meanwhile, the system and its mem­
bers have displayed a capacity for adaptation 
which must be regarded as encouraging. One 
could even argue that the United States, which 
has most vigorously resisted some of the reforms 
sought by the developing countries, was in fact

one of the first champions of a new order. 
Washington signalled its commitment to change 
as early as 1971 when it acted to set aside some 
of the Bretton Woods rules: an event which 
suggests that im p reforms, now so widely demand­
ed, really began in 1971. In fact, for all of the 
criticisms levelled at the im p  by developing 
countries and the very substantial agenda of un­
finished business, the Fund has not been 
unresponsive to pressures for change. It has 
established a number of special facilities 
designed primarily for the benefit of developing 
countries, and has reformed the operation of one 
of these, the Compensatory Financing Facility, in 
a variety of ways which enhance its value to those 
countries. The Executive Board has been 
enlarged to accommodate the special role of 
Saudi Arabia as one of the two largest creditor 
members and the participation of the People’s 
Republic of China. Moreover, the Fund has 
finally acknowledged the structural character of 
developing countries’ balance-of-payments 
deficits.These change do not, however, overhaul the 
outdated quota system, nor do they satisfactorily 
deal with the troublesome issue of conditionality. 
Yet, within those constraints which cause the 
Group of 77 to view it as an “old order” in­
stitutions, the IMF is trying with some measure of 
success to demonstrate that it is flexible and re­
sponsive to the demands of a changing in­
ternational order.

The GATT, too, has shown a certain capacity 
for adjustment. Although the Tokyo Round of 
Multilateral Trade Negotiations was deeply dis­
appointing to developing countries on several 
counts, it demonstrated that the Contracting 
Parties have now officially embraced the princi­
ple of non-reciprocity in trade relations between 
developed and developing countries, which is 
central to the n ie o , and one of the principal aims 
advocated by u n c  fa d . The pace of change within 
the GATT framework is not dramatic, but the 
incremental and inadequate character of reform 
may be less important in the longer run than the 
evidence that even the so-called “rich man’s 
club” can bend its rules to accommodate some 
elements of a new order.

Instances of institutional adaptation are to be 
found on every hand. For example, the In­
ternational Fund for Agricultural Development
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( if a d ), a new United Nations specialized agency 
created in 1977, takes a significant step away 
from “old order’’ habits and toward “new order” 
realities by explicitly recognizing the role of oil­
exporting countries in us governing body. It also 
exemplifies a creative impulse in a controversial 
area of the n ie o , multilateral decision-making, 
by adopting a tripartite system of membership 
and leaving to each of the three groups of States 
—developing countries, oec:d States, and o pec  
States— the decision as to how to allocate votes 
within the group. A willingness to be flexible with 
respect to participation and decision-making is 
also visible in the agreement reached in u n o t  ad 
in June of 1980 on a Common Fund; that agree­
ment reflectes accommodation by both de­
veloped and developing countries, resulting in a 
formula which uses neither the United Nations 
nor iMp/World Bank as its model.

The long and difficult negotiations in the 
United Nations Conference on the Law of the 
Sea broke important new ground in several 
areas. One of the most significant of these new 
departures was the acceptance for the first time 
in international law of the concept of consensus 
and its definition in the text of the Convention 
(“the absence of formal objection”). Consensus 
has been advocated by the developed countries 
for many years, and has been informally em­
ployed in lieu or formal voting in many multi­
lateral forums. Developing countries, conscious 
of the advantages which their numerical majority 
gives them, had hitherto been loath to encourage 
the institutionalization of decision by consensus, 
but it would appear that they modified that posi­
tion in UNCLOS. Moreover, the Authority which is 
to be established to make the important decisions 
regarding the exploitation of the seabed is to be 
governed by principles and rules of participation 
and voting which are generally consistent with 
the ethos of the new order; the complex decision­
making system is a monument to the per­
severance of negotiators and their willingness to 
experiment with new formulae for this pre­
cedent-setting international instrument.

In d e e d , ú n c e o s  has a lread y  added  sub­
stantially to the lo re o f  in ternational negotia­
tions, giving us a vade mecum  o f  negotiating tactics 
to use and to avoid in the in terest o f  reaching 
ag reem en t on NiEo-type issues.

These are but a few of the adaptations

the United Nations, which dominated the 
occurring within the United Nations system 
which suggest that its institutions are not immuta­
bly fixed in their rules or practices and that 
member States are not irretrievably rigid or in­
flexible. The institutional agenda for the near 
future is a demanding one, but as these instances 
of adaptability suggest, it is not impossible. What 
is now required?

The most important requirement is that all 
States should be persuaded that the objectives of 
the new order are in their national interest. In 
the short term, it is obvious that virtually every 
element of the n ie o  confronts at least some States 
with some hard choices. In the longer run, 
however, all States —developing and developed 
alike— will benefit from the changes contem­
plated by the n ie o  and from the more balanced 
and equitable system of international relations 
which would result from its realization. 
Enlightened self-interest, therefore, acknowl­
edges interdependence and dictates policies 
which seek orderly development, economically 
secure nations in all regions, strong trading 
partners, and the confident exercise of 
sovereignty by States over their own resources 
and economic planning.

Another requirement is that the somewhat 
artificial conflict between the United Nations and 
the specialized agencies should be resolved. The Group of 77 has tended to insist upon the pri­
macy of the United Nations in the negotiation of 
the n ie o ; some of the developed countries, led 
most vigorously by the United States, have 
resisted efforts to give the United Nations a right 
of review (and reversal) of issues traditionally 
within the purview of the specialized agencies. It 
is clear that a middle ground is needed between 
these positions, that the United Nations cannot 
assume the role the Group of 77 has claimed for 
it, but that neither can the agenda of new order 
issues be left to a business-as-usual approach in a 
host of unreconstructed specialized forums. The 
United Nations’ logical function is to provide a 
sense of direction as well as political impetus in 
the realm of global economic reform, and to 
ensure as much coherence as possible in the 
decentralized United Nations system. It cannot 
and should not pre-empt the functions of the 
specialized agencies; ultimately they must do the 
job in their own areas of competence.
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Thus the debate over the paramount role of 
eleventh special session and effectively halted 
efforts to launch global negotiations, is in­
creasingly sterile. No government today denies 
that the United Nations is vital to the process of 
international economic reform, and that it has an 
important legitimising function. But insistence 
on institutionalizing that role tends to obscure 
the need to introduce reforms and modify the 
rules and procedures of many bodies in the 
United Nations system.

Foremost among these is the i m p . A s we have 
noted, the Fund has been undergoing change, 
albeit slowly, in a direction which will benefit the 
developing countries. That process of reform 
must continue, especially in the controversial 
areas of conditionality and quotas, and pressure 
from the United Nations may be able to help 
create a climate of opinion in which reform is 
perceived to be both necessary and urgent.

Ironically, one of the reforms most often 
cited in discussions of the Bretton Woods in­
stitutions —greater participation by developing 
countries in the decision-making process— may 
not be so critical. The growing practice of resort­
ing to decision by consensus may have made this 
something of an artificial issue. At the same time 
it is true that there are numerous other areas 
within the United Nations system where further 
adaptation of rules and procedures is urgently 
needed and where obstacles of structure and 
habit and expectation will not be easy to over­
come. UNCTAD, which has sought a central role in 
the N iEO  negotiating process and is now ex­
periencing something of an identity crisis, must 
reevaluate its function. The establishment by the 
Group of 77 of its own substantive support 
mechanisms —as decided upon at the recent 
“South-South” Conference in Caracas— will 
facilitate that process. The prominence of tech­
nology issues is of importance to u n e s c o , which 
must prepare itself for an expanding agenda. 
UNIDO must digest the lessons of its nearly 
disastrous conference in New Delhi and its sub­
sequent retreat from the confrontation over the 
proposal for establishing a huge industrial de­
velopment fund.

One of the most vital of these institutional 
reforms falls under the rubric of restructuring. 
As the United Nations system has grown and as 
its components have gone their separate ways.

the system has become fragmented. Whereas 
some division of labour is obviously desirable, the 
present disarray is surely excessive and even 
counterproductive. Developing countries have a 
stake in restructuring because it would con­
tribute to a more integrated approach to de­
velopment and because, with a more rational 
and streamlined United Nations system, their 
limited resources would go further. Developed 
countries, as the major financial supporters of 
the United Nations system, would also benefit 
from the increased efficiency which 
restructuring would presumably bring. The 
restructuring process, begun with much fanfare, 
must be invested with new life and efforts will 
have to be made to expand its scope to the 
relationships between New York and Geneva 
and between the United Nations itself and other 
institutions of its system.

The issue of participation also needs to be 
addressed. Some countries are conspicuously un­
der-involved in the search for a new order, es­
pecially the Soviet Union and other socialist 
countries as well as the more affluent of the o p k c  

States. The international community will have to 
find ways of enlisting these States more fully and 
effectively in global negotiations and in action to 
cure some of the fundamental economic ills from 
which the developing world is suffering.

Equally important to the success of the 
North-South dialogue is bureaucratic lead­
ership. Global negotiations require a much more 
forceful and a more imaginative and creative 
input from international secretariats. It was on 
the basis of ideas first mooted in international 
bureaucracies that some of the most important 
steps in multilateral economic co-operation were 
taken in the early post-war years and again in the 
watershed period of the late 1950s and early 
1960s. There is no reason why this tradition 
should not be continued or revived where it has 
fallen into desuetude. Bureaucratic leadership 
will not come easily, however. Organizational 
trends have not favoured the assertion of such 
leadership, and the political climate adds an el­
ement of risk for international officials with a 
creative bent of mind. The requisite skills are 
there, however, and restructuring, properly 
conceived and carried out, can help to bring 
them into play. Governments must be persuaded 
that their interests are served by raising standards
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and expectations where the international civil 
service is concerned.

In spite of several false starts, the in­
ternational community is edging inexorably to­
ward global negotiations, i.e,, negotiations lead­
ing to a broadly approved statement of intent 
reflecting agreement among States as to the ma­

jor elements of a global compact, mutually ben­

eficial to developing and developed States alike. 
Such an agreement will be but the beginning, not 
the end, of a long process. Subsequent negotia­
tions in specialized forums will be necessary to 
work out the details. It is not inconceivable, given 
trends which indicate some convergence of pre­
viously polarized positions, that global negotia­
tions could produce decisions on specific issues.

VI
Conclusion

Much lip service is paid to the concept of in­
terdependence, and the term itself has become 
controversial. Nevertheless, the term accurately 
characterizes the world situation. No nation- 
State can escape the logic of interdependence, 
the United States or Belgium no more than Tan­
zania or Bangladesh. The new diplomacy for 
development is, in effect, the diplomacy of in­
terdependence.

This new diplomacy is by now well es­
tablished and thoroughly familiar to its prac­
titioners. It has helped to create an increased 
awareness of the nature and scope of all that 
development implies and of the positions and 
tactics of the leading protagonists. It has also 
produced some tangible results which look in­
significant only when compared with the size of 
the remaining task. As noted at the beginning of 
this essay, there can be no turning back the clock 
to the diplomacy which characterized in­
ternational economic relations before u n c t a d  

appeared on the scene in 1964. The new di­
plomacy is not, however, immutable. Indeed, it is

only if its flaws are acknowledged and adjust­
ments made that the United Nations system will 
be able to play the role in which it has been cast.

Some of these adjustments are identified in 
the preceding pages. Three of them are so vital to 
the prospects of the n i e o  that they should be 
underscored in conclusion:
— the need for all countries to perceive the 

objectives of the new international economic 
order from the standpoint of enlightened 
self-interest;

— the need to define the political role of the 
United Nations and the technical role of the 
specialized agencies in a way which would 
lead to more coherent action; and

— the need for a more vigorous and creative 
leadership effort on development issues on 
the part of the United Nations system sec­
retariats.
Once these needs are recognized and action 

is taken to respond to them, the new diplomacy 
will gain a new lease on life and the prospects of a 
better world order will be greatly enhanced.
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Since its inception, the International Monetary Fund 
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has recommended. In most cases, this criticism has 
taken the form of an outright rejection of i m p  policies, 
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This article also takes a critical look at the im f  
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study of the main elements of that position. On the one 
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in it consideration of certain structural factors, and, on 
the other, he discusses the recessionary bias that is 
inherent in that paradigm. This bias is evident both in 
the meagre and belated financial support given the 
Latin American countries by the i m f  during the cur­
rent crisis, and in the domestic policies provided for in 
the adjustment programmes it recommends.

The author’s review of these domestic policies, 
which makes up the nucleus of the article is based on a 
study of the 17 i m f  agreements that were in force in 
Latin America and the Caribbean at the end of 1983. 
The author lists and analyses the performance criteria, 
preconditions and policy understandings employed by 
the i m f ; identifies and compares the policy mix con­
tained in the agreements; discusses operational, in­
termediate and ultimate targets provided for in the 
agreements; and, finally, evaluates the Fund’s use of 
fixed specific targets for its performance criteria. On 
the basis of this analysis, the author notes the main 
sources o f recessive bias in imf policies and suggests 
how they might be reformed.
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Introduction*
A. P u r p o s e  a n d  j u s t i f i c a t i o n

OF THIS STUDY

I

In the absence of a new development style based 
on profound domestic reforms including, above 
all, domestic financing of capital formation,^ 
there may be no clear alternative to the orthodox 
adjustment model. This does not mean, howev­
er, that the orthodox model is faultless, for it 
does in fact have a series of shortcomings that in 
practice cause unnecessary harm to the economy 
and to the welfare of the population.

One of the main purposes of this study is, in 
fact, to show why the adjustment model applied 
by the International Monetary Fund should be 
reformed and how this might be accomplished. 
The other is to provide a more detailed and sys­
tematic description of the nature and character­
istics of the adjustment programmes being spon­
sored by the Fund.

There are two important justifications for 
this study. In the first place, towards the end of 
1983, seventeen Latin American and Caribbean 
countries had entered into adjustment agree­
ments with the International Monetary Fund. In 
the second place, there has always been and still

*The author is grateful to Guillermo Mundt for his 
efficient assistance in the preparation of statistical tables. The 
author also wishes to thank Andrés Bianchi, Adolfo Gurrieri, 
Aníbal Pinto and Enrique de la Piedra for their useful com­
ments on preliminary drafts of this paper, the final Spanish 
version of which was completed in March 1984. The author 
alone is responsible for any remaining errors or deficiencies.

'We expect' to discuss this subject on another occasion. 
Several proposals have been made for dealing with and over­
coming the current crisis. See, for example, Enrique V. Igle­
sias and Carlos Alzamora Traverso, “Bases for a Latin Amer­
ican response to the international economic crisis”, c e p a l  

Review, No. 20 (August 1983); “América Latina ante la rece­
sión”, Pensamiento Iberoamericano, No. 4 (July-December 
1983); and cepal, “Adjustment policies and renegotiation of 
the external debt” (e/cepal/ses.20/g.17), Santiago, Chile, 
February 1984. See also Raúl Prebisch, Capitalismo periférico: 
crisis y transformación (Mexico, Fondo de Cultura Económica, 
1981), Part Six.
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remains a surprising degree of misunderstand­
ing about the specific content of the Fund’s ad­
justment programmes. In this regard, a compar­
ative study of the characteristics of those pro­
grammes may be of particular interest.

We believe that this study, which makes ex­
tensive use of several new theoretical and empir­
ical analyses of recent monetarist experiments in 
the centre, shows that the Fund’s approach has 
formal and practical déficiences which are ex- , 
tremely important, not only from the academic 
point of view, but also in light of the fact that the 
fate of several hundred million people, including 
80% of the population of Latin America and the 
Caribbean, is linked to a greater or lesser degree, 
to the results of i m p  adjustment programmes. 
Nevertheless, an analysis of the content of those 
programmes shows that some of the criticisms 
traditionally directed against the Fund do not 
seem to be justified.

The most important result of this study, 
however, may be the finding that the reforms of 
IMF policies that are proposed would almost all be 
quite easy to implement and would in no way 
make it necessary to abandon the basic principles 
governing the Fund’s operation or the paradigm 
it advocates. On the other hand, 1 am certain that 
these reforms could bring about a notable im­
provement in the performance of those econo­
mies that are obliged by circumstances to resort 
to the Fund.

This article is divided into three parts. In the 
remainder of the first part, the nature and 
macroeconomic meaning of the adjustment pro­
cess are discussed and a brief description of the 
orthodox adjustment paradigm is given. In the 
second part, and nucleus of the article, the reces­
sive bias of the Fund’s approach is brought out. 
In the first place, the performance of the Fund as 
a source and catalyst of external financing is 
evaluated. A review is then made of the domestic 
economic policies provided for in the Fund’s ad­
justment programmes. This includes a study of 
both the approach on which they are based and 
their actual implementation in the 17 adjustment 
agreements that were in force in Latin America 
and the Caribbean at the end of 1983. Finally, the 
Fund’s conditionality and its other domestic ad­
justment policies are critiqued and some policy 
reforms are proposed. The third part of the arti­
cle consists of the summary and conclusions.

B. T h e  n a t u r e  a n d  m a c r o - 

e c o n o m i c  m e a n in g  o f

TH E A PJU STM EN T PROCESS

It should be noted from the outset that once the 
need to adjust arises, it is implacable, for it is 
rooted in a budgetary restriction, i.e., the impos­
sibility of absorbing (spending) more resources 
than are available, counting both the country’s 
own resources and those it may borrow. A pro­
cess of adjustment is inevitable whenever the gap 
between expenditure and income rises above a 
sustainable magnitude. It involves the reduction 
of the difference between gross domestic invest­
ment and gross national savings —or, what 
amounts to the same thing, the reduction of the 
deficit on the balance-of-payments current 
account— to an amount that is compatible with 
the expected —an eventually, the actual— flow 
of external financing. In this context, the central 
issue is how to minimize the cost of adjustment. 
Although the rationale of the adjustment pro­
cess does not, therefore, have anything to do with 
the causes of disequilibria or with such policies as 
may be adopted —or not adopted— to deal with 
them, a question concèrning the relevance of the 
duration of the source or sources of maladjust­
ment of external accounts to the design of adjust­
ment policies does arise.

In any case if a disequilibrium cannot be 
financed, there must be, and in fact will be, an 
adjustment. Likewise, regardless of what the ori­
gin —domestic, external or both— of the mal­
adjustment may be, a disequilibrium between ex­
penditure and income cannot persist without ex­
ternal financing. On the other hand, the ques­
tions of the duration and origins of unsustainable 
disequilibria are pertinent to the design of inter­
national adjustment policies; in other words, 
they are relevant to the determination of the 
optimum combination of external financing and 
internal adjustment. Everyone agrees in princi­
ple on this crucial matter, i.e., that for the sake of 
efficiency, a disequilibrium which can be attrib­
uted to temporary external factors should be 
financed. However, whether the international 
financial community is prepared to provide the 
resources necessary to avoid the imposition of an 
inefficient adjustment is another matter. In prac­
tice, the criterion that has been used to determine 
how strict an adjustment is to be imposed on 
deficit countries has not been the ideal one.
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C. A n o v e r v i e w  o f  i h e  o r t h o d o x

A D JU STM EN T PARADKiM^

Although it has undergone some changes over 
time, the orthodox approach to the causes and 
the process of adjustment still assigns a central 
role to money; in other words, it is still essentially 
monetarist. According to this approach, whenev­
er there is intlation or an unsustainable bal- 
ance-of-payments deficit, there will invariably 
have been an excessive supply of money in rela­
tion to the demand for real monetary balances. 
This is not to say that other causal factors are 
ignored. On the contrary, in some cases the 
source of the excessive growth of money —usual­
ly the public sector deficit— is believed to play a 
fundamental role. In principle, however, it is 
held that no non-monetary factor can in and of 
itself generate inflation or external disequilibria 
independently of the behaviour of monetary 
variables; a possibility that the real exchange 
rate may fall below the level of equilibrium 
—thus giving rise to a deficit on current accounts 
although not necessarily on the global bal- 
ance-of-payments position— is admitted but this 
is also believed to be the result of an excessive 
creation of money.

In this paradigm, three types of policies are 
envisaged for orienting the adjustment process; 
these policies are aimed at restricting the growth 
of the means of payment, limiting deficit spend­
ing by the public sector, and modifying relative 
prices, especially the real exchange rate. Restrict­
ing monetary growth and cutting the public- 
sector deficit help decelerate inflation and re­
store a sustainable relationship between domes­
tic expenditure and income, thanks to their de­
pressive effects on domestic demand. The idea is 
to achieve this not only by reducing imports, but 
also by increasing exports, since the restriction of 
domestic demand would free, goods and services 
for the external market and reduce the prof­
itability of domestic sales. At the same time, 
monetary restriction increases the amount of 
the external deficit that can be financed to the 
extent that an increase in domestic interest rates 
strengthens the balance-of-payments capital

^The IMF short-term adjustment paradigm is discussed 
in greater detail in section ii.

account. Reducing the public-sector deficit, for 
its part, also serves another purpose, i.e., to pre­
vent the public sector from monopolizing bank 
credit to the detriment of private investment 
during times of monetary restriction. The mod­
ification of relative prices which results from rais­
ing the real exchange rate —which in principle, 
can be achieved by reducing domestic inflation 
with respect to external inflation (or reducing the 
level of domestic prices as compared with exter­
nal prices) or modifying the nominal exchange 
rate— helps curtail both external and internal 
disequilibria by diverting domestic expenditure 
from imports and exportable goods and services 
and encouraging the teallocation of factors of 
production to the sectors producing tradeable 
goods and services. At the same time, modifica­
tion of the exchange rate can complement the 
depressive effect of restrictive monetary and fis­
cal policies on the level of domestic expenditure 
and of the potential expansionary effect of mon­
etary restriction on the net inflow of capital, pro­
vided it creates an excess demand in the market 
for financial assets.

In addition, exchange adjustments are 
usually accompanied by policies that affect other 
relative prices, such as real salaries and wages 
and the real interest rate, reinforcing the impact 
of an increase in the nominal exchange rate on 
the real one.

The orthodox school is opposed to the intro­
duction of measures, such as tariffs and controls, 
which affect capital flows and prices and restrict 
the scope of the market, in the adjustment policy, 
both because it is felt that such measures do not 
get to the root of the problem —thus only tem­
porarily suppressing its manifestations— and be­
cause it is felt that they might be detrimental to 
domestic welfare. It is also argued that measures 
which restrict free trade undermine the basis of 
international prosperity.

So much for our description of the tradition­
al model and policies. More recently, with the 
serious deterioration of the international econ­
omy, the accumulation of very large disequi­
libria and the emergence of many that were ad­
justment processes much more drastic than had 
been the case between the early 1950s and the 
1970s, when the adjustment and paradigm poli­
cies were devised, concern has focused much 
more explicitly on the real side of the economy
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during the adjustment process and on the effect 
of that process on the growth of productive 
capacity.^

Although this concern has not been system­
atically reflected in the formal structure of the 
orthodox paradigm, it has been evident in cer­
tain policy initiatives aimed at dealing with those 
cases in which the disequilibria of the external 
sector are very great or appear to have a struc­
tural origin, or both. In brief, in the contem­
porary or long-term orthodox approach, it is 
proposed that traditional short-term strategies 
for m anaging domestic demand be com­
plemented with policies that have a more direct 
and extensive influence on the supply side, in 
order to eliminate structural maladjustments 
without excessively (unjustifiably) depressing the 
level of activity and the development of produc­
tion capacity.

As regards, the content of the Fund’s pro­
grammes, the aforementioned concern led to the 
creation of a new facility in which the duration of 
adjustment programmes was extended to three 
years, the amount of available financing was in­
creased and loan maturities were extended up to 
10 years. At the same time, greater importance 
was attached to measures affecting variables such 
as the structure of production and of employ­
ment and the composition of expenditure and 
ba!ance-of-payments accounts, whereas in the 
past, when priority had almost always been 
attached to shor-term measures, these variables 
had been considered exogenous or unimportant. 
Greater importance was also attached to the 
microeconomic aspects of disequilibria and

^See, for example, Andrew D. Crockett, “Stabilization 
policies in developing countries: some policy considerations”, 
/Mf- Staff Papers, Vol. 28 (March 1981); Bela Belassa, “Struc­
tural adjustment policies in developing economies”. World 
Development, Vol. 10, No. 1 (October 1982), and Ernest Stern, 
“World Bank financing of structural adjustment”, John Wil­
liamson, ed., in IMF conditionality (Washington, D.C., Institute 
for International Economics, 1983). See also Tony Killick and 
Mary Sutton, “Disequilibria, financing and adjustment in 
developing countries”, in Tony Killick, ed., Adjustment and 
financing in the developing world. The role of the International 
Monetary Fund (Washington, D.C., International Monetary 
Fund, in association with the Overseas Development institute 
of London, 1982); and Moshin Khan and Roberto Zahler, 
“Efectos macroecondmicos de cambios en las barreras del 
comercio al movimiento de capitales”, Cuademos de la c e p a i ., 
No. 20 (December 1982).

hence to the use of measures which directly —or 
more directly— affect efficiency in the allocation 
and utilization of resources.

The World Bank, for its part, has responded 
by creating its so-called “structural adjustment 
loan”. This facility allows longer terms —from 
five to seven years— for achieving the targets 
established; greater attention is given to policies 
relating to supply, and conditionality is linked 
solely to the adoption of specific measures. The 
total volume of financing available is similar to 
that provided under the Fund’s new facility.

In their approach to structural problems and 
strengthening of the supply side, both the Fund 
and the World Bank follow the well-known neo­
classical interpretation of underdevelopment, 
i.e., that when inadequate or mistaken domestic 
economic policies become chronic, they deform 
the structures of the economy, undermine its 
capacity and, in extreme cases, render it inca­
pable of responding effectively to the changing 
situation —either favourable or unfavourable— 
of the international economy.

Within this frame of reference, the response 
to the major disequilibria existing at present 
—even if they have been caused mainly by exter­
nal factors— must be the implementation of re­
forms — hopefully far-reaching ones— in 
domestic policies and institutions which restrict 
the scope and hinder the functioning of the mar­
ket and private initiative. In brief, these reforms 
include, as the case may be, the liberalization of 
capital market transactions, including the open­
ing-up of the balance-of-payments capital 
account; the liberation of the domestic price sys­
tem from controls, including the opening-up 
—hopefully on a broad and uniform basis— of 
the balance-of-payments current account; and 
the restructuring and reduction of the size of the 
public sector, including the implementation of 
criteria of financial efficiency. Reforms in the 
labour market and social security, or special 
promotional policies, particularly for the devel­
opment of the energy sector, may also be in­
cluded. The interest —previously almost non­
existent— in disaggregated values is also worth 
mentioning. For example, an effort is made not 
only to restore financial equilibrium, but also to 
decide which items of income and expenditure 
are to be increased or decreased, in order to 
reconcile financial equilibrium with structural
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adjustment. Finally, one discerns a greater con­
cern for manipulating the exchange rate in order 
to keep it at a realistic level.

These then would be the policies proposed 
under the orthodox approach for dealing with 
structural disequilibria. Although some of them, 
such as those pertaining to the increased dis­
aggregation of financial variables, appear to 
have been included in all short- and long-term ad­
justment programmes sponsored by the Fund, in 
practice the new long-term orthodox adjustment 
programmes have done very little to solve the cur­
rent crisis, inasmuch as they have not been very 
widely applied. Barely a dozen countries have par­
ticipated in the World Bank’s structural adjustment

programmes since this option was created in 1979, 
while, for some reason, between mid-1981 and late 
1982, the Fund severely restricted the number of 
agreements signed under its long-term facility. As a 
result, the great majority of deficit countries cur­
rently adjust their economies by applying the tradi­
tional Fund programmes, in which the main tools 
used are short-term demand management and, in 
particular, management of financial variables. In 
any event, an analysis of the few long-term pro­
grammes entered into with the Fund shows that 
management of financial variables still constitutes 
the essence of the adjustment strategy; the rest of 
this article will therefore concentrate mainly on this 
question.^

II
The recessive bias of the International Monetary Fund’s

adjustment programmes
A. T h e  s h o r t a g e  o f  e x t e r n a l  f i n a n c in g

Towards the end of 1983, seventeen Latin Amer­
ican and Caribbean countries had entered into 
adjustment agreements with the International 
Monetary Fund. Ten of these had signed Stand­
by agreements and seven had signed agreements 
under the Extended Fund Facility. At the same 
time, 1 2  of the countries in question had 
obtained loans under the Fund’s Compensatory 
Financing Facility (c f f ) , ten of them on the same 
date that they had arranged for their adjustment 
programmes and two of them on a later date. 
One of these countries had also drawn a loan 
from the Fund’s Buffer Stock Financing Facility 
( b s f f ) (see table 1).^

^For critiques of the neoclassical or neoliberal inter­
pretation of underdevelopment and of the policies proposed 
under this approach for overcoming structural disequilibria 
see Aníbal Pinto, “f alse dilemmas and real options in current 
Latin American debate”, c e p a l  Review, No. 6 (second half of 
1978); Raúl Prebisch, “The neoclassical theories of economic

liberalism”, c epa l  Review, No, 7 (April 1979); Aníbal Pinto, 
“The opening up of Latin America to the exterior”, ck pa i . 
Review, No, 11 (August 1980); Celso Furtado, “Transnacio- 
naliza^ao e monetarismo", Pensamiento Iberoamericano, No. 1 
(January-June 1982) and Joseph Ramos, “Estabilización y 
liberalización económica en el Cono Sur”, Estudios e Informes 
de la CEPAL, No, 38.

'"Three other countries in the region obtained Fund 
financing in 1983. In two cases (Belize and Bolivia), however, 
the loans were obtained under the Compensatory Financing 
Facility ( c f f ) and hence did not require the borrower to carry 
out an adjustment programme. In the other case, El Salva­
dor, the country’s Stand-by agreement ( s b a ) expired in mid- 
1983.

Stand-by agreements ( s b a s  and Extended Facility ( e f f ) 

agreements differ from agreements covered by the Com­
pensatory Financing Facility ( c f f )  and the Buffer Stock 
Financing Facility ( b s f f ) both as regards level of financing 
and degree of conditionality. The maximum amount of re­
sources that may be obtained under Stand-by agreements and 
Extended Fund Facility agreements is considerably higher 
than the amount available under Compensatory Financing 
Facility and Buffer Stock Financing Facility agreements. 
However, disbursements of financing provided under Stand­
by agreements and Extended Fund Facility agreements are 
subject to certain conditions, whereas funds made available 
under Compensatory Financing Facility and Buffer Stock 
Financing Facility agreements are not conditioned; in other 
words, the borrower is not required to carry out an adjust-
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It should be noted, in the first place, that 
the great majority of these adjustment pro­
grammes (sBA and e f f ) did not enter into force 
until 1983; in other words, around one year and 
a half after the beginning of the worst economic 
recession experienced by the region since the 
great crisis of the 1930s. Indeed, between mid- 
1981 and late 1982, only seven countries (Barba­
dos, October 1982; El Salvador, July 1982; 
Guatemala, November 1981; Haiti, August 
1982; Honduras, November 1982; Panama, 
April 1982, and Peru, June 1982) entered into 
adjustment agreements with the Fund, while the 
per capita product and gross international re­
serves were falling more or less sharply in almost 
all the 30 countries included in the region at that 
time.^ Of these seven countries, only three (Bar­
bados, Honduras and Peru) obtained, under the 
aforementioned agreements, financing beyond 
the regular credit tranche —i.e., an amount of 
more than 100% of their quotas in the Fund— 
and only one (Peru) borrowed under the ex-

ment programme. Stand-by agreements are also different 
from Extended Fund Facility agreements; maturities of 
Stand-by agreements range between one and two years, while 
Extended Fund Facility agreements have a maturity of three 
years. The total amount of resources that can be obtained 
under Extended Fund Facility agreements is also higher than 
that which can be obtained under Stand-by agreements. In 
general, Stand-by agreements call for “short-term” adjust­
ment programmes and Extended Fund Facility agreements 
for "long-term” programmes. For information on all the 
Fund’s facilities, see International Monetary Fund, Inter­
national Financial Statistics, Volume xxxvii. No. 3 (March 
1984).

‘’A total of 13 countries obtained Fund financing during 
this period. In addition to those mentioned above, the Domi­
nican Republic (5/1982/42%), Guyana (11/1982/16%) and 
Uruguay (8/1982/44%) borrowed under the Buffer Stock 
Financing Facility. (The last figure in parentheses refers to 
the amount of financing obtained with respect to the coun­
try’s quota in the Fund.) It should be remembered, however, 
that access to the Compensatory Financing Facility and the 
Buffer Stock Financing Facility does not entail an obligation 
to apply an adjustment programme designed by the Fund. 
Also, Dominica and Jamaica signed Extended Fund Facility 
agreements in February and April 1981, i.e., prior to the 
period under consideration. Finally, Costa Rica signed a 
Stand-by agreement in December 1982 but did not receive 
the first funds until January 1983. This country had also 
entered into an extended Fund Facility agreement in June 
1981, but it was suspended in August 1981.

tended Fund facility —a long-term adjustment 
programme.^

In the second place, it should be noted that 
whereas the financing provided by the Fund in 
1981 and 1982 was equivalent to 19% of the 
current-account deficit of the Latin American 
countries which obtained Fund financing, it only 
covered 1% of Latin America’s overall current 
account deficit in 1981 and 2% of the deficit 
recorded in 1982, when the adjustment had of 
necessity already begun in most of the countries 
of the region (see table 2 ).

During 1983, twelve countries of the region 
entered into adjustment agreements with the 
Fund and the first long-term adjustment agree­
ments (e f f ) to have been signed since mid-1981 
(except for the one signed by Peru in July 1982) 
were signed (see table 1).̂  Despite the fact that in 
most cases the financing obtained was dose or 
equal to the maximum (150% of annual quota) 
allowed under the regulations in force for Stand­
by and EFF agreements and that disbursements 
were also made under the c f f  and the b s f f , in 
general the intensity of the adjustment process 
radically increased.

Because of the very magnitude of the adjust­
ment experienced by the region in 1983 —the 
current-account deficit was reduced by approx­
imately 80%, the financing granted by the Fund 
appears to be much more generous than it actual­
ly was, when one compares it with the ex post 
deficit (see table 2). While it is true that in some 
countries (Costa Rica and Haiti, for example) the 
adjustment was less stringent in 1983, it is no less 
true that these cases cannot be properly assessed 
without referring to the magnitude of the adjust­
ment they had undergone in previous years. In 
other cases, such as that of Uruguay, where ex

’ The amounts of financing received in relation to quotas 
were as follows: Barbados, 125%; El Salvador, 67%; Guate­
mala, 25%; Haiti, 100%; Honduras, 150%; Panama, 44% and 
Peru, 265%. It should be noted, however, that six of the seven 
countries in question also obtained c f f  loans during that 
period. The dates and amounts (in relation to quotas) of these 
were as follows: Barbados, 10/1982, 51%; El Salvador, 7/ 
1981, 50% and 7/1982, 50%; Guatemala, 11/1981, 100%; 
Haiti, 12/1982, 49%; Honduras, 11/1982, 51%; and Peru, 
7/1982, 78%.

*With the exception mentioned, these were the first k f f  

agreements to be signed in the entire world since 1981.



Table 1
FINANCIAL DATA PERTAINING TO  AGREEMENTS BETWEEN LATIN AMERICAN COUNTRIES AND THE INTERNATIONAL

MONETARY FUND

(In fo rce  at end o f  19 8 3 f

%
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swzH
•fl
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>
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zw

Conditioned financing Non-conditioned financing'’

Date of 
agreement

Duration
(months)

Millions of 
SDRs

In relation to 
IMF quota‘

Millions of
SDRs

In relation to 
IMF quota^

Total financing

In relation to deficit 
on current accounU  ̂
1981 1982 1983

Amount drawn in relation 
to financing'^

On date of 
agreement

Conditioned Total

Stand-by arrangements

Extended F und Facility agreements

To
date

Total

Argentina 24 Jan. 83 15 500 187 520 65 40 72 91 20 41 55
Barbados 1 Oct. 82 20 32 125 13 51 12 31 30 64 91
Costa Rica 20 Dec. 82 12 92 150 16 26 31 58 29 — — 77
Chile 10 Jan. 83 24 500 154 295 91 10 19 39 24 53 65
Ecuador 25 Jul. 83 12 158 157 — — 18 16 29 50 50 50
Guatemala 31 Aug. 83 16 115 150 — — 20 28 34 11 11
Haiti 7 Nov. 83 24 60 174 — — 16 23 19
Honduras 5 Nov. 82 12 77 150 23 45 36 44 48 20 39 46
Panama 24 Jun. 83 18 150 222 59 87 33 29 40 7 33 43
Uruguay 22 Apr. 83 24 378 300 — — 47 89 224 13 13 25

Brazil 6 Jan. 83^ 36 239 425 965 97 17 12 24 9 26 26
Dominica 6 Feb. 81 36 9 295 2 67 21 21 9 26 87
Grenada 24 Aug. 83 36 14 300 — — 22 14 8 8 8
Jamaica 13 Apr. 81 36 478 450 42 38 55 33 14 17 71
Mexico 1 Jan, 83 36 411 425 — 8 40 33*’ 6 6 26
Peru
Dominican

7 Jun. 82 36 650 265 192 78 18 17 22 ~ 23 88

Republic 2 ! Jan. 83 36 371 450 55 66 40 34 39 12 21 35

Source: International Monetary Fund, Weekly Bulletin, several issues; and eclac, on the basis of official information,
“Includes agreements in force as at 1 December 1983,
'^Includes financing from Compensatory Financing Facility as o f dates of agreements (Stand-by and Extended Fund Facility) mentioned. Howev er, also 

included is s d r  499 million obtained by Brazil from that Facility in December 1982 and s d r  12.6 million obtained by the Dominican Republic from the Buffer 
Stock Financing Facility (August 1983).

^Percentage,
** Average annual flow (without adjustments for suspension of drawings) to average value of s d r  each year for all countries, except Dominica and Jamaica, 

for which actual figures are given.
*This agreement was replaced by the agreement of 24 February 1983, which in turn was replaced by the agreement of 15 September 1983. 
^Surplus,
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an te  th e  level o f  fin a n c in g  p ro vid ed  by th e  F u n d  d efic it, in  th e  fin a l analysis th e  a d ju stm e n t p ro - 
a p p e a rs  to  b e  re la tiv ely  h ig h  in re la tio n  w ith th e  cess p ro cee d ed  q u ite  steadily.

Table 2
NET FINANCING OBTAINED BY LATIN AMERICAN COUNTRIES FROM THE INTERNATIONAL MONETARY 

FUND AND BALANCES ON THEIR CAPITAL ACCOUNTS. 1981-1983

Net financing 

Millions of SDRs

from the Fund
As a percentage of 

deficit on 
current account

Percentage variation 
of balance on 

capital account
1981 1982 1983 1981 1982 1983 1981 1982 1983

Argentina — — 1 121 — _ _ 63 -3 0 19 5
Bahamas — — — — 108 -4 3
Barbados - 2 21 14 — 59 317 -51
Belize — — 4 — —

Bolivia - 2 17 11 -1 15 6 1 580 -5 2
Brazil — 1 339 — 19 32 -1 0 -4 4
Colombia — — — — — — 37 -2 9
Costa Rica 44 - 4 83 12 - 2 22 -5 2 - 7 - 9
Chile -5 5 -3 6 519 -1 - 2 51 48 -7 9 -5 7
Dominica 5 3 1 21 21 -3 9 -6 3
Ecuador _ _ — 79 — — 8 -3 0 13 -3 4
El Salvador 32 60 16 14 29 7 393 -2 2 100
Grenada 5 -1 1 24 - 3 43 45
Guatemala 96 —■ 13 19 — 5 h 28 -2 3
Guyana 11 4 - 3 4 3 - 2 332 5 - 6
Haiti 18 11 24 6 9 14 50 -4 2 65
Honduras 34 62 46 8 27 22 - 2 -1 8 - 2
Jamaica 161 124 81 55 333 -4 2 508
Mexico — — 903 — 26 69 -9 8 A

Nicaragua -1 7 - 4 - 4 - 3 -1 - I 71 -6 0 89
Panama 62 - 4 88 15 -1 25 13 24 -2 9
Paraguay — — — — — — - 3 -2 2 -5 4
Peru -3 9 256 95 3 15 8 57 54 -2 2
Dominican Republic -1 8 44 174 - 5 11 22 -3 6 -31 9
Saint Lucia 3 - 2 — 4 - 3 — 17 4
Suriname — — — — — — -1 6 -8 6

Trinidad and Tobago _ _ — — — _ 36 -2 0 A

Uruguay — 87 83 — 41 99 'A A A

Venezuela — _ _ — — — — -31 ii a

Subtotal 471 689 4 695 19 19 29‘‘ 50"' ‘ 6 - 9 - 4 3 “ "
Toto/K 338 638 4 688 I 2 58^ 44 -5 6 -7 5 “

Source', International Monetary International Financial Statistics, Vol. xxxvii, No, 1, January 1984, and Kt:i,AC, on the basis 
of official information.

“Deficit,
‘’Changed from deficit to surplus.
‘̂ Countries which obtained Fund financing.
‘‘Not including Mexico.
‘̂ N̂ot including Barbados, Dominica, Grenada or Jamaica.
‘Including Mexico.
**AS1 countries.
‘’Not including Bahamas, Barbados, Dominica, Grenada or Jamaica.



O RTH O D O X ADJUSTM EN T PROGRAMMES IN LATIN AMERICA... / Richard Lynn Ground 53

It is germane to ask why the Fund’s response 
to the most serious economic crisis since the 
1930s was so limited. In effect, could it be that 
only 1 % to 2% of the current-account deficit 
incurred by Latin America in 1981 and 1982 was 
the result of temporary external factors? Can 
almost all this deficit be attributed to a dispro­
portionate growth of domestic expenditure, to 
permanent deterioration of the terms of trade or 
to an irreversible rise in international interest 
rates? Moreover, how can it be said for sure that 
the deterioration in the terms of trade or the rise 
in interest rates will be permanent? And even if 
the deficit were attributable to those factors, what 
sense would there be in requiring countries to 
make adjustments immediately, as was in fact the 
case? There is no question that the magnitude of 
the Fund’s response to the crisis in the region as a 
whole was closely related to the slow pace at 
which adjustment agreements were arranged. 
Nevertheless, also at issue is whether the amount 
of financing provided by the Fund once an 
agreement is signed is comparable to tbe magni­
tude of the deficit that is attributable to tempo­
rary external factors.

As regards the slowness of the Fund’s re­
sponse to the crisis, there is no denying that a 
country must be willing to resort to the Fund in 
order for it to be able to grant resources and that 
there was a more or less pronounced reluctance 
on the part of many countries to resort to the 
Fund. Nevertheless, it should also be remem­
bered that the fact that a government wishes to 
negotiate an agreement with the Fund does not 
mean that such an agreement will be signed ex­
peditiously or even that it will be signed at all: in 
practice, negotiations tend to be very prolonged 
and complicated. It is more to the point, then, to 
find out whether the reluctance of many coun­
tries to resort to the Fund and the delays in sign­
ing agreements reflect shortsightedness on the 
part of governments or deficiencies in the Fund’s 
approach.

As a general rule, governments are reluctant 
to take decisions that entail political costs over the 
short-term or during the term of its mandate. 
Also, they often act as if they thought they mij^t 
be able to avoid costs that are actually inevitable. 
However, many observers have argued, in dif­
ferent media and fora, that the main reason 
why negotiations on adjustment agreements

usually take so long is that the Fund’s policies are 
excessively strict.® And since it can be shown that 
the Fund’s adjustment programmes do have se­
rious defects, governments’ reluctance to follow 
its formula word for word is well-founded as long 
as they have other options. One of the main pur­
poses of this article is to show that this is the case; 
at this point, however, what we wish to stress is 
that, according to several experts, the Fund de­
cided to toughen its policies just at the time when 
the current economic crisis broke out.*®

Thus, at a recent conference on Fund poli­
cies, it was stated that around the middle of 1981, 
this institution had made the conditions for 
obtaining financing from it much more strin­
gent.

®See for example. United Nations, “Balance of pay­
ments adjustment process in developing countries", New 
York, U N D P / U N C T A D  Project int/75/0 15, January 1979; The 
South-North Conference on the International Monetary Sys­
tem and the New International Order, held at Dar-es-Salaam, 
Tanzania, from 30 June to 3 July 1980, the papers of which 
were published in Devel(^men( Dialogue, 1980:2; Sidney Dell, 
“El Fondo Monetario Internactonal y el principio de con- 
dicionalidad”. Revista de la c e p a l , No. 13 (April 1981); and 
Dragoslav Avramovic, “The role of the International Mone­
tary Fund: the disputes, the qualifications and the future”, 
paper presented at the North-South Round Table, Tokyo, 
1982, and also published in John Williamson, ed., /m e  Con­
ditionality, op. cit.

'^See John Williamson (ed.), ¡m e  Conditionality, Washing­
ton, D.C., Institute for International Economics, 1983, parti­
cularly the article by John Williamson himself, “The lending 
policies of the International Monetary Fund”. On this same 
question, a new book, which reached us just as this article was 
going to press, has the following to say: "Around the middle 
of 1981 the experiment with a more relaxed attitude towards 
conditionality was put sharply into reverse, for a number of 
reasons. The effects of the second oil shock and of the anti- 
inflationary policies of the governments of major industrial 
countries combined to induce an unexpectedly sharp de­
terioration in the terms of trade of oil-importing developing 
countries. In consequence their balance-of-payments situa­
tion worsened rapidly and a large proportion of the Stand-by 
and EFF programmes entered into during 1979 and 1980 ran 
into serious difficulties ... In the meantime the Fund had 
begun to experience liquidity problems, with its resources 
inadequate to cope with the emerging scale of the problem. 
Another critical factor was the election in November 1980 of 
the Reagan Administration which —after a time lag— took a 
much harder line in the Fund’s councils and which was able to 
form an effective coalition with other industrial countries, 
such as Germany and the United Kingdom, against the pre­
vious liberalization. Moreover, there had always been unease 
among some of the Fund’s staff about the liberalization ...
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Another observer who shares this interpreta­
tion has also stressed the striking change between 
the proportion of financing that is not con­
ditioned and that which is. This is the main 
reason why, in the view of this author, during 
the first six months of 1982, the net new financ­
ing provided by the Fund was negative “... during 
the worst recession since the 1930s”.*'

The Fund disagrees with the view that con­
ditionality was toughened at the beginning of the 
economic crisis. According to the Managing 
Director of the Fund, “... what has really hap­
pened is not a tightening of conditionality per se,

Anyway, there is no questioning that a reversal occurred. To 
governments negotiating with the Fund in 1982 the message 
was an unwelcome one: more preconditions, including 
greater insistence on exchange rate depreciations; a wider 
range o f policy com mitments written into the pro­
grammes; ... a reduced willingness to grant waivers and mod­
ifications; shorter-leash programmes with less front-end 
loading. In fact, if we return to the various dimensions of 
conditionality, there was apparently a tightening up on 
almost all of them. There was also a shift back towards the 
short-term approach. One-year programmes were restored 
as the normal order of the day, although an attempt was 
made to retain some longer-term thinking by planning on the 
basis of a succession of one-year programmes. The e f f  was 
put firmly on the back burner." See Tony Killick, “The im­
pact of Fund stabilization programmes”, in Tony Killick, ed.. 
The quest fo r  economic sUünUzation (the imf and the Third W/orld) 
(London, Heinemann Educational Books, in association with 
the Overseas Development Institute, 1984), pp. 211 and 212.

“ G.K. Helleiner, “The [mf and Africa in the 1980s”, 
Essays in InternationalFiruince (International Finance Section, 
Department of Economics, Princeton University) No. 152 
(July 1983), Helleiner (p. 13) notes that “reliance on bor­
rowed resources and a policy o f ‘enlarged access’ rather than 
on quota expansion and s d r  allocations generated the result, 
no doubt intentionally, that about 80 per cent of its lending in 
the 1981-1982 period was accompanied by stringent condi­
tions, because countries drawing on the Fund found them­
selves moving rapidly into the upper credit tranches, where 
stiff conditions must be met. By contrast, during 1974-1975, 
the last period of major net lending activity, the i m f  imposed a 
similar degree of conditionality on only one-third of its 
lending”,

Later on (p. 14) he states; “The i m f ’s shift toward the 
imposition of more and tougher conditions upon its lending 
has been accompanied by a hardening of the terms. Interest 
rates charged on i m f  credit have been rising relative to 
market rates, i m f  lending that is financed by borrowing 
rather than by agreed quota expansion must earn interest 
rates adequate to service the i m f ’s resulting debt. The failure 
to increase i m f  quotas rapidly enough to meet demands for 
IMF credit thus implied the imposition of commercial rates of 
interest on its loans."

it is worsening of the external conditions of the 
country in question and the need for more ad­
justments”."̂

All these interpretations show that the Fund 
failed to provide support, or at least timely sup­
port, during the crisis. The question is whether 
the procyclical policy applied by the Fund during 
this economic crisis is justified or not.

In the aforementioned interview, Mr. Laro­
sière implies that the worsening of external con­
ditions (i.e., accounts) was entirely due to an 
irreversible deterioration in the terms of trade 
and to faulty domestic financial policies. This 
argument may be valid for 1979-1980, when the 
second oil shock occurred, but it is not convincing 
for 1981 onwards, inasmuch as it does not take 
into account the fact that a significant part of the 
deterioration in current-account positions from 
that year onwards was brought about by drops 
—presumably temporary— in the prices of thç 
great majority of commodities,*^ by the unpre­
cedented increase in international interest 
rates,*'* and also, in 1982 and 1983, by the con­
siderable reduction of financing from private in­
ternational banks. *̂

'^See “A conversation with Mr, dè Larosière”, Finance 
and Development, Vol, 19, No. 2 (June 1982), p. 5.

'^Indeed, between 1980 and 1981, the average (simple) 
price of the 17 main export products (except petroleum) of 
Latin America fell by 12.3%; between 1981 and 1982, it fell by 
12.2%, In 1983 there was a slight recovery by comparison 
with 1982. Nonetheless, compared with 1980, the 1983 aver­
age price was still somewhat below 80% of the price prevailing 
in 1980. In 1983, the average unit value of exports of the 
non-oil-exporting countries of the region was 18% lower than 
in 1980, having fallen by 7% in 1981,6.7% in 1982 and 5% in 
1983. See e c l a , “Preliminary overview of the Latin American 
economy during 1983” (f7cepai7g.1279) Santiago, Chile, 29 
December 1983, tables 9 and 10,

*^On average, the international interest rate ( u b o r ) for 
six-month dollar deposits was 16.6% in 1981, compared with 
14% in 1980,12.2% in 1979 and 9.2% in 1978. In 1982, it fell 
to 13.5% and in 1983 to 9.5%. See Morgan Guaranty Trust 
Company, World Finaneial Markets, January 1984, table 9.

'^In the absence of specific data on such financing, it 
should be noted that net inflow on Latin America’s capital 
account fell by almost 54% in 1982 and 73% in 1983, after 
having risen by 47% in 1981. In 1983 net capital inflow was 
only 12% of what it had been in 1981 and 17% of what it had 
been in 1980. See e c i .a , “Preliminary overview of the Latin 
American economy during 1983”, op. «>., table 7 ^ndEconom­
ic Survey o f Latin America, 1982, Santiago, Chile, December 
1983 (e/cepal/l.286), table 30.
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Although there was thus an objective basis 
—the lack of financing— for the drastic adjust­
ment which Latin America had to bear, the mag­
nitude of the adjustment seems to have been 
disproportionate considering the origin and 
foreseeable duration of the causes of deteriora­
tion of the region’s external accounts. The ad­
justment does not seem to have been efficient 
either as regards Latin America or as regards the 
international economy. Moreover, if all these ex­
ternal disturbances should turn out to be irre­
versible, sooner or later the countries of the re­
gion would be forced to stop meeting their exter­
nal commitments.

Nevertheless, the timeliness and the quantity 
of financing provided by the Fund cannot be 
assessed without taking into account the per­
formance of the capital account, since the Fund 
itself holds that its role as a catalyst of financing 
from other sources is just as important as or more 
im portant than the financing it directly 
provides.*®

Viewed in this context, the Fund’s action 
appears even less adequate: although the net in­
flow of capital to the countries which obtained 
Fund financing rose by around 6 %, between
1980 and 1981, it fell by 9% and 43% between
1981 and 1982 and between 1982 and 1983.

These figures hardly point to success in the
Fund’s role as a catalyst. Nevertheless, in light of 
the performance of the capital account of coun­
tries that did not resort to the Fund, it could be 
held that the decline in the net inflow of capital to 
countries that did draw resources from it would 
have been even greater, during 1982-1983, had 
Fund support not been forthcoming. Indeed, in 
those two years, the net inflow of capital tp the 
region as a whole fell by 56% and 73%. The 
average variation in the balances of the countries 
that did not resort to the Fund was of course 
much more negative. On the other hand, in 1981 
the opposite was the case: net inflow of capital to 
the region rose by 44%, compared with a 6 % 
increase for countries that resorted to the Fund 
(see table 2 ).

In short, an appraisal of the Fund’s role as a 
catalyst leads to ambiguous conclusions when

'®See again “A conversation with Mr. dè Larosière”, op. 
cit., 1982.

both the above criteria are considered, particu­
larly if global figures are disaggregated.*^

It is not clear, however, whether either one of 
these criteria is the most suitable one. Indeed, 
from both the analytical standpoint and that 
of the Fund’s by-laws, it would appear that 
an efficiency criterion would be the most 
useful and suitable one to use. With this criterion, 
the performance of the Fund, both as regards the 
financing it provides directly and as regards that 
which it promotes indirectly, should be evaluated 
in terms of the magnitude of the current-account 
deficit which is attributable to temporary exter­
nal factors.

It must be recognized, however, that no mat­
ter how inadequate Fund financing might be, 
without it the adjustment might have been much 
more stringent, as Fund representatives are 
prone to remind us.*® Another possibility often 
overlooked by those who advocate this type 
of approach is that had this been the case, many 
countries would have had to choose between eat­
ing or continuing to serve their external debt.

In any event, when viewed in this light, the 
appropriate criterion is not set by past results or 
by future goals established in the adjustment 
agreement itself, nor even by efficiency consid­
erations, but rather by what would have hap­
pened in the absence of Fund financing and in­
vestment programmes.*® This type of evaluation

*’ As is often the case, the figures for one, two or three 
countries strongly affect totals or averages. For example, 
although the net inflow of capital to all countries which drew 
resources from the Fund fell by 43% in 1983, the figure 
would be -18%  if Mexico and Brazil were left out. Likewise, 
while the total capital account deficit of countries that did not 
resort to the Fund in 1983 rose by almost 190%, if Colombia 
and Trinidad and Tobago were left out, the deficit for this 
group would only rise by a little over 17%. (For data on the 
region’s balance of payments for the period 1980-1983, see 
E C L A , “Preliminary overview of the Latin American economy 
during 1983”, op. cit., table 7; and Economic Survey of Latin 
America, 1982, op. cit., table 30, See also International Mone­
tary Fund, International Financial Statistics, Vol. xxxvii. 
No. 1, January 1984.

**See, for example, Manuel Guiti^n, “Economic Man­
agement and International Monetary Fund Conditionality”, 
in Tony KilUck, ed., Adjustment and financing in the developing 
world: the role o f the International Monetary Fund (London, In­
ternational Monetary Fund, in association with the Overseas 
Development Institute, 1982).

'̂̂ Ibid, pp. 99-101.
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— b̂y counter-factual hypothesizing— is very in­
teresting but begs the issue: whether or not the 
Fund is supposed to promote international 
prosperity and stability and, if it is, whether or 
not it is doing so.̂ ^̂  Being as it is an eloquent 
appraisal method, it could also be used as a way of 
dodging responsibility for the disaster that has 
occurred.

The paucity of external financing with re­
spect to the exigencies of the current economic 
crisis seems mostly to reflect the fact that the 
procedure used to set and readjust the countries’ 
quotas in the Fund is not really based on efficien­
cy criteria,'^  ̂ although it may in part be influ­
enced by the Fund’s decision of mid-1981 to 
toughen conditionality. And there is no doubt 
that if behind it all there is an adequate capacity 
or inclination to finance an efficient adjustment 
process, this process will perforce be more strin­
gent than necessary. At the same time, there is a 
risk that recession, such as the present one, will 
he unnecessarily severe. But it must be admitted 
that there is no easy solution to the problem, 
inasmuch as it calls for unusual initiatives such as 
greater disbursements of resources from credi­
tor countries or some kind of joint action on the 
part of debtor countries.^^ Nevertheless, there

*^This matter has been discussed by Sidney Dell, in 
“Stabilization: the Political Economy of Overkill”, in John 
Williamson, ed., op. cit.

' *̂See Helleiner, op. cit., 1983,
is conceivable, however, that more flexible use of the 

front-end loading procedure by the Fund could have helped, 
precisely because of its catalytic effect, to attenuate if not to 
halt the deterioration of external accounts. Although the 
Fund is empowered to follow this procedure in cases of very 
serious imbalances, it has been reluctant to do so, as may be 
seen from the recent experiences of the countries of the 
region (see table 1 and note 10). On the other hand, it is 
doubtful whether more extensive use of the Extended Fund 
Facility, which covers long-term adjustment programmes, 
would have made adjustment any less stringent, since the 
level of financing that could be obtained annually by means of 
the EFF is no greater than could be obtained from an s b a . In 
addition, countries can obtain successive s b a $ or obtain an e f f  

loan following an s b a , or vice versa. s b a > provide no advan­
tage other than that which might be had from knowing fur­
ther in advance the amount of resources that are potentially 
available from the Fund. This could be important, but since 
adjustment policies and conditions for the disbursement of 
funds are renegotiated each year of an e f f  loan, the probabil­
ity of obtaining all the financing originally envisaged is not as 
great as it might seem.

are other significant deficiencies in the Fund’s 
approach that could be remedied at no cost.

B. T h e  d e f ic ie n c ie s  o f  c c ìn d it io n a u  i y
AND OTHER 1X:»MESTIC 
ADJUSTMEN'F POLICIES

1. The rationale and implementation o f the 
Fund’s programme

a) The policy mix 
i) Definitions

It is useful to differentiate the Fund’s adjust­
ment policies into performance criteria, pre­
conditions and policy understandings. '̂^

The main elements of the Fund’s adjustment 
agreements are its so-called performance criteria, 
which not only concern the variables on which 
economic policy must act, within the framework 
of the orthodox paradigm, in order to orient the 
adjustment process but are used as mechanisms 
for following-up on and monitoring progress to­
wards achievement of the macroeconomic tar­
gets established in the agreement, and, as such, 
determine whether or not the Fund’s dis­
bursements are made as originally scheduled. 
This conditionality function may also have a sig­
nificant impact on the level of financing from 
other sources, particularly from private inter­
national banks. When they are met, the perfor­
mance criteria serve as a sort of “seal of approval” 
of the management of domestic economic policy 
that can be used to advantage on the inter­
national financial market. Failure to meet 
performance criteria could limit or even close a 
country’s access to that market.

Performance criteria are established for each 
trimester covered by the adjustment agreement 
and, traditionally, for a particular date during 
that period. Fund financing is also made avail­
able on a quarterly basis, generally in equal

^^See Joseph Gold, “Conditionality”, Pamphlet Series, 
No. 34 (Washington, D.C., International Monetary Fund, 
1979); John Williamson, “The Lending Policies of the Inter­
national Monetary Fund”, in Williamson, op. cit.', William 
H.L. Day, “Domestic Credit and Money Ceilings under 
Alternative Exchange Rate Régimes", im f  Staff Papers, Vol. 
26, No. 3 (September 1979); Manuel Guitian, op. cit., 1981; 
and Russel Kincaid, “What Are Credit Ceilings?”, Finance and 
Development”, Vol. 20, No. 1 (March 1983).
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amounts throughout the programme, and is sub­
ject to full compliance with all the performance 
criteria established in the agreement. Failure to 
meet any of these criteria automatically provides 
sufficient grounds for suspending financing be­
cause, for the Fund, any discrepancy between 
actual results and performance criteria is asignal 
that the adjustment is not being carried out prop­
erly and as agreed —unless evidence is provided 
to the contrary. If  the discrepancy in question 
only represents a minor departure from a quan­
titative performance criterion, the i m p  may waive 
the criterion that has not been satisfied and re­
sume disbursements. Otherwise in order for the 
country to be able to receive further Fund financ­
ing, the original programme will have to be mod­
ified or a new agreement negotiated.

Pre-conditions and policy understanding 
both entail certain obligations as regards the use 
of what might, in general, be called policy tools, 
e.g., the exchange rate, government expenditure 
or interest rates. Nevertheless, pre-conditions 
are different from policy commitments because, 
as the name suggests, they refer to measures that 
must be taken before an adjustment agreement 
officially begins and financing is disbursed. 
Moreover, for obvious reasons, pre-conditions 
usually consist mainly of discreet changes in the 
exchange rate and measures to support it, where­
as policy understandings may relate to any mea­
sure considered necessary or useful to achieve 
the targets set out in the adjustment programme.

It should also be noted that, contrary to the 
case with performance criteria, failure to comply 
with a policy understanding does not entail auto­
matic interruption of disbursements of Fund 
financing. Nevertheless, these understandings 
are included within the concept of conditionality 
which governs use of Fund resources; non- 
compliance could eventually affect a country’s 
access to Fund financing.

To understand the rationale —or lack of 
rationale— underlying the types of policies 
which the Fund employs in its adjustment pro­
grammes, one has to know more about the mac­
roeconomic model it uses. A preliminary analysis 
will enable us to distinguish between policy mea­
sures which work through monetary variables 
and those which work through prices. In general 
such a dichotomy also obtains with respect to 
those variables that are chosen as performance

criteria and those that do not automatically con­
dition the disbursement of Fund resources.

ii) Theoretical underpinnings

—The means of payment (the monetary approach 
to the balance of payments) As in the case of a 
dosed economy, the monetarist approach to eco­
nomic policy in an open economy begins by 
assuming a stable demand function for real 
monetary balances.' '̂’ However, contrary to the 
case of a dosed economy, in which the authority 
is able to control the stock of money —which 
means that management of economic policy is 
reduced, essentially, to determining the trend of 
demand for money and the assets of which it is 
constituted—, in an open economy with a fixed 
exchange rate, the monetary authority cannot 
control either the stock or flow of money. Fhe 
only thing it can control is the component which 
originates from domestic sources, i.e., net 
domestic assets (which consist mainly but not ex­
clusively of net domestic credit).

If  the exchange rate were absolutely flexible, 
the case of an open economy would be similar, in 
principle, to that of a dosed economy as far as the 
possibility of managing the money stock is con-

“̂*For a discussion of the monetarist approach to the 
balance of payments, see Robert Triffin, “Esbozo general de 
un análisis de las series estadísticas monetarias de América 
Latina sobre bases uniformes y comparables”, in Banco de 
México, Memoria: Primera Reunión de Técnicos sobre Problemas 
de Banca Central del Continente Americano (Mexico, 1946); |,J. 
Polak, “Monetary Analysis of Income Formation and Pay­
ments Problems”, imp Staff Papers, Vol. 6 (November 1957); 
Harry G. Johnson, “The Monetary Approach to Balance of 
Payments Theory ”,yourHíí( o f Financial and Quantitative Analy- 
its, Vol. VII (1972); Manuel Guitián, “Credit versus Money as 
an Instrument of Control”, imp Staff Papers, Vol. 29, Novem­
ber 1973. See also Jacob A. Frenkel and Harry G. Johnson, 
ed.. The Monetary Approach to the Balance o f Payments (London, 
George Allen Unwin Ltd., 1976); International Monetary 
Fund, The Monetary Approach to the Balance o f Payments: a 
compilation of studies prepared by Fund staff members, Washing­
ton, D.C., 1977; Jacob A. Frenkel and Harry G. Johnson, ed., 
The Economics o f Exchange Rates (Reading, Mass., Addison 
Wesley Publishing Co., 1978); and Manuel Guitián, op. cit., 
1982.

■̂‘’It also assumes stable functions for the non-banking 
public’s demand for cash (in relation to the demand for 
money in the form of bank deposits) and for banks’ demand 
for reserves (in relation to their investments); in other words, 
it also tends to assume a stable function for the monetary 
multiplier.
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cerned. Indeed, an excessive supply of means of 
payment with respect to demand for real mone­
tary balances is eliminated through a rise in the 
price level, including the price of foreign ex­
change, i.e., the exchange rate. However —and 
this is very important— as long as the authorities 
allow concern for exchange rate stability to con­
dition their other policies, the money stock be­
comes endogenous. In other words, if in practice 
the authority is not prepared to allow the ex­
change rate to freely fluctuate, it will not be able 
to determine the stock of means of payment 
either.

As regards net domestic assets, the difference 
between an open economy with a fixed exchange 
rate and others is determined by the fact that in 
an open economy in which the exchange rate is 
not entirely flexible, the non-fmancial sector can 
bring its nominal money holdings in line with its 
demand for money by means of its transactions 
with the rest of the world. When faced with a 
surplus of money, the non-bank public can adjust 
its holdings to the desired level by “exporting” 
the surplus to the rest of the world; and in the 
opposite case, it can “import” what it needs from 
abroad. In other words, the public can reconcile 
its nominal holdings of money with its demand 
for means of payment by producing a deficit 
(reducing the supply of net external assets and 
hence of money) or a surplus (increasing the 
supply of net external assets and of money) in the 
balance of payments.

Thus, in an economy with a fixed exchange 
rate, the authorities will find their efforts to con­
trol the money supply frustrated to the extent 
that their target does not coincide with the 
quantity of money which the public is willing to 
hold. Moreover, the existence of equilibrium be­
tween the supply of and demand for money does 
not guarantee a parallel equilibrium in the bal­

ance of payments (this being understood as the 
balance which the authority considers sustain­
able and desirable) since, in principle, equilib­
rium in the monetary market is compatible with 
any composition of net external assets and net 
domestic assets. This being the case, the author­
ities would only be able to meet their overall 
external-accounts target by bringing the creation 
of net domestic assets in line with that target, on 
the one hand, and with the demand for money, 
on the other. In other words, in order to satisfy 
simultaneously the public’s demand for real 
monetary balances and their overall goal for the 
balance of payments —their demand for net ex­
ternal assets— the authorities must adjust the 
supply of domestic assets. Moreover, because 
management of this financial variable is the key 
to the achievement of simultaneous equilibria in 
the monetary and the external markets, it is of 
necessity also crucial to the attainment of equilib­
rium in the market for goods and services, given 
the initial assumption of a stable demand func­
tion for real monetary balances.

These results point dearly to one perfor­
mance criterion: the management of net domes­
tic assets (of net domestic credit).

As regards domestic and external financing o f  the 
public just as equilibrium in the money mar­
ket can be achieved with any combination of net 
external and domestic assets, the global balance- 
of-payments target can be achieved with any 
number of combinations of current-account and 
capital-account balances and the residual expan­
sion of net domestic assets can arise from dif­
ferent allocations as between the public and the 
private sectors. As a general rule, therefore, 
programming the supply of net domestic assets 
will not by itself suffice to achieve a sustainable 
balance-of-payments position or to promote 
growth and efficiency of investment; to achieve 
these objectives, the management of net domes-

should be noted that in order for equivalence to 
obtain between the loss (or accumulation) of international 
reserves and the reduction (or increase) of means of pay­
ment, the overall payments balance must reflect the position 
of the entire banking system, or the monetary multiplier must 
equal one. Nevertheless, a constant monetary multiplier 
would be sufficient to validate the substantive results of the 
approach. It is also assumed that the monetary authority 
cannot permanently compensate for (“sterilize”) the mone­
tary impact of external transactions.

^^When equilibria are achieved in N -1 markets, they are 
insured on all markets (here N = 3). However, general equilib­
ria of flows do not necessarily imply equilibria of stocks (in 
this case, money and net international reserves) in each 
period, unless stock equilibria are initially obtained. More­
over, inclusion of a securities market would strengthen the 
results of the model, inasmuch as it would make it possible to 
take into account the links between credit, interest rates and 
the balance of payments (see Manuel Guiti^n, op. at,, 1973).
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tic assets would have to go hand-in-hand with 
measures designed to affect the composition of 
the balance-of-payments and the sectoral dis­
tribution of credit.

T he idea o f a sustainable balance-of- 
payments position has to do with how much of 
the current-account deficit can be financed over 
the long-term and, consequently, with the econ­
omy’s capacity to absorb (spend) available re­
sources (real and financial, domestic and exter­
nal) productively. Since the counterpart of a cur­
rent-account deficit is, broadly speaking capital 
imports, the achievement of a sustainable exter­
nal accounts position entails limiting external in­
debtedness so as to bring it in line with said capac­
ity. For reasons which are not obvious from this 
analytical point of view, however, the Fund only 
recommends a restriction of the external indebt­
edness of the public sector.^  ̂This policy consti­
tutes another performance criterion.

In order to protect the level of activity and 
the growth of production capacity at a time when 
restrictions are being placed on the supply of 
domestic credit and on external indebtedness, it 
is necessary to implement measures to channel 
available credit towards the financing of invest­
ment, including working capital (instead of to­
wards consumption) and, in particular, towards 
more productive investment. For reasons that 
possibly have to do with its praxis, the Fund has 
pursued these objectives by specifically restrict­
ing bank financing of public-sector expendi­
tures.^  ̂This policy is also used as a performance 
criterion.

As regards the public-sector deficit, ceilings on 
the public sector’s external and domestic in­
debtedness with banks entail a corresponding 
restriction on its magnitude, the degree of which 
varies according to the level of development of 
the domestic capital market. In the extreme 
— b̂ut not necessarily unusual— event that there

'^^^State-guaranteed private external indebtedness is 
sometimes included as well.

^^Although the Central Bank cannot control its net 
domestic assets unless it is able to limit its public-sector financ­
ing, the issue here is the creation and allocation of credit by 
the entire financial system. This predisposition against the 
public sector is apparently based on the premise that when 
credit is scarce, the State always is able to outcompete the 
private sector for it.

should be no organized market for financial 
assets outside the banking system, this restriction 
is, in principle, rigorous, since deficit spending 
and the creation of money are one and the same. 
Otherwise, these restrictions do not strictly limit 
the public-sector deficit. Nevertheless, as is the 
case when there is no capital market, there is a 
limitation on the creation of credit and the public 
sector augments its absorption of bank resources, 
the expansion of deficit spending beyond these 
restrictions implies that the total amount of 
monetary resources available for financing pri­
vate sector expenditure must be reduced pari 
passu. Therefore, when there is a domestic capital 
market it would be germane to accompany res­
trictions on credit with a performance criterion 
relating to the magnitude of the public-sector 
deficit.

These considerations emphasize the link that 
may exist between the public-sector deficit and 
the creation of money, on the one hand, and 
between the public-sector deficit and private in­
vestment, on the other, and hence the role that 
deficit spending can play in generating external 
and domestic disequilibria. It has been suggested 
that this approach might be considered a ‘‘fiscal” 
rather than a “monetary” one. In any event, 
when there is no capital market or when it is only 
beginning to develop, restricting the growth of 
the means of payment to a rate compatible with 
financial equilibrium will necessarily mean re­
ducing the public-sector deficit.

As regards net external assets, the purpose of 
restricting the expansion of net domestic assets 
as well as o f limiting domestic and external 
financing of public-sector expenditures is to ad­
just the balance of payments to a target that is 
considered viable. Consequently, if these per­
formance criteria are met, it should be possible to 
achieve the external-accounts target, provided 
the assumptions and parameters of the model 
are valid. Nonetheless, this target is also included 
as a performance criterion in the Fund’s adjust­
ment programmes.

In summary, the monetarist nature of the 
paradigm largely explains how most of the per­
formance criteria are chosen. From its neoclassi­
cal background (the belief that international effi­
ciency and prosperity are maximized in markets 
that are free of such interferences as controls pn 
capital flows, tariffs or quotas) issues another
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criterion, the only one that is not oi a quantitative 
nature, i.e., that no new obstacles to the interna­
tional flow of goods, services and capital must be 
introduced. The remaining criterion, i.e., that 
arrears in payment must be eliminated, is also 
related to it.

Performance criteria for almost all adjust­
ment programmes include restrictions on the fol­
lowing; 1 ) net domestic assets (domestic credit, 
plus certain minor assets, minus bank deposits of 
the government and other secondary liabilities); 
2 ) net domestic credit to the non-fmancial public 
sector (domestic credit to the State, minus bank 
deposits of the government); 3) external indebt­
edness of the public sector; 4) net external assets 
(gross international reserves minus short-term 
external indebtedness), and 5) the introduction 
of new measures restricting external trade, 
remittances of factor service payments, or capital 
flows. In some cases, the following may also be 
included: 6 ) elimination of arrears in external 
payments and 7) restriction of the magnitude of 
the deficit of the non-fmancial public sector.

Criteria relating to the financial sector could 
in principle apply to the Central Bank or to the 
entire banking system, depending on which is 
more stable, the monetary multiplier or the pub­
lic’s demand for m o n e y .T h e  criterion relating 
to the overall deficit of the non-fmancial public 
sector can be eliminated when there is no capital

is known, the monetary multiplier is derived from 
the public’s preferences regarding the distribution of its 
money holdings between cash and bank deposits, those of the 
commercial banks as regards the relationship between their 
reserves and their liabilities, and the reserve requirements 
established by the monetary authority; in other words, its 
value depends on the demand for the monetary base (cash 
outside banks plus bank reserves). If the demand for the 
monetary base were unstable, restricting the net domestic 
assets o f the Central Bank could hinder the achievement of 
any target for net external assets, regardless of whether it 
applies to the Central Bank or to the banking system, since 
the financial sector is able, through its transactions with the 
rest of the world, to bring its nominal money holdings in line 
with its demand for means of payment. In this case, in order 
to achieve the balance-of-payments target, the monetary au­
thority must in fact compensate for the fluctuation of the 
monetary multiplier by varying its stock of net domestic 
assets. On the other hand, if the demand for money were 
unstable, the achievement of any balance-of-payments target, 
would involve the adjustment of the entire banking system's 
stock of net domestic assets.

market outside the banking system and the one 
relating to external indebtedness can be ex­
tended to State-guaranteed private indebtedness 
if it is held that the State’s total obligations are 
excessive. Finally, the criterion relating to pay­
ment arrears is obviously only applicable in cer­
tain cases.

The criteria relating to monetary aggregates 
are established as minimum (net external assets) 
or maximum (net domestic assets and net dome.s- 
tic credit to the public sector) levels for a given 
day in each quarter during the life of the agree­
ment. The criterion relating to the total deficit of 
the non-fmancial public sector is usually set on an 
annual basis, while the one relating to external 
indebtedness of the public sector usually in­
volves loans for terms of less than ten years, espe­
cially loans for terms of less than five years (ex­
cept short-term supplier loans).

—Prices. The other major policies which the 
Fund employs in its adjustment programmes 
have to do with prices; however, these are not 
applied as performance criteria. Of the measures 
which are usually required as pre-conditions or 
policy understanding, the ones that are crucial to 
the achievement of external and internal balance 
are those pertaining to public finance, the ex­
change rate, salaries and wages and interest 
rates. We shall now discuss the latter three.

As regards the exchange rate,  ̂‘ if it is fixed, an 
excessive supply of money will lead to a deficit in 
the global balance of payments. It is evident,

’’ ’See Sidney S. Alexander, “Effects of a devaluation 
on a trade balance”, i m f  Staff Papers, Vol, 2 (April 19.52); S.C. 
Tsiang, “The role of money in trade-balance stability: syn­
thesis of the elasticity and absorption approach”, American 
Economic Review, September 1961; Manuel Gulti^n, “The 
effects of changes in the exchange rate on output, prices and 
the balance of payments”, youm«/ of International Economics, 
Vol. 6, No. 1 (February 1976); Carl P. Blackwell, “Reflections 
on the monetary approach to the balance of payments”, pa­
per presented at the Third Conference of Central Banks of 
the Pacific Basin on Econometric Models, Wellington, New 
Zealand, 8-11 November 1977; Harry G. Johnson, “Money, 
balance of payments theory and the international monetary 
problem", Essays in International Finance (Princeton, Princeton 
University, Department of Economics, 1977, No. 124, 
November 1977); Jacob A. Frenkel and Harry G. Johnson, 
op. cit., 1972; John F.O. Bilson, “Recent developments in 
monetary models of open economies”, i m f  Staff Papers, Vol, 
26, No. 2 (June 1979); Joanne Salop and Eric Spitaller, “Why



O RTH O D O X ADJUSTM EN T PROGRAMMES IN LATIN AMERICA... / Richard Lynn Ground 61

however, that this type of disequilibrium can he 
eliminated through transactions with the rest of 
the world only as the monetary authority has or is 
able to obtain a sufficient amount of external 
assets and does not hinder the international flow 
of goods, services and capital. If  international 
reserves run out or fall to a level the authority 
considers to be the minimum allowable —or if 
the economy’s capacity for external indebtedness 
becomes exhausted or reaches a level considered 
to be the maximum desirable— an excess supply 
of money will have to be eliminated by reducing 
the stock of net domestic assets and/or by a rise in 
prices, including the exchange rate.

In such circumstances, the question arises 
whether it is advisable to choose between one 
policy or the other in order to orient the adjust­
ment process. The Fund’s paradigm allows for 
the possibility of its being necessary to act directly 
on the exchange rate instead of depending solely 
on reducing the stock of domestically supplied 
means of payment, in order to achieve adjust­
ment without causing undue production and em­
ployment losses. One justification might be based 
on rigidities that render domestic price declines 
uncertain, irregular and slow or capital flows 
perverse or inelastic. Another might be that 
domestic markets for goods and assets were ad­
justing at different speeds. A devaluation might 
also be justified, from the orthodox point of view 
for purely pragmatic or strategic reasons, since a 
modification of the exchange rate is an alterna­
tive to the use of discretionary measures, such as 
tariffs, quotas or controls on capital movement, 
to offset excess demand. However, if there are 
rigidities in the economy’s real prices a devalua­
tion can achieve no more than a monetary defla­
tion.

In any event, it should be noted that within 
the framework of the monetarist paradigm, an

does the current account matter?”, i m f  Staff Papers, Vol. 27 
(March 1980); Ronald I. McKinnon, “The exchange rate and 
macroeconomic policy: changing postwar perceptions”,/£iur- 
nal o f Economic Literature, Vol, xix, No. 2 (June 1981), and the 
Report of the Conference on Exchange Rate Régimes and 
Policy Interdependence (sponsored by the International 
Monetary Fund and the National Bureau of Economic Re­
search, Washington, D.C., 31 August 1982), in i m f  Staff Pa­
pers, Vol. 30, No. 1 (March 1983); in particular, see William 
H. Branson, “Economic structure and policy for external 
balance”.

external imbalance can only persist while, and to 
the extent that the supply of means of payment 
outstrips the demand for real monetary balances, 
regardless of what the initial causes of the malad­
justment may have been. Consequently, the op­
tion is not between devaluation or deflation, but 
rather between a modification of the exchange 
rate and the degree to which monetary and fiscal 
policies are to be restrictive.

Let us assume that an excessive creation of 
domestic credit has led to a situation in which it is 
necessary to reverse, at least partially, the loss of 
international reserves. Let us assume, moreover, 
that the demand for real monetary balances has 
at the same time stopped growing—perhaps be­
cause of this same external restriction.

If the exchange rate is not adjusted it will be 
necessary to create a shortage of means of pay­
ment to achieve the balance-of-payments sur­
plus, and this implies that the absolute stock of 
net domestic assets must be reduced. Doing this 
to reach an acceptable level of net external assets 
means, in turn, slashing the stock of net domestic 
credit outstanding to the private sector and/or 
achieving a public-sector budget surplus.

On the other hand, devaluation by trans­
forming the value of the stock of net domestic 
assets into one that is compatible with the de­
mand lor real monetary balances, would “vali­
date” the past expansion of the stock of domes­
tically supplied money. In other words, by in­
creasing the domestic price level, devaluation 
creates an excess demand for money and thereby 
makes it possible to achieve the desired balance- 
of-payments surplus without having to diminish 
the stock of net domestic assets and, thus, without 
having to reduce the indebtedness of the private 
sector or achieve a surplus in the public sector’s 
budget,'̂ *“̂ what is needed is monetary and fiscal 
policies that will check the domestic creation of 
money. Otherwise the excess demand for real 
balances will be decreased, both directly and in­
directly.

‘̂ T̂o the extent that a devaluation leads to a rise in the 
price level, it has the side-effect of reducing the real value of 
non-readjustable financial assets such as the money stock. 11 
the demand for money is a demand for real monetary bal­
ances, when the level of prices goes up there will be an excess 
demand for money given the existing stock, unless the public
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When there are rigidities in the economy 
that make it impossible to offset a drop in the 
means of payment with an immediate deflation 
of the domestic level of prices or surplus in the 
overall balance of payments, domestic expendi­
ture and hence the level of domestic activity must 
fall, to restore balance in the monetary market, 
i.e., to eliminate the shortage of means of 
payment.' '̂  ̂ Moreover, considering the potential 
output trend, unrecoverable output losses will be 
sustained so long as and to the extent that the 
reduction of the money stock is not entirely offset 
by adjustments in relative domestic prices and/or 
the overall balance of transactions with the rest of 
the world.

If at the same time the rigidities are uneven 
as between the different markets, so that adjust­
ment processes are more speedy and uniform in 
the assets market than in the markets for factors 
and goods and services, the brunt of the balance- 
of-payments adjustment will fall on the capital 
account. Thus, an adjustment policy that de­
pends exclusively on monetary deflation will not, 
under such circumstances, be sufficient in and of 
itself to ensure a sustainable balance-of- 
payments position, even if it were capable of 
achieving the desired improvement without 
causing upheavals in domestic production. In 
such circumstances the authority would have to 
use an instrument that would have a more direct 
effect on relative prices, i.e., the exchange rate.

Finally, the prevalence in the economy of 
expectations contrary to those required for an 
efficient adjustment via monetary deflation

expects this increase to persist, that is, to turn into intlation (in 
which case the demand for money may even drop). An excess 
demand for money can only be eliminated, in the context of 
this approach, by means of an increase in the interest rate, a 
decrease in income, an increase in expected inflation or an 
increase in the supply of means of payment. The simul­
taneous existence of a restrictive monetary policy suggests 
that any increase in the supply of money would have to come 
from foreign sources—from balance-of-payments surplus— 
and this is in fact the aim.

'^'There may also be rigidities that make it impossible to 
immediately implement a monetary deflation. Also, if there is 
no change in relative domestic prices the reduction of domes­
tic expenditure will have a disproportionate effect on the 
domestic product, unless the marginal propensity to import is 
greater than 1/2.

would suffice to frustrate it. For example, if a 
devaluation is expected, interest rates might have 
to reach levels that, as far as the evolution of eco­
nomic activity is concerned, would be intolerably 
high before the shortage of money could be 
eliminated.

On the other hand, an exchange rate hike, in 
addition to being implementable instanta­
neously, produces a pervasive modification of 
relative domestic prices, unless some real prices, 
either for goods, factors or assets, are so rigid 
that they absolutely cannot be brought down. In 
the absence of such rigidity, devaluation would 
be preferable to monetary deflation as far as the 
effect on the stability of the product and employ­
ment and the viability of the balance of payments 
are concerned even if some nominal prices were 
resistant to decline. When and to the extent that 
domestic expenditure on imports and exportable 
goods is diverted to non-tradeable goods and to 
import substitutes and the factors of production 
are re-allocated from the sectors producing non- 
tradeables to those producing tradeable goods, a 
real devaluation compensates for the excess de­
mand for real balances to which it gives rise. It 
thus reduces the extent of the depression of out­
put below the actual or the potential level of 
production needed to restore money market 
equilibrium.

If a modification of the real exchange rate 
were not sufficient to improve the current 
account, it would not matter, for the attainment 
of external equilibrium, whether the nominal ex­
change were raised or the domestic price level 
were lowered. If  the economy has rigidities that 
make a real devaluation impossible, then there 
would be no advantage to choosing devaluation 
over monetary deflation. Moreover, under such 
circumstances, devaluation would be equivalent 
to monetary deflation, since in either case adjust­
ment would be promoted solely through the 
creation of a shortage of money. That is why an 
exchange modification is usually accompanied 
by measures that exercise a more direct impact 
on other relative prices.

Finally, expectations can also frustrate a de­
valuation and make it highly recessive. But these 
expectations should influence the timing and the 
magnitude of a rise in the exchange rate rather 
than the choice between devaluation and mone­
tary deflation.
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As regards salaries and wages, t h e  adjust­
ment of the economy to a lower current-account 
deficit, implies that real salaries and wages must 
be affected to the extent that they determine the 
real exchange rate and domestic expenditure, 
for otherwise domestic production will be de­
pressed beneath its potential and/or the growth 
rate of production capacity will be curtailed.

Increasing the real exchange rate, either in 
the framework of a nominal devaluation or in 
that of a monetary deflation, means reducing the 
costs of production with respect to the prices of 
tradeable goods and services. Although this 
condition puts a ceiling on the nominal increase 
wages and salaries may experience after a de­
valuation (or implies a nominal decrease in wages 
and salaries in the absence of devaluation), it 
does not mean that real salaries and wages must 
necessarily fall in order for the real exchange to 
rise.®'*’ In other words, it is conceivable —though 
not likely— that prevailing circumstances would 
be such that it would be feasible to reduce the 
current-account deficit without reducing real

^^See, for example, Rudiger Dornbusch, Open economy 
macroeconomics (New York, Basic Books, Inc, Publishers, 
1980), Part 2; William C. Cline, “Economic stabilization in 
developing countries”, op. cit., and Omotunde Johnson and 
Joanne Salop, “Distributional aspects of stabilization pro­
grammes in developing countries”, imf Staff Papers, March 
1980, and Rudiger Dornbusch, “Comments”, in John Wil­
liamson, ed., iMF Conditionality, op. cit.

^^Let us suppose that in a small economy both the value 
of the product and the value of consumption are made up 
equally of tradeable goods and services and non-tradeable 
goods and services; that salaries and wages represent on 
average 50% of the costs of production in both sectors; that 
no intermediate goods are imported, and that, in general, 
producers of non-tradeables are incapable of exerting any 
lasting influence on prices. In such circumstances, it is easy to 
show that achieving a real devaluation does not entail de­
creasing the real remuneration of the labour force. For exam­
ple, let us assume that the nominal exchange rate rises by 60% 
and, consequently, that the nominal salaries and wages rise 
by 40%, on average. According to the above assumptions, this 
rise will lead to an average increase of 20% in prices of 
non-tradeables. Real salaries and wages will not have fallen, 
because their nomipal increase has f̂uUj offset the variation in
the domestic level o f prices;................ . Nonetheless, the
real exchange rate will have risen by 33.3% (160/120). (Of 
course, during the process o f adjusting expenditure and the 
product to the new relative domestic prices, the prices of 
non-tradeables will again rise.) (This example is similar to the 
one given by Cline, op. cit., p. 181.)

wages and salaries or creating unemployment.' *̂^
In contrast, to be able to reduce domestic 

expenditure with respect to the product without 
Jeopardizing the pace of accumulation, it is usual­
ly essential to cut real salaries and wages, since 
otherwise it would not be possible to increase 
domestic savings; in other words, it would not be 
possible to finance the existing level of invest­
ment expenditure.'^^

To the extent that it were necessary to dimin­
ish real salaries arid wages to avoid depressing 
the level of activity or sacrificing future growth, 
such a reduction would, according to the ortho­
dox approach, be nothing but the consequence 
of excessive real wage growth in the past or of a 
permanent loss of national income.

As regards the interest rate,̂  ̂in an open econ­
omy with a fixed exchange rate, the monetary 
authority is obliged to adjust the stock of net 
domestic assets in order to satisfy simultaneously 
the public’s demand for real balances and its own 
goal for the overall balance of payments. In this 
context, the interest rate becomes endogenous; 
the authority cannot simultaneously control the 
supply of monetary aggregates and the interest 
rate. Moreover, in an economy in which interest- 
bearing domestic and external assets are perfect 
substitutes, the domestic interest rate cannot di­
verge permanently from the one prevailing in 
the international market unless the international 
mobility of capital is imperfect. Also, if the econ­
omy is a small one, its interest rate will not affect 
the international rate.

If  the exchange rate is fixed, the domestic 
interest rate can deviate from the external one to 
the extent that there are expectations of a varia­
tion in the exchange rate. Over the long run.

show bow difficult it is to tuaituain the level of 
activity during an adjustment proces,s, it is sufficient to point 
out that, in order to do this, the entire decrease in domestic 
expenditure would have to fall on imports, whereas the de­
crease in investment would have to fall entirely on the gi owth 
rate of production capacity (and not on its utilization).

’̂ Nevertheless, this restriction would not necessarily 
operate if the marginal propensity to consume out of income 
from profits and rents in the sector producing tradeable 
goods and services were lower than that prevailing in the 
sector producing non-tradeables, or if the efficiency of in­
vestment could be increased.

^®See, for example, William H. Branson, “Economic 
structure and policy for external balance”, op. cit.
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however, the real domestic rate would still reflect 
the real rate on the international market. If  the 
exchange rate is totally flexible, the authority 
can, in principle, choose between managing the 
money supply and controlling the interest rate. 
In this case, however, the need for an adjustment 
would not arise, since the total flexibility of the 
exchange rate implies a balance-of-payments 
position that is always equal to zero. Consequent­
ly, the only case which concerns us for purposes 
of establishing an interest-rate policy relating to 
adjustment is the one in which the exchange rate 
is not entirely flexible.®^

In this context, the policy should be aimed at 
not hindering the spontaneous behaviour of the 
interest rate; otherwise the role it should play in 
achieving adjustment may be undermined. Let 
us assume that the adjustment programme cre­
ates a money shortage, whether through mone­
tary deflation or through devaluation. The coun­
terpart to excess demand on the monetary mar­
ket is excess supply on the markets for goods and 
assets and it is precisely through the resolution of 
these disequilibria that the balance of payments is 
to be improved. In order to restore equilibrium 
on the monetary market, it is necessary to raise 
the interest rate so as to bring about a net inflow 
of external assets. Under such circumstances, the 
establishment of an interest rate lower than that 
required for balance means inverting the process 
of monetary deflation (or exchange devaluation) 
and weakening or eliminating the incentive to 
the net inflow of capital. On the other hand, if a 
rate higher than the market rate is established, 
the level of activity and the growth of production 
capacity will be sacrificed unnecessarily.

iii) Implementation of the Fund’s adjust­
ment programmes in Latin America

As regards the policy mix —performance 
criteria, pre-conditions and policy understand­
ings— erriployed in the imf adjustment pro­
grammes in force in Latin American and Carib­
bean countries at the end of 1983, it should be 
noted that all of them —Stand-by arrangements 
or Extended Fund Facility loans— are almost the

flexible exchange rate could be stabilized, but in that 
case the situation would again be one in which the exchange
rate was fixed or not entirely flexible.

same. As regards performance criteria, there is 
hardly any difference among the 17 adjustment 
programmes except for the fact that when the 
relevant agreements entered into force, some 
countries had accumulated arrears and others 
had not (see table 3).̂ *̂  It is noteworthy that all of 
the programmes establish ceilings on the net 
domestic assets of the Central Bank (and not of 
the overall banking system),"*  ̂ and that none of 
them has a performance criterion relating to the 
deficit of the public sector.

The first similarity is rather surprising, since 
it is difficult to believe that the monetary multi­
plier is more stable than the demand for money 
in every one of those countries. A priori no defi­
nite conclusion can be reached in this respect. 
Empirically, the results are also contradictory.'*^ 
However, such a situation would appear to be the 
only theoretical justification for the fact that this 
same performance criterion is the same in all 17 
adjustment programmes.'*'^

The second similarity is surprising because it 
is in no way obvious that all the countries in 
question lack capital markets outside the banking 
system.'*'* On the contrary, there are considerable

■̂ *̂ Table 3 does not include the performance criterion 
—included in all the agreements— which precludes the ap­
plication of measures that would restrict the international 
trade of goods, services and capital.

'’ 'In  two countries (Brazil and Peru), peribrmancc 
criteria pertaining to monetary aggregates include, in addi­
tion to the Central Bank’s balance, the balances of other State 
banks which act as monetary authorities.

'‘^See William Fellner, “Criteria for useful targeting: 
money versus the base and other variables”. Current Issues in 
the Conduct o f US Monetary Policy, A conference sponsored by the 
American Enterprise Institute for Public Policy Research, 4-,5 
February 1982, Washington D.C., published in Journal of 
Money, Credit and Banking, Vol. xiv, No. 4, part 2 (November 
1982),

^^Actually, there are other alternatives (bank reserves or 
the discount rate, for example) to using the supply of net 
domestic assets as the operational variable for purposes of 
monetary programniing. It has even been shown that there is 
no ideal way to manage the means of payment, i.e., no par­
ticular approach produces the best results in any given dis­
turbance of the monetary market. In the light of these consid­
erations, the aforementioned uniformity appears even more 
questionable. See Ralf C. Bryant, “Federal reserve control of 
the monetary stock”. Current Issues in the Conduct o f U.S. Mone­
tary Policy, op. cit.

'‘“'it  may also be surprising because it is generally be­
lieved that the public-sector deficit is one of the performance 
criteria of the Fund’s programmes.



O RTH O D O X AD JUSTM EN T PROGRAMMES IN LATIN AMERICA... / Rickard Lynn Ground 65

differences among them as regards the volume 
of financial intermediation conducted outside 
banks. This uniform treatment likewise, there­
fore, seems neither to issue unequivocally from 
the theory on which the Fund's adjustment pro­
grammes are based nor to be congruent with the 
objective conditions prevailing in the region. 
Whatever may be the ultimate significance of 
these two apparent anomalies, a question arises 
as to the consistency between the content of the 
Fund’s actual adjustment programmes and its 
underlying theoretical approach.

As far as policy understandings are con­
cerned, the adjustment programmes also show a 
high degree of uniformity (see table 3).̂  ̂This in 
itself is not so significant; what is more important 
is the magnitudes involved, i.e., how much the 
exchange rate had to be raised, to what extent it 
was decided to increase the government’s cur­
rent income, etc. Nonetheless, there are four 
points that should be mentioned. In the first 
place, this section of table 3 is enlightening be­
cause of what it omits. Indeed, whereas salariesi 
and wages and real expenditures of the public 
sector are explicitly or implicitly restricted, and 
other key prices, such as those of public services 
and the exchange rate, are increased in real 
terms, there is no policy whatsoever that is aimed 
at conditioning the level of prices of goods and 
services in the private sector.

This asymmetry could make it difficult to 
obtain the conditions needed so that a restriction 
on the growth of money with respect to prevail­
ing inflation —monetary deflation— may lead to 
a deceleration of inflation and an improvement 
of the external position rather than to a fall in the 
level of activity. If  inflationary expectations are 
guided by past inflation, or, what would be worse 
but even more likely, by real rises in the exchange 
rate, in prices of public services and in taxes, over 
the short term a restriction in the growth of the 
means of payment would depress the domestic 
p rod u ct without checkin g  inflat ion or 
strengthening the balance of payments.'*® In

should be noted that it was not possible to establish 
with any degree of certainty the existence of pre-conditions to 
the agreements considered here.

short, some measure or measures have to be 
taken to bring inflationary expectations in line 
with the restrictions on the remuneration of the 
labour force and the creation of money

On the other hand in the adjustment agree­
ments one notes a certain disaggregation of vari­
ables, a characteristic which was noteworthy for 
its absence in the Fund’s programmes in the past. 
Indeed, these agreements do not dwell exclusive­
ly on the most highly aggregated variables such 
as the public-sector deficit; rather, they include 
measures pertaining to current income, certain 
taxes, current expenditures and capital outlays. 
Some of the programmes provide for increasing 
capital expenditures in real terms and decreasing 
current expenditures (see table 3).

It would be reasonable to think that this 
apparent trend towards more detailed policy 
understandings was the result of a concern for 
the structural aspect (the supply side) of the 
adjustment process. However, there is no evi­
dence, from the available information, that the 
long-term adjustment programmes (kff) provide 
for a more detailed set of measures than the 
short-term adjustment programmes (s b a ). This

would be enough for only one price to be inflexible 
to create conditions in which the product and employment, 
and not only the level of prices and external accounts, would 
fluctuate whenever there was a shock such as monetary defla­
tion. And even if it were possible for all prices to adjust 
immediately, this would not be enough to prevent shocks 
from affecting the level of activity. Indeed, such immunity 
would also require instantaneous adjustments of expendi­
ture, of the factors of production, and of capital movements 
to the new system of relative prices in the necessary directions 
and magnitudes. On the first point, see E. Malinvaud, The 
Theory o f Unemployment Reconsidered (London, 1977); G, 
Muellbaur and R. Portes, "Macroeconomic models with 
quantity rationing”, The Economic Journal, Vol. 88, No. 352 
(December 1978); and William H. Branson, "Economic struc­
ture and policy for external balance”, op. dt. On the second 
aspect, see, for example, Richard Lynn Ground, "El enfoque 
ortodoxo de ajuste: una exposición, una crítica y la bús­
queda de alternativas,” eclac Santiago, Chile, Economic De­
velopment Division, April 1984 (mimeographed).

'‘’ The problem of the inconsistencies of economic poli­
cies in Latin American adjustment programmes is discussed 
by Ramos, op. cit., chapter 6, and by eci,ac, op. cit., 1984. See 
also Jorge Marshall, José Luis Mardones and Isabel Marshall, 
“iMF conditionality: the experiences o f Argentina, Brazil and 
Chile”, in Williamson, op. cit., 1983.



ECONOMIC POLICIES AGREED ON BY THE LATIN AMERICAN COUNTRIES AND THE INTERNATIONAL MONETARY FUND^
(Agreements in force at end o f  1983)

Tabic 3

Performance criteria PoLcy understandings

Country
Net
exter­
nal
assets

Pay­
ments
arrears,

Quarterly
Net Net 
do- do­
mes- mes- 
tic tic 
assets credit

Yearly
Exter­
nal
indebt­
edness

' Ex­
change 

rate

Interest
, * rates salanes

Public-
sector
deficit

Current
income

Current
expen­
ditures

Current
savings

Capital
expen­
ditures

Total
expen­
ditures

Rates
of

public-
sector
enter­
prises

Stand-by arrangements

Argentina Central t Central Public Public + - + - + -- +
Bank Bank sector sector

Barbados Central Central Public na na - -h - + - - +
Bank Bank

Chile Central Central Public Public + '  r - -t- - + - +
Bank Bank sector sector

Costa Rica Central t Central Public Public + — r - + - + - +
Bank Bank sector sector

Ecuador Central Central Public Public -1- — r - + - + - +
Bank Bank sector sector

Guatemala Central 1 Central Public na na r - -1- - + - +
Bank Bank sector

Haiti Central t Central Public na na - + - + -1- - +
Bank Bank sector

Honduras Central Central Public na na r - + - + - -1-
Bank Bank sector

Panama Central Public na ' na - + - - - +
Bank sector

Uruguay Central Central Public Public + - - -t- - + - +
Bank Bank sector seaor

Extended Fund FacUiiy agreem ents
Brazil Central t Central Public Public + - - + - + -

Bank- Bank- sector sector
Banco Banco
Brasil Brasil

Dominica Central Central Public na na - - -i- + - +
Bank Bank sector

Grenada Central Central Public na - - - -t- - - -h
Bank Bank sector

Jamaica Central Central Public na na na - + na na na -

Bank Bank sector
Mexico Central Central Public Public -I- - r - + ■ - + - - +

Bank Bank sector sector
Peru Central Central Public Public -i- - r - + - -1- -y -

Bank- Bank- sector sertor
Banco de Banco de
la Nadbn la Nadbn

Dominican Central t Central PubUc Public r - + _ + -1- —

Republic Bank Bank sector sector

nW
>r
SÖw
)— Im

2.o

Source: eclaC on the basis o f  official information and various national and international sources.
“The following abbreviations are used: (t) total elimination; (na) not available; (+) increase in real terms (—) decrease in real terms; (r) positive in real 
terms.



T A R G E T S  E S T A B L I S H E D  IN  A G R E E M E N T S  B E T W E E N  L A T I N  A M E R IC A N  C O U N T R I E S  A N D T H E  I N T E R N A T I O N A L  M O N E T A R Y  F U N D ’
(Growth rates)

Table 4

U ltim a te
ta rg e ts

C o u n tr y D a te  N e t

o f  e x t e r n a l
a g r e e m e n t  a s se ts

I n f la ­

t io n

In te r m e d ia te  ta rg e ts

Ex-post r e a l  

e x c h a n g e  ra te  
( 1980+ 100)

1981 1982 1983“*

M o n e y

O p e r a t io n a l

ta r g e ts

M o n e -  Ih ib lic

ta ry  e x te r n a l
b a s e  in d e b t­

e d n e s s

P o lic y  in s t r u m e n ts

P u b lic -s e c to r  
d e f lc it  (a s  a  

p e r c e n ta g e  o f  
G D P )8

N e t  d o m e s tic  

c r e d i t  to  th e  
p u b lic  s e a o r

M . 1 9 8 2  1 9 8 3  1 9 8 4  N o m in a l  R ea l^

Stajid-by arrangem ents

A r g e n t in a 2 4  J a n .  8 3 - 2 9 - 2 3 - 1 6 1 4 3 1 8 9 191 1 7 0  4 4  1 1 9 8 .3 1 4 .0 8 .0 5 .0 2 0 9 - 4

B a r b a d o s 1 O c t .  8 2 9 5 8 8 8 5 6 .6 1 .8

C h ile 1 0  J a n .  8 3 - 2 3 ' - 2 9 9 9 1 2 5 1 3 8 - 1 4  - 1 8  - 1 8 9 .4 4 .0 2 .3 10 - 1 0

C o s ta  R ic a 2 0  D e c . 8 2 - 2 - 9 5 - 4 5 1 6 8 1 41 1 2 4 5  —  — 3 .3 9 .5 4 .5 15 - 4 0

E c u a d o r 2 5 J u l .  8 3 - 2 7 - 1 0 9 7 1 0 7 1 1 4 4 1  4 3  4 4 1 0 .0 7 .5 4 .0 2 9 : - 1 8

G u a te m a la 3 1  A u g . 8 3 9 8 1 0 0 1 0 0 5 .0 3 .0

H a iti 7  N o v . 8 3 1 0 3 9 8 4 .8

H o n d u r a s 5  N o v . 8 2 9 9 9 2 8 6
P a n a m a 2 1 J u n .  8 3 1 0 2 1 0 0 9 9
U ru g u a y 2 2  A p r . 8 3 1 0 5 1 2 9 1 7 6 8 .0 3 .0 1 .0

Extended Fund Facility agreem ents
B r a z il

F ir s t  l e t t e r 6  J a n .  8 3 - 6 7 - 4 3 - 2 2 ' j 6 0  6 0  6 3 7 .4 1 6 .9 7 .9 9 8 - 1

S e c o n d  le t te r  2 4  F e b . 8 3 - 6 7 - 4 4 - 2 3 > 9 3 9 5 1 1 8 5 8  5 8  61 7 ,4 1 6 .9 8 .8 1 2 3 9

T h i r d  le t te r 1 5  S e p . 8 3 ... J .......................  61 1 1 .0 1 6 .9 1 5 .2 1 1 8 19

D o m in ic a
G r e n a d a

J a m a i c a i

M e x ic o
P e r u
D o m in ic a n

R e p u b lic

6  F e b , 8 1  
2 4  A u g . 8 3

1 3  A p r .  8 1  .

1 J a n .  8 3

7  J u n .  8 2

2 1  J a n .  8 3

9 6 94 91
1 7 .0 8.5J

17 “ 33 - 5l 13 15 13 11.0 31 18
14 92 97 92 87 14 16 8 10 13

94 137 152 16.5 8.5 5.5
-1 2 -2 2 - 9 91 94 132 57 52 51 . 8.8 4.0 2.0 9 -3 7

101 96 94 4.0 3.0
Source: eclac, on the basis o f  offlcial information and various national and international sources.

’ P r o v is io n a l d a ta  s u b je c t  to  re v is io n .
^ Im p lic it  t a r g e t  f o r  r e d u c t io n  o f  in f la t io n , i .e . ,  th e  im p lic it  t a r g e t  f o r  th e  g ro w th  o f  M j d iv id ed  b y  th e  p r e v a ilin g  r a te  o f  in f la t io n  (v a r ia t io n  in  c o n s u m e r  
p r ic e  in d e x  d u r in g  th e  1 2  p r e c e d in g  m o n th s )  a t  th e  t im e  o f  e n try  in to  f o r c e  o f  th e  a g r e e m e n t  w ith  th e  im p .
'^ Im p lic it d e g r e e  o f  m o n e ta r y  d e f la t io n ,  i .e . ,  th e  im p lic it  ta r g e t  f o r  th e  s to c k  o f  M i  d e f la te d  b y  th e  p r e v a il in g  in f la t io n  ra te .
* T h e  d a ta  f o r  1 9 8 3  r e p r e s e n t  th e  a v e ra g e  f r o m  J a n u a r y  to  S e p te m b e r .
T h e  ta r g e ts  f o r  th e  g r o w t h o f  M i  a n d  Mg a r e  im p lic it .  C a lc u la t io n s  w ere  m a d e  by u s in g  th e  m o n e ta r y  m u lt ip lie r  o b s e r v e d  in  th e  y e a rs  p r e c e d in g  th e  
e n t r y  in to  f o r c e  o f  th e  im p  a g r e e m e n t , a c c o r d in g  to  th e  fo r m u la  m e n tio n e d  in  the te x t .
* In  d i e  c a s e  o f  B r a z i l ,  in c lu d e s  S ta te - g u a r a n te e d  p r iv a te  in d e b te d n e s s .
® T h e  f ig u r e s  f o r  th e  f i r s t  y e a r  r e f le c t  th e  s itu a tio n  p r io r  to  th e  a g r e e m e n t  a n d  th e  fo llo w in g  o n e s  r e f e r  to  ta rg e ts ,  e x c e p t  in  th e  c a s e  o f  P e r u , w h e r e  o n ly  

ta r g e ts  a r e  s h o w n . I n  1 9 8 1 ,  its  d e f ic i t  w as 8 .0 %  o f  gdp,
•‘D e fla te d  b y  t h e  p r e v a il in g  r a t e  o f  in f la t io n  a t  t h e  t im e  o f  e n tr y  in to  f o r c e  o f  th e  a g r e e m e n t .

‘M o r e  th a n  1 0 0 . 
jF ig u r e s  f o r  1 9 8 5 - 1 9 8 6 .
^ A p r il-D c c e m b e r  1 9 8 1 ,  u n le s s  o th e rw is e  in d ic a te d .
• R e fe rs  to  1 9 8 2 ,  u n le s s  o th e rw is e  in d ic a te d .
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is also noteworthy, since one might expect to see 
some difference between short- and long-term 
adjustment programmes, if only because the 
Fund itself has made statements to this effect in 
its documents.'*^

Finally, it should be noted that although re­
duction of the public-sector deficit is not a per­
formance criterion, it figures, as a major policy 
understanding in all the agreements (see table 3).

b) The nature o f the targets

i) Conceptual aspects.
There are two aspects to the selection of 

targets in the formulation of economic policy: 
the selection of variables whose values are to be 
conditioned (i.e., target-variables) and the choice 
of the type of target proper. From the conceptual 
standpoint, target-variables may be divided into 
ultimate, intermediate and operational ones.'*  ̂
Ultimate targets are set for those macroeconomic 
variables, such as the level of activity, employ­
ment, prices and the balance of payments, which 
are or which reflect —in the absence of other 
short-term indicators— the ultimate objectives of 
economic policy, such as well-being and self- 
reliance. Intermediate targets are set for vari­
ables, such as the money supply and the real 
exchange rate, with which the ultimate target- 
variables are most closely associated but which 
the authority cannot control, either directly or 
entirely, within the relevant time span. Oper­
ational target-variables are variables which can 
be used by the authority to influence intermedi­
ate target-variables and, through them, hopeful­
ly influence the ultimate target-variables in the 
direction and to the degree desired. These are 
variables, such as the Central Bank’s stock of net 
domestic assets and the exchange rate, over 
which the authority is able to exercise more direct 
and close —though not necessarily total— con­
trol.

The types of targets themselves may also be 
differentiated according to the degree of control 
they imply on the part of the authority, as fol­
lows: specific, average, ranges and fixed or flexi­
ble. We will come back to this aspect later on in 
the article.

ii) Targets established in the Fund’s 
adjustment programmes in 
Latin America

—Classifkation and calculation o f targets. As a 
general rule, the Fund sets the targets envisaged 
in its adjustment programmes for the last day of 
each quarter of the year following the entry into 
force of the agreement; in other words, it tends 
to use specific short-term targets. This is the na­
ture of the most important targets, i.e., those 
which involve performance criteria.®'  ̂ For the 
sake of simplicity, however, we have calculated 
the targets on a 1 2 -month basis, beginning 
(approximately) on the date of signature of each 
agreement (see table 4).’’* Unless otherwise indi­
cated, targets which are expressed as growth 
rates refer to variations between the date on 
which the agreement in question was signed and 
the end of the following 12-month period. These 
dates appear in the first column of table 4.

The ultimate targets for which we were able 
to obtain data or effect indirectly estimates 
appear in the second and third columns of the 
table; these refer to the overall balance-of- 
payments position —the variation in net external 
assets of  the,monetary  authority— and 
inflation.' '̂  ̂The data for those targets were taken 
from the adjustment agreements; on the other 
hand, targets for inflation were derived from a 
comparison between targets for the growth of 
the supply of money (discussed below) and infla­
tion rates prevailing at the time the agreements 
in question were signed. Targets for inflation

'‘^See Guitiän, op. cit., 1980 and op. cil., 1982.
'‘^See, for example, Benjamin Friedman, “Targets, in­

struments, and indicators of monetary policy”. Journal o f 
Monetary Economics, Vol. 1, No. 2 (October 1975); and Gorden 
H. Sellon Jr . and Ronald L. Teigan, “The choice of short-run 
targets for monetary policy", Federal Reserve Bank o f Kansas 
City Economic Review, April 1981,

*̂*11 should be remembered that these targets are ex­
pressed as ceilings (in the case, for example, of the stock of net 
domestic assets) or floors (in the case, for example, of the 
stock of net external assets).

^*In practice, we took the last target an compared it with 
the actual magnitude of the variable concerned 12 months 
before.

^̂ No data were available for current-account targets or 
—if they existed— for the level of activity.
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show how much the existing rate of inflation 
would have to fall in order to maintain the money 
supply constant in real terms, from the beginning 
to the end of the period considered, given the 
target for that variable. By following the same 
line of reasoning, one can calculate the degree of 
monetary deflation that is implicit in the agree­
ments; this indicates the degree to which there 
would be a real contraction in the programmed 
supply of money if the prevailing rate of inflation 
remained constant. The first figure in column 3 
is the implicit target for inflation and the second 
one is the implicit degree of monetary deflation.

The fourth to the sixth columns of table 4 
show the intermediate target-variables; the rela­
tive price system, represented by the actual trend 
followed by the real rate of exchange, and money 
(Ml and M2 ). The targets for Mi and M2 are 
implicit and were derived from the targets for 
the monetary base and projections of the mone­
tary multipliers.^^ Alternatively, targets could 
have been derived for the net domestic assets of 
the banking system. '̂*

Operational targets are shown in the seventh 
and eighth columns.'“’  ̂ Data for the monetary 
base were obtained directly from the perfor­
mance criteria, i.e., directly from the sum of the 
values of the targets for the stock of net domestic

very simple formula was used to project the mone­
tary multipliers: an average of the average value observed in 
the five years prior to the agreement, of the value observed in 
the year prior to the agreement, and of the value which would 
have resulted if the trend observed between the penultimate 
and the last year prior to the entry into force of the adjust­
ment programme had continued. There does not seem to be 
any reason for believing that this formula is any worse (or 
better) than any other, including those used by the Fund to 
calculate monetary multipliers, but we do not claim to have 
reproduced the calculations made by the Fund. These statis­
tics are presented purely for purposes of illustration.

'’^Indeed, that procedure would more faithfully repre­
sent the Fund’s monetary programming exercises, since the 
monetary aggregates that have to be adjusted in order to 
reconcile the public’s demand for money with the target for 
the balance of payments is the stock of net domestic assets. 
However, our purpose was rather to show the degree of 
restriction that the agreements would imply if all the targets 
for monetary aggregates were met. Hence, the best measure 
to use is the implicit target for money.

‘̂ ^No information was available on targets for the 
nominal exchange rate.

assets and the stock of net external assets of the 
monetary authority.^® The targets for public- 
sector indebtedness were also taken directly from 
the agreements.

The last two columns show the targets for the 
deficit of the non-financial public sector and its 
utilization of bank credit. These have been called 
policy instruments (as they relate to the manage­
ment of the net domestic assets of the monetary 
authority).®^

—The data. With respect to the ultimate 
targets, there are considerable differences in the 
ones concerning the variations in the monetary 
authority’s holdings of net external assets. In­
deed, some of the agreements provide for an 
increase; others propose that this stock be main­
tained constant or almost constant, and still 
others envisage a decrease, sometimes a very 
sharp one (see table 4). From this standpoint, the 
adjustment programmes do not appear to be 
very restrictive. However, such a judgement can­
not be made without reference to the targets for 
the current account and the value of the gross 
domestic product.

With regard to the targets for inflation, as 
might be expected in the orthodox approach to 
adjustment, some degree of monetary deflation 
is implicit in all those agreements for which basic 
information was available, except the second 
year of the Jamaican e f f . In other words, at pre­
vailing inflation rates, the targets for the varia­
tion of M1 assumed (or assume) real reduction in 
the stock of means of payment in all the countries 
in question. The proportion fluctuated between 
5% for Jamaica (in the first year of its e f f ) and 
45% for Costa Rica. It was between 9% and 16% 
for Ecuador, Peru and Argentina, 22% and 23% 
for Brazil and over 29% for Chile. Translated 
into targets for reducing inflation —i.e., inflation 
rates consistent with the maintenance of the

setting targets for both sources of the monetary 
base, the Fund in effect establishes a target for the monetary 
base. However, in the Fund’s scheme, the operational target- 
variable is the monetary authority’s stock of net domestic 
assets. On this question, see note 54.

^̂ It might be more appropriate to treat them as oper­
ational target-variables (linked with the achievement of 
targets for the sectoral allocation of credit and the composi­
tion of domestic expenditure). However, this is a secondary 
question and it is not necessary to go into it here.
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money stock in real terms—, the figures varied 
between -22%  for Peru (from 73% to 57%) and 
over —100% for Chile (from 22% to -14% ). For 
Argentina (from 221% to 170%), Ecuador (from 
57% to 41%), and Jamaica (from 19% to 13% in 
the first year of the agreement), they fluctuated 
between —23% and —33%. For Brazil, the figure 
was —43% (from 105% to 60%) in the first agree­
ment and -44%  (from 104% to 58%) in the 
second; and for Costa Rica, the implicit target for 
reducing inflation was -95%  (from 92% to 5%). 
On the other hand, in the second year of the 
Jamaican agreement, the implicit target for ex­
panding M1 was way over the inflation prevailing 
at the time (see table 4).

Although one observes monetary policies 
that are generally quite restrictive and, in several 
cases, targets that imply drastic reductions in in­
flation, it would appear from the targets for 
monetary aggregates that the inflation the Fund 
is willing to “live with” can be very high. Indeed, 
in one case (Argentina), the implicit target for the 
growth of Ml was 170%. One does not have to be 
a monetarist to recognize that with such a high 
rate of growth of the means of payment, inflation 
has to be very high. At the same time, these 
targets reveal clear differences among adjust­
ment programmes. For example, under the 
programme for Costa Rica, the target for the 
growth of M1 was 5 % while the prevailing rate of 
inflation was 82%; under the programme for 
Peru, the implicit target for Mi was 57% when 
inflation was 72%.

Finally, with respect to this question, it 
should be noted that if inflation were to rise 
instead of falling —and this did happen, for ex­
ample, in Argentina, Brazil and Jamaica— the 
degree of monetary deflation would have inten­
sified concomitantly, with the consequent nega­
tive effect on the level of activity, unless the sup­
ply of money were expanded more than antici­
pated —and this also happened in several of the 
same countries.

On the other hand, to the extent that mone­
tary deflation translates into the intended decel­
eration of inflation, the real value of the money 
stock, and hence the level of activity, is un­
affected. In this regard, it is worth mentioning 
the Costa Rican experience, where inflation de­
celerated markedly in the months following the 
implementation of the adjustment programme.

Also, the extent of monetary deflation would be 
lessened in so far as it were possible for monetary 
growth to exceed the target without accelerating 
inflation. Such was the Chilean experience, 
where Mi rose instead of falling, while inflation 
remained more or less constant.

With regard to the behaviour of the other 
intermediate target, which refers to the system of 
relative prices and is very imperfectly repre­
sented here by the real ex post exchange rate, the 
figures also vary greatly, as might be expected in 
light of the range of objective conditions prevail­
ing in the economies of the countries under con­
siderations. In six of the 15 countries for which 
we were able to calculate it for the period in 
question, the real exchange rate rose; in five, it 
remained more or less constant, and in four, it 
declined. Among the countries in which it was 
relatively stable, in one (Argentina), it had 
already risen sharply in preceding years, and in 
one (Costa Rica) in which it fell, it had also risen 
markedly in preceding years.

In more than half the countries considered, 
the real exchange rate was much higher in 1983 
than it had been in the early 1980s; in some of 
them —especially the larger countries— it was 
very much higher. Nonetheless, it does not seem 
correct to argue, as some do, that through its 
adjustment programmes, the Fund has encour­
aged the region to “force” its exports, i.e., to 
increase them beyond the volume that could be 
absorbed by the international economy without a 
drop in prices. On the other hand, this argument 
cannot be discarded out of hand without know­
ing what the pre-conditions to the agreements 
were. In any event, there has in fact been a 
dramatic readjustment of relative prices in the 
regional economy over the last three years: if we 
add the economies of Argentina (where the ex­
change rate rose by 91%), Brazil (18%), Chile 
(38%), Mexico (52%) and Peru (32%), we get 
80% of the regional gross domestic product.

It should also be noted that there is no con­
sistency in the relationship between the magni­
tude of the variation in the real exchange rate 
and the degree of monetary deflation. Contrary 
to what might be expected, there is not an inverse 
relationship between the stringency of monetary 
deflation and the variation in the exchange rate. 
However, this apparent irregularity could easily 
be explained by the fact that the data on the
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exchange rate do not refer to the targets but 
rather to the rates actually obtained.

With respect to the operational targets, we 
have already mentioned the targets for the 
monetary base in the context of the discussion on 
monetary policy. In that regard, we pointed out 
how widely the targets varied, as well as the con­
siderable growth that was envisaged in some 
agreements. The targets for the growth of exter­
nal indebtedness of the public sector, on the 
other hand, are relatively uniform: between 
7.5% and 11% in every case for which informa­
tion is available except Costa Rica, which had one 
of .3%.

The targets for the deficit spending of the 
non-financial public sector are also quite similar. 
Thus, one might say that there is a rule of thumb 
according to which this deficit should be reduced 
by approximately one half in a one-year period. 
The only countries that depart from this norm 
are Uruguay, for which much sharper reductions 
were set, and Brazil, whose third agreement with 
the Fund, signed in 1983, provides for a new 
target that would mean just barely reducing the 
deficit. In the latter case, this was clearly a matter 
of simply acknowledging a/mi accompli.

Although in many countries the deficit of the 
non-financial public sector rose in 1981-1982 
{and also in 1983) as a direct result of the fall in 
the level of economic activity, which suggests that 
the deterioration of external accounts could 
hardly be attributed in every case to excess de­
mand, it is no less true that, once an external 
bottleneck prevails —when it becomes impossible 
to increase the volume of imports— the expan­
sion of the deficit tends to lead to inflation rather 
than to an increase in output. And when the 
volume of imports has to be reduced, it is almost 
inevitable that an increase in the public-sector 
deficit will lead to inflation. Here one has the 
aberrant situation wherein inflation (even hyper­
inflation) concurs with recession (even depres­
sion). In other words, whereas at full employ­
ment the present public-sector budget would 
presumably even show surpluses in several coun­
tries, this does not necessarily mean that a greater 
deficit would in practice amount to a countercy­
clical policy. When output growth is externally 
constrained one can justify reducing the deficit 
even if the economy is in recession —^which is not 
to say that such a policy could be carried out at no

cost. Nor does it mean that the observed uni­
formity of treatment given to the countries as 
regards the targets for the public-sector deficit is 
consistent with the objective possibilities and 
needs of each one of them.

Like the other monetary targets, the ones for 
net domestic bank financing of the public sector 
show different degrees of restrictiveness. What is 
more, there does not seem to .be a general rule 
that credit to the public sector is to be restricted 
more than credit to the private sector, as might 
have been expected. On the contrary, given the 
monetary multipliers for M2 , it is evident from 
the relationships between the targets for the 
monetary base and the targets for net domestic 
credit to the public sector that in most cases for 
which data are available, the greatest restriction 
affects the allocation of credit to the private sec­
tor (see table 4).

In summary, as recently applied in Latin 
America the approach observed may be de­
scribed in broad terms as one which is almost 
always very restrictive as regards monetary and 
fiscal policies and is often very aggressive as re­
gards exchange-rate policy. Such policy thrusts 
are perfectly consistent with the underlying 
model and with the need to reduce the current- 
account deficit. And although there is a certain 
rigidity or uniformity in the policy mix —or, if 
one wishes, a qualitative uniformity— one cannot 
argue, on the basis of the figures examined here, 
that in applying its policies, the Fund completely 
disregards the variety of objective conditions 
obtaining in each country.

The question that one would like to answer at 
this point is whether the Fund's adjustment poli­
cies have —considering the magnitudes and 
directions involved— a recessive bias. If  one re­
lies exclusively on the figures examined here, 
one does not at first sight notice in most of the 
agreements anything that might cause such a 
bias, with the possible exception of the credit 
policy, which —contrary to all expectations— 
seems to have been more stringent with regard to 
the private sector than to the public sector. On 
the other hand, in at least two countries (Costa 
Rica and Chile) and perhaps in a third one (Bra­
zil, in its first two agreements), the extreme re­
strictiveness of monetary policy would appear at 
first sight to show evidence of such a bias. Strictly 
speaking, however, one cannot give a categorical
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answer to this question, in either these two or 
three cases or the remaining ones, without scruti­
nizing additional information. For example, to 
what extent does inflation reflect the inertia of 
the economic system? In a country such as Costa 
Rica, whic does not have a recent history of infla­
tion, a decidedly anti-inflationary policy can be 
much less recessive than in a country such as 
Argentina, in which the very impetus of inflation 
can cause a monetary policy that is only mod­
erately restrictive to lead to a profound reces­
sion.®®

2. A critique of conditionality

The nature of conditionality gives rise to at least 
four controversial questions, ® these pertain to 
the reasoning behind the application of mone­
tary performance criteria, the choice of the 
monetary aggregates used as performance 
criteria, the choice of the most adequate régime 
for monetary programming and the nature of 
the targets.

To question the rationale behind the use of 
monetary performance criteria is to question the 
validity of the very essence of the monetarist 
interpretation according to which the direction 
of causality leads from money to the value of 
production and the balance of payments. We 
shall not explore in depth the essence of this 
perennial controversy;®^ rather, we shall consid-

should be remembered, however, that the Fund’s 
adjustment programmes’ policy mix does lead to a recessive 
bias.

®̂ We will not touch on the question whether the Fund’s 
financing should or should not be subject to conditions.

® Ŝee, for example, Don Palinkin, Money Interest and 
Prices, Harper and Row, New York, 1965; Milton Friedman, 
“A theoretical framework for monetary analysis”, youma/ of 
Political Economy, Vol. 78, No. 2, March/April 1970; Harry G. 
Johnson, “The Keynesian revolution and the monetarist 
counter-revolution". The American Economic Review, Vol. l x i . 

No. 2, May 1971; R.J. Gordon (ed.), Milton Friedman's Monetary 
Framework: A Debate with his critics, Chicago, 1974; Peter Ten- 
nin. Did Monetary Forces Cause the Great Depression?, W.W. 
Norton and Company, New York, 1976; Robert J . Barro, 
“Unanticipated money, output and the price level in the 
United States", yourmi/ o f Political Economy, Vol. 86, August 
1978; and James Tobin, “The monetarist counter-revolution 
today: an appraisal". The Economic Journal, Vol, 91, March 
1981.

er only a few of the weaknesses of the monetary 
approach to the balance of payments.®*

In short, we do not aspire to reach any par­
ticular conclusions as to the principle of using 
monetary performance criteria, but rather to 
show that the formal apparatus of the Fund does 
not produce results as automatic and precise as 
claimed.®  ̂To this end, we will look at the issues 
of the choice of the monetary aggregates to be 
used as performance criteria and the choice of 
the types of targets to be employed.

a) .Some fallacies o f the monetary approach
to the balance o f payments

The monetary approach to the balance of 
payments, which is the foundation of the Fund’s 
adjustment programmes and particularly of its 
conditionality policy, has a serious flaw, namely, 
the identification of a balance-of-payments de­
ficit (surplus) with an excess supply (shortage) of 
money.

The fallacy of this reasoning may be illus­
trated by analysing situations in which this identi­
ty is not valid.®® Let us assume, for example, that 
an economy is simultaneously experiencing both 
a recession and a balance-of-payments deficit. 
The concurrent disequilibria in the domestic and 
foreign sectors may have been caused by a sharp 
drop in external demand for its exports which 
reduced pari passu, its income and its money 
stock. In such a situation —one characteristic of 
many countries of the region in recent years—, 
would it be right to identify the balance-of- 
payments deficit with an excess supply of money? 
Should the money supply be reduced even fur­
ther in order to reverse the external disequi­
librium?

Let us assume, on the other hand, that an

®‘See, for example, John Williamson, “The lending poli­
cies of the International Monetary Fund", in Williamson, op. 
cit.

®^Nor will we deal here therefore, with the controversy 
regarding the selection of the best operating régime for 
monetary programming. See footnote 43 above.

®*This presentation follows that of Alan B. Rabin and 
Leland B. Yaeger, “Monetary approaches to the balances of 
payments and exchange rates’’, Essays in Interrmtional Finance, 
No. 148, Princeton University, Department of Economics, 
International Finance Section, November 1982.
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international inflation leads to a balance-of- 
payments surplus and domestic price inflation. 
From the monetarist point of view, inflation is 
associated with an excess supply of money, but in 
the monetary approach to the balance of pay­
ments an overall balance-of-payments surplus is 
equated with an excess demand for money, i.e., 
insufficient stock of money. Monetarist criteria 
lead to contradictory results not only because 
they do not take external conditions into account, 
but also because they tend, in one way or another, 
to overlook the existence of goods, services, fac­
tors and assets that are not internationally 
traded. Indeed, a surfeit (dearth) of money with 
respect to demand could be the counterpart to 
—or imply— a shortage (a surplus) on the mar­
kets for goods, services, factors and assets that 
are only domestically traded. When such markets 
do exist, a balance-of-payments deficit (surplus) 
may even coexist with an excess demand for (ex­
cess supply of) money.

However, even if all domestic and foreign 
goods, services, factors and assets were, as is 
usually assumed, perfect substitutes, a shortage 
(surplus) of means of payment could lead both to 
a decrease (increase) in the level of activity and to 
a balance-of-payments surplus (deficit). The 
monetary approach breaks the link between the 
supply of and demand for money and the level of 
activity by assuming that the economy is always 
in a full-employment situation; or alternatively, 
that over the short run, the level of activity is 
fixed. However, as has been noted more than 
once, these assumptions “solve” conflicts by eli­
minating alternatives.

The other main proposition of the monetary 
approach to the balance of payments is that the 
monetary authority cannot compensate for 
(“sterilize”) the monetary impact of balance-of- 
payments outcomes. This idea is derived directly 
from the notion that the overall balance of for­
eign transactions is nothing but a reflection of the 
relationship between domestic money creation 
and domestic demand for money. Indeed, if 
domestic monetary demand determines the 
stock of means of payment that circulates in the 
economy, in static equilibrium any increase (de­
crease) in the supply of net domestic assets would 
be reflected in an equivalent loss (gain) in net 
external assets; in other words, in a deficit (sur­

plus) in the global balance of payments rather 
than in an increase (decrease) in the money stock.

This proposition, however, is also erroneous. 
Let as assume that an increase in international 
interest rates produces a deficit in the balance of 
payments. The stock of means of payment will, of 
course, simultaneously contract. At the prevail­
ing level of demand for money this will produce 
an imbalance in the monetary market. Given the 
level of activity, the disequilibrium can only be 
resolved by reversing the outflow of external 
assets—i.e., achieving a surplus on the balance of 
payments— or by increasing the supply of net 
domestic assets. This latter option, however, is in 
fact, precisely a “sterilization” operation. Again, 
the fallacy of the monetary approach lies in the 
incongruity of its basic underlying assump­
tions.®̂

Although the aforementioned fallacies do 
not invalidate the use of monetary performance 
criteria, their contemplation constitutes a point 
of departure for questioning the nature of the 
Fund’s conditionality policy. Indeed, if the 
monetary approach does not in fact lead to 
mechanical or precise conclusions, first of all a 
question arises as to whether the Fund’s per­
formance criteria are consistent with the com­
mon-sense logic of the multi-stage approach to 
targeting. At issue is whether the variables which 
the Fund uses as performance criteria do or do 
not possess the characteristics of operational 
variables; in other words, the question is whether 
they are variables that are in fact subject to con­
trol by the economic policy-makers. The answer 
is unequivocal. The policy-makers cannot exer-

*’̂ For further comments on these points and a discus­
sion on other sources of error in the monetary approach to 
the balance of payments, see also Marina Whitman, “Global 
monetarism and the monetary approach to the balance of 
payments”. Brooking Papers on Economic Activity, No. 3, 1975; 
Frank H. Hann, “The monetary approach to the balance of 
payments”, Journal of International Economics, Vol. 7, No. 3, 
August 1977; Blackwell, op. cit., 1977; Mordechai E. Krenin 
and Laurence H. Officer, “The monetary approach to the 
balance of payments: a survey”, Princeton Studies on 
International Finance, No. 43, Princeton University, Depart­
ment of Economics, International Finance Section, Novem­
ber 1978; Branson, op. cit., 1983; and Charles Collyns, “On 
the monetary analysis of an open economy”, /m f  Staff Papers, 
Vol. 30, No. 2, June 1983.
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cise a reasonable degree of control, much less 
close control, over the stock of net external assets. 
Consequently, this variable cannot and should 
not be treated as if it were an operational variable 
as the Fund does in using it as a performance 
criterion.

If  the manipulation of the stock of net 
domestic assets does not produce equivalent 
variations in the overall balance-of-payments 
position, the incongruency is evident. It becomes 
even more obvious when one considers that the 
balance of payments is conditioned by factors 
which are entirely beyond the sphere of influ­
ence of the policy-makers, e.g., the external de­
mand for goods and services, the world supply of 
and demand for goods and services that the 
country imports and international interest rates. 
Indeed, any variation in these external factors 
would divert the overall balance-of-payments 
position from its target, independently of 
whether or not the authority had met the other 
performance criteria.®^

It is conceivable, of course, that policy­
makers might be able to compensate for unfore­
seen variations in external conditions, but they 
would only be able to achieve the targets for the 
stock of net external assets if they had an unli­
mited capacity to act and produce immediate and 
precise compensatory effects. Such a feat is im­
plausible, however, since the manipulation of 
operational variables does not produce automa­
tic or precise results.̂ ^̂ ’

It is inappropriate to hold policy-makers re­
sponsible for the behaviour of a variable, such as 
the overall balance-of-payments position, which 
is not subject to its control. It makes even less 
sense for any deviation from the target for the 
stock of net external assets to automatically trig­
ger the suspension of disbursements of Fund 
financing. This is, however, the situation. There 
is no justification for this policy, which intro-

*’̂ This point was brought out at a recent conference on 
Fund policies. See Carlos Días-Alejandro, “Comments”, and 
Richard N. Cooper, “Panel discussion”, in Williamson, op. cit., 
1983.

^The only way such a capacity might conceivably exist 
would be under a totally flexible exchange rate régime. 
However, the Fund’s approach rests on the assumption that 
the exchange rate is fixed, or at least not entirely flexible.

duces a notorious recessionary bias in the Fund’s 
adjustment programmes and should be elimi­
nated.

The other performance criterion which 
seems defective is the one which restricts the 
external indebtedness of the public sector. We do 
not question the idea that the expansion of exter­
nal indebtedness should be compatible with the 
target for the composition of the balance of pay­
ments as between the current and the capital 
account balances. Nor are we unaware of the fact 
that the restriction of public-sector indebtedness 
could be used as a way of holding back the growth 
of overall external indebtedness. The problem 
with this policy lies in the fact that the interna­
tional financial community is not prepared 
to lend money to the private sector of economies 
which confront problems with the service of their 
external debts and adjustment processes; rather, 
if they provide any financing at all, they will do so 
only to the public sector. The contradiction be­
tween this reality and the performance criterion 
in question is evident.

b) What type o f targets?

i) The dilemma of fixed specific targets

In the monetarist paradigm, it is assumed 
that the creation of the supply of means of pay­
ment is an exogenous process, i.e., that neither 
the non-banking public nor the financial inter­
mediaries play any part in generating the supply 
of money. Under this approach to the monetary 
market, the banking sector does not exist and the 
public only intervenes with its demand for real 
balances. In a closed economy (or one with a fully 
flexible exchange rate), this demand determines 
the value of the means of payment which the 
monetary authority has elected to supply. In an 
open economy with a fixed exchange rate, or an 
exchange rate that is not entirely flexible, the 
process of reconciling the public’s demand for 
real balances with the supply of means of pay­
ment can affect both the level of prices and the 
supply of means of payment that actually circu­
late in the economy. In either case, it is assumed 
that the monetary authority alone determines 
the supply of means of payment and hence, that 
it does so in a precise and continuous fashion. 
Here we have, it seems, the origin of the use of 
specific targets —i.e., targets referring to varia­
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tions from one date to another— for monetary 
aggregates. In any event, this is the type of target 
which the International Monetary Fund uses for 
its performance criteria.

A growing outcry against this Fund policy is 
issuing from a heterogeneous group of experts 
including Dragoslav Avramovic, Richard N. 
Cooper, Sidney Dell, Arnold C. Harberger, G.K. 
Helleiner and John W illiam son.Their opposi­
tion to this procedure is based on both the the­
oretical proposition and the observed reality that 
it is impossible to exercise the close control over 
monetary aggregates that would be required to 
meet such targets. Contrary to the monetarist 
assumption, not all the factors that determine the 
money supply are subject to control by policy­
makers. Indeed, the monetary authority is ca­
pable of exercising precise and discretionary con­
trol over only one of the factors that determine 
the supply of money, i.e., the required reserve 
ratio. Of the other four factors, three are beyond 
any direct Central Bank control. The non­
banking public chooses the composition of its 
financial portfolio as between cash holdings and 
deposits, and the distribution of its deposits as 
between monetary and financial ones, while the 
commercial banks and similar institutions estab­
lish the relationship between tbeir excess re­
serves and their liabilities. Like the money sup­
ply, the other determinant —the monetary ba­
se— is the product of decisions taken simul­
taneously by different agents —the monetary au­
thority, the non-banking public, the commercial 
banks and the non-financial public sector. In 
short, the supply of money is endogenous, not 
exogenous.

Of the factors of expansion and contraction 
of the monetary base, the ones that the Central 
Bank can always manipulate at its discretion in­
clude the allocation of credit to the non-financial 
private sector and its own external liabilities (as

well as several other liabilities and assets, includ­
ing the capital accounts). It can also decide how 
much credit to grant to the non-financial public 
sector if it is institutionally independent; how 
much to grant to the private financial sector if 
there is no run on the banks; and, in principle, it 
can also determine its holdings of external assets 
if it is willing to allow the exchange rate to fluctu­
ate freely. On the other hand, it cannot pro­
gramme the governments’ deposits or the vari­
ation of its assets and liabilities arising from the 
liquidation of interbank accounts (see table 5).̂ ’̂

In the light of these considerations, there is 
also good reason to question the assumption that 
the monetary authority can accurately determine 
the monetary base or even the supply of net 
domestic assets, since the capacity to do this also 
depends on a series of factors over which the 
authority has no discretionary control or no con­
trol at all (see table 5).

Now, it is true that the monetary authority 
could in principle control any monetary aggre­
gate, even if some of the determinants thereof 
were beyond its control, provided it could predict 
their future trends. However, the expectation or 
hope that the authority might be able to achieve 
this as a routine matter has been frustrated, as is 
shown by the performance of the various de­
veloped countries that have tried to implement 
monetary rules —i.e., that have tried to pro­
gramme the growth of a given monetary aggre­
gate at a given rate. Indeed, not one of these 
countries has consistently achieved its goal. On 
the contrary, most of the annual results have 
demonstrated failure, in that they have fallen 
outside the proposed target range, or outside a 
range of (for example) four percentage points 
around a specific target; short-term results have 
been even less satisfactory. Furthermore, in most 
cases, the application of a monetarist rule has

*'^See, for example, Dragoslav Avramovic, “Role of the 
International Monetary Fund, The disputes, qualifications 
and future”; Richard N. Cooper et a t, “Conclusions and 
policy implications”, and Sidney Dell, “Stabilization: the polit­
ical economy of overkill”, in John Williamson, op. cit., 1983; 
G.K. Helleiner, op. cit., 1983, and “Lender of early resort: the 
I M F  and the poorest”, American Economic Review, Vol. 73, 
No. 2, May 1983.

'"®One of the main functions of a central bank is to 
liquidate accounts among commercial banks and other finan­
cial institutions. However, the monetary authority cannot 
control all the factors, such as transportation, computer sys­
tems and the actual volume of transactions, which determine 
how the terms for payment and collection of checks and other 
documents vary. In practice, this account tends to be quite 
volatile.



76 CEPAL REVIEW No. 23 / Augmt 1984

been followed by a greater variability of monet­
ary growth.

The fundamental difficulty lies in the fact 
that the determinants of the means of payment

Fable 5
CONTROL OVER THE ADJUSTED CENTRAL BANK BALANCE SHEET; 

SOURCES AND USES O E t HE MONE'l ARY BASE

Sources“ Uses“

Factors of expansion Cash outside banks N
External assets Nc Commercial bank reserves N
Domestic assets Nc Legal reserves Dc

Credit Excess reserves N
To the private sector Nc

Non-financial Dc
Financial Nc

To the public sector Nc
Receipts in process N
Others Dc

Factors o f contraction
External liabilities Nc
Domestic liabilities Nc

Deposits of government N
Deposits of the non-financial

private sector Dc
Payments in process .. N
Others, including capital accounts Dc

"Dc: The monetary authority is able to exercise discretionary control,
Nc: The monetary authority is able to exercise nori-discretionary control, 
N: The monetary authority is not able to exercise control.

*̂ ®We obtained 53 annual observations for six industrial 
countries (United States, 1976-1982; Canada, 1976-1982; 
United Kingdom, 1976-1982; Federal Republic of Germany, 
1975-1982; France, 1976-1982 and Switzerland, 1975-1978 
and 1980-1982) which attempted to target the growth of the 
supply of one measure of money or another. When a toler­
ance (range) of 4% was allowed for those countries (Federal 
Republic of Germany, 1975-1978; France, 1976-1980 and 
Switzerland throughout the entire period) that have em­
ployed specific targets, the rate of failure was 57%; when a 
tolerance of 3% was allowed for, the rate of failure was 62%, 
To formulate their monetary targets, the United States and 
the Federal Republic of Germany (since 1979) have used 
ranges of 3% and Canada and the United Kingdom, of 4%. 
For data on the United States during the period 1979-1982, 
see Board of Governors of the Federal Reserve System, 
“Monetary Report to Congress”, published biannually in 
March and August since 1980, in Federal Reserve Bulleiin\ the 
data for 1976-1979 were taken from Robert H. Rasche, Allen 
H. Meltzer, Peter D. Sternlight and Stephen H. Axilrod, “Is 
the Federal Reserve’s monetary control policy misdirected?”, 
a debate sponsored by the Journal o f Money, Credit and Bank­
ing, on 30 April 1981, Ohio State University, Columbus, and 
published in Vol. xiv. No. 1, February 1982, p. 129. The

statistics for the other countries were taken from Karen H. 
Johnson, “Foreign experience with targets for monetary 
growth”. Federal Reserve Bulletin, Vol. 69, N“ 10, October 
1983, pp. 746-753, except for the references to the actual 
growth of Mg in France, which were taken from International 
Monetary Fund, International Financial Statistics. For further 
comments on the question of the control of money in indus­
trial countries, see M. Tratianni and M. Nabli, “Money stock 
control in the EEC countries”, Weltwirtschaftlkhes Arckiv, 
Bond 115, Heft 3, 1979 and M.T. Summer, “The operation 
of monetary targets", Karl Brunner and Allen H, Meltzer 
(eds.), Monetary institutions and the policy process, Carnegie, 
Rochester Conference Series on Public Policy, a series of the 
supplement to Journal of Monetary Economics, Vol, 13, 1980, On 
the question of short-term monetary control, see Daniel L, 
Thornton, “The FOMC in 1982: de-emphasizing M|”, Feder­
al Reserve of St. Louis Review, Vol. 65, No, 6, June/July 1983; 
Byron Higgins, “Should the Federal Reserve fine-tune 
monetary growth?”, Federal Reserve Bank o f Karuas City Eco­
nomic Rewiew, January 1982; Peter D. Sternlight, “Monetary 
policy and open market operations in 1981”, 1982, and 
“Monetary policy and open market operations m 1982”, 
Federal Reserve Bank of New York Quarterly Review, Vol, 8, No. 1, 
second quarter 1983. On the variability of the growth of
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which the monetary authority does not control 
may vary greatly and somewhat irregularly. The 
recent behaviour of the monetary multiplier in 
the same Latin American and Caribbean
countries'^ in which agreements with the Fund 
were in force towards the end of 1983 speak very

eloquently of the magnitude of the problem. In­
deed during the period 1978-1982, the average 
quarterly coefficient of variation in the 16 coun­
tries in question was 16.4% for the Mj multiplier 
and 17.2% for the M2 multiplier {see table 6 ). 
This instability is, as a matter of fact, much high-

Table 6
MONEY MULTIPLIERS IN SELECTED LATIN AMERICAN COUNTRIES’, 1978-1982'’

Country

Monetary multiplier (Mj) Monetary multiplier (Ma)

Average Minimum Max­
imum

Coefficient
of

variation
Average Minimum Max­

imum

Coefficient
of

variation

Argentina 1.26 0.74 3.75 62.25 2.47 1.01 3,90 39.44
Barbados 1,50 1.32 1.74 7.69 4.69 4.21 5.64 9,68
Brazil 1.85 1.73 2.00 3.54 2.26 2.10 2.51 4,81
Costa Rica 1.42 1.01 1.85 15.51 3.28 3.01 3.65 6.06
Chile 0.85, 0.60 1.32 20.99 3.10 1.76 6.40 48.42
Dominica 1.64 1.02 2.65 31.84 5.28 2.83 8.63 35.95
Ecuador 1.61 1.42 1.92 12.35 2.02 1.64 2.46 11.91
Grenada 1.28 1.11 1.49 8.35 3.13 2.66 3.91 10.91
Guatemala 1.06 0.94 1.15 4.89 2.47 2.06 2.92 12.22
Honduras 1.52 1.45 1.83 9..54 3.19 2.73 4.03 10,30
Haiti 0.97 0.66 1.53 22.31 1.82 1.32 2.48 17,25
Jamaica 1.68 1.30 2.02 11.81 4.33 3.35 6.40 19.93
Mexico 0.64 0.47 0.72 13.88 1.75 1.60 1.90 4.42
Peru 0.92 0.67 1.12 16.90 1.55 1.39 1.75 6.51
Dominican Republic 1.00 0.92 1.14 2.07 2.13 1.88 2.52 6.97
Uruguay 1.02 0,77 1.32 12.64 4.56 2.30 6.76 29.76

Source: International Monetary Fund, Inlemalional Financial Statistics, several issues.
“All countries that had agreements with the International Monetary Fund in force at the end of 1983, except Panama, whose 

monetary accounts are not comparable with those of the other countries,
^Quarterly figures.

er than that which is usually observed in the 
developed countries and would in itself make of 
monetary programming an enterprise highly 
difficult to realize with any degree of accuracy 
over time.

Nevertheless, it is easier to programme the 
supply of money than to control the money stock, 
since the latter depends not only on the former

money after the application of monetary rules, see R.W. 
Hafer and Scott E. Hein, “The wayward money supply: a post 
mortem of 19S2”, Federal Reserve Bank o f St. Louis Review, Vol. 
65, No, 3.

™Except Panama, whose monetary accounts are not 
directly comparable with those of the other countries.

but also on the demand for real monetary bal­
ances. Of the factors —interest rates, income 
and expected inflation— which determine that 
demand, there is not one that the authority can 
effectively control except perhaps the interest 
rate. But if it decides to control the latter variable, 
it cannot exercise any control whatsoever over 
the supply of means of payment.

To predict the demand for money with any 
degree of success would be just as or more diffi­
cult than predicting the future trend of the 
money multiplier. However, rather than explor­
ing that problem, we shall consider the effect that 
a mistake in forecasting the demand for means of 
payment would have on the variation of external 
assets of the monetary authority. For this analy­
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sis, the same countries were used.^  ̂ The ratio 
between 1 % of M i and the variation and the stock 
of net external assets of the monetary authority 
during a recent year (1982) was calculated for 
each country. The same calculations were made 
using 1% of M2 and 5% of Mi and 5% of M2 . The 
results show how difficult it is to programme the 
means of payment and the overall performance 
of the balance of payments. Indeed, if the mone­
tary approach to the balance of payments were 
applied mechanically, a very minor error of 1 % 
in forecasting the demand for money would have 
meant, on average, a 7% difference between the 
target and the actual balance-of-payments 
re s u lt .T h e  same minor (i.e., 1 %) error in fore­
casting the demand for M2  —the monetary 
aggregate with which the Fund usually works in 
its adjustment programmes— would give rise to 
an average error in the balance-of-payments out­
come of almost 18%.

If  more realistic magnitudes of prediction 
error —such as 5%— were used the difference 
between targets and actual results for net exter­
nal assets would be very great. A 5% error in 
forecasting Mi would have meant on average a 
difference of 35.6% between the target and the 
actual balance-of-payments result (see table 7). 
The problem arises, in part, from the fact that 
the stock of means of payment is usually apprecia­
bly greater than the holding of net external 
assets (see table 7).

Naturally, if the monetary authority realizes 
in time that the forecast for the demand for 
money does not reflect the real trend followed by 
that variable, it can —and normally should— 
change its (implicit) targets for net domestic 
assets of the banking system concomitantly. But 
this realization is at least as difficult a task as 
predicting accurately the demand for means of 
payment. Also, in some cases, a revision of im-

Except Costa Rica, for which no data were available, 
should be remembered, however, that the Fund’s 

targets for the stock of net external assets are expressed as 
minimum values. Therefore, although underestimation of 
the demand for money would result in a difference between 
the result and the target, this would not entail an infringe­
ment of the target that would only occur in the case of an 
overestimation.

plicit targets might jeopardize achievement of 
explicit targets.

We thus arrive at the dead-end street in 
which the countries participating in the Interna­
tional Monetary Fund’s adjustment programmes 
find themselves. If  the monetary authority’s con­
trol over monetary aggregates is very imperfect, 
the achievement of specific targets such as those 
used by the Fund implies the implementation of 
a more restrictive —and perhaps much more 
restrictive— policy than indicated by the targets 
themselves. Here is another recessionary bias of 
the Fund's adjustment programmes. On the 
other hand, an attempt to avoid an unnecessarily 
restrictive policy —that is, an attempt to get as 
close as possible to the targets without overshoot­
ing them— implies running a high risk of in­
fringing the performance criteria and thus for­
feiting access to Fund financing. But the dilem­
ma is even more sinister. Indeed, when a country 
fails to meet a performance criterion, not only 
does it lose the right to draw on the Fund financ­
ing originally envisaged, but it also is deprived of 
its access to the international financial market or 
finds it radically reduced. Here then is another 
recessionary bias.

It is not surprising that, finding themselves 
caught “between a rock and a hard place”, the 
governments and the people are reluctant to sign 
adjustment agreements with the International 
Monetary Fund. Nor is it surprising, in light of 
these considerations, that those countries which 
do adopt the adjustment programmes so often 
fail to meet the performance criteria and that 
their economic performance tends to be so 
mediocre.

ii) Alternative reform proposals

Notwithstanding the argument developed 
above, there is a sense in which the authority can 
exercise relatively strict control over the means of 
payment. Indeed, by extending the time horizon 
of control, the difference between the average 
outcome and an average target in relation to the 
standard deviation of the outcome from a specif­
ic target decreases progressively for the simple 
reason that the differences between outcomes 
and targets tend to offset each other. If  targets 
are expressed as averages of specific (daily) out­
comes, the authority can, in fact, exercise over 
the long haul fairly close “control” over monetary
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Table 7
PERCENTAGES OF M, AND IN RELATION TO NET EXTERNAL ASSETS OF THE MONETARY 

AUTHORITY IN SELECTED LATIN AMERICAN COUNTRIES, 1982“

1% of: 5% of:

M] in relation to net M.̂  in relation to net M] in relation to net M<2 in relation to net
external assets external assets external assets external assets

Variation Stock at end Variation Stock at end Variation Stock at end Variation Stock at end
between end 
of 1981 and 
end of 1982

of 1982 between end 
of 1981 and 
end of 1982

of 1982 between end 
of 1981 and 
end of 1982

of 1982 between end 
of 1981 and 
end of 1982

of 1982

Argentina 1.0 0.8 2.8 2.4 5.0 4.2 14.2 11.9
Barbados 25.0 3.7 -66 .7 9.8 -125 .0 18,3 333,3 48.8
Brazil 10.0 3.6 13.3 4.8 50.0 18.2 66.3 24.2
Chile 1.1 0.4 5.4 2.0 5.6 2.0 27.0 9.8
Dominica 5,0 -5 .0 16.7 -16 .7 25.0 -25 .0 83.3 -83 .3
Ecuador -10,1 11.0 -13 .0 14.1 -50 .6 .55.0 -64 .8 70.4
Grenada -3 .1 8.3 -6 .3 16.7 -15 .6 41.7 -31 .3 89.3
Guatemala -1 3 .9 8.2 -38 .6 22.9 -69 .3 41.2 -192 .9 114.6
Haiti -7 .2 -7 ,5 -14 .4 -15 .0 -36 .0 -37 .4 -71 .9 -7 4 .8
Honduras -4 .0 -4 .7 -8 .5 -10 .0 -19 .8 -23 .3 -42 .4 -.50.0
Jamaica -2 .7 -0 .6 -8 .5 -1 .8 -13 .7 -2 .9 -42 .6 -8 .9
Mexico -1 7 .0 13.7 -55 .9 45.2 -84 .8 68.5 -279.7 226.0
Peru
Dominican

2.5 1.6 6.5 4.3 12.6 8,3 32.4 21.4

Republic 3.0 -1 .5 -3 .2 -6 .4 -15 .0 -7 ,5 -32.1 -16 .0
Uruguay 1.2 -2 .7 -9 .8 -21 .7 -6 .2 -13 .6 -49 .2 -108 .4
Averages 7.1 4.9 18.0 12.9 35.6 24.5 90.9 63.9

Source: International Monetary Fund, International Financial Statistics, several issues.
“All countries that had agreements with the International Monetary Fund in force at 

monetary accounts are not comparable with those of the other countries) and t)osta Rica 
been published in IntematioTial Financial Statistics).

the end of 1983, except Panama {whose 
(for which 1982 monetary data have not

aggregates. In contrast, in the case of specific 
targets, the standard deviation of the outcomes is 
independent of the period in which control is 
attempted. With this type of target, the author­
ity’s ability to control the means of payment is 
not, in principle, greater in one year than in one 
quarter.

In short, the problem with specific targets is 
not a question of time periods. On the other 
hand, the usefulness of targets that are made up 
exclusively of averages is not c l e a r . I t  would 
seem, therefore, that as far as the degree of speci­
ficity is concerned, instead of specific targets such 
as those used by the Fund or simple averages, it 
would be more appropriate to use quasi-specific 
(or quasi-average) targets, specific ranges or 
quasi-specific ranges.

^See, Bryant, op. cit., 1982,

Quasi-specific (or quasi-average) targets are 
expressed as the variation between two time 
periods of an average value; for example, the 
variation between the average value recorded in 
December and that recorded in June. Specific 
ranges are expressed as an interval around a 
specific target; for example, if the target is a 7% 
variation between 31 March and 31 December, 
the actual result would have to be in a range of, 
say, 5% to 9%. Quasi-specific ranges are a com­
bination of the two solutions just mentioned. 
They are, of course, the least specific of the three 
and are therefore the most likely to be met consis­
tently. For the same reason, they could be 
achieved with a less restrictive policy than would 
be required for either of the other two alterna­
tives. However, there is still another source of 
recessionary bias, i.e., the rigidity of the targets. 
Indeed, targets may also be either fixed, as are 
the Fund’s, or contingent.

i f  the values of the factors detemining the
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monetary aggregates —monetary multipliers, 
demand for money and external conditions— 
turn out to be different than what had been fore­
cast, the original monetary targets could become 
unattainable or unnecessarily restrictive. For ex­
ample, suppose that the demand for money were 
underestimated. Under such circumstances, a 
loosening of restrictions on domestic credit could 
make it possible to achieve a higher level of activ­
ity without jeopardizing achievement of the bal- 
ance-of-payments target. However, doing so 
would make it impossible to meet the target for 
the stock of net domestic assets of the monetary 
authority.

The solution we favour, then, is that of con­
tingent quasi-specific ranges, because, if proper­
ly designed, it would (virtually) eliminate all the 
recessive bias associated with conditionality. '̂* 
This solution would not entail, however, a policy 
less restrictive than the one implied by specific

targets if the authority were really able to exer­
cise close control over monetary aggregates. Nor 
would it entail a policy less restrictive than the 
one implied by fixed targets if all forecasts con­
cerning the factors which determine monetary 
aggregates turned out to be accurate.

Thus, the reform proposed would make it 
feasible to comply with conditionality without ap­
plying policies that were more restrictive than 
indicated by the targets themselves. Moreover, 
purging the recessionary bias from conditionality 
would also eliminate one of the main obstacles to 
more timely adjustment programmes. So, why 
not do it?

We do not understand why the Fund con­
tinues to use fixed specific targets, particularly 
when its own staff members have recognized that 
it is impossible to exercise close control over 
monetary aggregates and have recommended 
that targets should be made more flexible.^“’

Ill
Summary and conclusions

Five sources of recessionary bias in the Interna­
tional Monetary Fund’s adjustment programmes 
have been identified: the insufficiency of the 
amount of financing, the inconsistency of domes­
tic economic policies, the use of the stock of net 
external assets as a performance criterion, the 
use of fixed specific targets for the performance 
criteria, and the nature of the link between exter­
nal financing and adjustment agreements.

With regard to the first aspect, it was argued 
that the flow of external financing has not 
reached a magnitude compatible with efficient 
adjustment; in other words, it has not been suffi- 
dent to finance that part of the current-account

deficit that is attributable to temporary external 
factors. This inadequacy refers not only to 
financing provided by the Fund but also to 
financing from other sources. In this regard, it 
was held that the Fund has not satisfactorily per­
formed the role of catalyst that it has taken upon 
itself.

It was argued that this first —and fun­
damental— problem reflects the fact that the 
procedure used for establishing the countries’ 
quotas in the Fund is not adequately linked with 
efficiency criteria. During the period under con­
sideration, however, the inadequacy of external 
financing also reflected the slowness of the

‘̂‘Obviously, this reform would not affect the link be­
tween conditionality and financing from the international 
financial community. However, by making it possible to meet 
conditionality without having to follow unduly restrictive 
policies, it would, presumably, prevent that recessionary bias 
from operating.

^^See Mohsin S. Khan and Malcolm D. Knight, "Stabi­
lization programs in developing countries; a formal 
framework”, imp Staff Papers, Vol. 28, No. 1, March 1981. In 
this respect, the aforementioned Fund experts state (pages 
42-43): even a modest extension of the financial program­
ming framework yields a model in which the relationship
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Fund’s response to the economic crisis. This in­
congruency was attributed both to defects in the 
Fund’s adjustment programmes which make 
governments and the people reluctant to resort 
to it, and to the toughening of conditionality 
precisely when the economic crisis was in the 
making. However, the Fund denies having 
toughened its conditionality.

The other four sources of recessionary bias 
spring from the domestic adjustment policies. In 
the first place, on the basis of the diversity of 
conditions prevailing in the different countries 
involved, we questioned the rationale underlying 
the uniformity, both in performance criteria and 
in operational monetary targets, observed in the 
17 agreements examined.

In the second place, in each agreement we 
noted a certain asymmetry in the mix of policy 
understandings. Indeed, while in real terms 
wages and salaries and public-sector expendi­
tures were restricted and other key variables, 
such as the exchange rate and the prices of public 
services, were increased, no provision at all was 
specifically made regarding the price level of 
goods and non-factor services in the private sec­
tor. It was argued that this asymmetry would 
seem to work against the basic condition that 
must prevail in order for monetary deflation to 
lead to deceleration of inflation and a strength­
ening of external accounts rather than to a 
decrease in the level of activity, since it would 
encourage —or at least it would not discourage—

between the targeted reserve increase (net international re­
serves or net external assets) and domestic credit (net domes­
tic assets) is complicated and depends on the structure of the 
economy. Conversely, measures to hold domestic credit at 
some prearranged level will not result in a smooth path of 
accumulation of international reserves, a conclusion that 
holds in this model even though it neglects such complica­
tions as the effect of changing expectations on international 
capital flows. The practical implication is that policymakers 
cannot Tine tune’ domestic credit ceilings from quarter to 
quarter or even year to year without having much more 
comprehensive information about the structure of the econ­
omy than they can reasonably be expected to possess. One 
possible way out of this difficulty might be to devise some 
simple feedback rule in which the domestic credit ceilings are 
altered in response to current and past deviations between 
targeted and actual reserves”. (Parentheses were added by 
the author of this article.)

the formation of inflationary expectations and 
price rises that would exceed the targets estab­
lished for the means of payment.

On the other hand, we did not note any ex­
cessive aggregation or find a systematic reces­
sionary bias in the magnitude and direction of 
the targets. Contrary to all expectations, howev­
er, in most of the agreements examined, restric­
tions on the availability of bank credit appear to 
be more stringent for the private sector than for 
the public sector.

The third source of recessionary bias is 
found in the practice of using the monetary au­
thority’s holdings of net external assets as a per­
formance criterion. The problem arises from the 
fact that the authority does not exercise any con­
trol over several of the main determinants of the 
balance-of-payments outcome nor can it in prac­
tice compensate instantly and fully for unex­
pected developments. Nonetheless, it is required 
to do so, under penalty of losing the Fund’s 
financial support.

With regard to the appropriateness of the 
performance criteria, we also drew attention to 
the anomaly involved in the Fund’s practice of 
restricting the external indebtedness of the pub­
lic sector but not that of the private sector. 
Whether this policy is based on a laissez-faire 
approach or on some other, the fact is that it 
clearly clashes with the marked reluctance of the 
international banking community to lend money 
to the private sector of the Third World in times 
of economic crisis.

The other sources of recessionary bias have 
to do with the use of fixed specific targets for the 
performance criteria. Again, the problem lies in 
the fact that the authority is held responsible for 
results which it cannot achieve with precision nor 
at its discretion. Moreover, it is asked to perform 
this feat repeatedly —every quarter of the dura­
tion of the agreement— even if the values of the 
determinants of the monetary aggregates turn 
out to be different from what had been forecast. 
Consequently, the authority is faced with the 
dilemma of having to follow a more restrictive 
policy than is indicated by the targets themselves 
or running the risk of infringing the targets and 
losing not only the financial support of the Fund 
but that of practically the entire international 
financial community.
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In summary, an agreement with the Fund 
does not mean that a country will obtain enough 
financing to implement an efficient adjustment. 
However, if it fails to meet one of the targets 
provided for in the agreement —perhaps for 
reasons that are entirely beyond the authority’s 
control— its access to the international financial 
market could virtually be closed.

The policy reforms we propose arise directly 
from our critique of the Fund’s approach. The 
first and most fundamental one is that the Fund’s 
financial capacity should be increased in order to 
enable it to promote efficient adjustment proces­
ses. But this proposal is unrealistic. However, a 
significant step could be taken without asking for 
more resources. Indeed, if the recessionary bias 
of the Fund’s domestic adjustment policies were 
eliminated, one of the major causes of delay in 
responding to external disequilibria with adjust­
ment programmes would also be eradicated. 
Moreover, if the Fund were to provide more of 
its financing at the beginning of the adjustment 
agreement (i.e., if it were to “front-load” the 
agreements), it might be able to better perform 
its role as a catalyst of financing from the interna­
tional financial community.

With respect to the reform of domestic 
adjustment policies, in the first place, perfor­
mance criteria (and operational targets) can and 
usually should, without prejudice to the principle

of equal treatment governing the Fund’s opera­
tions, be adapted to the circumstances of each 
country whenever these circumstances might 
affect the outcome of the programme.

With regard to the mix of policy understand­
ings, the most important initiative would be to 
add an overall incomes policy, with a view to 
harmonizing inflationary expectations with the 
restrictions placed on the remunerations of the 
labour force and on the growth of money, in 
order to deflect the shocks produced by mone­
tary deflation towards prices and the balance of 
payments and away from the level of activity.

With regard to the variables and targets used 
for performance criteria, we advocate eliminat­
ing the use of the stock of net external assets as a 
performance criterion and replacing fixed specif­
ic targets by quasi-specific contingent ranges.

Fhese last two reforms are perhaps the most 
attractive ones, because there is a growing con­
sensus regarding the concepts and evidence on 
which they are based, they do not entail any cost 
and they would (virtually) eliminate the reces­
sionary bias associated with conditionality. In­
deed, they would make it feasible to comply with 
conditionality without applying policies that 
were more restrictive than necessary and, conse­
quently, would also reduce the possibility of a 
country’s losing access to the international finan­
cial market.
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Roberto Zahler*

The Latin American countries are faced with various 
options for financing or adjusting their external 
accounts. This article makes a detailed analysis of such 
options and indicates the main paths followed by those 
countries and the economic and social costs incurred 
during the adjustment process in recent years.

It is stressed that this process must not be viewed as 
an isolated phenomenon, failing to take account of 
world economic interdependence, since it is a global 
problem, and not one merely affecting individual 
countries. When it is viewed as a global problem, new 
approaches emerge which make it possible to mini­
mize the domestic costs of the adjustment process and 
to achieve results favourable to the world economy as a 
whole. These approaches involve drawing a distinc­
tion between recessive adjustment and expansive 
adjustment: the former consists in bringing about a 
reduction in the level of economic activity and imports, 
whereas the latter se,eks to raise the level of employ­
ment and activity by increasing exports. In the final 
part of the article, a set of measures are proposed for 
improving the adjustment process and lessening the 
negative impact on the developing countries of the 
economic policies adopted in the industrialized coun­
tries.

*The authors wish to express their thanks for the com­
ments of Frances Stewart and John Williamson and the assist­
ance provided by Tatjana Montes.

Introduction
The “adjustment” issue is related to certain basic 
or fundamental macroeconomic equilibria which 
need to be under control if undesirable and dis­
ruptive effects on the economy are to be avoided. 
The literature as well as policy makers have tradi­
tionally considered two types of situations which 
tend to be interrelated: external and internal 
equilibrium.

The achievement of external equilibrium re­
fers to the balance between a country’s expendi­
ture abroad and its foreign exchange receipts, 
and has been perceived as a basic ingredient of a 
stable world economic system. It is not sur­
prising therefore that high priority has been 
assigned to the attainment of external equilib­
rium in the design of economic policy by interna­
tional institutions and others interested in a glob­
al, multilateral perspective. The gold standard, 
prior to the Great Depression, had a built-in 
(automatic) mechanism designed to push indi­
vidual economies quickly toward continuous 
eqilibrium  in their balance-of-paym ents 
accounts. If a country tried to spend more than 
what it sold abroad, its gold holdings would de­
crease, diminishing the banking system’s capacity 
to lend, thus increasing interest rates, depressing 
domestic residents’ spending, stimulating ex­
ports, curtailing imports, and, therefore, restor­
ing foreign payments equilibrium.

The system developed at Bretton Woods was 
also designed with the international economy in 
mind, attempting to obtain external equilibrium 
at the country level through the implicit fiscal 
and monetary discipline associated with the 
maintenance of fixed exchange rates. That pro­
cess was to be complemented and smoothed by 
the IMF’s financing facilities, access to which was 
linked to and conditioned by the country’s imple­
mentation of adjustment policies aimed at restor­
ing balance-of-payments equilibrium.

But in the 1940s, together with the need to 
reactivate the world economy along a stable path, 
nationalist tendencies, the impact of the Great 
Depression and the “Keynesian revolution” gave 
high priority to the goal of internal equilibrium. 
The objective was to run national economies at 
their maximum output potential, which meant 
aiming at full employment of resources, and par­
ticularly labour. Fiscal policy would play a major 
role in the attempt to equalize ex ante savings with 
investment flows, complementing private sector 
economic decisions so as to generate sufficient
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“effective demand” to “buy” the output associ­
ated with full employment of domestic resources.

In the 1950s and 1960s, although in ad­
vanced countries unemployment remained at 
low levels, slow but steady inflationary pressures 
and foreign payment imbalances stimulated the 
development of a “policy-mix” —a combination of 
monetary, fiscal, and to a lesser extent, exchange 
rate and commercial policy tools— aimed at the 
simultaneous restoration of internal and exter­
nal equilibrium.

Macroeconomic policy in the less-developed 
countries (ldcs), since the end of the World War 
I I ,  has tended to follow a similar pattern to the 
one described above, with one major difference: 
development objectives and strategies to acceler­
ate economic growth have had such high priority 
that, in general, external and internal disequilib- 
ria have been present all along. Latin America's 
experience between the 1950s and mid-1970s 
has been quite revealing: recurrent balance-of- 
payments crises and foreign exchange bot­
tlenecks as well as chronic inflationary processes 
have been the norm rather than the exception in 
a number of countries in the region. Explanatory 
hypotheses for these situations have ranged from 
those that stress that they are the consequence of 
structural disequilibria inherent to ldcs’ econo­
mies, to those pointing at basic flaws in economic 
policy design, with “excessive” government inter­
vention, “repressed” inflation, erroneous pricing 
policies and inefficient protectionism. In any 
case, the fact is that countries have had to shift 
back and forth from policies attempting to solve 
accumulative foreign, fiscal and monetary dise­
quilibria to those addressed at trying to run the 
economy at its full potential so as to better the 
standard of living of the region’s increasing 
population. As a consequence of these “stop and 
go” policies the stability of the growth and de­
velopment process and its flexibility and efficien­
cy in adapting the region’s economy to new and 
changing world and domestic shocks have been 
seriously undermined.

In the early 1970s the industrial countries, 
and particularly the United States, experienced a 
slowdown in productivity, stagflation and 
mounting balance-of-payments problems, which 
together with the increasing importance of 
crowding out, floating exchange rates, huge in- 
.creases in energy prices, speculative capital

movements, inflationary expectations and in­
dexation, undermined and questioned very 
seriously the adequacy and relevance of tradi­
tional economic policy and analytical tools to face 
these new situations.*

The 1970s also witnessed successive events 
that contributed to blur the above-mentioned 
situation. Privatization of financial international 
relations {a process which was already underway 
some years before) accelerated with the first oil 
price shock in 1973. The booming role of private 
banks, at the expense of official international 
financial institutions (mainly the imi- and the 
World Bank) allowed and stimulated Latin 
America, perhaps the most “natural” client of the 
banks, to finance huge current account deficits. 
It can be said, to a certain extent, that the region 
privileged financing over adjustment of its for­
eign imbalances during the 1970s.

After the second oil shock, this process came 
to a halt in the early 1980s, when the effects of the 
world recession —the most severe since the 
1930s— the deterioration of the ldc:s’ terms of 
trade and soaring international interest rates cre­
ated serious debt service problems which were 
amplified by reduced capital flows to debtor 
countries as a consequence of the banks’ procy­
clical behaviour. This has helped to generate a 
bleak scenario, reducing and making very costly , 
especially for u x :s  the options out of the crisis. In 
this context, given the magnitudes involved, ex­
ternal financing constraints, and the new inter­
national and domestic prevailing circumstances, 
a reassessment of the traditional views regarding 
the roles of adjustment and financing is re­
quired, and this is the main purpose of this 
papers.

The next section deals with the main ana­
lytical issues regarding the adjustment process, 
stressing options and alternatives available in the 
abstract. In section ii recent Latin American

'Naturally, as a result of alternative hypotheses de­
veloped to explain these disequilibria and imbalances, dif­
ferent “structural” changes have been proposed; nature and 
speed of reindustrialization, supply-side economics, redefini­
tion of government intervention in the economic sphere, 
implications of the size and characteristics of the “welfare 
State” on overall economic performance, etc.
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adjustment experience is discussed. Next section 
III deals with the actual alternatives and options 
available, both at the international and the 
national levels, pinpointing their advantages, 
limitations and deficiencies and examining some 
recent “non-traditional” problems which tend to

complicate ways out of the crisis, challenging tra­
ditional economic policy design. Finally, section 
IV briefly summarizes the main arguments and 
presents the conclusions that may be of interest 
to policy makers concerned with debt and adjust­
ment issues in today's crisis.

I
Analytical considerations

Internal and external disequilibria, although in­
terrelated, have usually been studied separately. 
Furthermore, the analysis {and policy recom­
mendations) have tended to be carried out in the 
abstract, ignoring the countries’ interdepen­
dence. While this may be a convenient approach 
when considering “small” countries and/or when 
no generalized payments or trade problems take 
place, it may lead to partial and sometimes 
erroneous conclusions when the opposite occurs.

rhe internal disequilibrium has generally 
been analysed for a closed economy or under the 
assumption that no problems arise in the foreign 
sector of the economy. It usually refers to a situa­
tion where the output gap —difference between 
the optimum and actual level of economic activ­
ity— is larger than some normal, natural or 
structural rate. In other words, when resource, 
and more specifically labour unemployment 
reaches some critical value, the economy is faced 
with an internal disequilibrium which is assumed 
to be caused by an excess supply of goods (or 
savings exceeding investment) and/or by distor­
tions and imperfections in labour markets. 
According to which interpretation prevails, ac-. 
tion tends to be centered on fiscal instruments 
and/or on wage and indexation policies. Another 
sort of internal disequilibrium corresponds to 
inflation. Even though structural considerations 
may be very important, it is recognized that this 
situation is characterized by an excess supply of 
money. Therefore, policy recommendations gy­
rate around the control of “excessive” internal 
credit flows (both to the public and private sec­
tor) and/or of the determinants of the liquidity 
ratio, mainly inflationary expectations and the

“management” of certain key prices, such as the 
exchange rate, wages and interest rates.

The external disequilibrium is related to an 
imbalance in the foreign sector of the economy. 
Specifically, when the current account is in def­
icit (surplus), it means that a country is spending 
on foreign goods and financial and non-financial 
services more (less) than what it receives from 
abroad. Until recently the literature has focused 
the analysis on the trade account, assuming away 
as exogenous the developments taking place on 
the financial area. For ux:s this may have been 
justified during the 1950s and early 1960s when 
direct foreign investment and official capital 
movements represented the bulk of the capital 
account of the balance of payments. In that con­
text both the elasticity and absorption analysis of 
the balance of payments stressed the role of de­
valuation and movements in national income, 
respectively, on the balance of payments (nar­
rowly defined). The integration of these two ana­
lytical approaches attempted to trace out the out­
come of the “impact” and “multiplier” effects of 
changes in the determinants of exports and im­
ports of goods and non-financial services on the 
“balance of payments” and on the level of eco­
nomic activity and employment. The analysis 
allowed, under certain restrictive assumptions, 
for the simultaneous presence of internal and 
external disequilibrium, and it was recognized 
that non-dilemma cases were the combination of 
unemployment and surplus in the trade balance 
(expansive monetary and fiscal policies being 
called for) and inflation and deficit (which re­
quired restrictive monetary and/or fiscal polic­
ies). The combination of unemployment and de­
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ficit on the one hand, or inflation and surplus on 
the other, were perceived as dilemma cases which 
required additional policy tools such as changes 
in the exchange rate.

The recent revival of the monetary approach 
to the balance of payments shifted the focus from 
the trade account to the overall balance of pay­
ments, concluding, under the theoretical 
assumption that the main developments in the 
foreign exchange markets respond to disequilib­
rium in the domestic money market, that “the 
current account does not matter”. In other words, 
balance-of-payments flows are interpreted as 
one of the main mechanisms to restore equilib­
rium in the monetary sector. Policy instruments 
emphasize the control of domestic credit (rather 
than the more “direct” determinants of exports 
and imports), so as to accommodate it to money 
demand in such a way as to generate a desired 
balance-of-payments surplus or deficit; the latter 
would basically reflect excess supply or demand 
for local money. The precise way in which 
domestic residents try to satisfy their money de­
mand, by offering abroad goods or real or finan­
cial assets, would be of minor importance. Conse­
quently, adherents to this approach, which pre­
vailed in many countries during the 1970s, 
argued that little importance should be given to 
the huge inflows of financing addressed to some 
u>c:s since they represented the “natural” re­
sponse of domestic agents to an excess demand 
for local currency.

The magnitude, nature and persistence of 
recent external imbalances and their relationship 
to domestic imbalances suggest that the current 
theoretical models for analysing the balance of 
payments are based on various sets of unrealistic 
and decidedly restrictive assumptions, and have 
produced piecemeal and at times erroneous in­
terpretations and jx)licy recommendations with 
respect to the developments which have occurred 
in this sphere. In particular, there has been little 
analysis of the determinants of private interna­
tional financial flows or of the external debt’s 
impact on the national economy. In addition, 
given a ceteris paribus assumption in relation to 
world economic activity, international interest 
rates, etc., policy prescriptions put the burden of 
restoring a balance in the “problem country”, with 
little or no recognition of the interdependence of 
the external imbalances among the countries,

with respect both to their causes and to the re­
sponsibility involved. Since the attempt to con­
struct another theoretical synthesis clearly ex­
ceeds the scope and purpose of this paper, we will 
concentrate on certain analytical issues which 
seem especially well suited to helping us to 
understand present foreign imbalances and to 
clarify alternative options and elaborate more 
realistic and efficient policies.

A country’s deficit on the current accout of 
its balance of payments responds to the fact that 
domestic residents’ expenditure exceeds their in­
come. This may correspond to a case where ex 
ante (desired) investment exceeds public and pri­
vate domestic savings, requiring foreign savings 
to close the gap; under certain conditions and 
within bounds, this process can be sustained for 
long periods of time.

This has been the traditional situation 
observed in most ldcs, which turn out to be net 
international debtors. Since “young” developing 
countries have a lower capital-labour ratio and 
higher returns on investment than advanced 
countries, it tends to be in the interest of both to 
transfer resources from relative capital-intensive 
countries to i .dcs.

The basic factors which determine the stabil­
ity and regularity of net inflows of capital to i.n t)s. 

are the availability of international financing and 
the creditworthiness of the country. The former 
element is independent of the country’s eco­
nomic policy and the latter is usually related to 
the way in which the country incorporates for­
eign savings into its economy. In the case where 
borrowing is used to maintain or increase con­
sumption or to finance low-return investments, 
not only will the country’s creditworthiness be 
negatively affected, but forthcoming debt service 
payments, instead of taxing future growth of 
income, will force a reduction of consumption 
levels in the years to come. On the other hand, 
the higher the complementarity between f oreign 
and domestic savings and the more foreign sav­
ings are used to increase productive capacity, 
especially in the tradeables sector, the “better” will 
be the evolution of the traditional creditworthi­
ness indicators. However, in spite of “sound eco­
nomic management”, creditors may tend to re­
duce their loans if outside factors (such as an 
increase in international interest rates, or de­
terioration in the terms of trade of debtor coun­
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tries) negatively affect their evaluation of the 
country’s debt servicing capacity; naturally, this 
process by itself tends to worsen even more the 
debtor’s balance-of-payments position. It should 
be clear, therefore, that a regular flow of foreign 
savings may unexpectedly and quickly turn into a 
foreign exchange bottleneck and an urgent 
problem in economic policy management, and 
what in other circumstances might have been a 
“normal” deficit turns out to be an external dise­
quilibrium “problem”.

The determinants of the current account de­
velopments may be classified as “external”, in the 
sense that individual countries are not respon­
sible for and may be unable to offset them, and 
“internal” or domestic factors, which can be at­
tributed to consequences of the country’s policy 
actions, or omissions, affecting its international 
competitiveness and overall foreign payments 
situatibn. Naturally, this distinction is neither ex­
haustive nor precise or rigorous. However it 
sheds light, once empirical evidence is available, 
on the role these factors have played, or may play 
in the future, and suggests more efficient and 
equitable strategies, at the country and interna­
tional levels, to face the problem.

The main foreign or external factors nega­
tively affecting the current account are a de­
terioration in the terms of trade, reduced de­
mand for LDCs’ exports by advanced countries 
and increases in international interest rates. Fluc­
tuations and procyclical behaviour of capital 
flows to LDCs can also help very decisively to 
worsen an external imbalance by reducing the 
availability of foreign financing to face a given 
deficit on current account.

Besides supply shocks, which although 
domestic in nature are in a sense “exogenous” to 
policy makers, two main internal factors can be 
broadly distinguished that may exacerbate for­
eign payments disequilibrium. On the one hand, 
aggregate demand management may stimulate 
excessive spending by the public and/or private 
sectors. On the other, relative price movements 
may stimulate, through exchange rate, commer­
cial interest rate and income policies, non- 
tradeable goods supply and tradeable goods de­
mand, contributing to a loss in international com­
petitiveness. An intermediate situation, which 
has recently been quite important in some coun­
tries, relates to the combined implementation of

financial reforms and stabilization programmes 
resting on exchange rate overvaluation. This 
may lead to domestic policy inconsistencies which 
end up as a direct stimulus to aggregate demand 
and current account deficits through the mone­
tization of financial flows stimulated by expecta­
tions of speculative capital gains.

The former classification, while allowing a 
better appreciation of the relevant factors ex­
plaining an external disequilibrium to be 
obtained, should be complemented by the con­
sideration of two additional elements. The ex­
pected time dimension of the shock, whether 
foreign or domestic, plays a crucial role when 
evaluating alternative solutions: temporary 
effects should be distinguished from permanent 
ones. Although it is sometimes difficult to assess 
correctly the duration of a shock, efforts should 
be made to incorporate that element into the 
analysis. Another useful distinction relates to 
whether the shock is of a “real” or “monetary” 
nature. Examples of the first may be found in 
losses in productivity, obsolescence in technology 
or deterioration in “real” terms of trade (such as 
the one caused in oil-importing countries by the 
successive increases in fuel prices). Monetary 
shocks are typically derived from money market 
disequilibria. For example, if money supply con­
tinuously exceeds money demand, attempts to 
improve the balance-of-payments position 
through a once-and-for-all devaluation will be 
inefficient and should be complemented by poli­
cy tools addressed at the control of domestic cre­
dit expansion.

The relevance of the above-mentioned cate­
gorization may be visualized when analysing 
alternative ways to deal with foreign payments 
imbalances.

From a purely accounting point of view, ex­
ternal imbalances (in a country whose currency is 
not accepted as international money) have to be 
financed by running down gross foreign ex­
change reserves or increasing the stock of for­
eign debt outstanding and the level of payments 
arrears, or some combination of them. However, 
an ex ante disequilibrium in the external accounts 
may be substantially larger than the imbalance 
which is finally financed, the difference being 
wiped out through adjustment of the imbalance. 
This latter mechanism consists in domestic policy 
measures designed to produce an expansion of
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a high liquidity preference, such as the oil-ex­
porting ones, is clearly one of the most outstand­
ing characteristics of that period from an inter­
national financial viewpoint. I f  oil-exporting 
countries had decided, and had been in the posi­
tion, to accumulate real assets rather than liquid 
funds, the latter would have gone back to the 
suppliers of real assets, and the expansion of the 
financial market would have depended on their 
preferences as regards portfolio composition.

Of course, the working of the international 
monetary system lies at the root of the expansion 
of the financial markets. Asset rather than re­
serve currency settlement would have allowed a 
more moderate, regulated expansion of reserve 
currency holdings outside the country of issue.

At ail events, rapid growth of financial mar­
kets during the 1970s created an international 
capital market largely outside the regulatory con­
trols of any monetary authority or international 
institution. Capital movements have become 
more and more important in international pay­
ments and exchange rate determination, and 
consequently private and specially banking 
sources of finance have increased their import­
ance while the role of official institutions and 
governments has weakened in an increasingly 
market-based monetary and financial system. 
This has resulted in turn in a sharp reduction of 
average maturity as well as in substantial in­
creases in the cost of borrowing for [jics, specially 
those of Latin American.

By the end of 1981, and particularly in 1982, 
the growth of the financial markets slowed down 
dramatically in the wake, on the one hand, of the 
breakdown of the oil cartel and, on the other, of 
the increased perception by international len­
ders of the risk of deterioration of their portfolio. 
In those years, together with smaller capital in­
flows to LDCs, banks also increased their spreads, 
fees and commissions and shortened the matu­
rity of new loans.

The fast growth of credit implied the rapid 
growth of debt, a process which is sustainable, as 
analysed in the preceding section, as long as the 
debt burden does not grow out of proportion to 
GNP and exports. This seemed to be the case in a 
number of Latin American countries during the 
1970s: Mexico, for example, averaged 6.4% 
growth in real g n p  from 1970 to 1979 while its 
exports grew in real terms by 10.9% annually. In

the same period, comparable figures for Brazil 
were 6.7% and 9.1%. Argentina had a less envi­
able annual growth, 2 .6 %, but still expanded its 
exports by 10.7% per year.

However, a deterioration in the terms of 
trade of debtor countries, or an increase in inter­
national interest rates, could make debt burden 
unbearable and that was what happened in the 
early 1980s. Although it may be said that many 
countries in Latin America did not adjust to the 
two oil shocks of the 1970s and incorrectly per­
ceived the growing external financing available 
during the decade as stable and permanent, it 
can be stated that for many countries the debt 
service crisis was due less to mismanagement 
and/or unwise borrowing and lending than to 
high interest rates and a world recession that 
reduced Latin American export earnings.

As a consequence of domestic economic poli­
cies in industrial countries, the rate of growth of 
the world economy came to a halt in 1982, real 
interest rates in international markets soared and 
protectionist tendencies in advanced countries 
increased; at the same time, the terms of trade 
moved rapidly against debtor countries, includ­
ing oil-exporting ones. As the recession took 
hold, both the domestic and international port­
folio of banks in industrial countries suffered. In 
the LDCs this process of bank portfolio deteriora­
tion led to financial crisis in several cases, which 
compounded the portfolio problems and risk 
perception of internationally lending banks (see 
table 1 ).

It is worth noting that domestic policies in 
some LDCs also provided stimulus to the capital 
inflow in the form of debt, through inconsistent 
financial reforms and exchange rate movements 
(devaluing at rates substantially below domestic 
inflation). Some governments believed that high 
inflationary pressures and high interest rates in 
the domestic credit markets, as well as tight 
monetary and (sometimes) fiscal policies, could 
be avoided by borrowing abroad. Furthermore, 
in many cases speculative capital movements 
were also stimulated by huge interest rate dif­
ferentials between domestic and foreign rates. 
This situation allowed, during some time, for the 
simultaneous presence of current account def­
icits and overall balance-of-payments surpluses; 
a process which could only be sustained by an 
increasing foreign debt.
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It is not obvious whether an imbalance 
should be financed or adjustment measures 
should be taken, the answer depending on the 
nature, magnitude and persistence of the deficit, 
as well as on the availability of financial resources 
to the country in question. An imbalance origi­
nating in factors which are of a transitory and 
monetary nature, expected to last for a short 
period of time, should generally be financed; 
this conclusion is derived from efficiency criteria. 
In turn, a deficit emanating from real and/or 
permanent changes in the economic environ­
ment or from facts which, while transitory in 
character, are expected to last for a prolonged 
period of time, requires adjustment.

From another perspective, when external 
factors predominate it seems reasonable on 
grounds of equity and in some cases of efficiency 
(i.e., interdependence both in trade and pay­
ments between deficit and surplus countries) to 
argue in favour of financing. Again, this is espe­
cially true when the external disturbance is per­
ceived as temporary and is of a “monetary” nature 
(e.g., the increase in world interest rates), and less 
so when it appears as more permanent and is 
based on “real” factors (e.g., the increase in oil 
prices).

However, it is not always easy to determine, 
at an early stage, whether permanent and transi­
tory or monetary and real changes are at work. 
So, more than a “fundamentalist” approach to

external imbalance, a cost-benefit approach is 
usually taken to determine the policy intruments 
to be used in facing a disequilibrium in foreign 
payments. Financing a deficit has costs measured 
in terms of future debt burden, while adjustment 
implies some current real income foregone and a 
transitory increase in unemployment and infla­
tion.

The usual “small country assumption” regard­
ing foreign financing implies an infinitely elastic 
supply of foreign credit; the borrowing country 
determines the amount borrowed per year, at the 
going interest rate and other costs. In this 
approach, the amount of indebtedness per year is 
essentially demand-determined, while supply con­
ditions determine the cost of borrowing. This 
assumption is a useful one when international 
financial markets are growing rapidly, as they did 
up to 1981, and when “country risk” perceptions of 
the creditors do not limit the supply of external 
credit to borrowing countries. As financing reaches 
its maximum limits, however, a country is not in a 
position to evaluate the cost and benefits of alterna­
tive ways of settling the imbalance: it is forced to 
adjust, whatever the costs. Under these conditions, 
it is not surprising to find in many cases of external 
imbalances that countries act unilaterally in the 
financing area, through arrears in commercial and 
in other foreign payments which may be properly 
dubbed “involuntary lending”.

II
Financing and adjustment: Recent tendencies 

and the current situation
As it is well known, world financial markets ex­
panded at a rapid rate during the 1970s. Total 
assets of banks reporting to the b is  expanded at 
an average rate of 25% during the period, and in 
no year was the rate less than 19%. Between 1973 
and 1981, the net flow of banking credit to non­
oil LDCs grew more than fivefold, increasing from 
US$ 10 billion to more than US$ 50 billion in 
1981, when it reached its historical peak.

This rapid growth is explained both by insti­
tutional and structural factors. Among the insti­
tutional factors, perhaps the lack of regulation 
in the Eurocurrency markets, including the 
absence of minimum reserve requirements and 
of mandatory maximum debt-to-capital ratios, 
are the two most important single ones. As re­
gards structural factors, the accumulation of liq­
uid balances under the control of countries with
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remain far above their real historical levels for 
comparable stages of previous business cycles.

With annual interest rates at nominal levels 
of 1 2 % to 18% (including spreads) between 1981

and 1983, interest payments consume a substan­
tial proportion of the gross export income of 
debtor countries. The figures are shown in table
3.

Tab le  2

E F F E C T  O F  1% C H A N G E  IN  I N T E R E S T  R A T E S  O N  F O R E K JN  

P A Y M E N T S  O F  N O N -O IL - E X P O R T IN G  LD Cs, 1981-1983

A re a “

A m oun t o f  debt 

subject to 

floating  rates 

(billions o f  

dollars)

(1)

1% interest 

rate change 

(billions o f  

dollars) 

(2)

To ta l exports 

o f  goods and 

services 

(3)

(2:3)

(percentage)

(4)

W estern

Hemisphere^ 227.9 2.3 115,2 2.0

A fr ic a 37.7 .4 54.8 .7

Asia 76.4 .8 178.4 ,4

O the r 73.9 .7 99.5 .7

Total 415.9 4.2 447.9 .9

Sourer. IMF, World Economic Outbok, 1983,

 ̂ T h e  classification o f  countries corresponds to i m f , International Financial Statistics from  March 

1980 on.

Western Hem isphere excludes only Venezuela as oil exporter.

Fable 3
N O N - O IL - E X P O R T I N G  L D C s T N T E R E S T  P A Y M E N T S  IN  1981-1983,

B Y  A R E A S

A rea “

Interest 

payments 

(billions o f  

dollars)

(1)

Exports o f 

goods

and services 

(billions o f 

dollars 

(2)

(1:2)

(percentage)

(3)

W estern

Hemisphere'* 31.4 115.2 27.3

A fr ica 4.4 .54.8 8.1

As ia 9.8 178.4 5.5

O the r 10.0 99.5 10.0

Total 55.6 447.9 12.4
Source: i m f , World Economic Outlook, 1983.

“ T h e  classification o f  countries corresponds to imf, International Financial 
Statistics from  M arch  1980 on.

Western Hem isphere excludes only Venezuela as oil exporter.
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Ial)le 1

E V O L U 'I 'IO N  O F  I N T E R N A T I O N A L  E C O N O M IC  IN D IC A  I'ORS A F K E C  T IN C  H I E  B A L A N C E  

O F  P A Y M E N 'IS  O F  L A T I N  A M E R I C A N  C O U N 'I  RIES. 196r)-I983

Eerm s o f  trade, Net in flow  o f  (capital

La tin  America'*

Real ( irow th  rate o f

Pe riod Non-o il interest
industria l B illions B illions

T o ta l exporting rate'* countrie.s* o f o f

countries (percentage) (percentage) nom inal 1983
change) dollars do lía  rs‘‘

(percentage change)

Average

1965-1972 .3 .2 2.82 4.6 3.4 8.8

1973 13.4 10.6 2.94 6.2 8,1 18.3

1974 15.8 -7 .0 .11 0.1 11.6 23.5

1975 -1 3 .5 -1 2 .0 -2.21 -0 .7 14.5 27.3

1976 4.6 7.4 -0 .22 5.3 18.3 32.0

1977 6.0 10.7 -0 .50 4.3 17.3 28.5

1978 -1 0 .5 -1 0 .2 1.23 4.5 26.4 40.3

1979 3.5 -6 .7 0.66 3.5 29.0 39.7

1980 4.2 -7 .2 0.86 l.I 29.9 36.1

1981 -7 .3 -13 .0 6.11 1.5 38.0 41.5

1982 -7 .0 -7 .6 6.91 -0 .4 16.6 17.1

1983*̂ -7 .2 -1 .6 6.71 1.8 4.5 4.5

Source: e c l a c , Econotnk Survey of Latin America, 1982; Ecotumic Survey of Latin America, 1983: Advance Summary.
IMF, Worki Economic Ouilook, 1983. oecd, Economic Outlook, 1972; imf, Balance of Payments Yearbook (various issues).

“ F rom  1970 on excludes Venezuela, Boliv ia and Ecuador; from  1976 on, Mexico and Peru.

 ̂ Refers to three-month Eurodo lla r London  interest rate minus Un ited States inflation, as measured by the Consum er Price Index

(CPi).
GNP growth rate o f  Canada, U n ited  States, Japan, France, Federal Republic of Ciermany, Italy and Un ited K ingdom , 

Deflated by U n ited  States Consum er Price Index.

® Prelim inary estimates. Data fo r interest rate and Un ited  States inflation cover period up to October 1983,

So, both from the supply and demand side 
the increase in foreign debt was stimulated at 
rates which made the debt level incompatible 
with a sharp or prolonged world recession. In 
fact, the overwhelming importance of private 
banking as the main source of the flow of new 
financing, given its commercial and risk­
avoiding nature, has helped to amplify rather 
than moderate the recessionary tendencias of the 
early 1980s.

Present levels of foreign debt are such that 
changes in interest rates in international markets 
produce a substantial impact on foreign pay­
ments. As an increasing proportion of the stock 
of the LDCs’ debt is subject to floating rates, the 
bulk of the stock, and not only new lending, will

be affected by changes in rates. Table 2 shows the 
effect of a 1 % increase in interest rates on foreign 
payments in non-oil-exporting [.ncs. For Latin 
American and Caribbean countries this figure is 
some US$ 2.3 billion, which represents 2% of the 
region’s exports of goods and services. It should 
be noted that this effect, which has predomi­
nated in the 1980s as a consequence of the rapid 
increase and changing structure of foreign debt, 
as well as extraordinarily high interest rates in 
world financial markets, is substantially bigger 
than that of a US$ 1 increase per barrel of oil. 
Although nominal interest rates in the United 
States have declined from their extreme levels of 
1981 and 1982, they have fallen neither as fast 
nor as far as the (us) rate of inflation and they
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exports of goods and services, a reduction of 
imports, or some combination of both so as to 
reduce the projected current account deficit and 
the consequent need for additional foreign fi­
nance.

Adjustment measures have typically focused 
on expenditure reducing and expenditure switching 
policies. The former consist in restraining aggre­
gate demand via restrictive monetary, fiscal and/ 
or incomes {including lower wages and higher 
interest rates) policies, with the objective of 
directly reducing domestic spending on trade- 
ables. Increases in the exchange rate also work in 
the direction of reducing domestic spending 
through their effect on the real money supply, at 
least in the short run.

Expenditure switching from tradeables to 
non-tradeables goods works through relative 
price changes, typically exchange rate move­
ments and changes in tariffs and other import 
regulations, as well as different forms of export 
subsidies. These policies tend to depress domes­
tic spending on tradeables and to stimulate re­
source allocation towards tradeables production.

If  adjustment could be promoted rapidly 
through changes in relative prices, its cost in 
terms of output foregone and higher unemploy­
ment might be quite small. However, real re­
source transfers between sectors and regions 
take time. Lags and inertia in factor mobility, 
price and wage rigidities, and the uncertainty 
regarding the temporary or permanent nature 
of the policy changes contribute to a situation 
where sectors incentivated by price stimulae to 
contract do so rapidly, while those stimulated to 
expand generally take an extended period to do 
so. In the process, global output suffers, unem­
ployment and inflation go up and real wages are 
negatively affected. Furthermore, traditional po­
licies have placed greater emphasis on reducing 
aggregate demand than on increasing output 
and changing its composition; therefore, if 
spending is reduced as part of the programme, 
there will be an added tendency towards output 
losses and unemployment. Experience has 
shown that when both relative price changes and 
expenditure reductions are promoted by the au­
thorities of the debtor countries, the process of 
adjustment in case of a deficit involves unem­
ployment and output losses which take a relative­
ly long period of time to disappear. Adjustment,

in the sense of a reduction in the external imbal­
ance, may occur relatively rapidly, but at a sub­
stantial, and prolonged, economic and social 
cost.

From an international perspective, when an 
adjustment process takes place in a stagnant 
world economy and when current account def­
icits are not located at a country, but at a regional 
level, the costs of adjustment policies increase. 
This is true for individual countries, through the 
lack of foreign demand for their exports, so that 
huge relative price changes (with the already 
mentioned associated costs) are needed in order 
to better their trade balance. But it is also true 
internationally, since due to the importance of 
LDCsin world trade and payments, when a region 
as a whole curtails its imports, it will slow down 
the recovery of advanced surplus countries. 
When many countries attempt to increase their 
exports, some expansionary effects follow for the 
world economy. However, a deterioration in the 
terms of trade may occur and protectionist poli­
cies in developed countries may be strengthened 
thus worsening the prospects of recovery 
through adjustment policies in logs.

The above discussion suggests that in many 
cases countries opt, and should opt, for financing 
a current account deficit, which ultimately con­
sists in delaying adjustment for the future.^ 
These two components of the settlement of an 
external imbalance, adjustment and financing, 
are frequently interrelated. In most cases of a 
large ex ante external deficit, financing for this 
can be obtained if, and in some cases only if, 
adjustment measures are taken that reduce the 
need for financing to what creditors consider 
“manageable” or “credible” proportions. In fact, 
the International Monetary Fund makes its regu­
lar resources available, over and above certain 
limits, only if the country in difficulties puts into 
effect adjustment policies designed to eventually 
eliminate the deficits.

is im plic itly  assumed that authorities sterilize the 

m onetary effects o f  the net increase in  fore ign  debt; o ther­

wise the fa ll in  m oney supply generated by the net in flow  o f 

fo re ign  exchange w ou ld  induce a sort o f  endogenous adjust­

ment process through its depressive effects on aggregate 

dem and and expenditure.
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Furthermore, interest payments by Latin 
American and Caribbean countries in 1982 and 
1983 exceeded increases in their net foreign bor­
rowing, so that a reverse transfer of resources 
from debtors to creditors was taking place. This 
would be a natural result as the ldcs’ economies 
mature, but it is a heavy burden when it is a 
consequence of world recession rather than a 
by-product of the growth process (see table 4).

In addition to the effect of high international 
interest rates on debt service, they have an impact 
on primary commodities, since they tend to be 
negatively correlated with the terms of trade of 
primary producing countries. Hence, the bur­
den of high interest rates is amplified by a de­
terioration in the terms of trade, in what has been 
called the “scissors effect“, which has produced 
the squeeze that nearly caused some major 
debtor countries to default (see figure 1 ).

The mechanisms that explain this negative 
relation are related to the direct impact of in­
terest rate changes on the trading in, inventories 
of, and speculative demands for primary com­
modities (see Padma Gotur, “Interest rates and 
the developing world”. Finance and Development, 
Vol. 20, No. 4, December 1983), Also, high in­
terest rates discourage domestic expenditure, 
the level of economic activity suffers and demand 
for primary products falls. As most of these prod­
ucts are sold in highly competitive markets and

Tab le  4

I N T E R E S T  P A Y M E N T S  A N D  N E W  D E B T  

O F  N O N - O IL - E X P O R T I N G  LD C s  

IN  1982-1983 

{B illions o f  dollars)

Areas“
Interest

payments

Net external 

borrow ing
N et transfer

W estern

Hemisphere** 31.4 18.2 -13 .2

A fr ic a 4.4 9,0 4.6

As ia 9.8 15.6 5.8

O th e r 10.0 9.9 “ .1

T ota l 55.6 52.7 -  2 .9

Source', i m f , W orld Econom ic OuUook, 1983.

“ T h e  classification o f  countries corresponds to i m f . In -  
tem oH onal F in a n d a i Statistics from  M arch  1980 on.

 ̂ W estern Hem isphere excludes only Venezuela as o il expor­

ter.

their supply is inelastic, prices tend to change 
rather sharply with changes in demand.

The recent international monetary and 
financial developments, the macroeconomic 
policies in the industrial countries, and the world 
recession have been the main external factors 
that have negatively affected the ldcs’ econo­
mies. To this should be added some domestic or 
internal factors which were quite common in 
Latin America during the second half of the 
1970s. Overvalued exchange rates, expansive 
aggregates demand policies and stimulus to and 
inadequate use of foreign indebtedness have also 
contributed, although to a lesser extent, to gener­
ate the balance-of-payments crisis that started in 
1981 and continued during 1982 and 1983.

The magnitude involved and the adjust­
ments made are quite clear and impressive. The 
deficit on current account reached a maximum 
in 1981. Since then the trade balance changed 
from deficit into surplus, peaking in 1983 to an 
extraordinary amount of more than US$ 31 bil­
lion, a figure more than triple the improvement 
attained in 1982. The balance on current account 
before interest payments and profit remittances 
improved by US$ 37 billion between 1981 and 
1983, a figure equivalent to around 4% of Latin 
America’s average g n p  in the period. The cur­
rent account deficit, as a consequence of the 
changes affecting mainly trade, and to a much 
smaller extent, financial services, contracted 
abruptly from US$ 36.4 billion in 1982 to US$ 
8,5 billion in 1983: the smallest deficit since 1974 
(see table 5).

Parallel to this, and responsible to a certain 
extent for the extraordinary reduction in current 
account deficits, the Latin American countries 
suffered in 1983 a drastic contraction in the net 
inflow of capital to the region. Such inflow, which 
had already been reduced in 1982 to less than 
half the historical maximum of 1981, when it 
reached US$ 38 billion, fell again in 1983 to less 
than US$ 4.5 billion. This is why, in spite of the 
huge surplus on trade account and the sharp fall 
in deficit in current account, foreign exchange 
reserves fell for the third consecutive year. In 
terms of the region’s imports, the reserve coeffi­
cient was reduced from an average of nearly 
50%in the period 1973-1979 to about one-third 
in the 1980s, in spite of the fact that imports fell 
by over 40% from 1981 to 1983.
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Tab le  5

E X T E R N A L  IM B A L A N C E S  IN  L A T I N  A M E R IC A ,  1979-1983 

{liU liom  o f  (lollars)

1979 1980 1981 1982 1983

1. Exports  o f  goods ()9,6 90..3 96.8 88.6 87.5
2. Im ports o f  goods 09,1 91..3 98.4 78.9 56.3
3. T ra d e  balance 0,3 - L O - L 6 9.7 31.2
4. N on-financ ia l services (net) 6..3 8..3 11.4 9.6 6.4
5. C u rre n t account balance before financia l ser-

vices -6 .0 -9 .5 -13 .0 0.1 24.8
6. F inancia l .services (net) 14,2 19.0 29.1 36.8 34.0
7. Balance on cu rren t account -19 .6 -27 .7 -40 ,4 -36 .4 -8 .5
8. N e t capital movements 29.0 29.9 38.0 16.6 4.5

9. Fo re ign  g lobal debt 166.4 205.2 257.9 289.4 309.8
10. Fo re ign  debt .services 37.1 43.2 .34.6 69.2 -

P ercentages

11. Interest payments as a percentage o f  exports o f 

goods and services 17.4 19.9 26.4 38.3 35.0
12, C u rre n t account balance as percentage o f  gross 

nationa l p roduct -2 .8 - -3 .3 - -4 .3 - -3 .9 - -0 .9

S ou rce : e c l a i '., E con om ic Survey o f  L a tin  A m erica, 1 9 8 3 : A dvance Summary.

The fall in the net inflow of foreign capital to 
Latin America, combined with the very high re­
mittances in respect of financial services, contri­
buted for the second consecutive year to a net 
transfer of resources from the region to the rest 
of the world, amounting to nearly US$ 50 billion 
during 1982-1983. Obviously, as a consequence 
of the smaller net capital inflow, foreign debt 
increase slowed down: 7% in 1983 as compared 
to 12% in 1982 and the high average figure of 
23% during 1977-1981. Interest payments, 
however, which in 1977 represented 12.4% of 
exports of goods and services, have steadily in­
creased, rising to triple that figure in 1982-1983. 
Furthermore, interest payments have also in­
creased their proportion of total debt service 
payments from35% in 1977-1978to58%in 1982 
and a much higher figure in 1983, due to the 
postponement of most amortizations in that year.

But despite generalized devaluations and the 
implementation of other measures designed to 
stimulate exports, most of the adjustment has 
occurred in the form of a drop in imports, which 
fell 29% in 1983 after having fallen by 20% the year 
before.

This extraordinary fall in imports caused, and 
was caused by, a sharp contraction in economic

activity and other related indicators (see table 6 ). 
Latin America’s g n p  fell 3.3% in 1983, after having 
fallen 1 % in 1982, while the per capita gnp fell by 
5.6% in 1983 and was nearly 10% lower than the 
1980 figure, reaching only the level attained as far 
back as 1977. Gross national income fell even more

Tab le  6

L A T I N  A M E R IC A :

IN D IC A T O R S  O F  C O S T  O F  A D J U S T M E N T

1976/1979 1980 1981 1982 1983

Real (;np 1 9 7 0  dollars

per capita 

Real GNP
930 1 007 997 965 911

per capita 929 1 009 985 938 883

Change in P ercentages

consum er prices 

'Unem ploym ent

50 53 61 86 130

m edian“ 7 7 7 9 10

Source: eclac, Econom ic Survey o f  Latin  Am erica, 1 9 8 3 : Advance 
Summary,

“ M edian  o f  annual average rates o f  urban unem ployment in 

10 selected Latin  Am erican  countries.



THE ADJUSTMENT PROCESS IN THE 1980s„. / Carlos Massad and Roberto Zahler 95

than G N P ,  since for the third consecutive year the 
region’s terms of trade deteriorated: phenomenon 
which occurred for six consecutive years in the case 
of the non-oil-expoiting Latin American countries. 
Urban unemployment increased in almost all 
countries, while inflation soared to unprecedented 
high rates.

Perhaps the most illustrative way of perceiving 
the magnitude of what this adjustment process has 
meant for the region is to recognize that if g n p  had 
continued to grow at one-half its average rate of 
growth between 1970-1980, Latin America would 
have obtained US$ 150 billion in real terms at 1983 
prices in additional g n p  in 1981-1983. That

Figure 1

EVOLUTION OF TERMS OF TRADE OF NON-OIL-EXPORTING LDCs AND 
NOMINAL INTEREST RATE

Eurodollar three-month 
London interest rate (o/o)

Non-oil LDCs terms 
of trade index (1972 = 100)

Source: IMF, International Financial Statistics  ̂ January 1984; World Economic Outlook, 1983.
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amount is equivalent to nearly half the region’s 
stock of foreign debt or to the (;np of Sweden or 
Switzerland.

Despite the important external sector adjust­
ment policies adopted by Latin American coun­
tries in 1982 and 1983, the foreign exchange 
generated by this process and by voluntary lend­
ing was insufficient to cover external debt pay­
ments, and a number of countries found it im­
possible to pay not only the principal but in some 
cases even the interest. Most countries had to 
reschedule their external debt service and tried 
to reach agreements with the i m p  and other for­
eign creditors to meet such debt service charges 
—not to mention repayment of loans coming 
due— while they have also had to reduce internal 
spending and apply austerity programmes that 
comply with i m p  requirements.

Under present conditions it cannot be ex­
pected that the debt will continue to grow as in 
the past. The flow of liquid savings has been 
substantially reduced, and lenders are taking an 
extremely careful and selective attitude regard­
ing international operations. In fact, as men­
tioned, the expansion of international lending in 
1983 has been very much lower than the increase 
in interest payments to the exterior, so that the 
transfer of real resources from debtors to creditors 
has reached unprecedented levels even after 
allowing for debt renegotiation and for the fact 
that there are now considerable arrears in the 
interest and amortization payments of some de­
btor countries. While total international assets of 
banks reporting to the BIS grew by US$ 22.3 
billion in the first six months of 1983, as com­
pared to US$ 74 billion in the same period in 
1982, bank lending to Latin America increased

US$ 3.7 billion (US$ 12 billion in the first half of
1982) and lending to all i,ix;swent up by US$ 5.8 
billion (US$ 15 billion in the first half of 1982).

So, regardless of the transitory and external­
ly caused nature of the present foreign payments 
deficits of Latin America, due mainly to unusual­
ly high foreign interest rates and unsually un­
favourable terms of trade, financing is playing a 
very limited role in dosing the external gap. Tra­
ditionally, through its conditional lending, the 
IMF generally included provisions to eliminate 
involuntary lending, offering financial resources 
in exchange. However, when the imbalances are 
very large, as they have been in 1982-1983, imp 
resources are not sufficient and the Fund has 
been actively promoting the provision of addi­
tional funding from private lenders to comple­
ment its own very limited financing possibilities, 
in order to try to avoid payments crises.

As already mentioned, banks have reacted, 
at least until now, very conservatively, trying to 
reduce their exposure with cncs. Available 
financing to those countries is now an extremely 
binding constraint. But in spite of the new cir­
cumstances, the IMF has reassumed an attitude 
similar to its traditional one of regarding causes 
of and cures for individual country balance-of- 
payments crises as if they were isolated phe­
nomena. This time, however, the financial short­
ages have required an extremely restrictive and 
costly adjustment process, which has not been 
determined by the nature or causes of the im­
balance but basically by available financing. The 
latter has overridden cost and benefit considera­
tions, or —what amounts to the same thing— 
above some limited amount, the cost of financing 
has become infinite.
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III
Adjustment and debt in the 1980s: 
options and limitations of existing 

tendencies, institutions and practices
\. The international scenario

Until the second half of 1980, developments in 
the foreign sector of the Latin American econ­
omy seemed perfectly under control. It is clear 
from the preceding sections that since the begin­
ning of this decade shocks originating in policy 
actions or decisiones in industrial countries and 
in the world economy have played a major role in 
the generation of external imbalances in the 
ux:s. In fact appropriate policy measures in the 
North are a crucial element for the viability of the 
actual adjustment processes taking place in the 
south. If  the terms of trade in Latin America had 
been similar to those prevailing in 1980 (25% 
better) and if international interest rates had 
been similar to those obtained when the bulk of 
the foreign debt was contracted {on average four 
percentage points below present rates), the re­
gion would have had available US$ 35 billion 
more in 1983. With these resources the region 
would have easily fulfilled its foreign payment 
obligations without having to reduce dramatical­
ly its imports nor needing additional foreign 
debt. In other words, if world trade and finance 
would only return to “normal” conditions, Latin 
America’s foreign payments commitments could 
be satisfied without sacrificing its consumption 
levels or its growth possibilities.

Of course, policies in the i.ncshave had a 
degree of responsibility in originating imbal­
ances, but the correction of such policies, a re­
sponsibility of the l ik ;s’ authorities, has already 
been carried out —in excess in many places— 
and has had a painful effect on both the domestic 
economy and its social fabric, raising skepticism 
about the ability of these countries to sustain the 
effort.

Current approaches to adjustment present 
two major problems: they maximize the global 
cost of the process and they are biased against 
debtor countries, which are bearing a dispro­

portionate share of the cost. There are four ma­
jor aspects of the international economy where 
action is needed in order to reverse this situation.

First, high and volatile interest rates have a 
definite negative impact on the current crisis, for 
various reasons. As already mentioned, Ihe debt 
service payments and terms of trade of the ldcs 
have been adversely affected. Interest payments 
exceed the cost of oil imports in non-oil i dcs. But 
interest rates have also helped to delay recovery 
in the North and have contributed, through 
capital inflows to the United States, to the 
strengthening of the value of the dollar vis-à-vis 
other currencies. This has affected the ldos’ 
competitiveness and increased the real cost of 
servicing the foreign debt, which is predomi­
nantly denominated in us dollars. In relation to 
this latter point, it has been estimated that if the 
non-oil logs’ borrowing from commercial banks, 
which amounted to about US$ 150 billion be­
tween 1979 and 1982, virtually all in terms of 
dollars, had been diversified to correspond 
broadly with the currency composition of their 
trade, the combined savings to these countries in 
terms of lower interest costs and exchange rate 
gains would have amounted to over US$ 30 bil­
lion (see A. Mohl and D, Sobol, “Currency diversi­
fication and LDc: debt”. Federal Reserve Bank of 
New York, Quarterly Review, Autumn 1983, 
Volume 8, No. 3). Furthermore, high interest 
rates (together with overvalued Latin American 
currencies) have stimulated flights of capital to 
the United States which, according to private 
bank sources, reached US$ 100 billion during 
1980-1983, aggravating the region’s debt prob­
lems.

Macroeconomic policies in industrial coun­
tries, and especially fiscal policy in the United 
States, bear major responsibility for the high and 
uncertain interest rate levels. Monetization and 
crowding-out effects of the fiscal deficit, expecta­
tions that the United State deficit is unlikely to
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disappear even with a strong, long-lasting recov­
ery (due to the fact that spending growth for both 
social and defence programmes will outpace the 
increase in tax revenues), and the fact that the 
industrial countries’ public sector deficits are 
competing globally for a relatively weak flow of 
global savings are the major factors behind re­
cent current interest rate levels and movements. 
Futhermore, the impact of international interest 
rates on ldcs is bigger than their effect on the 
average United States or United Kingdom 
citizen, since American or British borrowers can 
write off interest rate payments against taxes.

It should also be noted that banks’ earnings 
depend not so much on the level of interest rates 
as on spreads, so that in principle, the soundness 
of the banking system would not be at stake and 
could even be enhanced if real interest rates 
could be reduced.

In summary, the advanced countries’ re­
sponsibility for the levels and fluctuations of in­
terest rates —one of the main determinants of 
current balance-of-payments crises and the high­
ly costly and inefficient adjustment process in the 
LOGS— should be clearly recognized and action 
should be taken regarding fiscal and monetary 
policy mix, as well as on co-ordination of these 
and exchange rate policies among industrial 
countries.

The second international element to consid­
er is that the actual adjustment process, based on 
generating trade surpluses in debtor countries, is 
being made extremely difficult and more costly 
due to the lack of sufficient foreign demand and 
protectionist tendencies in the North, which have 
affected both the logs’ exports and their terms of 
trade.

On average, the ldg.s’ products account for 
only 3% of the industrial countries’ market; this 
relative small share should leave ample scope for 
further expansion. However, relatively large 
shares for some specific products and protection­
ist measures against imports of many of these 
products suggest only moderate growth ahead. 
Although it should be noted that protectionist 
measures in o e c d  countries did not stem the 
dynamism of the most successful exporting 
countries in the late 1970s, the export environ­
ment in the next years will be much more com­
petitive than in the last fifteen years. In addition 
to debtor countries’ export promotion policies.

strong export growth will require not only a heal­
thier world economy but also a restructuring 
process in the industrialized countries’ econo­
mies, which is an essential aspect of internation­
al economic development to which national poli­
cies in both industrial and developing countries 
must make a positive contribution (see B.A. de 
Vries, “International Ramifications of the Exter­
nal Debt Situation”, a m e x  Bank Review Special 
Papers No. 8, November 1983).

Although developments in 1983 and fore­
casts for 1984 indicate a recovery from the 1982 
world recession, and despite the increase in im­
ports into the United Stales, the international 
transmission of the recovery is working less well 
than in the past. The growth of world trade ex­
ceeded the growth of world output by a sizeable 
margin in the two-year period following the 1975 
recession, as it has on average throughout the 
postwar period. For 1983-1984, in contrast, the 
excess of trade over output growth is likely to be 
negligible or non-existent, the main reasons for 
this being the slower available financing, due to 
the debt problem and the proliferation of protec­
tionist measures. To this should be added the 
restrictions imposed on imports by heavily in­
debted LOGS.

In a dynamic, expanding economy, tradi­
tional prescriptions for a single country to adjust 
by increasing exports and restricting imports 
have some rational basis. However, since every 
export is someone else’s import, a “composition 
fallacy” may occur when a generalized crisis takes 
place. As the i m f  has leverage with respect to 
deficit countries which are in need of financial 
resources but not with respect to surplus coun­
tries (or reserve currency countries whether in 
surplus or deficit), the burden of adjustment is 
thrown upon deficit non-reserve currency coun­
tries. This fact increases the cost of adjustment 
for those countries, and reduces the efficiency of 
certain policy measures, especially when the 
world economy is not growing at a rapid pace.

Availability and stability of foreign financing 
is the third international factor which requires 
urgent policy measures.

As mentioned in section ii, bank lending to 
LOGS, and especially to Latin America, grew at 
extraordinarily high rates during the 1970s. In 
hindsight, although in some countries invest­
ment rates, and g n f  and export growth rates,
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were high, development strategies based on for­
eign saving had very weak foundations. Exces­
sive reliance on short-term loans created a se­
rious imbalance between the maturity structure 
of investment and the debt, increasing the coun­
tries’ vulnerability to debt servicing problems. 
Foreign finance in some cases took the place of 
domestic savings, stimulating consumption. The 
overabundance of foreign exchange contributed 
to overvalued exchange rates, putting a brake on 
export dynamism. Also, attempts to maintain 
activity levels in the face of the oil shocks, and the 
fact that high United States interest rates and 
domestic exchange rate expectations of depre­
ciation stimulated speculative private capital out­
flows, were all factors that helped to partially 
offset the value of bank lending and to militate 
against its efficient use.

The private banks’ initial reaction to debt 
servicing problems in the 1980s was not only to 
try to reduce their exposure with the i .dcs, which 
by mid-1983 was over US$ 330 billion, but also to 
charge additional commissions and fees in the 
rescheduling schemes (which only very recently 
have tended to diminish slightly), that have 
added an extra cost on already high interest 
rates. It is evident that because of their aggressive 
loan policies, together with less than adequate 
project evaluation and their lack of awareness of 
the country and commercial risks involved, 
banks bear a share of responsibility in the gesta­
tion of the current balance-of-payments crisis. 
They tend to argue that due to the very competi­
tive supply side of the market in the 1970s, 
spreads were low and provisions insufficient to 
cope with generalized payments crises. However, 
their current behaviour of trying to suddenly 
block the access of “problem” countries to finan­
cial markets and to impose rescheduling proce­
dures that have increased financial costs substan­
tially is helping to augment external imbalances, 
throwing practically all the adjustment cost bur­
den on the debtor countries.

Together with higher financial costs, bank 
lending has declined and there is little reason to 
expect it will increase in the near future, except 
under forceful i m f  pressure. However, as real 
interest rates will probably diminish only slightly 
and very slowly, if at all, huge and costly trade 
surpluses of the debtor countries are still not

sufficient to close the foreign exchange gap, and 
countries will require additional loans. The only 
sources available would be the advanced coun­
tries’ governments, which are themselves under 
severe budget constraints, and multilateral in­
stitutions which, even if they increased their 
capital and lending capacity to what seems 
reasonable limits, will still fall short of required 
needs. Therefore, although effoils should be 
strengthened to ensure that the i b r d  and i m f  play 
a major role, directly and indirectly, in interna­
tional financing it appears that no solution to the 
LDCs’ debt problem will be viable unless it includes 
a reduction of the real burden of debt.

A final element in the international scenario, 
that has not been sufficiently incorporated in 
current approaches to adjustment policies, is re­
lated to the extent to which both through trade 
and finance, countries and regions tend to be 
interrelated.

As the world has become more interdepen­
dent, actions by a group of countries are bound 
to affect the rest, positively or negatively. Actions 
in the same direction by most or by all countries 
will reinforce each other, producing on any indi­
vidual country an effect substantially larger than 
the one that would have been forthcoming from 
that country’s policies by themselves. The grow­
ing interdependence is likewise reflected in the 
fact that if a country takes adjustment measures 
to reduce a deficit at a time when surplus coun­
tries are applying expansionary policies, the re­
sult will be a faster and smoother adjustment 
process at substantially reduced economic and 
social cost. However, that is not what is happen­
ing at present. Thus, a reduction in expenditures 
in a deficit country, with the aim of freeing addi­
tional resources for use in the tradeable goods 
sector, will be defeated in its purpose if the rest of 
the world is also compressing domestic demand 
because of, say anti-inflationary policies. The 
case of import protection is even more clear: 
policies to promote the exports of deficit coun­
tries will be defeated if the rest of the world 
prevents those exports from finding markets. 
Similarly, if one country devalues its currency to 
produce a reduction in the external sector gap, it 
may achieve its purpose. But if many countries 
producing similar commodities devalue at the 
same time, the result may not be adjustment, but 
merely a reduction in the prices of the exports of
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those countries, and a worsening in their terms of 
trade which might even increase the imbalance.

Excessive reliance on adjustment delays the 
North’s recovery since the ldc:s’ markets for the 
industrial countries’ exports are no longer of 
marginal importance. Added to the above- 
mentioned composition fallacy, implicit in re­
gional export promotion within a stagnant world 
economy, is the fact that import cutbacks in the 
LDcs help to feed the recessionary tendencies in 
the rest of the world, delaying economic recovery 
in those same countries. According to Professor 
Koren, President of the Austrian National Bank, 
around 20% of world trade is affected by difficul­
ties in deficit countries. Given this situation, it is 
no longer reasonable to impose economic policy 
conditions on many countries simultaneously 
while at the same time expecting them to raise 
their exports and lower their imports. If  many 
countries were to meet those conditions at one 
and the same time, the system could not function 
{b i s  press review, 27 October 1983). Up to August 
1983, United Kingdom exports to Latin America 
fell by 35% relative to the same period in 1982, 
and some calculations indicate that the fall in 
United States merchandise exports to Latin 
America accounted for over 40% of the total 
decline in that country’s exports in 1982 and was 
responsible for the loss of 250 000 jobs in the 
United States in areas where unemployment was 
generally higher than the United States average 
(see S. Dhar, “United States trade with Latin 
America: consequences of financing con­
straints”, Federal Reserve Bank of New York, 
Quarterly Review, Autumn 1983, Vol. 8, No. 3).

On he financial side, it has been estimated 
that the ldcs’ debt exposure of the major pri­
vate banks amounts to more than twice their 
capital and that the annual interest owed to such 
banks thy the ldcs’ is more than the banks’ total 
profits (see R. Wienert, “Banks and Bankrupt- 
cy"Foreign Policy, No. 50, Spring 1983).

Consequently, the present approaches to ad­
justment which throw the burden basically on 
deficit countries and are strongly biased in the 
direction of recessionary policies should be com­
plemented by trade liberalization policies in the 
advanced countries and a major new role for 
financing through debt rescheduling on better 
conditions, with higher net capital inflows to 
LDCS. This is in the interests of both North and

South, not only through its effects on higher 
global output and trade growth but also because 
it minimizes the posible impact of partial or 
generalized default on the international banking 
system and its consequent effects on an even 
deeper and more prolonged world depression.

2. Adjustment policies a the country level

Current adjustment policies in the ldcs have 
been inspired by the traditional i m l  approach 
implemented in the 1950s and 1960s with the 
aim of improving debtor countries’ trade bal­
ances. Section II showed that an extraordinary 
effort has been made by most Latin American 
countries, with huge economic and social costs. 
Although trade balance improvement has been 
impressive it has not been sufficient to generate 
the re-sources needed to fill the foreign ex­
change gap. That is why most countries have had 
to rechedule their foreign debt and still need 
higher capital inflows and/or a reduction in the 
real value of debt service in order to “finance” 
interest payments.

The adjustment experience during the 
1980s has revived the discussion regarding its 
efficacy as well as the question of its sharing of 
the burden among debtor and creditor coun­
tries. The Latin American case reveals that cer­
tain old criticisms of traditional policies have 
solid bases and should receive more attention 
from multilateral organizations and advanced 
countries. In addition, however, developments 
in the 1970s arid the changes that have taken 
place in international, regional and local scenar­
ios have given rise to new, non-traditional issues 
and problems which should also be incorporated 
in the analysis and discussion aimed at seeking 
policies that will allow for more efficient and 
equitable adjustment processes.

Adjustment policies recently implemented 
in Latin America show a clear recessionary bias. 
Improvement in the trade balance has been 
achieved essentially through lowering imports 
and diminishing the countries’ standard of liv­
ing, rather than by increasing exports. In other 
words, the reduction in aggregate demand tends 
to outweigh the change in output composition, 
while supply-oriented policies have proven parti­
cularly ineffective. The world recession and the 
increasing protectionism of the 1980s have con­
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tributed to this situation as well as the fact that 
outward-looking policies, when implemented 
globally, are less ef ficient (as is implicit in current 
policy prescriptions) than when applied by a 
single “small” country.

However, it seems that the traditional 
approach, applied rather homogeneously to a 
number of' quite different country cases, which 
assumes that current account problems are de­
rived from excess demand for goods, blurs the 
basic fact that financial service payments are the 
major component of the current account deficit. 
Theref ore, given that debt was acquired through 
time and that interest rates are now extremely 
high, policy prescriptions aimed at reducing “ex­
cess spending behaviour” and attempting to solve 
a “stock” problem with traditional instruments 
based on generating an excess supply of goods 
focus attention on issues and variables that, 
although related to the problem, are not the most 
efficient ways of dealing with it.

Furthermore, as mentioned in section i, 
when restrictive fiscal and monetary policies are 
implemented and devaluation takes place, the 
exportable and import substitution sectors tend 
to respond slowly, while imports and economic 
growth slow down or are reduced rather quickly 
and non- tradeables supply, facing a scale effect 
that in the short run is much more important 
than the relative price effect, tends to stagnate or 
even to fall. From a development perspective, 
traditional adjustment measures present a fur­
ther problem, since the recessionary impact 
—given the fact that people will attempt to main­
tain current levels of consumption— tends to fall 
more heavily on investment. Finally, inflation 
associated with devaluation, together with a de­
crease in real wages and increases in unemploy­
ment, generates a regressive domestic distribu­
tion of the burden of adjustment, in addition to 
the costs incurred through the impact of stabi­
lization policies.

The above-mentioned factors, traditionally 
associated with “orthodox” adjustment policies, 
have been amplified not only by the international 
scenario of the 1980s, especially the world reces­
sion, terms of trade deterioration and higher 
interest rates, but also by inconsistencies associa-i 
ted with new phenomena, which tend to exacer­
bate economic fluctuations and recessionary 
effects. The amount of adjustment required has'

been amplified by the fact that the trade balance 
has had to improve not only to cover higher debt 
service payments but also to try to compensate 
for the smaller net lending due to the procyclical 
behaviour of the commercial banks. This “over­
adjustment” tends to be self-defeating since, as 
relative price changes prove less effective for re­
ducing deficits, forcing additional emphasis on 
restrictive measures, these excessive restrictions 
damage the economic system as a whole and tend 
to increase the risks of lending as seen by the 
creditors.

In a number of countries, a similar situation 
to what has happened internationally in relation 
to debt service capacity, has occurred domestical­
ly. Much of the “debt” problem is originated not 
only by the lack of foreign exchange but also by 
the fact domestic residents, firms and persons, 
have been unable to service their domestic debt. 
This situation, associated with inefficient re­
source allocation in previous years, has been ex­
acerbated by the “microeconomic” effects of the 
adjustment policies that are being implemented. 
Falling sales and increasing taxes and financial 
costs —the importance of the latter in the struc­
ture of production costs having increased enor­
mously— squeeze firms’ profits as well as con­
sumers’ ability to pay, shaking the soundness of 
domestic financial systems and increasing the 
cost of the adjustment process as a whole. The 
need for recovery of the economy, so that domes­
tic illiquidity and/or insolvency is eliminated (a 
necessary condition for servicing the foreign 
debt) is contradicted by the recessionary effect of 
the adjustment policies being actually im­
plemented.

Closely related to the internal debt issue is 
the fact that in a number of countries in the 
region, especially those which engaged in unres­
tricted liberalization cum stabilization program­
mes, domestic real interest rates have reached 
excessively high levels and experienced extreme­
ly sharp movements. While those developments 
may have been justified on the basis of events 
taking place in the credit markets, their conse­
quences for other aspects of the economy would 
have required a closer look, and actions, to deal 
with events affecting those rates so as to achieve 
better results in overall objectives of economic 
policy. Similarly, the extraordinary inflow of 
foreign capital and anti-inflationary policies
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based on exchange rate management, together 
with tendencies to integrate the goods markets 
into the world economy by lowering barriers to 
trade, generated in many cases grossly over­
valued exchange rates which stimulated, in the 
wake of the world recession, huge private capital 
outflows outside the region. In summary, the 
behaviour of certain variables, namely exchange 
and interest rates, as well as real wages, foreign 
debt and asset prices, as “outliers” has enormous­
ly complicated and increased the cost of adjust­
ment policies, since much more drastic changes 
in relative prices are required which, further­
more, may end up to being in contradiction with 
the overall desired results.

The behaviour of asset prices merits special 
consideration in some Latin American econo­
mies. In the late 1970s and to a certain extent up 
to the present, real and financial asset prices 
soared, without adequate capital accumulation 
effort having taken place, creating a “bubble 
effect” which stimulated private expenditure. As 
the cost of domestic financing was higher than 
that of foreign financing, funding private sector 
excess spending abroad became a profitable way 
to circumvent the tight domestic credit or money 
markets. In many cases this was the main domes­
tic cause of the external imbalance. However, the 
traditional approach to adjustment assumes that 
it is the public sector deficit which is the principal 
element behind excess spending, and higher 
prices for public sector services, lower govern­

ment spending, higher taxes, etc., are therefore 
felt to be called for. Obviously, under these cir­
cumstances, although the trade balance will im­
prove, distortions created in the domestic econ­
omy, together with an unnecessary fall in in­
vestment as compared to the desired reduction 
in consumption, help to increase still further the 
costs associated with the current adjustment.

Finally, in more general terms, since the 
slower growth rates in industrial countries and 
the higher real interest rates in international 
markets, as well as the smaller increase in the 
foreign financing available to l d c s  will probably 
prevail for quite a long time, it would be desirable 
that the adjustment process in debtor countries 
should be guided not so much by short-run 
financial or balance-of-payments considerations, 
but rather by long-run development objectives. 
This requires —together with the attempt to 
minimize and better distribute the adjustment 
cost in the short run— appropriate “intervened” 
{as opposed to automatic) adjustment. In par­
ticular, policies aiming at increasing the flexibil­
ity of the domestic structure of debtor economies 
are called for. In this respect, it seems that the 
recent experience of some of the Asian n i g s , 

particularly Taiwan and to a smaller extent 
Korea, which have been able to rely less on debt, 
to increase and diversify exports to both ad­
vanced and oil-exporting countries, and to sub­
stitute imports more efficently, rather than re­
duce them could be quite illuminating.

IV
Final comments and conclusions. A new proposal

The economic size of the developing world, and 
its linkages both through trade and finance with 
the industrial countries, indicate the need to give 
higher priority to a global international 
approach to the balance-of-payments problems 
of LOGS. Even though adjustment is required, 
the prevailing approach considers countries on a 
case-by-case basis and tends to minimize the 
effects of the world economic stagnation on i.ncs’ 
recovery and to overlook the impact of their 
adjustment on the advanced countries’ levels of

exports and activity. Also, the characteristics of 
the world economy today are quite different 
from those prevailing in the 1950s and 1960s. 
They require from the international community, 
and especially from the i m f , a new approach to 
old problems. Recent experience shows, howev­
er, that apart from the i m f ’s  role in leading 
efforts to obtain additional financing no major 
effort is being made in that direction; the imple­
mentation of traditional ideas and standard poli­
cies in the new internacional scenario is increas­
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ing the burden placed on l d c ’s by problems 
which urgently require a more efficient and 
equitable solution than the one currently being 
pursued. These considerations, together with 
the fact that developments that have occurred 
outside the logs’ policies and responsibilities 
have played a major role in the actual crisis, mean 
that there is now an even greater need for financ­
ing than during the renegotiation processes that 
have been taking place since August 1982.

The adjustment and “overadjustment” of 
most debtor countries in the past eighteen months 
has been impressive. In spite of the huge econo­
mic and social costs incurred in terms of losses in 
output and higher inflation and unemployment, 
however, trade surpluses have not been suffi­
cient to compensate for interest payments and 
smaller inflows of capital. The monetary author­
ities and governments in industrial countries, 
together with the im f  and private banks, have 
helped by rescheduling and consolidating exist­
ing debt.

These results, and the magnitude of the 
problems yet to be solved, indicate that the cur­
rent approach to adjustment and the efforts 
made in that connection by all the principal parti­
cipants have so far succeeded, at high and not 
equitably shared costs, in something important 
but limited; buying time. It is doubtful, however, 
whether the present arrangements have bought 
enough time for all the countries concerned or 
can be used to buy much more in the future.

Private bankers, especially the smaller ones, 
are displeased with what they perceive as “arm 
twisting” and increasing official interference in 
their business, although many of them would 
appreciate being bailed out by their monetary 
authorities. The im f ’s credibility has been shaken 
by the many breadkdown in its programmes. 
The industrial countries’ concern about eventual 
tax increases and trade competition from abroad 
is reducing their governments’ policy options. 
Last but not least, although it is true that “there is 
no such thing as a painless adjustment”, the ques­
tion is whether, over the longer term, the current 
adjustment policies in debtor countries, which 
tend to maximize cost in terms of output and 
employment losses and lower investment, will be 
worth the economic and social costs incurred. 
Many of the developing countries are concluding 
that adjustment cannot go on for much longer

and are pressing for a much more equitable and 
development-oriented solution to current prob­
lems. Furthermore, they correctly argue that 
over the longer term improved creditworthiness 
must be based on growth in output and exports and 
not on reduction of economic activity.

As already mentioned, economic recovery as 
well as lower protectionism and interest rates in 
industrial countries would obviously help. 
However, it seems that even if developments in 
the world economy go in the right direction, 
neither their speed nor their foreseeable magni­
tude will be sufficient to induce urgently needed 
growth in debtor coutries. Furthermore, as most 
of these countries start from such high debt bur­
dens they probably cannot return to normal mar­
ket borrowing for some years to come. There­
fore, together with a healthier international 
economy, there is need for new loans and adequate 
growth of official development assistance so as to 
allow domestic policy changes to be appropriately 
and more smoothly accomplished.

As lending banks view their exposure with 
debtor countries as too high by today’s standards, 
and given that the external financial constraint 
on LDCs is the most pressing one, no solution 
during the near future seems feasible without a 
fall in the real debt burden. In this context, a 
number of proposals in relation to the debt prob­
lem have been advanced, which include special 
treatment of both amortization and interest pay­
ments. (Most of these proposals are contained in 
M. Guerguil, “The international financial crisis: 
diagnoses and prescriptions”, to appear in c e p a l  

Review No. 24.) They range from outright 
purchases of the loans by governments or official 
institutions to the establishment of long grace 
periods and guarantee schemes which would 
give both lenders and borrowers time to alleviate 
their problems, while the most extreme ones con­
sist of exchanging real assets for debt.

The main problems regarding the adoption 
of most of these schemes are the political implica­
tions involved in the capital losses associated with 
them. Although most of the debt problem is one 
of temporary illiquidity and not of fundamental 
insolvency, and in spite of recent and current 
emergency actions, many ldcs will not be able 
to service their debt, and therefore its level must 
be reduced. Someone has to make good the los­
ses. In industrial countries the possibilities are
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reduced to savers or depositors taxpayers, or the 
banks* shareholders.

Banks will have to keep lending to debtor 
countries because otherwise they will not even 
receive interest, or they might have to lower in­
terest rates and/or commissions and fees in fu­
ture (unavoidable) reschedulings, thus reducing 
their earnings. A certain amount of money is 
likely to be lost, and one possibility is that it will 
have to be written off by the creditors and spread 
over time, so as to preserve confidence in the 
banking system. At the other extreme, some 
proposals suggest that it is the ldcs which should 
make up for the capital loss, in addition to cur­
rent losses in output and employment, by ex­
changing part of the outstanding debt for shares 
in firms that their governments control (L.A. 
Metzler, Financial Times, 14 December 1983). A 
whole range of “intermediate” proposals have 
been suggested, including a major role for sdrs 
(D. Avramovic, “The debt problem of develop­
ing countries at end-1982”, Aussenwirtschaft, 
March 1983); reconversion of currencies as loans 
are rescheduled (M. Zombanakis, Financial 
Times, 9 November 1983); and stabilizing the real 
value of debt in terms of dollars (S. Brittan, 
“World debt: a suggestion”. Financial Times, 29 
September 1983).

Some of these ideas could not be considered 
seriously in the atmosphere of emergency which 
has prevailed until recently, when the restoration 
of confidence in the banking system and avoid­
ing defaults by Third World countries had over­
whelming importance. But now is the time for all 
parties concerned (especially governments, 
monetary authorities and commercial banks in 
industrialized countries, all of which share the 
responsibility and ought to share the debt bur­
den) to study these proposals and act appro­
priately.

As indicated above, the fact that interest 
rates are substantially higher than their previous 
long-term average, and that these higher rates 
apply to the bulk of the external debt of the ldcs, 
compounds debt service payment difficulties. 
For Latin America as a whole, amortization and 
interest payments of medium and long-term debt 
after renegotiation absorb more than 50% of ex­
ports of goods and services, and more than 60% 
in the case of five countries of the region. A 
change of one percentage point in external inter­

est rates represents US| 2.8 billion per year: a 
sum equivalent to roughly 3% of the total exports 
of the region.

Lenders are normally willing to reprogram­
me or refinance amortization payments, but 
there are very few cases where this willingness 
extends to cover interest payments. A reduction 
in interest payments below market rates would 
reduce the operational income of the lending 
institutions without a corresponding reduction 
in operating costs.

Interest rates are not under the control of 
borrowers or lenders. They are a result of mac­
roeconomic policies, and since these policies are 
not stable, interest rates cannot be expected to 
stabilize in the short run. Furthermore, the level 
of such rates in real terms is now five or six times 
higher than the longer-term (10 or 20 years) 
averages.

But if interest rates cannot be stabilized at 
normal levels, interest payments can be. A new 
proposal in this respect is as follows (C. Massad, 
“Una proposición para la solución de los pagos 
por intere.ses” (mimeo), ec l a c , November 1983).
a) A “reference” rate in real terms would be 

established at a level similar to the long-term 
average international real interest rates plus 
normal spreads.

b) Original debtors could pay interest in their 
own currencies to their Central Bank, at the 
originally agreed market rates.

c) The Central Banks would pay creditors in­
terest up to a maximum equal to the refer­
ence rate. The difference, if positive, would 
be accumulated in special accounts at the 
Central Bank of the debtor country and 
credited to the original creditors.

d) If negative, the difference would be paid to 
the creditors by the Central Bank, drawing 
against the funds accumulated in the special 
accounts, in so far as there remain resources 
accumulated in the accounts. Such resources 
would accumulate when the market rates ex­
ceed the reference rate and would dis- 
accumulate in the opposite case.

e) The Central Bank would assume the ex­
change risk, but not the commercial risk.

f) In their own accounts, creditors could pre­
sent the amounts accumulated in the special 
accounts of the Central Bank as credits 
guaranteed by the Central Bank involved.
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g) The system would operate as long as there 
are resources accumulated in the special 
accounts.

h) The scheme would be applied to debt out­
standing as of a given date.

This proposal could make a very substantial 
contribution to strengthening the portfolio of 
creditor banks and to normalizing the situation 
in financial markets. Or course, the liquidity prob­
lem involved for creditors (banks pay interest at 
the going rate but would only get them back over 
time) could be taken care of with the support of 
their own monetary authority. It would be a 
minimum contribution to the solution of a prob­
lem in which all parties involved bear some 
responsibility.

Two aspects of the proposal require global 
agreements: one is the necessary support of 
national monetary authorities of creditor coun­
tries to creditor institutions; the other is that of 
the general characteristic of the system and the 
general conditions for its application. The i m p  

could lead the effort to achieve such agreements. 
I ’he proposal does not require setting up. new 
institutions, nor does it call for asset transfers 
among creditors or between them and in­
ternational organizations. The proposal also pro­
vides a simple mechanism for interest subsidiza­
tion, if desired: funds put at the disposal of Cen­
tral Banks could be used to reduce the amounts 
accumulated in the special account.

Other aspects, such as the precise scope of 
the system, rates and spread involved, funds 
accumulated in the special account and not fully 
drawn before payment of the debt, etc., are mat­
ters of negotiation, but it would be easy to pro­
pose some possible options if needed.

Finally, the scheme could run parallel to the 
rescheduling of debt amortization payments and 
need not interfere with it.

It is very probable that after the emergency 
debtor countries will still find serious constraints 
that will limit the scope for expansionary policies

and will complicate the aim of achieving growth 
rates similar to those observed in the 1970s. The 
most important constraint will be external 
financing. In general, it will not be easy for gov­
ernments or Central Banks of advanced coun­
tries or for official multilateral institutions to 
compensate for the expected smaller rate of in­
crease in private bank lending. Improved finan­
cial management by l d c .s , such as diversifying the 
currency composition of debt and using new 
financial tools and techniques, will be needed to 
optimize the use of the limited foreign finance 
available. In addition to this, it seems that the 
relatively smaller amount of financial credits will 
have to be compensated by resource transfers 
from industrial countries in other forms, mainly 
direct foreign investment, whose share in the 
1970s diminished abruptly in favour of bank 
credits; new thinking is needed in this area also, 
so as to avoid the mistakes of the past.

On the internal front, adjustment and policy 
measures in debtor countries should be designed 
and implemented with a longer time horizon 
than is currently being used. Greater reliance on 
domestic saving, and efficient resource allocation 
aimed at increasing employment and the rate of 
growth of output and exports are required. Re­
cent experience in Latin America as well as in 
some countries in South-East Asia suggests that 
much more attention than in the past should be 
given to ‘‘macroprice management”, i.e., ex­
change rate, interest rate and wage policies. Con­
sistent policies in these areas may contribute de­
cisively to increasing saving and allocating invest­
ment more rifficiently. This, together with 
adequate pricing policies and reforms aimed at 
increasing market and management flexibility, 
in a joint effort by the government and the pri­
vate sector, should contribute decisively to put 
those countries on a higher growth path based on 
a dynamic tradeable sector (for export produc­
tion and import substitution), which at the same 
time can be induced to use labour-intensive tech­
nologies.
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Global monetarism 
and destruction 
of industry

Victor E, Tokman^

In recent years there has been much discussion of the 
effect on manufacturing industry produced by the 
recent application of global monetarist policies. In the 
present article it is asserted that they have introduced 
an anti-industrial bias which has diminished the im­
portance of the sector and, in some cases, has even 
destroyed a large part of its installed capacity. To 
analyse this process, a study is made of the recent 
experience of Argentina since 1974 and of Chile since 
1973.

Economic literature, and particularly that originat­
ing in the United Kingdom (see, inter alia, Singh (1977) 
and Blackaby (1981) ) has been full of the concept of 
de-industrialization, applicable in countries where, af­
ter a high degree of industrial development has been 
reached, the process begins to decline and the size of 
the sector significantly contracts, while services start to 
take its place as the prime mover of growth.

The experience analysed in this article fits into the 
context of the discussion in question; but the severity 
of the adjustment undergone by the industrial sector 
in Argentina and Chile exceeds anything that has hap­
pened in other countries.

The article is organized as follows: in the first place, 
the evolution of the industrial sector is analysed in 
terms of production and employment during the pe­
riod of application of the above-mentioned policies. 
Secondly, it is discussed whether the contraction of the 
industrial sector must be interpreted as a movement in 
the right direction of reallocation of resources as pur­
sued by the policy, or whether its behaviour must be 
attributed to the policy’s failure. Thirdly, the in­
struments of economic policy which most influence 
the behaviour observed are identified, and, in conclu­
sion, some outlines are proposed for an interpretative 
model whereby the characteristics of a possible process 
of recovery can be analysed, together with its requisites 
in terms of investment and employment.

*Director, Regional Employment Programme for Latin 
America and the Caribbean (Programa Regional de Empleo 
para América Latina y el Caribe-PREALc) of the International 
Labour Organisation (ico). The author whîshes to express his 
thanks for the valuable collaboration of Molly Pollack.

This article is included in a book by R. Cortázar, A. Foxley 
and V. Tokman. Legados del monetarismo: Argenltnay Chile, to be 
published shortly.

Trends in
the industrial sector; 
de-industrialization 

or destruction
As a first approximation to analysis of trends in 
the industrial sector, attention may be focussed 
on the behaviour pattern o f the sector’s 
participation in employment and the national 
product, together with the evolution of the in­
dexes of industrial production and of employ­
ment in manufacturing industry. The informa­
tion available shows that both in Argentina and in 
Chile, during the period of application of global 
monetarist policies a systematic contraction has 
been recorded in the indexes in question. For 
example, in Argentina industrial employment in 
1974 represented 32.4% of non-agricultural 
employment, whereas in 1981 it amounted only 
to 24.2%; in Chile, from the 24% for which it had 
accounted in 1970-1971 it sank to barely 19.1% 
in 1981. Much the same thing is observable in 
the share of the industrial product in the total 
product, although in Argentina there were slight 
fluctuations in 1977 and 1979, in neither of 
which years, however, were the 1974 levels of 
participation re-established. The share in ques­
tion fell in Argentina from 27.6% to 21.6% be­
tween 1974 and 1982, and in Chile from 25% to 
20.2% between 1970-1971 and 1982* (see table 
!)•

The index of employment in manufacturing 
industry also reveals an unfavourable trend in 
the sector. In Argentina, industrial employment 
in 1982 represented only 63% of that generated 
in 1974, as a result of successive contractions 
throughout the period, by which the larger en­
terprises were the hardest hit. In Chile, employ­
ment in manufacturing industry also uniformly 
decreased during the whole period, reaching in 
1982 only 72% of its 1970 level (see table 2).

The contraction undergone by the sector is 
also evidenced in the indexes of the physical 
volume of industrial output, although not so 
markedly as in industrial employment, particu-

I

'In both cases the share is calculated on the basis of 
series at constant prices. At current prices, the reduction is 
greater, in view of the fall of industrial prices in relation to the 
deflator of the product.
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Table 1
RELATIVE IMPORTANCE OF EMPLOYMENT 

AND VALUE ADDED IN INDUSTRY

Argentina Chile

Employ­
ment“

Value
added

Employ­
ment“

Value
added

I970-]1971 30.8 25.4 24.0 25.0
1974 32.4 27.6 29.5
1975 30.7 27.0 2 1 . 8 20.3
1976 29.7 26.3 2 1 . 2 23.3
1977 28.8 27.3 2 1 . 2 21,7
1978 28.5 25.3 20.4 22.4
1979 27.0 26.1 20.5 2 1 . 2
1980 26.5 24.9 19.7 21.5
1981 24.2 22.3 19.1 2 0 . 8
1982 2 1 . 6 2 0 . 2

Source’. Argentina: Central Bank of the Republic of Argenti­
na. Chile: National Planning Office (Oficina de 
Planificación Nacional - o d e p l a n ).

“The reference is to the share in non-agricuUural employ­
ment of employment in manufacturing industry.

Table 2
EVOLUTION OF EMPLOYMENT AND PRODUCTION 

IN MANUFACTURING INDUSTRY

Argentina Chile

E m ploy­
ment

Production Em ploy­
ment

Production

1970 86.3 81.2 1 0 1 . 2 99.8
1974 1 0 0 . 0 1 0 0 . 0 109.0 108.3
1975 103.8 95.7 98.8 77.9
1976 100.4 93.6 91.5 81.8
1977 94,3 99.2 91.0 90.0
1978 85.1 8 8 . 1 90.9 96.7
1979 83.3 105.1 89.9 104.2
1980 76.8 1 0 2 . 8 8 6 . 1 110.4
1981 67.2 86.4 83.6 110.4
1982 62.8 83.1 72.4“ 83.9

Source.'Argentina: for employment and production, Instituto 
Nacional de Estadística y Censos, Encuesta manu­
facturera. Chile: for employment. Sociedad de Fomen­
to Fabril; for production. Instituto Nacional de Es­
tadísticas, Encuesta manufacturera.

“The employment index was published only up to May 
1982. For the rest of the year it has been estimated on the 
basis of the evolution of production, and on the assumption 
that manpower productivity remained constant.

larly in the case of Chile. In Argentina, by 1982 
the volume of industrial production was about 
83% of output in 1974. The downward trend was

not uniform, however, as recoveries occurred in 
1977, when the 1974 level was almost regained, 
and again in 1979-1980. Industrial production in 
Chile also shows a 16% reduction between the 
beginning and end years of the period under 
consideration, with a sharp drop in 1975, and a 
gradual recovery in the following years up to 
1981, when once again the output of the sector 
plummeted (see table 2 ).

It might be supposed that the evolution of 
employment and production in the industrial 
sector during the period was “normal” if there 
were not exogenous referents against which to 
evaluate it. For this purpose recourse can be had 
to two types of comparison: the historical be­
haviour of the same series in the countries con­
cerned, and the evolution of the same indicators 
during the period in question in other countries 
of the world.

On making the comparison it can be noted 
that during the five-year period prior to the 
adoption of the new policy both employment and 
production in the two countries’ industrial sec­
tors had been growing at rapid rates, so that their 
behaviour during the period of application of the 
monetarist economic policy implies a decided 
slump in relation to past experience. Industrial 
employment had been growing at annual rates of 
about 3.5% in Argentina between 1970 and 1974 
and 3% in Chile between 1967 and 1972; in the 
period considered, it decreased at annual rates of
6 .1 % in Argentina and 2.7% in Chile. The situa­
tion was much the same in respect of industrial 
production; in Argentina the share of the in­
dustrial product in the total product went up 
from 23.2% in 1960 to 25.4% in 1970 and nearly 
28% in 1974; in Chile the corresponding propor­
tion rose from 23.5% to 25% between the first 
quinquennium of the 1960s and the beginning of 
the 1970s.

Comparison with the evolution of employ­
ment and production in other countries during 
the same period (see table 3) reveals that albeit in 
every country in the world the growth rate of 
industrial production slowed down during the 
second half of the 1970s, it continued to be high, 
particularly in the developing countries with 
market economies, and above all in Latin Amer­
ica. Thus, the Latin American countries raised 
their output by 6.2% between 1968 and 1980, at 
annual rates of 5.8% from 1970 to 1980 and 3.8%
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from 1974 to 1980. In Argentina, on the other 
hand, during the period 1974-1980 industrial 
production declined by 4.5% yearly, while in 
Chile it virtually came to a standstill. A similar 
situation arose with regard to industrial employ­
ment, which expanded very rapidly both in the 
developing countries in general, and in Latin 
America in particular, at annual rates exceeding 
4%. In Argentina and Chile, on the contrary, as 
remarked above, the rates recorded for in­
dustrial employment were negative during that 
period (see table 3).'̂

The foregoing observations point to the con­
clusion that the decline of the industrial sector in 
the two countries is a product of the policies 
pursued during that period, since it neither fol­
lows a pattern generalized at the international 
level nor reflects the sector’s historical behaviour. 
On the contrary, it signifies a disruption of the 
industrial development that was taking place in 
both countries, and, in particular, constitutes an 
important change in their economic s(ructure, 
both on account of the magnitude of the down­
ward movement and because of its protracted

Table 3
PRODUCTION AND EMPLOYMENT IN THE INDUSTRIAL SECTOR, 1968-1980

{7975 = 100)

Production Em ploym ent

World Developing
countries

Latin
America

World Developing
countries

Latin
Amelie:

1968 73 61 61 8 6 67 6 8
1970 82 70 71 91 72 73
1973 101 93 94 98 89 89
1974 104 98 1 0 0 1 0 0 95 95
1976 108 107 105 1 02 105 103
1977 113 114 109 104 109 106
1978 119 126 113 106 114 107
1979 124 125 121 107 116 1 1 0
1980 125 128 125 — — —

Annmt rates
1968-1980 4.6 6.4 6 . 2 2 . 0 5.1 4.5
1970-1980 4.3 6 . 2 5.8 1.8 5.4 4.7
1974-1980 3.1 4.6 3.8 1.4 4.1 3.0

Source: United Nations, Yearbook of Industrial Statistics, 1980, New York, 1982, Vol. 1,

duration. This suggests that rather than fluctua­
tions in the use of installed capacity, what 
occured during the period was the progressive 
destruction of productive apparatus in the in­
dustrial sector. Conclusions of this type are borne 
out by the information available on the decrease 
in the number of establishments in the sector, 
and on the group of them that have had to close

^The years 1980 for production and 1979 for employ­
ment are the last for which data are available, according to the 
source used.

down in consequence of bankruptcy or liquida­
tion. That a considerable part of the industrial 
sector has been destroyed in Argentina and Chile 
is apparent when the number of establishments 
and the volume of employment recorded in 1981 
are compared with levels prior to the monetarist 
experiment. In Argentina the comparison can be 
made in relation to 1974, the year in which the 
last economic census was taken, while in Chile 
1967 can be adopted as the reference year. The 
industrial census of that year provides an 
appropriate basis for looking back to a period 
regarded as more normal and presenting a
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breakdown consonant with that available for
1981.^

Table 4 shows that in both countries the 
number of establishments and the volume of 
employment in industry diminished during the

application of the monetarist policy. Moreover, 
the trends recorded in the two countries closely 
coincide. The number of establishments de­
creases by about 15% and employment does so in 
still greater measure, by approximately 30%.

Table 4
EVOLUTION OF NUMBER OF ESTABLISHMENTS AND EMPLOYMENT 

IN THE INDUSTRIAL SECTOR

Argentina (1974 = 1 0 0 ) Chile (1967 = 1 0 0 )

Number of 
establish­
ments

Employment Number of establishments Employment

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

Total manufacturing industry 82 81 89 70 73 66 87 98 78 88 75 76 74 97 76 85 75 64
Food, beverages and tobacco 8 8 97 90 85 93 74 1 1 0 105 108 134 133 121 1 1 2 107 105 126 131 105
Textiles, clothing and footwear 73 73 8 6 54 54 53 64 78 65 69 49 60 58 76 61 67 48 53
Wood and furniture 62 62 67 83 38 87 84 98 85 59 38 25 67 94 85 62 55 19
Pulp and paper 90 90 92 80 82 77 103 118 84 117 70 1 0 0 92 116 83 109 6 6 94
Chemicals/plastics 8 8 87 93 85 94 73 1 1 0 129 93 98 140 116 1 1 0 127 91 93 134 115
Non-metallic minerals 8 6 85 95 75 72 81 74 98 45 96 27 114 72 96 47 96 31 84
Basic metalworking 76 76 78 64 46 72 78 107 64 83 57 83 33 109 69 6 6 64 21
Machinery and equipment 84 84 89 62 65 59 81 104 64 8 8 74 57 6 6 104 64 8 6 73 52
Other industries 72 72 50 38 2 43 79 71 131 63 60 — 61 6 8 133 56 56 —
Source: Argentina; Instituto Nacional de Estadística y Censos ( in d e c .) (1982), Chile: Censo manufacturero 1961 \ unpublished data 

from the 1982 industrial survey.
Notes: Argentina: 1. Total; 2. Establishments employing between 25 and 399 persons; 3. Over 400 persons employed. 
Chile; 1. Total; 2. Establishments employing between 10 and 14 persons; 3, 20 to 49 persons employed; 4, 50 to 99 
persons employed; 5. 100 to 199 persons employed; 6 . Over 200 persons employed. (The reference is to Greater 
Santiago.)

No process of concentration seems to have 
taken place during the period because both in 
number and in employment the reduction was 
proportionally more substantial in the larger es­
tablishments. The fact that it was bigger in re­
spect of the number of persons employed re­
sulted in a contraction of average size, especially

^If the comparison were made in relation to 1973 or the 
most recent industrial census, taken in 1979, were in­
troduced, the conclusions reached would not be significantly 
affected. Taking 1967 as the base, the number of es­
tablishments was reduced to 96 in 1973, 97 in 1979 and 82 in 
1981; the level of employment reached 105 in 1973, 8 6  in 
1979and7l in 1981. The evolution by branches of industry is 
also relatively uniform, in the sense of showing that 1973 
presents great similarities with 1967 and 1979 resembles 
1981.

in the case of the largest establishments (employ­
ing more than 400 persons in Argentina and 
more than 100 in Chile). The explanation of the 
smaller absorption of manpower on the part of 
those large establishments that did not close 
down might lie in the introduction of tech­
nological innovations that made for more effi­
ciency and less employment. If  it is borne in 
mind, however, that production and investment 
in the .sector declined during the period, such an 
explanation does not seem very convincing. This 
question will be reverted to later.'*

‘‘Given the sources used in the case of Chile, it may also 
have happened that the size of establishments was reduced 
through a change of classification interval in between the 
years compared. The decrease in average size per establish-
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It is worth asking, then, why the contraction, 
contrary to expectations, was concentrated in the 
bigger units. A possible explanation is related to 
the d ifferential characteristics of the es­
tablishments by size and modus operandi. The 
smaller establishments, which operate with a 
higher percentage of family labour,^ less linkage 
to production for export and a smaller propor­
tion of loaned capital, or none at all, are not so 
much affected by the loss of international com­
petitive capacity and the rise in interest rates. 
The larger establishments, on the contrary, have 
to face keener competition from imported prod­
ucts, lose profits on their exports and have 
more frequent recourse to loans at very high real 
interest rates which make short-term amortiza­
tion extremely difficult.

Surprising, too, is the similarity of the impact 
of the policies adopted in the two countries on 
branches of industry. While in Argentina the 
number of establishments and the volume of 
employment decrease in all branches, and the 
same thing happens in Chile, except in the case of 
the food and chemicals industries, there are 
some branches in which the negative effect is 
more marked. Thus, in both countries the textile, 
metalworking and wood and furniture industries 
underwent considerable reductions.® The first

merit recorded in all the intervals, but to a lesser extent than 
in that of over 2 0 0  persons employed, suggests that this 
transfer from one category to another does occur, but that 
the number of closures still remains higher in the larger 
establishments.

^In Argentina, according to the Economic Census taken 
in 1974, the share of owners and family members in the total 
number of jobs provided by establishments employing from 1 
to 35 persons was 49%, whereas in those with over 500 per­
sons employed it was 0.1%. In Chile, in industrial es­
tablishments providing 5 to 50 jobs, 10.5% of the persons 
employed were owners and family members, while in enter­
prises employing 2 0 0  persons and over the corresponding 
proportion was 0.1%, according to the Industrial Census of 
1967.

®In Chile the wood industry contracted a little less than 
in Argentina because of the export trade. Again, in the case of 
non-metallic minerals the contraction was more severe in 
Chile than in Argentina, in consonance with the different 
behaviour pattern of the construction industry in the two 
countries.

two are the sectors in which tariff protection was 
strongest prior to the monetarist experiment and 
where price decreases of major significance were 
recorded in the producer countries, in textiles 
because of the increasing introduction of 
synthetic fibres and in metalworking because of 
technological progress in electronics. In the fur­
niture industry the reduction was linked to the 
decline in domestic demand and, in particular, in 
real wages.

By way of confirmation of the foregoing re­
marks, the information available on bankrupt­
cies in Argentina and Chile indicates that dur­
ing the period 1974-1982 a large number of es­
tablishments in both countries declared bank­
ruptcy, went into liquidation or instituted in­
solvency proceedings. In Argentina about 5 000 
establishments were affected, the annual records 
showing a more rapid increase in numbers as 
from 1978. The liabilities of the establishments in 
this situation amounted in the course of the pe­
riod to US$ 10 160 000. In particular, industrial 
establishments so placed registered liabilities ex­
ceeding US$ 5 billion. The liabilities most 
affected by financial collapses of the type in ques­
tion in the industrial sector were recorded from 
1977 onwards, a peak being reached in 1982. In 
Chile, too, a rising trend is observable through­
out the period, but a notable feature was the 
accelerated increase in the number of industrial 
joint-stock companies (or corporations) between 
1979 and 1982 (see table 5).

In short, a significant proportion of the in­
dustrial sector disappeared, the deterioration be­
ing concentrated in the larger establishments 
and in the textile, metalworking and wood and 
furniture industries. Lastly, it must be pointed 
out that the conclusions reached here un­
derestimate the real impact, since only in 1981 
was the negative effect of monetarist policy be­
ginning to make itself felt in Argentina, while 
Chile was still experiencing its “economic mira­
cle”. Thus, recent research on Chile ( p r e a i .c ,

1983) shows, for example, that of the country’s 
five largest textile enterprises existing in 1981, 
one went bankrupt and the other entered into 
liquidation in 1982. The remaining three re­
duced the number of jobs they provided by 15 %.
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T a b le  5

ESTABLISHMENTS GOlNCi OUT OF BUSINESS IN ARGENUNA AND CHILE

Argentina (indexes 1974 = 100) (d ille

Amount of liabilities Number of joint-stock companies 
(corporations)

Number of 
establishments 

affected Total
Manufacturing

industry

Number of 
bankruptcies 
(1973=100) Industry ( 1 9 7 7 = iqqj Total

1975 46.1 12.7 48.5 356.5
1976 2 2 . 1 1.4 0.1 573.9
1977 47.0 105.8 326.7 973.9 1 0 0 . 0 1 0 0 . 0
1978 132.9 216.2 306.5 1 395.7 172.2 113.3
1979 103.0 374.2 585.0 1 600.0 88.9 53.3
1980 1 1 1 .1 606.5 236.4 1 856.5 133.3 126.7
1981 213.7 607.9 158.0 1 873.9 194.4 140.0
1982 142.1 756.7 719.7 3 521.7 416.7 313.3
Total 1974-1982 4 S S 6 “ 10 167^ 5 087^ 2 827^ 199-̂ ^ ¡27^c

Source: Argentina; Fundación de Investigaciones Económicas Latinoamericanas (fiki.), Indicadores de coyuntura, Buenos Aires, 
several issues. Includes establishments declaring bankruptcy, in liquidation or instituting insolvency proceedings, (jhile: 
Sindicatura de Quiebras. Includes only establishments declaring bankruptcy.

“Number of establishments.
**Millions of dollars.
‘̂ Relating to the period 1977-1982.

II
Efficient de-industrialization?

The decline in the level of employment in the 
industrial sector and the closing-down of es­
tablishments may also be interpreted as a positive 
effect aimed at by the policy pursued, i.e., a 
reallocation of resources to the sectors endowed 
with greater comparative advantages: a measure 
that would be detrimental to an inefficient in­
dustrial sector sheltering under the aegis of an 
industrialization process protected by high tar­
iffs.

We shall attempt to analyse how far this 
assertion is correct. In the first place, we shall 
examine changes in the structure of employ­
ment, since if the allocation of resources pro­
moted is to be effective, the drop in the levels of 
employment generated in the industrial sector 
should be offset by the creation of jobs in high- 
productivity activities other than industry.

Secondly, as one of the important functions of 
the industrial sector, owing to the external con­
straint prevailing in the two countries, is to con­
tribute to the supply of manufactured goods 
available without pressure on the balance of pay­
ments, another indicator of the degree of in­
dustrial efficiency should be the net foreign ex­
change effect of external trade in manufactures.^

^This criterion is known in the literature as the “Cam­
bridge view”, and was introduced by Singh (1977), who de­
fined de-industrialization as a symptom of inefficiency or 
imbalance in the industrial sector in relation to an “efficient” 
sector, understood as one whose function is the provision 
(real and potential) of sufficient net exports to cover global 
import requirements at socially acceptable levels of product, 
employment and exchange rates. See also Cairncross (1981) 
and Brown and Sheriff (1981).
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With reference to the first criterion, in 
Argentina and in Chile alike employment in 
manufacturing industry decreased both as a per­
centage of urban employment and in absolute 
terms. Keeping to the traditional classification of 
sectors, in both countries it is trade and services 
that absorb most of the reduction in employment 
in industry.® Greater absorption of manpower is 
also observable in the sectors linked to finance, 
an effect produced by the expansion of capital 
markets which the adoption of the models under 
discussion implied. Lastly, the role of construc­
tion in Argentina, where the level of employment 
in this sector was raised, differed from the part it 
played in Chile, where employment declined in 
construction just as in manufacturing industry 
(see table 6 ).

Table 6
VARIATIONS IN THE STRUCTURE OF 

EMPLOYMENT“

Argentina*' Chile

1. Sectoral structure o f employment
Manufacturing - 1Ü0 .Ü -56 .5
Construction 30.8 “ 43.5
Energy 1.4 2.1

Trade, transport and services 38.0 59.8
Finance 29.9 38.1

2. Structure o f the labour market
Manufacturing sector “ 99.0 -25 ,7
N on-m anufacturing modern 46.9 - 6 6 . 6

sector

Subtotal for variation in employ-
menl tn modem sectors -52.1 -92 .3

Informal sector 25.6 17.9
Domestic service - 1.0 -7 .7
Minimum Employment Programme 33.1
Overt unemployment ■ 27.6 49.0

Source: Argentina: i n d e c , Encuesta permanente de hogares 1974 
y 1981. Gran Buenos Aires.
Chile: Muestra nacional de hogares. Encuesta continua de 
mano de obra, October-December 1970; October- 
December 1971; October-December 1981.

“The coefficients are estimated by applying the structure 
in the initial year (Argentina, 1974; Chile, 1970-1971) to the 
economically active population in the final year (1981) and 
subtracting the effective figure for the last year.

‘'T h e  reference is to Greater Buenos Aires.

®It must be noted that in both countries the transport 
sector reduced its share in employment.

Although classification by sectors suggests 
that employment in manufacturing industry was 
diverted to the tertiary sectors, this does not 
make it possible to evaluate the types of job 
generated as an alternative. To that end some 
sectorialization criterion must be utilized where­
by jobs can be classified by their levels of pro­
ductivity. Accordingly, in line with the methodol­
ogy worked out by p r e a l c ,^ the destination of 
those workers who were not absorbed in man­
ufacturing industry is analysed.

In Argentina, between 1974and 1981,out of 
every 99 workers who lost their jobs in the in­
dustrial sector, 47 found work in other modern 
sectors, while the remaining 52 went to swell the 
ranks of those working in low-productivity 
occupations or left without any job at all. In the 
case of Chile, comparison of the period 1970- 
1971 with the year 1981 reveals a similar situa­
tion. Out of every 26 workers who lost their jobs 
in the industrial sector, 13 fell into overt un­
employment and the other 13 had to make do 
with low-productivity activities and, in particular, 
the emergency programmes that provided an 
income equivalent to only one-third of the mini­
mum wage (see again table 6 ).

The result is muchs the same in both coun­
tries. It is not the new jobs generated in the mod­
ern activities that serve to absorb the overflow of 
manpower from the industrial sector; rather do 
these workers go to swell the volume of overt 
unemployment, or participate in disguised- 
unemployment programmes (as in Chile), or 
have to resign themselves to undertaking lower- 
productivity acivities. It might further be argued 
that the reallocation of resources implies chang­
ing urban jobs for rural jobs. The information 
available on this subject is limited, but in the case 
of Chile, for which some data were available, it 
must be noted that in the period analysed rural 
employment decreased in absolute terms by a- 
bout 14 000 persons, and that if the share of 
rural employment in the total labour force had 
been kept constant, there shoud have been, in 
1981, 150 000 more rural workers than were ac­
tually recorded in that year.

^The methodology consists in breaking down labour 
markets by four segments: two rural and two urban, In the 
urban sector a distinction is drawn between a modern sector 
and an urban informal sector.
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Lastly, the other criterion by which to mea­
sure the efficiency of the sector would be its con­
tribution to the balance of payments in terms of 
trade in manufactures. Once again, this does not 
seem to have been a period in which the lower 
levels of production and employment in the sec­
tor were offset by greater efficiency in the 
generation of foreign exchange. On the con­
trary, in the course of the period an increasing 
deficit was recorded as between imports and ex­

ports of industrial products. In both countries, 
especially from 1978 onwards, the deficit on 
foreign trade in manufactures more than trebled 
the historical levels recorded at the beginning of 
the 1970s. As will be seen later, the speeding-up 
of its rate of increase was largely attributable U) a 
combination of tariff reductions and tbe ex­
change lag registered during the last sub-period 
of the monetarist experiment (see table 7).

T a b le  7

F O R E I N t ;  T R A D E  IN  M A N U F A C  E U R E S  

(Millions of (lolliifs)

Argentina Chile

Exports Imports Balance Exports Imports Balance* Balance'’

1971 119.6 975.7 -856.1 -834.5
1972 82.4 1 152.5 -  1 070.1 -1  054.6
1973 1 568.0 2 235.3 -667 .3 84.4 1 356.0 - 1  271.1 -1  236.6
1974 2 034.7 3 634.9 - 1  600.2 290.6 2 050.7 - 1  760.1 -1  720.4
1975 1 436.6 3 946.5 - 2  509.9 390.6 I 084.8 -694.2 -634 .0
1976 1 972.8 3 033.0 - 1  061.2 520.1 I 519.4 -999.3 -919.1
1977 2 9.59.5 4 161.5 - 1  2 0 2 . 0 627.6 2 243.7 -  1 616.1 - I  516.4
1978 3 401.5 3 833.7 -432.2 782.0 2 699.0 -1  917.0 - I  763.7
1979 4 381.4 6  700.1 - 2  318.7 1 245.0 3 904.8 - 2  659.8 - 2  453.0
1980 4 442.5 10.540.6 - 6  098.1 1 558.9 4 782.3 - 3  223.4 - 2  942.5
1981 4 454.8 9 430.0 - 4  975.2 1 279.6 5 995.8 - 4  716.2 - 4  389.6

Source: A r g e n t in a ; C e n tr a l  B a n k  o f  th e  R e p u b lic  o f  A r g e n tin a .
C h ile : C e n t r a l  B a n k  o f  C h ile .

“R e la te s  e x c lu s iv e ly  to  m a n u fa c tu r e s .
'’ In c lu d in g  n o n - tr a d it io n a l  a g r ic u ltu r a l  e x p o r t s  { f r e s h  fru it , b e a n s , w o ol, fre s h  llsh  an d  a lg a e ).

It might also be argued that the more and 
more adverse effects of de-industrialization on 
the balance of payments may have been offset by 
the export of products in which the country en­
joys comparative advantages, such as fruit, fish.

etc., in the case of Chile. But exports of these 
products during the period did not suffice to 
cushion the increasing impact of the negative 
balance generated in trade in manufactures (see 
table 7).

Ill
Explanatory factors

The destruction of industrial capacity is es­
pecially manifest in the disappearance of 
employment opportunities in the sector, which

were not replaced in the rest of the economy. 
Notwithstanding the argument frequently 
adduced by the defenders of the economic policy
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pursued, it does not seem to have been wage 
increases that determined the fall in employ­
ment. On the contrary, in the period in question, 
both in Argentina and in Chile, real wages in the 
industrial sector decreased. If in addition in­
creases in productivity are taken into account, 
the cost of manpower per unit of output system­
atically declined in both countries, dropping 
in 1982 to 53% of the 1974 level in Argentina 
and 69% of the 1970 level in Chile. Fhe average 
reduction in the cost of manpower, in the periods 
analysed, amounted to 32% and 37% in Argenti­
na and Chile, respectively (see table 8 ).

Table 8

COST OF LABOUR IN THE INDUSTRIAL SECTOR

Industrial Industrial Cost of labour per
wages productivity unit ol output

(A) (B)
{(.) — -lAL X j 0 0

(B)
Argentina
1974 1 0 0 . 0 1 0 0 . 0 1 0 0
197.5 8.5.7 107.8 80
1976 .55.7 108.0 52
1977 58.9 1 1 2 . 8 52
1978 64.4 108.8 62
1979 77.2 127.5 80
1980 96.8 112.7 85
1981 82.8 108.8 77
1982 61.8 115.9 53

Chile
1970 1 0 0 . 0 1 0 0 . 0 1 00

1974 49.2 103.5 48
197.5 40.5 79.5 51
1976 48.4 98.9 52
1977 63.5 104.4 61
1978 69.8 109.5 64
1979 69.0 113.0 61
1980 73.8 122.7 60
1981 90.8 126.5 72
1982 82.9 120.4 69

Source: p r e a l c , 1982, and data from each country.
(A) Industrial wages deflated by the wholesale price index 

for industrial products in Chile and by the wholesale price 
index for non-agricultural domestic products in Argentina.

(B) Output-employment ratio in the industrial sector.

Secondly, the elimination of jobs might be 
due to changes in the production system of the 
sector, which, in face of external competition,

had to step up its productivity. Neither does this 
seem to have been the explanation. On the one 
hand, entrepreneurs encountered two con­
tradictory investment trends. 4'he instability of 
economic policy and its restrictive character ex­
ercised a negative influence, whereas the cheap­
er cost of imported capital goods encouraged 
investment. The available information is scanty 
and partial, but it suggests that in Chile at least, 
the reduction of the investment coefficient in the 
industrial sector between 1968-1970 and 1977- 
1979 was in the neighbourhood of 31 %. * ̂ ’ Nor do 
there seem to have been increases in productivity 
per worker surpassing the historical trends. On 
the contrary, annual productivity increments fell 
short of 2% in both countries (see table 8 ). With 
respect to Chile, a recent study ( p r e a l c , 1983) 
identifies the technological effect as an im­
portant explanatory factor of changes in the level 
of industrial employment, but this effect con­
sisted mainly in increases in the participation of 
the smaller establishments.

It is therefore worth while to explore the 
factors that determined the decline in industrial 
production and the changes in its composition, 
effects which in their turn were reflected in a 
reduction of employment. Generally speaking, 
four important explanatory variables can be 
identified: one relating to level and the other 
three to relative prices. The first is the restrictive 
character of global monetarist policy in the two 
countries. During much of the period analysed, 
the money supply in real terms showed negative 
variations in both countries, particularly in the 
early years of application of the policy.

Secondly, three mechanisms make for 
changes in relative prices. The first is the loss of 
ability to compete in the international market as a 
result of the reduction of tariffs and of the ex­
change lag. Both in Argentina and in Chile, the 
exchange rate-industrial wages ratio increased at

'^The coefficient of investment over the sector’s pro­
duction dropped from 4% to 2.76%. The reduction of the 
coefficient expressed in relation to value added was \5%, 
because the share of value added in total production de­
creased as a result of the opening-up of the market to im­
ports. Investment relates to new additions to assets, deprecia­
tion not being included. Data come from INE’s industrial 
survey and the censuses of manufacturing industry taken in 
1967 and 1979.
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the time of initiation of the monetarist policy, 
only to drop abruptly as from 1976 in Argentina 
and 1975 in Chile. The downturn is even sharper 
if the effect of tariff reductions is included. In 
Argentina the exchange rate-wages ratio sank to 
48% of the 1970 level in 1981 and in Chile to 35% 
in 1982. The loss of competitive capacity might 
also have its origin in wage increases. But as has

already been mentioned, despite variable be­
haviour during the period, real wages in the sec­
tor (deflated by the producer price index for 
manufactures) averaged during the period 73% 
of the 1974 level in Argentina and 64% of the 
1970 level in Chile. Furthermore, in no year did 
they reach the same level as in the initial year (see 
table 9).

Table 9
EVOLUTION OF THE MAIN MACROECONOMIC VARIABLES

Argentina
1974

r̂/W, wk ip P P Ml

65.4 65.4 100.0 n.d. 40,1 6.1
1975 79.8 79.8 85.7 n.d. 334.9 -0 .9 -32 ,7
1976 163.2 163.2 55.7 -59 .2 .347.5 -1 .7 -20 .3
1977 160.6 126.6 58.9 8.6 160.4 4.9 -13 .6
1978 129.7 96.3 64.4 9.2 169.8 -3 .9 0.2
1979 80.4 .55.8 77.2 -0 .7 139.7 6.8 2,4
1980 49.3 34.2 96.3 23.2 87.6 1.1 5.4
1981 48.3 68.5 82.8 2.4 131.3 -6 .0 -27.1
1982 134.8 93.9 61.3 -0 .9 209.7 -5 .7 4.1

Chile
1970 100.0 100.0 100.0 -32 .3 34.9 3,7 15.8
1973 109.2 109.1 77.0 -87 .5 508.1 -3 .6 -12 .5
1974 118,8 93.6 49.2 n.d. 369.2 5.7 -27.1
1975 163.3 125.9 40.5 9,1 .343.3 -12 ,9 -14 ,4
1976 115.8 81.0 48.4 37.5 197.9 3.5 9.4
1977 78.0 49.0 63.5 41.9 84,2 9.9 36.9
1978 68.4 40.1 69.8 38.5 37.2 8.2 23.2
1979 54.7 31.2 69.0 15.0 38.9 8.3 14.5
1980 37.8 21.5 73.8 11,7 31.2 7,8 36,9
1981 28.3 16.1 90.8 37.9 9.5 5.7 -12 .2
1982 34.6 19.6 82.9 48.4 20.7 -14.1 - l U

Source: Fundación de Investigaciones Económicas Latinoamericanas ( f i f .i ,) , In­
dicadores de coyuntura, Buenos Aires, severa! issues; and Centra! Bank of 
Chile, Boletín estadístico, Santiago, Chile, several issues.

Notes.
Cy
Wi

e;

P
P
M,

= exchange rate.
= wages in manufacturing industry.

(1 + k)= exchange rate modified by lifting of tariff barriers = - — e ,, where g
is the tariff rate; o, the base year; i, the current year. ^

= industrial wages in real terms deflated by the wholesale price index for 
manufactures in Chile and by the wholesale price index for non-agricultural 
domestic products in Argentina.

= annual equivalent of lending interest rate for 30 days deflated by the same 
indexes as wages.

= variation in consumer price index, from December to December.
= growth rate of gross domestic product.
= changes in the money supply in real terms deflatedy the consumer price 

index.
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A second factor affecting production 
possibilities was the high cost of money. Both 
monetarist experiments introduced a major 
change in the operation of the capital market, 
which implied positive and very high real interest 
rates, especially in Chile. Industrial entre­
preneurs in both countries, who were used to 
working with a high percentage of loaned capital 
and negative real rates of interest, were hard hit 
by this change. It meant an additional cost, 
which, in combination with the high level 
reached generated a borrowing financial- 
burden spiral which obliged many enterprises to 
close down and affected almost all enterprises in 
the economy. This happened on so large a scale 
that in Argentina (in mid-1982) and in Chile 
(early in 1983) the Government had to take 
energetic steps with a view to resolving the prob­
lem, thereby marking the beginning of the end 
for the economic policy that was being applied.

Lastly, a third element that helps to account 
for the decline in the industrial sector is the 
thange in the system of incentives as a whole. We 
have already seen how they became negative for 
the sector, but that also signified the creation of 
other possibilities of obtaining higher rates of 
return, especially over the short term. The loss of 
competitive capacity diverted resources to the 
sectors producing non-tradeable goods, in par­
ticular construction; the “apertura” or opening- 
up process, together with the exchange lag, 
paved the way for a boom in incomes linked to 
imports; and the inordinate rise in interest rates 
switched reproductive resources to financial 
speculation, which during the period afforded 
profits impossible to earn in the production 
system.

These are, in our opinion, the four factors 
that caused the destruction of a significant pro­
portion of the industrial sector: the fall in de­
mand resulting from a restrictive monetary poli­
cy; the loss of international competitive capacity 
due to the exchange lag and the reduction of 
tariffs; the rise in interest rates, a product of the 
financial reform; and the creation of incentives 
that promoted non-productive investment. 
These factors operated with different degrees of 
intensity at different times. It is therefore useful 
to analyse the behaviour of the variables in three 
distinct sub-periods: that of market liberalization

and monetary control; that of de-indexing of key 
prices; and that of global monetarism.^*

The first phase was characterized by the 
liberalization of markets together with monetary 
restrictions and devaluations of the currency, 
and extended from the launching of the mon­
etarist economic policy up to 1977 in Argentina 
and 1976 in Chile. The main determining factor 
was the fall in effective demand brought about 
both by the contraction in real liquid balances 
and the sharp drop in real wages, related in turn 
with the inordinate rise in domestic prices, result­
ing from the liberalization of the markets. 
This caused a steep decline in levels of employ­
ment and production in the industrial sector. At 
the same time, the capacity to compete in 
international markets improved, thanks to the 
devaluations, but, at bottom, in consequence of 
the fall in real wages. Tariff reductions got off to 
a slow start during this period, and largely 
absorbed the existing superfluous protection. In 
Chile this phase coincided with a significant 
change in the capital market, implying a high 
rate of interest in real terms, whereas in 
Argentina the rate in question continued to be 
negative until early 1977. This meant that 
industrial production contracted more in the 
first country than in the second.

A characteristic feature of the second phase 
was the de-indexing of certain key prices and, in 
particular, of the exchange rate, as an instrument 
for frustrating inflationary expectations. This 
phase occurred in Chile between 1976 and 1979 
and in Argentina from 1978 onwards, withdif- 
ferent results, depending upon the degree of 
deceleration of domestic price increases in the two 
countries. The exchange rate-wages ratio can be 
seen to have dropped abruptly, especially if tariff 
reductions, which speeded up, are taken into 
account. The decrease in the ratio is partly linked 
with the recovery achieved by real wages, which 
alleviated the existing constraint on demand and, 
in Chile’s case, allowed of increases in industrial 
production. The interest rate, in real terms, con­
tinued to be high and in Argentina reached its 
peak in 1980, precipitating the collapse of the

"F o r a more detailed analysis of the economic policy 
pursued during the period see Canitrot (1980 and 1983) for
Argentina, and Foxley (1982) for Chile,
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policy pursued, since it was superadded to a 
very serious loss of competitive capacity. In rela­
tive terms, the non-alignment of the growth of 
domestic prices with that of international prices 
accelerated this loss of competitive capacity more 
rapidly in Argentina than in Chile, affecting the 
balance of payments and making it essential to 
raise the rate of interest as an instrument for 
maintaining the inflow of capital from abroad.

In this second phase the effects of the open- 
ing-up of trade can be more clearly appreciated, 
since demand was not subject to constraint 
(wages recovered in real terms) and the loss of 
competitive capacity (owing to the deterioration 
of the exchange rate-wages ratio) was not yet so 
marked.

The data on Chile available for 1976-1979 
suggest some conclusions with regard to the reac­
tion respecting investment and degrees of 
specialization provoked by the demolition of tar­
iff barriers. In the first place, keener external 
(Competition did not generate a process of mod­
ernization and capital accumulation to cope with 
it, but, on the contrary, investment in man­
ufacturing industry stood below its historical 
levels. Only in nine of the 37 branches of industry 
was there an increase in the investment coeffi­
cient, in most cases corresponding to export sec­
tors (wood, pulp and paper and foodstuffs) and 
only in two (clothing and footwear) to sectors that 
endeavoured to adjust to competition from im­
ported products. Secondly, an intensive reversal 
of the process of import substitution occured, 
which was only very partially offset by increases 
in exports of manufactures. The latter expanded 
at very rapid rates (of about 23%), but this expan­

sion was concentrated in the wood industry, the 
only branch which considerably enlarged its 
share in total exports of manufactures. Only 
three branches (wood, furniture and paper) were 
net exporters, and these three were linked to the 
existence of abundant natural raw material in 
respect of which the country is endowed with 
absolute comparative ad v an tag es.L astly , 
changes also took place in the structure of pro­
duction and employment. The most highly- 
protected and more labour-intensive sectors 
were those worst affected by the opening-up pro­
cess (in particular, textiles and metalworking) 
and major technological effects were produced, 
with increased participation of smaller es­
tablishments in production ( p r e a l c , 1983).

In Chile the third phase dawned only in the 
year 1979, when it was considered that the econ­
omy had successfully passed through the 
second phase and was ready for the introduction 
of global monetarism with automatic adjustment 
of disequilibria. Its main characteristic was the 
fixing of the exchange rate, which speeded up 
still more the loss of competitive capacity. The 
rate of interest in real terms again began to rise, 
reaching unprecedented figures in 1981 and 
reproducing with a time lag of one year the si­
tuation described in phase two for Argentina: loss 
of competitive capacity, balance-of-payments 
deficit, raising of the interest rate as a mecha­
nism for ensuring the inflow of capital and a de­
cline in industrial employment and production, 
accompanied by the liquidation of many enter­
prises. In short, the monetarist experiments 
of the 1970s collapsed.

IV
Destruction of industry 
and conditioning factors 

of reactivation
The cost of the policy pursued has been consider­
able in terms of potential employment and pro­
duction in the industrial sector. In Argentina,

'^The existence of large quantities of timber is the result 
of afforestation plans set afoot two decades ago. Similarly, 
exports of paper were feasible because of the existence of
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even if industrial employment had continued to 
grow at the slow historical rates of the period 
1950-1970, i.e., by 1 % per annum, the cost would 
amount to 2 0 % of cumulative employment dur­
ing the period and 17% in terms of cumulative 
production in relation to the potential that would 
have been attained if an annual growth rate of 
4% had been maintained. A similar situation 
occurred in Chile, where the cost averaged 16% 
of cumulative employment and nearly 30% of 
cumulative production during the period.*^ The 
effects were calculated in relation to potential 
annual growth rates of 2 % in the case of employ­
ment and 5% in that of production. Even if the 
potential growth rate of industrial production is 
assumed to have been 3%, the cost would still be 
as much as 16%.*^ The shaded areas in figures 
I to IV give a clear idea of the magnitude of the 
above-mentioned effects.

Notwithstanding the importance of the 
foregoing observations, the aim pursued in this 
section is to explore the effect of industrial de­
struction on the possibilities of reactivating the 
economy and on the long-term growth model. In 
the first place, the destruction of industry implies 
introducing an asymmetry in short-term fluctua­
tions in so far as recovery cannot be based on the 
use of idle installed capacity. While a margin of 
unutilized capacity does exist, some of the losses 
in production and employment in industry were 
due not only to the liquidation and closing down 
of a large number of enterprises, but also to the

plants installed in the preceding decade with State support. 
In any case, it seems clear that the opening-up process 
afforded an opportunity of activating a sector which, on the 
basis of the existence of absolute comparative advantages in 
respect of raw material, introduced into its structure various 
degrees of processing: sawnwood, furniture, and pulp and 
paper.

‘^The equivalent in terms of years with effective average 
levels would be as follows: Argentina, employment 2 years 
and production 1 year 8 months; Chile, employment 1 year 9 
months and production three-and-a-half years.

'^Part of the loss can be attributed to the change in the 
international situation. If account were taken of the average 
Latin American rate of deceleration of growth in industrial 
employment and production as from 1974 (see again table 3), 
the losses would be as follows: Argentina, employment 90.3% 
and production 14.4%, with projection rates of 0.66 and 
2.6%, respectively; Chile, employment 13.5% and produc­
tion 15.7%, with projection rates of 1.3 and 3%, respectively.

unusability of equipment resulting from the 
sharp fall in investment rates. When reactivation 
is faced with only marginal idle capacity, its rate 
depends upon constraints on demand and possi­
bly on the availability of inputs. In this case, in 
addition to such constraints as these, there is a 
physical restriction consisting in the non­
existence of productive capacity. This has at least 
two consequences. The first is that investment 
requirements are greater, since not only de­
preciation but also destruction of capital has to be 
covered. The second is that given the rigidities 
obstructing investment “leaps” and the time re­
quired for new investments to yield returns, the 
recovery of the pre-crisis levels will take longer 
than the phase of contraction lasted.

ARGENTINA; INUUSTWAL FRO D U("rum

Nevertheless, the destruction of installed 
capital carries with it the advantage of allowing 
“technological leaps” whose incorporation is a 
slower business when marginal changes are in 
question. To change a machine or a production 
subprocess is a different matter from installing a 
new plant. It seems clear, moreover, that in the 
last decade technological innovations have been 
generated which revolutionize some production 
processes, in particular, by the introduction of 
micro-processers and robotization. This has
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meant that the technology available at the in­
ternational level has also progressed by leaps and 
bounds. The combination of the two factors will 
mean that the characteristics of the production 
process after the crisis will be very different from 
what they were before.

ARGENTINA: INDUSTfttAL EMPLOVMEN l

Take, for example, the textile and motor- 
vehicle industries which existed in both, coun­
tries, and which to a large extent physically dis­
appeared, and consider the type of plant that 
could be accessible to the national entrepreneur 
if he were to observe the changes that have taken 
place in production in these branches of industry 
at the world level. In the textile industry self­
programming robotic arms have been in­
troduced for cutting; as well as computerized 
systems for design, producing patterns, monitor­
ing the quality of fabrics, and guiding laser beam 
cutters. Micro-processers are being used to con­
trol fast stitching, knitting heads and ink in­
jectors which can be rapidly adjusted to produce 
different designs and colours (Rada, 1980). In 
the United States motor-vehicle industry, un­
doubtedly one of the most backward in the de­
veloped countries, 2  800 robots have now been 
incorporated, which carry out many of the 
assembly line jobs with greater rapidity and pre­
cision than can be achieved by manual means 
(Alexander, 1983).

What are the predictable characteristics of 
this new technology? In the first place, they are 
known to be “superior” in the sense that they 
raise the levels of productivity of both capital and 
labour.*® Secondly, higher productivity per per­
son employed will imply lower levels of 
employment. Thirdly, a change will be brought 
about in the skills required, inasmuch as un­
skilled labour will be superseded by personnel 
with higher skills.*  ̂With this substitution will be 
associated a change in average wages and in wage 
structure. Average wages paid in the industrial 
.'.ector will follow an upward trend and intra­
sectoral distribution will be homogenized.

All this will have a bearing on the long-term 
style of development. If  the bigger surplus 
generated by the technological leap is not 
appropriately invested or is insufficient, the re­
sult will be a more heterogeneous structure and a 
more unequal distribution of income. Those who 
are privileged to enter the modern industrial 
sector will be proportionally fewer, better paid 
and more homogeneous; but the differences be­
tween them and the workers not so incoporated 
will tend to widen. In effect, there will be a 
reproduction of the historical style of develop­
ment in Latin America which had been slowly 
giving way to something better. This will perhaps 
be the great paradox of global monetarism: not 
only has it failed to resolve the structural de­
ficiencies that gave it its justification, but it has 
implied regression to a situation which these 
countries had already left behind.

'^In the textile industry, for example, the application of 
the methods mentioned makes it possible to economize on 
labour, skills and materials. The saving on materials alone 
ranges from 8% to 15% (Rada, 1980).

''’While the net effect of the technological changes men­
tioned is a moot question, there seems to be a consensus to the 
effect that fewer persons would be required in the first place 
in services, but subsequently in industry, owing to the change 
in products and processes. While the use of thè new technolo­
gy im plies the possibility of saving capital per unit of output, it 
significantly increases the capital-labour ratio. This generates 
a twofold effect; substitution of manpower and reduction of 
potential creation because of its higher cost (Rada, 1980).

' ’This poses the problem of adaptation of the industrial 
workers who will be left unemployed, both because of the 
shortage of new jobs and because of the type of skills which 
management of the new technology requires and the high 
cost and risk of re-training.
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The Structural
crisis
in Argentine 
industry

Adolfo Dorfman

In a concise summary, the author outlines the main 
trends in Argentine industrial development and 
discusses the problems which they entail. In so doing, 
he reviews, inter alia, the evolution of the industrial 
product in recent decades and the gaps which exist in 
the structure of this sector, its increasing technological 
progress —especially in the fast-growing branches of 
industry, the drop in industrial employment occa­
sioned by industrial modernization and by the produc­
tion slump of recent years, the concentration of 
economic power in industry and the increasing role of 
foreign capital, the persistent geographic central­
ization of the sector, and the expansion of industrial 
exports.

Throughout the article, but especially in the final 
section, he outlines the principal measures which 
should set the direction for Argentina’s industrial de­
velopment strategy. These basic guidelines relate to 
how to overcome the current industrial crisis by means 
of a suitable expansionary policy, as well as the 
elimination of the structural flaws affecting the sector. 
Correcting these defects will, in particular, require the 
expansion of the industrial structure in those sectors 
exhibiting significant gaps (such as the production of 
intermediate metal and chemical inputs and capital 
equipment), the geographic decentralization of pro­
duction, and a suitable combination of domestic and 
external demand, The expansion of production which 
would result from the reactivation of industry and the 
elimination of the existing gaps in its Structure should 
not be unilaterally carried forward by the forces which 
shape the prevailing trends in industrial development. 
The author therefore suggests a combination of large, 
high-technology capital-intensive companies with 
more labour-intensive medium-sized and small enter­
prises, along with a thorough assessment of the part 
played by foreign capital.

^Former ec;lao  staff member.

Introduction
Argentine industry is currently experiencing the 
deepest crisis in its history. Its causes are of two 
distinct types, with different origins, meanings 
and implications, which are interconnected in a 
variety of ways. The first type is structural and 
relates to the composition and relative weight of 
the various branches of industry, as well as to the 
nature of the technological changes spreading 
throughout the sector. The other type of cause 
is cyclical, and such factors have had an ex­
traordinarily intense effect on industry for over 
the past five years. Their impact takes the form 
of radical structural changes, the consolidation 
of concentrated economic power, and the dis­
location and regression of the process by which 
major Argentine industries were established, 
thereby contributing to the denationalization of 
companies and the increasing sway of trans­
national capital.

It is imperative to draw a clear distinction be­
tween these two types of determinants so that 
their relative impact on the crisis may be gauged 
correctly. Confusing the two would be to commit 
a mistake having major and perhaps irreparable 
consequences for economic policy, inasmuch as 
pinning the hopes for recovery solely on an im­
provement in the current economic situation 
—i.e., on short-term measures— would be to 
forget that such step% are mere palliatives which 
do not affect the underlying structural phe­
nomena. If the latter are not duly interpreted 
and dealt with on an integral basis, critical prob­
lems in the manufacturing sector will remain 
unresolved, and it would be a very grave error 
indeed to minimize or underestimate their ram­
ifications on the entire economic and social 
apparatus of the country.

I
Long- and medium-term 

trends
By the mid-1930s, the gross product of the 
Argentine industrial sector was already similar to 
that of agricultural activities, and it has grown
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Steadily ever since then (with short-lived cyclical 
fluctuations) in terms of both its absolute value 
and its relative position vis-à-vis the agricultural 
product. It should be pointed out that this expan­
sion took place against a backdrop of very slow 
growth (when not outright stagnation) in agri­
cultural activities and that the favourable rates 
characterizing the country’s overall economic de­
velopment were in large part attributed to the 
dynamism of the manufacturing sector. Even in 
the primary sector, the direct influence of in­
dustry was seen in the fact that industrial crops 
expanded more rapidly than traditional ones, 
reflecting a strong tendency to channel the im­
port substitution process towards the initial and 
less complex production stages for primary in­
puts, while its economic and social impact and the 
origin of capital were perhaps quite different 
from what they are today. Thus, the source of 
raw materials during the earlier stages of in­
dustrial import substitution was, first and fore­
most, intensive crop-farming; later on, in the 
stages to follow, it was to be hydrocarbons and 
large-scale mining, especially of metal-bearing 
ores.

The industrial sector accounts for a very 
large share of the gross domestic product (nearly 
one-third of the total) and represents nearly two- 
thirds of what is generated by the country’s pro­
duction activities as such.

In considering the long-term statistical se­
ries, however, the impact of changing the base 
year for those figures should not be un­
derestimated. This modification was made in re­
sponse to the major changes which have oc­
curred in the Argentine production structure, 
and it causes distortions in those years for which 
the series calculated using the old base overlap 
with those calculated using the new base year.

Thus, as may be seen in table 1, the relative 
drop in the prices for some chemicals, metal 
manufactures and machinery does not only re­
duce the total product of the industrial sector in 
relative terms, but also decreases the share of 
these fast-growing branches of industry. It would 
be a mistake to conclude from the foregoing that 
the process of structural change has been re­
versed in Argentina, since there are gaps which 
remain to be filled in the production of in­
termediate chemical and metal goods as well as 
capital equipment. Instead, it might well only be

a temporary problem of a disparity in relative 
prices, having no implications for a structural 
analysis of the situation other than the very signif­
icant one that these dynamic branches of industry 
appear to have increased in efficiency, and that 
part of the benefits are being passed on to the 
consumer in the form of lower prices.

Table 1
ARGENTINA: RELATIVE IMPACT OF THE 

INDUSTRIAL
SECTOR ACCORDINti TO DIFFEREN I BASE YEARS

(Percentages)

Base 1960 Base 1970

GDP
Industries 
I II GDP

Industries 
I II

1970
1980

36
34

30
25

55
60

27
25

35
30

45
50

Source; Official figures.
Column I: Foodstuffs, textiles, clothing and related products. 
Column II: Chemicals and related goods, and metal man­
ufactures and machinery.

This brief article does not allow for an 
exhaustive analysis of medium- and long-term 
Argentine industrial development, nor a specific 
description of its various stages. Nonetheless, at the 
risk of being drawn into making rather arbitrary 
definitions involving sometimes blurred 
distinctions, we feel it would be useful to dif­
ferentiate between the “stages” and “periods” of 
industrial development. The stages may be marked 
off by a change in the defining feature of the 
industrial process; the periods are characterized by 
modifications which, although significant, are not 
of pivotal importance.

Following the period o f incipient in­
dustrialization, the first stage was the substitu­
tion of simple imports, primarily by the light, 
labour-intensive industries which depended 
heavily upon imports for their inputs and capital 
equipment. The next stage was marked by the 
establishment of large dynamic industries which 
made a greater contribution to the sectoral prod­
uct than the vegetative industries (although 
there continued to be a large number of non- 
basic light chemical and metal manufactures and 
machinery industries) and by a heavy inflow of
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foreign capital, especially to this new type of en­
terprise. During the third stage, more basic 
matallurgical, chemical and paper and pulp in­
dustries were formed, the use of modern 
methods became widespread and companies be­
gan to concentrate in large integrated units, 
transnational enterprises and technology trans­
fer came to the fore, and the exportation of in­
dustrial products represented a significant share 
of foreign trade, as well as a considerable propor­
tion of the volume of production in many bran­
ches. Towards the end of this stage, many small 
and medium-sized companies (as well as some 
large ones) disappeared as a result of the move to 
“open up the economy”, and denationalization 
was stepped up.

With respect to the periods involved, that of 
incipient industrialization (until the late 1920s) 
was followed by a period of industrial formation, 
which ended in the mid-1940s. The period lead­
ing up to the major changeover spanned the 
years between the end of the Second World War 
and the early 1950s, and was followed by a period 
of industrial consolidation, which lasted until the 
mid-1960s.

Since that time the country has been un­
dergoing a period of industrial maturation (not 
to be confused with maturity) in which changes 
and distortions abound, as elements gradually 
take form which will be decisive in shaping the 
future of Argentine industry.

As regards the concomitants of industrial de­
velopment and its interrelationships with some 
basic variables of the social and political arena, 
reciprocal action may be observed among in­
dustrial development, the organization of man­
agement and the working-class, the often 
changeable attitudes of public authorities and 
theoretical platforms which lead to the creation 
of what might be called an “industrialization- 
oriented frame of mind”. None of these factors 
develops along a straight line; instead, processes

take shape through numerous actions represent­
ing incentives or obstacles, all of which is in­
terwoven into a complex and convoluted net­
work.

A structural analysis of Argentine industry 
also reveals the pre-eminence of vegetative 
industries (which meet the basic mass needs of 
the population) even until shortly after the Sec­
ond World War; these were then gradually dis­
placed by the advance of dynamic and much 
faster-growing industries. Even though the 
previously mentioned change in the base year 
for the statistical series reduced these industries’ 
share in percentage terms, they still account 
for far more than half of the industrial product. 
If, however, the classification is based on the 
categories of light industry (consumer goods) 
and heavy and semi-heavy industry (interme­
diate goods and capital equipment), the second 
category would scarcely represent one-third of 
the entire industrial sector’s output.

It follows from the above that the structural 
flaws of Argentine industry lie in the lack or 
shortage of industries producing intermediate 
goods, metal and chemical inputs, and equip­
ment. Although the time when the import sub­
stitution process was an easy one ended quite 
some while ago, these structural defects must be 
corrected; in order to do so, the critical industries 
which are lacking will have to be established and 
progress must be made, in so far as it is possible 
and economically feasible, in the direction of the 
domestic production of industrial inputs. This 
would bring some cycles full circle and would 
considerably ease the pressures on the trade bal­
ance, thereby lessening the dependency and im­
balances to which they give rise.

These flaws had been in the making for quite 
some time, but they became much more evident 
as a result of the policy aimed at opening up the 
economy which was applied until late 1983.
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II
Recent industrial trends

An examination of the quarterly indexes 
gathered by the National Institute of Statistics 
and the Census ( i n d e c ) makes it possible to trace 
the course of industrial trends during the 1970s 
and up until 1983. The indexes are based on only 
about 1 500 establishments (just lately reduced to 
slightly over 1 300) representing 27 industrial 
groups or branches. They account for perhaps 
over two-thirds of total industrial production 
and employ more than half of the workers. They 
therefore correspond to the upper industrial 
strata, which have been hurt relatively less by the 
recession than medium-sized and small compa­
nies. The drops in production and employment 
shown by these indexes thus underestimate the 
actual scope of the crisis within Argentine in­
dustry, since the closure of companies has been 
much more marked in the middle and lower 
strata (not covered by the statistics), which are 
lacking in financial capacity and suitable equip­
ment.

A review of these indexes from 1970 (base 
year = 1 0 0 ) to the present shows that the overall 
level reached 123 in 1974, began to decline when 
it slipped to 115 in 1976, and then dropped to 
108 in 1978. It later recovered to 122 in 1980, but 
then fell very sharply (to 102 in 1982). It again 
rose to a certain extent in 1983, when it appears 
to have exceeded 1 1 0  according to preliminary 
figures.

This overall average, however, conceals 
large internal differences among categories and 
groups, as well as mixed performances. Food­
stuffs and related items maintained relatively 
high indexes (similar to the overall average, in 
which they no doubt had an influence) since mass 
purchasing power is oriented towards these basic 
items. In contrast, textiles and clothing 
underwent a deep and prolonged recession. 
After reaching a high point of over 120 in 1974, 
this category dropped to 70 in 1982 and re­
covered only slightly in 1983. The machinery 
industry is very heterogeneous, and there were 
offsetting trends in this category; nevertheless, 
low real wages as well as the depletion of intra-in­
dustrial demand resulted in major declines after 
1980 (in that year, the index for this category 
exceeded 130, which was above the overall 
average). The disparities in performance have 
become more marked as industrial 
disaggregation has moved forward.

Industrial activity has thus been hard hit by 
the recession, slipping back to the levels of 15 
years ago. As a result, a large percentage of pro­
duction capacity remains idle; according to var­
ious sources, the figures for some groups or 
branches range between 40% and 50% or more. 
Employment in this sector has consequently de­
creased as well.

Ill
Industrial employment

Traditionally, there has been a large and steady 
demand for manpower in the industrial sector. 
In the early days of its development when cottage 
industries or semi-industrial activities pre­
dominated in which there was little capital 
formation and a meager supply of energy, in­
dustrial workers were the most important factor

of production. This continued to be the case for 
quite some time, and although industries with 
more modern equipment were established, the 
expansion of industrial activities was enough to 
produce a considerable increase in the labour 
force.

For a long time, the manpower employment
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in the manufacturing industry represented 
roughly one-fourth of the economically active 
population and, in some years, easily surpassed 
that mark. Total personnel in 1939 amounted to 
less than 700 000 people. By the end of the 
Second World War (1946), their number had 
grown to nearly 1 . 2  million, and continued to 
increase to 1.5 million in 1964 and 2 million in 
1974. The peak seems to have been reached 
around 1976-1977, with somewhat more than 2 
million, and then went into a decline which was 
interrupted by only the briefest boom periods. 
The total number of people employed in man­
ufacturing industries in 1983 may be no higher 
than the level of 25 years ago. Naturally, the 
structure of employment has changed during 
this time, as has the training demanded of job 
seekers.^

The number of hours worked in industry 
reached it lowest point in 1982 (25% less than in 
1970 and 35% less than in the peak year of 1975), 
although it recovered slightly in 1983. Since this 
index refers to a few large companies, it may be 
assumed that the decrease was much greater in 
medium-sized and small companies and that up 
to half of the work capacity of the labour force 
was idle in 1982-1983. (As this is an overall in­
dustrial index, there are considerable dif­
ferences from one branch to another; however, 
the activities showing smaller decreases, or even 
increases, are generally of little significance as 
regards production and employment volumes.)

The number of employed persons (dis­
regarding the length of their work day) appears 
to have decreased in a similar manner —even 
dropping in 1983 with respect to 1982— while 
there was a small increase in the number of hours 
worked.

The indexes of industrial employment and 
of the number of hours worked have not fol­
lowed the same curve during the entire period 
from 1970 to the present. Although they main­
tain a satisfactory degree of parallelism, the num­
ber of workers who are theoretically employed is 
greater than the number of hours actually

'These statistics, which are derived from the industrial 
censuses and indexes for the past decade, do not tally entirely 
with the higher figures given in the population censuses; this 
is probably to the inclusion of semi-industrial strata.

worked. This points to an exceedingly short work 
day for a large proportion of the personnel in all 
industrial subsectors.

The largest increases were recorded during 
the period of expanding industrial development 
(which was accompanied by structural changes 
having only a superficial impact). In the ten years 
immediately after the Second World War, big 
increases followed very closely upon the growing 
process of urban conglomeration; this, in turn, 
was the result of a large-scale internal emigration 
from the inland areas, which was spurred by 
expectations of better pay and the availability of 
the services offered by urban conglomerates; at 
first these expectations were met, only to be frus­
trated in more recent times. The stagnation, or 
retrogression, of rural activities and the be­
ginnings of overpopulation, in relative terms, 
worked as incentives for the exodus from the 
countryside to the large cities.

A comparison of the production and 
employment series shows that the decrease has 
been greater in the latter, indicating a rise in 
worker productivity. This is not surprising in 
view of the increasing mechanization and tech­
nical modernization of established industries and 
the high technological and capital intensiveness 
of the new activities. Currently, the moderniza­
tion of numerous segments of the Argentine 
manufacturing industry requires an investment 
of some US$ 150 000 per worker. Similar figures 
are given in the foreing capital investment re­
quests approved in recent years. In high- 
technology industries such as petrochemicals, 
the amount is much higher still and approaches 
US$ 1 million per employee for some projects.

Judging by these facts, there would seem to 
be little hope even of maintaining the same in­
dustrial employment level. It would come as no 
surprise (even if the most optimistic forecasts 
concerning the expansion of the domestic mar­
ket were to prove correct and international de­
mand for Argentine industrial products were to 
soar) if it turned out to be difficult for industry to 
provide employment for even 2 0 % of the eco­
nomically active population.

It is therefore to be expected that the in­
dustrial sector will cease to perform its long­
standing function as a factor contributing to the 
dynamic absorption of the labour force. Howev­
er, any prudent industrial development policy
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would not focus only on the industrial product 
but would also accommodate its many broader 
social functions and should therefore make suf­
ficient provision for checking this slowdown in 
industrial employment as well as moderating its 
impact and features. Even without changing the 
occupational structure of high-technology 
activities —above all, the chemical and metallur­
gical industries— there is a great deal of leeway 
for regulating certain aspects of the advance of 
mechanization which are not an inherent part of 
the process. In this respect, adopting highly

labour-saving measures is not necessarily the wis­
est or most efficient solution in economies such as 
Argentina’s. Thought should also be given to a 
well co-ordinated system for promoting 
medium-sized and small enterprises, whose 
capacity to absorb the labour force is not so rapid­
ly depleted.

Be that as it may, employment opportunities 
in other sectors will also have to be sought; this is 
quite feasible in a society having serious flaws in 
its infrastructure and great possibilities for in­
creasing effective domestic demand.

IV

T ech n o log ica l progress: electrification
The relative reduction in the number of man/ 
hours needed to obtain a given volume of in­
dustrial production, its low product elasticity and 
the probability that this coefficient will decrease 
in the future are due to; i) the change occurring 
in the industrial structure as the incorporation of 
metal manufactures and machinery as well as 
chemical industries intensifies; ii) the increased 
concentration of industry in large-scale produc­
tion units; and iii) growing technical moderniza­
tion, mechanization and energy use in industry. 
The mechanism which permits the relative and 
absolute displacement of the labour force from 
the industrial sphere (thus increasing its pro­
ductivity, but also making a large part of that 
labour force redundant) is, without question, 
technological progress. This process, which is 
manifested in the very nature of production 
itself as well as in the linkages of its successive 
stages at different levels, has recently become 
very marked.

Studying the technological progress made by 
a branch of industry does not present many dif­
ficulties, since there is a great deal of material 
on which to rely. Such an examination becomes 
even easier when it is focussed on individual 
companies; in both cases, the results are 
relatively homogeneous and continuous over 
time.

This homogeneity disappears, however, 
when comparing the technological development 
of different industries (foodstuffs, textiles, chem­
icals, metal manufactures and machinery), and 
vast changes or fundamental differences be­
tween processes may be observed, as is also true 
of the factors relating to mechanization itself. 
There is no suitable standard for making gener­
alizations. It thus becomes necessary to seek a 
more universal criterion which will make the re­
sults less conditional and so justify their proper 
quantification.

Energy use —or, still better, the degree of 
industrial electrification— seems to provide an 
acceptable overall yardstick fo gauging technical 
progress in the industrial structure. The changes 
coming about within that structure tend —from 
all standpoints— to substitute mechanical power 
for human labour or to introduce processes for 
producing previously unknown goods (especially 
through chemical processes). All of this calls for a 
high degree of capital intensiveness as well as a 
greater and greater use of energy, particularly 
electricity. Total energy consumption exhibits 
conflicting phenomena at one and the same time. 
On the one hand, energy-intensive industries are 
established (especially in the metallurgical and 
basic chemicals sectors), thereby raising the over­
all coefficient per product unit; on the other
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hand, there is an increasing tendency to conserve 
energy, which reduces unit consumption. The 
energy/product coefficient, after climbing steep­
ly during the formative stages of such activities, 
will therefore tend to level off as the structure is 
consolidated and will show signs of slackening in 
later stages.

The same thing does not occur, however, in 
the case of electrical power consumption. De­
mand will continue to rise steadily, keeping pace 
with the mechanization of operations and the 
introduction of increasingly complex production 
controls and mechanisms as well as with the ad­
vance of semi-industrial activities or cottage in­
dustries as they move up into higher strata. 
Electricity consumption, in absolute terms, dou­
bles or trebles every ten years (with periods of 
more rapid growth) and the great elasticity which 
results is maintained over long periods of time.

Electricity consumption by Argentine man­
ufacturing industries doubled between 1939 and 
the mid-1970s vis-à-vis this sector’s product. 
Although it probably accounted for less than 
one-third of the country’s total consumption of

energy, its share in the consumption of electricity 
was over 50%. Industrial electrification has 
greatly accelerated since 1975, although the rate 
has been substantially lower in more recent years 
due to the recession (see table 2 ).

T able 2
ARGENTINA: RECENT TRENDS IN THE INDUSTRIAL 

ELECTRIFICATION INDEX

Year Hours
worked

Electricity
consumption kWh/man-hours

1970 100 100 100
1973 109 130 120
1975 115.5 138 120
1977 113 155 135
1979 102.5 187 180
1981 78.5 165 210
1982 75.5 165 220
1983" 80 180 230

Source: Data provided by i n d e c  and the Ministry of Energy 
and compiled by the author,

‘'Preliminary estimates.

V
T h e  concentration  o f  econom ic pow er

The latest overall figures available on Argentine 
industrial activity date back to the 1974 census. 
They are corroborated to a certain extent by 
more incomplete but sufficiently comprehensive 
statistics taken from the National Industrial 
Registries for 1980 and 1981. During those 
years, companies employing over 500 workers 
generated 40% of production, employed less 
than 30% of the labour force and accounted for 
the bulk of motive power, which demonstrates 
their high level of technological modernization 
and productivity. According to various sources, 
slightly more than 2  0 0 0  establishments with 
over 100 workers each accounted for 70% of the 
product and 60% of employment during those 
years. At the other end of the spectrum, the 
industrial enterprises which employed less than

1 0  workers per establishment, represented two- 
thirds of the total, but only accounted for 1 0 % of 
production and 2 0 % of the personnel, thus in­
dicating their marked labour intensiveness and 
low technological level.

According to the above figures large-scale 
industry, combined with the upper range of 
medium-sized industrial enterprises, generates 
the major part of industrial production in terms 
of volume and represents the bulk of that activ­
ity. The situation is similar in all the peripheral 
countries, and also exists in a much milder form 
in the industrial countries without doing any 
great harm to their technological progress.

This heavy concentration has been height­
ened by the application of a policy aimed at open­
ing up the economy in more recent years, along
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with the fact that there may have been more 
casualties among the industrial enterprises in the 
medium and lower strata than at the higher 
levels. If  one adds a marked tendency for com­
panies to merge, the consolidation of con­
glomerates in major branches of industrial activ­
ity, and stronger ties with financial interests to 
the factors discussed above, the current picture 
of Argentine industry becomes complete.

According to the 1964 census data, foreign 
capital represented one-fourth of the total value 
of industrial production. This figure climbed to 
over 30% in 1974, while it exceeded 50% in some 
critical branches of the chemical and metallurgi­
cal sectors. Judging from the foreign capital in­
vestment requests which had either been 
approved or were being studied by the appropri­
ate national agencies as of mid-1983, before the 
end of this decade such industries may well be 
contributing production values far in excess of 
the present industrial product, which would in­
volve a massive increase in the flow of foreign 
capital to industrial activity in the form of direct 
pirivate investment. Around 1982, this type of 
investment was estimated at approximately 
US$ 5 billion, with over three-fourths of that 
figure corresponding to dynamic industries, 
while the external debt with multilateral and

bilateral lending institutions amounted to some 
US$ 3.5 billion, a large part of this amount 
having been devoted to developing the energy 
sector and industry.

The policy of eliminating protectionist mea­
sures for industry has had dire results for this 
activity in Argentina. Only two aspects need be 
mentioned; the denationalization of industries as 
seen in the absorption of companies relying on 
domestic capital by foreign ones, and the de­
moralizing setbacks suffered by the industrial 
process in a large number of branches. Activities 
which took 15, 20 or 25 years to complete their 
productive cycle in the country have been forced 
to dismantle these structures within the span of a 
few years or months and to return to importing a 
large proportion of the value that they previously 
generated, to the serious detriment of employ­
ment and the consolidation of the industrial 
structure, to say nothing of the loss of foreign 
exchange and the harm done to the trade bal­
ance.

In sum, then, the concentration of industrial 
economic power in the form of monopolies or 
oligopolies has continued at a rapid rate in recent 
years, along with an increasing dependence on 
technological transfer and foreign capital.

VI
Industrial exports

Argentine industry does not only satisfy a very 
large percentage of domestic demand, but also 
sends increasing amounts of a large variety of 
goods to external markets. Between 10% and 
2 0 % of the industrial product, depending on the 
time period and the activity involved, goes to 
external markets. The percentage is much high­
er in some branches of industry and is very sensi­
tive to measures that encourage or discourage 
exports, such as the international exchange rate 
and promotional incentives, which have not fol­
lowed a consistent pattern.

If, as would appear to be true by definition,

industrial exports are understood to include all 
goods which have undergone some type of pro­
cessing and originate from what are classified as 
industrial activities in national censuses, then 
they include products which have figured under 
export headings for a long time, some in signifi­
cant quantities, such as meats and other cold- 
storage goods, dairy products, washed or 
semi-processed wool, ginned cotton, cured hides 
and quebracho extract. All of these goods have 
brought in a significant amount of foreign 
exchange and have represented no small part of 
total Argentine exports.
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These industrial exports, which are usually 
termed traditional exports because they are 
closely and directly related to basic agricultural 
activities and either involve very little processing 
or are semi-processed, represent natural out­
growths of a specialization in primary products 
and in no way change the pattern of dependence. 
They were first joined by such items as textile 
products and some more highly-processed goods 
in the above-mentioned categories and, later, by 
an increasing volume and variety of exports from 
the chemical and metal manufactures and 
machinery industries.

For a long time, industrial exports as such 
represented a very small percentage of the total, 
experiencing sharp fluctuations and temporary 
increases during the Second World War, only to 
slip back later to previous or even lower levels. 
These were typical products of traditional in­
dustries, along with a few new items which gener­
ally disappeared when there was a change in the 
abnormal external circumstances which had 
made their appearance possible.

Sweeping changes began to occur in tbe 
1950s, with sharp increases in the following de­
cade and especially during some years in the 
1970s. Short-term external economic factors 
clearly had an influence in this, and the measures 
at the national level to which reference was made 
earlier also had a considerable impact. Despite 
the fact that temporary variables were involved, 
this has been an irreversible phenomenon affect­

ing one-third, or perhaps a great deal more, of all 
industrial exports and one-fourth of total ex­
ports.

In this way, export products involving some 
degree of industrial processing have represented 
an increasingly greater amount of trade. At the 
same tim e, the item s en ta ilin g  a m ore 
rudimentary level of processing, which had once 
clearly predominated, have gradually lessened in 
importance. Exports of manufactures increased 
more than six times over between the end of the 
1950s and the end of the 1960s; almost 40% of 
these products were consumption goods, 50% 
were intermediate goods and the rest were capi­
tal equipment. External sales of non-traditional 
industrial products played a very conspicuous 
role, Jumping from 15% of industrial exports in 
the mid-1960s to 40% ten years later. The largest 
increase was in the metal transforming industry, 
including automobiles and some machinery, 
although an analysis of the major groups shows 
that the structure was generally quite change­
able.

Between the mid-1960s and the end of that 
decade, the dollar value at current prices of these 
non-traditional exports doubled, as did their 
percentage ranking. Since then they have grown 
very rapidly, especially {with some fluctuations) 
since the mid-1970s. The absolute value of ex­
ports (in dollars at current prices) doubled be­
tween 1970 and 1980.

V II
T h e  dom estic m arket or exports?

The growing importance of external markets for 
national production, combined with the tight­
ness and recent contraction of domestic demand, 
has contributed to the development of schools of 
thought which place an inordinate amount of 
hope in the possibility of favourable trends in 
those markets. For a variety of reasons, we be­
lieve that it would be unwise to exaggerate those 
possibilities. Perhaps the main reason is that it

would obscure the enormous economic and so­
cial potential represented by rapidly and steadily 
growing diversified domestic demand; this type 
of demand could continue to play a basic role in 
encouraging national industry to progress, pro­
vided that the economic, social and institutional 
requirements which make this possible are ful­
filled. Mention might also be made of the obsta­
cles hindering international trade of the indus­
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trial products coming from our countries, the 
direct or built-in subsidies for those goods in 
many exporting markets and domestic costs in 
Argentina.

One significant factor is the possibility of 
exporting intermediate or semi-finished petro­
chemicals, which is a topic that is currently very 
much in vogue. In this field, the sums mentioned 
in the foreign capital investment requests which 
have been approved or are in the final stages of 
consideration total several billions of dollars. 
Foreign capital has played such an important 
role in the intensive exploitation of known 
natural gas reserves (including the utilization of 
the natural gas which is now bled off) that if all 
the petrochemical projects currently under study 
were to be carried out, there would be a danger 
of exhausting the deposits in a short period of 
time.

Recent experience demonstrates the in­
fluence exerted by radical changes in the in­
ternational exchange rate and of a favourable 
reimbursement system for certain exports. Iron 
and steel products as well as paper are good 
examples of the fact that the impact of internal 
costs is not as decisive as has been claimed, while 
the influence of alleged comparative advantages 
is even less so.

Moreover, the exportation of a large per­
centage of the new industrial products is carried 
out through the subsidiaries of large trans­
national industries located in Argentina. This 
practice will presumably become more wide­
spread in the future, judging by the trends in 
capital investment in, for example, the auto­
mobile and large-scale petrochemical industries.

Under these circumstances, of course, the de­
cisions relating to such matters will not be in the 
hands of the national authorities but rather in 
those of the companies and, as is only natural, 
their decisions will not necessarily protect the 
country’s commercial interests.

It is a serious economic mistake to promote 
industries for the sole purpose of exporting, 
even in the case of high-technology petrochemi­
cal industries. Exporting (as in this instance) the 
country’s raw materials, while camouflaging 
them under a more refined label, to very com­
petitive international markets in which the scales 
of production, access to commercial channels 
and supply of inputs in various countries are 
quite similar is another version of dependence, 
of technological colonialism. In such cases, a poli­
cy of price subsidies for these basic inputs, such as 
natural gas, is a decisive factor. Argentina is cur­
rently at a critical stage in this respect.

The country needs a type of industrial de­
velopment which, while allowing it to play a role 
in world markets, is firmly rooted in an extensive 
domestic market, although there will certainly be 
cases in which exports represent a large per­
centage of producction, rather than merely sur­
pluses which improve a company’s economic 
standing.

The foregoing considerations bring out the 
need to resist the lure of industrial exports and 
to weigh carefully the variety of factors which 
determine the advisability of promoting indus­
tries that direct a very significant percentage of 
their production towards international channels.

V I I I
Prospects

In order to overcome the short-term aspects of 
the industrial crisis in Argentina, institutional 
changes will have to be made in the country and 
its economic and social policies must be thor­
oughly reviewed. Restructuring domestic de­
mand, the steady advance of economic activities 
in general and a vigorous, intelligent public

works programme involving an increase in 
domestic inputs and replacement equipment are 
all that is needed to bring the industrial economy 
out of its recessionary phase. More thorough­
going measures must be taken to deal with the 
structural flaws, however, and this calls for a 
coherent medium- and long-term programme
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whose basic guidelines are strictly observed 
without wavering or faltering. One of the 
objectives of such a programme must be to round 
out those components of the industrial structure 
for whose establishment, development or 
integration the country can offer the appropriate 
elements.

Contrary to the prevailing belief in some cir­
cles, the possibilities of import substitution have 
not been exhausted in Argentina. The process is 
not so simple as it used to be, but it is perfectly 
feasible and could be set into motion. The expan­
sion of traditional industrial activities in order to 
meet a greater and more differentiated effective 
demand, along with the insufficient develop­
ment or lack of some initiatives, points to the 
existence of broad vistas for growth.

Filling the structural gaps in the industrial 
framework, apart from its importance for in­
ternal consolidation and foreign exchange sav­
ings, would be the main factor in satisfying the 
long-standing desire for industrial decentraliza­
tion, which has so far gone unmet. No more need 
be said than that 55% of the country’s industrial 
production in the mid-1960s was concentrated in 
Greater Buenos Aires, and that over two-thirds 
of that output was accounted for by the La Plata / 
Buenos Aires/Rosario corridor, this being 
nothing more than a logical outgrowth of the 
historical phenomenon of concentration. There 
is no sign that any substantial change has 
occurred in the situation since then.

If  priority is given to the production of basic 
metal and chemical intermediate inputs, the 
tendency will be to locate these activities near the 
corresponding natural resources; as it happens, 
these sites are scattered over various points of the 
country’s territory, far from the existing in­
dustrial / demographic megolopolis. These new 
industrial enclaves will be supplemented by the 
natural development of existing ones —such as 
Córdoba or Mendoza, or more recent enclaves 
such as Bahia Blanca and other nearby centres to 
the south— each with their own particular char­
acteristics. This process will help to speed up a 
well-conceived form of industrial decentraliza­
tion, whose delay is also proving to be prejudicial 
in terms of environmental pollution and ecolog­
ical deterioration. These results cannot be 
achieved by decree, but only by formulating suit­
able industrial policies.

This does not mean that the domestic market 
should be the sole consideration, while the op­
portunities offered by the external sector are 
forgotten. It has already been seen that industrial 
exports increased in volume and came to repre­
sent a large percentage of Argentina’s sales on 
the external market. This trend could become 
considerably stronger, to the point where signifi­
cant volumes might be exported of products 
from traditional industries and, in particular, 
from the dynamic branches of the industrial econ­
omy. Basic metallurgy and petrochemicals are 
excellent examples, but not the only ones. The 
development of these possibilities will reinforce 
the economic viability of the facilities in these 
critical areas of the structure.

With the expansion of domestic demand and 
the increase in industrial exports, it would not be 
overly optimistic to envision a doubling of the 
industrial product during this decade. In order 
for this to happen, however, any action in that 
direction will have to be guided by a clear sense of 
both economic and social timing and suitability. 
If development is allowed to be directed entirely 
by the factors which currently predominate, sub­
stantial increases might perhaps be achieved in 
some high-technology capital-intensive branches 
of industry, but the manpower thus employed 
would be minimal, and the situation would, be 
aggravated by the fact that these activities would 
be dominated by the major transnational centres 
of capital, which would also take the decisions 
relating to production and exportation. This 
would reinforce oligopolistic control over this 
vital sector of national development and would 
darken the outlook for the lower-middle and 
lower strata, which hold out the greatest hope of 
an increased demand for manpower.

The goal to work towards is an appropriate 
combination of high-technology, very capital- 
intensive industries —whose manpower needs 
are extremely slight— with those offering good 
possibilities for absorbing the labour force, while 
also incorporating any necessary and suitable 
technological innovations.

It is by no means a question of ignoring tech­
nological progress or of advocating a utopian 
return to small-scale enterprise, whose image has 
been idealized with the passage of time but whose 
predominance, apart from being anachronistic 
in today’s world and in Argentina itself, would be
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anti-economic. Instead, the objective would be to 
combine the development of high-technology in­
dustries operating on a large scale of production 
with that of industries having a clear possibility of 
surviving and expanding while functioning at 
less complex levels. Numerous examples in an 
international context support the belief that this 
is feasible. The promotion of these companies 
calls for an intelligent, co-ordinated and complex 
effort at various governmental levels and in pri­
vate enterprise (perhaps through co-operative 
organizations and chambers of industry), which 
could benefit from the valuable co-operation of 
groups formed by medium-sized and small en­
terprises in the industrialized countries.

It would be a mistake to reject entirely the 
possibility of receiving capital and technology 
from abroad. Such contributions may be decisive 
in certain fields, while they may be superfluous 
and unnecessarily costly or even harmful in oth­
ers. It would be a question of preparing a clear- 
cut industrial development programme which 
would be firmly anchored, by means of many 
different links, in the entire social and economic 
context and backed up by enough bargaining

power to arrive at satisfactory terms for both 
parties. There are options with respect to the use 
of foreign capital and technology which should 
be evaluated with care. It is necessary to know 
how to make use of the internal differences 
which exist between industrial sectors and inter­
est groups in and among the industrialized 
countries. An in-depth understanding of these 
situations may be very productive, particularly in 
regard to the contributions which medium-sized 
industry can make to the development of their 
counterpart strata in our countries. Some 
rudimentary experience has already been gained 
in this respect in a few countries and some major 
sectors. It would be beneficial to expand upon 
this type of experience considerably, on the ini­
tiative and with the firm support of the public 
sector, at various levels of private local enterprise 
and in close co-operation with it.

With an orientation of this type, private 
efforts could be mobilized to good effect in in­
dustrial sectors clearly having a national calling; 
their development would be the best possible 
guarantee that the benefits of this process would 
yield optimum results for the country.



CEP AL REVIEW  No. 23

Population- 
resources- 
environment- 
development 
interrelationships 
in the United 
Nations: 
in search of 
an approach

Branislav Gosovic

The International Conference on Population is meet­
ing in Mexico in August 1984. It is to discuss “selected 
issues of highest priority’’, with a view to contributing 
to the evaluation and further implementation of the 
World Population Plan of Action. One of the “issues of 
highest priority” that were singled out concerns the 
interrelationships between population, resources, 
environment and development. The purpose of the 
present essay is to review this question, which, though 
it has been on the agenda of the United Nations for 
more than a decade, seems to have defied the attempts 
to delimit and tackle it firmly in theoretical, methodo­
logical, operational and policy terms. The specific in­
tention here is to deal with the manner in which the 
problem presents itself in the United Nations and to 
probe —sometimes at the risk of over-simplification 
and generalization— the basic dimensions of this com­
plex, polemical and often baffling topic of in­
ternational concern and discourse. In the short space 
available, this is a risky undertaking. This essay 
obviously cannot do ju stice  to and deal com­
prehensively with the wide-ranging subject matter, 
nor does it pretend to explore in depth the substance 
of the issue or the great many fine points and con­
troversies involved.

*Staff member, Joint ec la c/u n ep  Environment and De­
velopment Unit, In writing the present article, I have drawn 
on my work for the United Nations on this subject, undertaken 
during my membership of the Joint ecxac/u n ei* Environment 
and Development Unit, Comments from my colleagues 
have been very valuable in finalizing the text.

Introduction
From time to time, given propositions and/or 
catchwords are launched, gain admittance into 
the international development dialogue and be­
come foci of controversy and protracted debate. 
Lines of battle are drawn up, and the concepts 
acquire multiple and often dissonant meanings. 
The case of “basic human needs” is a well-known 
instance o f this. “Population-resources- 
environment-development interrelationships” 
( p r e d ) ,  is yet a n o th e r  broad  and all- 
encom passing form u la  g en eratin g  dis­
agreements as to its meaning and intention, and 
causing difficulties when concrete responses to 
its challenges are sought, nationally and at the 
international level.

The complexity of the p r e d  discussions is 
magnified because of the interjurisdictional, mul­
tidisciplinary, and often longer-term, highly un­
certain and holistic characteristics of the prob­
lems, and the lack of experience in how to deal 
with them. The emotional pitch and the degree 
of substantive and policy controversy tend to be 
high, with the subject matter offering fertile 
ground for clashes between world views, social 
paradigms and ideologies. Some of the underly­
ing issues are central to an almost 2 0 0 -years-old 
debate initiated by Malthus’ work on the rela­
tionships between rates of population growth, 
the natural resource base needed to sustain it, 
and human happiness. Moreover, the present 
issue is in dispute in the midst of the conflictive, 
relationships between the rich North and the 
poor South, a circumstance which only adds fuel 
to the flames. The oft-heard arguments on be­
half of quantitative and qualitative limits to de­
velopment and economic growth, combined with 
overaggregation and simplistic extrapolation of 
given trends, and replete with alarmism and 
doomsday pronouncements, give further in­
centives for debates and disagreements.

In its basic dimensions, the problem —as old 
as the human race— is that of access to the re­
sources and material base —including water, 
land, food, energy, minerals— necessary for the 
survival of a particular social unit consisting of a 
given population number at a given standard of 
living. At different junctures in history it was 
resolved (or it sorted itself out) through a variety 
of means, including wars, societal collapse, fami­
nes, ecosystem change, massive migrations, im­
perialism and subjugation of faraway places to 
the dominator’s own needs, but also by virtue of
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technological and scientific innovation and 
breakthroughs, social reorganization and 
change, and increasing international trade and 
specialization.

Today, in a situation of rapid world popula­
tion growth, combined with the explosive and 
diversifying demands of the consumer society, 
with an increasing and ever more varied capacity 
to impact the environment and the natural re­
source base, and with the global repercussions of 
these impacts, plus the fact that some of the tradi­
tional ways out are no longer normatively accept­
able (e.g., massive famines, permanent stratifica­
tion of rich and poor) or feasible under normal 
conditions (massive migrations to new lands and 
rewriting the world’s political geography), the 
issue is assuming new dimensions and is also be­
coming a topic of international concern. What 
accentuates its international dimension, and 
what is novel compared to the past, is the pro­
gressive meshing and interdependence of the 
various levels at which the problems in question 
manifest themselves (ranging from purely local, 
thorugh national and regional to global), and the 
increased importance acquired by the world 
level.

Paradoxically, while the potential ability to 
resolve the attendant problems has never been as 
great as today, at the same time the potential for 
slipping into serious predicaments is also great. 
Indubitably, the dilemmas are aggravated by the 
global setting, which is characterized by

stratification into rich and poor, dominant and 
dominated countries, social groups and classes, 
and by international economic structures which 
are well defended and have not changed much in 
favour of the periphery since colonial times. 
Thus, in some of its ramifications this problem 
also assumes the attributes of a global class 
struggle.*

The persistent controversies and the dif­
ficulty of getting a firm grasp of the subject and 
establishing an agreed framework for discussion 
and action surfaced once more in the de­
liberations of the Expert Group on Population, 
Resources, Environment and Development con­
vened in Geneva in April 1983 as part of the 
preparations for the 1984 International Con­
ference on Population.^ This was almost ten 
years after the interrelationships item had been 
formally placed on the agenda of the United 
Nations systems.

The search for an approach and for agree­
ment therefore continues. The present essay is 
intended to contribute to this quest. Its objective 
is to review the matter critically and to arrive at 
general conclusions which could help to identify 
some possible and promising lines of research 
and action in the United Nations system, fhe 
first step is to describe the genesis of the p r e d  

interrelationships issue in the United Nations 
and its evolution on the United Nations agenda 
over the past decade.

I
Origins and evolution of the issue 

in the United Nations

The initial debates on environment and limits to 
growth, which originated and evolved primarily 
in the United States, assigned the leading role 
among the causes of the emergent problems to 
population growth, and reflected an unmistak­
able neo-Malthusian inspiration. People from 
different disciplines and walks of life contrib­
uted, united by a shared anxiety over rapid 
population growth in a finite environment and 
the limits set by the natural resource base on

'For an interesting comment on this aspect of the prob­
lem, see Nathan KeyFitz, “World kesources and the World 
Middle Class", Scientific American, ]uly 1976, pp. 28-35. The 
essence of the question posed by KeyFitz is “what is the size of 
the window through which the world’s poor will climb into 
the middle class”, on the assumption that the size of the 
opening is limited by the shortage in world resources. 
According to him, only new scientific and technical knowl­
edge can accelerate entry into the high-consumption world 
middle class.

^For the wide-ranging and valuable background 
documentation presented at the meeting of the Expert
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which these added population numbers would 
have to depend for their sustenance. Such 
dram atic and picturesque catchwords as 
“population bomb”, "population explosion”, 
“population plague”, "standing room only” and 
even “people pollution” were used to epitomize 
the basic message.

Biologists, relying on models and theories 
derived from population dynamics in the animal 
world, provided simplistic, albeit heuristically 
useful inputs for the ongoing discussion and con­
sciousness-raising process.

Natural resource economists, strategists and 
futurologists began to be seriously concerned 
about the exhaustion of some key natural re­
sources. Their over-simple linear projections 
and world models projecting current trends, 
showed an obvious mismatch between the grow­
ing world population and its demand on the one 
hand, and the known reseves of some raw mate­
rials and food production capacity, on the other, 
eventually implying a profound crisis, if not the 
collapse of human society, should there be no 
change of course.

Ecologists and conservationists sounded the 
alarm regarding the pressures of the growing 
number of human beings and of society on the 
physical environment, nature, soil, forests and 
sensitive ecosystems, especially in the tropics and 
sub-tropics.

The vociferous population and planned 
parenthood lobby also played an important role 
in the alerting of perceptions. Preoccupied with 
population growth, especially in the Third 
World —an attitude which to an important 
degree fed on and fanned the traditional pop­
ular malaise in the North over the multi­
plying numbers of hungry and destitute in the 
South— it advocated birth control as a solution to 
most problems, including the pressures on the 
environment and the natural resource base.^

In the majority of arguments there was a

marked disarticulation between society —as the 
chief and adaptable mechanism for mediating 
between human numbers and the natural 
environment and resource base— and the man­
ner in which the problem was formulated. The 
quantitative reductionism, the mechanical, 
naturistic and deterministic interpretation of the 
interrelationships, and the quantitative models 
used, did not readily allow the admission of “soft” 
variables into the discourse.'  ̂ In particular, they 
did not seem to show adequate —if any— 
sensitivity to history, to world political economy, 
and to the world divisions into rich and poor 
countries, and definitely suffered from what 
could be called “ethnocentric” or “hegemonic 
myopia”. To what extent this was a result of con­
scious pursuit and defence of given interests, or 
simply a reflection of the societal context in 
which the arguments were formulated, is of 
course a moot point. What is obvious, however, is 
that the solutions proposed tended to favour 
some groups of countries over others.

From the heated rhetoric, mass of complex 
arguments and burgeoning literature two basic 
messages —oversimplified, as is usually the 
case— filtered through into the public and policy 
debate:

— P o p u l a t i o n  was pe r c e i ve d  uni- 
dimensionally as a threat, since the growing 
numbers, it was felt, would increase demands 
and pressures on the environment and the natu­
ral resource base and lead to their deterioration 
and exhaustion. Since the lion’s share of world 
population and world population growth is in the 
South, this is where the danger lies and this is 
where urgent action should be taken to control 
and limit demographic expansion.

—It was held that economic growth, as we 
know it, could not continue indefinitely, as it 
would ultimately undermine its own foundations 
and bring about a collapse of modern Western 
civilization. Therefore economic growth must 
cease, and be replaced by a quantitatively and

Group, see United Nations documents iksa/p/icp. 1984/e(; 
tii/1-26. Selected papers are published as Proceedings of the 
Expert Group on Population, Resources, Environment and Develop­
ment, Geneva, 25 to 29 April 1983 (United Nations document 
st/esa/ser.r/55).

^See, for a typical example of such arguments and litera­
ture, L. Lader, Breeding Ourselves to Death, New York, Ballan- 
tine, 1971,

‘‘This déformation professionnelle of given disciplines, 
which seek solace in the certainty of quantification and 
mathematical interpretation of social phenomena, has 
affected negatively the formulation of the issues and the 
search for solutions. Thus it has often happened that some 
logical lines of thinking were not pursued, while at the same 
time some obvious dead ends were given undue attention.
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substantively different model of zero GNP 
growth or a steady-state model.

To the developing countries, the current dis­
cussion of population, resources and the 
environment sounded rather hollow and irritat­
ing, because, among other things, they perceived 
it as being directed at themselves and at their 
development aspirations. Their annoyance at the 
neo-Malthusians from the North, at the assign­
ment of priority to the population variable, and 
at the strong pressures put on them to curb 
population growth was further accentuated by 
the muted racial connotations of some popula­
tion control arguments and the thinly disguised 
imperialistic motivations of some writings on 
geopolitics, population and natural" resources.

They also felt ill at ease with the limitations 
on their development objectives and aspirations 
and on their national sovereignty over their natu­
ral resource base, which were of topical relevance 
in the context of both their internal development 
efforts and their economic relations and con­
frontation with the industrialized North. To 
many developing countries (if not whole con­
tinents) which had an abundant natural resource 
base, a well-preserved environment and relative­
ly low population densities, the way to the future 
and the fulfilment of their aspirations lay pre­
cisely in an active and positive interrelationship 
between population, resources, environment 
and development. It should not be surprising, 
then, that many of them suspected the attendant 
arguments to be yet another attempt of the rich 
countries to protect their privileges, preserve 
their dominion and maintain the status quo, keep­
ing for themselves a disproportionate share of 
entitlement to global resources.

The population-environment issue became 
so controversial during the preparations for the 
Stockholm Conference that a deliberate effort 
had to be made to play down its importance dur­
ing the Conference proceedings. The Declara­
tion and Final Act of the Conference mention 
the population issue only briefly, in an effort to 
accommodate the opposing views, without, 
however, managing fully to conceal the underly­
ing polarization.^

^The Declaration says that “the natural growth of popu­
lation continuously presents problems for the preservation of

In sum, then, the early discussions and for­
mulations of the population-environment- 
resources problem branded the issue with a neo- 
Malthusian imprint: a stigma which it has been 
difficult to wipe out. Since then, a continuing 
effort has been made to purge the subject of 
neo-Malthusian connotations, to make its con­
sideration acceptable to developing countries, to 
formulate the right questions, and to devise an 
integrated and balanced conceptual framework 
which would offer a solid base for practical action 
and for meeting the challenges. The undertak­
ing has been a difficult one, because the con­
ceptual and policy tangle and the resulting 
polarization of views tend to persist in their basic 
dimensions.*’

T o  retu rn  to the Stockholm  period, 
notwithstanding all these arguments and divi­
sions, the kernel of a more balanced and com­
prehensive approach to the problem was already 
outlined in the report of the Founex Panel on 
Development and Environment. The Panel met 
on the eve of the Stockholm Conference with the 
explicit purpose of seeking a conceptual and

the environment, and adequate policies and measures should 
be adopted, as appropriate, to face these problems”. In the 
same paragraph, it notes, quoting in part from Mao Tse- 
Tung, that “of all things in the world, people are the most 
precious. It is the people that propel social progress... and 
through their hard work, continuously transform the human 
environment. Along with social progress and the advance of 
production, science and technology, the capability of man to 
improve the environment increases with each passing day” 
{a/conf. 48/l4/Rev.l, p. 3). Principle 16 also states that 
“demographic policies which are without prejudice to oasic 
human rights and which are deemed appropriate by gov­
ernments concerned should be applied in those regions where 
the rate of population growth or excessive population concen­
trations are likely to have adverse effects on the human environ­
ment and impede development” {ibid., p. 5). Furthermore, 
recommendation 12 of the Action Plan calls on the World 
Health Organization to promote and intensify research en­
deavours in the field of human reproduction so that the 
population explosion can be prevented from having serious 
consequences for the human environment,

®The population variable is the key ingredient of this 
tangle, giving rise as it does to extreme and ideologized 
positions, which either assign the leading place to population 
numbers or else completely deny their importance. Another 
contributing factor has been the mixing of levels of analysis 
and time scales, and in particular the overgeneralization 
resulting from oversimple efforts to make global statements 
combined with clumsy attempts to deduce from them im­
plications for the national and local levels.
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policy package which would help to overcome 
some of the reticence that the developing coun­
tries manifested vis-à-vis the very issue and con­
cept of environment.^ The basic contributions of 
the F o u n ex  re p o rt to the p op u lation- 
environment-resources debate were i) its attempt 
to provide a base for an integrated approach, and 
ii) the stress that it laid on societal forces and 
mechanisms and the development process itself, 
and on their effects on the environment and the 
natural resource base.

The conceptual package was improved and 
further elaborated in the context of the pre­
parations for the 1974 Bucharest World Popu­
lation Conference, which included a Symposium 
on Population, Resources and Environment.^ 
The World Population Plan of Action adopted by 
the Conference represented a further important 
step in giving greater objectivity and balance to 
the population debate and recasting it to take 
into account the conditions actually prevailing in 
the world and the sensitivities of the developing 
countries.

The whole issue became topical and acquired 
greater policy relevance following the 1973 
“energy crisis” and the Sixth Special Session of 
the General Assembly, which launched the con­
cept of the New International Economic Order, 
In brief, it was energy crisis which, among other 
things, brought home in very practical and visible 
terms some of the problems associated with the 
limited availability of, access to, control over, and 
ultimately the finiteness of some key natural re­
sources which are of critical importance for the 
functioning of contemporary societies.

The next step was taken by the 1974 Cocoyoc

^See Development and Environment, Report and Working 
Papers of a Panel of Experts Convened by the Secretary- 
General of the United Nations Conference on the Human 
Environment (Founex, Switzerland, 4-12 June 1971), Paris, 
The Hague, Mouton, 1972.

®See The Population Debate: Dimensions and Perspectives, 
Papers of the World Population Conference, Bucharest, 
1974, Vol. II (United Nations publication. Sales No.: E/r/s. 75. 
xiii, 5). Annex ii of the document (pp. 687-699) contains the 
Report of the Symposium on Population, Resources and 
Environment, held in Stockholm from 26 September to 2 
October 1973. The report sums up very well the different 
views expounded at the Seminar. The document also con­
tains selected background papers presented at the Stockholm 
Symposium (pp. 3-236).

Symposium on Patterns of Resource Use, De­
velopment and Environment.^ One of the prin­
cipal messages of Cocoyoc was that the problems 
of contemporary society were not caused by a 
lack of physical resources, but by economic and 
social maldistribution and misuse, and by exist­
ing economic and social structures and be­
haviour within and between countries. It high­
lighted the throwaway economy and the often 
wasteful and profligate life styles and patterns of 
development, production and consumption 
common in the developed countries, which in 
both absolute and per capita terms account for 
the lion’s share of consumption of world natural 
resources and pressures on the environment.**^ 

The special contribution of Cocoyoc to the 
evolution of the p r e d  debate, and its political 
importance, was that it pointed to the developed 
countries, and to national and international 
socioeconomic structures and processes, includ­
ing maldistribution, as being among the princi­
pal causes of the irrational and unsustainable 
pressures on the environment and on the natural 
resource base. It did not ignore the demograph-

^The Cocoyoc Symposium, organized jointly by u n c  i  a d  

and UNEP, was conceived as the continuation of the Founex 
Seminar discussion, taking into account the intervening con­
ferences and events, and in particular the energy crisis and 
the ideas on a New International Economic Order formu­
lated by the Sixth Special Session of the United Nations 
General Assembly. (For the Cocoyoc Declaration see United 
Nations General Assembly document a /c . 2/292.)

'“The importance of development styles is well illus­
trated in an example given by Keyfitz. In the United States, 
energy consumption in 1947 amounted to 1.21 billion tons of 
coal equivalent; in 1973 it reached 2.55 billion. During the 
same period the United States population increased from 144 
to 210 million. Had the United States population maintained 
the same volume and patterns of production and consump­
tion as in 1947, it would have required only 1.77 billion tons 
of coal equivalent. Thus, of the total increase in energy pro­
duction during the period, 0.56 billion was due to population 
growth, while 0.78 billion was due to other factors, including ' 
increasing affluence in development styles. He argues that 
the increase of affluence has had a much greater effect than 
population growth on use of materials and on the environ­
ment (especially air and water); or, put differently, that the 
ascent of people into the “middle class” (in terms of consump­
tion levels and life styles) or “consumption population”, com­
pounded by the continuous raising and diversification of 
levels of consumption, has greater effects on the environ­
ment than the increases in world population, and specifically 
in the poorer strata. (See Keyfitz, op. at., pp. 31-32.)
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ic or population growth variable, noting the 
likelihood that world population will double or 
even possibly treble at some future date. It laid 
stress on meeting this challenge in the context of 
an overall response to the whole set of problems 
on mankind's agenda, through a positive and 
dynamic approach, and through changes of a 
structural character. In sum, then, the Cocoyoc 
Symposium produced an initial counter- 
hegemonic statement on the p r e d  problem, 
drawing attention, among other things, to the 
policy context, the historical roots of the con­
temporary problems, the time dimension, the 
social class variable, the structural and economic 
imbalances between and within nations, and the 
nature and role of the international economy. It 
represented the basic building block in the efforts 
to arrive at a balanced treatment of the subject.

The Bucharest World Population Conference 
had urged the Secretary-General of the United 
Nations to support research aimed at synthesiz­
ing, integrating and advancing knowledge on the 
interrelationship between population, natural 
resources, the environment and development. 
This, together with the Cocoyoc Declaration, 
helped to inspire the initiative taken by some 
countries in the United Nations General As­
sembly which resulted in a recommendation that 
a co-ordinated study be carried out within the 
United Nations system on relationships between 
population, resources, environment and de­
velopment.** This is how PRED was formally 
placed as a standing item on the agenda of the 
United Nations system.

The matter lay dormant for a few years, for 
the apparent reasons that nobody was quite sure 
how to handle it and it was also desired to avoid

“ See General Assembly resolution 3345 (xxix) of 17 
December 1974, which, inter alia, called on the Secretary- 
General to provide facilities for co-ordinated multi­
disciplinary research, also at the regional level, aimed at 
synthesizing, integrating and advancing existing knowledge 
on the relationships between population, resources, environ­
ment and development, in order to assist member States, 
particularly the developing countries, and the organizations 
of the United Nations system in their efforts to cope with the 
complex and multidimensional problems related to this field 
in the context of socioeconomic development. (Note the addi­
tion of “development" to the formula. The 1973 Stockholm 
Symposium was on “population, resources and environ­
ment”.)

the inevitable controversies inherent in the sub­
ject. It was eventually revived by Sweden in the 
Economic and Social Council.*^ The govern­
ments gave it an approving nod, though it 
appeared that many of them did not seem to 
consider the matter to be of high priority and 
were perplexed as to its exact meaning and prac­
tical implications. (Indeed, some developing 
countries perceived the issue as yet another 
“population”—i.e., birth control— question, and 
were not happy that it was given prominence. 
They refrained from objecting, however, in def­
erence to Sweden, considered as a friend among 
the developed countries.)

Valuable activities and numerous con­
sultations were undertaken at the inter-agency 
level in the ensuing period in an attempt to agree 
on conceptual and operational approaches to the 
subject.*^ The representatives of the various 
organizations faced a difficult task. The inherent 
complexities of many aspects of the problem 
made it difficult to fathom the issues involved by 
using standard analytical, methodological and 
decision-making approaches and institutional 
designs. The usual disciplinary and jurisdictional 
cleavages between the agencies did not make 
things any easier. The controversies due to dif­
ferences of policy, ideology and world views per-

*^See Economic and Social Council decisions 78/51 and 
79/49.

’^Among the various reports and studies on inter­
relationships see: Economic and Social Council documents 
E/I979/75 and E/1981/65; the Administrative Co-ordination 
Committee’s report on the inter-agency consultations held in 
July 1980 (acc/1980/35); United Nations Environment Pro­
gramme, Work on interrelationships between population, resources, 
environment and development, unep/GC. 9/2/Add. 4; Depart­
ment of International Economic and Social Affairs, In­
terrelations: resources, environment, population and development, 
report of a United Nations Symposium held at Stockholm 
from 6 to 9 August 1979, New York, 1980 (Sales No,: 
E.80.II.A.8); the report of the Director-General for Develop­
ment and International Economic Co-operation, Inter­
relationships between resources, environment, people and devebp- 
ment, 1981 (A/36/571); and the set of documents of the 1983 
Expert Group on Population, Resources, Environment and 
Development (iesa/p/icp. 1984/eg hi/1-26). For an ambitious 
effort to deal with the matter comprehensively and to work 
out a conceptual foundation for dealing with it, see P. Bifani, 
A conceptual framework for the sttidy on the interrebtionships be­
tween people, resources, environment and development, unep, 
mimeographed text, December 1980.
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sisted and were hard to conceal, though an appar­
ent effort was made to gloss them over.̂ "* In the 
meantime, a complex debate and study on the 
subject was simultaneously going on, mainly in 
the academic circles, governments and regional 
institutions of the industrialized countries.^'’

Before continuing with the discussion of the 
interrelationships exercise, it is necessary to set 
forth explicitly certain reference markers that 
ought to guide such considerations in the United 
Nations. These are briefly discussed in the sec­
tion that follows.

II
Some premises for devising a United Nations 

approach to p r e d  interrelationships
I'he preceding review of the origins and evo­
lution of PRED underlines the significance of con­
ceptualization and of initial premises in trying to 
approach such complex and controversial sub­
ject matter.

PRED, as an issue of international discourse, 
has been negatively affected by some of the earli­
est formulations which started it off on a mis­
taken track. Years have gone by in trying to set 
the matter straight and to disentagle it from the 
initial mix-up of issues, levels of analysis and time 
scales, from wrong and misleading questions that

are not susceptible of useful answers at this stage, 
from predictions and trend projections which 
result in little but loss of credibility ... and thejob 
is far from finished. The oversimplification 
which results inevitably in public and policy de­
bates of such issues makes the task that much 
more difficult.

In the foregoing section, some of the key 
elements responsible for the tangle have been 
identified. To recapitulate briefly, they are, first 
and foremost, the central role assigned to the 
population variable, the static and deterministic

’ ’For example, the population control groups adhered 
to their basic arguments and used the standard analogies. See 
the paper entitled “People, sustainable development and 
family planning”, submitted by the Planned Parenthood 
Federation to the Expert Group on Population, Resources, 
Environment and Development (Geneva, April 1983), Atone 
point, the paper speaks of tying “conservation and contracep­
tion together at the field level”. Quoting the May 1983 special 
issue of the magazine People, the paper notes that the environ­
mental movement has remained aloof to warnings about 
environmental threats from a rapidly growing world popula­
tion. The paper was accompanied by a wall-chart, prepared 
by the World Wildlife Fund and distributed with the maga­
zine People (Vol. 10, No. 1). The chart shows increasing 
sensitivity of the population/conservation lobby to develop­
ment questions, and attempts to provide a balanced picture of 
the resources'population issue. Unavoidably, the wall-chart 
gave prominence to well-known stories of the snow-shoe hare 
and the lynx and of the Rocky Mountain mule deer in the 
federal game refuge of the Kaibab region in the United 
States.

'^A number of studies were commissioned by the Club 
of Rome as a follow-up to the initial study by D.H. Meadows et 
a i. The Limits to Growth, Washington, D.C., Universe Books, 
1972, including M. Mesarovic and E. Pestel, Mankind at the 
Turning-Point, New York, E.P. Dutton, 1974. Among other

notable analyses were the Bariloche Foundation study. The 
Latin American World Model-, the study executed by okcd  on 
Interfutures, Facing the Future, Mastering the Probable and Man- 
dging the Unpredictable, Paris, otxa}, 1979; the United States 
Government sponsored Global 2000 Report to the President, 
EnteringtheTwenty-First Century, Washington, D.C., 1980; and 
a study by the Secretariat for Future Studies, Stockholm, 
entitled Resources, Society and the Future, Oxford, Pergamon 
Press, 1980. The Worldwatch Institute Paper Series treated 
the subject extensively in a number of popular monographs, 
including several by Lester R. Brown, for example. Resource 
Trends and Population Policy: A Time for Reassessment and Popu­
lation Policies for a New Economic Era. A number of interesting 
academic studies also appeared, including such works as P.R. 
Ehrlich, A.H. Ehrlich and J.P. Holdren, Ecoscience, Popula­
tion, Resources, Environment, San Francisco, W.H. Freeman, 
1977; the cornucopian vision of the future presented by H. 
Kahn (with W. Brown and L. Martel), TheNext200 Years, New 
York, W. Morrow, 1976; the controversial population study 
by J. Simon, Economics of Population Growth, Princeton, N.J., 
Princeton University Press, 1977; D.S. Kleinman, Human 
Adaptation and Population Growth: A Non-Malthusian Per­
spective, Montclair, N.J., Allanheld, 1981, and the counter­
study to Global 2000, edited by J . Simon and H. Kahn, under 
the title of The Resourceful Earth. A response to “Global 2000", 
Oxford, Blackwell, 1984.
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approach to environment and the natural re­
source base, the inadequate treatment of society 
as a mediating instrument between man, his 
environment and his future, the overgeneraliza­
tion of trends, problems and solutions, and the 
lack of sufficient sensitivity to the global social, 
political and economic setting, brought about in 
part by the training and in part by the limited 
geographical representativeness of those in the 
forefront of the debate.

When these issues are examined in the 
global setting, replete with inequities, injustice, 
twisted iiistorical heritage —all superimposed on 
unequal natural resource endowments, physical 
and climatic differences, and social, national and 
international barriers— even the most objec­
tively inspired scientific statements acquire con­
troversial and conflictual connotations. After all, 
the real world is somewhat different from a cage 
populated by white mice, equal in colour, size, 
needs, status and aspirations...

Hence the necessity of designing, in the uni-  ̂
versai forum of the United Nations, a foun­
dation for the consideration of p r e d  issues which 
would: 1) respond to the sensitivities and objec­
tives of its members, and be based on the norma­
tive and policy goals and values for which the 
United Nations system stands, in particular those 
that have to do with development; 2) ensure that 
United Nations policy and research outputs are 
in the forefront of the continuing policy debate 
and scientific discourse; 3) choose areas of work 
where the United Nations system is particularly 
well placed to make useful and concrete con­
tributions.

With this in mind, to begin with, several 
simple premises need to be highlighted which 
should serve as referents in elaborating the 
framework for tackling p r e d  interrelationships 
through the United Nations at the current junc­
ture.

a) It is the “society” (i.e., social structures) 
and the key actors and groups within it, rather 
than the population per se or its size, that interact 
with and transform the natural resource base 
and the environment through the development 
process.^® Indeed, as already noted above, such 
factors as development styles, levels of develop-

'®This was recognized by the General Assembly when, 
in some of its resolutions, it substituted “people” for “popu-

ment (poverty and affluence have different 
manifestations), patterns of production and con­
sumption, food and agricultural systems, means 
of production and levels of technological de­
velopment, modes of transport, concentrations 
of population, etc., play a crucial role in de­
termining the nature of the interrelationships in 
a given setting and at a given time.

b) The p r e d  interrelationship finds ex­
pression in many different ways, is shaped by a 
variety of influences, is by its very nature dynam­
ic and varies in terms of place, time, level (e.g., 
global versus local), etc. There will thus be a 
diversity of objectives and of solutions to the 
problems at stake, which will be influenced by 
such factors as type of society, time, historical 
heritage, geographical location, climate, space 
available, type of resources, actors and social 
forces involved, means of production and con­
trol over these, technological and institutional 
solutions, changes in economic rationale, etc.*  ̂
These levels of analysis need to be always kept in 
mind, both because they are interrelated and

lation”, and reshuffled the order to “resources, environment, 
people and development”. (For example, see resolution 36/ 
179 on interrelationships between resources, environment, 
people and development,) “People” however does not appear 
to have fully caught on, and the initial pred formulation 
continues to be used, for example, in the context of pre­
parations for the 1984 Conference on Population.

’’ in his discussion of pred , Ricker refers to the demand 
for and supply of material and environmental resources. On 
the demand side he lists the following categories: i) demo­
graphic variables; ii) output per capita; iii) styles of living, 
individual preferences for certain goods, types of leisure, 
etc.; iv) technological methods used at different stages of 
economic activity; v) internal institutional arrangements, in­
cluding land tenure and market regulations; vi) government 
policies and measures which affect population growth and 
distribution, the economy, natural resources, environment; 
vii) international relations; vüi) distribution. On the supply 
side, he identifies, inter alia, a) material and resource endow­
ments; b) material resources that are known and available for 
exploitation (on the basis of current prices and technologies); 
and c) capacity to produce usable materials from reserves and 
waste. He notes that the importance of given materials will 
vary between different contexts. See R. Ridker, Population, 
resources, environment and development. Resources for the Fu­
ture, Washington, D.C., prepared for the Interagency Con­
sultations on the Relationships between Population, Re­
sources, Environment and Development (Geneva, 29 and 30 
November 1978). A similar classification is to be found in the 
report of the 1973 Stockholm Symposium, of which Ridker 
was a rapporteur. Op. cit., p. 690.
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interdependent, and because they should not be 
mixed and confused with one another.

c) The ability of an ecosystem and of its natu­
ral resource base to support a given population, 
or its “carrying capacity”, is relative and dynamic, 
a socially conditioned concept. It evolves, and so 
far has usually been continuously modified and 
expanded by such factors as increasing knowl­
edge; international trade; research and develop­
ment; pace and nature of technological inno­
vation which alters resource availability and 
accessibility and expands the natural resource 
base potential and its uses; material and man­
power resources available to the society and its 
level of development; modes and systems of 
transport; evolving production systems, etc. In­
deed, were it not for all these, the “carrying 
capacity” of many places and regions in different 
parts of the world would have been exceeded 
long ago, as used to happen frequently in the past 
(and could happen today in some isolated and 
backward social units) when societies collapsed in 
face of change in, or constraints imposed by, the 
local environment and natural resource base.

d) The FRED interrelationships issue is or­
ganically linked to and closely intertwined with 
international stratification, the international eco­
nomic system and international economic re­
lations, in particular between the North and the 
South, and cannot be considered without full 
reference to these. Indeed, the objectives of glob­
al equity and of the New International Econom­
ic Order need to be taken into account when the 
issues are analysed and concrete measures pro­
posed.

e) FRED is neither purely nor even primarily a 
population matter. It is important to underscore 
this point, which also forms the very basis of the 
interrelationships exercise in the United Na­
tions, and to place the population variable in a 
proper focus, especially as in many circles the 
view persists that by controlling and reducing the 
rate of population growth it will be somehow 
possible to avoid and resolve the dilemmas and

problems that have begun to appear. For the 
purposes of the f r e d  exercise, the rate of popu­
lation growth can be seen in a dual perspective. It 
is a dependent variable within the broader con­
text of development process and societal change; 
however, in studying qualitative and quantitative 
pressures on the natural resource base and the 
environment, it has also to be treated as an in­
dependent variable, a datum, because a given 
increment of world population and individual 
countries’ populations will have to be accommo­
dated until some future date when their numbers 
will tend to stabilize. This is why the population 
factor occupies an important place in the in­
terrelationships formula, and needs to be taken 
fully into account in strategy and policy formu­
lation, planning, management and decision­
making at all levels of human society and with 
different time perspectives in mind. It is also 
clear, however, that though population policies 
and population control policies are important, 
and in some instances essential even in the short 
run, and would attenuate some of the problems 
and difficulties, they will not by themselves con­
tribute much towards resolving any of the fun­
damental FRED issues, in particular at the global 
level, either today or on a historical scale.

f) What is really at stake is the very nature, 
pace and direction of the development process; 
the rationality and long-range sustainability of 
the patterns of production, consumption and 
life-styles personified by the so-called “affluent 
society”; the problem of their spread and repli­
cation on the global scale; access to, control and 
distribution of resources, inequities and struggle 
for power within and between societies, and glob­
ally. What is further in question is how we do 
and should plan the social and development pro­
cess, and direct and manage the modern society 
and community of nations as a whole.

Starting from the above referents, a few brief 
comments are made, in the section that follows, 
on the way in which the f r e d  exercise has been 
handled in the United Nations so far.
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III
Some comments on the current pred exercise

The argument advanced here is that on the 
whole the United Nations approach to the p r k d  

issue at the inter-agency level suffers from sever­
al shortcomings, which are the reflection partly 
of the lack of a generally-accepted conceptual 
framework and of faintheartedness towards 
tackling some sensitive questions, but also of the 
drift into technically specialized areas and of the 
absence of a clear and determined leadership in 
the exercise. This is so in spite of the fact that 
various studies and reports produced and meet- 

I ings held in one way or another touched upon 
and identified most of the issues involved.*^ 

The first shortcoming has to do with the 
overall substantive and policy balance of the ex­
ercise, The dominant and virtually exclusive con­
cern is still with the Third World countries. In 
contrast, such issues as the role of the in­
dustrialized countries in global p r k d  in­
terrelationships and the crucial problem of trans­
national patterns of development and life styles, 
all of which were highlighted in particular by the 
Cocoyoc Symposium, are played down or over­
looked, This may be so because the United Na­
tions system is oriented towards and has greater 
access to information on what is happening at the 
domestic level in the developing countries, and/ 
or it may be because most industrialized coun­
tries do not appear to favour any type of United 
Nations probe into their internal development 
affairs. The controversial nature of many of

*®Note especially the report of the Director-General for 
Development and International Economic Co-operation (A/ 
36/571). It represents an attempt to devise a comprehensive 
framework for the study of interrelationships. It also in­
cludes, albeit in somewhat circumspect fashion, areas of study 
that focus on issues having to do with the industrialized 
countries, such as patterns of development and intensity of 
resource use. One of the important reasons why this pro­
gramme of work has not been fully implemented is the fact 
that the Trust Fund to finance various pred activities never 
materialized as had been hoped.

‘^Symptomatic of this situation was the unep/f.ce Sem­
inar on Alternative Patterns of Development and Lifestyles in 
the ECE Region, held in Ljubljana, Yugoslavia, in 1979, and

the issues, and of alternatives which are not al­
ways in harmony with the dominant economic 
order, may be an additional inhibiting factor. 
Also, the weight carried by the demographic fac­
tor in the perception of the problem helps to 
focus attention on the Third World. Whatever 
the reasons, or combination thereof, this lack of 
balance deprives the exercise of some critical di­
mensions.

The second deficiency has to do with the 
strong methodological orientation of the ex­
ercise. The political sensitivity of some of the 
issues involved, and the danger that this might 
give rise to polemics, together with the con­
straints on action at the inter-agency level, re­
sulted in the exercise's being principally oriented 
to methodological concerns.

This type of work provides the international 
secretariat with relatively safe ground on which 
to tread, and does produce concrete and poten­
tially useful outputs. Also, it offers an oppor­
tunity for lengthy engagement—especially as the 
PRED interrelationships, with their multiple levels

organized as one of the follow-ups to the Cocoyoc Sym­
posium, focusing on the industrialized countries. For the 
report and background documentation, see Lifestyles, 
Environment and Development - A European Perspective, unep 
Reports and Proceedings, Series 4, Nairobi, 1982. While 
some developed countries were interested in analy,sing and 
pursuing the subject, others, including some of the most 
important ones, were distinctly annoyed and refused to take 
pan in the discussions, insisting that the matter should not be 
brought up again in ece —the natural forum for this subject 
in the United Nations— on the grounds that its mandate 
allows it to deal only with "economic” questions. As a result, 
the subject was quietly shelved in ece , though it continues to 
figure in the programmes of other United Nations regional 
economic commissions.

'̂ “in 1983, approximately US$ 280 000 were available in 
the Trust Fund created for this purpose. Two-thirds of this 
sum were allocated to the FAi)/uNESt:o co-ordinated study on 
Carrying capacity (Kenya): Interactions between Population, Food, 
Energy and Material Standards; one-third was allocated to a 
UNEP co-ordinated project on deforestation in the foothills of 
the Himalayas. See United Nations, Interrelationships between 
resources, environment, people and development. Report of the 
Secretary-General (A/38/504).
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and direct, indirect and feedback effects, do in­
deed represent a challenge of considerable pro­
portions.

Methodologies, however, in spite of their 
usefulness, are of secondary importance, and 
have seldom helped to resolve social conflicts and 
dilemmas like those inherent in the p r e d  in­
terrelationships. Moreover, by their very nature 
they lead to a hunt for quantitative tools and 
reference models, which are sought in the sphere 
of traditional economics and of natural science.^ * 
In this quest an important role has been played 
by the concept of “carrying capacity”. Borrowed 
and transposed from the biological and ecologi­
cal sciences, the concept is crude and in­
appropriate for complex problems of con­
temporary society and international relations. 
Referring basically to a balance between popu­
lation size and its requirements, and the available 
resources in a given geographical setting, the 
concept has exerted influence in several im­
portant ways on what has so far transpired in the 
United Nations system in the effort to cope with 
PRED interrelationships.^^

The result has been a propensity to focus on 
marginal resources, fragile ecosystems and sub­
sistence farming societies. Thus, for example, 
one will frequently come across studies having to 
do with firewood, with arid zones, and especially 
with small islands, which lend themselves to this 
type of analysis.

“Carrying capacity”, usually coupled with

‘̂ ’One oi' the pitfalls of this kind of work in the case of 
PRED is getting bogged down in a morass of data, often of 
trivial or no importance to the real problems at stake. For an 
effort to come to grips with some of these issues, see United 
N ations. The application of an extended social accounting matrix to 
the analysis of interrelationships between population, resources, 
environment and development ( e s a /p/w p . 80).

A United Nations document defines carrying capacity 
as “the number of people sharing a territory who may, at a 
given time, sustain a standard of living by applying organi­
zation and skills to the exploitation of available physical 
resources, including land, energy, water and minerals” 
(A/38/504, op. cit., p. 4).

'“̂ F̂or example, unesco has completed a study of Fiji 
Islands, and is attempting a similar study in the East Carib­
bean. Admittedly, with time the methodology is becoming 
more sophisticated. Thus, the above-mentioned pilot study in 
Kenya is being carried out with a view to assisting countries to 
clarify the levels of food self-sufficiency and material stand­
ards attainable within the limitations of existing resources, 
environment and demographic circumstances.

the notions of ecosystem stability and optimum 
population size, is an intrinsically conservative 
concept. It is not surprising, then, that solutions 
are often sought within this population- 
resources equilibrium, rather than through “ex­
panding the carrying capacity of a given mar­
ginal ecosystem” (for example, the carrying 
capacity of an arid zone increases with the infu­
sion of manpower, capital, technology and know­
how). In the case of the former approach, which 
means adapting to environment and rigidity, the 
options are essentially to control the population 
and/or to limit development aspirations in keep­
ing with the currently possible and the sustain­
able uses of the existing base. The latter 
approach, which implies flexibility and the 
transformation and adaptation of the environ­
ment and the natural resource base, means a 
dynamic and progressive development scenario.

All this is not to say that the concept of “carry­
ing capacity” has no value as a reference base. 
Rather the point made is that the framework in 
which it is implanted should be more com­
prehensive and sophisticated than has been the 
case so far. In order to do this, it may first be 
necessary to go back a few steps. Thus, a didactic 
purpose would be served if all engaged in p r e d  

work were to undertake “carrying capacity” stud­
ies on Manhattan, as an example of a small island, 
on the United Kingdom and Japan, as large 
islands, and on the Netherlands as a densely 
populated country, all in the industrialized 
world.

The third weakness of the p r e d  exercise has 
to do with its glossing over the role of the in­
ternational economy and international economic 
relations, including its historical and colonial 
roots, and the fundamental role of North-South 
divisions, in shaping p r e d  situations nationally 
and internationally. This omission is all the more 
striking not only because international economic 
Délations are one of the major concerns of the 

Ajnited Nations, but also because in many places 
in the world where p r e d  interrelationships are 
unbalanced, the international dimension or the 
“transnational connection” is one of the key in­
dependent variables (“independent” as far as the 
local pimple are concerned, who can do little if 
anything to modify it) and one of the de­
terminants of what happens locally, or of what 
could be done locally to improve the situation.
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In sum, then, although the various elements 
which make up the total picture have been 
id e n tif ie d ,th e  p r e d  exercise seems to have 
moved deliberately along the less controversial

l i n e s . I t  continues rather diffuse, often drifting 
into relatively marginal issues and approaches, 
and neglecting fundamental problems.

IV
A structure and some possible concentration areas for 

PRED work in the United Nations system

It is important that the United Nations system 
carry on with the work on p r e d  interrelation- 
ships.  P a r t i c i p a t i o n  and r e g u la r  i n ­
volvement of the United Nations would help to 
introduce greater policy and substantive balance 
and representativeness in this type of work and 
analysis. As discussed above, part of the problem 
with academic and policy studies, analyses and 
projections related to the p r e d  problématique is 
that so far, with some exceptions such as the 
Bariloche Latin American World Model, they 
have been confined to the developed countries 
and their regional organizations.

The mix of academic, policy, operational 
and technical concerns, combined with the in­
terdisciplinary and integrated nature of the sub­
ject matter, affords an opportunity to bring 
together and unify the work taking place in the 
various parts of the United Nations system, and 
to infuse it with the integrated vision that it tends 
to lack because of the traditional fragmentation 
of work among various specialized agencies and

‘̂‘See the various documents cited in footnote 13 above. 
For example, the 1979 Stockholm Symposium speaks of con­
sumption patterns and Ufe styles as being one of the im­
portant sources of conflict in the world. Inter alia, it notes that 
although the countries pursuing wasteful styles of life are in a 
minority, they have preempted a large part of world re­
sources ( s t /e s a / 109, op. cit., p. 7). The report of the Director- 
General of the United Nations cited above and endorsed by 
the General Assembly, represents an attempt to set in motion 
a comprehensive programme. Among the problems/projects 
that it identifies for system-wide work are study of regions 
with high consumption of resources^resource use, develop­
ment and life styles (A/36/571, op.̂ dC).

organizations, and the inhibition of integrative 
and holistic analyses and strategies.

The future look of the problématique im­
plies formulation and discussion of alternatives, 
which in itself gives the United Nations a chance 
to lead and influence, and to spearhead the pro­
cess of cognition, which is especially important at 
this stage, when the world economic crisis and 
the crises of development styles have brought to 
the fore the need to search for alternatives.

In considering what would appear to be 
the more promising lines of work in the United 
Nations, p r e d  can be approached in two distinct 
though interrelated ways. It can be seen as a topic 
of research and academic study to help advance 
the relevant knowledge, to sensitize, to awaken 
new consciousness, and to provide inputs for pol­
icy and strategy deliberations in so far as these 
relate to the future, the development process, 
North-South relations, and, in general, the hu­
man condition. It can also be viewed as a series of 
practical problems for policy- and decision­
makers, and planners, especially at the national 
and local levels, but also for groups of countries 
and in some instances for the international com­
munity as a whole. The United Nations, of 
course, is capable of making a contribution in 
both directions.

There is a considerable number of possi-

^®See document Ay38/504, which speaks of planned ac­
tion within the United Nations system. See further, the report 
o f the 1983 Geneva Seminar on Population, Resources, 
Environment and Development, which also manages to steer 
clear of some important but polemical issues.
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bilities, and it is important to choose nodal points 
for United Nations study and action which are 
likely to yield some benefits in the immediate 
future, feed the ongoing worldwide debate on 
PRED-related issues, and also strengthen the base 
for future work of this kind.

Two possible areas of concentration seem to 
be of special importance for generating data and 
knowledge that are necessary to back up the con­
sideration of PRED issues in the global forum of 
the United Nations and to make it better in­
formed, and in particular to link it to current 
concerns on the socioeconomic scene.

a) Quantitative data base. The United Nations 
is well placed to seek, systematize and synthesize 
on a continuing basis the quantitative data that 
are of relevance to p r e d  interrelationships. A 
series of indicators could be elaborated, includ­
ing resource use profiles, to keep track of the 
pressures exerted on the natural resource base 
and the environment by contemporary societies 
and processes.^'’

Such a reference data base, and the com­
parability of data and indicators, would enrich 
and add an important policy and substantive di­
mension to international deliberations and pro­
jections, making it possible, inter alia, to check up 
on the content and growth of global demand, to 
monitor and compare national performance (in­
cluding that of the industrialized countries and, 
in general, of high consumption strata of world 
population), and to disaggregate various global 
indicators, all of which are important in evolving 
more rational and sustainable patterns of de­
velopment and in husbanding and managing 
global resources. This type of statistical data 
would also find its applications in the North-South 
dialogue, it would be useful for projections, sys­
tems analyses, futures studies, and construction 
of world models ,and it would also fill serious

*̂’The Worldwatch Institute has initiated a regular an­
nual status report on the world’s store of resources. See Stale 
of the World 1984, a Worldwatch Institute Report Toward a 
Sustainable Society, Norton, New York, 1984. Quite obvi­
ously the United Nations would appear as the most appropri­
ate locus for undertaking this type of global accounting on a 
regular basis.

^^The most notable United Nations-sponsored incur­
sion into the sphere of world models was the study by W. 
Leontief et a i. The Future o f the World Economy: A United

gaps in the current international statistical year­
books and more generally in the data base used 
for PRED and related policy and strategy con­
siderations.

b) Study o f  exogenous factors affecting local 
PRED problématique. By drawing on the capabilities 
of the various organizations of the United Na­
tions system, it would be possible to undertake a 
useful baseline empirical study of a representa­
tive sample of national and local crisis areas, es­
pecially in the Third World, where tensions in 
PRED interrelationships are manifested, with the 
special goal of identifying and analysing those 
influences and variables having to do with the 
activities of exogenous agents (for example, 
transnational corporations) and with macro-level 
processes. Such data and analyses would help 
national decision-makers and those in the field to 
gain a better understanding of the full range of 
causes of the problems they face at the micro­
level. It would also be of help in generalizing and 
theorizing about the overall situation, in figuring 
out and defining the nature of the mechanisms 
which transmit influence from global via national 
to local levels, and in adopting policy and action 
measures in the United Nations as necessary.

The two lines of work suggested above are 
intented to produce eventually the data base

Nations Study, New York, Oxford University Press, 1977. 
(Parenthetically, it was commissioned on the initiative of the 
Netherlands in the wake of the Stockholm Conference, to 
analyse some of the basic issues inherent to pred in­
terrelationships on the global scale. The fact that the study 
failed to grapple successfully with many of these issues, es­
pecially those connected with the environment (for example, 
soil erosion), and drifted into the more traditional concerns 
and familiar spheres of economic projections, was, inter alia, a 
reflection of the problems encountered when trying to 
approach these issues by using traditional modes of thinking 
and economic tools of analysis, as well as of the absence of 
data and indicators that one could use.) Whatever the prob­
lems of world modelling, its biases and shortcomings, it will 
continue, it is heuristically useful, and it will feed a continuing 
debate and controversy, which in itself is beneficial. The 
United Nations should provide some of the important data 
for this kind of work, but should also play an active role in 
critically approaching the paradigms and preferred world 
orders from which such models invariably start, (For a recent 
essay reviewing world modelling, see Richard K, Ashley, 
“The eye of power: the politics of world modelling”. In­
ternational Organization, Summer 1983, pp, 495-535. See also 
C. Freeman and M. Jahoda (eds.). World Futures, the Great 
Debate, London, M. Robertson, 1978.)
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which is necessary for fully informed considera­
tion of PREO interrelationships at the global level, 
and especially in the context of North-South re­
lations, as well as for empirically introducing 
the transnational variables and processes which 
have not been given their due so far.

As regards the specific problems of develop­
ing countries, and modes of assisting these 
countries in coping with them, two possible 
courses can be suggested.

a) M apping the critical problem areas in the Third 
World, r h e  p r e d  issues which are discussed in 
abstract and methodological terms in the United 
Nations fora translate into tangible, hard-core 
problems in the field. How to approach and man­
age a given situation is essentially a matter of 
decision-making and management at the micro­
level, which, of course, takes place in a series of 
concentric circles leading ultimately to the global 
level. An overview, or a map of micro-locations in 
the Third World where tensions in p r e o  inter­
relationships are experienced, with the nature of 
these tensions explicated and classified, would be 
of assistance not ju st in providing a com­
prehensive picture of the real situation and for 
monitoring and keeping up to date with its evolu­
tion worlwide, but also for the purpose of select­
ing critical locations in order to mount some type 
of international support and assistance.“̂  ̂ In any 
event, such an overview would be useful in in­
troducing qualitative and quantitative knowl­
edge into the discussion, and would be also help­
ful in orienting the operational and development 
assistance activities of the United Nations.

b) "'Expanding the carrying capacity". The no­
tion of “expanding the carrying capacity” implies 
a perceptional and conceptual shift in the way the 
“carrying capacity” issue has been treated hither­
to. Expanding the carrying capacity is part and

some places, for example, Nepal, given the pre­
valent socioeconomic conditions, level of development, 
technologies and knowledge used, and resources available, 
increasing population numbers can exceed local production 
capacity and threaten serious social dislocation and physical 
damage. In such instances, exact knowledge of the nature of 
the problem could help, among other things, to identify the 
type of support and inputs from the international community 
which would assist the national authorities to manage the 
problem. The above-mentioned study, co-ordinated by u n e p , 

of PRED interrelationships in the Himalayan foothills repre­
sents and attempt in this direction.

parcel of the development process, manifested in 
an increased ability to draw on the local environ­
ment and the natural resource base. This objec­
tive is bound to be given a substantial boost by 
the technological advances being made today, 
especially in the field of renewable energy tech­
nologies, and of diversified and novel modes of 
exploitation of the natural resource base, in­
cluding those originating in the field of 
biotechnology and genetic engineering, both for 
industrial and, in particular, for agricultural de­
velopment purposes.

The “expansion of carrying capacity” could 
represent a useful point on which to focus the 
discussion and around which to generate yet 
another transfer-of-technology front in the 
North-South dialogue.Possibly a good rhetor­
ical argument to start with would be to remark 
upon the willingness of the North to dispense 
advanced birth control technologies on very 
favourable terms, or gratis, in order to alleviate 
PRED problems in the South. Were this motiva­
tion and reasoning applied, for example, to re­
newable energy technologies, which would imply 
their development and diffusion in the Third 
World on other than purely commercial terms, 
some of the critical p r e d  problems, such as 
deforestation and soil loss, could be handled 
with more success than is at present the case.

The preceding suggestions were related 
specifically to the development mandate of the 
United Nations system, and the need to assist the 
developing countries in their internal develop­
ment efforts.

The United Nations also has a unique ca­
pacity and mandate to deal with truly global 
problems, beyond the control of a country or a

*̂ ‘*The need for increased food production is closely 
related to the levels of farming technology. See the eao/uasa  
study on Potential Population Supporting Capacities oj Lands in 
the Developing World, fa o/iia sa /u n fpa  Technical Report of the 
Land Resources for Populations of the Future Project, Rome,
1984. One of the conclusions of the study is that of the 117 
developing countries studied, 57 would not have enough 
land to satisfy the needs of their projected populations by the 
year 2000 were they to continue to apply their present farm­
ing technologies. Were they to achieve an intermediate level 
of farming technology, then only 36 countries would not be 
self-sufficient. At still higher levels of farming technology, 
not more than 19 countries would be unable to meet the 
needs of their projected populations,
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group of countries. There are a number of'global 
manifestations and implications of crkd dilem­
mas, which need to be assembled and given inte­
grated considerations in a single place in the 
United Nations system. The interrelationships 
exercise offers an opportunity for doing this.

Global outer limits”. The notion of “global 
outer limits” derives from the concept of “the 
o u t e r  l im its  o f  the global  c a r r y in g  
capacity”.̂ ‘̂‘Among the important problems for 
the present and especially for the future of hu­
man society which fall under this head, and 
which have been highlighted up to now in in­
ternational deliberations and scientific discourse, 
are inadvertent climate modification by man, de­
pletion of the ozone layer, pressures on major 
life-support systems, climatic and biological 
effects of nuclear war, etc.

The usefulness of the “global outer limits”, as 
a conceptual and policy “chapeau”, in the context 
of the I'RED exercise is that it would encourage 
integrated consideration of these issues, and 
serve to bring them to the centre of the United 
Nations stage and to give them the sustained 
policy visibility and importance which they de­
serve, but cannot attain in the specialized and 
technical fora where they are normally studied 
and examined.

The concept of “global outer limits” suggests 
also some of the transcendental qualities of the 
PRED problématique, which subsumes certain 
complex and challenging questions of the pres­
ent age that will become ever more critical and 
central as years go by. pr ed  is prima fac ie  a system’s 
issue, baffling to study and think about, and even 
more difficult to act upon. Furthermore, it raises 
many sensitive questions about contemporary 
society and where it is heading. It is no wonder 
that political leaders and decision-makers gener­
ally have not shown great enthusiasm for think­
ing seriously and even less for acting upon these 
with an integrated approach and with a longer- 
term horizon in mind, preferring to ignore them

^The concept of outer limits was given prominence by 
the Cocoyoc Symposium and has been used by the United 
Nations Environment Programme in classifying some prob­
lems on its agenda. For an elaboration of the concept see 
W.H. Matthews, “The Concept of Outer Limits”, in W.H, 
Matthews (ed.), Outer Limits and Human Needs. Resources and 
Environmental Issues o f Development Strategies, Dag Ham­
marskjöld Foundation, Uppsala, 1976.

or relegate them to some future date and to their 
successors. Or, and what is more disturbing from 
the global perspective, countries act on their 
own, affecting future options of others and of the 
international community, all this in the absence 
of political will and of appropriate mechanisms 
for analysis, policy consideration and negotia­
tions at the global level.

It will be some while before the community 
of nations develops the consciousness, political 
will and capability to deal with the global im­
plications of the PRED problématique in a truly 
integrated manner. In reaching that point, con­
tinuing study, conceptualization and general de­
bate will play a fundamental role. This points to 
the last line of action suggested here.

Fostering public debate. The United Nations, as 
the universal policy forum, should spearhead the 
evolving PRED debate. 'Fhe global and forward- 
looking visions that it embodies and its normative 
goals and development objectives make it im­
perative for the United Nations to assume this 
role, among other reasons to counterbalance 
some of the less-universally inspired formula­
tions, such as those emerging from the United 
States domestic scene where what amounts to a 
PRED debate of sorts has of late assumed political 
importance. Its inherent though inadequately 
utilized and/or realized capacities to confront, 
synthesize and integrate data, disciplines, varied 
and conflicting interests, policy and philosophi­
cal perspectives, to link different levels and loci at 
which the subject manifests itself, to identify 
causal chains, etc., place it in a unique position 
for this task.

To secure for itself the central and in­
fluential role in the evolving debate will not be 
easy. Determination and leadership will be neces­
sary to overcome the disciplinary and ju ­
risdictional barriers manifest in inter-agency en­
deavours, and some of the bureaucratic hesita­
tion and diffidence commonly occurring in ptylit- 
ically controversial matters. A special effort will 
be required to get full and committed participa­
tion of the governments in the exercise, and to 
convince them of its usefulness. In addition, the 
work in the United Nations needs to be closely 
linked and interacting with the mainstream of 
academic and policy thinking. Ultimately, it is the 
choice of issues for consideration, and the way 
they are treated, that will give relevance and
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weight to what the United Nations does. Two 
generic issues could provide a good starting- 
point for mounting and fanning the debate, one 
relating to sustainability of development styles 
and access to these by the less privileged of the 
world, another to ways and means of increasing 
the resilience and decreasing the vulnerability of 
contemporary societies.

In concluding this section, a reference to the

pRED formula must be made. Were “society” to be 
added, making it “society, population, resources, 
e nv iro nm en t  and develo pm ent  i n t e r ­
relationships”, or spRED, the formula would 
both better reflect the very nature of the in­
terrelationships, and diminish the primary stress 
on population that the current wording con­
tinues to project.

V
Developing countries and the p r e d  exercise

The developing countries as a group have not 
evidenced much interest in the pred exercise in 
the United Nations. Many among them have 
tended to overlook the issue or deny its im­
portance. Some of the reasons for this have roots 
in the origins and evolution of the problématique 
discussed above, and are also possibly related to 
the fact that so far the matter has been con­
sidered mainly at the inter-agency and expert 
level. More generally, it is the consequence of 
ambivalence vis-à-vis the whole matter both on 
the domestic plane, and as regards ways and 
means of inserting it usefully into the negotia­
tions with the North.

This attitude, however, is not justified, since 
the dilemmas and problems inherent in the in­
terrelationships present themselves in a very spe­
cial light for the developing countries, and have 
an important role to play in their development 
process, prospects and options for the future.

'"One of the important resilience/vulnerabilky topics 
has to do with the progressive homogenization of agricultural 
and food systems, and the potential risks that this entails. (As 
a sidelight, it is interesting that the Irish potato famine, which 
has been used as an example of a mismatch between popula­
tion size and the ability of the local environment and economy 
to sustain it, was in fact a monoculture crisis and collapse, 
when the potato was attacked by a fungus. While social, 
economic and scientilic progress has made most of the paral­
lels between the Irish case and the current situation 
irrelevant, the example conveys the basic message about var­
ious types of vulnerability that are being built into contem­
porary societies.)

Strained pred interrelationships are occurring 
today in many parts of the Third World, nega­
tively affecting the people and undermining the 
process of development, the natural resource 
base and the environment.'^^ Resolution and

“̂Situations vary widely between different places, as do 
their causes. For a review of the situation in Latin America, 
which is notoriously critical in some of the region’s major 
metropolitan areas, see, inter alia. Development, life styles, pop­
ulation and environment in Latin America ( i e s a /p /i c p . 1984/f,(;. h i / 

9), a document submitted to the Expert Group on Popula­
tion, Resources, Environment and Development (Geneva, 
April 1983). As regards the expansion of the agricultural 
frontier in Latin America, and in particular the Amazonia, 
see Economic Commission for Latin America (uta.a) and 
United Nations Environment Programme ( v n v .v) .  Expansión 
de la Fr ontera Agropecuaria y Medio Ambiente en América Latina, 
United Nations-circA, Madrid, 1983, containing the back­
ground documentation of the joint u n e p /f.c.i .a  Seminar on 
this subject (Brasilia, November 1981). For a comprehensive 
overview of the situation in Latin America, see O. Sunkel and 
N. Gligo (eds.). Estilos de Desarrollo y Medio Ambiente en la 
América Latina, 2 volumes, Mexico, Fondo de Cultura Econó­
mica, 1981, based on the proceedings and background 
documentation of the joint UNEp/Eta.A Seminar on Styles of 
Development and Environment in Latin America (Santiago, 
Chile, November 1979). (Some of these papers were trans­
lated into English and reproduced in cr:rM. Review, N" 12, 
December 1980.) In this volume see, among others, the in­
teresting study on the Chaco region, by Carlos Adolfo Ba­
rrera y Grupo de Análisis de Sistemas Ecológicos, “Economía 
y ambiente: análisis del subsistema regional chaqueño”, op. 
cit,, pp. 580-614. For a conceptual discussion of the prob­
lématique from a Latin American perspective see P. Pirez, V. 
Sánchez, G. Salas, Medio ambiente y dinámica pobladonal. Co­
legio de México (mimeographed text), August 1983.
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management of these problems is thus on the 
way to becoming a high-priority and permanent 
item on the development agenda of most de­
veloping countries.

In general, they would benefit from full 
participation in the United Nations exercise, as 
well as from an overall policy and conceptual 
framework devised and from methodological 
advances made at the international level. To un­
derstand problems and implications better and 
to be sensitized to them are among the pre­
requisites for action. A significant factor in this 
process will have to do with the international 
and/or global aspects of the frkd problématique, 
which are relevant not merely for local p r e d  

issues in the developing countries, but also for 
their development and well-being in general. 
Three such aspects come readily to mind:

i) Access to and control o f  natural resources. In a 
situation of increasing and diversifying pressures 
and demands on the natural resource base, es­
pecially in an era of energy transition, further 
global inequities are likely to arise. A few power­
ful countries, and transnational corporations, 
with global outreach and influence, are likely to 
use their advantages to maintain and/or obtain 
the necessary access to and control over given 
natural resources without worrying too much 
either about the needs of others or about the 
goals of global equity. Among the general effects 
that are likely, and that the developing countries 
also may have to face, are the disappearance of 
high-grade and easily accessible resources, in­
creasing costs, and in general the narrowing 
range of resources exploitable with the existing 
technologies. Such trends will no doubt in­
troduce additional obstacles in their develop­
ment path, with novel modes of technological 
dependence, and will probably reduce the op­
tions available to them.

ii) Sharing and diffusing new technological and 
scientific know-how. New technologies and scientif­
ic know-how, which in many instances draw on 
the natural and genetic resources originating in 
the developing countries, are beginning to play a 
critical role in contemporary society, offering 
new opportunities for economic and social de­
velopment and betterment. Quite obviously, 
these hold great promise for expanding both the 
potential of the productive system and the 
“carrying capacity” of the environment and of

the natural resource base.'̂  ̂The challenge is how 
to guide and harness the new knowledge and the 
new technologies in this endeavour, avoiding the 
likely and all too familiar scenario in which such 
developments and the technology lag are ul­
timately responsible for widening the gap be­
tween the developed and developing countries, 
and leading to new monopoly and dependence 
situations.'^^

iii) “ Global ecological interdependence”. This 
concept is mentioned with increasing frequency, 
and needs to be gradually and effectively in­
corporated among the issues on the North-South 
agenda.^'’ The point worth retaining in the con­
text of this discussion is that action in one coun­
try, or a group of countries, may affect the sus­
tainability of the development process, environ­
ment and FRED interrelationships in other 
countries, dose or far away, and on the global 
scale. Generally, most developing countries 
appear to be powerless spectators and at the 
receiving end in situations of this kind. More­
over, while at the subsistence level their societies

'̂ ‘Tor a discussion of the possibility of exhaustion of 
non-renewable resources, excluding energy, see H.E. (iocller 
and A. Zucker, “Infinite resources: the ultimate strategy”, 
Science, 3 February 1984, pp, 4.56-462. The key argument is 
that, with a few exceptions, the world contains plentiful 
retrievable resources, and that these resources “can be ex­
tracted and converted to useful forms indefinitely, with 
acceptable environmental consequences, and within the 
boundaries of foreseeable economic constraints". One of the 
essential requirements for the achievement of this goal is 
timely, vigorous and successful research in the field of mate­
rials, to ensure the use of lower-grade and alternative ores, 
and substitute materials, in place of those re.sources most 
likely to get scarce and expensive, (Among additional con­
ditions cited are continuous supply of energy, of available 
capital and of new facilities such as mines, mills and process­
ing plants.) The authors argue that a dozen elements are 
already economically in infinite supply; that technology is 
already partly or fully developed, though it is not economical, 
for an additional seven elements to become virtually un­
limited (including iron and aluminium); and that a century of 
R+D would result in the approximation of another fourteen 
elements to infinite supply.

'̂*For a review of this problem in the context of plant 
genetic resources, see P.R. Mooney, “The law of the seed, 
another development and plant genetic resources”, in De­
velopment Dialogue, 1983:1-2, Dag Hammarskjöld Founda­
tion, Uppsala,

^^See, for example. Economic and Ecological In­
terdependence, a Report on Selected Environment and Re­
source Issues, OECD, Paris, 1982.
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and economies are quite resilient, the modern 
sector may not be capable of such timely and 
quick adjustment as that exhibited by the highly 
diversified and materially well-endowed econ­
omies of the rich countries.

Obviously, these trends and issues provide a 
policy and substantive base for a longer-term, 
forward-looking initiative on the part of the de­
veloping countries in the context of their global 
dialogue and negotiations with the North. Their 
national lines of action, including a quest tor 
alternative solutions, which implies filtering out 
influences of transnational development styles 
and greater self-reliance in developing their own

approaches ,devis in g  of specific national 
energy strategies especially tailored to domestic 
objectives and endowments and with an eye on 
the post-petroleum age, and horizontal co­
operation with one another in devising 
approaches to their own problems and joint re­
gional positions, would perform an important 
function in strengthening their international 
stance, their arguments and their bargaining 
position vis-à-vis the North, as well as their efforts 
to bring forward in the United Nations practical 
problems and new forms of vulnerability they are 
likely to experience.

VI
By way of conclusion

In spite of a great deal of altercation and mutual 
exclusiveness which has characterized the discus­
sion of PRKD-related issues, it can be argued that 
the basic diagnosis of the interlocking problems 
—notwithstanding the qualitative, quantitative 
and time-scale variations— is broadly agreed 
upon by almost everybody who has seriously 
thought on the subject. Also, it is by and large 
agreed that society has entered upon a stage of 
transition and significant change, even dis­
continuity, impelled in part by the issues intrinsic 
to FRED interrelationships.

The real hornet’s nest is ecountered when it 
is considered what this implies for the future of 
the society, and even more so when proposals are 
made for approaches and solutions to the prob­
lems emergent, as it is these that are strongly 
influenced by world views, social and ideological 
paradigms, national and group interests, and so 
forth.

Some insist on population control policies as 
the principal mode of coping with the problems 
on the global scale. Indeed, such measures do 
have an important and immediate role to play in 
some countries, for example, India and China, 
though always in the broader context of the de­
velopment process. It is, however, obvious that 
population policies are of marginal or no rel­
evance in the case of many other countries, espe­

cially the industrialized ones, and to their critical 
contributions to global and national p r k d  prob­
lems. Nor do such policies address some of the 
principal causes of tension in f r e d  interrelation­
ships. Thus, even were the world population to 
be stabilized by some magic at its current levels, 
this could attenuate some of the issues in some 
parts of the world, and possibly give more time to 
adjust and prepare for change, but, on the whole, 
problems and dilemmas stemming from f r e d  in­
terrelationships would persist and would have to 
be faced and resolved in some other manner.

Others zero in on the technological and sci­
entific road to salvation. Certainly, were it not for 
the promise of science and technology, the pros­
pect would be very bleak. Whether it be geneti­
cally engineered crops, renewable and/or perma-

‘̂’The question of development styles is critical for tire 
developing countries. Trying to imitate and transpose to 
their societies the basic transnational model, mostly pat­
terned on the United States, had led inter alia tQ marked 
domestic inequities and increasing stratification between the 
privileged few enjoying the concomitant benefits and the rest 
of the population on the sidelines. As far as environment and 
resources are concerned, it leads to a two-pronged pres­
sure —from the waste and irrationality of the transna­
tional development style, and from the poverty and 
increasing marginalization of important segments of 
the society.
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nent sources of energy, discovery of new re- 
sources and substitutes, securing infinite supply 
of some key minerals, recycling, low-waste and 
non-waste technologies, durability of products, 
miniaturization, or pollution control techniques 
{including those using bacteria end enzymes, 
etc.), technological progress, and, in general, the 
exponential rise in human knowledge, represent 
the key condition for coping with the multiple 
problems emerging from p r e d  interrelation­
ships, for creating lead times and paving the way 
to more advanced stages in the development of 
human society. Yet one must keep in mind that 
though all scientific and technological progress 
does not necessarily imply a Faustian bargain, 
many of the most serious environmental and 
natural resource problems faced today are the 
product of the technological society, and many 
new and yet undreamt of problems are likely to 
be spawned by science and technology in times to 
come. Moreover, scientific and technological 
progress does not flow freely; it happens to be 
concentrated in relatively few countries, and its 
fruits are not in the main a public good, easily 
accessible to everybody.

Still others place their faith in the magic 
power of the market and the demand and supply 
mechanisms to sort out and find solutions to such 
problems as scarcity and depletion of given natu­
ral resources, and to serve as incentive and guide 
to human creativity and responses to emerging 
problems. One of the few inconveniences of the 
market and the market rationale, in addition to 
its being one of the chief causes of many serious 
environmental problems and natural resource 
degradation, is that, especially in the global con­
text of differences in power, material and finan­
cial resources available and levels of develop­
ment, it has not been known as an equitable de­
vice for sorting out the problems and catering to 
the varied needs and abilities of different actors.

There are also those who assign special im­
portance to improved modes of decision-making 
and management and new methodologies, to in­
stitutional change, and in general to the 
adaptability of human society and its ability to 
respond incrementally to the emerging needs.

What is notable about the various pre­
scriptions listed above and the analyses that they 
are based on is that they tend to obscure 
socioeconomic causes of the problems ex­

perienced and dilemmas faced, and represent 
essentially technical responses to social problems 
which promise a way out without questioning or 
jeopardizing cherished institutions, structures 
and ways of life. These approaches, of course, 
are among the necessary conditions for meeting 
the challenges ahead. But it is also clear that 
either by themselves or together they will not be 
sufficient conditions. They should form part of a 
comprehensive approach, rooted in fun­
damental social, economic, political and cultural 
change, and involving all countries and the in­
ternational community as a whole. This is one of 
the reasons why the role of the United Nations, as 
a universal forum, is of such critical importance 
in this endeavour. In fact, many of the elements 
which need to form part of a comprehensive 
approach of this kind have been either identified, 
or given prominence in the international fora.

Several  components  of  such a com­
prehensive approach are worth recalling here: 
important changes in patterns of development 
production and consumption; changes in life 
styles; the attainment of various internationally 
agreed development goals; changes in the rules 
and structures of the international economy; 
channelling of R+D, resources and manpower 
into critical areas having to do with p r e d  in­
terrelationships; recasting the traditional societal 
and especially economic criteria and rationales, 
which guide and inspire individuals, non­
governmental actors and governments, in order 
to internalize environmental and sustainable de- 
ve lopment ob jec t ives ;  progress iv e  in­
stitutionalization of international régimes and 
management of global commons, and adoption 
of norms for countries’ activities affecting re­
gional and global environment.

All of these have profound structural im­
plications and mean significant departures from 
the way things are or get done. Indeed, in many 
instances they go against the very grain of domi­
nant and/or entrenched social paradigms, struc­
tures and institutions, policy and decision­
making criteria and practices. Changing these 
and overcoming the obstacles and interests in­
volved is a task of monumental proportions, es­
pecially as the key actors and forces are hardly 
inclined to such change.

Under these conditions, to expect a com­
prehensive and planned approach to social



154 CEPAL REVIEW  No. 23 / August 1984

change would be ahistorical and utopian, in spite 
of the fact that such an approach is objectively 
possible and within the reach of mankind. As 
things are, mankind is likely to accost the rRun 
dilemmas in the usual way, improvising and 
reacting disjointedly to crises well under way, 
inching forward through conflict and vitupera­
tion, which in a world of unequals means strong 
possibilities of Darwinian mechanisms becoming 
more openly and deliberately operational in in­
ternational relations. This road is certain to lead 
to serious imbalances and turbulence in the glob­
al community of nations.

Dialogues and debates in international fora 
on such issues as pr ed  interrelationships seldom 
appear to affect or shape the real world, visibly 
and directly. Yet they do lead to a new cognition 
—as the marked evolution of the pred  subject

over the last decade demonstrates—, plant seeds 
of new ideas, generate policies, increase knowl­
edge and understanding of what is involved, and 
define possible levers which slowly and with time 
can and do exert influence on reality and may 
come to constitute the very basis of action, and 
which at the very least could lead to a better- 
informed “muddling through” process.

This is one of the reasons why the present 
essay has gone to such lengths in discussing what 
may appear as a marginal and obscure item, tucked 
away in the organizational labyrinths of the 
United Nations system, but is in fact of great 
topical and policy importance and happens to 
contain many of the key elements needed for 
study and definition of societal paradigms 
corresponding to the requirements of the new 
age.
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Introduction
The first version of the ideas set forth below 
responded to a request from the United Nations 
Department of Technical Co-operation for De­
velopment to prepare a “Conceptual Framework 
for Promoting Popular Participation in Develop­
ment” for an International Seminar on Popular 
Participation attended by government nominees 
and focussed on the comparison of “policies, ex­
periences and institutions”.* Fhe terms of the 
assignment justified some uneasiness, particularly 
in their specification that the paper should dis­
cuss “requirements (institutions, policies and 
socio-economic considerations) for popularizing 
people’s participation at all levels and on a sector­
al basis”. A response deserving the name of “con­
ceptual framework” would amount to a treatise 
on theories of the State, democracy, and develop­
ment. The organizers of the Seminar clearly 
wanted something more “practical”, but not 
much more modest.

However, the assignment seemed a worth 
while challenge to step back and look at participa­
tion from the perspective of the State, its agents, 
and its advisers. In what ways do ideological pre­
conceptions and development policy choices con­
dition the capacity of different kinds o régimes 
now on the world stage to envisage a place for 
“participation”? What are the real constraints on 
their ability to act on prescriptions or intentions 
to “promote” and “popularize” participation?

The 1979 Inquiry into Participation - a  Research 
A pproach‘d the conceptual background document 
of u n r isd ’s Participation Programme, touched 
on these questions and stated a position on “inner 
limits”: “The need to define an overall national 
policy in the interests of the larger society, to 
reconcile divergent interests and to ensure a cer­
tain degree of co-ordination and integration of 
development policies calls for a central authority 
and puts limits to the degree of  popular 
participation. As technological modernization of 
the society increases and as ever more complex

I

‘The .Seminar was held in Ljubljana, Yugoslavia, in May 
1982. The irren is to publish a report on the proceedings.

‘̂ See Andrew Pearse and Matthias Stiefel, Inquiry into 
PartkipiUion -a  Research Approach, u n r is d /79/C, 14 , (ieneva, 
May 1 9 7 9 .
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problems affecting ever larger socio-economic 
units require solutions these limits to participa­
tion are likely to become more pressing. Ul­
timately, the study of popular participation as 
national policy must lead to the critical study of 
the State, its origin, nature, function and jus­
tification”.̂  The sub-debate on “The Urgency 
Factor and Democracy”'̂  advanced the proposi­
tion that only a certain type of revolutionary 
mobilizing State can combine planned, decisive 
action to overcome mass poverty with a measure 
of popular participation or control, a proposition 
rejected or received with strong reservations by 
most of the debaters.

The subsequent course of investigations and 
discussions within u n r i s d ’s Participation Pro­
gramme suggest that its main strength and un­
ique contribution lie in adhering to its original 
definition of participation as “the organized 
efforts to increase control over resources and 
regulative institutions in given social situations, 
on the part of groups and movements hitherto 
excluded from such control”,'̂ ’ and keeping its 
distance from claims by the State to its right and 
capacity to “promote” participation tailored to 
the solution of problems it defines as urgent and 
national. In particular, studies of in­
stitutionalized participation carried out with the 
approval of mobilizing régimes risk identifying 
the perspective of power with that of the “hither­
to excluded”.

Nevertheless, the questions posed above can­
not be disregarded, and one can even hope that 
there is something to be gained by stimulating 
agents of the State to think about them. I thus 
tried to delimit and focus the questions by first 
considering the two key terms of the assignment 
—“development” and “participation”— and the 
impact of recent experience on their interpreta­
tion. This required a hasty resurvey of some of 
the ground covered in the l n r isd /c c i.ac; explora­
tion of “a unified approach to development 
analysis and planning”.̂ ’ I then discussed how a

series of choices between theories of eci)iiomic 
growth and of the legitimate functions of the 
State, along with ethical and cultural values, in­
teracting with real processes of socio-economic 
change, condition a régime’s answers to the ques­
tions: Who should participate, how, why and 
what?

My bias in discussing the choices and pro­
cesses has been toward the supposition that ten­
sions between the efforts of the State to “pro­
mote” popular participation, on the one hand, 
and the efforts of the groups “hitherto ex­
cluded... to increase control over resources and 
regulatory institutions”, on the other, are per­
manent although continually changing. They 
are not to be overcome by the perfecting of 
planning systems to the point of their being able 
to demonstrate to State and people the “One 
Right Way” to develop, nor by the revolutionary 
triumph of régimes identified with the “hitherto 
excluded”, nor by the self-liberation of democrat­
ic local groups from the tutelage of the State. 
(Obviously, this proposition supposes some de­
gree of authenticity in the State’s intention to 
promote participation and some degree of self- 
identification with the “nation” on the part of the 
groups “hitherto excluded”. One can easily call to 
mind cynically oppressive and exploitative ré­
gimes in which the tensions do not exist because 
the authorities have no interest in participation 
even as a means of manipulation for their own 
purposes, and the “hitherto excluded” have no 
hope of obtaining any benefits from the régime.)

Furthermore, the tensions are tripartite, 
even if one assumes for the moment that the 
“hitherto included” have lost their monopoly of 
power. They involve the political parties and 
other movements organized at the national level 
that aspire to represent the people and dominate 
or influence the State. Each of these actors needs 
the other two but its limitations, as demonstrated 
by experience, justify distrust on the part of the 
others. History has been equally unkind to theo­
ries of the State as the embodiment of ideal 
rationality and guardian of the general welfare;

^Ibid., pp. 24-25.
^ S e e  Dialogue about Participation 1, u n r is d /81/C. 17, 

Geneva, June 1981.
’’See A. Pearse and M. Stiefel, op. cil., p. 8.
^See The Quest for a Unified Approach to Development, 

UNRisD, 80.3, Geneva, 1980; Marshall Wolfe, “Elusive De-

velopment: the quest for a unified approach to development 
analysis and planning”, c e p a i . Review, No. 17, August 1982. 
(Originally issued, under the title Elusive Development, by u n - 

RiSD, Geneva, 1981.)
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of vanguard parties equipped by theory to guide 
a destined class to power; and of the people as 
sources of democratic controls over Slate and 
parties.

The idea of permanent tension does not pre­
clude the possibility of mutual accommodations, 
a conflictive learning process leading toward 
“styles of develpment” functioning better than 
heretofore for the well-being and freedom of the 
majorities now exploited or excluded. One 
might, at the risk of triviality, recommend to all 
the actors that they strive to reconcile conviction 
of the urgency of finding solutions to current 
problems with mutual tolerance of short­
comings, distrust of infallible prescriptions, and 
flexibility in coping with the unexpected. The 
following pages include an exercise along these 
lines directed to agents of the State.

The present mutations in the world order, 
the perverse consequences of the myths of de­
velopment as well as the myths of revolution, are 
generating new paradoxes in the attempts of the 
State, political movements and people to make 
sense of one another, to manipulate one another, 
or to dispense with one another. To the hitherto 
excluded, participation for the purpose of self- 
defence against development sometimes comes to 
seem more relevant than participation in de­
velopment.

Fernando H. Cardoso has vividly presented 
one of these paradoxes. In the first place, he 
states, popular distrust of national institutions 
and withdrawal to localized community self-help

can harmonize with the efforts of neoliberal ré- 
gimes to divest the State of social responsibilities 
and leave disadvantaged families and communi­
ties to shift for themselves as best they can. In the 
second place, through a “perverse dialectic”, 
“horror of politics, attachment to action ex­
clusively at the level of the bases and of concrete 
demands, animated by the social institutions and 
movements most identified with the people... 
may motivate the population to claim its rights 
“autonomously” and impel it to demand solu­
tions which, in modern societies, can be of fered 
by the government agencies alone. In that case, 
the popular leader ends by dealing —on his own, 
that is, without the backing of broad political 
solidarity— with the State functionary, tech­
nocrat or not, who is the only figure capable of 
offering concrete solutions. Unintentionally and 
unwittingly, the purest and most autonomous 
movement makes a pact with the devil; it runs the 
risk of becoming the interlocutor and sanctioner 
of precisely what it wants to combat —the 
bureaucratic and alienating State”.̂

Other paradoxes, to be discussed below, 
emerge from the austerely egalitarian ideologies 
of some States and political movements, their 
hostility to the transnational consumer society, 
and their assertion of a right to protect the peo­
ple (and the national process of capital accumula­
tion) from noxious influences. Still other para­
doxes appear in the efforts of certain regimes to 
mobilize and manipulate direct popular support 
as a counterweight to political and economic 
élites whose power they wish to curtail.”

II
What is development?

During the 1950s and 1960s an international 
consensus on “development” took shape, many 
features of which were endorsed by regimes 
identifying themselves as socialist or capitalist, or 
refusing to accept either label. Development 
meant rising income levels accompanying 
structural shifts in national economies from the 
predominantly rural-agricultural to the urban-

industrial, from self-employment to wage-

^Fernando H. Cardoso, Las politicos sociales en la década 
del 80: ¿Nuevas opciones? (e/cepal/ilpes/sem . 1/R.4), April 
1982, pp. 23 and 24. (Unofficial translation.)

”The present paper does not give due attention to this 
last question, which is discussed in another paper to be circu­
lated by the i nkisd Participation Programme: Bruno Jobert, 
Clientélisme, patronage et participation populaire.
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earning employment, from local markets to 
national markets. It required a continual in­
corporation of productivity-raising technological 
innovations, along with increasing ability to ex­
ploit natural resources and transform the 
environment.

It was assumed by this consensus that certain 
industrialized countries identified as “de­
veloped” constituted models for what the rest of 
the world could and should accomplish, and that 
these countries would be able to sustain in­
definitely their interacting processes of increase, 
diversification and innovation in production and 
consumption. It was further assumed, with many 
differences of timing and emphasis, that initial 
phases of income concentration in the hands of 
entrepreneurs or the State, restraint in consump­
tion, and social services concentrated on the up­
grading of “human resources” would lead to 
phases of increasingly equitable distribution, ris­
ing and diversifying consumption for all, and 
building-up of collective services and subsidies 
designed to equalize opportunities and de­
termine a floor for levels of living —in other 
words, to a “Welfare State”. It was asserted that 
national States could and should guide and 
stimulate development through “planning”, and 
that the “developed” countries could and should 
help the others through financial flows and 
transfers of technology.

T h e  consensus envisaged the in itial 
participation of the broad masses mainly as pro­
ducers, through their acquisition of skills and 
internalization of the work-ethic of industrial 
societies, and viewed their premature participa­
tion as consumers or through organized strug­
gles for a larger share of the national income as a 
danger. It foresaw, however, that the very pro­
cess of development would increasingly involve 
these masses not only as producers and consum­
ers but also as citizens capable of reconciling their 
narrower interests and controlling the de­
velopmental activities of the State through de­
mocratic political procedures. Development 
would enhance autoniimy at the national level 
and thus the capacity of people to influence its 
pace and the distribution of its fruits.

This consensus came under question during 
the 1960s for several well-known reasons. First, 
while a good many “developing” countries

achieved creditable rates of increase in national 
income, the expected benefits seemed no nearer; 
distribution remained highly unequal. Secondly, 
the concomitants of industrialization and agri­
cultural modernization were proving very dis­
ruptive, heralding the prospect that major seg­
ments of the population would lose their hold on 
traditional ways of livelihood and sources of 
security without finding a place in the new order. 
Thirdly, international economic and political re­
lationships made developmental achievements 
precarious. National governments were no more 
capable than before of foreseeing and control­
ling the key factors determining the feasibility of 
policies, in the face of unstable export commod­
ity markets, ever-weightier debt burdens, recur­
rent balance-of-payments crises, penetration by 
transnational enterprises, and distribution of 
public resources on the basis of the strenght of 
claimants (particularly the military) rather than 
of development priorities. “Planning”, in the 
shape of preparation of fixed-term “develop­
ment plans” at least, fell into discredit. Fourthly, 
the real course of economic growth and mod­
ernization, combining with unprecedentedly 
high rates of population increase, had a devasta­
ting impact on the endowment of natural re­
sources and on the physical environment, partic­
ularly in the enormous urban agglomerations 
that were taking shape. Fifthly, the industrialized 
countries were beginning to lose their plausibility 
as models, partly because of exposure of their 
exploitative relations with the rest of the world, 
and partly because of dissemination of internal 
disillusionment with the consequences of their 
technological and cultural transformations, even 
before their quarter-of-a-century of sustained 
economic growth and rising levels of consump­
tion came to a halt in chronic stagflation.

One result was an extraordinary prolifer­
ation of research efforts, prescriptions and 
“Plans of Action” seeking to redefine develop­
ment or find the missing ingredient whose lack 
prevented observable processes from fulfilling 
their original promise. Practitioners of the social 
sciences other than economics challenged the 
dominance of the latter discipline and embarked 
on inconclusive interdisciplinary quests for a 
solution.

By the early 1970s two opposed “families” of 
conceptions of development and the way to
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achieve it could be identified. The first was far 
from internal consistency in its efforts to derive 
guidelines for action from the socially-oriented 
criticisms of economic development. It included 
utopian blueprints for egalitarian new civiliza­
tions as well as relatively cautious proposals seek­
ing witbin real political and economic constraints 
to assign a higher priority to the satisfaction of 
basic human needs, the protection of the 
environment, the safeguarding of human rights, 
and the reconciliation of economic transforma­
tion with differing cultural values. In any case, 
the area of consensus included the propositions 
that development could and should be sub­
ordinated to human values; that societies can 
evolve rational and coherent ways of accomplish­
ing this; and that popular participation must be a 
central factor, as end and means, in the achieve­
ment of “another development”.'̂

d’he other family of conceptions reaffirmed 
the economic Kingdom of Necessity: State in­
tervention through planning, regulation and the 
building-up of a large public sector hindered 
rather than helped economic development. State 
efforts to redistribute income, protect the pop­
ulation from all contingencies, and provide 
elaborate services were self-defeating. The mar­
ket and the law of comparative advantages 
should determine the allocation of resources. 
The State should limit itself to safeguarding the 
rules of the game, thereby making it possible for 
the market to function efficiently.

We are now in the early 1980s. While all the 
previous conceptions and prescriptions regard­
ing development remain current, their promo­
tion having become institutionalized, the in­
ternational setting for the debate has changed to 
a marked extent. The salient feature is that prac­
tically all countries, whatever their previous level 
or style or strategy of development, are in com­
plex difficulties. The possibility of their emerging 
from these difficulties through any coherent

■’The most readily accessible of the many sources of 
information on the quest for development so conceived are 
the periodicals Development Dialogue, published by the 
Hammarskjöld Foundation, Uppsala, Sweden; and [FOAOai 
sier, published by the International Foundation tor Develop­
ment Alternatives, Nyon, Switzerland. See also the two 
United Nations Research Institute for Social Development 
( u n r i s d )  publications named in footnote 3.

policy decided upon and applied by the State 
seems less plausible than at any time since the 
1940s. In the “developing” countries, the 
minorities able to benefit or at least hope to ben­
efit from economic growth have shrunk, and 
even the wealthiest are insecure; their loss of 
faith in national prospects accelerates the flow 
of funds to presumably safer havens for invest­
ment. The perplexities of the central in­
dustrialized countries are becoming chronic and 
in many respects resemble weaknesses for which 
their development ideologists previously re­
proached the “poor” countries. Their will and 
ability to promote the development of the rest of 
the world continue to erode, and their exporta­
tion of the costs of their crises continually dis­
rupts development prospects elsewhere.

The few national societies whose dominant 
forces have professed to aim at “another de­
velopment” have encountered more frustrations 
than successes. The same can be said of the 
societies whose dominant forces abjured the Wel­
fare State and hoped to invigorate their econo­
mies by freeing market forces. Régimes trying 
to follow both paths, as well as those clinging 
to more conventional development policies, 
are now concerned rather with short-term “crisis 
management” expedients than with long-term 
development strategies. While the short­
comings of “development” from the standpoint 
of human welfare and equity are even more pro­
nounced than in the early 1970s and real events 
havejustified the warnings then uttered, the pro­
posals for coherent development alternatives 
risk falling out of currency, into a rut of ritual 
repetition at international gatherings, through 
the very severity and complexity of today’s chal­
lenges.

For present purposes, three questions arise: 
If  international consensus on the meaning and 
requisites of development has disintegrated, 
how are people to “participate” in it? Can nation­
al societies — t̂he “people”— reinvent develop­
ment in terms corresponding to their own needs 
and capabilities? Have the kinds of participation 
that have already emerged, shaped by the de­
velopment style now in crisis, generated a 
momentum of expectations and group tactics 
that will be compatible with participation in radi­
cally different styles of development?

In the early 1970s, the unrisd/eclac project
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on a “unified approach to development analysis 
and planning” proposed two complementary 
ways of looking at development: “(i) as a per­
ceived advance toward specified ends based on 
societal values; (ii) as the system of interrelated 
societal changes that underlies and conditions 
the feasibility of the advance”. From this point of 
view, “all national societies will be developing, or 
trying to, during the foreseeable future, and at 
the same time will be trying to cope with the 
contradictions and disbenefits that arise from 
their development processes”. “No detailed uni­
versal set of specifications or particularized 
‘definition’ can be satisfactory; styles of develop­
ment necessarily differ. But some general stan­
dard is nevertheless needed against which to 
assess styles of development. In the simplest 
terms, a style of development should be both

acceptable in the importance it gives to human 
well-being and equity and viable in terrtis of its 
compatibility with the resources of various kinds 
that can be mobilized by the national society as 
needed if it is to function and grow over the long 
term without breakdown”. A minimum criterion 
for assessment of a style of development, then, 
“can be summed up as the extent to which the 
style of development enables a society to function 
over the long term for the well-being of all its 
members”.

The following pages will refer back to this 
criterion for the “development” to which “pop­
ular participation” is to be related, in full aware­
ness that application of such a criterion to nation­
al policy is today even more problematic than it 
seemed ten years ago.

Ill
What is popular participation?

It is obvious that the unanimous endorsement of 
the “participation of all sectors of the society” in 
a United Nations resolution requires a certain 
measure of hypocrisy and also a tacit agreement 
not to seek a precise definition of the term. When 
the organizers of the u n r isd  Programme sub­
jected their own propositions to a truly partici­
patory approach, the comments received dem­
onstrated, first, that no proposition on partici­
pation can obtain general consensus; secondly, 
that research on participation can incur the same 
problem of interminable debate over goals and 
methods as do many practical participatory 
initiatives.** One’s conception of participation 
can be broad or narrow, active or passive. It can 
be considered equivalent to political democracy;

"See  Selina Cohen (ed.), Debaters’ Comments on ‘‘Inquiry 
into participation: A research approach", by Andrew Pearse and 
Matthias Stiefel, u n r i s d , 80.5, Participation Occasional Paper, 
Geneva, October 1980. See also the comments on the Pro­
gramme by Devakijain in u n r is d : An Evaluation Report, s a r e c I 

DANiDA, Stockholm, August 1982.

the people decide, through constitutionally 
codified procedures of election or referendum, 
what development objectives and policies they 
want, and what political representatives shall try 
to convert the objectives and policies into reality. 
It can be considered equivalent to involvement in 
the processes of societal change and growth that 
the term “development” suggests. In this sense, 
everyone participates, voluntarily or not, advan­
tageously or disadvantageously, exploiting or ex­
ploited, with the exceptional minorities so iso­
lated and self-sufficient that the process does not 
touch them —by now a minute proportion of the 
world’s population.

The “unified approach” project singled out 
“participation” as one of the central areas of 
choice for a style of development meeting the 
minimum criterion of acceptability and viability. 
In this, it coincided with most other proposals for

" ’See Report on a unified approach to development analysis 
and planning. Preliminary report o f the Serretaty-Oeneral {v.k:\.bl 
477), October 1972.
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“another development” and pointed toward the 
definition later adopted by the u n r isd  Participa­
tion Programme, but its treatment of participa­
tion had a somewhat different emphasis. Since 
this treatment touches on the issues of participa­
tion from the perspective of the State, it may be 
worth while to quote it at some length:

Participation is one of the most complex as 
well as basic areas of choice. It raises the ques­
tions —very hard for political leaders and plan­
ners to face frankly— of who is doing the choos­
ing, how choices are enforced, and whether the 
style of development treats participation mainly 
as a means or mainly as an end, an essential 
component of the style. When participation is 
willed from above it becomes mobilization, a 
means of getting things done. When it arises 
from below it usually focusses on distribution, 
becoming also a means, from the standpoint of 
the groups able to participate, of obtaining a 
larger immediate share of the fruits of develop­
ment.

“...‘Participation’, like ‘planning’, is some- 
tihies treated as a mystical entity that will resolve 
all problems once rightly conceived and applied. 
It is significant that evaluations of existing polit­
ical processes of participation are generally 
negative. They are associated with the phe­
nomenon of th e‘soft State’, corruption, alloca­
tion of resources according to the strength of 
political pressures, inability to maintain a con­
sistent strategic orientation, and continual pro­
mises that the system cannot honour.

“From the standpoint of many development 
analysts and planners, ‘politics’ is bad, ‘participa­
tion’ good. Participation is then viewed as a sub­
stitute for existing political processes, as consis­
ting in an orderly procedure through which the 
competing social forces and interest groups can 
be educated to present more rational and man­
ageable demands and persuaded to internalize 
the demands the development process will make 
on them.

“The following propositions are relevant:
(i) Authentic participation usually requires a 

redistribution of power;
(ii) Participation cannot be inserted as a ‘missing 

ingredient’ into most current real styles of 
development. The style itself must change, 
both as a result of new forms of participation 
and as a condition for such participation;

(iii) The functioning of mechanisms for 
participation (political movements, trade 
unions, co-operatives, community councils, 
youth clubs, etc.) depends on the settings in 
which they appear (or into which they are 
inserted)...;

(iv) The higher the proportion of the population 
in situations of poverty and marginality, the 
more traumatic will be the changes in the 
style of development requisite for their au­
thentic participation, and the more difficult 
will it be for external agents —whether or not 
representing the State— to undertake rel­
evant catalytic roles;

(v) The more important forms of organized 
participation (other than voting and political 
party affiliation) open to disadvantaged so­
cial groups in the past have derived from 
their relationship to the means of production 
and their clash of interests with social classes 
controlling the means of production; wage- 
earners against employers, peasants against 
landlords.
“Conflictive participation of this kind has 

obviously not lost its importance, but in many 
countries today the most disadvantaged social 
groups —and the most rapidly growing— are 
‘marginal’, having only tenuous relations to pro­
duction, and do not confront any readily identifi­
able target for demands other than the State 
itself. They identify themselves as would-be con­
sumers (of educational and health services as well 
as food and shelter) more than as producers and 
earners of income from defined occupations. 
Trade unions are irrelevant to their needs, and 
approaches such as workers’ management even 
more so. Their real capacities as consumers are 
also usually too low to allow scope for organiza­
tional forms such as co-operatives that in other 
settings have functioned as instruments for de­
fence of consumer interests”.*̂

The formulation in the last paragraph is vul­
nerable to criticism, and at best simplifies very 
complex and poorly-understood present trends. 
In conjunction with the proposition that authen­
tic participation is incompatible with current

^̂ The Quest for a Unified Approach to Development, op. cil., 
pp. 17 to 19.
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styles of development, however, it points to real 
perplexities for the State, for political move­
ments aspiring to lead oppressed classes to the 
conquest of power, and also for the “organized

efforts... of the hitherto excluded” to act upon 
“resources and institutions”, that can exist in 
their present form only on condition of these 
groups’ continued exclusion.

IV
Accumulation versus consumption

I'he central proposition of the original consensus 
on development, that capital must be accumu­
lated and invested so as to raise future produc­
tion capacity and that this requires restraint in 
current consumption, remains compelling, 
although it has undergone so many reinterpreta­
tions and amendments that its operational im­
plications are far from clear. It has, for example, 
been demonstrated that in countries in which 
most of the population lives in extreme poverty 
raising of the level of consumption of basic gotids 
and services is a requisite for raising of produc­
tion; that public expenditure on education and 
health is investment in “human capital”; and that 
in economies relying for industrialization on pri­
vate entrepreneurs and investors the growth of 
an internal market for manufactured consumer 
goods is an essential feature of “development”.

These arguments suppose, however, that in­
creases in consumption will flow (or be channel­
led by the State) in directions conducive to higher 
productivity and in amounts compatible with 
accelerated capital accumulation, and that non- 
essential “luxury” consumption will be con­
centrated as a stimulus to minorities that will also 
invest part of their incomes.

Ideally, organized participation by the 
majority of the population might be compatible 
with these arguments, to the extent to which the 
majority believes that present sacrifices are equi­
tably distributed, that the kinds of “basic” con­
sumption and collective services that become 
available correspond to its most urgent wants, 
and that present restraint will be rewarded by 
future gains.

Obviously, the majority has had no good 
reason to believe these things, and the cultural

and political changes involved in the real pro­
cesses of “development” in widely differing 
national societies have supported their scepti­
cism. Almost everywhere, “development”, assess­
ed by the conventional indicator of rising per 
capita product, has been accompanied by widen­
ing gaps between the consumption patterns of 
different strata. Access to the fruits of develop­
ment, in the form of services provided by the 
State as well as income, has been determined 
largely by the initial distribution of power. Nei­
ther the private sector nor the State has shown 
consistent ability and will to make developmental 
uses of the resources withheld from mass con­
sumption.

Such patterns of distribution should be no 
surprise, in view of diagnoses since Marx of the 
functioning of capitalism, and efforts to quan­
tify, compare and defect changes through manip­
ulation of fragmentary statistics have become a 
flourishing international industry. However, the 
variants of capitalist development in the poorer 
peripheral countries have manifested additional 
deviations from the ideal of the original con­
sensus on development that derive from their 
economic and cultural dependence on the richer 
central countries. The beneficiaries of such de­
velopment have adopted as their right the con­
sumption standars of the rich countries and have 
also diverted much of their “accumulation” to 
those countries for safekeeping. Even in the 
countries committed to non-capitalist styles of 
development, bureaucratic and military élites 
have commonly taken to styles of consumption 
out of keeping with the austerity expected of the 
rest of the population. With the nearly universal 
trends of dependent modernization, and in par­
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ticular the penetration of modern mass com­
munication media controlled by transnational 
enterprises, similar consumption aspirations 
have spread to much wider middle strata, and, 
according to recent evidence, to a surprising ex­
tent to the poor, diverting their meagre re­
sources from food, shelter and other “basic 
needs”. ' As controversies over the transnational 
promotion of manufactured infant food formu­
las and proprietary drugs have shown, no group 
is too poor to be a valued market for some “mod­
ern” products.

Under these circumstances, it is natural that 
participatory struggles have focussed on dis­
tribution and, to the extent that the majority has 
been able to join in them, have proved incompat­
ible with the accumulation of capital needed for 
economic growth —particularly within settings 
in which recipients of the lion’s share of re­
sources devote a high proportion to ends that are 
irrelevant or inhibiting to such growth. At the 
level of individuals, consumer credit for pur­
chases of durable goods have prevailed over 
savings, and at the national level, particularly 
during the 1970s, borrowing from banks in the 
central countries has substituted for domestic 
accumulation.

Raúl Prebisch has singled out as the central 
factor in the “crisis of peripheral capitalism” the 
incompatibility between its combined require­
ments of capital accumulation and luxury con­
sumption, on the one hand, and democratization 
focussed on distribution and channelled through 
trade unions and populist political movements, 
on the other. Periodically, the progress of such 
democratization endangers the surplus that is 
divided between investment and the “privileged 
consumption” of the wealthy. The result is 
hyperinflation, economic stagnation, and even­
tually the entry of military force to reverse de­
mocratization, depress the incomes of the major­
ity, and restore the surplus.

'^See Carlos Fiigueira “Consumption in the new Latin 
American models”, cf.p a l  Review, No. 1.5, December 1981. 
Fiigueira raises the question whether, in view of the con­
sumption incitements now dominating the Latin American 
lower-income strata through the mass media, increments in 
their income would bring about improvements in their diet 
and in the satisfaction of other “basic needs”.

'■̂ Raul Prebisch, “A critique of peripheral capitalism”, 
“Socio-economic structure and crisis of peripheral capital-

The real identification of organized popular 
participation with the struggle for redistribution, 
the precarious ability of the “hitherto excluded” 
to engage in this without encountering repres­
sion or bringing the style of development to an 
impasse, and the superimposition of the modern 
consumer society on the distributive struggle 
lead the argument back to several questions con­
cerning the rights and capacity of the State.

Under what circumstances can the State con­
trol the process of accumulation and above all the 
developmental investment of the resources 
accumulated sufficiently to justify it in con­
vincing or compelling popular organizations to 
restrain their struggle for a larger share? Can the 
State be expected to move in this direction in the 
absence of a prior transformation in societal val­
ues as well as in the distribution of political and 
economic power? Is there justification for 
recommending to the State a frontal attack on 
the internationally-transmitted consumer soci­
ety, by penalizing conspicuous consumption and 
by controlling the mass media, in order to reduce 
the incompatibility between popular demands 
and accumulation requirements?

An UNRISD report has answered the last 
question in uncompromising terms: “The
dethroning of imported and imitative ‘consumer 
societies’ for affluent minorities in the develop­
ing countries will also be a key component in any 
development strategy deserving the allegiance of 
the masses and capable of securing sufficient do­
mestic capital accumulation. There is no way of 
achieving development goals within the 
constraints of present-day technological knowl­
edge, natural resource availabilities and or­
ganizational capacities while at the same time 
meeting sophisticated consumer demands of the 
rich countries and higher income groups in the 
poor countries and while also encouraging their 
spread to wider strata”. The report then quotes 
with approval an argument by a member of the 
United Nations Committee for Development

ism” and "Towards a theory of change”, in cfval Review, 
Nos. 1 (1976), 6 (1978) and 10 (1980). Prebisch proposes 
“socialization of the surplus” and Slate planning of its de­
velopmental uses as the only acceptable solution for the per­
iodic crises and resulting repression, but does not indicate 
how existing States can go about this or how organized pop­
ular participation can reconcile itself to the solution.
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Planning to the effect that the starting-point 
toward self-sustaining national development 
may be “to remove all signs of affluence”, thus 
freeing the national society, including the poor, 
from an influence that poses antidevelopmental 
goals and attitudes.

This answer, however justifiable in itself, 
raises the old question of who is to bell the cat, 
since the forces determined to enjoy the con­
sumer society usually dominate the State and the 
masses of the population are more inclined to 
hanker after it than reject it (except in certain 
cases of religiously or culturally motivated reac­
tion against the whole pattern of dependent 
modernization). The principled enemies of the 
consumer society may be limited to circles of 
intellectuals, possibly having a foothold in the 
planning organs of the State but with little or no 
real power, and usually with certain con­
tradictions between the objective and their own 
“modern” style of living. If  the people of the rich 
countries must restrain their own superfluous 
consumption as a prerequisite to the curbing of 
consumerism elsewhere, the political path to the 
objective becomes even harder to trace.

It can, of course, be argued that only a re­
volutionary State representing the “hitherto ex­
cluded” and able to shield them from these in­
fluences can follow such a path. Revolutions,

however, dò not spring from such arguments, 
and the varied experiences of “really existing 
socialism” suggest scepticism as to the ability of 
revolutionary States to devise satisfactory alter­
natives to the lures of consumerism.

In general terms, it can be affirmed that con­
sumerism, as it has emerged from the trans­
national capitalist style of development, hinders 
the achievement of organized popular participa­
tion with realistic priorities, but that it is danger­
ous or self-defeating for revolutionaries, reform­
ers, or planners to assume that they know the real 
needs of the masses better than the masses them­
selves. Austerity is no more an end in itself than 
diversified consumption, and modernization in­
troduces many goods that, on balance, raise the 
quality of life and can be widely distributed with­
out undue distortion of the distribution of 
national and family expenditure. It must be kept 
in mind that among the central items of con­
sumer demand are two of the most powerful 
instruments for informed participation as well as 
for the penetration of consumerism —the tran­
sistor radio and television. Is the family that 
skimps on food to have access to these means of 
broadening its horizon really to be blamed? 
Should the State try to shield it from the tempta­
tion?

V
The guidance of investment and economic growth: 

comprehensive planning, participatory planning,
the market

The policy implications deduced by dif­
ferent theorists from the original consensus on 
development are much too diverse to be dis­
cussed here, but most of them had in common 
the/supposition that the State must accelerate

Development and the International Development 
Strategy, u n r i s d , 79.2, Geneva, 1979, p. 13.

and guide economic growth through the use of 
rational techniques for controlling the future, in 
other words, by planning. A nation’s political 
leaders carried the responsibility of deciding on 
development objectives, and its planners the 
responsibility of showing the leaders how these 
objectives were to be reached. This meant assum­
ing that the political leadership would choose 
objectives compatible with real national capabili­
ties and with the international consensus on de­
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velopment, so that the contribution of the plan­
ners was essential at this stage also. The applica­
tion of planning might be most effective in social­
ist or State capitalist settings in which the State 
directly controlled the means of production and 
the sources of accumulation, but the proponents 
argued that planning could also be made com­
prehensive and effective in systems relying on 
private capital and entrepreneurship, through 
the State’s regulative powers, through fiscal in­
centives and disincentives, through planned pro­
vision of infrastructure, and, above all, through 
rational demonstration to the private sector of 
the advantages of conforming to the plan.

Under such a conception, “participation” 
should ideally consist of the education of the 
relevant actors {investors, entrepreneurs, public 
functionaries, farmers, workers, etc.) on the roles 
they were to play in the plan and the reasons why 
they should conform to these roles. The interests 
in development of all the actors were assumed to 
be basically harmonious. Since there could be 
only one optimal path to development, to be de­
cided on by the political leadership on advice 
from the planners, conflictive participation, 
organized self-defence against the requirements 
of planned development, could only be harmful 
to the general welfare.

Such a conception of planned development, 
somewhat caricatured here, could not survive the 
lessons of experience. The planners were never 
able to count on sufficient information concern­
ing the economies and societies for which they 
were trying to plan; their passion for quantifica­
tion forced them to invent the data with which 
they worked and plan for imaginary countries. 
Their rationalism could not cope with real po­
litical processes and the functioning of bureau­
cratic institutions. They could not convince the 
potential investors and entrepreneurs to follow 
their directives. Before long, the faith of gov­
ernments and the public in comprehensive 
fixed-term plans dwindled, although, even 
today, planning agencies continue to produce 
such plans.

Planning, or more broadly the formulation 
of development policy, thus moved perforce to­
ward the recognition of uncertainty, conflict, and 
recalcitrant institutional and individual be­
haviour, toward more modest hopes to rational­
ize dependent economic growth and societal

modernization. “Participatory planning” became 
an attractive slogan. Some governments set 
up elaborate consultative mechanisms to bring 
about interaction between planners, represen­
tative bodies, and organized interest groups, but 
these generally functioned erratically.

The formulation of policy did, in a sense, 
become more participatory but not more unified 
as the groups able to make themselves heard 
grew more diverse and urbanization brought a 
larger part of the population into complex con­
tacts with the State. The machinery of the State 
also became much more complex; regulating, 
investing, and service-providing agencies es­
tablished links with different clientèles and rep­
resented their interests, bound up with the 
growth of the agency itself, before the central 
political leadership. The campaigns of in­
ternational agencies for action on a series of "ma­
jor problems” further complicated the ntachin- 
ery and extended the range of groups participat­
ing. The supposition remained that the State 
could promote development and had a duty to 
put forward some coherent image of the style of 
development the country should aim at, but the 
constraints imposed by the distribution of power 
and by the momentum of what had been done 
already became more apparent; except in revolu­
tionary crises the State could make only marginal 
changes in the distribution of resources. If the 
system grew too costly, in terms of the size and 
diversity of groups able to enforce their demands 
on it, the outcome, as indicated above, was likely 
to be a reassertion of the power of minorities and 
a reinforced exclusion of the majority.

During the long period of sustained econom­
ic growth from the 1950s to the early 1970s, it 
could plausibly be argued that growth itself 
would, however slowly and erratically, eventually 
lead to styles of development more compatible 
with the internationally accepted development 
the internationally accepted development 
objectives. The rich would simply have to 
tolerate somewhat slower growth in their dispos­
able income so as to provide resources that the 
State could use to eliminate critical poverty and 
improve the quality of life. Similar reasoning 
would apply to relations between rich countries 
and poor countries. The exploited and excluded 
groups would then see a hope of improving their 
lot by means short of violent overthrow of the
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system and dispossession of the rich, and would 
participate realistically, in productive and self- 
help activities as well as in consumption. The 
State, by experience, by training of functionaries, 
and by the capture of a larger share of the rising 
national income, would continually enhance its 
capacity to invest, provide infrastructure, and 
implement income redistribution.^*’

The recent years of faltering economies and 
increasing political violence have shaken this op­
timistic expectation and, as was stated above, 
forced many régimes back into short-term “crisis 
management” expedients with no clear de­
velopmental perspective. Two proposed ways 
out of the trap have been described: first, the 
prescriptions for radically different egalitarian 
and participatory styles of development; second­
ly, the neoliberal reversion to the market as arbi­
ter of resource allocation. The implications of the 
former prescriptions, with their apparently con­
tradictory requirements for decentralized ini­
tiative and rapid, planned transformation gov­
erned by universalistic norms, are discussed in 
various contexts throughout the present paper. 
At this point, something must be said about the 
implications for participation of the second 
alternative.

These implications are relatively simple. 
Legitimate participation is that of the rational 
individual who chooses his means of livelihood 
according to his perception of comparative 
advantages, invests his capital or sells his labour 
power, and by his decisions on the spending of 
his income determines the structure of produc­
tion. Labour unions and other organizations for 
defence of the interests of the disadvantaged 
must not be permitted to accumulate power or 
they will overprice labour, depress investment 
incentives, and by restricting demand for labour

'^ h is  line of argument has been particularly prom­
inent in documents of the Economic Commission for Latin 
America since the 1960s. It has been demonstrated that most 
Latin American countries have already achieved levels of per 
capita income and State administrative capacity enabling 
them to eliminate extreme poverty and universalize basic 
social services by virtue of a moderate redistribution —if the 
dominant forces could be convinced of the necessity. See, for 
example, Enrique V. Iglesias, “Development and equity. The 
challenge of the 1980s”, in c e p a l  Review, No. 15, December 
1981, The recent arguments of Raúl Prebisch, referred to 
above, grapple with the reasons why this has not happened, 
but end with a similar reliance on the State.

bring about a lower level of employment than if 
wages were to remain at their market value. The 
State should as far as possible extricate itself from 
all but the most basic social services, from redis­
tributive measures, and from subsidies to or 
regulation of economic activities, although it may 
retain an obligation to relieve extreme poverty. It 
follows that organized participation exerting 
pressure on the State to undertake such activities 
is undesirable. Private initiative is to be relied on 
to replace services previously provided by the 
State, to the extent that these are worth while. 
This implies that the disadvantaged strata may 
be encouraged to provide their own services 
through organized self-help —as long as this 
does not lead to their accumulation of power to 
press the State to finance the services.

It is evident that after an extended period 
during which the State has amplified its 
responsibilities, while a widening range of in­
terest-groups have competed vigorously to 
obtain funds or services from the State and have 
come to depend on a framework of State regula­
tion, the application of a non-interventionist 
policy of this kind will require an authoritarian 
régime able to resist pressures, dismantle in­
compatible forms of participation, and maintain 
the ideologists’ conception of the rules of the 
game. It can also be expected that the interplay of 
interest-group pressures and State economic in­
terventions will make its reappearance, if only to 
rescue the more powerful interests from the con­
sequences of miscalculation in taking advantage 
of economic freedom, but that participation will 
take place within narrower circles and shielded 
from open political competition. The ideal of 
reliance on the market, like the ideal of com­
prehensive planning, will then succumb to the 
real complexities of economic and social change.

Once it has succumbed, within the present 
context of world economic crisis, the perspectives 
for “organized efforts to increase control over 
resources and regulative institutions” are very 
different from the outlook at the beginning of 
the experiment. Important groups that pre­
viously had some degree of control over their 
conditions of livelihood —industrial workers, 
public employees, landholding peasants— have 
become unemployed or unable to defend their 
previous income levels, while other groups that 
were only beginning to exert “organized efforts”
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have sunk into a more complete economic and 
political marginality. The State, under the thumb 
of its external creditors and representing some 
realignment of the forces dominant during the 
neoliberal authoritarian period, is in no position 
to rebuild social services and sources of employ­
ment, even if the dominant forces are anxious to

broaden sources of support and resume dem­
ocratic political processes. It remains to be seen 
whether the recrudescent popular movements 
can come up with viable tactics when previous 
prescriptions for reform and revolution seem 
equally unpromising.

VI
Participation, social classes and conceptions 

concerning conflict or consensus in societal change

Except possibly for self-sufficient “primi­
tive” communities, societies are divided into class­
es standing in different relationships to the 
means of production, and these divisions are 
complicated or cross-cut by other sources of self- 
identification: language, religion, family, tribe, 
locality, political affiliation, etc. For present pur­
poses, policy-oriented perceptions of these di­
visions can be divided into four broad categories, 
with very different implications for the role of 
participation. (At the same time, within the real 
processes of national policy formulation, it is 
commoner to find the four categories of per­
ceptions entering into incongruous com­
binations. In a good many cases, régimes 
representing mainly a bureaucratic élite have 
adopted ideologies that suppose a dominant role 
for classes that hardly exist in the national set­
ting, while external dependence widens the gap 
between ideology and policy.)

First, it can be assumed that all classes and 
interest-groups share an overriding common in­
terest in “development” within which conflicts of 
immediate interests are shortsighted or illusory. 
The political leadership should formulate de­
velopment objectives that are in the interest of 
the whole population, translate them into poli­
cies that safeguard this interest, and convince the 
whole population that this is the case. Participa­
tio n  can th en  b ecom e p red o m in an tly  
harmonious and co-operative, designed to en­
able each group to make an optimal contribution 
to the general welfare. This point of view is un­

likely to tempt adherents to the u n r isd  definition 
of participation, except possibly in the post­
revolutionary variant to be summarized below, 
but it is perm anently attractive to tech­
nobureaucrats within international organiza­
tions and national States.

Secondly, it can be assumed that the common 
interest in development does not preclude real 
conflicts in which each group or class has a right 
to organized defence of its perceived needs and 
will suffer exploitation or discrimination if it 
does not defend itself as best it can. Conflictive 
participation is thus a legitimate aspect of de­
velopment, insuring against undue concentra­
tion of its fruits. The right to self-defensive 
participation extends not only to wage-earners 
and peasants but also to ethnic, cultural or tribal 
minorities that are otherwise likely to be dis­
rupted or super-exploited in the course of 
economic growth and modernization, as well as 
to women striving to overcome their traditional 
disadvantages. Conflictive participation is com­
patible with the more conventional objectives of 
development as long as neither the one nor the 
other is pursued to excess. Maximization of capi­
tal accumulation and growth of national pro­
ductive capacity, then, do not deserve absolute 
priority. The State can act and be accepted as 
final arbiter of most conflicts, keeping them with­
in limits and defining the rules of the game. 
The State has a duty to help the weaker groups, 
by promoting their organization and by legal or 
administrative guarantees of rights. Reliance on
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the leading role of the State is conditional; the 
State can function for the general welfare only if 
the different classes and groups are able to call it 
to account and defend themselves against 
bureaucratic arrogance, corruption and bun- 
gling.

Variants of this conception have viewed the 
middle classes or strata as the main progressive 
and stabilizing force within developing societies, 
and conclude that public policies should aim, 
through education, protection of small enter- 
prises, agrarian reform, etc., to increase the size 
and participatory capacity of the middle strata 
with a stake in the existing order. These strata 
can then keep the demands of the upper and 
lower classes from becoming unmanageable or 
incompatible with democratic political competi­
tion. The real evolution of the middle strata, of 
course, with their vulnerability to consumerism, 
their propensity to monopolize State benefits, 
and their rancorous self-defensiveness against 
threats to their privileges from the “hitherto ex­
cluded”, has hardly corresponded to the hopes of 
political scientists.

A third possibility is to assume that the con­
flicts of interests between classes within a capital­
ist order are irreconcilable, whatever the degree 
of economic growth possible within this order, 
and that in any case the insertion of “peripheral 
capitalism” in an imperialist world order rules 
out anything more than a caricature of develop­
ment benefiting only a few exploiters. The path 
to authentic development then lies through a 
revolution bringing to power a class or alliance of 
classes capable of transforming social rela­
tionships and using the forces of production that 
modern technology makes available for the 
benefit of all. From this viewpoint, significant 
participation will consist in organized struggles 
leading up to the transformation. The class des­
tined to carry out the transformation has no 
reason to limit its struggles to what a reformed 
capitalist style of development might offer. 
Organized self-help or self-defence within such a 
style can be either a means of training the partici­
pants for the more significant struggle, or a 
means of inducing conformism with exploita­
tion, depending on the forces taking the lead. It 
is unrealistic to expect the State, as the instru­
ment of the dominant forces, to support authen­

tic participation of the “hitherto excluded”. Since 
the conflict of classes is both national and in­
ternational in scope, the revolutionary move­
ment must be organized at these levels. A similar 
conclusion can be reached without reference to 
Marxist theory, as it was in the “urgency” sub­
debate, and this line of reasoning probably has 
more relevance to the real perspectives and jus­
tifications of revolutionary dictatorships in the 
Third World; mobilization under a coherent 
strategy to overcome hunger is so urgent that it 
cannot wait on the democratic reconciliation of 
conflicting interests.

After the revolutionary transformation, of 
course, most variants of this conception call for a 
reversal of the role of participation to something 
superficially similar to the first conception de­
scribed above. Participation must be mainly posi­
tive, focussed on the raising of productivity and 
the defence of the new order. If  the class de­
stined to bring about authentic development is 
really in power, it cannot defend itself against 
itself. Conflictive participation remains legiti­
mate only in relation to survivals of the old order, 
including the bureaucratic heritage, and against 
external enemies.

It hardly needs repeating that experience 
has been no kinder to this conception than to the 
others. The trajectory of “really existing social­
ism” has confirmed the dangers of excessive 
State power manipulated by a new class of 
functionaries and has strengthened the case for 
autonomous popular organizations and local 
self-government as indispensable safeguards; 
that is, for a retreat from faith in post­
revolutionary consensus and infallible leader­
ship to new forms of conflictive participation.

Fourthly, the role of participation can be 
judged from the neoliberal perspective de­
scribed above. Conflicts deriving from class di­
visions may be real but are not legitimate. Partic­
ipation should be “positive”, directed towards 
higher productivity, but individual choices 
guided by the market can be relied on to generate 
it. Combinations fo self-help are desirable, but 
combinations for self-defence are, at best, sus­
pect. In relation to participation, the main duty 
of the State is to keep combinations from ac­
cumulating enough power to hinder the func­
tioning of the market.
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VII
Participation, the “community”, and other forms

of group solidarity

One can envisage “plebiscitary” participation 
through a populist movement given shape by 
charismatic leadership, with the masses of the 
population exhorted to participate and in­
structed on how to do so through the mass com­
munication media, and with localized formal 
organization rudimentary or absent; but when 
United Nations resolutions or national regimes 
endorse “popular participation in development” 
as a policy objective, “participation” implies di­
rect, localized and organized interactions be­
tween people, however these may be articulated 
with organization at the national level.

At this point, conceptions of the role of 
participation and State strategies to “popularize” 
participation depend on theories and empirical 
observation concerning the ways in which dif­
ferent classes within national societies organize 
thenlselves and the implications of overall 
economic, cultural and political change for 
spontaneous or induced changes in such organi­
zational forms.

The most widely diffused type of popular 
organization in pre-industrial societies is the 
peasant community with some degree of self- 
government and some degree of control over the 
livelihood of its members. Since the nineteenth 
century, market-oriented economists as well as 
Marxists have argued that the static traditional­
ism of such communities is an obstacle to “pro­
gress”. Their disintegration is thus inevitable and 
desirable, however painful this may be to the 
members. Since the nineteenth century also, 
other currents of opinion have argued the con­
trary: that such communities through their tradi­
tions of co-operative work, mutual aid, and 
social equality, represent values preferable to 
capitalism, or that they point a way to socialism 
bypassing the traumas of capitalist development.

During the 1950s, variants on this latter view 
became influential as a way of modifying the 
consensus on economic development without 
challenging its basic premises. The community

development movement assumed the presence 
of internally harmonious local communities hav­
ing sufficient autonomy to be able to act col­
lectively in pursuit of their own interests with a 
certain amount of technical and material aid and 
guidance from outside. Social theorists who saw 
the communities as seeds of a new society could 
join forces with planners who saw community 
development programmes as a relatively in­
expensive means of raising agricultural produc­
tion and rural levels of living, while the develop­
ment effort concentrated on industrialization. 
Somewhat later, attempts were made to apply 
“community development” principles to urban 
low-income neighbourhoods, but here ex­
pectations were relatively modest; aided self- 
help in housing, community services and domes­
tic industries might enable the poor to Uve a little 
better.

The achievements of the programmes fell 
below their initial promise for many reasons, in­
cluding the substitution of bureaucratic compul­
sion for voluntary community initiative under 
pressure of national targets, the inapplicability of 
many of the technical solutions offered to the 
communities, and the inability of many of the 
community-level workers to transmit them effec­
tively. The most general shortcoming, however, 
seems to have been failure to recognize the di­
visions of interests within communities and the 
constraints imposed on their responses by local 
and national power structures. Supposedly ega­
litarian initiatives ended by increasing the dif­
ferential advantages of the richer and more 
“progressive” community members at the ex­
pense of the unpaid labour of the weaker mem­
bers; brought into the open latent conflicts that 
rendered the programme inoperable; or 
alarmed the landlords, moneylenders or other 
power holders sufficiently to motivate them to 
sabotage the programme.

During the past three decades, the real pro­
cesses of “development” and modernization have 
disrupted traditional community organization
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and sources of livelihood to such an extent that 
the original suppositions behind the pro­
grammes have become even less plausible, 
although in a good many settings peasant ways of 
life and local solidarity have shown considerable 
resilience. Social differentiation has become 
more complex. Peasant smallholders have sur­
vived and even grown in numbers during agri­
cultural modernization and increasing orienta­
tion of agriculture to export markets, but under 
severe disadvantages and forced into changing 
expedients to gain a minimum livelihood. Also to 
be found are growing numbers of commercial 
farmers emerging from the better-off peasants, 
of skilled workers and technicians in agrobusi­
nesses, of commercial intermediaries, and of 
underemployed landless labourers. Almost 
everywhere, much of the rural population is in 
movement. Migrations link newer and older 
zones of settlement, rural and urban areas, and 
even different countries. The mass media, partic­
ularly the transistor radio, the increasingly 
obtrusive regulatory, repressive and servicing 
agents of the State, and the growing dominance 
of national markets and manufactured con­
sumer goods generate new attitudes and settings 
for organization. And, of course, invasions, civil 
wars, ethnic disputes, and military action against 
guerrillas convert millions of peasants into re­
fugees.

In the urban agglomerations, the scale and 
rapid ity  o f in creases in size create un­
precedented conditions, both for the State’s 
efforts at control and for the efforts of different 
classes and groups to form organizational ties. In 
very simplified terms, one can distinguish, first, 
the organized workers in modern enterprises 
—the so-called “formal sector’’; second, the more 
numerous families surviving by a wide range of 
poorly understood expedients, sometimes self- 
employed, sometimes working for wages, some­
times subsisting through mechanisms of mutual 
aid, unorganized or organized in relation to 
issues other than livelihood, as in neighbourhood 
groupings —the so-called “informal sector’’; 
third, the “middle strata”, ranging from pro­
fessionals to white-collar employees and small 
tradesmen, with a mass of “educated un­
employed” at the fringe, simultaneously a cause 
and effect of educational expansion and mod­
ernization of consumption. The present crises, of

course, imply shocks to all of these groups, with 
substantial numbers of organized workers and 
members of the middle strata losing their sources 
of livelihood and thus their bases for organized 
action.

The current trends do not necessarily mean 
that anomie is triumphing in the cities and the 
countryside nor that organized participation is 
receding still farther out of reach of the “hitherto 
excluded”, but organizational forms and tactics, 
along with recruitment of different groups and 
their awareness of common interests and alterna­
tive futures, promise to continue to change, prob­
ably in even more various ways than in the re­
cent past. A few years ago, for example, the pre­
sent importance of religious ties and organiza­
tions in translbrming the consciousness of dis­
advantaged groups and helping them maintain 
self-defensive solidarity under difficult condi­
tion of political repression and mass unemploy­
ment could hardly have been expected. Neither 
could the prominence of women’s interests as a 
basis for organization, nor the combativeness of 
cultural and ethnic minorities.

In any case, the overall trends suggest that 
conflict between and within groups will continue 
to be more in evidence than broad solidarity of 
the “hitherto excluded”. Under conditions of 
scarcity, all forms of organization contain seeds 
of exclusion and discrimination, even if they pro­
fess egalitarian ideologies. Land-holding 
peasants and co-operatives associated with agra­
rian reforms exploit or exclude landless workers. 
Trade unions or self-managed industries guard 
their advantages against the unemployed. The 
educated middle strata use their differential ac­
cess to public services to increase their relative 
advantages and through “credentialism” exclude 
the less-educated from preferred areas of 
employment. Meanwhile, population growth 
and spatial mobility bring different groups into 
increasingly conflictive contact. T  ribal minorities 
continue to be pushed off their land, often by 
settlers as poor as themselves, manipulated by 
land speculators and agrobusinesses. Migrants 
competing for jobs incur the hostility of the 
groups previously on the scene.

By now, the State has at its disposal an impos­
ing array of sociological studies and statistical 
compilations aspiring to make sense of social 
structural changes, along with innumerable so­
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cial reports of the international organizations 
that warn of impeding disaster and prescribe 
how to avoid it. One might conclude that the 
State, to the extent that it chooses policy 
approaches incorporating participatory values, 
can and should base its action on a thorough 
understanding of the changing forms and con­

sequences of participation in settings of scarcity 
and group conflict. However, this is a de­
sideratum rather than a practical recommenda­
tion. It leads us to consideration of the agents of 
the State in relation to participation, and of the 
co n stra in ts  upon th e ir  know ledge, in­
terpretations and actions.

VIII
Participation, bureaucrats and technocrats17

The national societies in which the issues of de­
velopment and participation have come to the 
forefront of attention have simultaneously been 
undergoing processes of bureaucratization and a 
somewhat later technification of parts of their 
bureaucracies. Bureaucratization, of course, was 
under way long before the deliberate drive for 
“development”, but received a powerful impetus 
from the assumption by the State of continually 
wider responsibilities, and also from the pres­
sures for public employment of the middle stra­
ta emerging from rapidly expanding systems of 
secondary and higher education. A considerable 
corpus of research has, since the nineteenth cen­
tury, focussed on the roles of bureaucracy in 
the modern State, and in rich as well as poor 
countries a litany of complaints and accusa­
tions has accompanied the studies.

The State, to accomplish its purposes with at 
least a minimum of efficiency and fairness, needs 
detailed laws, regulations and standards. The in­
terpretation and application of these requires a 
specialized body o f functionaries. These 
functionaries are subject to the professional de­
formation of making the regulations ends in 
themselves and also to considerable temptations 
to favoritism or corruption in their application. 
Bureaucracy can be expected to exhibit its short­
comings in a particularly pronounced form where 
it has become over large for reasons unrelated to

'^This section is based on an u n r i s d  internal working 
paper, Policies and Agents, circulated in May 1980.

the tasks required of it, where power is very un­
equally distributed, and where the groups having 
a share in power have traditionally held the mass 
of the population in contempt.

At best, even if a bureaucracy is efficient, 
goal-oriented and honest, tension between 
bureaucracy and participation seems to be un­
avoidable, and it is unrealistic to expect the ten­
sion to be resolved in favour of one side or the 
other. If  the State takes seriously its duty to pro­
mote the general welfare, it cannot help relying 
on uniform standards, in the quest for equity and 
efficiency in the distribution of its resources, and 
in combating arbitrary violations of human 
rights by local power-holders. The local group 
cannot help resenting and resisting the restric­
tions on its initiative, the time-consuming and 
baffling effort to cope with requirements that do 
not take local conditions into account. In­
termediaries with their own purposes of profit, 
power accumulation or furtherance of an ideolo­
gy are bound to take a hand, sometimes con­
tributing to flexibility, sometimes to cost and con­
flict. Programmes whose main overt Justification 
is the stimulation of local participatory initiatives 
are as susceptible to bureaucratization , 
standardization, and manipulation by in­
termediaries as any others, as the fate of many 
community development programmes has de­
monstrated.

One might prefer the vision of a “withering 
away” of the State with its bureaucrats and its 
replacement by autonomous community action 
with all members of the community (or enter­
prise) sh arin g  in d ecision-m aking and



172 CEP AL REVIEW No. 23 / August 1984

administration. In the present world of complex 
and interdependent societies, however, this uto­
pia is out of reach. The vision of an anti- 
bureaucratic revolutionary State acting directly 
through and at the will of the mobilized masses 
has also lost credibility. It seems preferable to 
accept the tension and propose “creative resis­
tance” as a framework for the conflictive inter­
play of bureaucracy and participation.

Technocracy, or technobureaucracy, poses 
somewhat different problems for participation. 
While the traditional bureaucrat relies on norms 
and precedents tending to stifle participation in 
red tape, the technocrat may be highly innovative 
but also more manipulative or coercive than the 
bureaucrat. For present purposes, “technocrat” 
is simply a convenient label for a person who 
advises on public policy or directs a programme, 
or aspires to do so, on the basis of specialized 
knowledge and theory; the term includes pro­
fessional planners and a wide range of “experts”. 
Technocrats have aspired to more autonomous 
roles in policy-making than bureaucrats have 
claimed, at least openly, and as far as they are 
able have separated their rewards and status 

' from those of the remainder of the public admin­
istration.

Their attitudes toward “bureaucracy” are 
generally ambivalent. They need a strong and 
obedient State apparatus to accomplish their 
purposes, but find the real bureaucracy un­
responsive, self-serving, over-large and over- 
expensive in some countries; and in others, 
rudimentary or lacking minimum levels of 
education and motivation. The neoliberal school 
of economists, which for present purposes can be 
included among the technocrats, is more fun­
damentally anti-bureaucratic, ideologically op­
posed to the Welfare State and to State interven­
tion in the economy, and thus disposed to ex­
tirpate whole areas of bureaucratic activity.

The main tension between technocracy and 
participation lies in the confidence of the tech­
nocrat that his professional tools qualify him to 
find the One Right Answer to development prob­
lems. Thus, legitimate participation by other 
forces in the society must consist in learning the 
implications of the Answer and acting according­
ly. Economists in technobureaucratic roles have 
been prone to subject their societies to rigid 
application of measures based on theories which

can never be disproved by failure, since their 
proponents can argue that the prescription has 
not been long enough or consistently enough 
applied. Engineers, who probably have had a 
more effective influence on the allocation of 
public resources than economists, have insisted 
on large-scale technically advanced investment 
projects, extremely costly, dependent on ex­
ternal financial and technological support, and 
disruptive of the environment as well as of peo­
ple’s lifestyles and livelihood.

Moreover, as the national economies and 
political systems have become more intricately 
involved in the world order, technocrats in 
national public institutions interact with tech­
nocrats in international organizations of many 
kinds and in private transnational enterprises. 
There is a prospect of the major lines of develop­
ment policy being determined through negotia­
tions among technocrats from the three types of 
institution, influenced to varying degrees and be­
hind the scenes by the stronger national econom­
ic interest-groups, with only limited participation 
and understanding by the national political 
leadership, let alone wider public opinion. The 
majority of the population would then be able to 
participate only through resistance to changes it 
perceives as disadvantageous, generally too late 
for more than compensatory or obstructive ges­
tures.

Suspicion of technocratic direction of policy 
has been strengthened by dramatic evidence of 
the shortsightedness of expert calculations in 
such key development policy areas as nuclear 
power, the construction of giant dams, and the 
exploitation of tropical forest areas by agrobusi­
nesses, on the engineering side; and the control 
of inflation or the management of external debt 
on the economic side. The experts best able to 
intervene in policy-making have proved remark­
ably incapable of foreseeing and prescribing for 
the major problems that have emerged during 
the 1970s.

Nevertheless, complex societies grappling 
with problems whose solutions must be in large 
part “counter-intuitive” cannot afford to dis­
pense with experts. The ideal would be the 
strengthening of participatory mechanisms to 
call the experts to account and struggle against 
technocratic arrogance without resort to populist 
campaigns of denigration and persecution. The
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disorders and voluntarist delusions associated 
with the latter exaggeration, as various ex­
periences indicate, usually lead to the discredit­
ing of participation and the return of a tech­
nocratically-inclined leadership. As in the case of

bureaucracy, one must envisage the tension be­
tween participation and expertise as a legitimate 
and permanent aspect of the evolution of de­
velopment policy.

IX
Participation and culture

As was suggested above, in the more recent 
stages of international discourse on develop­
ment, the idea of the legitimacy of different 
national styles gained ground against the idea of 
development as a uniform process whose laws all 
societies must follow under penalty of remaining 
“backward”. The earlier approach assumed that 
“traditional” cultures and forms of social 
organization presented obstacles that must be 
swept away in the course of modernization. It 
went back to the in te llec tu a l attitu des 
accompanying the diffusion of capitalism, 
nationalism and imperialism from nineteenth 
century Europe, but the governments of most of 
the new nation-States that emerged during the 
1940s and 1950s seemed to endorse the general 
principle by adopting uniform political in­
stitutions and socio-economic objectives.

The newer conception affirmed that de­
velopment should be “endogenous”, that some­
how the choice of a style of development should 
emerge from the national culture. It was open to 
various objections: that it went too far in rever­
sing the uniformity and ethnocentrism of the pre­
vious conception; that it evaded the inescapable 
organizational and motivational requirements 
of industrialization; that national cultures are 
rarely, if ever, homogeneous enough to lead to 
coherent choices of this kind; that certain cul­
tural traits might be incompatible with any 
change deserving the name of development or 
with choices in line with real national capabilities; 
and that the real choices would continue to be 
made by dominant minorities interpreting the 
national culture to suit themselves. It could also 
be argued that the aspiration to endogenous

styles of development represented a reaction to 
dominant trends of world cultural homogeni­
zation and economic integration that had already 
gone too far to be reversed. The application of 
the conception to multi-ethnic States able to 
survive only by refraining from imposing a 
coherent endogenous style of development on 
refractory minorities presented other awkward 
problems.

In any case, major ideological and political 
forces in a good many countries will undoubtedly 
continue to make the effort. One must then con­
sider how far the known forms of organized 
participation —elected local governments, trade 
unions, co-operatives, women’s associations, 
etc.—, which share in the uniformity of the ori­
ginal consensus on development, can be recon­
ciled with the diversity of forms and values im­
plied by endogenous development. It would be 
ingenuous to ignore the fact that participation, 
where it arises spontaneously in reaction to the 
shocks of imported modernization, can be 
xenophobic, intolerant of national minorities, 
hostile to women’s assertion of equal rights. 
Spontaneous “participation” must bear part of 
the blame for the millions of refugees in the 
world today, and for millions of dead. Ideologists 
can in terpret national cultures either to 
emphasize features compatible with these evils or 
to delegitimize them. Popular movements may or 
may not in tern alize  the ideological in­
terpretations. One can expect a continuing ten­
sion between the claims of universal values and 
cultural diversity, with outcomes that will be in­
ternally contradictory, continually changing, and 
sometimes horrifying.
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X

Requirements (institutions, policies and socio-economic 
considerations) for popularizing people's 

participation in development

The above heading brings us back to the original 
assignment. The terms “institutions”, “policies” 
and “popularizing” imply that one is thinking of 
requirements for the State, rather than for the 
groups “hitherto excluded” and their “organized 
efforts to increase control...”. But what can real 
States do with generalized formulations of “re­
quirements”? A remark by Dudley Seers comes 
to mind: “A familiar joke on the international 
scene today is the attempt by the ‘progressive’ 
economist, domestic or foreign, to sell land re­
form, or industrialization, or more effective tax 
collection, or wider educational opportunity, or 
greater independence from a foreign power to a 
government whose raison d'être is precisely the 
prevention of such developments, or at least limit­
ing them to the greatest extent possible”. 
Obviously, a good many governments are de­
dicated to the prevention or limitation of peo­
ple’s participation, and most others are ambiva­
lent about it or precluded by the conflictiveness 
of real participation from taking any consistent 
position. But if  the forces controlling the State 
really want to call forth wider participation, in 
terms compatible with the u n r i s d  definition, can 
anything useful be said about the “require­
ments”?

To begin with, one can discard the hypoth­
esis that the State, in the best of cases, is an ideally 
rational and benevolent entity that is at the same 
time so lacking in initiative and imagination that 
it is simply waiting for good advice. The State 
today is overwhelmed by more pressures and 
stimuli than it can cope with, and generalized 
prescriptions are unlikely to get more than a 
ritual hearing in the form of endorsement of

declarations and plans of action. For other 
reasons it will probably not be useful to prescribe 
specific institutions, such as elected local gov­
ernments, co-operatives, self-managed indus­
tries or direct representation of interest-groups 
in planning and policy-making. The virtues of 
such institutions when they find compatible envi­
ronments are too well-known to require elabora­
tion, and only a thorough grasp of the environ­
ment can support judgements as to whether they 
will be compatible or not.*^

It may be somewhat more helpful to formu­
late requirements in terms of attitudes or pre­
dispositions to be desired in agents of the State, 
ideologists and intermediaries between the State 
and the popular movements. The following 
points are an experiment in this direction, made 
at the risk of a repellently exhortatory tone:

i) They should prepare themselves for an 
indeterminate future of changing crises and con­
flicting demands on limited public resources. 
They should try to explain these prospects, as 
they perceive them, to the people, and (a very 
hard saying for political leaders under conditions 
of open competition for power) should restrain 
themselves from promising more than the State 
can perform. Even more, they should refrain 
from claims that the State has performed what it 
promised, when such claims conflict with reality 
perceived by the people.

ii) They should recognize and resist tempta­
tions to suppress or manipulate participation in 
the interest of a technocratic One Right Way to 
development. They should take care that the real 
urgency of large-scale rapid action to overcome 
national poverty and weakness does not lure

'^See Dudley Seers, “T h e  prevalence o f pseudo­
planning”, in Mike Faber and Dudley Seers (eds.). The Crisis in 
Planning, London, Chatto & Windus Ltd., for the Sussex 
University Press, 1972.

'*’The series o f studies o f rural co-operatives carried out 
and published by u n r i s d  exemplifies the kind o f confronta­
tion o f institution with environment needed for meaningful 
statements on the participatory potential o f an institution.
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them into com pulsion and m anipulated 
mobilization to achieve targets, with a con­
sequent degeneration of participation into ritual 
or popular apathy. They should keep in mind 
that the people may be right as against the State 
and the technocrats, without failing into de­
magogic glorification of the people’s correctness 
or disregarding group conflicts of interests. (The 
latter delusion can lead to the invention of an 
imaginary people that is always right, so that by 
definition any group that deviates from rightness 
is excluded from the people.) This implies that 
they should expect and welcome creative resis­
tance from the groups affected by the centraliza­
tion, standardization and bureaucratization that 
are unavoidable in the activities of the State.

iii) They should seek to appreciate realistic­
ally the potentialities and limitations of present 
forms of group solidarity and directions of 
change in these forms within national and local 
power structures. This implies a critical but sym­
pathetic evaluation of the consumption aspira­
tions and cultural changes penetrating the societ­
ies, neither accepting them wholesale as attri­
butes of modernity nor rejecting them in the 
name of an impracticable austerity and cultural 
integrity. They should try to engage the people 
in a debate on these questions —a debate given 
structure by some coherent image of the national 
future held by the policy-markers, but not ma­
nipulated to a predetermined set of conclusions 
on what is to be required of the people. Such a 
debate requires that the people have access to a 
range of sources of information and opinion, 
managed neither by private interests solely con­
cerned to foster profitable consumerism nor by 
bureaucrats motivated to exaggerate achieve­
ments and conceal shortcomings. Probably no 
national society as yet has found a fully satis­
factory way to resolve the contradictions behind 
this desideratum, and one must fall back on the 
evasive formula that the appropriateness of any 
solution depends on the setting. Transfer by the 
State of control of mass media to popular orga­
nizations, for example, can mean much or little, 
depending on the degree of autonomy of the 
organization and of control by the rank and file.

An assessment of prospects and priorities 
may justify the conclusion that radical changes, 
conflicting with the expectations of large sectors 
of the people, are necessary and that these

changes cannot wait upon the achievement of 
consensus or even full understanding. It would 
be idle to advise agents of the State never to 
harbour this conclusion. When they act on it, 
however, it is particularly to be desired that they 
resist assumptions that they are infallible or that 
they have the right to exempt themselves from 
sacrifices they expect from others. Take the 
objective of “eliminating signs of affluence” pro­
posed above as a requisite for movement toward 
authentic development. If  this is really necessary, 
the policy-makers should seek as wide and in­
formed a consensus as possible on the permis­
sible limits of affluence and then subordinate 
their own lifestyles —and those of the upper 
bureaucracy and military— to such limits.

iv) They should keep in mind the conflicts 
of perceived interests within and between groups 
and the likely distortions and manipulations of 
participatory policies through interactions 
among local and national power-holders, politic­
al and economic intermediaries, and bureaucra­
cies. They should remember that, while the poli­
cies may rest on the supposition that all actors can 
benefit and, therefore, should co-operate, the 
actors themselves may hold “limited good” or 
“zero sum game” suppositions —what one gains 
another loses. In educational programmes, for 
example, the objectives of the State, of teachers 
and educational functionaries, and of the stu­
dents and their families may differ widely one 
from another, with competition for educational 
privileges and preferential access to jobs con­
cealed behind the public goal of universalization 
of schooling. The aggregate result of the pres­
sures on education will then differ from what 
any of the actors want or expect.

v) Whatever the level of resources that the 
State can devote to social purposes, the agents of 
the State should strive for equity in their distribu­
tion and should envisage vigorous popular 
participation as a necessary but inevitably 
troublesome requisite for progress toward this 
objective. In conditions of overall scarcity, two 
propensities will always be present: toward dis­
tribution of public resources in line with the polit­
ical and economic power of different groups, 
excluding the weak; and toward distribution of 
token amounts, too thinly and irregularly to help 
the recipients. The public agencies are also sub­
ject to a permanent temptation to seize upon
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participatory schemes as a means by which the 
poor can be persuaded to provide for themselves 
services (such as housing and urban in­
frastructure) that the State provides for the 
better-off and more influential. A permanent 
and conflictive misunderstanding between 
disadvantaged groups and the State is then 
to be expected. The latter hopes to use local 
self-help organization as a means of divesting 
itself of costly reponsibilities, while the former 
see such organization mainly as a means of exer­
ting pressure on the State for additional re­
sources.

vi) The agents of the State should refrain 
from making mechanisms of participation into 
ends in themselves, converting them into rituals, 
and subjecting them to quantitative targets. 
Participation is an end as well as a means for any 
society striving to function better for the well­
being of its members, or rather participation is a 
central element in the functioning of such a soci­
ety, but committees and meetings are not legiti­
mate ends in themselves; they are unavoidable 
but faulty means toward participation. All partic­
ipatory movements have to contend with ex­
cessive time spent in meetings, with the resulting 
apathy of the majority, opportunities for ma­
nipulation by minorities temperamentally â  
home in meetings, and, if agents of the State or 
a dominant political party organize the meet­
ings, a likelihood of ritualized conformism 
in discussions, inoculating the masses 
against spontaneous participation. Even if the 
State or party does not propose to enforce ideo­
logical conformity, the unavoidable standardiz­
ing and quantifying propensity makes it prone to 
mistake the machinery of participation for the 
reality. Here the contribution of agents of the 
State must be mainly through self-restraint; they 
cannot prevent organized groups from making 
erratic of dilatory use of their freedom, but they 
can refrain from imposing moulds that require 
them to do so.

As a corollary, they should take care not to 
overburden and confuse local groups by too 
many competing participatory initiatives from 
sectoral public agencies, as is likely to happen 
when the national policy climate spurs agencies 
dealing with education, health, land reform, etc., 
to avail themselves of participation as a tool.

vii) The present endorsement of partici­

pation at the international level as a requisite for 
development means that the international 
agencies are commissioning “experts” in policies 
relating to participation and governments are 
requesting their advisory services. It is natural 
that such experts should be strong believers in 
the virtues of participation and also in the 
necessity of styles of development different from 
those prevailing up to the present. They generally 
base their claim to expertise on services to partici­
patory movements and programmes in their own 
country or elsewhere; over the past three 
decades, community development and related 
programmes have provided abundant oppor­
tunities for promotors of participation to gain 
experience. However, the reports of such 
experts leave one with the impression that a good 
many of them fall into the sort of error on which 
Dudley Seers passes judgement. That is, they 
advise national authorities to embark on partici­
pation on a scale incompatible with the govern­
ment's sources of support or its capacity to create 
and manage complex new institutions.

Alternatively, some groups within the 
machinery of the State —progressive planners 
and specialists in social programmes— are eager 
to undertake bold participatory initiatives and 
welcome the experts’ support, but are unable to 
mobilize decisive political backing for the ini­
tiatives once they encounter serious resistance, 
sabotage, or co-optation by forces having dif­
ferent purposes. By this time, one serious hin­
drance in a good many countries to new participa­
tory initiatives sponsored by public agencies is a 
history of previous initiatives promoted in­
tensively, then starved of resources, quietly aban­
doned, or violently reversed, often with dismissal 
of the functionaries involved and repression of 
the popular leadership called forth. Apparent 
apathy in the face of participatory appeals may 
derive from bitter experience and a more realis­
tic appreciation of the risks than that of the in­
ternational experts and their allies within the 
State.

viii) Exhortations and cautions such as the 
above, directed to the agents of the State rather 
than to the State itself, suppose that the former 
have a certain limited degree of autonomy and 
also a certain capacity to transform their own 
consciousness of their place in the web of con- 
flictive-co-operative relationships between State
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and people. The following quotation sums up the 
perspective from which even the more pro­
gressive agents of the State have commonly 
viewed participation: “The planners ... tended to 
conceive of the ‘the people’ as the only proper 
subject both of their own interventions and of the 
studies related to these interventions; they did 
not find it comfortable to think of ‘the people’ 
and of themselves as parts of a single system 
which might be investigated. ... While it is prob­
ably disagreeable for most people to think of 
themselves as subjects of study, it is probably 
particularly threatening for those who, like 
planners, exercise power in large part on the 
basis of authority derived from a role as technical 
experts. This rationale for authority tends to be 
undercut if the technician is viewed as one more 
actor on the social scene, with his own interests, 
beliefs, biases.

Up to the present, initiatives for participa­
tory research have focussed on “the people’’, with 
the aim of helping them to awareness of their 
place on the social scene and what they can do to 
change it. Recommendable as a last and particu­
larly intriguing “requirement for promoting 
popular participation in development” is partic­
ipatory research among the promotors, the 
agents of the State, so as to help them view them­
selves as actors with their own “interests, beliefs, 
biases”. And, of course, understanding of the 
agents of the State in these terms, as actors with 
ambivalent relationships to the State that em­
ploys them, the organized forces that make de­
mands on them, and the social and educational 
backgrounds that have shaped their conscious­
ness, is crucial to the efforts of the “hitherto 
excluded” to devise more effective tactics of pres­
sure and self-defence.

XI
In conclusion

Let us try to derive from the preceding discus­
sion a few propositions worth debating:

1. The Participation Programme is fully jus­
tified in aligning itself with the efforts of the 
“hitherto excluded” to “increase control over re­
sources and regulative institutions”, and in tak­
ing care not to subordinate its support of these 
efforts to any one conception of the require­
ments of “development” or to the specification of 
a political order within which participation can 
flourish. To the extent to which the Programme 
aligns itself with State policies to “promote” or 
“popularize” participation it risks becoming eva­
sive and apologetic, of confusing its clear alle­
giance and unique contribution with other per­
spectives that serve the interests of power. These 
perspectives are not necessarily illegitimate, but 
other research and advisory programmes can be 
expected to represent them quite adequately.

^®Lisa R. Peattie, “The social anthropologist in plan­
ning”, in Journal of the American Institute of Planners, July 
1967.

2. This first proposition does not require 
identification with an ideology rejecting the State 
and political movements, and expecting the 
Good Society to emerge from the autonomous 
local and occupational organization of the 
“hitherto excluded” or from the renascence of 
endogenous cultural values. We come back to the 
idea of permanent tension and the kind of para­
dox pointed to by Cardoso. The organized 
efforts of the “hitherto excluded” will be directed 
toward resources that can exist and reproduce 
themselves in their present form only as long as 
the excluded remain excluded, and toward in­
stitutions that will always respond bureaucratic­
ally, manipulatively or repressively. Their 
attempts to accumulate countervailing power 
through affiliation with national movements will 
permanently encounter the iron law of oligar­
chy; the propensity of the movements to op­
portunism, sectarianism and delusions of in­
fallibility; and the danger that the power- 
wielding enemies of the movements will strike 
hardest at their most vulnerable supporters. Par­
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ticipation-oriented agencies of the State as well as 
political movements will provide jobs and status 
for better-educated élites and will incur Tolstoy’s 
taunt at those who would do anything for the 
people except get off their backs,

3. Ideally, activities within the Participation 
Programme should help the “hitherto excluded” 
to conduct their encounters with these ambiva­
lent but indispensable allies-antagonists- 
exploiters on the basis of a better understanding 
of the ways in which they can make use of them, 
avoid being used by them, and eventually trans­
form the settings in which the encounters take 
place. The activities should also help the hitherto 
excluded to grasp the wider implications of 
economic, technological, ecological and political 
trends for their struggles to improve their liveli­
hood and achieve a share in power. Thus, as the 
Inquiry into Participation-a Research Approach paper 
asserted, the activities in question should enter 
into the critical study of the State, of the societies 
within which different categories of “hitherto in­
cluded” confront different categories of “hith­
erto excluded”, of anti-participatory structures 
and ideologies, and also of the international 
order. A consideration of this agenda, however, 
leads to the conclusion that our capacity to help 
the hitherto excluded to a usable framework of 
ideas for their struggles is modest and insecure.

4. The main hindrance in the way of offer­
ing a strategic orientation for these struggles is 
the discrediting by recent history of the mobiliz­
ing myths of development and revolution. Real 
transnational capitalist development, after 
transforming the livelihood and expectations of 
the greater part of the world’s population at a 
price that has been too often deplored to need 
elaboration here, seems to have exhausted its 
dynamism and self-confidence. Its extraordinary 
scientific and technological innovativeness con­
tinues almost autonomously, but this impetus 
now seems as likely to generate more intense 
contradictions as to extricate it from stagnation. 
The only aspects of its clouded future that can be 
predicted with some confidence are that the costs 
of its crises will be transferred as far as feasible to 
the “hitherto excluded” as well as the “newly 
excluded”; and that in rich as well as poor coun­
tries the ability of the State to respond through 
services and subsidies to organized struggle over 
the terms of incorporation will shrink. Trends

within societies of “really existing socialism” are 
in many respects different but no less symptoma­
tic of decline in dynamism and creativity, 'fhe 
label of “excluded” may no longer fit the mass of 
their populations, but it is evident that the style of 
development has not satisfied consumption 
aspirations nor hopes for the emergence of an 
innovative socialist culture. Through indebted­
ness, technological borrowing, and agricultural 
lags, their difficulties have become unexpectedly 
dependent on the vicissitudes of the capitalist 
world. Their peoples face the prospect ot in­
tensified austerity and technobureaucratic dicta­
tion in order to cope with faltering economies; a 
prospect less alleviated than before by hope of 
and easier future or faith in centralized plan­
ning. The proposals for endogenous egalitarian 
styles of development different from both the 
above models remain attractive as ideals and are 
very likely the only alternative to catastrophe, but 
the international climate has become even less 
supportive than before. The hopes that at least a 
few national societies would begin to convert 
them into reality have been disappointed. The 
experiences of the few political leaderships that 
have tried to move in this direction have de­
monstrated mainly the limitations of State capac­
ity to transform society or enter into creative 
interactions with an unprepared people.

5. One might go on indefinitely with a litany 
of contradictions and dangers, or one might 
explore the paradoxical ways in which present 
mutations in the world order simultaneously dis­
credit and enhance the importance of theorists 
and technocrats of different schools. One might 
speculate as to whether more varied forms of 
participation (or anti-participation) will emerge 
in the Third World if the capacity of the capitalist 
and socialist centres to serve as development 
models, sources of financing, sources of technolo­
gy and sources of political backing for the forces 
contending for control of the State continues to 
erode, and if socio-cultural mutations in the cen­
tres send ever more contradictory messages to 
the rest of the world. All this, however, does not 
bring us closer to a satisfying answer to the ques­
tion of how activities aligned with the “hitherto 
excluded” can help them to a frame of reference 
for their relations with the State and political 
movements, within prospects so contradictory 
and indeterminate, so conducive to cynically ter­
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roristic repression on the one side and to anomic 
submission or rebellion on the other. Possibly the 
major contribution will be anti-utopian, toward 
recognition of the permanence of tension and 
the imperfection of human institutions. But this

conclusion immediately suggests its opposite: 
that the struggles of the “hithe.rto excluded” can­
not do without utopias if they are to gain enough 
vigour and continuity to alter the balance of 
power.
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Statistical Yearbook for Latin America 1981 (pycKPALyG.
1251), Santiago, Chile, 1983, 727 pages. (Bilingual pub­
lication in Spanish and English.)

This edition o f the Yearbook updates the series kept by the 
ECLAC Division o f Statistics and Quantitative Analysis.

T he first part comprises derived socio-economic indica­
tors (growth rates, participations and coefficients or propor­
tions), which represent a summarized overview o f each 
sphere o f interest and constitute background data permitting 
use o f the information for more specific analyses. In this set 
o f indicators are included those used in the periodic regional 
appraisals o f the International Development Strategy.

In the second part the lime series are given in absolute 
numbers; thus they can be utilized for a wide variety of 
purposes. In most o f the national statistical tables the series 
are related to one and the same topic and arranged in such a 
way as to facilitate comparison between countries and be­
tween them and the regional totals or averages. The only 
exceptions are the balance-of-paym ents and national 
accounts tables, since they have been prepared on a country- 
by-country basis. Furthermore, the national accounts series at 
constant prices include a larger number o f countries, in an 
effort to extend the coverage of the Yearbook to as many as 
possible o f the countries members o f eclac.

Generally speaking, the indicators in the first part o f the 
Yearbook correspond to the year 1960, 1965 and 1970 and to 
the period 1975-1980. T he social indicators are exceptions to 
this rule, being presented as from 1950, with the aim of 
showing the evolution o f each over a longer term. Economic 
indicators are presented from I960 onwards, since the back 
series can be reconstructed from earlier editions o f the Year­
book. Some o f the indicators based on census data are re­
corded  only with resp ect to the years in which the 
corresponding censuses were taken.

T he statiscal series in the second part relate, in general, 
to the years 1960, 1965 and 1970, and to the period from 
1973 onwards. Some social statistics, which are not estimated 
on a systematic basis, are included exceptionally for 1960, 
1965, 1970 and the last year available. Excluded from these 
procedures are census data, which, by their very nature, are 
recorded in specific years. The closing date for the incorpora­
tion o f statistics in this edition o f the Yearbook was March 1982.

creased. Other countries o f the region which have not pur­
sued the policies in question generally look to the countries 
that have done so as international suppliers; the latter offer 
them food products at prices lower than the domestic pro­
duction costs, with the same consequences; a decline in pro­
duction and an increase in dependence.

This study analyses the world food trade, its imperfec­
tions and its impact on the agriculture o f the Latin American 
countries, especially on its weakest sector: that o f the small- 
scale peasant producer. Attention is first focused on the 
agricultural policies of the European Economic Community 
and the United States, the two leading centres o f world pro­
duction and trade in food products, and it is shown that both 
are in the habit o f energetically intervening in the markets, 
applying mechanisms which range from price-fixing to direct 
subsidies to farmers. These policies are directed towards very 
clear objectives, such as the attainment o f self-sufficiency in 
respect o f food products, stabilization o f income in the agri­
cultural sector and the conquest o f a growing share in inter­
national markets.

T he study devotes special consideration to agricultural 
protectionism, which it describes as an important instrument 
used by the central economies for the purpose o f expanding 
their markets, as well as to the increase in Latin America’s 
imports o f basic food products.

T he progressive deterioration o f the region’s self- 
sufficiency in food products directly injures the small peasant 
farmers, engaged in domestic production and supply of agri­
cultural commodities. Not possessing more than about 18% 
o f the total farm land and 7% o f the arable land, they account 
for over 40% of production for the domestic market, their 
contribution being o f special importance in the case of maize 
(over 50%), potatoes (more than 60%) and beans (about 
80%).

The source o f the sharp increase in the region’s food 
dependence is subsequently analysed, and its internal and 
external causes are noted. The former include the lack of 
support that has affected agriculture for domestic markets, 
and among the latter are food aid, the adoption of strategies 
based on comparative advantages, food transnationalization 
in the region and the sale of food products subsidized by the 
developed countries.

The last chapter suggests some guiding principles which 
could be followed by the governments o f the Latin American 
countries with a view to resolving the problems of food pro­
duction and supplies in the region. They include improve­
ment o f the land tenure structure, reform o f the marketing 
system, promotion o f appropriate technologies, control of 
food oligopolies, support for Latin American economic co­
ordination and integration schemes, and formulation o f re­
gional food security plans.

La agricultura campesina y el mercado de alimentos; la 
dependencia externa y sus efectos en una economía 
abierta. "Estudios e Informes de la cepal” series. No. 35 
(e/cepal/g, 1272), Santiago, Chile, 1984, 201 pages.

A brief analysis o f the international food market suffices to 
show that it is controlled by a few central countries; ac­
cordingly, when policies o f great openness to international 
trade were applied in some Latin American countries, far­
mers were left defenceless in face o f this powerful oligopolis­
tic system, with the result that production capacity consider­
ably deteriorated and dependence in respect of food in-

La economía de América Latina en 1982; evolución general, 
política cambiaria y renegociación de la deuda exter­
na. “Cuadernos de la cepal” series, No. 47 (e/cepal/ 
g. 1280), Santiago, Chile, 1984, 104 pages.

In 1982 Latin America was racked by the worst economic 
crisis since that o f the 1930s; in the great majority o f the 
countries o f the region it was reflected in a deterioration of 
almost all the principal macroeconomic variables, Latin 
America’s total product decreased by almost 1 % in 1982, and 
the per capita product fell for the second year running, and 
for the first time in 40 years.
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T he crisis in the region coincided with the culmination 
o f the most serious recession that had beset the industrialized 
economies in almost half a century, which suggests that in 
1981, and above all in 1982, economic trends in Latin Amer­
ica were powerfully conditioned by external constraints. In 
some countries the falling-off in economic activity was also 
due to internal factors linked to the mismanagement of ex­
change and físcal policies or to serious socio-political con­
flicts. It is obvious, however, that the external constraints 
deriving from the international recession helped to cause a 
decisive and widespread slowdown o f economic progress in 
the region. Hence this study begins by summarizing the most 
important changes that took place in 1982 in the world econo­
mic scenario, devoting special attention to the recession, sta­
bilization policies and recovery in the centres, and to the 
external imbalance and recession in the periphery.

It later goes on to analyse the main trends in the econo­
mies o f the region, as regards the economic growth rate, 
global supply and demand, employment and unemployment, 
inflation, wages, foreign trade, the balance o f payments and 
the external debt. In the second and last part of the study, 
exchange policy is examined, together with the process of 
rescheduling the external debt.

Sobrevivencia campesina en ecosistemas de altura (f,/cepal/
g.1267), Santiago, Chile, 1984 (two volumes).

This publication assembles the papers presented at the Re­

gional Seminar on Agrarian Policies and Peasant Survival in 
High-Altitude Ecosystems (Quito, March 1982), jointly orga­
nized by ECLAC, the United Nations Environment Program­
me (uNEP) and the Integrated Rural Development Secretariat 
o f the Office o f the President o f the Republic o f Ecuador.

T he studies in question deal with the following topics: 
the complexity o f peasant life in Andean high-altitude eco­
systems: bases for development policies; Latin American ex­
perience and the peasant challenge; background data on 
agriculture in the Andean countries; the Andean commun­
ity, management o f resources and social differentiation; 
peasant economies and regional economy; economies and 
com m unities o f the E cu ad o rian  A ndes: conceptual 
approaches; demographic processes and the peasant econ­
omy: the case o f Bolivia; fauna management and develop­
ment o f vicuna-breeding in the Andean ecoregions; research 
focused on systems o f peasant agriculture in Ecuador; the 
development o f technologies for small-scale peasant farmers; 
the Andean grazing ecosystem in the highlands o f the central 
Andes; peasant policies and economies in high-altitude 
ecosystems: the case o f Pilahuin, an inter-Andean zone; the 
Andean area o f Chuquisaca: the peasant population viewed 
from the standpoint o f food and nutrition; experiences o f an 
integrated forestry and agriculture rural development pro­
gramme (Programa de Desarrollo Rural Integral Silvoagro- 
pecuario de Cajamarca, Perú); and the development plan for 
the microregion Calca-Urubamba.
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