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This paper was prepared for the group of permanent
representatives of Latin American countries at Uni-
ted Nations Headquarters in New York (GRULA).

It begins by examining the development of
Latin America during the past decade in order to
identify the nature and scope of the main problems
facing the region on the threshold of the 1980s and
studies some economic projections regarding this
new decade,

This prospective analysis emphasizes Latin
America’s need to stimulate the transformation of its
economies and sharply accelerate their economic
growth rate in order to absorb the economically ac-
tive population, and having shown the need for such
advances it appraises their repercussions on the
structure of production and the demands they will
pose in terms of saving, investinent, and the external
resources related to financing and the need to in-
crease exports. In this context it refers to the nature
of the problems which should be dealt with in the
new IDS as regards the restructuring of the world
economy, and lays stress on the importance assumed
by regional co-operation and co-operation with other
developing areas or countries.

The final part of the paper deals, inter alia, with
two aspects of special significance for the new Strat-
egy. It suggests that the regional commissions
should draw up and approve, through their govern-
mental organs, regional action programmes for the
instrumentation and application of the IDS adopted
by the General Assembly, and it enumerates qualita-
tive and quantitative targets and objectives which
might be included in the appropriate chapter of the
Strategy. Although it does not embark on an analysis
of policy measures and does not lay down quantita-
tive targets for Latin American development, it does
provide excellent background information and tech-
nical data for discussion of these issues,

I

Economic and social
development in the 1970s:
Experience and lessons

1. Rate and structure of economic growth:
upward and downward trends

In the 1970s the economic evolution of the
Latin American countries varied significantly
and the rate and structure of their development
underwent radical changes. This evolution ac-
quired considerable dynamism in some coun-
tries and was slower in others, but in general
the process developed from a period of acceler-
ated growth to a particularly weak situation
which gave way, in recent years, to a trend of
moderate recovery, although at the same time
the problems connected with the balance of
payments, inflation and social tensions intensi-
fied in the majority of the countries.

The region attained an economic growth
rate of approximately 6% per year, which is
close to the minimum target established for the
Second United Nations Development Decade.
The population growth rate, however, re-
mained relatively high (an average ot 2.7%), so
that the per capita product rose by 3.2% annual-
ly, thus falling short of the 3.5% growth rate
which was a complementary target of the Strat-
egy for this decade.

These global indicators conceal marked
differences in the countries’ development.
Over half failed to attain an annual growth of
4.5% for their domestic product, and only six
countries achieved a growth equal to or higher
than the 6% target. Significant disparities also
continued to be recorded in the countries’ rates
of population growth. Accordingly, marked
changes took place at the regional level with
respect to the countries’ economic and demo-
graphic importance, stage of industrialization,
and economic, financial and technological ca-
pacity.

The process of transformation of the agri-
cultural economy continued to make progress,
with increasing modernization and diversifica-
tion of production and crops. Nevertheless, the
average growth of production did not exceed its
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historical trends. The levels attained by the
region as a whole in 1978 show an average
annual growth of slightly under 3.5% with re-
spect to 1970, which is less than the 4% target
established in the Strategy for the decade.
Here, too, there were obvious differences in
the countries” development, since while the
majority fell short of the target, seven countries
attained or even surpassed it.

Neither did the region as a whole attain the
8% target laid down for manufacturing produc-
tion. The fluctuations in the growth rate of man-
ufacturing —its expansion in the early 1970s
and its slower growth in the last few years—
were more marked than those recorded in over-
all growth.

The level of industrial production in 1979
represented an annual growth of only just over
6.5% with respect to 1970, and not more than
three countries attained or exceeded the 8%
target established in the Strategy for the Sec-
ond United Nations Development Decade. Far
more accelerated growth was recorded in the
first four years of the decade —i.e., 8.6% annu-
ally, although this was heavily concentrated in
two or three countries— but in the last four
years the growth rate declined sharply. In

short, if the trends throughout the period are .

reviewed, it may be concluded that the rate of
industrial development was relatively slow in
the majority of the countries, above all if ac-
count is taken of the present stage of Latin
American development,

The dynamism and production and tech-
nological changes characterizing economic de-
velopment in the post-war period are clearly
seen from the rise in the consumption of energy
and the changes in its primary sources. Over
the long term (1950-1975) the total consump-
tion of energy of the region as a whole grew ata
rate of approximately 5.5% annually, i.e., simi-
lar to the gross domestic product. The con-
sumption of commercial or modern energy,
however, experienced a much more rapid in-
crease than the domestic product, since its rate
of growth was close to 7% annually. This was
due to the important changes that took place in
the sources of energy as a result of their own
technological development, and particularly to
the structural changes in production and do-
mestic demand which have accompanied eco-

nomic development, In 1950, production from
the traditional non-commercial sources for the
region as a whole represented nearly 40% of
total consumption, while in 1976 it represented
only about 15%.

In contrast with what occurred in the case
of consumption, the production of commercial
energy grew by only 4% annually in the period
1950-1975. As a result of this uneven develop-
ment, the region saw its exportable surpluses
diminish in relative terms. Thus, in 1950 Latin
America consumed in the form of petroleum
products 27% of its petroleum production and
17% of its output of natural gas. In 1975, how-
ever, the proportions had risen to 57% and 43%,
respectively. Accordingly, while the region
continued to be a net exporter of fuels, the
trend shows a rapid decline in its exportable
margins, although later the situation changed
somewhat, with the appearance of new exports
flows, mainly from Mexico. The situation and
prospects differ widely from one country to
another, influenced in particular by the consid-
erable share of hydrocarbons and the part play-
ed by imports in the supply of domestic needs.

The course of the world economy, and par-
ticularly the evolution of the industrial coun-
tries with which Latin America maintains the
bulk of its external relations, especially influ-
enced the rise and fall of the economic growth
rate of the Latin American countries. The de-
velopments and serious problems affecting the
world economy have marked effects and reper-
cussions on the economic situation and pros-
pects of the countries of the region. To recall
this, even if only in brief outline, is of particular
interest in order subsequently to present cer-
tain reflections concerning the preparation of
the Strategy for the next decade.

In the first four years of the 1970s the econ-
omy grew at an accelerated pace and the region
as a whole attained an annual rate of approxi-
mately 7.5%. Some singularly important dy-
namic factors were, on the one hand, the na-
tional policies directly aimed at stimulating
economic growth and, on the other hand, the
buoyant external demand deriving from the fa-
vourable evolution of the developed countries’
economies up to 1973, Another factor contrib-
uting to this process was the improvement in
the terms of trade and a more flexible availabili-
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ty of external financing than that recorded in
the previous decade.

In 1974 the Latin American economic situ-
ation and the evolution of the world economy
changed substantially. The oil-exporting coun-
tries benetited from a further increase in prices,
which was reflected in a rise in their real in-
come and an increase in their external purchas-
ing power. In contrast, the non-oil-exporting
countries had to face weaker external demand
due to the economic recession in the develop-
ed countries, while also suffering a deteriora-
tion in their terms of trade. During that year,
however, they continued to expand their in-
vestment and domestic product, and further in-
creased their imports, thus incurring a substan-
tial deficit on the current accounts of their bal-
ances of payments which was partly covered
from their monetary reserves and partly from
external financing.

In 1975, the worsening of external condi-
tions was reflected in a significant drop in the
external purchasing power of the Latin Ameri-
can countries and, in spite of the contraction in
imports, the balance-of-payments current ac-
count deficits rose above the previous year’s
figures. The rate of economic growth fell dras-
tically to only 3%, i.e., practically the same as
the population growth of the region as a whole.

The three-year period 1976-1978 was char-
acterized by a process of recovery, but even so
the economic growth rate of around 4.5%! an-
nually was one of the lowest in the last three
decades. Growth has been uneven in the vari-
ous countries: there have been some situations
of comparatively higher growth, contrasting
with others showing a more unfavourable evo-
lution.

During this period, many countries affect-
ed by balance-of-payments problems strove to
adjust or control their domestic demand. They
promoted and succeeded in appreciably in-
creasing their exports, while they contained
and even reduced the absolute levels of their
imports in an attempt to diminish the external
imbalance. These measures are now more dif-
ficult to implement, since they would have

11t should be noted that the gross domestic product for
1979 is expected to increase by around 6.5%.

more serious effects on the rate of investment
and domestic production, while at the same
time the balance-of-payments position has also
become more inflexible because of the in-
crease in financial services and the remittances
of interest and profits on the cumulative debt
and foreign investment, added to which is the
higher cost of imports due to inflation in the
industrial countries and the higher oil prices
for importing countries.

In brief, the interrelationships and degree
of dependence recorded by the Latin American
economies with respect to the course of the
world economy, and in particular that of the
industrial countries, are to a certain extent re-
flected in the parallel evolution of the econom-
ic growth rate of Latin America and of the in-
dustrial countries as a whole, above all since
the middle of the 1960s. The indicators of the
domestic product coincide in showing for the
industrial countries and for the various groups
of Latin American countries a relative rise up to
1973, a sharp fall in 1975 and a subsequent
recovery. The statement of this fact is not in-
tended to suggest a simple and immediate
causal relationship. Among other aspects, there
are powerful autonomous forces and factors in
the Latin American process and the structural
conditions have changed considerably with re-
spect to the past. This same comparative analy-
sis shows in the context of those interrelation-
ships the singular evolution of the oil-exporting
countries, the deferment until 1975 of the im-
pact of the unfavourable external factors on
Latin America’s economic growth rate, a smal-
ler drop in the rate than might have been ex-
pected from past experience, and the fact that
within the context of the fluctuations describ-
ed, Latin America’s rate of economic growth
tended to remain at a higher level than that of
the industrial countries, without any contrac-
tions in its absolute level.

2. Changes in the structure of external
economic relations

During the 1970s there were radical changes in
Latin America’s form of integration in the
world economy and the process of internation-
alization and closer links with industrial mar-
ket-economy countries has been intensified.
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Transnational corporations have played a pre-
dominant role in this process, as also have pri-
vate international banks, owing to the impor-
tance they have attained as a source of external
financing for the Latin American countries.
Governments, for their part, have promoted
policies of opening up to the exterior in the
various economic, financial and technological
aspects. Specific expressions of the new struc-
tural relations are found in the rate and compo-
sition of exports and imports, which represent
significant changes in the structure of econom-
ic growth, changes in the sources of financing,
and in the high levels of external indebtedness.

Transnational corporations play an impor-
tant part in manufacturing production. They
predominate in the more dynamic key sectors
which are also making more rapid technologi-
cal progress, in particular in the chemical, basic
metals, metal manufactures and machinery and
motor-vehicle industries. They have less par-
ticipation in the traditional industries, where
national enterprises play a more important role.
Their operations are mainly directed towards
the domestic market and to a lesser extent to-
wards exports. A significant proportion of the
imports, external financing and absorption of
technology by the countries of the region is
channelled through the transnational enter-
prises sector.

It is estimated that in 1975 the cumulative
investment of the Organisation for Economic
Co-operation and Development (OECD) coun-
tries in Latin America was close to 40 billion
dollars and sales by transnational corporations
represented some 80 billion dollars.

The growth rate of exports has tended to
rise since the middle of the 1960s, partly as a
result of the deliberate promotion policies of
the Latin American governments and in partic-
ular because of the course of external demand.
Nevertheless, the region as a whole was far
from achieving in the 1970s the target of slight-
ly over 7% established for the Second Develop-
ment Decade,

Exports experienced a dual process of di-
versification. Exports of manufactured prod-
ucts increased and for the region as a whole
came to represent 20% of total exports, al-
though this was not a uniform trend and tended
to be concentrated in the large and some of the

medium-sized countries. This was accompa-
nied by a process of diversification of the indi-
vidual countries” exports of basic commodities
or the establishment of new flows of agricultur-
al and mining products which have gradually
acquired considerable importance. Thus the
effects of industrialization and of the produc-
tion changes which have been taking place in
the national economies for some time past have
begun to yield results in terms of Latin Ameri-
can exports.

A movement towards greater liberalization
of imports has been observable since the end of
the 1960s, and in many countries this consti-
tutes a new phase of economic poliey, clearly
different from that prevailing in the 1950s and
the early 1960s. Imports grew vigorously and
their coefficient with respect to the domestic
product tended to increase. These trends were
interrupted in recent years owing to the serious
balance-of-payments problems.

The composition of imports shows charac-
teristics which are of special significance for
prospective analyses. First the major propor-
tion comprises intermediate products, fuels
and capital goods: thus, total demand for im-
ports is closely linked with the course of do-
mestic production and investment. Secondly,
the value of imports of fuels, lubricants and
other petroleum products has risen appreciably
in most countries as a result of increased exter-
nal supplies and higher costs, and absorbs an
increasing proportion of current foreign ex-
change receipts.

In the inflationary context dominating the
world economy, the evolution of prices of basic
commodities and manufactures has been far
from uniform among the various items and
branches composing them: thus, the changes in
the terms of trade have had effects of varying
intensity and notably different results in the
countries of the region. It is a well-known fact
that during this decade the oil-exporting coun-
tries have raised their average terms of trade
above the markedly depressed levels recorded
in the 1960s. The non-oil-exporting countries,
for their part, have shown diverse trends. The
terms of trade have been distinctly unfavour-
able for some medium-sized and small coun-
tries and less unfavourable for others. If the
whole group of non-oil-exporting countries is
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considered, it will be seen that the improve-
ment in the terms of trade favoured them for a
relatively short period, particularly in the two
years 1972-1973, but the position of this group
of countries subsequently deteriorated and the
index of the terms of trade in goods and services
recorded a level very similar to the average for
the 1960s, which in its turn represented a dete-
rioration with respect to the levels of the pre-
vious decade.

Far-reaching changes have taken place in
Latin America’s external financing. This refers
to the amount and composition of financing
according to its sources. The balance-of-pay-
ments current account deficit for the group of
non-oil-exporting countries has increased con-
siderably, reaching an average for the 1970s of
3.2% of the gross domestic product: a much
higher proportion than the average of 1.9% re-
corded in the previous decade.? The inflow of
external funds, however, tended to exceed the
current account deficit in many countries and
contributed to the growth of foreign exchange
reserves.

The other notable fact is the transcenden-
tal change that has taken place in the sources of
financing. In the 1950s and the early 1960s,
most of the funds entering Latin America con-
sisted of official long-term capital and, in part,
direct investinent; in recent years, however, a
large proportion has consisted of short- and
medium-term loans from private banking and
commercial sources, at increasing rates of inter-
est. The level of commitment represented by
external financial services with respect to na-
tional income and the current value of exports
has therefore risen.

The nature of these financial flows and the
situations of indebtedness created constitute
factors of uncertainty and instability as regards
their future prospects, above all if it is taken
into account that they have so far made it pos-
sible to cover import needs which would other-
wise have been more restricted, with an ulti-
mate impact on the rate of economic growth
and investment.

The result of this process has been an ap-
preciable increase in the external debt, which

2Percentages estimated on the basis of figures expres-
sed in dollars at 1975 prices.

rose from some 10 hillion dollars in 1965 to
about 100 billion at the beginning of 1979. In
short, a situation of external vulnerability has
gradually arisen, which has special signifi-
cance in the analysis of development policy
prospects and guidelines.

Although the economic integration agree-
ments, with the exception of the Andean
Group, have met with difficulties and in the
majority of cases have failed to achieve the es-
tablished goals and objectives, important prog-
ress has been made in multinational infrastruc-
ture investment, particularly in the energy
field, as well as in the expansion and diversifi-
cation of intra-regional trade.

The proportion of total exports destined to
other countries of the region has increased. Re-
ciprocal trade has a bigger content of industrial
goods, especially intermediate products and
capital goods, and in some sectors these flows
represent an important growth factor.

Certain technological flows have also been
promoted between countries of the region, al-
though this is far from representing a substan-
tial change in their heavy technological depen-
dence on the industrial countries.

3. Persistence of social problems

In most countries the high rate of population
growth was maintained through the 1970s, al-
though it tended to diminish in the latter years.
In contrast, the growth of the labour force ac-
celerated as a result of the population trends in
previous decades and the greater participation
of women in economic activities. The process
of rural emigration continued and urban con-
centration was intensified, with its immediate
effects in terms of the availability of manpower
and increased pressure on the physical and so-
cial infrastructure of the cities.

The heterogeneity which has character-
ized the structure and development of the
Latin American economies, and particularly
the structure of the industrialization process,
does not seem to have diminished during the
decade. The incorporation of modern technol-
ogy appreciably helped to increase production
but had a limited spread, so that in this stage of
Latin American development the differences
in productivity between various segments of
production have persisted or even increased.
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To this heterogeneity inherent in the urban
area has been added a growing differentiation
in the productivity of the rural area. Here, the
development of modern agricultural enter-
prises, in a setting where the traditional rural
economy changes slowly, has been reflected in
marked inequalities in the productivity of the
various systems of farming, with income distri-
bution implications which may easily be imag-
ined.

In the context of this economic and social
process, employment problems and the magni-
tude of the poverty situations have not been
attenuated either: in fact, everything seems to
indicate that they may have been aggravated,
particularly as a result of the slowing down of
the economic growth rate recorded in many
countries in the last few years. Various studies
around 1970 indicate that the total underutili-
zation of manpower may be estimated at the
equivalent of about 30% of the total economi-
cally active population, and that one-fifth of
such underutilization represents open unem-
ployment. Furthermore, there are impressive
differences in household income between the
various social sectors, the share of a large mass
of the population in national income being
minimal.

This brings out the magnitude of the pov-
erty situation, since estimates {(also for the be-
ginning of the decade) indicate that —with
substantial differences between countries—
the region as a whole records 40% of all families
as affected by situations of extreme poverty,
and nearly half of them could be regarded as
indigent.

The evaluation of the social process pre-
vailing in Latin America could therefore be
summarized in the following concepts expres-
sed in resolution 386 adopted at the eigh-
teenth session of CEPAL: “The far-reaching
social changes which have accompanied the
prevailing process of economic growth in the
region have helped to shape societies which
are unjust and highly polarized, with increas-
ing social differentiation and extremely un-
equal distribution of the benefits of growth”.

4, Final considerations

The review of economic and social develop-
ment in Latin America, some of whose salient

features have been set forth briefly abuve,
stimulates certain reflections which it is useful
to note in connexion with the discussion being
held on important aspects of the new Interna-
tional Development Strategy. In this schematic
document, special reference is made to the
economic growth potential, the need for the
expansion of trade, essential aspects of the re-
gion’s external vulnerability and, finally, the
equitability and social content of the develop-
ment process.

The region as a whole showed itself to pos-
ses real growth capacity which enabled it to
expand at an average rate of 7.4% in the period
1970-1974, although it must be recognized that
considerable differences existed between one
country and another. If it is taken into account,
however, that many countries grew at low rates
which were undoubtedly lower than they
might have attained, it would seem safe to say
that the region has a considerable economic
growth potential.

Experience during this period showed that
when external conditions are favourable the
region is capable of promoting a dynamic and
large-scale process of investment and eco-
nomic growth. This is not a new feature, but it
acquires special significance in this new stage
of economic development attained by Latin
America, because of the projections it may have
within the framework of a new structure of the
world economy, and because of its capacity to
give greater weight to the social aspects of the
development process.

The nature and extent of the effects pro-
duced by the evolution of the world economy
and particularly the growth rate of the indus-
trial countries on the economic growth of the
countries of the region was evident. This is
explained by the important role played in the
context of the structure and factors of economic
growth by external demand, the terms of trade,
the supply of essential products required for
economic growth and the availability of financ-
ing for increasing external purchasing power. It
is therefore suggested that clear objectives be
established in this connexion, and experience
has shown the need to provide the internation-
al machinery necessary to take care of situa-
tions created by unfavourable external factors
beyond the countries’ control, such as the
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adverse effects of recession and fluctuations in
the world economy. The Strategy for the Sec-
ond Development Decade did not consider
this aspect because it was based essentially on
the premise of sustained growth of the world
economy.

It is clear that the region needs expanded
external trade and financing in consonance
with its economic development goals. Within
the context of the structure of external rela-
tions, particular importance attaches to the de-
velopment of active trade with the developed
countries, with which the region currently con-
ducts two-thirds of its trade. It depends on
these countries for supplies of basic inputs,
capital goods and technology, which are essen-
tial for carrying on the process of production
changes and, in particular, industrialization
plans. Accordingly, access under satisfactory
conditions to the developed countries’ markets
which will facilitate the growth of exports of
basic commodities, semi-manufactures and
manufactures is an essential requisite for accel-
erating growth., Of course, regional co-opera-
tion and the expansion of reciprocal trade are
also essential requisites, but they cannot be
considered as substitutes for the first. Both
strategies should be envisaged as comple-
mentary objectives, above all in the period
covered by the 1980s.

These objectives, which are consistent
with the national policies that have gradually
been consolidated in the sense of promoting a
development strategy with an increasing de-
gree of openness to the exterior, come up
against opposing or decidedly unfavourable
trends and policies on the international scene,
particularly in the central industrial countries.
These are widespread inflation and unstable
commodity prices, which ultimately lead to a
deterioration in the terms of trade to the extent
that they are not counteracted by rises in Latin

America’s export prices; the restrictive policies
and prospects of recession or slow economic
growth in the industrial countries, which limit
external demand; and the resurgence of pro-
tectionist measures which hamper or impede
proper access to those countries” markets, ad-
ded to which is the rise in the prices of fuels for
importing countries, ‘

This situation becomes even more com-
plex because many countries of the region have
accumulated substantial amounts of external
indebtedness and the servicing of this repre-
sents high proportions of the value of exports,
so that in some cases it will be difficult to ex-
ceed certain limits in respect of the debt unless
current export earnings increase appreciably.
It is clear, therefore, that the acceleration of
Latin America’s economic development is
likely to face serious difficulties if such trends
persist in the world economic situation. In
these circumstances, the need for a vigorous
regional co-operation policy once again arises
in a new context.

The government appraisals made in
CEPAL (Quito, Chaguaramas, Guatemala and
La Paz) repeatedly make two fundamental
comments on the styles of development pre-
vailing in the region. One is that the develop-
ment process fails to incorporate the whole
mass of the population, and the other is that the
benetits of economic growth are not equitably
distributed. This situation will tend to get
worse with the acceleration in the growth of the
labour force. It will therefore be necessary to
suggest strategies and policies on a more in-
tegrated basis and to promote structural and
institutional changes which will lead to a new
orientation of the development process, with a
view to giving this wider social repercussions,
increasing employment, improving income
distribution and eradicating situations of ex-
treme poverty within a reasonable period.
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II

Economic development projections for the 1980s:
the growth rate and the external sector

L. Growth in population and in the labour
force and the need for more rapid
economic growth

Future changes in the population, its composi-
tion and location and their repercussions on the
labour force are of special importance in exa-
mining the basic objectives of the development
strategy, especially because of the magnitude
of unemployment and underemployment, the
extent of poverty and the highly unequal dis-
tribution of income which prevails in the
countries of the region.

The rate of population growth has ac-
celerated in the past three decades, reaching a
peak at the beginning of the 1970s. In recent
years a decline in the high rate of population
growth has begun, and has become quite sub-
stantial in some countries. This is the result of
the economic and social changes and transfor-
mations characteristic of this stage of Latin
American development, which are taking place
at the same time that more favourable official
and private attitudes to the adoption of po-
pulation policies are developing. It is esti-
mated that the present population growth rate
of 2.7% a year will gradually decline, with an
accentuation of this trend towards the end of
the century, though even then the rate will still
remain relatively high, probably slightly over
2% a year. In this way, it may be expected that
the population of the region will increase by
more than 100 million in the 1980s, from 360
million to 470 million, reaching a figure of
around 580 million by the year 2000, according
to available estimates.

In the next twenty years the marked differ-
ences in demographic processes which have
been observed between the countries of the
region will make themselves felt even more
strongly. A group of countries comprising Ar-
gentina, Chile, Cuba and Uruguay will con-
tinue to record a decline in their population

growth, and their population will increase by
between 0.9% and 1.5% a year. The absolute
totals for the rural population will fall, while
the labour force will expand substantially faster
than the total population, tending to decline to-
wards the year 2000.

Another group of countries, comprising
Ecuador, Mexico and the majority of the
countries of Central America, will maintain
vigorous population growth, with annual rates
of 3% or more for the total population, even
though in some of them these rates will be
lower than those of recent years. These
countries will continue to experience strong
growth in the urban and rural population, and
the labour force will grow more rapidly than
the total population,

Finally, a third group of countries, which
includes Brazil and Colombia, among the
countries with larger populations, show trends
of an intermediate type. There will be appreci-
able drops in their population growth rates, but
on the other hand growth of the labour force
will rise to around 3% a year or even more.

The spatial distribution of the population
will continue to change rapidly, and both indi-
vidual population centres and the structure of
Latin American societies will acquire new fea-
tures. The growth rate of the rural population
will tend to fall, and in the demographically
less dynamic countries the rural population
will contract in absolute terms. By the year
2000, about 80% of the population of the region
as a whole will be urban, and two-thirds of the
total population will live in towns of over
20,000 inhabitants. In all the countries the rural
population will make up less than half of the
total, and the degree of urbanization will be
much higher than the average in the southern
countries.

This growth in the population and change
in its distribution will have serious economic,
social and political repercusions. Firstly, there
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will be a considerable expansion of potential
and actual demand for goods and services,
especially if efforts are made to achieve
specific objectives as regards improving the
living conditions of all sectors of society and
reducing or eradicating situations of poverty
and indigence within a reasonable period of
time. Secondly, the spatial changes in the
population will lead to profound changes in the
form, size and relative importance of the urban
and rural strata of Latin American societies; in
particular, the growth of the urban population
will exert strong pressure on the physical and
social infrastructure. Thirdly, there will be a
shift in the problems of unemployment and
underemployment from the rural areas, with
increased impact on underemployment and
marginal or low-productivity occupations in
the urban areas, to the extent that development
strategies and policies do not satisfactorily
tackle these problems. Fourthly, it is also clear
that this population increase could broaden
and diversify the markets of the Latin American
economies if succes is achieved in promoting a
dynamic process of absorption of the labour
force in production, raising per capita income
and improving income distribution.

The explosive growth which will take
place in the economically active population un-
doubtedly represents an exceptional challenge
for development strategies and policies. An-
nual growth rates in the labour force of around
3% or even more, deriving from the age
structure of the population and the greater
participation of women —factors which will not
be modified in the immediate future even if the
decline in population growth is greater than
expected— are extremely high, and give rise to
an employment problem which is very dificult
to solve and which is aggravated by the high
levels of present unemployment and underem-
ployment of the active population.

There will be a need, accordingly, for a
form of economic development which is sub-
stantially more dynamic than that recorded in
the region as a whole in the past, and much
more so, of course, than that which has been
achieved in recent years. It should not be
forgotten that as economic growth accelerates,
so does the increase in the product per emp-
loyed person, because of the progress which

must be recorded in the introduction of new or
modified forms of production. As is well
known, there is a trend towards an increase in
the capital required per person employed, as
well as a sharp rise in the volume of output
which is needed to absorb the same quantity of
labour,

2. The requirements posed by more rapid
economic growth

(a) Scenarios of Latin American economic
growth. The saving and investment re-
quirements and the sectoral structure

In order to pursue its analysis of development
strategies and policies, CEPAL is carrying outa
programme of prospective studies covering the
1980s and, as far as some aspects are concerned,
extending to the year 2000. At this stage the
study is being carried out on the basis of a
macroeconomic analysis covering most of the
countries of the region. The analysis examines
three economic growth scenarios: one based on
historical trends, one on moderate acceleration
and the third on increasing acceleration.

For the region as a whole these scenarios
give economic growth rates ranging from 6.3%
to 8% per year. It must be clearly understood
that these are not forecasts, but form part of a
study whose basic aim is to supply inputs for
the analysis of the problems and the clarifica-
tion of certain aspects related to the nature and
magnitude of the objectives which must be
pursued by development strategies in relation
to the acceleration of the growth rate for the
néext decade.

The scenario based on past trends (6.3%)
represents a weighted average of the historical
rates of growth of the gross domestic product
recorded by each of the Latin American
countries since the war. The most dynamic
scenario (8%), for its part, has been designed to
examine first and foremost the requirements in
terms of economic growth and transformation
of production which would be implied by the
Lima industrialization target® and greater ab-

3“Lima Declaration and Plan of Action on Industrial
Development and Co-operation”, Second General Conter-
ence of the United Nations Industrial Development Organ-
ization, Lima, March 1975,
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sorption of the labour force. In this context, the
“moderate acceleration” scenario falls in an in-
termediate position. This is the scenario which
is studied below.

For the region as a whole this scenario
implies a growth rate in the gross product of
about 7.5% a year. Consequently, it represents
higher growth than the scenario based on long-
term historical trends, for each of the countries
considered, but as a whole would mean relative
economic growth roughly equal to that re-
corded by Latin America in the first four years
of the 1970s. However, it should be em-
phasized that during that period growth was
principally concentrated in two or three
countries, while the scenario under considera-
tion assumes a more rapid growth rate in all the
countries.

Achievement of this growth target would
require a high level of dynamism of invest-
ment, the coetficient of which in relation to the
product would have to rise to over 25%. In
principle it is estimated that this would not
represent an insurmountable obstacle, because
the region has, especially in its boom period,
provided evidence of its capacity to promote a
very substantial investment process. Domestic
saving would have to rise appreciably if —as
would be desirable— external financing were
limited to reasonable proportions vis-g-vis in-
vestment, the product and exports.

However, it should be noted that the con-
ditions and performances outlined in this
scenario vary from one country to another, and
there are many cases where a more rapid
growth rate calls for much greater relative in-
creases in investment and domestic saving
—and, accordingly, a more intensive effort—
than in other cases. It is also evident that the
relative importance of external financing com-
pared with the levels of the product and of
investment would likewise be substantially
different from one country to another.

In this growth scenario, industrialization
would acquire a relatively high level of
dynamism and its annual growth rate would be
slightly over 8.5%. This implies a much more
rapid and thoroughgoing process of industrial-
ization than in the past. It will be necessary to
include new activities with higher technologi-
cal content and greater investment of capital in

the essential intermediate products and capital
goods branches. In this new stage, industrial-
ization will have to take place in the best possi-
ble conditions of economic efficiency, since
the achievement of this growth scenario calls
for substantial expansion of trade in man-
ufactured products among the countries of the
region and exports to the markets of the de-
veloped countries and other developing areas.

The agricultural sector will also have to
expand more rapidly. The macroeconomic pro-
jections drawn up on the basis of the historical
ratios observed in the various countries be-
tween the product of the agricultural sector and
the gross domestic product indicate, for the re-
gion as a whole, an annual agricultural growth
rate of about 4.2%. More specific and detailed
studies carried out in the Joint CEPAL/FAO
Division, using the methodology and technical
information supplied by FAO, give a similar
rate of 4.3% per year, on the basis of a growth
rate in the domestic product of about 7.5% and
specific assumptions concerming external trade
in agricultural products.

Project 2000 drawn up by FAO presents a
normative scenario of economic development
for Latin America which implies for the region
as a whole a 6.9% growth rate in the product in
the 1980s and a rise 0f4.1% in gross agricultural
output. Naturally, this rate would be slightly
higher using an economic growth scenario with
greater dynamism, such as the one considered
in this document.

It is not easy to indicate accurately the de-
gree of comparability between the projections
produced by the macroeconomic model and
the other two projections referred to, which
relate to gross sectoral output. However, they
all agree that the (gross) growth rate in ag-
ricultural output consistent with the economic
development scenario under consideration
would have to be somewhat over 4% a year.
This implies a fairly substantial degree of ac-
celeration over the historical trends and over
the trends of the present decade, which, ac-
cording to national accounts statistics, reflect
growth of about 3.5% a year. The FAO series on
gross output indicate slower growth: the 1978
levels of output imply an annual cumulative
rate of 2.9% compared with the average for the
three years 1969-1971.
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This increase in agricultural output in the
region is essential to meet the growth in
domestic demand resulting from the expected
growth in income —which would be still
further intensified if targets were laid down for
the eradication of extreme poverty or situations
of indigence— and the need to meet at the same
time the objectives of increasing exports of ag-
ricultural products and reducing imports from
outside the region.

Various studies provide data which de-
monstrate the feasibility of more rapid growth
in agricultural output. The greater dynamism
would have to be achieved through greater re-
course than in the past to raising the productiv-
ity of the cultivated land; however, increases in
area will continue to be an important factor in
raising output from this sector.

Analysis of energy requirements is a prob-
lem of special concern, because of the major
impact they have on the technological and
economic policy strategies of the development
process. In present circumstances energy is of
course a key aspect which must even be taken
into account in assessing the feasibility of the
scenarios themselves, in view of the basic and
complementary nature of energy as a factor in
the production of goods and services, to such a
point that it is one of the defining features of the
style of development of this industrial age.

Naturally, this examination must refer to
the concrete situations in each of the Latin
American countries. In this regard there are
few comprehensive prospective studies of a
technological and economic nature, and the
overall analyses of projections which the sec-
retariat has undertaken are still being pre-
pared. However, a few general observations
can be made to illustrate the nature and
magnitude of the energy problem in relation to
Latin American economic growth.

As was explained in the previous chapter,
total energy consumption measured in terms of
the use of primary sources increased over the
postwar period at an average rate of about 5.5%
a year; in other words, for the region as a whole
energy requirements grew at the same rate as
the domestic product. Much greater growth
was recorded in commercial energy (almost 7%
a year), because of the replacement of tradi-
tional sources.

As aresult of the increases currently occur-
ring in the real prices of hydrocarbons, which
for the region as a whole make up more than
60% of total energy supplies, it may be ex-
pected that the elasticity of demand vis-q-vis
the product will tend to fall and that deliberate
policies will be applied to restrain energy con-
sumption in specific sectors or for specific
purposes. At the same time, however, it is clear
that the rate of economic growth and the
dynamism of the productive and technological
transformation which would accompany the
economic development scenario under consid-
eration in fact imply an appreciable increase in
the product per person employed and a greater
input of energy, in line with familiar technolog-
ical patterns. As a result, unless other styles or
scenarios of development are conceived, it may
be assumed that, despite any economies which
may be achieved, energy needs will rise faster
than in the past and will tend to double within
10 to 12 years under the economic growth
hypothesis of 7.5% a year.

In view of the uncertain prospects ahead as
far as energy supplies are concerned, it is worth
analysing whether the conditions prevailing in
the countries of the region in this regard will
make it possible to meet the requirements re-
ferred to. Only a few general aspects of this
issue will be mentioned here.

It should be noted that the region as a
whole is a net exporter of energy to the rest of
the world. However, as was pointed out in
chapter I, the exportable balances have been
declining. In recent years this situation has
tended to change somewhat with new flows of
exports, principally from Mexico. The studies
on this subject must be updated, since there is
much uncertainty concerning the evaluations.
At present no more than five countries are
genuine net exporters of hydrocarbons, while
all the others are net importers, although they
display widely varying degress of external
dependence.

A variety of situations exist at the national
level. On the one hand, the oil-exporting
countries have strengthened their financing
capacity and, as their terms of trade continue to
improve, their opportunities for more rapid
economic growth will broaden still further. On
the other hand, the non-oil-exporting countries
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face a variety of prospects. In some, the import-
ance of external fuel supplies in relation to pro-
jections of total demand, and the size of fuel
costs compared with current income in foreign
exchange, are relatively small. Their demand
for imports of hydrocarbons will tend to grow at
different rates depending on the development
of domestic production and the results of the
energy measures and policies adopted. Their
balance-of-payments problems may worsen,
but they are very unlikely to prove an in-
surmountable obstacle or to do any more than
other factors to hamper progress towards the
target of more rapid economic growth. In con-
trast, there is another large group of countries of
various sizes where the degree of dependence
and the relative importance of the cost of im-
ports are much greater, and constantly growing.
In this group there are many cases where the
energy problem is becoming extremely im-
portant, and where economic growth scenarios
cannot be considered independently of energy
prospects and programmes. In these countries,
economy in the use of energy, the replacement
of hydrocarbons by other conventional and
non-conventional energy sources, the reduc-
tion of dependence on petroleum imports and
the expansion of exports in order to increase
external purchasing power must be regarded as
inescapable objectives of the development
strategies and policies. The need to tackle,
within a framework of regional co-operation,
the problems of the balance of payments and of
access to a stable supply of energy which are
facing the countries most seriously affected by
the energy shortages was recognized by the
Extraordinary Meeting of Ministers of OLADE
(Costa Rica, 6-8 July 1979) in the “Declaration
of San José”: “A lasting solution to the present
crisis calls for immediate and continuing efforts
to increase the supply and diversify the sources
of energy, and to rationalize demand. How-
ever, because of the specific characteristics of
the sector, these actions can only bear fruit in
the medium and long term. Accordingly, it is
urgently necessary to seek machinery to guar-
antee in the short term a stable supply of energy
to the developing countries which at present
import it}

Paragraph 6 of the Declavation of San José,

“In the short term, there is an urgent need
to deal with the problems arising from the seri-
ous balance-of-payments situation being ex-
perienced by some oil-importing countries of
the region. However, this should not mean ig-
noring long-term programmes to attack the
structural roots of the present situation: basi-
cally the poor progress made in the exploitation
of local energy sources both in relatively less
developed countries and in countries at an in-
termediate level.””s

This growth scenario implies a substantial
sectoral and technological transformation of
the economies of the Latin American countries.
According to it, the share of the agricultural
sector will fall appreciably, while that of the
manufacturing sector will rise. The dynamism
of this process and the levels of the indexes of
the sectoral breakdown of the product will vary
between countries, and these will continue to
record substantial differences in degrees of de-
velopment over the next 20 years.

This scenario is also characterized by a
sharp increase in the product per person em-
ployed, which indicates the strong process of
technological transformation which would
spread through the national economies. This
aspect applies to almost all the various groups
of countries. It is more intense in the man-
ufacturing sector compared with the ag-
ricultural sector and the economy as a whole.
This disparity in the growth of productivity be-
tween and within the economic sectors raises
serious problems which will have to be taken
into account in formulating policies to improve
the distribution of income.

Despite the rise in the productivity index-
es, the greater dynamism of the economy will
be reflected in a higher level of absorption of
the labour force, which, for the region as a
whole, could actually equal the increase in the
economically active population. Even so, how-
ever, this would not solve the problem of un-
employment in a relatively short period, be-
cause of the extent of underemployment and
open unemployment. Nevertheless, improved
levels of productivity and income would be
promoted for that segment of the population.
The structure of employment would have to

SParagraph 19 of the Declaration of San José.
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undergo substantial changes, not only as re-
gards its sectoral distribution, but also as re-
gards its breakdown in terms of the nature of
the occupations and their degree of skill, This
raises the question of the training needs of the
economically active population, which must
also be examined.

(b) Import requirements

In most of the countries of the region, from the
end of the 1960s up to 1974 the volume of im-
ports grew rapidly, and faster than the domestic
product. This occurred in the context of
structural changes in the direction of more
open relations with foreign countries, the di-
versification of exports, greater use of external
financing, and active participation by the trans-
national corporations in the economies of the
countries of the region. In contrast, in the last
four years, as a result of the serious balance-of-
payments problems in the non-oil-exporting

countries, the dynamism of imports has fallen
so much that in some cases there has even been
a fall in absolute levels, particularly in the most
important countries of the region.

These prospective studies examine the
possible future trend of imports in the context
of a dynamic process of growth, taking into ac-
count various factors concerning the character-
istics of this process, especially its relations
with the product and investment. This analysis
shows that the import requirements will tend to
grow for almost all the countries, and for the
region as a whole, slightly faster than the do-
mestic product. Thus in the scenario under
consideration imports would grow at a rate of
8.0% per year in the 1980s. In this way the
value of imports of goods and services in 1990,
at constant 1975 prices, would be 2.6 times
higher than the average recorded in recent
years {(1976-1978). The predominance of inter-
mediate products and capital goods would con-
tinue, and the greatest relative increase would
occur in imports of capital goods.

(¢) Export requirements and the balance-of-
payments problem

It is clear, therefore, that the external purchas-
ing power of the Latin American countries will
have to grow much more than in the past in

order to satisty this demand for imports of
goods and services. This growth will depend
on three principal sources: (i) volume and di-
versification of exports; (ii) evolution of the
terms of trade; and (iii) possible extend of ex-
ternal investment and financing. Thus, for ex-
ample, if it is assumed that the terms of trade
will remain at their 1976 levels, and that the
ratio between net external financing —equiv-
alent to the deficit on the current account of the
balance of payments— and the domestic prod-
uct will remain similar during the 1980s to that
recorded by the countries during the past de-
cade, then for the region as a whole revenue
from exports of goods and services should in-
crease at a rate similar to that of imports (8%
annually during the 1980s), while net external
financing will represent an average of 2.8% of
the gross domestic product, and about one-fifth
of exports of goods and services by 1990. Obvi-
ously, export needs will be lower if there is
more net external financing, and the same
would apply if the terms of trade improved. It
has therefore been calculated that the required
exports of goods and services will grow at 7%
per year, if net external financing increases still
further during the 1980s to reach 4.4% of the
gross domestic product by 1990. This coeffi-
cient will be even higher in the following de-
cade if exports continue to grow at the same
rate. Thus, servicing and profits of foreign debt
and investment would tend to reach very high
levels with respect to current export earnings,
leading to situations which it would be difficult
to manage in practice; this would also imply a
structure of economic growth in which the do-
mestic saving coefficient would tend to decline
as economic growth accelerated. Naturally, this
structure could improve appreciably with fa-
vourable changes in the terms and conditions
of the transfer of real resources to the develop-
ing countries. In any event, it is clear that the
growth of exports and the improvement of the
terms of trade are basic factors in this economic
growth scenario.

This raises the problem of examining the
projections of the external demand required to
satisfy Latin America’s export needs and the
nature and scope of the structural changes
which should be encouraged in the interna-
tional order so as to boost the growth of the
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trade of the developing countries. There are
various projections based on different hypoth-
eses concerning world economic growth and in
particular the growth rate of the industrial
countries.

The secretariat too has studied this ques-
tion, and its basic global findings are broadly in
agreement with other projections if the com-
parisons are made in similar conditions. One
study, essentially based on historical trends,
gives the following results: if world trade grows
in the 1980s at a rate of 7% or slightly more and
the region follows past trends, the growth rates
of exports will also be similar to those in the
past: around 5% per year. This implies a con-
tinuing decline in the region’s share of the
trade in primary commodities and fuels, while
manufactured products would increase at a rate
similar to that of world trade (8% to 9% annu-
ally).8

As was pointed out above, however, in the
course of the 1970s the Latin American coun-
tries made great efforts to change past trends by
means of deliberate policies to promote and
diversify exports, and the trends have under-
gone a number of important changes. It is in-
teresting to note that in the last three years
(1977-1979) Latin American exports (excluding
Venezuela) grew at an annual rate of nearly
10%.

The projections thus reflect a great differ-
ence between the growth rates of exports and
those of imports, leading to a large and increas-
ing deficit in the trade balance. However, it is
necessary to recall what was said earlier about
the fact that these results stem from projecting
the slow growth rate of primary exports and
their declining share of world trade; the trends

51n the quantitative prospective studies prepared by
the Department of International Economic and Social Af-
fairs (DIESA) at Headquarters on the basis of trends in a
more recent period, the highest growth variant (4) projects
an annual growth rate of 5.7% for Latin American and Ca-
ribbean exports of goods and services. The World Bank, in
its World Decelopment Report, 1979, publishes the results
of three projections of the growth of the world economy
during the coming decade, defined as “base”, “high” and
“low”, respectively. In the base projection, world trade in
goods grows by 6% and exports of the developing countries
“by 6.5%; in the high variant, these figures are 7.3% and
7.6%, respectively. It should be noted that the growth rates
of the gross domestic product of the industrialized coun-
tries ure 4.2% 4nd 4.9% for the same variants.

of fuel exports, which may now change consid-
erably with Mexico’s new position as an oil
exporter; and past trends in Latin America’s
share of manufacturing exports. This structural
picture will necessarily change in line with the
larger size and altered conditions of production
and supply of the Latin American economies,
as assumed in the scenario under considera-
tion, and with the structural changes which
must be encouraged in the world economy with
a view to the establishment of a new interna-
tional economic order.

A number of quantitative studies have
been made of the possibilities and policies for
reducing this potential trade account deficit,
and of its effects on the economic growth rate. It
is quite clear that external financing cannot be
the main means of covering this deficit, which
is aggravated by the outflows stemming from
payments of profits and servicing on foreign
investment and debt. This would not be viable
because of the size of the deficit, and would not
be sensible because of the reasons given above
in connexion with the significance of the deficit
and the adverse effects which a policy of that
kind would have on domestic saving,

Broadly speaking, the complementary
global aspects which should be taken into ac-
count are: (i} the growth and diversification of
exports surpassing the results of the trend pro-
jections; (ii) the improvement of the terms of
trade; (iii) the possibilities of holding down
imports below projected levels; and (iv) the use
of more external financing than is proposed in
the prospective studies.

The growth of exports should be consider-
ed from the standpoint of their composition and
markets. With regard to the growth rate and
structure, it was pointed out in chapter I that
the process of diversification of exports under-
way since the end of the 1960s was stepped up
during the 1970s and that this occurred both in
the case of primary commodities and thanks to
higher exports of manufactured goods. Never-
theless, for the region as a whole exports of
manufactures only represent about 20% of the
total, and are concentrated in the large and
some medium-sized countries. Naturally, this
export structure must change in favour of a
higher share of manufactures, including bran-
ches with more advanced technology content,
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all of this in keeping with the transformation of
production and technology which accompanies
the economic development process, and with a
development strategy aimed at maintaining a
certain degree of external openness in order to
favour the most efficient allocation of resources
and the growth of productivity. The same rea-
soning, particularly in relation to resource en-
dowment, applies to the greater growth which
should be achieved in exports of primary com-
modities with an increasing degree of process-
ing: in this case there is also the fact that these
branches account for a large part of the total
exports of the region, particularly in the medi-
um-sized and small countries.

The substantial increase required in Latin
American exports for the coming decade
should therefore include the various branches
of primary commodities with a higher degree of
processing, new export flows and the growth
and diversification of manufactures, which are
the fasted growing international trade flows. It
is well known that Latin America’s share in
world trade in primary commodities has been
declining. These quantitative studies show
that if the region maintained a specific share of
that world trade and were allowed access to the
markets of the industrial countries, this would
suffice to permit its exports as a whole to in-
crease at a significantly higher rate than in the
past. In any event, manufactures should be-
come the most dynamic Latin American export
flows.

In recent years, about two-thirds of the val-
ue of total Latin American exports has been
absorbed by the developed countries, as op-
posed to a little under 20% by the Latin Ameri-
can countries themselves, a little under 10% by
the socialist countries and 4% by the other de-
veloping areas. In these circumstances, it is
obvious that the achievement of the export tar-
gets required by the economic growth of the
region will depend heavily, especially in the
first stage, on their access and increased flows
to the industrial countries which currently ab-
sorb such a high proportion of them, as indi-
cated above. In turn this will depend on the
growth of those countries’ external demand,
and in particular on deliberate policies aimed
at removing the notorious restrictions of all
kinds which limit access to their markets, and

on policies to restructure their domestic eco-
nomic activity and bring about the basic condi-
tions for a new, expanding place for the devel-
oping countries in the world economy.

These studies also show very clearly that
despite the positive results which may be
achieved in increasing and diversifying exports
to the developed countries, the growth of intra-
regional trade also appears to be a necessary
condition for accelerating the development of
the Latin American countries. This trade has
been growing faster than trade with the rest of
the world. At the beginning of the 1960s, ex-
ports to the region represented only 8% of the
total, a5 against 17% today;’ furthermore, the
composition of these tlows of exports of goods
is different from that of trade with the rest of the
world, since they predominantly consist of new
branches of intermediate manufactures and ca-
pital goods.

It is likewise clear that growth of trade with
the socialist countries and other developing
areas should be another complementary objec-
tive, in order to make use of the enormous po-
tential of those areas. Besides, these objectives
are included in national policies and CEPAL is
carrying out basic studies in this field.

The fluctuations and deteriorations of the
external terms of trade have major effects —fa-
vourable and unfavourable— on the balance of
payments and the course of investment and real
income in the Latin American countries. These
prospective studies assume constant terms of
trade at the 1976 level. An account of the rela-
tive position of the indexes during the 1970s
was given in chapter I above. It may be noted
that the terms of trade tended to improve in
1977 with respect to 1976, but worsened in
1978 and 1979. The outlook for the terms of
trade is far from encouraging, particularly in
the short and medium run, due to the increas-
ing cost of imports from the industrial coun-
tries, the higher prices of fuels, and the instabil-
ity and uncertainty regarding the prices of pri-
mary commodities. To the extent that the terms
of trade deteriorate, the balance-of-payments
problems will also worsen. Hence the crucial

7These figures do not include the countries and terri-
tories of the Caribbean, with the exception of Haiti and the
Dominican Republic.
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importance attached by Latin America and the
developing countries to achieving stable and
remunerative real prices for commodities in
international markets,

The model used in these economic devel-
opment scenarios assumes that imports will
grow relatively faster than the domestic prod-
uct. The product-elasticity of the projected im-
ports is lower than was actually the case in the
first years of the 1970s; however, the models
present a relatively open growth structure in
comparison with what occurred in past decades
when the import substitution model prevailed.

The question which arises with regard to
the potential deficit under examination is
whether it would not be possible to secure the
proposed economic growth with an import
elasticity less than that resulting from these
studies. This is a crucial question at a time of
growing protectionism and resistance on
the part of the developed countries to the
idea of adopting effective measures to ex-
pand trade with the developing areas in the
framework of the restructuring of the world
economy. While it would be impossible to give
an exact technical answer on the basis of the
global analysis under consideration, some gen-
eral remarks should be made on this point. In
the first place, there are a number of reasons for
believing that within the framework of the pre-
vailing style of development, the import elas-
ticity resulting from the quantitative studies
may be considered reasonable from the stand-
point of a given structure of economic efficien-
cy. However, another relatively less open
growth structure could be imagined, which
would involve a somewhat lower import coef-
ficient, and along these lines it might be con-
sidered that at least the large and some medi-
um-sized countries are in a better position than

in the past, due to the industrial capacity they
have acquired and their larger domestic mar-
kets, to advance in the substitution of imports of
essential intermediate and capital goods, and
thus achieve an overall relative contraction of
their import needs.

The experience of the contraction or slow
growth of imports in the last four years could be
taken as an indication of their “excessive”
growth in earlier years and of the feasibility of
holding down the import coefficient at least in
the next stage of economic development. Obvi-
ously, however, the experience of this period is
relatively short, and has been marked by spe-
cial situations, so that it does not permit conclu-
sions to be drawn about the longer-term results
of that kind of policy. In addition, a policy of
this kind should unquestionably be considered
in the context of the growth of intra-regional
trade, since this would favour a more efficient
solution than a contraction of the import coeffi-
cient at the national level.

Finally, this discussion of the possible re-
duction of imports below the projected levels
also calls for a mention of the effects of essential
changes in the development strategies, leading
to income redistribution and social policies
very different from those which currently pre-
vail, It is usually believed that in such situa-
tions import needs could decline in relation to
specific global economic growth rates, but this
would undoubtedly have to be the result of
substantial changes in development and life
styles. Further study should be made of this
point in relation to concrete situations, because
it may also be supposed that development stra-
tegies differing from the prevailing ones would
mainly lead to major changes in the composi-
tion of imports and their social destination,
rather than in their total volume,
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III

Goals and objectives of Latin American development
and the new IDS

1. The preliminary outline of the new
Strategy and the need to incorporate regional
machinery for its implementation

(a) The preliminary outline of the new
Strategy

Resolution 33/193 provides that as far as its con-
ceptual content is concerned, the new Strategy
“should be formulated within the framework of
the New International Economic Order”, and
indicates the fundamental objectives the Strat-
egy should pursue at the world level and at the
Ievels of international economic co-operation,
co-operation among developing countries, and
the economic and social development of the
developing countries.

Although agreement has not yet been
reached on the outline of the Strategy and both
the formal and conceptual aspects are the sub-
ject of intensive discussions and negotiations of
a technical and political nature, the following
preliminary outline may be taken as a guide:

1. Preamble
II. Goals and objectives
I11. Policy measures
IV. Machinery for the implementation of
the Strategy
V. Review and appraisal of objectives and
policy measures

V1. Mobilization of public opinion.

At its last meeting the Preparatory Com-
mittee discussed a preliminary outline of the
preamble, but important conceptual aspects of
the new Strategy have yet to be approved. It is
not easy to establish a clear criterion for decid-
ing what goals and objectives should be in-
cluded in section II without partially repeating
the proposals which might be considered in
section I1I on policy measures and institutional
reforms, and these difficulties arise above all
when the objectives are expressed more in a
qualitative manner. The present document will
suggest a pragmatic solution, taking as a refer-

ence experience with the Strategy for the past
decade and the provisions of resolution 33/193.

Section IV proposes for consideration
three basic instruments for the implementation
of the Strategy, namely: (i) regional program-
mes of action for the implementation of the
Strategy; (ii) the negotiations which it has been
proposed to carry out in the United Nations, the
specialized agencies and other bodies, and (iii)
national development plans or programmes.
Section V deals with the machinery which will
be established for the periodic review and ap-
praisal of the objectives and policy measures;
this is a subject which will have to be examined
in the light of the experience of the past decade,
in order to ensure the greatest possible practi-
cal effectiveness. Finally, itis felt that since the
mobilization of public opinion is of the greatest
importance, it should be highlighted in a spe-
cial chapter.

The present document will deal with the
targets and objectives from the Latin American
standpoint, and make a number of suggestions
about new aspects of the implementation re-
ferred to in section IIL. It will begin with this
section, since the ideas put forward have impli-
cations for all the other issues, and particularly
the identification and formulation of the targets
and objectives.

(b) Three basic mechanisms for the instru-
mentation and implementation of the
Strategy

The interesting question has been raised of the
consideration which should be given in the
new IDS to specific aspects and issues of the
regions and countries, above all in relation to
social development, regional co-operation, co-
operation between different developing coun-
tries or areas, mobilization of national re-
sources, regional or subregional infrastructure
plans and problems linked with the protection
of the environment. This is particularly impor-
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tant bearing in mind that the previous Strategy
was rightly criticized for the global nature of its
targets and objectives and the general character
of its proposals and policies. As a result, many
aspects of it are very difficult to implement in
practice, and in many cases it fails to provide
adequate reference points for carrying out the
periodic review and appraisal of its implemen-
tation, due to the variety of situations and per-
spectives existing in the countries and regions
of the developing world.

A practical solution, and one which would
represent a considerable step forward in com-
parison with the previous Strategy, would be
that once the new Strategy has been approved
by the General Assembly the regional econom-
ic commissions should prepare regional pro-
grammes of action to implement it in their re-
gion. Thus the regional economic commis-
sions, working at the level of their governmen-
tal bodies, could expand the general proposals
and make them more specific, taking into ac-
count the particular conditions and the priori-
ties of each region, particularly as concerns na-
tional development policies, objectives and ba-
sic targets, regional co-operation and co-opera-
tion with other developing areas, and other is-
sues considered worthy of inclusion. The re-
gional economic commissions could also con-
sider major regional or subregional projects.

In this connexion, it is very important to
recall the attitude of the Committee for Devel-
opment Planning as set forth in paragraph 117
of the report of its fifteenth meeting (March-
April 1979), which states that “the adoption of
an International Development Strategy for the
Third United Nations Development Decade
by the General Assembly in 1980 should not be
an isolated act. Rather, it should be followed by
a continuing evolution of regional and subre-
gional strategies to elaborate more specific
goals and measures of policy in relation to re-
gional needs and circumstances. The dialogues
conducted among governments for this pur-
pose in regional and subregional forums should
pave the way for enhanced economic and tech-
nical co-operation among members of the rele-
vant regional or subregional bodies. The inter-
governmental forums of the United Nations re-
gional commissions are already available for
this purpose. They should serve as one of the

main instruments for designing and imple-
menting regional and subregional programmes
of action, thereby enhancing the operational
content of the Third Development Decade” *
The Committee for Development Planning
also stresses the need to select a limited num-
ber of major regional and subregional projects,
with the participation of the regional economic
commissions.

For its part, CEPAL has already taken de-
cisions on this question at its most recent ses-
sion. Resolution 386 (XVIII) on the prepara-
tions and contributions by CEPAL for the new
Strategy formulates a number of recommenda-
tions to governments and entrusts the secre-
tariat with various tasks which include in par-
ticular the following:

(a) The secretariat should prepare a re-
gional action programme aimed at instrument-
ing the implementation of the Strategy to be
adopted by the General Assembly;

{b) CEGAN should be convened before
the end of 1979 and during 1980 to evaluate the
progress made in the preparatory activities for
the new Strategy carried out by the Preparatory
Committee, and also the work of the CEPAL
secretariat in this field;

(¢) The member governments of the devel-
oping countries of the region should prepare
plans and programmes which include the for-
mulation of economic and social development
objectives and goals for the forthcoming de-
cade, together with their relevant strategies
and policies, suitably linked with the instru-
mentation and implementation of the Strategy
as far as the Latin American countries are con-
cerned;

(d) At the nineteenth session of the Com-
mission, which will be held early in 1981, a
regional action programme for the instrumenta-
tion and implementation of the new Internatio-
nal Development Strategy to be adopted by the
General Assembly should be considered, and
the development decade for the countries of
Latin America be proclaimed.

To the extent that some degree of compati-
bility can be achieved between the Interna-
tional Development Strategy at the world lev-

SE/1979/37.
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el, the programme of action at the regional
level, and the programmes or plans of govern-
ments at the national level, highly effective
practical machinery will have been set up. It
would unquestionably be very useful to exam-
ine the implications of regional programmes of
action and the programmes or plans to be
adopted by governments, in order to secure this
compatibility between the three levels.

In addition, it is suggested that this chapter
of the Strategy should include the decisions
adopted on the programme of negotiations un-
der consideration by the General Assembly in
accordance with the draft resolution of the
Group of 77. In brief, there seem to be three
important elements, inter alia, which would
serve for the implementation of the Strategy
and the formulation of its periodic reviews,
namely: (i) the programme of negotiations; (ii)
the regional plans of action prepared by the
regional economic commissions; and (iii) the
national development plans or programmes. If
the new Strategy is conceived in this context,
the technical and political discussions within
the General Assembly could certainly be sim-
plified and facilitated.

2. Preliminary statement of goals and
objectives of the new Strategy in relation
to Latin American development

{(a) The problem of determining goals and
objectives

Given the interrelationships among the dif-
ferent topics to be covered by the IDS, it is
difficult to find a clear criterion for identifying
what should be included in the chapter on
goals and objectives as against what should be
covered by the chapter on policy measures.
Thus, for example, it may be considered that
the fundamental objective of the IDS is to ac-
celerate economic development and increase
the social welfare of the entire population of
the developing countries and that everything
else, such as investment, saving, sectoral pro-
duction, foreign trade, the transfer of resources,
and so forth, represents constraints which
should be taken into account or means, instru-
ments or agencies needed to achieve this basic
goal. Obviously, proposals at this level of ab-

straction would undermine the practical use-
fulness of the Strategy, since it is essential to
establish targets and objectives of different lev-
els or dimensions which serve the triple pur-
pose of indicating the scope of the transforma-
tion and growth to be achieved, suggesting the
nature of the policy measures and institutional
reforms to be introduced, and providing as co-
herent an outline as possible for appraising the
progress made and evaluating the effectiveness
of the proposed policy measures.

The relevant section of the Strategy for the
past decade sets forth two classes of targets and
objectives: (i) quantitative targets for the devel-
oping countries as a whole regarding the
growth of the global and per capita domestic
product, agricultural output, manufacturing
output, domestic saving and exports and im-
ports; (ii) qualitative objectives of social devel-
opment relating to the distribution of income
and wealth, employment, education, nutrition,
housing, child welfare, the participation of
young people and the integration of women. It
thus appears that the approach adopted was to
consider only targets and objectives relating to
economic and social issues which should char-
acterize the growth and transformation sought
for the developing countries. Other targets and
objectives such as, for example, the quantita-
tive target for the transfer of resources, appear
in the major chapter on policy measures.

Various possible solutions may therefore
be considered: one would be to devote this
section exclusively to quantitative economic
growth targets and social development objec-
tives of the developing countries, introducing
where necessary other targets and objectives of
a quantitative or qualitative nature concerning
other subjects in the chapter dealing with poli-
cy measures. Another possibility would be to
choose the most important aspects of the Strat-
egy at the world, regional and national levels,
for which purpose it would be necessary to
define these targets and objectives to serve the
three purposes described in the preceding
paragraph. This is certainly the most appropri-
ate procedure, especially in the present cir-
cumstances, where the Strategy is attempting
to introduce structural and institutional re-
forms aimed at shaping a new international
economic order, This represents a fundamental
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difference in comparison with the Strategy for
the second decade, which was conceived as a
programme of action to be carried into practice
within the framework of the existing order.

In keeping with this broader view of the
significance of the targets and objectives, and
taking into account the experience of the past
decade and particularly the provisions of reso-
lution 33/193, there follows an outline of the
different areas for which it is thought desirable
to define quantitative targets or qualitative ob-
jectives in the new Strategy. Six areas are iden-
tified, namely: (i) economic development; (ii)
social and human development; (iii) self-reli-
ance and mobilization of national resources;
(iv) restructuring of the world economy; (v) re-
gional co-operation, and (vi) co-operation
among developing areas and countries.

The economic development targets and
objectives are mainly quantitative and in prin-
ciple concern well-known areas as described
below. It is suggested that they should include
objectives or targets for energy, in view of the
enormous importance of this sector for the
growth and structure of the social and econom-
ic process. This objective might refer to the
various aspects of production, conservation and
economy and the need to promote new energy
sources. The possibility should be considered
of establishing quantitative targets which
could refer to the forthcoming decade in some
aspects and to the longer term in others.

With regard to social and human develop-
ment, five kinds of proposals are suggested: (i)
a global objective concerning the social aims of
economic development, and the social changes
and improvement of income distribution to be
achieved; (ii) an objective concerning the elim-
ination of extreme poverty; (iii) specific objec-
tives for employment, nutrition, education,
health and housing; (iv} objectives for child
welfare, the participation of young people and
the integration of women; and (v) objectives for
the conservation of the environment.

Naturally, these are areas for which it is
difficult to establish quantitative targets of a
practical nature for the entire developing
world, given the diversity of situations and out-
looks and the great differences in the national
strategies and policies followed in this field.
The strategy should certainly indicate the ob-

jective or goal to be pursued in each of these
areas and establish in general terms the period
within which the proposed aims should be at-
tained. It should also be explicitly stated that in
their plans and programmes the regional eco-
nomic commissions, in co-operation with the
specialized agencies and above all the coun-
tries, should define more precisely the concep-
tual content of the objectives and the time pe-
riod for achieving them. Very broad proposals
regarding objectives in this field have been put
forward at regional and international confer-
ences, and they all coincide in referring to the
achievement of these objectives within the
forthcoming decade and the 1990s. Despite
their general nature, these proposals have the
enormous virtue of indicating the orientation
which should guide action to attain the essen-
tial goals of development.

With regard to self-reliance and the mobi-
lization of national resources, the following is
suggested: (i) a qualitative objective regarding
cultural identity and the development of endo-
genous life-styles; (ii) the full mobilization of
human and material resources; (iii) the acceler-
ation of investment and formation of the infra-
structure and perhaps a target for the domestic
investment coefficient with respect to the prod-
uct; (iv) the objective of improving productivity
in the economy, restraining consumerism and
increasing saving in order to promote accumu-
lation, which could also be expressed as a target
for the saving coefficient or changes in this
coefficient.

The proposals on targets and objectives in
relation to the restructuring of the world econo-
my have been formulated in order to round off
the picture in line with the proposed criterion
and include in this section most of the provi-
sions of resolution 33/193 regarding objectives.
Thus, in principle, proposals are suggested on
the following issues: (i) the need to restructure
the world economy in keeping with the goals
described below; (ii} the international trade of
the developing countries, establishing targets
for their exports and imports and objectives for
the diversification of exports and in relation to
improving and stabilizing the real prices of
commodities; (iii} the transfer of resources to
the developing countries, and (iv) the transfer
of technology, another topic referred to in res-
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olution 33/193. Obviously, this question and
others such as transnational corporations and
the international monetary system could be
dealt with entirely in the chapter on policy
measures,

Regional co-operation and co-operation
among developing areas and countries should
play a very important role in the implementa-
tion of the new Strategy. Dynamic progress in
this area will make an important contribution to
the shaping of a new international economic
order. As explained in chapter 11 of this docu-
ment, the expansion of Latin American trade
and economic co-operation both within the re-
gion and with other developing areas is a nec-
essary condition for more rapid economic de-
velopment. Resolution 33/193 emphasizes that
the new IDS “should contribute to the promo-
tion of the objective of national and collective
self-reliance of the developing countries, espe-
cially through the promotion and support of
economic and technical co-operation among
themselves”. These issues will undoubtedly
be considered in the section of the Strategy
covering policy measures, but because of their
importance and their direct link with the re-
gional action programmes which have been
proposed, it is considered desirable to incorpo-
rate qualitative objectives of a general nature,
without prejudice to the indication and possi-
ble establishment in the regional plans of ac-
tion of quantitative targets, such as, for exam-
ple, targets relating to the expansion of intra-
regional or subregional trade.

(b) Qutline of targets and objectives
Concerning economic development:

(i) general objective concerning more rap-
id economic growth and greater social welfare
for the whole population;

(ii) growth targets for the overall and per
capita gross domestic product of the develop-
ing countries as a group;

(iii) special economic growth target for the
relatively less developed countries;

(iv) general objective concerning the di-
versification and transformation of the econo-
mies of the developing countries;

(v) target for agricultural output,;

(vi) target for manufacturing output, and

(vii) energy objectives: energy production,
conservation and saving, and diversification of
energy sources. Possible determination of
quantitative targets.

Concerning social and human development:

(i) general objective concerning social de-
velopment, indicating the essential aims of
economic growth: greater social welfare for the
entire population and full participation of the
latter in the development process. Improve-
ment of the distribution of income and wealth;

(ii) objective concerning eradication of sit-
uations of extreme poverty and indigence;

(iii) specific objectives on employment,
nutrition, education, health and housing;

(iv) objectives concerning the welfare of
children, the participation of young people and
the integration of women, and

(v) objectives concerning protection of the
environment,

Concerning self-reliance and mobilization of
national resources:

(i) general qualitative objective concemn-
ing cultural identity and the development of
endogenous styles and ways of life;

(ii) general objective concerning the full
mobilization of national human and material
resources as the principal basis of support for
endogenous growth;

(iii) objective concerning the acceleration
of investment and formation of infrastructure,
with possible indication of a quantitative target
in terms of the domestic investiment coeffi-
cient, and

(iv) general objective concerning the rais-
ing of productivity, the restraining of con-
sumerism and the expansion of saving to stimu-
late accumulation. Possible establishment of a
target for growth in the savings coefficient or
concerning the magnitude it should reach by
the end of the decade.

Concerning the restructuring of the world
economy:

(i) proposals of general scope concerning
the need to restructure the world economy, in-
dicating objectives and goals, namely:
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— changes in the structure of production
and raising of the share of the developing coun-
tries;

— reduction of differences in per capita
income between developed and developing
countries;

— structural modification of the trade rela-
tions between developed and developing
countries;

— dynamism and stability of the world
economy;

— guaranteeing sustained growth in the
developing countries;

(if) proposals concerning the external trade
of the developing countries, covering the fol-
lowing aspects:

— target for the developing countries’ im-
ports;

— target for the developing countries’ ex-
ports;

— general objective concerning necessary
diversification and changes in the flows of ex-
ports of the developing countries;

— general objective concerning the im-
provement of the real prices of primary com-
modities and their stabilization at remunera-
tive levels;

(iii) proposals concerning the transfer of
resources to the developing countries:

— general objective concerning the need
to achieve a genuine transfer of resources to
contribute to the growth and transformation of
the structure of production of the developing
countries, without prejudice to recognition of
the special situations which may arise in work-
ing towards other essential needs of the popu-
lation;

— indication of quantitative targets;

(iv) general objective concerning the
transfer of technology (this issue might be re-
ferred to, in all its aspects, in the chapter on
policy measures).

Concerning regional co-operation:

The IDS might indicate the fundamental
objectives which should be achieved as regards
economic co-operation, revitalization of the re-
gional and subregional integration processes,
multinational projects, expansion of reciprocal
trade, and financial, scientific and technologi-

cal co-operation. The regional action program-
mes to be prepared by the regional economic
commissions would specify more precisely tar-
gets and objectives of a qualitative and quanti-
tative nature in accordance with the specific
circumstances of each region.

Concerning co-operation between developing
areas and countries:

In general terms, the same pattern might
be followed as that indicated for regional co-
operation.

3. Final comments on the targets
of the development scenarios for the
forthcoming decade

Before outlining some main conclussions re-
garding the economic development targets
which can be drawn from the studies on the
development scenarios for the forthcoming de-
cade, two important clarifications should be
made: (i) the purpose of the studies contained
in this document is not to establish here and
now the growth target to be fixed for Latin
America for the coming decade, but rather to
contribute information and technical analysis
to the discussion currently underway and very
tentatively suggest some reference points in a
number of areas so as to provide orders of mag-
nitude or constraints for the quantitative targets
and objectives; and (ii) every global target giv-
en in the Strategy for the region as a whole or
for the developing world as a whole is neces-
sarily a weighted average of widely differing
situations and outlooks, and thus an aggregate
target in principle assumes the existence of
countries or groups of countries above or below
the target.

Of the three economic growth scenarios
studied by the secretariat the intermediate
growth scenario assuming a growth of nearly
7.5% for the region as a whole was used for the
more detailed prospective analysis in chapter
IT of this document. It was felt that this scenario
could provide an illustrative framework shed-
ding light on the nature of the changes and the
scope of the policies needed at the national and
international levels to step up economic devel-
opment, as well as supplying useful technical
information for when the normative economic
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growth targets are discussed. It is therefore
worth outlining some aspects of the quantita-
tive analysis so as be able to appreciate the
implications of the scenario:

(i) The scenario represents an intensifica-
tion of the growth and economic and technolog-
ical transformation of the economy of the re-
gion in comparison with trend projections,
which give an annual growth rate of the gross
domestic product of 6.3% for the region as a
whole. It should also be borne in mind that the
growth rate assumed in the scenario (7.5%) was
actually achieved by the region as a whole in
the first four years of the present decade, and
while it is true that this was largely accounted
for by only a few countries, whose present pros-
pects are less favourable than at that time, it is
nonetheless true that the outlook for other
countries has considerably improved;

(ii) The national development plans of 15
countries of the region prepared in the mid-
1970s set growth targets for the gross domestic
product which give a simple arithmetic average
of 7.6% annually and a weighted average
growth rate of 8.8% per year;

(iii} A target growth rate of 7.5% seems
necessary to increase employment at the same
rate as the growth of the economically active
population, again for the region as a whole.
This is the outcome of projections of the dy-
namic trends currently to be observed in the
transformation of technology and production in
the region. In other words, in these circum-
stances the problem of unemployment cannot
be solved within a reasonable period, given the
high rates of unemployment and underemploy-
ment of labour;

(iv) To achieve the growth target of this
scenario for the region as a whole would in-
volve a considerable effort on the part of many
countries, especially in view of the unfavour-
able circumstances prevailing in recent years,
which have led to slower economic growth.
Furthermore, as was pointed out in chapter 11,
major structural changes must take place in the
international economy in order to allow signifi-
cant growth of income from exports of goods
and services;

(v) On the basis of the preliminary results
of the quantitative studies carried out by the
Department of International Economic and So-

cial Affairs (DIESA) at Headquarters, the Com-
mittee for Development Planning proposed in
its Report on the sixteenth session (7-16 Janu-
ary 1980) an average annual rate of growth of
the gross domestic product of approximately
7% per year for the developing countries as a
whole and approximately 6% per year for the
group of lower-income countries, so that the
per capita income of the latter would double by
the end of the century. Although the corre-
sponding analysis has not been carried out, it is
highly likely that the 7.5% rate for Latin Ameri-
ca falls near the upper limit that could be at-
tained by groups of developing countries.

The normative growth target for the Latin
American agricultural sector seems to be a little
over 4%, or around 4% in value-added terms.
This would seem to be the preliminary conclu-
sion of the prospective studies carried out by
CEPAL and FAO. The report of the Committee
for Development Planning proposes a target of
approximately 4% per year for gross output in
the 1980s, both for the lower-income countries
and the other developing countries.

Manufacturing industry in the region
should grow at a rate of 8.5% according to provi-
sional estimates. This represents a consider-
able acceleration from the trend projections,
which give an estimated rate of 7.3%. The Com-
mittee for Development Planning proposes an
acceleration of the rate.

In the region as a whole it will be neces-
sary to invest a little over one-quarter of the
gross domestic product. This proportion is sim-
ilar to what is found in the national accounts of
the region as a whole in recent years. It should
be noted, however, that in many countries, es-
pecially the medium-sized and small ones, this
calls for a very large increase in the domestic
investment coefficient.

The gross domestic saving coefficient will
be about 23% of the product for the region as a
whole if the relationship between net external
financing and the gross domestic product re-
corded during the past decade continues to
hold good. Here again, of course, many coun-
tries will have to make a considerable effort to
raise their saving coefficients.

Imports of goods and services will have to
grow faster than the product. For the region as a
whole an annual growth rate of a little over 8%
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is estimated on the basis of provisional calcula-
tions. It is thus easy to infer that the growth of
exports of goods and services must be very dy-
namic. If the coefficient of net external finan-
cing in relation to the gross domestic product
recorded on average during the past decade
holds good during the 1980s, exports of goods
and services will have to grow by about 8%
annually. Obviously, this increase will be smal-
ler if the share of external financing increases,
but this would not be a viable solution for many
countries unless the terms and conditions of
the financing undergo an appreciable change.
Atall events, exports of goods and services will
have to grow much more than in the past. In this

connexion it is worth stressing the notable re-
covery in the growth rate of exports in the peri-
od 1976-1979. These prospective studies clear-
ly show the problem of the external sector in
relation to the acceleration of the growth rate
for Latin America, What is particularly clear is
the need to restructure the international econo-
my in order to broaden and diversify access to
the markets of the developed countries and ex-
pand trade with other non-traditional areas
and, especially, the enormous importance of
economic co-operation and the growth of recip-
rocal trade within the Latin American area and
with other developing areas and countries.
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In an article which appeared in issue No. 9 (Decem-
ber 1979) of the CEPAL Review, the author analysex
the internationalization of the world economy and its
significance and consequences tor the periphery. As
a follow-up to that article, and within the same gene-
ral framework, he now raises the controversial ques-
tion of Latin America’s opening up to the exterior,

After a brief recapitulation of salient past devel-
opments, he considers future prospects and their
implications for the structure and tendencies of ex-
ternal relations. He then examines the reasous for,
varieties of and dangers in the policy of openness, as
well as the signiticance, options and problems of a
strategy founded on the development of industrial-
ization and the achievement ofa new torm of integra-
tion into the world economy,

His basic argument is that the intensification of
exports, particularly of manufactures, is a necessary
and possible condition for stimulating industrializa-
tion in Latin America and improving its position in
the world economy. For that reason he cautions
against those policies of openness which aim at a
radical reorientation towards an ‘inward-directed’
pattern of development, maintaining that export pro-
mation should be complemented by expansion of
the domestic market and regional integration, and
should be conceived within the framework of the
process of industrialization and development.

Conscquently, present circumstances, as well as
those which are likely to exist in the tuture, enable
the author to assume the viability of an economic
growth strategy including among its requirements
the sustained expansion of expotts, although at the
same time, he does not deny the importance of other
factors which complicate the situation, such as emer-
gent protectionism in the centres and the political
capacity to strengthen regional links, negotiate with
the transnational corporations and guarantee the Sta-
te a guiding role.

*Former Director of the CEPAL Economic Develop-
ment Division.

Background and prospects

1. Outline of developments since the 1950s

In the first place, the pattern of trade relations
from 1950 until recently shows both the consid-
erable growth of export and import flows (par-
ticularly after the mid-1960s) and, on the other
hand, the fact that this growth only represented
a partial return to the degrees of openness to
the exterior which prevailed at the beginning
of the period 1950-1977. This is also more or
less true of the trends in the terms of trade.!

Secondly, it is clear that financial flows
followed a very different course, increasing
substantially —even during the difficult inter-
national period following 1973— and changing
in some fundamental regards (for example, the
increase in the private component of the flows).
The main consequence in recent years has
been the dependence of a considerable propor-
tion of imports upon external financing and the
absorption of a large proportion of export eamn-
ings by debt servicing. In addition, there were
more moderate changes in the relationship bet-
ween the regional product and debt, although
here again there was a clear deterioration over
the period.

As aresult, a very troublesome vicious cir-
cle has arisen in which the growth of imports
has called for a rising amount of external financ-
ing, the servicing of which in turn absorbs in-
creasingly large proportions of the value of ex-
ports; despite the growth of the latter.

These circumstances raise clear but dif-
ficult choices, especially if the underlying situ-
ation remains the same or grows worse. On the
one hand, to hold down the growth of imports
in order to reduce the burden —and vulnerabil-
ity— involved in the absorption of export earn-
ings by rising service payments can unques-
tionably affect the rate of economic develop-
ment, with easily foreseeable consequences,
whatever opinion one may hold of that indi-
cator’s significance. On the other hand, if this

L Quantitative information may be found in CEPAL,
Economic Survey of Latin America, 1978, vol. II (E/
CEPAL/G.1103/Add.1), Part Three.
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approach is rejected and it is desired to main-
tain the growth of imports —albeit at more
moderate rates— it will be necessary to secure
either more external financing or a more vigor-
ous growth of exports —or both at once, in vary-
ing combinations. The discussion which fol-
lows must be placed against this background.

2. The prospects for external relations

In embarking on this part of the article, it may
be useful to start from the central idea that the
process of internationalization of the world
economy (and society) will continue, as will
that of the steadily growing linkage of Latin
America with the exterior and within itself.
Naturally, the possibility that the process will
lose ground or fail to make headway —as has
occurred in other periods and is suggested at
present— cannot be ruled out, but the long-
term outlook does seem to lie along those lines.

(a) Separation from and linkage with the in-
ternational economy

It must be admitted that the above premise
runs counter to a position which became quite
widespread in the 1960s and is still held in
some circles in the periphery, although it is
now less prominent in Latin America. We refer
to the school of thought which advocates ‘de-
linking” from the centres and from the global
system in which they predominate.

In some of the best studies of this question
this dissentient approach is summarized as
follows: '
“...the argument is not just that the internation-
al links are the conduits through which the
dependant country is drained of its surplus for
the benefit of the dominant countries. The in-
ternational links also penetrate and deform the
internal socio-political structures of the pe-
ripheral country, leading to the waste and mis-
allocation of whatever is left behind by the
foreigners. A decreasing number of delinkers
argue that under these circumstances the de-
pendent country is unlikely to industrialize
and certainly will no be able to develop its
heavy and capital goods industries. Most de-
linkers will now admit that dependent indus-
trialization and growth are possible, but they

argue that such processes will feature not only
the polarization and unevenness of classical
capitalist expansion but an exaggerated and
even more monstrous version of it”’2,

Without stopping to make a detailed anal-
ysis of this approach, it is worth pointing out
that in the work of some of its more representa-
tive advocates® this attitude forms part of a his-
torical approach to the problem inspired to
some extend by that well-known aphorism “re-
culer pour mieux sauter’”.

Thus, one of them writes:

“Saying that development of the periphery
requires the setting up of autocentric national
structures which break with the world market
means expressing an undeniable contradiction.
Capitalism has unified the world, in its own
way, by imposing upon it the hierarchy of
centre and periphery. Socialism, which cannot
exist unless it is superior to capitalism in every
way, cannot be a juxtaposition of national so-
cialisms. It must organize the world into a uni-
tied whole without inequality, and cannot be
completed until it has attained this objective.
However, the road that leads to this end passes
by way of the self-assertion of those nations that
are victims of the present set-up, and which
cannot assemble the conditions for their pros-
perity and full participation in the modern
world unless they first of all assert themselves
as complete nations.”™

What is more, this position has been under-
mined by the recent tendency to become in-
tegrated in the world market displayed by the
socialist countries —including China, whose
past experience was often given as an illustra-
tion— or suffers from the rather unattractive
nature of its concrete examples {(such as Burma,
Cambodia or Albania).®

2Carlos F. Diaz-Alejandro, “Delinking North and
South: unshackled or unhinged?”, in Albert Fishlow and
others, Rich and Poor Nations in the World Economy, (New
York, McGraw-Hill, 1978), p. 103.

3See, for example, 8. Amin, Accumulation on @ World
Scale: a Critique of the Theory of Underdevelopment, vol,
1 (New York, Monthly Review Press, 1974}, and A. Em-
manuel, Unequal Exchange: a Study of the Imperialism of
Trade (New York, Monthly Review Press, 1972).

4 Amin, op. ¢it., p. 33.

5The case of Japan has also been adduced in these
arguments, but this is to overlook, among other things, the
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In brief, the discussion has centred on the
paths which internationalization can or should
follow, particularly from the standpoint of the
periphery and, within it, the Latin American
universe which has long formed part of it, with
the characteristics and consequences de-
scribed above. In sum, emphasis has now
shifted to the selectivity of the process, i. e., the
forms of integration (or relative delinking)
within the prevailing current.

(b) A basic imperative: the imported
component

Going straight to the heart of the matter, it
might be said that the most concrete reason
why Latin America should continue fostering
and developing its links with the world econ-
omy is its growing need and demand for a vari-
ety of imported goods both now and in the
future. This is the prime and most obvious rea-
son for internationalization. Of course, it has its
evident counterpart in the need of a suitable
quantity of foreign exchange which must be
provided by exports and/or external financing.

A recent CEPAL study on this question
provides a tentative estimate of the region’s
future needs of imports of goods and services,
assuming a growth rate of 6.4% a year (slightly
below the rate for the period 1965-1974) and
income elasticity of demand for imports some-
what lower than in that period.” Needless to
say, these are not forecasts and it would be
perfectly legitimate to start from other esti-
mates. However, the figures in table 1 are suffi-

imperialist dimension of its economic transformation prior
to the Second World War, although its relative delinking
from the western centres in a number of aspects which can-
not be enumerated here is undeniable,

5In the study mentioned earlier, C. Diaz-Alejandro
recalls a well-known article by J. M. Keynes [“National
self-sufficiency”, The Yale Review, (June 1933)], in which,
together with expressing his sympathy with those who
would minimize, rather than those who would maximize,
economic entanglement between nations, particularly in
the financial field, he warns that “it should not be a matter
of tearing up roots but of slowly training a plant to grow ina
different direction” (Diaz-Alejandro, op. cit., pp. 95 and
117).

7CEPAL, “Long-term trends and prospects of the de-
velopment of Latin America” (E/CEPAL/1076), Santiago,
1979,

ciently striking to stand the test of reasonable
objections.

Tahle 1
LATIN AMERICA: IMPORTS OF GOQDS

AND SERVICES
(Millions of dollars)

Current prices 1970 dollars

1970 17 420 17 420
1976 51302 25 703
1980 81237 32 431
1990 261 957 63916
2000 741 163 121783

Source: CEPAL, Long-term trends and prospects of the
development of Latin America (EJCEPAL/1078).

As may be seen, even at constant prices the
value of purchases abroad will very nearly dou-
ble in each decade considered.

The buoyancy of this demand is shown by
its growth rates (see table 2). While the rates
calculated for the years 1980-2000 are below
those for 1965-1974, which were exceptional in
many respects, they are almost double those
recorded in 1950-1960. As may be seen, it is
estimated that such growth of imports will be
particularly strong in the larger countries.

This picture should immediately be con-
trasted with the prospects on the export side,
since exports are at once the primary means
making possible these flows of imports, a tel-
ling component of global demand and the other
basic channel of internationalization.

Looking once more at table 2, it is easy to
see that here too the region is expected to de-
velop dynamically, at rates above those of hoth
1950-1960 and 1965-1974, this latter period be-
ing that in which the two flows were most
asymmetrical. In any event, there is one strik-
ing difference among the groups considered:
the case of the group of medium-sized coun-
tries, whose exports increased very little in vol-
ume during the second period, although they
had grown considerably in 1950-1960.#

8'This is primarily due to the influence of the volume of
oil exports by Venezuela, which were deliberately held
down to conserve reserves.
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Table 2

LATIN AMERICA: ANNUAL GROWTH RATES OF THE VOLUME OF IMPORTS AND EXPORTS

Latin America

Large countries®

Medium-sized

countries” Small countries®

Period

Imports  Exports Imports Exports Imports Exports Imports  Exports
1950-1960 3.5 4.0 2.8 3.1 4.3 5.7 4.3 2.8
1965-1974 9.4 4.6 12.2 6.2 6.3 1.6 7.5 6.7
1980-1985 7.1 6.3 7.7 6.8 6.6 5.5 6.3 6.1
1985-1990 6.9 6.2 7.5 6.8 6.4 5.2 6.2 6.0
1980-2000 6.6 6.8 7.1 7.5 6.2 59 6.2 6.1

Source: CEPAL, Long-term trends and prospects ..., op. cit.

* Argentina, Brazil and Mexico.
’Colombia, Chile, Peru and Venezuela.

“Bolivia, Costa Rica, Dominican Republic, Ecuador, El Salvador, Guatemala, Haiti, Honduras, Nicaragua, Panama,

Paraguay and Uruguay.

(¢) Structural implications

If we accept that the flows of imports and
exports will increase considerably, it is neces-
sary to ask how this may affect the structure of
the external links of the region’s economies,
particularly from the standpoint of the future
proportions which foreign supply and demand
will represent in the overall system. In other
words —to use the terms in which the question
is usually phrased— does this mean that the
region is shifting from a stage of inward-di-
rected growth to a stage of outward-directed
growth or unequivocal ‘opening up’ to the ex-
terior?

From an overall viewpoint, the answer ap-
pears to be in the negative. It may be seen from
the data presented in table 3 that the estimated
import and export coefficients in 1980-2000
suggest a situation resembling that in 1970,
more open from the standpoint of imports, and
more closed from that of exports, and in both
cases with lower levels than in the 1950s and
1960s.9

9With respect to the differences between the two coef-
ficients —particularly marked in the case of the medium-
sized countries— it should be remembered that these are
primarily affected by the behaviour of the terms of trade,
net external financing and payments of profits and interest
on foreign capital. The study in question does not antici-
pate major changes in these factors from the region at stand-
point, but it is assumed that the terms of trade of the me-

However, the data also show clear differ-
ences between the groups of countries, The
levels of external linkage are lower in the larger
economies {although these do show differ-
ences between each other which cannot be ex-
amined here), rise significantly in the medium-
sized countries, and are highest in the small
countries, where they are well above the levels
recorded in 1950 and 1960.

There are many causes underlying these
differences: it is almost tautological, for exam-
ple, to mention the present and potential size of
domestic markets. In this connexion, and be-
cause of its significance for a later discussion, it
is worth recalling the distinction perceptively
drawn by A. Lewis regarding the role of foreign
trade in development, either as the ‘lubricant’
of the process or as its engine.

In the case of the larger economies, the
growth of exports is an essential condition for
securing the increased volume of imports called
for by the expansion of the global product, even
though this is mainly destined for the domestic
market —although, of course, this is not to un-
derestimate the dynamic effect of external de-

dium-sized economies will improve appreciably (basically
due to trends in Venezuela following the rise in o0il prices),
as will the external financing coefficient in the small econo-
mies (see E/CEPAL/1076).

104, Lewis, “The evolution of the international econ-
omic order”, Princeton University, mimeo, 1971.
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Table 3

LATIN AMERICA: IMPORT AND EXPORT COEFFICIENTS WITH RESPECT TO THE GROSS
DOMESTIC PRODUCT

Medium-sized

Latin America Large countries countries Small countries

Year
Imports  Exports Imports Exports Imports Exports Imports  Exports

1950 15.7 14.0 12.8 104 23.2 22,3 18.2 18.6
1960 13.4 12.5 10.0 8.3 20.8 22.9 19.3 17.2
1970 11.5 11.3 8.3 7.7 16.6 19.0 22.8 19.8
1980 11.7 10.3 7.4 7.5 20.3 14.7 24.9 24.1
1990 12.5 10.3 8.6 7.6 22.5 14.7 26.7 25.4
2000 12.8 10.7 8.9 8.2 24.1 152 279 26.3

Source: CEPAL, Long-term trends and prospects ..., op. cit.

mand. Consequently, for these economies ex-
ports primarily act as a ‘lubricant’,

In the economies with more or less limited
domestic markets the situation is obviously
quite different, since exports represent a con-
siderable proportion of total demand and ulti-
mately have a bigger effect on the growth of the

economy, Thus they are closer to the ‘engine of

growth’ image, although the role of the do-
mestic market remains dominant.

Naturally, this distinction cannot be car-
ried to extremes, but it is acceptable in general

terms and allows a variety of combinations in
the case of concrete activities or countries.

This passing digression should not ob-
scure out the basic conclusion regarding the
question raised earlier, namely, that (bearing
in mind the differences between the various
groups) the outlook for vigorous growth of in-
ternational links does not entail a substantial
change in the structure or historical pattern of
the process. In other words, inward-directed
development will continue to predominate,
both for the region as a whole and for most of its
countries.

IT

The opening-up process

1. The reasons for opening up to the exterior

The above data and the corresponding deduc-
tions appear to contradict some lines of thought
and praxis which have recently gained great
significance in Latin America and elsewhere.
We shall begin by examining their general di-
rection and the reasoning on which they are
based, and then go on to consider some variants
of them.

Broadly speaking, they can be summarized
as sharing the premise that it is necessary to
foster external relations, take greater advantage

of the opportunities arising from the interna-
tional division of labour, and consequently at-
tach priority to exports, imports and external
financing.!! All of this is covered by that famil-
iar blanket term ‘opening up to the exterior’.

What are the underlying reasons for this
general approach?

1Tt should be noted that these concerns also arise in
countries with very different styles of development and
institutional systems, such as Cuba. Concerning the new
guidelines of that country’s economic policy in the 1970s,
the Economic Survey of Latin America, 1978 states that
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It is worth mentioning some of them in
passing, although they are doubtless well
known, since they have a place in this dis-
cussion.

(a) The international setting and the stubborn
external bottleneck

Two elements appear particularly salient.
One of these relates to the international setting,
and the other to some issues which have
troubled Latin American economic policy.

The first stems from the well-documented
expansion of world trade following the war, and
particularly during the period 1965-1973, the
magnitude and significance of which can only
be appreciated fully in the light of the condi-
tions that framed the region’s development in
the prolonged period ranging from the Great
Depression to the end of the 1940s,

The most important factor in this overall
picture was the openness of the United States
economy, which in the course of the post-war
period managed to double its import-product
coefficient (from less than 5% to over 10%) and
transform the dollar shortage of the beginning
of the period into a glut which has ended up as
one of the biggest problems of the central econ-
omies and a major cause of the international
monetary disequilibrium.!2

Within this transformation of the external
setting the importance must be stressed of the
impact caused by the experience of a group of
—quite dissimilar— Asian countries®® which
took advantage of the opportunities thus
created with great flexibility and energy and
developed a form of open or export-oriented
industrialization which some have seen as an
alternative to the model prevailing in Latin
America and elsewhere.

“the new approach to production strategy meant that the
economy had to have foreign exchange both for capital
investment purposes and to supplement the domestic pro-
duction of consumer goods; and this called for a high,
steady growth of exports” (E/CEPAL/G.1103, p. 296).

127t is worth noting in passing that this is one of the few
bases of CEPAL thinking circa 1949 to be set right by sub-
sequent events, although this does not detract from the
great significance of the shift of the “principal cyclical
centre” form Great Britain to the United States.

B3 Primarily South Korea, Taiwan, Hong Kong and Sin-
gapore,

We cannot stop here to examine this ex-
perience and the comparative judgements it
involves. Suffice it to stress the essential point:
that the differences in the historical and struc-
tural patterns are so deep that superficial anal-
ogies merely call to mind the aphorism that
such exercises are the main enemy of the social
sciences. Besides, it is enough to review any
conscientious analysis of such cases, even by
their advocates, to recognize their peculiar na-
ture {(or natures).!* Nevertheless, their influ-
ence should not be underestimated.

Finally, the external setting was radically
altered by the unprecedented fluidity and
magnitude of credit flows, particularly from
private international banks,

(b) Endogenous factors

These changes in the international setting
have had their counterpart in the development
of relations with the exterior as outlined above.
This development has involved a characteristic
facet of Latin American experience since the
crisis: the chronic bottleneck and disrupting
fluctuations of trade, stemming from the imba-
lance in the relative dynamism of imports and
exports, and also from the overwhelming im-
portance of a few basic export commodities.

Thus if the international factors implied
increased opportunities and, specifically, de-
mand for exportable products, these endoge-
nous factors brought one of the most acute
problems of regional growth, which had to be
alleviated or resolved.

In addition to these elements, others
should be mentioned which also spring from
the domestic setting and the polyvalent and
—trom some angles— contradictory repercus-
sions of the industrialization process. Sum-
marizing a familiar CEPAL line of analysis, this
development was subjected simultaneously to
two forms of pressures. The first arose from the
higher demand for imports stemming from
growth in incomes and a number of inherent

Mgee, for example, “El desarrollo industrial orientado
para la exportacion: la experiencia de Corea”, by Larry
Westphal: summary by the author, with comments by Fre-
derick E. Berger, in “Politicas de promocién de exporta-
ciones”, vol. I (EfCEPAL/1046), pp. 73-86.
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characteristics of the process, such as the lack of
vertical complementarity of the emerging in-
dustrial activities and the spur of service pay-
ments on foreign capital and loans.

The second source of pressure stemmed
from the constraints of the domestic markets
which, along with other factors such as the
distribution of income, and according to the
particular situation of each country, hindered
the progress of certain stages of industrial-
ization.”” While the small countries with diffi-
culty approached the limits of ‘easy substitu-
tion’, based on branches of light or traditional
industry and basic inputs, these constraints be-
came conspicuous for the large countries em-
barking upon ‘difficult substitution’ linked
with the growing presence of the transnational
corporations,

(¢) The domestic potential

All these aspects led, as mentioned earlier,
to the need for and desirability of altering the
pattern of relations with the exterior. But other
factors which also affect the process from
another angle should not be overlooked, such
as the domestic capacity to undertake this task
thanks to the new structures and potential
created by the advance of industrialization in
the broad rather than the sectoral sense.

As is shown by the experience of the coun-
tries which have advanced furthest in this di-
rection, the process involved establishing a
fulcrum or springboard whereby manufactur-
ing exports could reach external markets; and
this is obviously important for the prospects
and options open in the future, a question dis-
cussed below.

As indicated earlier, we are not referring
merely to the specific contribution of manufac-
turing activities in this field. Equally important
has been the multifarious irradiation of indus-
trial praxis in labour and entrepreneurial train-
ing, in the quantitative and qualitative growth
of the public and private technocracy, in the
modernization and readjustment of the institu-
tional and instrumental apparatus of economic
policy, and in many other respects. Indeed, this

58ee Economic Survey of Latin America, 1975 (Un-
ited Nations publication, Sales No. E.77.11.G.1), Part Two.

is another application of the principle of ‘learn-
ing by doing’.

It is true, as sometimes pointed out, that
many lines of export diversification were setup
prior to post-war industrial development or
have nothing to do with it. However, it is dif-
ficult to believe that these would have broken
into world markets without all the transforma-
tions which we have outlined.!s

In brief, if the first set of factors induced or
encouraged a reappraisal of the approach to
external links, this last factor was for some the
objective condition governing the viability of
doing so.

2. The variants of opening up to the exterior

The form in which these motivating forces have
been translated into lines of economic policy
varies considerably from country to country,
partly in the light of their particular situations
and partly —and sometimes decisively— as a
result of the way in which they interpret the
problem. There is certainly an enormous range
of ideas about the forms and functions of the
global process of internationalization,

At a high level of abstraction two lines of
thought and action can be distinguished, char-
acterized primarily by the more or less com-
prehensive and radical nature of the alternative
diagnosis of the situation prevailing until
roughly the mid-1960s. These two broad cur-
rents may in turn be broken down into different
conceptions of a number of more specific and
relevant questions for the purpose of this anal-
ysis, such as the nature and role of industrial-
ization, the degree and form of openness to the
exterior, protectionism and import policy.

From the first and more general angle, it is
no distortion or caricature of the facts to distin-
guish two basic approaches to the question. One
might be termed the ideological approach, with
no pejorative undertones; the other is rather
pragmatic. From an overall point of view, look-
ing at the Latin American picture in recent
years it might be said that the experience of the

1614 is worth bearing in mind the impact on the growth
of non-traditional exports of investment in infraestructure
-basic services, roads, refrigeration and packing plants
(with large-scale State participation).
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southern countries (Chile, Argentina and Uru-
guay) falls within the first category while Co-
lombia, Brazil and the other countries of the
region are closer to the second.

With regard to the ideological approach, it
seems clear that the transformation of external
relations is part of a much broader —what used
to be called ‘totalizing’— context and is in fact
only a fragment of a readjustment which covers
practically all dimensions of social reality, al-
though its impact is not the same in all of them.

This outstanding feature also signifies a
substantial degree of discontinuity with re-
spect to the past, both in general and in particu-
lar aspects, which is part and parcel of an al-
ternative ‘ideal type’. If this is not found in the
present scenarios,!” by explicit or implicit as-
sociation one can go back to earlier ones, and
particularly those of the nineteenth century,
thus reviving former approaches.

The other main variant differs in both
these respects, i.e., both in its degree and in its
components. It does not have the same multi-
dimensional nature and does not involve an
essential break with the preceding trends and
structures which it wishes to modify. In other
words, it is based on the varying interplay of
change and continuity.

To illustrate these contrasts, and given the
impossibility of undertaking a systematic com-
parison here, let us turn to firmer ground and
examine some specific aspects.

(a) Approaches to industrialization

There is little doubt that the views held on
the past and future significance of industrial-
ization, and of so-called substitution industrial-
ization in particular,® are one of the main
points of difference both between the two
above-mentioned approaches and between
them and others which may be distinguished.

17The ‘social market economy’ of the Federal Republic
of Germany is usually given as the archetypal reference,
although many characteristics of that country’s experience
do not correspond to the postulated ‘ideal type’.

18With regard to the concept and raison d’étre of sub-
stitution industrialization, see En Torno a las Ideas de la
CEPAL; Desarrollo, industrializacion y comercio exterior,
Cuadernos de la CEPAL, No. 13 (Santiago, CEPAL, 1977).

Without going further into the critique of
the process, it is clear that the first position
views openness to the exterior in general, and
the promotion of exports and liberalization of
imports in particular, as a drastic about-turn
with respect to the earlier approach based on
the domestic market and import substitution
and selectivity. The objective is in fact to move
from inward-directed to outward-directed de-
velopment.”® In addition, within its overall
view of the matter it subjects the general pro-
cess of industrialization (and that of develop-
ment) to the logic of comparative advantage,
the decisions of the market mechanism and
open competition with the exterior.

The ‘pragmatic’ approach, as may readily
be supposed, adopts a different view which
basically goes beyond the apparent contradic-
tion between the opposed terms and attempts
to bring them together in new combinations.
To illustrate this approach it is worth saving
time by recalling some observations by C.
Diaz-Alejandro in his famous study of the Co-
lombian case.2® He states that the picture which
emerges from the policies followed since 1967
is somewhat different from the textbook de-
scriptions of the shift from import substitution

1911 a recent study, for example, it was argued that “in
the middle of the previous decade ... some Latin American
countries began to implement the outward-directed devel-
opment strategy by means of policies to stimulate non-tra-
ditional exports” (Ricardo Ffrench-Davis and José Pifiera
Echeiique, “Politicas de promocién de las exportaciones
en los paises en desarrollo”, in Polfticas de promocion de
exportaciones, vol. III (E/CEPAL/1046/Add.2), p. 55).
Professor Rosenstein-Rodan, criticizing the negative
trends in the development of some countries, attributes
them to “the continuation of a mistaken policy of ‘import
substitution’ instead of outward-directed development
(successful example: Brazil)” (“Characteristics of Latin
American development”, paper presented at the Second
Panama Banking Convention, in April 1979 {(mimeo)).

20The quotations are taken from a presentation on the
author’s work Colombia, Special Conference Series on
Foreign Trade Regimes and Economic Development, vol.
IX (New York, National Bureau of Economic Research,
1976) made at the Fundacién para la Educacién y el Desa-
rrollo in Bogot4 in 1973, and reproduced for an ILPES
course in 1979. Attention focuses on the Colombian case
because it is usually considered to have been more open
than Brazil, besides having been a pioneer in this direction.
The Brazilian case, on the other hand, self-styledly prag-
matic, differs more profoundly from the ideological ap-
proach in a number of key aspects —the role of the State and
of public enterprises, and the clear continuation of the
process of substitution industrialization.



THE OPENING UP OF LATIN AMERICA TO THE EXTERIOR / Anibal Pinto 39

to export-promotion policies, and adds that the
change from an import substitution policy to an
export promotion policy in Colombia should
not be regarded as a volte-face. More precisely,
he stresses that the launching of the 1967 poli-
cies directed relative incentives towards ex-
ports in contrast with import substitution.
However, and perhaps more importantly, these
policies strengthened the incentives for se-
lected import substitution and export activities
in relation to the non-tradeables sector.

A similar interpretation and approach to
the problem may be seen in other cases, includ-
ing that of Korea 2!

(b) Other related aspects

The contrast between the two approaches,
as pointed out above, is also visible in a number
of subsidiary aspects of the overall approach to
industrialization: comparative advantages, pro-
tectionism and liberalization of imports.

It would be ridiculous to attempt to make a
suitable review here of the first of these as-
pects, which is the subject of long-standing and
unresolved controversy that becomes more
nebulous with the inclusion in the analysis of
legitimate and significant non-economic vari-
ables (national imperatives, social, humanita-
rian and cultural values, etc.). It is nevertheless
worth mentioning from the standpoint of this
discussion.

Starting from the other end of the range of
positions, it is obvious that the pragmatic ap-
proach —by its very nature— has not managed
to produce a clear and comprehensive theoreti-

211p this connexion, L. Westphal states that under the
impetus of import substitution for non-durable consumer
goods, the growth of the industrial product was quite rapid
(12% annually) during the second half of the 1950s. How-
ever, at the beginning of the following decade opportuni-
ties for ‘easy’ import substitution began to dwindle rapidly,
and ultimately industrial growth to slacken. He adds that
selective import substitution has permitted the concentra-
tion of scarce investment resources in one or a few sectors at
a time and thereby made possible greater exploitation of
economies of scale and of the linkages among closely inter-
related activities (Westphal, op. ¢it, vol. VIII, pp. 73 and
76). A study in the same document on the case of Yugoslavia
points out that import substitution and export promotion do
not appear to have been seen as alternatives, but were
followed in ditferent sectors at different times. (V. Dubey,
“Yugoslavia: exportaciones de bienes y politicas de explo-
tacién’, V. Dubey: Resumen del trabajo, ibid., vol. X, p. 95.)

cal corpus on this issue which is unquestion-
ably extremely complex in that it necessarily
goes beyond and economistic framework.

However, it is important not to underesti-
mate the valuable contribution to the analysis
of this issue contained in studies and proposals
in the field of planning, since these are the
concrete manifestation of resource allocation
criteria both within the domestic economy and
with regard to the external sector.

Indeed, these contributions have made it
possible to blend the different senses of the
concept of comparative advantage —which can
be absolute (where the natural resource en-
dowment is predominant), relative (when it
emerges from the contrasting of viable options)
or acquired (in which national determination is
crucial, and which involves ‘learning by
doing’).22

The ideological approach may not ignore
the complexity of the problem, but its inhibi-
tions are swept away by the value placed on a
guiding criterion which is very clear and cate-
gorical, “that of comparison with international
standards, which are basically determined by
the levels of productivity and prices prevailing
in the central economies. Greater or lesser
competitivity as compared with this point of
reference will determine the ‘economic viabil-
ity’ or ‘efficiency’ of the activities in question.
‘Comparability’ with these levels will justify
their existence; ‘comparative disadvantages’
their elimination”.23

This is, of course, the extreme version of a
Darwinian logic which has never actually exis-
ted, but it would be wrong to underestimate its
past and present influence in sympathetic cir-
cles both in and outside the region.

22The experience of the industrial late-comers, whether
developed or peripheral countries, provides a clear picture
of the different combinations and focal points in each par-
ticular case, Broadly speaking, it seems evident that rela-
tive and acquired advantages have tended to weigh more
than absolute advantages in the modern setting, although
this can in no way be interpreted as an expression of ar-
bitrary ‘voluntarism’. It goes without saying that market
size and the volume and nature of natural resources are
important elements of comparative advantage, and in par-
ticular of degress of openness.

23A. Pinto, “False dilemmas and real options in current
Latin American debate”, CEPAL Review, No. 6 (second
half of 1978}, p. 38.
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(¢} Protectionism and liberalization

The difterent approaches to protection and
liberalization of imports, which should be re-
viewed within the context of the general at-
titudes to industrialization, are sufficiently
well defined to require merely a cursory
examination.

In the southern countries, and particularly
Chile, the change of direction on both these
fronts has been radical. In the others, on the
other hand, it is moderate and sometimes inter-
rupted. In the case of Colombia, for example,
the free-trade experiment of 1965-1966, follow-
ing the traditional recommendations of the In-
ternational Monetary Fund, was, in the words
of one expert, a ‘traumatic experience’ which
paradoxically paved the way for export promo-
tion within a context of much greater control
over imports.2* Brazil’s protectionist armour re-
mained virtually intact, although it was sub-
stantially revamped in the mid-1960s in order
to adjust it to the new stages of industrializa-
tion. On the import side there was also some
liberalization,?s although heavy duties were
levied on luxury goods - unlike what happened
in some countries further south.

It should be recalled here that on both
these issues there had for long been some degree
of consensus about the neéd to rationalize the
system of protection inherited from the times of
severe disequilibrium in the external accounts,
to which attention was drawn repeatedly in
CEPAL studies.® Policy on non-essential or
luxury imports was likewise the subject of re-
current discussion. One representative attitude

H Diaz-Alejandro, Colombia, op. cit. Elsewhere the
author states that “the Colombian experience indicates that
drastic import liberalization is neither a necessary nor a
sutficient condition for export growth™ {p. 208). Going
further into the matter, he adds that while there does seem
to be a decline in extravagant and large-scale new initia-
tives in the field of import substitution, it remains true that
the import control machinery is still used vigorously to
protect existing activities (and some new ones).

25 A direct reflection of this is the growth of imports of
non-durable consumer goods, although their share of the
total (aronnd 5%) did not increase significantly, See
Economic Surcey of Latin America, 1975, op. cit.

26 Gee, for example, En torno a lus Ideas de la CEPAL;
Problemas de la Industrializacion en América Latina,
Cuadernos de la CEPAL, N.° 14 (Santiago, Chile, CEPAL,
1977).

stressed that drastic restrictions on such im-
ports meant that resources would be siphoned
off to produce them domestically, and therefore
advocated some margin of freedom which in
turn would provide an attractive field of
taxation.

Be that as it may, the crux of the disagree-
ment appears to lie in the differences of
approach to the interrelated functions of pro-
tectionism, export promotion and the flow and
nature of imports within the development pro-
cess. The ideological approach places all these
elements in the framework of the greatest pos-
sible openness, which should thus come close
to the ideal of perfect competition both
domestically and in foreign trade. The different
varieties of the pragmatic approach agree that
rational and effective protection is needed and
that export promotion should be the basic in-
strument for increasing the purchase of those
imports which contribute most to development
and well-being, all of which cannot be
achieved without the application of selective
criteria concerning their nature.

3. The dangers of opening up to the exterior

Going beyond the reasons underlying the
search for a new pattern of external links and
the major forms which can be distinguished in
this connexion, it is worth pausing to consider a
number of dangers latent already encountered
in this experience. This must be done before
proceeding to examine the options visible for
the future.

A recent study makes a valuable contribu-
tion to the analysis of this problem and can
guide our approach to it? The study argues
that a distinction must be drawn from the out-
set between the risks “that make themselves
apparent in the behaviour of the more generic
—primarily macroeconomic— variables” and
those “which arise out of changes in the structure
of domestic prices and in the remuneration of
the factors of production, as well as in the exist-
ing relations between earnings and prices”.
The two kinds of effect are obviously closely

3 i% . . . . - .

= H. Assael, “The internationalization of the Latin
American economies: some reservations’”, CEPAL Reciew,
N.O7 {April 1979), pp. 41-55.
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related, the latter being dependent upon the
former in the main, although as they develop
dynamically they reinforce each other.

Within this overall picture one singularly
important possibility is that the “open
economy’ approach may involve a very serious
error of perspective inasmuch as it focuses ex-
cessively or solely on the significance of exter-
nal demand rather than the present or potential
importance of the domestic market.

We have already shown the actual relative
importance of three factors in the past and es-
timated their future weight. There can there-
fore be no doubt about the predominance of the
domestic market, all the more so if its potential
continues to be developed, as advocated in
most official policies and patently justified on
social and economic grounds.

It should be pointed out immediately that
this argument does not postulate a naive or
mutually exclusive contradiction between
these two engines of growth or alternative pat-
terns of production activity. On the contrary, as
was mentioned earlier, it is clear that they must
be complementary, as has very often been the
case in the past.

However, the seeds of conflict, perhaps
only relative but nonetheless important, do ex-
ist, as past experience shows. Frequently the
extension of external links has not gone hand in
hand with an equal strengthening (in relative
and sometimes even in absolute terms) of the
domestic market and the production activities
geared to it, with the consequences which have
been fully documented in the literature on the
question,

Some examples show the cause of this pos-
sible or actual contradiction.

(a) Investment and domestic demand

The orientation of investment is an outstanding
example in this respect. If the level of invest-
ment does not rise significantly, the preference
for export-linked investment inevitably means
that investment primarily or exclusively des-
tined for the domestic market will decline in
relative or absolute terms.

Clearly, economic policy can and should
guide the investment process —equally to av-
oid the opposing bias of neglecting investment

in activities with some degree of export poten-
tial. But if instead policy is directed dispro-
portionately or excessively in the opposite di-
rection —despite doctrinaire proclamations on
the non-involvement of the State— the cumula-
tive distortions may be substantial within quite
a short time 2

In addition, these latent or real pos-
sibilities are strengthened by the social impli-
cations of a change of policy which is very radi-
cal or lacks the necessary balance.

The prevalence of the inward-looking
approach was naturally accompanied by the
priority objective of expanding the domestic
market for the activities directed towards it,
and social policy {on wages, subsidies, social
security and so on) was geared to this end with
all the limitations and shortcomings which can
be attributed to such a state of affairs.

Naturally enough, the alternative ap-
proach implies a more or less substantial
change on this front, because its very nature is
to give pride of place to external rather than
domestic demand, above all in terms of the
relative and dissimilar growth of each. Further-
more, since the level of earnings is a decisive
element in external competitiveness, a rise in
the former must by definition have a negative
etfect upon the latter. The broader implications
are equally clear. Using the means at its dis-
posal, this policy will aim to hold down earn-
ings, while the approach focusing on the
domestic market must simultaneously and
primordially seek to increase the effective de-
mand for goods and services which is to be
satisfied.

Finally, it should be emphasized, as it is in
Assael’s study, that the interplay of incentives
and disincentives in an injudicious export
strategy may mean that “favourable conditions
are generated or re-established for the opera-
tion of the traditional system of the interna-

28 1t might be added that some legislation aimed at the
unilateral promotion of industrial and non-traditional ex-
ports may give rise to administrative and discriminatory
problems, which have often been a feature of legislation
fostering import substitution activities. This has been sug-
gested, tor example, in criticism of the legislation adopted
by Peru in this field at the beginning of 1979. See the
Informe Econdmico supplement to the newspaper El
Mercurio (Santiago, Chile), for July 1979,
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tional division of labour and of comparative
advantages, in the orthodox sense”. The lim-
ited or smaller importance placed on inward-
directed industrial development would seem
to accentuate this tendency, while the en-
hanced opportunities in some primary bran-
ches would tend to encourage their falling into
foreign hands, particularly in the case of min-
ing, because of the scale of the investment in-
volved and other well-known factors.

(b) Imports and regional integration

Still on a general level, it seems clear that
these potential or emerging trends will be
strengthened if the export-oriented approach is
combined with a determined or undiscriminat-
ing policy to free imports, either as a functional
part of the open-economy ideology or as a
means of tackling the problem of the occasional
gluts of incoming foreing exchange. The sub-
stantial, and often undifferentiated cuts in
tariffs and the rejection of other protectionist
measures (such as import deposits or exchange
rate management”’ and of progressive internal
taxation are common elements in this approach.

Repeating judgements quite widely ad-
vanced in the region during the past century in
criticism of attempts at protection, it is argued
that in this respect external openness pla-
ces within reach of ‘the consumer’ the goods
and services offered in the industrialized
economies with high average incomes, How-
ever, it is perfectly clear that many of these
—precisely those for which the demand is most
dynamic— are beyvond the effective purchasing
power of the majority of the population, whose
income level only barely allows them to meet
their basic needs. Of course, this is not to deny
the ‘trickledown effect’ in the case of many

2This instrument, much used and abused in earlier
times, has become an object of ideological execration
whose equivalent in the opposite camp, might be said to be
currency devaluation. However, it seems clear that a very
selective and limited differentiation of rates may be a use-
ful and expeditious instrament on many ocassions, particu-
larly in economies with appreciable structural heterogene-
ity — for example, where the export sector {or its main
branches) has much higher levels of productivity than the
average level in the economy. This would also appear tobe
a very important aspect as regards the external projection of
industrialization.

goods of low unit value which abound in mod-
ern consumption (whether imported or not),
but in this case it is important, not to underesti-
mate the possible distortions caused if this oc-
curs at the expense, absolutely or relatively, of
expenditure on necessities.

Finally, we cannot close this review with-
out referring to the negative effects on regional
integration projects.

Besides the many different domestic ob-
stacles which have affected its course, it is well
known that the propitious winds of interna-
tional trade and the availability of abundant
financial resources have also helped to douse
the frame of integration, although without in
any way removing its deep-seaked historical
raison d’étre. Furthermore, in some countries
these factors were compounded by the delib-
erate or implicit repercussions of the ‘open
economy’ approach, despite the changes in the
world economy since 1973 — a point to which
we shall refer below.

The opposition to the economic and gen-
eral logic of regional integration, which is only
seen as a means of reproducing the errors of
substitution industrialization in a broader con-
text, goes together with the rejection or elimi-
nation of incentives and machinery designed to
promote it, such as the establishment of a com-
mon tariff towards the rest of the world, the
well-harmonized preterential cut-back in
duties on trade among members, and the joint
planning of investment.

(¢) Repercussions on prices and wages

From the other angle identified in this
analysis, another salient point is the hypotheti-
cal or proven impact on the level and structure
of prices and wages resulting from the injudi-
cious application of a policy of opening up to
the exterior.

As argued in the above-mentioned study,
“domestic prices of goods ... tend to be as-
similated to world market quotations [and] are
affected by the more extensive and expeditious
export and import pos.ibilities”. However,
“the trends that are generaied in respect of the
remuneration of profitability of the factor of
production in the developing countries in pro-
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cess of internationalization are not so clearly
defined” 30

The difference in effect stems largely from
the relative supply and cost of capital and
labour, as well as the lower domestic or interna-
tional mobility of the latter, and these tend to
accentuate the divergence. Thus forces are un-
leashed which produce a situation whose ex-
treme case has been described as “interna-
tional prices and domestic wages™.

Obviously, to emphasize these contrasts is
not to postulate that the purchasing power of
wage earners could be the same in all countries
whatever their level of development or levels
of productivity. What is clear is that some
policies of external openness have increased
the gap between wages and the prices of many
essential products by bringing the latter up to
international levels.3! Consequently, the
factors which may cause losses in real wages
are strengthened by changes of a regressive
nature in the price system. What is more, it
should not be forgotten that in well-known
cases this tendency is worsened by the (relative
or absolute) drop in prices and greater avail-
ability of products for the higher-income groups
as a result of the freeing of imports.

This trend is also linked with the nature of
the goods which make up the so-called-non-
traditional exports. Although this category var-
ies from country to country, as we shall see

below, it is well known that many, and some-
times most, are agricultural goods and light in-
dustrial products {processed foods, clothing,
footwear, etc.). It is therefore these products
which suffer the strongest price impact, both
because of the fact that external market prices
are usually higher and because of the incen-
tives which they are given, all of which has a
reflex effect on the domestic prices of these
goods and of related products. An additional
danger, which has materialized in some cases,
is that the unbalanced emphasis on exportable
agricultural products results in a decline, or
slow growth of crops for domestic consump-
tion.

These effects become even more serious if
a significant or increased proportion of imports
consists of non-essential or luxury articles. Ina
word, a growing proportion of wage goods is
being exchanged for others primarily or exclu-
sively destined for the top income groups.

In short, then, through these and other
channels an unfettered opening-up of the econ-
omy runs the risk of re-establishing, creating or
deepening economic and social features which
have long been criticized in Latin America, and
the correction of which is a priority objective of
most official policies proclaimed in the region,
sometimes even in the verv countries which
appear to be taking a different road.

111
Options and problems

1. The role of industrial exports

[f we now return to the premises set forth at the
beginning of this article, it is easy to see that to
secure a dynamic, synchronized rate of growth
of foreign trade calls for policies that can avoid
what have been described as the dangers of

30 Agsael, op. cit., p. 50.

3 A defender of such policies, besides confusing the
sense of the contrast described above by arguing that it
overlooks the manifest and inevitable differences in real
incomes between the countries compared, recognizes “that
for many decades our prices were below international
levels” and adds elsewhere that “in general prices in Chile

openness as well as the difficulties that have
arisen in the past. In other words, the process of
internationalization should be placed on foun-
dations which allow a different, more favour-
able and more dynamic insertion in the world
economy.

are similar to or even often above international levels due
to the openness of our economy to foreign trade” (owr
underlining)., Rolf Liiders, “Precios internacionales y
sueldos chilenos”, in the Santiago newspaper La Tercera
de la Hora, 8 August 1979; the article was a reply to an
article by the sociologist Pablo Huneeus, “Precios y
prices”, ibid., 23 July 1979,
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It goes without saying that an approach to
this issue must cover all of its many dimen-
sions, some of which do not lie within the
economic sphere but are nonetheless ex-
tremely important. Even within that sphere, it
will not be possible to deal with all its aspects,
although some of them, such as the attitude to
imports, have been outlined above. Others,
such as the problem of indebtedness, cannot be
examined here, and in any event there is an
abundance of recent literature on the question.

Instead we shall focus on what emerges as
the crucial issue in the discussion, namely, the
role of manufactured exports. These combine
two very important functions: first, they facili-
tate and promote the continued development
of the industrialization process, expanding its
domestic and external underpinning; and sec-
ondly, they alter the ‘outdated model” of the
international division of labour, the main lines
of which still exist in the relationship between
centre and periphery,

(a) The differential prospect of exports

First of all, an obvious question must be
asked: why single out manufactured exports?
Do not basic commodities otfer similar or bet-
ter opportunities?

Without returning to the past record,
which speaks for itself, a convincing reply is
given by World Bank data on the prospects for
world exports. As shown in table 4, the projec-
tions of the probable evolution of the compo-
nents of world exports between 1975 and 1985
suggest that manufactured exports will far out-
strip all others, thus continuing the trend re-
corded in the period 1960-1975. With regard to
the less developed countries, the growth rates
will be much more differentiated than in the
case of the world average, and there will again
be a growth rate of slightly over 12% annually.
Consequently, by 1985 43% of the exports of
those economies will consist of manufactures,
which will account for 64% of the rise in their
sales between 1975 and 1985.

To round off this picture, table 5 compares
the growth rates of the volume of the main
agricultural and mining exports —excluding
oil— in the years 1960-1976 and gives esti-
mates to 1990. The breakdown by products
gives a better view of the more global trends
presented in table 4.

Needless, to say, this is not to underesti-
mate the present and future importance of com-
modity exports, particularly for Latin America
as a whole and above all in the case of the
countries where there are good prospects of

Table 4

PAST AND PROJECTED GROWTH RATES OF EXPORTS, BY PRODUCT GROUPS

(In 1975 dollars)

Less Less
developed developed Percentage of exports of Percentage share
World countries World countries less developed countries of increment
1960-75 1960-75 1975-85 1975-85 1960 1975 1985 1960-75 1975-85
Fuels and energy 6.3 6.2 3.6 3.4 39 40 30 42 18
Agricultural
products 4.2 2.6 4.4 3.1 43 27 20 16 12
Minerals, excluding
tuels 3.9 4.8 4.2 5.8 7 7 7 6 6
Manufactures 8.9 12.3 7.8 12.2 11 26 43 36 64
Total goods 7.1 5.9 6.4 6.4 100 100 100 100 100

Source: World Bank, World Development Report, 1978, Washington, tables 13 and 25, and unpublished projections

prepared for the same reports.
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increasing these exports or where industrial-
ization is still in its early stages and needs more
complex support, such as that provided by sub-
regional integration.

Table 5

DEVELOPING COUNTRIES: PAST AND PRO-
JECTED GROWTH OF THE VOLUME OF THE
MAIN AGRICULTURAL AND MINING
EXPORTS

Growth rate of the quantum
Value ofexports ofthe developing

Product in countries (percentage)
1974#
1960-1976" 1974-76/1990

Copper 5320 3.7 3.3
Sugar 5083 2.8 2.7
Coffee 3 984 1.7» 2.6
Fats and oils 3877 5.7¢ 52
Logs 8.8¢ 2.2
Sa\%’nwood 2747 8.6° 8.0
Cotton 2291 -02 -0.3
Rubber 2212 3.6 3.6
Iron ore 1693 6.9 3.9
Phosphates 1692 52 5.1
Cocoa 1555 2.2d 2.5
Tin 1256 0.9 1.5
Maize 1153 5.4¢ 3.6¢
Rice 1094 -0.7 0.0
Tobacco 691 3.9¢ 5.3
Tea 672 1.8¢ 2.3
Meat 609 —1.7t 54
Bananas 602 3.3 2.1

Source: World Bank, Division of Commodity and Export
Projections.

2No year is entirely representative because of price fluctua-
tions; for example, in 1975 copper and phosphate prices
were exceptionally high.

b Historical trend.

©1961-1976.

41955-1976.

¢ Growth rates refer to all cereals,

11961-1963/1976.

In this connexion it is worth drawing atten-
tion to the widespread progress made in the
diversification of commodity exports. Accord-
ing to a study of 55 non-oil-exporting econo-
mies, the proportion of countries dependent on
one commodity for more than half of the total

value of exports fell from 49% in 1960 to 18% in
197452

(b) Industrialization and manufactured
exports

Resuming a discussion which began when
examining the varieties of opening up to the
exterior, it is now necessary to stress the
symbiotic relationship between industrializa-
tion and manufactured exports. As was sug-
gested above, such exports are essentially a
means of obtaining the ‘lubricant’ (imports)
needed to continue with the process of in-
dustrialization in its broadest sense, and of ex-
panding the market so that the process can be
more dynamic, profound and economically
efficient.

In other words, export-oriented openness,
far from being a break or volte-face with respect
to past industrialization, should be viewed —to
paraphrase Von Clausewitz's famous apho-
rism33— as the continuation of industrialization
by more propitious and historically necessary
neans.

The other side of the coin is even clearer. If
it is considered possible and necessary to ex-
pand manufacturing exports in future, how can
this be done without maintaining or strength-
ening the industrial development capable of
generating the goods in question?

All of this should of course be viewed in a
context in which, as we have already seen, pre-
sent and future demand in the domestic
markets will continue to require the steady,
preferential growth of manufacturing supply,
of which it is at the same time the main or at
least a significant support (as the case may be).

The emphasis placed on these aspects may
appear excessive bearing in mind that nowa-
days nobody is in principle against industrial-
ization. Even the extreme orthodox ideological
current has moderated its previous total anti-
pathy, which nonetheless remains consider-
able. However, the heavy one-sided emphasis

32H. B. Chenery and D. B. Keesing, The Changing
Composition of Developing Country Exports, World De-
velopment Report, Washington, Background Paper, N, 5,
1978,

33 “War is nothing but a continuation of political in-
tercourse with the admixture of different means.”
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placed on export promotion and the subjection
of the manufacturing process to the rigorous
satisfaction of the rules of international ‘com-
petitiveness’ intrinsically involves self-im-
posed constraints upon its development and
its hierarchical, functional relationship with
the other objective,

In brief, then, the false choice between
inward-looking and outward-looking indus-
trialization (or between earing foreing ex-
change from exports and saving it for other,
more suitable purposes by producing for the
domestic market) is resolved by blending the
two options, which rather than being mutually
exclusive in fact strengthen each other within
the framework of the overall diversification and
expansion of manufacturing. Thus an advance
along the lines of inward-directed industrial-
ization may have as its direct or indirect conse-
quence an immediate or future rise in exports
(as has usually been the case), and progress in
exporting may also stimulate inward-directed
industrialization as a result of its forward or
backward linkages (as has also occwred in
other cases). 3

The harmonization and ranking of these
factors raises complex and to some extent novel
problems for development and industrializa-
tion policies, which have led to different formal
or informal forms of planning and of State in-
tervention. The ‘invisible hand’ or absolute
free play of market forces has been relegated to
the limbo of pseudo-academic abstraction™
The real discussion is in fact confined to weigh-
ing up the respective roles of planning (or the
deliberateness of economic policy) and of the
market, to the relationship between these two
determinants of the allocation of resources and,
above all, to the nature of the economic and
social objectives pursued.

Clearly, we cannot discuss here all these
aspects which together constitute the bulk of an

HQee Pinto, op. cit.

35This is also true of the industrial-exporting econom-
ies of Asia and those which apply radical policies of exter-
nal openness. In fact all of them use a battery of conven-
tional and unorthodox instruments to stimulate their out-
ward-directed development; what is difficult to find in
these cases is the integration of these provisions (which are
sometimes in themselves positive) within the overall con-
text of the economy and the development of industrializa-
tion.

industrialization strategy.® Limiting ourselves
to the issue under consideration in this section,
the following statement from a CEPAL docu-
ment referred to earlier may be taken as a
guideline: '

“In brief, unless the development policy
changes sufficiently to boost manufacturing ex-
ports still further and at the same time achieve
an active and efficient substitution of imports
in the less developed sectors, it will be difficult
to modify the structural characteristics hinder-
ing the development of the Latin American
economy.”¥7

In another apposite summary, an eminent
Peruvian economist couched the dilemma in
the following terms:

“Either industry begins to generate its
own foreign exchange earnings in order to sup-
port its high rate of growth, or the rate of growth
of industry and thereby of the economy as a
whole must slow down to the rate of increase
permitted by the availability of foreign ex-
change, i.e., roughly to the rate of growth of
primary production.”

{¢) A digression on substitutive
industrialization

At the risk of interrupting the thread of our
argument, it is necessary to pause here to intro-
duce an issue closely linked with the question
under discussion which we have deliberately
left aside. We are referring to the controversial
question of what is known as substitutive in-
dustrialization. For some, as is well known, this
form or aspect of Latin American growth is a
kind of ‘original sin’ which has fortunately fal-
len not only into disrepute but also into disuse.
Others, on the other hand, are perhaps more

36See in this regard “Analysis and prospects of Latin
American industrial development” (ST/CEPAL/CONF,
69/L.2), submitted to the Second Latin American Confer-
ence on Industrialization, held in Cali, Colombia in
September 1979.

37“Las exportaciones manufactureras de América
Latina: experiencias y problemas”, by Angel Monti, with
comments by Norberto Gonzilez, in “Politicas de promo-
cion de exportaciones”, vol. [ (E/CEPAL/1046), p. 12.

3 Daniel M. Schydlowsky, “Policymaking for national
economic growth”, in Luigi R. Einaudi, ed., Latin America
in the 1970s (Santa Monica, California, Rand Corporation,
1972), pp. 100-101.
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understanding about its origins and functions,
but sometimes entertain comprehensible
doubts about its present significance and valid-
ity

An albeit cursory discussion of the ques-
tion is therefore worth while in order to single
out some points which may be useful for the
general discussion,

Without reviewing here what has actually
been proposed on this question in the literature
of CEPAL.® it should be stated at the outset
that essentially the concept has a historical
connotation: in other words, it is set in a
particular time and place, primarily that of the
relatively more developed economies of the
region in the period roughly ranging trom the
Great Depression to the early 1950s. This is the
true setting in which substitutive industrializa-
tion took place — and CEPAL did not invent it
but merely incorporated it in its analysis and
diagnosis of the regional economy,

What was its raison d’étre? That the con-
straints of the external sector forced or induced
domestic supply to meet the demand that could
no longer be satisfied by imports (which were
insufficient and had been reallocated to higher-
priority ends) and which also represented a
market which was safe, known and within the
reach of the real human and financial capacities
of the existing enterprises. This is the context of
the phase of ‘easy substitution’ in the general
framework of inward-directed development.

The situation tended to change steadily
and substantially in the course of the 1950s. In
addition to the more obvious obstacles such as
economies of scale, market size and technologi-
cal and financial requirements, there was the
paramount factor that the attractive potential
and opportunities stemming from existing de-
mand were relatively exhausted. Thus it was no
longer mainly a question of replacing existing
imports by national production but rather of
anticipating and in fact creating (by the demon-
stration effect, consumer credit, advertising

W See, for example, En Torno a las Ideas de la CEPAL:
Desarrollo, Industrializacion y Comercio Exterior, op. cit.,
and En Torno a las Ideas de la CEPAL; Problemas de la
Industrializacion en América Latina, op. cit. See also “The
growth and decline of import substitution in Brazil”,
Economic Bulletin for Latin America, vol. IX, N.9 L (March
1964), pp. 1-59.

and so forth) a demand for goods neither pro-
duced nor imported, except in small quantities
which fluctuated in accordance with the
varying supply of foreign exchange. This is the
picture wich characterized the second stage,
wrongly labelled ‘difficult substitution’ since
essentially it was not filling a void left by the
restriction or elimintion of imports which
satisfied a pre-existing market. In other words,
it would be better to speak instead of ‘difficult
industrialization” to define the subsequent
period which, in any event, also followed the
general approach of inward-looking develop-
ment, i.e., directed towards and based upon the
domestic market. ‘

The example of the motor-vehicle industry,
or of ‘heavy’ or dearer durable goods, takes us to
the heart of the matter, although citing them in
no way implies any judgement on their level
of priority or significance. For well-known
reasons, even in the larger countries (perhaps
with the relative exception of Mexico because
of its more liberal import policies) the above-
mentioned problems have made it ditficult to
respond to the latent or embryonic demand for
such goods either through imports or through
domestic production. Since the first path was
closed or very narrow, only the second re-
mained, primarily opened up by the transna-
tional corporations. It is they, and in other
fields the State or large national consortia,
which broke the barriers of ‘difficult in-
dustrialization” that did not fundamentally in-
volve import substitution, except in contrast
with a hypothetical, non-existent alternative,
i.e., the satisfaction of that demand by pur-
chases abroad. To hammer home this point, it is
obvious that following such a path Brazil could
never have imported annually nearly one mil-
lion motor vehicles — its output in recent years.

In sum, then, substitution proper becomes
relatively less important as inward-directed in-
dustrialization advances and now begins also to
be directed outwards as part of its growth effort
and of the general requirements of develop-
ment.

But the fact that the role of industrializa-
tion via import substitution has diminished
does not mean that it has become obsolete or
invalid. Nothing could be farther from the
truth. As shown by the experience of some
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economies of the region, the advance of man-
ufacturing and of overall growth also cre-
ates and increases the demand for imports
—primarily of capital goods and basic inputs—
and thus makes it possible or necessary to em-
bark on their substitution at the national or re-
gional level in view of the growing need for
foreign exchange which it is difficult to satisty
because of competing demands or the limita-
tions of the extermal accounts. This variant
of substitutive industrialization therefore re-
mains valid, although without the decisive im-
portance it had in the past, and within a new
general context.

Of course, the problem presents difterent
features from country to country, as we have
seen, and the relative emphasis placed on the
above approaches varies, but this does not de-
tract from the validity of our general position.
Thus substitution proper, diversification aimed
at an emerging or anticipated market and rela-
tions with the exterior —the region or the rest of
the world— are so many aspects of the general
effort to promote industrialization and forge
links with the world economy.

We shall now continue dealing with the
questions raised before this digression,

2. Criticism of the possibilities of a
new insertion

While there is no shortage of observers who
express doubts and reservations concerning
the prospects for the achievement of a new
form of insertion in the international economy,
there are others who are critical from the oppo-
site angle: in other words, they accept the pos-
sibility of a change in the pattern of trade, but
do not consider that it would benefit the
periphery. In the words of one of the spokes-
men of this current, world-market-oriented
industrialization does not brake but rather
perpetuates the historic process of dependent,
unequal development of the countries of Afri-
ca, Asia and Latin America®® Repeating this
idea, another author defines and broadens it as

0tto Freyer, World Market Oriented Industrializa-
tion of Developing Countries: Free Production Zones and
World Market-Factories {Federal Republic of Germany,
Max Planck Institute, 1977), as quoted in Vuskovic, op. cit..

follows: so long as the industrial exports of the
periphery take place on capitalist terms of trade
and still more within the framework of the new
patterns of capitalist accumulation, they will
cqntinue to be a mechanism for the external
expropriation of surpluses, of unbalanced and
unfair trade 4!

These opinions may cause some surprise
since they appear to forget the age-old comp-
laint of the periphery about its commodity-
exporting status, in addition to ruling out one of
the central objectives of the new international
order. When all is said and done, this may be
considered another variety of the ‘disaster’ view-
point, in which any possible change turns out
worse than the existing situation unless it con-
torms to other rules which are rarely defined
with any degree of depth.

Of course, this risk does not escape the
attention of the more alert proponents, Thus,
one of them remarks that his approach does not
mean that he underestimates the importance of
any process of export diversification, and still
less should it be viewed as an expression of
yearning for the old forms of world trade and of
the international division of labour 4

In fact, these proponents base their criti-
cism and warmings both on some specific forms
of opening up to the exterior (such as those
linked to assembly industries or ‘free zones’)
and also, in other cases, on the nature of the
more orthodox or ‘ideological’ policies re-
viewed above.

However, there are more general ques-
tions which transcend those aspects and have
considerable significance for the topic of this
study.

(a) Nature of industrial exports

One of these —as mentioned earlier— con-
cemns the nature of the manufactured goods
which have in the recent past constituted the
main means of entering the central markets,
i.e., non-durable consumer goods.

The criticism on this subject is well known

41p vyskovic, “América Latina ante nuevos términos
de la division internacional del trabajo”, Economia de
América Latina (Mexico City), No. 2, March 1979.

21bid.
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and highly respectable, and ranges from the
lower technological sophistication and low de-
mand elasticity of such products to the possible
effects on supply and prices in the countries of
origin — a matter on which we commented
earlier. Furthermore, from a dynamic stand-
point, there is concern about the possible freez-
ing of a pattern of trade which would reserve a
place for the periphery only or primarily in
those branches of manufacturing, with all the
relative disadvantages and limitations this
would imply.

Two aspects of the problem should be dis-
tinguished here: this path may be the most ac-
cessible in order for a developing country “to
be able to enter the export market”; but this
does not prevent it from continuing to diversify
towards activities with greater technological
potential and more dynamic demand.#

In fact this has been verified in a number of
countries recently, although naturally it is
strongest and most prevalent in the more in-
dustrialized countries. Thus between 1965 and
1975, for example, Brazilian and Argentinian
exports of capital goods increased their share of
total manufacturing exports from 16.8% to
25.4% and from 14.7% to 18% respectively.*

Naturally, this trend or possibility is by no
means necessary or inevitable, and it would be
naive to underestimate the obstacles standing
in its way, which will very often call for the
intermediation of regional groupings, as will be

43 This concern has also been shown by economists of
the centres, as may be seen from the following passage from
a major article on the question:

“A serious approach to increasing the international
division of labour in manufactures through foreign trade
must adopt a more dynamic and longer-term point of view
than current comparative advantages if the developed
countries do not wish to be accused of a new wave of
neocolonialism.

“While concentrating on labour-intensive products
may be the only path by which a developing country can
enter the export market, the earnings obtained from rising
incomes should be invested in modifying the structure of
exports. In the long term, the industries in which tech-
nological progress and future growth are highest must be
widely distributed among all countries, developed or not,
in line with the new lines of comparative advantage, just as
they are currently distributed among the developed
countries.” Hollis Chenery, “La divisién internacional de
la fuerza de trabajo: el ejemplo en la industria”, El
Trimestre Econdmico, {(Mexico City), N.° 135 (July-
September 1972),

44 Chenery and Keesing, op. cit.

argued below. However, it would be even
more mistaken to view it as a cul-de-sac.

Furthermore, it is worth stressing the
historical perspective of the problem. As a gen-
eral rule, and for obvious reasons, the industrial
late-comers entered foreign trade not through
the faster-growing, more sophisticated ac-
tivities but through relatively simple man-
ufactures accessible to their stock of human and
material capacities.®

Consequently, it is historically groundless
and to some extent naive to suppose that the
periphery could immediately launch its man-
ufactures exports in the branches that are tech-
nologically most complex and are decisively
affected by factors such as economies of scale
and entrepreneurial and State organization,
which must be created gradually, often through
the actual links with the world or regional
markets themselves.

To close this discussion, and remembering
the many allusions to the effect of the capitalist
setting, it may be worth bearing in mind that
the traditional or emerging trade structures also
occur in relations between the periphery and
the socialist countries, and also to a lesser ex-
tent among the latter. Thus most exports from
the periphery to the socialist countries consist
of commodities and light manufactures, and
among the latter it is primarily the more in-
dustrialized economies which export the tech-
nologically more advanced products. Natur-
ally, all this takes place within a setting of
growth and change of those relations.*

45 The most conspicuous example is that of Japan,
which has been described as follows in a well-known
study: Japan first imported manufactures from more de-
veloped countries, then began to produce domestic substi-
tutes, and finally managed to become an exporter of those
products. At first, Japanese exports of manufactured pro-
ducts tended to go to countries which were less developed
than Japan itself. Subsequently, it was capable of exporting
to industrially more advanced countries, as its labour force
became more skilled and experienced, the quality of its
products improved and the commercial skills of its
bhusinessmen became more sophisticated. (8. H. Robock,
“Una dicotomia falsa: industrializacion a través de sustitu-
cién de importaciones o mediante industrias de exporta-
cion”, El Trimestre Econdmico (Mexico City), N.¢ 159.)

46This statement is substantiated by examining the
composition of the Soviet Union’s imports from developing
countries. According to “Trade relations among countries
having different economic and social systems”, prepared
by the UNCTAD secretariat in July 1978, traditional items,
including a variety of manufactured articles, made up more
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(b) The problem of wage levels

The second objection in this field relates to
the levels of remuneration in the export in-
dustries of the periphery. Itis argued that these
entail conditions of ‘superexploitation’, which
are moreover a fundamental requirement for
their development, with a number of under-
standable social and economic internal and ex-
ternal repercussions.*

The existence of this problem cannot be
denied, and to illustrate it some deplorable ex-
amples have been given of how in some places
the low level of wages is emphasized as an
incentive for attracting investinent, above all
from abroad to ‘industrial free zones’ ™

However, in a proper appraisal of the ques-
tion other considerations mentioned earlier in
another context (see section 3 (c) above) must
be taken into account.

Of course, the relative lowness of wages in
the periphery is one of the main reasons for the
viability of manufactured exports, in conjunc-
tion with other equally important factors such
as the general level of development and size of
the domestic market, resource endowment,
geographical position, policies followed, and
so on. These differences have always had some
effect on the development of the international
division of labour and of industry, by smooth-
ing the way for newcomers to the manufactur-
ing ‘club’# However, they have never been
decisive, and therefore investment and indus-
trialization have continued to be concentrated
in the nucleus of central countries, in other
words, where wage levels are highest.

than 82% of the total in 1975-1976, the remainder being
made up of chemicals, machinery and transport equipment
and manufactured articles (SITC section 6).

41The concept of ‘superexploitation” has a double
meaning in the literature in which it is used: one is absolute
and refers to the physical hardship of the work involved and
the extremely poor conditions of subsistence; the other is
relative and refers to the extremely unfair distribution of
the value created by the labour force (between the latter
and the owners of the means of production). In other words,
a wage eamer may be ‘superexploited’ from one standpoint
or the other, or both at once, The lack of precision in the use
of the concept makes itambiguous, all the more so since the
meanings are historically relative.

W Frever, op. cit.

M Ay is well known, the United States is the great ex-
ception to this rule. The relative shortage of labour, the

The question becomes still clearer if one
starts from the explicit or implicit (for lack of an
alternative statement) proposal that wages in
the export industries should be the same as
those prevailing in the developed centres.
Apart from the obvious obstacles such a situa-
tion would involve for international or regional
competitiveness, it would also greatly increase
structural heterogeneity (including of course
social inequality) in the periphery, inasmuch as
it would cause technical progress to be still
more concentrated in that segment of the pro-
duction structure, thus further hindering its
spread throughout the economic and social
structure (even with the necessary priorities).
In a sense, it would involve establishing a de-
veloped enclave within an overall peripheral
situation which would continue with average
levels of remuneration and productivity merely
a fraction of those of the industrialized econ-
omies; not to mention the relegation of the
population and activities stagnating in the so-
called ‘primitive’ strata,

In fact, paradoxically this argument tends
to coincide with the orthodox approaches start-
ing from a different standpoint, While the latter
argue that industrialization in general and ex-
port activities in particular should meet interna-
tional standards of efficiency, competitiveness
and prices (and also wages, although this is a
desideratum to be achieved at some indefinite
point in the future), this approach sanctions
manufacturing exports only if wage levels are
on a par with those of the central economies.

A glance at CEPAL writings on the op-
tions raised by industrialization may be useful
for shedding light on this problem In brief,
CEPAL argued that international comparabil-
ity should not be a guiding element in deci-
sions on this process, since the latter is subject
to a number of internal and external considera-

abundance of natural resources and other factors led to a
relatively high wage level from the outset, which in tum
spurred the advance and spread of technology. It must be
stressed, however, that these circumstances have not recur-
red in the great majority of cases,

30 See, for example, R. Prebisch, “Theoretical and prac-
tical problems of economic growth™ (E/CN.12/221), and En
torne a las ideas de la CEPAL; Problemas de la industriali-
zacton en América Latina, op. cit.
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tions —absorption of redundant labour; neces-
sary impact of the introduction of technical
progress on primary activities; effects on the
external sector and terms of trade, general
training, etc. Thus the decisions to be made in
the process involve weighing up these ele-
ments and the relative advantages in the alloca-
tion of resources which are identified and as-
sessed.

Paraphrasing this general argument, it
could be maintained that the essential point as
far as wages are concerned does not lie in the
comparison of absolute levels between the pe-
riphery and the centre but rather in a compari-
son of levels within the developing economies.
In other words, they might be lower in the
periphery than in the centres, but what really
matters is the relationship between wages paid
in export industries and those typical of the
peripheral economies as a whole, or, from a
narrower standpoint, in comparable activi-
ties.5!

This question clearly raises other prob-
lems which cannot be side-stepped. Chief
among these are issues relating to the distribu-
tion of the income generated by the export sec-
tor. Let us assume that due to various factors
—relatively low wages, incentives provided,
creation or expansion of foreign markets and so
on— a substantial surplus is created or increas-
ed. What happens to it? How is it distributed
between the labour force, enterprises (national
or foreign) and the State? Or in the case of a
State-owned enterprise, between the State and
the workers?

Some extreme replies may be imagined
from the standpoint of the alternative doc-
trines. For some, the surplus should be absorb-
ed by the labour force, with the deliberate or de
facto purpose of raising wages to international
levels, whereas for others it seems necessary,
in the interests of competitiveness and of the
requirements of accumulation, that the profits
should go primarily to the owners of capital,

31 There is no need to consider open or disguised un-
emplovment, because this would be to take the hypothesis
to an extreme. However, when studyving the options of
industrialization it has usually been considered that the use
of idle human or material resources is an important factor in
deciding on the economic and social justification of ac-
tivities which do not satisfv orthodox canons. ‘

while wage rises should be held down to the
lowest socially and politically acceptable level
—although in the abstract it is also postulated
that they should rise to international levels.

In both cases, it should be noticed, the
surplus would fundamentally go to the private
sector —except for the Treasury’s usual share,
In both cases, the productivity of labour or of
capital is used to justify these aspirations. In
addition, it seems clear that these are ‘micro-
economic’ approaches in the sense that worker-
enterprise relations are considered outside the
global context of the system and its interrela-
tions. The conflict of interests and classes is
individualized or particularized, even though
in the political formulation it is seen as a collec-
tive matter.

Hence these two extreme perspectives
—which of course have their nuances and qual-
ifications— neglect or understimate the social
origin and component of surpluses, and, if you
like, of much of the profits or value added. This
component stems from a number of different
sources, ranging from the myriad influences of
economic policy and politics to the significant
contribution of the national heritage —re-
source endowment, accumulated know-how,
inherited infrastructure, and so forth.52

When this collective dimension is taken
into account and weighed in the balance, it
becomes less difficult to answer the question
raised above. The heart of the matter is that the
opposing claims of the labour force and of the
owners/entrepreneurs must be harmonized
with the social appropriation and use of some of
the value created, a process which in all known
capitalist and socialist systems takes place
through the State (all the more so, obviously, in
the case of State-owned or controlled enter-
prises). To some extent, this corresponds to
what Raul Prebisch has called the “socializa-
tion of the surplus”, although the concept has
other connotations in his work.

From the narrower viewpoint of this dis-
cussion, that approach would mean, roughly

52See in this regard A. Pinto, “Concentracién del pro-
greso técnico y de sus frutos en el desarrollo latinoameri-
cano”, El Trimestre Econdmico, No. 125,

53 See his articles on pevipheral capitalism in issues 1,
6, 7 and 10 of the CEPAL Review.
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speaking, that the levels and margins of wages
and profits in export industries should not de-
part very far from the ‘historical’ and representa-
tive (i.e., more or less average) levels of the
economy in which they are rooted, without pre-
judice to the preferential and qualified situa-
tions which might be created temporarily for
their development or in the light of exceptional
circumstances (for example, dangerous work,
inhospitable location, etc.). Naturally, these
general rules will inevitably be conditioned by
the balance of power among the protagonists in-
volved. Nevertheless, this does not negate the
possible usefulness of this approach as an al-
ternative to the simplifications or errors of the
traditional approaches.

In brief, ‘superexploitation’ or the private
retention (by entrepreneurs or wage earners) ot
the profits from the activities in question
{(whether or not their aim is to lead to equiva-
lence with the industrialized economies or the
international market) represent extreme op-
tions which may not necessarily exist in fact
— and this is what has actually happened. Often
the profits and wages of the export industries
are above the average levels of the system and
sometimes above those prevailing in the mod-
ern sector. However, it is usually also the case
that direct or indirect fiscal action makes it pos-
sible to redistribute part of this surplus to the
community, particularly if the activities are
State-owned.

3. Regional props

Following this cursory review of some aspects
of the state of supply and demand which affect
the goal of ‘industrializing’ exports, mention
must now he made of other more general fac-
tors.

The first of these is the present and above
all the potential importance of regional and
subregional trade in Latin America.™

There is no need to review the theoretical
and practical work of CEPAL in this field. As is
well known, in the early 1950s it began stres-
sing the need to progress beyond a form of

541t has not been possible to discuss here the question
of ‘horizontal co-operation’ among countries of the pe-
riphery.

industrialization based on ‘watertight compart-
ments’ as Raal Prebisch put it. This was no
doubt the first call for greater opennes, which
combined the need to continue the process ina
broader, more favourable framéwork, boost
manufactured exports and lay more solid found-
dations for directing the process towards the
world market.

There is little doubt that the inherent dif-
ficulties in the road towards this objective were
compounded in the mid-1960s by the relative
easing of the external bottleneck, either be-
cause of the better performance of some com-
modity exports or due to the larger inflow of
foreign credit. There are good reasons for main-
taining that the latter was at least as important
as the former, if not more so, in damping the
drive towards integration.

The changes in the international setting
during the present decade, and particularly the
loss of dynamism of the central economies, may
in some degree re-establish the priority of re-
gional trade, which has continued to grow at a
satisfactory rate. But it would be mistaken to
assume that only a major external bottleneck
could stimulate that trade. What is most signif-
icant is that the development of industrializa-
tion and the volume and growing needs of im-
ports have opened promising horizons for re-
ciprocal trade within the region.

Another point is that certain orthodox ap-
proaches claim to see some incompatibility be-
tween promoting regional agreements and tak-
ing advantage of the opportunities offered by
international trade. The opposite view would
appear to be better founded, however: i.e., that
by affecting the speed of the process and the
advance in product lines with greater export
potential, progress in the first of these direc-
tions helps to create a more solid platform for
seizing those opportunities, At least, this is
what is suggested by experience in this field
elsewhere, such as the EEC and the socialist
bloc in Europe.

It is quite clear that the imperatives here
vary according to the size of the domestic
markets and other factors, but this does not
warrant the deduction that the larger econ-
omies could remain indifferent to the potential
of regional trade, especially since they have
better possibilities of benefiting from it and
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their absolute dimensions are relatively small
in comparison with the main industrial econ-
omies. For the smaller economies, on the other
hand, membership in larger economic group-
ings enjoving reciprocal preferences seems to
be an absolute sine qua non tor the advance of
their industrialization and their external sec-
tors, despite the fact that such links present
major difficulties precisely due to the more in-
cipient state of that process.

Be that as it may, regional integration
stands out as an essential ingredient of the
industrial-exporting strategy in that it limits
risks, increases opportunities and reduces de-
pendence on the central economies.

4. The role of the transnationals

What part can or should the transnational cor-
porations have in the effort to change the pe-
riphery’s position in the world economy?

This issue is crucial to the matter, due to
the dominant and often exclusive position of
these corporations in the technologically moré
sophisticated industries which have the best
external and domestic demand prospects. In
other words, the chances of qualitatively diver-
sifying the structure of manufacturing exports
depend to a high degree on the part played by
the transnational corporations, at least within
the present context.

Past experience in this respect shows
clearly that they have concentrated on the
domestic market and that their propensity to
import is far greater than their contribution to
exports. In addition, it is equally well known
that intrafirm transactions predominate in both
these flows, thus giving rise to transfer pricing
and other well documented shortcomings,

Various studies have shed light on this
state of affairs 5 although satisfactory or comp-

55Ge¢, for example, UNCTAD, “Transnational corpo-
rations and expansion of trade in manufactures and semi-
manufactures: the role of transnational corporations in the
marketing and distribution of exports and imports of
developing countries” {TD/B/C.2/197); UNCTAD, Dom-
inant Positions of Market Power of Transnational Corpo-
rations; Use of the Transfer Pricing Mechanisms (United
Nations publications, Sales No.: E.78.11.D.9); and C. Vait-
sos, “World industrial development and the transnational
enterprises: the Lima target as viewed by economic actors™
(Sussex University, mimeo, 1978).

lete data are not available. For the purposes of
this study it may suffice to consider the data in
table 6, although these refer only to the man-
ufactured exports of United States corpo-
rations, ’

As is perfectly clear, the bulk of these ex-
ports is directed towards the other central econ-
omies, and this also represents an appreciable
percentage of the corporations” total sales. This
figure is again high for the group of countries of
Asia and the Pacific whose industrialization
was developed on the basis of the external
market. The picture is very different for Latin
America, however. While current values rose
appreciably between 1966 and 1974, their ab-
solute level is low (US$ 1,421 million com-
pared with total exports of some US$ 40 billion
in 1974), as is the percentage this represents of
their global sales (less than 7% in 1974), which
are primarily directed to domestic markets, as
was emphasized above 5

Some researchers in this field, such as C.
Vaitsos, are sceptical about any change in these
relations. He argues that, at least in the medium
term, it is unlikely that the transnational corpo-
rations will make a major contribution to the
world redeployment of manufacturing activi-
ties through strong exports from the less de-
veloped countries. He believes instead that
their major role will continue to be in import-
substitution manufacturing activities in those
countries .

Without insisting on the interrelations and
possible reciprocal reinforcement of these two
approaches, it is worth recalling some of the
progress made in involving the transnational
corporations in the export drive. As is pointed
out in a study referred to earlier, “in recent years

. exports by TNCs of industrial goods have
become sizable, in part because developing
countries have been bringing pressure to bear
on transnational corporations to export more; in
some cases the achievment of specified export
levels has been made a condition for permis-
sion to expand plant and to import goods, In the
case of new entrants in the industry concerned

56The higher figure in the case of Argentina appears to
be due to exports of transport equipment to other Latin
American countries, including Cuba.

5Vaitos, op. cit.
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Table 6

MANUFACTURING EXPORTS BY FOREIGN® SUBSIDIARIES OF UNITED STATES
CORPORATIONS IN 1966 AND 1974

(Miltions of dollars)
Exports to Exports to Exports as a

Total exports  United States  other countries percentage of sales
1966 1974 1966 1974 1966 1974 1966 1974
World 8817 40998 2679 11228 6138 29770 18.6 233
Developing countries 578 2792 219 1024 359 1768 8.4 10.6
Latin America 362 1421 129 509 233 912 6.2 6.8
Argentina 295 73 . 222 104
Brazil 423 175 248 3.5
Colombia 18 97 4 11 14 86 5.9 8.2
Mexico 49 233 23 152 26 81 3.2 47

Other countries of Asia and the

Pacific 208 1184 88 480 120 704 232 24.9

Source: Bureau of Economic Analysis of the United States Department of Commerce, Survey of Current Business, vol. 56,

No. 5 (May 1976), pp. 25-34.
* Majority control.

and in other import-substitution activities,
prior commitments concerning exports have
also been required” 5

Bearing these observations in mind, it is
worth noting that not too long ago—even as late
as the mid-1960s— it was difficult to find Latin
American manufactured products, particularly
equipment and machinery, in the markets of
the region. Furthermore, various cases were
known in which the parent companies of inter-
national corporations had actually prevented
such exports,

There is no need to stress that this panora-
ma has changed substantially. Unquestionably,
the exports of the larger and more industrial-
ized countries continue to predominate, and
exports to the central markets are still small
—althouth they too have begun— but these
limitations do not belie the fact that bargaining
power vis-d-vis the corporations has grown, de-
spite the long-standing obstacles which still
remain and the new ones which are arising.

In fact, in studies of this and other ques-
tions there is usually a lack of historical perspec-
tive and of understanding of the contradictory

SBUNCTAD document TD/B/C.2/197, para. 11.

and continually changing nature of the courses
of the economy and society. For this reason,
facts and considerations such as those given
above are usually mingled with professions of
naive optimism or, worse still, uninspired con-
formism. But the picture is different if the iden-
tification of new developments —promising or
negative, or both at once— goes hand in hand
with a critical spirit and the search for positive
transformations, as has usually been the case in
the approach taken by CEPAL,

Consequently, it does not seem justified to
reject out of hand or entertain excessive reser-
vations about the hypothesis of a greater con-
tribution of foreign corporations to the diversi-
fication of manufactured exports. Ultimately,
this will depend to a large extent on how the
questions discussed below are tackled and re-
solved.

5. The responsibility of national policies

One fundamental question concerns the nature
of, and the opportunities opened up by, nation-
al policies and decisions in this field and in
relation to the overall problems we have been
examining.
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The responsibilities of the State are as
broad as they are pressing; and in practice in
most cases they have been faced up to in vary-
ing degrees and manners. Of course, there are
exceptions, but these appear as eccentric and
probably transient deviations from the rule;
and besides, as mentioned above, even in these
cases the State has in fact exercised its power,
although in a direction opposed to, or different
from, the predominant tendency.

This public role is obviously conditioned
by the social and political power relations with-
in each country and at the international level.

The picture formed by the trends which
we have examined would appear to indicate
that there is a sizable margin for manoeuvre to
orient the industrialization strategy in such a
way that it helps to secure a different form of
insertion in the world economy, by entering
into partnership with the transnational corpora-
tions and bringing pressure to bear upon them.
The familiar view which almost completely
identifies national entrepreneurs (private and
public) and the State technocracy with foreign
interests now appears rather less convincing or
indisputable than a few years ago —although
this is not to neglect or underestimate the prob-
lem. This is the result both of the strengthening
of these circles’ own interests and objectives
and also of the emergence of new forms of as-
sociation with foreign corporations which go
beyond the simple choice between foreign or
national control.

In addition —and what is perhaps more
decisive— this change stems from the upheav-
als which have occurred in the central econ-
omies, particularly the United States, and also
from the shifts in relative power and the in-
creased competitiveness among them, as well
as the presence of the socialist group. The first
of these has increased the periphery’s degree of
independence and the second has strengthen-
ed its hand at the negotiating table. It is enough
to think back to the picture prevailing 10 or 20
years ago in this sphere to realize the extentand
importance of these changes.

All in all, it is clear that the possibilities
which have arisen vary significantly according
to the specific weight of the countries. And here
we encounter once again an aspect which nec-
cessarily recurs in CEPAL analyses: the impor-

tance of regional and subregional integration.
Both from the standpoint of the requirements
and opportunities of industrialization, inward-
and outward-directed, and from that of the pe-
riphery’s bargaining power at the world level
and vis-@-vis foreign corporations, this must be
a key objective, underpinned, of course, by the
preterential development of domestic markets.

We shall not discuss here another vital as-
pect of the question, namely, the precise nature
of the policies and instruments designed to car-
ry these purposes into practice. There is a
wealth of Latin American experiences in this
field in the last decade, analysed in many
studies.® We shall only point out that while
considerable progress has been made in study-
ing and identifying the factors designed to
promote exports, much remains to be done in
terms of including this objective within the
global industrialization strategy and the pro-
cess of integral development.

6. Summing-up

The following basic conclusions can be drawn
from the foregoing discussion:

(i} to secure relatively dynamic develop-
ment in the forthcoming decades will call for
the maintenance or intensification of the flow
of exports, and particularly of manufactured ex-
ports, because these offer better prospects than
commodity exports, constitute a requirement
for fostering industrialization and represent the
main path for achieving a new form of insertion
in the world economy;

(ii) this objective does not involve a struc-
tural change in the nature of Latin American
industrialization in the sense of a volte-face or
an opposition between the inward-directed or
outward-directed forms of the process. The two
are complementary, and domestic markets will
continue to be its main support — -reinforced by
regional and subregional agreements in this
field;

(iii) some variants of ‘openness to the ex-
terior’ have rejected or underestimated this re-
lationship, advocating instead a line of conduct
which follows or reproduces nineteenth-centu-

39See in particular CEPAL, “Politicas de promocién de
exportaciones” (E/CEPAL/1046 and Add. 1-10).
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ry approaches to the question involving various
potential or already clearly visible dangers to
economic, social and political variables of the
utmost importance; .

(iv) a suitable strategy in this sphere —at
[east according to the standpoint taken by
CEPAL studies— must from the outset include
the question of the promotion of manufacturing
exports in the broader framework of the process
of industrialization and of development in gen-
eral;

(v) the analysis of the present or foresee-
able conditions affecting the strengthening of
this process by means of such exports suggests
that this is a viable approach, despite the con-
strainsts which have appeared in the central
markets, provided that the policies followed
are capable —inter alia— of developing re-
gional links, negotiating with the transnational
corporations and ensuring the State’s role of .
guide and guardian.
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A considerable proportion of the studies carried out
on technical progress in Latin America has been
based on the assumption —often implicit— that the
technological behaviour of our societies as regards
the introduction of new technical processes or prod-
ucts is almost entirely passive. What is more, eco-
nomic theory too adopts this assumption in explain-
ing the ways in which technical know-how is trans-
ferred from the developed to the developing coun-
tries.

The present article maintains that domestic in-
novative activity does exist and that many produc-
tion units which are recipients of foreign technology
play an active role by adapting the technical know-
how received to local conditions, devising new tech-
nical variations within the limits permitted by the
original technology, and creating new know-how to
resolve the problems posed by the putting into ope-
ration of new equipment and the praxis of produc-
tion.

The article begins by indicating the main char-
acteristics of domestic technological development
(DTD) (chapter I), and goes on to describe the typi-
cal forms or patterns it assumes under differing con-
ditions that depend upon the line of conduct fol-
lowed by entrepreneurs with respect to technology
(chapter II). Some aspects of the dimension of DTD
are then detailed, and an account is given of the main
results achieved {(chapter 11I). The article next dis-
cusses the problems of disseminating throughout the
production apparatus the innovations and adapta-
tions introduced by individual plants (chapter IV);
reviews the conditions which economic trends im-
pose upon the structure of DTD (chapter V); and,
lastly, formulates a few reflections on the possibili-
ties of stengthening DTD, placing the emphasis on
promation of the research and development activi-
ties (R&D) that are undertaken by manufacturing
enterprises (chapter VI).

*Director of the Buenos Aires Office of CEPAL.

**Researcher, Joint IDB/CEPAL/IDRC/UNDP  Re-
search Programme in Science and Technology, The authors
wish to thank M. Jorge Katz for his valuable suggestions and
comments, which have heen of great help in the preparation
of this article.

Main characteristics

It would be extremely difficult to embark upon
a description of domestic technological devel-
opment without first fitting it into the broader
frame of reference afforded by the whole sub-
ject of technological change. Its main charac-
teristics —linkage with minor innovation, lo-
cation at the level of the production unit, situa-
tion in a context where major innovations are
lacking— are*in fact special aspects of techno-
logical change proper to the Latin American
economies.

Technological knowledge —that is, the
know-how applied to productive activity—
does not constitute a fixed or static stock, but is
constantly being altered and increased. It is
precisely the rate, pattern and origins of the
additions to this stock that constitute the key-
note of the theory of technical change. This
theory, following in Schumpeter’s footsteps,’
regards as an innovation any change in a pro-
duction function which is of the first order of
magnitude. The know-how relating to this
change must be ‘new’, and new all over the
world, Schumpeter also assumes perfect dis-
semination of such know-how, so that it is easy
to distinguish between the innovator-entrepre-
neur and the imitator-entrepreneur.

Thus formulated, however, the concept
leaves aside a whole series of modifications of
technical know-how which, although they are
of ‘minor’ magnitude, are the result of research
undertaken within enterprises, with a view to
adapting and/or improving production proces-
ses and/or product designs?

Thus, two types of innovation can be iden-
tified: on the one hand the major innovations
which imply new production functions or im-
portant changes in those already existing or in
the design of new products; and, on the other
hand, the minor innovations which are incor-
porated in the body of improvements and adap-
tations introduced into production processes,

L], Schumpeter, Business Cycles, New York, McGraw
Hill, 1939, p. 94.

é]. Katz, Importacion de tecnologia, aprendizaje ¢ in-
dustrializacion dependiente, Mexico City, Fondo de Cul-
tura Econémica, 1976, p. 57.
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equipment and/or product designs already
existing. It cannot be asserted that there is a
clear dividing-line between these two types of
innovation, but stress needs to be laid on the
existence of a set of innovations which, al-
though thay cannot be described as completely
novel or of the first order of magnitude, are
likewise the result of a systematic quest whose
aim is to ensure that better use is made of the
available stock of technical know-how.

Analysis of the technological behaviour of
production units reveals the virtually perma-
nent existence of a group of activities whose
purpose is to adapt the techniques in use to the
specific conditions characterizing production
at any given time. The process to which these
activities give rise, and which we are calling
here DTD, generates minor innovations which
make the aforesaid adaptation possible, and,
furthermore, tend to step up the performance of
the original techniques, raising the productiv-
ity of equipment, saving inputs and perfecting
product designs and standards of quality.

Thus, within the industrial complex, a
group of activities —DTD— takes shape,
which, as we shall see, is related to the content
of such concepts as ‘entry into operation’ of a
plant, shop-floor technical assistance, ‘learning
curve’ generated in the praxis of production,
research and development, etc. In the condi-
tions proper to the Latin American countries,
DTD results, as already shown, in the adapta-
tion of the existing technology and the genera-
tion of minor innovations, that is, such innova-
tions as, without substantially changing pro-
duction processes or product characteristics,
make possible what are sometimes significant
increases in productivity, This throws into re-
lief the first of the dominant features of DTD,
i.e., its close association, save in exceptional
cases, with minor innovations.

A second main characteristic of DTD,
namely, its location within the individual
plant, comes to light when the source of techni-
cal progress in the production unit or at the
level of the firm is investigated. Admittedly,
important technological changes in local plants
stem from the introduction of imported tech-
nologies which involve major innovations.
These technologies are brought in mainly

through their incorporation in the capital goods
purchased or in new product designs, or
through the use of licences. On the other hand,
the solution of the problems posed by the as-
sembly and operation of the production unit,
which emerges out of such tasks as those al-
ready mentioned (shop-floor technical assis-
tance, adaptation to the characteristics of inputs
and labour, adjustments in product designs ac-
cording to the specifications of demand), also
results in a form of technical progress linked to
minor innovations whose source is in domestic
technological development. In other words,
DTD is located within the plant inasmuch as
the aim pursued is to resolve problems arising
out of the technical operation of the plant itself
or problems of external origin by which its op-
eration is affected. The fact that DTD takes
place in the production unit and is closely con-
nected with its operational problems is another
of the main characteristics of this activity.

There can be no doubt that between the
two forms of generation of technical progress
there are broad areas of complementarity. For
example, the work of assembling new equip-
ment and putting it into operation is sure to be
accompanied by tasks of adaptation and im-
provement, and in turn the experience deriving
from management of the production process
widens the range of options for the selection of
new technologies,

But it may also be possible for these two
forms of generation of technical progress to
take each other’s place. An accumulation of
minor innovations may give rise to a significant
change in the original production function,
even though the intention behind the activities
included in DTD was not that of generating a
major innovation,

Attention has been drawn so far to two
main characteristics of DTD: it takes place in
manufacturing plants and it results in minor
innovations. Later we shall add other charac-
teristics when describing the forms it assumes,
but the features mentioned are those that indi-
vidualize it within the process of technological
change.

However, a third characteristic may be
added here. Save in a very few exceptional
cases, this kind of development occurs, in Latin
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American conditions, in a setting where major
innovations are not common. This is why the
analysis of DTD becomes particularly mean-
ingful when the subject of technology in de-
veloping countries is under consideration.

Of course, minor innovations play their
part in technical progress in the developed
countries; there are even studies which quan-

tify the far from slight importance attaching to
them in the evolution of productivity in certain
branches of industry.? But these minor innova-
tions occur concurrently with the major innova-
tions that become the most outstanding feature
of technical progress, to which preeminence
has been given by economic theory and empir-
ical studies in the countries concerned.

II

Forms taken by domestic technological development

The image of an industrial plant that is formed
at first glance may give a misleading impres-
sion of its nature. In every plant, at any given
moment, there is a fixed composition of produc-
tion equipment, a structure of labour skills, a
production layout, a specific range of products
offered on the market, etc, In this sense, a stat-
ic view of the plant is correct, and each of the
elements mentioned may remain constant for a
more or less lengthy period. Moreover, this
does often happen, and the plan will operate
efficiently in so far as no change in external
circumstances takes place to compel it to alter
some of the elements in question. A variation in
labour or input costs, a change in the determi-
nants of demand, a reduction in the costs of
competitors, are some of the exogenous factors
which may conduce to a change in the former
static situation of the plant. If the firm does not
react intelligently in face of these factors it will
lose some of the efficiency it has gained.

But there are factors within the plant, too,
which make for changes in the status quo. The
experience gathered in the production process
itself may point to new ways of improving pro-
ductivity, reducing costs, making more effi-
cient use of inputs, etc. Fortuitous circumst-
ances such as damage to machinery may mean
that in solving the problem thus created a bet-
ter situation is reached than existed before.
Again, as a result of the incorporation of addi-
tional equipment consideration may be given
to the possibility of changes throughout the
production process. The know-how which is
generated as the internal modifications neces-

sitated by changes in the above-mentioned fac-
tors are put into effect is yet another source
from which proposals spring tor altering, adapt-
ing, improving, etc.

In this latter sense an industrial plant may
be held to have a dynamic nature, or at least to
display dinamic qualities, disregard of which
jeopardizes the economic future of the enter-
prise or dooms it to operate with only mediocre
results. It is precisely in the framework of this
dynamic aspect of the industrial entreprise that
the domestic technological development
which we are describing and analysing has its
place.

This development assumes diverse forms
or patterns, sometimes differing widely from
one another, but having in common the genera-
tion of technical know-how. The way in which
they vary depends upon the causes thatactas a
spur to the creation of such know-how and upon
the line of conduct adopted by the firm in face
of these causes. That is why, when an attemp is
made to classify the typical forms taken by do-
mestic technological development, entrepre-
neurial behaviour becomes a major factor in
defining the elements of such a classification.
The one presented below makes no claim to be
exhaustive but is intended rather to indicate the

31n this connexion, see two studies which underline
the importance of minor innovations in the United States:
S. Hollander, The sources of increased efficiency, Cam-
bridge, Massachusetts, MIT University Press, 1965; J. L.
Enos, “A measure of the rate of technological progress in
the petroleum refining industry”, Journal of Industrial
Economics, Oxford (UK), June 1958.
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varieties of DTD and to amplify the description
of it offered here.

The first form it may take is proper to the
task of installing capital equipment and putting
it into operation. In such cases it commonly
happens that the operation of this equipment
has to be adapted to specific environmental
conditions different from those prevailing in its
country of origin. It must be borne in mind that
both the technical specifications of the equip-
ment and the layout of the plants are generally
highly standardized, and any variation in local
conditions with respect to those of the country
of origin (climate, quality of inputs, technical
level of the labour force, market size, range of
final products, etc.) make adaptations neces-
sary which are ultimately reflected in modifica-
tions of the imported technology.

It may often be noted that when a plant is
installed it does not attain the output levels
indicated in the engineering blueprint, largely
because, as has already been pointed out, these
plant designs are not adapted to local condi-
tions and the firm’s knowledge of the produc-
tion process being installed is imperfect. After
a time, by means of creative and adaptive tech-
nical work, the plant may approach the proj-
ected production capacity and even exceed it, if
local conditions so permit and if intelligent use
is made of the advantages they may offer.

Among the examples that might be cited in
this connexion, perhaps the most representa-
tive is the installation and inauguration of the
blast furnace at the USIMINAS steel mill (Belo
Horizonte, Brazil). During its first fifteen
months in operation work had to be done, on
the one hand, to adapt the operation of the blast
furnace to the qualities of thecoke and iron ore,
which did not match the conditions assumed in
the original design, and on the other hand, to
reduce requirements of these inputs per ton of
iron produced.®

4See ], Katz, Creacion de tecnologta en el sector manu-
facturero  argentino, IDB/CEPAL/ADRC/UNDP Re-
search Programme in Science and Technology (hencefor-
ward referred to as the IDB/CEPAL/IDRC/UNDP Prog-
ramme), Buenos Aires, 1976, pp. 8-11.

58ee C. Dahlman and F. Fonseca Valadares, From
Technological Dependence to Technological Devel-
opment. The case of the USIMINAS steel plant in Brazil,
IDB/CEPAL/IDRC/UNDP Programme, Buenos Aires,

The modifications and minor innovations
to which the above-mentioned activities give
rise, as well as the know-how gained by the
engineering cadres in putting them into effect
(learning curves) differ according to the type of
contract under which technical designs are ac-
quired and the characteristics of these; the
method of purchasing equipment, i. e., as an
‘open package’ or by the ‘turn-key’ system; the
calibre of the local engineering cadres, etc.
When equipment is purchased as an ‘open
package’ the technical know-how obtained is
greater than in the case of a ‘closed package’
and the technical cadres of the plants become
better prepared for operating them. Moreover,
when an ‘open package’ is purchased, it falls to
the technical cadres to take decisions on many
aspects of basic engineering and engineering
detail, before the equipment is installed, and in
this connexion they have to put into practice
the know-how accumulated in dealing with
production problems. All this results in a much
more profitable technological exercise than can
be derived from a single ‘closed package’ pur-
chase.®

The obvious inference is that a preference
for one or the other system largely depends
upon two main factors: on the one hand, upon
the experience accumulated by the firm under-
taking investment in industrial production; and
on the other, upon labour market prospects in
respect of the technicians and skilled workers
required. In countries with little industrial ex-
perience there is a propensity to purchase by
the ‘turn-key system’, above all in the case of
branches of industry which do not already exist
in the country, or are only in an incipient stage.
This tendency is also observable in the more
advanced countries of the region, however, in

1978, pp. 129-139. In reality, the case of USIMINAS is
representative of a firm whose technological activities
embrace all the typical forms of DTD reviewed here; the
last of these (R&D) has even acquired such great import-
ance in this enterprise as to enable it successfully to tackle
problems proper to the other forms.

SFor a discussion of the relations between types of
contract and learning curves of design engineering cadres
on the one hand and plant engineering cadres on the other,
see F. C. Sercovich, Desarrollo de la capacidad de ingenie-
rig en el sector quimico-petroquimico. Delimitacion meto-
doldgica de un campo de estudio, IDB/CEPAL/IDRC/
UNDP Programme, Buenos Aires, 1977.
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plant incorporating new technologies very dif-
ferent from those already familiar, or when the
entrepreneur sets much too high a value on the
guarantees offered by the enterprises selling
the plant, even at the risk of increasing his
degree of dependence upon these firms. The
choice is also affected by the financing facili-
ties extended by the suppliers, who may pro-
pose more advantageous terms for a turn-key
purchase,

A second form or pattern also derives, like
the foregoing, from an explicit decision on the
part of the entrepreneur with respect to the
alternative of renewing his capital equipment,
and therefore introducing new technology, or
improving the existing equipment by the adop-
tion of changes with a view to raising productiv-
ity, increasing the volume of output or offering
new products, without replacing equipment on
any considerable scale. In this latter case, a
form of DTD will be involved that implies im-
portant technological activities, to cope with
which the firm must have accumulated experi-
ence and followed through a learning curve
conceivable only where a quite high degree of
industrial maturity exists. The factors which
would incline an entrepreneur to tackel this
second form of domestic technological devel-
opment are, inter alia, the relative prices of
capital and of specialized manpower (neces-
sary for the adaptations and improvements to
be carried out), and market uncertainties over
the medium term.” For example, the Argenti-
nian cigarette industry, during the period 1966-
1976, opted for the introduction of improve-
ments in its equipment rather than the purch-
ase of new machinery. Apart from the factors
indicated, the low rate of return that this branch
of industry was obtaining, as well as the strin-
gent restrictions imposed on imports of equip-
ment, were responsible for this decision.8

The form of DTD just described stems

7See A. Canitrot, Un esquema para evaluar la signifi-
casion de las variables microecondmicas en el andlisis
de decisidn de incorporacion de tecnologia, IDB/CEPALY/
IDRC/UNDP Programme, Buenos Aires, 1977.

8Gee ]. Fidel, and J. Lucangeli, Costo y beneficio de
distintas opciones tecnoldgicas en el marco de un oligopo-
lio diferenciado: el caso de la industria del cigarrillo, IDB/
CEPAL/IDRC/UNDP Programme, Buenos Aire, 1978,
pp. 19-21.

from an investment decision. The entrepre-
neur, in order to attain a specific production
capacity, opts for introducing improvements in
his equipment instead of replacing it or putting
out new products.

A third proceeding also includes among its
results the introduction of changes in equip-
ment or in products, but basically derives from
a decision to secure an overall reduction of
plant costs. Among the factors immediately un-
derlying this form of DTD are the behaviour of
competitors, a rise in the prices of certain in-
puts of key importance for the production pro-
cess, or a relative shortage of certain supplies or
of technicians and skilled workers.

A fourth type of DTD consists in activities
which represent a response to operational
problems arising when the plant has reached
the stage of normal operation. They may be
undertaken for a wide variety of causes:
changes in the product market, alterations in
inputs, technical problems connected with the
maintenance of the equipment, etc. Many of
these activities are of the type termed shop-
floor technical assistance, and, generally
speaking, they mean almost permanent work
for the engineering cadres that are responsible
for keeping up or raising the plant’s level of
output.

In the rayon factory belonging to the firm
of DUCILO S.A., in Argentina, these shop-
floor technical assistance activities resulted in
significant increases in productivity. Increases
in spinning speed (in response to the expansion
of demand) and in the average denier of the
yarn accounted for two-thirds of the rise in la-
bour productivity in the factory during the pe-
riod 1941-1967.9

In the steel-making firm of ACINDAR,
also in Argentina, 75% of the projects in a rep-
resentative sample of the enterprise’s techno-
logical activity in 1970-1974 were found to be
of this type, since they were motivated by spe-
cific market requirements, by shortages in the
supply of raw materials, by production prob-
lems deriving from difficulties with the proces-

9See J. Katz et al., Productividad, tecnologifa y es-

fuerzos locales de investigacion y desarrollo IDB/CEPAL/

IDRC/UNDP Programme, Buenos Aires, 1978, p. 31.



62

CEPAL REVIEW No. 11/ August 1980

ses in use, and by defects in the quality of the
end product.?

In the Latin American countries with the
strongest industrial tradition this shop-floor
technical assistance is very common, and is
usually the most representative form of domes-
tic technological development. A point to note
is that it does not depend so much as the pre-
ceding forms on explicit entrepreneurial deci-
sions in face of exogenous circumstances, but
rather upon the force of circumstances within
the plant. In so far as the enterprise is capable
of undertaking these activities a technological
‘learning curve’ is gradually generated which is
essential for the performance of other tasks,
such as those comprised in the preceding forms
of DTD.

The patterns described up to now relate
mainly to changes in process techniques, but
undoubtedly similar situations may arise in
connexion with product technology. Thus a
fifth form of domestic technological develop-
ment appears, linked to the characteristics of
the products with which the factories supply
the market. The activities which this form of
DTD comprises are generally prompted by the
requirements of demand: quality, durability
and performance of products, introduction of
features which make them more attractive to
consumers, adaptation of designs from abroad
to local consumer conditions and habits, etc.
These activities, however, imply not only the
modification and adaptation of the article pro-
duced, but also adjustments in the production
processes which will increase in magnitude
commensurately with the importance of the
changes introduced in the products.

Lastly, a sixth form of DTD consists in
explicit ‘research and development’ activities.
This kind, the least frequent in the region’s
manufacturing sector, takes in and draws suste-
nance from the experience gathered through
the forms of DTD previously described; at the
same time, however, it is not entirely depen-
dent upon the contingencies of the production
process, or upon market conjunctures, but un-

10§ee P. Maxwell, Implicit R&D Strategy and Invest-
ment-Linked B&D. A Study of the R&D Programme of
Argentina Steel Firm, ACINDAR S§. A., IDB/CEPAL/
IDRC/UNDP Programme, Buenos Aires, 1978, pp. 23-30.

dertakes tasks on a systematic basis for the pur-
pose of increasing the stock of scientific knowl-
edge and technical know-how and using it in
devising new applications.!! A significant
change in the characteristic of the end products
of the plant, an improvement in important as-
pects of the production process, or the creation
of new products or processes, are proper to this
type of technological development. One of its
basic characteristics is that it operates in such a
way as to make it possible to systematize the
know-how generated through the forms of
DTD described above, and also to obtain gen-
erally applicable knowledge. The innovations
to which it gives rise are consciously sought for
their own sake, instead of resulting from ac-
tivities linked to the expansion of production,
to problems of plant operation or to the market
circumstances of the moment. It must be stres-
sed, however, that, as already stated, this last
form of DTD is not independent of the others
either. The staff of research and development
departments in industrial establisment are in
close touch with production activities, and an
interchange of technical personnel often takes
place between what might be termed the
sphere of production and that of research. What
really matters, where this form of DTD is con-
cerned, is the existence of permanent research
and development activities within the plant,
which undoubtedly implies a special entre-
preneurial decision in the technological field.
Such a decision involves explicit consider-
ations as to the technological future of the en-
terprise, reveals competitive drive, and above
all shows that a high value is set on the role of
technical progress in the economic perfor-
mance of the firm. These research and develop-
ment activities are conducted by teams which
are closely linked to the plant, or which may
also be set up as firms of engineering consul-
tants not only serving the plant to which they
are attached but also selling services to others,
and thus adding a new economic dimension to
the enterprise.

The foregoing description of the typical

N For a precise definition of the concept of research
and development, see C. Freeman, The Economics of
Industrial Innovation, Harmondsworth, Penguin Books,
1974, Appendix A, pp. 311 et seq.
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patterns followed or forms assumed by domes-
tic technological development suggests that
they constitute a sort of sequence extending
from those associated with installing equip-
ment and putting it into operation to those
which call for a quite high degree of maturity in
the branch of industry and the producer plant
concerned. The various forms of DTD do not
necessarily appear in the sequence indicated,
for the different activities they involve may
be simultaneously carried on. For example,
shop-floor technical assistance is an almost per-
manent activity, pursued alongside others;
those arising out of the introduction of new
capital equipment determine the need to make
changes in the more old-fashioned equipment
which remains in use.

The remodelling of equipment as an alter-
native to purchasing new machinery, and the
adjustments made with a view to reducing
plant costs, imply similar technological activi-
ties, the results of which in many cases serve
both ends. In practice, as already stated, the
forms assumed by DTD are differentiated not
so much by the type of activity they entail as by
the firm’s behaviour in face of specific
problems.

Nevertheless, the above-mentioned sequ-
ence is consistent with noteworthy empirical
observations relating to the plant’s accumu-
lated stock of production experience and to the
calibre of its technical cadres. In so far as the
stock increases and the calibre improves, more
and more complex tasks of technological adap-
tation and creation can be attemped, and,
moreover, the firm will be in a better position to
select the technologies to be incorporated.

The handling of ‘packages’ of technology
and the conduct of systematic research and de-
velopment activities would be a difficult matter
in an economic milieu with little industrial ex-
perience, where firms are just embarking on
production and there is no adequate supply of
technical personnel to form experienced en-
gineering teams. While the activities carried
out in the field of adaptation and generation of
technology may simultaneously pertain to sev-
eral of the typical forms of DTD described,
their quality and technical level will, in most
cases, be conditioned by the degree of maturity
not only of the plant but of the branch of in-
dustry to which it belongs.

I11

Dimensions and results of domestic
technological development

Out of the set of elements and typical features
so far incorporated in this sketch of the nature
of domestic technological development, we are
going to concentrate attention, for the moment,
on the one which characterizes it in the context
of underdevelopment. It should be stressed,
from the outset, that DTD is not inherent in any
and every situation of underdevelopment. Log-
ically, for it to exist on a reasonable scale, the
country’s industrial sector must not be too
small, although neither enclaves thal possess,
in our opinion, a technological process pecu-
liarly their own, which evolves within the
enclaves themselves and on which the condi-

tions prevailing in the country have only a very
slight impact.

Setting aside these two situations, there
remains a category of countries in which the
development process has been accompanied
by a correlative growth of the industrial sector,
with degrees of maturity that vary from one
country to another, but all sharing the common
feature of great technological dependence on
the developed world. These may be described
as countries in which industrialization is be-
lated, that is, which have only recently attained
a stage of industrial development that was
reached some decades ago by Japan, Italy, etc.,
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while these in their turn lagged behind the
United Kingdom and the United States in this
respect. The chief difference, as regards tech-
nology, between the belatedly industrialized
countries and those of the rest of the underde-
veloped world lies in the fact that the latter
have not yet arrived at the stage in which, con-
currently with the introduction of foreign tech-
nologies, domestic creative capacity is to be
found. Among the Latin American countries, it
may be asserted that Argentina, Brazil, Mexico
and Colombia at least have sufficient capacity
to generate an internal flow of technological
know-how complementary to imported tech-
nology.12

In these countries, therefore, domestic
technological development has acquired a di-
mension much greater than is attributed to it in
various studies on the problems of the region.
Most studies of this kind focus their attention
on the effects of the absorption of foreign tech-
nology on our economies, since what they gen-
erally analyse is the impact of major innova-
tions on employment and domestic capital ac-
cumulation. Various investigations show that
domestic technological development is thriv-
ing, at least in the more industrialized coun-
tries of the region. The capacity for adapting
foreign technology and the changes which this
undergoes through the introduction of minor
innovations afford a whole range of interesting
results with respect to the generation of learn-
ing curves and the consequent improvements
in the shop-floor technical assistance and re-
search and development cadres, as well as in
the technical level of local engineering groups.

A first point worth noting is that expendi-
ture on research and development is acquiring
increasing importance in the context of the sci-
entific and technological systems of these
countries, In Mexico, such expenditure, which
covers both basic research and applied re-
search and experimental development, rose
from 0.06% of the gross domestic product in
1964 t0 0.03% in 1976.13 A similar increase is to

128ee J. Katz, Cambio tecnoldgico, desarrollo econd-
mico y las relaciones intra y extra regionales de América
Latina, IDB/CEPAL/IDRC/UNDP Programme, Buenos
Aires, 1978, pp. 7-9.

13 See Alejandro Nadal Egez, Instrumentos de politica

be seen in Brazil, where resources earmarked
for scientific and technological development
activities soared from 440 million cruzeiros in
1970 to 6,840 million cruzeiros in 1975 (at
constant prices). !4

The aim pursued here, however, is not to
analyse the creation of know-how in the context
of a national scientific and technological sys-
tem, but merely to show the dynamism that it is
acquiring. If innovative activity within manu-
facturing industry in the above-mentioned
countries is examined, it will also be seen that
the firms’ expenditure on technological re-
search and development is considerable, and is
positively associated with increases in labour
productivity.

On the basis of a field study of a sample of
200 establishments in Argentina, it was esti-
mated that in 1968 enterprises as a whole had
expended about 33 million dollars on engineer-
ing activities and on other associated technical
work. In turn, it was shown that the growth rate
of productivity was statistically linked to ac-
crued expenditure on domestic R&D. !5

Similar conclusions are reached in another
study relating to manufacturing industry in
Colombia.!® This study, based on a sample of
about 90 enterprises, shows that in some sec-
tors (metal-working and electrical apparatus in-
dustries) outlays on research and development
amounted to more than 2% of the value of sales,
and it also finds a significant statistical relation
between research and development expendi-
ture and increases in productivity.

By virtue of the firms’ deliberate efforts,
and of the leaming curve implicit in the work of
production, a domestic technological capacity
is gradually generated which is reflected in the
improvement and adaptation of processes and/
or products and makes it possible to improve
upon the performance of the original technol-

cientifica y tecnoldgica en México, El Colegio de México,
1977, pp. 22-25,

1456e Office of the President of the Republic, II Plano
Bdsico de Desenvolvimento Cientifico e Tecnoldgico, Bra-
silia, 1976, pp. 27-31.

18 See J. Katz, Importacion de tecnologta, aprendizaje e
industrializacion dependiente, op. cit., pp. 97-101,

183ee M. Ramirez Gémez and D. Sandoval Peralta,
Tecnologia en el sector manufacturero colombiano, IDB/
CEPAL/IDRC/UNDP Programme, Buenos Aires, 1978,
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ogy. In those plants in which modifications
have been introduced in processes over a long
period of time through adjustment of equip-
ments to changing technical and economic con-
ditions, a technological profile emerges that
differs from the original design and may in
some cases come to be regarded as a new de-
sign, with significant advantages in view of the
conditions prevailing in the local milieu. This
explains, albeit only in part, the correlation ob-
served between the technical capacity evolv-
ing in consequence of this domestic technolog-
ical development and the successes achieved
by several Latin American countries in exports
of manufactures, ‘turn-key’ sales of plant and
exports of industrial engineering designs, al-
though recognition must also be accorded to
the important role played in the promotion of
such exports by subsidies and other economic
policy measures (exchange rate, credits, ete.). It
should also be pointed out that the great major-
ity of these external sales have been made to
countries in the region and to others with char-
acteristics similar to our own.!”

From the foregoing paragraphs it can be
seen that the research referred to has shed light
on the existence and order of magnitude of do-
mestic technological development and has
probed into the scope of its potentialities. All
this research has pivoted upon microeconomic
studies, examining DTD from within the firms
or factories: an approach which has permitted a
detailed breakdown of it with a view to under-
standing it more fully. Furthermore, as a result
of these studies there has been some specula-
tion on the manufacturing sector’s prospects of
progress in the field of technology and the ef-
fects of this on the development of our coun-
tries. According to these conjectures, the more
advanced countries of the region have possibil-
ities of generating technological flows to com-
plement —and also to take the place of— im-
ported technology which put them in a position

178ee }. Katz and E, Ablin, Tecnologia y exportaciones
industriales: Un andlisis microecondmico de la experien-
cia argentina reciente, IDB/CEPAL/IDRC/UNDP Pro-
gramme, Buenos Aires, 1976; and J. Katz and E. Ablin, De
la industria incipiente a la exportacion de tecnologfa: la
experiencia argentina en la venta internacional de plantas
industriales y obras de ingenierfa, IDB/CEPAL/IDRC/
UNDP Programme, Buenos Aires, 1978.

to increase domestic productivity, step up ex-
ports of technology incorporated in consumer
and capital goods, and compete, in certain areas
of the international market, in the field of en-
gineering designs, !

In short, this domestic technological de-
velopment produces results which are closely
linked with the economic growth of the coun-
tries concerned. The role played by DTD in
increasing plant productivity and in adapting
products and processes to local technical and
economic conditions, its influence on the pos-
sibilities of exporting manufactures and even
technology, the fact that it acts as a mechanism
for improving skills and that it generates know-
how which facilitates the selection of the tech-
nology to be incorporated, etc., are eloquent
testimonies to its importance as a positive fac-
tor in economic growth.

In this context something may usefully be
said of the effects of DTD on two important
aspects of industrial development: the charac-
teristics of the technological profile which is
shaped by the adaptive and creative activities
mentioned above, and their incidence on the
absorption of labour.

As regards the first aspect, the question is
whether DTD succeeds in altering the basic
characteristics of the original technology. This
point is of importance in so far as imported
technologies are not felt to be the best suited to
conditions in developing countries. To put it
another way, does domestic technological de-
velopment influence the shaping of the tech-
nological profile of manufactures by changing
the profile derived from technologies incor-
porated from abroad? Although there are exam-
ples to show that this is what has happened in
some cases, it is difficult to formulate a general
and conclusive opinion on the subject."”

188ee J. Katz, Cambio tecnoldgico, desarrollo econd-
mico y las relaciones intra y extra regionales de América
Latina, op. cit.

19The studies carried out on technological change in
the cigarette industry in Argentina show that 100-mm and
120-mm cigarettes are produced with third-generation
equipment in which adaptations and minor innovations
have been introduced, whereas in the developed countries
production of such cigarettes calls for equipment incor-
porating more recent technologies. Thanks to these adapta-
tions and minor innovations, too, significant increases have
been recorded in the productivity of both machinery and



66

CEPAL REVIEW No. 11 / August 1980

Again, adaptive and innovative activities
in the Latin American countries tend to recog-
nize the market as an important determining
factor and consequently they may be said to
generate technological profiles more in keep-
ing with real conditions in the region. But, on
the other hand, these activities, which are car-
ried on within each production unit, are also a
response to the special needs of the individual
plant, such as, for example, more efficient utili-
zation of the stock of machinery it already pos-
sesses, or adjustment of the production process
to the conditions imposed by installation of
new equipment in some of its stages. If the
technological profiles which factories are thus
gradually acquiring are viewed in the aggre-
gate, the resulting profile for the manufacturing
sector as a whole is difficult to predict, and
need not necessarily represent an advance to-
wards the solution of certain basic problems
posed by the industrial development of the La-
tin American countries. For example, it can
hardly be guaranteed that during a cycle of very
brisk domestic technological development any
significant change will take place in the emp-
loyment situation in the manufacturing sector.

There is evidence that the ddaptations and
minor innovations which are incorporated into
capital equipment have the same labour-saving
bias as is characteristic of the original imported
technology; that is, the labour required per unit

labour. See J. Fidel, J. Lucingeli, and P. Sheperd, Perfil y
comportamiento tecnoldgico de la industria del cigarrillo
en la Argenting, I1DB/CEPAL/IDRC/UNDP Programme,
Buenos Aires, 1976, chapter V. An analysis of the tech-
nological evolution of the Acindar rolling mill for finished
steel products (Rosario, Argentina) shows that after it had
been installed for twenty years changes in the engineering
design were introduced which made it possible to increase
capacity by 70%, and to manufacture a more diversified
range of products to serve the motor-vehicle industry. See
P. Maxwell, “Estrategia tecnol6gica 6ptima en un contexto
econémico dificil. La evolucion de la planta sidertirgica de
Acindar en Rosario, Argentina”. El Trimestre Econdmico,
No. 180, Mexico City, October-December 1978. The Mexi-
can firm Furfural y Derivados S.A. developed a process for
obtaining furfural (raw material for producing certain types
of alcohol), by introducing changes into the process used in
Finland and the United States, and thus created a technol-
ogy which it exports under its own patent. See L. A. Pérez
Aceves and . J. Pérez y Peniche, Andlisis microeconémico
de las caracteristicas del cambio tecnoldgico y del proceso
de innovaciones. El caso de Furfural y Derivados S.A.,
México, IDB/CEPAL/IDRC/UNDP Programme, Buenos
Aires, 1978, pp. 7-14.

of output after a period of adaptation is less than
was needed with the original equipment. But
employment per unit of output when the re-
modelled version of the older technology is
used generally exceeds what is necessary (also
per unit of product) with equipment incorpo-
rating the most recently generated technology.

The labour-saving bias of minor innova-
tions produces less effect than would the intro-
duction of new foreign technology. A case in
point is described in a study on cotton-spinning
mills in Argentina. Three different technologi-
cal situations are analysed. The first corre-
sponds to spinning mills with capital equip-
ment dating on average from the period 1948-
1955. In the second, the same equipment is
used, but after the introduction of a series of
improvements and adaptations. The third is the
case of a plant with 1970-1972 technology. The
study shows that for the same volume of output
of similar-quality yarn 32% less manpower was
employed in the second situation than in the
first. If in turn the third situation is compared
with the first, the saving of labour amounts to
60%.20

It would seem, however, that more thor-
ough studies must be made on the relations
between the results of domestic technological
development, the effects of the incorporation of
modemn technology, and employment.2! Carry-
ing out such studies in greater depth does not
seem likely to invalidate the general presump-
tion as to a labour-saving bias, but, in our opi-
nion, it needs qualifying. It is presumed that
the results of DTD activities imply, in princi-
ple, greater absorption of skilled technicians

20 See A. Canitrot, J. Fidel, M. Juillerat, and J. Lucing-
eli, “El empleo en la industria textil argentina. Andlisis de
comportamiento y de eleccién tecnolégica”, Desarrollo
Econémico, vol. XVI, No. 63, Buenos Aires, October-
December 1976.

211n this connexion, it is worth while recalling the
singular behaviour of the construction industry in Argen-
tina. Between the years 1950 and 1973 its labour productiv-
ity showed a slightly declining trend, which implies —in
terms of employment— that in this sector in 1973 one unit
of final output generated a level of employment slightly
higher than it would have done in 1950. Much the same
thing happened in the Mexican construction industry bet-
ween 1950 and 1965, See G. Vitelli, Cambio tecnoldgico,
estructura de mercado y ocupacidn en la industria de la
construccién argentina, IDB/CEPAL/IDRC/UNDP Prog-
ramme, Buenos Aires, 1978, pp. 14.
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and specialized operatives, and a relative de-
crease in employment of unskilled workers.
What would have to more carefully investi-
gated is the possibility of quantifying the rela-
tion between a change in the technological pro-
files of manufactures and the composition of
industrial employment by levels of skill.

With the backing of a study of this type,
one would be in a better position to evaluate

the ‘impact’ of the evolution of technological
profiles on employment and to draw conclu-
sions as to the magnitude of these effects.
Needless to say, the research implicit in this
approach is closely linked with the efforts that
are being made in many countries and study
centres to work out criteria for the guidance of
policies relating to the training of skilled
manpower at the various levels.

IV

Transferability of minor innovations

Lastly, all that remains to complete the analysis
of the nature of domestic technological devel-
opment and its main characteristics is to pass in
brief review the problems raised by the dis-
semination of its results.

The transferability and dissemination of
the results of innovative activity is a topic of
importance in theoretical approaches to tech-
nical progress. It is precisely the greater or les-
ser dissemination of this progress that is linked
up with its repercussions on a country’s indus-
trial development. If its dissemination were
perfect, as is theoretically conceivable, and
were to cost nothing, the social yield of innova-
tive efforts would be maximized, and so would
their impact on the growth of productivity and
on competitive market conditions. But this very
seldom happens; the know-how generated by
innovative activities does not flow freely be-
tween firms and countries and, as will be
shown, it is real market and production condi-
tions that obstruct the flow. Dissemination of
the results of domestic technological develop-
ment encounters even greater difficulties, par-
ticularly where minor innovations in processes
are concerned, although a greater degree of
transferability can be expected when such in-
novations relate to products.

This topic should be studied in the broader
framework of technological dissemination,
with reference to some of its theoretical as-
pects. A point to stress from the outset is that
technological know-how has the character of a

‘public good’ 22 which means that the design of
a production process or of a product can nor-
mally be used by an unlimited number of indi-
viduals, without this implying that its useful-
ness is thereby exhausted. From the social
standpoint, it is undesirable for new know-how
not to be disseminated, since the marginal so-
cial cost of its use is, theoretically, equal to zero
except for the costs incurred through its adapta-
tion. Consequently, imperfect mobility of
know-how would prevent a society as a whole
from succeeding in optimizing its economic
behaviour.

The transfer of the results of technological
activities depends upon the benefits obtained
both by the supplier and by the purchaser. The
greater the benefit ensured both on the supply
side and on the demand side by the dissemina-
tion of know-how, the greater will be the mobil-
ity that may be expected. Presumably, if the
purchaser pays a given price for the know-how
in which he is interested he does so because he
considers the benefits that he will obtain from
applying it to be adequate. Accordingly, the
question of transferability of know-how is more
closely, linked to the supplier, that is, to the
executor of the innovative effort, and to his

22 A pure ‘public good’ is one whose consumption by an
individual does not exclude consumption by others. See
P.A. Samuelson, The Collected Scientific Papers of Paul A.
Samuelson, Vol. 1I, Cambridge, Massachusetts, MIT
Press, 1972, p. 1213,
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prospects of benefiting by its transfer. The fact
that technological know-how is a public good
militates against his chances of reaping the be-
nefits in question.

An adequate system of patents would
facilitate dissemination and at the same time
would ensure that the entrepreneur responsi-
ble for the innovation effort derived some profit
from the transfer of the know-how to which it
gave rise. The patent system, however, is
meaningful only for some innovations. A con-
siderable body of new technological know-how
is not patented, in some cases because patent-
ing it would give away valuable information to
competitors, and in others because some im-
portant innovations are not susceptible of pa-
tenting (for example certain sales systems).2s
Basically, therefore, it is difficult for the en-
trepreneur to secure the benefits implicit in the
dissemination of the results of innovative activ-
ity, unless he enjoys some degree of monopoly.

The reduction of costs through the better-
ment of existing processes or the introduction
of new ones, and the improvement of the qual-
ity of the goods produced or the designing of
new products, both enable the entrepreneur to
gain advantages in the market in which he is
competing, although innovations in products
are easier to imitate and therefore the measure
of monopoly obtained is short-lived. Hence it
may be asserted that the degree of dissemina-
tion of product innovations is higher, since the
profit deriving from such dissemination is har-
der to secure. But at all events, whether the
entrepreneur makes his innovations in proces-
ses and/or in products, he is not selling know-
how but products, although the nature of the
market is affected by the generation of know-
how.

This is also the commonest way in which
domestic technological development is dis-
seminated, i.e.,, through know-how in-
corporated in products, But it must be noted
that there are a number of restrictions on the
local entrepreneur’s transfer of know-how, and

B See JLE. Stiglitz, On the micro-economics of techni-
cal wprogress, IDB/CEPAL/IDRC/UNDP Programme,
Working Paper No. 32, Buenos Aires, 1979, pp. 9-10.

2 1bid., p. 10.

therefore on the chances of increased mobility
of the results of local innovative activity.

The task of solving the operational prob-
lems that arise in a plant, the need to adapt it to
changing market or input conditions, the ad-
justments that have to be introduced in equip-
ment, when some items with new technologi-
cal contents are brought in as replacements,
etc., generate learning curves in the engineer-
ing cadres and give rise, as was said before, to
improvements and innovations in production
processes and in products. But this know-how
which emerges out of innovative activity
localized in a plant is usually of a very specific
character, centering upon each plan’s special
conditions, and therefore cannot easily be dis-
seminated or transferred to other similar plants.

Even in cases where dissemination of the
type of know-how generated in the plants is
possible, it would be discouraged by the
market structures prevailing in the manufactur-
ing sector. If it is assumed that the bulk of local
innovative activity takes place in medium-
sized and large enterprises and in markets
where oligopolistic competition is very keen
the dissemination of a given type of informa-
tion —in so far as it is specific— would imply
renouncing a certain degree of monopoly
gained precisely on the basis of the firm’s in-
novative efforts. Thus, the market structure and
the degree of concentration in a branch of in-
dustry would condition the dissemination of
new know-how,

However, the types of know-how which
would tend not to be disseminated and, conse-
quently, would remain within the production
unit that generated them are those relating to
process technologies, since those connected
with product technologies can in most cases be
imitated or copied by competitors*

In Latin America there are enterprises
which already are or could be potential sup-
pliers of technological know-how. It must be
borne in mind, however, that they are engaged
in producing goods and/or services; their main
activity is production, and as a general rule they

25 Although product designs may be legally protected,
in practice this does not prevent their imitation and the
launching of similar products.



DOMESTIC TECHNOLOGICAL DEVELOPMENT / R. Cibotti and J. Lucdngeli 69

are not firms whose purpose is to sell technol-
ogy. The sale of technological assets calls for a
technical team whose job is not only to market
them, but also, and above all, to systematize the
information and technical know-how de-
veloped by the firm. It is necessary to have
built up out of the sum total of minor innova-
tions a critical mass of innovations which af-
fords economic justification for the mainte-
nance of such teams, and which enables the
enterprise to putouta ‘package’ of innovations
for sale. In other words, the sale of technologi-
cal assets is subject to the restrictions imposed
by economies of scale.

The above-mentioned systematization is
more feasible in cases where the production
units or the firms concerned possess a ‘research
and development’ department. These enter-
prises can undertake the relevant studies
whereby activities to improve output or to re-
duce costs, or any of the other forms of DTD
described, can be turned to account to provide
engineering designs which can be offered on
the market, either as designs proper or through
technical assistance to other plants. In this last
connexion, some successful experiments have
been carried out in the establishment of en-
gineering firms on the basis of the experience
gathered in adaptation of technology and gen-
eration of minor innovations in enterprises in
several Latin American countries.?

There are, of course, instances in which
very marked mobility of know-how is observ-
able. A case in point is the dissemination of
information among the subsidiaries —in diffe-
rent countries— of transnational corporations,
where know-how goes to form part of the net
wealth of the enterprise as a whole. In this case
too the know-how generated is usually highly

26The Companhia Brasileira de Projetos Industriais
(COBRAPI) had its origin in the Companhia Siderirgica
Nacional {CSN), where it started life as the finms’s Projects
Department in 1941, As the services required spread
beyond the province of CSN, COBRAFI was established in
1963. The structure of the new enterprise enabled it to
cover all phases of planning —basic conception and feasi-
bility; project engineering— basic project; construction en-
gineering and assembly. See E.M. Ford et al., Oferta de
Servicio de Consultoria de Engenharia no Brasil,
Financiadora de Estudos e Projetos, S.A. (FINEP), Rio de
Janeiro, 1977, pp. 109-120; and COBRAPI, A presentacdo
do proponente, Sio Paulo, 1977.

specific, in response to the special conditions
prevailing in the plants and in the economic
and social milieu to which they belong. Al-
though this specificity is an obstacle to dissemi-
nation, it must be borne in mind that these are
subsidiaries which in the main have similar
technical characteristics, just as the general
conditions in which they operate are also much
alike. This is not enough, however, to explain
the high degree of dissemination, since it can
be noted as well that factors like those de-
scribed are common to plants belonging to the
same branch of industry in a given country. The
other circumstance that furthers an easier flow
of know-how between subsidiaries is when
they operate in different markets where com-
petition is virtually non-existent; this removes
one of the basic problems hindering dissemina-
tion among domestic enterprises within a
single country.??

Similarly, interesting examples are to be
found of transferability of technical know-how
among firms in different countries of the re-
gion, especially in respect of steel-making and
petroleum. A study carried out on scientific and
technological co-operation among Latin Amer-
ican countries shows that the interchange and
dissemination of technology exists in various
forms among State enterprises and private
firms. Predominant among these forms are as-
sistance in solving plant operation problems,
training of personnel, studies on selection of
technology, ete.? It is a valid assertion, how-

27While there are innumerable examples of assistance
among subsidiaries, particular interest attaches to the in-
stallation of two cigarette factories in Bolivia, in view of the
similar behaviour of two transnational corporations. Mas-
salin y Celasco and the Compania Nobleza de Tabacos,
Argentinian subsidiaries of Philip Morris Int. and British-
American Tobacco Co., respectively, were made responsi-
ble not only for setting up the plants but also for supplying
modernized equipment, training personnel and supervis-
ing the work of putting the plant into operation.

28 Mention may be made of the following cases of trans-
fer of know-how among enterprises in the region: the tech-
nical assistance given by the Argentinian enterprise
Yacimientos Petroliferos Fiscales (YPF) to the Uruguayan
Administracién Nacional de Combustibles, Alcohol v Port-
land (ANCAP) in the conduct of seismological studies for
petroleum-prospecting purposes; the training of personnel
undertaken by the Ecuadorian State Petroleum enterprise
in several firms in the region; and the assistance given by
the Chilean Compariia de Acero del Pacifico (CAP) to
Acerias Nacionales del Ecuador in the selection of technol-
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ever, that the transfer of know-how between
the enterprises mentioned is facilitated in-
asmuch as they do not compete in one and the
same market, and also because they are large
enterprises, many of which have very active
research and development departments.
Moreover, the existence of Latin American en-
trepreneurial associations makes it easy to dis-
seminate information, especially as regards the
technical capacity of firms as suppliers or as
recipients of technological know-how.

The cases cited constitute only a small
sample of an activity in which almost all the
Latin American countries are engaged. The in-
ference is that given the existence of conditions
favourable to transferability and appropriate
settings to facilitate it, more intensive dissemi-
nation of domestic technological efforts is
possible.

Another way in which know-how is trans-
ferred is through the exporting of plant under
the turnkey system or through consultant and
engineering services, In this connexion the ex-
perience of the large Latin American countries,
although incipient, has been promising, not

only within the region but also in respect of
exports to African and Asian countries. In these
economies locally modified and improved
technologies are better adapted to labour re-
quirements, inputs, market sizes and product
specifications than are the technologies of de-
veloped countries.?

The foregoing remarks on the transferabil-
ity and dissemination of the results of DTD
required to give it greater and more effective
economic growth potential have focused atten-
tion on two main problems: development, at
the level of the firm, of research work capable
of systematizing and generalizing the know-
how which is being generated; and the creation
of conditions to make it easier for the innovator-
entrepreneur to reap the benefits of this dis-
semination. These are not two separate prob-
lems, but are closely interrelated. They will be
analysed in greater depth and possible solu-
tions will be put forward below, when the
criteria which should guide policies for foster-
ing this aspect of technical progress are
discussed.

Vv

DTD and economic growth conditions

Up to now we have examined various aspects of
DTD which enable usto gain a more complete
idea of its nature. Next we shall continue, in a
sense, the same type of analysis, but changing
the angle of approach. The focal point will now
be the economy as a whole, or certain macro-
economic variables, instead of the individual
plant, as in the first part of the article. On sev-

ogy and in the installation and putting into operation of the
plant. For a more detailed analysis of the subject, see J.
Fidel and J. Lucdngeli, La cooperacidn cientifico-
tecnoldgica entre los paises latinoamericanos. Su expre-
sidn en los sectores de siderurgia, petrileo y petrogquimica,
Report presented to UNDP, Buenos Aires, 1977.

29See J. Katz and E. Ablin, De la industria incipiente a
la exportacion de tecnologia: la experiencia argentinaenla
la venta internacional de plantas industriales y obras de
ingenieria, op. cit., pp. 21-29,

eral occasions it has been stated that when
faced with certain general conditions, not pre-
cisely defined, the entrepreneur may react by
adopting particular lines of technological be-
haviour, and in this way the typical forms or
patterns of domestic technological develop-
ment have been individualized. The analysis
undertaken below is, to some extent, the re-
verse of the preceding one; that is, the accent
will be placed on characterizing these overall
situations and studying their influence on
DTD, so as to lead up to a series of reflections
on how to strengthen the impact of DTD on
technological progress in our countries.

As regards its form and intensity, domestic
technological development —no longer vie-
wed as something that emerges from the indi-
vidual plant, but as a technological activity at
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the level of a branch of industry— cannot be
independent of the evolution of the branch in
question or, by extension, of that of the sector as
a whole. It may be considered that a linkage
exists between DTD and the economic
performance of a branch of industry, so that the
two are interrelated and condition each other.
It has already been pointed out, for example,
that in case studies in Argentina, Colombia and
Peru a close statistical association is found bet-
ween the level of activity in the field of tech-
nological adaptation and generation in a group
of industrial plants representative of the man-
ufacturing sector, and the productivity of
labour in the same sector. Nevertheless, the
relation between DTD and the evolution of the
sector and branch of industry concerned is not
symmetrical. The overall conditions of the
economy and those of the sector to which the
branch of industry belongs have an incidence
on the level and structure of domestic tech-
nological development much more important
than its influence on the development of man-
ufactures. In this sense it might be said that
both in its structure and in its level of activity
DTD is largely a product of the overall condi-
tions prevailing in the economy and of those
established by economic policy.
Unquestionably, the level of investment in
the industrial sector is a factor of singular im-
portance in characterizing an overall economic
situation for the purposes of the analysis at-
tempted here, since many of the activities
proper to domestic technological development

are operations arising out of the installation of

new capital equipment or directed towards re-
placing its installation by adjustment or remod-
elling of the existing machinery. Conse-
quently, it is logical to suppose that both
economic policy and overall economic condi-
tions affect DTD through the influence which
they exert in turn on investment in manufactur-
ing industry. Furthermore, while for the
purposes of this analysis investment has been
chosen as a principal macroeconomic variable,
a very reasonable assumption respecting de-
mand is also postulated. Demand and invest-
ment conditions will be similar, in the sense
that an increase in the rate of investment is
accompanied by expectations of a rise in the
level of demand, and vice versa.

Let us now see how the different typical
forms of DTD are related to investment in
equipment, in order to establish the bases for
an analysis of the relations between the be-
haviour of the economy and domestic tech-
nological development.

The first typical form —that occurring in
consequence of the installation and entry into
operation of capital equipment— is clearly a
DTD activity complementary to investient. It
can therefore be asserted that when the latter
macroeconomic variable increases, the tasks of
technological adaptation proper to this particu-
lar form of DTD will also increase, in a propor-
tion difficult to determine a priori.

The second typical form —improvement of
the existing equipment by means of local in-
novative efforts— may be considered as substi-
tute for investment in new equipment, which
generally incorporates new technology. If a
comparison similar to that drawn in the preced-
ing paragraph were to be made, we should find
an inverse relationship. Similarly, the third
typical form of DTD —an overall reduction of
plant costs by means of modifications of the
existing equipment or products— may also be
regarded, in most cases, as taking the place of
investment, and it will be resorted to with in-
creasing frequency as supply conditions be-
come more competitive,

The fourth form of DTD —shop-floor tech-
nical assistance— has no definite relation to
investment, although, if it stems mainly from
the need to resolve maintenance problems, it
may prolong the useful life of equipment and
postpone its renewal. It has already been
pointed out, however, that this form includes
virtually permanent activities which do not de-
pend solely upon the age of the equipment.

The fifth form, linked to the characteristics
of the products offered by firms on the market,
depends more upon demand conditions than
upon investment trends. And lastly, the sixth
form —research and development— by the
very nature of the entrepreneurial conduct that
determines it, will benefit in so far as an
economic climate exists which is also favour-
able to a brisk rate of investment and of
economic expansion.

Although the foregoing description of rela-
tions between forms of DTD and the invest-
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ment process is somewhat schematic, and does
not embrace the indirect relations that may be
detected, it does make it possible to outline a
pattern of technological behaviour on the part
of the firm which, in tum, will determine the
level and structure of DTD.

The variables that influence the behaviour
in question are closely linked to the en-
trepreneur’s investment decision. Thus, the
profitability of the new equipment, the factors
of uncertainty that affect the rate of return on
investment, the relation between the price of
capital goods and the costs of skilled and
specialized manpower and other similar items,
taken together in the economic estimate, will
determine the technological conduct of the en-
trepreneur. This will likewise be affected by
the extension of the technological frontier, that
is, the speed with which new innovations ap-
pear. Where this process stagnates or advances
at a crawl, very hard work will be put in on
adapting and improving existing equipment;
and it may therefore be supposed that if the
progress of technology is highly dynamic, and
particularly when the qualitative changes
introduced by the innovation represent very
marked variations with respect to the preced-
ing technology, activities relating to the instal-
lation and entry into operation of new equip-
ment will develop vigorously.

Let us now revert to the discussion of rela-
tions between DTD and economic growth con-
ditions proposed at the beginning of the pre-
sent chapter. For this purpose we shall con-
sider two kinds of situation, to which the
analysis will refer. In the first place, we shall
postulate a developing country with several de-
cades of experience in industrial production,
which steadily keeps up a high rate of
economic growth and investment, implying in
addition a rapid rate of incorporation of capital
equipment with technologies of increasingly
recent date. In these conditions demand too
will grow at a good speed. Such a situation, in
turn, sustains the medium- and long-term ex-
pectations of entrepreneurs with respect to the
expansion of the economy.

Secondly, we shall assume an opposite
situation: the case of a country with a slow
growth rate, balance-of-payments difficulties, a
low rate of investment, a sectorial composition

varying greatly through time, and pessimistic
entrepreneurial expectations as regards de-
mand and overall economic conditions in the
medium and long run, although, as in the pre-
ceding case, it is assumed to have lengthy ex-
perience in industrial production.

In the first situation all the typical forms of
DTD may be expected to flourish. Predomin-
ant, however, will be the generation of know-
how linked to the installation and entry into
operation of new equipment, and the work of
adaptation of existing equipment may possibly
show a loss of relative importance. Impetus
will be given to tasks connected with the reduc-
tion of costs and differentiation of products in
$0 far as market competition becomes keener,
although this reduction and differentiation will
be achieved mainly by changing the capital
equipment, when the time comes to do so, and
not by adapting it. The stock of know-how and
the skilled labour force built up through experi-
ence in industrial production will constitute
highly important factors in the selection of the
technologies to be incorporated and the design
of new plants. Similarly, domestic innovative
activity will gradually produce adaptations of
the technologies introduced and evolve learn-
ing curves in line with the new technological
profile which results from the dynamics of
investment.

In the second situation, in order to main-
tain or expand production firms will generally
need to undertake intensive reconditioning of
capital equipment and to postpone the intro-
duction of machinery incorporating more ad-
vanced technologies, since in conditions such
as those prevailing in the economy the expan-
sion of production capacities is discouraged,
and the relation between prices of equipment
and costs of skilled labour will be favourable to
labour-intensive practices. Innovative ac-
tivities aimed at reducing costs, as well as those
originating in shop-floor technical assistance,
will occupy a prominent place in the structure
of DTD, given that, in face of the restrictions on
investment, entrepreneurs will try to prolong
the useful life of the existing equipment to the
maximum. Undoubtedly, the forms taken by
DTD in this situation show declining yields,
and if they last for a long time will gradually
shape a technological profile which will less
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and less resemble that determined by the
newest innovations, It may be said thatin a case
like this the technical progress of the man-
ufacturing sector is based mainly on the know-
how generated by experience and by the de-
gree of maturity which the firms in the sector
have attained, and that its dynamism will suffer
from the failure to incorporate new tech-
nologies in reasonable amounts. Over the long
term, this manifestation of DTD, as a substitute
for the introduction of major innovations, may
possibly affect the growth capacity of the sector
and may have other adverse consequences
such as increasingly high manufacturing costs
in relation to those of a sector with a more
modern technological profile. In such cir-
cumstances DTD palliates economic trends
which give preference to what is known as pas-
sive investment, as against other trends in fa-
vour of active investment, i.e., those which
shorten the deadlines for renewal of equip-
ment and thus accelerate the introduction into
the economic system of increases in productivi-
tv and improvements in the quality of prod-
ucts which are made possible by recent innova-
tions "

The analysis made so far is based on an

VI

implicit assumption which it is now time to
state explicitly. It is assumed that the cost-
benefit ratio of the new technology which may
be incorporated into production and the cost-
benefit ratio of local adaptive and innovative
activities fall within a range of variability that
makes them comparable, and the predomi-
nance of one or the other ratio will depend
upon the prices of capital and of labour, upon
uncertainty as to the future of economic
growth, etc., as already pointed out. But it may
happen that the technology available possesses
characteristics very different from those of the
equipment already installed, i.e., that major in-
novations are involved which give rise to a
marked extension of the technological frontier,
as noted before, so that this new technology can
offer standards of quality and productivity far
excelling those attainable with the technology
it was intended to remould. This additional
factor would affect the influence exerted by
macroeconomic variables on the structure of
DTD, as explained in the foregoing para-
graphs, inducing entrepreneurs to follow the
course of active investment in the branch of
industry concerned, even in the second of the
situations described.

Conditions for the promotion of R&D activities

Throughout the analysis presented in the pre-
ceding chapter no direct reference has been
made to the sixth typical form of DTD, that s, to
explicit research and development (R&D) ac-
tivities. This form, which, as was said before, is
the least frequent in the manufacturing sector
in Latin America, is closely linked, again like
the others, with the overall development con-
ditions the economy. High rates of growth and
investment and expanding demand may be
said to constitute essential requisites for this
typical form of DTD to do well.

30 For an analysis of the effects of passive investment as
the prevailing line of conduct in the United Kingdom and
its repercussions on productivity and competition in world
markets, see A. Lanfalussy, The United Kingdom and the
Six, London, Macmillan and Co. Ltd., 1963.

Here we will examine this form of DTD
more exhaustively, since among its character-
istics elements are to be found which would
make for a change in the structure of DTD and
which open up possibilities for it to bring about
more radical transformations of the technologi-
cal profile of manutactures than are effected by
means of local adaptive activities.

It has already been pointed out that gener-
ally speaking the technical progress generated
by the first five forms of DTD referred to results
in what have been described as minor innova-
tions, and stems from entrepreneurial behav-
iour which represents a reaction to macroeco-
nomic incentives, to market factors or to specif-
ic production problems arising in factories. Re-
search and development activities, however,
imply a technological behaviour on the part of
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firms which depends not merely upon re-
sponses to these incentives and problems, but
rather upon a readiness to take risks in order to
reap the future benefits of scientific inquiry
and research. It has also been shown that this
form of DTD permits the generalization of the
know-how emerging from the praxis of produc-
tion and from activities in the other typical
forms, and facilitates its more mobile dissemi-
nation. All this leads us to assert that if the aim
is to strengthen DTD and raise its qualitative
level, to increase its influence on the evolution
of the technological profile of manufactures,
and even to achieve more important innova-
tions than it has been generating in the indus-
trial sectors of the Latin American countries,
the work of research and development will
need to acquire greater relative importance
within DTD activities as a whole.

One of the basic objectives of technologi-
cal policy must therefore directly relate to the
creation of tavourable conditions for the expan-
sion of this typical form of DTD among firms in
the manufacturing sector.

Many Latin American countries have in-
stituted incentives to encourage firms to spend
on research and development activities.?!
Promotion of this kind applies to specific pro-
jects which have to fulfil given conditions in
order to enjoy tax exemptions or other subsi-
dies. The extent to which enterprises have av-
ailed themselves of these possibilities differs,
depending, inter alia, upon their size. Save in
exceptional cases, however, what has been fa-
cilitated by the incentives offered is not the
creation of permanent and dynamic R&D ma-
chinery, but the more or less sporadic estab-
lishment of technical groups to lock for solu-
tions to specific problems; generally speaking,
these attempts at promotion have not taken into
account the complexity of this form of domestic
technological development. Activities relating
to the creation and dissemination of technical

3L For a compilation of incentives of this type in most of
the Latin American countries, see Convenio Instituto para
la Integracion de América Latina (INTAL) —IDB/CEPAL/
IDRC/UNDP Programme, El marco juridico de la innova-
cion tecnoldgica en América Lating (Legislacion compara-
da), IDB/CEPAL/IDRC/UNDP Programme, Buenos
Aires, 1976.

know-how are conditioned by three main fac-
tors: the indivisibility of expenditure on R&D;
the high degree of uncertainty which character-
izes the process of generating know-how; and
the doubtful possibility of reaping the benetits
deriving from its results.

The indivisibility of expenditure on R&D
means that the firm must possess a body of
resources, skilled manpower and equipment
which cannot drop below a certain level if ex-
perimental work is to be permanent, In other
words, the firm must incorporate a mechanism
which implies an additional fixed cost.

Uncertainty is inevitable, since it is part of
the nature of the process of generating know-
how, owing to the element of chance in the
obtaining of results and the impossibility of
knowing a priori the value of the product to be
obtained. However, the longer the time re-
quired to execute R&D projects, the greater
will be the risks which this uncertainty implies,
and which also depend on the development
conditions of the economy.

The problem of appropriability was ana-
lysed when the subject of dissemination was
discussed in chapter IV, where the fact that
technological know-how is a public good was
shown to militate against the innovator entre-
preneur’s chances of reaping the benefit of the
results obtained.

In a situation in which the economy is ex-
panding steadily entrepreneurs will be readier
to introduce an additional fixed cost for the
purpose of creating permanent R&D machin-
ery, and at the same time the uncertainty that
affects them is largely reduced to that inherent
in the experimental process proper. Techno-
logical policy ought to stop promoting sporadic
action in this direction, and instead establish
incentives which will lighten the financial
burden which firms must assume in order to
meet the requirements posed by the minimum
volume of resources needed for such machin-
ery. Otherwise, only large private enterprises
—in particular subsidiaries of transnational
corporations— and public enterprises would
be able to undertake R&D activities, just as is
the case at present. Medium-sized enterprises,
unless they are exceptionally dynamic, en-
counter serious difficulties in tackling this form
of DTD.
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In Latin America there are several exam-
ples of firms that have set up this permanent
R&D machinery. It would be extremely useful
to ascertain in detail, on the basis of these cases,
the branches of industry and the types of plant
in respect of which this form of DTD is under-
taken, and the factors that have fostered or
hindered the evolution of local technological
activities, The analysis of such elements as
plant size, ownership of the firm (national or
foreign, public or private), types of products
and characteristics of demand, the extension of
the frontier of technology, the degree of oligo-
poly, tariff protection, and specific economic
policy would afford guideliness which tech-
nological policy could follow in order to ex-
pand this typical form of DTD.

In its approach to the reinforcement of
DTD, the State should not merely make provi-
sion for subsidies or other similar ways of re-
ducing the risk incurred by firms. It should also
take direct action to facilitate R&D activities
throughout the whole of the industrial sector,
with special consideration for the situations
arising in small medium-sized factories. In
many Latin American countries there are pub-
lic agencies which assign an important place
among their duties to promotional activities to
improve the technological level of industry,
and which undertake research in the field of
process and product technologies.

Systematic study of the modus operandi of
these agencies, of their priority criteria, of the
resources at their disposal, of the results ob-
tained and of their influence on technological
development in branches of industry would
shed light on an important aspect of the tech-
nological policies applied by countries and
would facilitate their reformulation with a view
to strengthening DTD. Such a study becomes
still more necessary when the aim is to raise the
technological level of medium-sized enter-
prises, which are hardly capable, despite sub-

sidies, of undertaking permanent R&D activ-
ities,

Taking as a whole the reflections set forth
in this chapter with the object of clarifying cer-
tain problems that face economic policy for the
promotion of R&D activities, we come up
against a number of factors such as uncertainty,
indivisibility of expenditure and the difficulty
of reaping the benefit of results, to which must
be added other difficulties stemming from the
degree of oligopoly existing in our economies
(especially the concentration of the industrial
sector) and from the preponderance of transna-
tional corporations, etc., which prevent market
forces from bringing about an appropriate allo-
cation of resources to R&D. Technological pol-
icy must therefore make provision for measures
to counteract the disadvantages that the price
system cannot overcome. Broadly speaking, it
would seem logical to place the strengthening
of DTD and the expansion of research and de-
velopment activities in a conceptual frame-
work similar to that used for dealing with inci-
pient industry.

No reference is made here to the other
torms of DTD or to the policies which might
serve to promote them throughout the whole of
the manufacturing sector. But the absence of
explicit reference does not mean that encour-
agement of the activities concerned is consid-
ered needless, Underlying the whole question
is the assumption that, in so faras enterprises set
up permanent R&D mechanisms, all the forms
taken by domestic technological development
will benefit. Such mechanisms, closely linked
to the plants and connected with the problems
arising out of the praxis of production, are not
only sustained, as mentioned above, by the re-
sults of the first five typical forms, but will also,
by a logical process of feedback, have benefi-
cial effects on the quality of the other activities,
broadening their potentialities and raising the
technical level at which they are carried out.
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development and
theories of value

Armando Di Filippo*

If economics is to supply more reliable interpreta-
tions of development in concrete historical cases it is
essential that it should break through the narrow
limits within which it has been confined by theories
of value based on the assumption of general equilib-
rium. The conception of value as power proposed by
the author is aimed specifically at lessening the ri-
gidity of the categories of economic analysis so that
they can easily incorporate contributions from other
social sciences.

The article begins with a critical review of the
liberal neo-classical and Marxist theories of value
and distribution, which, in the author’s view, offer a
distorted picture of the economic process and fail to
throw proper light on the process of formation of
relative prices or the dynamic genesis of the surplus
in the development of capitalist societies. On the
basis of this critique he sketches the outlines of an
alternative theory, in which economic value is not
the expression of magnitudes of social labour, or of
‘sovereign’ consumer preferences: it simply ex-
presses power. And the specifically economic form
of power is ‘purchasing power’, which finds its most
general expression with the advent of the capitalist
social order.

On the basis of the concept of purchasing power
the author considers other concepts, such as those of
economic value, income, capital, surplus and so on.
In the final sections his interest focuses on the con-
cept of the surplus in its different forms —the global
surplus, the distribution surplus and the entrepre-
neurial surplus— and, in the light of recent proposi-
tions set forth by Prebisch, he raises the question of
the way in which it relates to crucial aspects of eco-
nomic development, such as the social forms of ap-
propriation of the fruits of technical progress.

*Staff member of the Latin American Demographic Centre
(CELADE).

I

General outline

The central argument of this article is that the
capitalist economic process lacks self-regulat-
ing forces which would guide it towards posi-
tions of stable equilibrium accompanied by a
socially ‘open’ distribution of the fruits of de-
velopment. The corollary of this basic assertion
is that it is the power positions and relations
arising from the social structure which, in the
final analysis, determine the form taken by the
process of capitalist development.

This inability of the system to achieve po-
sitions of equilibrium in circulation, and equity
in distribution, has already been pointed out by
those who view the capitalist economic process
as being subject to circular and cumulative ten-
dencies which accentuate any existing asym-
metry of power in the social process.!

In the same way, the idea that the market
mechanism does no more than express in the
economic sphere the asymmetries of power
which stem from the social structure has been
implicit in many concrete diagnoses and com-
prehensive interpretations drawn up by the
structuralist economic school in Latin America,
and has tended to be stated explicitly and more
emphatically in some more recent contribu-
tions.2

IThe logical and ideological significance of the con-
cept of stable general equilibrium in economic theory was
subjected to a lucid critique by Gunnar Myrdal in Econom-
ic Theory and Under-developed Regions (London, Gerald
Duckworth, 1957).

2As a first approximation to reality, we would consid-
er peripheral development as consisting in penetration by
the technology of the centres, accompanied by changes in
the structure of society. This changing structure in turn
affects the kinds of technology introduced and the inten-
siveness and extensiveness with which they are adopted.

“The structural transformation is varied and complex.
The changes which occur in the income strata as technolog-
ical penetration brings about a rise in productivity are of
great importance for our analysis.

“The strata change according to the rate at which pro-
ductivity increases and the way in which its effects are
distributed, But as this happens, changes also take place in
the social, political and organized labour power of the dif-
it:lelrent strata and, consequently, in the relations between

em,

“Now, the power relations which derive from the
structure of society ultimately determine the distribution of
income, and the pattern of this distribution conditions the
penetration of technology and the ensuing rise in produc-
tivity.” Rail Prebisch, “A critique of peripheral capital-
ism”, CEPAL Review, No. 1 (first half of 1976), p. 21.
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In practical terms, this particular view of
the capitalist process suggests the need for ap-
propriate machinery for control by society ca-
pable of subordinating the different forms of
power to the broader aims of social develop-
ment and human advancement. The Universal
Declaration of Human Rights contains perhaps
the most significant succinct expression of
those aims,

Curiously, however, the prevailing eco-
nomic theories do not contain categories of
analysis whereby this outlook on the world can
be fully reflected. The two schools of thought
with greatest present influence have develop-
ed a conception of the market and of economic
value which is inadequate to describe how the
power positions which stem from the social
structure are specifically reflected in economic
terms,

For very different reasons, based on their
contrary views of the capitalist social order,?
both Marxian and neo-classical liberal econom-
ic theory have assumed that the economic sys-
tem possesses self-regulating mechanisms
which guide it to positions of general equilib-
rium. Each theory, in its discussionof economic
value, attempts to explain the structure of rela-
tive prices which should prevail in conditions
of general equilibrium in fully competitive
markets.

Marx developed a view of the economic
process which is restricted to highlighting the
‘fundamental contradiction’ of the system, ex-
pressed in the irreducible class antagonism be-
tween the capitalists who own the means of
production and the dispossessed workers who
have only their own labour power. The labour
theory of value states that value is created
through the application of living labour in the
production sphere. In the sphere of circulation,
i.e., that of the markets, no-one can extract more
value than that which is incorporated in his
product, and the logical foundations of this law
of value make it necessary to proceed from con-
ditions of general equilibrium. If the operation
of the market actually corresponded to the the-

30n the subject of the theories of integration and con-
flict, see Jorge Graciarena, Poder y Clases Sociales en el
Desarrollo de América Latina (Buenos Aires, Paidos,
1966), appendix 1.

ory and law of value formulated by Marx, the
only asymmetry of power which would make it
possible to appropriate a surplus would be that
arising from the irreducible antagonism be-
tween capitalists and wage eamers. In this way
Marx succeeds in giving expression, in his fun-
damental economic categories, to the dialecti-
cal dichotomy he perceives in the dynamics of
the social process. The market —the context in
which private owners negotiate— thus consti-
tutes a kind of ‘epiphenomenon’ or projection
of capitalism, and ought to disappear once this
social order, which is regarded as intrinsically
unjust, is left behind.

The neo-classical version of the liberal
theory is restricted to translating into economic
terms the basic idea that, in seeking their own
personal advantage, men will behave in such a
way that by virtue of natural tendencies which
are latent within the social system itself, they
can achieve stable positions of general equilib-
rium and equity. The marginal utility theory of
value, formulated in circumstances of perfect
competition, meticulously eliminates all the
heterogeneities or asymmetries which might
produce different positions of power. In cir-
cumstances of general equilibrium, each con-
sumer obtains maximum utility and each factor
of production receives remuneration which is
equivalent to the marginal value of its contribu-
tion to production. Consequently, these two
schools of thought formulate their conceptions
of the workings of the market and economic
value in order to place particular emphasis on
their underlying views of the nature and opera-
tion of the capitalist social order.

According to Marx, the market sanctions and
reproduces a fundamental contradiction, of
which the market itself is an important expres-
sion. The recommended course of action is to
exacerbate this fundamental contradiction and
eliminate by revolutionary means not only the
capitalist social order, but also the market
mechanism, which is the expression of that or-
der in the economic sphere.

The neo-classical liberals, for their part,
draw a diametrically opposite practical conclu-
sion, The market sanctions and reproduces
consensus, integration, equilibrium, harmony
and other virtues inherent in the very nature of
the social process. The practical conclusion,
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accordingly, is that this beneficent process
should be interfered with a little as possible,
and that the fundamental role in the allocation
of resources should be left to the market.

In the one case, when the trumpets of the
dialectical apocalypse sound the system will
collapse, and the market mechanism will disap-
pear with it. In the meantime further analysis of
its operation is pointless, since the theory of
value furnishes us with the basic knowledge
required.

In the other case, the market does no more
than express the virtues of a social order which
is ‘naturally’ fair and progressive. Any interfer-
ence with its inherent laws should therefore be
eliminated.

Fundamentally, both views of the role of
the market are distorted because they reflect
two equally extreme approaches to the opera-
tion of the social system, and, as we shall see
below in greater detail, each theory demands
—though for very different reasons— that the
concept of general equilibrium should be
placed at the centre of its field of analysis.

There is another point of convergence be-
tween the two views: their scepticism regard-
ing the viability and desirability of efforts to
devise machinery whereby society can control
the different forms of power which are wielded
in the social structure. In the first case, the
scepticism is based on the inexorable need fora
prior radical transformation of the system,
while in the second case the scepticism reflects
faith in its purely spontaneous action, which
should not be tampered with.

Let us now examine more precisely how
these views of the world ‘infiltrate” into eco-
nomic theory via its basic categories of analysis.

1. Marx and his labour theory of value*

The entire conception of history which pre-
sides over Marx’s work gives a special place to
the internally antagonistic dynamism which

4Strictly speaking, for Marx commodities have a value
in an ‘'absolute’ sense expressed in terms of the social la-
hour time they contain, Because it is purely a definition,
this proposition cannot be disproved empirically, and it is
profoundly rooted in Marx’s view of the world. The concept
of social labour in Marx has philosophical, ethical and so-

governs the structuring of social classes, and
the way in which this conflictive process estab-
lishes relations of mutual causality with the
rate and form of development of the productive
forces.

His acute interpretations of the economic
process were inevitably coloured by his ‘pre-
analytic vision’, which included among its fea-
tures the dialectically antagonistic nature of
capitalist development, and the inexorable rev-
olutionary advance towards a new social order,
initially under the dictatorship of the proletari-
at.

His economic theory had to include in its
basic analytical categories this central struggle
between capitalists and wage earners and,
more generally, between the owners of the
means of production and the dispossessed
workers.

The working class, which for Marx was the
victim of an intrinsically unjust system, was in
his eyes subjected to social relations which in-
volved exploitation and which could only be
abolished through a revolutionary victory over
the capitalist social order.

The overwhelming force of Marx’s mes-
sage lay in the fact that he succeeded in trans-
lating this view into the central categories of his
theory. In the economic sphere, his labour
theory of value constitutes the analytical ex-
pression of this view of the world.

Marx’s theory of value —with its ‘law’ of
the exchange of equivalents— fulfils at least
three basic functions designed to make his rev-
olutionary message clear. Firstly, it is the basis
for his theory of surplus value as the expression
of a phenomenon of exploitation. Secondly, it
enables him to eliminate from his field of anal-
ysis any other asymmetry of power which

cial implications which go far beyond his conception of the
capitalist economic process. The present article contains a
critical analysis of his theory of value as a scientific hypoth-
ests designed to explain the process of formation of relative
prices and the genesis of the capitalist surplus. Hence the
need for critical examination of the ‘law of value’ with its
claim to be a norm regulating market circulation in a ‘pure
type’ of capitalist system. This demarcation for the pur-
poses of analysis implies no underestimation either of the
value which may ethically be ascribed to social labour, orof
its importance in the historical transformation of human
society.
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might distract attention from the above-men-
tioned fundamental antagonism expressed in
the form of a dichotomy. Thirdly, it highlights
the common class interests both among work-
ers and among ‘capitalists’, and minimizes the
asymmetrical power positions which may con-
ceivably arise within their respective class po-
sitions. This means of focusing his analysis is
not a ‘deliberate tactic’ designed to distort or
simplify the power struggles in a capitalist soci-
ety, but a natural result of his view of the world,
and of his desire to highlight analytically what
for him was the fundamental contradiction of
the capitalist social order.

Since we do not subscribe to the dialectical
inevitability of the total and drastic replace-
ment of the capitalist social order and all the
institutions associated with it, it is perhaps de-
sirable to broaden the field of observation in
order to throw light on those aspects of the
social structure which remain unclear in Marx’s
analysis. Let us then, analyse the three features
mentioned above. ,

In the first place, his theory of value consti-
tutes the foundation of his theory of surplus
value as the expression —in terms of economic
value— of the phenomenon of exploitation. For
Marx, only living labour creates value; by
means of living labour the worker creates anew
value and transfers to the commodity the value
contained in the means of production he uses.
Although there is no explicit formulation on an
ethical level, surplus value is ultimately view-
ed as the expropriation of the unpaid labour of
others. This asymmetry of power appears not in
the market, where the commodity of ‘labour
power’ is remunerated in accordance with the
law of value, but in the use of this labour power,
which makes possible the process of creating
new value. The capitalist uses the labour pow-
er whose temporary services he has legitima-
tely acquired, and appropriates the fruits of that
use. This appropriation is legitimated by the
institution of private ownership of the means of
production, of the services of the labour force
and of the products created by these human and
material means of production. In this way Marx
performs the feat of reconciling the phenome-
non of exploitation with the application of the
exchange of equivalents in the sphere of the
market.

In the second place, this feat enables him
to exclude from his field of analysis any other
asymmetry of power which might distract at-
tention from the fundamental antagonism ex-
pressed in the form of a dichotomy. This is the
function of the law of value. If in conditions of
general equilibrium the exchange of equiva-
lents must necessarily obtain in the market,
then the only asymmetry of power which need
concern us in explaining surplus value —the
expression of the surplus in economic value—
is that which becomes crystallized in the ex-
ploitation of the labour force. This argument
places the owners of the means of production as
a group on one side of the fence, and the dispos-
sessed workers on the other.’

_ This brings us to the third point: that the
theory of value is formulated —whether delib-
erately or not— in such a way as to highlight the
common interests of the owners of capital, on
the one hand, and those of the working class, on
the other.

The theory speaks of abstract and unskil-
led labour, performed with an average degree
of intensity and in average technical conditions
corresponding to a specific period. The con-
cept of abstract labour is independent of the
specific skills of each worker which effect the
use value of the products, and relates only to a
purely quantitative expenditure of time on un-
skilled labour. One of the weakest theoretical
points in Marx’s reasoning is his subsequent
distinction between ‘skilled’ and ‘unskilled’ la-
bour.

Marx explicitly recognizes that skilled la-
bour is the product of labour power which con-
tains a higher exchange value —it is more ‘ex-
pensive’ in terms of the social labour time re-
quired to produce it— and generates more
‘valuable’ labour per unit of time.

In drawing this distinction Marx abandon-
ed the time spent on unskilled labour as the
only unit of measurement and returned to the

51t should be reiterated that this manner of theorizing
is designed to distil the purest expression of the move-
ments and processes which are characteristic of a capitalist
form of production. However, this high level of abstraction
—legitimate in methodological terms— is not always un-
derstood by his more enthusiastic readers, who seek to
apply its categories uncritically to historically more com-
plex realities.
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qualitative characteristics of the labour ex-
pended in that time. Since there are innumer-
able ‘degrees of complexity’ of labour, the cal-
culation is ultimately completed in a practical
manner, using the differences in wages which
originate from the concrete dynamics of the
labour power markets.

Marx recognizes this ‘problematical’ point,
and forms his concept of an industrial reserve
army, whereby the introduction of technical
progress which economizes on labour power
makes it possible to counter the greater trade
union power which stems from a real or artifi-
cial shortage of labour power, so that the prices
and the values of labour power tend to coin-
cide. In this way the ‘value’ of labour power
depends not only on the time required to repro-
duce it, but also on concrete market considera-
tions linked to technical or social positions and
relations which confer power. These relations
and positions have to do with the distribution of
technical progress in the production sphere
and the distribution of wage incomes in the
sphere of circulation.

The uneven distribution of technical prog-
ress, for example, is particularly severe in the
societies of the periphery, giving rise to a situa-
tion of technological heterogeneity which con-
tradicts the assumption of average technical
conditions required for the operation of the
‘law’ of value.

It must therefore be concluded that the
value of labour power cannot be calculated in
terms of time spent on abstract labour, but must
be calculated in concrete monetary units. Nev-
ertheless, since it is essential to know the value
of labour power and the value of the means of
production it uses in order to calculate the val-
ue of any other commodity, these difficulties
vitiate Marx’s entire theory of value.

We may therefore conclude that the ex-
change value of all commodities depends on
the initial distribution of technical progress
and monetary income, and can be expressed
only in terms of money.

The socialist planners accept on a practi-
cal level what they would not be prepared to
accept in theory. Bettelheim, for example, has
the following to say concerning the use of mon-
ey in the centrally planned economies. Al-

though the quotation is rather long, it is worth
reproducing in full.

“In a planned economy based on collec-
tive ownership of the means of production, the
work performed by each person is directly so-
cial work. Money, therefore, no longer plays
the role that it plays in a private-property econ-
omy of showing to what extent a given kind of
production is socially useful.

“Under these conditions, one may ask one-
self why it is necessary to carry out economic
calculation in terms of money, and why it is not
possible to make this calculation directly in
hours of labour, all of these being socially use-
ful,

“This question has given rise to numerous
discussions, especially among Soviet econo-
mists. It emerges from these discussions that
what makes monetary calculation indispens-
able in the first stages of development of plan-
ned economy is the non-uniform nature of the
labour expended. As Ostrovityanov says: “This
non-uniformity results in one hour of one work-
er’s labour not being equal to one hour of an-
other’s. It is thus that the simple calculation of
social labour, directly in units of production or
of labour time, is not enough, and that it is
essential to retain reckoning in money, for it
resolves the different aspects of social labour,
non-uniform in character, in terms of a single,
abstract labour’,

“The non-uniformity of labour shows itself
either in the form of differences between skil-
led and unskilled labour, between mental and
physical labour, or in the form of differences in
productivity resulting from the different tech-
nical conditions (Bettelheim’s underlining)
under which one and the same type of labour
can be expended (diversity of equipment be-
tween different enterprises in one and the
same branch of production).”®

Thus Bettelheim makes it unnecessary for
us to raise the question of the heterogeneity of
the production structure and the independent
importance which stems from the distribution
of technical progress (expressed in the form of
the instruments used in production and in

6Charles Bettelheim, Studies in the Theory of Plan-
ning (Bombay, Asia Publishing House, 1859}, pp. 78-80.
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workers’ skills) and of money incomes in deter-
mining the structure of relative unit costs and
prices.

However, in that case it is necessary to ask:
if differences in workers’ skills and technical
progress cannot be expressed in the form of
hours of work, what criteria are used to make
the calculation in money terms?

It is obvious that in the socialist countries
too there is a distribution of monetary income
and technical progress —both in the form of
tools and in the form of workers’ skills— which
corresponds to the power positions and rela-
tions characteristic of those socio-political sys-
tems. Consequently, money is used because it
represents the only objectification and all-em-
bracing measure of the general purchasing
power expressed in the markets for labour
power and consumer goods. The existence of
these markets —for that is what they are in
strict terms— is essential for the functioning of
the socialist economies.

Technological heterogeneities between
branches of production also introduce diffi-
culties in the law of value. Marx develops his
analvsis of value within a context very similar
to that which a neo-classicist of the marginal
utility school would term perfect competition.
In particular, he assumes a tendency for the
rate of profit to become uniform, which implies
technical and economic conditions that permit
appropriate transfers of capital, and of the hu-
man and material resources mobilized by capi-
tal, from activities where rates of profit are low-
er to those where they are higher.

Here Marx faces a theoretical difficulty to
some extent related to the phenomenon of tech-
nological heterogeneity discussed by Bettel-
heim in the above quotation. Once the average
value of labour power and the institutionally
sanctioned length of the working day have
been established, the average rate of surplus
value is also determined for the whole econom-
ic system.

Now, since there is no reason for the organ-
ic composition of capital to be the same in all
the branches of production, whereas on the
above assumptions the rate of surplus value
must necessarily be the same, these conditions
would seem to be incompatible with the equal-
ization of the average rate of profit, or, alterna-

tively, with the application of the law of value.
Marx endeavours to overcome this difficulty by
recourse to the concept of ‘production prices’.
These prices of goods are established in such a
way that the share of each owner of capital in
the total surplus value produced as a result of
industrial activity as a whole is proportional not
to the value of his variable capital, but to the
value of his total capital. To put it more clearly,
the overall average rate of profit is calculated,
and then the total surplus value is ‘distributed’,
allocating an equal share to each capitalist re-
gardless of the organic composition of his capi-
tal (the ratio between the value of constant cap-
ital and the value of variable capital).

Given a certain rate of surplus value which
is the same for all branches, the rate of profit
calculated in values will be lower in those
branches where the organic composition of
capital is higher. Consequently, the equaliza-
tion of rates of profit implies a transfer of sur-
plus value from the sectors with alower organic
composition to those which use a proportion-
ately greater value of constant capital.

This solution to the problem adopted by
Marx involves a violation of the law of value,
and is incompatible with the equilibrium —in
terms of values— of his models of reproduction.
Other writers, using more complicated algebra-
ic methods,” have proposed solutions designed
to ensure logical consistency between the law
of value and the application of ‘production
prices’. A warning is necessary, however, that
these solutions generally appear to be based on
a static approach implicit in the solution of any
system of simultaneous equations.

In addition to this methodological aspect,
however, the general economic significance of
this difficulty must be considered. Once the
rate of surplus value has been determined for
the entire economic system, it will be the tech-
nically more advanced branches which —in
value terms— record the lowest rates of profit.
In order to achieve the overall average rate of
profit, they must sell at ‘production prices’
which involve the appropriation of a proportion

7For a simple and concise exposition of this subject,
see Paul Sweezy, The Theory of Capitalist Development
{(New York, 1942), chapter VII.
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of the ‘external’ surplus value. Hence the intro-
duction of technical progress and the raising of
the productivity of human labour —which are
associated with a rise in the organic composi-
tion of capital— has the result that the techni-
cally more advanced firms must receive a kind
of ‘subsidy’ from the technically more back-
ward firms, which transfer to them part of their
surplus value. The least that can be said of this
process is that it is enveloped in a kind of aura
of unreality.

In the final analysis, the cause of this lack
of realism must be sought in the supposedly
open appropriation of the benefits of the in-
creased productivity of living labour. An in-
crease in the organic composition of capital
leads to a rise in the productivity of living la-
bour: more units of output per man-hour. This
decline in the share of living labour in each
commodity must be transferred to the unit cost
of each good, which in terms of living labour
will also fall. However, in that case why econo-
mize on living labour by investing in machin-
ery if the higher productivity must be transfer-
red through a drop in prices to the other con-
sumers? The entrepreneur must bear the in-
creased costs of a higher organic composition of
capital, yet cannot enjoy its benefits.Y One of
the principal purposes of this article is precise-
Iy to demonstrate that in practice there is no
open appropriation of the benefits of technical
progress, and that therefore the law of value is
not fulfilled either in a ‘direct’ manner or in a
‘transformed’” manner through production
prices. An attempt will also be made, following
a recent argument put forward by Prebisch, to
set out the theoretical reasons why the partially
or totally closed appropriation of the benefits of
increased productivity is inherent in the very
logic of capitalist economic development.?

8Marx obliquely recognizes the existence of an extraor-
dinary surplus value enjoyed by the innovating entrepre-
neur until such time as the technical advance introduced
spreads throughout the branch. However, this surplus val-
ue, the result of the difference between the ‘individual and
the ‘social’ value of the commodity, is a phenomenon of
disequilibrium that has nothing to do with the stable
sources from which, according to Marx, the rise in the rate
of surplus value derives.

9See sections V and VI below.

2. The neo-classicists and their marginal
utility theory of value

In order to understand the neo-classical con-
cept of equilibrium, it is necessary to take as a
starting point the marginal utility theory of val-
ue, according to which the relative prices of
consumer goods are proportional to marginal
preferences with respect to those goods.

It is also assumed that these preferences
make it possible for each consumer to achieve

‘maximum utility, satisfaction or welfare; ex-

pressed in different terms, this means that con-
sumers prefer to buy the goods which provide
them with greatest utility or satisfaction, and
select their purchases with the aim of maximiz-
ing such satisfaction.

It is assumed that each consumer is famil-
iar with the goods which are offered in the
market and draws up his scale of preferences
independently of his monetary income and the
relative prices of the different goods. If this
were not the case, any change in his monetary
income or in relative prices would alter his
scale of preferences. In other words, whatever
his specific income in money terms, and what-
ever the specific relationship between the rela-
tive prices of the commodities, each consumer
has defined an exhaustive set of preferences for
any level of income and any relative price
structure. In the neo-classical jargon, each con-
sumer defines his own indifference map inde-
pendently of his monetary income and the
structure of relative prices of goods.

Hicks says on this point that “the objects
bought and sold need not be consumers’ goods,
or they need not all be consumers’ goods; the
necessary condition is only that they should be
objects of desire, which can be bought and sold,
and which can be arranged in an order of pre-
ference (an indifference system) which is itself
independent of prices” (Hicks’s underlining).

In other words, the consumer (or, more
generally, the purchaser) has a scale of prefer-
ences which is sufficiently extensive to indi-
cate what quantity of each good he wishes to
purchase for each possible price. However, a

t¢]. R. Hicks, Value and capital, 2nd ed. (Oxtord, QUP,
1946), p. 55.



84

CEPAL BEVIEW No. 11/ August 1980

distinction must be made between preference
and satisfaction. If a consumer’s monetary in-
come is very low, the quantities that he prefers
to buy at each price are not those which leave
him satisfied, but those which, on the basis of
his structure of preferences, correspond to his
overall purchasing power. To put it briefly,
each consumer’s demand schedule indicates
preferences backed by purchasing power. This
consumer is ‘in equilibrium’ with respect to
each good if for a given relative price the quan-
tities he wishes to buy are the same as those
which he actually can buy.!!

If we assume that the individual demand
and supply schedules for this good can be ag-
gregated, the equilibrium price of each good in
the market will be the price at which the quan-
tities that all purchasers wish to purchase are
the same as the quantities that all the suppliers
wish to sell.

To put it more briefly, market equilibrium
is achieved when the quantities sought are
equal to the quantities realized with respect to
a given price.

[t should be noted, however, that general
equilibrium in all consumer goods markets can
be perfectly compatible with a situation in
which a high percentage of the population is
literally dying of starvation. For these weak,
starving consumers too one could predicate an
‘equilibrium’ whereby the quantities which
—bearing in mind their limited budgets— they
‘wish’ to buy are the same as those which the
suppliers wish to sell.

Obviously, a preference backed by pur-
chasing power is not the same thing as a prefer-
ence tout court. A purchaser who completely
lacks purchasing power is not a purchaser, buta
beggar.

Hence, an economically viable preference
presupposes purchasing power. And standing
behind this apparently psychological phenom-
enon of preferences, there is a social phenome-
non of power (or impotence) which is not at all
psychological.

1*The equilibrium condition is that the rate at which
the individual is willing to substitute be equal to the rate at
which he can substitute Y for X, Milton Friedman, Price
Theory: a Provisional Text {Chicago, Aldine Publishing
Company, 1962), p. 40.

If a poor man is given only sufficient mon-
ey to feed himself at a minimum level of biolog-
ical subsistence, the neo-classical economist
will find that the poor man has ‘preferred’, at
that price, to acquire a certain quantity of food.
If on the basis of their money incomes all pur-
chasers of food wish to purchase exactly the
quantity that suppliers wish to supply in the
market at that price, our poor man will be in-
formed that he is ‘in equilibrium’.

In short, the neo-classical concept of equi-
librium considers the distribution of personal
income as an exogenous and constant datum,
and ignores the overall levels of satisfaction or
welfare which stem from that distribution for
each individual. The fact that, within his bud-
getary limitations, each purchaser seeks maxi-
mum utility according to his scale of prefer-
ences does not mean that he will feel satisfied,
whatever the meaning that may be attached to
that expression. The point of interest for this
school of theory is that equilibrium is deter-
mined, in the sense that the quantities and
prices which compose it are unequivocally
fixed, as a consequence of the fact that, on the
basis of his scale of preferences, each purchaser
seeks maximum utility compatible with his
budget. The fact that this maximum may for
him represent starvation is a distributive aspect
which the theory of demand does not take into
consideration,

This in no way means that neo-classical
economics lacks a distribution theory. Such a
theory relates to the remuneration paid for ser-
vices rendered by the owners of the factors of
production. It is assumed that the remunera-
tion paid to each factor of production —strictly
speaking, to its owner— is equivalent to the
value of the marginal product stemming from
the participation of the factor.

Accordingly, remuneration paid to the
owners of the factors of production —in other
words, the functional distribution of income—
depends on, and is equivalent to, the value of
the marginal product derived from their use.
The value of this marginal product is in turn
determined in the light of the consumers’
scales of preferences. In this way the neo-clas-
sicists succeed in reversing the logic of the
central argument: rather than the personal dis-
tribution of income determining the behaviour
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of the market, it would seem that the behaviour
of the market determines the functional distri-
bution of income. The missing link for the neo-
classicists is the connexion between the per-
sonal distribution of income and the composi-
tion of demand.

When each owner of a factor of production
—say, each labourer as the owner of his labour
power— receives remuneration equivalent to
the value of his contribution to the marginal
product, the neo-classical theory postulates
that, in conditions of perfect competition, the
tactor markets are in stable equilibrium. It has
already been observed that, even if this func-
tional distribution of income signifies extreme
poverty for certain recipients of income, this is
an aspect which falls outside the neo-classical
approach. Each ‘factor’ is assigned a marginal
value equivalent to that which it contributes,
and this proposition makes it possible to insin-
uate the subtle fallacy that the process involved
is an equitable one.

In the above-mentioned conditions of per-
fect competition, any type of technological
change which reduces average and marginal
unit costs for each possible level of product in
the long term will feed through to prices. This
means that in long-term stable equilibrium any
innovation which raises the productivity of the
factors spreads to all competitors, eliminating
extraordinary profits and ensuring a position of
general equilibrium where average costs, mar-
ginal costs and unit prices are equal. These
conclusions, which are specific to the micro-
economic theories relating to partial equilibri-
um, involve the logic of a system where extraor-
dinary profits cannot exist and where —given
the relative availability of factors— any intro-
duction of technical progress is ‘openly” appro-
priated by a decline in unit prices in the branch
concerned. This mechanism ensures that no
extraordinary profits or surpluses exist which
cannot be explained by the theory of marginal
productivity.

In order for there to be a situation of gener-
al equilibrium, it is necessary that in each en-
terprise ‘extraordinary profits’ should be nil.
Then, starting from a position of general equi-

l[ibrium, the economic process could reproduce
itself indefinitely in identical form. We will
now endeavour to show that, without perfect
competition, there can be no stable general
equilibrium,

In oligopolistic conditions, for example,
the profits of the oligopolistic enterprises will
be the losses of the firms which operate in com-
petitive conditions. According to Say’s law, at
the macro-economic level supply creates its
own demand. This idea can be understood in
the sense that production at factor cost gener-
ates incomes whase value is the exact counter-
part of the value of supply in real or physical
terms. If the physical composition of supply
and demand coincide ex ante, this overall value
should permit the complete disposal of the fi-
nal goods which make up the product. Howev-
er, as the value of the income generated is
equal to the value of the product at factor cost,
no ‘extraordinary profits’ will exist at the mac-
ro-economic level. In this way, the profits of
enterprises which are monopolistic (or oligo-
polistic, or whatever term might be chosen to
describe those which are best placed in the
market structure) will have to be secured at the
expense of the enterprises which do not share
their privileged position. Within this ‘zero-sum
game’, in which the profits of some can only be
obtained from the losses of others, the tenden-
cy towards stable general equilibrium will
have become transformed into a recurrent dis-
equilibrium in which the initial asymmetries
are accentuated. Left to its own ‘internal logic’,
the system would reproduce the conditions of
disequilibrium in a circular manner, recalling
the processes of cumulative change suggested
by Myrdal. Without stable general equilibrium
it is not possible to postulate stable partial
equilibrium, at least under the static conditions
analysed here.

An economic system governed by general
market equilibrium and the open appropriation
of the benetits of productivity requires, both for
the neo-classical economists and for Marx, stat-
ic conditions of perfect competition which dis-
tort the concrete dynamics observed in the eco-
nomic development of the capitalist societies.
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II

General purchasing power and the nature of value

1. Determination of value in barter conditions

In general, purchasing power is one of the
many social forms of power, since it enables
those who possess it to appropriate objects
owned by others. Coercion, in the form of vio-
lence or the threat of violence, may, for exam-
ple, confer purchasing power on the stronger to
the detriment of the weaker.

When violence is eliminated from the pic-
ture, we may assume an abstract and hypotheti-
cal barter situation. Let us suppose that a farm-
er regularly exchanges 50 units of cereal with a
herdsman for 10 head of cattle; in this case, the
purchasing power which each unit of cereal
secures for the farmer is one-fifth when expres-
sed in head of cattle, while the purchasing pow-
er which each head of cattle confers on the
herdsman, expressed in units of cereal, is 5.

If we rule out any means of obtaining com-
modities without giving something in ex-
change —using violence, threats or persua-
sion— the only way of possessing commodities
for exchange is to produce them first. And since
the exchanges occur with a given frequency in
time —for example, at monthly fairs— the num-
ber of units offered in each barter process will
represent equal periods of time of living labour
performed by each party, assuming for the sake
of simplicity that each offers his entire produc-
tion because no-one consumes what he pro-
duces or produces what he consumes. If in ad-
dition we assume rudimentary technologies,
where negligible use is made of accumulated
labour and where the entire process depends
almost exclusively on living labour, the total
quantities of each commodity offered by each
participant will contain more or less equivalent
quantities of labour, assuming that each works
every day from dawn to dusk.

This imaginary economy, where everyone
offers what he has personally produced, is gov-
ermed by the exchange of equivalents as re-
gards the labour content of each commodity
—the law of value— in the sphere of circula-

tion, and by the principle of ‘to each according
to his work’ in the sphere of distribution. 2

In terms of personal purchasing power,
this means that the total amount of labour em-
bodied in other commodities which each party
can acquire is equal to the total amount of la-
bour he has invested in the commodities which
he is offering. If this is the case, both the ratio of
exchange between the goods —the terms of
trade— and the changes which occur in them
depend on the technical conditions of produc-
tion and any changes which may occur in them.

It should be noted in particular that, if one
of the parties can offer a greater quantity of
goods per unit of labour time, this is because
his productivity has risen. This in turn leads to
a rise in the relative abundance of that good in
relation to the others which are offered, and, as
a consequence, its exchange value declines. In
this way technical progress does not prevent
the terms of trade from reflecting simulta-
neously changes in the relative scarcity and
labour content of each good.

To put it briefly, technical progress is com-
patible with the application of the law of value
and at the same time with the points of equilib-
rium of supply and demand. In these condi-
tions the open appropriation of the benefits of
productivity prevails, except in the special
case where the rise in productivity is not re-
flected in an increase in supply, but in an in-
crease in leisure on the part of the most produc-
tive supplier.

If we eliminate the alternative of greater
leisure, the rise in productivity by each produc-
er participating in the exchange will be reflect-
ed in greater relative abundance of the good
and, accordingly, in an increase in the general

I2However, on the above assumptions, if there were
more than two participants, there would still be no neces-
sary reason for the law of value to be fulfilled, since individ-
ual preferences, for example, might generate exchange re-
lations which were not in keeping with the law.
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purchasing power of the remaining partici-
pants in the barter system.!

2. Determination of value in market conditions

However, a market relationship is very differ-
ent. Those who possess useful objects have no
‘face-to-face” relationship with one another as
in barter, and do not identify one another by the
commodity they produce, and thus offer. On
the contrary, at any moment in the process,
those who possess commodities are seeking
those who possess money, without asking
where, how or when they obtained it.

We might assume that access to money can
only be secured by means of a sale, so that any
purchaser would previously have to have been
a seller. This would be a case of simple circula-
tion of commodities,!* where money is an ex-
pression of the exchange value of the commod-
ities and serves only to eliminate the practical
inconveniences of bartering.

However, a rapid and superficial glance at
history would show us that there are many ways
of gaining control of money and the sources of
money, and in general terms the possession of
money in large quantities is not initially deriv-
ed from the prior production and sale of com-
modities but from a varied and changing set of
power positions which stem from the concrete
dynamics of the social structure.

Thus, the facts show the opposite: some
participants come to the market in possession
of money obtained from sources other than the
sale of an object they have personally produc-
ed. This situation becomes clearer as the com-
modities used as money become more ‘special-
ized” and cease to possess ‘intrinsic value’, ei-
ther because they cannot be used for any other
purpose, or because their exchange value does
not depend on the amount of labour required to
produce them, This is particularly true when
money takes the form of a piece of paper whose
acceptance is made obligatory by virtue of a
simple determination on the part of the State.

3Here it is assumed that any absolute rise in the sup-
ply of a given good is totally absorbed by the other parties,
but with modifications in the exchange value of the good.

4This, as is well known, corresponds to one of the
modes of production analysed by Marx as pure types.

In our original idyllic and imaginary barter
situation —or even in a similar situation where
money was one more commodity functioning
as a unit of account— the purchasing power of
each party was linked to the work he perform-
ed.

However, all civilized societies have de-
vised power mechanisms under which some of
their members —to date a minority— have
been able to share in the social product without
having to justify their share as remuneration for
their personal labour. Offerings to priests, taxes
paid to the State and remuneration paid to own-
ers of property are among the ways of receiving
surplus labour in the form of products which
will not be directly used by those who worked
directly to generate them. This applies as fully
and inevitably to Egyptian society of 5.000
years ago as to modern capitalist or socialist
societies.

In these surplus-producing societies, the
purchasing power of each producer is clearly
distinguished from his productive power (or
productivity) per unit of labour time, since part
of his product will be consumed by élites en-
gaged exclusively in political, martial, scientif-
ic, artistic, religious or other tasks.

In modern capitalist and socialist societies
personal income takes the form of money for
the most part, and knowledge of its distribution
is a decisive factor in ascertaining the composi-
tion of demand. Goods are not exchanged for
goods, but for money: as a result, any change in
the magnitude or distribution of monetary in-
come will in the short term affect the level and
structure of relative prices. And this occurs in-
dependently of what happens in the technical
sphere of production.

Money is the objectification and the mea-
sure of purchasing power —purchasing power
which is predicated with respect to commodi-
ties. Part of those commodities constitute the
social product, which is the flow of final goods
and services periodically emerging from the
process of production. Conversely, the coun-
terpart of this physical flow is a flow of mone-
tary units (essentially wages and payments for
use of property) that productive enterprises pay
as incomes to those who make the process of
production technically possible.

As we shall see below in greater detail,
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these money payments made by enterprises
constitute circulating capital when they are
transferred to the workers, recipients of pay-
ment for the use of their property, and others
who make possible the process of production.
Meanwhile, the same money flows which, from
the viewpoint of the enterprises, constitute
capital are regarded as incomes by their recipi-
ents.!®

At this point it is necessary to ask: what is
the general purchasing power which is ascrib-
ed to each unit of monetary income, and on
what does it depend?

In an initial, superficial analysis, the gen-
eral purchasing power of each unit of monetary
income depends on the relative magnitude of
two flows: a flow of concrete units of final con-
sumption goods and services, and a flow of
units of monetary income.

If, in order to eliminate from our field of
analysis the question of insufficient effective
demand, we assume that the entire global in-
come is spent within the periods in which it is
received, it is possible to calculate for each
period a general level of prices which repre-
sents the average quantity of units of monetary
income which are transferred in exchange for
each concrete unit of social product. It is there-
fore clear that the general purchasing power of
each unit of monetary income is inversely pro-
portional to the average general level of prices
corresponding to the period.

Still in macro-economic terms, it is possi-
ble to imagine three situations which make pos-
sible stability in the level of prices, and conse-
quently in the purchasing power of each unit of
monetary income. Firstly, where the total mag-
nitude of physical and monetary flows remains
constant per unit of time; secondly and thirdly,
where the rate of growth (or decline) in the two
flows is synchronized at a single rate.

Changes in the general purchasing power
of each unit of monetary income allow a larger
number of possibilities. This general purchas-
ing power may grow: (i) because the total num-
ber of units of product flowing per unit of time

15We shall not consider here flows of circulating capi-
tal between enterprises; the argument will be based only
on that part of the capital which leaves the sphere of the
enterprises in the form of income.

remains constant, while the number of units
which compose monetary income tends to fall;
(ii) because both decline, but the flow of mone-
tary income declines more rapidly; (iii) be-
cause both grow, but the flow of monetary in-
come grows more slowly.

On the other hand, the purchasing power
of each unit of monetary income may fall: (i)
because the total number of units of product
flowing per wunit of time remains constant,
while the number of monetary units which
have been paid in the form of income tends to
grow; (ii) because both flows decline, but the
flow of monetary income declines more slowly;
(iii) because both rise, but the flow of monetary
income rises more rapidly. However, only
some of these theoretical possibilities are his-
torically significant.

We may use the term unit of real income
for the general purchasing power ascribed to
the possession of each unit of monetary in-
come. Itis equal to the monetary unit of income
divided by the average level of prices corres-
ponding to the period under consideration.

What is actually being measured by each
unit of ‘real’ income thus defined? It does not
measure magnitudes of utility, satisfaction or
welfare, because there is no objective unit of
measurement, and also because the concrete
components of the social product also include
arms which will be acquired by murderers,
drugs and narcoticts, products which will cause
irreparable damage to the environment, and so
on. Nor does it measure magnitudes of social
labour —living or past— because the total
quantity the product generated depends not
only on the amount of labour contributed but
on the average levels of labour productivity,
which are constantly changing. Consequently,
changes in the total quantity of the product
have no constant or necessary relationship with
changes in the total quantity of labour.

Each unit of ‘real’ income merely measu-
res magnitudes of general purchasing power,
and is inversely proportional to the average ge-
neral level of prices. In fact, when we say that
‘real” income expresses the purchasing power
of monetary income, we are using an incorrect
expression, Purchasing power can only be pos-
tulated with respect to human beings, who pos-
sess reason, awareness and will, Tt is a social
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form of power, or, more precisely, a translation
to the economic sphere of many and varied
forms of power which stem from the social
structure. As a result, purchasing power be-
longs not to the monetary income, but to the
owner of that income. A similar observation
might be made, if a digression will be permit-
ted, regarding the expression “payments for
services rendered by the factors of produc-
tion”, which in fact are not paid to the ‘servi-
ces’, but to the owners of the factors. Neverthe-
less, in the interests of brevity we may accept
incorrect but succint expressions such as “the
purchasing power of income”.

Let us now delve a little more deeply into
the factors which may affect the economic va-
lue —that is, the general purchasing power—
‘of monetary income; and let it be clear that
what we are calling real income is the economic
value of monetary income.

First and foremost it is necessary to inquire
into the ‘social justification’ of the monetary
incomes which are distributed as a counterpart
of the flow of final products which emerge,
after some delay, from the process of produc-
tion. In this regard, the conventional wisdom in
economic science holds that these monetary
incomes are compensation for the contribution
to production made by each owner of the fac-
tors of production used.

Discussion of ‘merits’ is associated with
the problem of attribution, because it involves
the question of whether it is possible to identify
which proportion of the product, within each
unit of production, corresponds to each owner
of factors of production and legitimates the re-
muneration he seeks. Since we shall return to
this point in the final section of the article, it
will suffice for the present to say that these
‘merits’ cannot be logically ‘deduced’ from ab-
stract, universally valid principles, nor can they
be inferred from observation of the concrete
processes of production which derive from
each economic activity.

Here we shall assert that the relationship
between participation in the process of pro-
duction and the income received by virtue of
that participation is a relationship of power. All
those who share in the ‘power to produce’ or
‘productive power’ of enterprises must be re-
munerated so that they do not use their power

to hinder or obstruct the process. Wages, conse-
quently, should be regarded as a payment to
the worker to ensure that he does not hinder the
process of production by refusing to work, and
the same may be said of the rent for use of land
paid to its owner. They are of importance in the
process of production and, since the factors are
their private property, they can exert their
power by omission —by refusing to make them
available. The extent to which they can exert
this power is a very different matter. The very
size of the remuneration they receive is an eco-
nomic measure of the bargaining power which
arises from their respective positions in the so-
cial structure, This power is in part exerted ‘by
omission’, through the creation of a relative
scarcity of essential productive resources, but
many other factors of a socio-cultural and politi-
cal nature are also involved.

Taxes paid to the State, for example, consti-
tute recognition of the ‘active’ power that the
State can exert by, for example, ordering the
closure of an enterprise which does not fulfil its
tax obligations.

This social struggle out of which the distri-
bution of money income arises is both priorand
external to the process of production proper,
simply because before producing it is neces-
sary to be able to produce. To put it in a briefer
and almost self-evident manner, production
presupposes productive power, which is
moulded by co-operation in the technical
sphere between members of society who have
opposed interests in the economic sphere.

Obviously, the distribution of monetary in-
come becomes the distribution of real income
only when the recipients of incomes come to
the market and convert that income into de-
mand, which becomes effective in respect of
the final product which flows from the sphere
of production. It is here that the purchasing
power latent in each monetary unit becomes
explicit and is realized.

However, the sphere of production is a
‘mosaic’ of heterogeneous technical processes
which operate between branches of produc-
tion, and even within each branch. This means
that even workers with the same qualifications
carrying out the same activity can record diffe-
rent levels of technical productivity, Within
each branch, the enterprises with more advan-
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ced techniques will produce more units per
man-hour, and will consequently be able to pay
higher wages and other benefits which, within
certain limits, will be compatible with rates of
profit at or above the average for the branch.
However, only enterprises with sufficient capi-
tal —purchasing power applied to produc-
tion— will be able to obtain access to these
more advanced techniques and so raise the
physical productivity of human labour,

If this process is viewed as a whole, and
from a dynamic viewpoint, it is the power posi-
tions and relations stemming from the social
structure which in the final analysis determine
the distribution of both the purchasing power
and the productive power generated in each
economic system, and the way in which they
may change as a result of growth. ¢

Finally, we may note the sterility of the
conventional wisdom concerning the theory of
value and distribution in conditions of general
equilibrium as far as explaining the phenome-
non of inflation is concerned.

It is precisely through its efforts to grasp
this issue intellectually that Latin American
structuralism has established a link between
the themes of power, in its many social forms,
and its concrete manifestations in the sphere of
general purchasing power."”

Inflation is a persistent imbalance which
takes the form of a sustained decline in the
general purchasing power associated with the
possession of each unit of monetary income.

Growth in the supply of money is the ele-
ment on which ‘monetarist’ attention is fo-

¥The study of these differentiated technical and so-
cial positions and their influence on the distribution of
general purchasing power in the societies of the periphery
is usually approached in terms of the concept of structural
heterogeneity. See, for example, Anibal Pinto, “Heteroge-
neidad estructural v modelo de desarrollo reciente en Amé-
rica Latina”, in his collection of essays Inflacién, Raices
Estructurales (Mexico City, Fondo de Cultura Economiea,
1973). For a dynamic appreciation of the subject of struc-
tural heterogeneity, see Rail Prebisch, “Socioeconomic
structure and crisis of peripheral capitalism™, CEPAL Re-
riew, No. 6 (second half of 1978), particularly section II1,
See also Osvaldo Sunkel, “La dependencia y la heteroge-
neidad estructural”, El Trimesire Econdmico (México
City}, No. 177 (January-March 1978).

I7See, for example, Rauil Prebisch, Hacia una Dindmi-
ca del Desarrollo Latinoamericano (Mexico City, Fondo de
Cultura Econémica, 1963), section B-11, “El funcionamien-

cussed, and if we ignore the dynamics of the
social structure and power relationships at the
international level, we will have an explana-
tion which is superficial but may be accompa-
nied by concrete practical recommendations
on ways and means of slowing down growth in
the average general level of prices. These re-
commendations, which have connexions with
the orthodoxy of virtuous fiscal and credit poli-
cies, have a social cost which usually takes the
form of recession, unemployment and concen-
tration of income distribution if they are not
accompanied by ‘real’ measures which affect
the power positions and relations arising from
the social structure. Even if we ignore the
structural imbalances which derive from each
country’s position in the world economic order,
there still remain on the domestic level many
factors of social conflict which constitute the
expression of the power of the different social
classes and groups to appropriate a share of the
flow of the social product.

The study of inflation enables us to ob-
serve on a larger and in some cases ‘blown-up’
scale the social conflict which underlies fluc-
tuations in the distribution of monetary income
and in the structure of relative prices. How-
ever, this social conflict, which is constantly in
existence, is particularly prominent when the
total magnitudes of the real product sought by
the different classes, subclasses and sectors
which comprise the social structure are greater
than those actually being generated by the sys-
tem. The basic structural foundations of this
struggle are connected with the network of so-
cial and technical positions and relations which

to del sistema v la estructura social”, See also the appendix,
“El falso dilema entre desarrollo economico estabilidad
monetaria’”. See in addition Anibal Pinto, “Raices estructu-
rales de la inflacion en América Latina”, in Inflacion, Rai-
ces Estructurales, op. cit.; Osvaldo Sunkel, “La inflacion
chilena: un enfoque heterodoxo”, El Trimestre Econdmi-
co, No. 100 (October-December 1958); and Osvaldo Sun-
kel, “El fracaso de las politicas de estabilizacién en el
contexto del desarrollo latinoamericano”, El Trimestre
Economico, No. 120 {October-December 1963). For a
more strictly sociological approach to the guestion, see
Jorge Graciarena, “Estructura de poder y distribucién del
ingreso en América Latina”, in Alejandro Foxley, ed., Dis-
tribucion del Ingreso {(Mexico City, Fondo de Cultura Eco-
némica, 1974), and Rolando Franco, “Apuntes para un ana-
lisis sociolégico de la inflacion”, Revista Paraguaya de
Sociologia, No. 36 (May-August 1976).
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form around the processes of production, distri-
bution and circulation of the means of produc-
tion and the social product.!® From these basic
structural foundations arises a specific manner
of distributing money income which interacts
with the rate and distribution of technical pro-
gress within the structure of production. This
process is by no means ‘spontaneous’, and is to
a very large extent determined by the actions
—or omissions— which derive from the go-
vernment’s concrete economic policy. This

process especially complex in Latin American
societies, both because of their position in the
world economic order and because of the inter-
nal heterogeneity of their social structure,
which is inherent in the peripheral forms of
capitalist development. Since it is not our aim
here to diagnose concrete situations, we will
endeavour to adapt these arguments to the ana-
lysis of some essential categories required in
order to explain the process of capitalist de-
velopment.

IT1

Value and capital

1. Money and economic value

The earliest contributions to economic thought
speak of value as ‘something’ which is ‘contai-
ned’ in the object of exchange. As long ago as
the time of Aristotle!® a distinction was made
between the utility of an object and its suitabi-
lity for exchange. The classical economists and
Marx distinguished between use value and ex-
change value. Use value was the capacity of the
object to meet the needs or fulfil the purposes
of its users. Exchange value was the quantity of
other goods which could be exchanged for a
unit of the good whose value it was wished to

18The structural heterogeneity of Latin American so-
cieties might be broadly defined as the coexistence of so-
cial and technical positions and relations which, in politica-
lly unified national societies, correspond to different pha-
ses and forms of regional development. This heterogeneity
may be analysed in the light of its three main dimensions.
The first relates to the structures of production, in which
many technical processes coexist and interact. The second
concemns the social relations which are formed on the basis
of the processes of production. The third appears basically
in the political sphere, and concerns the institutional order
which endorses and guarantees the structure and functio-
ning of the power system. See Anibal Pinto and Armando
Di Filippo, “Desarrollo y pobreza en la América Latina: un
enfoque histérico-estructural”, El Trimestre Econdmico,
No, 183 (July-September 1979).

19“Twofold is the use of every object... The one is
peculiar to the object as such, the other is not, as a sandal
which may be worn, and is also exchangeable.” Aristotle,
De Republica, 1, i, chapter 9.

calculate. The paradox of value, which preoc-
cupied many thinkers, emphasized the fact that
objects with little use value —such as dia-
monds or other precious stones— might come
to have a very high exchange value, while very
useful objects, such as water, had an infinitesi-
mal exchange value per unit.

This led the classical economists, and also
Marx, to make a categorical distinction be-
tween use value and exchange value, and focus
attention on the latter. This gave rise to the
theories of economic value based on labour,
which held that the number of units of one good
which could be exchanged for another depen-
ded on the labour content of each. We will not
linger here on the nuances and complexities of
this school, because they are not relevant to the
argument to be presented; we need only note
that for this school exchange value depends on
‘something’ incorporated in the object being
valued, namely its labour content.

In the last third of the nineteenth century
the neo-classical liberal economists turned
again to the use value or utility of ‘goods’, fin-
ding an apparent solution to the paradox of va-
lue. They noted that the satisfaction furnished
in each case by a ‘good’ depends notonly on the
qualities that confer utility on it, but on its rela-
tive abundance or scarcity. Hence as water is
very useful, but also very abundant, its ex-
change value is low, while the opposite applies
to diamonds. The very idea of an ‘economic
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good’ sums up both features: utility and scar-
city. Consequently, under this approach what
is important is not the ‘general” or ‘average’
utility of a good, but the utility which each
additional or marginal unit of the good fur-
nishes to each consumer individually. The in-
verse relation between utility and abundance
is expressed in the law of diminishing marginal
utility.

It can thus be seen that for both schools the
exchange value of a commodity results not from
the social relations of exchange, but from
‘something’ which is specific to the object. In
the labour theories of value, the starting point
for the exchange value of an object is repre-
sented by the amount of productive labour in-
vested in it by its ‘direct producers’. In the
marginal utility theories it is represented by
the marginal utility found in it by its ‘direct
consumers .

The social relation of exchange arises sub-
sequently, and normally appears first in the
form of barter. In Marx’s case, his whole theory
of value starts from a situation of barter, and
not of trade, with the barter operation split into
two stages, purchase and sale. The neo-
classical economists also begin their argument
with an analysis of a hypothetical barter situa-
tion, or at most with money introduced as a
‘neutral’ unit of account.

But there is not need for us to become im-
mersed in conceptual complexities. It will suf-
fice to say that for all these theories, when the
social relation of barter appears in the analysis,
the fundamental fact of attributing value has
already occurred, either because the commodi-
ties already contain the labour which confers
value on them, or because the potential consu-
mer has already —in a prior act of introspec-
tion— determined the relative utility of the
goods he will consume.

In short, both theories come to the social
relations of exchange not only belatedly, but
also mistakenly. Belatedly, because they view
the fundamental act of attributing value —in-
corporating labour or assigning utility— as ex-
ternal to that relation. Mistakenly, because
they do not recognize the specificity of money,
but treat it as one more commodity (Marx) or as
a simple unit of account. In this way they lose
sight of the central significance of money as the

objectification and measure of general purcha-
sing power, whose genesis and distribution
must stand at the heart of any theory of econo-
mic value.

2. General purchasing power and the use
of money

The broadest category we shall use here to exa-
mine the operation of a capitalist economic sys-
tem is the concept of general purchasing
power, which is associated with the possession
of money. In capitalist societies, market rela-
tions of exchange attain general applicability
by converting into commodities not only the
products of human labour but also the means
and conditions —human and non-human— of
production. It is in this context that the purcha-
sing power conferred by money acquires grea-
test significance.

Money is not a commodity in itself, but it is
the general incentive which converts into com-
modities the objects of exchange which are bar-
tered for it, thus conferring general purchasing
power on its possessors, The social division of
labour requires money, and money requires
the social division of labour.

We call money the general medium of ex-
change, which has the quality of conferring on
those who possess it similarly general purcha-
sing power, which money itself is responsible
for measuring; and we call commodities the
remaining objects of exchange which are bar-
tered for money. Money is not necessarily a
commodity, though it may be one. Commodi-
ties are objects of exchange which are desired
for their own sake, because of intrinsic proper-
ties which characterize them, whereas market
practice may reduce money to a mere token
lacking any use other than serving as such. Mar-
ket relations are social relations which presup-
pose specific social institutions (such as owner-
ship, contracts, and so on), legal regulationsand
obligatory standards of behaviour. The system
of buying and selling presupposes relations of
exchange based on the market which provide a
framework for the exercise of general purcha-
sing power.

Here we will refer to the specifically eco-
nomic aspects of the subject of money —in par-
ticular, to economic value, which for us is inse-
parable from the use of money.
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Both the labour theories of value and the
subjective marginal utility theories assert that
the economic value attributable to a com-
modity depends on factors external to the mar-
ket relation proper, and they therefore ignore
the significance of money. By leaving aside the
independent influence which derives from the
distribution of money, they also leave aside
general purchasing power, which is measured
and exerted through it, and as a result lose sight
of the essential feature of all market relations.
All market relations are basically relations of
power. All these relations are closely interde-
pendent as a result of the social division of
labour, Since each market operation involves a
clash of power, the result of this clash must be
expressed in units of power.

As we have seen, the specifically economic
form of power is general purchasing power.
Economic value therefore expresses magnitu-
des of general purchasing power. This central
idea has been developed more systematically
in section II of this article, and there is no need
to linger on this point here,

3. Capital and the dynamics of attributing
value

Marx discussed the idea of capital with great
percipience, but then obscured its meaning
when adopting his labour theory of value. Capi-
tal, as we understand it here, is assimilated to
the concept of money-capital in Marx as regards
its cycles of circulation, but differs radically in
terms of economic value. For Marx the econo-
mic value of capital lies in the social labour
content it mobilizes and appropriates; in other
words, money is converted into capital when it
acquires potential labour and realizes its poten-
tial, i.e., when it extracts labour from its
sources, namely workers. For Marx money ap-
propriates not only potential labour, but also
past labour crystallized in the form of various
means of production which must be combined
in a productive manner with that potential
labour.

Marx was certainly in no doubt that the
ownership of capital gives the capitalist power
over the workers he engages. The whole body
of Marxian sociology highlights the relations of
domination involved when the owner of capital

imposes his power on the owner of labour
power.

However, Marx only partially reflected
this relationship of power in his basic economic
categories; his ‘law’ of value in fact assumes
that all commeodities are exchanged for their
value.?

Equivalence is assumed in the exchange of
commodities with respect to a common magni-
tude, i.e., the amount of unskilled average (so-
cial) labour they contain. Marx’s theory of value
takes as a starting point a barter situation in
which all the commodities being bartered con-
tain the same amount of social labour.

The power of each participant is measured
in terms of the amount of labour contained in
the commodity offered, and corresponds to the
amount of labour —in the form of another
good— which he can acquire. The theoretical
significance of this proposition lies in the fact
that it can serve as a hypothesis in forecasting in
what proportions goods will be exchanged in
practice. If this ‘law’ of value is applied, any
technical progress which diminishes the la-
bour content of a commodity will reduce its
exchange value in relation to other goods. This
condition is necessary in order to maintain
equality or equilibrium between the labour
contents of the different goods. Under this hy-
pothesis —which is certainly not borne out in
practice— the bargaining power of each party
in the market is tied to the labour content of his
commodity. If he invests one hour of social
labour in his commodity, he will be able to
receive ounly an hour of social labour in the
commodities he purchases. If the ‘law’ of value
is accepted, bargaining power or purchasing
power loses all importance in determining in
what proportions the commodities themselves
will be exchanged, since this power is comple-
tely subordinate to a technological condition
which is external to the market relation itself,
namely the labour content of each commod-

ity 2!

20Karl Marx, Capital.

21We have already analysed the theory of ‘modified’
value in the light of the concept of ‘production price’ and
the transfers of purchasing power between enterprises
which it involves. We have also considered the etforts of
the Marxist school to reconcile the concept of production
prices with the ‘law’ of value,
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The most significant aspect of this conclu-
sion is that the influence of power relations on
the appropriation and generation of the surplus
is eliminated from the sphere of relations of
exchange based on the market, and thus comes
to fall exclusively within the sphere of
production,

Of course, from the very outset the rela-
tions between capitalist and worker manifest
an asymmetry of power which finds expression
in the fact that the value contained in the mo-
ney which the capitalist brings to the market is
—or can be— incomparably greater than the
value of the labour power of each worker 2
Marx recognizes this asymmetry of purchasing
power between the capitalist and the worker,
which the market is responsible for reflecting
and reproducing, What the law of value does is
to eliminate from the field of analysis every
other asymmetry of power than that of this ba-
sic relationship between capital and labour
which is capable of affecting the process of
appropriation of the surplus,

However, in order to expound the law of
value in a comprehensive manner, Marx also
considers money, in its most genuine expres-
sion, as a commodity —gold or silver— whose
value is determined like that of any other com-
modity, on the basis of the amount of labour
socially necessary to produce it in average tech-
nical conditions.

The shift from money as a commodity to
the now widespread forms of money as a token
—which can express economic values that are
much higher than the actual physical content of
the monetary units— involves a radical seve-
rance of links between the quantities of money
which can be placed on the market and the
quantities of labour required for the production
of gold and silver.

221t is another matter to determine for what reason the
capitalist is able to appear in the market already in posses-
sion of money-capital, which contains substantial quanti-
ties of value, while the worker comes to the market in a
position to offer only the meagre value contained in his
labour power. The explanation must be sought not in
theory, but in history. Marx banishes this problem to the
historical process of primary accumulation, where the
struggles for power in the formative phase of the capitalist
social order occur in all their rawness,

Not all the capitalists who appear in the
market have obtained their money at the far-off
starting point of primary accumulation; some of
them have obtained it through much more con-
crete and real power positions and relations
connected with a social structure in which mo-
ney plays a role as a token and not as a
commodity.

Nevertheless Marx’s basic explanations
concerning value and surplus value take as a
point of departure money as a commodity and
not as a token.

If the capitalist pays the labourer in copper
coin, the coins must be the equivalent, in terms
of labour time, of that contained in the com-
modity acquired. In other words, the wage
must be equivalent to the labour time which is
socially necessary to produce the labour power
of the worker. For Marx, therefore, surplus va-
lue arises in the production sphere as the diffe-
rence between the living labour appropriated
by the capitalist and the labour contained in
the means of subsistence consumed by the la-
bourer. Since in the sphere of circulation the
exchange of equivalents prevails, the general
purchasing power which originates in market
relations themselves has no meaning in Marx’s
theory.

For this reason, Marx sees money as no
more than a ‘form’ into which capital is conver-
ted in its cycle of circulation; he holds that
capital has a value which derives not from its
specific form but from the labour which lies
behind that form.

From our viewpoint money-capital is a
magnitude of general purchasing power —and
is consequently an economic value— which
can only be exerted (as regards the power) and
measured (as regards the magnitude) in terms
of money. The purchasing power conferred by
this money does not depend on the labour con-
tent of each monetary unit, but on technical and
social conditions which mould the power struc-
ture in each society.

Capital is a magnitude of general purcha-
sing power which acquires means of produc-
tion and stimulates the productive power of the
economic system with the aim of ensuring that
the capital reproduces itself within a process of
growth. This is the specifically capitalist form
of capital.
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4. Capital and capital goods

Viewed in this way, capital should be distin-
guished as a concept from capital goods. Capi-
tal is a magnitude of purchasing power used to
acquire or hire the means of production (both
human and non-human), which become capital
goods. They are ‘converted’ into capital goods
when the capitalist uses his purchasing power
to appropriate them.

Under Marx’s labour theory of value, the
technical significance of producers’ goods and
their economic value become fused into a sin-
gle whole when expressed in the form of social
labour time.

When capital is distinguished from capital
goods, a clear distinction is made between the
sphere of circulation and the sphere of
production.?’

5. Capital and time

Moreover, this distinction demands a dynamic
analysis, which is explicit in the process of ca-
pital circulation postulated by Marx, but which
Marx forgot when elaborating further on the
theory of value and surplus value at the macro-
economic level.

When the phases of capital circulation
which Marx himself highlighted {(m-c-m’) are
distinguished, it is obvious that between them
there exists an irreversible order and time se-
quence. Capitalists taken together as a social
class pay wages to workers and rents to the
owners of land, thus generating incomes which
return in the form of demand to acquire the
commodities that the capitalists themselves
will offer.2 If we disregard delays, the very in-
comes paid by the capitalists will return in the
form of demand for the product generated in
response to the payment of that remuneration.
But these incomes are equivalent to the value

23The means of production are not capital goods in
themselves. They are converted into capital goods when
they are acquired by the capitalist. From this viewpoint,
the process of capital accumulation does not necessarily
involve the capitalist production of new capital goods; it
may also involve the appropriation by capital of other, pre-
existing producers’ goods.

24No account is taken here of sales of intermediate
inputs from one enterprise to another.

of the product at factor cost, and do not include
profit. Consequently, if only the same quantity
of money which the capitalist enterprises have
placed in circulation returns to them, from
where do they obtain the profit, understood as a
surplus over and above total costs? Profit thus
remains unexplained because of the static na-
ture of the approach.?

For the neo-classicists, as we have seen,
the problem of profits does not atfect the logical
validity of their model of general equilibrium,
which assumes static conditions of perfect com-
petition. The concept of factors of production is
used, and it is assumed that each factor receives
payment equivalent to the marginal value of its
contribution to the product. Entrepreneurs re-
gulate their demand for capital (understood as
purchasing power) in the light of the marginal
productivity of capital (understood as a factor of
production) in new investment. The suppliers
of purchasing power which will be used as ca-
pital —i.e., savers— charge interest, which is
compensation for the postponement of their
consumption. Consequently the remuneration
of capital as a factor of production exactly off-
sets the value of its marginal contribution to the
total product, and includes no surplus. Mean-
while, payment for capital as a magnitude of
purchasing power is expressed through the in-
terest rate, and is compensation for the ‘disuti-
lity’ arising from the postponement of
consumption.

In this way, the neo-classical economists
ignore profit viewed as a net surplus over
costs. Capital in the strict sense results from
saving, and savers are compensated for the ‘dis-
utility’ they suffer. Capital as a factor of pro-
duction assumes an independent and active
role in generating value, and merits compensa-
tion, which of course is received not by the
‘factor’ but by its owner.

This explanation of the marginal utility ap-
proach must be modified to take account of the
contributions of a few neo-classical economists
who have recognized the influence of time in

25When analysing the process of capital circulation,
Marx adopts a dynamic approach in volume II of his princi-
pal work; however, his approach is static when he en-
deavours to explain the realization of surplus value at the
macro-economic level. See section V below.
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the logic of capital, and even its function as a
repository of economic power 2
Bohm-Bawerk, following a path previously
opened up by Jevons, establishes a significant
association between time and capital. He defi-
nes capital (here in the form of a capital good) as
an extension of the process of production which
raises the productivity of human labour. How-
ever, after this auspicious start, Bohm-Bawerk
returns to the fold of neo-classical theory. The
supply of capital (understood as a value) from
individuals who save has a price, charged by
those savers. How is the magnitude of the sa-
vings which will be offered on the capital mar-

ket determined? In answer to this question he
presents his theory that future goods are valued
less highly than present goods. In this way, the
supply of capital capable of financing invest-
ment has a price which, in the final analysis,
depends on the psychological attitude of
savers,

Strictly speaking, what should interest us
in Bohm-Bawerk? is not the length of the pe-
riod of production —which is a false problem—
nor the psychological attitude of individual sa-
vers, but the distribution of purchasing power
which makes their saving possible and is added
to the profit which remains in the enterprises.

IV

Development, capital, cycles and the surplus in
Schumpeter’s economic approach

The most appropriate theoretical framework
for understanding the concept of capital used
here, and the concept of the surplus formulated
by Prebisch, which is dealt with in subsequent
sections, is that derived from the work of Jo-
seph A. Schumpeter.

Schumpeter held that economic develop-
ment involves conditions of general disequili-
brium which can only be introduced in the
economic process thanks to the use entrepre-
neurs make of credit in order to incorporate
innovations which raise the productivity of hu-
man labour.

In conditions of general equilibrium and
full employment, or conditions of ‘circular
flow’, as he termed it, macro-economic profit
will be nil and interests, which in Schumpe-
ter’s view can exist only as a fraction of that
profit, will also be nil. Profit as he conceives it
is, strictly speaking, a surplus derived from
economic development.

26An analysis of the significance of time in economic
theory and the conception of capital adopted by the econo-
mists of the Austrian school appears in G.L.S. Shackle,
Epistemics and Economics: A Critique of Economic Doc-
trines (Cambridge, Cambridge University Press, 1972).

The innovating entrepreneur raises labour
productivity in his technical processes and
lowers unit costs; this brings him an extraor-
dinary profit over his competitors.? This profit,
clearly understood as a surplus over entrepre-
neurial costs, will remain until the innovation
has spread to all competitors in the economic
branch concerned. Then the innovation as such
disappears, and becomes a generally used tech-
nical process.

The changes are introduced by the innova-
ting entrepreneur, on the basis of access to cap-
ital which derives from credit and involves the
creation of money which has as a counterpart
not a real product, but a potential product. If,
like Schumpeter, we take as a starting point
‘circular flow’ in conditions of full employ-
ment, this credit makes it possible to transfer
material and human resources from their old

2"What merits consideration is not the length of the
period of production but the increase in labour productivity
per unit of time. This increase can be observed over time:
however, it does not depend merely on the passing of time,
but on the introduction of technical progress.

28'This concept is similar to Marx’s concept of extra-
ordinary surplus value.
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uses to the new ones involved in the innova-
tion; this gives rise to additional and unexpect-
ed demand in the markets for factors of produc-
tion, which succeeds in changing the direction
laid down in the previous course of production.
The capital appropriated and used by the in-
novating entrepreneur constitutes purchasing
power which he exerts on the factor markets,
and which, through the credit mechanism, is
(involuntarily) transferred to him by the other
entrepreneurs who have not been as successful
in the financial market.

This necessarily initiates a cyclical process
based on inflationary pressures on the cost
side, until the emergence of the final product,
which is the result of the innovation and gene-
rates the profit which is used to pay the interest
that constitutes the price of the credit granted.

In short, in conditions of ‘circular flow’
with fulf utilization of the factors of production,
profit could not exist as a net macro-economic
magnitude. But the innovating entrepreneur
‘breaks’ the circular flow, acquires command
over the purchasing power of the capital, impo-
ses an innovation which lowers unit costs, se-
cures extraordinary profits and pays the inter-
est.®

For Schumpeter economic cycles repre-
sent the adaptation of the economic system to
the unfolding process which stems from entre-
preneurial innovations.

Schumpeter’s contributions are of excep-

29“If entrepreneurs were in a position to commandeer

the producers’ goods which they need to carry their new
plans into effect, there would still be entrepreneurs’ profit,
but no part of it would have to be paid out by them as
interest. Nor would there be any motive for them to con-
sider part of it as interest on the ‘capital’ they expend
[emphasis in original]. On the contrary, the whole of what
they make over and above costs would be “profits” to them
and nothing else. It is only because other people have
command of the necessary producers’ goods that entrepre-
neurs must call in the capitalist to help them to remove the
obstacle which private property in means of production or
the right to dispose freely of one’s personal services puts in
their way. No such help is wanted in producing within the
cireular tlow, for firms already running can be, and in prin-
ciple are, currently financed by previous receipts, which
stream to them without the intervention of any distinct

capitalistic agency.” Joseph A. Schumpeter, The Theory of

Economic Development, trans. Redvers Opie (Cambridge,
Mass., Harvard University Press, 1951), p. 177.

tional originality, especially as regards his con-
ception of capital. In The Theory of Economic
Development he speaks of purchasing power
made available to innovating entrepreneurs,
but later, in Business Cycles, when he observes
that capital —in one of its acceptations, the
monetary one— is not a factor of production but
a differentiable agent which stands between
the entrepreneur and the factors of produc-
tion,™ he appears to broaden his definition to
include the general purchasing power control-
led by all entrepreneurs, and not only innova-
tors.

The issues which occupied Schumpeter’s
attention were economic development, cycles,
profit as a surplus derived from innovation, and
interest as a payment derived from the exis-
tence of that profit. Consequently, although he
did not wish to press his attacks on the theory of
general equilibrium, his scientific discoveries
furnished very solid grounds for a critique of
the neo-classical model based on the theoret-
ical apparatus of the marginal utility school.

W01n Business Cycles, Schumpeter writes that “it is,
perhaps, best to avoid altogether a term which has been the
source of so much confusion and to replace it by what it
means in every case —equipment or intermediate goods
and so on— and this we shall do, except in cases in which no
misunderstanding is likely to arise. But it is suggested that
those two monetary concepts [interest and capital] open a
serviceable door by which to introduce the element of
money into general theory. Only the second is, however,
relevant here. Capital in this sense is not goods but bal-
ances, not a tactor of production but a distinct agent which
stands between the entrepreneur and the factors. It can be
created by banks because balances can. Its increase and
decrease are not the same as increase and decrease of com-
modities or any particular class of commodities. Its market
is simply the money market, and there is no other capital
market. No realistic meaning attaches to the statement that,
in the latter, ‘capital’ (= some kind or other of producers’
goods) is being ‘lent in the form of money’. But again as in
the case of interest it is necessary to add that the introduc-
tion into our analysis of this concept of capital does not do
away with the problems of what is traditionally referred to
as real capital —on the contrary, they reappear though in a
new garb— and that results arrived at by means of a mone-
tary theory of capital do not always invalidate, but in many
cases only reformulate, the propositions of ‘real’ theories of
capital. If our understanding of the processes of capitalist
society hinges in important respects on realizing the fact
that monetary capital is a distinct agent, it also hinges in not
less important respects on realizing how it is related to the
world of commodities”. ]J. Schumpeter, Business Cycles
(New York, McGraw-Hill, 1939). vol. I, p. 129.
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Global surplus, distribution surplus and
entrepreneurial surplus

1. The concept of the global surplus®!

The term “‘global economic surplus” might be
applied, in its broadest sense, to that part of the
social product which is not appropiated by
those who have directly contributed to genera-
ting it by means of their personal labour. The
exposition below, however, will be clearest if
we distinguish two components of the overall
concept of the economic surplus: the ‘distribu-
tion surplus’ and the ‘entrepreneurial surplus’.

The distribution surplus is a condition of
the existence of the civilized and urban socie-
ties which began to emerge more than five mi-
llennia ago, founded on systems of slave labour
—as it is of all class societies in which some
members of the society enjoy a dispensation
from contributing their own labour to ensure
the reproduction of the life of the society. The
very feature which characterizes the recipients
of the surplus is that there is no connexion
between the product they appropriate and the
labour they contribute.

Within contemporary capitalist societies,
there is a global surplus, which may be broken
down into a ‘distribution surplus’, correspon-
ding to the different types of payment to the
State and to owners of property made by capita-
list enterprises, and an entrepreneurial sur-
plus, which remains as a balance in the form of
profit. Both economic forms of the surplus also
exist in the centrally planned societies, but in

HN'We should not overlook here the fact that Baran and
Bettelheim, in their basic approach to the real economic
surplus, maintain that it coincides with the excess of the
social product over current consumption, However, froma
sociclogical angle, it would appear preferable to regard the
surplus as an income not derived from personal labour. See
Paul A. Baran, The Political Economy of Growth (New
York, Monthly Review Press, 1957), and Charles Bettel-
heim, Planeacion y Crecimiento Acelerado, trans. Ramén
Ramirez Gémez (Mexico City, Fondo de Cultura Econémi-
ca, 1965).

obviously different institutional and socio-po-
litical circumstances.*

For the sake of simplicity, we will consider
a ‘pure’ capitalist system with no public enter-
prises. Alternatively, we can consider public
enterprises —self-financing through the sale
of the goods they produce— as falling into the
generic category of ‘enterprises’.

Those who are provided with incomes by
the State —Cabinet ministers, judges, legisla-
tors, bureaucrats, members of the armed forces
and police, members of the diplomatic corps,
and so on— receive remuneration which forms
part of the distribution surplus, because they
do not contribute directly to generating the glo-
bal product produced by enterprises, and do
not finance their incomes with the sale of
goods, but with part of the revenues of the
State. Thus the existence of a distribution sur-
plus is a prior and necessary condition for the
existence in economic terms of these public
servants.

In order to understand the significance of
the distribution surplus as presented in this
article, and of the entrepeurial surplus as pre-
sented by Prebisch, it is best to begin with the
concept of surplus value in Marx and to under-
stand the theoretical difficulties which arise in
connexion with the realization of this surplus
value. These difficulties relate to what we have
called a ‘zero-sum game’. Let us examine how
Marx himself outlines the difficulty, and how
he endeavours to solve it. For that purpose it is
necessary to reproduce his argument at some

length.

32This distinction relates to the different types of ma-
chinery for appropriation which operate in each case. Con-
cerning the social use of these forms of the surplus, we
might perhaps speak of a surplus for consumption and a
surplus for accumulation. However, it is possible that part
of the former may be invested and part of the latter con-
sumed, so that these analytical distinctions overlap in prac-
tice.
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Marx states that ‘before commodity capital
is converted back into productive capital, and
before the surplus value it contains can be in-
vested, it must be transformed into money.
Where does this money come from? This is a
ditficult problem at first sight, and one which
has not been solved to date by Tooke or any
other author,

“Let us assume that the outlay of £ 500 of
working capital in the form of money capital,
whatever its period of turnover, represents the
entire working capital of the society, i.e., of the
capitalist class, and that the surplus value totals
& 100. How does the capitalist class as a whole
contrive to withdraw &£ 600 continuously from
circulation if it continuously places in circula-
tion only £ 5007

“First the money capital of £ 500 is trans-
formed into productive capital; then, in the pro-
cess of production, the latter is transformed into
commodity capital of £ 600 and places in circu-
lation not only commodity capital of £ 500,
equal to the original outlay of money capital,
but also a newly produced surplus value of
£100.

“The additional surplus value of £ 100 is
placed in circulation in the form of commodi-
ties. This is incontestable. But the additional
money required for the circulation of the addi-
tional value in commodities cannot emerge
from this same operation.

“Therefore we must not attempt to avoid
the difficulty by means of evasions of greater or
lesser plausibility.”3

A few paragraphs later Marx writes:

“In fact, however paradoxical this may ap-
pear at first sight, it is the capitalist class itself
which places in circulation the money that is
used to realize the surplus value contained in
the commodities. However, it does not place
this money in circulation as an outlay of money,
i.e., as capital, but as a means of paying for its
individual consumption. Consequently, it is
not money advanced by the capitalist class, al-
though this represents the starting point for its
circulation”. Later, he continues:

At the end of the year our capitalist places

BMarx, op. cit., vol, 1L

in circulation a value of £ 6,000% in commodi-
ties and sells it. In this way he receives back:
(1) his outlay of £5,000 of money capital; (2) the
surplus value of £1,000 converted into money.
The capitalist has made an outlay of £5,000, or
has placed it in circulation as capital, and with-
draws from circulation £ 6,000: £5,000 which
represents the capital and £ 1,000 the surplus
value. This £ 1,000 is realized in money form
together with the money which he himself has
placed in circulation, not as a capitalist but as a
consumer, Now this £ 1,000 returns to him as
the money form of the surplus value produced
by him. And thenceforth the same operation is
repeated each year. However, from the second
year onwards, the £ 1,000 spent by him already
constitutes the transformed form, the money
form of the surplus value he produces. A sur-
plus value which he spends each year, and
which each year returns to him.”3%

Thus runs Marx’s explanation for the case
of simple reproduction, where there is no pro-
cess of growth in capital accumulation. But how
do the capitalists go about releasing precisely
the guantity of money which enables them to
reproduce, in the form of money, exactly the
surplus value which ‘corresponds to them’ in
accordance with the calculation in terms of
labour time? If they did not the rate of surplus
value in the form of money might not be the
same as the rate of surplus value in the form of
labour. This dilemma is resolved in the sphere
of circulation, and not in the sphere of produc-
tion —in terms of purchasing power, and not in
terms of social labour.

The same question arises in the cases of
extended reproduction, where capital is accu-
mulated and the physical magnitude of the
goods traded grows. It is this situation of expan-
sion, moreover, which is historically signifi-
cant. Marx poses the problem here with a ques-
tion which does not cover the principal difficul-
ty. In this regard he observes: “and here we

34 As the reader will observe, the figures in pounds
sterling used by Marx in this second example differ from
those used in the first. This change of scale, however, in no
way affects the essential argument, as will be clear to any
reader who takes the trouble to refer to the original text.

35 Ibhid.
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encounter again the same problem which arose
above: where does the additional money come
from to realize the additional surplus value
which now exists in the form of commodi-
ties P36

In fact this is not the important question,
which is: How is it introduced in the mecha-
nism of circulation and, crucially, how is it in-
troduced in sufficient and necessary amounts
to realize the surplus value? If it is introduced
in the form of an income paid by the enter-
prises, it must represent one more payment
which must be acounted for under one more or
less precise heading or another. But every pay-
ment for a factor of production forms part of the
value of the product at factor cost. This pay-
ment may take the form of rent to owners of
property, a wage for labour or for ‘managerial
responsibilities’, and so on. Whatever the justi-
fication, this payment or remuneration will rep-
resent a cost for the enterprises and will not
help to account for the profit. If it is a payment
attributable as a cost incurred by the enter-
prises, we find ourselves within the ‘zero-sum
game’. It is not possible that the enterprises
taken as a group should receive back in the
form of income more than the amount which
left them in the form of payments of factors; and
consequently the macro-economic profit will
be nil.

The principal cause of these obscurities
and complexities obviously lies in the fact that
the approach is based on a mistaken view of
economic values, and is static in nature.’ The
Marxian theory of value and surplus value is
expressed in terms of social labour and refers to
the sphere of production. The undeniable dif-
ficulties which Marx encountered in the sphere
of realization arise from his mistaken efforts to
calculate surplus value and profit before the
goods undergo the test of the market. This cal-
culation is carried out assuming general market
equilibrium and equivalence in exchange. Pro-
ceeding on the basis of these two assumptions,
which not only simplify the analysis but also

I 1hid.

37 Static in the precise sense that no account is taken of
time lags which form an essential part of the explanation
relating to the very existence of macro-economic surplus
value.

distort it, Marx is able to calculate his surplus
value directly in terms of social labour.

What actually happens, however, is differ-
ent. The appropriation of the distribution sur-
plus ~—payments to owners of property and
taxes to the State originating from the enter-
prises— derives from a concrete market pro-
cess which distributes general purchasing
power in favour of these recipients. Further-
more, the appropriation of the entrepreneurial
surplus involves a more complex dynamic pro-
cess in which there is a time lag between the
sphere of production and the sphere of circula-
tion.

2. The distribution surplus

The property-owning class and the State do not
appropriate the surplus directly, and enter-
prises cannot do so either. The total social prod-
uct must be converted into commodities and be
realized in the market. But who will buy that
proportion of the commodities in which the
distribution surplus is imbodied, and with
what incomes? More precisely: what is the
specifically capitalist mechanism for the appro-
priation of the distribution surplus?

It is clear that part of the capital which
flows from the enterprises is converted into
different forms of payments to owners of pro-
perty and taxes to the State which entrepre-
neurs must pay in order to secure control of the
means of production they require but do not
necessarily possess, and to comply with the
prevailing tax regulations.

For the sake of simplicity we might apply
the term rents to the various payments which
are appropriated by the owners of means of
production who transter them to the enter-
prises. These payments form part of the value
of the final product at factor cost, and together
indicate the power of the recipients of these
rents to appropriate a portion of the total in-
come.

The ‘owners” —understood here as a sub-
class distinct from that of ‘entrepreneurs’— use
part of the rents they receive to compete, in the
markets for final consumption goods, with the
wage incomes of the workers, with the aim of
acquiring a share of the social product which,
when deducted from the purchasing power of
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the workers, acquires the social form of a dis-
tribution surplus. The same occurs with the
taxes payable to the State.

Through the medium of the incomes
which enterprises pay to the owners of proper-
ty and to the State, there is an increase in the
magnitude of the ‘nominal’ or monetary flow of
global income over and above that which corre-
sponds to total money wages. In this way the
purchasing power of each unit of income is
diluted, because the general level of prices in
the market for consumer goods is higher than it
would have been if wages had been the only
component of total incomes.

It should be noted that this ‘dilution’ of the
general purchasing power of each unit of mone-
tary income does not necessarily imply an infla-
tionary process, because payments to owners of
property are a permanent structural component
of the distribution of income. If for the sake of
simplicity we assume theoretical conditions of
a Schupeterian circular flow, then prices will
be stabilized at a certain level which is higher
than if wages had been the only monetary in-
come,

This form of appropriation of the part of the
social product which flows towards the proper-
ty-owning class is based on a specifically mar-
ket mechanism, founded in turn on a specific
manner of distributing general purchasing
power.

In the final analysis this distribution sur-
plus is a reflection of the complex power rela-
tions which underlie each social structure.
However, since the entrepreneurs will receive
back only as much money as they introduced
into circulation, this explanation is necessary
but not sufficient to cover all the components
of the global surplus, since in the conditions
outlined so far profit could not exist as a ma-
cro-economic magnitude. But a capitalist sys-
tem without profit lacks all historical validity.
Consequently, this calls for a thorough exami-
nation of the dynamic mechanisms which ac-
count for the entrepreneurial surplus.

Before continuing, however, it should be
stressed that the interpretation of the distribu-
tion surplus set forth here is not compatible
with the prevailing theories of value in condi-
tions of equilibrium, according to which the
relative prices of commodities are proportional

to their social labour content, or to the marginal
preferences of their consumers.

Strictly speaking, the economic value of a
commodity is an expression of the relative mag-
nitude of general purchasing power which
must be exerted in order to acquire it. It does
not depend on the labour invested in generat-
ing it, or on the ‘average’ or ‘marginal’ ‘utility’ (a
metaphysical concept) ascribed to it. Economic
value is thus a phenomenon of power, and is
expressed through the structure of society.

3. The entrepeneurial surplus

Having drawn a conceptual distinction regard-
ing the distribution surplus —as we have en-
deavoured to describe it here— we will now
turn to the ‘entrepreneurial surplus’ and refer
to Prebisch’s argument mentioned above.
Prebisch speaks of a surplus tout court. We
suggest, however, that the present conceptual
distinction is necessary. Viewed historically,
the process of economic development has tra-
ditionally been marked by two basic features: a
systematic increase in the productivity of hu-
man labour, and an equally constant increase in
population and the employment of labour
power. Capital accumulation is the means by
which rises are achieved in both productivity
and employment, which at first sight have con-
tradictory implications. Rises in productivity
reflect a fall in the amount of living labour per
unit of final product, whereas rises in employ-
ment permit an increase in the total amount of

38 The basic line of argument in this explanation may be
found in the works of P. J. Proudhon, who clearly postulates
this ‘dilution” of wage eamners’ purchasing power by virtue
of the additional demand based on the use of incomes from
property. In general, this explanation is regarded as trivial
and superficial by the theorists who have accepted general
equilibrium as a situation towards which the workings of
the market tend, See Marx’s criticism of Proudhon in The
Poverty of Philosophy (1847). See also Bohm-Bawerk’s cri-
ticism in his monumental work Capital and Interest (1884-
1889). With regard to the present subject see Proudhon’s
Systéme des contradictions économiques ou Philosophie
de la misére, (first published in 1846), with introduction
and notes by Roger Picard (Paris, Librairie des sciences
politiques et sociales, 1923), 2 vols. As an economist Proud-
hon undoubtedly had by no means a systematic training,
and his theoretical observations in this field are frequently
superficial and contradictory. In this exposition of the dis-
tribution surplus we have cited only his principal thesis.
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living labour within each period of production.

Obviously, in order for a decline in the
living labour time per unit of final product to be
compatible with an increase in the total labour
incorporated in the economic system, the social
product must grow. The relationship between
these three magnitudes may be tackled mathe-
matically. Thus, for example, if productivity is
growing at 2% and there is a need to create jobs
ata rate of 3%, it will be necessary for the social
product to grow at 5% over the period in ques-
tion. Against the background of these condi-
tions of growth in the product and in employ-
ment, Prebisch explains the emergence of an
entrepreneurial surplus as follows.

Firstly, there is a time lag between the
circuits of production and circulation, so that
the incomes generated in the system are spent
before the emergence for sale of the social
product generated against payment of those in-
comes. For the sake of simplicity we might say
that today’s income is used to purchase yester-
day’s product.

Secondly, if productivity is increasing, the
product will have a lower ‘human cost’ in terms
of the labour time invested to produce each
unit. Accordingly, if the average wage per man-
hour has not changed, its total unit economic
cost will have fallen.

However, since employment, and conse-
quently the total value of wages, are increasing,
the incomes which will be applied to purchas-
ing the product will have a higher value, and
this will lead to a struggle of demand which
will permit the total realization of the entire
supply without any need for reductions in
price, and even with the possibility of rises in
the general price level. At the same time, how-
ever, this process is perfectly compatible —at
least in theory— with a situation of price stabil-
ity. For that purpose it is sufficient for the rise
in incomes generated and spent to occur at the
same rate as the rise in the physical quantity of
final goods and services.

Thirdly, if this process is to occur, it is
necessary for the working capital of the eco-
nomic system to be growing so that this con-
stant expansion in economic activity and in em-
ployment can be financed through the inev-
itable growth in money. This is an incomplete
summary of the explanation furnished by Pre-

bisch concerning the closed appropriation of
the increases in labour productivity made pos-
sible by the existence of an entrepreneurial
surplus.

4. ‘Closed’ appropriation and the
entrepreneurial surplus

With regard to the entrepreneurial surplus, de-
scribed in outline in the previous section, there
is one aspect which may perhaps require clari-
fication. It is theoretically possible to conceive
a situation where prices are falling in the same
proportions as productivity is rising, but where
nevertheless the entrepreneurial surplus per-
sists,

The sole condition for the existence of the
entrepreneurial surplus is that within each pe-
riod average total unit costs should be lower
than average unit prices. Prices may be declin-
ing at the same rate as unit costs, though always
remaining proportionately higher than the lat-
ter. This will permit the existence of a perman-
ent surplus in the enterprises together with
parallel declines in the prices and unit costs of
final products.

Let us assume a simplified situation with
only two social classes: on the one hand, entre-
preneurs/property owners/financiers, and on
the other wage-paid workers, If employment
grows at a rate of 3% and productivity at 2%, the
physical product will expand by 5%.

Let us assume that monetary wages per
worker remain constant; then total monetary
wages will increase by 3%. These wages, in our
simplified example, represent the totality of
the available income in each period; therefore,
if the quantities produced increase by 5% and
the incomes which will furnish demand for
them by 3%, prices will fall at the same rate as
productivity is rising,

In order for the surplus to disappear, it will
be necessary for prices to fall by 5%; in other
words, the fall in prices must correspond not to
the increased productivity, but to the in-
creased output.

In the development of Prebisch’s argu-
ment this difference is not always sufficiently
emphasized, although there are some passages
where it is stressed more clearly. Thus, for ex-
ample, Prebisch observes that:
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“In the upward movement of production
each circuit calls for more employment than the
one before, and, in consequence, generates
more income and more aggregate demand. And
this greater demand partly accounts for the fact
that the prices of the goods whose circuit is
completed do not fall correlatively with the
increase in production due to additional em-
ployment and higher productivity.”

Although in the example used here prices
fall correlatively with the rise in productivity
(2%), there will be a surplus because they do
not fall correlatively with the increase in output
(5%).% The workers appropriate all the in-
crease in productivity, but not all the increase
in output.

Obviously rises in productivity can also
undergo ‘closed’ appropriation, at least in part.
This means that it is conceivable that part of
these increases may be converted into a distri-
bution surplus, with no rise in the real wages of
the labour force. We shall endeavour to explain
this point in the next section.

5. Interrelations between the global surplus,
the distribution surplus and the
entrepreneurial surplus

The distribution surplus will be viewed here,
in a simplified manner, as the real income ap-
propriated in the form of rents by the owners of
property —rural or urban— and in the form of
taxes by the State.

Let us assume that only enterprises pay
taxes and rents, in addition to remuneration to
workers. This assumption raises the share of
wages in total income, which would be lower if
we accepted that wage earners also have to pay
rents and taxes. Likewise, if rent recipients
paid taxes, total net incomes in the form of rents

39 Rasnl Prebisch, “Sacio-economic structure and crisis
of peripheral capitalism”, CEPAL Review, No. 6 (second
half of 1978), p. 190.

401 order for prices to fall correlatively with the rise in
output of final goods, the value of the monetary income
required to produce this rise must remain constant. If in
period 1 the physical quantity produced is 100 units, and
the monetary income generated and spent is $ 1,000,
average prices will stand at 10. If the product doubles in
period 2, with a constant flow of incomes, prices will fall to
5 if all the income is translated into effective demand.

would decline by that same amount to the ben-
efit of the State.

The entrepreneurial surplus is the net
excess at the end of each economic period
which the enterprises hold as a balance after
payment of wages, rents and taxes. The global
surplus is the sum of the distribution surplus
and the entrepreneurial surplus at the end of
each period. Finally, the difference between
the total income (including profit) and the
global surplus should correspond to the earn-
ings of workers in the private sector.

This reasoning is carried out in terms of
real income, since the purchasing power as-
cribed to the possession of each monetary unit
of income remains constant. We will further
assume a situation of growing employment
with periodic increases in productivity.

In these general conditions it is possible to
conceive of a dynamic process in which the
growing labour force appropriates only part of
the increases in labour productivity, the re-
mainder of these increases being converted
into a distribution surplus and an entrepre-
neurial surplus.

Let us assume that average labour produc-
tivity —expressed in units of final product per
worker employed during the period— is
growing at a rate of 2%, and the number of
workers employed at 3%. This means that the
total number of units produced is growing at a
rate of 5%. If individual wages are growing at
1%, and employment at 3%, then total wages
will necessarily be growing at a rate of 4%. The
growth in wages is not sufficient to ‘absorb’ the
growth in the physical product. As a result, in
order that demand should not fall and that
prices should not decline, it is necessary for the
payments made by the enterprises to the recip-
ients of the distribution surplus to grow at such
a rate that, on the assumption of price stability,
it will be possible for global income to grow at
the same rate —5%— as the physical product.

This process can reproduce itself in a
stable manner, with the global surplus growing
more rapidly, and total wages more slowly,
than the total product.

The labour force appropriates only a part of
the increases in productivity, since average
individual money wages are rising at a rate of
1%, while productivity is increasing by 2%.
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Total unit costs and the general price level
remain constant because the physical quantity
of the final product is growing at the same rate
as monetary incomes. And the enterpreneurial
surplus is growing at more or less the same rate
as the total product.

In this example the entire rise in produc-
tivity is transferred to costs as aresult of arise in
the remuneration received by the owners of the

factors —wage earners and rent recipients—
and by the State. As a result, total unit costs
remain constant.

The distribution surplus, which in our
example grows faster than total wages, forms
part of the economic cost which must be borne
by the enterprises in order to constitute their
productive power, or, to put it more simply, to
be able to produce.

\%28

Development, disequilibrium and
the surplus in Prebisch

In this section we will pursue our examination
of the concept of the economic surplus which
remains in the enterprises, as recently ad-
vanced by Raidl Prebisch, which cannot be
separated from his general view of peripheral
development and his specific concerns re-
garding this broad range of issues.

The presentation of his argument is linked
with and old issue which has always been a
concern of his —the social forms of appropria-
tion of the benetfits of growing productivity.

Prebisch originally analysed this question
in order to subject to critical examination the
theory of comparative advantages which then
predominated in international trade. He
argued that productivity increases in produc-
tion of the manufactures exported by the cen-
tral countries led to a proportionally smaller
drop in unit costs because workers in the
centres had greater power to increase their real
wages in line with the rise in productivity. At
the same time he postulated that prices did not
tend to coincide with unit economic costs or to
decline in proportion to the falls in such costs in
the case of the manufactures exported by the
centres, because the income elasticity of
demand for those products was greater than
unity ¥

4l“Theoretical and practical problems of economic
growth” (E/CN.12/221).

Thus this difference between average
prices and unit costs with regard to each specif-
ic level of rising labour productivity led to the
‘closed’ appropriation of part of the benefits of
technical progress, either by the owners of the
factors of production, or by the exporting enter-
prises in the centres.12

The concept of the surplus now proposed
by the same author cannot be considered inde-
pendently of this background.

At the end of the 1940s these reflections
led him to adopt an unorthodox and controver-
sial position concerning the comparative ad-
vantages derived from the international divi-
sion of labour which began to take shape with
the industrial revolution. These same con-
cerns, now viewed from a difterent angle, are
now reflected in an equally unorthodox and
controversial approach to the concept of the
economic surplus.

2“The academic discussion, however, is far from
ended. In economics, ideologies usually tend either to lag
behind events or to outlive them. It is true that the reason-
ing on the economic advantages of the international divi-
sion of labour is theoretically sound, but it is usually for-
gotten that it is based upon an assumption which has been
conclusively proved false by facts. According to this as-
sumption, the benefits of technical progress tend to be
distributed alike over the whole community, either by the
lowering of prices or the corresponding raising of in-
comes”. Ratl Prebisch, “The economic development of
Latin America and its principal problems”, Economic
Bulletinfor Latin America, vol. VII, N.¢ | (February 1962),
p L
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In both cases he deals with the fact that
average prices and unit costs fail to coincide or
to behave symmetrically, and with their influ-
ence on the distribution of the benefits of the
growing productivity of human labour.#

Now, this phenomenon has been consid-
ered a temporary ‘anomaly’ because it clashes
with two fundamental aspects of the prevailing
economic approaches. The first is the claimed
tendency of the economic system to assume
positions of stable equilibrium; the second
relates to the prevailing theories of value,
either in their subjective marginal utility
version —specific to the neo-classical liberal
school— or in the classical and Marxian labour
theories of value.

However, the view of capitalist develop-
ment which is implicit in Prebisch’s theory
regards this discrepancy between prices, costs
and productivity levels as structural in nature
and inherent in the logic of the system. Hence
general disequilibrium is the very nature of the
system, and a necessary requirement for its
survival. More precisely, it is a condition for
the existence of macro-economic profit.

Notwithstanding the affimnations of the
neo-classical economists, macro-economic
profit is the central category which must be ex-
plained in the interpretation of capitalist devel-
opment. Any model or paradigm which does
not succeed in explaining profit will have left
aside both the basic motivation driving the
system and the essential source of the process
of accumulation. This applies to the static
model of perfect competition which, in condi-
tions of stable equilibrium, reaches the conclu-
sion that profit is nil. In short, for the neo-

43 prebisch distinguishes between two sources of pos-
sible changes in total unit costs: those which derive froma
change in productivity, assuming stability in the unit price
or income received by the owners of factors of production
—and especially workers— and those which derive from
changes in these real incomes. If the unit incomes of the
factors remain stable, the rise in real productivity will
automatically be shifted to costs, which will fall propor-
tionately, If incomes rise at the same time as productivity,
unit prices will not fall. Hence “if, in spite of greater tech-
nical progress in industry than in primary production, the
price relation has moved against the latter instead of in its
favour, it would seem that the average income, per capita,
has risen more in industrial centres than in the producer
countries of the periphery”. Ihid., p. 6.

classical school the tendencies towards posi-
tions of stable equilibrium mean that the in-
comes of the factors rise (or that prices fall) pari
passu with rises in productivity and permit the
appropriation of the benefits of technical pro-
gress by a broad spectrum of society, elim-
inating any surplus whose existence and man-
ner of appropriation would call in question the
equity of the system.

The labour theory of value also assumes
positions of stable equilibrium. Prices are pro-
portional to values, and changes in values are
inversely proportional to rises in productivity.
Under the ‘law of value’, goods are exchanged
in guantities proportional to their abstract
labour content. For Marx, the existence of a
surplus results from a phenomenon of exploita-
tion which is based on his theory of value, and
is perfectly compatible with a situation of gen-
eral equilibrium in all markets. What is more,
his theory makes it obligatory to proceed from
this situation of general equilibrium, as a proof
that the surplus is a phenomenon arising from
exploitation.

In short, the predominant theories of
value are valid only in stable conditions of
general equilibrium.

However, in such conditions the theories
do not account for the essential condition for
the existence of capitalism as a viable economic
system: that the macro-economic profit should
be positive in value.

Until our static and ‘economistic’ approach
to the mechanics of the process of attributing
value* is suitably modified, it will not be pos-
sible to understand the theoretical significance
of the solutions proposed by Prebisch for the
recurrent discrepancy between prices and pro-
ductivity level.

The concept of the surplus retained by the
enterprises which Prebisch postulates is
dynamic because its very existence, in the form
of macro-economic profit, depends on the
mechanisms which make its appropriation pos-
sible and which can only be understood
through a dynamic analysis.

4 We refer here to the process whereby a unit price is
attributed to the goods which are traded in the market.
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And this dynamic approach brings us to the
need to reconsider some basic macro-economic
magnitudes.

Within each period considered, the value
of the income which is generated is not equal to
the total cost of the product being offered for
sale. The difference between the two is, pre-
cisely, the entrepreneurial surplus.

Income measures a potential product or
productive power which has been constituted
but not yet consumed or realized; the product
measures a real volume of final goods which are
for sale, each valued at unit cost. However, the
two magnitudes are compared during each
period, and from their comparison stems the
entrepreneurial surplus. Once the goods are
realized the product, now including the macro-
economic profit, is the same as the income,

Before realization, the total value of the
product being offered for sale is equal to its cost
of supply, and corresponds to the incomes paid
for its manufacture.

In the circumstances of a development
process, which are those of interest to Prebisch
and those which are historically significant in
the analysis of capitalism, labour power is con-
stantly supplying a potential quantum of out-
put which is higher than the real ‘quantum’ it
can acquire with the incomes derived from that
transfer.

Marx would apply the term ‘exploitation’
to this phenomenon, arguing that the value of
the labour power is lower than the value of the
products of the labour performed by it. He
would consider the difference as surplus value,
and would explain it on the basis of his labour
theory of value, which is essentially static.

When Prebisch encounters the same
phenomenon, he elaborates a radically differ-
ent explanation. This explanation is not com-
patible with any of the theories of value cur-
rently in contention in the field of economic
thought. In order to understand this radical
change of perspective fully, it is necessary to
start from the concept of purchasing power.

Within each period, entrepreneurs use the
money they control —their own or borrowed
money— in order to buy commodities from one
another and acquire the services of the owners
of factors of production. The money thus used

behaves like capital.®® This generates two
effects which occur successively. Firstly,
within the same period monetary incomes are
generated which are the counterpart of a poten-
tial product that will exist only in subsequent
periods. Secondly, during subsequent periods
the final goods emerge which are the counter-
part of those monetary incomes, which have
already been generated and spent.

If we now replace our diachronic approach
by a synchronic one, we shall see that the in-
come generated within each period fulfils two
functions. The first is to measure the pur-
chasing power of the money-capital spent by
the entrepreneurs in order to secure the use of
the factors of production. The second is to mea-
sure the purchasing power of the income re-
ceived by the labour force and the owners of
the factors of production. When this money
leaves the coffers of the entrepreneurs for the
pockets of wage earners and the other owners
of factors of production, it constitutes the use of
capital and also the generation of income. The
purchasing power of this use of capital is mea-
sured with respect to the quantity and price of
the factors of production whose services have
been acquired. When it immediately* leaves
the pockets of the recipients of incomes (wage
earners, rent recipients, and so on) for the pur-
chase of final products, it becomes a use of
income or final demand. The purchasing po-
wer of this use of monetary income, or final
demand, is measured with respect to the quan-
tity and price of the final consumption goods
acquired.

A single monetary magnitude thus links
together, within a single time period, two real
magnitudes: that of the purchasing power of
the working capital spent to secure the use of
the means of production, and that of the pur-
chasing power of the income used to express
demand for final consumption goods.

Now, if we are in a situation of expansion,
with growth in employment, and if we assume

45 That is, capital in the form of money, which is applied
directly to production through the acquisition of means of
production or the right to use them.

Here we assume that there are no gaps in effective
demand and that the entire income is converted into final
demand within each period under consideration,
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that today’s production will be tomorrow’s
supply, the growing total monetary incomes
which are paid to the owners of the factors of
production, and in particular to wage-earning
workers, when immediately spent, encounter
supply whose overall cost is lower than that of
the incomes. The difference constitutes the
entrepreneurial surplus, whose value is the
macro-economic profit.

Prebisch’s theory concerning profit and
the entrepreneurial surplus had already been
vaguely sensed and outlined by a representa-
tive of utopian or pre-Marxist socialism.*” Both
the classical economists and Karl Marx, in
discussing value and surplus value, eliminate
explicit consideration of the time factor and
modify the nature of the reasoning. In addition,
their traditional contempt for monetary phe-
nomena, which they felt obscured reality, pre-
vented them from adopting the dynamic view
required in order to grasp this concept of the
surplus.

Prebisch’s reasoning explicitly reintro-
duces the time factor and is closer to the con-
ception indistinctly perceived by Sismondi
than to the classics or Marx, The idea devel-
oped in his two latest studies was foreshad-
owed in a short passage in the Economic
Survey of Latin America, 1949, where he stated
that: “It is obvious that the increase in income
has its counterpart in the value of the goods and
services the production of which yields this
income”. And he adds in a footnote: “This
statement is theoretically incorrect, as in any
process of increasing production the cash in-
come is always greater than the value of the
finished production™.®® In this way, as early as

17<A combination may arise, in opposition to land, of
the other two sources of wealth: life, which makes work
possible, and capital, which sustains it through the wage.
When these two powers are combined they jointly possess
a force for growth, so that the labour performed by the
labourer this year is worth more than the labour of the pre-
vious year, with which the worker is supporting himself.
Because of this appreciation, industry obtains a constant
increase in wealth which can either form the incomes of the
industrious classes or add to their capital”. J. Simonde de
Sismondi, Nouveaux principes d’économie politique, 2nd.
ed. (France, 1827), quoted in Pedro Bravo, ed., Socialismo
Premarxista (Caracas, Universidad Central, Instituto de
Estudios Politicos, 1961), pp. 72-73. (Emphasis added.)
Economic Survey of Latin America, 1949 (United
Nations publication, Sales No, 1951.11.G.1), p. 10.

1949, though not explicitly, he looks forward to
the machinery for the appropriation of profit.*

Another Latin American structuralist,
Celso Furtado, took up the same idea without
developing its theoretical implications, al-
though he outlined it fairly precisely. Furtado
states that: “Taking an industrial economy as a
whole, we find that within the value of each
article sold are included the payments for all
factors participating in its production. The
price of a yard of cloth is basically the sum of
the payments for labour (wages), capital (inter-
est, rents, lease of land, etc.), and the entrepre-
neur (profit). In paying for labour and other
factors in advance of sale, the entrepreneur
carries out a credit operation: he is advancing a
part of the value of a yard of cloth that is going to
be sold in the future. On the other hand, when
he sells his yard of cloth the entrepreneur gets
back not only those payments he has already
made but also an additional payment which
constitutes the profit. Hence this additional
payment amounts to a kind of credit operation
in reverse: it is an amount of income incorpo-
rated into the value of the yard of cloth sold, and
which remains in liquid form in the hands of
the entrepreneur. In other words, the profit
coming into the possession of the entrepreneur
is the counterpart of the value of other goods
tohich are being produced and have not yet
been sold” (emphasis added).

Unfortunately, Furtado did not elaborate
further on this idea, nor did he go deeper into
its scope and dynamic implications, which are
clearly related to Prebisch’s reflections on the
closed appropriation of the benefits of growing
labour productivity.

Nevertheless, the subject is of vital impor-
tance, because profit and the surplus are given
a dynamic interpretation which links them
indissolubly to the theory of economic devel-
opment.

¥ prebisch’s dynamic conception of the surplus is, so to
speak, ‘latent’ throughout his discussion of the economic
cycle and its influence on profits in the centre and the
perig)hery.

Celso Furtado, Development and Underdevelop-
ment, trans. Ricardo W. de Aguiar and Eric Charles
Drysdale (Berkeley, University of California Press, 1964),
p. 111,
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Without profit the very existence of capi-
talism is inconceivable, and profit cannot exist
in static conditions, as is clearly shown in the
neo-classical arguments which consider profit
as a transitory phenomenon arising from a sit-
uation of imbalance.

In Marx, profit is a phenomenon of exploi-
tation which is theoretically independent of
the dynamic conditions characteristic of eco-
nomic development. His theory, which is
unassailable on the ‘real’ level, encounters
insurmountable difficulties in the sphere of the
realization of commodities.>

Prebisch’s approach to the surplus helps to
clarify the shortcomings in these theories, and
enables us to draw greater benefit from their
useful elements.

The macro-economic approaches adopted
by Keynes, and particularly by Kalecki, made it
possible to view profit as a global magnitude
whose existence has to be explained. However,
the explicitly dynamic nature of this explana-
tion, and the conditions and mechanisms
which permit the recurrent existence of profit
at the macro-economic level, were not dealt
with by those writers.

Prebisch clearly faces up to this task,
which falls within the context of his more con-
crete and comprehensive concerns relating to
the development of Latin America. He makes
his reflections at a time when the, theory of
general equilibrium has reached a cul-de-sac,
and when this fact is beginning to be recog-
nized in the Western academic world.s

VII

The distribution of technical progress and its benefits

1. Background

Both the liberals —classical and neo-clas-
sical— and the Marxist school have endeav-
oured to establish a strict relationship between
technical productivity and prices and incomes,
Firstly, they have assumed that it is possible to
attribute to the participants in the process of
production specific shares in the product
which derive from their personal contribu-
tions. Secondly, they have postulated that the
economic system as such remunerates the par-

511t is true that the rate of relative surplus value tends
to grow as a result of a rise in the productivity of labour
engaged directly or indirectly in producing means of
subsistence for workers, which is undoubtedly a phe-
nomenon of development. But Marx’s explanation, we
repeat, is static because it takes no account of explicit time
lags between the spheres of production and circulation.
Moreover, surplus value in Marx can exist even if total
employment, output and incomes are not growing, while
for Prebish the expansion of current incomes is a necessary
condition for the existence of a surplus. Finally, for
Prebisch the surplus arises from a global macro-economic
disequjlibrium, and is then distributed among the various
economic activities. All this is viewed from a macro-
economic angle,

ticipants in the process of production with an
amount of income which has a significant rela-
tionship with that contribution from an ethical ,
point of view, Thirdly, the ethical aspect of this
relationship between productivity and income
is regarded as inherent in the logic of the
system and, for the Marxists, accounts for its
intrinsic wickedness, while for the neo-
classicists it stands behind the equity inherent
in the innermost logic of its operation.
Fourthly, the resulting recommendations for
action are, on the one hand, the radical transfor-
mation —generally by revolutionary means—
of an essentially pernicious economic system
or, on the other, the elimination of the institu-
tional or technical obstacles which make it dif-
ficult for a fundamentally equitable economic

%2 Kalecki has penetratingly examined more or less
related issues, such as the effect of a general rise in wages
on rates of profit. See “Class struggle and the distribution of
national income”, Kyklos (Basle), vol. XXIV (1971), fasc. I,
pp. 1-9.

" Nicholas Kaldor, “What is wrong with economic
theory™, Quarterly Journal of Economics, vol. LXXXIX,
No. 3 (August 1975), p. 347,
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system to achieve optimum levels of equilibri-
um and welfare.

Now, one of the objectives laid down for
this article was to suggest that no such strict
relationship exists between technical producti-
vity and prices and incomes. Firstly, because it
is not possible to identify the contribution of
each factor of production to the product.
Secondly, because even were such identifica-
tion possible, that would not automatically
imply a ‘merit which, from the ethical
viewpoint, would justify the attribution of that
part of the product to the owner of the factor.
Thirdly, the logic of the capitalist system is
such that the payments received by the owners
of factors of production are not strictly derived
from the contribution of those factors to produc-
tion, but from the combination of technical
factors in the sphere of productive power with
social factors in the sphere of purchasing po-
wer. Fourthly, intrinsic virtues or vices cannot
be attributed to the market mechanism. It is an
impersonal mechanism which expresses in
terms of value —general purchasing power—
the distribution and use of the forms of power
which stem from the social structure.

We will now endeavour to elaborate on
these propositions somewhat more tully.

Our starting point is to deny that a strict
relationship can be established between the
technical productivity of a factor of production
and prices and incomes generated. We have
already seen, following Prebisch, that there is
no symmetry in the behaviour of prices and
technical or real productivity levels at the level
of each unit of production. This is due to the
fact that the income elasticity of monetary
demand for a good depends on certain basic
regularities in the behaviour of consumers
which lead to asymmetrical expansion in the
structure of their ‘baskets’ of consumption.
However, these asymmetrical orientations
cannot be understood or formulated without
prior knowledge of the distribution of mone-
tary income, Strictly speaking, the causal rela-
tionship is more complex, and takes the form of
the existance of economic and not merely tech-
nical productivity which is expressed in units
of purchasing power.

While changes in prices do not symmetri-

cally reflect changes in productivity, changes
in total unit costs do not do so either. In fact,
costs can vary for technical reasons —changes
in needs for a factor of production per unit of
product— or for economic reasons— changes in
the incomes received by the owners of the
factor as a result of changes in their purchasing
power. These changes in relative purchasing
power in turn reflect the complex power rela-
tionships which derive from the social struc-
ture. This is clearly incompatible with the
theories of value formulated on the basis of
positions of general equilibrium.

In_the case of the marginal utility school,
equilibrium and full employment are assumed
in conditions of perfect competition. Conse-
quently, the production function necessarily
reflects the relative provision of the factors of
production, since all available factors are
occupied. To ensure the logical consistency of
this fiction a number of assumptions are neces-
sary, including the assumption of perfect tech-
nical substitutability of one factor of production
by another. Consequently, the technical phe-
nomenon is successfully reconciled with the
economic phenomenon. Firstly, according to
the technical law of diminishing returns, or
variable proportions, as the relative abundance
of a factor increases, its contribution to the mar-
ginal product declines. Secondly, under the
economic law of supply and demand, as the
relative abundance of a factor increases, its
price or remuneration tends to fall, and vice
versa. The point of equilibrium is decided
upon by entrepreneurs, who contract factors up
to the point where the value of their marginal
product is equal to their price. However, in a
macro-economic production function, the stock
of capital can only be expressed in values, and
this act of attributing value to capital, under-
stood as a factor of production, demands knowl-
edge of the relative prices of capital goods. But
at any moment in the economic process these
relative prices of capital goods depend on the
value of the product to whose manufacture they
contribute. In this way, under the neo-classical
approach, we have a tautological production
function in which calculation of the value of the
social product demands knowledge of the
value of the inputs of capital goods, and calcula-
tion of the value of those capital goods demands
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knowledge of the value of the social product.5
This tautology shows that the economic pro-
cess is not self-contained in its technical and
mercantile relations, but that the value of the
factors of production depends on the positions
of power in the social structure occupied by
those who control the factors, and these posi-
tions are reflected in the personal distribution
of monetary income. The power relations
which derive from those positions also deter-
mine the allocation of techmical progress,
which constantly modifies the productivity of
the factors.

In the labour theory of value too, and espe-
cially in the Marxian version, the technical
phenomenon is successfully harmonized with
the economic phenomenon, but on the basis of
very different reasoning.

Here we shall refer exclusively to Marx,
because his argument enjoys particular recog-
nition in extensive academic circles. Marx
holds that the value of a good is equal to the
amount of labour socially necessary in average
technical conditions to produce it. Conse-
quently, if we accept the equivalence in ex-
change postulated by the ‘law’ of value, prices
will vary proportionately with values, and
accordingly there will be open appropriation of
technical progress and its benefits. The law of
value operates only in conditions of general
equilibrium; if prices fall more than propor-
tionately compared with values, for Marx this
will mean that an ‘excessive’