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THE ENERGY CHALLENGE* 

E n r iq u e  V. Ig les ia s**

THE DEBATE ON STYLES OF DEVELOPMENT

T he subject of styles of developm ent is not foreign to us, nor has it only recently becom e one of 
C E PA L ’s concerns; it has been one for some time. Originally serving as an analytical category to 
d isp el the anxiety of econom ists over the social failure or ineff iciency of growth processes, it later 
acquired elem ents developed in the expanded international discussion o f the various dim ensions 
of d evelop m en t The debate on developm ent has thus been forced to follow the pronouncements 
of scientists w hich were publicized at a very opportune moment indeed by the work o f the Club of 
Rom e, through w hich  the discussion on the meaning for humanity of the depletion o f natural 
resources or the appearance o f physical restrictions on the process o f econom ic growth was 
brought up at the international level. These facts im plied not only a scientific, but also an 
econom ic, social and political challenge, and at those levels the need to examine the styles o f  
developm ent which exert irrational pressure on natural resources and challenge physical 
restrictions was raised and discussed.

But the scientific questioning of developm ent styles is not the only approach to them. Other 
discussions, from different vantage points, provide new angles from which to analyse in various 
ways the predominant style of developm ent and to search for alternative styles.

I have just m entioned one of these approaches: the social angle. In discussing the social 
efficiency  o f growth, w e condemn the inability of the reigning style of developm ent to solve the 
social problem s of Latin America and of the developing world in general.

Another angle from which both the econom ic and the social efficiency of styles of 
developm ent in underdeveloped countries have been challenged vigourously is that of the 
“population problem ”; that is, the explosive growth of the population and of urbanization, with all 
the concom itant problems that these phenomena have entailed.

T he subject o f technology functions in the same way. Conservationists, who have been  
concerned with this subject for many decades, have always drawn attention to the consequences 
that developm ent styles based on the massive incorporation of modern technologies into 
backward societies could have as a potential source of aggression against their cultural patterns, 
lead ing consequently to the alienation o f man from society and nature.

Another angle from which developm ent styles in the developing world are being discussed is 
that of the autonomy o f developm ent, a subject which was not only raised at the ideological level 
in theories about imperialism and other related approaches, but has also been expressed in the 
political sphere through the process o f decolonization and the explosion of the Third World onto 
the international scene. In the light o f this concern, autonomy of developm ent is another angle 
from w hich the particular characteristics of a certain developm ent style can be evaluated.

But irrespective of the angle from which one view s it — society, technology, culture or 
autonomy o f developm ent— the debate on developm ent styles is extremely important in that it 
allow s developm ent to be appreciated fully and brings out the w hole range and complexity of the 
subject. E ven more importantly, it highlights the essentially political aspect of developm ent

*The ideas presented in this article were formulated during a mission on co-operation in the field of energy with which 
the author was entrusted by the Secretary-General of the United Nations. They were presented at the CEPAL/UNEP 
Regional Seminaron Styles of Development and Environment in Latin America, held at CEPAL headquarters, Santiago, 
from 19 to 23 November 1979.
**Executive Secretary of CEPAL.
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processes. In reading the inspired reports prepared at the Founex and Cocoyoe m eetings or by the 
D ag Hammarskjold Foundation, in which alternative styles oí developm ent are discussed, one 
feels that they all have one basic limitation: although all are brillant in diagnosing the problem  
and analysing the various aspects of its possible solutions, none has stated that basic political 
definitions are at the root of it. The crux of the matter is whether social organization (and the basic 
political forces which uphold it) can truly bring about the changes which must be introduced in 
d evelopm ent styles in order to achieve the goals which these documents propose. It is precisely  
in the political capacity to achieve these transformations that the greatest challenge lies.

It is in this context that I wish to turn now to the subject of energy, which has recently 
concerned me personally, and which is another of the angles from which the styles of 
developm ent currently predominating in the world can be examined.

THE ENERGY PROBLEM: GENERAL CONCERNS

To begin , I w ish to clarify some of the remarks made previously. Firstly, I am not an expert on 
energy, and therefore I shall merely attempt to convey the impressions of one who exam ines the 
problem  from the econom ic point of view. Second, I shall attempt to approach the problem by 
identifying the main challenges to be faced by developing countries in the years to com e, and to 
consider the options these societies may have, with special regard to the Latin American 
countries.

T he influence o f energy on the prevailing style of developm ent has already been pointed out 
by Osvaldo Sunkel.1 There is no doubt that the type of energy which mankind has preferred to use  
in past years has set its stamp, in one way or another, on both the developm ent style and the 
lifesty le  o f all the countries in the world. Under this style, econom ic developm ent was stimulated  
m ainly by technological achievem ents, which in turn depended closely on the energy base 
available. It was the developm ent of these new technologies which facilitated the unprecedented  
flow ering of the productive forces of humanity.

O bviously, this developm ent style and the technological change which sustained it were 
m ade possib le by the provision of a new type of energy, hydrocarbons, which for many decades 
was characterized by its relative abundance, the flexibility with which it could be used in various 
patterns of technology and, especially, its low cost.

This developm ent style based on the introduction of new and cheap forms o f energy  
facilitated the attainment by today’s societies (or at least by their élites) o f the levels o f w ell-being  
w hich  they currently enjoy. One quarter o f humanity was thus able to reach unprecedented levels  
o f living with extremely “sophisticated” technological advances based, of course, on the provision 
o f cheap energy.

Clearly, the developing countries were influenced by a developm ent style and type of 
technology based on these abundant and cheap sources of energy. And this life style gradually 
penetrated w ith particular virulence into certain groups of our societies, since the imitation of  
more opulent societies made us susceptible to all the forms of consumerism they had developed. 
In this way, W estern civilization, or at the least its external trappings, penetrated to all com ers o f  
the earth, the every community and culture, and included all societies under identical rules o f  
production and consumption which could thereafter no longer survive without the energy base 
w hich  had sustained them for a number of decades.

In 1973 came the “energy crisis” , which had two important effects. The first was that, through 
an intelligent association of the petroleum-producing countries, the above-m entioned cycle  
based on cheap energy was brought to an end. The industrialized world had developed over the

*See h is rep o rt “ Los estilos de  desarro llo  y e l inedio  am bien te  en  el proceso h istórico recien te  de  A m érica L atin a” , 
p re se n te d  a t th e  reg iona l S em inar m en tioned  earlier.
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past thirty years through the continuous extraction, at greatly reduced cost, of a resource located  
m ainly in the developing countries (the Arab countries produce 70% of the world’s supply of 
hydrocarbons). The second effect of this crisis was to reveal for the first time the danger that the 
growth of hydrocarbon reserves would fall behind the growth rate of consumption o f that resource 
and that during the next decade it would be difficult to maintain the world energy balance if  the 
current growth rate o f consumption continued. Indeed, if  that rate is maintained in future years 
w e w ill be in grave danger of facing an international fuel shortage and at some point before the 
en d  o f the century the production curve could start to decrease. This situation raised a very serious 
quandary for a civilization which had drastically transformed its energy balance, was depending  
less  and less on coal, and was nourishing its rapid expansion mainly on hydrocarbons. This was 
what was called  the energy crisis.

All the consequences of this crisis, and not merely its impact on balance-of-payment posi­
tions, m ust be considered. It is undoubtedly one of the most complex and dramatic crises o f the 
century, and should be approached from various angles.

Firstly, w e are facing a technical problem, because essentially w e must determine what 
hum anity’s options are when faced with the possible exhaustion o f a source which is the mainstay 
of the current energy balance.

It is an econom ic  problem, because whatever energy options the future may bring us, the 
price o f  the various sources of energy w ill be much higher than at present, since substitute sources 
of petroleum  cost much more than the traditional sources on which humanity has based its 
d evelopm ent in the last few years.

It is a p o litica l problem because, for the first time, the developing world is reversing the 
traditional relations o f dependency and is working together to obtain a higher price for one o f its 
basic products through an exceptional demonstration of political organization which has allow ed  
the Third World to react intelligently and to place North-South relations, also for the first time, on 
an interdependent rather than dependent basis.

It is also a psychological problem because, as I see it, either by the force of events or the w ill 
o f the participants, one of the most formidable international information machines has been  
created and is forming images in the public mind which may distort the reality of the facts. 
Through these images, it is sought to attribute the responsibility for the current international 
econom ic crisis solely  to the petroleum-exporting countries, which can only be explained as the 
result o f  an unfortunate distortion o f international public opinion which fuels passions and makes 
any form o f constructive international dialogue much more difficult.

Finally, it contributes to the generation o f broader political problems, for w e cannot ignore 
that beh ind  the subject o f petroleum lie political problems which transcend it. It is w e ll known 
that petroleum  has often been  used as a weapon to achieve other political objectives, and that 
petroleum  strategies are directly involved in the whole political crisis in the M iddle East.

At all events, the balance of forces in the world has been  changed, thus giving this discussion  
an entirely new  character and making the question extremely complex. For it is not a purely 
technical problem; rather, it is at once an economic, political, psychological and information 
problem .

In spite o f the numerous aspects of the energy crisis, I feel that its most important trait is the 
uncertainty w hich  it has created on a world scale. It is precisely this uncertainty that makes an 
international dialogue essential, and the separate groups of countries must be brought together to 
d iscuss their respective interests and search for ways to co-operate for their mutual benefit,

FACTS AN D UNCERTAINTIES OF THE ENERGY PROBLEM

Am ong this vast range o f uncertainties, there are some facts which deserve special attention.
T he first fact is that the production of hydrocarbons is approaching econom ic limits w hich  

cou ld  m ean that in the next decade and until the end of this century, there w ill be a severe
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im balance betw een  supply and demand, with serious danger of temporary shortages and 
trem endous vulnerability to any type o f international conflict. The political crisis in Iran has 
recently  shown the extent to which w e are treading an extremely narrow path betw een supply and 
dem and, w ith severe fluctuations which could lead to permanent tension in the world markets 
during the com ing years.

Second, the cost o f energy resources w ill continue to rise throughout this period, and w ill 
approach the cost o f replacing them. Naturally, the cost increase may take various forms and w ill 
not always continue at the same rate: it might be very rapid for the next two or three years, and 
then  proceed slow er and more gradually. But one fact which the entire world accepts is that 
energy costs w ill continue to rise in real terms. Up until three years ago, it was believed  that the 
m ain goal in increasing prices would be to keep pace with the rate o f inflation, but now I think that 
costs w ill continue to increase in real terms also. Some people contend that a real annual increase 
o f 3 to 5% can be expected for the next decade; com bined with the world inflation rate and the 
fluctuations in the most important currencies, this could lead to heavy increases in the world  
petroleum  bill. This hypothesis presupposes that petroleum prices w ill double in nominal terms 
every few  years and is certainly far from being the most pessim istic projection, if  the recent 
behaviour o f prices is taken into account.

Third, if  the prices o f energy resources climb faster than world inflation does, petroleum gluts 
and financial surpluses w ill becom e a common phenomenon in the future, especially in some 
countries. This w ill mean that international money markets w ill be influenced by surpluses o f 
historically unprecedented magnitude which w ill play an important role in the world econom y, 
dep en din g upon what recycling machinery is adopted, either through the traditional methods of 
the past or through new  ones which might be developed through international co-operation.

Fourth, increased prices w ill lead to conservationist policies, even though their results w ill 
not b e im m ediately apparent. At best one can say that technology has shown that with appropriate 
p o lic ies, normal consumption levels can be reduced by 20 to 30% in future years. This reduction, 
although extrem ely important, w ill not solve the fundamental problems, however.

Fifth, everyone agrees that the developing world's ability to decrease its consumption o f  
energy is greatly inferior to that o f the developed world. D eveloping countries need much more 
energy than they are currently consuming, and w ill probably have to increase their rates o f energy  
consum ption much faster than their growth rates, which must be increased in the future if  the 
d evelop in g  world is to solve its econom ic and social problems. In other words, these countries 
cannot significantly contain or restrict their energy consumption without hampering their 
develop m en t processes. In the developed countries, on the other hand, the margin for reduction  
o f energy consum ption is much wider since, because o f the degree o f developm ent achieved by 
their econom ies, their consumption of energy can increase more slow ly than the product does.

Sixth, although there are other extremely important sources of energy, among which coal and 
nuclear energy are especially promising, it w ill take some time before they can be effectively  
utilized . Any investm ent in the nuclear field takes ten to fifteen years to start giving its fruits, and 
other foreseeable options, such as the liquefaction of coal, w ill also require fifteen years to affect 
the market supply. There are extremely promising possibilities in the area of renewable 
resources, but their effects are also difficult to forecast, at least in terms of commercial 
exploitation. In other words, there is no reason why petroleum should cease to be fundamental to 
the world provision o f energy in the future, and consequently hydrocarbons w ill continue to make 
up over 50% o f the world energy balance.

T hese are the facts w hich are generally accepted. Now let us consider the controversial 
matters.

N o one knows exactly what the world’s real capacity for hydrocarbon production is, in spite o f  
the fact that there are said to be extensive as yet untapped deposits. Apparently, there are 
resources in many regions, including Latin America, but the econom ic and technical difficulties 
o f exploiting them  are still unknown. T hese resources would facilitate surmounting the
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lim itations w hich the world is facing in the provision o f energy products, but would notallow  the 
present share o f hydrocarbons in the total supply to be maintained.

W e know that there are extensive resources in the world for use in the generation o f atomic 
energy, but this is a field  fraught with great uncertainty because of plant security, the advantages 
and disadvantages o f the different technological options, the disposal of radioactive wastes and 
other related problems. In this field, w e again confront not only an econom ic problem but also a 
technical, political and psychological one, as indicated by the great variety o f opinions currently 
h eld  on the subject in different countries.

T he other great uncertainty involves the application o f energy policies. The North does not 
agree as to what is the best way to handle this matter. There are two schools o f thought: those who 
fee l that the market w ill solve these problems and that prices should therefore be allow ed to act as 
the m ain regulator, and those w ho demand more and more insistently that voluntary or 
interventionist measures should be adopted, including even rationing, as the President o f the 
U nited  States has proposed: a heresy that is hard to accept for those who worship the power o f the 
market.

LONG-TERM PROSPECTS

H aving said this, and without going into further detail, the problem seem s to present itself in two 
phases: the long-term challenges, and those which w e must face in the transitional period.

Looking at the long term, and assuming that my interpretation o f what the technical experts 
say is correct, w e can be fairly safe in taking a historically optimistic view . I think that mankind has 
begun and w ill greatly increase an unprecedented effort to acquire new technologies. Certainly, 
the twenty-first century w ill have a more solid energy base than the twentieth does, and it is very 
p ossib le that w e w ill then have solutions that are currently unavailable —firstly, because the 
technological progress and magnitude o f investments currently being contemplated both in the 
public and private sectors are enormous, and second, because I feel that discoveries are being  
m ade, such as nuclear fusion and others, which w ill facilitate using renewable sources o f energy  
that may have virtually unlim ited possibilities. Therefore, it is perhaps not rash to toy with the 
hypothesis that the options which w ill be available to humanity in the future w ill be much better 
than w e  can currently anticipate. But this is a hypothesis that can be tested only when the twenty- 
first century arrives.

Another field  in which important experiments are being carried out, especially in the Soviet 
U nion, is the generation o f hydroelectric power and its tránsmission over long distances. Man w ill 
soon b e  able to transmit electrical energy very efficiendy over thousands o f kilometers; he must 
m erely await the dissem ination o f these technologies and the procurement of the investments 
necessary to put them into practice.

T he progress being made in the technology of coal transformation is another promising fact, 
as is solar energy, which is developing in the same direction.

With regard to renew able sources o f energy, the Brazilian “green energy” experim ent is full 
o f prom ise and one o f the most outstanding options that I have seen. Brazil is using agricultural 
and forestry products or wastes to generate new forms of energy which could becom e a major 
substitute for current liquid fuels.

Nor must w e forget the progress being made in social organization. The public is develop ing  
greater sensitivity to the need  for conservation policies, and this w ill mean that in fields such as 
transport and urban organization, society w ill opt for technologies based on alternative energy  
solutions or, in the industrial sector, new , energy-saving techniques,

I fee l that all these elem ents justify some historical optimism, based on the group of 
alternatives w hich  w ill allow  us to confront the energy problem on a long-term basis.
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THE TRANSITIONAL STAGE

H ow ever, the energy problem is much more difficult during the transitional period. L et us 
consider the facts o f this matter.

First o f all, as just stated, there is no doubt that during this period the consumption o f  
hydrocarbons w ill continue to be basic for the functioning of society. All,the possible options w ill 
bear fruit only in the long term, with a few  exceptions such as, perhaps, “green energy”.

Second, prices w ill continue to increase, and increase they must. I think that a major error of  
recent years has been  to have allowed prices to decrease in real terms after 1973. The world must 
b ecom e accustom ed to the idea that with a scarce and non-renewable resource like petroleum, the 
only solution is to increase its price until it reaches that of other substitute forms of energy. If w e  
agree that the price of these other forms o f energy is higher than the current price of hydrocarbons, 
there is no reason, either econom ic or technical, to b elieve that prices should not continue to rise 
system atically. The question of how they should rise, at what pace and under what types o f 
international agreements, is another matter.

Third, the importance o f a less-discussed but perhaps more important subject should be  
stressed: the investm ents that will be required during the transitional period until a new  type o f 
world energy balance is reached.

Currently, the world has three major reference costs. There is the reference cost o f light 
petroleum  (Saudi petroleum), the extraction o f which requires investments fluctuating around 
US$ 2,000 per barrel of daily production (in 1978 dollars). In addition to this type o f petroleum, 
w hich  constitutes the bulk o f the world’s production, w e have petroleum from those countries that 
m ust pay interm ediate costs ranging from US$ 6,000 to 8,000 per barrel. Finally, there is a small 
m inority o f cases, including that o f Alaska and the countries which must extract fuels from 
subm arine areas, w hich require investments already totalling US$ 20,000 per barrel.

T he share o f these different sources in the world provision of hydrocarbons is changing 
significantly. The most expensive sources of petroleum w ill continue progressively to replace the  
m ost inexpensive ones. Sim ultaneously, producers w ill have to take account o f the investm ents, 
generally  higher, required to exploit new  sources of the resource, which w ill determine the price 
for replacing the resources currently being exploited. All o f the above w ill strongly influence the 
cost structure o f this product, and consequently basic costs w ill shift. According to some reliable  
estim ates, the petroleum  w hose extraction currently costs some US$ 2,000 must generate 
resources to cover investments o f approximately US$ 6,000 per barrel, w hile petroleum which  
currently costs US$ 8,000 must finance investments of US$ 14,000, and it w ill also be necessary to 
obtain petroleum  through the third type of extraction, which w ill entail investm ents o f  
approxim ately US$ 30,000 to US$ 35,000 per barrel. In other words, a production o f 250,000  
barrels per day, w hich in a country like Saudi Arabia currently requires an investm ent o f US$ 500  
m illion , w ill in ten years require investments of approximately US$ 5,000 m illion, both for new  
sources o f  energy and conventional ones.

This im plies a spectacular change in the world’s demand for hydrocarbon investm ent 
resources, which w ill be accompanied by similar changes in other fields. There is general 
agreem ent that the investm ent effort which mankind w ill have to make to confront the energy  
challenge in the future w ill assume spectacular proportions. Whatever hypothesis on the world  
energy balance is assumed, mankind w ill have to multiply by five or six the sums currently 
allocated to develop ing the sector. This is an extremely important fact which must be kept in mind  
w h en  analysing the future o f Latin America.

Sim ultaneously, another phenom enon exists: the persistence and growth o f huge financial 
flows. Last year, all the countries in the world com bined paid a petroleum bill o f approximately 
US$ 240,000 m illion, of which OPEC received US$ 210,000 million. O f this amount, US$ 50,000  
m illion  w ent to the Euromoney market and the rest was spent on imports, primarily from the 
industrialized world, which is by far the greatest beneficiary of these surpluses because it
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capitalized intelligently on their growth. Oí the US$ 50,000 m illion channelled through various 
forms of international recycling, the major part went to the Euromoney market, which naturally 
provided financing amounting to a much higher figure and received a significant portion of the 
financial surpluses obtained by the OPEC countries. Ultimately, the international private 
banking system was the main provider ofthe financial resourses used to balance the deficit in the 
external accounts of the various countries ofth e world, especially the developing countries. Last 
year, these financial requirements came to US$ 8,000 million in the case of Mexico, US$ 6,000  
m illion  in Brazil, US$ 3,500 m illion in South Korea and China, US$ 2,000 million in Argentina and 
Taiwan, etc.

This extraordinary state of international liquidity is currently one ofthe main problems ofthe  
world econom y because ofthe uncertainty that it creates, but at the same time it has com e to be the 
main source o f financing for many countries in the world. The member countries of OPEC will 
continue to contribute a substantial portion of these resources, especially since some of them w ill 
have a perm anent surplus because within their own frontiers they are unable productively to 
absorb investm ents o fth e  size which their petroleum income makes possible.

This means that throughout the transitional period, balance-of-payments crises w ill be the 
order of the day for many countries. It is impossible really to predict what forms these crises w ill 
take, or what should be done to manage them, because the prices of other products are changing  
along w ith petroleum prices. Furthermore, the prices of food and other com modities, 
manufactured goods, and especially capital goods are also increasing. The developing countries 
have reacted differently to these situations: some, such as Brazil, India and Yugoslavia, which  
have large deficits, have launched ambitious policies for expanding their production and exports 
o f manufactures. Others are exporting their manpower to the Persian G ulf and are receiving  
im pressive sums from remittances made by their emigrants, which often exceed the yield  of their 
exports. Both groups of countries are beginning to build their own defences, but other countries 
are in a com pletely hopeless situation because they have no manufactured goods, lack the 
conditions necessary to send their workers abroad and also lack access to international money 
markets. Thus, very different situations exist in the world and make this subject a multifaceted  
one at the international level.

At all events, today there is a very clear feeling that the new investment drive in the world w ill 
m ainly benefit the developed countries, which are capable of developing new technologies and 
spearhead industries and using them to penetrate international markets.

T he develop ing countries, in my view, fall into three categories. On the one hand there are 
the largest countries, which also have large solutions and are a category in them selves, such as 
Brazil, India, Yugoslavia, and to a large extent the countries of Western Asia and ASEAN, whose  
econom ies operate on the basis of schem es which have been successful so far. Certainly, these  
countries are not likely to becom e a general model, although they have brought their own  
solutions to the question, for instance increased exports and access to international m oney 
markets. At the other end are the smallest countries, the poorest of the world, w hose consumption  
of energy is extrem ely low and w ill continue to be so in future years. These are in a sense the most 
h elp less of all, although the rate of their developm ent process does not create excessively high  
energy requirem ents and they may continue, at least in some sectors, to use non-commercial 
sources of energy. Finally, an intermediate group of countries, including the Latin American 
countries in general, are the worst off of all, because they have a developm ent style imported from 
the industrialized countries, with an accelerated rate of urbanization and industrialization, an 
autom obile-based civilization that has penetrated into their most remote areas, and cultural 
im itations of every kind, but without the ability to defend them selves which the larger countries 
have.

This explains why the initial reactions to this difficult international situation came from som e 
Latin American countries which have experienced the consequences of the energy crisis more 
acutely than other developing countries. These reactions were provoked mainly by the public
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sectors and by those social groups which felt most heavily the weight of the adjustment measures 
required during the above-m entioned transitional period. As if that were not enough, this all took 
place w ithin  an international climate strongly affected by inflation and the stagnation of the 
industrialized econom ies. The growth prospects of the Organization for Economic Co-operation 
and D evelopm en t (OECD) are bleak and disturbing, and because of the perplexity regarding the 
evolution  of the world econom y, solutions are uncertain or are constantly overtaken by events.

In sum, no machinery to confront these phenomena is in sight. The only solution put forward 
so far seem s to be a slightly naive revival of neo-monetarism: an attempt to overcome the 
K eynesian rules o f the 1930s which have been  shown to be efficient in weathering the financial 
storm, but incapable of rebuilding the real econom ies of the countries of a world in crisis w hile  
sim ultaneously controlling inflation. They are excellent strategies for achieving deflation, but 
ineffective for promoting the ordinary and stable growth of the central econom ies.

B ecause o f this, it is a source of great satisfaction to note that new  trends which stress the 
structural adjustment o f supply are now appearing. These theories, which seem  novel in the 
U nited  States, are w ell known here in CEPAL, where they were adopted many decades ago. But 
w e live in a world o f great complexity which is re-applying older formulas that do not give the 
desired  results and is heading uncertainly towards the search for new  solutions.

W e must prepare ourselves to face a decade which is dominated by a difficult econom ic  
situation and throughout which inflation and stagnation w ill probably continue to coexist. This 
w ill m ean a much more serious situation than that of 1973, because it must not be forgotten that in 
that year the econom ic situation was comfortable: our countries had a relatively low level of debt 
and a much better ability to react.

WHAT CAN WE DO?

W e must now face the obvious question, and here I shall argue for an equally obvious theory: 
firstly, out o f moral conviction, second on account of my personal beliefs, and third, because I am 
an official of the United Nations, which believes absolutely in dialogue. This position may seem  
overly idealistic in a world where not everyone is in favour of dialogue and where, on the contrary, 
there seem  to be forces working in favour of chaos, which would mean a gloomy future for 
hum anity. Unfortunately, if  the current systems persist w e may not be far from chaos, and perhaps 
som e irrational forces may be thinking that this is the only option at present. For this reason, 
com m on sense and the vision of great political leaders must prevail against what could becom e a 
real holocaust, if  a true international dialogue is not established.

I b e liev e , then, that dialogue is absolutely essential and, furthermore, that it is possible, 
because for the first time w e have conditions that w ill allow the various sectors involved in the 
matters b eing  discussed  to seat them selves at a single table, bringing to it a range of interests 
w hich  can be reconciled through negotiation.

W hat the developed  countries want today is an orderly evolution of the world econom y and 
international prices: in other words, they are interested in the possibility of restructuring the 
world econom y on a joint basis. What the OPEC countries want is that the world should respect 
their right to defend the value of their natural resources, so that they can gain the technological 
resources required to develop their econom ies and can guarantee their supply of food. The non­
oil-exporting develop ing countries, for their part, want to acquire the elem ents necessary to 
survive the current crisis and to be able to promote the developm ent which w e all desire. All o f  
th ese  interests could be reconciled in a well-organized dialogue.

In order to make this dialogue possible, however, I believe that the international community 
m ust first accept certain principles and second, certain a ttitu d es , which are primarily political.

Som e of these principles, which I see as basic and upon which any international dialogue 
m ust be founded (a dialogue which must take place within the framework of the United Nations), 
are the following.
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Firstly, w e must recognize that there are no alternatives to a global dialogue. Here w e must 
w eigh  the specialized  interests of the industrialized countries, which wish only to discuss the 
question of energy, against those of the developing countries which contend and rightly so, that 
the d ialogue should be global. I believe that at this point further discussion becom es academic: 
there really is no way to avoid a global dialogue, since if  w e sit down at a table to discuss only  
energy problem s, w e cannot com plete the discussion without also considering world inflation, 
the functioning of money markets and the prospects for econom ic growth. In other words, the 
dialoge w ill im m ediately take on global dimensions.

T he second principle is that during the transitional period, the countries which can make the 
greatest contribution towards the orderly developm ent o f the process are those which currently 
consum e the greatest energy resources: the developed countries. It is useless for the developing  
w orld to save on electric light bulbs if the United States, which continues to consum e one-third of 
the w orld’s energy, fails to reply with clear and resolute conservationist actions. In other words, a 
d ecisive  contribution to an energy conservation strategy can only be made by the industrialized  
countries, and above all the United States. I think that if  w e agree on this matter, the international 
dialogue w ill have a much better chance of success.

Third, as w e have said, w e must accept the fact that the cost of fuel w ill continue to rise, since  
this is the only way to ensure that the world w ill awaken from the unreal, irresponsible dream in 
w hich it has slum bered for the past thirty years, during which it based its entire developm ent 
process on the provision of an inordinately cheap source of energy.

T he fourth principle is that there can be no dialogue unless certain global responsibilities 
w hich are incum bent upon humanity as a whole are accepted. The first responsibility involves the 
world balance-of-payments position. It is senseless to insist that only the OPEC countries, in the 
case o f the Third World, can solve this problem, when it is clear that in reality it can only be solved  
through the com m itm ent o f the entire international community. The subject of investm ents is 
lik ew ise  a global one and represents a challenge which, in my view, could be much more 
important than the problem of the balance-of payments positions. The world must accept that 
energy investm ent im plies a responsibility for the entire international community. It is 
debatable, to say the very least, whether Algeria or Venezuela should invest their petroleum  
surpluses in the developm ent of new sources of hydrocarbons when this petroleum w ill be 
consum ed by Europe or the United States. In the final analysis, this investm ent is the joint 
responsibility  o f the major consumers. This is a new idea in the international community, but w e  
m ust continue to develop it. On the other hand, if the developing countries can increase their 
energy investm ents w hile simultaneously sustaining their development, the demand on world 
energy markets w ill decrease, thus facilitating orderly market developm ent and decreasing the 
pressure on scarce resources. This w ill be in the interests of the industrialized countries, which  
are responsible for 90% of the world demand for hydrocarbons.

Furthermore, the investm ents which w ill be required in the petroleum sector are so large that 
u nless the principle of world responsibility for them is accepted, the petroleum-producing 
countries and the develop ing countries w ill have to contribute beyond their means, for the effort 
w ill com pete strongly with their global investment needs. This is a fundamental matter for Latin 
America, and I w ill return to it later.

T he third global responsibility involves technology, and here w e face one o f the greatest 
challenges. According to the statements made during the recent Vienna conference, the 
international com munity must accept that technological progress is, by definition, the common  
heritage o f mankind. The technological efforts being made at present must be expanded and 
transferred, especially  to the developing countries,

I b e liev e  that the responsibility for managing the international money system is also global, 
and that the world is facing an extremely serious problem, to which the OPEC countries must 
react w ith financial discipline in the management o f surpluses if  the system is to continue to 
support world econom ic developm ent. This is probably the most crucial problem for the
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international community at present. The possibility oí an international financial crisis im plies 
co llective  responsibility on the part of all the countries ofthe world, and they must make an effort 
to consider the problem seriously within the framework ofthe International Monetary Fund and 
the U nited Nations, which must play an important role in the future management of this process. 
It w ould  be highly inadvisable for this to be left to the vicissitudes of struggles among financial 
groups or the special interests which are behind them.

Finally, there is a fifth principle, the recognition o fth e need to develop “South-South” co­
operation, w hich I have intentionally left until last because here w e find that international public 
opinion is som ewhat at a loss to know what to think. Let us not deceive ourselves: the problems of 
the Third World w ill not be solved solely through South-South co-operation; the developing  
countries cannot solve their problems alone. Nevertheless, this co-operation front is a fundamental 
aspect of the Third World s self-defence and assertion of its own identity, and the developing  
countries must remain united to sustain any negotiating strategy with the industrialized nations. 
H ow ever, w e must not assume that the solution ofthe energy problems affecting the Third World 
can be left to this type o f co-operation alone.

All of the above calls for the establishm ent of negotiating procedures or machinery. And I 
m ust note with satisfaction here that, in principle, this mechanism has already been drawn up in 
the General Assem bly. The solution of current North-South problems depends to a large extent on 
the rounds of global negotiations which are being com pleted within that body.

I said a m om ent ago that in order for the dialogúete take place, certain political attitudes must 
be develop ed . The international dialogue is truly a political process and can only be developed by 
defin ing our political attitudes. We face an international crisis of major proportions, and only  
political decisions equal to the crisis w ill allow us to solve it. We must keep in mind that these  
decisions w ill have to be adopted in a climate of generalized mistrust caused by econom ic 
uncertainty, political differences and the very novelty o fth e  problems with which the world is 
faced. And it is disturbing that at present there is no clear sense of progress towards a political 
com m itm ent on which to base the dialogue and build a new system of international co-operation.

MEASURES AT THE NATIONAL LEVEL

I w ish  now to refer briefly to what must be done at the national level, with special regard to the 
Latin American countries. This is a subject on which CEPAL must work quickly. We must 
consider the elem ents that will make up the developm ent strategy for the 1980s, and define the 
actions to be taken on the internal front.

Firstly, w e must recognize the differences betw een Latin American countries, because there 
is no doubt that betw een Mexico and Brazil on the one hand and Uruguay and Costa Rica on the 
other there are striking disparities. Accordingly, the countries face very different situations and 
problem s. But there are also common denominators, and I wish to point out three or four of those 
w hich I feel are important. The need to take action to adjust to the increased price of energy, 
international inflation and the protectionism ofthe industrialized countries are exam ples of these  
com m on needs, w hose cost might increase dangerously as a consequence ofthe stagnation o fthe  
central econom ies.

A second common elem ent is the need to face up to the serious problems o fth e  balance o f  
paym ents, an area where, as I have already pointed out, the international community must assume 
its share o f responsibility, but where solutions must also be sought both on the national and the 
regional level.

A third important elem ent is the need for countries to adopt stringent conservation policies 
— on the basis of some promising experiments which have been carried out in the industrial 
sector, in transport, urban developm ent and rural organization— and, if necessary, to institute the 
rationing o f energy consumption.

Fourthly, there is the need to diversify energy sources according to the situation and
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capability oí each country. Thus, for example, Nicaragua must continue to develop geothermal 
energy and Uruguay, hydroelectric energy, w hile Brazil should em phasize green energy. In 
short, each country should try to find its own energy balance on the basis of its natural resources.

A fifth and extremely important consideration is that o f investments. Whatever the 
capabilities o f each country in this field, huge investments w ill be required to develop  them. 
Energy objectives can therefore be expected to com pete with other econom ic developm ent 
objectives from the point o f v iew  of the assignment of the resources available for investment. 
Indeed , the demand for investm ent w ill be formidable, and w ill pose a serious challenge to 
d evelop m en t programming in the com ing years.

This leads us to give a warning that the developm ent of the energy sector may involve intense  
com petition  with the social and econom ic developm ent requirements of our countries in the next 
years. Nor should w e forget that energy investments have long lead times before they bear fruit. It 
is therefore highly probable that the solution of the energy problems w ill generate and sustain 
regressive trends affecting the social structure which w ill be much stronger in the upcom ing  
decade than during the 1970s.

But w e must not becom e discouraged about the impact that such a group of measures could  
have, especia lly  if  w e recall the as yet unutilized energy potential in Latin America. For exam ple, 
this region has one of the largest potentials in the world for the production of hydroelectric 
energy: 30% greater than that o f the Soviet Union, double that of the United States and Canada 
com bined , and four tim es that o f Europe. The importance o f this fact can be seen w hen w e  
consider that at present only 15% of the potential just m entioned is being exploited.

MEASURES A T THE REGIONAL LEVEL

W e m ust now  consider what measures could be adopted in Latin America as a w hole —an 
extrem ely delicate subject concerning which I wish merely to sketch out some thoughts.

T his region o f the world which has tried out all posible co-operation efforts, could w ell set 
itse lf  novel goals in this field. In this connexion, it is very encouraging to note that the Latin 
American Energy Organization (OLADE) is acquiring its own momentum, as shown by its recent 
m eetin g  in Costa Rica, where the Latin American countries united to consider this subject at the 
highest leve l. There is no doubt that OLADE will be called upon to play an extremely important 
role in the next decade. It is equally encouraging to see that Venezuela has offered to represent 
the interests o f Latin America within OPEC in order to achieve better co-operation from that 
organization: this is an extremely important political development.

But w e must also m ove towards new frontiers. I b elieve that the search for new  forms of 
regional co-operation in this field should be greatly intensified in the next few  years. Both the 
Latin American Econom ic System (SELA) and CEPAL must carry out extremely important 
functions in this connexion. Why should not Latin America consider developing an energy co­
operation programme that would allow us to achieve security o f supply in the event of world  
upheavals or conflicts ? Why should not w e envisage a programme of technological co-operation  
w ith  the participation o f U N DP, a body which is making extremely important contributions to that 
field? W hy should not w e consider achieving greater co-operation in the field of investments, 
w hich  m ust becom e a fundamental elem ent in the developm ent of the energy sector, by 
deliberately using the energy investments that must be made to stimulate the internal 
develop m en t o f countries: a policy in which the Inter-American D evelopm ent Bank (IDB) could  
play an important role? Why should w e not search for better co-operation with regard to markets, 
usin g  the advantages o f geographical proximity and commercial complementarity and formu­
lating appropriate agreements and machinery? I believe that these are extremely important 
subjects regarding w hich an optimistic attitude must be maintained in an area o f the world like our
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ow n w hich has tried all possible forms of co-operation. At the same time, however, they are 
subjects w hich  pose an important political challenge.

In sum, I b elieve that w e are entering a period that w ill be characterized by an awakening 
responsibility regarding these matters. Humanity, and especially the industrialized countries, is 
leaving  behind a long period o f blindness and irresponsibility concerning the subject. It w ill be 
difficult for history to explain how man could have lived through this period without becom ing  
aware that the great industrial centres were expanding through the extraction of energy resources, 
esp ecia lly  from the Third World, at inordinately low prices and with imminent prospects of their 
exhaustion. It w ill be difficult to explain why a gradual process of adjusting prices was not 
undertaken earlier, and why serious policies for long-term substitution were not applied. I 
b e liev e  that this awakening responsibility on the part of all the countries in the world as regards 
energy must be accompanied by an effort to clarify the ideas for the man in the street: a task in 
w hich the U nited Nations must play an important role, since public opinion on this subject has 
b een  greatly distorted for many decades.

This awakening responsibility on the part of the international community w ill present new  
challenges to planning; it w ill be necessary to reduce current uncertainties. The decisions which  
may be adopted in the next few years will affect the future of humanity for two or three decades. 
T he Latin American countries possess all the elem ents required to understand the importance of 
planning in this field: let us not forget that Latin America learned to plan because of energy. 
N evertheless, our countries w ill require support to perfect this process, and here the CEPAL  
system  must make a major contribution. The socialist experience in the energy field  must also 
be review ed  and exam ined, for in many respects the socialist countries are much better prepared 
to face the energy challenge than is the capitalist world.

Sim ultaneously, however, the current crisis w ill create new opportunities for stimulating our 
econom ies; the industrialized world is already fully aware of this and believes that the energy 
transition w ill mean a "Schumpeterian” period, marked by impressive developm ent o f its 
productive forces. Unfortunately, this view  is mainly confined to the countries of the North. To 
what extent can the investments required for the developm ent of energy resources be used  to 
stim ulate the growth o f the developing countries? And, simultaneously, to what extent must this 
growth be based on styles and policies that differ from those of the past if  the problems posed by 
the energy crisis are to be reduced to manageable dimensions?

As I have already stated, the priority given to energy developm ent could also have socially 
regressive consequences, because it will inevitably involve a far-reaching reorientation of  
investm ents. In order to reconcile energy objectives with social developm ent goals, w e must 
carefully w eigh  the energy options which arise in the light of their impact on em ployment, where 
appropriate technologies must be adopted, agricultural developm ent and food production, and 
other elem ents that w ill strongly affect the social developm ent of our countries.

What does seem  obvious is that energy factors must weigh much more heavily in the planning  
process than they have in the past. I fully agree with what was said to me by a M inister in the 
Indian Government: “We who studied at Oxford and Cambridge came to India, and before 
m aking an econom ic decision w e thought of its impact on the balance of payments. Today, 
how ever, before making an econom ic decision w e think of its impact on the energy balance”. This 
applies equally to Latin America, where w e must begin to see things in the same light.

I am convinced that the w eight o f energy factors and other factors which are taking on 
grow ing importance in the world today w ill determine the changes to be made in the next 
decades, and many o f those changes will originate in the North. I am aware that these changes w ill 
generate strong resistance, and that those who currently benefit from the advantages of the 
current style w ill be ready to make superhuman efforts to maintain it, or to transfer its negative 
con seq u en ces to other social sectors. Nevertheless, I also believe that it w ill be very difficult to 
stifle the anxieties o f the vast majority o f mankind, which currently is so gravely affected by the
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con seq u en ces of this style. For this reason, I am convinced that it w ill inevitably be changed. This 
is an essentially  political task, wherein it is necessary more than ever to appeal for a degree o f  
social voluntarism. The market has shown clearly that it is incapable o f effecting lasting solutions. 
For that reason, these solutions are not yet in sight. CEPAL must be aware of these problems, and 
I hope that the contribution it can make to solving them w ill transform it into a kind of critical 
con scien ce of Latin American developm ent.



Meeting on a new Latin America in a 
changing world economy

INTRODUCTION

T he essays reproduced below  w ere presented at a small, informal and high-level conference on 
the them e o f “A N ew  Latin America in a Changing World Econom y” held  at the Belmont 
C onference Center near Washington D.C. on 25-26 June 1979.

T he purpose o f the conference — organized jointly by the Economic Commission for Latin 
America (CEPAL) and the Latin American Program of the Woodrow W ilson International Center 
for Scholars— was to facilitate a full and frank exchange of view s among key scholars and officials 
interested, from a variety o f different perspectives, in Latin America’s evolving international 
econom ic and political roles. All participants were invited in their personal capacities, and not in 
representation o f  their respective organizations.

T he d iscussion was informal and free of official statements, in order to stimulate an open and 
constructive dialogue. The focus o f the discussion was provided by a series of short papers on 
specific issues; namely, exports of manufactures, exports of primary products, international 
monetary reform, capital flows and debt, transnational corporations and technological transfers, 
and the distributional impact of international econom ic reforms. Each o f the corresponding 
papers is printed below  in this issue of the Review.

A key concern of all the papers and of the ensuing dialogue was to identify, in the most specific 
terms possib le, areas o f actual or prospective mutual interests betw een the countries of Latin 
America and the more industrialized countries, including but not limited to the United States. A 
separate though related objective was to help sketch out those kinds o f policies, both within Latin 
America and vis-à-vis the industrialized countries, which might serve to reinforce those shared 
interests.

An underlying purpose of the conference was to determine to what extent the future role o f  
Latin America in the world econom y depends on changes in the external environment, including  
in particular those affected by policies in the industrialized countries. However, although the 
m ain focus o f the discussion was on external forces and relations, consideration was also given to 
certain key internal trends and policies, A report on the conference, prepared by the rapporteur in 
his ow n name, synthesizes and analyses the central elem ents of the conference dialogue and 
outlines som e o f the more organic relationships linking those various elem ents.

T he conference was chaired by Mr. Enrique Iglesias (Executive Secretary o f CEPAL) and by 
Dr. Abraham F. Lowenthal (of the Wilson Center). The rapporteur was Professor Colin Bradford 
(Assistant Director, Concilium  on International and Area Studies, Yale University). The 
conference was organized jointly by Professor Lowenthal and Mr. David H. Pollock (Director, 
CEPAL W ashington Office). Grateful acknowledgement is made to Mr. Marco Pollner, Mrs. Ana 
Ormerod and Mrs. Patricia Pilvin of the CEPAL Washington Office, Miss Sallie M itchell of the 
W oodrow W ilson Center, and the staff at the Belmont Center, for all they did to make this m eeting  
so successful. Special thanks are due to the World Bank and the US Agency for International 
D evelopm en t for their financial contributions which made the m eeting possible.

T he W oodrow W ilson Center and CEPAL are very pleased to have had this opportunity to 
co-operate so closely  in such a fruitful exchange of view s.

Abraham F. Lowenthal David H. Pollock
(Woodrow W ilson Center) (CEPAL)



The Export of Manufactures 

Pedro I. Mendive*

Introduction

T he developm ent o f the manufacturing sector 
has an important role to play in Latin America 
in relation to a long list of econom ic variables, 
all o f w hich  aim at changing the economic 
characteristics o fth e  region in aspects such as 
the diversification o f production, structure of 
em ploym ent and production, growth of income 
and the average wage, and attenuation o f the 
fluctuations in prices and export earnings, as 
w ill b e  seen  in the following pages. H ence all 
m easures tending to develop  and consolidate 
this sector, w hether through import substi­
tution or exports o f manufactures, merit spe­
cial attention in the econom ic policy of the 
Latin American countries and the developing  
countries in general.

This study comprises four parts: (i) the first

show s the important effect o f exports of manu­
factures by the developing world on those and 
other related econom ic variables; (ii) the sec­
ond considers the supply conditions —relative 
availability of factors, technological level and 
goals— and their international comparative 
advantages in certain sectors, export promotion 
policies and production incentives, etc.; (iii) 
from an analytical point of view , a study is made 
o f the conditions o f access to the industrialized  
countries’ markets (demand), considering the 
existing protectionism, generalized systems of 
preferences (GSP) and the multilateral trade 
negotiations (Tokyo Round) which have just 
ended , together with an evaluation and quanti­
fication o f their results as far as conditions o f 
access to the developed  countries’ markets are 
concerned; and (iv) the lines o f action to adopt 
in accordance w ith the results o f the analysis 
under points (i) to (iii) above.

I

Importance of exports of manufactures for 
the Latin American econom y

Sim ultaneous and parallel policies of exports 
o f manufactures versus the production o f man­
ufactured goods to substitute for imports, i.e., 
production for dom estic consumption, tend to 
b e regarded as conflicting or at least incompati­
b le . It is further argued along the same lines 
that one dollar o f export receipts is exactly the 
sam e as a dollar not spent abroad on imports. 
In actual fact, according to this sector’s evolu­
tion in the develop ing countries, the majority 
began w ith import substitution and advanced  
subsequently  along the road to exports o f 
manufactures. The difference betw een the

*Former Assistant Executive Secretary of CEPAL.

policies follow ed in the various countries lies 
in the fact that som e countries, after substi­
tuting imports of the “easier” goods —pro­
duced  with high labour intensity, little capital, 
sim ple technology and a w ide supply of cheap  
inputs— im m ediately w ent on to the export 
stage, w h ile  other countries continued with 
import substitution covering more complex 
goods — produced with higher capital intensity 
and advanced technology. This difference in 
industrialization policies often depended on 
the com pressible margin offered by the re­
spective import structures: w hen the w ide  
substitutable margin o f some countries had 
b een  covered, they w ent on to exports, w hile



22 CEPAL REVIEW No. 10 / April 1980

those w ith  a small easily substitutable margin 
continued  to substitute more complex goods 
for imports. In the first case, the relative aban­
donm ent o f any further progress in import 
substitution seem s to have been due to the 
taking o f a decision  concerning the option 
raised by the availability or otherwise of basic 
inputs, the attitude being that although their 
purchase abroad might subject the supply o f 
th ese  inputs to the fluctuations of the interna­
tional market and to the purchasing power of 
the country concerned, dom estic production 
o f such inputs w ould  have made them more 
exp en sive, with adverse repercussions on the 
cost o f the fin ished goods. In contrast, the 
second  case seem s to have been guided by the 
d ecision  to reach more advanced levels of 
technology and to econom ize on relatively 
scarce external purchasing power.

T his brings to mind a number of differ­
en ces betw een  exports and import substitution 
w h ich  may be sum m ed up as follows: (i) ex­
ports require a comparative or com petitive 
advantage (better resource allocation and 
bigger scales o f production, and often promo­
tional m easures as well); (ii) the substitution 
o f imports by dom estic production of more 
difficult procurement requires, at least ini­
tially, a variable degree of protection; (iii) ex­
ports, how ever, also require a higher level of 
entrepreneurial and manpower training, more 
suitable techniques and a different and more 
com plex infrastructure.

Turning once again to exports o f manufac­
tures, it w ill be seen  that they produce ampli­
fied  positive effects on the sector in two dif­
ferent ways: through inter-industry relations 
— input-output— w hich  dissem inate them  
throughout the manufacturing sector itself and 
to other sectors o f the econom y, and through 
the increase in demand represented by the 
addition o f external demand to domestic 
dem and.

I f  exports are initially confined to labour- 
in ten sive goods, there is a saving in the use o f 
capital — a relatively scarce factor in the devel­
op ing econom ies which w ill thus be free for 
expanding the sector or for use in other sectors 
o f the econom y.

As the manufactured goods exported be­
com e more com plex, however, requirements

in terms o f capital and the use o f advanced 
technologies becom e greater, all of which  
increasingly reduces the absorption o f man­
pow er and tends towards the production of 
capital-intensive goods. This represents an 
apparent dilemma. If the introduction o f im­
proved production techniques and the conse­
quent use o f capital in the primary sectors 
— agriculture and mining— save labour and the 
same situation arises in the com plex industry, 
the conclusion w ould seem  to be contrary to 
the econom ic and social interests o f the devel­
oping countries. It should be remembered that 
the relative supply o f factors in these countries 
is characterized by plentiful manpower and a 
shortage o f  capital.

This criterion should, however, be mod­
ified  in the light o f other factors such as the 
expansion —through new  branches o f produc­
tive industry— and growth o f the whole sector 
(including of course that of capital-intensive 
industries), to w hich should be added the 
em ploym ent promoted or induced in other 
independent but related activities, such as 
marketing, financing, export and other services 
and in particular, the rise in personal income 
determ ined by this process, which should lead 
to considerable growth of tertiary sector activi­
ties w hich  do not represent disguised unem ­
ploym ent but are o f a really productive nature. 
This process is characteristic of sustained de­
velopm ent and is the em ploym ent structure 
displayed — not only at the present time— by 
the industrialized countries.

In other words, a general rise in wages (in 
real terms) takes place in the sector and in the 
econom y in general, and this process may 
ev en  induce or promote a less regressive 
distribution o f dom estic income, and even o f 
world incom e on the basis of exports which, 
though still com petitive, have a larger content o f 
increasing w age rates vis-à-vis those prevail­
ing in the developed  countries. At the start o f  
the process there would'probably be — as there 
w ere in Japan— two parallel labour markets, 
one w ith depressed wages —for labour-inten­
sive industries using sim ple technology— and 
another with high wages for the great dynamic 
industries. As the process advances, however, 
the w age rates w ould gradually converge at 
increasingly high levels.
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It is now necessary to take into account the 
fact that the prices o f manufactured goods are 
subject in the world econom y, and particularly 
in  international trade, to a certain generally 
upward stable trend in keeping with the course 
of world inflation: a situation which does not 
occur over the long term in commodity trade, 
characterized as the latter is by big fluctuations. 
T he assum ed developm ent of the manufac­
turing sector and exports o f manufactures by 
d evelop ing  countries w ould thus have the 
virtue o f reducing the fluctuations in world 
com m odity prices and, therefore, in earnings 
from total exports.

W ithin the context o f these general aspects 
and considerations with respect to the advis­
ability o f  exporting (and therefore producing) 
manufactured goods, there remains to be con­
sidered  the correlation that may exist betw een  
the growth o f such exports and the growth of 
the gross product. It may be noted that there 
are tw o different positions in this respect.

T he first denies the validity o f such a 
correlation, holding that manufactures 
— w hether or not exported— are included

am ong the data on the gross product considered  
in this correlation, thus invalidating the results 
from the start.

T he second position, based on empirical 
observations on the evolution of exports o f 
manufactures by various developing countries 
w hich considerably expanded their manufac­
turing sector and exports, concludes that such 
a correlation is clearly and conceptually valid.

I f the general formula for the gross product
is:

GNP  
where C 

I 
X 
M

C + I + X - M  
consum ption, 
investm ent, 
exports and 
imports,

there is no reason why any growth which  
occurs in X owing to an increase in exports of 
manufactures (or o f any other kind o f goods) 
should affect C and I directly, and it would  
affect M only to a minor extent on account of 
imports o f certain inputs and capital goods, so 
it is not difficult to conclude arithmetically that 
the gross product must inevitably increase.1

II 

Supply conditions

As noted  earlier, the relative availability of 
factors in the Latin American countries, and in 
all develop ing countries in general, is charac­
terized  by a relatively greater supply o f labour 
than o f capital. At the same time, their present 
production structure reveals a predominance 
o f primary com m odities, whether of agricul­
tural, livestock or m ining origin. This means 
that, still in relative terms, wages and many 
inputs are cheap and capital is expensive. 
Accordingly, in the secondary sectors (manu­
facturing and others) goods produced with the 
u se o f the more abundant factor are in an ex­
ce llen t com petitive position, in both the do­
m estic and the international economy. It 
should  be noted that this is so, notwithstanding 
the fact that the physical productivity of man­
pow er in the industrialized econom ies is

greater than in the developing countries, be­
cause such greater physical productivity fails 
to com pensate for the low  wages paid in the 
develop ing  countries.

T he proportion accounted for by raw 
materials in the final price o f manufactures 
w here Latin America has a clear com petitive 
advantage is also lower in the region. This is 
due to tw o circumstances. On the one hand, 
the inputs in these exported products have a 
high nationally-produced content, and on the 
other, these nationally-produced inputs also

1The growth of the GNP will give rise to an increase 
in imports through the well-known mechanism of the 
external trade multiplier (k), but this is merely a conse­
quence of the increase occurring first in the GNP owing 
to the growth of exports.
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have a high labour content, the cost o f which  
is b etw een  20% and 30% o f the total price of 
the raw material used. L ikew ise, the low wage 
costs included  in these inputs are not neutral­
ized  by the greater physical productivity of 
labour in the developed  countries.

A study carried out by the author of this 
document? shows that for the same goods 
exported by the* United States, Argentina, 
Brazil and C hile, the number o f times the unit 
o f w ages produces value added is a good deal 
low er in the U nited States. Thus w hile in 
Argentina one unit o f wages produces 3.77 
units o f value added, in the United States it 
produces only 2.18. Compared with Brazil, 
th ese  figures are 3.33 and 2.02, and in the 
com parison w ith C hile the contrast is betw een  
3.9 and 2 units o f value added.

Furthermore, technology today — subject 
to certain conditions and limits— is within the 
reach o f every country, thus providing opti­
m um  conditions for the production and export 
o f such goods.

As regards the more com plex manufactures 
produced w ith  more advanced and sophis­
ticated technology, some favourable factors 
still persist, but the com petitiveness gap tends 
to narrow. Frequently this narrowing o f the 
com petitive margin is due to the fact that the 
d evelop m en t o f such lines of production 
requires, in addition to considerable scales 
of production, certain special basic and inter­
m ediate inputs w hich can be obtained in Latin 
Am erica and other developing countries only 
at a not very favourable c o st  Thus, in order to 
overcom e this obstacle or stumbling-block, 
tw o opposing policies may be followed, lead­
ing to different results. One policy is to produce 
th ese  inputs locally, which means a varying 
degree o f  protectionism and dom estic produc­
tion subsid ies that obviously make the cost o f 
the input produced in the country higher than 
the similar imported input without the protec­
tion obstacle (i.e., unless the subsidy cancels

2Pedro I. Mendive, document on the identification of 
non-tariff barriers for the Tokyo Round negotiations pre­
sented at the seminar on the Multilateral Trade Negotia­
tions held in Guatemala in October 1976 under the 
auspices of SIECA and the CEPAL/UNCTAD/UNDP 
Interregional Project.

out the difference in costs). If this is the case, 
the well-known action o f the formula of the 
effective rate o f protection for production 
factors w ill mean that such a policy, in the 
absence o f special internal defences, w ill act 
as a tax on the location o f the activity producing 
the final good in the econom y ofthe developing  
country concerned. The defence measures 
against this im plicit tax w ill lead to drastic 
changes in certain internal variables, whose 
nature and effects are easy to foresee.

The other policy —aim ed at overcoming 
the obstacle represented by the high cost ofthe  
input concerned— lies in importing such 
inputs under very low  customs tariffs, w hile  
levying  high customs tariffs on the final goods 
produced from them. The result w ill be that 
the effective rate o f protection for domestic 
factors o f  production o f the final good w ill be 
much higher than the nominal rate and w ill 
act as a subsidy for the location o f such activity 
in the develop ing country. I f  there is no pos­
sibility  o f this dom estic production being car- 
rried out in the future in an econom ic manner, 
an inefficient production enclave would be 
created w hich w ould lead to higher prices for 
the final goods produced there. On the other 
hand, i f  such production could eventually be  
carried out econom ically, the final goods pro­
duced w ith such inputs would be com petitive 
both dom estically (with respect to other activ­
ities) and on the world market.

T he export o f manufactures, as may be  
inferred from these observations, constitutes 
som ething in the nature o f the last link in the 
chain w hich  starts with production for import 
substitution. For the full developm ent o f this 
process it has becom e imperative for the devel­
oping countries to adopt policies such as —to 
m ention only a few — incentives for the pro­
duction o f final goods, special treatment for 
certain inputs, the establishm ent o f credit, 
insurance and other instruments: in short, 
everything that makes up a com plete and w ell- 
structured export promotion policy.

I f  the various measures com posing these 
p olic ies are classified by subject or area o f  
com petence, two clearly defined groups of 
m easures or instruments may be established: 
incentives for the production o f export goods, 
and incentives for export activity itself.
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In the first group, special mention may be  
m ade o f  the follow ing instruments:

— elim ination or reduction o f import tar­
iffs on inputs and capital goods;

— elim ination o f taxes on production 
financing;

— elim ination or reduction o f taxes on 
energy used  in the production o f export goods;

— extension o f credit in respect o f income 
tax on the export part o f production;

— use o f the “draw-back” system for 
capital goods and inputs;

— financing and reduction o f the interest 
rates applicable to export production;

— differential treatment for the transport 
o f export goods;

—  direct subsidies for the production of 
export item s.

In the second group of measures, i.e., 
those aim ed at promoting export activity, the 
fo llow in g may be mentioned:

— total or partial refunds or exemptions in 
respect o f dom estic taxes on exported products;

— export credit financing;
— export credit insurance;
— refund or reimbursement of foreign 

exchange, operating like a differential ex­
change rate;

— special export programmes;
— direct export subsidies.
It is not necessary to analyse these mea­

sures since, besides the fact that the machinery 
for their im plem entation is w ell known, their 
econom ic effects on the dom estic economy 
and exports are also common knowledge. It is, 
how ever, important to offer some comments 
on  the developed  countries’ opposition to their 
im plem entation by the developing countries.

A number o f  non-tariff measures have 
gradually b een  included in the long-estab­
lish ed  protectionist structure with the aim of 
im ped ing the access o f  developing countries’ 
goods to the developed  countries’ markets. 
T w o o f  th ese  measures which are covered by 
articles VI, XII and XIX o f GATT have par­
ticular relevance to this rejection, however. 
Although these two measures —safeguard 
clauses and countervailing duties— are regu­
lated  in those articles, the truth is that —be­
sides b eing  more numerous than before— their 
current im plem entation by the developed

countries does not conform to the provisions 
o f those articles, either in procedure or as 
regards their justification. In the case o f safe­
guard clauses, no proof is provided o f the 
serious damage referred to in article XIX, 
w h ile  in the case o f countervailing duties, not 
only are these im posed arbitrarily and without 
such proof, but the threat o f im posing them is 
u sed  to discourage existing and planned ex­
ports o f goods to those markets.

The present situation of the world econo­
my differs substantially from that existing 
during most o f the past century and the first 
decade o f the present one, in that at that time 
the basic characteristics o f the international 
division  o f  labour were in force and restrictions 
on trade practically consisted only o f tariff 
barriers. This was merely the result o f the fact 
that the world econom y was com posed, on the 
one hand, o f a few  developed countries re­
quiring raw materials and consumer markets, 
w hich not only produced a w ide range of 
manufactured goods but, in their capacity of 
exporters o f capital, facilitated the exploitation  
of the natural resources they needed  from the 
other group o f countries, which were far more 
num erous and w ere barely in the incipient 
stages o f developm ent. O f course, w hile the 
small group o f industrialized countries achiev­
ed  rapid developm ent on the basis o f diversi­
fied  production through progress in manufac­
turing, the other more numerous group was 
d evelop ing  on the basis o f the exploitation o f a 
few  primary com modities. The balance-of- 
paym ents capital account o f these countries 
— fed by increasing external investm ent— 
perm itted not only the developm ent of these 
resources but also payment for the necessary 
goods they imported from the more developed  
countries, as w ell as the remittance o f returns 
on such investm ent. This international division  
o f labour was partly based —rightly or wrong­
ly— on a certain comparative advantage which  
som e countries possessed  in the production o f 
certain goods in relation to other countries, 
but for some years past, a radical change has 
b een  taking place in the pattern o f international 
comparative advantages. Formerly, only one 
or tw o countries w ere little by little attaining a 
higher lev e l o f developm ent based on progress 
in manufacturing, not only supplying the
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dom estic market but also gradually gaining 
external markets too. In an expanding world 
econom y, w here many developing countries 
w ere in need  o f those types o f products, this 
did  not lead in practice to any disturbance in 
the world econom y and trade.

In the last few  years, however, this process 
has spread at a rapid and increasing rate to a 
large num ber o f  developing countries which  
have suddenly appeared on the world scene as 
exporters o f a w ide range of manufactured 
goods, produced advantageously on the basis 
o f high  labour-intensity, manpower being their 
m ost abundant factor.

This latter fact, coupled with the false 
argum ent concerning the alleged starvation 
w ages w hich, according to the developed  
countries, are paid in the developing econo­
m ies, is u sed  to justify the adoption of protec­
tion ist m easures, w hen  the real grounds are 
the p olicies aimed at promoting exports o f  
manufactures adopted by the developing  
countries.3

In reality, w hen the com petitive lines of 
production achieved by the developing coun­
tries run into barriers like those described  
above and the w hole protectionist system  
w hich  w ill be referred to later, the only way 
to surmount this obstacle to trade created by 
the d evelop ed  world is to adopt subsidies and 
other incentives for the production and export 
o f such goods. This is very far from being an 
unacceptable attitude, since all that the devel­
op ing countries are trying to achieve in this 
way is to neutralize the unfair treatment meted  
out to their products by the developed coun­
tries. There is also the principle of infant 
industries, w hich is an argument or policy  
already applied in the past by the developed  
countries them selves, notably the United  
States.

M ention may now be made of another 
difficulty in addition to those alluded to above, 
w h ich  in its ow n way prevents the goods o f

3The wages and interest paid in developing economies 
derive from the marginal productivity of labour and capital, 
which is determined (in the Marshallian sense) by the 
relative supply of those factors of production. Thus in 
Latin America wages are low and capital is expensive, 
which is the precise opposite of what occurs in the devel­
oped world.

certain com plex capital-intensive industries 
from increasing their com petitiveness on the 
external market. This is the existence o f trans­
national corporations in certain manufacturing 
sectors using advanced technologies which, 
how ever, are often outmoded in the centres 
and are transferred in the form of plant which  
is technically obsolete in the country of origin.

A first difficulty lies in the fact that these 
industries use inputs produced by the parent 
com panies, w hich are usually imported at 
higher than market prices. Another difficulty 
arises out o f the imposition o f bans on compet­
ing with the parent company, either because of 
the geographical distribution of the market 
established by the centres or for other easily  
im aginable reasons.

T hese sectors are therefore restricted to 
the dom estic market o f the developing coun­
tries in w hich they are established, or at best 
to exporting to the developing markets of 
neighbouring countries.

Furthermore, the trade links established  
b etw een  imports and exports o f inputs and 
final goods usually obscure the real prices, 
profits, taxes, etc., thus hindering the harmo­
nious developm ent of a series o f activities 
relating to the sector and preventing normal 
tax collection.

E ven so, Latin America is exporting con­
siderable quantities o f goods to the world 
market, as may be seen  from table 1.

Table 1

EXPORTS OF MANUFACTURES (EXCLUDING 
OIL AND NON-FERROUS METALS) BY SOME 

LATIN AMERICAN COUNTRIES

Country
Exports 
(millions 
of US$)

Per capita 
exports 
(US*)

Mexico 2 105 34
Brazil 1916 18
Chile 110 11
Argentina 550 21
Peru 27 2
Uruguay 118 38
Ë1 Salvador 79 19
Ecuador 48 7
Colombia 180 7

Source; UNCTAD.
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III

C onditions of access in the developed world

W hile a long series o f manufactures from 
d evelop in g  already have a definitive competi­
tive advantage in international circles, e.g., 
textiles and clothing, footwear, leather articles 
and leatherwear, processed foods, some 
chem icals, and som e electronic parts, com­
ponents and products, a w hole list of other 
goods produced by light industries, and even  
som e produced by heavier industries, justify 
the p o lic ies applied by these countries to 
prom ote the developm ent o f industry and the 
export o f their products.

In a supply situation with these charac­
teristics, how ever, manufactures do not have 
the sam e advantages as regards the conditions 
o f access offered by the markets o f the devel­
op ed  countries. Indeed, such access is meagre, 
and recent trends unfortunately confirm that 
it is becom ing increasingly precarious, in other 
words, markets are increasingly hermetic.

First o f all, the tariffs o f the developed  
countries have an average w eighted  rate of 
less  that 10%, This is due to two main facts 
w h ich  explain w hy it is deceptive to lim it 
o n e se lf  to this one sim ple average in analysing 
the tariff system . Nearly 40% o f their imports 
enter th ese  countries duty-free, a situation 
w h ich  was brought about during the various 
rounds o f negotiations w ithin GATT. T hese  
duty-free imports, however, are in their im­
m ense majority imports o f products which it 
is in the interest o f  the developed  countries to 
trade on an international scale, but which are 
o f little interest to the developing countries. 
M oreover, there are extraordinarily large de­
viations from this rate which affect products of 
export interest to the developing countries.

T he structure o f the tariff systems o f the 
d evelop ed  countries shows definite scaling of 
tariffs as a lin e  o f  production advances in its 
d egree or stage o f  processing. This means that 
the factors o f  production o f the developed  
countries have an effective rate o f protection  
w hich  is in many cases over two or three times 
higher than that afforded by the nominal rate.

In an earlier work by the author1 these 
effective rates w ere determ ined for the United  
States, the European Econom ic Community 
and Japan as regards the following groups o f  
products: processed foods, textiles and cloth­
ing, light industries, and industries o f greater 
com plexity, including products o f particular 
interest to Latin America. Table 2 gives an 
idea o fth e  size o f the effective average w eight­
ed  rates. There are many individual examples, 
such as butter in the Community (1,322.7%), 
refined cottonseed oil in the United States 
(465.9%) or cigarettes and cigars in Japan 
(405%), w hich  show the incredible spread of 
th ese effective rates compared with the 
w eigh ted  average rate.

Table 2

EFFECTIVE RATE OF PROTECTION 
(.Percentages)

Group of products USA Japan EEC

Processed foods 28 68 63
Textiles and clothing 43 45 60
Light industries 24 26 15
Complex industries 16 22 22

T hese high effective rates o f protection 
warrant som e comments. The first is that they 
act as a subsidy for locating the activities 
producing final goods in the protecting coun­
try. A second com m ent is that in the developed  
countries these rates cover up production ac­
tiv ities which are clearly inefficient both in 
com parison w ith similar activities abroad and 
w ith  other local econom ic activities. They are 
protected from the former by tariff scaling,

4Pedro I, Mendive, “Protectionism and develop­
ment” , CEPAL Review , No. 6, second half of 1978.
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w h ile  as for the latter, the remuneration of the 
factors o f  production em ployed in the activity 
protected may be said to tend to be equal to that 
o f the factors em ployed in the efficient indus­
tries. T he cost-structure inflation which may 
b e observed nowadays in the developed world 
is partly the result o f the effective rate o f 
protection o f inefficient industries and other 
non-tariff barriers which protect such indus­
tries from foreign com petition and which will 
be analysed below .

Thus, in addition to this tariff structure, 
and even  more important, are the non-tariff 
barriers. As w ell as the recent increase in the 
variety o f types o f these barriers, there has 
b een  tremendous growth in the number ap­
p lied , T his is due to the fact already mentioned  
that trade in many products o f importance to 
the d evelop ed  countries them selves is con­
ducted  duty-free oron  the basis of low  rates. As 
th ese  are generally consolidated in GATT the 
d evelop ed  countries are not free to change 
them . In cases like the present, with unem­
ploym ent sw eeping the developed countries, 
resort has been  had to the false solution of 
renew ed  protectionism through non-tariff 
barriers or measures.

All this superstructure which has now  
b een  created around protectionism has come 
to b e know n as “new  protectionism”, but it is 
actually nothing more than the introduction of 
n ew  forms and m odes of protectionism into 
an earlier structure. Among these new forms 
m ention may be made o f the “voluntary” 
restrictions, the regular marketing agreements, 
the restrictions im posed by means o f multi­
lateral agreem ents w hich becom e operational 
once bilateral agreements are reached under 
them  (e.g., the multifibre agreements), trigger 
prices in the United States and minimum  
prices in the Community —both currently 
applied  to the iron and steel sector— and the 
American Selling Price System in the United  
States. All o f these tend euphem istically to be  
called  organized free trade or, more correctly, 
conditioned  free trade. If what was said at the 
beginn in g  about the arbitrary application of 
safeguards and countervailing duties is added  
to this, it w ill give an idea o f the instruments 
w h ich  restrict access to the markets of the 
industrialized countries.

Table 3 gives a quantitative picture of 
these barriers for the United States, the Euro­
pean Econom ic Community and Japan, in 
respect o f a sam ple o f products which in 1976 
had a commercial value of 8,196, 8,961 and 
3,117 m illion  dollars respectively.

Table 3

NON-TARIFF BARRIERS IDENTIFIED 
FOR PRODUCTS OF EXPORTS 

INTEREST TO LATIN AMERICA IN 1976?

t, r . . . .  Number of items or positions Type of restriction USA japan EEC

Total number of items
analysed 165 126 172

Total number of
positions-with barriers 76 43 156

Quantitative
restrictions 65 33 117

Sanitary restrictions 10 7 17
Variable duties and

components — - 18
Other restrictions 1 3 4

Source: Pedro I. Mendive, op. cit.

aNot including measures which, although authorized by 
GATT, are at present applied without being subject to its 
rules (such as safeguards and countervailing duties).

In v iew  o f the precarious conditions o f  
access w hich  the developed  econom ies offer 
to exports by the developing countries, the 
latter have placed great expectations, first in 
the operation o f the generalized system s o f 
preferences m aintained by the developed  
countries outside the principles o f non-dis­
crim ination and global reciprocity laid down 
in article I o f GATT — an exception arising out 
o f a waiver granted under the terms of article 
XXV, paragraph 5 of the General Agreement— 
and secondly, in the multilateral trade negotia­
tions (Tokyo Round) which were held  in 
G eneva for almost six years.

T he generalized system s o f preferences do



THE EXPORT OF MANUFACTURES / Pedro I. Mendive 29

not seem  to have resulted in any appreciable 
opening-up o f markets, owing to the uncer­
tainty over the permanent or non-permanent 
status o f the products included in them, the 
safeguards they contain, their maximum limits, 
the com plication, difficulty and cost of the 
proof o f origin formalities, and the precarious­
ness due to the short period o f validity o f these  
system s (10 years), even  when there is some 
certainty that their expiry dates w ill be ex­
tended . At all events, relatively little use has 
b een  m ade o f these system s in practice, and 
they  have not contituted any form of escape 
from the protectionism  described in the fore­
going pages, one reason being the very nature 
o f the products they cover.5

T hus, for exam ple, in the multilateral 
negotiations referred to above the United  
States not only made no offer under the gen­
eralized  system  o f preferences but in 1979 
elim inated  instead a series o f products which  
no longer fu lfilled  the conditions of the com­
p etitive need  clause and which, according to 
estim ates, accounted for som e US$ 60 m illion  
in 1978. The European Econom ic Community 
(9 countries) m ade 33 offers, but these only 
low ered  the average w eighted  rate from 18.7% 
before the offer to 18.6% after it, and they only 
referred to chapters 01-24 o f the Customs Co­
operation Council Nomenclature, no offers 
b ein g  m ade in respect o f manufactures (chap­
ters 25-99). F inally, Japan made only 4 offers, 
w h ich  likew ise reduced the average rate by a 
very sm all amount.

T he multilateral trade negotiations, for 
their part, have given very meagre results 
according to the preliminary data published.6

As regards tariffs, the reductions agreed 
upon by the U nited States, the EEC and Japan 
in the most-favoured-nation w eighted average 
rates for industrial products of —4.5, —3.0 and 
—3.2 units respectively, at import demand 
price elasticities o f —2.2, —1.3 and —1.9 and at 
the 1976 value o f imports from Latin America

5According to UNCTAD, the utilization of these 
systems by the countries has been between 15% and 75%. 
In the particular case of Latin America the actual degree 
of utilization is generally nearer the lower figure.

6Although the MTN have now been declared closed,
their final results have not yet been published.

w ould  have brought about a growth in such 
exports o f  US$ 328 m illion for that year. As can 
easily  be seen, this is only a minimal increase 
if it is compared w ith the US$ 6 billion worth 
o f imports subject to duties out of a sample of 
more than US$ 10 billion.

This apparent growth in trade, moreover, 
does not take account o f the network of non­
tariff barriers now hindering international 
trade. W hen considering these barriers the 
quantitative restrictions can be said to have 
b een  practically excluded from the negotia­
tions, and only five codes o f conduct7 were 
negotiated to make such trade more efficacious 
in  fields where it is restricted by health and 
plant-health barriers, valuations, State pur­
chases, licences and subsidies and counter­
vailing duties. In reality, a summary analysis 
o f these codes leads to the conclusion that they  
w ill m erely legalize the practices already 
applied  by the developed  countries, thus 
giving apparent respectability to the rules of 
the gam e w hich such practices involve.

In addition, according to estimates made 
by the author, more than three-quarters of the 
increase in trade which w ould have been  ex­
perien ced  in 1976 if  all the barriers in question  
had b een  elim inated w ould have been  due to 
the disappearance o f non-tariff barriers, and 
only a quarter to the reduction to 5% o f all the 
tariffs above that figure, which is considered not 
to b e protectionist but only fiscal. In absolute 
terms, the removal o f non-tariff barriers in 1976 
w ould  have promoted an increase in Latin 
Am erica’s exports o f manufactures (chapters 
25-99) to those countries o f around US$ 1,400 
m illion , w h ile  the elim ination o f all tariffs 
over 5% w ould have led  to an increase in Latin 
American exports o f only US$ 420 million. It 
should  be noted that these figures include 
certain manufactures —processed foods— 
w hich appear in chapters 01-24 of the CCC 
Nom enclature.

If, therefore, the generalized system s of 
preferences, the tariff negotiations and those 
on non-tariff barriers do not lead to an opening- 
up o f  the markets, then the main obstacle to the

7The safeguards code is still being negotiated.
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export o f manufactures by the developing  
countries takes the form o f the demand for 
manufactures (conditions o f access to the mar­
kets) and not the supply of such goods.

O nce again, the conclusion that can be 
drawn from this is that it is perfectly legitimate 
for the develop ing countries to make use of 
export subsidies.

IV 

Lines of action

It is clear from the foregoing pages w here the 
m ain obstacle to exports o f Latin American 
manufactures to the world market lies. It is 
also clearly established that the two institu­
tional choices before the countries ofthe region 
— and all develop ing countries— for the re­
moval o f  this obstacle were never more than 
em pty hopes. The solution to the problem  
m ust therefore be sought along other lines. 
Various types o f  partial solutions are analysed  
b elow , w ith  a v iew  to measuring their effec­
tiven ess or alternatively their disadvantages 
or lack o f effect.

T he first measure usually proposed is that 
the d evelop ing  countries should continue with  
import substitution, firstly as a means of retal­
iation against the developed  countries and 
second ly as a way o f avoiding the accumula­
tion o f  larger balance-of-payments deficits. 
T his m easure may prove relatively effective, 
for rather a lim ited period, in those countries 
w hich  are at the com m encem ent o f their manu­
facturing developm ent and still have a broad 
margin o f easily  substituted imports. But in 
more advanced develop ing countries where 
th ese  circum stances do not apply, the process 
may b e contrary to their econom ic and social 
interests. As already noted, in addition to 
creating a markedly inefficient industrial struc­
ture, it may lead to the creation o f its own 
pitfalls for exports o f manufactures by other 
sectors o f industry.

A second  measure w ould be to increase 
trade in manufactures among the countries o f 
the d evelop ing  world. There can be no doubt 
that this trade, which has been  growing con­
tinually — at least for some countries— may 
alleviate the problem  to some extent. For the

m om ent, however, it is lim ited to certain 
manufactures and almost com pletely excludes 
those produced by the heavy industries, such 
as capital goods, transport equipment, etc., 
w hich therefore continue to be supplied by 
the d evelop ed  countries, creating trade im­
balance not only in terms o f the value o f the 
trade but also as regards the structure o f recip­
rocal dem and betw een  developed and devel­
oping countries.

A third line o f action w ould consist o f 
negotiating, both inside and outside GATT, 
to secure the elim ination o f tariff and non-tariff 
barriers. This argument m eets with a major 
difficulty, however, in the difference betw een  
the bargaining power o f the large countries 
vis-à-vis  the small countries, taken individual­
ly, It may therefore be doubted whether, even  
i f  these negotiations prosper, they can achieve 
significant results for the develop ing countries. 
This was clearly demonstrated in the nego­
tiations w hich have just ended  in Geneva.

Another line o f action lies in taking ad­
vantage o f  the kinds of products least protected 
by the developed  countries. In addition to 
confining the develop ing countries to a limited  
range o f goods in develop ing their industry 
and exports, how ever, this solution gives rise 
to great uncertainty as to whether even  this 
relatively reduced protection can be main­
tained in the future. We saw in earlier pages all 
the superstructure o f barriers which the devel­
op ed  countries started to put up against the 
exports o f  the develop ing countries when the 
latter began to flood their markets with com­
p etitive goods produced with definite com­
parative advantages.

There remains the possibility o f modifying
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trade flows by promoting and increasing trade 
w ith  those developed  countries with which  
exten sive trade links have not yet been  estab­
lished . H ere there would be room for an 
attempt at som e kind o f bargaining which  
could  secure more liberal mutual trade.

As may be observed, all the measures 
w hich  have been m entioned offer very little 
guarantee o f being the most appropriate. The 
author b elieves that the solution lies in in­
creasing the bargaining power o f the devel­
op ing countries, answering protectionism with  
restrictions on access to the vital materials 
w hich  the develop ing  countries possess, using 
the enorm ous import market constituted by 
the sum o f the individual markets to counter 
the restrictions or obstacles created by the 
barriers o f the developed  countries, and even  
applying w ithin  this collective framework ef­
fective measures of retaliation8 to counter the 
effects o f  the spread o f new  or old protectionist 
m easures, etc.9

All this calls for thé mounting of an ef­

8This is a measure proposed by important Latin 
American personages who attended a seminar on protec­
tionism, held in Buenos Aires from 31 October to 3 
November 1978, which was organized by CEPAL and 
UNDP under the auspices of the Government of Argen­
tina. See the report of this meeting in document E/CEPAL/ 
1057.

9Many of these measures are illegal within GATT,
since they were not accepted by the organization when 
the country joined GATT or do not arise out of a waiver 
(see Article XXV).

ficient and rapid system o f information and 
action among the developing countries, 
making use, in Latin America at least, of the 
assistance w hich can be provided by the Latin 
American groups in Brussels, Geneva, N ew  
York, and in CECON in Washington. Along 
with these groups o f government represen­
tatives, m ention may be made o f the interna­
tional organizations with com petence in the 
interregional and the various regional contexts, 
w hich can provide the necessary elem ents of 
analysis to serve as a basis for measures and 
decisions by the developing countries and to 
b e u sed  as elem ents for negotiation.

In reality, a system can be envisaged with  
three operative mechanisms. The first o f these  
w ould  be an information and consultation 
m echanism , in which only the Latin American 
countries w ould participate. The second  
m echanism  w ould be made up o f both devel­
oped  and develop ing countries: it would settle 
differences that might arise in the information, 
and consultation stage, and its decisions could 
be either legally or merely morally binding.10 
F inally, the third mechanism would form a 
kind o f  supervisory body which w ould watch 
over the im plem entation of the agreements 
reached in the dispute-solving mechanism.

10Perhaps the best thing would be to lay down or 
agree on “equivalent compensation measures” which 
would be taken whenever there was any transgression of 
the established rules: i.e., whenever there was any attempt 
to bring back protectionism.



Exports of non-fuel primary products 

Jere R. Behrman*

Introduction

T he major macroeconom ic goals of the Latin 
American countries relate to: (1) growth, (2) 
distribution, (3) short-run stability regarding 
em ploym ent, inflation and the balance-of-pay­
m ents position, and (4) the international situa­
tion. Latin American analysts and policy­
makers have long been  preoccupied about the 
impact on the attainment of these goals of 
fluctuations and trends in international non- 
fuel primary com modity markets. It is not 
surprising, therefore, that Latin Americans 
have given  considerable (although not unani­
m ous) support to the call for the revision of 
conditions in international non-fuel primary 
markets that is the foremost demand of the 
d evelop in g  countries in their quest for a “N ew  
International Econom ic Order”.1

Although non-fuel primary products have 
accounted for a steadily declin ing share of total 
Latin American exports during the post-war 
era, they still represent a major source o f

*Chairman, Department of Economics, University of 
Pennsylvania.

^ o r  recent analyses of the New International Eco­
nomic Order see the references to this subject in: Bhagwati, 
Jagdish, N., ed., T h e  N e w  In tern a tio n a l E conom ic Order: 
T h e  N o r th -S o u th  D eba te , Cambridge, Mass.: The MIT 
Press, 1977; Cline, William R., éd., Proposals fo r  a N ew  
In te rn a tio n a l E conom ic  O rder: A n  E conom ic A n a lysis  o f  
E ffe c ts  on  R ich  a n d  Poor C oun tries , Washington, Praeger 
and Overseas Development Council, 1979; Erb, Guy F. 
and Bart S. Fisher, “U.S. Commodity Policy: What Re­
sponse to Third World Initiatives?”, L aw  a n d  Policy  in 
In te rn a tio n a l B u sin ess, Washington D.C., 9:2, pp. 479- 
513,1977; Fishlow, Albert, e t al., R ich  and  Poor N ations in  
th e  W o rld  E co n o m y, New York: McGraw-Hill Book 
Company, 1978; Grubel, Herbert G., “The Case Against 
the New International Economic Order”, W eltw irts-  
c h a ftl ic h e s  A rch iv , Tübingen 54:4, pp. 284-307, 1977; 
Rreinin, Mordechai E., and J. M. Finger, “A New Interna­
tional Economic Order: A Critical Survey of its Issues” , 
J o u rn a l o f  W orld  Trade  L a w , Twickenham, England, 
September/October 1976, and Vastine, Robert J., “United 
States International Commodity Policy” L aw  a n d  Policy in  
In te r n a tio n a l B usiness, 9:2, pp. 401-77,1977.

foreign exchange for the region. In the first half 
o f this decade, for example, they accounted for 
over 40% o f total regional merchandise exports 
and over half of the individual country mer­
chandise exports for three-quarters of the 24 
countries that are included in table 1 (in 
d escend ing order of dependence on such com­
m odities for export revenues, these 18 coun­
tries are: Jamaica, C hile, Cuba, Honduras, 
D om inican Republic, Costa Rica, Guyana, 
Haiti, Peru, Guatemala, Colombia, Nicaragua, 
Uruguay, Brazil, Panama, E l Salvador, Bolivia 
and Ecuador). Thus, both for the region as a 
w hole and for many o f the individual countries, 
non-fuel primary exports w ill continue to be 
important sources o f foreign exchange during 
the 1980s whatever changes occur in the world 
econom y.

T he framework for recent and ongoing 
exploration o f changes in the international non- 
fuel primary commodity markets was estab­
lished  by the proposal and resolution adopted 
at UN C TA D IV (Nairobi, 1976).2 The original 
proposal focuses on 10 core com modities, five 
o f w hich are important from the point o f v iew  of 
Latin America in the sense that they account 
for at least 1% o f total regional merchandise 
export value (coffee, sugar, copper, cotton and 
cocoa), and one o f w hich (tin) provides half o f 
the m erchandise export value o f Bolivia. 
Together these six core com modities ac­
counted for 24% o f Latin American merchan­
d ise  export earnings in the first half of the 
1970s. E ight other com m odities also were 
m entioned, four o f which (beef, iron ore, 
bananas, bauxite) each accounted for at least 
1% o f the region’s merchandise export earn­
ings, w h ile  the eight com modities together

2United Nations Conference on Trade and Develop­
ment (UNCTAD), “An Integrated Commodity Pro­
gramme”, Geneva, 1976 and “Resolution Adopted by the 
Conference: Integrated Programme for Commodities”, 
Geneva, TD/RES/93, (IV), 1976.



Table 1

PERCEN TA G E CONTRIBUTION  O F  MAIN N O N -FU EL PRIMARY EXPORTS 
TO  LA TIN  AMERICAN M ERCH AN D ISE EXPORTS, 1970-1975a

C ountry

UNCTAD

O ther re­
gionally 

significant0

O ther
nation­
ally
sig .d

Instability 
indice se

Core O thersb

s  5I £

Total
m ain

com mod­
ity

exports

(1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12) (13) (14) (15) (16) (17) (18) (19) (20) (21) (22)

A rgentina 0 24 4 28 28 19 27 28
Barbados

2 f
35

3f
35 0 2 37 24 16 22

Bolivia 2f 50 57
3*

0 57 24 34 16
Brazil 24 7*' 5 2 38 6 9 10 1 1 1 2 61 16 9 16
C hile 73 73 5 5 2 1 81 16 17 24
Colom bia 52f 3 f 4*

2f
59 2f 2 f 4 1 64 13 7 15

C osta Rica 27 5f 34 9* 27f' 34 1 69 7 9 9
C u b a? 75 75

2*
0 75

D om inican  R epublic 8 52 5 65 4 6 71 17 13 28
Ecuador 11 4f 8 23

l f
28 28 2 53 10 13 14

El Salvador 38 tf 12 56 1 2 59 10 7 19
G uatem ala 31 8 11 50 é 6 11 1 1 65 12 9 15
G uyana 35

4f 2*
30 3 68 18 16 12

H aiti 39 8
l f

51 13 15 66 IS 13 17
H onduras 16 i f

i f
18 7* 34

68f
41 I 13 73 10 17 15

Jam aica 13
I 1'

14
2f

3 71 85 25 11 17
Mexico 5 6 7 19

I 1'
2 4 25 11 11 17

N icaragua 14 6 26 46 12 13 64 8 10 11
Panam a I f 9 10 1* 39 40 1 3 2 61 10 11 14
Paraguay 2f i f 7 10 28 28 9 10 38 24 47 27
Peru 4 8 23 5 40 6 6 20 66 12 7 11
T rin idad  an d  Tobago 5 5 0 5 25 13 28
U ruguay 0 36 27 63 63 18 25 25
V enezuela 4 .

2* 2* I*'
4 18 14 21

Latin  America 8 7 5 2 1 1 24 4* 3* 12 2 2 1 1 1 43

a F rom  B ehrm an, International Commodity Agreements;..., op. cit., except in  th e  case ofitem s for-which notes c, d a n d  fa re  relevant, which are from Lord, 
op. cit.
b In  th e  o riginal UNCTAD proposal soybeans and  lum ber w ere not included, bu t they are included w ith th e  o ther com m odities in  la ter docum ents.
0"R egionally  significant” m eans com modities tha t accounted for at least 1% of Latin American m erchandise exports in  1970-1974 (the period  on w hich 
th e se  colum ns a re  based).
^ “ N ationally significant” m eans com m odities tha t accounted for at least 10% o f some Latin American country’s m erchandise export value for 1970-1974 
(the period  on w hich  these  colum ns are based).
e D efined  as 100 tim es th e  variance from the trend for 1960-1976 relative to th e  arithm etic mean, w here th e  d ependen t variable was first transform ed by 
d iv id ing  th e  geom etric m ean o f its series to make com parable linear and  semi-log functions. A Paasche index is used  for prices and a Laspeyres index is 
used  for quan tities. Based on coffee, sugar, copper, cotton, cocoa, beef, iron ore, bananas, bauxite, and  soybeans. Source is Lord, op. cit.
*1970-1974.
SNo data are given for C uba in  Lord, op. cit.
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accounted for 10% o f total Latin American 
m erchandise export value. The emphasis in the 
proposal and resolution is on price stabilization 
for the core com m odities through international 
buffer stock agreements, although there are 
also a number o f phrases that suggest the 
possib ility  o f increasing the secular trend of 
prices.

T he UN C TA D proposal is called an inte­
grated feature in it is the establishm ent of a 
Com m on Fund, primarily to provide financing 
for the core com modity agreements and sec­
ondarily to conduct “second w indow ” lending  
operations for com m odities not amenable to 
stockpiling, for product diversification, etc. 
T he Com m on Fund w ould also pool and 
reduce risks, have more bargaining power in 
international capital markets than would a set 
o f individual capital markets for the same 
com m odities, and require smaller total finan­
cin g  than the aggregate of a set o f individual 
funds because o f differences of phasing of 
cycles across commodity markets. The original 
proposed m agnitude o f the Common Fund was 
US$ 6 billion.

Negotiations over the details o f the Com­
m on Fund have continued for several years. 
T he “Group o f 77” developing countries 
sought a Fund w ith paid-up capital from direct 
assessm ents o f about US$ 2 billion, to be 
supp lem ented  by borrowing approximately 
US$ 4 b illion  on capital markets, and they 
advocated that about one-quarter o f the total 
w ou ld  b e used  for “second w indow ” opera­
tions. T he “Group B” or industrial countries, in 
pontrast, advocated financing by deposits from 
the individual international commodity agree­
m ents instead of direct assessm ents, and 
opposed  “second w indow ” operations.

A breakthrough occurred at the March 
1979 U N C TA D  negotiating session with the 
resolution o f the two major controversial 
issues: (1) as regards the basic capital structure,

agreem ent was reached that US$ 400 million  
w ould  be raised by direct assessm ent (about 
two-thirds o f w hich w ould be from Group B 
countries) and that other financing (amounting 
to one-third o f the agreem ents’ prospective 
financial requirements) would com e from 
contributions by the producing and consuming  
country governm ents in each individual in­
ternational commodity agreement; (2) as 
regards the second window , it was agreed to 
establish  such operations with funding of 
US$ 370 m illion, but without any transfers 
allow ed  from the first window (the United  
States m aintained its opposition to partici­
pating in the second w indow , but no longer 
opposed the voluntary participation of other 
Group B countries). More than a hundred  
countries agreed in the plenary of the session  
to a docum ent that resolved these issues and 
referred further negotiations and the drafting 
o f the articles o f the Common Fund to an 
Interim  Comm ittee. Although some difficult 
issues remain (e.g., the distribution of voting 
rights), Common Fund negotiations may w ell 
be successfully concluded within a year or so. 
Subsequently, ratification by national legisla­
tures w ill be required.

Consideration o f the UNCTAD Integrated 
Comm odity Programme has dominated recent 
discussions o f future changes in international 
non-fuel primary commodity markets. More­
over, after the March 1979 UNCTAD nego­
tiating session  there appears to be a significant 
probability that some variant of the UNCTAD  
programme w ill be im plem ented. Therefore 
the rest o f this paper focuses on the implica­
tions o f the UNCTAD proposal for Latin Ame­
rica. Section I explores the primary question 
o f “first w indow ” price stabilization of the core 
com m odities, section II more briefly considers 
the implications o f attempting to alter the 
secular price trends, and section III summa­
rizes the results.
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I

N on-fuel primary commodity price stabilization

T he U NC TA D  Programme em phasized the 
stabilization o f prices o f the core commodities 
through international buffer stock operations. 
In order o f the com m odities’ importance in 
export earnings for Latin America, the average 
annual absolute value percentage deviations 
from the trends o f these prices over the period  
1963-1972 w ere 17 for coffee, 33 for sugar, 22 
for copper, 8 for cotton, 23 for cocoa and 8 for 
tin.3 For all but cotton and tin these fluctuations 
w ere relatively large. The specific implications 
o f th ese  price fluctuations for each country, of 
course, d epend  on the exact composition of its 
exports. The price instability indices in column  
20  o f table 1 suggest that among Latin Ameri­
can countries in recent decades Jamaica, Peru, 
Paraguay, Barbados and Bolivia have experi­
en ced  particularly large fluctuations in the 
prices o f their com modity exports included in 
the U N C TA D  programme. Such large varia­
tions in prices may make private or public 
planning much more difficult. They may also 
contribute to fluctuations in earnings if  they are 
not offset by changes in volum e o f production. 
B ecause o f  differential variations in such 
volum e, how ever, the Latin American coun­
tries w ith  the greatest instability in export 
earnings from these same com m odities differ 
som ew hat from the above list, their order being  
Argentina, D om inican Republic, Trinidad and 
Tobago, Paraguay, Uruguay, C hile, Barbados, 
and V enezu ela  (column 22 o f table 1). Formany 
purposes the effect o f such fluctuations in 
earnings may be more important than that of 
price fluctuations, although it is the latter 
towards w hich the UNCTAD programme is 
directed  (this topic w ill be dealt with again 
below ).

A num ber o f questions arise about the 
U N C T A D  programme. What are the magni­

3Behrman, Jere R., International Comm odity Agree­
m ents: A n  E valuation o f  the UNCTAD Integrated Com­
m od ity  Programme. Washington: Overseas Development 
Council, 1977.

tudes that are involved in its operation? What 
are the im plications for developing countries in 
general and for Latin America in particular? 
What are the implications for the developed  
econom ies? H ow does this programme 
compare w ith alternative policies?

T hese questions w ill be explored in this 
section  primarily through the use of simula­
tions o f  international buffer stock activities 
with sim ple econom etric m odels o f the 
relevant international markets. T hese models 
capture the tim e pattern o f simultaneous and 
lagged responses in supply, current demand 
and private inventory demand relations for 
each o f  the relevant commodity markets, and 
the parameters used  in them are those most 
consistent with observed behavioural and 
technological responses.4 Before turning to the 
insights gained from these simulations, 
how ever, it is useful to indicate som e reasons 
w hy the sim ple a priori theorizing and sim ple 
correlations that are often used for such analy­
sis may be inadequate.

1. L im ita tions o f  a priori and correlation  
analysis o f  com m odity m arkets.

M uch o f the analysis o f international com­
modity markets is based on simple supply and

4For further details concerning these models and their 
use for commodity market simulations, see Behrman, In ­
ternational C om m odity A greem ents:... op. cit.; Behrman, 
“The UNCTAD Integrated Commodity Program: An 
Evaluation”, in F.G. Adams and S. Klein, eds., Stabilizing  
W orld C om m odity Markets: Analysis, Practice and Policy, 
Lexington, Mass.: Heath-Lexington Publishing Company, 
1978; Jere R, Behrman, and Pranee Tinakom, “Evaluating 
Integrated Schemes for Commodity Market Stabilization” 
in F. Gerard Adams and Jere R. Behrman, eds., Econometric 
M odeling o f  World Commodity Policy, Lexington, Mass.: 
Heath-Lexington Publishing Company, 1978, and “The 
UNCTAD Integrated Program: Earnings Stabilization 
Through Buffer Stocks for Latin America’s Commodities”, 
in W. Labys, M. Ishaq Nadiri, and José Núñez del Arco, 
eds., C om m odity M arkets and Latin  American Develop­
m ent: A  Modeling Approach, Cambridge: Ballinger 
Publishing Company and NBER, 1979.
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dem and m odels or bivariate correlations. 
H ow ever, such analysis may be quite mis­
leading in respects that frequently do not seem  
to be recognized. For this reason, simulations 
o f macroeconom etric models w ill be used in 
the analysis below .

O ne problem with many ofth e analyses is 
that the results are sensitive to the assumed 
forms o fth e  supply and demand functions. For 
exam ple, Johnson5 argues that “elementary 
econom ics’’ demonstrates the incompetence of 
U N C TA D  econom ists, since they did not 
recognize the trade-off betw een prices and 
earnings stabilization, yet Johnson’s own  
analysis o f  this trade-off depends upon his par­
ticular assum ptions o f linear price-elasticity 
curves and additive shifts, without any em ­
pirical testing. With alternative assumptions 
— som e o f w hich seem  theoretically and em ­
pirically at least as warranted as his— very dif­
ferent results are obtained!6

Another example is provided by Lord’s7 
recent em pirical analysis o f the supply versus 
dem and causes of fluctuations in Latin Ameri­
can com m odity exports. By looking at the sign 
o f the correlation betw een retrended quantities 
and prices, he claims to identify whether the 
underlying shifts w ere primarily in supply 
(negative correlations) or in demand (positive 
correlations),8 But PorteF proves that such a 
test is valid only if  the supply and demand price 
elasticities are equal,10 and it seem s very

5Harry G. Johnson, “Commodities: Less Developed 
Countries’ Demands and Developed Countries’ Res­
ponse” , in Bhagwati, op. cit.

6See Berhman, International Comm odity Agree­
ments:,,,, op. cit.

7Montague, J. Lord, “The UNCTAD Integrated Pro­
gram: Export Stabilization and Economic Growth in Latin 
America” , in Labys, Nadiri and Núñez, op. cit.

8 The re is a long tradition of making some inferences by 
this method dating back at least to United Nations, 
In s tab ility  in Export M arkets o f  Under-Developed Coun­
tries, ST/ECA/15, 1952. Another, more recent, example is 
Ezriel M, Brook, Enzo R. Grilli and Jean Wallbroeck, 
“Commodity Price Stabilization and the Developing 
W orld”, Washington: IBRD, Bank Staff Working Paper 
No. 262, 1977.

9Richard Porter, “On Placing the Blame for Primary 
Product Instability”, International Economic Review, 
Philadelphia, Pa., 11:1, pp. 175-178, 1970.

10To see that elasticities must matter, consider the case
in which one of the two curves is stabile and infinitely

unlikely that such elasticities are anywhere 
near equal for most of the country-commodity 
com binations that Lord considers. The market 
shares o f Latin American countries for the six 
UNCTAD core com m odities of interest to them  
are generally relatively small, the only values 
higher than 10% being for Bolivia (tin), Brazil 
(coffee and cocoa), Chile (copper) and Colom­
bia (coffee). Thus, the demand price elasticities 
facing the individual countries are very high, 
often approaching infinity, but Lord’s analysis 
is appropriate only if the country supply elas­
ticities are equally high: an assumption that 
does not seem  to be based on empirical facts. 
Therefore, once again his conclusions seem to 
be quite suspect because they are not based on 
relevant assumptions regarding the underlying 
structure (in this case the elasticities) of the 
markets.11

Yet another problem af fecting much of the 
sim ple theoretical and empirical analysis is 
that all adjustments are assumed to be instanta­
neous, so that fairly long-run price equilibria 
are reached immediately. Both Johnson and 
Lord are among the multitude o f analysts who 
make this sim plifying assumption. In the real 
world, how ever, there are considerable lags 
because o f the tim e required for adjustment of 
production, consumption and investment 
processes and for the creation of expectations, 
and such lags may substantially alter the out­
com es coippared with those im plied by ana­
lyses that ignore such factors, as the textbook 
“explosive cobw eb” model demonstrates.

T he m odels used  for the simulations 
reported below  differ from the Johnson-Lord 
type o f analysis in that decisions regarding a 
num ber o f critical questions (e.g., magnitude of 
elasticities, additive versus multiplicative

elastic (thereby fixing the equilibrium price) and the other 
curve has less than infinite elasticity and shifts consid­
erably. Even though by assumption the instability arises 
from the movements in the latter curve, the Lord method 
will give a zero correlation between pairs and quantities 
and atribute the instability equally to shifts in both curves.

^ If  demand elasticities are bigger than the supply 
elasticities, as is probably generally the case for the 
country-commodity combinations that Lord considers, 
then this method is biased towards incorrectly attributing 
the relative responsibility for shifts to the supply side. See 
Porter, op. cit., for an explicit demonstration oi this bias.
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shifts, pattern o f lags) were made in order to 
ensure the h ighest consistency possible with 
the historical data from these markets. It is true 
that the use o f  these models still involves a 
num ber o f  important assumptions,12 but they  
provide a much better basis for this analysis 
than the frequently encountered studies 
involving much stronger critical assumptions, 
o f the types noted above.

2. M agnitudes invo lved  in buffer  
stock operations.

T he UNC TA D Integrated Commodity Pro­
gramme has been  simulated over a thirteen- 
year period under the assumption that the 
buffer stock operators have sufficient financial 
and com m odity reserves to keep price fluctua­
tions w ithin  15% o f the secular trends that 
actually prevailed in the 1950-1975 period (see 
discussion  at start o f section II below). The 
sim ulation was conducted over a relatively 
long period so that the ongoing behaviour o f  
the agreem ent can be considered under a 
variety o f  external conditions regarding world  
econom ic activity, etc.

T able 2 summarizes the simulated activity 
of the buffer stocks and the impact of this 
activity on producers1 revenues over the thir­
teen-year period.13 For each o f the six com­
m odities o f interest to Latin America it gives 
th e number o f buffer stock purchases and sales; 
the longest continuous period o f buffer stock 
activity without buying and without selling; 
the present discounted value o f buffer stock 
activity w ith and without inclusion of the value 
o f final stocks; the mean percentage changes 
due to the buffer stock price stabilization  
programme in prices, quantities supplied and 
producers’ revenues; the present discounted

12See Behrman, International C om m odity Agree­
m ents:..., op. cit., and “The UNCTAD Integrated Com­
modity program...”, op. cit., and Behrman and Tinakorn, 
“Evaluating Integrated Schemes...”, op. cit., for further 
discussion of this question.

13For much more detailed discussion of these results 
see Behrman, International Comm odity Agreements:,,,, 
op. cit., and “The UNCTAD Integrated Commodity Pro­
gram...” , op. cit., and Behrman and Tinakorn, “Evaluating
Integrated Schemes...”, op. cit., and “The UNCTAD In­
tegrated Program...”, op. cit.

value oí additional producers’ revenues due to 
the institution o f the Integrated Commodity 
Programme; and an index of the extent of 
revenue stabilization which occurs because o f  
the Programme.14

T he simulations indicate that for three of 
the six core com m odities of interest to the 
region the buffer stock must begin with initial 
stocks in order always to be able to defend the 
price ceiling. If there were not such initial 
stocks for sugar, copper and tin, the buffer stock 
authorities w ould not always be able to defend  
the ceilin gs in the initial years because to do so 
w ould  require greater quantities of com modi­
ties than they w ould have purchased at an 
earlier tim e in efforts to defend the floors.

After establishing their initial position, in 
the subsequent thirteen years o f simulated  
buffer stock operation the buffer stocks in­
tervene in the market 42 out o f 78 possible  
tim es, or slightly more than half o f the years, on 
average, for each commodity (columns 1 and 2 
o f table 2). Such activity is somewhat more 
frequent for sugar and somewhat less frequent 
for tin than for the other four commodities. 
D esp ite  this frequency o f intervention in the 
market, there w ould be long periods w hen the 
buffer stocks w ould not intervene on one side 
o f the market. Columns 3 and 4 of table 2 show  
the longest continuous period in years of buffer 
stock activity without buying or without 
selling , respectively. The longest period  
w ithout buying ranges from three years for 
cocoa to thirteen years for cotton and tin, with  
an average o f 9.7 years, w hile the longest 
period w ithout selling ranges from two years 
for sugar to ten years for tin, with an average 
of 5.3 years. T hese long periods without inter­
ven ing on one side o f the market suggest that 
it m ight be quite difficult to be sure that the 
target prices around w hich the buffer stocks are 
attem pting to stabilize are related to long-run 
equilibrium  values. T hese long periods also 
im ply that if  international commodity agree-

14This index is the ratio of the standard deviation of 
real revenues with the price stabilization programme to tire 
standard deviation of real revenues without the stabiliza­
tion programme. A value of less than f thus indicates that 
revenues are more stable with the programme than without 
it.



Table 2

SUMMARY OF BASIC INTERNATIONAL BUFFER STOCK COMMODITY PROGRAMME SIMULATIONS FOR SIX UNCTAD CORE
COMMODITIES OF IMPORTANCE TO LATIN AMERICA, OVER 13 YEARS

UNCTAD core 
commodities 
of interest 
to Latin 
America

Number of 
buffer stock 

interventions

Longest continuous 
period (in years) 

of buffer stock activity

Value of 
buffer stock 

activity1’

Mean percentage changes0 
due to price stabiliza­

tion in:
Value of 

additional 
producer 

revenueb’°

(10)

Revenue
stabili­
zation
index11

(ID

Purchases1

(1)

Sales

(2)

Without
buying

(3)

Without
selling

(4)

Excluding Including 
final stock final stock

(5) (6)

Price

(7)

Quantity
supplied

(8)

Producers
revenues

(9)

Coffee 2 5 9 4 -4 9 4 -413 1.5 1.0 2.4 1734 0.71
Cocoa 6 1 3 6 -667 -7 0 4.2 2.9 6.7 334 0.24
Sugar 11 1 12 2 -1 3  877 - 6  309 23.1 2.2 23.6 10 609 0.22
Cotton 9 0 13 4 - 3  735 -643 3.7 2.4 6.1 8 241 0.51
C opper 3 5 8 6 -508 382 0.8 - 0.2 0 .6e — 188e 0.94
Tin 1 1 13 10 30 30 - 0.2 - 0.0 - 0.2 -21 1.00
Average1 5.3 2.2 9.7 5.3 - 1 9  2511 —7 Q23f 5.5 1.4 6.5 20 7091 0.60

in c lu d in g  initial purchases in the case of sugar, copper and tin.
bThese values are present discounted values using a 5% real discount rate and are in millions of constant 1975 dollars.
cThe comparisons are with identical simulations, except that no buffer stock activity is assumed.
dThis is the ratio of the standard deviation in real revenues with price stabilization to that without price stabilization.
eThe present discounted value is negative even though the mean percentage change in producers’ revenues is positive, because of negative values 

early in the simulation period. 
fTotal for columns 5, 6 and 10.
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m ents are in effect only for the five-year period 
suggested  by the Havana Charter, in many 
cases activity m ight be quite concentrated on 
one side o f  the market. Such considerations 
suggest that it might be desirable to have buffer 
stock agreem ents w ith longer lives than has 
generally  b een  proposed.

Another interesting aspect o f the simu­
lated buffer stock interventions is that pur­
chases are more than tw ice as frequent as are 
sales for the six com m odities combined. The 
prevalence o f purchases for cocoa, sugar and 
cotton much more than offsets the weight o f  
sales for coffee and copper (columns 1 and 2 of 
table 2), and this overall asymmetry betw een  
purchases and sales occurs despite the fact that 
the buffer stocks are stabilizing around the 
long-run secular trends that actually occurred. 
T he frequency o f intervention on one side or 
the other o f the market is not a very good 
indication o f w hether or not the target secular 
price trend is above or below  the long-run 
equilibrium  path, except possibly in extreme 
cases or with a very large number o f years of 
operation.

Another important point about the simu­
lated operation o f these buffer stocks is that the 
m agnitude o f financing becom es fairly large 
after several years, even  though there are 
significant advantages from pooling finances 
across th ese six core com modities. For exam­
p le , the sum o f purchases minus sales indica­
tes that, on the average, a total o f about US$ 1 
billion  per year w ould be expended. For half o f 
the com m odities, moreover, the maximum 
financing needs w ould occur in the first live  
years o f operation. Therefore, in about six years 
the buffer stocks w ould exhaust the US$ 6 
b illion  fund originally m entioned in the 
U N C TA D  proposal, even  if  only these six ofthe  
ten  core com m odities w ere included and even  
i f  no second w indow  operations were con­
ducted. This occurs despite the gain of about 
21% obtained by pooling across com modities 
so that sales o f one commodity offset purchases 
o f other com m odities.15 The large access to

15This calculation of the gains from pooling depends 
upon the assumption that capital markets are not perfect 
and that individual countries participating in the interna­
tional commodity agreements could not do such pooling on

financing required despite such pooling may 
make it necessary —at least politically— to 
establish  such a programme initially on a 
shorter-term basis than the considerations in 
the previous paragraph would indicate are 
desirable. H ow ever, one important caveat 
should be made here. The model for sugar 
seem s much less satisfactory than those for the 
other com m odities,16 and sugar plays a very big  
role in these estim ates. If sugar is excluded the 
average required access to funding drops 70% 
to less than US$ 350 m illion per year, with a 
43% gain from pooling. This level o f financing 
w ould  be possib le for a number o f years with 
funding o f the order o f magnitude proposed by 
U NC TA D , even  if  allowance is made for the 
four core com m odities not o f particular interest 
to Latin America and for some second window  
operations.

What are the net cost of this buffer stock 
activity after adjustments for storage, transac­
tions, deterioration, interest, and buying- 
se llin g  differentials? The answer depends 
largely on the value placed on the final stocks 
and on w hether or not the simulations for sugar 
are reliable. For all six core com modities the 
present discounted value o f operating the 
U N C TA D  programme for 13 years is —7.0 
billion  1975 dollars if  final stocks are valued at 
actual prices prevailing the year after the 
sim ulations, and — 19.3 billion 1975 dollars if 
final stocks are valued at zero (columns 5 and 6 
o f table 2). The most realistic estimate presum­
ably is som ew here betw een  these two num­
bers, since if  all o f the stocks were sold after the 
last year o f the simulation, prices would fall 
considerably, but not to zero. If sugar is 
excluded the two analogous values are —0.7 
and—5,4 b illion  1975 dollars. The range is still 
negative and may imply fairly large costs, but is 
of the order o f magnitude that has been dis­
cu ssed  in the UNCTAD negotiations (and the 
upper lim it of this range increases only to -0 .9

their own. See Behrman, Jere R. and Pranee Tinakorn, 
“The Simulated Potential Gains of Pooling International 
Buffer Stock Financing Across the UNCTAD Core Com­
modities”, Philadelphia: University of Pennsylvania, 
Report for the U.S. Treasury, 1977, for further discussion of 
these issues.

16See Behrman and Tinakorn. “Evaluating Integrated 
Schemes..” , op, cit.
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b illion  1975 dollars if  the other four core 
com m odities are added).

W here do such considerations about the 
sim ulated operation o f the UNCTAD Inte­
grated Com m odity Programme leave us? They 
su ggest som e reservations. There would be 
start-up problems in about half o f the agree­
m ents in that the price ceilings could not be 
d efend ed  due to inadequate prior purchases, 
and such events w ould  strain the patience of 
consum ing participants. It would be difficult to 
know w hether or not the target price paths 
w ere close to the long-run equilibrium paths 
from the frequency or pattern of market inter­
ventions by the buffer stocks. Even if  the target 
price paths w ere identical with the long-run 
equilibrium  price paths, moreover, consider­
able finances m ight be involved. If the target 
price paths exceed  the equilibrium  price paths 
by m uch, furthermore, the required financing 
could  becom e enormous (see section 3 below). 
At the cost o f reducing the price stability 
around the long-run trends, however, the target 
price paths could be adjusted in line with 
buffer stock accumulations to ensure that 
financial requirem ents did not exploded7

On the other hand, the simulations suggest 
that price stabilization for the core commodi­
ties o f interest to Latin America (or for all the 
core com m odities) is feasible over a number of 
years w ith  total financing not too much greater 
than the amounts m entioned in the negotia­
tions. I f  the estim ates for sugar are misleading 
because o f  inadequacies in the underlying 
m odel, if  sugar w ere excluded, or if  a flexible 
target price path reduced the financial require­
m ents for sugar, the order o f magnitude of the 
financing required w ould be within the limits 
discussed  at the negotiating sessions.

But these com ments refer only to the 
feasib ility  and direct costs of operating the 
U N C TA D  Integrated Commodity Programme. 
T he benefits and costs from the point of view  of 
the d evelop ing  and developed  countries must 
now  be considered.

17See Behrman and Tinakorn, “Evaluating Integrated 
Schemes...” , op. cit. The simulations there suggest that the 
use of variable target price paths (or variable price bands) 
adjusted for actual stock accumulations can substantially 
reduce the financial costs.

3. Im plica tions o f  the UNCTAD Programme 
f o r  develop ing  countries in general and fo r

those in Latin  Am erica in particu lar

T he six core com m odities o f interest to Latin 
America are produced and exported primarily 
by develop ing countries. At the start o f this 
decade such countries accounted for virtually 
all o f the world production and exports o f coffee 
and cocoa, alm ost a third o f production and over 
two-thirds o f exports o f sugar, about 40% of 
production and 54% of exports o f copper, about 
a third o f production and almost two-thirds o f 
exports o f cotton, and about three-quarters o f 
production and a slightly higher proportion o f 
exports o f tin. The developing countries as a 
group import and consum e a significant, al­
though much smaller, proportion of these  
goods. Thus, at the start of the decade they 
accounted for 12 to 20% o f world imports o f 
sugar, cotton and tin, although only 4 to 6% of 
world imports o f coffee, cocoa, and copper. The 
producer-exporter role is stressed here because 
that is the more important one in the aggregate, 
but the reader should keep in mind that for a 
few  develop ing countries the consumer-im- 
porter role is significant, particularly for sugar, 
cotton and tin.

O f course for developing country produc­
ers and consumers (as w ell as for both groups 
elsew here) there are some potential gains from 
the price stabilization itse lf to the extent that 
risks are dim inished or costs related to price 
fluctuations in production or in use are ad­
justed. Such gains have the interesting feature 
o f being shared across the market. For example, 
if  they exist on the production side, price 
stabilization is likely to lead to increased 
supplies from w hich users w ill benefit, w hile if 
they exist on the users’ side, price stabilization 
is likely to lead to increased demand from 
w hich suppliers w ill benefit. Unfortunately, 
em pirical estim ates o f the magnitude o f such 
gains are not available, but they should not be 
ignored, since som e analysts argue that they 
may be substantial.

N ow  let us consider the impact on produc­
ers’ revenues o f the operation of the buffer 
stock programmes. It is useful to break down  
revenue betw een  the quantities supplied and 
the price received.
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As regards the quantity supplied, the sim ­
ulations indicate initial periods o f no response 
for cocoa, coffee and copper. T hese initial 
periods o f  four or five years o f no supply 
response reflect the relatively long lead times 
required to bring newly-planted trees or ex­
panded m ine capacity into operation. Subse­
quently, how ever, fairly large supply respon­
ses are induced, at least for the agricultural 
products, w ith increases o f over 11% for cocoa 
and sugar, over 6% for cotton, and over 3% for 
coffee. Changes o f these magnitudes imply that 
it may b e  quite m isleading to consider the 
im pact o f international commodity agreements 
w ithin  a framework which assumes no supply 
responses. In fact, in some respects the exis­
tence o f supply responses with long lags may 
make stabilization more difficult. For example, 
the sim ulation for cocoa indicates a fairly large 
supply increase eight to ten years after the 
beginn in g o f  the programme in response to the 
m uch higher price received for cocoa because 
o f the sim ulated buffer stock programme in the 
third and fourth year, not in response to the 
sim ulated  current market conditions.

E xcept in the case o f tin, the simulated  
buffer stock programme has much larger per­
centage effects on prices than on quantities 
supp lied .18 For the other five core commodities 
o f interest, in alm ost every year the price is 
affected either upwards or downwards. The 
price is changed in many years in which no 
buffer stock activity occurs because of' the 
dynam ic im pact o f past buffer stock purchases 
or sales. Under the particular assumptions o f  
th ese  sim ulations, the average price increase is 
23.1% for sugar (see column 9 o f table 2).19 For 
cocoa and cotton the average annual increases 
are respectively 4.2% and 3.7%. For coffee the 
increase is 1.5%, w h ile  for the two minerals it is 
less than 1% in absolute value. It is interesting 
to note, how ever, that in every case except tin

lsTin may be an exception because the International 
Tin Agreement and United States Government tin stock­
pile activities apparently kept prices fairly stabile during 
the sample period. See Smith, Gordon W. and George R. 
Schink, "The International Tin Agreement: A reassess­
ment”, The Economic Journal, New York, No. 86, pp. 715- 
28,1976.

19But it should be remembered that there is some 
question about the sugar model.

the price stabilization programme leads in 
som e years to prices higher than would other­
w ise exist, w hile in other years it leads to prices 
low er than those which w ould prevail without 
it.

Altered dynamic price paths induce changes 
both in supply, as noted above, and in demand, 
and the combination of the impact on prices 
and on quantities results in changes in produc­
ers’ revenues. In som e cases, the movements in 
prices and quantities reinforce each other, 
w h ile  in other cases they are opposing. The to­
tal effects are fairly significant revenue gains 
for agricultural com m odities and much smaller 
revenue losses for the two minerals (columns 9 
and 10 o f  table 2). For sugar the estimated an­
nual average revenue gain is 23.6%, which im­
p lies a present discounted value o f additional 
producers’ revenues o f over US$ 10 billion. For 
the other three agricultural commodities the 
average annual percentage revenue gains 
range from 2.4 for coffee to 6.7 for cocoa. The to­
tal 6.1% average annual revenue gam for cot­
ton, how ever, im plies a present discounted  
value o f  total producers’ revenue gains of the 
order o f  US$ 8 b illion  over the simulation peri­
od, Across all six com modities, the total simu­
lated present discounted value of additional 
producers’ revenues is somewhat over US$ 20 
billion . This gain is fairly substantial, with  
m ost o f  it accruing to sugar and cotton produc- 
cers and, to a lesser extent, to coffee pro­
ducers.

On the other hand, there are simulated  
small losses for the two mineral products. O f 
course, these results are conditional on the 
particular assumptions underlying these simu­
lations, and they might change with different 
assum ptions, but it w ell might be the case that 
under any set o f assumptions for a particular 
tim e period there w ould be some losers among 
the producers (such as the minerals in this case) 
as w ell as som e gainers. This possibility may 
make it quite difficult to hold together an 
integrated arrangement.

T h ese comments refer to what happens to 
the leve l o f revenues. But some critics o f the 
U N C TA D  programme have claim ed that under 
reasonable assumptions increases in revenues 
w ill be accom panied by decreases in their
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s ta b ility .  For exam ple, Johnson20 makes this 
argument. H ow ever, as indicated above, the 
question  o f  whether or not there is a trade-off 
b etw een  the lev e l and the stability o f revenues 
cannot be settled a priori. It depends upon the 
elasticities o f the underlying curves and the 
natures o f shifts in those curves, and is thus 
basically an em pirical issue. The results in the 
last colum n o f table 2 indicate that only for 
copper is there ev id en ce o f a trade-off betw een  
the stability and the level of revenues. In 
thecase o f  copper, the price stabilization pro­
gramme stabilizes revenues slightly, but with 
the result o f a som ewhat lower present dis­
counted value. For the four agricultural com­
m odities, revenues are increased fairly sub­
stantially, w h ile  revenue instabilities are re-

20Johnson, op. cit.

duced significantly. For tin there is a slight re­
duction in revenues with almost no change in 
stability. At least for the agricultural commodi­
ties, then, Johnson's strong warning about the 
trade-off betw een  the level and stability of rev­
enues does not seem  warranted.

Up to this point, the simulated impact of 
the UNCTAD Integrated Commodity Pro­
gramme on the revenues of all producers has 
been  d iscussed. Now, let us turn to its effect on 
the Latin American producers. Table 3 gives 
the present discounted values o f real revenue 
changes w hich w ould accrue to each of the 
major Latin American producing countries in  
respect o f  each o f the six UNCTAD core 
com m odities, the total present discounted  
additional value for each major Latin American 
producing country, and the ratio o f that total 
value to the average export value over the 
period 1970-1975.

Table 3

PRESENTE DISCOUNTED VALUES OF GAINS ACCRUING TO LATIN AMERICAN PRODUCERS FROM 
SIMULATED UNCTAD COMMODITY PROGRAMMES OVER THE PERIOD 1963-1975a

Countries

Present discounted values (PDV) of additional 
revenues to producers 

(millions of 1975 dollars)

Coffee Cocoa Sugar Cotton Copper Tin Total

Ratio of PDV 
of additional 

producer revenues 
to average 

annual export 
-value in 1970-1975 

(percentage)

Argentina 82 82 3
Bolivia -3 - 3 -1
Brazil 312 40 743 412 1507 28
Chile -23 -2 3 -2
Colombia 243 3 82 328 29
Costa Rica 52 52 16
Cuba 849 849 55
Dominican Republic 7 424 431 97
Ecuador 13 13 2
El Salvador 87 87 28
Guatemala 69 69 17 ,
Jamaica 106 106 22
Mexico 69 3 424 247 -2 741 33
Peru 212 82 -8 286 26
Venezuela 3 3 0

Total 832 70 2 758 907 -32 - 3 4 532 16

aCalculated by distributing the simulated present discounted values of additional revenues to producers in column 10 of 
table 2 by each Latin American country’s share in world production. For the last column the total export values are from 
United Nations figures (1976), with the OECD deflator used to convert into millions of 1975 dollars.
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T he present discounted values of gains to 
producers in an individual country depend  
upon the total present discounted value o f  
additional producer revenues (column 10 o f  
table 2) and the country’s share in world 
supply. T hese sim ulated gains are gross gains 
that do not include any contributions to the 
financing o f  the buffer stock operations (co­
lum ns 4 and 5 o f table 2). If the producing 
countries contributed half o f the net cost o f  
buffer stock operations the aggregate producer 
n et gains w ould  be from 17 to 46% lower, 
d ep en d in g  on the evaluation of final buffer 
stocks held  at the end o f 1975, In order not to 
b ecom e too com plex because o f alternative 
schem es for distributing the net costs o f buffer 
stock operations among producers and con­
sum ers and the question o f how  to value the 
final stocks, the present analysis is focussed on 
gross producer gains without subtracting their 
contributions to the buffer stock operations. 
T he present discounted value o f gains net of 
contributions to the costs o f buffer stock opera­
tions w ould  o f course be low er than this, with  
the amount o f the reduction depending on the 
exact assum ptions about the funding arrange­
m ents and the evaluation o f final stocks.

T he largest sim ulated gainers in absolute 
terms are the sugar and cotton producers 
(because o f  the large simulated overall gains for 
those producers in table 2) and the coffee 
producers (because of the moderate overall 
sim ulated gain in table 2 and the large Latin 
American share in world production). The 
gains for the other three com m odities are much 
sm aller, and they are actually negative for the 
tw o minerals.

In absolute terms, then, the b ig simulated  
gainers am ong Latin American countries in­
clu de Brazil (1,507 m illion 1965 dollars), Cuba 
(849 m illion), M exico (741 m illion), the Dom i­
nican R epublic (431 m illion), Colombia (328 
m illion), Peru (286 m illion) and Jamaica (106 
m illion). Smaller gainers include Argentina 
and the Central American countries. Bolivia 
and C h ile  are small losers. The total present 
discounted  value o f these revenue gains to 
Latin American producers is about 4.5 billion  
1975 dollars.

To put these amounts in perspective, it is 
useful to consider them as percentages of the

average annual value o f exports in 1970-1975 
(the last column in table 3). In these terms, they 
range from —2% to +97%. The big relative 
gainers are the Dom inican Republic, with 
alm ost a year’s export value (97%), and Cuba, 
with over a half a year (55%). Mexico, Colom­
bia, Brazil, E l Salvador, Peru and Jamaica all 
gain from one-fifth to one-third of a year’s 
export value. For Latin America as a whole the 
estim ate is a gain o f about one-sixth (16%) of an 
average year’s export value.

Are such gains for Latin America small or 
large? The answer depends upon the point o f 
comparison. A total o f 4.5 billion 1975 dollars is 
not so small as to be irrelevant. On the other 
hand, to obtain it requires operation of the 
buffer stock programme for a fairly long period 
of tim e. It is small, moreover, in comparison to 
the transfers o f roughly US$ 65 billion per year 
brought about by the OPEC petroleum price 
increases, and furthermore, some o f the poorer 
Latin American countries (e.g., Bolivia and 
Paraguay) w ould not benefit from such a pro­
gramme.

Finally, let us return to the macroeconomic 
goals o f  the Latin American econom ies that are 
listed  in the first paragraph o f this paper. What 
are the im plications o f the simulations for the 
attainment o f these goals? To consider this 
question it is useful to separate the impact o f 
increased levels o f earnings from that due to 
the reduction of fluctuations.

T he impact o f increasing the levels o f  
earnings is almost certainly positive in regard 
to many o f the macroeconomic goals. More­
over, in econom ies in which foreign exchange 
availability is an important constraint or in 
w hich  unutilized capacity exists, the indirect 
effects transmitted through government expen­
diture, the m oney supply, import availabilities 
and the signalling functions o f the commodity- 
producing sector may be much more important 
than the direct effects. The author is also en­
gaged in an extensive project to evaluate the in­
teractions betw een  world commodity markets 
and goal attainment in develop ing countries, 
with case exam ples including coffee and cop­
per in Brazil, Central America and Chile,21 and 
the tentative results o f this project suggest that

21 Some preliminary results are given in F. G. Adams,
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the impact o f increased primary commodity 
export earnings, as magnified by the indirect 
channels noted above, may be quite consid­
erable:

(1) The growth impact is likely to be 
positive in the commodity-producing sector 
and in the econom y as a w hole due to relaxation 
o f the foreign exchange constraint, increased  
savings and investm ent, and fuller capacity 
utilization.

(2) The distributional effects may be re­
gressive because the direct beneficiaries (e.g., 
the owners o f factors used in the sector o f  
com m odity production) and those who benefit 
from the wage signalling effect (e.g., those in 
organized or governm ent sectors) are likely to 
b e in the m iddle or upper parts o f the income 
distribution scale. The impact o f induced infla­
tion on distribution is likely to reinforce this 
tendency. Offsetting considerations are the 
progressive impact of increased em ployment 
(or em ploym ent in the m odem  sector) and of 
som e induced increased government expendi­
tures on human capital, housing, and welfare. 
W hether the regressive or progressive tenden­
cies dom inate depends upon the exact struc­
ture existing in a particular country and the 
w eigh t put on various parts of the income 
distribution scale, but the often substantial 
overall em ploym ent effects may make the net 
impact progressive in many cases.

(3) T he short-run stability effects may be  
quite substantial because o f the magnification 
through the indirect channels and the consider­
ab le tim e period required for adjustments to 
long-run equilibria. As noted above, overall 
em ploym ent and capacity utilization increases 
are likely  to be large. Although additional 
imports w ill be induced with part of the extra 
foreign exchange, not all o f it w ill be so used, so 
the balance o f current international payments 
generally  improves. G iven the passive nature 
o f m ost monetary system s in Latin America, the 
raised level o f foreign exchange reserves, fur­

Jere R. Behrman and R. Roldan. “Measuring the Impact of 
Primary Commodity Fluctuations on Economic Develop­
ment: Coffee and Brazil” , American Economic Review,
Nashville, Tenn., pp. 164-169, May 1979. The final results 
will be forthcoming in a series of books written or edited by 
Adams and myself.

ther augm ented by reduced government defi­
cits (due to increased tax revenues from the 
com m odity sector and the rest o f the economy) 
w ill cause an expansion in the m oney supply. 
Only part o f the larger m oney supply w ill be 
absorbed by greater econom ic activity, so 
prices w ill also rise.

(4) T he international position of the econo­
my w ill almost certainly be improved by the 
additional foreign exchange and the lessening  
of the foreign exchange constraint. In many 
cases positive capital inflows may be induced  
by expectations o f ongoing greater economic 
activity. The only offsetting consideration  
m ight be greater dependence on the interna­
tional system if this situation could not be 
reversed easily, but at least in principle 
p olicies could be directed towards keeping  
such risks minimal.

The impact of increased export earnings 
from primary com m odities on goal attainment 
in Latin American econom ies is therefore 
relatively straightforward, fairly considerable, 
and likely to be mostly positive. The effects of 
reduced fluctuations in primary commodity 
prices or in related export earnings, however, 
are much more ambiguous, and the large but 
unsatisfactory literature on this subject finds 
conflicting results.22 The ongoing study on 
integrated commodity and developing country 
m odels to which reference was made above 
provides the best tool available to date to 
explore such effects.23 T hese models incorpo­
rate lagged responses, permanent versus tran­
sitory responses, and non-linearities (but, as 
noted above, not direct responses to variances) 
that might result in principle from different 
degrees o f fluctuations. The experiments 
conducted to date, however, underline the lack 
o f em pirical support for the w idely suggested

22Lord and Manger review this literature and note that 
most of it depends upon extraordinary assumptions about 
the similarity of adjustment structures and the degree of 
exchange rate disequilibrium across the countries. See 
Lord, op. cit., and Manger, John, “A Review of the 
Literature on Causes, Effects and Other Aspects of Export 
Instability”, Philadelphia: WEFA (mimeo), 1979.

^E arlie r macro studies have focussed on only one 
country or have used questionable model specifications 
(e.g., demand-determined Keynesian models without 
supply iactors.)
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hypothetical effects o f fluctuations in interna­
tional markets on goal attainment in Latin 
American econom ies. D epending on the struc­
ture o f the individual econom ies, reduction of 
such variations may or may not aid in the 
pursuit of each o f the four macroeconomic goals 
that are discussed  above. The study in ques­
tion, how ever, indicates that the total impact 
generally  is not large.

4. im p lica tio n s o f  the UNCTAD Programme 
fo r  deve lo p ed  countries

T he d evelop ed  countries as a group are pri­
marily importers and consumers o f the six core 
com m odities o f interest to Latin America. At 
the start o f this decade they accounted for the 
fo llow ing percentages of world imports: coffee 
(90), copper (87), tin (81), cocoa (78), sugar (65) 
and cotton (51). They enter into the production 
and exporting side to a smaller extent, but still 
accounted for over 40% o f world copper pro­
duction and exports, over 20% of world sugar 
and cotton production and exports, and 16% of 
world tin exports.24 The followings paragraphs, 
how ever, are focussed on the impact o f the 
Programme on the developed  countries in their 
primary role as importers and consumers of the 
U N C TA D  core com modities. To the extent 
that they play a secondary role as producers 
and exporters, o f course, the effects are similar 
to those em phasized  above for the developing  
countries.

O nce again, stabilization o f the individual 
com m odity prices may in itself have a positive 
effect on consumers and producers for the same 
reasons d iscussed  above for the developing  
countries. L ikew ise, such effects are likely to 
b e transferred across markets to the other 
participants, although the empirical magnitu­
des are not known.

T he mayor direct costs o f obtaining more 
stabile prices and other possible benefits noted 
b elow  are the generally higher prices for the 
relevant com m odities (column 7 of table 2) and 
the d evelop ed  countries' share o f running the 
U N C TA D  Integrated Commodity Programme.

24 See Behrman, Jere R., International Comm odity
A greem ents:.,., op. cit.

M ost o f the additional producers’ revenues 
noted above com e from the developed coun­
tries through these channels. Another possible 
cost is the developm ent o f a new  entity in 
international primary commodity markets that 
may have significant market power and that 
probably w ill be less responsive to the devel­
oped  countries’ interests than to those o f the 
d evelop ing  countries.

In addition to the possib le direct benefits 
due to stabilization o f particular primary com­
m odity prices, there are at least two further 
major possib le indirect macroeconomic bene­
fits for the developed  econom ies:

First, the more stabile export earnings o f 
the develop ing econom ies are largely trans­
formed into more stabile effective import de­
m ands, thus leading to more stabile demand for 
exports from the developed world, with con­
sequent anticyclical benefits.

Second, the gains from the reduction o f 
inflationary pressures may be significant. 
Imported inflationary shocks from rising com­
modity prices (as in the 1972-1974 commodity 
boom) may provoke macroeconomic policies 
that depress econom ic activity in the d evel­
oped  countries. Because o f non-competitive 
pricing by industrial firms using commodity 
inputs directly or using their prices as a signal 
and because o f macro policy-making, output 
losses attributable to rising commodity prices 
m ight not be offset by equivalent gains due to 
falling commodity prices. Thus commodity 
price stabilization may lead to a real macro- 
econom ic gain for developed countries. It has 
b een  calculated by the author that the gain in 
this respect (in terms o f prevented unem ­
ploym ent and product loss) brought about by 
the U NCTAD programme operating for a de­
cade could be o f the order of a present dis­
counted value o f US$ 15 b illion  for the United  
States alone.25

In an increasingly interdependent world, 
o f course, both o f these effects would have 
som e secondary benefits for producers by 
stabilizing demands that they face and the 
prices that they must pay for imports from the

25 See Berhman, Jere R., International C om m odity 
Agreem ents:..., op. cit.
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d evelop ed  countries. The more important 
aspect o f  these benefits from the point of view  
o f the d evelop ing  countries, however, is that 
they may make co-operation in the UNCTAD  
programme desirable from the point of view  of  
the d evelop ed  countries.

5. A lte rn a tives  to the UNCTAD program m e

T w o international policy alternatives to such 
buffer stock agreem ents have received consid­
erable attention: the formation o f producers’ 
cartels by the develop ing countries, and ex­
panded com pensatory finance for shortfalls in 
export revenues o f  the IM F or STABEX type.

T he OPEC experience raised in many 
p eo p le ’s m inds the possibility o f the devel­
op ing country producers o f other commodities 
forming similar cartels o f their own to stabilize 
and probably to increase commodity prices. In 
addition to OPEC there have been a number o f  
such efforts that have been  successful for a 
w h ile  in raising primary commodity prices.

H ow ever, an examination o f the character­
istic associated w ith the products involved in 
O PEC  and other successful efforts leads to the 
conclusion  that develop ing country efforts to 
cartelize the UNCTAD core commodity mar­
kets are unlikely to be successful. The produ­
cer countries have too little market power, or 
production is diversified among too many 
countries w ith too diferent cost structures, or 
there are too great substitution possibilities. 
O nly w ith the institutional and financial aid o f 
the d evelop ed  countries is there likely to be  
much possibility o f a reorganization o f these  
markets along the lines desired by the pro­
ducers.

Compensatory finance facilities for short­
falls in the develop ing countries’ export pro­
ceed s have recently expanded considerably. 
T hey present som e advantages over inter­

national commodity agreements: they refer to 
all export earnings, not only those from se­
lected  products; they do not interfere as direct­
ly w ith  market signals, although elsew here I 
question whether international commodity 
markets work as w ell as is often suggested by 
those w ho are concerned about tampering with  
the markets;26 and they explicitly favour low- 
incom e countries, as may be desirable for 
global incom e distribution reasons, rather than 
the countries that produce specific com­
m odities.

T hey also have some relative disadvan­
tages, however: they do not permit the reaping 
o f any micro gains by producers and consumers 
from the stabilization o f primary product 
prices; they do not generate the potential 
m acroeconom ic gains from the reduction of 
inflationary pressures that are discussed above, 
and the existing facilities o f this type, more­
over, are centered in institutions that are 
characterized by some as being too conserva­
tive and too oriented towards the interests o f  
the d evelop ed  countries. Finally, from the 
point o f  v iew  o f most o f Latin America, their 
orientation towards favouring low-income 
countries makes them less relevant (although 
in principle this could be changed).

T he developed  countries have empha­
sized  the advantages o f compensatory finan­
cin g  and have greatly favoured its expansion  
rather than the establishm ent of international 
buffer stocks, w h ile  the developing countries 
have v iew ed  it as a supplementary measure 
rather than a substitute for the UNCTAD  
programme. Probably underlying both views, 
in addition to the pros and cons outlined here, 
are questions relating to changing the secular 
trends o f prices for non-fuel primary products.

26See Behrman, Jere R., International C om m odity  
Agreem ents:..., op. cit.
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II

Changing non-fuel primary commodity price trends

Over the 1950-1975 period the secular trends in 
the deflated prices of the six UNCTAD core 
commodities of interest to Latin America were 
—3.5% per year for coffe, —2,4% for cocoa, 
—3.8% for cotton, and insignificantly different 
from zero for sugar, copper, and tin.27 Prior to 
UNCTAD IV there was considerable advocacy 
by the developing countries of “indexation” 
(i.e., tying commodity price movements to 
changes in the prices of the goods imported by 
the developing countries). Opposition to 
indexation from the developed countries, how­
ever, was very strong. Consequently, in the 
UNCTAD IV proposal and resolution no men­
tion is made of indexation p er  se, although a 
number of references hint at such an effort. 
Since the possibility of changes in the secular 
price trends probably underlies both the strong 
advocacy of some developing countries and the 
opposition of some developed countries in 
regard to the UNCTAD programme, a brief 
consideration of the implications of indexation 
(as one special case of so altering the price 
trends) may be useful here.

In Behrman and Tinakorn28 the effects of 
indexation of all ten UNCTAD core commodi­
ties to the 1963 price levels for a 13-year 
period are explored. The results suggest that 
such an option is not likely to be politically 
feasible for all ten core commodities, nor for the 
six of interest to Latin America. Buffer stock 
interventions are required in every year, and

27Ibid.
^B erhm an , Jere R. and Tinakorn, Pranee, “Indexation 

of In ternational Commodity Prices Through International
Buffer Stock O perations”, Journal o f Policy Modeling, 1, 
pp. 113-134, 1979.

for most commodities usually only on one side 
of the market, while the present discounted 
value of the buffer stock activities involved 
would be large: US$ 142 billion for all ten core 
commodities, US$ 70 billion if sugar is ex­
cluded, US$ 93 billion for the core commodi­
ties of interest to Latin America, and US$ 21 
billion for the core commodities of interest to 
Latin America, excluding sugar.29 The amount 
of financial backing required would be of a 
similar order of magnitude. Therefore scep­
ticism seems warranted about the feasibility of 
getting consuming countries to agree to or to 
allow changing the secular trends for long by 
anything like as much as would be required for 
indexation. Since the market characteristics do 
not seem to allow for successful indexation by 
the developing country producers alone, it may 
be concluded that indexation probably is not 
feasible.

UNCTAD-type buffer stock agreements 
probably could alter the price trends in an 
upward direction by a lesser amount for a 
while, and to do so might result in significant 
gains for the developing producing nations. 
However, it would also lessen the anti-infla­
tionary benefit and increase the cost to the 
consuming developed nations, so that their co­
operation, which seems essential for effective 
international organization of these markets, 
would probably be withdrawn if they per­
ceived that there was a significant effort to alter 
the underlying secular price trends.

29T he implications of excluding sugar are indicated 
because of the doubts about the underlying model that are 
m entioned above and that are discussed in Behrman and 
T inakorn, “Evaluating Integrated Schemes...” , op. cit.
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Conclusions

UNCTAD-type international non-fuel primary 
commodity price stabilization agreements are 
not an easy solution. They require the co­
operation of countries with some competing 
interests, and the possibility that they may alter 
the secular price movements is difficult to 
monitor. Under any particular circumstances 
some developing country producers may lose 
due to their operation, and the global benefits 
may not be particularly progressive.

Even so, such arrangements do present 
some possibilities for real gains by some Latin 
American producers and by the United States 
and other developed economies. Alternative 
strategies to alter these markets would not 
confer all of the same beneiits (although they 
might have other additional advantages). 
Therefore some efforts to explore the possible 
joint advantages of UNCTAD-like program­
mes seem warranted.



A new Latin America in a new international 
capital market

Albert Fishlow*

Introduction

The timeliness of another look at the devel­
opment prospects and policy options for Latin 
America can hardly be disputed. Another shock 
from a significant increase in the price of 
petroleum is adding to the burdens of a world 
economy already mired in stagflation. The 
recent UNCTAD meeting has not produced a 
common programme for accelerating and 
spreading economic development: on the 
contrary, divisions among and between the 
industrialized and developing nations have 
widened. Even the conclusion of the Tokyo 
Round has failed to evoke enthusiasm among 
the Group of 77.

For all the failure to seize upon its pos­
sibilities, however, economic interdepen­
dence remains more than rhetoric, and for no 
part of the developing world is this truer than 
Latin America. The countries of the region 
substantially increased their integration into 
the world economy at the end of the 1960s and 
the beginning of the 1970s. Growth rates of 
their trade were superior to those of the gross 
domestic product, which were themselves 
accelerating. Terms of trade were favourable. 
Capital flows increased dramatically.

Since 1973, as the industrialized countries 
have performed less well, with corresponding 
reduction in the growth of trade, the regional 
statistics have mirrored the global adjustment 
problem. For all the success —in large measure 
unexpected— that the private banks have had 
in recycling the surpluses of the OPEC coun­
tries, the transfer of the extra petroleum reve­
nue has not gone smoothly. This was true even 
as the OPEC surplus diminished from US$ 40 
billion to some US$ 10 billion in 1978, and

•D ire c to r ,  C o n c iliu m  on  In te rn a tio n a l S tu d ies , Yale U niversity .

before the substantial increase now in prospect 
again.

Statistics for Latin America as a whole, of 
course, conceal the significant differences that 
have emerged between the oil-exporting and 
non-oil-exporting countries of the region. Of 
the latter, sixteen experienced lower growth 
in the period 1974-1978 than in the prior 1970- 
1974 period, and only three smaller countries 
(Honduras, Paraguay and Uruguay) registered 
an improved performance. In contrast, the oil 
exporters showed tangible gains, and even 
Ecuador —the only country not to gain mar­
kedly relative to the earlier period— nonethe­
less grew at one of the highest rates of the 
region, 6.8%.

The regional growth rate, heavily domi­
nated by the non-oil-exporters, is in itself an 
obvious source of concern, sinking from a post­
war high of 7.5% in 1970-1974 to 4.0% in 1974- 
1978. The current average is lower than that of 
the stagnant early 1960s, which provoked such 
concern. Slowing and uneven growth has been 
accompanied by generalized inflationary pres­
sures. Excluding the extreme experiences of 
Argentina and Chile, consumer prices have 
climbed at more than 30% a year recently, 
compared to less than half this rate in 1970- 
1973. In short, even if we include the gains of 
its oil producers the Latin American economy 
has not fared well in the unsettled post-1973 
circumstances, and this conclusion applies all 
the more when comparison is made with the 
performance of other developing countries.

What makes the Latin American experi­
ence of special concern is that this post-1973 
decline in growth and resurgence of inflation 
have taken place despite record capital flows 
exceeding those to other areas. During the 
period 1974-1978 the non-oil-exporting coun­
tries of the region increased their indebtedness 
by some US$ 60 billion. As an order of magni­
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tude, this capital inflow should be compared 
with a to ta l cost of petroleum imports of less 
that US$ 30 billion and an increm ental cost of 
petroleum imports of about US$ 20 billion. To 
put it another way, and more comprehensively, 
the capital flow was sufficient to sustain the 
same 9.6% rate of increase of the purchasing 
power of exports experienced in the extraor­
dinary 1970-1973 period. Thus it substantially 
compensated for both diminished volume and 
terms-of-trade effects.

It is difficult to sustain, therefore, that 
Latin America has suffered from inadequate 
access to foreign capital markets. Despite the 
substantial access it has enjoyed, however, the 
consequences have not been entirely satisfac­
tory. While it is correct to argue that the pay­
ments deficits of Latin America, and of the 
developing countries generally, have provided 
a necessary counterpart to the OPEC sur­
pluses, one should not exaggerate the effi­

ciency of the transfer process.
In looking ahead to the renewed imbal­

ance in global finances that is imminent, it is 
important to appreciate both the limitations 
and the possibilities inherent in the strategy of 
debt-finance adjustment which some countries 
in Latin America have opted for. The sections 
below address this fundamental issue from 
different perspectives. Section I considers the 
characteristics of recent capital inflow, sources 
as well as uses. Section II examines the capital 
requirements for continuing economic ex­
pansion in the region, as well as the means for 
meeting them, and attention is also given to 
some of the suggestions that have been made 
regarding ways to confront future capital needs 
more adequately. Section III considers the 
domestic side of integration into international 
capital markets and notes that reliance upon 
external capital inflows is not neutral in its 
consequences for internal policies.

I

T he pattern of debt accumulation

The dimensions of the capital inflow into Latin 
America are tolerably clear from recent re­
search on the subject. The disbursed debt of 
the non-oil-exporting countries now exceeds 
US$ 100 billion —roughly two-thirds official 
and one-third provided without government 
guarantee. Brazil and Mexico together ac­
count for some 70% of the regional total. The 
Brazilian debt stands at around US$ 40 billion, 
and the Mexican close to US$ 30 billion. Ar­
gentina, with a debt of US$ 10 billion, and 
Colombia, Chile and Peru, each in the range 
from US$ 5-USI 8 billion, trail far behind.

That debt has increased more than eight 
times from its 1965 level, and more rapidly than 
for the developing countries as a whole. Debt 
has become the principal form of capital inflow 
into the region, and direct investment, which a 
decade ago provided almost as much resources, 
now accounts for little more than 10% of the 
capital inflow. Multinational enterprises have 
increasingly financed their requirements

through bank indebtedness abroad rather than 
by resort to internal credits or to equity.

Accompanying the shift to debt finance has 
been a much greater role for private rather than 
public sources of credit. Commercial banks in 
particular have become the principal creditors. 
They have now become responsible for more 
than 40% of the officially guaranteed debt, 
compared to less than 10% little more than a 
decade ago, and with the rise in the importance 
of non-guaranteed debt, supplied almost ex­
clusively as bank credit, their participation 
must stand at close to 70% of the total out­
standing debt. Estimates for 1978 suggest a 
partial retreat from the proportions of the 1974- 
1977 period, partly for that very reason.

These capital inflows over that last decade 
cannot usefully be viewed as forming a single 
process of debt accumulation, but seem rather 
to correspond to three distint sets of circum­
stances. The first period, approximately from 
1970 to 1973, is one of the initiation of access
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to the rapidly growing Eurocurrency market. 
Supply, in the form of bank discovery of the 
profitability of application of resources in the 
middle-income countries, vied with demand. 
Increasing investment coefficients meant 
increasing need for imports of capital goods, 
and consequently for foreign exchange. At the 
beginning, despite buoyant exports and fa­
vourable prices, import requirements ex­
ceeded import capacity —hence the attractive­
ness of finance available for reasonable periods 
and at low interest rates owing to an excess of 
investible funds. In 1972 and 1973, however, 
the extraordinary rise in the prices of com­
modity exports increased the value of exports 
by more than 60%, thus providing a much 
larger supply of foreign exchange, and the 
continuing inflow of loans was substantially 
applied to the accumulation of reserves rather 
than to offsetting the current account deficit.

I have labelled this early period prior to 
1974 one of debt-led growth, in order to em­
phasize the positive relationship between the 
flow of external capital and the acceleration in 
real growth of the product. In the early 1970s 
such supplementation of foreign exchange 
made it feasible to adopt high growth strategies 
without fear of foreign exchange constraints.

The years 1974 and 1975, in contrast, are 
those of debt-financed accomodation to the oil 
price increase. As a result of the increased 
demand for loans, interest rates rose percep­
tibly and maturities shortened. The purchasing 
power of exports fell sharply in both years 
owing to increasing prices of petroleum and 
other imports, while the volume of exports 
stagnated. Import capacity was sustained by 
resorting to the external market to finance un- 
precedentedly high deficits on current ac­
count. So substantial were the needs that there 
was even some modest depletion of reserves. 
The net effect was virtually uninterrupted 
growth in 1974, but perceptible reduction in 
1975. Nonetheless, the performance in those 
two years, taken together, did not compare 
unfavourably with longer-term trends, and in 
both years the investment coefficient con­
tinued to rise.

The almost US$ 30 billion in current 
account deficits of the Latin American non-oil- 
exporting countries was largely offset from the

surpluses accumulated by the OPEC countries. 
These balances found their way for the most 
part to the Eurocurrency market, where they 
were intermediated by the banks. Non all 
developing countries were equally fortunate, 
however. The lowest-income countries, whose 
growth rates had failed to respond favourably 
in the earlier period, did not have access to the 
new resources, and their unhappy alternative 
consisted of still slower rates of expansion and 
reliance upon public capital made available for 
the most needy.

Other countries, notably Korea and Tai­
wan, responded by accepting an immediate 
reduction in growth, and undertook diversion 
of production to the export market. This, of 
course, is the means by which the real income 
loss due to the adverse change in the terms of 
trade is palliated by translating it into reduced 
domestic absorption. While possible for some 
countries, it is not a solution for all simulta­
neously unless total world income were to fall 
significantly.

The large economies of Latin America 
opted for a third course —one of using the 
capital market to sustain domestic expenditure. 
They did so in part because private commercial 
banks effectively recycled the new petro­
dollars by making borrowing attractive. Latin 
American countries already in debt had an 
easier time obtaining more. But such differ­
ential access is not the only reason. Clearly 
there were important political advantages in 
seeking to sustain higher rates of growth that 
had recently given such striking advantages, 
and in avoiding economic recession or worse. 
This combination of circumstances led Latin 
America to emerge as an even larger participant 
in the capital market after 1974, and the two 
largest developing-country debtors to com­
mercial banks became Brazil and Mexico.

A third period, after 1975, should also be 
distinguished. It has been marked by sub­
stantially reduced current account deficits 
compared with the 1974-1975 levels, the 1978 
level in real terms —deflating for both inflation 
and real product growth— being less than half 
the 1975 peak. In addition, the composition of 
the deficit has changed, and whereas it was 
made up almost entirely of net payments of 
profits and interest in 1977 and 1978, in 1975
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these formed only a third of it. The last three 
years have therefore seen a delayed adjustment 
to the altered external conditions prevalent 
since 1974: a rise in the rate of growth of ex­
ports, virtual constancy in import volume, a 
reduction in the rate of growth to less than 5%, 
and a lower investment coefficient.

Yet this last period has also seen an actual 
expansion of foreign borrowing rather than a 
reduction. Massive increases of reserves ex­
plain this apparent contradiction. The non-oil- 
exporting countries are responsible for an 
accumulation of more US$ 17 billion in re­
serves in the last three years, and almost half of 
the increment in debt has been used for this 
purpose. Much ofthe rest, in turn, has gone to 
compensate for the outflow of service pay­
ments on prior direct investment and indebt­
edness. Far from financing a necessary supply 
of imports essential to continued growth, real

external resource transfer has sharply declined. 
Foreign borrowing satisfies domestic credit 
requirements rather than foreign exchange 
needs, and large international reserves create 
domestic monetary policy problems as well as 
complicating management of the debt. These 
reserves have become offsetting deposits feed­
ing back into the Eurocurrency market, earning 
lower rates of interest, and of limited con­
vertibility to material imports because of credi­
tor apprehension.

For many ofthe countries of Latin Ameri­
ca, therefore, the debt cycle threatens to come 
full circle in little more than a decade —from a 
process of debt-led growth to one of potentially 
debt-constrained growth. Foreign capital in­
flow, while staving off some of the worst con­
sequences ofthe new world economic situation 
since 1974, has not been a panacea.

II

Capital requirements

This record accumulation of debt in Latin 
American and other developing countries has 
not gone unnoticed. Initial concern by some 
in 1974 and 1975 lest the entire world financial 
structure crash on account of generalized in­
capacity to repay has quite correctly abated, 
and more optimistic forecasts, showing how 
the record current account deficits of 1974 and 
1975 would moderate and involving adjust­
ments for inflation and product growth to 
assess more accurately the extent of indebted­
ness, have proved better founded.

Yet it is too soon to dismiss the debt 
problem entirely. It is clear from the expe­
rience of recent years in Latin America —even 
before the present petroleum shortage— that 
the inflow of increasingly private capital has 
not been performing its intended function. 
Potential savings both in the direct form of 
OPEC surpluses, and indirectly in the form of 
lesser investment in the industrialized coun­
tries, have not been translated into capital 
formation and sustained economic growth.

Resources have not been allocated to those 
whose return was highest, but rather to those 
whose needs were less. That is, of course, one 
of the ironies of commercial-bank evaluation 
of creditworthiness: those who accumulate 
reserves are the best customers.

Underlying this failure of the market to 
produce more positive results is the reliance 
on a short-term, private profit motive criterion. 
Commercial banks could hardly be asked to 
function otherwise, since they have no pre­
tensions of serving as development banks, 
and neither could the recipients. Each country, 
facing an uncertain supply of credit, could 
hardly risk larger current account deficits, 
given the short maturity of its large outstand­
ing liabilities. It is not surprising, then, that 
Latin American growth rates and investment 
coefficients should decline and that the build­
ing up of reserves should be a favoured ap­
plication of borrowing—and a key to continued 
access.

Furthermore, the optimistic assessments
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tend to look backward rather than forward. 
Whether the calculations on which they are 
based involve deflating the debt by rising 
export prices, or extrapolating diminishing 
current account deficits, they fundamentally 
err in failing to tackle the question of the future 
means of meeting foreign exchange needs.

While export prices may rise, so do import 
prices. The real problem for non-oil-exporting 
countries since 1974 has been the combination 
of inflation and adverse terms-of-trade move­
ments. Moreover, global inflation also means 
higher and immediately adjustable interest 
costs on debt of shorter average term. While we 
have seen that current account deficits for Latin 
America have indeed declined, we have also 
noted the lesser real transfer of resources 
consequent upon the rising incidence of in­
terest and profit payments.

Once one projects forward to ascertain the 
capital inflows that will be needed, the es­
sential characteristics of the Latin American 
debt problem become clearer. Firstly, the debt 
over next decade is likely to increase by a 
significant multiple, and more rapidly than 
gross national product. Gross inflows will have 
to rise even more in order to cope with amor­
tization. Secondly, the ratio of service pay­
ments to exports is likely to increase further in 
the near future from its current average of more 
than 40% before stabilizing. Thirdly, the gain 
to debtor countries from inflation should not 
be exaggerated. Such a gain does exist, because 
price increases magnify the dollar merchandise 
surplus that can be used for amortization and 
service payments denominated at historical 
cost, but as the maturity of the debt shortens, 
and as interest rates reflect inflation —as they 
must with increased reliance upon commercial 
bank loans— this advantage is curtailed. More 
significant than inflation p er  se are the terms 
of trade, because they have a greater effect 
upon the size of the commercial balance. In 
crude terms, on the basis of a variety of actual 
projections using parameters appropriate to the 
Latin American experience, a one percentage 
point improvement in the terms of trade is 
equivalent to three percentage points of gen­
eralized inflation.

Fourthly, capacity to cope with the size of 
the debt and its servicing requirements de­

pends critically upon real export growth rates 
that exceed the growth of the domestic product, 
that is to say, it depends upon an increase in 
the importance of the external market. Import 
substitution can help in increasing the com­
mercial balance, but cannot be relied upon to 
the extent it was formerly. At the low ratio of 
imports to income that the larger countries 
now have, there is a limit beyond which the 
import elasticity cannot be pushed. Moreover, 
as one approaches that limit and relies upon 
import reduction to equilibrate capital needs, 
there is no further flexibility for economic 
policy: a decline in foreign exchange for any 
reason automatically becomes a serious econo­
mic constraint, whereas at higher levels of 
exports and imports there is more room for 
restricting less essential imports. Furthermore, 
an export-promotion policy reaps the gains of a 
much larger market and, if correctly pursued, 
stimulates increased productivity in response 
to the rigours of international competition, 
whereas an import-substitution policy runs the 
risks of excess protectionism and inefficiency.

Fifthly, the growing export surplus re­
quired to slow reliance on external capital in­
flow calls for a corresponding reduction in 
domestic expenditures. National savings must 
rise as a counterpart to the resources trans­
ferred from abroad earlier. One can postpone, 
but not avoid, the real income consequences 
of the higher petroleum prices, and the ques­
tion of how to allocate that cost internally, as 
surpluses are transferred externally, is not a 
trivial matter.

Finally, and most important, a more causal 
projection structure makes it clear that the real 
cost of repayment of the debt under adverse 
trend and financial conditions is lowered 
economic growth. Foreign exchange must be 
allocated to service past inflows of capital 
rather than to purchase imported inputs es­
sential to sustained capital accumulation. At 
low rates of continuing capital inflow and of 
exports there is a trade-off between adjustment 
in the current account déficit and economic 
performance. The debt problem is far from 
exclusively a creditor’s problem, and it be­
comes an impossible one if creditors simulta­
neously choose to close off both capital and 
merchandise markets.
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raise legitimate doubts in this direction— they 
are not a necessary concomitant of rising 
exports. It would be unfortunate, as more 
democratic tendencies stir in a number of 
countries, for nationalist, inward-looking de­
velopment to become synonymous with an 
economic policy more responsive to popular 
needs. The reality is that import substitution, 
domestic austerity fairly distributed, and con­
tinuing capital inflow must all be coupled 
with aggressive efforts to increase exports.

The great bulk of these exports, moreover, 
will have to be directed to the market outside 
Latin America rather than within. Just as the 
shortages of foreign exchange in the late 1950s 
stimulated the creation of the Latin American 
Free Trade Association, so again there are 
suggestions that an expanded regional market 
may contribute to the solution. A recent 
CEPAL publication, for example, took the 
view that Latin America will now undoubt­
edly have to place more emphasis on intra- 
regional trade. Without denying the growth of 
intra-regional trade in recent years and its 
more than proportional significance in the 
field of manufactures, however, it seems to me 
unlikely that the formal integration process 
will much accelerate in the next several years 
unless two conditions are met: reversal of the 
diminishing regional political identity which 
has characterized Latin America in the last 
decade; and much slower growth of trade 
opportunities outside the region. A Latin 
American Common Market is more likely to 
have its origins in circumstances external to the 
region than to arise spontaneously from within. 
Even then, the capacity to bridge the signifi­
cant differences between oil exporters and oil 
importers, large economies and small, ad­
vanced and lower-income countries, etc., 
seems to me doubtful. Intra-regional exports 
may contribute to the solution, but only to a 
limited extent.

Apart from assuring a continuing allocation 
of resources to exports, domestic policies must 
seek better to accommodate the external and 
internal capital markets. During the period of 
rapid debt accumulation, the restructuring of 
internal capital markets has been given sec­
ondary priority, since external credit has 
substituted for the need to capture domestic

savings. The distribution of such credit is, of 
course, non-neutral. It favours larger enter­
prises relative to smaller; governmental rela­
tive to private; industry relative to agriculture; 
multinational firms relative to national. Gov­
ernment policies often seek to offset such 
biases, but at the cost of compartmentalizing 
the internal capital market still further. Those 
sectors receiving subsidies suffer from a short­
age of real investment as loans are applied 
elsewhere.

This impact of capital inflow upon domes­
tic financial institutions must be a matter of 
greater concern. There is no simple equaliza­
tion of internal and external interest rates, as a 
simple theoretical model suggests. Moreover, 
as is well known, external savings are not a 
pure supplement to national savings, but to a 
considerable degree displace and substitute 
for them. Failure to take these structural con­
sequences into account biases an otherwise 
rational calculus in favour of a larger resort to 
debt than may be necessary. In recent years, 
when foreign exchange requirements have 
been less pressing and debt has had such a 
large counterpart in reserves, these financial 
effects loom larger.

This accumulation of reserves has led to 
wider appreciation of the limits imposed upon 
domestic monetary and fiscal policy by inte­
gration into international capital markets. It 
is a measure of the excessive reliance upon 
debt that efforts have been made to sterilize 
the monetary increases resulting from even 
greater reserves. Far from the capital flows 
being an equilibrating mechanism, they threat­
en the effective management of the domestic 
economy. External credit must be neutralized 
by government sales of securities. It is not an 
easy operation —and one that more often than 
not has led to larger increases in the money 
supply than were desired or planned. This 
avenue of imported and magnified inflation 
has been an important component in the price 
rises of the largest regional debtor, Brazil. In 
undertaking such sales of securities with 
monetary correction it should be noted, more­
over, that government nominal expenditures 
are given a significant upward impulse.

Apart from these effects on monetary and 
fiscal policy, there is a further constraint upon
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of long-term funds by offering protection 
against inflation; encouraging commercial 
banks to intermediate some of their resources 
through public institutions, perhaps initially 
through some swap arrangement; creation of 
new public institutions directed to particular 
investment objectives in which there is a 
common global interest: agriculture, substitute 
sources of energy, natural resources.

These proposals share a common feature. 
They presume that the problem for Latin 
America is not a need for concessional re­
sources but for more certain and longer-term 
funds on which social returns are high enough 
to offset interest costs. They also presume that 
exclusively regional arrangements —whether 
a short-term safety net or longer-term guaran­
tee schemes— are not likely to be as efficacious

as more universal arrangements that satisfy 
special Latin American needs.

Finally, they focus on measures directly 
relating to capital flows. This is not to ignore 
that the debt problem is in the last analysis a 
trade problem. Quite to the contrary. Without 
high growth of exports, these measures re­
quired in the capital markets would be quite 
inadequate. Unless the means are provided to 
sell exports in a volume sufficient to meet 
foreign exchange obligations, the alternatives 
are either lower Latin American (and world) 
growth or massive and more certain capital 
transfers. The former is unacceptable; the 
latter, unlikely. That is why the subject of 
capital flows is inextricably linked to that of 
real flows.

Ill

D om estic implications and policies

International capital flows must also be related 
back to the domestic economy. Three inter­
faces require brief comment in this respect. 
One is the ability to sustain the growth of 
exports needed to satisfy foreign exchange 
requirements. The second is the interaction 
between internal and international capital 
markets. The third is the interrelationship 
between debt management and domestic 
monetary and fiscal policies.

The progressive reintegration of many of 
the principal countries of Latin America into 
the world market at the end of the 1960s and 
beginning of the 1970s is well documented, 
as is the rising share of manufactures in total 
exports. Both the favourable growth of the 
world economy and domestic policies reducing 
biases against the external market contributed 
to this. In some cases, both significant sub­
sidies and more favourable exchange rates 
were offered; that was clearly true in Brazil, for 
example, although the subsidies were to a large 
extent only compensatory for the combination 
of tariffs and exchange-rate overvaluation.

Such policies of frank export promotion

may have been easier to sustain than the com­
bination of import substitution and growing 
exports now advocated. They were easier be­
cause they were accompanied by high rates of 
growth of imports, and hence rapid expansion 
of domestic absorption. They were easier be­
cause integration into a buoyant world econo­
my yielded tangible benefits in the shape of 
more rapid growth of the product. They were 
easier because they did not involve, as in 
recent years, heightened tariffs and quantita­
tive restrictions against imports, with simulta­
neous complaints about protectionism in the 
industrialized countries.

Latin American commitment to the ex­
ternal market runs against deep sentiments to 
the contrary. An export orientation is feared as 
ánti-industrialization, anti-national enterprise, 
and anti-more equitable income distribution. 
All of these concerns have their roots in his­
torical experience. Yet it would be a sad mis­
take to extrapolate the past to the future. While 
particular policies to exploit the external mar­
ket may have such features —and the proposals 
in Brazil to reorient the agricultural sector
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I have emphasized these qualitative con­
clusions here rather than present a specific set 
of estimated capital requirements, because 
these considerations seem to me the more 
relevant context against which to evaluate 
different policy proposals. Particular values 
will change with altered circumstances. The 
additional cost of oil this year, for example, as 
well as higher interest rates, will alone add 
more than US$ 4 billion to the current account 
deficit registered last year, reversing its trend 
reduction.

These developments make all the more 
desirable a concerted effort to tackle the in­
adequacies of a capital flow monitored almost 
exclusively by the private market. Corrective 
measures should fall into two broad categories: 
conversion of a much larger proportion of 
current debt into long-term borrowing, and 
more effective means of coping with short­
term shortfalls of foreign exchange. The aim of 
both these measures is to permit external 
resources to be used to better advantage, 
thereby stimulating growth not only within 
Latin America but also for the industrialized 
countries.

Bank borrowing through the Eurocurrency 
market, as we have seen, has in recent years 
failed to fulfill this objective. Foreign re­
sources have been applied to reserve ac­
cumulation rather than investment, and growth 
rates have fallen below trend levels. The 
problem is not inadequacy of capital, but rather 
the availability of too much of the wrong kind.

Many specific proposals have been put 
forward since 1974 to address these needs, the 
great majority without success. As long as the 
Eurocurrency market increases by 25% a year, 
and as long as the larger Latin American coun­
tries enjoy favourable access to it, it is difficult 
to generate any sense of urgency. The Wit­
te veen Facility of the IMF is one of the few 
concrete steps taken; it makes available an ad­
ditional US$ 10 billion to compensate for short­
term shortfalls, and we shall probably see 
greater use made of it after this round of oil 
price increases.

To supplement this facility, however, 
some means of more orderly debt restructuring 
remains necessary. Borrowing to meet im­
mediate foreign exchange needs may avert

bankruptcy, but it remains inadequate to 
finance the longer-term productive adjust­
ments required. Experience suggest that it is 
precisely those countries already heavily 
overburdened with debt that repeatedly re­
quire emergency assistance. It would be better 
policy to facilitate a really fresh start than to 
engage in unrealistic roll-overs that merely 
stretch out very high service payments over a 
longer interval. Commercial banks are reluc­
tant to write off foreign loans, although one 
presumes that the high risk premiums charged 
provide a financial reserve for doing so. They 
had no similar compunction with real estate 
investment trusts —despite larger losses— 
because a legal code of bankruptcy made 
settlement desirable. I continue to believe 
that international lending would benefit from 
a similar escape clause. Clear applications in 
Latin America would have been Chile and 
Peru.

Such a provision would not grant a license 
for irresponsible conduct by borrowing coun­
tries. They would have to pay the cost of failing 
to meet their obligations through less future 
access to the capital market, and moreover 
they could not default without establishing 
their need for such relief to the satisfaction of, 
say, the IMF. There would be a chilling effect 
on the willingness of commercial banks to 
lend directly for the short term, and some 
impact on interest costs. That would not be all 
bad, even when one is quite correctly con­
cerned about the adequacy of capital flows. 
Reliance on short-term borrowing probably 
should be discouraged —particularly if its 
results are as mixed as those of recent years.

Furthermore, such a measure would cor­
rectly shift attention to the more fundamental 
need to make external resources available for 
productive longer-term investment. Such a 
need will be met only by increasing the pool 
of funds available for borrowing at extended 
maturities. One means of doing so is to enhance 
the role of the public development banks 
relative to the private commercial banks. 
Recent increases in the capital base of the 
World Bank and of the Inter-American Bank, 
and co-participations, clearly contribute to this 
end. More dramatic measures may be neces­
sary, however, including explicit solicitation



NEW  INTERNATIO N AL CAPITAL M ARKET I A lbert Fishlow 57

the capacity to utilize exchange rate devalua­
tion in a heavily indebted economy. The 
impact upon external liabilities does not have 
an even incidence upon sectors or firms. To 
offset it is to negate the attempt at reducing 
domestic expenditure, while to permit the 
financial consequences may be to invite seri­
ous displacements in production. One may 
therefore be forced into a situation of using 
selective measures to offset overvaluation 
rather than altering the exchange rate itself.

The essential point is that reliance upon 
external capital inflows is not an unmixed 
blessing. Effective management of the debt 
involves more than a computer print-out of 
projected amortization and interest payments. 
It involves the internal allocation of resources, 
the relationship with internal capital markets, 
and the synchronization of policy instruments. 
These tasks are complicated by uncertain con­
ditions of supply determined externally.

Conclusions

Latin America’s rising participation in the 
international capital market in the last decade 
reflects on the whole its gathering economic 
strength. Higher levels of income, apparent 
political stability, a facility to increase and 
diversify exports, and attractive future pros­
pects are responsible for the differential access 
to the Eurocurrency market enjoyed by the 
principal countries of the region. That access 
has enabled many of those countries to protect 
themselves against the worst consequences of a 
much more sluggish and uncertain world econ­
omy since 1974.

Integration into international capital mar­
kets has not worked equally well for all, 
however, nor has it worked perfectly for any 
country. Peru remains saddled with a debt that 
exceeds its capacity to pay. Mexico’s under­
developed fiscal capacity has been compen­
sated —through good fortune— by the timely 
discovery and exploitation of petroleum and 
natural gas. Brazil has embarked upon a stop- 
go policy in recent years reminiscent of its 
neighbours to the south. Some smaller coun­
tries have not been able to borrow readily or 
on favourable terms.

Capital inflows thus have not been a 
panacea, and they threaten to become a prob­
lem if they prematurely turn to outflows of 
real resources. If they are to recover their 
recent high growth rates, the countries of the 
region must be able to count on adequate 
continuing finance. Whether the private mar­
ket, and the increasing concentration of com­
mercial bank debt, can satisfy that need is

doubtful. Uncertain and short-term borrowing 
does not translate efficiently into the long­
term process of capital accumulation and 
sustained growth that is desirable. Stabiliza­
tion packages that meet symptomatic excesses 
of domestic absorption by imposing unreal- 
istically short adjustment periods do not ad­
dress structural deficiencies.

Many specific proposals have been ad­
vanced to deal with one or another of these 
problems. Few have been seriously consid­
ered, because there is little sense of urgency. 
So long as modest product growth is sustained, 
debt obligations are met, and continuing capi­
tal is available, it will be difficult to arouse 
keen interest in suggested reforms to improve 
intermediation. Innovation in international 
financial markets seems to be dominated by 
private initiative rather than public policy. The 
danger is not that the financial markets will 
suddenly collapse, or that Latin American 
debtors will all find themselves unable to pay, 
but that the sta tus quo will continue, with 
adequate, and indeed perhaps excessive avail­
ability of credit of the wrong kind.

The countries of Latin America are not 
entirely dependent upon the initiatives of 
others in responding to this real, if undramatic, 
threat. They can reduce their borrowing and 
rely more substantially upon national savings; 
they can engage more vigorously in a style of 
development directed to the internal market; 
they can insulate themselves to a greater 
extent against world economic circumstances. 
Such a strategy is not costless, either for Latin
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America or the industrialized countries, for it 
involves a rejection of the mutual advantages 
inherent in a rational transfer of resources to 
more productive applications.

Yet that outcome may well occur, because 
policies are slow to evolve. Few trends have

been foreseen with such monotonous regular­
ity as the altered importance, needs, and role 
of the middle-income countries of Latin Ameri­
ca. Up to now, we have successfully muddled 
through. But can we confidently rely on such 
an accommodation in the future?



Latin America and the international monetary 
system: Some comments and suggestions

Carlos Massad*

I

The functioning  
o f the system

In this paper, I intend to emphasize aspects of 
the present system of international economic 
relations in the monetary and financial area that 
create difficulties for an adequate insertion of 
Latin America in the world economy, I do not 
propose to make a comprehensive study of all 
transfers of resources between developed and 
developing countries.

My comments will be arranged under 
three main headings: the workings of the 
present international monetary system; the 
effect of the present system on Latin American 
countries and less developed countries in 
general, and changes in the system that could 
help to minimize the present difficulties.

Generalized floating of currencies became 
unavoidable as the Bretton Woods system 
proved incapable of providing enough adjust­
ment incentives for reserve currency countries, 
essentially the United States and the countries 
with surpluses. In fact, IMF “discipline” could 
only apply to non-res erve-currency deficit 
countries. Reserve currency deficit countries 
could finance their deficits with their own

^C oord inato r of the UN DP/CEPAL Joint Project 
“ Im plications for Latin America of the state of the interna­
tional m onetary and financial system” (RLA/77/021).

This paper is a revised version of the statem ent deliv­
e red  by the author before the  Independent Commission on 
In ternational D evelopm ent Issues on 5 May 1979 at 
Annecy, France.

currency, while countries with surpluses did 
not need to request IMF assistance.

The lack of international incentives to 
adjust created a situation where convertibility 
in terms of gold could not be maintained, and 
the Bretton Woods system collapsed. As a 
matter of fact, the lack of adjustment incentives, 
together with some domestic banking regula­
tions, gave rise to an explosive growth of 
private financial markets as financial inter­
mediation between surplus and deficit coun­
tries became more and more in demand. Be­
tween 1973 and 1978 the net size of the Euro­
currencies market grew at a rate of about 19% 
per year.

Those changes are not only important 
quality-wise, however: they also represent a 
complete qualitative transformation of the 
system.

1. The role o f  the m onetary authorities  
and o f  the p riva te  sector

The first important qualitative change is that 
wich took place in the market intervention role 
and reserve holdings of the monetary authori­
ties versus those of the private sector. In a fixed 
exchange rate system, the authorities have to 
maintain exchange rates through intervention 
in the market, for which purpose they must 
hold foreign exchange, gold and SDR reserves. 
In a floating system, such a role is transferred 
totally or partially to the private sector, and it is 
the latter which has an incentive to accumulate 
“reserves” in order to “intervene” in foreign 
exchange markets.

This fact implies a higher sensitivity, or 
elasticity, of the composition of reserves to 
economic incentives. Usually, central banks 
are less sensitive to changes in expectations
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than private holders of foreign exchange. The 
latter tend to adjust the composition of their 
holdings rapidly when relative interest rates or 
exchange rates are expected to vary. Hence, the 
more important the role of private holders in 
foreign exchange markets, the faster will be the 
reaction to changes in expectations. The expec­
tation of devaluation of a reserve currency —or 
a currency important in international trade— 
brings about an immediate change in the 
composition of assets and liabilities of the 
private sector and this helps to produce the 
expected devaluation. In a sense, it could be 
said that under the present system, since 
central banks cannot resist the pressure of 
private speculators, generalized expectations 
will never be wrong.

Another consequence of the increased 
importance of the private sector in intervention 
is a relative reduction in the demand for SDRs. 
In fact, SDRs cannot be held by the private 
sector, but insofar as the relative importance of 
private “reserve” currency holdings increases, 
the demand for SDRs will decrease relative to 
that for currrencies. All this has important 
implications for the system as a whole (the 
implications for LDGs will be developed later).

(a) Exchange rate changes tend to “over­
shoot the mark”, so that the magnitudes of such 
changes tend to be relatively large. It has been 
observed that prices tend to react faster than 
quantities to exchange rate changes in indus­
trial countries. Thus, when a particular cur­
rency suffers a devalution, the export prices of 
the devaluing country tend to fall and import 
prices to rise soon after devaluation, but export 
and import volumes react more slowly, so that, 
for a time, a devaluation increases the imbal­
ance it was suppossed to correct. Private hold­
ers of the currency will see their devaluation 
expectations reinforced, and the exchange rate 
will reflect such strengthened expectations 
with further devaluation. Then, after some 
time, the effect of devaluation will show itself 
in the balance of payments, in the form of a 
relative reduction of imports as compared to 
exports, and the opposite process will be 
generated. As this process is better understood 
and the pattern of events repeats itself, the 
private sector may “learn” to speculate better

and the destabilizing effect of expectations 
formed in the way described above should tend 
to dissappear. The length of the learning period 
is, however, unknown.

(b) The degree of stringency of monetary 
policy becomes more difficult to evaluate. Let 
us take, for example, a German-based company 
that holds US dollars in its assets. If such a 
company expects a reduction in the value of the 
dollar relative to the German mark, it will try to 
sell its dollars for marks, while if the Bundes­
bank wants to give at least partial support to the 
dollar to avoid an excessive strengthening of 
the mark, it will buy the dollars in exchange for 
marks. The figures in Germany will show an 
increase in the money supply, whereas all that 
has happened is a change in the composition of 
assets of the German-based company. There is 
no reason for this action to change the desired 
spending pattern of the company, so that the 
increase in the money supply in Germany will 
have no direct inflationary effect. Of course, the 
real world is not this simple, but I hope that 
this example serves to illustrate the essence of 
my argument.

(c) Exchange rates become more volatile 
through changes in transactions on capital 
account (capital flows). If private capital and 
money markets are well developed, with 
reserves diversified in terms of currencies, 
changes in expectations will affect the market 
rapidly and fully: desired changes in the 
composition of assets and liabilities of eco­
nomic agents will be reflected in market 
actions which will result in changes in ex­
change rates. The money markets for devel­
oped countries’ currencies are sufficiently 
deep to allow the operation of a futures market 
where interested parties can buy “coverage” 
for exchange risks. With or without coverage, 
however, changes in domestic interest rates or 
other factors affecting the desired composition 
of assets and liabilities will tend to produce 
sizable capital movements, unless interest rate 
policy is closely associated with expected 
exchange rates. Such association is very diffi­
cult to achieve in practice, so exchange rates 
must be expected to vary sharply in short 
periods of time.

Furthermore, changes produced through 
the capital account may tend to reinforce those
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in the current account. An unfavourable 
current account will produce devaluation 
expectations. At the same time, the expected 
cost of borrowing abroad or the expected 
benefit of external investment will increase 
(due to the expected devaluation), producing as 
a consequence an imbalance in the capital 
account with the same sign as that in the 
current account. Since, as pointed out above, 
the adjustments in the current account come 
about only slowly, one must expect relatively 
sharp movements in exchange rates on this 
account, on at least a movement in a particular 
direction for some time and then a reversal, in 
a cycle which will take two or three years to 
develop fully.

(d) Sharp changes in exchange rates help 
to stimulate protectionist tendencies in world 
trade. As some currencies appreciate, the 
issuing countries will face some loss of com­
petitiveness, while deficit countries, whose 
currencies depreciate, tend to yield more 
easily to protectionist lobbyists on balance-of- 
payments grounds. Thus, global resistance to 
protectionism is substantially weakened, and if 
at the same time, for this and other reasons, the 
world economy is expanding slowly, the stage 
is set for the proliferation of direct controls, 
regulations and increased tariffs on trade.

2. The in ternational transm ission o f  
econom ic disturbances

With fixed exchange rates, it was expected that 
inflation rates in the world would tend towards 
equality, since it was argued that any dis­
crepancy would bring about imbalances in 
foreign payments that would force adjustment. 
As exchange rates were not completely fixed, 
however, some discrepancy in inflation rates 
was allowed for, over and above that coming 
from different rates of change in productivity. 
Between 1960 and 1970 the average yearly rate 
of inflation for 9 industrial countries1 was 3.5%, 
with a standard deviation of 1.5 and a coef­
ficient of variability of 0.43. Floating, it was 
argued, would allow for more freedom in 
domestic monetary policy, since variation in

1 Belgium, Canada, France, Germany, Italy, Japan, 
N etherlands, U nited  Kingdom and U nited States.

exchange rates would insulate countries from 
external shocks. On these grounds, rates of 
inflation should have diverged after 1973 more 
than they did before, and particularly before 
1970.

However, empirical evidence does not lend 
support to this expectation. For the same 9 
countries considered, yearly inflation between 
1974 and 1977 averaged 11.3%, with a standard 
deviation ol 4,8 and a coefficient of variability 
of 0.42; i.e., practically indentical to that 
prevailing in the 1960s, while for the period 
1970-1973 —a transitional period— the average 
rate of inflation was 6.5%, with a standard 
deviation of 1.7 and a coefficient of variability 
of 0.26. It therefore looks as though floating 
rates have not helped very much to insulate 
countries from external disturbances. An 
alternative hypothesis, which I have put 
forward elsewhere, could be formulated to 
explain this behaviour. For our purposes, it is 
sufficient to point out that floating has not 
insulated countries from external shocks. 
Floating is no substitute for responsible do­
mestic policies.

3. C reation  o f  in ternational liqu id ity

The present system has considerably obscured 
the concept of international liquidity itself. 
When the authorities accumulated most of their 
external reserves the concept was clear-cut 
But as soon as the private sector assumed, 
partly or wholly, the responsibility for inter­
vening in the market, the concept of interna­
tional liquidity became vague and ill-defined. 
Should it be only official reserves which were 
considered? Or should one take account of 
private holdings in some way? These questions 
are not academic, for the difference between 
official holdings and “to til” holdings of foreign 
exchange —and gold and SDRs— is enormous 
(the second is at least twice the first).

In a floating system, it is legitime to 
consider private holdings of foreign exchange 
as “international liquidity”, since there should 
be a demand in the private sector for such 
holdings, and if the demand is not satisfied, the 
private sector will look for ways to satisfy it, 
even creating new liquidity instruments. In a 
world where the foreign exchange operations 
of banks in industrial countries and offshore
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centres are usually not subjected to the same 
types of controls as their domestic currency 
operations, the supply of international liquidi­
ty becomes demand-determined. And insofar 
as the foreign exchange holdings of the private 
sector are a good substitute for domestic (or 
national) money, changes in the supply of the 
first will affect the demand for the second. 
Through this process, national central banks 
lose control over the relevant monetary aggre­
gates. This is not because they cannot control

the supply of domestic money in the short run, 
but because the demand for such money chan­
ges, with the result that control or regulation 
not only of the rate of growth of international 
liquidity, but also of liquidity in general, 
becomes much less effective. Of course, if the 
supply of liquidity in the form of foreign 
exchange becomes essentially demand-deter­
mined, the relative importance of SDRs is 
bound to suffer.

II

T he effects on Latin American and other 
developing countries

As the system, or lack of it, works at present, 
one must expect relatively sharp and recurrent 
variations in the exchange rates of the principal 
currencies. Most Latin American countries, as 
well as other less developed countries (LDCs), 
peg their own currencies to one or another of 
the principal currencies, or to a basket of them. 
Pegging is necessary because most LDCs do 
not have financial or money markets deep 
enough to do otherwise, the Central Bank 
being the only entity capable of absorbing 
short-run excess supply or demand for the 
domestic currency. But pegging means that the 
domestic currency moves together with the 
currency or currencies to which it is pegged, 
and the fluctuations of those currencies are 
geared to the adjustment needs of the issuing 
countries, not of the pegging country. Hence, 
floating imposes a cost on LDCs in terms of 
destabilizing influences on their economies. 
Floating also tends to discourage the allocation 
of additional resources to the production of 
tradeable goods, since an uncertainty element 
is introduced in all calculations regarding 
activities connected with foreign trade. In most 
cases, the LDCs exporters cannot even buy 
coverage, because there is no futures market for 
their own currencies.

There are more deep-seated problems 
than this, however. Thus, if floating does not

insulate countries from external shocks, it does 
not solve the adjustment problem in the short 
or medium run either, and may even compli­
cate it. As everyone knows, if there is a group of 
countries running a protracted surplus on 
current account, there must be another group 
running a deficit, and floating will not correct 
the situation. Floating could perhaps equi­
librate the balance of payments as a whole, in 
the long run, but it might never produce 
equilibrium in the balance-of-payments cur­
rent account. As we have already seen, the 
short-run effect of floating on the current 
account of the balance of payments and on the 
balance of payments as a whole may actually be 
destabilizing.

As a matter of fact, equilibrium on the 
current account is not an ideal situation. Non­
oil-exporting developing countries are net ca­
pital importers, so that the desired position of 
their current account is one of deficit, to be 
financed with a surplus on the capital account. 
In the case of Latin America, the average deficit 
on the current account of the non-oil-exporting 
countries for the period 1974-1978 is five times 
larger than for the period 1966-1970. The 
capital surplus should be high enough to cover 
the deficit on the current account and the 
necessary increase in reserve holdings. But a 
surplus on the capital account is only a more
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respectable way to refer to a net increase in 
foreign debt, since unrequited transfers are 
negligible and direct foreign investment is not 
on the increase and is concentrated in a few

countries. At all events, new net indebtedness 
accounts for at least 80% of the surplus on the 
capital account of the non-oil-exporting Latin 
American countries.

Table I

EXTERNAL FINANCING O F LATIN AMERICAN NON-OIL-EXPORTING COUNTRIES
(Billions of dollars)

1966-
1970

1974 1975 1976 1977 1978^

D eficit on current account* -2 .0 -13.1 -16.1 -11 .5 -8 .0 -9 .5
Increase in reserves*1 0.4 -0 .7 2.2 4.9 3.9 8.5
Use o f external financing (uses) 2.4 12.4 13.9 16.4 11.9 18.0
N et external financing (sources) 2.5 12.6 14.4 16.2 10.5 16.0
D irect investm ent 0.7 1.6 2.3 2.2 (2.3) 3,0D onations 0.1 0.1 0.1 0.2 0.2
N et loans0’ 1.7 10.9 12.0 13.8 (8.0) 13.0
Loans from official sources 0.9 1.9 1.9 (2.0) (2.2) 3.0

M ultilateral 0.4 0.9 0.8 (0.9) (1.0)
Bilateral 0.5 1.1 1.0 (1.1) (1.2)

Borrow ing from private sources 0.8 9.0 10.1 11.8 (5.8) 10.0
S upplier credits 0.4 0.2 0.1 0.6 (0.6) 1.5
Com m ercial banks 0.3 8.2 8.2 7.5 4.7 5,5
Bonds — 0.1 0.2 0.5 (1.0) 2.0
O thers and unallocated 0,1 0.6 0.6 2.2 -0 .5 1.0

Sources: International M onetary Fund, Balance o f Payments Yearbook; Bank for International Settlem ents: supple­
ments for July and D ecem ber 1978 and Yearbook; CEPAL estimates.

“E xcluding official donations.
^Positive figure indicates an increase in reserves.
c Includes long, m edium  and short-term non-compensatory and compensatory loans.
^All figures for 1978 are provisional.

Table 2

ESTIM ATED OVERALL INDEBTEDNESS  
OF LATIN AMERICAN NON-OIL- 

EXPORTING COUNTRIES
(Billions o f dollars)

Officially- Non­ Overall
Years guaranteed guaranteed indebted­

debt debt to ness*
banks

1974 31.51 19.76 51.72
1975 38.05 24.50 63.48
1976 48.74 30.65 81.28
1977 59.00 32.00 91.00
1978b 68.00 37.00 106.00

“Includes deb t to IM F.
^Figures for 1978 are provisional.

Despite the levels already reached by such 
debt (over 100 billion dollars for the non-oil- 
exporting countries of Latin America by the 
end of 1978) it must go on increasing for many 
years if the development process is to continue 
and if world resources are to be more efficiently 
allocated. The additional short-run instability 
in the balance of payments which is a by­
product of floating, however, does not facilitate 
official decisions in industrial countries about 
long-term development finance, while private 
financial markets expand rapidly. Thus, the 
terms of the new financing are substantially 
worse than those of the past, both in terms of 
interest rates and of amortizations schedules. 
'“Debt burden” becomes a problem for further 
borrowing, a problem which is more a con­
sequence of the present system than of “mis­
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behaviour”, even though the latter is not 
always absent. Moreover, as debt terms dete­
riorate, borrowing countries need to increase 
their reserve holdings, both in order to present 
a better “image” and in order to be ready to 
offset possible outflows. So, as the terms dete­
riorate, the necessary rate of accumulation of 
reserves tends to grow, and so does the neces­
sary net borrowing per year.

An obvious way out of this problem for 
LDCs would be to expand exports. If exports 
grew at a rapid rate, both the “debt burden” 
and the current account deficit could be re­
duced. However, as pointed out above, in the 
present circumstances the developed countries 
tend to yield more easily to protecionist pres­

sures, so that this way out does not seem to be 
feasible. In fact, a recent article in IMF Survey  
reaches the conclusions that protectionism has 
increased significantly in the recent past, and 
the trend does not show signs of abating.2 
Regrettably, this trend has emerged precisely 
when a good number of LDCs, at least in Latin 
America, are following an outward-oriented 
strategy.

This strategy, to be succès ful, requires two 
prerequisites: foreign markets and foreign fi­
nance. The former are being increasedly pro­
tected from outside competition. The latter is 
available, but on terms thatare compatible only 
with a rapid growth of LDC exports.

I l l
What can be done to solve, or at least alleviate, 

the present difficulties in the monetary 
and financial system?

At least some of the roots of the difficulties 
pointed out above can be traced to problems of 
the adjustment process and of liquidity crea­
tion. If the adjustment process worked smooth­
ly, and international liquidity grew at a rea­
sonably stable rate, excessive fluctuating of 
exchange rates would be flattened out and 
there woud be less of a weakening of the will to 
resist protectionist measures.

One could argue that the adjustment 
process is working smoothly when the choice 
between fixed or floating exchange rates be­
comes irrelevant. In other words, if the domes­
tic policies of the main industrial countries 
were strictly co-ordinated, there would be no 
need to vary their exchange rates vis-à-vis each 
other in the short run, and there would there­
fore be no need for floating. I hope it is obvious 
by now how great an interest LDCs have in 
more stable exchange rates and a smoother 
adjustment process.

But of course close co-ordination of domes­
tic policies is an ideal which is very difficult to 
reach. Different countries have different insti­
tutions, different interest groups and different

social and political forces. For example, some 
countries can export their unemployed and so 
can accept more restrictive economic policies 
than others.

However difficult it is, I believe one 
should continue trying to secure closer co­
ordination of economic policies among indus­
trial countries. Naturally, such co-ordination 
should take global needs into account, so as to 
facilitate the necessary current account deficit 
of the LDCs ant its adequate financing. In this 
way, a smoother process of real resource trans­
fers would be achieved. In order to ensure the 
consideration of global needs, LDCs should be 
represented in some way in discussions on 
policy co-ordination among industrial coun­
tries.

Reports that take a global look at the world 
economy play an important role here. For 
example, the excellent IMF periodic reports on 
the world economic outlook should be given 
wider circulation. The Interim Committee of

2“Retreat from liberal trade becomes clearer as more 
restrictive practices take effect’', IMF Survey, April 9,1979.
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the Board of Governors of the Fund should 
perhaps devote at least one full meeting a year 
to evaluating and discussing the world econo­
mic situation. But policy co-ordination touches 
some very sensitive points in many countries, 
and for this reason it requires some degree of 
regular involvement of governments at the 
highest political level.

At the same time, however, improving the 
adjustment process is in the interests of all 
countries, developing and developed alike.

All the effort expended in attaining the 
goal of policy co-ordination is well spent. 
However, one cannot expect such efforts to be 
fully effective alone, so some action should be 
taken in especially difficult areas even before 
co-ordination is improved:

(a) Asset settlement of international obliga­
tions should be established, in order to create 
an incentive for reserve currency countries to 
adjust.

If asset settlement were the norm, coun­
tries could not settle their international obliga­
tions by simply increasing their liabilities 
abroad. Hence, if a reserve currency country 
were in deficit, it would pay for it with assets, 
like any other country. The adjustment incen­
tive would appear as those assets were de­
pleted.

(b) An account aimed at the substitution of 
SDRs for reserve currencies should be setup in 
the IMF. Its role would be to minimize 
pressure on exchange rates due to desired 
changes in foreign exchange portfolios of mo­
netary authorities. The countries issuing the 
currency accumulated in the account would 
recover it in an agreed period, in exchange for 
SDRs. In fact, this would be a form of short­
term debt consolidation for some industrial 
countries. As these countries recover their 
currencies from the account, the SDRs accu­
mulated there could be used for long-term 
lending to LDCs. One might call this operation 
the “substitution link”.

(c) Countries with net reserves higher 
than, say, 4 months’ imports and with reserves 
growing faster than a given rate per year would 
pay a tax on their reserves. One way to apply 
this concept, for example, would be not to 
allocate SDRs to such countries in a future 
allocation, the SDRs not allocated to them

being assigned to LDCs in proportion to their 
quotas in the IMF. In this way, an incentive for 
surplus countries to adjust would be establish­
ed. One might call this the “adjustment link”.

(d) A debt refinancing facility should be 
established, perhaps as a joint undertaking of 
the World Bank and the IMF. This facility 
would operate under a system similar to that of 
the Oil Facility of the IMF. LDCs would have 
voluntary access to it on the basis of a pre- 
established set of indicators, but the amount 
and conditions of refinancing would be studied 
case by case. A refinancing facility would be a 
natural LDC counterpart to a substitution 
account for reserve currency countries.

(e) A forum should be established where 
monetary, trade and development matters, 
which are so closely linked, are regularly 
jointly discussed, with main tendencies being 
highlighted and policy measures suggested. 
Such a forum could assess the global contribu­
tion of each industrial country to development, 
taking into account their contribution both 
through trade and through aid and other finan­
cial flows. The ideal could be to create some 
form of international economic court that could 
pass judgement, particularly on restrictive 
trade practices, and establish compensation for 
the economic damage caused. Countries could 
then evaluate whether or not it was in their 
own interests to apply protectionist measures 
and to pay compensation for them. This con­
cept of “compensated protectionism” could be 
further evolved as a way to allow countries 
some freedom in this respect, but with compen­
satory payments to countries damaged in the 
process. The multipolarity of the present world 
lends some realism to this proposal.

Of course, most of these ideas are neither 
new or realistic. However, the problem of 
development will be with us for a sufficiently 
long time to permit some unrealistic ap­
proaches at present. I believe that, as time 
passes, it will be increasingly clear that devel­
opment is not a problem of developing coun­
tries alone, but of the world as a whole. This is 
my justification for considering not only prob­
lems of the Latin American countries, or of all 
developing countries, but also problems of the 
world economy to which the latter are so 
closely linked.



The Latin American countries and the New 
International Economic Order

Pedro Malan*

Introduction

As is well known by now, the so-called North- 
South agenda is made up of a whole array of 
political and economic issues: the presently 
changing patterns* of trade, old and new trade 
restrictions, the implications of foreign invest­
ment, the volume and burden of foreign debt, 
the yet to be designed future international 
monetary system, the controversial commodity 
price stabilization schemes, the frightening 
poverty of the Fourth World, and so on. It is 
obvious that these issues will remain on the 
agenda —political and economic— for many 
years to come. This is not the time to present 
yet another survey of the present state of 
frustration with respect to the progress achiev­
ed so far in several of the topics listed above. 
The question to which we would like to 
address ourselves in this paper is the following 
one: does Latin  A m erica  as a region have a 
common stake in these ongoing discussions?1 
If so, in which ones? If the region is not a 
meaningful economic region and interests 
diverge sharply between different countries 
—or groups of countries— then do they have 
an identity of interest with other countries

(developing or developed) outside the region? 
In other words, is there anything specific to 
Latin America as a region, or to Latin American 
countries qua  Latin American countries, in 
terms of either the international resource- 
transfer mechanisms or the international dis­
tribution of political power, both presently 
under sharp criticism in all international 
forums?

In order to discuss these questions, this 
paper is organized as follows: section I at­
tempts to place the issue of the relationship of 
Latin America with the New International 
Economic Order in what we feel is a much- 
needed wider global context. This is done by 
presenting in a rather summary fashion the 
major dominant viewpoints of both North and 
South concerning the so-called North-South 
conflict.2 Section II deals with Latin America 
proper. Its purpose is to sort out what are the 
specifically Latin A m erican  interests —if 
any— in the ongoing discussions, concen­
trating on three major areas of interest (and 
conflict): (a) the changing patterns of trade and 
protection; (b) the implications of foreign 
direct investment, and (c) capital flows, ex­
ternal debt and the future international mone­
tary system.

The p o litica l process of identification of what 
Professor Hirschman considered to be the 
most pressing problems3 to be tackled by 
public policy is both a global one (taking place 
at international forums such as the United

*D epartm ent of Economics, Catholic University of Rio 
de Janeiro.

*For a positive answ er see Francisco Orrego Vicuña, 
“Las alternativas de América Latina como clase media de 
las naciones” , Estudios Internacionales, Buenos Aires, 
Vol X, No. 40, O ctober/D ecem ber 1977, pp. 89-110.

I

Nations, UNCTAD, CIEC meetings and all 
conferences where so-called North-South

2T his section draws heavily on a previous work of the 
author. See P. Malan, Brazilian International Economic 
Relations: An Agenda for Research, mimeo, 1977. Written 
originally in English, this paper was published in Portu­
guese in Dados, No. 17, 1978 and in Spanish in Estudios 
Internacionales, Vol. XI, No. 41, January-March 1978, 
pp. 62-70.

3A. O. Hirschman, “Policymaking and Policy Analysis 
in Latin America - A Return Journey”, Policy Sciences, 
Amsterdam, No. 6, 1975, especially pp. 388-394.
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conflict issues are under discussion) and a 
domestic one (in which the agenda of relevant 
problems and alternative solutions to them 
is a natural object of controversy, mediated 
by and reflected within the State). In this 
section, we attempt to discuss the relevant 
issues involved in the framing of an eventual 
New International Economic Order from two 
points of view. The first is the viewpoint of 
the central countries, i.e., the meaning to them 
of the re-organization of the world economy 
and their dominant views, likely answers, and 
major options on the so-called North-South 
conflict. The second viewpoint is the effect of 
the political and economic decisions (or lack of 
decisions) of the advanced countries on the 
peripheral (Southern) countries, and the lat­
ter s response to them. The following para­
graphs deal with the viewpoints of the North­
ern economies. They are not very reassuring, 
due to the present fragmentation of power. 
But this, as we are going to argue later, is a 
mixed blessing.

The Northern economies have success­
fully followed a policy of benign neglect with 
regard to the developing countries’ criticisms 
of the old international economic order as 
working to their disadvantage. The early writ­
ings of the Economic Commission for Latin 
America, the Bandung Conference in 1955, 
even the creation of UNCTAD in 1964 (and 
its role since then) were seen as a display of 
ineffective political mumblings completed 
with a dash of bad economics and wrapped in 
sheer rhetorical jargon. The collapse of the 
Bretton Woods arrangement in 1971-1972, 
followed soon after by the successful assertion 
of market power by the OPEC in 1973-1974, 
and the adoption, exactly five years ago, of a 
“Charter of Economic Rights and Duties of 
States” by the United Nations General As­
sembly (with its call for a “New International 
Economic Order”) dramatically changed the 
picture and prompted the advanced countries 
to agree to start serious talks.

The outcome of these talks is as yet un­
predictable. The failure of the eighteen-month 
CIEC meeting in Paris in 1976 was not a final 
result, and the whole panoply of economic 
issues that make up the North-South agenda 
again came under discussion at UNCTAD V

in May 1979. Much depends on the Northern 
countries’ response to the as yet somewhat 
unarticulated specific demands of the LDCs. 
The issues and criticisms raised so far, how­
ever, will not vanish into thin air —they are 
likely to remain on the agenda, both economic 
and political, for the whole of the 1980s. Few 
would disagree that we are living now through 
a period of economic and institutional crisis 
such as the world had not experienced since 
the 1930s— nearly half a century ago.

What has been shocking to the Northern 
economies’ representatives in international 
discussions —surprising as it may seem— is 
what they consider an undersirable and exces­
sive p o litic iza tio n  of the issues at stake.4 
Scholars with some sense of history, however, 
distinguish between two levels of analysis: 
“a process level dealing with short-term be­
haviour within a constant set of institutions, 
fundamental assumptions and expectations; 
and a structure level, having to do with long­
term political and economic determinants of 
the systematic incentives and constraints 
within which actors operate ... It is when 
accepted structures with their associated rules 
of the game are called into question that con­
troversy, and therefore politicization, are likely 
to increase most rapidly ... questions of who 
will ̂ exercise political control and how, become 
dominant”.5 Indeed, frustrating though it may 
seem so far, the debate on the New Interna­
tional Economic Order has sharply focussed 
the attention of the world on the need to re­
examine the implicit politics and existing (and 
missing) rules of the game. It is not something 
that one could expect to see solved in a few 
years, especially when there is no agreement 
on an agenda for action even within the sup­
posedly threatened Northern countries.

4See, for example, N. LefF, "T he New Economic 
O rder - Bad Economics, Worse Politics” , Foreign Policy, 
Farm ingdale, N.Y., Fall issue, November 24, 1976. For a 
more balanced account, see the first published volume of 
the Council on Foreign Relations’ 1980’s Project; F. 
H irsch, M. Doyle and E. L. Morse, "Alternatives to 
M onetary D isorder” , Me Graw-Hill, 1977.

5C. F, Bergsten, R. O. Keohane and J. S. Nye, "In ter­
national Economics and International Politics: a Fram e­
work for Analysis” in C. F. Bergsten and L. B. Krause 
(eds.), World Politics and International Economics, The 
Brookings Institution, W ashington, 1975, pp. 5-6,
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Indeed, the response of the Northern 
countries to Southern pressures will probably 
develop according to the (non-mutually-ex- 
clusive) patterns of: (a) resistance (whenever 
the challenge from the LDCs can easily be 
turned back); (b) co-optation  of some of the 
bigger and higher-income LDC^ and (c) com ­
prom ise  (whenever some concessions must 
be made to preserve the Northern economies’ 
control of the basic decisions). However, much 
more important than to guess prospective 
response from the North is to assess the domi­
nant attitudes prevailing in these societies, 
especially in the United States, which, despite 
its declining importance (as compared with 
the immediate post-war period), is still the 
key country influencing the future outcome of 
the North-South conflict.

There seem to be four dominant attitudes 
in the North on issues related to this conflict. 
The first one is what Roger Hansen called the 
“Southern Unity Won’t Last” attitude.7 It was 
clearly the policy outcome which the major 
industrial countries (especially the United 
States) were hoping to bring about, and is still 
very influential. Its first major setback was the 
inability to set non-oil developing countries 
against the oil exporters shortly after OPEC’s 
first dramatic price rise, while the second was 
the refusal by OPEC and all the other LDCs 
to restrict the Paris Conference to a discussion 
of energy problems alone. This attitude is still 
very much alive, however, and cannot be ruled 
out. What do Brazil, Upper Volta, Sri Lanka 
and Iraq have in common? Perhaps only a 
shared sense of deprivation uís-à-uis the 
OECD countries. But as R. Hansen rightly 
reminded us, this “unnatural alliance” should 
not be underestimated “especially when faced

6W itness the expansion of the "G roup of T en" to the 
“G roup of T w enty” in the IM F, the suggestion that Brazil 
and  Iran be invited to join the O ECD , and so forth (this 
suggestion was p u t forward by C. F. Bergsten in J. 
Bhagwati (ed.), "T he New International Economic O rder” , 
M IT Press, 1977.

7See R. Hansen, “Major U.S. Options on North-South
Relations: A L etter to P resident C arter” in The United
States and World Development - Agenda 1977 by J. Sewell 
and the  staff of the  Overseas D evelopm ent Council, 
P raeger, 1977, p. 25. T he next few paragraphs draw heavily 
on this rather in teresting  “action” memorandum.

by intransigent Northern solidarity ... and if no 
other card is played at the bargaining table”.8 
The events of the last five years do suggest that 
Northern responses will have to move progres­
sively away from resistance and towards co­
optation and compromise formulae.

The search for compromise formulae 
within the framework of multilateral diploma­
cy in an international community in which 
power is more diffuse than ever before is the 
basis for the second major Northern attitude 
on the North-South conflict: the multilateral 
approach searching for collective consent. As 
Professor Dahrendorf has put it: “The number 
of actors is large, the degree of their cohesion 
is small, the definition of the situation is im­
precise. ... While a cynical view of international 
organizations and conferences is spreading ... 
this method of dealing with international 
conflict is in fact becoming more and more 
important... there will be more conferences”.9 
Not because one can be sure that some 150 
nations would ever reach agreed solutions to 
global issues, but simply because there is no 
alternative. Constructive leadership, however, 
is unfortunately in short supply, except per­
haps in one very controversial area.

This area is that of the third Northern (as a 
matter of fact essentially United States) attitude 
on the North-South issue: the equity perspec­
tive. As is well known, it is very much linked 
to the present United States strategy of attempt­
ing to reassert leadership in world economic 
affairs, after Vietnam and Watergate, by in­
fusing American foreign policy with a greater 
sense of justice and moral purpose. The equity 
perspective, however, covers many different 
and often contradictory concerns. In Northern 
parlance the concern is with equity considera­
tions w ith in  developing countries themselves 
or, as a variant, with human rights issues. In 
“Southern” parlance the equity issue is related 
to what is perceived as an unfair inter-country  
pattern of income distribution resulting from 
the present international “order”. The North-

8R. H ansen, op. cit., p. 29.
9Rolf Dahrendorf, “International Power; A European 

Perspective”, Foreign Affairs, New York, August 1977,
p. 81.
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em liberal’s response to LDC claims for a New 
International Economic Order which empha­
sizes the equity issue is to point out that these 
claims, if ever accepted, may have little, if 
any, effect on the distribution of income, 
wealth or opportunities w ith in  LDCs —and 
that this should be their major concern.10 Since 
most developing countries’ ruling groups con­
sider this issue a non-negotiable one and a 
purely internal affair, a stalemate is likely to 
occur, unless the Northern concern comes to 
be seen as an irreversible trend (which it has 
not yet) and  a mutually satisfactory definition 
of “acceptable” inequality and “minimum” 
human rights is reached in the North-South 
discussions. In the attempt to avoid this hard 
nut to crack, a fourth Northern perspective has 
recently been put forward.

This fourth perspective is concerned not 
with income differentials and their evolution, 
but with absolute poverty; it is the basic human  
needs perspective concerned with a terrible 
fate of around one billion people —close to 
25% of the world’s population— who live in 
miserable deprivation. In principle, everyone 
is against sheer misery. However, the concern 
raises the same sort of problems as the previous 
perspective: the so-called “domestic élite” 
problem. As Hansen has noted: “No program 
to eliminate absolute poverty can be con­
structed and implemented without the neces­
sary degree of commitment of a countrv’s 
governing élite groups and political system. 
No amount of foreign resources can overcome 
domestic resistance or indifference to the 
achievement of this goal”.11

In short, summing up this rather brief 
sketch of dominant Northern perspectives, 
two of them (the “Southern Unity Won’t Last” 
and the “Global Multilateral Approach”) may 
lead to Northern policy options which are 
essentially a continuation of the present poli­
cies with ad  hoc marginal changes to ac­
comodate demands which cannot be —as in the

10 For an elaboration of this influential (at least w ithin
the U nited  States) argum ent by an economist now at the
forefront of American foreign economic policy, see R. 
C ooper, "A N ew  International Economic O rder for Mutual
G ain” , Foreign Policy, No. 26, Spring 1977,

UR. Hansen, op. cit., p. 34,

past— effectively resisted. The other two at­
titudes (“Equity” and “Basic Needs”) attempt 
to partially shift the blame for the present 
unsatisfactory (in view of the LDCs) workings 
of the international economic order essentially 
on to the developing countries’ own  internal 
policies or political systems. The setting may 
well evolve into a sort of “dialogue of the deaf’ 
if some basic agreement about the agenda and 
about some long-run perspectives both in the 
North and in the South is not reached in time. 
The next few paragraphs deal with the likely 
effect of these Northern perspectives —and 
Northern structural trends— on the peripheral 
economies, with special reference to Latin 
America. In our view, any discussion about 
international economic relations must start 
with a grasp of world structural changes and 
of present Northern attitudes. After all, even 
if initiatives come from the South it is the 
Northern response to them which will shape 
the future arrangements.

The so-called “Southern” attitudes on the 
issues involved in the framing of the New 
International Economic Order are dominated 
by the desire to obtain control of additional 
real resources so as to speed the development 
process in the LDCs. Such real resource trans­
fers may involve “current account financing” 
(through price changes, through aid or 
through default on external debt) or “capital 
account financing” (through borrowing or 
through running down reserves). AU LDCs, 
whether commercial or aid-dependent,12 
would rather have current account financing 
of the required real resource transfers, espe­
cially through price changes,13 since this does

12 ' ‘Com m ercial” developing countries are those which 
have regular access to commercial bank lending. Most of 
the non-O PEC LDCs, as is well known, depend mainly 
on foreign aid, being unable to attract much bank lending. 
N ine “comm ercial” countries (Brazil, Mexico, South 
Korea, Taiwan, Philippines, Argentina, Peru, Colombia 
and  Israel) accounted for more than 80% of LDC bank 
d eb t outstanding by the end of 1976. See David O. Beim, 
“ R escuing the LD C s”, Foreign Affairs, July 1977, 
pp. 718-719.

13Not only in the prices of LDC commodity exports. 
C ontinuing world inflation reduces the real burden of the 
deb t, bu t obviously this is not an adequate solution to the 
problem , since the expectation of inflation will raise 
in terest rates and hence the cost of servicing the debt.



70 C EPA L REVIEW  No. 10 / April 1980

not —as capital account financing does— 
involve reverse transfers in the future. In this 
discussion, commercial and aid-dependent 
countries are likely to form a common front, 
rightly insisting upon the fact that the advanced 
countries cannot continue to be internationalist 
in finance and investment while being in­
creasingly protectionist in trade.

Where a common front is not likely to be 
formed is on issues related to capital account 
financing through borrowing in international 
capital markets. Here, a sharp division is likely 
to emerge (as it has already in Manila, Nairobi 
and at the CIEC meetings in Paris) between 
commercial and non-commercial countries. 
The first are deeply aware of the need to assure 
continuing availability of external finance 
(besides rapid growth in world trade), due to 
the drain of rising service payments on foreign 
exchange, so they are likely to refuse any 
“radical” proposal to default or delay or re­
schedule payments and will ask rather for new 
loans.14 In the case of most higher-income 
LDCs the problem is not the imminence of 
default or rescheduling but the distribution of 
th e  bu rden  o f  in ternal adjustm ent.

In my view, perhaps one of the two most 
relevant and promising areas of investigation 
in any agenda on international economic 
relations of a given country or region is the 
question of the implications of continuing 
outward-looking development strategies in 
terms of domestic income distribution and  of 
the nature of the associated p o litica l regimes. 
Much more remains to be done in these areas, 
especially in terms of comparative analysis. 
There is now a growing appreciation of the 
fact that analysis should be focussed on the 
character and the social base of the State (and 
State policies) in less developed societies. 
Therefore, curious as it may seem, any agenda 
on international economic relations must in-

14A s  D avid Beim rightly asserted, the difference 
betw een  rescheduling of a debt and a new loan “is nearly 
m etaphysical. T he economics are the same —money is 
repaid  later rather than now. It is the psychology which 
differs— a rescheduling is a confrontation, an admission of
failure, and emotional catharsis, w hile a new  loan is 
business as usual”, D.O. Beim, “Rescuing the LDCs”, 
Foreign Affairs, July 1977, p. 723.

elude an analysis of the question of the State 
in Southern and Northern countries.

The other relevant and promising area of 
investigation has already been touched upon 
earlier: it is related to the asymmetrical out­
looks and contradictory interests w ith in  the 
less developed world. These asymmetries and 
contradictions should not be underestimated. 
Indeed, as we have seen, the “North” counts 
on them. After all, no more than 10 semi­
industrialized LDCs account for nearly 85% 
of the total (bank) external debt, and 10 semi­
industrialized countries account for nearly 80% 
of the total LDCs’ exports of manufactures. 
All the discussions and difficulties about 
intra-LDC trade as an alternative to mounting 
Northern protectionism are marred by the fact 
that in each region of the LDC world two or 
three countries are likely to be the major 
beneficiaries of regional trade agreements.15 
As pioneered by Hirschman more than thirty 
years ago, studies on the relationship between 
national power and the structure of foreign 
trade are likely to re-emerge as fascinating and 
much needed topics in the North-South 
agenda.

Of course, any agenda of this sort must 
include a careful consideration of transnational 
corporations, especially now that it is be­
coming clear that most developing countries 
will increasingly move in the direction of 
greater vigilance over their foreign trade and 
financial links —even as they seek to expand 
those links. Harder bargaining between trans­
national corporations and the State (or State 
enterprises) in each major LDC is certain to 
occur. In my view, however, rather than 
general studies of transnationals and their 
effects and/or general studies of possible State 
response to them, what we do need is a much 
deeper understanding of the invisible markets 
internalized in most transnational corpora­
tions, of which the visible ones are often only 
the tip of the iceberg. After all, as Diaz-Ale- 
jandro noted, the conservative case for “free 
markets” has always depended upon mini-

15See Sir A. Lewis, “Aspects of Tropical T rade”, 
W icksell Lectures, Almqvist, Wicksell, Stockholm, 1969, 
lor an elaboration oí these points.
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mizing knowledge of how markets actually 
operate. Studies of the operation of imperfect 
markets should be an important item in the 
agenda, since the LDC case for reshaping the

world economic order depends ultimately 
upon the alleged existence of imperfect inter­
national markets working to their disadvan­
tage.

II

It has become a commonplace to observe that 
Latin America was a guiding intellectual force 
for the Third World during the 1950s and 
1960s. It is true that most of the ideas about 
the unequal relationships between rich and 
poor countries emanated from the region, 
especially through the United Nations Eco­
nomic Commission for Latin America, and it is 
well known that the creation of UNCTAD 
owes a great deal to Latin American efforts to 
show that the international economic order of 
the time was working against the Third World’s 
basic interests. Today, however, Latin Ameri­
can influence has waned somewhat. After all, 
the Group of 77 of the early sixties is now made 
up of 119 legally sovereign countries. The 
issues of the day are either global issues 
(requiring multilateral action); selective is­
sues (of non-regional character), or plain 
bilateral concerns. There is no more room for 
the exercise of leadership by one regional 
bloc: the world has become too much inte­
grated for that. There is no more room for a 
distinctive Latin American view of the so- 
called North-South conflict, the controversial 
issue of the day. After all, what is Latin Ameri­
ca?

Latin America, broady defined (i.e., in­
cluding Cuba and the Caribbean area), con­
tains twenty-five legally sovereign countries 
enjoying United Nations and World Bank 
membership. The region’s total population is 
presently about 325 million, growing at an 
average of more than 2.6% a year, while its 
combined GNP for 1978 in current dollars was 
about US$ 400 billion. Obviously the old 
clichés about structural heterogeneity, asym­
metrical degrees of development and national 
potentialities apply just as much to the region 
as they do to the so-called Third World as a 
whole. Levels of per capita income range from 
US$ 200 (Haiti) to US$ 3,300 (Bahamas), al­

though the majority (15) of these 25 legally 
sovereign countries fall into the US$ 600-1,000 
range of per capita income. Above the level of 
US$ 1,140 there are only five countries: Argen­
tina, Trinidad and Tobago, Venezuela, Barba­
dos and Bahamas, while below the US$ 600 
level are El Salvador, Guyana, Honduras, 
Bolivia and Haiti. According to the World 
Bank’s recent classification, excluding the 
countries with population less than one million 
(Guyana, Barbados and Bahamas), centrally- 
planned Cuba and extremely poor Haiti, all the 
other 20 Latin American countries fall into the 
“Middle Income Countries” category, which 
includes 58 out of the present 153 members of 
the United Nations and the World Bank.16

The need for a typological classification 
of the structurally heterogeneous Latin Ameri­
can countries has been put forward forcefully, 
especially by H. Jaguaribe. His essential 
concern is with the question of “national 
viability” of the countries of the region, and he 
attempts to distinguish these countries ac­
cording to relative levels of societal develop­
ment and degrees of national viability (“rela­
tive individual viability”, “collective viabili­
ty” and “non-viability”). According to his 
scheme only three countries of the region 
(namely Argentina, Brazil and Mexico) could 
pretend to reach the first type of viability; 
eight countries (all in South America) could 
hope for collective viability, and the rest fall 
into the non-viability category. Interesting as 
this may be for strategic studies of a geopoliti­
cal nature, or polemical as it may seem in terms 
of its analytical meaning, however, this is not 
exactly the sort of typology with which we

16For the relevant data see World Development 
Report, W ashington, 1978.
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shall concern ourselves in this paper, for 
reasons that will be clear as we proceed.

It is perfectly true that Brazil, Mexico and 
Argentina together account for 70% of Latin 
America’s combined GNP and for two-thirds 
of intra-regional trade. Brazil and Mexico alone 
account for more than half of its population, 
GNP, external debt and foreign trade. It is also 
true that the combined population of 13 coun­
tries with a population of less than 5 million 
each was, in mid-1976, around 30 million 
—less than half the population of Mexico and 
less than one-third that of Brazil. It is obvious 
that countries differ not only in resources but 
also with respect to perceived needs and 
policy issues; Mexico will seek from the inter­
national financial system services rather dif­
ferent in quantity and quality from those 
sought by Ecuador. Even with respect to 
policy, Brazilian attitudes toward greater ex­
change flexibility or the extent of control over 
foreign investment can be expected to differ 
sharply from those of Guatemala. The remain­
ing paragraphs of this section represent an 
attempt to deal with these differences in re­
sources and perceptions with regard to trade, 
investment, financial flows and the future 
international monetary system.

1. C hanging trade patterns and the 
resurgence o f  protection ism

The share of non-OECD countries in world 
exports declined during the 1950s and 1960s 
from 34% in 1950 to less than 20% in 1969. 
Latin America’s share declined from 10% to 
5% over the same period. The proportion of 
manufactures in world trade rose from below 
40% in the thirties to 45% in 1953,54% in 1970 
and 67% in 1969:17 a phenomenon very closely 
related to international investments of the 
transnational corporations and very like 
Linder’s well-known hypothesis about the 
influence of patterns of demand and income 
levels on the shaping of trade among devel­
oping countries. For most observers, this out­
come was the natural result of the great post­

17For basic data, see the relevant issues of GATT,
International Trade.

war liberalization project which experienced 
its golden age from 1959 (European return to 
convertibility) to 1971 (d e fa c to  collapse of the 
Bretton Woods arrangement). The “success” 
of the project was gauged by the rapid ex­
pansion of international trade (partly due to 
the progressive dismantling of the generalized 
protectionism of the inter-war period), by the 
growing internationalization of capital (partly 
mediated by the transnational corporations) 
and by the resurgence of international (private) 
financial markets which had collapsed with 
the 1929 crash and the Depression years.

However, as noted by more than one 
observer; “at the time when the OECD coun­
tries were rapidly dismantling their trade 
barriers against each other, they were equally 
feverishly creating new barriers to keep out 
light manufactures from the tropics ”.18 Indeed, 
a recent study of the World Bank does show 
that over the last twenty-five years developing 
countries have emerged as major markets for 
the manufactured exports of the industrialized 
countries. These exports increased by 7% a 
year in the 1950s and the increase accelerated 
to 8,5% a year in real terms between 1960 and 
1975.19 Trade with developing countries ac­
counted for only 29% of the increase in the 
industrialized countries exports of manufac­
tures. Much more important, however, is the 
fact that trade with developing countries ac­
counted for only 9% of the industrialized 
countries’ im ports  of manufactures, thereby 
confirming Sir Arthur Lewis’s assertions 
above. Trade am ong  industrialized countries 
and trade w ith in  Western Europe accounted 
for nearly 80% of the increase in the industrial­
ized countries’ im ports  of manufactures over 
the 1960-1975 period.20

There are no indications that these figures 
will be dramatically altered over the fore­
seeable future. On the contrary, what we have 
been observing is a sort of progressive retreat

18A.W. Lewis, “Aspects of Tropical Trade: 1883- 
1965” , W icksell Lectures, op. cit., p. 40.

19The developing countries’ exports have increased 
more slowly than those of the industrialized countries over 
the last tw enty years (5.9% per year as against 7.5% per 
year on average).

w W orld D evelopm ent R eport, 1978, op. cit., p. 9.
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by the North from liberal trade in the face of 
the increased competition of imports from 
newly industrializing countries. It should be 
noted, moreover, that manufactured exports 
are highly concentrated in the developing 
world. About 45% of them come from four 
countries: Korea, Taiwan, Spain and Hong 
Kong, and as the World Bank notes, the ad­
dition to this list of Yugoslavia, Brazil, India, 
Mexico, Israel, Portugal, Singapore and Greece 
raises the proportion to around 80%, although 
it is true that exports of manufactures from 
countries such as Malaysia, Colombia, Turkey 
and Thailand have increased substantially. 
But what are the prospects for the 1980s and 
what is the role of the Latin American coun­
tries? After all, as noted by Lewis, in each 
region of the globe we observe today the 
existence of two or three semi-industrialized 
countries which tend to be the natural bene­
ficiaries of a possible “new order’’ which 
assures LDCs access to new markets, intra- 
regional or not. As Diaz-Alejandro put it: 
“several ofthe LDCs which have spearheaded 
the drive for a NIEO, and the public and 
private agents behind that drive, may best be 
conceptualized as new oligopolists trying to 
break into world markets dominated by old 
oligopolists. The new oligopolists want to 
exercise a greater share of market power... and 
to participate in ‘organizing’ trade in (these) 
world markets”.21

In a recent paper, Chenery and Keesin^2 
have attempted to clarify the comparative 
advantage of country groups by classifying 
LDC trade and production patterns into four 
groups: (a) countries that specialized relatively 
early in exports of manufactures and have 
followed generally outward-looking policies; 
(b) large semi-industrial countries with rela­
tively low export/GNP ratios that have 
achieved success in industrialization based 
on the domestic market and have also moved

21C, Diaz-Alejandro, “ International Markets for LDCs
- T he O ld  and the N ew ” , American Economic Review,
N ashville, T enn., Vol. 68, No. 2, May 1978, p. 268.

^ H .B . C henery and D.B, Keesing, “T he Changing 
C om position of D eveloping Country Exports”, Back­
ground P aper No. 5 to World D evelopm ent Report 1978,
Septem ber 1978, op. cit., pp. 21-23.

to promote exports of manufactures; (c) coun­
tries now emerging from primary specializa­
tion which are changing their policies in an 
attempt to diversify their exports and ac­
celerate development; (d) large poor countries 
with significant exports of manufactures. What 
is the significance of such a classification for 
the Latin American countries?

The first group contains only East Asian 
(Hong Kong, Singapore, Thailand, Korea) and 
Mediterranean countries, all characterized by 
limited natural resources. Their exports have 
usually (or initially) been labour-intensive and 
technologically stable products such as tex­
tiles, clothing, footwear, assembled electronic 
components, toys, etc. However, as Chenery 
and Keesing noted “... over 90% of LDC 
clothing exports and almost all the electronic 
products come from locations where imported 
inputs are given virtual free-trade treatment 
by one means or another”.23 Obviously, this 
is not a path open today to semi-industrialized 
countries which have experienced a long 
period of import substitution. But more impor­
tantly, as Arthur Lewis reminded us a decade 
ago: “... the real problems of continued success 
are more probably related to the structure of 
export organizations and to the financing of 
foreign trade. Food and raw materials are sold 
on international commodity exchanges but 
manufactures have to be sold by sellers and 
buyers seeking each other out ... price and 
quality are not all that is required for suc­
cess ...” .24 Chenery and Keesing seem to 
confirm that assertion: “LDCs limited capa­
bilities in marketing and related aspects of 
design appear to restrict capacity to export 
even labour-intensive goods”.25 The Latin 
American countries’ potential seems to depend 
crucially upon the transnational corporations’ 
interest in exporting manufactures fro m  the 
host countries, a point we will tackle in the 
next section.

The second group in the Chenery-Keesing 
classification (large semi-industrialized coun­
tries) is well-known in Latin America, where

23C henery and Keesing, op. cit., p. 24. 
24A. W. Lewis, op. cit., p. 44. 
^ C h e n e ry  and Keesing, op. cit., p. 26.
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market size has allowed Brazil, Argentina and 
Mexico, for instance, to build up (behind 
protective barriers) a substantial industrial 
structure which allowed, later on, some degree 
of success in their development of some ex- 
ports based on economies of scales. In Latin 
America the three largest countries account 
for around 70% of intra-regional trade and 
(excluding oil-rich Venezuela) for around 60% 
of the region's total exports. However, success 
depends to an even greater degree than in 
consumer goods on design and the organization 
of marketing and technical services, which 
again pushes to the forefront of the discussion 
the role of the transnational corporations in 
Latin America.

The third group is made up of countries 
emerging from primary specialization. Their 
apparent success is basically due to the ex­
tremely favourable international conditions 
prevailing in the sixties, especially from 1967 
to 1973, when world trade grew at nearly 19% 
a year in current dollar terms. Their prospects 
are not so bright under the conditions likely to 
prevail in the 1980s, however, as we shall see 
shortly. In Latin America, Colombia's expan­
sion of exports of manufactures and Chile's 
recent attempts to liberalize its economy are 
the only examples of this category of “emer­
gence from primary specialization” towards 
diversification (in the case of Chile diversifi­
cation of both exports and imports). The fourth 
group (large poor countries) is not relevant to 
Latin America, since it is made up of countries 
such as India and Pakistan and the only pos­
sible Latin American examples (Brazil and 
Mexico) are not that poor. Interesting as it may 
seem, however, this classification does not go 
to the crucial issue at stake; the prospects for 
outward-looking strategies under present 
world conditions, and the prospects for the 
future. Part of the discussion in this connexion 
will take place in the section dealing with the 
present “non-system” and the future interna­
tional monetary system. For the purposes of the 
present section, it is sufficient to note a crucial 
structural factor associated with the interna­
tionalization of capital and the international 
diffusion of technical knowledge. Both, as 
noted by R. Cooper “... reduce the costs, in 
terms of output foregone, of shifting resources

from the production of one good to another 
—that is, these changes make the conventional 
production possibilities frontier flatter ... 
[although] ... it is true that this means that 
trade becomes less profitable in the sense that 
the difference between the cost of producing 
for export and the cost of producing the import- 
competing goods at home has dimished”.26 It 
is obvious that the volume of trade (relative to 
income) need not fall if, for instance, innova­
tions are more frequent in the export industries 
and/or demand patterns converge interna­
tionally more rapidly than the structures of 
production costs —both trends which have 
been observed up to the present. There are no 
signs, however, that these past events are 
likely to be repeated in the future. The rate 
of growth of world trade, for example, is not 
likely to remain at more than 7% a year as in 
the past twenty-five years.

This last observation —if correct— affects 
the Latin American countries in a rather special 
way. After all, the share of intra-regional ex­
ports in total Latin American exports is around 
16%. More than 70% of the region’s exports 
are directed towards the “Northern” devel­
oped countries. Outward-looking policies 
depend essentially upon the state of expecta­
tions regarding world trade prospects. The 
resurgence of protectionism and the revised 
(downward) estimates of real income growth in 
the North do represent a serious cause of 
concern. The present mood, in Latin America 
at least, is well summarized in the following 
statement by Carlos Diaz-Alejandro; “... inter­
national links may be useful to help countries 
achieve some development targets under some 
conditions and specific historical circum­
stances, but it is fatal to regard openness as a 
good thing per se and to let external links and 
foreign demand become the engine of 
growth”.27 With the possible exception of Chile 
and of those small countries which really do not 
have much choice, most Latin American coun-

2flR. N. Cooper “Growth and Trade; Some Hypotheses 
about Long-Term T rends”, The Journal o f Economic 
History, W ilmington, Del., D ecem ber 1964, pp. 625-626.

27C, Diaz-Alejandro, Delinking North and South; 
Unshackled or Unhinged?, prelim inary draft, 1977.
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tries will follow —or have been following— 
this advice in practice, if not in rhetorical terms. 
Trade, p e r  se, is not seen any more as a deus ex 
m ach ina , as it used to be in the euphoric late 
sixties-early seventies, although Latin America 
can be expected to form a common front against 
the Northern countries' limitation of access to 
their markets and reluctance to restructure 
their economies by phasing out industries 
which are not internationally competitive any 
more. But it is not only the Latin American 
countries which call for these reforms, and 
even within Latin America the issue is much 
more pressing for some countries than for 
others. Those for which it is most pressing 
could more easily find allies outside the region.

2. The question  o f  fore ign  investm ent 
and technology

The way in which the process of interna­
tionalization of capital may conceivably pro­
ceed in the future is a crucial element behind 
any discussion of the so-called New Inter­
national Economic Order. The preceding 
paragraphs dealt with the implications for 
trade of the changing international division 
of labour associated with the world-wide 
diffusion of capital and technology. In this 
section, we would like to address ourselves to 
the question of foreign investment proper in 
the framework of the North-South conflict. 
Perhaps more than any other this is an area 
which economics and politics are closely 
intertwined and old slogans about imperialism 
and manichaeistic attitudes towards trans­
national corporations still exert a great deal of 
influence.

The perceptions dominant in the North 
usually emphasize what is perceived as a sort 
of schizophrenic attitude of Southern coun­
tries with regard to foreign direct investment. 
On the one hand, the South seems to need, 
demand, and often compete for more foreign 
investment, perhaps influenced by the so- 
called success stories of capital accumulation 
cum  industrial diversification observed after 
the war (but especially in the sixties) in coun­
tries such as Brazil, Mexico, Taiwan, South 
Korea, Hong Kong and other “newly indus­
trializing countries”, all of which relied upon

a significant contribution of foreign capital. On 
the other hand, the North sees the South (or 
the major part of it) as refusing to abide by 
internationally defined rules and procedures 
(especially with respect to expropriation) and 
neglecting the creation of a proper “invest­
ment climate” through the reduction of politi­
cal risks as perceived by would-be private 
investors.

The magnitude of the resources under­
lying this discussion are rather significant: 
taking the United States alone, the direct 
investment position at the end of 1977 (net 
book value) was US$ 149 billion, but only 
US$ 34 billion of this was located in the devel­
oping countries, 80% of it in Latin America 
(nearly US$ 28 billion).28 The importance of 
Latin America has been declining, however. 
Over the 1975-1977 period, the flow of United 
States capital directed to the developing coun­
tries remained around 20-25% of the total (the 
same proportion as in the case of the existing 
investments), but less than half of this was 
directed towards Latin America.29 It is impor­
tant to note that United States foreign direct 
investment, both in terms of existing invest­
ments and new flows, is highly concentrated 
in the developed world (US$ 108 out of 
US$ 149 billion). Foreign direct investment in 
the United States at the end of 1977 was 
estimated at US$ 34 billion, with eight devel­
oped countries accounting for more than 85% of 
the total.30 Thus, foreign direct investment 
is also an “intra-North” affair, but apparently 
not a cause of concern for the countries in­
volved. Why, then, is the issue so hotly debated 
within the South and in North-South relations?

In point of fact, this “paradox” puzzles 
only the more naive observers,31 for whom

28U nited States D epartm ent of Commerce, Sure e y of 
Current Business, August 1978, pp. 16-17.

29C apital expenditure by majority-owned foreign 
affiliates of U nited States companies in 1975, 1976 and 
1977 was respectively 26.8, 26.0 and 29.1 billion dollars, 
of w hich the developing countries received respectively 
6.4, 5.4 and 6.0 billion. Latin America received 3.1, 2.9 
and  2.9, respectively. See Survey of Current Business, 
op. cit., Septem ber 1977, pp. 26-28.

39S«n>ey o f Current Business, August 1978, op, cit., 
p. 39.

31 See, for example, P. Juhl, “Prospects for Foreign 
D irect Investm ent in Developing C ountries” in H. Giersch
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increasing the mobility of capital through 
worldwide expansion of private investment 
would not only allow for a more efficient 
allocation of resources at the international level 
but might even shift outward a hypothetical 
Southern production possibility frontier, 
thereby increasing the South’s total well-being 
(if measured, as usual, by the current flow of 
goods and services). In addition, the argument 
goes, by helping to relieve the foreign ex­
change constraint faced by most Southern 
countries, foreign investment could play a 
crucial role in reducing the depressing and 
widening gap between (most of) the poor 
countries and the rich nations.

Underlying this view is the strong pre­
sumption that the private (internationally- 
minded) sector of the developed world is 
always bullish, opportunity-perceiving, ready 
to assume risks in far-away exotic countries, 
guided by marked signals and profit expecta­
tions (obviously affected by guarantees and 
incentives given by the potential hosts). Howe­
ver, as Professor Vernon warned us: “The 
evidence is persuasive that the investment 
process is a relatively rational phenomenon 
—rational in the sense that it is consistent 
with an effort to maximize profit and mini­
mize risk. The environment in which these 
activities take place, however, is one in which 
oligopoly is the normal state, scale factors are 
very large, and uncertainties of various sorts 
dominate the calculation”.32

Indeed, since the work of Penrose, Hymer, 
Rowthorn, Vernon, Knickerbocker, Caves and 
others, the understanding of these flows is 
based mainly on the theory ofthe growth ofthe 
(big) firm, and especially on the reaction of 
firms in oligopolistic market structures to the 
actual or perceived threat to their respective 
market shares. In other words, when we talk 
about foreign direct investment today, we do 
not mean decisions to locate small repair shops 
or grocery stores in Karachi or Tegucigalpa,

(ed.), Reshaping the World Economic Order, Tiibingen, 
J.C.B. M ahor {Paul Siebeck), 1977.

32Raymond Vernon, “A Program of Research on 
Foreign D irect Investm ent” , in C. Bergsten (ed.), The 
Future o f the International Economic Order: An Agenda 
fo r  Research, Lexington, Mass., 1973, p. 96.

but huge sums of indivisible expenditures 
aimed at gaining or retaining control of specific 
resources and/or promising markets. To quote 
Vernon again: “Foreign investments in oli­
gopolistic industries are often made in order to 
counter a threat to the stability of the oligopoly 
structure itself, that is, in order to protect and 
prolong an existing oligopoly rent”.33

This last (crucial) observation means that, 
in practice, foreign direct investment affects 
developing countries in a rather asymmetrical 
way. For a poor “Southern” —or Latin Ame­
rican— country for instance, agreeing to relin­
quish some national autonomy with respect to 
the definition of the pattern of foreign invest­
ment is no guarantee whatsoever that foreign 
investment will flow to the country in the 
magnitude and type desired. The so-called 
market economy simply does not function that 
way. The flow of foreign investment will 
probably be directed to relatively richer or 
resource-rich Southern countries, as it has been 
doing for decades, irrespective of multinational 
agreements designed to insure foreign inves­
tors against political risks.

Latin American countries display a long 
tradition of political and economic concern 
with foreign investment (especially United 
States direct investment). There are sound 
historical reasons for this, but perhaps they are 
no more profound than the historical reasons of 
countries which have been made legally 
sovereign over the last two decades or so. Even 
within Latin America, however, agreement on 
subregional common attitudes towards foreign 
investment is hard to come by, as witness the 
Chilean opposition to the Andean Group’s 
proposed policies and controls over foreign 
investment and the transfer of technology. 
Negotiations over a code to cover this transfer 
from rich countries (i.e., companies) to poor 
countries have been progressing: ofthe 160 or 
so points in the code nearly 120 have been 
agreed upon so far. What is left is of course the 
hardest part. But countries such as Brazil have 
been deriving benefits from multilateral 
negotiations coupled with pragmatic bilateral 
and/or specific negotiations for such transfer.

33Ib id ., p. 100.
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Obviously, the bargaining power of Brazil (due 
to its market size) is much bigger than that of 
the smaller countries in the region, and a 
common regional attitude towards foreign 
investment and technology would be hard to 
achieve, but one could well predict that the 
general trend will be towards an increase in 
selective controls over the pattern of foreign 
investment even when the desire is to increase 
its global volume.

One direction in which one could well 
expect progressive intervention (or stimuli) is 
in the promotion of exports by transnational 
corporations. After all, ongoing research in 
Latin America is confirming the relationship 
between foreign capital, external indebtedness 
and high propensities to import which are not 
matched by a comparable flow of industrial 
exports. It should be noted that for Latin 
America foreign capital investment (United 
States origin) in m anufacturing  represents 
37% of the total while for the developed 
countries the proportion of United States 
capital in manufacturing is nearly 50%, In Latin 
America, however, the rate of return on activi­
ties other than manufacturing has been around 
50% higher than the rate of return in manu­
facturing over the last few years, while in 
developed countries the rates of return are 
nearly equal.34 Therefore, the countries which 
can potentially attract foreign direct invest­
ment through fiscal incentives, subsidies and 
guarantees may well wonder if they are not a bit 
ill-advised to attempt to reproduce (especially 
after the oil crisis) the pattern of (private) 
consumption-biased capital accumulation to 
which foreign direct investment seems to be 
most suited. Latin America should serve —to 
other “Southern” countries— as a fascinating 
set of case studies on the benefits and costs of 
foreign investment and technological depen­
dence.

3. Financial f lo w s , external d eb t and the
fu tu re  in ternational m onetary system

As is becoming increasingly well-known by 
now, the world crisis of the early 1970s was not

34Survey o f Current Business, August 1978, op. cit.,
pp. 16-22.

due simply to the quadrupling of oil prices 
decided by OPEC late in 1973. The crisis was a 
“systemic” crisis with both real and financial 
underlying factors, the oil price rise being 
merely the most apparent and dramatic 
consequence —as well as a contributing fac­
tor.35 This is not the place to survey this 
fascinating course of events. It suffices to note 
that three classes of problems have dominated 
the discussion in the aftermath of OPEC’s 
decision; (a) the costs and consequences of the 
adjustment to the abrupt change in relative 
prices and to the tax levied by OPEC on oil- 
importing countries, which led to the uncom­
fortable combination of inflation and recession; 
(b) the sudden discovery of the vulnerability of 
even major capitalist countries to sudden in­
terruptions in oil supply —and the ensuing 
controversy about alternative sources of energy 
for the long term; (c) the difficulties involved 
in the recycling of the surpluses rapidly 
accumulating in the external accounts of oil- 
exporting countries.

The first two problems are still very much 
with us and likely to remain so for many years 
to come. With respect to the last problem, we 
now know that the initial worries have proved 
exaggerated as regards its two significant 
dimensions: the projections of future OPEC 
surpluses and the alleged inability of the 
p riva te  financial system to recycle them with 
the appropriate speed. In retrospect, the 
accumulated actual surplus of OPEC over the 
five years from 1974 to 1978 was around 
US$ 180 billion in current dollars, or only about 
half the initial estimates of both OECD and the 
World Bank. Its decline in real terms has been 
extremely marked, since the increase in 
wholesale prices in the United States, for 
example, was around 50% over the last five 
years. On the other hand, the recycling was 
effected by the private financial system in a 
way that surprised most observers —although 
at a cost that one would have to analyse in terms

35 See Professor Triffin’s writings since the late fifties 
about the inheren t contradictions of the Bretton Woods 
system, the  collapse of which he predicted ten years before 
it happened. For the underlying real factors see N. Kaldor, 
“Inflation and Recession in the World Economy’1, Eco­
nomic Journal, New York, D ecem ber 1976.
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of its implications for the future. Indeed, oil- 
importing developing countries had to face 
both higher oil prices (among other higher 
import prices) and  the effects on their export 
receipts of the simultaneous (1974-1975) 
recession in the North.

Growing foreign indebtedness was the 
inevitable result. As noted by Fishlow, “LDC 
debt after 1974 was therefore a necessary 
concomitant to sustain global economic ac­
tivity. In the absence of willing debtors and 
with all countries striving for exports to pay for 
oil, the consequences easily would have 
rivaled those of the Great Depression,\36 In 
point of fact, the external debt of oil-importing 
LDCs, which had augmented from less than 
US$ 40 billion in 1967 to nearly US$ 100 billion 
in 1973, reached some US$ 280-290 billion by 
1978. It is obvious that a growing foreign debt 
of this magnitude poses a serious problem to 
the world economy (since it is ultimately a 
global trade  problem) and not only to specific 
borrowers. It should be noted, moreover, that 
the recycling as realized by the private banking 
system dramatically accentuated the asymme­
tries w ith in  the South. Some ten or twelve of 
the most “comercial” countries are responsible 
today for nearly 85% of total LDC external debt 
to the international banking system. Brazil and 
Mexico alone are reported to account for nearly 
50% of the total. Peru has faced the political 
consequences of having foreign debt run out of 
control, as did Zaire. The constraints of foreign 
debt servicing —and the burden of internal 
adjustment— are a serious concern in many 
Southern countries.

Globally speaking, some optimistic ob­
servers have concluded that the adjustment to 
the “oil crisis” is over, in the sense that the 
OPEC surplus is not a worry anymore (German 
and Japanese surpluses were indeed higher 
than OPEC’s in 1978), and that the recycling 
was done with the proper speed. We hope to 
show, however, that there are no grounds for 
such optimism. To begin with, the present 
international monetary system is still what J. 
Williamson called a “non-system” in which the 
traditional problems of confidence (in a stable

36A. Fishlow , “ D ebt Remains a Problem ”, Foreign 
Policy, Spring 1977, p. 136.

reserve currency), of adjustm en t to asymmet- 
tries in balance-of-payments positions among 
major trading countries, and of control of the 
expansion of international liqu id ity  remain 
unsolved. With respect to the first problem, 
there is no longer a single risk-free asset in the 
system. The dollar played this role in the past, 
but a fluctuating dollar cannot serve any more 
as a satisfactory international monetary stan­
dard. Fluctuations really have been too big: a 
12% swing (such as the one experienced by the 
dollar in 1978) vis-à-vis the average of other 
rates seems unduly high. These swings have a 
peculiar effect on prices: they push prices up 
in depreciating countries but they do not pull 
prices down in the appreciating countries, so 
they exercise a net inflationary effect which in 
due course may affect the terms of trade against 
developing countries.

The adjustm en t problem is yet to be 
solved too. Textbook writers would say that 
floating rates are designed to deal with it. What 
we have, however, is not a textbook case of 
perfect floating rates, but a system of managed 
or dirty floating which has the effect of trans­
mitting inflation internationally and might 
transmit recession internationally if the 
Northern countries give top priority to their 
domestic problems and decide not to gear their 
monetary policies to the aim of stabilizing 
exchange rates. The international transmission 
mechanisms of both inflation and recession 
under dirty floating are phenomena in search 
of a theory, but they should be a cause of 
concern, for the rate of growth of world trade 
could very well be reduced by too much 
variability in exchange rates due to large 
potential movements of short-term capital of 
the size and mobility which characterize the 
present situation. This brings us to the control 
of international liquidity, still to be accom­
plished at the world level. Indeed, probably 
the villain of the piece —in its monetary 
version— is the volume of perfectly mobile 
liquid funds available at short notice in the so- 
called Eurocurrency market, estimated at more 
than US$ 450 billion. These funds allowed 
some free rides after 1974 and are behind the 
excessive foreign capital inflows experienced 
by a number of Southern countries, many of 
them in Latin America.
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Latin America has in a sense a common 
stake —and in our view a role to play— in the 
discussion about the (yet to be designed) 
international monetary system, not only with 
respect to the confidence problem but espe­
cially with respect to the adjustment problem 
(through exchange rates) and to the control of 
the system of international credit creation. For 
several Latin American countries diversifica­
tion of trade has advanced sufficiently far to 
render untenable the view that for all practical 
purposes the optimum currency area for a 
developing country is that between it and its 
dominant trading partner. While in the late 
forties and early fifties around one-half of total 
Latin American exports went to the United 
States, by the late seventies this proportion had 
declined to around 30%. Fluctuations among 
key currencies introduce a serious source of 
uncertainty about the terms of trade, the cost 
of servicing the foreign debt, the composition 
of reserves and the balance of payments proper. 
Latin America as a region —and each country 
within the region— does have (or should have) 
an interest in multilateral co-ordination at the 
world level, and as we all know, in order to 
have an effective voice in such negotiations the 
smaller and peripheral countries will have to 
group together in order to defend their com­
mon interests jointly.

This joint defence of common interests 
might* be easier to advocate than to realize, 
however. The world encompasses today more 
than 150 legally sovereign countries, ines­
capably interdependent, but in a rather special 
way. Indeed, as Triffin noted recently, “a 
minimum of realism will force each country to 
focus its negotiating capabilities on co-ordi­
nating its intervention policies with those of 
the handful of partner countries most important 
in their foreign transactions and most ready to 
accept and implement co-ordination commit­
ments”.37 The emerging European Monetary 
System is a case in point —and one to which 
Latin America should have been paying much 
more attention. Thus, while Latin American 
countries absorb only 16% of Latin America’s

total exports, European Community countries 
absorb more than half of the participating 
countries’ merchandise exports. Obviously, 
this proportion is much higher still for other 
transactions and therefore for their current 
account receipts and expenditures in general. 
Moreover, as Triffin notes, the exchange rates 
of many other European, Middle East and 
African countries are likely to gravitate also 
around the proposed European Currency Unit. 
Triffin estimates that the “emerging European 
exchange area will probably account for 2/3 to 
3/4 of the member countries’ external transac­
tions” .38

These events will certainly have an impact 
on Latin America, which, although as a region it 
does not gravitate so much around the dollar as 
it did in the past and will never gravitate 
around the European currency area, has not 
had a very successful experience of integration 
and is too heterogeneous to have a common 
regional stance in world negotiations. On 
matters of substance, Venezuela will more 
likely close ranks with OPEC than with its 
neighbours; Brazil with the more advanced 
semi-industrial new oligopolists than with the 
poorer countries of the region, and so forth. 
One real common front is the desire to obtain a 
net flow of real resources from the “North”, 
financed preferably by a rise in Latin American 
export prices rather than through (capital 
account) borrowing. The critical attitude to 
Northern protectionism could also be con­
sidered another common front. Neither are 
specifically Latin American, however. Latin 
American countries must rally specific support 
outside the region for specific concerns. A 
possible New International Economic Order 
will not depend in any meaningful sense upon 
Latin American regional interests or Latin 
American leadership as a region with coherent 
common interests. This is not to say that the 
countries of the region do not have a role to play 
in international forums. However, much 
depends on their ability to see —and act— 
beyond the region, for today’s apparently 
specific issues are really global issues of an

37R. Triffin, “T he Emerging European Monetary
System ” , mimeo, March 1979, p. 3. 38R. Triffin, ibid., p. 5.
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inescapably interdependent world into which 
even centrally planned economies are in­
creasingly integrated. Paradoxically enough, 
the Latin American countries’ influence in the

framing of an eventual New International 
Economic Order will be greater, the sooner 
those countries recognize the global nature of 
their concerns —and act accordingly.



Technological development in Latin America 
and the Caribbean

Jorge A. Sdbato*

Introduction

The scope and limitations of this document are 
as follows:

(i) It refers to technology in its broadest 
sense, that is, as the organized body of all 
knowledge used in the production, distribution 
(by trade or any other means) and use of goods 
and services. Accordingly, it encompasses not 
only the scientific and technical knowledge 
generated by research and development 
(R&D), but also that which results from 
empiricism, tradition, manual skills, intuition, 
imitation, adaptation and so on.

(ii) Secondly, it recognizes that this broad 
scope means that technology is an essential 
component of economic, educational, cultural 
and political systems, and as a result has an 
influence throughout society. However, the 
document restric ts  itself to analysing techno­
logy as a component of economic and social 
development and it therefore presents an 
analysis of the interface between the structure 
of production and technology without dealing 
with the interfaces between science and 
technology, culture and technology or educa­
tion and technology, except to the extent 
necessary for better understanding of the cen­
tral theme,

(iii) Another important limitation of this 
document is that the analysis covers most, but 
not all, of the structure of production. It 
includes manufacturing, with its subsectors of 
consumer durables, intermediate goods and 
capital goods, as well as the basic infrastructure 
of energy, transport, communications and so on

and the so-called “high-technology” industries 
(electronics, computers and data processing, 
nuclear power and the aeronautical industry), 
but it excludes agriculture, forestry, fisheries, 
and the finance and insurance sectors, which 
are outside the author's province. It is possible 
that much of what is asserted for the other 
sectors is valid for these sectors, but this will 
have to be evaluated by competent experts.

In preparing this document the author has 
endeavoured to bear constantly in mind that:

(a) Latin America and the Caribbean (here­
inafter referred to as LAC) is not a unit, but a. 
collection of nations which are at very different 
stages of development and which have govern­
ments of different kinds, are carrying out 
development plans with different aims based 
on very différent economic policies, are imple­
menting subregional and bilateral agreements 
of various types, possess substantial areas of 
competition, and so on.

(b) The United States, though it has main­
tained a sort of special relationship with LAC, 
has political, economic, cultural, scientific and 
military interests which extend far beyond the 
context of LAC and its institutions, while at the 
same time it is the political, administrative, 
technical and financial headquarters of most of 
the transnational corporations operating in 
LAC.

As a result, the policies, strategies and 
actions recommended in this document are not 
those which might be valid for a more homo­
geneous group, but those most capable of being 
undertaken in such a heterogeneous frame­
work, through existing or similar bodies.

* Fellow  oí the Woodrow Wilson C enter and m em ber oí 
the  Fundación Bariloche (Argentina).
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I

Technology in LAC: a balance-sheet

It is necessary to draw up a balance-sheet of the 
situation in order to ascertain what has been 
done and where matters now stand. To begin 
with, it is important to mention that, in the two 
decades following the end of the Second World 
War, an intensive effort was made in Latin 
America to establish a scientific and technical 
infrastructure and create public awareness of 
the importance of science and the urgent need 
to develop this subject in our countries: a 
campaign which was crowned with success in 
the establishment of faculties of science in 
many Latin American universities, research 
institutes and centres, and national councils 
for scientific and technical research. However, 
technology was not very important in this 
effort, because it was assumed that once the 
capacity to produce science was acquired, it 
would flow in a continuos manner and become 
quite smoothly integrated within the structure 
of production, which was anxiously awaiting it. 
It is only in the past decade that attention has 
focussed on problems such as: When, why and 
how is demand for science created in specific 
circumstances? What are the relations between 
science and technology? Is technology merely 
“applied science” ? How do the flows of supply 
and demand for technology move through the 
various socioeconomic circuits? Who benefits 
from the results of scientific and technological 
research? How and why are the structure of 
production and the scientific and technical 
infrastructure not properly interconnected? 
What relations are there between technology 
and foreign investment? What is technological 
dependence? —and so on and so forth. These 
and other similar questions have been studied 
with thoroughness and originality, leading to 
significant progress both in the academ ic 
field —in other words the field of studies and 
research on the group of problems involved in 
science, technology, development and depen­
dence— and in the politica l field, which 
covers the action taken to use science and 
technology to attain specific objetives of eco­

nomic and social development, as summarized 
below:

R ecognition  o f  the existence o f  structural 
obstacles to scien tific and technical progress. 
Study of these obstacles made it possible to 
draw a distinction between explicit and im­
plicit scientific policy; to understand the 
causes of the usual attitudes of the governing 
élites to science and technology (hostility, 
lukewarm support or indifference); to explain 
apparent contradictions, such as the relative 
advance of certain branches of science (such as 
biology) and the backwardness of others (such 
as geology); to discover the impact of the 
import-substituting model of development on 
the assimilation of technology; to create aware­
ness of the existence of a new international 
division of labour, centred on the production 
and consumption of technology; and so on. The 
practical result was the explicit formulation of 
science and technology policies and the estab­
lishment of appropriate bodies (ministries and 
the like) to implement them. Outstanding 
examples are Decisions 84 and 85 of the 
Andean Pact, the Science and Technology Plan 
prepared by CONACYT in Mexico (1976), the 
organization of the CNP (Conselho Nacional de 
Pesquisas) in Brazil, etc.

R ecognition  o f  the im portance o f  techno­
logy as a carrier o f  values, so that importing 
technology means importing not only an 
organized body of knowledge, but also the 
production relations which gave rise to it, the 
sociocultural characteristics of the market for 
which it was originally devised, and so forth. 
Technology transmits the value system for 
which it was designed, just as if it bore a 
“genetic code” within its structure. This means 
that the scope of technological dependence 
goes far beyond merely economic considera­
tions.

C om prehensive stu dy o f  trade in techno­
logy  on the basis of recognition that technology 
is a valuable commodity in the system of 
production, and that most movements of
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technology occur through trade and not 
through free transfers. This study was also 
accompanied by an examination of the techno­
logy market, highlighting its imperfections, 
criticizing its worst distortions and unfair 
practices, penetrating into the sanctified area of 
industrial property and discovering the im­
portance of “unpackaging” in the importation 
of technology. The result has been the intro­
duction of measures to analyse and control the 
flow of imported technology (for example, the 
establishment of registers of technology), to 
govern relations with foreign investment 
(Decision 24 of the Andean Pact), to revise 
legislation on industrial property (as in Brazil 
and Mexico), etc.

V erification  th a t m ost im ports o f  techno­
logy have occurred through d irect foreign  
in v es tm en t, with recognition of the growing 
role of the transnational corporations in pro­
ducing and marketing technology, the growing 
importance of movements of technology bet­
ween the head offices of such corporations 
and their subsidiaries, and recognition that the 
concept of industrial property has broadned to 
include property which is not legally protected 
and is known as quasi-property (know-how, 
engineering services, trade names, place in the 
market and so on), which accounts for an 
increasing volume of commercial technologi­
cal operations.

R ecognition  that the process o f  industria­
liza tio n  is leading to a grow ing  “technologi- 
z a t io n ’ o f  LAC, measured in terms of the larger 
number of persons from various levels of 
society who have acquired scientific abilities 
or technical skills, giving rise to an important 
qualitative change in the structure of employ­
ment. The local output of technology is small 
compared with the flow of imported techno­
logy, but some encouraging successes have 
been recorded (PEMEX in Mexico, agricul­
tural machinery in Argentina, machine tools in 
Brazil, and so on), as well as progress in “un- 
packaging” technology (Atucha nuclear power 
station in Argentina; the Brazilian iron and 
steel plan; petrochemicals in the Andean Pact, 
and so on) and growing activity in the field of 
adaptation of imported technology to local 
conditions, which means that the flow of

internal innovatory activity is by no means non­
existent. The first cases of substantial exports of 
packaged and unpackaged technology are 
being recorded, and measures are being in­
troduced to support and encourage them (pre­
ferential credits, tax relief, favourable exchan­
ge rates). Exports of capital and technology 
within the region, especially from the three 
largest countries, are beginning to acquire 
importance. Brazil, for example, exported 
unpackaged technology worth US$ 135 million 
in 1975, against a total of only US$ 3 million 
in 1967.

C ritica l analyses o f  m ultila tera l and b i­
la tera l co-operation  and assitance in the fie ld  
o f  science and technology, and o f  the bodies 
and executing agencies involved. These have 
led to corresponding stimulation of a new 
strategy for co-operation and negotiation at the 
regional level (OAS and SELA), the subregio­
nal level (Andean Pact) and the international 
level (United Nations agencies), and adoption 
of a new attitude to the United States (de­
claration by the CACTAL conference, position 
in UNIDO and UNCTAD and so forth).

Increases in local consultancy and engi­
neering capacity , in some cases to international 
levels of quality and quantity, thus making it 
possible to extend such services, in open 
competition, outside national frontiers and 
even outside LAC.

Significan t increases in scien tific and  
techn ical exchanges am ong the countries o f  
th e  region and w ith  the rest o f  the world.

So far, we have indicated the most signifi­
cant advances. In order to complete the ba­
lance-sheet it is now necessary to mention the 
areas where there has been no progress, and 
possibly even retrogression. Perhaps the most 
important of all these areas is the limited 
impact, in the field of technology, of the 
science and technology development plans 
implemented in various countries, and the 
failure to link the structure of production and 
the scientific and technological infrastructure. 
In contrast to science which can develop in the 
isolated environment of a university, academy, 
institute or laboratory, technology operates in a 
much larger area of society, that of the units of 
the structure of production, with a wide range 
of active participants. In particular, entrepre­
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neurs and managers in the industrial sector and 
farmers in the agricultural sector are of funda­
mental importance in introducing technology 
in their activities. These activities, however, 
have been and remain totally isolated from the 
policies, strategies, plans, agencies and actions 
related to technological development, which, 
as a result, have remained as if floating in a 
socioeconomic void, without real links with 
reality. In short, technology has so far been 
handled more as an item of data than as an 
operational variable to which the tools of 
economic policy must be applied if it is truly 
wished to achieve some impact on reality.

The importation of technology, whether by 
subsidiaries of the transnational corporations, 
private national enterprises or by State enter­
prises, is effected first and foremost in the light 
of the micro-economic interests of such enter­
prises, regardless of the eçological, socioeco­
nomic and cultural consequences. There is 
implicit or explicit acceptance that certain 
assumptions are firm truths: (a) that technology 
from the central countries is the only, the best, 
and the most suitable technology; (b) that 
technology is neutral, in other words, value- 
free; (c)that any “modem” technology will, by 
definition, be of the greatest use for develop­
ment; (d) that this technology is sufficiently 
well tested, and that its introduction therefore 
poses no risks. It is forgotten that such techno­
logies are designed in the light of the availabi­
lity of factors and resources in the country 
where they were created; that for that very 
reason they are capital-intensive and energy- 
intensive; that they are aimed fundamentally 
at meeting the needs of sectors of the popula­
tion of those countries which, because of their 
incomes, stand far above the mass sectors of the 
importing country, so that a technology which, 
in a central country, meets the needs of a large 
number of consumers can, in a peripheral 
country, be of use only for the élites, etc.

Local production of technology has not 
been properly promoted: it has not been given 
the protection essential to permit competition 
with imported technology, nor has it been 
possible to introduce efficient means for its 
production.

Studies on technology in the fields of food, 
housing and health fall below those carried out

for the industrial sector in terms of quality and 
quantity, so that they have received little 
attention, while the importation of technology 
for use in the production of goods and services 
for the privileged sectors has continued to 
increase.

There is still no .sound theory on the role 
which the State should play as a producer and 
as an owner of units (industries, banks, busi­
ness, insurance, and so on) which are major 
consumers of technology and which frequently 
behave vis-à-vis science and technology as 
regressively as the private sector, or even more 
so, thus giving the lie to the belief that 
nationalizing a unit of production or bringing it 
into the hands of the State is sufficient to put 
an end to its technological dependence.

The brain drain has continued, and in a 
number of countries has increased, basically 
because of political persecution and ideolo­
gical discrimination.

Demand for local technology remains 
weak, since under the prevailing rationale of 
the structure of production it continues to be 
more convenient to import technology than to 
produce it or purchase it locally.

Regional and subregional co-operation, 
which are essential for achieving the “critical 
mass” and thus jointly tackling the multitude of 
problems which need to be solved, are making 
slow progress, and in particular the ability to 
fulfil the formal undertakings entered into is 
very inadequate. No machinery has been 
established for trade co-operation in the field of 
technology.

Technological dependence and techno­
logical dualism have been denounced vigor­
ously, but not thoroughly studied, and there is 
still no proper strategy to overcome them.

No country ofthe area, with the possible 
exception of Brazil, has yet passed from a 
defen sive  strategy, consisting of such actions as 
strengthening the infrastructure, operating 
registers of technology, and so on, to an a t­
tacking  strategy, with emphasis on the produc­
tion of technology and on aggressive negotia­
tions with the external suppliers of technology. 
It is urgently necessary to recognize that the 
defensive strategy has a structural and opera­
tional upper limit, and that this limit can only 
be passed by going over to an attacking strategy.
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The scientific and technical infrastructure 
is not linked either with the structure of pro­
duction or with its own “owner”, the State, 
thus showing that institutional obstacles of a 
socio-political and cultural nature can be as 
important as strictly economic obstacles.

Local efforts at scientific and technological 
development continue to be weak, and only 
Brazil has planned a significant change, 
through its Second Plan for Scientific and 
Technological Development, which provided 
for investments of the order of US$ 2,700 mil­

lion for the three years 1975 to 1977. This situa­
tion is all the more serious since economic, 
material and human resources continue to be 
used very inefficiently. Skilled personnel still 
do not receive proper social and political rec­
ognition.

In these efforts there is a clear absence of 
projections and decisions regarding the rela­
tion between technology and the quality of life 
in the broadest sense. If this situation is not 
rapidly corrected, the consequences will be 
serious.

II
Objectives and strategies

A possib le  com m on objective

The above outline of the present situation 
defines the frame of reference within which it 
will be necessary to specify objectives and 
strategies for the better use of technology in the 
socioeconomic development of LAC. Three 
conclusions should be emphasized:

(a) There is now clear awareness that the 
problems are highly complex: much more so 
than was naively thought in previous decades. 
As Máximo Halty clearly put it:
“The first step towards solving a problem is to 
know that the problem exists. This step has 
been taken. Simplistic solutions have gradually 
been put aside: the problem is not solved 
merely by training skilled technical staff and 
increasing research funds. Neither is the eva­
luation and control of the importation of tech­
nology, with all its strategic importance, a 
complete solution on its own and in itself. The 
two are necessary but not sufficient con­
ditions...”.

(b) The LAC countries are basically con­
sumers of technology but poor producers. As a 
result, they are spectators and not actors: 
passive recipients of what others do in the light 
of their own needs and interests, and they thus 
inexorably tend to adopt the general outlook of 
the suppliers, against which mere rhetorical 
protest is of no use. This leads to one of two

equally harmful positions: to the worst kind of 
technolatry —slavish copying or imitation— or 
to furious denunciations of technology, which 
are completely sterile if no viable alternatives 
are proposed.

(c) International co-operation has taken 
place particularly in respect of the science/ 
technology interface, and the greatest efforts 
have been applied to creating and strengthen­
ing the scientific and technical infrastructure 
(training of staff, exchange of scientific and 
technical personnel, equipping of laboratories 
and pilot plants, establishment of institutions, 
technical service centres, etc.), and carrying out 
academic and field research on the many 
aspects of the problems of science, technology 
and development. The programmes applied to 
the interface between technology and the 
structure of production have been few in 
number, and so far very limited in scope and 
resources.

There is no doubt, in these circumstances, 
that the next stage should focus on objectives 
which are directly related to technology as an 
operational variable in and fo r  the system of 
production, and should proceed on the basis of 
overall attacking  strategies which are consis­
tent with the objectives and strategies of socio­
economic development. A fundamental preli­
minary question immediately arises: in view of 
the large number of nations which make up the 
continent, each with its own interests and its
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own conception of economic and social devel­
opment, will it be feasible to define objectives 
and strategies which are useful for all in such a 
way as to make firmly based and continuing co­
opera tion  possible and desirable? We are not 
referring, of course, to co-operation to strength­
en the scientific and technical infrastructure, 
which can and should continue, since a firm 
basis exists for it, but to the area of socio­
economic development, because co-operation 
in the exchange of scholarship-holders and 
teachers, the organization of courses and semi­
nars, the equipping of libraries and laborato­
ries, and so on, is one matter, while tackling 
problems so bound up with power and interests 
as the regulation of imports of technology, 
reform of industrial property laws, and the 
evaluation of technology in relation to income 
distribution, for example, is very different. 
What is convenient and desirable for country A 
may not be so for country B; thus, A may pursue 
socioeconomic development through extreme 
liberalization uis-d-ins foreign investment and 
technology, while B, in contrast, may pursue 
the same goal by restricting and controlling 
such investment; country C may hope to im­
prove its non-traditional exports through the 
massive assimilation of imported technology, 
while D may give priority to meeting the basic 
needs of its rural population (food, health and 
housing), sharply reducing imports of tech­
nology for use in the production of luxury items 
and applying its greatest efforts to the develop­
ment of indigenous technology, and so forth.

This is a consequence of the very nature of 
technology and its full participation in the 
process of production, which means that every­
thing related to it is necessarily linked to 
conflicts of interests between classes, groups, 
countries, and so on. Any decision on technolo­
gy ben efits  some and harm s others, just as 
occurs with other variables of socioeconomic 
progress, such as wages, rents, interest, etc. In 
itself, there is nothing bad about this, since it is 
a natural consequence of the prevailing rules of 
the society; what is really important is to be 
aw are  that the situation is thus, and this is often 
forgotten or ignored, perhaps because tech­
nology is often confused with science. In 
scientific matters conflicts are usually acade­
mic, while in the field of technology they are

political. “The capacity of technology to trans­
form the nature and orientation of development 
is such that whoever controls technology con­
trols development. Thus this is a fundamental­
ly political issue” (Dag Hammarskjold Foun­
dation).

The argument of this document is that it is 
possible to define at least one objective which, 
since it is shared by each of the countries, 
makes co-operation among all of them possible 
and desirable; this objective is that each so­
vereign nation should, by definition, attempt to 
achieve an autonom ous capacity to handle 
technology, so as to be able to direct it and use 
it in the way most convenient and appropriate 
to its interests and objectives. However op­
posed the interests of nations A and B, or C and 
D, each and every one of them needs to know  
how  to handle technology, just as it needs to 
know how to handle taxes, currency, income 
distribution and external trade.

Only insofar as a nation acquires this 
capacity for handling technology will it be able 
to achieve the desired objective of converting 
technology into a special tool for its own 
development, an operational variable in the 
system of production, subject to its own deci­
sions and not to those of others. In this 
complicated game there is a crucial dilemma: 
either one manages technology, or one ends up 
by being managed by it. Whatever each nation 
does with the technology once it has learned to 
manage it will be exclusively a matter for its 
own policy, and its decisions in this regard will 
be taken in the light of its own plans and 
programmes, its specific characteristics and its 
degree of interdependence with other nations.

Why does the pursuit of this objective 
make co-operation between nations desirable? 
In the first place, because such co-operation is 
an essential element in achieving a local 
capacity to produce technology, the effort to 
secure which will, because of its magnitude in 
terms of human and material resources, neces­
sarily demand all the co-operation which can 
possibly be obtained. Moreover, such joint 
action also offers the participating countries 
greater latitude and makes it possible to achie­
ve reasonable scales of operation. Secondly, 
because concerted action will help to develop 
the capacity to identify and formulate specific
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technological requests, a capacity which is 
notably absent at the moment. Finally, because 
it will make it possible to negotiate with the 
United States and other nations which provide 
technology to the region from a position of 
greater strength.

Considered as a political and social pro­
cess, knowing how to manage technology also 
means knowing how to define it in the terms 
which are most convenient and appropriate to 
the objectives proposed, knowing how to pro­
duce it using one’s own resources, knowing 
how to select it from the existing local or 
foreign stock, and finally knowing how to use it 
in the existing socioeconomic circumstances. 
Two areas must be distinguished in all this:

Area I, that of the structure of production of 
goods and services, where technology behaves 
as a commodity and the problem consists in the

smooth and reliable supply, in quality and 
quantity, of the technology needed for the 
area’s proper operation, in keeping with the 
inherent rationale of this structure of produc­
tion and using the machinery and channels 
which normally operate within it;

Area II, that of the “global problems”, 
where managing technology means knowing 
how to use it effectively to solve problems 
which, by their very nature, extend beyond the 
framework of the structure of production, such 
as weather control, the development of hydro- 
graphical basins, forest or desert management, 
the occurrence and control of natural disasters, 
urban planning, control of the environment, 
health protection, and so on.

In both areas the management of technolo­
gy comprises various stages, as summarized in 
the following diagram:

AREA I

Trade

Supply of technology 
to the structure of 
production

Technical
assistance

Local production 
of technology

Importation of 
technology

Domestic

External

AREA II

In relation 
to nature

Use of technology 
to solve global 
problems

In relation 
to society

Climate
Soil
Natural disasters
Water
Basins
Natural resources 
etc.

Urban planning 
Health
Quality of life 
Social disasters 
Population 
etc.
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It is clear that the rules are different in the 
two areas, as are the principal participants. In 
area I the economic system rules, and the 
principal protagonists are the entrepreneurs 
(private and public, national and foreign, in­
dustrial, commercial and agricultural), because 
they are directly responsible for producing the 
goods and services and therefore for taking the 
final decisions regarding the technology to be 
used. The State participates in its dual function 
as regulator and controller of the structure of 
production, and as owner of productive enter­
prises. In area II, on the other hand, it is 
fundamentally the system of penalties and 
rewards that governs the behaviour of the State 
as the entity responsible for managing the 
territory of the country and its resources, the 
health and protection of its inhabitants, the 
provision of urban infrastructure, defence 
against natural and social disasters, and so on.

In both areas I and II local production  of 
technology is an essential element for 
achieving the desired autonomous capacity, 
not least because it will permit better manage­
ment of the importation of technology and of 
technical assistance, for a sound local produc­
tive capacity substantially strengthens a coun­
try’s bargaining position.

While for thousands of years man pro­
duced technology in a spontaneous, unsys­
tematic and almost amateurish way (i.e., in the 
manner of the craftsmen of those days), in 
recent decades this mode of production has 
sharply changed, and has been converted into a 
specific, organized, differentiated and conti­
nuous activity with its own identity, its own 
legitimacy and its own economic characteris­
tics. Just as everyday goods are produced in 
establishments broadly referred to as factories, 
the same occurs with technology, with the 
difference that the technology factories or firms 
are given such names as “research and devel­
opment laboratories”, “R&D departments”, 
and so on. In area I in the developed countries 
the technology factories and firms are the 
largest and most efficient units producing 
technology, and represent one of the funda­
mental components of the power of the trans­
national corporations.

The situation is different in area I of the 
LAC countries, however, where the production

of technology fundamentally remains at the 
craftsman level; while such production is im­
portant and therefore should be suitably en­
couraged, it is far from enough to enable these 
countries to become efficient producers of 
technology.

The technology used to tackle the global 
problems of area II usually —although not 
always— originates from specialized applied 
research institutes along the lines of those 
dealing with lake studies, integrated basin 
studies, seismology and soil dynamics, urban 
planning, infant nutrition, and so on. The vast 
majority are State, para-State or university 
institutions, and the results of their work are 
distributed much more by means of technical 
assistance than by means of trade. These 
institutes provide services which are very 
important for the community and undoubtedly 
provide a basis for the knowledge and control 
of natural resources, the natural and human 
environment, natural and social disasters, and 
so on. In all the LAC countries there are 
institutions of this type, and in many cases they 
have achieved significant successes: indeed, 
some of them have acquired international 
prestige.

Only in the last few years have the princi­
pal aspects of the importation of technology 
into LAC begun to be understood, thanks to the 
establishment of National Registers of Tech­
nology.

Since this procedure has been introduced 
not only in various countries in LAC, but in 
many others in the Third World, the importa­
tion of technology is becoming more open, and 
this will in due course make it possible to bring 
into effect appropriate regulating legislation, 
like that which exists for the importation of 
other commodities. It will then be possible to 
control imports of technology in terms of cost, 
use (reducing or eliminating provisions restric­
ting its use) and content. Among the most 
important consequences of this process are the 
negotiations at present under way within 
UNCTAD to formulate a Code of Conduct for 
the Transfer of Technology.

In order to ensure that the supply of 
technology in area I is properly managed, the 
LAC countries should concern themselves first 
and foremost with prom oting the local produc­
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tion  of technology and controlling its im porta­
tion. These two processes should be carried out 
simultaneously, since one is supported by the 
other, because imports cannot be replaced if 
there is no local replacement, and it is not 
possible to produce locally without a certain 
degree of protectionism against external pro­
duction.

The promotion of production requires ac­
tion both in the field of demand and in the field 
of supply. The promotion of demand for local 
technology can only be successful if the pre­
vailing rationale of the structure of production 
is adapted to this end, which means using 
fiscal, economic and financial incentives to 
increase the consumption of local technology 
and introducing penalties of the same types for 
the unnecessary use of imported technology. A 
certain degree of technological protectionism  
will necessarily have to be established, not by 
means of “ad valorem” tariffs, but through 
preferences of a qualitative type, since in 
general technology is purchased on the basis of 
its “quality” and the trust inspired but its 
supplier, rather than its price. One possible 
mechanism for qualitative technological pro­
tectionism would be the giving of preference to 
local consulting and engineering firms in fea­
sibility studies and design work on investment 
projects in the public sector, as in the Argentine 
legislation on “national contracts” ; the pur­
chase of locally produced capital goods, the 
engagement of skilled personnel of local ori­
gin, and so on.

In order to improve supply, it will be 
necessary to strengthen the scientific and tech­
nological infrastructure and encourage the es- 
tablisment and operation of enterprises pro­
ducing technology, consultant services, en­
gineering and design services, and auxiliary 
technical services. This encouragement should 
also make use of the machinery and procedures 
which are accepted and used in the structure of 
production; bank credit, reduction of taxes, 
other fiscal benefits, etc. The quasi-artisanal 
production which takes place within enter­
prises in the structure of production should also 
be suitably encouraged, for example by per­
mitting tax deductions in respect of expendi­
ture on the production of technology, with 
“soft” credits for the development of proto­

types and the establishment and operation of 
pilot plants, and so forth.

The encouragement of production should 
be complemented with vigorous prom otion o f  
exports o f  technology, which have already 
been successfully started in various LAC coun­
tries and which are likely to experience ex­
plosive growth in the next lew decades, es­
pecially towards the Third World, where coun­
tries which are still at an earlier stage of 
development find that technologies from LAC 
are more suitable than those from the central 
countries. In particular, the export of techno­
logical services is of the greatest importance, 
since it prepares the ground for the subsequent 
export of technological items, capital goods, 
etc.

As regards the control o f  im ports o f  tech­
nology., the principal aim here is not to reduce 
the volume but to improve the quality and 
importance of what is imported, to bring it into 
line with local needs and resources, and to 
improve the terms on which the imports occur. 
In fact imports of technology are not only not 
going to decline, but are very likely to increase, 
insofar as the development of LAC becomes 
more thoroughgoing and extensive; what is 
needed is to avoid superfluous imports, re­
placing them by imports which are really 
essential and are negotiated on the basis of fair 
and non-restrictive conditions.

It is clear from the above that policies to 
promote the production of technology and 
control its importation must be mutually con­
sistent, so as to ensure a smooth flow of 
technology which is suited to the structure of 
production.

C hoice o f  technology

In recent years there has been increasing 
awareness of the need that all technology, 
before being supplied and used, must be 
selected from among various alternatives so as 
to ensure that the most appropriate technology 
has been chosen. This process of elimination 
should be applied not only to imported tech­
nologies, but also to those produced locally, 
since these are in many cases copies and 
adaptations of foreign technologies and as a
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result transmit the value system carried by 
their “genetic code”, also sometimes called 
their “ideological content”.

Of course, each country will make this 
selection on the basis of its own criteria and for 
its own purposes, but co-operation among 
various countries will be very useful in de­
fining more precisely the questions of: (a) Why 
to select; (b) What to select; and (c) How to' 
select.

Som e lim ita tion s

At this point in the document it is necessary to 
realize that technology, even when selected 
with the greatest care and supplied to areas I 
and II with maximum efficiency, is not a 
“magic wand” which solves everything, a 
“cure” for all the evils of underdevelopment, 
a “key” to open all the doors to happiness. It is a 
necessary, but not sufficient, condition to en­
able the LAC countries to pass beyond their 
present stage of development and succeed in 
reducing poverty, backwardness, malnutrition, 
disease and so on; to that end technology 
should be used in accordance with appropriate 
overall policies and with plans and program­
mes for socioeconomic development which are 
designed to solve these problems. Technology 
is sometimes expected to eliminate or reduce 
unemployment, protect ecosystems, uphold 
cultural independence, and the like, at the 
same time as it is being used in a context which 
ignores such objectives or —worse still— im­
plicitly defends what it rhetorically purports to 
be combating. These are complex demands 
which cannot be satisfied merely by using 
appropriate technologies, although it is true 
that this can help, sometimes to a significant 
extent. There is a danger of proposing solutions 
which are unattainable, or which are not solu­
tions at all but merely desires expressed with 
attractive rhetoric but little profundity. Thus, 
for example, the demand is often heard in LAC 
that modern capital-intensive and energy-in­
tensive technologies should no be introduced 
into rural areas, but that the traditional tech­
nologies, appropriately improved and adapted, 
should be maintained. This position, which has 
a certain validity and enjoys a degree of 
recognition in mainland China, India, Indone­

sia, and so on, would seem to be difficult to 
apply in our continent. In the first place LAC is 
no longer rural, although it has rural sectors 
which have very rapidly been “opened up to 
the world”, with the help of geographical 
mobility (in contrast to Asia, there are no large 
isolated plateaux). Moreover, it has a single 
language which unifies and promotes integra­
tion, widespread urban life patterns, growing 
penetration by industrial goods, a touching 
19th century faith in Progress, and great ad­
miration and respect for Technology with its 
magic products (radio, the cinema, TV, the 
telephone, antibiotics, electricity, agricultural 
machinery, and so on).

Finally, this position is difficult to uphold 
because the greater productivity of modem 
technologies makes their introduction almost 
inevitable. This does not mean that these 
technologies are the only possible ones, or that 
they must necessarily be capital-intensive and 
energy-intensive, for other solutions, better 
suited to the availability of local resources and 
factors, might be imagined and possibly devel­
oped, but this will only be possible by means of 
an intensive research and development effort 
and not simply through a sort of romantic “re­
turn to Nature”. If modem technology is not 
appropriate and convenient, the only accept­
able response is to produce even more up-to- 
the-minute technology,, which is appropriate 
and convenient.

Furthermore, some criticisms of modem 
technologies, both for the agricultural and for 
the manufacturing sector, unfairly forget that 
the only way of breaking away from the old 
international division of labour has involved 
the use of technologies which, because of the 
increased productivity they brought to the 
economy, have enabled some underdeveloped 
countries to begin to produce industrial goods 
on acceptable terms. Without the help of those 
technologies, these countries would probably 
have continued to be mere producers of raw 
materials.

In short, this complex subject requires 
much more research before the present stage 
can be passed.
Som e im portan t obstacles

In order to attain the desired objective it will be
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necessary to overcome a group of obstacles of 
varying importance, including:

(a) The groups of interests which benefit 
from technological dependence and will not 
remain indifferent to a vigorous programme 
aiming at technological independence.

(b) The weakness of the State, which must 
play a leading role, and its meagre capacity to 
implement and ensure the implementation of 
decisions of a technological nature.

(c) The intellectual alienation of those 
groups in the ruling class which hold that 
nothing can change because “we are not capa­
ble”, and others which hold that nothing can 
change because “they won’t let us”.

(d) The existing rationale, according to 
which it is better business to import technology 
than to produce it locally.

(e) Cultural dependence, holding that

“any foreign technology is better... because it is 
foreign”.

(f) The prevailing system of values, which 
gives action to provide for superfluous con­
sumption by the élites priority over providing 
for essential consumption by the majority of the 
population.

(g) The slavish imitation practised by the 
periphery, whereby even the worst products 
and processes from the centre are copied.

(h) Local financial machinery, which fails 
to provide risk capital for the production of 
technology, will provide backing for any “pres­
tigious” imports of technology.

(j) The poor links between the principal 
participants in the process: State officials, 
entrepreneurs and managers, scientists and 
technologists.

ill

Possible strategies

Two fundamental strategies are proposed: a 
strategy of co-operation , to help to make tech­
nological autonomy in LAC viable, and a 
strategy of negotia tion , to help to make equi­
table interdependence between LAC and the 
United States on a basis of solidarity possible.

The stra teg y  o f  co-operation  should aim at 
the same general ends in both areas I and II: to 
su p p o r t the national plans and programmes for 
technological development, to carry out a 
coherent set of actions to strengthen national 
efforts and expand their scope of operation, and 
to  co-operate  with the programmes of other 
subregional, regional and international bodies. 
However, the development of such a strategy 
cannot be the same in areas I and II: it will take 
place in each of them in conformity with their 
particular characteristics. Equally, it will not 
take place with the same intensity throughout 
the whole wide range of possibilities, but must 
select some p rio rity  d irections where efforts 
will be particularly concentrated so as to use 
the scarce resources available with maximum 
efficiency.

Bearing in mind the particular characteris­
tics of area I, it is proposed that the co-operation 
should focus on the two following lines:

(a) Prom otion o f  production  o f  technology, 
through action aimed at greatly strengthening 
the capacity to produce technology and pro­
moting the creation of bilateral, multilateral 
and subregional capabilities which, at an ap­
propriate time, could come to be articulated in 
a genuine regional technological capability.

The promotion of production should in­
clude both industrial and quasi-artisanal pro­
duction, as well as the protection of them from 
foreign technology. The extension of produc­
tion and protectionism to the whole region 
might be achieved through such appropriate 
instruments as the operation of Latin American 
technology enterprises, agreements for tech­
nological complementarity, regional prefer­
ences, etc.

(b) Prom otion o f  trade in technology 
among the LAC countries, so as to increase the 
present meagre flow significantly, control the 
importation of foreign technology by seeking a
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reduction in the redundant imports which 
occur when various countries import the same 
technology, and develop adequate economic 
room to permit autonomous technological de­
velopment.

Trade promotion should encompass both 
technology embodied in goods and in human 
knowledge and technology which is not em­
bodied in technological goods and services, 
and as a result should cover capital goods, the 
emigration and immigration of skilled person­
nel, consulting services, design and engi­
neering services, and so on. The instruments 
used should naturally be compatible with those 
used in trade within Latin America in general.

Just as in area I the strategy of co-operation 
proposed highlights the production of and 
trade in technology, for area II it is proposed 
that the co-operation should develop on the 
basis of “jo in t  pro jects for production and 
technical assistance”. It has already been noted 
that, because of the very nature of the global 
problems of area II, technical assistance is 
more important than trade; thus, for example, if 
country A has developed a given technology for 
flood control, while country B needs it for 
application on its own territory, it is very 
unusual for the technology to pass from A to B 
by means of trade; it is most likely to be 
transferred under an agreem ent between A and 
B, which might possibly include some pay­
ment, but not in terms of an actual price  for the 
technology.

An important aspect of the global problems 
is that, by their nature, although one of them 
may be specific to one country or a sub-group of 
countries (for example, the protein deficit), 
there will certainly be another which is specific 
to another sub-group (for example, the eco­
system of desert zones) and so on and so forth, 
so that the set of problems as a whole will in fact 
be of equal interest to all the countries and, as a 
result, co-operation will prove to be of genuine 
mutual interest. There are also problems of 
regional —and even worldwide— scope, such 
as general weather control, earthquake predic­
tion and control, exploitation of the seabed, 
mass hunger and poverty, the exhaustion of 
natural resources, waste management (indus­
trial, mineral, nuclear and so on), urban mar­
ginality, world population growth, and so on,

which will be impossible to study and solve 
without co-operation by all, which is therefore 
an ineluctable im perative.

The principal characteristics of the “joint 
projects” would be as follows:

(a) They would be defined and organized 
around problems to be solved, and not around 
disciplines. For example, there might be a joint 
project for the development and use of tropical 
forests, but not a silviculture project; for the 
replacement of animal protein in mass diets, 
but not a protein chemistry project; for the 
ecological control of marginal problems, but 
not an ecology project; for the use of non- 
bauxitic ores for aluminium productions, but 
not a mineralogy project, and so on.

(b) Thus defined, the projects will neces­
sarily be multidisciplinary, and although some 
will be linked more to the “hard” sciences such 
as physics and chemistry and others to the 
“soft” sciences such as sociology and anthropo­
logy, the solution of the problems will require 
knowledge from various sources and disci­
plines. Moreover, although applied research 
will be one of their fundamental tools, the 
projects will not make use of “applied scien­
ce”, but of “technology”, because their final 
objective is not to inquire into the problems, 
but to propose solutions, and for that purpose 
they will be able to use knowledge of any origin 
and nature, provided that it is useful for that 
purpose.

(c) The projects will aim to develop tech­
nological solutions which are feasible, viable, 
appropriate and convenient, on the basis of 
definitions and criteria explicitly set out in the 
programmes themselves.

(d) The joint projects will encompass all 
the stages, ranging from prefeasibility and fea­
sibility studies to the production of technology 
—which will contain an appropriate mix of 
local and foreign technology— and its applica­
tion and full use by society. The countries 
participating in each project will endeavour to 
participate fully in all these stages, so as to 
transform the static transfer from the owner to 
the recipient into a dynamic transfer in which 
all the participants give and receive.

(e) The jo in t action  will mean that the 
countries which wish to embark on a specific 
project aimed at solving a problem of common
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interest will define the nature and structure of 
the project, the terms of their participation and 
the adaptation and use of the technological 
solution achieved and other technologies 
which it may have been possible to generate in 
the process.

(f) The projects will be implemented by 
suitable institutions such as research institutes, 
technology enterprises, university laborato­
ries, research centres and so on, which will co­
ordinate the organization, administration, con­
trol and implementation of each project

(g) It will be essential, for each project, to 
ensure that it is related as closely as possible to 
the circumstances which it is supposed to 
improve; otherwise there will be a risk of 
producing solutions which might be satisfacto­
ry to their authors but impossible to apply. For 
this reason, the various interest groups linked 
with the problem which is to be solved should 
be properly represented in the management of 
the project. Thus, for example, in an endeavour 
to solve the problem of improving the everyday 
diet of the mass of the people through the 
addition of proteins to bread, the body respon­
sible for managing the joint project should 
contain representatives not only of the scien­
tists and technologists participating in the 
project, but also of the bakers who may possibly 
produce and market the new type of bread, the 
manufacturers of bread-making equipment, the 
producers of the raw materials used in pro­
ducing bread, and so on.

(h) The final form of applying the solution 
reached will depend on the specific circums­
tances of each project. Although in general this 
will be done by means of technical assistance, 
there will undoubtedly be cases where it is 
most desirable to do so by means of trade. Thus, 
for example, in the case of flood control, the 
technological solution found will no doubt be 
transferred in the form of technical assistance; 
but in the case of the new type of bread, it is 
likely that marketing of the solution through 
the specific channels ofthe sector (for example, 
the manufacturers of bread-making equip­
ment) will be not only the most rapid and 
efficient way of achieving the goal sought (to 
improve the diet of the masses), but perhaps 
the on ly  feasibly way, despite the difficulties 
inherent in it.

(i) In the global projects which are regional 
or worldwide in scope, where because of their 
magnitude and complexity scientific, technical 
and economic leadership will in fact be in the 
hands of the developed countries, LAC will 
nevertheless demand genuine co-operation 
and, as a result, full participation in decision- 
taking and in the benefits.

The strategy of negotiation  in the field of 
technology between LAC and the United Sta­
tes must naturally be part of the strategy of 
general negotiation between the two sides 
which is carried out in various forums. In the 
specific case of technological negotiations, the 
central concern should be to ensure that the 
United States recognizes that it is in its own 
political interest that the LAC countries should 
pass beyond their present stage of technologi­
cal dependence, and that it should undertake to 
co-operate  actively to ensure that this occurs in 
the shortest possible time and at the lowest 
possible cost.

The technological negotiations should en­
compass at least the following subjects:

(a) Regulation of trade in technology be­
tween LAC and the United States, under a 
“Code of Conduct for the Transfer of Technolo­
gy”, identical or similar to that currently being 
drawn up within the United Nations;

(b) Regulation of the behaviour of the 
United States-based transnational corpora­
tions, as far as technology is concerned, by 
means of provisions identical or similar to those 
which will appear in the United Nations “Code 
of Conduct for Transnational Corporations” 
which is being prepared;

(c) Regulation of the behaviour of the 
United States consulting and engineering firms 
which sell services in LAC in order to prevent 
restrictive practices or trade abuses arising 
from their power;

(d) Sustained support for the development 
of a local capacity to produce technology, and 
particularly for the establishment and opera­
tion of technology enterprises;

(e) Support for the LAC countries in their 
negotiations with the World Bank, IDB and 
other international financial institutions with a 
view to eliminating the conditions which “tie” 
their credits to the supply of foreign technolo­
gy, stimulating full use of local technological



94 C EPA L REVIEW  No. 10 / April 1980

goods and services (especially in consulting 
and engineering) and allocating “risk capital” 
for the establishment and operation of local 
technology enterprises;

(f) Active co-operation in “joint projects” 
among LAC countries and support to ensure 
that they achieve full participation in “joint 
projects” at the global level;

(g) Development of technological transac­
tions with medium-sized and small industry in 
the United States, and increased use of the 
programmes of the Small Business Adminis­
tration.

The n egotia tion  stra tegy  aims to ensure 
not only that a harmful confrontation with the 
United States is transformed into active co­
operation, but also that the LAC countries 
engage in an active learning process on some

central problems connected with the interface 
between the structure of production and tech­
nology and become aware of their principal 
shortcomings in this field. The United States 
knows how to manage technology as an opera­
tional variable and has an “implementation 
system” for decisions in this held, which 
functions in response to explicit orders from 
the political authorities. This is precisely an 
area where LAC falls seriously short, all the 
more so because there is not even full aware­
ness of its necessity and importance. The 
negotiations will bring this out very clearly, 
while at the same time clarifying relationships 
and mechanisms which are still hidden behind 
an ideological tangle of absolute pseudo-truths. 
For this reason the negotiations must constitute 
a continuous and ongoing process.



The major unresolved issues in the negotiations 
on the UNCTAD code of conduct for the 

transfer of technology

Miguel S. Wionczek*

Ten years after the appearance on the inter­
national agenda of the issue of technology 
transfer, a consensus seems to be emerging 
among the parties concerned —both technolo­
gy suppliers and technology importers— that:

(a) technological know-how, including its 
development and transfer, is one of the key 
factors in the economic growth and social 
development of all countries;

(b) the technology transfer process invol­
ves a complex blend of capital, know-how, and 
trained personnel, and

(c) the successful selection, adaptation, 
utilization and innovation of technology re­
quires a certain level of technological capabili­
ty within a given country.

This sort of agreement in principle on the 
centre points of the issue of less developed 
country (LDC) participation in world tech­
nological advancement points to considerable 
progress towards understanding by the ad-

I

vanced countries of the reasons for the LDCs’ 
long-standing insistence on the need to regu­
late international technology trade. Unfortu­
nately, however, the deadlock reached at the 
United Nations Conference on a Code of 
Conduct for the Transfer of Technology, which 
adjourned in Geneva after three meetings last 
Februaiy without having been able to reach 
final agreement regarding such a Code, indi­
cated once again that a consensus on broad 
principles is a necessary but not a sufficient 
condition for agreeing on international policy 
measures and their implementation. Moreover, 
the general economic stagnation and the 
growing competition for international markets 
among the major industrial powers has been 
reviving lately the opposition in some ad­
vanced countries against the liberalization of 
technology flows to the LDCs and the estab­
lishment of international “rules of the game” 
for technology transactions.1

II

In view of the present adverse conditions it 
may be useful to restate once again the LDC 
case for a multinational code of conduct for the 
transfer of technology. Not only was the initia­
tive in that respect taken by the LDCs, but over 
five years have now been spent in international 
meetings on clarifying misunderstandings 
around that issue, considered to be of great 
importance for a new international economic 
order.

Because they have been dependent his-

* Senior Research Associate, El Colegio de Mexico.

torieally to a decisive degree on imports of 
technical know-how, the LDCs saw ahead of 
the rest of the world the need to establish a set 
of mutually acceptable rules for worldwide 
technology trade and to link international 
technological transactions with their own de­
velopment needs. The LDCs were innovators 
in that field precisely because, as technology 
importers, they realize better than others the

^ o r  more details see M. S. W ionczek, "Science and 
Technology for D evelopm ent” , The Bulletin o f the Atomic 
Scientists (Chicago), Vol. 35, No. 4, April 1979, pp. 45-48.
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complexity of’ technology transfer, the econo­
mic disadvantages of traditional technology 
packages incorporated unilaterally into foreign 
private investment projects, and the cmcial 
importance of domestic technological capabili­
ty for the success of technology imports. They 
realize furthermore that this domestic capabili­
ty neither comes automatically with commer­
cial technology transfers nor can be imported 
lock, stock and barrel.

If one remembers that the LDCs acted as 
the initiators of the present worldwide debate 
on the subject of technology transfer and its 
regulation, then their arguments as regards the 
particular form of such regulation cannot be 
disposed of lightly as stemming either from 
ignorance or radical delusions.

All initial proposals for the regulation of 
international technology trade, made by a large 
group of the more advanced LDCs at UNCTAD 
and elsewhere in the 1970-1975 period, have 
met with strong opposition on a number of 
grounds from the major Western technology- 
exporting countries. The LDCs were told on 
innumerable occasions during that period that 
technology, being an undefined and very com­
plicated object of international transactions, 
did not lend itself to international regulation; 
that technology, being mostly private property, 
could not be subject to such regulation; and,

finally, that any attempt to regulate interna­
tional technology trade would have negative 
effects on technology flows.2 The LDCs were 
warned that such regulation would scare tech­
nology sellers from entering into contracts with 
relatively small, uncertain, and underdevel­
oped markets in countries supposedly only too 
eager to impose technology restrictions for the 
restrictions’ sake.

By now, we all know that these general 
objections against the regulation of technology 
transfer do not stand up to any serious criticism. 
If technology and technology transfer could not 
be defined and identified, we would scarcely 
have seen the emergence of an international 
patent system more than 100 years ago, a 
system aptly called a private system of tech­
nology trade control by an outstanding United 
States expert on international law, Prof. C. 
Fatouros of the University of Georgia.3 If 
transactions involving private property could 
not be subject to international regulation, there 
would be no room for such multilateral arrange­
ments as GATT. If the absence of regulation 
were a precondition for the international ex­
change of goods and services, there would have 
been no such thing as East-West trade, which 
apparently is advantageous to all the parties 
involved.

Ill

The quasi-metaphysical discussions about the 
feasibility and possibility of regulating interna­
tional technology trade gave place to a more 
practical and pragmatic debate only in May 
1975 at UNCTAD in Geneva, when the LDCs 
presented the Western industrial countries and 
the European socialist bloc with a detailed 
draftofthe possible contents of an international 
Code of Conduct on technology transfer. This 
first draft outline of international regulatory 
measures in the field of technology trade, 
prepared by experts from some 40 LDCs, 
injected real life into the intergovernmental 
political and technical discussions on tech­
nological advancement, technology transfer 
and industrial property systems.

The objective of the draft outline of a Code 
prepared by the LDCs in 1976 was not to 
impose its contents unconditionally upon tech­
nology producers and exporters, but only to 
prove that international regulation of technolo­
gy trade was both possible and feasible and that

2This last argument, based upon partial and biased 
evidence, continues to be propagated under the guise oí 
“ scientific surveys” by commercial firms selling advice to 
large international business firms. For details see, for 
exam ple, Business International, S.A., Transfer o f Tech­
nology — A Survey of Corporate Reactions to a Proposed 
Code, G eneva, April 1978.

3See the background papers for the International 
C onference on Technology Transfer Control Systems 
(Phase II), Seattle, 6-7 April 1979.
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it was urgent to start meaningful negotiations 
on the subject. This objective was achieved. In 
answer to the LDCs draft the Western indus­
trial countries presented counter-proposals 
covering all major subject areas included in the 
LDC proposals. It is common knowledge that 
the outline Code offered by the Western coun­
tries borrowed heavily in many substantive 
points from the LDCs draft.

Moreover, in late 1976 the European so­
cialist countries, which are heavy importers of 
technology, decided to join actively in the 
exercise by offering their own sektchy outline 
of a Code. The subsequent socialist drafts, 
submitted in 1977-1978, covered all major 
Code issues in technical language comparable 
to that used in the LDC and Western proposals. 
Finally, China joined the UNCTAD negotia­
tions in February 1978, supporting in general 
terms the LDC position.

North-South technological co-operation, 
technology transfer and the Code of Conduct

were perhaps the only subject on which 
UNCTAD IV (Nairobi, May 1976) was able to 
reach a substantial degree of agreement by 
consensus. This Conference recommended 
that:

1. The drafting of a single set of proposals 
for an international Code of Conduct for tech­
nology transfer should be accelerated with a 
view to its completion by the end of 1977;

2. The experts drafting the tentative com­
posite text of the proposed Code should be free 
to formulate draft provisions ranging from 
mandatory to optional, without prejudice to the 
final decision on the legal character ofthe Code 
of Conduct, and

3. After the drafting of the proposed Code 
was completed, the United Nations should 
convene in 1978 an international negotiating 
conference for the purpose of drafting the final 
document as well as “taking all other decisions 
necessary for its adoption”.

IV

Subsequently, six UNCTAD expert meetings 
at governmental level were held and an 
UNCTAD Conference on the Code of Conduct 
opened in the fall of 1978. By the time the third 
session of the Conference adjourned in Fe­
bruary 1979, considerable progress had been 
made toward a single text of a possible conven­
tion on what the LDCs call a code of conduct 
and the Western industrial countries a “volun­
tary code”, that would apply universally to all 
technology transactions, including those in­
volving the different “national” segments of 
transnational corporations.

There are three major North-South dis­
agreements still pending, however, related 
to (1) the legal form of the final international 
arrangement, (2) its implementation machine­
ry, and (3) the scope of restrictive practices in 
international technology transactions to be 
considered undesirable —in the language of 
the North, or to be banned— in that of the LDC 
technology importers.

Let us take the first two points together, 
since they are closely linked. It is quite pos­

sible that the magnitude ofthe disagreement in 
respect ofthe legal form of the Code has been 
exaggerated by both the LDCs and the Western 
industrial countries, because from the be­
ginning both sides have divorced the issue of 
the legal form from that of the substantive 
content of the Code. The decisions adopted by 
UNCTAD IV to leave the legal aspects of the 
Code in abeyance for the time being represents 
general albeit somewhat belated recognition of 
the intimate relationship between the legal 
form and the content of the future international 
arrangement Such recognition may pave the 
way for some sort of mutually acceptable 
solution of the legal issue at a hopefully final 
resumed session ofthe United Nations Confer­
ence on the Code in the fall of 1979. A 
compromise clearly depends upon agreement 
on the machinery for implementing the Code of 
Conduct: a subject to which not enough atten­
tion has been given at the earlier stages of the 
UNCTAD negotiations by both the LDCs and 
the Western industrial countries.

According to the latest information from
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UNCTAD, some sort of compromise solution 
is in the making on this second important point, 
independently —it would appear— of the final 
decision on the Code’s legal form. An inter­
governmental body is to be established within 
UNCTAD for the purpose of (1) providing a 
forum for discussion and exchange of views 
between States on matters related to the Code, 
in particular its application and the experience 
gained from its operation; (2) undertaking 
studies and research for the purpose of further­
ing the objectives of the Code; (3) inviting and 
considering relevant studies, documentation 
and reports from within the United Nations 
system; (4) studying, collecting and dissemi­
nating information on matters relating to the 
Code; (5) providing a forum for consultations 
between States, and (6) organizing meetings 
concerning the application of the provisions 
of the Code.

Even though the terms of reference of 
such an intergovernmental body might state 
explicitly —as the Western industrial countries 
insist— that it could not act as a tribunal or 
reach conclusions on the conduct of individual 
governments or parties, the fact that considera­
tion is given also to periodical reviews of the 
application of the Code and its possible revi­
sion suggests strongly that, contrary to some 
interpretations, the potential role of the Code 
goes beyond that of just providing a favourable 
framework for the exercise by the States of 
their policy— and decision-making powers in 
the field of technology transfer. The future of 
the Code depends on its international imple­
mentation and not only on its legitimizing 
function in respect of national regulation.

At least to this writer, the question of 
implementation is much more important than 
the legal issue for several very simple reasons. 
If one accepts that (1) a law by itself does not 
govern social relations unless it is supported 
by the power of potential sanctions, and (2) in 
the present technology transfer set-up im­
porters of technology (except in the case of the 
advanced countries of the West and of the 
East) have much less bargaining (and any 
other) power than technology producers and 
holders, then in the absence of sanctions not 
even a cast iron legally binding convention 
could help. Moreover, national legislation

cannot secure the desired objectives either 
in the absence of some sort of bargaining parity.

Thus, the issue of the legal form of the 
Code is subsidiary to that of its implementation 
machinery. The insistence by the LDCs on a 
legally binding code instead of mere guide­
lines is tantamount to an admission by the 
weaker parties that they are very weak indeed, 
so that they would like to see their weakness 
diminished by any means available, including 
the “sanctification” of the international regu­
lating instrument.

It is the implementation of the Code 
which can make it into an international agree­
ment worth more than paper on which it is 
going to be written. Technology owners and 
sellers are well aware of the importance of that 
issue, and they hoped for the best of two possi­
ble worlds: voluntary guidelines with the 
implementation mechanism reduced to an 
informal forum for “observation” of the tech­
nology transfer practices. As one of the partici­
pants in the UNCTAD negotiations, repre­
senting a major Western power, stated publicly 
at an international academic conference on 
technology transfer controls, held at the 
Wharton School of the University of Philadel­
phia last February, the industrially advanced 
countries continue to consider unacceptable 
any “quasi-judiciary” international evaluation 
of such practices.

The present writer expects a change in 
that position within the framework of a trade­
off between the issue of implementation 
machinery and the legal form of the agreement 
on technology transfer regulation. Only 
through such a trade-off can the negotiations 
result in some degree of international equal­
ization of technology transfer terms and condi­
tions, rather than just a framework for national 
regulatory action. Of course, no automatic 
power can be built into the Code at the present 
stage. Moreover, the Code may fall apart 
through cut-throat competition for technology 
transfer among the recipient countries, through 
the drift away from the industrial property 
system into secrecy by technology holders, or 
through other even less expected develop­
ments. After more than five years of negotia­
tions, however, the LDCs can at least feel that
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an end will be put to exploitation without the transactions are concerned. Whether the stage 
participation of all the parties involved as far of “participation without exploitation” will 
as most (albeit not all) international technology ever be reached depends largely on the LDCs.

V

These considerations lead us to the third 
unresolved issue —that of the level of restric­
tive practices to be defined as undesirable 
and contrary to the interests of the LDC im­
porters of technology.

The fact that restrictive business practices 
have increasingly become an important policy 
issue for governments and international 
agencies is the result of two clearly contradic­
tory trends: firstly, government policies (espe­
cially in major industrial countries) have, by 
encouraging and permitting the concentration 
of economic power at the national and inter­
national levels, inevitably facilitated the 
growth of power over the market and provided 
ample opportunities for the increased and 
effective use of restrictive business practices 
by private enterprises, and secondly, concur­
rently with the expanded use of such practices, 
particularly by transnational enterprises, it 
has become widely recognized that they affect 
the interests not only of the home countries of 
large enterprises but of other countries as well.

While the subject of restrictive business 
practices is at present being dealt with in many 
places simultaneously, both inside and outside 
the United Nations, it is probable that the 
treatment it has received in the course of the 
UNCTAD negotiations on an international 
Code of Conduct on technology transfer offers 
better operative possibilities than in other 
forums, because nowhere outside the 
UNCTAD draft Code has an effort been made 
to specify and exemplify all the major restric­
tive practices currently in use in technology 
trade. At the same time, however, the progress 
achieved in that respect by the UNCTAD 
Code negotiators should not obscure by any 
means the size of the disagreement still 
existing between the developing world and 
the Western industrial countries.

At the United Nations Conference on a

Code of Conduct, agreement was reached by 
February 1979 on the provisions relating to 
exclusive dealing, exclusive sales or represen­
tation agreements, and payments and other 
obligations after the expiration of industrial 
property rights. Moreover, agreement has also 
been reached with respect to the criteria to be 
applied as regards including the notion of 
restraint of trade and adverse effects on the 
international flow of technology, particularly 
when restrictive practices hinder the economic 
and technological development of acquiring 
countries. Behind the unwillingness of the 
industrial countries to include in the list of 
restrictive practices sir items that appear in 
the draft code elaborated by the Group of 77, 
however (limitations on volume and scope of 
production, use of quality controls, obligation 
to use trade marks, requirements to provide 
equity or participate in management, unlim­
ited or unduly long duration of arrangements, 
and limitations upon use of technology already 
imported), lies a series of major disagreements 
between the two main negotiating groups.

According to an UNCTAD secretariat 
document, presented to UNCTAD V in Manila, 
which gives a review of major issues under 
negotiation in the field of the transfer of 
technology and the industrial property system, 
the following difficulties in respect of the 
chapter on restrictive practices in the draft 
Code still persist:

(a) While fourteen restrictive business 
practices are agreed by all parties, including 
all the industrial countries, to be anti-competi- 
tive in nature, the Group of 77 insists on the 
inclusion of the above six additional practices, 
independently of whether they are anti-com- 
petitive or not, because they are regarded as 
being, for one reason or another, unfair to the 
acquiring party or as adversely affecting eco­
nomic and technological development in the
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wider sense. Such is particularly the case as 
regards the obligation to use trade marks, 
which not only strengthens the monopoly 
patent but it directly responsible for creating 
outward-directed consumer preferences.

(b) The question of the coverage and scope 
of the practices is far from settled. The indus­
trial countries would like to refer in the title of 
the chapter dealing with them just to “restric­
tive business practices”, while the Group of 
77 explicitly suggests their regulation by 
proposing the general title “The regulation 
of practices and arrangements involving the 
transfer of technology”.

(c) The industrial countries continue to 
insist that it is necessary not only to enumerate 
restrictive practices but to determine whether 
their effect is actually harmful in practice. 
Consequently, they want to introduce in this, 
as in other fields covered by the Code, the 
notion of the “rule of reason” or “public 
interest”. The Group of 77, however, objects 
to the inclusion of such a concept in the 
definition of the practices, on the grounds that 
the application of the “rule of reason” gives rise 
to a real danger of arbitrary interpretation of 
restrictive practices by the parties responsible 
for originating such practices, be they private 
parties or their governments.

(d) Finally, on the grounds of “unequal 
partnership”, the Group of 77 defends the 
right of the competent authorities of the tech­
nology-acquiring country to disregard, in ex­
ceptional circumstances, the restrictive prac­
tices proscribed by the Code, provided that on 
balance and on development grounds there 
will be no adverse effect on its national econo­
my. Industrial countries do not accept such 
an exception clause in the Code.

In brief, while the shape of the treatment 
which the issue of restrictive business prac­
tices will receive in the UNCTAD Code is 
slowly emerging, the process of international 
negotiation has been protracted and difficult. 
Indeed, perhaps it would never have reached 
such a detailed level in the absence of the 
expertise available within the Group of 77 as 
the consequence of the recent introduction 
in many LDCs of restrictive business practices 
legislation. Such new legislation has arisen

mostly from the double concern, first, about 
the structure of economic power in itself, 
resulting from historical developments and 
economic dependence on the advanced indus­
trial economies, and, second, about the ability 
of mostly foreign enterprises with dominant 
power to use it to the detriment of the broadly 
defined national interest, through overpricing 
goods and technology and controlling the 
manufacture and distribution of products. It 
is no accident that these concerns found their 
reflection in the most detailed ever presenta­
tion of 40 restrictive practices in the early 
draft Code, elaborated by the Group of 77.

The reduction of this original list to 20 
practices between 1975 and 1978 should not 
be understood as an admission by the Group of 
77 of the irrelevance of half the actual practices 
detected by its experts. On the contrary, for 
the sake of arriving at a mutually agreeable 
consensus the “missing” twenty were incor­
porated in the shorter basic list or transferred 
in new legal language to other parts of the draft 
Code.

Just as in the case of national legislation 
on restrictive business practices, it would be 
unrealistic and naïve to assume that any sort of 
international regulation of such practices, 
including that which may emerge from the 
UNCTAD Code on the transfer of technology 
once it is adopted, can by itself take care of the 
concentration of economic power and its en­
croachment on the development process in 
LDCs. It must be stressed that international 
regulation of restrictive business practices 
will fail unless the individual countries (1) set 
up their own development strategies, (2) de­
sign and implement policies aimed at in­
creasing their domestic economic and tech­
nological capability and (3) introduce national 
legislation against restrictive business prac­
tices —defined more broadly than is the case 
in the similar legislation in force in the indus­
trial countries or their groupings such as the 
European Economic Community.4

4UNCTAD, Control of Restrictive Business Practices 
in the European Economic Community, Report by the 
UNCTAD Secretariat, TD/B/608, Geneva, 1977.



THE MAJOR UNRESOLVED ISSUES... /Miguel Wionczek 101

VI
These three major unresolved issues are 
closely related to the North-South divergence 
of views on the role of private interests in the 
international technology transfer process. The 
present official position of the Western in­
dustrial countries is based on the belief that 
private investment and investment-related 
activities, such as licensing and service and 
management contracts, among others, repre­
sent the most effective method for the inter­
national transfer of technology. This assump­
tion gives rise to their advocacy of a liberal 
investment policy with a minimum of govern­
ment intervention at both ends of the tech­
nology transfer process, i.e., in the selling and 
buying countries, accompanied by insistence 
on the maintenance of what has traditionally 
been called a sound and predictable invest­
ment climate.

These beliefs are not shared by most 
LDCs, even including those countries that 
follow quite liberal policies vis-à-vis foreign 
investment. The LDCs do not deny that a very 
large part of the presently available technology 
is privately owned, and they accept the right 
of its owners to reasonable retribution, but 
most of them take the view that excessive 
emphasis on the role of private investment as 
the bearer of technological progress either 
originates from the intention to defend par­
ticular interests of technology exporters or 
reflects confusion as regards the basic issue of 
technological development and technology 
transfer to the LDCs. According to the LDCs, 
technological progress and technology trade 
cannot be considered at the international level 
merely as a set of private transactions.

While most people in the industrial West 
equate technology transfer with the diffusion 
of privately-held know-how, the LDCs believe 
that real technology transfer takes place only 
when the know-how is incorporated into the 
stock of available knowledge in such a way that 
the receiving society can use it for varied 
purposes. One of these purposes —perhaps the 
most important for the LDCs— is that of 
building up their own more or less autonomous 
technological capacity so as to permit them to 
decide about the importation of the know-how,

its adaptation to local conditions and its uses 
for broad societal objectives.

If local technological capability is not 
understood only the very limited sense of the 
capability of the private industrial sector, and 
if technology transfer is understood not as the 
diffusion of private know-how within indi­
vidual firms but as a social process, then it is 
difficult to defend the position that a single 
channel, such as foreign private investment 
—more and more equated these days with 
transnational corporations— represents the 
only, the best and the most expeditious transfer 
mechanism. There is ample evidence, both in 
the developed and the developing countries, 
that the spill-over of the know-how diffused 
within an enterprise, large or small, is very 
limited because of the proprietary character 
of such know-how and the owner's legitimate 
interest in keeping it to himself for competitive 
reasons. If this is so, such transfers are not 
sufficient for a developing country, even if 
regulated. Other transfers through other 
mechanisms are clearly needed to amplify the 
range ofthe scientific and technical knowledge 
available to society as a whole, including that 
available to the State and the educational 
system.

A variety of transfer mechanisms is also 
needed, in the context of underdevelopment, 
for another important purpose: in the LDCs 
the technological capability ofthe State and of 
the higher education system are needed to 
assure social uses of private knowledge. This 
problem does not arise in the advanced coun­
tries because they count upon the scientific 
and technological equilibrium among the 
major segments of society which has been 
established gradually over the last 100 years. 
The situation is very different in the under­
developed world, however, which is backward 
because, among other reasons, it does not have 
at its disposal the necessary minimum overall 
scientific and technical capability. That capa­
bility must be build up by the domestic effort, 
with the support of imports of know-how (i.e., 
technology transfers) —support which is hardly 
automatic and should be subject to both inter­
national and national regulations.
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VII

There are two very important political factors 
that work in favour of the elaboration and 
international acceptance of some sort of Code 
of Conduct, hopefully by 1980. At the present 
moment, technology transfer regulation is the 
only concrete point on the large agenda of 
North-South economic issues on which both 
the LDCs and the West have been able to 
proceed from the stage of general debate and 
mutual recriminations to that of working to­
gether on technical and operational proposals. 
Since clearly nobody wants to go back to 
violent political confrontations, the common 
interest in pursuing negotiations on inter­
national technology transfer regulation —if 
only to prove that a dialogue between the de­
veloped and developing countries is possi­
ble— may prevail over those circles in the 
major industrial countries, and particularly 
in the United States, who —taking a narrower 
short-term view— would have nothing against 
making out of these UNCTAD negotiations 
another United Nations Conference on the 
Law of the Sea.

The second important factor militating in 
favour of a compromise solution on the subject 
of the Code is that in its prolonged absense 
there would be an increased risk of some 
LDCs starting to devise unilaterally restrictive 
national regulatory systems that might nega­
tively affect international technology exports. 
Under such conditions many people in the 
industrial technology-exporting West feel that 
reasonable international technology trade

regulation might be better —much better as a 
matter of fact— than a maze of restrictive 
national schemes. If adopted without undue 
delay, such international regulation may offer 
basic standards in many LDCs for similar 
domestic schemes that would take into equi­
table consideration the interests of all the 
parties concerned.

A question that seems to linger still in 
many minds in the Western industrial coun­
tries is —what is the need for international 
action if the problems of international tech­
nology trade could be taken care by national 
regulation? In the light of the evidence avail­
able the answer seems quite simple. The is­
sues involved are too big, too important and 
too complicated to be treated exclusively at 
the national level at a time when the North is 
talking about interdependence and the South 
is stressing the need for a new international 
economic order. Technology, its development 
and its transfer are a worldwide problem and 
must be considered as such. Not only is a set 
of mutually acceptable rules urgently needed 
for the only remaining part of world trade not 
subject to any multilateral agreement, but the 
whole exercise also has a tremendous educa­
tional value for the developed, developing 
and socialist countries. It is helping all of them 
not only to design the general rules for tech­
nology transactions but also to define the 
preconditions for socially useful technology 
transfers and to clarify the crucial issue of the 
contribution of technology to development.



International economic reform 
and income distribution

William R. C lin e *

I

The distribution of world incom e

A major goal of the New International Eco­
nomic Order (NIEO) is to achieve a more 
egalitarian world-wide distribution of income. 
The best evidence available suggests that the 
size distribution of world income (in principle, 
with the family as the unit) is as shown in table 
I, which is based on purchasing-parity ex­
change rates estimated by Kravis and asso­
ciates, and on national income distribution 
data compiled by the World Bank. The first 
estimate (Kravis et al ) assumes complete 
equality within countries, while the second 
(Cline) incorporates information on income 
distribution within the countries (the data 
refer to 68 developed and developing coun­
tries, excluding the socialist bloc).

Clearly, the world distribution is highly 
unequal. Indeed, the world economy is slightly 
more unequal in distribution than the most 
unequal of national economies (such as Brazil 
and Colombia). Moreover, the relative (and of 
course absolute) per capita income gaps be­
tween countries have been rising over the past 
several decades.1

*S en io r F e llo w , T h e  B rookings In s titu tio n ,

]See Simon Kuznets, “The Gap: Concepts, M easure­
m ent and  T rends” , in G. Ranis, The Gap Between Rich 
and Poor Nations, M acmillan, 1972.

It is clear 'from table 1, however, that 
much of the world s inequality stems from 
unequal distribution within countries. As 
shown by the first column (which abstracts 
from with in-country inequality), the share of 
the world’s poorest 40% in world income 
would be twice as high if incomes were equal 
within countries.

Table 1

ESTIMATES OF THE SIZE DISTRIBUTION 
OF WORLD INCOME, 1972 
(Percentage of total income)

Kravis,
Heston,

Summers Cline

Lowest 40% of recipients 8.4 4.1
Next 50% 58.0 45.6
Top 10% 33.6 50.2
Gini coefficient n.a. 0.67

Sources: I. Kravis, A. H eston and R. Summers, “Real 
G D P Per Capita for More than O ne H undred 
C ountries”, The Economic Journal, 88 (350), 
June 1978, pp. 125-142, and William R. Cline, 
“Commodity Prices and the World D istribution 
o fln co m e”, mimeographed, 1979.
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II

D evelopm ent strategy and distribution

By now it should be clear to all that unequal 
income distribution w ith in  a developing coun­
try is neither a prerequisite nor an inevitable 
consequence of growth. Although the Kuznets 
inverse-U curve (relating income concentra­
tion to per capita income level) has been 
confirmed as a statistical pattern,2 it has much 
lower explanatory power (unless enhanced 
by other, policy-endogenous variables) than 
does the “patterns of industrial growth” con­
cept (relating industrial patterns to per capita 
income). The contrasting examples of Taiwan 
and Korea on the one hand and Brazil and 
Mexico on the other are vivid evidence that 
rapid growth may occur under conditions of 
equal or unequal income distribution.

Political conditions and development 
strategy set the course of income distribution. 
The single most important factor distinguish­
ing the Taiwan-Korea model from the Brazil- 
Mexico model has probably been the dif­
ference in initial asset distribution, primarily 
because of the presence of thorough-going 
land reform in the first case and its absense in 
the second. This difference in initial conditions 
(determined by differing political conditions) 
has been exacerbated by contrasting develop­
ment strategies; labour-intensive (with manu­
factured exports) versus capital-intensive, 
respectively.

Transnational corporations. What about 
the role of foreign forces in determining inter­
nal income distribution? About the only argu­
ment that the inequality of the less developed 
countries (LDCs) may be blamed on outsiders 
rests on the idea that the transnational corpo­
rations (TNCs) apply only capital-intensive 
technology. While there is some evidence that 
TNCs use more capital-intensive technology

2M ontek Ahluwalia, “Income Distribution and D e­
velopm ent: Some Stylized Facts” , American Economic 
Review, N ashville, Tenn., May 1976.

than domestic firms,3 it does not follow that 
foreign investment makes domestic income 
more concentrated. Indeed, it should raise 
labour's share in the economy (by increasing 
capital availability and lowering the local 
return on capital), and only under improbable 
assumptions (preemption of local investment 
by foreign, so that total capital stock does not 
rise, plus a more skewed structure of employee 
payments than by domestic firms) is the TNC 
likely to worsen domestic income distribution.

B asic Human Needs. While LDC inequal­
ity is basically homegrown, external forces 
currently seek to reduce it. Thus, donor coun­
tries and international agencies have adopted 
an emphasis on income distribution in their 
lending programmes, and programmes for 
Basic Human Needs (BHN) are in fashion. The 
change in style is welcome, after decades of 
donor emphasis on growth alone, but the 
politics are delicate. Developing countries 
fear that BHN is a device for intervening in 
their domestic affairs, while as for the donors, 
some of the underlying motives are open to 
suspicion, since BHN (as well as “human 
rights”) can be used as a slogan by those who 
oppose aid altogether. The economics of BHN 
are also uncertain, given the difficulty of 
distinguishing between mere maintenance of 
consumption and “investment” in human 
beings, but on balance the swing towards 
BHN is very likely appropriate in the light of 
economic criteria if reasonable equity weights 
and discount rates are applied. There is a need 
for flexibility in implementation; where an 
entire country is poor and distribution is rela­
tively even, focus on growth alone will proba­
bly be more socially efficient than limitation 
of aid to the types of projects typically found 
on a BHN checklist.

3See Samuel A. Morley and Gordon W. Smith, “Limit­
ed  Search and the Technology Choices of Multinational 
Firm s in Brazil” , Quarterly Journal o f Economics, New 
York, 1977, pp. 263-287.
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Within the NIEO context, an income dis­
tribution (or BHN) focus of donor programmes 
is essential, because resource transfers are so 
limited that they must be concentrated on the 
poorest if they are to have much impact on 
world equity. Moreover, more funds are likely 
to be mobilized if donor legislatures believe 
they are going for equity-oriented programmes 
(“don’t tax the poor at home to help the rich 
abroad”). For these reasons it is important to 
dislodge the “sovereignty” issue from the 
unfortunate predominance it has held in the 
United Nations and other forums.

L atin  A m erica , poverty  and concessional 
aid . One of the most difficult aspects of North- 
South relations is the issue of whether con­
cessional aid flows should go to Latin America 
to finance projects that help to correct income

inequality (development of low-income re­
gions, for example). The hard reality is that 
concessional resources are so scarce, and most 
of the African and Asian population is so much 
poorer than that of Latin America, that there 
is little justification for concessional aid to 
most countries of the latter region. Market- 
related loans from the World Bank and the 
Inter-American Development Bank (IDB) al­
ready carry an element of concessionality (their 
maturities are longer and interest rates lower 
than are available in the private capital market), 
and they are the appropriate vehicles for 
middle-income recipients. As a matter of donor 
policy, however, it is important that even these 
flows be for equity-oriented programmes, if 
the North is to have an influence in improving 
equity in the South.

I l l

NIEO  reforms and the distribution  
of incom e among countries

What would be the potential impact of NIEO 
reforms on the world distribution of income?

C om m odities

(a) Price increases. Commodity policy has 
been the most prominent element on the 
LDC list of NIEO demands. To take an extreme 
version first, what would happen to the world 
distribution of income if somehow the LDCs 
were able to increase radically the prices of 
their raw material exports, repeating the OPEC 
experience? Although that scenario is highly 
improbable because of demand elasticities, 
supplier fragmentation, and the importance 
of industrial country suppliers, the question 
has considerable interest in the abstract. “Un­
equal exchange” theorists such as Emmanuel4 
hold that the route to greater international 
equity is through improved terms of trade for

4A. Em m anuel, Unequal Exchange: A study of the 
Imperialism o f Trade (New York: Monthly Review Press,
1972).

LDCs, and there is little doubt that much of 
the initial LDC enthusiasm for a Common 
Fund for Commodities stemmed from the 
hope that it could be used as a device to gener­
alize the OPEC result to other commodities.

A recent study by the present authoi5 
simulates the impact on world income distribu­
tion of the quadrupling of prices for several 
LDC commodity exports (sugar, coffee, cocoa, 
tea, natural rubber, cotton, jute, iron ore, 
bauxite, petroleum, copper, and tin), using 
1972 as a base year and assuming totally price- 
inelastic demand. The results are not encour­
aging for “commodity power” as the road to 
global equality, since these price increases 
raise the share of the world’s poorest 40% from 
4.15% of world income to 4.28%, assuming no 
changes in intra-country distribution. If the 
equalizing assumption is made that for each 
country net gains accrue to the poorest 40%

sW illiam R. Cline, “Commodity Prices and the World 
D istribution  of Incom e”, (Washington, D.C., mimeo­
graphed, 1979).
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and net losses are at the expense of the richest 
20%, then the quadrupling of commodity 
prices raises the world income share of the 
poorest 40% from 4.15% (the Gini coefficients 
are 0.673, 0.669, and 0.658 for the base year 
and the two respective simulations).

The ineffectiveness of even extreme com­
modity price increases for equalizing world 
income reflects the fact that (a) production is 
dispersed among rich and poor countries, and
(b) trade in commodities accounts for only a 
small fraction of world income. More generally, 
the simulation results suggest that “world 
equity” is not a sound basis for supporting 
higher commodity prices.

(b) Price stab iliza tion . Commodity price 
stabilization holds more promise as a N1EO 
reform, since it could add to world income by 
providing for smoother adjustment in both 
industrial and developing countries. Behrman6 
has estimated that over the decade 1963-1972, 
the presence of buffer stocks limiting price 
fluctuations to 15% around the trend levels 
would have added a total of US$ 15 billion to 
United States income by facilitating policies 
of fuller employment through the avoidance of 
inflationary shocks from commodity import 
prices. His study also estimates the static 
welfare gains to LDCs from commodity price 
stabilization, although the unestimated dy­
namic welfare gains associated with more 
stable domestic macroeconomic conditions (in 
LDCs), as well as gains from the stimulus to 
commodity investment caused by the reduc­
tion in uncertainty, are probably far larger.

Commodity price stabilization would 
benefit both rich and poor countries and would 
therefore increase world income, but it proba­
bly would not redistribute it to any significant 
degree. In March 1979 the industrial and 
developing countries agreed in principle on a 
Common Fund for commodity price stabiliza­
tion. Whether the Fund will adopt binding 
decisions, and whether its presence will lead 
to more commodity agreements, remains to be 
seen. Nevertheless, the prospective Common

6Jere R. Behrman, International Commodity Ar­
rangements: An Evaluation of the UNCTAD Integrated 
Commodity Programme (Washington, D.C, Overseas D e­
velopm ent C ouncil, 1977).

Fund represents an important tangible result 
(or near-result) of the tortuous North-South 
negotiations ofthe last five years.

C oncessional aid. An important potential 
instrument for redistributing world income is 
concessional assistance. Out of a world income 
of approximately US$ 5 trillion, the world’s 
poorest 40% receive about 4% or US$ 200 
billion. In 1977, the OECD countries provided 
US$ 15 billion in concessional aid (OPEC 
provided another US$ 5.7 billion), or 0.31% 
of their GNP. If the OECD countries met the 
United Nations target of 0,7% of GNP, and if 
the additional US$ 19 billion in aid were 
channelled wholly to the world’s poorest 40%, 
the latter would obtain approximately a 10% 
increase in their income (it should be noted 
that this increment in the income of the poor 
would be about the same size as that obtained 
under the highly implausible quadrupling of 
commodity prices with gains focused on the 
poor and losses on the rich).

Political realities do not favour a massive 
rise in concessional aid, however. With slow 
growth, high inflation and unemployment in 
industrial countries, legislatures are more 
inclined to cut down budgets.

Trade reform. The recently completed 
Tokyo Round of trade negotiations represents 
an important achievement for the developing 
countries, since world tariffs facing their prod­
ucts will fall by about 25%. Rather than em­
phasizing that this cut is lower than the overall 
average (about 33%), LDC policy-makers 
should recognize that this result of the nego­
tiations represents a considerable “free ride” 
(for which they made few concessions them­
selves). Other parts of the negotiations are less 
favourable, however: a new deal between the 
United States administration and the textile 
industry could cut the growth of LDC quotas 
from 6% to 2% per year in many items, because 
of the need to mollify the industry in the face 
of lower tariffs on imports from Japan and 
Europe, and the new codes on safeguards and 
countervailing duties also have potentially 
injurious implications for the LDCs (“selective 
safeguards” might be used as a club to force 
voluntary quotas, while obligatory phasing out 
of export subsidies may be inconsistent with 
efficient shadow pricing of foreign exchange).
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The need for trade reform goes far beyond 
the liberalization accomplished in the Tokyo 
Round. The régime of textile quotas is not the 
only restrictive aspect of North-South trade. 
Safeguard protection of shoes and television 
sets and various forms of restrictions on steel, 
shipbuilding and electronics plague the 
trading system. Reform would call for elimi­
nation of those restrictions, but in practice 
the LDCs will be fortunate if even a standstill 
on protection is achieved.

Protection makes the world distribution 
of income more unequal by limiting the pro­
cess of factor price equalization through trade. 
It may keep distribution more equal in indus­
trial countries by boosting the demand for 
labour; Balassa7 shows that the labour content 
per billion dollars of industrial country imports 
from LDCs is higher than that per billion 
dollars oí exports to LDCs. But even in indus­
trial countries there are offsetting factors: 
protection against LDCs limits the supply of 
low-cost imports, probably affecting low- 
income consumers the most,8 while for LDCs, 
foreign protection (and their own for that 
matter) concentrates income distribution by 
skewing demand for production away from 
labour-intensive goods towards capital-inten­
sive goods. Among LDCs, freer trade world­
wide may ironically be income-concentrating 
in the short run, because it is the middle- 
income countries (not the low income ones) 
that will capture most of the increase in mar- 
kets.

As for tariff preferences, the trade reform 
long advocated by UNCTAD, the consensus 
is that they have added little to LDC exports 
because of the ceilings and exclusions which 
accompany them, and that moreover the politi­
cal context makes any significant future lib­
eralization of preferences highly unlikely.

In sum, then the “reform” of trade achieved 
in practice will be simply the maintenance of 
at least the current degree of openness in 
world markets. By minimizing the chance of

7Bela Balassa, “The Changing International Division 
of Labor in M anufactured Goods” (Washington, D.C., 
m im eographed, 1979).

8W illiam R. C line, Imports and Consumer Prices: A
Survey Analysis (Washington, D.C., American Retail 
Federation , 1978).

trade wars, the new non-tariff-barrier codes 
and the tariff negotiations of the Tokyo Round 
should help achieve this “reform”.

D eb t relief. At the end of 1976 the external 
public debt of the developing countries 
amounted to US$ 160 billion.9 In the initial 
stages of the NIEO discussions, some Third 
World spokesmen advocated generalized debt 
relief as a means of increasing international 
equity. It is widely accepted by now, however, 
that generalized debt relief would be counter­
productive for middle-income countries, be­
cause it would jeopardize their credit ratings 
and dry up capital inflows. At the same time, 
public concern about the danger of a rash of 
debt defaults, with a consequent collapse in 
industrial country financial centres, has grad­
ually subsided, as it has become evident that 
after adjustment for inflation and in view of 
higher export earnings, the LDC debt problem 
is not much worse today than in the early 1970s 
(before the massive borrowings of 1974-1975).

Two issues remain. The first is the danger 
of debt servicing problems (such as those 
which have recently arisen in Zaire, Peru and 
Turkey). The second is the possibility of debt 
cancellation for poorer countries, as a means 
of aid. International negotiations have 
achieved a modest breakthrough on “retro­
active terms adjustment” for poor LDCs, and 
less successful attempts have been made at 
defining “features” of debt profiles warranting 
rescheduling by middle-income countries. 
For world income distribution, the cancel­
lation of debts owed by poor countries to donor 
governments represents a somewhat promising 
instrument. Approximately US$ 2.4 billion 
annually could be transferred to poor coun­
tries in this way if donors did not make cor­
responding cuts in new aid. (The agreements 
so far fall far short of this potential, because 
they are limited to a minor list of “least de­
veloped” countries.) In general, the potential 
for world income equalization through debt 
relief is comparable to that of a modest rise in 
global aid flows. Refinancing facilities for 
middle-income countries in trouble under 
specific “features” would have little impact 
on world income distribution, because new

9World Bank, Annual Report 1978.
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loans would most likely be at market-related 
interest rates, the supply of concessional funds 
being limited.

Some analysts emphasize the danger that 
high LDC indebtedness will spell stagnation 
over the next few years, as LDCs (usually 
middle-income) reduce growth in order to 
keep debt manageable.10 However, slower 
future growth represents the price paid for 
faster growth during the world recession in 
1974 and 1975. From 1973 to 1975, when 
OECD growth fell from 5.9% to —0.9%, non- 
oil-LDC growth fell only from 7.3% to 4.1%. 
The decline might have been much greater 
without heavy borrowing to finance current 
account deficits.11 With a high time discount 
rate, higher earlier growth was probably a 
correct strategy, but it should come as no 
surprise that the implication was lower sub­
sequent growth. Until growth at the centre 
reaccelerates, the production possibility 
frontier of the LDCs will remain on a lower 
time path than before, and attempts to achieve 
more rapid growth (or maintain earlier rapid 
growth rates) will cause worsening external 
imbalance. The problem will only be resolved 
by reacceleration at the centre, or failing that, 
a turn a new strategy of growth that is less 
dependent on external factors (if such an 
alternative exists).

The international m onetary system . A 
decade ago there was considerable hope that 
monetary reform could be meshed with aid 
to developing countries (the SDR/aid “link”). 
Triffin and others12 have accused the present 
exchange-reserve system of being discrimi­
natory against LDCs because their currencies 
are not used as reserve currencies and they do 
not enjoy seigniorage. In principle, therefore, 
monetary reform might help to equalize the 
distribution of income among countries.

The prospects for significant aid flows 
through the linkage of SDRs to development 
assistance are poor. Relatively small amounts 
of SDRs are likely to be created over the next 
few years. If a “link” were created, it would

10A lbert Fishlow, “D ebt Remains a Problem ’’, Foreign 
Policy, 30 (Spring 1978).

UJ. H olsen and J. W aelbroeck, “The Less Developed
C ountries and the International Monetary Mechanism”,
American Economic Review, May 1976.

have to be focused solely on the poorest coun­
tries in order to be most effective for redis­
tributive purposes, yet LDC politics (as shown 
by the LDC proposals in the Committee of 
Twenty) would probably lead to allocation 
based on IMF quotas, which favour middle- 
income LDCs.

As for the premise that the reserve centres 
benefit from the current system, the extreme 
reluctance of Germany and Japan to allow 
others to hold their currencies as reserves 
suggests that by the time all factors (including 
payment of interest) are taken into account, 
the reserve centre's real seigniorage is nega­
tive.

Flexibility versus fixity of exchange rates 
among industrial countries is another monetary 
reform issue affecting LDCs. There is growing 
recognition among LDCs that fixed exchange 
rates among industrial countries are not feasi­
ble and can lead to greater restrictions on trade 
and capital flows than a régime of flexible rates. 
Here there are few implications for world 
income distribution, however: whichever sys­
tem is better for the industrial economies 
will almost certainly also be better for LDC’s 
because of derived benefits from faster growth 
at the centre.

Technology transfer. Although hypotheti­
cally lower-cost transfer of technology would 
work towards redistribution of income from 
the North to the South, extreme “reforms” 
such as the undermining of patent rights within 
the industrial countries would dry up the flow 
of new inventions and reduce total real income. 
There is, ..however, considerable scope for 
increased LDC bargaining in the “bilateral 
monopoly” situation of TNCs versus LDCs. 
Andean Pact restrictions on royalty payments, 
and requirements of local content and owner­
ship, are examples, and some analysts contend 
that it is now generally the LDCs that have 
obtained the upper hand in bargaining (partly 
because of the “obsolescing bargain” whereby 
host bargaining power increases once the 
investment in sunk).13

12In Jan T inbergen et al, RIO: Reshaping the Inter­
national Order. A Report to the Club o f Rome (New York, 
E.P. D utton, 1976).

13 See C. Fred Bergsten, Thomas Horst, and Theodore 
H. Moran, American Multinationals and American
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IV 

NIEO proposals: Summary

A recent Overseas Development Council 
study14 contains quantitative estimates of the 
economic benefits and costs of several NIEO 
proposals. Table 2 summarizes these estimates. 
Achievement o fthe  0.7% of GNP aid target is 
the reform that would go the farthest towards 
reducing international inequality. Not only 
would this reform generate a larger net flow of 
benefits to LDCs, but also (a) the benefits 
would be focused on the poorest LDCs and
(b) the cost would be borne by the industrial 
countries. Debt cancellation would be similar 
in effect but more modest in scope.

Commodity price stabilization, grain re­
serves, and trade liberalization represent a 
second kind of reform, that benefits both 
industrial countries and LDCs (mainly middle- 
income LDCs). These reforms would have a 
considerable effect on world economic growth 
(especially considering that the table's esti­
mates are understated for commodity stabiliza­
tion benefits to LDCs), although they would 
probably leave world income distribution un­
changed.

A third category of reform is the new 
automatic aid mechanism, ranging from the 
SDR aid link and IMF gold sales to ocean 
resource revenues. Because ofthe acceptance 
of the 200 mile economic limit, most of the 
potential aid from ocean resources has already 
been given away. One of the more intriguing 
proposals for automatic aid is the restitution of 
tariffs collected to exporting LDCs, which 
would generate an estimated US$ 7 billion 
annually. Although these funds would go 
mainly to middle-income LDCs, they would 
contribute to world equity.

Reviewing the whole range of reforms 
listed in table 2, however, and considering the

In terests  (Washington, D.C., The Brookings Institution,
1978),

14William R. Cline, Policy Alternatives fo r  a New  
In ternational Economic O rder (New York, Praeger 
Publishers, 1979).

political implausibility of many of them, it is 
clear that the programme of NIEO reforms 
cannot be expected to make a major impact in 
equalizing the world distribution of income. 
Even under the extremely optimistic assump­
tion of implementation of the whole set of 
NIEO reforms, the net benefit to LDCs would 
be only about US$ 30 billion annually, and 
even if most of this benefit were focused on 
the world’s poorest 40%, the resulting increase 
in their real income would be only about 10%.

Accelerated development within the 
LDCs holds much more potential for world 
equity than does a programme of redistribution 
through NIEO reforms, Forthe world’s poorest 
40%, an acceleration of 1% per annum in LDC 
growth rates would give the same result after 
one decade as if the entire agenda of politically 
difficult NIEO reforms were implemented. 
The growth-based gains would be more per­
manent, because they would not rely on 
transfers from rich countries, and if internal 
LDC income redistribution policies were 
followed as well, the time span would be 
shorter than a decade, while the potential 
benefits for the poor could far exceed anything 
possible from international redistribution 
under even highly optimistic political assump­
tions.

In summary, NIEO reforms can increase 
world efficiency (commodity price stabiliza­
tion, trade reform) and secure a modest im­
provement in world equity (aid target, debt 
relief, automatic aid mechanisms). However, 
the scope for world income equalization 
through NIEO reforms is small, especially if 
one is not optimistic about large increases in 
aid flows. Accordingly, the key to an improved 
world distribution of income lies in accelerated 
LDC growth and income redistribution within 
them.

International economic management

Although not on the NIEO agenda, prudent 
management of the international economy is
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T able  2

E ST IM A T E S  O F  E C O N O M IC  B E N E F IT S  AND CO STS R E S U LT IN G  FROM
ALTER NA TIVE P O L IC IE S

P o te n tia l po licy

A nnual benefits  to 
d e v e lo p in g  coun trie s4

A m ount C ountry  
(b illions of US$) incom e level

A nnual benefits  or 
costs to industria l 

coun trie s4 
(billions o f  US$) C om m ents a n d  qualifications

Commodity price 
stabilization 
(Common Fund)

0.6 or more middle 4.6 benefit Assumes price stabilization, not 
price raising. Developing country 
benefit figure is for static gains. 
Omits benefits from increased cer­
tainty in planning and from stimulus 
to investment. Figure for industrial 
countries refers to macroeconomic 
stabilization benefits.

Grain reserves 0.04 or food 
more importers

0.09 or more 
benefit

Estimates for both developing and 
industrial countries are understated 
by exclusion of benefits from in­
creased certainty and macroeco­
nomic stabilization. (Industrial 
country figure includes centrally 
planned economies.)

Debt refinancing 
facilities

n.a. middle n.a.
n.a.

Benefits would include increased 
certainty in financial markets and 
smoother adjustment to payments 
problems in developing countries. 
Quantification difficult.

Cancellation of debts 
o f poor developing 
countries

2,4 or low  
less

2.4 or less 
cost

Transfer to developing countries 
depends on extent to which aid 
through debt relief would be offset 
by reductions in direct aid. Such 
reductions would lower both bene­
fits to developing countries and 
cost to donors.

Trade liberalization 
60% cut in: 
tariffs

agricultural 
non-tariff P 
barriers I

textile L 
protection j

2.2 middle 

0.4 middle

1.6 middle

8.5 benefit 

2.0 benefit

0.9

Figures for developing countries 
refer to increase in annual exports: 
economic benefits would be lower, 
given resource costs of producing 
exports. Figures for industrial coun­
tries refer to liberalization of im­
ports from all sources; figures for 
tariffs refer to both static and dy­
namic benefits; figures for agricul­
tural non-tariff barriers and textiles 
refer to static benefits only, 1974 
data base.
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Table 2 (cont. 1)

A nnual b en efits  to 
d ev e lo p in g  co u n trie s8 A nnual benefits  or

P o te n tia l po licy  -------------------------------------------------------  costs to in d u stria l C om m ents a n d  qualifica tions
A m oun t C oun try  c oun trie s8

(b illions o f  US$) incom e leve l (b illions o f U S |)

Aid target 
0,7% of GNP

0.5% of GNP
Real benefits to developing coun­
tries somewhat below nominal fig­
ures because of non-grant aid and 
aid tying. Real costs to donors below  
nominal figures to extent that un­
employed resources exist that 
would not be mobilized by in­
creased domestic spending pro­
grammes in the absence of in­
creased aid expenditures. Long- 
run donor costs also may be much 
lower because of stimulus to world 
economic growth, and thus growth 
of donor countries, through effects 
such as increased supply of raw 
materials from developing coun­
tries and improved developing 
country markets for donor exports.

The 0.5% target is more realistic 
15,3 or less low 0-15.3 cost than the 0.7% target, but either of

them would require major revival 
7 or less low 0-7 cost of political will in support of aid.

Automatic aid 
mechanisms 

SDR “link”

0 to 4 uncertain 0-4 cost

Ocean resources 

Tariff repayment

5 or less 

7

uncertain

middle

5 or less cost 

7 cost

Tax on brain drain 

Sale of IMF gold

0.5

1

all

low

0-0.5 

1 cost

Measure has little prospect in the 
near term (see chapter 5 of Cline, 
Policy Alternatives..., op. cit.). If 
applied, a large share of benefits 
would accrue to middle-income 
developing countries under a for­
mula based on IMF quotas, al­
though distribution could be altered 
to favour low-income countries. 
Cost to industrial countries based 
on premise that net use of SDRs 
represents a claim on existing re­
sources, not on the creation of new  
world resources.

See chapter 5.

Estimate of current tariff collections 
by industrial countries on imports 
from the developing countries. Re­
payments would accrue to devel­
oping country exporters, mainly 
middle-income countries.

See chapter 5.

See chapter 5,
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Table 2 (conclusion)

A nnual b en efits  to 
d e v e lo p in g  coun trie s8 A nnual benefits  or

P o te n tia l p o licy  ------------------------------------------------------- costs to  industria l C om m ents a n d  qualifica tions
A m ount C o u n try  coun trie s8

(b illions  o fU S $ ) incom e leve l (b illions o f US$)

Liberalized
migration

very large all large internal Measure highly unliked politically,
redistribution Would benefit both developing

countries and industrial countries 
in aggregate, but would cause re­
distribution of income from workers 
to owners of capital in industrial 
countries.

Increased 
competition in 
product markets

all Orders of magnitude unclear. The 
usual presumption is that devel­
oping countries would benefit and 
transnational firms from industrial 
countries would suffer from re­
duced monopoly power in inter­
national trade, but even this direc­
tion of change is uncertain.

Source: William R, Cline, Policy Alternatives..., op. cit. 
a1976 base.

ultimately the most likely source of success or 
failure in reducing world poverty. Since 1974, 
growth at the centre has been low, and growth 
rates on the periphery have been faltering as a 
result; similarly, the high inflation at the centre 
has resulted in “imported inflation” at the 
periphery. The energy shocks to the world 
economy have resurfaced in 1979 after re­
ceding temporarily, and traditional macroeco­
nomic policies at the centre have failed to 
resolve the problem of stagflation.

The international economic outlook for the 
medium term is not bright: it is very far from the

buoyant environment of most of the post-war 
period. In this context, the question of whether 
the industrial countries can break out of their 
stagflation impasse and resume high growth 
rates will probably have a much more profound 
influence on the economic prospects for the 
poor in LDCs than will the specific outcome of 
the NIEO negotiations. Similarly, the inven­
tiveness of the LDCs’ policy response to the 
more hostile international economic environ­
ment will play a crucial role regarding the 
prospects of the world's poor.



Interpretative Summary 
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I

The New Latin America*

Latin America stands at the treshold of the 
1980s as the most highly industrialized region 
in the Third World. Because of concern in 
industrial countries over the increasing com­
petitive capacity oí some developing countries 
in the production and export of manufactures, 
Latin America's essential thrust is often per­
ceived by those outside the region as based on 
its new industrial capability. Thirty-five years 
ol deliberately encouraged industrialization 
have brought Latin America to a point where it 
can be viewed as a newly industrializing region 
on the verge of participating in a major way in 
world trade in manufactures. Import substitu­
tion industrialization, fostered by internal 
protectionist policies for twenty-five years, led 
in the 1970s to singnificant expansion in manu­
factured exports and to freer trade policies. 
Export-led growth policies met with consid­
erable success in the late 1960s and early 
1970s. Hence, one view of the “new" Latin 
America sees its world role essentially as that 
of an industrial region, similar to several 
emerging Asian countries, whose principal 
relationship with the industrial countries in the 
1980s will be based on manufactured exports. 
The Conference discussion questioned this 
view of Latin America’s essential thrust and 
the central role of industrial exports in its 
international economic relations in the 1980s.

Another significant dimension of Latin 
America’s current profile is the degree to which

^Assistant Director, Concilium on International Studies, 
Yale University.
*1 would like to thank Joseph Grunwald, Norberto Gonzá­
lez, Nathaniel Left, Abraham Lowenthal, Carlos Massad, 
David Pollock and Luciano Tomassini tor helpful com­
ments on an earlier draft and Pedro Malan for spirited 
conservation at the initial drafting stage. However, I 
naturally assume sole responsibility for this article.

it has become integrated into the world econo­
my not only through its trade patterns but also 
through expanded investment, capital flows 
and international debt. Increased diversifica­
tion of the region’s economic structure has led 
to a new kind of relationship with the world 
economy. Countries in Latin America have 
moved from dependence on a few primary 
products or agricultural commodities to a more 
macroeconomic interdependence that is more 
complex and interlaced with the world eco­
nomic system. The combination of increased 
industrialization, the rise of the multinational 
corporation as a major presence in the region 
and the recycling of the OPEC surplus to Latin 
America in the form of increased debt have 
brought this region to a degree of integration 
into the world economy which is higher than 
in the past and also higher than that of other 
developing regions. This new macroeconomic 
interdependence poses problems as well as 
potentialities, but it is an important feature of 
the Latin America of today. This aspect of the 
new Latin America shows what a stake this 
region has in the fate of the world economy, the 
economic recovery of the industrial countries, 
and world economic reforms.

These two dimensions of Latin America’s 
new world profile —industrialization and 
integration into the world economy— empha­
size its distinctness from other Third World 
regions. They lead to still another set of 
questions regarding its relations with other 
regions of the South, its participation in the 
North-South dialogue, and the importance, to 
Latin America of the New International Eco­
nomic Order (NIEO) and of the international 
institutional system.

These issues and questions, as well as 
others, received considerable attention at the 
Conference and are discussed in the following 
sections.
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II

Latin America and the world economy

The long-run historical trend of Latin Ameri­
can industrialization and increasing integra­
tion with the world economy since the Second 
World War, along with the more recent changes 
in the world economy in the wake of the initial 
oil “shock” in 1973, have now combined to 
create unprecedented external pressures on 
the region’s future and have elevated the 
importance of its relationship to the world 
economy to the top of the Latin American 
economic agenda. Whereas there is deep 
concern for internal development and eco­
nomic conditions, there is an increasingly 
widely held perception that the global eco­
nomic environment and its future evolution are 
now critical to Latin America’s short-run eco­
nomic management. The balance of payments 
of individual countries and for the region as a 
whole are already crucial to immediate sur­
vival, in contrast to the emphasis in earlier 
decades on the external accounts as critical to 
savings and development in the long run. 
Financing current imports, servicing foreign 
debt, and sustaining economic growth in the 
short run are urgent economic policy priorities 
which tend to supersede longer-run perspec­
tives.

Given the importance of Latin America’s 
external relations, there must be a global 
analysis of the different international economic 
elements which define the external context. 
International finance, export of manufactures, 
commodity trade, monetary issues' and the 
flow of technology are interrelated in their 
impact on the region. It is difficult, if not 
impossible, to treat these different elements in 
isolation due to the immediacy of the external 
constraints which impose the overriding 
criteria of the balance of payments in the 
aggregate as the ultimate benchmark. The 
circumstances of each country vary signifi­
cantly, and the manner in which each will 
ultimately cope with the current international 
pressure will depend on the particular con­

fluence of internal and external variables. 
Nevertheless, the fundamental nature of the 
international economic problem facing Latin 
America can best be seen by considering the 
region as a whole in a global context.

For Latin America, as well as for the world, 
energy is the most significant single “swing” 
variable, both in an internal and an external 
sense. Every non-oil-producing country in the 
region is examining alternative energy sources 
and re-examining economic policies in the 
light of the ever-rising price of oil. Brazil, 
because of its size and because it imports 80% 
of its oil, is perhaps the most dramatic example 
of the problem faced by the region as whole. 
Hence, it can be expected that Latin America 
will want to focus on energy issues in future 
international economic discussions.

Because of Latin America’s high degree of 
integration into the world economy and be­
cause of the linkage of the various elements of 
the international economy to each other and 
the immediacy of their impact, the region has a 
vital stake in the economic recovery of the more 
industrialized countries. The economic growth 
of the OECD countries has a major effect on the 
rate of growth of world trade, which in turn 
makes a substantial difference in the potential 
rate of growth of Latin America. However, 
because this region and the rest of the Third 
World are important importers of OECD 
products, their growth has an equally important 
impact on the prospects for recovery of the 
industrialized countries. Hence, there is a 
strong sense of mutuality of interest, and both 
industrialized and developing countries have 
a stake in the economic recovery of each other. 
The hope is that this mutuality of interest can 
be translated into action and enhanced interna­
tional co-operation that can be held up as proof 
of benefit to those who insist that “what’s in it 
for us” should be the criterion for judging 
international policies.

The immediacy of Latin America’s exter-
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nal economic situation is defined by the con­
fluence of recent patterns and developments 
in international finance, world trade and the 
international monetary system.

A. International Finance and 
Debt

The high degree of Latin American indebted­
ness to the rest of the world is one of the key 
constraints in the current situation. It is useful 
to see the current circumstances against a 
background of three periods over the last 
decade.1 The first period, from 1970 to 1973, is 
one in which Latin America had increased 
access to international capital markets due to 
its high growth and export prospects. The debts 
thus contracted in turn helped finance growth 
and the accumulation of reserves, further 
strenghthening the region's economic position. 
This period can be seen, then, as one of debt- 
led growth.

After the initial rise in oil prices in late 
1973, Latin America was able to continue to 
finance moderately high economic growth 
during 1974 and 1975 through increased in­
ternational debt, which led to extremely high 
current account deficits. The increased debt 
was used in this period to finance accommoda­
tion to the oil price rise rather than suffer 
restraints on imports and growth in the short 
run. These were essentially postponed until 
the subsequent stage in the process from 1976 
to the present, when current account balances 
decreased relative to the earlier period but 
growth rates also declined, imports levelled off 
and investment fell. Foreign borrowing con­
tinued and was partly used for the further 
accumulation of reserves to provide the credit­
worthiness to sustain more borrowing. Hence, 
“for many ofthe countries of Latin America, the 
debt cycle threatens to come full circle in little 
more than a decade —from a process of debt- 
led growth to one of potentially debt-con­
strained growth” (Fishlow).

This process occurred in the region as a 
reflection of shifts in the world economic 
situation. In the first three years after the initial

A lbert Fishlow, “A New Latin America in a New 
International Capital Market”, herein.

oil price rise (1974-1976), the developing coun­
tries in general and Latin America in particular 
ran current account deficits to offset the mas­
sive surplus on current account accumulated 
by the OPEC countries, while the industrial 
countries, especially Germany and Japan, 
continued to run current account surpluses. In 
the following two years (1977-1978), the 
United States ran current account déficits as 
inflation and depreciation of the dollar had 
their impact on its external accounts, and the 
United States deficit joined with that of the 
developing countries in helping to offset the 
continuing OPEC surplus, as international 
concern grew regarding the debt burden of the 
poorer countries.

Now, as the United States position begins 
to improve and the price of oil continues to 
increase, the question becomes: what coun­
tries are going to be able to run deficits on 
current account to offset the OPEC surplus, 
and how are these going to be financed? This 
global management question is a pressing issue 
for Latin America. This region’s oil and capital 
goods import needs continue to grow even as a 
higher proportion of export proceeds are 
needed to service the already high external 
debt. If Latin America is perceived to reach 
what might be construed as a debt limit, severe 
restraints would be placed on the region's 
immediate growth and longer-run develop­
ment prospects. Hence, it has a vital stake in 
the successful management of global debt 
financing and in the securing of growing export 
markets to continue to finance the debt during 
the next stage ofthe global adjustment process.

The pattern of international financial ad­
justm ent in the 1970s and the kinds of econom­
ic policies adopted in Latin America in recent 
years have left the region with huge debts and 
these must be serviced in the 1980s at the same 
time that the real internal adjustment to higher 
real energy costs must be made not only in 
terms of higher internal energy prices but also 
oflarge investments in new sources of energy. 
The cost of this internal adjustment, which has 
been postponed by the availability of foreign 
credit (in some instances pushed on devel­
oping countries by foreign creditors), will 
almost certainly entail higher inflation, lower 
internal growth, or both.
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The debt issue is not a problem which can 
be viewed in isolation. In this instance, it also 
becomes an investment issue. Savings in Latin 
America must increase even as consumption 
patterns realign themselves to higher internal 
energy costs, and these increased savings must 
go into new investment rather than being 
allowed to be used to pay off the external debt. 
Added investment is needed in order to assure 
future growth and to achieve less dependence 
on external sources of energy.

Without adequate financing of'Latin Ame­
rica’s high debt service payments, it will not be 
possible to increase investment for longer-run 
economic growth because the short-run finan­
cing needs are so great. Exports to the indus­
trial countries are the most important means of 
assuring adequate debt financing capacity, and 
the region therefore has a fundamental stake in 
the growth of world trade and the openness of 
industrial markets for its exports. Looking 
beyond trade, there is a need to increase the 
availability of longer-term financing in order to 
attenuate high debt payments and to finance 
’longer-run investment projects. Both longer 
maturities for lending by private banks at 
commercial rates and more development 
financing by the international financial institu­
tions, such as the World Bank and the Inter- 
American Development Bank, at near com­
mercial interest rates with long maturities, are 
required to meet the needs of the 1980s.

Increased international debt financing 
seems an absolutely critical need as Latin 
America looks to the future. Further import 
substitution could be part of a strategy for 
coping with external pressures, but it could 
not be the sole basis of such a strategy as there 
are limits to the reduction of imports. Curi­
ously, the accumulation of reserves in earlier 
years has a perverse effect now, because to 
draw down on reserves to finance current 
imports under balance-of-payments pressure 
would be seen as a sign of weakness and 
restrain the flow of additional credit. Hence, 
the flow of new long-term resources becomes 
critical even though international reserves in 
Latin America are currently at high levels. It is 
equally important, however, that debt should 
not continue to be used to postpone internal 
adjustment. Rather it should be used to keep

the economy going and investment increasing 
while internal income and consumption pat­
terns change.

Ultimately, though, the debt problem 
becomes a trade problem. Without increased 
export growth, foreign exchange will not be 
generated to pay off the past external debt or 
attract new financing. World trade prospects 
and policies will not only have a heavy impact 
on how Latin America manages its external 
debt but will also have a critical effect upon its 
overall economic outlook.

B. Trade

Protectionism in the industrialized coun­
tries is now a matter of urgent concern to the 
Third World. With the OECD economies also 
suffering from the external pressures of the oil 
crisis, there is a generalized feeling that latent, 
and sometimes manifest, protectionism is on 
the rise. Now that Latin American and other 
developing nations have gained sufficient 
industrial capacity to export manufactures on a 
significant scale, the focus of concern is on the 
trade barriers most affecting manufactured 
exports. Non-tariff barriers are seen as the most 
important limitation now affecting exports of 
manufactures from the developing world.2

Although protectionism in Europe and the 
United States is a reality and often takes 
specific forms which can be highly harmful to 
LDC trade prospects, there is reason to suggest 
that perhaps too much emphasis is being given 
to Latin America’s role as an exporter of 
industrial goods. There are distinct differences 
between the Latin American economies and 
the newly industrializing countries (NICs) of 
Asia in their degree of industrialization and the 
role of manufactures in their exports. Thus, for 
example, in 1975, 97% of Hong Kong’s exports 
were manufactures, as were 82% of those of 
Korea, whereas for Brazil and Mexico the 
percentages were 27 and 52% respectively.3 
The export of manufactures to industrial mar­
kets is clearly of great importance to Latin

2Peciro I. Mendive, “The Export of Manufactures”, 
herein.

3World Bank, W orld D evelopm ent Report 1978, tables
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America, but the region’s export trade is more 
diversified than this, and its agricultural, mi­
neral and raw material exports together are 
proportionately more import to it than manu­
factured exports. The idea that past industrial­
ization should necessarily culminate in a 
growth strategy led by the export of manufac­
tures had some currency ten year ago, but this is 
not now seen as a full picture of Latin America’s 
future. Hence, the region’s current concern 
over protectionism in the developed world is 
not limited to non-tariff barriers and other 
restrictions on trade in industrial goods, but is 
focussed also on import quotas, tariffs and more 
general economic policies affecting world 
trade.

The greatest restraint on the growth of 
world trade is the global economic slowdown 
caused by increasing inflation and continuing 
oil price rises. Slower economic growth in the 
O ECD  countries and a lower growth in world 
trade have more restrictive effects on exports 
from the developing world than the direct 
actions of protectionism which may spring from 
the same source. Because of the size of the 
more advanced economies, small changes in 
rates of growth in their imports generate much 
larger export growth rates in the smaller eco­
nomies of the developing world. One potential 
avenue for more fully exploiting this difference 
in size would be to shift the country allocation 
of import quotas gradually from developed to 
developing country exporters. Since develop­
ing countries are relatively smaller in GNP, a 
small percentage shift in import quotas by the 
larger developed countries would translate 
into significant percentage increases in LDC 
exports.

There is more that the developing world 
can do to improve its own trade prospects. 
Increased trade among developing countries, 
along with enhanced integration and regional 
import substitution, has some potential, and

6 and 7. Also, trade among industrial countries in manufac­
tures is very much greater than the total exports of such 
goods from LDCs. See Pedro Malan, “The Latin American 
Countries and the New International Economic Order”, 
herein.

greater exploitation of the principle of reci­
procity could be achieved by making trade 
concessions and seeking further liberalization 
from OECD countries in return, although the 
Conference felt that these actions were second- 
best solutions compared with a more libera­
lized global trading environment.

If protectionism increases and the Third 
World feels that it has exhausted its own policy 
possibilities and patience, retaliation by de­
veloping nations might well become a distinct 
option. These countries can restrict foreign 
investment opportunities, access to their raw 
materials, and export penetration into their 
internal markets. This would be political action 
with definite economic costs for the retaliating 
countries. Retaliation against protectionist 
actions is already contemplated within the 
multilateral framework of the GATT, which 
helps both to regulate and to legitimate retalia­
tion actions. While multilateral agreements are 
useful mechanisms for channelling such ac­
tions, however, the best restraint against 
retaliation is avoidance of the need for protec­
tionist measures.

Increased consultation among Third 
World countries producing the same commodi­
ties would be helpful in developing counter­
vailing power in cases of protectinist actions by 
industrial countries, and might be particularly 
helpful in shoes and textiles. Resistance to 
protectionism cannot best be achieved by Latin 
America alone but should also include actions 
in conjunction w ith , other developing coun­
tries. Until now, there has been a lack of 
consultation and an absence of common strate­
gies among developing countries with similar 
interests.

The prevailing mood in Latin America in 
the face of rising protectionism in the industrial 
world seems to be one of resignation. It was 
felt that very little could be done in the face of 
this trend, since the scope of action of GATT, 
for example, is constrained by its juridical base 
and its mandate. What is needed is a broader 
framework which does not isolate trade but 
treats it within a global context, linked to 
finance and monetary matters. Given the 
intimate linkage between these different 
elements, the debt problem also is a monetary 
problem.
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C. The monetary system

The difficulties and disjunctures in the interna­
tional monetary system antedate the energy 
crisis. The end of the Bretton Woods phase in 
international monetary management came in 
1971 when the dollar ceased to be pegged to 
gold. Since that time, the international mone­
tary system has operated on an ad hoc basis, 
w ith floating, semi-floating, and pegged ex­
change rates replacing the generally uniform 
fixed exchange rate system of the Bretton 
Woods era. The oil crisis is taking place within 
a less regulated international monetary system 
and has made the system still less subject to 
overall management. In fact, it can be said that 
“the present international monetary system is a 
‘non-system’ in which the traditional problems 
of confidence in a stable reserve currency, of 
adjustment to asymmetries in the balance-of- 
payments positions among major trading coun­
tries, and of control of the expansion of interna­
tional liquidity remain unresolved”.4

In the current circumstances, Carlos 
Massad concludes that floating and pegged 
exchange rates have not solved the adjustment 
problem nor have they insulated countries 
from external shocks. Pegging simply transmits 
inflationary shocks from the issuing country to 
the pegging country. Floating can help achieve 
equilibrium  in the balance of payments as a 
whole but not in the current account. Massad 
concludes tartly, “floating is no substitute for 
responsible domestic policies”,5

Reasonable rates of liquidity creation and 
greater co-ordination of domestic policies 
among the industrial countries would dampen 
fluctuations in exchange rates and facilitate the 
adjustment process instead of exacerbating and 
extending the inflationary process. However, 
such policy co-ordination is difficult to achieve.

Under the current scheme, reserve cur­
rency countries do not have incentives to adjust 
whereas non-reserve currency countries have 
IM F incentives to do so. Massad proposes that 
reserve currency countries should undertake

4 Malan, op. cit,
5Carlos Massad, “Latin America and the International

Monetary System: Some Comments and Suggestions”, 
herein.

to settle their international obligations through 
asset settlement. In this way, they would have 
to pay international obligations through the 
transfer of assets rather than by increasing their 
liabilities abroad. As these assets are run down, 
incentives to undertake adjustment policies 
would come into play.

Secondly, an SDR substitution account 
could be created in the IMF in which industrial 
countries would make reserve currency de­
posits in exchange for SDRs as a means of short­
term debt consolidation on the part of mone­
tary authorities in issuing countries. The SDRs 
that would result from this exchange could be 
used for long-term lending to developing coun­
tries, thus making this account a “substitution 
link”.6

Thirdly, a debt refinancing facility could 
be established as a joint enterprise of the World 
Bank and the IMF. This would be available to 
developing countries on a voluntary basis and 
operate in a manner similar to the IMF Oil 
Facility.

These proposals would help facilitate the 
international adjustment process and the 
workings of the international monetary system, 
and in so doing, they might ease protectionist 
pressures in industrial countries, thereby 
making it possible for developing countries to 
incur additional indebtedness in order to aid 
their development. The goal of Latin America 
is not to achieve equilibrium in its current 
accounts but to finance the deficits on current 
account through surpluses in the capital ac­
count by increased foreign borrowing. Hence, 
Latin American debt must continue to grow, 
and for it to grow there must be adequate 
international liquidity and sufficient interna­
tional finance on a longer-term basis. Without 
these, trade growth will decline, lowering 
world economic growth rates as a result.

Hence, the world economy finds itself at 
this moment in a closed circle with no exit. 
Debt, trade, the monetary system and develop­
m ent are all inextricably linked to each other, 
and since every element in the system is under 
extreme pressure, they interact to form the 
present crisis in the world economy, in which

6Massad, op. cit.
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Latin America now has such an important economy, the recovery of the industrial coun­
stake. All this heightens Latin America’s fun- tries, and the international dimensions of its 
damental concern over the fate of the world own problems.

Ill

The New International Economic Order

While increased growth in the industrial coun­
tries and more dynamism in the existing in­
ternational economic system have now gained 
a new urgency and immediacy for the devel­
oping countries, there is also a need to reform 
the world economic system in ways specifically 
designed to improve living standards in the 
Third World.

Much effort has been expended in recent 
years in formulating and trying to implement 
proposals for international economic reform 
which would lessen the gap between rich and 
poor nations. The demand for a New Interna­
tional Economic Order (NIEO) in which de­
veloping countries would benefit more equi­
tably from the workings of the world economy 
led to discussions in various forums on specific 
proposals. At the beginning, the NIEO pro­
posals and the North-South dialogue it gen­
erated held out great promise for a more 
equitable world order, and progress has indeed 
been made in several areas, while the dialogue 
itself has provided a means of exploring the 
feasibility of a variety of options.

Nevertheless, as one prominent Latin 
American stated at the outset of the present 
Conference. “The world has been losing faith 
and enthusiasm for the New International 
Economic Order”. He went on to say that at the 
Manila meeting of UNCTAD earlier this year, 
there was “stagnation in the course of negotia­
tions, confrontation in rhetoric, fatigue, .and a 
sense of indifference and irrelevance in the 
work”, all of which seemed to him “very 
serious in relation to the crisis the world is 
facing to accommodate expectations and build 
a new world order for humanity”.

An important focus of this Conference has 
been on the specific proposals of the NIEO, to

better understand where the North-South 
dialogue stands. Thus, William Cline exam­
ined each of the major NIEO reforms to assess 
their potential impact on the world distribution 
of income.7 This provided an overall assess­
ment of the NIEO based on an evaluation of the 
specific elements.

Cline calculated the impact on the share of 
world income received by the world’s poorest 
countries that would be caused by a quadru­
pling of prices for a dozen LDC commodity 
exports. The results showed only minor 
changes in the world distribution of income, 
partly because world trade in commodities is 
only a small proportion of world income and 
partly because the production of commodities 
is spread among both rich and poor countries, 
so that the benefits of price increases did not 
accrue solely to the latter. Similarly, although 
commodity stabilization is important for other 
reasons, it is not expected to have a major effect 
on the world distribution of income.

Increased concessional assistance would 
be the most direct and significant form of 
redistribution, but the likelihood of the OECD 
countries approaching the United Nations 
target of 0.7% of GNP is very small. Debt relief 
and an SDR link would be equally direct, 
though they would result in smaller real trans­
fers of resources than reaching the 0.7% GNP 
target. Again, however, the political feasibility 
of putting through these reforms is low. Simi­
larly, Cline found that while there would be 
benefits to LDCs, no major redistribution of 
world income would result from the recently

7William R. Cline, “International Economic Reform 
and Income Distribution”, herein.



120 CEPAL REVIEW No. 10 / April 1980

completed Tokyo Round of trade negotiations 
and from technology transfer schemes.

He concluded, “it is clear that the program­
me of NIEO reforms cannot be expected to 
make a major impact in equalizing the world 
distribution of income... Accelerated develop­
ment within the LDCs holds much more 
potential for world equity than does a pro­
gramme of redistribution through NIEO re­
forms. For the world’s poorest 40%, an acceler­
ation of 1% per annum in LDC growth rates 
would give the same result after one decade as 
if the entire agenda of politically difficult 
NIEO reforms were implemented... In this 
context, the question of whether the industrial 
countries can break out of their stagflation 
impasse and resume high growth rates will 
probably have a much more profound influ­
ence on the prospects for the poor in LDCs than 
will the specific, outcome of the NIEO negoti­
ations” .8

These analytical results are particularly 
useful when comparing different NIEO pro­
posals with one another. However, the criteri­
on of reducing the income gap between rich 
nations and poor is not as significant as that of 
reducing poverty within developing countries. 
The NIEO reforms are important in supporting 
efforts to reduce poverty, though the domestic 
economic policies of LDCs are the primary 
determinants. Furthermore, action on the 
N IEO reforms also has important effects on the 
international economic climate and on the 
perceived sense of fairness of the international 
system that go beyond the quantitative mag­
nitudes involved. The indirect effects of mar­
ginal improvements in trade and financial 
conditions should not be belittled. A good 
example of an NIEO reform which has these 
several benef icial effects is the Common Fund,

A. The common fu n d

As a result of the decisions taken on several 
issues at the March 1979 UNCTAD meeting, 
the Common Fund will become a reality, with 
US$ 400 million being generated for “first 
w indow” buffer stock operations and US$ 370

8Cline, op. cit.

million being put up for the “second window” 
supply expansion and diversification invest­
ments, both with the objective of stabilizing 
commodity prices.

In order to ascertain gross producer gains 
from participation in UNCTAD Commodity 
Programmes for six commodities (coffee, sugar, 
copper, cotton, cocoa, and tin),9 Jere Behrman 
calculated the benefits to Latin America over a 
13-year period (1963 to 1975). He found that the 
gains over this period for Latin America could 
have been about 16% of an average year’s 
export value. This is not only significant as 
regards the foreign exchange constraint on the 
region’s economic growth, but is also of impor­
tance in stabilizing its demand for exports from 
industrial countries.

Hence, there would be sufficient gains to 
both Latin America and to industrial countries 
to justify the costs of participating in the 
agreements under the Common Fund. But 
commodity agreements are not a panacea for 
the region’s problems. They must be seen 
rather as just one programme among the myriad 
of elements in the international system, valu­
able though they are in benefitting Latin 
America and the developing world as a whole 
while making a general contribution to stability 
in the world economy. There may be some 
disappointment in the size and scope of the 
Common Fund agreement as compared to the 
initial discussions, but this should be weighed 
against the fact that agreement has been 
reached after long and difficult negotiations. 
The Common Fund is the result of interna­
tional co-operation, which must always contain 
elements of compromise if agreement is to be 
reached. The institutional machinery needed 
to administer the Common F und could be more 
responsive to developing country problems, 
and this could provide an additional benefit. 
All in all, this Fund is an important step by the 
international community to relate trade and 
development together.

There is a need to ensure that investment 
in the expansion of the supply of commodities,

9Jere R. Behrman, “A New Latin America in a 
Changing World Economy: Exports of Non-Fuel Primary 
Products”, herein.
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which may take place largely in an unplanned 
fashion through the private sector, does not 
clash with efforts at price stabilization under 
the Common Fund. Thus, there may be a need 
to monitor supply and to foster more invest­
m ent where it is needed. The concern over the 
political risk in large foreign investments 
needs to be taken into account as well.

Basically, the Common Fund should work 
along with other programmes with similar 
objectives, such as the Compensatory Finan­
cing Facility ofthe IMF, rather than serve as a 
substitute for them or be displaced by them. 
The US$ 400 million initial assessment, while 
small in relation to the total problem, is the first 
rather than the last tranche, and can hence be 
increased with time.

B. Technology

Another area in North-South relations which 
has been characterized by both progress and 
limitations has been that of the international 
regulation o fthe transfer of technology. Tech­
nology is one of the few components of inter­
national trade that is not regulated by any 
multilateral agreement, and yet technological 
know-how is decisive in determining market 
shares and growth rates in the world economy 
today.

Progress has been made over the last 
decade in gaining a consensus as regards the 
conceptual understanding of the key role 
played by technology in development, the 
complexity of the transfer process, and the 
importance of the capacity within the devel­
oping countries to successfully utilize technol­
ogy,10 Nevertheless, it has not been possible to 
reach agreement on a Code of Conduct for the 
Transfer of Technology. Disagreement over 
the legal character of the proposed Code, its 
implementation machinery, and the practices

10Miguel S. Wionczek, ‘‘The Major Unresolved Issues
in the Negotiations on the UNCTAD Code of Conduct for 
the Transfer of Technology”, herein.

of technological transfer to be reformed still 
remain to be resolved.

Despite this, progress has been made in 
the last ten years in understanding the nature of 
science and technology issues and the process 
of technological transfer. Whereas it used to be 
assumed that science and technology, once in 
existence, would be automatically absorbed 
into the economic structure, it is now well 
understood that deliberate efforts have to be 
made to assure that gains in productivity are 
drawn from scientific and technological ad­
vance.

The most important objective is to gen­
erate the autonomous capacity within Latin 
American nations to manage technology.11 This 
requires not only national competence in 
science and technology but also a broader 
understanding in the academic community of 
the overall process of relating science and 
technology to national development. There has 
to be a clear perception of national needs and 
national interests, and all this must be more 
closely integrated into action in the political 
realm in the form of development policy. 
Furthermore, there is a need to generate 
domestic demand for locally supplied appro­
priate technology.

The generation of national capacity to deal 
with science and technology becomes all the 
more important against a background in which 
technological gaps within a country may be as 
large as or larger than technological gaps 
between countries. It would be exaggerating 
the potential benefits ofthe international trans­
fer of technology to claim that such transfers 
can solve Latin America's development pro­
blems. Nevertheless, progress in the transfer of 
technology, whether in the form of case-by- 
case arrangements affecting specific countries 
or in the form of a Code of Conduct for the 
world as a whole, represents a forward step that 
the international community should support.

11Jorge A. Sábato, “Technical Development in Latin 
America and the Caribbean”, herein.
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IV 

Latin America in the international institutional order

From the foregoing discussion, it seems clear 
that Latin America has a vital stake in the world 
economy and in the international institutional 
system at a variety of levels, and that the 
international order at these various levels 
would benefit from an active Latin American 
role.

Latin America’s vital stake in the overall 
evolution of the world economy in the short 
term —recovery in the industrialized coun­
tries, higher growth in world trade, an orderly 
evolution of the financial system to accommo­
date increased debt, a global approach to 
energy problems— points up the need for a 
global mechanism to co-ordinate trade, finance 
and development. The “globality” of the prob­
lems and issues themselves and their linkage to 
one another call for an international forum 
where these problems can be discussed and 
dealt with in a more integral fashion. The 
developing countries are sufficiently involved 
in these issues to make their inclusion in such a 
mechanism essential.

While there have been forces at work 
which have tended to make Latin America’s 
interest somewhat sui generis within the devel­
oping world, this region has an interest in 
working within the Group of 77 to retain 
coherence within the South and in supporting 
further progress on the North-South dialogue. 
Latin America has a leadership role to play 
within the South, and the fact that the North- 
South discussions and the institutional system 
that sustains them have come to a stalemate 
calls for greater efforts to rally the increasingly 
differentiated South together around a set of 
common international interests. As Enrique 
Iglesias put it in his concluding remarks, “the 
New International Economic Order is not just 
an aggregation of individual interests but 
something more” . Latin America has a stake in 
the progress of the international community 
and in asserting its identity of interest with the 
rest of the developing world. There is a mutual­
ity of interests within the South that is at least as

great as that between North and South. On 
the other hand, Latin America needs to give 
greater attention to a strategy for the region 
within the Group of 77. The South has suffered 
from lack of organization and strategy in inter­
national discussions. Hence, there is a need for 
more intensive South-South discussions in 
coming years to clarify common interests and 
generate coherent strategies.

To play a stronger leadership role within 
the South, Latin America will have to avoid a 
crisis of identity as the region becomes more 
differentiated, ranging from mini-States on the 
one hand to newly industrializing countries on 
the other. It is important to Latin America’s 
world role to retain unity and identity in the 
region, and special efforts will be required to 
integrate the smaller economies of the Carib­
bean into the regional economy and dis­
cussions.

There are dangers that rich and poor 
countries will ■ give too much attention to 
pressing short-run problems and lose a longer- 
run perspective. The North is preoccupied 
with the problem of stagflation, while the 
South is worried about the immediate balance- 
of-payments outlook, yet there are deeper 
problems of structure which may be over­
looked and hamper the resolution of the short- 
run problems themselves. Access to markets 
and the adequate availability and terms of 
international finance are critical to world eco­
nomic recovery and to external equilibrium. 
Latin America’s concern for long-run invest­
ment and development will have to be asserted 
in international discussions in order to ensure 
that sufficient priority is given to this issue.

In addition, there is a tendency in the 
North to assume that recovery in the industrial 
countries and reforms in the world economic 
system that will stimulate such recovery will 
automatically redound to the benefit of the 
Third World, so that these results alone will be 
sufficient. On the other hand, there is a tenden­
cy in the South to think that the North should
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reform the structure of the world economy so 
that it will benefit the South. Both perspectives 
are limited by the bounds of self-interest, and 
neither formulation is sufficient. The North- 
South dialogue is necessary as a means of 
seeking global reforms which give global be­
nefits, and adequate institutional machinery is 
needed in order to stimulate discussions and 
negotiations so that the common interests of the 
world community can be perceived and en­
hanced.

There will be a continuing need to em­
phasize the efforts required to reduce poverty 
within the Third World. World recovery 
creates conditions conducive to the improve­
m ent ofthe living standards of the world’s poor, 
but without specific action directed at reducing 
poverty at both the national and international 
levels, poverty will worsen. Proposals that 
might improve the distribution of income be­
tw een nations will not necessarily improve the 
distribution of income within poor countries. 
There is a tendency for the North to feel that 
support for development should be condi­
tioned upon internal distribution measures 
w ithin the South and a tendency in the South 
to see the North as having an obligation to 
provide assistance. Neither view is sufficient to 
articulate the stakes both have in the global

community and the responsibilities of each 
within it. In global discussions, Latin America 
will have to be particularly assertive in em­
phasizing concern for the poor within the 
region, since the world’s poorest people are 
more often perceived as being in Africa and 
Asia.

Finally, the political problems of bringing 
divergent perspectives and diverse nations 
together to discuss and decide on international 
measures to improve the world economic sys­
tem are exacerbated by the institutional ob­
solescence which hinders international dia­
logue. The institutional machinery is not res­
ponding sufficiently to global needs. There is 
frustration and fatigue, and it seems that reform 
of the international institutional system must 
be an integral part of future efforts to achieve 
reform in the international economic order.

Hence, the 1980s pose a myriad of simul­
taneous challenges for Latin America and the 
world at large. A renewed international effort 
will be required globally, within the South and 
within Latin America, if the current crisis in the 
world economy and the prevailing stalemate in 
the international institutional order are to be 
overcome and if progress is to be made in long- 
run development and the improvement ofthe 
human condition.
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The monetary and 
real effects of the 
financial opening up 
of national 
economies to the 
exterior
The case of Chile 1975-1978* 
Roberto Zahler**

The object of this article is to describe and analyse 
certain aspects of Chilean short-term macroeconom­
ic policy which have not been sufficiently investi­
gated, placing special emphasis on the financial 
measures applied from the end of 1973, and more 
specifically from the first quarter of 1975, when the 
so-called Economic Recovery Programme began.

The introduction to this paper is followed by a 
description of the initial situation with which the 
new macroeconomic policy had to deal. The second 
part analyses the problems facing the stabilization 
programme, as w ell as its characteristics and its 
achievem ents, recognizing from the outset that price 
stabilization was the priority objective of short-term 
macroeconomic policy in the period under study. In 
particular, a discussion is made of the links between  
the stabilization policy, on the one hand, and the 
external opening up, the evolution of demand for 
money, and movements in the exchange rate and in 
the interest rate, on the other.

The third part analyses the implications of an 
external opening up occurring at a different rate and 
in a different manner in the real sector as compared 
with the financial sector ofthe economy, and studies 
the relations between exchange, monetary and cred­
it policies in a process of this type, as well as some of 
the effects it had on investment, employment, 
resource allocation and the process of concentration 
o f wealth. F inally, the fourth part offers a summary of 
this study and its main conclusions, perhaps the 
most important and controversial of which is that the 
macroeconomic policy applied was not neutral nis-d- 
ois the sectors and groups which had to bear the cost 
o f the stabilization policy and the redistributive 
effects arising from the way in which the external 
financial opening up was brought into effect.

*An e a r lie r  version  o f  th is  p a p e r  (E /C EPA L /PR O Y .4/R .1) 
w as p re s e n te d  a t th e  S ix teen th  M ee tin g  o f  T echn ic ians o f 
C en tra l B anks o f th e  A m erican  C o n tin e n t, w hich  w as he ld  
in  San Jo sé , C osta  R ica, from  25  to  30 N o v em b er 1979.
* * E x p ert w ork ing  for th e  U N D P /C E P A L  Jo in t P ro ject on 
“ Im p lica tio n s  for L a tin  A m erica  o f  the  situa tion  o f th e  in ­
te rn a tio n a l m on e ta ry  an d  financ ia l sy stem ” (RLA/77/021).
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Introduction*

Several countries in the Southern Cone of 
Latin America have in recent years experi­
enced fairly similar economic and social cir­
cumstances, involving political and institu­
tional breaks with the past of varying degrees of 
abruptness, partly as a result of a very complex 
economic situation marked by inadequate eco­
nomic growth, a high rate of inflation, balance- 
of-payments difficulties, extensive price con­
trols, the existence of large black markets and a 
drop in output

In each case the new authorities attributed 
this situation to the development strategy 
based on industrialization through import 
substitution, and to the effect of the numerous 
‘distortions’ which affected the price system.

In these circumstances, in the light of this 
interpretation and in the context of a new 
political order, economic policies seeking 
‘normalization’ were introduced with the aim 
of laying the foundations of a different style of 
development, guided by a strategy very dif­
ferent from that followed over the past thirty 
years.

The new strategy emphasizes opening up 
to the exterior, the free functioning of markets 
and the stimulation of private initiative; it 
assigns a ‘subsidiary’ role to the State, and 
places emphasis on reducing the government 
deficit and public expenditure, controlling the 
means of payment, and ensuring price stability.

The principal features of the short-term 
economic policy have been an endeavour to 
reduce the existing macroeconomic imbal­
ances and the allocation of priority —in view of 
the initial situation— to control inflation and 
improvement of the balance of payments, as 
well as external creditworthiness.

The above describes more or less what 
happened in Argentina, starting in March 1976, 
in Chile, starting in September 1973 and in 
Uruguay, starting in September 1974,

*The author wishes to express appreciation for the com­
ments made by Félix Bacigalupo, Tomás Baliño, Andrés 
Bianchi, Robert D evlin, Gunther Held, Ricardo Ffrench- 
Davis, Carlos Massad and Andrés Sanfuentes, as well as 
those made atan internal CEPAL seminar. Thanks are also 
due for assistance provided by Eugenio Alviz and Tatjana 
Montes. Responsibility lor any errors which still remain is 
of course my own.
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However, there were also some substantial 
differences, arising partly from the initial situa­
tion from which the experiments evolved, and 
from certain structural characteristics specific 
to each oí these countries. Particular mention 
may be made in this respect of political and 
institutional features; those related to the type 
of export market; the degree to which produc­
tive activity was in private or State hands; the 
speed and completeness with which the eco­
nomies were opened up to external forces (as 
regards both real and financial aspects); the 
predominance of certain economic policy ob­
jectives over others (for example, full employ­
m ent versus price stability); and the approach 
used and degree of independence and con­
sistency achieved by the technical teams in 
handling economic affairs.

To a degree, this study falls within a 
context established by two relatively new 
global phenomena, one in the international 
economic field and the other in the application 
of economic policies by some developing 
countries.

On the one hand there is the growth in 
international liquidity and the increasing im­
portance of the international private banks in 
the recent period, as a result of which private 
financial credits have been growing in impor­
tance in comparison with official external 
financing, and are beginning to replace direct 
foreign investment as the main mechanism 
whereby capital is exchanged between the

industrialized countries and the countries at an 
intermediate stage of development. The 
emergence of these new characteristics on the 
international financial scene makes it necessa­
ry to highlight, in relation to the past, the 
specifically economic determinants of supply 
and demand for external financial resources.

From the viewpoint of the development 
strategy and economic policy applied by 
various Latin American countries, especially in 
the Southern Cone, there is a definite tendency 
towards external economic opening up. As far 
as the opening up of trade is concerned, this has 
attracted a good deal of attention in profes­
sional and academic circles. However, there is 
a lack of studies on the external financial 
opening up proper, and also on its implications 
for the efficiency of monetary and credit poli­
cies and its repercussions on the evolution of 
domestic prices, the external debt, employ­
ment, investment and redistribution of wealth 
arising from differences in timing or in speed 
between commercial opening up and financial 
opening up.

In view of the fact that these events are 
very recent, that information is relatively 
scarce and that â  comparative analysis of the 
three cases goes beyond the planned scope of 
the present study, and also because of the 
author’s greater knowledge of the Chilean case, 
Chile has been selected as the subject of this 
study.

I

The initial situation

Between 1971 and 1973 an attempt was made to 
modify profoundly the distribution of income 
and wealth in the country. In the long term 
this implied an alteration of the structure of 
production, of the mode of operation of the 
economy and, more broadly, of the type of 
relations predominating in Chilean society up 
to that time. As far as economic aspects were 
concerned, this involved an intensification of 
the process of agrarian reform and the establish­

ment of an area of social ownership in the 
spheres of production, finance and marketing.

The economic programme drawn up at that 
time did not pay due attention to the manage­
ment of financial variables, but concentrated 
on an attemp to control the concrete aspects of 
the process of production and distribution. 
Because of this, the short-term macroeconomic 
policy produced such results, at least in some 
respects, that towards the end of 1973 Chile
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was facing an economic situation characterized 
by numerous severe imbalances, both in the 
fiscal and monetary sectors and in the balance 
of payments.

The creation of the area of social owner­
ship and the prices policy applied in it, 
together with the increasing gap between 
government expenditure and tax revenues, led 
to a marked increase in the fiscal deficit. While 
in the decade 1960-1969 the deficit repre­
sented on average 14.6% of expenditure in the

sector and 3.3% of gross domestic product 
expenditure, the corresponding values in the 
period 1970-1973 were 35.5% and 12.5%. In 
1973, the fiscal deficit was equivalent to 55.1% 
of fiscal expenditure and 23.6% of gross do­
mestic product expenditure (see table 1). In 
real terms the fiscal deficit in 1973 was seven 
times as large as in the decade 1960-1969, 
while fiscal expenditure as a proportion of 
gross domestic product expenditure stood at 
double its recent historical share.

T able  1

C H IL E : FISC A L D E F IC IT , 1960-1978 
(Per cent)

As a p roportion  
o f

1960-
1969

1970-
1973 1973 1974 1975 1976 1977 1978

F isca l e x p e n d itu re  
G ross d o m estic

14.6 35.5 35.1 32.6 11.6 10.0 8.1 4.2

p ro d u c t ex p e n d itu re 3.3 12.5 23.6 10.3 3.1 2.7 2.3 1.2

Source: Ministry of Finance, Budget Department, Exposición sobre el estado de la hacienda pública, Santiago, Chile, 
January 1979.

Developments in the monetary sector also 
showed signs of severe imbalances. Whereas in 
1960-1969 the average growth rate of private 
money (Mj_) was 37% a year, this figure rose 
fivefold in 1970-1973, and in 1973 growth in 
M j was 419%. There is no doubt that, in the 
face of this growth rate in the means of 
payment, ‘monetary’ causes were important in 
explaining the inflationary process which the 
country was experiencing; inflation reached 
levels unprecedent in the economic history of 
Chile. In the period 1970-1973, annual average 
growth in the Consumer Price Index was 
117%/ and it reached a rate equivalent to 355% 
in September 1973, revealing a very serious 
state of affairs not only because of the very high 
rates of inflation, but also because inflation did 
not appear to be under control. In the period 
1960-1969, in contrast, the average annual rate 
of inflation was 25% (see table 2).

1 Calculated on the basis of the Price Index prepared by 
the Department of Economics of the University of Chile.

T able  2

C H IL E : M O N EY  A N D  PR IC ES, 1966-1973 
(Percentage ch a n g e f

Infla tion13 C urrency  M oney11 
issue*

1966-1970 26 48 41
1971 41 133 113
1972 205 174 152
1973 599 462 363

Sources: Central Bank, Boletín mensual, various issues, 
and “Series Monetarias”, July 1979. University 
of Chile, Department of Economics, “Indice de 
Precios al Consumidor”, 1970-1976.

“Decem ber to December.
^Consumer Price Index: 1966-1970 — National Statistical 

Institute (INE), 1971-1973— University of Chile, Depart­
ment o f Economics.

c Adjusted issue (figures of the Central Bank Of Chile). *
d Private sector money (figures of the Central Bank of 

Chile).
*This is the recorded issue by the private and banking 
sector, adjusted for various non-monetary items in the 
Central Bank Balance. See University of Chile, Depart­
ment of Economics, Estadísticas monetarias de Chile 
1940-1975, Publication No. 70, Santiago, June 1979, pp. 
37-42.
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The country’s external position, the level 
of international reserves and capacity to secure 
external loans had also sharply worsened.2 As 
can be seen from table 3, both the trade balance 
and the current account balance deteriorated in 
1970-1973 compared with the average for the 
1960s. By the end of 1973 the level of net 
international reserves was negative to the 
extent of US$ 231 million, compared with a

2 It would seem necessary to make a distinction 
between the actual and potential difficulty of obtaining  
external loans and the ability to disburse them, In fact, as 
the figures indicate, external financing was used  fairly 
easily.

positive balance of US$ 409 million in Decem­
ber 1970.

Of course, the situation described above 
was at least partly due to, and was aggravated 
by, the mode of operation of the foreign 
exchange, financial and monetary markets, and 
even the market for real goods and services.

The functioning of the foreign exchange 
market was characterized by the existence of 
multiple undervalued exchange rates, prior 
import deposits, para-tariff restrictions, import 
bans and other quantitative limitations.

The financial sector, for its part, operated 
with interest rates held at excessively low 
levels, high and differential reserve ratios,

Table 3

CHILE: BALANCE OF PAYMENTS

1960-
1969

1970-
1973 1973 1974 1975 1976 1977 1978

E xports  o f goods 704 1 056

(m illions o f  US dollars) 

1 304 2 146 1 554 2 1 0 9 2 177 2 480
Im p o rts  o f  goods 686 1 170 1 447 2 016 1 708 1 655 2 244 2 917
T ra d e  ba lan ce3 18 -1 1 4 -1 4 3 130 -1 5 4 454 - 6 7 -4 3 7
C u rre n t accoun t balance -1 3 5 -2 3 6 -2 8 8 -2 1 1 -4 9 1 148 -3 9 9 -7 3 0
B alance o f  non-com pensa­

tory  cap ita l 148 203 242 228 299 235 346 1351
B alance o f  paym ents 25 -1 3 2 -1 1 2 - 4 5 -2 7 5 455 - 7 671
N et in te rn a tio n a l reserves 

(average for th e  p e rio d  
on th e  basis o f  end- 
of-year figures) - 1 5 42 -2 3 1 -2 7 7 -5 5 1 - 9 6 -1 0 3 515

E xports  o f  goods 18.2

(percentage o f  gross dom estic  p roduct 

17.4 19.2 25.6 19.5

expend iture)

24.3 21.8 21.7
E xports  o f  goods (exclud ing  

co p p er) and  serv ices 7.8 6.5 5.5 8.0 11.5 13.4 15.0 16.2
Im ports  o f  goods 17.7 19.3 21.4 24.0 21.4 19.1 22.4 25.5
T ra d e  b a lan ce3 0.5 - 1 .9 -2 .1 1.6 - 1 .9 5.2 - 0 .7 - 3 .8
C u rre n t acco u n t balance -3 .5 -3 .9 -4 .2 - 2 .5 -6 .2 1.7 - 4 .0 - 6 .4
B alance o f  non-com pensa­

tory cap ita l 3.8 3.3 3.6 2.7 3.7 2.7 3.6 11.8
B alance o f  paym ents 0.6 -2 .2 - 1 .7 - 0 .5 -3 .4 5.2 -0 .1 5.9
N e t in te rn a tio n a l reserves 

(average for th e  p e rio d  
on  th e  basis o f end-of-year 
figures) -0 .4 0,7 -3 .4 - 3 .3 - 6 .9 -1 .1 - 1 .0 4.5

Sources: Central Bank of Chile, Boletín mensual, December 1976 and May 1979, Ministry of Finance, Budget 
Department, Exposición sobre el estado de la hacienda pública, January 1979.

^Defined as exports of goods less imports of goods.
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qualitative and selective control of bank credit, 
and so on. Moreover, the Central Bank offered 
no resistance to the demands of the govern­
ment sector and State-owned enterprises, and 
thus helped to accentuate inflationary pres­
sures.

To this should be added the profusion of 
price controls in the market for real goods and 
services, with the resulting effects on the 
allocation of resources and the general ef­
ficiency of the economic system, and on the 
■emergence of parallel (black) markets.

Although the unemployment rate stood 
below its historical levels (to a latge extent 
because of the rise in employment in the public 
sector and the area of public ownership), the 
share of gross domestic fixed capital invest­
ment in the gross domestic product expen­
diture in the period 1971-1973 was 20% lower 
than in the 1960s. Furthermore, after a growth 
of 7.7% in gross domestic product expenditure 
in 1971, it fell to 0.1% in 1972 and 3.6% in 1973.

In view of the circumstances described 
above, the new authorities set themselves the 
short-term aim of re-establishing macroeco­
nomic equilibrium, particularly in the financial 
field.

As a longer-term strategy, the new regime 
has endeavoured to build up an economy based 
on the use of the free price system as a 
mechanism for resource allocation,3 the pro­
gressive reduction of the State’s role in the 
economy and the attribution of a ‘subsidiary’ 
role to the State, which must act in such a way 
as to cause the least possible distortion in the 
operation of the markets.

Repeated stress has been laid on the need 
to control inflation and to open up the economy 
to the exterior. Measures to combat inflation 
have principally been justified on the grounds 
of their impact on the transparency and stabili­
ty of the price system, and accordingly on the 
allocation of resources. The need to open up 
the economy has been explained in terms of the

3The most notable exceptions have been the labour 
and foreign exchange markets, where prices have been 
determined by mechanisms other than the free play of the 
market. Furthermore, the prices of a small number of goods 
have been controlled, though apparently at levels very 
close to those prevailing in the market.

size of the international market and the effect of 
such a step on the competitiveness and ef­
ficiency ofthe Chilean economy.

Consequently, the policies which most 
merit analysis here —though they were not 
necessarily applied at the same time, despite 
the fact that their introduction became fairly 
systematic1 from the beginning of 1975 on­
wards— were the following:

(a) Efforts to control the inflation process 
by reducing the growth rate of the means of 
payment and currency issue;

(b) Reduction in the size of the State 
apparatus, government expenditure and the 
fiscal deficit, and transfer by the State to the 
private sector of all those activities (including, 
of course, productive activities) which the 
authorities felt that the private sector could 
carry out efficiently;

(c) Opening up the country to the exterior, 
especially as regards trade in goods and non- 
financial services, by simplifying and reducing 
rules applying to external trade, progressively 
lowering and standardizing tariffs and, where 
possible, eliminating all allocation criterion 
other than the price of foreign exchange;

(d) Unification and forward planning of the 
nominal exchange rate on the basis of two 
criteria: the differential between the Chilean 
and the United States inflation rates, and the 
evolution of the international reserves of the 
monetary system;

(e) Liberalization and development of the 
domestic financial sector, with the criteria of 
profitability of assets and liabilities of the 
financial system, and competition between its 
institutions and intermediaries, becoming the 
guides for decision-making and action by eco­
nomic agents. Interest rates would be allowed 
to move freely, and legal reserve requirements 
would be reduced and standardized in ac­
cordance with general economic policy;

4 It is not intended to assert that the economic policy 
has been applied in a manner displaying external and 
internal coherence and consistency. Nevertheless, despite 
various changes in emphasis and of priorities both as 
regards objectives and the means used (for example, 
inflation and external equilibrium, exchange rate policy, 
and so on), a basic long-term philosophy has predominated 
and has generally set the framework for the design of 
economic policy.
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(í) A partial opening up to movements of ment periods and restrictions on the capacity of 
international capital, principally controlled the national banking system to borrow and to 
through the establishment of minimum repay- issue guarantees.

II

The counter-inflation strategy within the 
macroeconomic policy

The counter-inflation strategy was principally 
based on the effort to control the rate of growth 
of the monetary base and money (defined as 
Mi). This approach was based on the view of 
the new economic authorities that the magni­
tude of the Chilean inflationary process by the 
end of 1973 stemmed from monetary causes 
which could fundamentally be attributed to the 
deficit incurred by the public sector and the 
enterprises in the area of social ownership.

This prompted a sharp restriction of credit 
from the monetary system to the government 
sector, which in 1975-1978 became responsible 
(as regards its budgetary situation in current 
terms) for a ‘di sis sue’ of currency, absorbing in 
that period 15% of the total issue of the Central 
Bank (see table 4).

This is consistent with the official medi­
um-term and long-term views on the size and 
self-financing of the State sector and the need 
for a sharp reduction in the fiscal sector deficit 
(see table 1). In these circumstances, the public 
sector cut back its deficit by reducing expendi­
ture,5 increasing tax revenues,6 raising the 
tariffs of public enterprises and services and, 
though to a lesser extent, seeking to finance 
deficits by borrowing domestically from the 
private sector.

Another important source of finance for the 
State was the sale of some of its assets; by 
D ecem ber 1978 the Corporación de Fomento 
de la Producción had obtained the equivalent 
of US$ 585 million in this way. Naturally, this

5This was accompanied by changes in the breakdown 
o f the expenditure.

6 Principally through the introduction of a value added 
tax and strict measures against tax evasion.

source of income tends to vanish when the 
process of selling State assets has been com­
pleted.

T ab le  4

C H IL E : VARIATIONS IN  A D JU STED  
CU R R EN C Y  ISSU E, 1974-1978

A djust­
ed

issue

E xchange D om estic 
opera- c red it 
tionsa

T reasury  
and  bond  
operations

A b so lu te  values
(m illions o f  pesos)

1974 692 - 4 1  - 1 4 746
1975 3 138 2 336 997 -1 9 3
1976 11027 9 536 3 285 - I  794
1977 14 318 7 453 7 025 -1 6 0
1978 16 578 16 747 4 223 - 4  392

Percentage breakdow n

1974 100.0 - 6 .0  - 2 .1 107.8
1975 100.0 74.4 31.8 - 6 .2
1976 100.0 86.5 29.8 -1 6 .3
1977 100.0 52.1 49.1 - 1 .2
1978 100.0 101.1 25.5 -2 6 .5

Sources; Central Bank of Chile, Series monetarias, July 
1979; University of Chile, Department of Eco­
nomics, Estadísticas monetarias de Chile , 1940- 
1975.

“Including operations with the private sector and with the 
Treasury.

Nevertheless, it should be noted that de­
spite the appreciable effort of the public sector 
to accommodate itself to the requirements of 
the new economic policy, growth in the mone­
tary base up to the end of 1977 remained extra­
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ordinarily high for what was termed a 'mone­
tarist' stabilization strategy. Only in 1977 did 
annual growth in the monetary base fall below 
the levels recorded in 1971-1973, and even 
then it remained excessively high, both in 
absolute terms and in comparison with the 
periods prior to 1970 (see table 5).

T ab le  5

C H IL E : M ONEY A N D  P R IC E S, 1966-1978

A djusted
issue

Private
sector
m oney

C on­
sum er
p rice
index

V elocity 
of circu­
lation3 

(num ber
n f  ftrriA C

(P ercen tage change from 
D ec em b e r to D ecem ber)

“ U 1  U I J l c ! )

p e r year)

1966 60.3 38.9 17.0 12
1967 21.1 25.1 21.9 12
1968 46.0 38.3 27.9 13
1969 41.8 35.2 29.3 13
1970 70.3 66.2 34.9 12
1971 132.7 113.4 41.0*> 8
1972 173.7 151.8 205.0b 8
1973 461.6 363.0 599.<y> 10
1974 222.5 231.2 375.9 20
1975 312.9 257.2 340.7 24
1976 266.3 189.3 174.3 25
1977 94.4 113.5 63.5 20
1978 56.2 65.0 30.3 17

Sources: Central Bank of Chile, Series Monetarias, op.
cit.; Exposición sobre el estado de la hacienda 
pública, op. cit.; INE and Department of Eco­
nomics, University of Chile.

“D efined as the gross domestic product expenditure di­
vided by M j. These figures correspond to observed 
values, which are not necessarily the equilibrium values, 

kSource: Department of Economics, University of Chile. 
For the remainder of the period, the source is INE.

Moreover, in spite of the efforts of the 
monetary authorities to control the means of 
payment, it took about five years7 to reduce 
inflation to levels close to, though higher than, 
historical levels.8

7 This happened at the end of 1978, though in 1979 
inflation revived.

8 Nevertheless, it should be remembered that inter­
national inflation in the last five years has been much
greater than that of the 1960s, so that in that regard the
greater control recently observed over the pace of Chilean
inflation is significant.

In terms o f  the analytical framework in 
which the economic policy operated, this 
would seem to be due principally to the 
relative lack of sound instruments for monetary 
control,9 above all because of the embryonic 
nature of the long-term capital market, which 
prevented proper open-market operations. 
This was aggravated by the evolution of the 
velocity of circulation of money,10 basically as a 
result of the creation of very good substitutes 
for money and the persistence, for a consider­
able period of time, of high inflationary expec­
tations.11

1. The counter-inflation policy and opening 
up to the exterior

Since the difficulty in controlling currency 
issue lay principally in the exceptional inflow 
of foreign currency, which accounted for 80% 
of the cumulative change in the money base 
between 1975 and 1978, it would appear 
essential to analyse more thoroughly the re­
percussions of this change on a group of varia­
bles of key importance for the operation, 
balance and vigour of the economy.

In the first place, it is worth recalling the 
well known fact that, if the exchange rate is 
fixed (in the sense that the Central Bank 
undertakes to buy and sell foreign exchange at 
a given, though not necessarily constant, price), 
then as an economy is opened up to external 
forces (either through the current account, the 
capital account, or both), domestic issue and 
money become increasingly endogenous12 vis- 
à-vis the functioning of the economy. In this

9A phenomenon which occurs more clearly the more 
open the economy is to external forces.

10This refers to money as defined traditionally (M.), 
the growth rate of which was, for most of the period under 
consideration, regarded as an indicator and guide of 
monetary policy.

11 Furthermore, the fact that the economy had been 
‘indexed’, as w ell as other elements associated with cost 
pressures, helped to prevent the inflation rate from falling 
more rapidly.

12In the sense that they cannot be controlled by the 
monetary authority and that in contrast, demand for the 
means of payment (which depends on the behaviour of 
individuals, enterprises and banks both at home and 
abroad) “creates its own supply”, basically through 
movements in the current and capital accounts of the 
balance of payments.
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way the efforts of the authorities to control the 
nominal supply of money tend to be fruitless, 
and their field of action is limited to domestic 
credit.

As is well known, the Chilean production 
sector was subjected in a rapid and escalating 
manner to external competition, as a result of 
the progressive reductions in tariffs (see table 
6)13 and the introduction of a single real

T able  6

C H IL E : N O M IN A L T A R IFF S , 1973-1979 
(Percentage o f  C IF  values)

D a te  o f  ad ju stm en t A verage
tariff

M aximum
tariff4

1973: a t 31 D ecem b er 94 O ver 500
1974: 1 M arch 90 200

27 M arch 80 160
5 Ju n e 67 140

1975: 16 January 52 120
13 A ugust 44 90

1976: 9 F eb ru ary 38 70
7 Ju n e 33 60

22 D ec em b e r 27 60
1977: 8 Jan u ary 24 50

30 A pril 22 50
29 A ugust 20 35
D e c e m b e r 16 25

1978: M arch 15 20
Ju n e 14 20
D ec em b e r 12 15

1979: J u n e 10 10

Source: Central Bank of Chile.
aThere are a small number of exceptions to the maximum 
tariffs, the most important of which relates to motor cars.

exchange rate which, despite these reductions, 
d id not rise appreciably (see table 7).

Although protection for some sectors 
which were previously subject to negative 
effective protection was increased, the average 
tariff was lowered and standardized, and quan­
titative restrictions of all kinds were minimized 
almost to the point of elimination.

As a consequence of this opening up to 
foreign trade, attempts to control money supply

13The lower tariff protection was partially offset by a
rise in transport costs during the period.

tend, though not immediately, to be cancelled 
out by movements in the current account14 or 
the capital account of the balance of payments. 
In other words, changes in the level of inter­
national reserves result from imbalances in the 
monetary sector.

The evolution of the capital account of the 
balance of payments, and in particular that of 
net inflows of foreign loans to the domestic 
private sector, especially since the end of 1977, 
have played a preponderant role in this regard.

Although the external financial liberaliza­
tion took place more slowly than the liberaliza­
tion of the real sector ofthe economy, it came to 
form the main mechanism through which 
liquidity in the economy was increased. Part 
III below contains a more thorough discussion 
of the special stimulus given to private bor­
rowing abroad. Here we shall briefly analyse 
the important role played by such borrowing in 
slowing the decline in the growth of currency 
issue and thus causing the main burden of the 
stabilization programme to fall with excessive 
force on the public sector.

In order to understand the role played by 
international movements of capital, it is neces­
sary to remember that during the first half of 
1975, determination of the interest rate in the 
domestic financial system was left to market 
forces. At the same time, steps were taken to 
ensure a sharp reduction in the previous con­
trol —both quantitative and qualitative— on 
bank credit, by stimulating competition within 
the financial system.15 However, because ofthe 
desire to control growth of the means of

14 However, it should be mentioned that, according to 
the authorities, the commercial opening up had a twofold 
justification. As far as long-term development strategy 
was concerned, it would force domestic producers to face 
up to international competition, while in relation to the 
counter-inflation policy, although it would restrict the 
instruments for monetary control over domestic credit, it 
would, for a given exchange policy, impose a ceiling on 
the domestic prices of internationally tradable goods and 
services.

15This paper does not analyse the situation within 
the financial sector as regards the greater or lesser com­
petitiveness, rules o fth e  game, or equality of opportunity 
as between institutions and intermediaries, both domestic 
and foreign. In this regard see F. Berger, “La protección 
efectiva negativa a la industria monetaria y la política 
financiera extema de Chile”, Cuadernos de Economía, 
No. 42 (August 1977), pp. 197-234.
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T ab le  7

C H IL E : EV O L U T IO N  O F  T H E  EX CH A N G E RATE AND PR IC E S 
Indexes (Average fo r  1974 = 100)

P erio d

(1)

Index  of 
the  nom inal 

exchange 
rate

(2)

Index of w hole­
sale p rices of 

dom estic 
products

(3)

Index  of w hole­
sale p rices in 

th e  U nited  
States

(4)

C u x a O O )
Index  o f the  

real exchange 
ra tea

1974 (average) 100 100 100 100
F irs t q u a rte r 52 46 92 104
S eco n d  q u arte r 77 73 96 101
T h ird  q u arte r 108 115 103 97
F o u rth  q u arte r 167 169 106 105

1975  (average) 595 590 108 109
F irs t q u a rte r 280 261 106 114
S econd  q u arte r 490 452 107 116
T h ird  q u a rte r 700 697 109 109
F o u rth  q u a rte r 907 946 111 106

1976  (average) 1 580 I 920 114 94
F irs t q u a rte r 1212 1 224 112 111
S eco n d  q u a rte r 1 517 1 720 113 100
T h ird  q u a rte r 1 640 2 266 115 83
F o u rth  q u a rte r 1950 2 474 116 91

1977  (average) 2 607 3 514 121 90
F irs t q u a rte r 2 230 2 900 118 91
S eco n d  q u a rte r 2 353 3 392 121 84
T h ird  q u a rte r 2 695 3 744 121 87
F o u rth  q u a rte r 3 128 4 020 122 95

1978  (average) 3 828 5 097 130 98
F irs t q u a r te r 3 520 4 352 126 102
S eco n d  q u a rte r 3 778 4 868 130 101
T h ird  q u a rte r 3 953 5 358 131 97
F o u rth  q u a rte r 4 060 5 810 134 94

Sources: Central Bank of Chile; National Institute of Statistics (INE).
aThis column probably underestimates the actual real exchange rate, if one takes into account the divers iiication of 
Chilean foreign trade and the devaluation of the dollar against other industrial countries currencies. No calculations of 
the effective exchange rate are published in Chile.

payment, high reserve ratios on deposits were 
maintained for a substantial period, and this 
helped to create a marked difference between 
interest rates for borrowers and for lenders.

As may be seen from table 8, from the 
second quarter of 1975 onwards extremely high 
real interest rates for borrowers existed side by 
side with rates to depositors which, while 
positive (especially from the second half of 
1976 onwards), were much lower than the 
lending rates. The principal explanation for 
this, as already noted, lies partly in the high

reserve ratios and also in the cost of operations 
by intermediaries and the profits obtained by 
the financial system during the period under 
consideration.16

16Another variable which would explain the high 
spread between rates to borrowers and rates to lenders 
would seem  to be inflation, as a result of the fact that, as 
depositors received a positive real rate, part of the inflation 
tax would be paid by by borrowers, by paying high interest 
rates on loans. See R. McKinnon, “La intennediación 
financiera y el control monetario en C hile”, Cuadernos 
de Econom ía , No. 43 (December 1977), pp. 31-32.
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C H IL E : R E A L  30-DAY BANK IN T E R E S T  RATES O N  P E S O  D E P O S IT S 1
(Percentages)

Table 8

1975 1976 1977 1978

C h a rg e d P a id M argin C h arg ed P aid M argin C harged P a id M argin C h a rg e d P a id M argin

Ja n u a ry - 3 .8 - 4 .0 0.2 3.7 - 0 .4 4.1 6.2 1.9 4.3 5.4 4 .2 1.2
F e b ru a ry - 5 .9 - 5 .5 - 0 .4 3.9 0.1 3.8 5.4 1.0 4.4 3.6 2 .2 1.4
M arch - 9 .6 - 8 .0 - 1 .6 1.0 - 3 .2 4.2 3.8 0.1 3.7 1.5 0.1 1.4
A pril - 9 .3 - 6 .8 - 2 .5 2.6 - 1 .3 3.9 3.9 0.9 3 .0 1.8 0.7 1.1
M ay 2.6 - 1 .3 3.9 4.8 2.3 2.5 3.8 1.4 2.4 3.6 2.4 1.2
J u n e 1.0 - 3 .3 4.3 1.6 - 0 .6 2.2 3.5 1.4 2.1 2.8 1.3 1.5
Ju ly 10.9 5.4 5.5 2.7 - 0 .9 3.6 2.4 0.6 1.8 1.9 0 .7 1.2
A u g u st 9.4 3.7 5.7 6.0 2.6 3.4 2.8 1.0 1.8 1.8 1.0 0.8
S e p te m b e r 8.7 0.3 8.4 3.7 0.3 3.4 2.4 1.0 1.4 2.1 1.3 0.8
O c to b e r 3.3 - 0 .4 3.7 4.8 1.3 3.5 2.6 1.3 1.3 3 .6 2.7 0.9
N o v e m b e r 3.5 - 0 .2 3.7 8.4 4.6 3.8 5.2 3.8 1.4 4 .0 2.9 1.1
D e c e m b e r 6.9 2.7 4.2 7.7 3.8 3.9 4.2 2.9 1.3 4 .0 3.1 0.9
Annual*5 15.9 - 1 7 .8 64.2 10.8 57.2 18.7 42.6 25.0

Source: Central Bank o f Chile.
* N ~ P

“D efined  as Ír  = ------------ , where i^j is the nominal monthly bank rate and p is the montly inflation rate as indicated by the change in
1 + p

the Consumer Price Index.
b Annual real rate, calculated by compounding the real monthly rate over the year.
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C H IL E : 30-DAY BANK IN T E R E S T  R A TES O N  US D O LLA R  D E P O S IT S 3
(Percentages)

T able 9

1975 1976 1977 1978

C h a rg e d P a id M argin C h arg ed P aid M argin C h a rg e d P a id M arg in C h a rg e d P a id M arg in

Ja n u a ry - 6 .8 8 -7 .1 6 0.28 2.88 -1 .1 6 4.04 6.61 2.28 4 .33 4 .42 3.19 1.23
F e b ru a ry - 7 .0 3 -6 .3 5 - 0 .6 8 4.19 0.27 3.92 5.21 0.83 4 .38 3.28 1.92 1.36
M arch -1 1 .6 0 -1 0 .0 7 - 1 .5 3 7.58 3.26 4.32 14.54 10.48 4.06 1.82 0.43 1.39
A pril -1 3 .6 7 -1 1 .3 1 - 2 .3 6 7.32 3.21 4.11 6.53 3.47 3.06 1.86 0.82 1.04
M ay 4.06 0.12 3.94 5.48 2.91 2.57 3.89 1.40 2.49 3.40 2.26 1.14
J u n e 6.86 2.27 4.59 5.84 3.53 2.31 2.46 0.36 2 .10 3.09 1.63 1.46
Ju ly 3.97 -1 .1 8 5.15 18.17 13.96 4.21 2.70 0.85 1.85 2.91 1.71 1.20
A u g u st 9.47 3.86 5.61 6.19 2.68 3.51 1.41 -0 .2 8 1.69 3 .27 2.39 0.88
S e p te m b e r 11.39 2.76 8.63 5.21 1.73 3.48 - 2 .2 9 - 3 .6 2 1.33 4.06 3.27 0.79
O c to b e r 1.96 - 1 .6 8 3.64 5.61 2.12 3.49 3.23 1.97 1.26 4.67 3.76 0.91
N o v e m b e r 2.37 - 1 .2 9 3.66 5.80 2.13 3.67 3.52 2.20 1.32 4.53 3.49 1.04
D e c e m b e r 3.26 - 0 .8 0 4.06 7.22 3.33 3.89 - 0 .1 1 - 1 .3 3 1.22 4.74 3.85 0.89
A n n u a lb 0.39 -2 7 .9 0 118.53 44.36 58.38 19.57 51 .10 32.73

Source: Central Bank o f Chile.

a D efined  as ip  = ——_____ , where ijy is the nominal monthly bank rate and i is the monthly percentage change in the nominal exchange rate.
1 + t

b Annual rate, expressed in US dollars, calculated by compounding the monthly rate {expressed in US dollars) over the year.
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Table 9 provides data on actual domestic 
interest rates17 expressed in (nominal) dollars, 
in other words the pertinent rates which are 
comparable with international interest rates. 
H ere it can be seen that, with the exception of 
1975, when the rate of devaluation of the peso 
was almost identical to the nominal bank 
interest rate to borrowers, real rates in the 
rem ainder of the period were extraordinarily 
high.

The differential between the interest rates 
prevailing in Chile and those in the main 
international financial centres (which on 
various occasions have recorded negative rates 
in real dollars), together with the excess supply 
oí international liquidity in the industrialized 
countries, the improvement in the interna­
tional reserve position of the Chilean monetary 
system and Chile's creditworthiness, go a long 
way towards explaining the inflow of foreign 
exchange to the country during this period.18

Mention must also be made of the stimulus 
given to dem and for external liabilities on the 
part of residents, because of the types of 
controls affecting international capital move­
ments, which, for persons who had access to 
external finance, led to substantial monopo­
listic or quasi-monopolistic profits (see Part 
III).19

As may be seen from table 10, in the four 
years between 1975 and 1978 net flows of 
private capital made up 74% of exchange 
operations and 58% of the cumulative issue 
during that period.

I t should be noted that, while the inflow 
of external credit, through its influence on the 
domestic capital market, helps to reduce the 
interest rate, this requires that there should be 
no simultaneous attempt to reduce the rate of

17As in table 8, these rates correspond to observed 
values (as distinct from expected values) of nominal 
interest rates, of the change in the level of prices and of 
the evolution in the nominal exchange rate.

18This assertion relates to the monetary impact of the 
inflow of external financial capital obtained by the domes­
tic private sector.

19This should not be interpreted to mean that the 
supply of external credit is perfectly horizontal, at the 
same level, for all potential users of such finance, but
rather that the imperfections which characterize this 
market were exacerbated by inadequate State controls.

T able  10

C H IL E : N E T  FLO W  O F  PRIVATE EX TER N A L 
CA PITA L A N D  CU R REN CY  ISSU E

(1) (2) (3)
Cur­ Ex­ Net (3):(2) (3) : ( 1 )
rency change inflow8 (Per­ (Per­
issue opera­ of cent­ cent­

tions private
capital

age) age)

(Annual flows in millions 
of US dollars)

1975 639 476 236 50 37
1976 844 731 254 35 30
1977 665 346 267 77 40
1978 523 529 783 148 150
1975-1978 2 671 2 082 1540 74 58

Sources: Central Bank of Chile, Boletín mensual and Se­
ries m onetarias. 

aGross inflows less amortization and interest payments.

increase in the means of payment. If mecha­
nisms are applied to reduce the build-up of 
domestic credit, a situation arises where a 
substantial part of the effort made by the public 
sector is nullified by growth in money arising 
from the balance-of-payments situation.

It should be mentioned that repayment 
of the official external debt helped to create 
this situation, since an ‘active’ net inflow of 
foreign exchange was needed to make the pay­
ments, even though it is not possible to dis­
count the use of international reserves, at least 
in part, for that purpose,20 Nevertheless, the 
foreign exchange required did not have to be 
generated by the private sector. The Chilean 
public sector might also have helped to refi­
nance the debt by means of new foreign bor­
rowing, although this was not the option fol­
lowed, so that the foreign exchange needed 
to service the external debt had to be obtained 
through the trade balance or the private capital 
account.

20Naturally, the monetary ‘impact’ of payments on 
the foreign debt is not unconnected with the way in 
which the public sector generates the required resources. 
In particular, cases where the fiscal deficit is reduced 
should be distinguished from cases of government bor­
rowing from the Central Bank.
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To the above should be added the objec­
tive of increasing the country’s internation­
al reserves (which, however, probably grew 
faster than was desired); this necessarily im­
posed a very active role on exchange opera­
tions within the scheme of monetary emis­
sions, leading to delays in reducing the growth 
of the means of paym ent

2. The counter-inflation policy and 
demand fo r  money

O ne of the aspects of the economic policy 
which attracts most attention is the excessively 
passive attitude of the economic authorities 
both to managing demand for money and to 
influencing the community’s inflationary ex­
pectations.21 It is well known that the liquidity 
ratio is determined by the public in general, 
bu t the cost of keeping money can neverthe­
less be affected by the behaviour ofthe Central 
Bank. In this regard, the moment chosen to 
free interest rates,22 which, in view of the pre­
vailing circumstances, could be counted on to 
rise to extraordinarily high levels, does not 
appear to have been in keeping with the 
counter-inflation policy, both because of its 
implications for the velocity of circulation (see 
table 5) of already existing money23 and be­
cause ofthe impact on demand for international 
finance.

There can be no doubt that the freeing of 
the interest rate, in an intensely inflationary 
context, together with a relatively slow de­
valuation, stimulated the economic agents to

21 The exceptions —perhaps somewhat belated— ap­
pear to have been two revaluations of the peso (July 1976 
and March 1977), the establishment of a daily deprecia­
tion schedule tor the peso starting in February 1978, and 
the endeavour to 'guide’ interest rates in the capital 
market, which was of very brief duration.

22This coincided with a time of extremely high infla­
tion, severe restrictions on public expenditure, and the 
sale to the private sector of an appreciable number of
enterprises with large State shareholdings.

^ T h is is due to the fact that the type of financial 
assets which were becoming most profitable, and which 
were not previously available to economic agents, did 
not include those that comprise money as traditionally
defined, although this definition was used as a guide and 
indicator of the expansionary or restrictive nature of 
monetary policy.

keep their financial assets (in the form of quasi­
money) in pesos and their liabilities in dol­
lars.24 Naturally, these two phenomena were 
inconsistent with a counter-inflation strategy 
which involved an attem pt to reduce the rate 
ol growth in (nominal) money, especially as 
no decisive action was taken on the determi­
nants of the (real) demand for money.

Accordingly, the timing of the sales of 
State assets and the freeing of the interest rate 
does not appear very appropriate in the light 
of the effort made as regards fiscal discipline, 
which, inter alia, contributed to a sharp drop 
in investment and an extraordinarily large 
increase in unemployment.

One interesting aspect was only tackled 
in part; this was the effort to increase demand 
for money by reducing the reserve requirement 
on bank deposits and/or by the payment by the 
Central Bank of adequate interest on the legal 
reserves maintained by the banking system.25

As is well known, the reserve requirement 
on deposits is equivalent, from the viewpoint of 
the banks, to a tax on the use of a ‘factor of 
production’. Reducing the reserve require­
ment amounts to lowering the tax rate, while 
paying interest on the reserve, in the final 
analysis, reduces the magnitude of this tax.

Accordingly, by increasing the capacity 
for making loans or, alternatively, making it 
more profitable for banks to seek deposits, it 
may be hoped that measures such as those 
indicated will further stimulate competition 
among banks for deposits, which tend to be­
come more attractive assets for individuals 
and enterprises, thus increasing the quantity

24It should also be mentioned that the domestic 
financial system was liberalized only partially, and this, 
according to some analysts, was a principal cause of the 
high spread between interest rates to borrowers and to 
lenders. See McKinnon, op. cit., pp. 22-57, and "Repre­
sión financiera y el problema de la liberalización dentro 
de los países menos desarrollados”, Cuadernos de Econo­
m ía , No. 47 (April 1979), pp. 3-22.

25In practice, this latter mechanism operated by 
reducing tire reserve requirement for the following 
month by an amount equivalent to the interest payable 
on the reserve maintained during the previous month. 
Thus the ‘payment’ of interest did not cause increases in 
currency issue, as its effect was manifested in the be­
haviour of the bank multiplier.
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of them sought.20 Of course, this increase 
should be compared with the rise in currency 
issue and the probable increase in the value of 
the bank multiplier arising both from the 
reduction in the reserve requirement and from 
an expected decline in the currency/deposit 
ratio.

Another point which merits emphasis in 
connexion with a counter-inflation policy 
based on an effort to reduce the growth rate of 
the nominal money supply is the need to pay 
attention to the evolution of the flow demand 
for money. The more traditional type of mone­
tary analysis takes account only of money as a 
stock, and it is in this sense that both the supply 
of money and demand for it are usually studied. 
A more relevant concept for evaluating the 
short-term implications of monetary imbal­
ances, however, refers to the flow of supply 
and demand for money, and the latter corre­
sponds to demand for money over a given 
period of time.

Either as a consequence of imbalances 
between the real stock of money sought and 
the existing stock, or of economic growth, of 
expectations of a reduction in the cost of 
holding money, of the probable lower yield 
from assets used as substitutes for money, of 
demand for nominal money to replenish the 
real stock sought, or of a combination of these 
factors, a given demand will exist for nominal 
money flow.

If the monetary authority does not meet 
it, there will be an excess supply of goods and 
a fall in the rate of economic activity, though 
even so inflationary pressures will notábate for 
some time. This would be a possible ‘monetary’

2(’It should be noted that, from the viewpoint of the 
financial institutions, the payment of interest at market 
rates on legal reserves is equivalent to a reduction in the 
reserves, so that the large spread between interest rates 
to borrowers and to lenders would tend to diminish. If 
this spread is defined as m and is expressed, like the other 
variables, per unit of deposit, then rn = i -  i = g + c + 
e i -  e, i., where i = rate of interest tohorrowers; e. =
, u a , 1 1 . a  . , , 1
legal re se w e  requirement; e = actual reserve ratio; ^ = 
rate of interest applicable to the legal reserve; e = admin­
istration and intermediation costs; i = interest rate to 
lenders; g = profit. Changes in ^ and ê  of such a 
magnitude as to modify the spread m  by a given amount 
do not necessarily have the same impact an the value of 
the bank multiplier or, consequently, on money.

explanation of the phenomenon o f‘stagflation’. 
According to some authors, the mechanism 
described above could have provided a funda­
mental explanation for the Chilean situation in 
1975.27

Because of the magnitude of the tax re­
presented by inflation28 at that time, and be­
cause the monetary authority insisted on con­
trolling the growth of Mp there was an excess 
demand for nominal money flow. This im­
balance was reflected in excess supply in the 
goods market, so that the macroeconomic 
adjustment occurred fundamentally in the 
form of a profound economic recession, thus 
reducing demand for real monetary balances.20

The above points to the need to ensure 
that a counter-inflation programme which is 
aimed at moderating growth in should also 
take into account the evolution of demand for 
money, especially when the real liquidity of 
the economy is excessively low.30 This latter 
aspect is of great importance since, at least in 
the Chilean case, there is some evidence that 
when the cost of holding money becomes 
excessively high, real demand for money stock 
becomes very inelastic vis-à-vis the inflation 
rate,31 whereas this does not, of course, happen 
with the flow demand for money.

27 See L. Sjastaad and H. Cortés, “El enfoque mone­
tario de la balanza de pagos y las tasas de interés real en 
C hile”, in University of Chile, Department of Economies, 
Faculty of Economic and Management Sciences, Santiago, 
Estudios de Economía, No. 11, first half of 1978, p. 13.

28See R. Zahler and E. Budinich, “Financianiiento 
gubernamental, emisión e impuesto inflación”, Estudios 
de Economía, No. 8 (second half of 1976), p. 138.

20The attempt to regulate one or other of the determi­
nants of demand lor money meant a delay in domestic 
financia) liberalization. As far as the official economic 
strategy was concerned, the financial reform was ap­
parently ol such priority that it was decided to sacrifice 
the performance of other markets and economic sectors in 
order not to hold up the evolution and development of the 
capital market.

301n the Chilean case, real demand for money stock 
dropped sharply until mid-1976, from which date the 
liquidity coefficient began to rise. For the implementation 
of monetary policy in the short-term it is very important 
to be able to determine the evolution of demand for 
money stock (real) and demand for money flows (nominal), 
since at different moments in time stock and flow dis- 
equilibria of different intensities may coexist, or there 
may be equilibrium with respect to stock and disequilibria 
with respect to flows, and vice versa.

31 When the rate of inflation (actual and expected) is 
very high, economic agents tend to replace real monetary
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3. Counter-inflation policy, the exchange rate 
and the rate o f interest

As is well known, in a small, open economy 
with a non-floating exchange rate there is very 
close relationship between exchange, mone­
tary and credit policies. The Chilean case fits 
this description in many respects.

A matter continuously under discussion 
is what the ‘equilibrium’ exchange rate should 
be, and what exchange rate policy would be 
most appropriate. If it is accepted that the 
monetary authority should fix the exchange 
rate instead of letting it float, what criterion 
should guide forward planning of the exchange 
rate? A great deal has been written on this 
matter, and it will undoubtedly continue to be 
a subject of debate between economists for a 
long time to come. A recent meeting jointly 
organized by CEPAL and the Central Bank of 
Uruguay contributed some interesting ideas 
(of great importance for the countries of Latin 
America) to this old discussion.32 The para­
graphs below contain a few additional reflec­
tions prompted by Chilean experience in the 
last five years.

It would seem that forward planning of 
the exchange rate in Chile was guided by at 
least two criteria: differences between inter­
national and domestic inflation rates, and the 
level of the country’s international reserves.33 
Furtherm ore, it was sometimes used to help

balances within their portfolios of assets by other financial 
and physical assets which offer a higher yield than money. 
Nevertheless, until money is replaced by other goods as a 
means of exchange for carrying out transactions, there is a 
‘minimum’ level of real money which, because of its 
liquidity, is essential for effecting payments in the econo­
my. Thus, over and above a certain (high) rate of inflation, 
real demand for money stock becomes very inelastic. 
However, since nominal demand for money flow depends 
directly on the rate of inflation, among other things, it 
becom es necessary in a counter-inflation programme to 
reconcile the evolution of supply and demand for money 
flows, by taking the appropriate policy measures. See in 
this regard footnote 30 and Zahler and Budinich, op. cit., 
p. 142.

32Sem inario sobre política cambiaría, Central Bank ot 
Uruguay and CEPAL, Montevideo, August 1978,

33 See A. Bardón, “Algunas experiencias de la política 
cambiaría en Chile (1973-1978)’’, in Seminario-sobre polí­
tica cam biaría , op. cit., and McKinnon, op. cit.

guide expectations of inflation and, through 
its influence on exports and imports, to secure 
a desired deficit on the current account of the 
balance of payments.

This was undoubtedly a case of an attempt 
to use an instrument to reach various objectives 
which are not necessarily compatible. In par­
ticular, it was not clear whether the exchange 
rate was a mechanism to be used to control the 
commercial opening up, or whether its evolu­
tion had to be planned in the light of the evolu­
tion of the exchange market. For example, 
during periods of very slow devaluation, and 
even revaluation, the inflow of short-term 
capital rose, apparently stimulated by expecta­
tions concerning the ratio between the future 
rate of devaluation and the evolution of the 
domestic interest rate. In this way, if the ex­
change rate is used merely as an instrument of 
monetary control, without combining it with 
proper planning as regards the relative yields 
of the different liabilities in the financial 
system, this may, at least for a time, produce 
effects very different from those expected.34 
This latter factor is of particular importance 
because of the close relationship between ex­
change rate management and interest rate 
management.

When the exchange rate is indexed, while 
the interest rate is free and rises to the very 
high levels it reached in the Chilean case, 
there is no doubt that this provides an enor­
mous stimulus for the inflow of financial capi­
tal. Indeed, attempts to regulate or control this 
inflow will be fruitless if the interest rate 
differential between the domestic economy 
and outside, after discounting expectations of 
a devaluation (which may include exchange 
rate risk in parallel markets) is sufficiently 
attractive.

This, it would appear, was what happened 
in the Chilean economy. If total international 
reserves are taken as a guide in determining 
the exchange rate, a situation arises where, as 
a consequence of the initially restrictive mone­
tary policy, the domestic interest rate rises; as

34For more details see C. Massad, “La paradoja de 
septiembre”, E studios de Economía, No. 5 (first half of 
1975), pp. 51-56.
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a result, the inflow of external capital is stimu­
lated and the exchange rate is depressed (in 
relative terms),35

This means that the current account deficit 
and the consequent external borrowing are 
greater than they would have been if the evolu­
tion of the exchange rate had been planned 
using another criterion, with more rapid de­
valuations.

In this way the country is placed in a 
situation where the economic recovery can 
be slowed down by the continuing restrictions 
on government expenditure (which ceases to 
be the 'cause' of inflation, but whose inactivity 
is an important factor in the slowness of the 
recovery), together with lower net external 
dem and than would have existed if a different 
combination of monetary, fiscal and exchange 
policies had been applied.

In this regard, it is noteworthy that the real 
exchange rate in Chile, despite the lowering 
oí tariffs and the worsening of the terms of 
trade which occurred in the period 1975- 
1978,36 was on average 2.3% below its average 
value in 1974,37 In addition, it was very un­
stable as regards its role in allocating resources 
for export activities and import substitution, as 
the currency had been devalued in 1975 and 
1978 and revalued in 1976 and 1977.38 This 
would indicate that the reduction in tariffs 
was one of the factors accounting for the mar­
ked growth in the country’s exports and im­
ports in the recent period, principally through 
the reduction in the cost of imported raw 
materials, inputs and capital goods.39

The sharp deterioration in the current

35II the capital account is freed more rapidly, this latter 
effect w ill be magnified.

36In the period 1975-1978, the average level of the 
terms-of-trade index was 77, compared with 85 in 1960- 
1964, 119 in 1965-1969 and 121 in 1970-1974.

37 See table 7. Of course, the problem of properly 
definin<T what is the equilibrium’ real exchange rate 
remain0

38Nevertheless, it would seem to have been perceived 
as fairly stable compared with the evolution of the ex­
change rate between 1971 and 1973.

39Naturally, the sharp devaluation in 1974 and 1975,
the initial drop in domestic aggregate demand and the
unused export capacity existing at the end of 1973 played 
a fundamental role in the rise in exports, and especially of 
non-traditional exports.

account balance in 1977 and 1978, and the 
preliminary projections for 1979, indicate that 
a more rapid devaluation would be desirable,49 
to generate foreign exchange by means of a 
smaller current account deficit. In this way 
greater protection would be granted to the 
domestic market and, subject to success in 
modifying expectations of devaluation, the 
inflow of international capital would be mod­
erated, while there would be still greater 
stimulation of non-traditional exports, whose 
real growth rate, in relation to the tariff reduc­
tions, must tend to decline because of the fact 
that, once the planned level and structure of 
tariffs has been reached, the additional stimuli 
to activities which make intensive use of 
imported goods cease.

In addition, the rate of external borrowing, 
which in 1978 and 1979 grew much faster than 
the average for the period, would be reduced. 
In this regard it has recently been asserted 
that, in the case of the Chilean economy, 
foreign borrowing is not of great importance, 
since most of the loans are contracted by the 
private sector, thus ensuring the profitability 
of externally financed projects. In this way, it 
is argued, servicing ofthe external debt would 
be ensured automatically through the efficien­
cy associated with the uses to which it would 
be put.

However, it would appear necessary to 
point out that the above argument is exces­
sively simplistic. Because of the considerable 
recent build-up of external debt, the exchange 
rate has been held down, making its long-term 
adjustment more difficult. However, the real 
cost of servicing the external debt in the future 
requires not only the generation of domestic 
saving, but also its conversion into foreign 
exchange. Accordingly, if important changes 
occur in the terms of trade, in international 
liquidity or in domestic economic or institu­
tional circumstances, so that the country does 
not enjoy the present abundance of foreign 
exchange, it might be necessary to modify the 
parity, with corresponding implications for the

49Naturally, in view of the openness of the economy, 
a measure of this nature would have an inflationary impact 
derived from the increase in the Chilean peso prices of 
internationally tradable goods and services.
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real value of the external debt expressed in 
terms of domestic resources, and for the social 
efficiency of the externally financed projects.

As already noted, prior commitments as 
regards payment of the official external debt 
imposed strong pressures on the monetary 
sector. However, it is not clear what procedure 
for the generation of foreign exchange would 
be most appropriate —a surplus on the non­
compensatory capital account or a smaller 
deficit on the current account. Perhaps during 
the period of highest inflation stimulation of. 
the exchange rate might have offered some 
disadvantages.

Nevertheless, a rate of devaluation per­
sistently lower than the differential between 
domestic and international nominal interest 
rates stimulates the flow of international capi­
tal to the country, and when this inflow does 
not finance a current account deficit, but is 
principally used to build up international re­
serves, it does not contribute to raising total 
saving. In fact, for a given level of growth of 
the quantity of money, external credit actually

competes with domestic credit; in contrast, if 
the inflow of international capital takes the 
form of a larger current account deficit, external 
saving is increased.

The combination of devaluation (revalua­
tion) and domestic interest rates are not inde­
pendent of the inflow of foreign exchange and 
the creation of base money. Nor are they 
independent of the degree of substitution 
and/or complementarity between domestic 
and foreign saving. It would seem from Chilean 
experience that the exchange rate is not an 
appropriate instrument to control the monetary 
base, especially when it is used in isolation.41 
Insistence on forward planning of the ex­
change rate using this criterion has important 
effects on other economic policy objectives, 
particularly foreign borrowing, complemen­
tarity between domestic and external saving, 
and the allocation of resources between do­
mestic and tradable goods, all of which must 
be properly evaluated in terms of the objective 
of stabilizing the level of prices.

Ill

Opening up to the exterior in the financial field42

One aspect of Chilean economic policy which 
is out of keeping with the general approach 
which has guided the economic programme in 
the last five years relates to the opening up of 
the Chilean economy to international financial 
capital. It is interesting to note that recent 
developments in Argentina and Uruguay have 
been much more liberal in this regard, but at

4 h o w e v e r , the more open the economy is to external 
influences, the greater the importance acquired by the 
evolution of the exchange rate as a direct determinant of 
domestic inflation (not through its influence on the mon­
etary base), together with international inflation and the 
characteristics of markets for goods and services which are 
not internationally tradable.

42The analysis which follows refers to financial credit 
rather than to direct external investment, because of the 
separate determinants of each, the low level of direct 
investm ent compared with loans (between 1975 and 1978 
external investment accounted for 20% of the net flow of

the same time rather more cautious and ‘grad­
ualist’ as regards the commercial opening up. 

Despite the common impression that 
Chile borrowed a great deal between 1975 and 
1978,43 the empirical evidence indicates that 
this view should be carefully evaluated. In 
nominal terms, between the end of 1974 and 
the end of 1978 the country contracted loans 
totalling US$ 2,137 million, increasing its gross

non-compensatory capital, since private loans accounted 
for more than 100% of that flow), and the closer relationship 
betw een private loans and the financial aspects of macro- 
economic policy.

43This may have been due to the fact that during this 
period external borrowing was in fact strongly stim ulated  
by the relatively slow devaluation and the objective of 
sharply increasing the country’s international reserve 
position and permitting a substantial rise in interest rates to 
borrowers.
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reserves by US$ 1,062 million, giving nominal 
net borrowing of US$ 1,075 million. This is 
equivalent to cumulative growth of 25.4% over 
the net debit balance at the end of 1974, in 
other words, an annual average rate of nominal 
net borrowing of below 6% (see table 11). 
However, it should be mentioned that the net 
borrowing figures underestimate the ‘actual’ 
nominal debt to some extent, since it is neces­
sary to maintain a high level of reserves in order 
to retain access to external financing.

T ab le  11

C H IL E : EX TE R N A L  D E B T , 1973-1978 
(M ilitons o f  US dollars)

Y ear
(1)

E x terna l
d e b t

(2)
G ross

reserves

(1H2)
N et
d eb t

1973 4 048 401 3 647
1974 4 774 535 4 239
1975 5 263 427 4 836
1976 5 195 816 4 379
1977 5 434 871 4 563
1978 6 911 1 5 9 7 5 314

Source: Central Bank of Chile, D euda Externa de Chile 
1978.

Note: The external debt figures refer to sums actually 
disbursed outstanding at the end of each year. They 
include traditional debt and other external liabilities 
comprising the International Monetary Fund, 
suppliers’ credits and financial credits to the private 
sector, as w ell as short-term lines of credit to 
commercial banks, the Banco del Estado and the 
Central Bank.

‘Real’ net borrowing is usually estimated 
by deflating the nominal value of the external 
debt by an index of the unit value of the 
country’s imports. During the four years 1975- 
1978, if this procedure is used, Chile’s real 
gross external debt fell at an average rate of
0.4%, and the real net debt fell at an annual 
average rate of 3.9% (see table 12).

However, as has been asserted in a recent 
study,44 the methodology set out above suffers

44See Carlos Massad and Roberto Zahler, “Inflación 
mundial y deuda externa: El caso del deflactor impropio”, ín 
Dos estudios sobre endeudam iento externo, Cuadernos de

T ab le  12

C H IL E : EX TER N A L D E B T , 1975-1978 
(Percentage change )

G ross d e b t N et d eb t
Y ear

a h c a b e

1975 10.2 - 8 .3 82.4 14.1 - 5 .1 88.7
1976 - 1 .3 - 3 .2 - 8 .0 - 9 .4 11.2 -15.6
1977 4.6 - 5 .7 16.4 4.2 - 6 .1 16.0
1978 27.2 17.8 34.0 16.5 7.8 22.7
1975-197# 9.7 - 0 .4 27.2 5.8 - 3 .9 22.7

Sources: Table 11.
CEPAL: Economic Survey o f  Latin America, 
1978.

aGrowth rate of the nominal external debt.
^Growth rate of the nominal external debt deflated by the 
index of import prices.

cGrowth rate of the nominal external debt deflated by the 
terms-of-trade index.

d Average annual growth rate during the period.

from serious limitations, and it seems more 
appropriate, in measuring the effective debt 
burden, to deflate it by an index of the terms of 
trade. This calculation, in the Chilean case, 
leads to the conclusion that the average annual 
growth rates of the gross and net debt during 
the period 1975-1978 reached 27.2% and 22.7% 
respectively. In other words, real growth in the 
external debt thus defined, in the last four 
years, was three times the growth of the 
nominal external debt.

Furthermore, provisional figures indicate 
that in 1979, as in 1978, external borrowing 
showed a sharply increasing trend.

D espite the above, it would have seemed 
reasonable to expect a much greater inflow of 
external credits in view of the very high 
domestic interest rates, the low interest rates 
on international markets, the abundance of 
international liquidity and the evolution of the 
exchange rate in Chile.45

la CEPAL No. 19, Santiago, Chile (English version enti­
tled “World inflation and foreign debt: the case of the 
improper deflator”, CEPAL internal document No. 79-4- 
978).

45It should be remembered that the domestic interest 
rate in dollars was 60% a year on average between 1975 and 
1978.



MONETARY AND REAL REPERCUSSIONS OF FINANCIAL OPENING-UP... ¡Roberto Zahler 145

In order to understand the smaller relative 
inflow of financial capital to the Chilean econo­
my from an economic viewpoint, three main 
aspects should be borne in mind.

Firstly, it is necessary to point out that in 
the first years of application of the new eco­
nomic policy, the attitude of the international 
financial community to Chile was very cau­
tious, so that until well into 1977 there were 
probably substantial limitations on external 
borrowing on the supply side.

A second consideration is that, while the 
public sector increased its debt very slowly, the 
same did not happen with the private sector. As 
can be seen from table 15 below, in the four 
years under review the public sector increased 
its external debt by 17%, while the rise in the 
private sector debt was 228%. This has impor­
tant implications in the field of redistribution, 
as will be indiated below.

A third factor which helps to explain the 
phenom enon is the set of obstacles and restric­
tions imposed by the monetary authorities on 
such external capital as might be appropriated 
by the domestic financial system.46

The most important limitations on the 
inflow of external credits47 include those 
relating to minimum periods for repatriation, 
and those which restrict bank borrowing in 
foreign currency in terms of the sums involved 
(which are tied to the banks’ capital and 
reserves), the speed with which they can be 
increased (because of restrictions on the flow of 
borrowing), and the capacity to grant guaran­
tees.48

There are also two further aspects of this 
subject which merit thorough analysis: one

46See note 15 and D. Tapia, “Apertura al mercado 
financiero internacional”, in Institucionalidod económica 
e integración financiera  con el exterior {Santiago, Chile, 
Instituto de Estudios Bancarios Guillermo Subercaseaux,
1979), pp. 107-130.

47 The re were substantial modifications and simplifi­
cations in this regard during 1979.

48These limitations are those imposed on demand for 
loans. It must not be forgotten that, even with total 
openness, there are also important imperfections, such as 
market fragmentation, differential guarantees, imperfect 
information, risk evaluations and quantitative rationing by 
banks in addition to rationing by price, positive-slope 
supply of external credit, and so on.

relating to the monetary approach to the 
balance of payments, and the other to the 
implications for resource allocation and wealth 
distribution of the type of restrictions imposed 
on external borrowing. However, the lack of 
sufficient disaggregated, up-to-date informa­
tion makes it necessary to conduct the discus­
sion in broad terms, in the form of questions, 
merely laying down a few general recom­
mendations which, in our view, may be in­
ferred from the Chilean experience.

1. Financial opening up to the exterior and 
the monetary approach to the balance o f 

payments

As already indicated, the economic strategy 
relating to external financing does not fall 
squarely within the general lines of economic 
policy.

It would appear that the economic authori­
ties considered, at least until the middle of 
1979, that the so-called monetary approach to 
the balance of payments has greater validity in 
the long than in the short term. If dynamic 
aspects of movements in the balance-of-pay- 
ments accounts, patterns of adjustment in 
variables, etc., are ignored, the process of 
opening up to the international capital market 
and complete integration into it (together with 
the liberalization of the domestic capital 
market, including reforms of reserve require­
ments, and so on) would, according to the 
monetary theory of the balance of payments, 
generate a large inflow of external credit and a 
very rapid tendency for the domestic interest 
rate and international rates (adjusted for a 
certain risk) to become equal. This would 
furnish a substantial stimulus to investment, 
especially in construction (one of the most 
depressed economic sectors in the last five 
years), and promote a rise in economic activity.

The principal drawb a ks of such a measure 
are connected with the adjustment process, 
and particularly its possible repercussions on 
inflation (depending on the degree of commer­
cial opening up and the exchange rate policy 
adopted, through monetization of the accumu­
lation of reserves), the external borrowing 
position and the probable drop in the rate of 
devaluation, with the consequent adverse
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effects on economic activity and employment 
(particularly in the sectors producing tradable 
goods) :w

The main argument cited by the economic 
authorities against a complete liberalization of 
the external financial market refers to the 
potential impact of a massive inflow of external 
capital on the money supply, and consequent­
ly on the stabilization effort.50 In fact, it is 
necessaiy to assess the elasticity of demand for 
finance ois-à-uís the interest rate, identify the 
monetary repercussions of the measure (in­
cluding the larger deficit on the current ac­
count of the balance of payments) and compare 
them with the expected evolution of demand 
for money.

There are very few empirical studies in 
Chile concerning the behaviour of the market 
for loanable funds. However, recent experi­
ence suggests that a very substantial capital 
inflow would be required in order to lower the 
interest rate.51 If this occurred, it would gener­
ate an excess supply of money flows, with 
equilibrium being achieved in three basic 
ways.

The first way is adjustment through an 
increase in output andior prices, principally of 
goods which are not internationally tradable, 
with the resulting repercussions on economic 
activity and/or the general level of prices.

The second adjustment variable would act 
through the domestic financial market, by 
means of a rise in demand fo r money (appro­
priately defined) arising from the possible 
reduction in the cost of holding liquid balan­
ces, and from the rise in the volume of tran­
sactions.

49Obviously, there are other arguments in favour of not 
allowing a complete opening up to external capital, such as 
the political arguments which recognize the implications of 
a situation where a substantial proportion of domestic 
capital is in foreign hands, as well as others related to the 
imperfections of the capital markets, information costs, 
market fragmentation and, above all as regards direct 
investment, arguments related to the mode of operation of 
the transnational corporations.

50See Tapia, op. cit.
51This assertion refers to the implications which an 

inflow of credit would have for external debt, rather than to 
high interest-elastieity of demand for external finance. The 
domestic interst rate depends not only on external finance, 
but also on domestic saving. Domestic saving dropped
sharply during the period under consideration. The short 
term domestic interest rate expressed in dollars in the

Finally, the third means of adjustment is a 
change in the current account balance of the 
balance of payments. Naturally, the more open 
the economy to the exterior, and the greater the 
trade links with international markets for real 
goods and services, the more important this 
variable is. Consequently, it is very likely that a 
more rapid opening up to external finance 
would only temporarily generate greater infla­
tionary pressures and a certain improvement in 
output of non-tradable goods and services. The 
main result would be a larger trade gap, with a 
consequent rise in external indebtedness and a 
fall in levels of activity and employment in 
the sector producing internationally tradable 
goods.

However, this last conclusion is closely 
linked to the exchange rate policy adopted 
during the external financial liberalization. If 
the movement of the exchange rate is guided by 
the evolution of the current account and the 
external debt, with the currency being deva­
lued more rapidly or more slowly as the current 
account deficit or the level of external debt 
increases or declines, there will be a rise in the 
level of prices, increasing nominal demand for 
money. The build-up of international reserves, 
accompanied in this case by the attempt to 
reduce the growth rate of money, means that 
external financing replaces domestic credit, 
without necessarily helping to generate a 
greater volume of domestic saving. If, on the 
other hand, the exchange rate policy is guided 
by the balance-of-payments position, a grow­
ing accumulation of international reserves 
would lead to a slower devaluation (or a 
revaluation), with an increase in the current 
account deficit and the external debt. In this 
way, external financing constitutes foreign 
savings, which, assuming a certain level of 
domestic savings, helps to ensure that the 
expenditure of the economy exceeds the level 
of the product.52

middle of 1979 was still very high, despite a substantial 
inflow of capital. In 1975-1978 the inflow of private  capital 
(net of amdrtization and interst payments) was equivalent 
to 4% of gross domestic product expenditure, rising to 7% 
in 1978.

52Obviously, domestic saving is not independent of 
external saving: the relationship between them should be 
specified in each particular case.
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It should be noted that increasing external 
borrowing leads to a 'negative' externality 
because ol the criteria used by creditors in 
evaluating risks and solvency, so that the social 
marginal cost (for the country) of external 
borrowing is greater than the private marginal 
cost. This is an argument in favour of imposing 
a tax on the raising of external finance, even 
w hen there is complete external financial 
openness.

On the basis of the interest rate differen­
tial, the exchange rate policy followed and 
recognition of the delayed action of economic 
policy, it seems clear that more rapid external 
financial opening up would, in the Chilean 
case, have led to greater net external borrow­
ing, a fall in the level of activity in the sector 
producing tradable goods and a rise in domes­
tic liquidity (or a combination of the three 
effects), thus justifying the authorities’ concern 
to control the degree of external financial 
openness.53

However it cannot be denied that more 
thorough-going domestic financial liberaliza­
tion and a stronger devaluation of the peso 
would have substantially reduced the influ­
ence of private capital from abroad, probably 
stimulating domestic saving and lessening the 
impact of exchange operations —through the 
capital account of the balance of payments— 
on currency issue and the counter-inflation 
strategy.

Since a decision was taken to move faster 
towards openness in the trade field than in the 
financial field,54 it would seem to be of interest 
to study this phenomenon, and particularly the 
way in which external finance was restricted, 
and its implications for the Chilean economy. 
These points are analysed below.

53It should also be pointed out that any fall in the 
domestic interest rate would have produced a stimulus 
(though probably a small one) to investment, and accord­
ingly to economic growth and employment.

54 In our view , while it was necessary to regulate the
flow of external capital to the country (a phenomenon 
which would have occurred more easily with a more gradul
commercial opening up), the mechanisms used were far
from being the most effective and equitable ones.

2. Some ‘real’ consequences o f the control o f 
external finance

One of the most interesting subjects of analysis 
in the Chilean economic experience is the way 
in which the external financial opening up was 
controlled. This is because normally in order to 
ensure consistency with the remaining mea­
sures adopted, it would have seemed natural to 
expect a total opening up to international 
capital markets, or alternatively, from consi­
derations of short term macroeconomic equi­
librium,55 the rationing of external credit by 
price, which was the mechanism governing 
most of the remaining economic decisions.

However, the procedure adopted56 in­
volved establishing de facto  quantitative 
restrictions on external borrowing,57 especially 
in the case of the domestic financial system, 
which enjoys greatest ease of access to the 
international capital market. As already noted, 
the capital and reserves of the financial enter­
prises limited both their external borrowing 
and their capacity to issue guarantees, and 
there was in addition a general limitation on all 
economic agents as regards the periods of time 
for which external funds could be borrowed.

The above becomes even more important 
if it is remembered that, in addition to im­
posing this type of limitation on external 
borrowing, the interest rate in the capital 
market was freed, trade was rapidly opened 
up, the major part of the process of selling off 
State enterprises to the private sector took 
place, and strict discipline was imposed on the 
State sector and on public enterprises.

These measures led to a sharp rise to 
extraordinarily high levels in the real rate of

55 It is important to note that in very few other areas of 
the economy was as much concern shown lor the short term 
and the adjustment process.

56In June 1979, the restrictions on the contracting of 
external loans by banks and finance companies were 
modified.

57 It is reasonable to argue that, because of the specific 
characteristics of flows of international financial capital, 
their volatility, creditors’ attitudes and risk assessment, and 
so on, it is necessary to establish some form of quantitative 
regulation of the inflow of external credit. However, there 
are different ways of ensuring this regulation, with dif­
ferent effects in terms of efficiency and redistribution.
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interst to borrowers in the financial system,58 
And to a very profound change in the level and 
structure of aggregate demand and consump­
tion and in the relative prices of goods and 
factors. The consequences of this situation are 
to some extent reflected in the investment and 
unemployment situation in Chile during the 
period (see table 13). Excessive demand for 
finance also arose, partly because ofthe sale of 
State-owned enterprises, and was aggravated 
by dem and generated on the domestic capital 
market by public enterprises, which found that 
contributions from the government, and credits 
from the Central Bank, were restricted.

T able  13

C H IL E : U N EM PLO Y M EN T 
AND IN V E STM EN T  

(.P ercen ta g es )

P erio d
U nem ploym ent 
rate in G reater 

Santiago?*

Rate of 
investment*1

1960-1970 6.0 15.3
1971 5.5 14.1
1972 3.8 11.9
1973 4.6 12.0
1974 9.6 13.0
1975 16.2 10.7
1976 16.8 9.7
1977 13.2 10.7
1978 14.3 11.3

Sources; University of Chile, Department of Economics: 
Comentarios sobre la situación económica, 1978, 
1979; and Ocupación y desocupación en el Gran 
Santiago , various issues. 

aSimple average of the rates for March, June, September 
and December.

kGross domestic fixed capital investment as a proportion of 
gross domestic product expenditure.

Accordingly, two important consequences 
arising from the phenomenon under discussion 
are those relating to the evolution of invest­
m ent and to the allocation of resources.

There is no doubt that the high rates of

58The rate to lenders, though it has increasingly been 
positive, has not been very high because ofthe wide spread
betw een the rates to lenders and to borrowers.

interest on loans provide an explanation, even 
though a partial one, ofthe depressed level of 
private investment in the period; to this should 
be added the drop in public sector invest­
ment.59 In addition, the enterprises which had 
access to external credit were characterized by 
their large size and their use of relatively 
capital-intensive technology, so that there was 
no guarantee that their investment would 
necessarily generate high levels of employ­
ment or be the most efficient from a ^social 
viewpoint.

In this regard it is interesting to observe 
how in these years, despite some liberalization 
of the domestic financial market, some of the 
features of the way the financial system was 
traditionally managed persisted. Thus, the dual 
nature of the industrial structure and the 
distribution of income has tended to be re­
tained, so that a handful of companies receive 
substantial amounts of credit on preferential 
terms which they invest in over-capitalized 
enterprises that are only partially used. In this 
way this sector generates large incomes, while 
most of the smaller, fairly labour-intensive 
enterprises subsist with extraordinarily high 
financial costs.

It may also be held that, as in the past, such 
a restricted financial system grants clear advan­
tages to those enterprises which have direct or 
indirect access to preferential credit (in this 
case credit from abroad), and to those which 
can make use of their undistributed profits, 
either from within the enterprise or from other 
enterprises belonging to the same economic 
group. In Chile, a substantial group of enter­
prises combine all these advantages, and are 
accordingly improving their competitive posi­
tion, though this does not necessarily corre­
spond to an increase in their productive ef­
ficiency.

It may be deduced from the above para­
graphs that the mechanisms used to control the 
flow of external loans to Chile did not promote 
an adequate level of investment, nor the effi­
cient allocation of it, but instead probably made

59Public sector investment, which in 1974 represented 
12% of gross domestic product expenditure, made up only 
6.4% in 1977.
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possible a substantial change in the distribu­
tion and concentration of wealth.

Because of the form of the attempts made 
to regulate the flow of external borrowing, 
conditions were created which enabled enter­
prises with access to international credit to 
obtain substantial profits. In other words, 
because of the way in which the ‘import quota’ 
of financial capital was distributed, a profit was 
generated from the difference between the 
international and the domestic price of such 
capital.60

There is even evidence that some enter­
prises engaged in import activities funda­

mentally because of the attraction of the ex­
ternal credit associated with importing. It has 
also been alleged that the deficit on the current 
account of the balance of payments is over­
estimated because of the incentive for under­
invoicing exports and over-invoicing imports, 
with the difference entered in the form of 
external credit.

Preliminary, very conservative estimates 
indicate that the transfer obtained in this way 
by private enterprises enjoying access to 
external credit during the period 1976-1978 
totalled at least US$ 540 million, rising to over 
US$ 650 million by mid-1979^1 (see table 14).

^ I t  should nevertheless be stressed that, indepen­
dently of the degree of external financial openness, many 
imperfections remain in the domestic and international 
capital markets.

61 At the end oí 1978, the sales value of the State-owned 
enterprises sold to the private sector during the period 
stood at US$ 585 million.

T ab le  14

C H IL E ; F IN A N C IA L  P R O F IT S  O F  PRIVATE E N T E R PR IS E S  EN JO Y IN G  ACCESS
TO  EX TERNA L C R E D IT

In te re s t rate A lternative (1) A lternative (2) A lternative (3)

Y ear

Article 14b

L IB O R  C h ile  D ifferen ­
tial8 P rivate

sector

(an n u a lp e rc e n ta g e  in  US dollars)

N on-com pensatory
capital0

Stock of 
ex ternal debt?1

Profit P rivate
sector

Profit P rivate
sector

(m illions of US$ dollars)

P rofit

1976 6.12 118.53 1.0629 227 121 319 170 641 681
1977 6.42 58.38 0.4554 287 169 381 207 772 351
1978 9.35 51.10 0.3240 750 251 932 326 980 318
1979 (first halt) 11.21 42.10 0.1968 500 113 (466) 133 1 569 155

654 836 1 5 0 5

Sources: Central Bank of Chile, Boletín mensual, May 1979; Deuda Externa de Chile, June 1979,
aCaleulated as the différence between the interest rate on bank loans in Chile, expressed in dollars, and double the LIBOR 
rate.
b Alternative ( 1) was calculated on the following assumptions; (a) the only sums entered are credits disbursed to the private 
sector under article 14; (b) they remain in the country for two years; and (c) the amount available per year is equal to half 
the annual flow. This calculation is undervalued both by reason of the coverage of article 14 (article 15, which corresponds 
to credit for the private sector, was not included), and by reason of the period spent in Chile, since these credits remain in 
the country for more than two years; and because no account is taken of the stock of debt under article 14 existing at the 
end of 1975.
“Alternative (2) is based on balance-of-payments data and refers to the movements (net of amortization payments) of non­
compensatory capital for private use. In this case the assumptions of alternative (1) were repeated for long term and 
medium-term capital movements, while only one year of stay in Chile was assumed for 50% of the total short-term credits. 
For 1979 a movement equal to that of 1978, for all debt periods, was estimated.
d Alternative (3) is based on the assumption that the total stock owned by the private sector to foreign sources at the end of 
the previous year remains in the market for only one year. Neither traditional private debt nor short-term debt is included.
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In addition to the above, it should be 
m entioned that while the private sector was 
securing its financing to an increasing extent 
from abroad, the public sector was doing so at a 
much slower rate. Between the end of 1974 and 
the end of 1978, private debt increased by 
US$ 1,449 million, to more than 30% of the 
country’s total stock of debt, compared with 
less than 14% at the end of 1974. The public 
sector, on the other hand, which increased its 
accumulated debt by US$ 688 million, dropped 
its share from 87% at the end of 1974 to slightly 
under 70% at the end of 1978.

An examination of debt servicing shows

that the net flow of external resources to the 
public sector in the four years under considera­
tion was negative (~US$ 468 million), while 
the flow to the private sector was US$ 948 
million. If, instead of external debt, balance-of- 
payments figures are used, the situation is even 
more favourable to the private sector. More­
over, the proportion of borrowing by the public 
sector during the period 1975-1978 under 
article 14 of Decree-law 471 (the main provi­
sion under which external credits entered the 
country) was less than 8%, while more than 
90% represented borrowing by the private 
sector.

T able  15

C H IL E : EX TER N A L D E B T 1 BY SEC TOR S, 1973-1978 
(M illions o f  US dollars)

P ub lic  d e b t P rivate d eb t

M illions of 
US dollars P ercen tage

M illion of 
US dollars P ercen tage

Total
d eb t

D e c e m b e r  1973 3 260.2 80.6 787.8 19.5 4 048
D e c e m b e r  1974 4 138.2 86.7 635.8 13.4 4 774
D e c e m b e r  1975 4 444.6 84.5 818.4 15.6 5 263
D e c e m b e r  1976 4 163.8 80.2 1 031.2 19.9 5 195
D e c e m b e r  1977 4 067.4 74.9 1 366.6 25.2 5 434
D e c e m b e r  1978 4 826.0 69.8 2 085.0 30.2 6 911

Source: Institucionalidad económica e integración financiera con el exterior, op. cit. 
aThe external debt figures refer to sums actually disbursed outstanding at the end of each year. They 
include traditional debt and other external liabilities comprising the International Monetary Fund, 
suppliers’ credits and financial credits to the private sector, as well as short-term lines of credit to 
commercial banks, the Banco del Estado and the Central Bank.

It is clear from the above not only that there 
was probably inefficient allocation with ten­
dencies towards concentration within the 
domestic private sector, but also that the public 
sector, including naturally public sector enter­
prises, found itself in financial conditions 
which were very disadvantageous compared 
with those private enterprises which enjoyed 
access to external credit on the above-men­
tioned conditions.62

62It may be held that the private sector borrowed
abroad as a way of financing payment of the tax represented 
by inflation, which was very high during this period.

Criteria of efficiency and equity dictate 
that, if it is wished to ration external credit, this 
should be done through a tax (supplemented as 
appropriate by other mechanisms) to be col­
lected by the government.63 Although it is true

However, this tax fell principally on those economic agents 
for whom it was most difficult to replace cash or sight 
deposits by other assets, and on borrowers in the domestic 
market for short-term capital. It is clear that these cate­
gories do not include the major private enterprises with 
access to international finance, to which they resorted 
precisely in order to ‘evade’ the inflation tax.

^ T h e measures adopted by the Central Bank in the 
second quarter of 1979, designed to establish obligatory
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Table 16

CHILE: GROSS AND NET FLOW OF EXTERNAL CREDIT* BY SECTORS 
(Millions o f  US dollars at current prices)

1975 1976 1977 1978

Gross Debt Net Gross Debt Net Gross Debt Net Gross Debt Net
flow service flow flow service flow flow service flow flow service flow

Public sector 768 778 -1 0 545 868 -323 580 1042 -4 6 2 1529 1202 +327
Private sector 110 54 56 238 224 14 526 199 327 824 273 551
Total 878 832 46 783 1 092 -3 0 9  1 106 1 241 -135 2 353 1 475 +878

Source; Central Bank of Chile.
aThe external debt figures refer to sums actually disbursed outstanding at the end of each year. They include 
traditional debt and other external liabilities comprising the International Monetary Fund, suppliers’ credits 
and financial credits to the private sector, as well as short-term lines of credit to commercial banks, the Banco 
del Estado and the Central Bank.

that the domestic and international capital 
market is far from perfect, such a measure 
would drastically reduce the serious draw­

backs associated with certain aspects ofthe way 
in which the quantitative restrictions on the 
import of capital were applied.64

IV

Summary and final comments

This paper began with a short outline of the 
macroeconomic situation with which economic 
policy in Chile since the end of 1973 has had to 
deal.

There followed an analysis of the founda­
tions of the stabilization strategy which was 
based on an attempt to reduce the growth rate 
of nominal money, as traditionally defined.

It was felt that this policy tended to be 
inconsistent with the progressive opening up 
of the Chilean economy to the exterior, because 
of the increasingly endogenous nature of the 
money supply. Difficulties in controlling base 
money were exacerbated by the extremely

rapid (though partial) liberalization of the 
domestic capital market, especially in the 
context of an extraordinary level of international 
liquidity.

As a result, the stabilization programme 
appears to have been conceived within the 
frame of reference of a closed economy, since 
as the country's economic relations become 
internationalized, the restrictions on domestic 
credit, and particularly credit to the public 
sector, were modified to a greater or lesser 
extent because of the inflow of foreign ex­
change. This inflow was also stimulated by the 
evolution of the domestic interest rate and the

reserve ratios for the inflow of certain types of external 
credit, are similar to this tax. However, by that time the 
principal redistributive effect had already been conso­
lidated.

64 Nevertheless, as pointed out earlier in the text, if the 
supply of external credit becomes very unstable, it may be 
necessary to resort to some form of direct control, regulated 
by the economic authorities.
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exchange rate policy followed in 1975-1978.
Consequently, it is considered that an 

excessive burden fell on the Chilean public 
sector, with the consequent adverse effects on 
the level of investment, employment and social 
expenditure.

Limiting the analysis to a non-floating 
exchange rate, it was argued that exchange rate 
policy should not be used as an instrument for 
controlling the money supply (although it is in 
fact an important direct determinant of the 
evolution of domestic prices in an open econo­
my), and it was pointed out that an attempt was 
made to use and plan an instrument —the 
exchange rate— on the basis of considerations 
which were not necessarily mutually con­
sistent, such as the level of international re­
serves, external debt, expectations of inflation 
and the differential between domestic and 
international inflation rates. It is, furthermore, 
clear that the application of a succession of 
different exchange rate policy objectives and/ 
or guidelines can lead to excessive instability 
in the real exchange rate.

The advantages and drawbacks of using 
the evolution of the current account, or that of 
the balance of payments, as the most appro­
priate criterion for exchange rate policy were 
examined, and it was concluded that, if the aim 
is that external financing should be channelled 
so as to ensure the greatest external savings, it 
seems more desirable that the exchange rate 
should follow the level of international re­
serves. If, on the other hand, it is not wished to 
increase external borrowing, and if appropriate 
credit measures designed to reduce the inflow 
of foreign exchange through the capital account 
are not adopted, external financing will prin­
cipally be a substitute for domestic credit.

It was therefore concluded that the timing 
of the external opening up, the domestic finan­
cial liberalization and the sale of enterprises to 
the private sector was inappropriate in view of 
the effort made by the public sector within the 
framework of the monetary policy. A more 
gradual opening up of trade, and measures 
aimed at directly or indirectly (through credit 
policy) holding back the flow of capital from 
and to the private sector, might have permitted 
a form of monetary planning which placed

fewer restrictions on government activity and 
that of public enterprises.

As regards demand for money, emphasis 
was laid on the excessively passive role adopt­
ed by the economic authorities, the conse­
quences of which were aggravated by the 
circumstances prevailing when the develop­
ment of the capital market was promoted. All 
this helped to delay the reduction of inflation, 
and helps to explain a substantial part of the 
process o f ‘stagflation’ suffered by the Chilean 
economy during part of the period under 
consideration.

Accordingly, it was suggested that during 
stabilization processes based on restrictive 
monetary policies, more emphasis should be 
placed on the effort to control inflationary 
expectations and/or on the behaviour and 
evolution of money substitutes.

This was followed by an analysis of the 
implications of a process of opening up to the 
exterior which occurred at a rate and with 
characteristics which were different in the real 
sector from those in the financial sector of the 
economy.

An attempt was made to demonstrate the 
close relationship between exchange, mone­
tary and fiscal and credit policies in a process of 
this type. In particular, stress was laid on the 
need to pay greater attention to the composi­
tion of the balance of payments, in addition to 
its level; and mention was made of the dual role 
of the exchange rate, both as regards the trade 
balance and through the effects of expectations 
concerning its future evolution on interna­
tional capital movements.

An analysis was then made of the justifica­
tion —based on counter-inflationary arguments 
and considerations relating to external bor­
rowing— given for the decision to carry out the 
external financial opening up in a relatively 
slow manner. It was indicated that, while such 
arguments are not without validity, they would 
carry greater weight if the commercial opening 
up had also been carried out more gradually; at 
all events, the magnitude of the inflow of 
external capital, and the way in which it was 
restricted, are highly disputable.

A faster planned devaluation, together 
with a form of domestic credit management
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designed to reduce the spread between 
interest rates to borrowers and to lenders, and 
an effort to quantify and take appropriate action 
on the demand for nominal money flow, might 
have led to a monetary situation such that, 
w ithout generating inflationary pressures, 
public sector expenditure and investment 
would have been spared such drastic reduc­
tions.

The mechanisms used to control the flow 
of capital do not appear to have been those best 
suited to promoting greater investment or 
em ployment or the optimum allocation of 
resources.

An estimate was rfiade of the total transfers 
obtained by the domestic private sector which 
had access to external credit, and stress was laid 
on their important redistributive consequen­
ces, both within the private sector and vis-à-vis 
the public sector.

The analysis leads to the conclusion that 
the macroeconomic policy applied was not 
neutral with regard to the sectors and groups 
which had to bear not only the cost arising from

the stabilization policy, but also the redistribu­
tive effects associated with the particular form 
in which the external financial opening up 
occurred.

It seems clear that, on the basis of criteria 
of efficiency and equity, a government tax 
equivalent to a tariff on the import of external 
credit is a more appropriate mechanism for 
controlling external financial opening up than 
the introduction of quantitative restrictions. 
Such restrictions might become more impor­
tant if it is felt that the supply of international 
liquidity available to a country is very eratic or 
unstable. Indeed, this latter consideration, 
together with the speed of adjustment of capital 
movements compared with that of goods, 
suggests that the external financial opening up 
offers greater difficulties for the management 
of macroeconomic policy than the commercial 
opening up.

Finally, if it is decided to reform the 
external sector of the economy, the commercial 
and the financial opening up must be analysed, 
assessed and implemented in a co-ordinated 
manner.
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With the present article the author rounds off the 
series he began with “A critique of peripheral 
capitalism” (published in Review  No. I), and con­
tinued with “Socio-economic structure and crisis of 
peripheral capitalism” (No. 6) and “The neoclassical 
theories of economic liberalism” (No. 7). While in all 
the preceding articles his main concern was to offer a 
critical interpretation of the functioning of peri­
pheral capitalism and to show the inability of 
neoclassical theory to comprehend it in depth, in this 
one he seeks to trace the lines along which that 
system should be changed.

After recalling the basic features of his critique 
of how capitalism works in the periphery (chapter I), 
he sketches the criteria by which the process of 
change should be guided and which, in toto, cons­
titute a synthesis of central values of socialism and 
liberalism (chapter II), He then goes on to pose 
certain inevitable questions as to the political con­
ditions of change, through which he reaffirms the 
value of democracy as the ideal foundation for a 
harmonious society (chapter III). The next chapters 
(IV and V) are devoted to completing the presenta­
tion of his ideas via the analysis of problems of 
change linked to technique, demand, the structure of 
production, the specific features of peripheral ca­
pitalism, etc. In the final chapters he slightly shifts 
his angle of approach in order to deal, on the one 
hand, with the role of centre-periphery relations in 
change (chapter VI); and on the other hand, with the 
present crisis in the centres and its repercussions on 
the periphery (chapter VII); ending with a few 
reflections on ethics, rationality and'foresight (chap­
ter VIII).

His central ideas w ill give rise to controversy, 
not only because of their provenance, but also 
because they pivot upon the vexed questions of 
appropriation and social use of the surplus. But the 
writer is convinced that the present crisis will not be 
overcome with superficial measures; if it is to be 
surmounted and a developed, democratic and equi­
table society is to be built up, the process of change 
will have to strike at the very roots ofthe system.

‘Director of the Review.

Part One 

I 

The dynamics of peripheral 
capitalism

I think it desirable to begin this new article 
—the last lap in the difficult task I have set 
myself— with a summary of the interpretation 
of peripheral capitalism set forth in earlier 
papers. I invariably refer to Latin American 
capitalism as a whole, disregarding certain 
inter-country differences which, important 
though they are, do not invalidate the essential 
significance of that interpretation.

In this summary I have sought to answer 
some well-aimed criticisms directed at the first 
draft of the present article, as well as at those 
which have preceded it.1 I believe I have thus 
cleared the way for discussion ofthe outlines of 
a theory of change.

1, The fru its o f technical progress 
and the flaw s in the system

Peripheral capitalism is exclusive and conflic­
tive: two major flaws which are aggravated by 
the centripetal character of capitalism in the 
developed countries, the inconsistency of its 
relations with the periphery and the effects of 
its hegemony.

The internal origin of these defects is to be 
found in the mode of appropriation and dis­
tribution ofthe fruits of the increasing produc­
tivity that results from the penetration of the 
technology of the centres into the hetero­
geneous social structure ofthe periphery, wide­
ly different from that ofthe centres themselves.

1 Some of these criticisms and comments are published 
at the end ofth e  present article, while the remainder will 
appear in the next number of this Review. I have found 
them helpful and enlightening, and should like to express 
my gratitude to their authors. Furthermore, as always, 
Aníbal Pinto has given me the benefit of his keenly 
perspicacious opinions. And Adolfo Gurrieri has lent his 
patient and intelligent collaboration by discussing the 
developm ent of my ideas with me and making highly 
positive suggestions.
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This process is dominated by the interplay of 
power relations.

The lion’s share of the fruits in question is 
retained in the shape of a surplus in the upper 
strata of the social structure, thanks to the 
power accruing to them from the concentration 
of the means of production in their hands.

This unequal distribution of income in 
favour of the upper strata incites them to 
prem ature imitation of the consumption pat­
terns of the centres, which, moreover, are by no 
means criticism. The privileged-consumer so­
ciety which grows up in this way signifies a 
considerable waste of capital accumulation 
potential, with which is combined the si­
phoning-off of income by the centres —espe­
cially through the transnational corporations—, 
thanks to their technical and economic superio­
rity and their hegemonic power.

The consequent insufficiency of capital 
accumulation, in respect of both physical goods 
and education of human beings, and the ex­
plosive growth of the population, explain in 
essence why the system cannot intensively 
absorb the lower strata of the social structure. 
This constitutes the exclusive tendency of the 
system.

With the increasingly pervasive penetra­
tion of technique, structural changes super­
vene which are manifested in the formation of 
the middle strata, both in the sphere of the 
market and in that of the State.

2. Twofold pressure on the surplus

In the sphere of the market, with the advance of 
the democratization process, the main body of 
the labour force acquires trade-union and po­
litical power, which enables it to secure a share 
in the surplus, either directly or through the 
social services provided by the State.

The State in its turn contends for a share in 
the surplus with a view to absorbing a steadily 
increasing proportion of the labour force, chief­
ly from the traditional middle classes, which, 
like the other workers just mentioned, acquire 
trade-union and political power. Thanks to this 
last, the employment of labour to expand State 
services, including the social services, is gen­
erally marked by a good deal of spurious 
absorption of manpower that is not really

needed. The State taps part of the surplus in 
order to cope with this situation and to cover 
the purchase of goods and services in the 
market, in the fulfilment of its functions.

As a result of this twofold pressure on the 
surplus from the sphere of the market and from 
that of the State, imitation of the consumption 
patterns of the centres is gradually extended to 
the middle strata, although much less inten­
sively than in the case of the upper strata.

Thus, income distribution basically results 
from a changing interplay of power relations, as 
alterations take place in the social structure 
with the march of technical progress.

3, The dynamic mechanism o f the system

Thanks to the surplus and to the capital ac­
cumulation permitted by the system largely to 
meet the consumer requirements of the upper 
strata, these latter control the dynamic mech­
anism of the system. The system operates 
regularly as long as the surplus continues to be 
enlarged by successive productivity in­
crements, despite the twofold pressure for 
shares in it.

These pressures are governed by no re­
gulatory norm whatever, so that if they become 
intense, they compress the surplus to such an 
extent that in the end accumulation suffers, and 
so does the evolution of the privileged- 
consumer society. It is then that the conflictive 
phenomena of the system supervenes. Enter­
prises react by raising prices in order to re­
establish the dynamic of the surplus, and this is 
followed by a counter-reaction on the part of 
the labour force, provided it has sufficient 
power, with the consequent wage increases. 
Thus an inflationary spiral is triggered off: a 
new type of social inflation which is super­
imposed upon and aggravates the effects of 
other factors.

This is how the crisis of the system begins 
in the later stages of development, when the 
play of power relations gains great momentum 
with the unrestricted advance of the demo­
cratization process.

The tendency to this type of crisis does not 
arise, of course, in countries where the social 
structure is unfavourable to democratization or
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where the changes in this structure make for a 
democracy in form rather than in substance.

4. The structural surplus

The first thing to recall is the structural sig­
nificance of the surplus. If the fruits of tech­
nical progress are concentrated in the upper 
strata, this is because most of the workers 
whom capital accumulation makes it possible 
to employ do not succeed in pushing up their 
wages correlatively with their increasing pro­
ductivity. The explanation lies in the regres­
sive competition of the labour which stays in 
lower-productivity layers of technology, or is 
unemployed. All that happens is that a part of 
the fruits of technique is transferred to the 
limited proportion of the labour force which, 
mainly by virtue of its social power, has been 
able to acquire the ever-greater skills de­
m anded by the new techniques.

The surplus does not peter out as a result of 
inter-enterprise competition, but is retained, 
circulates and increases because of the expan­
sion of demand which, given the nature of the 
production process and its monetary require­
ments, precedes the appearance of the final 
products. This anticipatory expansion of de­
mand prevents prices from falling as produc­
tivity rises.

The social inequality inherent in peri­
pheral capitalism has its roots in the mode of 
appropriation of the sprplus, without which the 
system could not function, since the privi- 
leged-consumer society —its outstanding ma­
nifestation— has, as we have seen, a peculiar 
dynamic of its own. Its ceaseless imitation of 
the patterns of consumption of the centres and 
the corresponding capital accumulation can be 
achieved only by virtue of the growth of the 
surplus.

If  the twofold participation in the surplus 
referred to above has positive effects in certain 
phases of development, it ultimately comes up 
against the resitance of the privileged-con- 
sumer society, which jibs at conceding shares 
in the surplus beyond a certain limit; and this is 
the starting-point of the crisis.

The dynamic in question does not admit of 
superficial rectifications. Rather do the serious 
problems it poses call for another and substan­

tially different dynamic. They call for the 
transformation of the system.

What can explain why the twofold partici­
pation in the surplus cannot be carried beyond 
this critical limit? Why should it not be possible 
for the income of the labour force to grow at the 
expense of privileged consumption? The reply 
is categorical. It cannot do so without detriment 
to the dynamics of the system; and this is 
precisely what happens.

The fact is that if the sharing-out of the 
surplus proceeds beyond the critical limit, not 
only is privileged consumption compressed 
but also the capital accumulation largely ear­
marked for its satisfaction. And there is no 
mechanism in the system to offset the diminu­
tion of this latter. The twofold participation of 
the labour force in the market sphere and of the 
State is not accompanied by an accumulation 
process to replace that of the privileged strata. 
At best, any such accumulation would be 
consumptive, not reproductive. Accordingly, 
accumulation is adversely affected, and so is 
the growth of the surplus deriving therefrom.

Nothing is farther from the intentions of 
the upper income strata than to change the 
system. Their reaction is quite different: they 
will do all they can to revive the growth of the 
surplus, thus launching the inflationary spiral, 
which gains considerable impetus if and when 
the lower strata join in the struggle for partic­
ipation.

5. Trade-union and State responsibility

When the crisis of the system enters upon and 
pursues its course, emphasis is usually placed 
on the responsibility of the trade unions. But 
very important too, and sometimes paramount, 
is the responsibility of the State, when it 
increases its share in the surplus without due 
regard to economic viability. The reason for 
this lies not only in the political pressure 
exerted by the labour force to obtain social 
advantages, but also in the State’s own dy­
namic, which leads it continually to expand its 
services and its absorption of personnel (milita­
ry expenditure included.)

Fiscal orthodoxy gradually becomes inef­
fectual as these forms of State participation are 
intensified. In reality, even if the hypertrophic
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growth oí expenditure is covered by taxation, as 
the critical limit of the system is approached, 
and still more so if this limit has already been 
passed, the taxes in question become largely 
inflationary when in one way or another they 
affect the labour force and this latter has 
enough power to recoup itself by means of pay 
increases.

Ideas applicable to outdated situations still 
persist. In the early phases of development 
trade-union power is non-existent or very 
slight; and the labour force is incapable of 
defending itself against the tax burden it is 
called upon to bear. In such conditions, the 
dominant political power of the upper strata 
enables them largely to evade their own tax 
responsibilities as a way of safeguarding the 
surplus.

Taxes are not inflationary in this case. And 
if inflation then occurs, it is because they are 
not being brought into service to cover excess 
expenditure. In these circumstances the rules 
of the game are very clear-cut: to increase 
taxation in so far as expenditure cannot be 
restricted. This is the golden age of fiscal and 
also monetary orthodoxy.

6. The use o f force

Private appropriation of the surplus is arbitrary. 
So is the struggle to share in it. The greater the 
power enjoyed, the bigger the share obtained; 
and this arbitrariness is aggravated as the 
inflationary spiral pursues its course. The 
intent to re-establish the dynamics of the 
surplus by raising prices proves a mirage, 
inasmuch as the counter-reaction of the labour 
force immediately ensues. Accordingly, ac­
cumulation and the formation oí new surpluses 
—that is, the very stuff of redistribution— is 
adversely affected. And when these effects are 
produced they weaken the system’s capacity to 
absorb the increase in the labour force and the 
manpower vegetating in the lower layers of 
technology.

The political power of the upper strata, 
which seemed to be declining with the march 
oí democratization, once again bursts on to the 
scene, and the next step is the use of force, 
which makes it possible to break down the 
trade-union and political power of the dis­

advantaged strata, so that the dynamics of the 
surplus may be successfully re-established.

Let me recall what I have already said in 
another papei2 with respect to the productivity 
increment resulting from the lavish exploita­
tion of certain non-renewable natural resour­
ces. In this case the surplus can continue to 
increase, and nothing untoward will occur, 
despite the intensity of the twofold pressure for 
shares in it. The crisis of the system is acording- 
ly deferred, but not indefinitely.

It is important to stress that when the 
power of the upper strata is predominant in the 
social structure, the trade-union and political 
power oí the labour force is inadequate or non­
existent, and the State keeps its expenditure 
within moderate limits, development crisis are 
of a different kind.

In the more advanced stages of devel­
opment, if the holders of military power are not 
necessarily under the dominion of the econo­
mic and political power of the upper strata, one 
is tempted to ask why they intervene to serve 
the privileged-consumer society. Here un­
doubtedly a complex set of factors comes into 
play. But the fundamental explanation lies, in 
my opinion, in the fact that given the nature of 
the system no other criteria for getting it back 
into working order are available. For, as has 
already been remarked, its dynamic mecha­
nism, namely, the capacity for capital ac­
cumulation, without which no impetus could 
be given to development, is in the hands of the 
upper strata. So there is nothing for it but to let 
them carry on, even if, apart from the political 
cost, the social cost is enormous.

The income of the labour force has to be 
squeezed not only to feed accumulation, but 
also so that the exorbitant State expenditure 
referred to can be covered, in so far as correc­
tive measures are not viable, by non-inflationa- 
ry means. Herein lies the aberration of the 
system.

It will not be superfluous to reiterate here 
what I have already emphasized in earlier 
articles. The system heads for a crisis when,

2“Biosí’era y Desarrollo”, a report presented at the 
Seminar on Development Styles and Environment, 
CEPAL/UNEP, Santiago, Chile, November 1979.
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under the impulse of the democratization 
process, the power of the labour force is 
strengthened, while at the same time the 
functions of the State are expanded: in other 
words, when the twofold pressure for partici­
pation in the surplus becomes increasingly 
severe.

7. .Economists in face o fth e  outcome 
o f the crisis o f the system

There is something poignant about the situa­
tion of those economists with a sense of social 
justice who share the responsibility for a policy 
of this kind with the new political protagonists 
entering the scene in consequence of the use of 
force. They have to resign themselves to 
adopting the obsolete rules of monetary and 
fiscal orthodoxy, since they have no others 
w ithin their reach.

I say economists with a social sense, for 
there are also some who in the full tide of 
neoclassical euphoria have become convinced 
of the need to sacrifice the labour force because 
it has not been capable of respecting market 
laws. The free play of these laws must be re­
established by suppressing the power of the 
labour force outright; and this not without a 
certain satisfaction in wielding the rod! Only in 
addition the power of the upper strata to 
appropriate and increase the surplus is like­
wise re-established.

I should be sorry to make no mention here 
of yet other economists who hold prudently 
aloof from so disconcerting a scenario. Some 
cherish the hope that the institutional recovery 
which one day will come about may give them a 
chance to recommend redistributive measures 
consistent with their ideologies, or, perhaps, a 
monetary and fiscal policy free from the bonds 
of dogma; whereby they lay themselves open to 
the vicissitudes of a new political cycle and to a 
new frustration.

Others, again, are awaiting their oppor­
tunity to transform the system. Only the trans­
formation they advocate is not the one I am 
proposing to set forth here.

8. In default o f a new option

The use of force supervenes because there 
appears to be only one alternative to the option

advocated by the neoclassical economists, 
namely, that of transferring the ownership and 
management of the means of production to the 
State: an alternative which is based, in the last 
analysis, on a political régime radically dif­
ferent from democratic liberalism. In both 
cases recourse is had to authoritarianism. In 
the one, to a conjunctural authoritarianism 
which sanctifies the social inequity of the 
system; and in the other, to a structural autho­
ritarianism stemming from a concept of social 
equity.

There does not seem to be another option, 
combining this concept of social equity with 
vigorous development, popular participation 
and the advance and consolidation of the 
democratization process.

9. The neoclassical option

The use of force makes it possible to follow 
certain neoclassical principles, although suit­
ably trimmed to accommodate dominant in­
terests, and not always skillfully applied.

Moreover, under the aegis of these prin­
ciples measures are taken that differ widely 
according to the countries concerned and the 
aptitude of those who adopt them, whether 
they concern internal development or relations 
with the centres. The results also vary a great 
deal, with respect both to the rate of develop­
ment and to relations with the centres. But over 
this diversity a common denominator prevails: 
the aggravation of social inequality.

Neoclassical reasoning, of course, is based 
on the regulatory action of personal interest 
under a system of free competition. It will be 
useful to recall the argument in question. 
Driven by the powerfull motive of personal 
interest, in their economic activity the owners 
of the means of production select the techni­
ques and capital investments that offer the 
highest productivity and the biggest profits. 
But the interplay of competition reduces profits 
until they are wiped out, and all that is left is the 
entrepreneurs’ remuneration for their work as 
such. The conclusion is patent. The whole 
community benefits if the forces of the system 
are granted free play.

In our preceding articles we have tried to 
show that this is not so; for, far from the system’s
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tending towards the elimination of profits, they 
increase, and are perpetually retained by the 
owners of the means of production in the shape 
of a surplus, thus giving impetus to the privi­
leged-con sumer society. This structural 
phenom enon of the surplus has been over­
looked by the neoclassical economists. And for 
this reason above all, their arguments are 
hopelessly divorced from the realities of the 
periphery.

Similarly, the facts uncompromisingly be­
lie the notion of a spontaneous trend towards 
full and efficient utilization of productive re­
sources. These economists fail to note the 
squandering of accumulation potential; nor do 
they observe the waste of manpower, especial­
ly in the lower strata of the social structure. 
Faced with the immense harm done to the 
biosphere under the full operation of market 
laws, they impute it to exogeneous factors 
which have no bearing whatever on the virtue 
of their principles.

Where is that ‘invisible hand’ which was to 
assign those productive resources wisely, and 
equitably disseminate the fruits of develop­
ment?

10. Economic liberalism and political 
liberalism

Over and over again we have endeavoured to 
show that this is not how peripheral capitalism 
works. It promotes concentration of economic 
power and distributional inequity. And the 
concentration of economic power brings in its 
train that of the political power of the advan­
taged strata.

It is true that in the course of the demo­
cratization process the sharing capacity that the 
labour force gradually acquires tends to coun­
terpoise the power of the privileged strata, as

well as that of the State. But the evolution of the 
crisis finally culminates in the use of force. 
Thus democratic liberalism breaks down, 
while the ideas of economic liberalism 
flourish —an adulterated liberalism which, far 
from bringing with it the dissemination of the 
fruits of development, flagrantly consolidates 
social inequity.

Obviously the Latin American region of 
the periphery has not yet succeeded in esta­
blishing democratic liberalism on a firm 
footing; we are all too familiar with its vicis­
situdes, its promising forward strides and its 
painful setbacks. But the past cannot account for 
everything. New and complex elements make 
their appearance as changes take place in the 
social structure through the agency of tech­
nique. The use of force acquires a significance 
different from that attaching to it in other days: 
it involves the aforesaid absolute divorce be­
tween democratic liberalism and economic 
liberalism.

What is the essential concept of democratic 
liberalism? To prevent the arbitrary concen­
tration of political power at the expense of the 
liberties and rights of the individual and of his 
social and political participation. Economic 
liberalism, in its turn, means distributing the 
fruits of development to the whole community 
and thus disseminating economic power, in full 
consonance with the political objectives of 
democratic liberalism. Both sprang from a 
common philosophical source; nevertheless, in 
peripheral capitalism they become mutually 
contradictory. The use of force enables eco­
nomic liberalism to be re-established —in 
accordance with the neoclassical option— at 
the cost of the relentless sacrifice of political 
liberalism. And both forms of liberalism come 
to grief under that other option which consists 
in transferring the management of the economy 
to the State.
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II

Outlines of change

1. A  synthesis o f socialism and liberalism

In embarking upon this outline sketch, I must 
make my goal perfectly clear. I am seeking a 
synthesis between socialism and liberalism or, 
if preferred, a version of socialism based on the 
freedom of the individual and on new patterns 
of social coexistence.

Socialism, inasmuch as the State will have 
to shoulder one responsibility of fundamental 
importance, among others: the responsibility of 
democratically deciding how social use is to be 
made of the surplus in order to accumulate the 
fruits of technical progress much more inten­
sively and distribute them equitably.

And liberalism, in so far as the discharge of 
this responsibility must be compatible with the 
exercise of economic freedom, both because of 
w hat it means in itself and because it is 
essential to political freedom and to the human 
rights inherent therein.

This synthesis of socialism and liberalism 
is the new option which I am proposing to 
explore in these pages.

In doing so I wish to state expressly that I 
am not drawing my inspiration from certain 
currents of European social democracy —es­
pecially important in the Federal Republic of 
Germany— in which enlightened Latin Ame­
ricans think a solution for our problem is to be 
found.

I t is true that some European countries 
have attained the utopian ideal of widespread 
dissemination of the fruits of development 
The problem is no longer that of accumulation 
—which, after a lengthy process, they have 
largely resolved— but one of continuing to 
forge ahead and progressively arrive at new 
patterns of management and social participa­
tion.

In the periphery we need to resolve the 
problems of accumulation and distribution at 
one and the same time. And we cannot, like the 
countries referred to, invoke the so-called 
social market economy, because the social

structure underlying the market in the Latin 
American region of the periphery is funda­
mentally different from that of the countries 
which have attained a high degree of devel­
opm ent

At the other extreme of European social­
ism lies Marxism-Leninism. In the Soviet 
Union an enormous and deliberate effort has 
been made in respect of accumulation and 
equitable distribution. The demands of the 
doctrine in question, the historical conditions 
in which this great social experiment was 
launched, and the unfavourable constellation 
of international forces amid which it has had 
to pursue its course, have there combined with 
ideological considerations to build up a régime 
in which State ownership and management of 
the means of production has consequences 
that are incompatible with the aspirations of 
democratic liberalism and its inherent values. 
For me this is of definitive significance. I am 
averse to this system —great as is my respect 
for what has been achieved— on political 
grounds as well as on others of an economic 
nature.

I shall dwell later on the weighty reasons 
I have for thinking on these lines. Here I must 
utter a value judgement which nothing could 
induce me to renounce. It is not enough for a 
system to permit of social equity and vigorous 
development; it must also be compatible with 
the prevalence of certain principles which 
have gradually crystallized in the uneven 
course of democratic liberalism. They are a 
legacy which we have inherited from Western 
civilization, whose full significance is never 
better felt and understood than when those 
principles are violated and eclipsed.

Let us therefore shake off an intellectual 
dependence which clouds our view of our own 
problems. This calls for explicit statement of 
our objectives, and, above all, for clear-cut 
emphasis on the values by which they are 
inspired.

The social objective is obvious. The distri­
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butional disparities of a structural character in 
peripheral capitalism are extremely serious, 
and must be corrected through the social use 
of the surplus. This is the objective of equity, 
which could not be lastingly attained without 
a higher rate of capital accumulation, in respect 
not only of physical goods but also of education 
of human beings.

This last is of great importance, since apart 
from the structural inequalities there are others 
of a functional nature which derive from the 
differences in individual capacity to meet the 
increasingly complex requirements of tech­
nique. The acquisition of the necessary skills 
is strongly influenced by the social power 
inherent in the position ofthe individual in the 
structure of society. At the same time, the cor­
rection of structural disparities would be in­
complete indeed unless, by virtue of an inten­
sive educational effort, the great differences 
in social power were progressively smoothed 
away. On no other basis could functional in­
equalities be justified.

Income distribution must be dynamic if it 
is to be lasting; accordingly, it necessitates 
vigorous development. Although in the centres 
it has become the fashion to consider the pos­
sibility of calling a halt to the dynamic impetus, 
in the periphery we are still a very long way 
from attaining such conditions as would make 
it possible to enter upon a phase of this kind. 
Decidedly, the growth rate of the product must 
be speeded up; its composition, however, must 
not be the same, but needs altering to meet the 
requirements of social equity. And also the 
demands of the biosphere.

This endeavour to step up growth poses a 
dilemma whose vital significance cannot be 
bypassed. We have referred to it in passing. 
Will it be necessary to transfer the ownership 
and management of the means of production 
to the State in order to secure the social use of 
the surplus? and can this be done without 
detrim ent to personal freedom?

An integral and inseparable part of per­
sonal freedom is economic freedom. Here we 
come upon a value judgement whose scope 
must be defined. When in the exercise of this 
economic freedom the urge to consume ac­
quires exaggerated proportions it must inevi­
tably end by eroding other human values.

Would this trend have to be repressed? Would 
that be the work of the omnipotent and omni­
scient State? The solution must spring from 
those essential rights of the individual and 
from his membership of the social community. 
Persuasion, not coercion. But persuasion of a 
very different order from that exerted by the 
formidable interests which are the motive 
power behind the consumer society.

Persuasion and creative participation, 
from the classroom to the mass communica­
tion media.

Why not use those media to formulate and 
propagate human values which conspicuous 
consumption is smothering? Why should not 
new motivation emerge to stay economic in­
terest from penetrating deeper than is essential 
for the economic efficiency of the system?

The human values in question are of tran­
scendent importance. It is not our province to 
enlarge upon them now. In the vastness of 
Latin America there will be others better 
qualified to speak of them. But the transforma­
tion of the system will have to create the right 
conditions for these values to spring up and 
bear fru it And also for the rescue of certain 
ethical principles which are foundering in the 
tides of market forces.

They are principles essential to social 
cohesion, without which the new system 
would run the risk of disintegrative instability. 
And those principles could not be imposed by 
State coercion.

2. Social use o f the surplus

It has already been shown in the appropriate 
context that the private use of the surplus lacks 
collective rationality and is ultimately the 
source of major flaws in the system. Its ratio­
nality pertains essentially to the limited sce­
nario ofthe privileged-consumer society.

Consequently, the State must determine 
how the surplus will have to be used in order to 
attain the economic and social objectives of 
change. To fulfil these objectives the rate of 
capital accumulation must be speeded up as 
intensively as possible in order that the incre­
ment in the labour force may be employed in 
conditions of increasing productivity, together 
with the manpower in the lower layers of tech­



TOWARDS A THEORY OF CHANGE / Raúl Prebisch 163

nology and that part of the active population, 
mainly in the middle strata, which the system 
spuriously absorbs, largely because of the 
insufficiency of capital accumulation.

The social use of the surplus will make it 
possible to imbue the new system with a 
dynamic fundamentally different from that 
characterizing peripheral capitalism.

I shall now proceed to explain in what the 
social use of the surplus consists, presenting 
my ideas somewhat schematically, since I 
shall confine myself to expounding them in 
broad outline in order to facilitate critical 
analysis. Consequently, I am not proposing to 
go into aspects which, albeit important, would 
distract attention from what I consider to be of 
paramount significance. In any event, I hope 
to have the opportunity of dealing with them 
in some other study.

The social use of the surplus is a way of 
m eeting the need for the State to establish an 
impersonal and collective accumulation and 
distribution discipline, compatible with the 
exercise of economic freedom within the play 
of market forces.

Under this accumulation discipline, all 
enterprises would be expected to increase the 
amount of the surplus devoted to accumula­
tion, at the expense of consumption on the part 
of the owners of the means of production.

Furthermore, accumulation would also 
have to be increased at the expense of con­
sumption by those who carry executive re­
sponsibilities and by personnel of enterprises 
who, thanks to their skills, spontaneously ob­
tain a share of the surplus in the higher strata 
and the upper fringe of the middle strata.

While all enterprises would have to step 
up their capital accumulation, redistributive 
responsibilities would be incumbent only 
upon those in which most of the surplus derives 
from their concentration of a large proportion 
of the means of production. Medium-sized 
and small enterprises would therefore be re­
sponsible for accumulation alone.

Part of the surplus in the large enterprises 
would be distributed not only to their own 
labour force but also to the manpower working 
in all enterprises as a whole. Thus the distribu­
tional disparities of a structural character 
would gradually be corrected. And thus too the

private and social consumption of the labour 
force could be increased, at the expense of the 
consumption of the privileged strata.

The distribution struggle which at present 
distorts the operation of the system would then 
have been replaced by a discipline based on 
consideration of social equity that were com­
patible with the economic efficiency of the 
new system.

All that would remain would be functional 
pay differentials. As their capacity, expedience 
and skills increased, individuals would climb 
above the rest to higher rungs on the ladder of 
responsibilities and remunerations. This in­
dispensable social mobility calls for appropri­
ate training patterns so as gradually to do away 
with the differences in social power.

In addition to this method of encouraging 
individual productivity, others are conceivable 
in relation to the entire personnel of each en­
terprise and to the growth of its surplus.

3. Ownership and accumulation o f capital

The time has now come to speak of the owner­
ship of the capital which mounts up as the 
surplus accumulates. It should first be recalled 
that the major evils of the system do not derive 
from ownership in itself, but from private ap­
propriation of the surplus and the concentra­
tion it brings in its train. There are three pos­
sible approaches susceptible of combination 
in different ways:

— distribution of the new capital among 
the labour force;

— accumulation mainly in the hands of 
those owning the means of production;

— accumulation by the State.
The first approach implies assigning the 

labour force an increasing share in the respon­
sibility for accumulation. This growing capital 
accumulation on the part of the labour force 
would gradually pave the way for its manage­
ment of the large enterprises, which would 
thus become self-managed enterprises if and 
when it held a majority of the shares.

The second method, relating to compul­
sory accumulation by the present owners of the 
means of production themselves, would give 
them greater interest in the operation of the 
enterprises than in the preceding case, but
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would also strengthen concentration of capital 
in the upper strata. With the disappearance of 
the owners, however, the capital accumulated 
could be partly redistributed to the labour 
force, and in this way the redistribution of 
successive surpluses would be initiated. These 
too would become self-managed enterprises, 
although the process would take longer than 
in the former instance. In all this pragmatic 
consideration are of great importance.

Let us now look at the third system of ac­
cumulation, whereby the new capital would 
belong to the State. Not all enterprises would 
be socialized, but only the large ones. This 
would counteract the trend towards private 
concentration, and although the political 
power thus accruing to the men at the top 
would be considerable, it would not be unas­
sailable, as in the case of total socialization. 
This is a point to which I shall revert in the ap­
propriate context.

Moreover, this partial socialization, unlike 
general socialization, would be compatible 
with genuine political plurality. Party strife, 
however, might have very serious effects on 
the life of enterprises. There is no need to 
imagine these effects; suffice it to observe what 
is actually happening —with a few excep­
tions— in our countries. Directors of State 
enterprises are not generally chosen on the 
basis of efficiency criteria but in the light of 
political interests. And this fact, in addition to 
the spurious absorption of personnel, is preju­
dicial to the surplus, which sometimes may 
even be wiped out or converted into losses.

Obviously these adverse effects could be 
mitigated, if not warded off altogether, were it 
to be decided that the personnel of State enter­
prises should participate in their management. 
The régime would thus incorporate certain ele­
ments proper to the self-managed enterprise.

Attention must now be turned to another 
important facet of capital accumulation when 
it is undertaken by the labour force. Whatever 
resources deriving from the surplus were de­
voted to this purpose would mostly be retained 
in the same enterprises from which they origi­
nated, in order to cover the expansion of these 
or the formation of new enterprises; with the 
remainder, the State would also promote the 
creation of new enterprises or would support

the expansion or improvement of some already 
existing, especially those of small and medium 
size.

It should be reiterated that the distribution 
of capital to the labour force would not be ef­
fected enterprise by enterprise, in accordance 
with the accumulation corresponding to each 
one, but among all enterprises as a whole, and 
in conformity with impersonal norms.

In addition to this participation in capital, 
a recommendable incentive to efficient opera­
tion would be to distribute to the personnel of 
each enterprise a proportion of any surplus in 
excess of certain limits.

4. Distribution complications

The social use of the surplus is only the start­
ing-point for thorny distribution problems. To 
understand the nature of these difficulties it is 
necessary to bear in mind the heterogeneous 
composition of the labour force and the power 
relations which it generates, in contradistinc­
tion to what is usually assumed in some lines 
of reasoning inspired by the mistaken notion 
of social duality.

For the purposes of our exposition a sche­
matic distinction may usefully be drawn be­
tween the following structural groups, in ac­
cordance with the analysis presented in earlier 
articles:3

— the labour force which, largely thanks 
to its social power and also by virtue of its ex­
perience, possesses the more and more de­
manding skills called for by the penetration of 
technique. It is found mainly in the upper strata 
and also at the higher levels of the middle 
strata, and spontaneously obtains a share of the 
increase in the surplus without the necessity of 
trade-union power, although it habitually re­
sorts to certain combinations in order to boost 
its income, sometimes exceptionally fast;

— the wide range of economically active 
population in the middle strata which, despite

3It is not my intention at the moment to offer a detailed 
analysis of the structure and the wide diversity of interests 
which come into play within it. I have confined myself to 
mentioning the social groups which are of great importance 
in power relations and therefore in the distribution strug­
gle.



TOWARDS A THEORY OF CHANGE / Raúl Prebisch 165

the possession of skills —easily acquired, how­
ever, and inferior to those mentioned in the 
preceding sub-paragraph— needs trade-union 
and political power in order to share in thé 
surplus under the existing system.

This labour force from the middle strata is 
active both in the sphere of the market and in 
that of the State. And the interests of the two 
spheres are sometimes coincident and at others 
divergent, according to differences in trade- 
union and political power;

— the labour force in the lower strata, 
with little or no redistributive power; and

— the increment in the labour force.
It is not superfluous to recall that an in­

crease in the rate of capital accumulation is 
necessary above all in order to absorb at rising 
levels of productivity the manpower from the 
lower strata and the personnel, chiefly from the 
m iddle strata, spuriously absorbed in State 
employment, as well as the increment in the 
labour force. Upon this the social efficiency of 
the new system essentially depends.

This increased accumulation, however, 
poses very serious problems. We have already 
pointed out that the surplus must be redistri­
buted to the labour force and that part of it 
would take the form of new capital.

Obviously, there would be no reason to 
include in the redistribution process either 
the higher strata of the labour force or the 
upper middle strata which at present sponta­
neously obtain a share in the fruits of increasing 
productivity. What is more, the responsibility 
for accumulation, which is incumbent upon 
them too, should be borne at the expense of 
their own consumption.

In contrast, the accumulation effected by 
the rest o fthe middle strata, as they reaped the 
benefit of the distribution of the surplus, would 
be achieved without reducing their former 
level of consumption, which would be more 
likely to improve in a measure compatible with 
accumulation requirements.

These accumulation requirements should 
not be extended to the lower strata: among 
them  considerations of immediate consump­
tion could be allowed to prevail over the need 
to accumulate capital. It is easy to understand 
how this can be justified. Dynamic income 
distribution is a process which takes a fairly

long time, so that some response would have to 
be made to the immediate pressure of the 
private and social consumption of these lower 
strata.

Hence it is obvious that the transformation 
of the system might be largely frustrated if 
consumption pressures made it impossible to 
m eet the demands of collective rationality, in 
relation both to the growth of capital and to its 
social composition.

5. Incentives

Moreover, this frustration might go so far as 
seriously to jeopardize the dynamics of the new 
system if the pressure of consumption reached 
the point of impairing the system’s economic 
efficiency. Considerations of social efficiency 
cannot be overstressed to the detriment of 
economic efficiency. This brings us to the 
incentives already mentioned. The penetra­
tion of technique demands of the labour force 
an increasing range of skills, from the highest 
to the humblest. Incentives are needed —and 
opportunities too— to acquire such skills and 
make full use of them in economic activity.

With respect to incentives, an unfortunate 
confusion generally exists, which needs clear­
ing up. An increase in productivity is the result 
of a combination of two elements, namely: the 
technical innovations which take concrete 
shape in capital goods, so to speak; and the 
skills called for by technical progress. Partici­
pation in the fruits of this increasing produc­
tivity by the possessors of such skills —includ­
ing entrepreneurial qualifications— consti­
tutes an incentive indispensable to the dy­
namics of any system, although in peripheral 
capitalism it is usually carried to excess.

The surplus is a different matter: i.e., that 
part of the fruits of productivity which is not 
spontaneously transferred to the labour force 
because of the heterogeneity of the social 
structure. Its appropriation by the owners of 
the means of production might be supposed to 
constitute an indispensable incentive to step­
ping up capital accumulation and thus obtain­
ing new productivity increments.

If the surplus were used essentially in this 
way, there might be a measure of pragmatic
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justification for its private appropriation. But 
that does not happen, owing to a countervailing 
incentive: the incentive to consumption in 
imitation of the life styles of the centres.

Recourse must therefore be had to the 
social use of the surplus in order to resolve the 
accumulation problem. But how can that part 
of the fruits of productivity which corresponds 
to the entrepreneurial activity of the owners 
of the means of production be distinguished 
from the part corresponding to the surplus 
proper?

The neoclassical economists had managed 
to clear up this question with great conceptual 
finesse: at the system’s point of equilibrium 
profits are wiped out, and all that remains is 
the remuneration of the entrepreneurs; so the 
surplus disappears.

But this is not the case, since profits, far 
from vanishing, go to form and swell the global 
surplus. Consequently, the problem has only 
an empirical solution. It is true that in enter­
prises there would appear to be a clear distinc­
tion between earnings and profits. But the 
earnings concerned, especially in the higher 
strata and the upper middle strata, are influ­
enced by the surplus, and it would only be 
possible to separate these two elements em­
pirically.

In brief, the dynamics of the new system 
requires, on the one hand, incentives to pro­
ductivity, and on the other, accumulation as 
an inescapable condition for redistribution of 
the surplus to the labour force.

Nor must it be forgotten, from another 
point of view, that in the skills made necessary 
by the penetration of technique there is gener­
ally a substantial content of social power. The 
solution does not lie in underrating (or politi­
cally attacking) their possessors, but in progres­
sively eliminating that social power, by offer­
ing to all, and especially to those who are 
vegetating in the lower layers of productivity, 
adequate opportunities for training and social 
mobility.

I t is worth while to lay yet further stress 
on so significant an aspect of the question. 
Income redistribution will gradually smooth 
out social disparities of a structural character, 
but functional disparities will continue to 
make their appearance. The problem consists

in getting rid of the residual element of privi­
lege contained in these latter, rather than ar­
bitrarily smothering incentives.

I hope all this is plain and simple. But in 
any event, it must be recognized that redistri­
bution which is at once equitable and dynamic 
is a difficult matter, owing to the interplay of 
immediate interests. And I say immediate, be­
cause there is an unquestionable convergence 
of long-term interests. This convergence could 
be reached only after a more or less lengthy 
period of transition: but it is precisely this 
transition period which is of interest to study. 
We cannot fall back on the neoclassical —and 
also the Keynesian— economists’ hackneyed 
resource of passing from one point of equilib­
rium of the system to another without noticing 
the changes which take place between the two 
positions.

6. The State and power relations

In discussing the operation of the present 
system we remarked that its dynamic mecha­
nism was in the hands of the upper strata, 
where most of the means of production are 
concentrated. Under a new system the control 
of this mechanism will be transferred to the 
State, by virtue of its fundamental responsibil­
ity for the social use of the surplus. We likewise 
said that in order to discharge this responsi­
bility the State does not need to assume the 
ownership of the means of production, but is 
merely required to determine how the surplus 
is to be used in order to attain the objectives of 
change. But what State? How is the State to 
override the play of power relations if, apart 
from its own dynamics, it functions largely in 
consequence of those relations?

As long as power relations make it possible 
to maintain the dynamic potential of the sur­
plus —based on social inequity— it is almost 
inconceivable that those who primarily ap­
propriate the surplus will be disposed to give 
it up on the basis of a democratic consensus. 
But with the advent of the crisis of the system, 
its economic distortion and social disintegra­
tion, the democratic power of the middle and 
lower strata might be able to prevail over the 
power of the upper strata and transfer control 
of the dynamic mechanism of the system to the



TOWARDS A THEORY OF CHANGE / Raul Prebisch 167

State. This is an option which might also offer 
itself to those who use force to avert disruption: 
in that case it would be used to change the 
system rather than to maintain it. And if things 
were otherwise, the option would still be open 
w hen circumstances made it possible to return 
to institutional normality. This normality, how­
ever, would be exposed to the risk of a new 
crisis unless it were based on the transforma­
tion of the system and of the State itself.

For the purposes of this transformation, 
new rules of the game are needed to guide the 
action of those responsible for implementing 
democratic decisions on the social use of the 
surplus. They too are politicians, and moti­
vated by their immediate political interests. 
Their power cannot be discretional: it must be 
exercised subject to rules of the game that are 
consistent with the economic and political 
objectives of change.4

7. Planning the use o f the surplus and 
institutional mechanisms

The new and complex functions thus assumed 
by the State will entail significant changes in 
its institutional mechanisms. Supreme inter­
vention will be called for, aimed at achieving 
what cannot feasibly be brought about through 
the operation of the market, and differing 
widely from the countless ways in which the 
State at present intervenes, in many cases be­
cause it has not had at its disposal the institu­
tional machinery to determine how the surplus 
should be used.

In order to meet the requirements of a 
collective rationality that the system lacks at 
present, the State will have to determine how

4Here the old rules of monetary operation are perti­
nent. They meant that considerable power was given to 
the monetary authority, but in line with norms institu­
tionally established by the political organ of the system. 
And those who were invested with executive responsi­
bility in the political organ also had to keep their influence 
over the monetary authority within bounds. This regulatory 
system generally worked efficiently as long as the power 
of the upper strata made it possible to handle the dynamic 
mechanism of the system without major upheavals. But 
this is no longer the case when the middle and lower strata 
acquire considerable power to share in the surplus. The 
rules of the game then turn out to be inoperative or, worse 
still, counterproductive.

the surplus is to be shared out among ac­
cumulation, consumption and State services. 
The incompatibility between these various 
purposes becomes increasingly marked, of 
course, in the more advanced phases of the 
system and leads to its crisis.

Accordingly, these different ends must be 
reconciled. But what are the criteria in the light 
of which the State will have to act? To what 
extent will it have to aim at raising the rate of 
accumulation?

I do not hesitate to assert that upon this last 
the success of the process of change mainly 
depends, since the rate of accumulation is an 
essential factor in dynamic income distribu­
tion. To that end, the absorption of the lower 
strata, of the labour force from the middle strata 
which has been spuriously integrated into the 
system, and of the population increment must 
be speeded up.

What are the dimensions of this task of 
labour absorption? How far will the rate of ac­
cumulation have to be raised in order to attain 
this objective by a given deadline?

These are questions that are very hard to 
answer, for the greater the effort made to in­
crease the rate of accumulation the fewer the 
resources that can be earmarked for the early 
improvement of the private and social con­
sumption of the disadvantaged labour force. 
The same problem arises —and looms very 
large— in connexion with the amount of the 
surplus that the State will have to appropriate 
in order to expand its services.

The social use of the surplus entails con­
stricting the consumption of the privileged 
strata to serve the above-mentioned ends; for 
this purpose a substantial part of the surplus 
and of the income of the strata in question 
would have to be tapped. A very tricky prob­
lem, this, since accumulation and distribution 
requirements must be weighed against the 
incentive needed by those at present carrying 
directorial and executive responsibilities in 
enterprises, and those who will have to take 
their place as progress is made towards the 
social enterprise. This relates particularly to 
the distinction between surplus and entrepre­
neurial remunerations, which, as we have 
already said, will have to be determined by
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pragmatic considerations in default of accurate 
criteria.

Lastly, once the new rate of accumulation 
has been fixed, how is responsibility to be 
shared out between the upper strata and the 
rest of the social structure as the surplus is 
redistributed?

The merest glance at the aspects of the 
question that have just been presented, not to 
m ention others that for the sake of brevity have 
not been dealt with, suffices to take in the 
complex tasks which the State will be called 
upon to perform. These tasks will have to be 
carried out at two closely related levels: the 
technical level and the political level. At the 
technical level, the different aspects of the 
social use of the surplus will have to be 
analysed in quantitative terms, and various 
alternatives will have to be put forward as to 
ways of using it so as to serve the objectives of 
change: a task whose results must be trans­
mitted to the political level, where the perti­
nent decisions will have to be adopted.

I am stressing this last point, because, 
while the tasks to be undertaken at the tech­
nical level are of great importance, we must not 
be seduced by the allurements of authoritarian 
technocracy. The fundamental decisions are 
political, not technical. In order to adopt them, 
however, it is impossible to dispense with the 
contribution of technical expertise; nor can 
those on whom political responsibilities are 
incum bent override the independence of those 
carrying technical responsibilities in so far as 
the preparation of their analyses and the pre­
sentation of their alternative proposals are 
concerned.

From the combination of tasks on the two 
levels should emerge the plan for the social 
use of the surplus. Thus planning will acquire 
a meaning that at present it lacks, since the 
private appropriation of the surplus inexorably 
leads to disturbances which preclude the exer­
tion of deliberate and rational influence on the 
factors of development.

It is enough to propound this idea here 
w ithout prematurely entering into details. All 
that need be added is that planning for the 
surplus will have to be extended over a number 
of years in order to achieve a reasonable degree 
of stability in the fulfilment of its objectives.

Stability, not rigidity, since, apart from any 
contingencies which may make it inevitable 
to modify the implementation of the plan, it 
would not be possible to freeze the emergent 
power relations of the different social groups, 
in which the changes that are taking place in 
the social structure find expression.

Nor will we go very deeply in this prelimi­
nary outline into discussion ofthe institutional 
mechanisms to which the State will have to 
resort in order to discharge its responsibilities 
respecting the social use of the surplus. Suffice 
it to mention here the mechanisms relating to 
the above-mentioned planning tasks, to the 
participation of different social groups on a 
consultative basis, to the adoption of the perti­
nent political decisions, and to the supervision 
of plan implementation. It should also be 
recalled, in the light of CEPAL texts, that how­
ever great the extent to which the problem of 
accumulation and distribution may have been 
resolved, planning is necessary to enable the 
State to take farsighted determinations with 
respect to certain highly important changes in 
the structure of production which elude the 
operation of market forces.

From another standpoint, the State will 
have to establish norms for the social use of the 
surplus, both as regards accumulation and with 
respect to the share in it obtained by the labour 
force as redistribution takes place. These 
norms must be linked to the tax régime and the 
changes which would have to be introduced 
into it in order to ensure the compatibility of 
different objectives.

As already pointed out, a substantial share 
of capital accumulation would correspond to 
the same enterprises in which it was generated, 
and a part of it to other enterprises or to new 
ones. Here the State will fulfil promotion func­
tions of great dynamic significance, for which it 
will need, of course, a mechanism to channel 
financial and technical resources and encour­
age technological research.

Much could be said on these and other 
subjects, but to do so would mean overstepping 
the bounds ofthe preliminary outline of change 
to which this article must be confined. How­
ever, in recognition of the criticisms which 
have been expressed in connexion with the 
structure of production, there will be room in
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due course for discussion of indispensable 
measures to correct certain distortions in ac­
cumulation and consumption, whether by 
altering the price system or in other impersonal 
ways.

In addition, a wide field for discussion is 
opened up on which I must abstain from 
entering, both to avoid exceeding the scope of 
my exposition, and because it concerns matters 
outside my province. I refer particularly to the 
constitutional régime for the surplus, that is, to 
the basic principles which should govern its 
social use and the necessary institutional 
mechanisms, the legal provisions relating to 
these latter, and the political handling of the 
plan and its possible modifications. It would 
also be neeessary to establish the legal régime 
and the responsiblity of the State respecting 
those enterprises in which part of the surplus 
would have to be accumulated.

These reflections on the State lead to 
a conclusion which needs emphasizing. 
Changes in power relations, in the structure of 
political power, are an indispensable but by no 
means a sufficient condition for the trans­
formation of the system. It is necessary to know 
the object and the manner of that transforma­
tion; in short, a theory of change is required.

Nor, in turn, will it be enough to construct 
such a theory, if no change takes place in the 
structure of political power.

The democratic option in question can be 
glimpsed, although it has not yet been formu­
lated; we must zealously search for it. I hope it 
will be a synthesis of socialism and liberalism 
— a liberalism springing from its original 
philophical fountainhead.

8. Enterprises in the process o f change

We shall not explore this issue either, but it 
does seem desirable to mention the changes 
that would have to take place in enterprises as a 
result of the social use of the surplus. In the 
light of what has already been said in the 
context of accumulation and of what we shall 
go on to say, the enterprises that would exist 
could be divided into the following categories:

—small enterprises in which accumulation 
and management would remain in the hand of 
their owners;

—medium-sized enterprises in which part 
of the accumulation would begin gradually to 
be effected for the benefit of the labour force as 
a whole, while their management would still 
be the responsibility of the owners;

—large enterprises, including any re­
sulting from the growth of those of medium 
size. In this case progressive accumulation in 
the hands of the labour force would clear the 
way for self-management;

—enterprises whose capital would belong 
to the State;

—foreign enterprises.
It is worth while to dwell briefly on the 

implications of this entrepreneurial plurality.
There is no reason for surprise at the 

special treatment of small and medium-sized 
enterprises, in view of what has been said of the 
significance of ownership of the means of 
production. What is of fundamental importance 
is to prevent their concentration, since that 
gives rise to the concentration of the surplus 
and, in turn, to a new process of concentration 
of capital. This objective will be attained 
through the social dissemination of capital 
throughout the labour force in all enterprises 
as a whole.

On the other hand, from the standpoint of 
the dynamics of the system and the incentives 
required to keep it going, the capital of these 
small and medium-sized enterprises ought as 
far as possible to be accumulated in the hands 
of their owners. It must be recalled, however, 
that after a certain point the surplus in such 
enterprises would begin to be distributed to 
the labour force.

The importance of accumulation on the 
part of the personnel of enterprises goes far 
beyond a redistributive operation. The dis­
semination of the new capital would gradually 
place a larger proportion of the ownership of 
the means of production in the hands of the 
personnel. A time would thus come when the 
latter would acquire a majority of shares that 
would allow it to assume the management of 
the enterprises, converting them into self­
managed enterprises, independent both of 
those in whose hands capital used to be 
concentrated, and of the State.

This is a point of vital importance. Self­
management is the concern of large enter­
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prises whose technical and economic com­
plexity demands a strong sense of responsibili­
ty in the choice of those who are to form their 
boards of directors, which, in their turn, will 
have to appoint the holders of executive posts. 
Different ways of making the selection are 
conceivable. One of them, perhaps the most 
advisable, would be to form three estates 
carrying equal weight: that of the high-ranking 
personnel (directors and technical experts); 
that of middle-rank employees and skilled 
workers; and that of lower-rank employees and 
unskilled workers. The representatives of these 
three estates would form the board of directors 
of each self-managed enterprise, on which the 
State would also be represented when it had 
contributed resources for the enterprise’s 
expansion or rehabilitation.

These representatives, together with those 
of the present owners, would participate in 
proportion to their share in the capital, whose 
social composition would gradually change as 
described above.

The motives justifying State ownership of 
enterprises are common knowledge. They 
relate, above all, to those activities whose very 
nature precludes their competing in the mar­
ket; to cases in which the dimensions and 
technical complexities of the activity make 
State promotion important; and to the purpose 
of counteracting the penetration of foreign 
enterprises in decisional fields which are the 
exclusive province of the country itself.

But we also know that the results achieved 
by public enterprises are not always positive. 
H ence the desirability of giving their person­
nel a share in their management, in combina­
tion with representatives of the State. More­
over, there would be no reason to debar the 
labour force from acquiring shares in the 
capital of such enterprises.

Foreign enterprises pose a special pro­
blem with regard to accumulation. For, in 
contrast to what happens in the case of a 
country’s own enterprises, part of the surplus 
is used outside the national jurisdiction. This 
fact and other considerations make it advisable 
to establish a special régime. Among such 
considerations it must be borne in mind that 
the changes in demand brought about by the 
social use of the surplus will enforce certain

adjustments in the operation of these enter­
prises which will favour their transfer to na­
tional ownership.

In all this the State will have to act in the 
light of a strictly selective criterion, both as 
regards the establishment of new enterprises 
and with respect to the takeover of ownership 
by the country’s own nationals, once the tech­
nical and economic capacity for running the 
enterprises under a self-management system 
had been built up.

9. Distortions in the social use o f the surplus

Whatever the extent to which the new system is 
based on a significant change in the structure of 
political power, it will not mean that the effects 
of the structural heterogeneity of the labour 
force will have been overcome. A long time 
will have to go by before relative social homo­
geneity is attained.

In the meantime, the new system will not 
be immune from dangerous pressures which 
could weaken the régime of social discipline in 
respect of accumulation and distribution, with 
very serious political consequences.

Under the new institutional régime, no 
social group would be able to improve its share 
in the surplus by its own decision alone. I am 
not of course referring to differences corres­
ponding to individual contributions to the 
production process, that is, to differences of a 
functional nature, but to those whose origin is 
structural. The share in question could only be 
altered in accordance with the organic pro­
cedure established, subject of course to any 
modifications which it might become neces­
sary to introduce. For an improvement in one 
social group’s relative participation in the 
surplus would be detrimental to that of the 
other groups, unless it were secured at the 
expense of accumulation; the same might be 
said of the share in the surplus directly or 
indirectly appropriated by the State.

Note the fundamental difference from the 
existing system, in which these various pres­
sures are exerted without regard to their subse­
quent incidence and, if they go beyond a 
certain point, their inflationary effects.

Such would be the rationality of the new 
system and its elemental need for planning.
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But planning, despite its rationality, will not 
suffice in itself to contain disruptive pressures. 
How can the various immediate interests be 
reconciled with one another and their compa­
tibility with accumulation requirements like­
wise be ensured?

I am far from cherishing a mechanistic 
illusion. The wisest and most farseeing cons­
titutional provisions are always exposed to 
risks of distortion and violation. But there are 
ways of re-establishing their regular operation, 
perhaps with certain reforms recommended by 
experience; and the same might be said of the 
institutional regime for the surplus. The power 
of certain social groups might overstep its 
bounds and secure political decisions which 
would have perturbing effects on the new 
system; or the system might suffer the conse­
quences of populist irresponsibility. But in 
accordance with new rules of the game the 
exact social incidence of such aberrations 
would be ascertained, and there would also be 
known means of bringing the institutional 
régime for the surplus back into working order; 
another great difference from the present 
system, in which there are no rules ofthe game 
that can hold the inflationary spiral in check.

However, not very much imagination is 
needed to discern the consequences of per­
sistent irregularities in the course of which the 
groups with most political power would end 
by undermining the very foundations of the 
new system. Thus events might provoke the 
use of force, either to impose the aforesaid 
rules of the game, or to bring about by autho­
ritarian means a return to peripheral capita­
lism, or to enforce structural authoritarianism 
by establishing an omnipotent State through 
the transfer of the ownership and management 
ofthe means of production.

I say this in all frankness because I do 
not suppose myself to have found an impreg­
nable solution. I am very well aware of the 
great obstacles that will have to be surmounted. 
This is not a matter of formulas which, once 
adopted, will produce their beneficial effects 
by themselves. Strong convinction will be 
needed, both to arrive at a new system and to 
overcome the formidable obstacles which will 
present themselves in the course of its opera­
tion.

But is there any other way? A way which 
will enable vigorous development and equi­
table distribution to be combined with indivi­
dual freedom? If there were, if this discussion 
pointed to it, I should not hesitate to follow it, 
retracing all the toilsome road I have travelled 
up to now.

10. The social use o f  the surplus and the 
degree o f  developm en t

From all that I have said so far it might be 
thought that my arguments relate only to the 
countries at a more advanced stage of develop­
ment, in which the democratization process is 
becoming incompatible with the system of 
accumulation and distribution.

But this is not so. In reality, I have placed 
the emphasis on such cases, not only because of 
the importance attaching to them, but in order 
to reveal the prospect that lies ahead of the 
other less developed countries, if they do not 
profit in time by the experience of those that 
have advanced farther.

It is true that very marked differences 
exist. In countries where industrialization is 
incipient the proportion of the labour force 
working in agriculture and in other low-pro- 
ductivity activities is very high; so too, usually, 
is the rate of population growth. Consequently, 
the problem of absorption presents itself on a 
relatively very large scale. How can it be faced 
if the surplus in the nascent industrial sector is 
tiny?

There is nothing for it but to resort to the 
real or potential surplus from agriculture and 
other sources of primary production. True, this 
is also necessary in countries with a higher 
degree of development; but there surpluses 
also exist in industry and in other technically 
advanced activities.

In the less developed countries in ques­
tion, the two land tenure situations mentioned 
in chapter IV are to be found: estates that are 
technically well-run and others that are not. In 
the case of the former the surplus must be 
tapped with a view to its social use; whereas in 
that of the latter the surplus has first to be 
created, by enforcing in one way or another
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their more efficient exploitation. In both cases 
part of the surplus appropriated must be used 
not only in agriculture but also to give impetus 
to an indispensable industrialization process.

The same might be said of non-renewable 
natural resources, where usually a dispropor­
tionate amount of the surplus is transferred to 
the centres.

These are problems by no means easy to 
resolve, but a solution will have to be found if a 
country is to develop vigorously on a basis of 
distributional equity.

In any event, the experience of the more 
developed countries shows that if in such 
circumstances no attempt is made deliberately 
to influence accumulation and distribution, a 
course will have been followed that inevitably 
culminates in the exclusive and conflictive 
phenomena with which we are so deeply 
concerned.

Sooner or later the democratization pro­
cess will begin to gain momentum, or to 
recover if a collapse should have occurred. And 
whether the movement is spontaneous or 
violent, it is essential to beware in time of the 
risk that is run if the process is primarily

oriented towards immediate forms of distribu­
tion and dynamic requirements of decisive 
importance are disregarded.

And thus we come back to the same 
fundamental problem that is common to all, 
whatever the stage of development reached: 
the problem of accumulation, especially of 
reproductive capital, so that dynamic income 
distribution can be placed on a firm footing.

If the movements inspired by concern for 
social equity do not face up to this problem, 
democratization is risking self-destruction.

Differences in degrees of development 
mainly affect those who will undertake accu­
mulation and the aims they are to pursue. Of 
course, where industrialization is incipient, 
accumulation will have to be effected in small 
and medium-sized enterprises in the hands of 
their owners. It is these enterprises that in the 
course of time will evolve in the direction of 
more advanced technical methods and larger 
scales of production. Through the social use of 
the surplus it would be possible to give techni­
cal and financial support to the initiative shown 
by entrepreneurs; unquestionably a very im­
portant role for the promoter State,5

II I

The political art of change

1. C hanges in the structure o f  po litica l pow er

Obviously, the transformation of the system 
—whether the point at issue is the socialization 
of the surplus or that of the means of produc­
tion— cannot come about without fundamental 
changes in the composition of political power.

It is true that these changes occur as the 
social structure gradually alters. Political 
movements set afoot by the increasing power of 
the middle strata, with the eventual addition of 
that of the lower strata, gradually strengthen 
the capacity of these social groups to obtain a
share of the surplus. But they are essentially
distributional movements, which never have 
and probably never could have got to the

bottom of the problem. In reality, the belief has 
prevailed that in this way the inequity of the 
system would gradually be corrected and the 
risk of radical solutions would thus be warded 
off. ^

It can now be seen more clearly that 
distributive democracy tends to bring destruc­
tion upon itself by provoking the use of force.

To put it plainly, the option of socializing 
the means of production has been confronted

5This is not the place to enter upon a discussion of the 
possible applications of the capital accumulated, but what 
it does seem worth while to stress is the potential 
significance of State intervention in foreign trade. Here 
again the experience of the past can teach a useful lesson.
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with no other option capable of securing a 
majority consensus and thus averting the use of 
force. I do not count, of course, the neoclassical 
option, which is based on flagrant suppression 
of the democratic process.

The use of force cannot be indefinitely 
kept up. As experience shows, force wears 
itself out with the passage of time, new leaders 
assume the responsibility of exercising it and 
popular aspirations to political freedom and 
equitable distribution grow and multiply. And 
unless channels for the re-establishment of 
institutionalism are opened up, the system is 
increasingly exposed to violent confrontations.

At all events, I cannot discuss political 
strategy without exceeding the aim pursued in 
these pages, and, perhaps, because it is not 
within my competence to do so. Furthermore, 
strategy must take into account the conditions 
really prevailing, in respect of both internal 
development and relations with the centres. 
The difficult task I have set myself is different: 
what is to be done when, whatever the strategy 
adopted, a composition of political power 
favourable to the transformation of the system 
has been achieved?

A change in the political structure is an 
essential but not a sufficient condition. And I 
have endeavoured to answer this question by 
exploring a new option which might combine, 
as I have said elsewhere, vigorous develop­
ment, social equity, and participative demo­
cracy accompanied by respect for the essential 
rights inherent in it.

In the course of this exploration my parti­
cular intention has been to study the phenome­
na that occur at the more advanced stages of 
peripheral development. I consider that sooner 
or later they are bound to appear in other 
countries, in view of their special conditions. 
But in the meanwhile political crises in these 
less developed countries are of a different 
nature.

Not only import substitution is a necessity, but also the 
encouragement of exports. Asymmetry in industrialization 
w ill have to be avoided. It is true that this largely depends 
upon the attitude of the centres, which, as we are all well 
aware, have not been characterized by their openness, if I 
may be allowed to reverse the usual application of the term. 
In view  of this fact, it is all the more essential to press with 
renew ed energy along the promising path of reciprocal 
trade.

They are countries in which the way has 
not yet been cleared for democratization, either 
because of the opposition put up by the 
dominant power of the upper strata in whose 
hands a large proportion of the land and capital 
is concentrated, or because the process is 
slowed down or halted by the various forms of 
co-option or manipulation which characterize a 
democracy in appearance, where external 
forms prevail over genuine substance.

Can the inhibition or adulteration of the 
process be indefinitely kept up? Can the 
system withstand increasing aspirations 
towards democracy and social equity? Sup­
posing the reply were in the negative, and an 
important change in the power structure of the 
countries concerned were to supervene: What 
should be done? How could the illusions of a 
merely redistributive democracy be avoided, 
so as to prevent a repetition of the same process 
as in the more developed countries? The 
answer cannot be the same as in their case, 
although neither is it fundamentally different, 
as will be seen in due course.

Let us now return to the countries where 
democratization has made some progress. 
Notwithstanding the ideological differences 
which characterize political pluralism under a 
democratic régime, there are generally areas of 
agreement as to forms of direct and immediate 
redistribution and as to the expansion of State 
services, in which the paramount need for 
accumulation is disregarded. Nevertheless, 
accumulation, as we have repeatedly stressed, 
is the only way of securing dynamic income 
redistribution, and, therefore, a lasting impro­
vement in the lot of the disadvantaged strata.

2. The politica l solution o f  the crisis

When the crisis of the system becomes acute, 
however, an irreconcilable rift is opened 
between those who still adhere firmly to a 
genuinely democratic ideology and those who 
profess other ideologies with a substantially 
different political significance. These discre­
pancies are too well known to justify a digres­
sion into hairsplitting discussion of the use of 
words, although they end by becoming an 
insurmountable obstacle to a political solution 
of the crisis backed by a majority consensus.
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Important as this obstacle is, it is not the 
only one. Political movements that maintain 
the inescapable need for an omnipotent State, 
based on a single disciplined party, which can 
dissolve the power ofthe private owners ofthe 
means of production and take over the manage­
ment of these, have at their disposal a well-knit 
doctrine of change which they propose to put 
into practice; but the same is not true of those 
other movements of a democratic character. 
Among them there is frequent talk of a society 
which is neither capitalist nor socialist, and 
although these movements are inspired by the 
idea of distributional justice, they usually 
abstain from making a determined attack on the 
very source of the major defects of the system, 
i.e., private appropriation of the surplus.

All this is profoundly serious and discon­
certing. It is not surprising that in these 
circumstances an attempt is made to blame the 
politicians for not finding ways and means of 
resolving the crisis of the system. The respon­
sibility, however, is one which those of us who 
hold forth about development must share, and 
in the highest degree, since we have been 
incapable of contributing to the search for a 
new option.

We have offered no such new option, 
either to democratic movements inspired by 
the ideal of social equity, or to those who resort 
to force in a not always successful endeavour to 
put the system back into regular working order. 
We can hardly be surprised when these latter, 
swept along by circumstances, and also by 
certain doctrinal preferences, succumb to the 
lure of simplicity as held out by the formulas of 
economic liberalism. And since the trade- 
union and political power of the labour force 
has violated market laws, With the ensuing 
disruption and social disintegration of the 
system, it must be suppressed in order to 
contain the inflation which is responsible for 
these evils!

Herein lies our fundamental problem. It is 
essential to offer a new option to democratic 
movements in order to forestall this grave 
eventuality in time: whether democratization 
is resolutely pushing ahead where it has been 
unable to develop, or whether it is being 
revived where it had been suppressed.

In such cases there would no longer be the

option of an economic liberalism which can be 
maintained only by the use of force. And the 
lack of a new option could lead to serious 
capitulations on the part of those who, moti­
vated by deep-rooted aspirations to social equi­
ty, might allow themselves to be seduced by 
the illusion that transfer of the ownership and 
management of the means of production to the 
State is the best way of fulfilling these aspira­
tions without sacrificing democratic plurality.

Very striking, moreover, is the social fer­
ment seething in the Church. And it is êasy to 
understand the tribulations of theologians and 
believers who, deeply distressed by the 
spectacle of tremendous social inequality, 
seem to be prepared to compromise up to a 
point with ideologies of change whose under­
lying philosophy would appear irreconcilable 
with the spiritual power of the Church. They do 
not need to do this. I hope they will consider 
the ideas which are set forth in the present 
article. While writing it, I have been pro­
foundly impressed by this recent declaration 
on the part of John Paul II: All private property 
carries a social mortgage.6 Is this mortgage 
perhaps the social use of the surplus?

Furthermore, why should not this new 
prospect be put before the military authorities 
too? We have repeatedly referred to the use of 
force with a view to introducing economic 
liberalism without changing the bases of the 
system. However far it may be true that those 
responsible are not necessarily concerned 
about the political cost, which some consider 
transient and inevitable, if not acceptable, it is - 
common knowledge that in the end many of

6 See his opening address at the Latin American 
Episcopal Conference, 28 January 1979. The Pope also 
explicitly states the evangelical mission of the Church in 
face of social inequity in the following terms: it must 
preach, educate individuals and communities, form public 
opinion, guide those who are responsible for their peoples.
It will thus be working for the benefit of society, in which 
this Christian and evangelical principle will ultimately 
bear fruit in the shape of a more just and equitable 
distribution of goods, not only within each nation, but also 
in the international world in general, preventing the 
stronger countries from using their power to the detriment 
of the weaker.

Those who shoulder the responsibility for public life 
in States and nations must understand that internal peace 
and international peace will only be ensured if a social and 
economic system is in force that is based on justice.
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them are disconcerted by the social conse­
quences of an adulterated economic liberalism 
— consequences which are protracted if not 
aggravated with the passage of time.

Is is not surprising, therefore, that after a 
phase of euphoria —fostered by some external 
evidence of admiration— there should be 
growing dismay at the serious social implica­
tions of this type of development, apart from its 
huge political cost.

Thus events act as a spur to increasing 
aspirations towards a return to normality, with 
certain institutional adjustments. But it is 
necessary to get to the bottom of the problem. 
Normality of course entails restoring the 
redistributive power of the labour force. How, 
then, is the development of a new political 
cycle to be avoided? How would it be possible 
to hold in check the conflictive tendencies 
deriving from a new inflationary spiral, or from 
the intensification of one that had not been 
successfully extirpated? How can the exclusive 
tendencies of the system be counteracted, 
which, far from being attenuated, are usually 
aggravated under a régime of force?

Schooled by their frustrating experience, 
the armed forces might perhaps be interested 
in considering other options, such as that set 
forth here; with a view, however, not to 
imposing them, but to understanding the signi­
ficance of any democratic movements pro­
posing to put them into effect.

In default of the other options referred to, 
no one can affirm that the course of events may 
not incline the armed forces too to overcome 
certain doctrinal objections —hitherto ap­
parently very powerful— to the option of 
socializing the means of production.

3. P olitical significance o f  socialization

The new option described in the foregoing 
pages is based on the social use of the surplus. 
The mere mention of this idea turns one's 
thoughts in the direction of the socialization of 
the means of production, since it is from them 
that the surplus derives. This would seem to 
be a condition logically imposed by the trans­
formation of the system.

But I think otherwise; and these are my 
reasons. The socialization of the means of

production and their management by the State 
has very serious political consequences, quite 
as important, in my opinion, as its economic 
effects, or even more so. Socialization is indis­
solubly linked to a political régime which is 
substantially at variance with the values that 
have guided and continue to guide Latin 
America's strivings after a representative and 
participative democracy in which basic human 
rights are fully respected,

I am conveniently placed to speak bluntly 
about the consequences to which I refer, 
inasmuch as I am very far from having de­
fended peripheral capitalism in my earlier 
work, I have criticized it not only from the 
economic but also from the social and political 
standpoints. Accordingly, when I oppose the 
socialization of the means of production, I must 
not be taken to do so for the sake of exalting the 
virtues of that capitalism, much less to condone 
its social inequity.

Be this as it may, both the socialization of 
the means of production and the process of 
change that I am advocating impugn private 
appropriation of the surplus. The social use of 
the surplus is the starting-point common to 
both, but the roads to be followed subsequently 
are very different.

To place the management of all the means 
of production in the hands of the State bestows 
unassailable power on the men at the top, 
however they may have got there. That is 
where the lines of command start. And the way 
of life of the labour force, or rather of the whole 
population, their income, their promotion, the 
reward of merit, depend in the last analysis 
upon summit decisions. And in all this account 
is taken not only of personal capacity but also of 
militant loyalty to the system.

Ideological unity is an essential element in 
this loyalty and in the stability of the system. 
And the ideology in question is not one that is 
fed by the free and spontaneous expression of 
thought, but one which emanates from those 
who carry the responsibility of power and feel 
the need to strengthen it by diverse means. 
Accordingly, there is no room for fundamental 
dissidence which may jeopardize ideological 
unity, party discipline and the cohesion of the 
system: a cohesion which might be impaired if 
the exercise of freedom of expression were to
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overstep certain bounds, or if artistic and 
literary creation and intellectual activity were 
to deviate from the channels mapped out from 
above. This is the cohesion inherent in and 
imposed by the system, which allows of no 
other manifestation of authority.

It is understandable, therefore, that the 
spiritual authority of the Church should be 
deemed incompatible with the omnipotence 
and omniscience of the State.

This requirement of cohesion in doctrine 
and praxis is binding even upon those at the 
summit. For if any of them disagree over 
weighty questions, they incur the disapproval 
of the rest, which is a very serious matter, for 
those who lose status in these internal disputes 
have not the alternative of expending their 
efforts in the sphere of private activity, which 
simply does not exist. Thus the indefinite 
protraction of the leaders’ term of office, howe­
ver long it may be, becomes an important factor 
of enforced unity. Stability of the system and 
gerontocracy!

In addition, the hierarchical links in the 
chain of decision and vigilance make it pos­
sible to nip in the bud the slightest sign of 
substantial nonconformity. The system has its 
own internal logic, and exceptional firmness of 
mind is needed to refuse to comply with its 
adamantine requirements.

4. The v itia tion  o f  the m arket

Furthermore, State ownership and manage­
ment of the means of production is inseparable 
from a radical change in the nature of the 
market, since what is to be produced and 
consumed depends ultimately upon a central 
authority. Thus the market loses its political 
significance, which transcends its economic 
importance. I am not going to idealize periph­
eral capitalism in this respect either; never­
theless, to whatever extent the course of de­
velopment may bring in its train an increasing 
concentration of economic power, the margin 
of individual freedom is still quite wide. Other­
wise the trade-union and political power of the 
labour force could not have grown up with the 
advance of democratization. The only thing is 
that when that power interferes with the

dynamics of the surplus, the use of force 
permits its suppression.

As I maintained in my earlier articles, the 
major defects of the system lie neither in the 
market itself nor in the economic freedom on 
which it is based. They arise out of the social 
structure and the power relations which 
pervert the social efficiency of the system 
through the arbitrariness of distribution and 
the insufficiency of capital accumulation.

It is true that under a strongly authoritarian 
system the concept of the economic freedom of 
enterprises and individuals —an essential 
factor in economic efficiency— is not ruled out. 
But if this freedom were to become genuine, 
the dominant nucleus would lose an element of 
cohesion indispensable to the stability of the 
system and to its own continuance in power.

What is more, if economic liberty exists 
and entrepeneurs are free to use their own 
initiative, and if these entrepreneurs emerge 
from within the enterprises themselves and not 
from among those in whose hands political 
power is concentrated, how could they be 
prevented from aspiring to freedom of expres­
sion and participation in political decisions? 
How far would it then be possible to separate 
political freedom from economic freedom? 
Would not the logic of the system call for 
repression of the political liberty of those who, 
having acquired economic freedom, expressed 
discrepancies with that system or with the way 
in which it works? Could economic freedom be 
insulated from these effects?

5. Political pluralism  and socialization

Let us now pause a moment to interpolate a 
word on doctrine. In the scientific theory of 
Marx —which must be distinguished from 
militant Marxism— doctrine is an integral part 
of the superstructure, which is decisively con­
ditioned by the basic structure of the system. 
Changes in the structure, as the forces of 
production develop, promote changes likewise 
in the superstructure. There are no idelogies of 
permanent value.

I wonder, therefore, whether the changes 
that have been taking place in the structure 
have not something to do with the new currents
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ol ideology which are springing up in other 
latitudes, and to which a circumstantial and 
temporary value is sometimes attributed, 
rather than a lasting significance. At all events 
they should be considered within a broader 
doctrinal context.

In these new currents political pluralism is 
explicitly accepted, in contradistinction to the 
hiterto dominant concept of the dictatorship of 
the proletariat, however it may be defined. 
Pluralism is a sine qua non of democratic 
liberalism. An I do not understand how the 
latter can be reconciled with an omnipotent 
State which concentrates in its hands the 
ownership and management of all the means of 
production. If democratic change is really the 
aim pursued, the new currents of thought must 
not shirk frank discussion of this problem.

6, Som e in itia l po litica l risks in the process 
o f  change

What I am undertaking in these pages is 
persuasive action. I want to bring it home to my 
readers that there is an option for change 
compatible with democracy and requiring 
thorough exploration. Should the findings of 
this exploration be positive, that would be only 
the first step towards inspiring and promoting 
broad political movements which could result 
in a majority consensus.

Subsequent events, however, might vitiate 
certain basic elements in the process of change 
to such a point as to jeopardize the existence of 
the new system.

Among these elements I should like to 
mention the collaboration of the present 
owners of large enterprises who are efficiently 
performing the task of directing them. In our 
countries this entrepreneurial work on the part 
of the owners is still important. They must be 
given not only the opportunity to go on with it 
but also adequate incentives to do so, although 
it is true that they will no longer have the 
surplus at their disposal, since control of that 
dynamic mechanism of accumulation will be 
handed over to the State. But the owners would 
continue to earn interest on the capital accumu­
lated in the same way as any part of the labour 
force that accumulated new capital. They 
would also receive the remuneration due to

them for their entrepreneurial activities, and 
other incentives linked to the global produc­
tivity of the enterprises.

If, in spite of this, stubborn opposition to 
the new order of things was still put up, those 
who carried political responsibility in the new 
system might be induced to transfer all the 
means of production to the State. Thus, instead 
of a gradual change in the composition of the 
capital of large enterprises until their manage­
ment passed into the hands of the labour force, 
there would have been a sudden switch-over 
to State ownership and management.

It is readily understandable that serious 
distortions would be entailed by such a modi­
fication of some of the basic elements in the 
new system. It would not be only the large 
enterprises that were affected. We have already 
explained that medium-sized enterprises 
would increase their capital accumulation in 
the hands of their present owners. But as their 
dimensions approached those of the large 
enterprises, they would run the risk that, 
precisely because they had accumulated more 
capital, they would be exposed to the transfer of 
their capital and management to the State. This 
would weaken the impulse to growth, of so 
much importance in the new system.

The effects of this kind would be equally 
serious, or even more so, if no attention were 
paid to the necessity of granting special incen­
tives to the executives, technical staff and other 
members of the personnel of large enterprises. 
Their collaboration is of the greatest impor­
tance in itself; and much more so in default of 
that of the owners. If they were dispensed with 
out of excess of political zeal, it would take time 
to fill the gap. And then incentives would have 
to be offered similar to those which had 
previously been withheld.

Taking an unflinchingly realistic view, I 
must recognize that the great initial difficulties 
—not only internal, but also international— 
attendant upon the process of change might 
lead those responsible for it to a measure of 
authoritarianism: a conjunctural authoritaria­
nism, perhaps, but in any event profoundly 
regrettable. Strong conviction would be need­
ed to prevent it from becoming structural 
authoritarianism. Undoubtedly, in the face of 
obdurate opposition, the transfer of the owner-
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ship and management ofthe means of produc- character. And the way would have been 
tion to the State would be a formidable instru- barred, perhaps for an unconscionable length 
ment of supreme authority of a structural of time, to democratic progress.

IV 

Technique, demand and structure of production

1. C onsequences o f  unequal d istribu tion

In my critical analysis of peripheral capitalism 
it was largely to the unequal distribution of the 
fruits of technical progress that I attributed the 
major flaws in the system. The aim ofthe social 
use of the surplus is to correct these flaws, as 
has been shown in the foregoing pages.

There are two main ways in which unequal 
distribution influences the structure of produc­
tion. On the one hand, it casts demand into a 
mould which is wasteful of physical capital and 
labour; and, on the other hand, it promotes a 
certain selection of techniques, and therefore 
certain patterns of accumulation, which also 
represent a waste of productive resources. To 
the best of my belief, the system of accumula­
tion and distribution that I am advocating will 
enable these deficiencies in the structure of 
production to be largely set right.

But that would not be enough, for the 
penetration of the technique ofthe centres into 
a peripheral social structure very different from 
theirs brings with it certain unfavourable 
effects on the efficient use of capital, which 
could not be counteracted under the aegis of 
the new régime, but would necessitate deli­
berate State intervention in the structure of 
production.

I have been rightly criticized for having 
shelved these adverse consequences, as well as 
others deriving from the erroneous choice of 
techniques, in my anxiety to stress the para­
mount influence ofthe system of accumulation 
and distribution which characterizes peri­
pheral capitalism.

In reality, I have had no difficulty in taking 
into account the phenomena to which these 
criticisms refer, since I have discussed them in 
former articles in this R eview  and in other

earlier publications. Accordingly, in the pre­
sent chapter I should like to present a succinct 
and coherent version of those interpretations 
and to underline their significance.

I note that in all this there may be some­
thing more than a mere matter of theoretical 
emphasis, since I should not be surprised if the 
influence of these phenomena affecting the 
structure of production were to encourage a 
certain trend in favour of the State’s taking it 
into its own hands, via the socialization of the 
means of production. In my view, from the 
standpoint of the social use of the surplus the 
socialization and management of these means 
by the State is not acceptable, for basically 
political reasons which I have already set forth 
in the appropriate context, apart from its eco­
nomic consequences. For it would undoubted­
ly mean endowing the State with a power so 
considerable as to be incompatible with the 
conservation of essential freedoms.

If this is so, it would hardly be possible to 
resort to socialization, not in this case to resolve 
the problem of accumulation and distribution, 
but to remedy deficiencies that might persist in 
a new system, despite the social use of the 
surplus. I maintain that the State has other 
means of correcting them at its disposal.

2. R eprodu ctive and consum ptive techniques

In order to understand the changes that take 
place in the structure of production in the 
course of development the meaning of the 
duality of technique must be recalled: on the 
one hand there are the techniques which aim 
at increasing productivity; and, on the other, 
those mainly geared to the diversification of 
goods and services.

I have applied the term ‘reproductive’ to
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the capital required for the first group of 
techniques, inasmuch as the productivity in­
crement obtained by their means enables capi­
tal accumulation to be increased, with further 
productivity increments as a result, and so on in 
succession, in a process which has multiplier 
effects on employment.

The diversification techniques also neces­
sitate capital, not, however, to boost productivi­
ty but to obtain more efficient goods and 
services, of better quality, or designed to satisfy 
aspirations after different life styles and cons­
picuous consumption, as well as social prestige 
and ostentation of wealth.

These diversification techniques cannot 
develop without the reproductive techniques. 
It is the productivity increment and the cor­
responding increase in income brought about 
by these latter that spur the progress of the 
diversification techniques, so that the growing 
demand generated by the income in question 
may be stimulated and tapped.

It would indeed be pointless to go on 
lavishly producing the same goods and services 
beyond certan limits, by virtue of the improve­
ment in productivity. On the contrary, diver­
sification allows the income increment to be 
expended on a ceaseless display of new and 
better goods in ever-increasing quantities.

Accordingly, the progress of diversifica­
tion techniques is the logical consequence of 
their close combination with reproductive 
techniques in one and the same production 
process. Thus the proportion of diversification 
techniques in the composition of capital tends 
to rise.

Because the fruits of productivity are so 
unequally distributed, the use of diversifica­
tion techniques develops more intensively 
than it otherwise would. Thus the proportion of 
consumptive capital increases to an exag­
gerated extent, at the expense of reproductive 
capital. And this is of considerable importance 
in peripheral capitalism.

This social waste of capital is one of the 
major factors in the exclusive tendency of 
peripheral capitalism. There are cases in which 
productivity has increased remarkably by 
virtue of the introduction of new layers of 
technology, but the fruits of this productivity 
increment, owing to their unequal distribution,

are largely earmarked to satisfy the diversified 
consumption of the privileged strata, to the 
detriment of the social integration of the lower 
strata.

3. The consum er society  and accum ulation

One of the criticisms that have been addressed 
to my account draws attention precisely to 
cases in which the privileged-consumer socie­
ty has developed to a notable extent and 
nevertheless a high coefficient of capital ac­
cumulation has been achieved. Accordingly, 
there is not an insufficiency of capital, we are 
told.

The insufficiency is to be seen, however, 
in reproductive capital. This state of affairs is 
aggravated when the suppression of the trade- 
union and political power of the labour force 
allows real wages to be squeezed for the 
benefit of higher social strata. These strata can 
then still further increase their diversified 
consumption and their accumulation of con­
sumptive capital.

Let us recall in passing what we have said 
in earlier articles. A considerable part of this 
accumulation of consumptive capital corre­
sponds to conspicuous investments in costly 
housing on the part of the upper strata, as well 
as to certain State investments which are 
immune from considerations of economic via­
bility.

It is not enough, therefore, to observe that 
the rate of accumulation has risen; it is also 
necessary to ascertain what is being accumu­
lated.

Here I have another remark to make before 
leaving this aspect of the question. If the object 
of development is not only economic efficiency 
but also social efficiency, consumptive ac­
cumulation should be kept in a proper rela­
tionship to reproductive accumulation. But 
unequal income distribution pushes demand 
in the direction of diversified goods and ser­
vices which necessitate increasing consump­
tive accumulation. This means using capital in 
short supply, notwithstanding the fact that 
there is capital accumulated and consequently 
capacity available for the production of similar 
goods, although with less advanced techniques 
and a lower degree of diversification. This
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deviation of demand leads to waste of the 
capital invested in these lower-quality goods, 
and to an increase in consumptive capital 
investment, while reproductive capital is 
socially insufficient.

Clearly, however, in the course of the 
development process these inferior techniques 
will ultimately pave the way for more advanced 
diversification techniques, as has generally 
happened in the case of capitalist development 
in the centres. But this process is prematurely 
anticipated in peripheral capitalism.

Some pertinent considerations still remain 
to be added with respect to demand and the 
structure of production.

It is an all-too-familiar fact that the mass 
communication media, so closely linked to the 
privileged-consumer society, resort to every 
available form of collective suggestion in order 
to spread consumption of diversified goods. 
And thus they persistently seek to penetrate 
downwards into the social structure, propa­
gating at its lower levels the attractive image of 
certain goods which the upper strata are drop­
ping as they adopt the new patterns in which 
imitation of the centres constantly finds expres­
sion. Needless to say, the abuse of credit 
perpetrated in these collective suggestion 
campaigns generally plays a very active role.

The transnational corporations, of course, 
carry a great deal of responsibility in the 
promotion of imitative consumption. But I 
incline to believe that even without them the 
privileged-consumer society would have de­
veloped, owing, above all, to distributional 
inequality, as we have seen so often. The 
vigour of our imitative genious must not be 
underrated!

Unquestionably, if the privileged-consu­
mer society lost importance, the mass com­
munication media and the transnational cor­
porations would witness a marked restriction of 
their field of action. But some exaggerated 
forms of diversification might possibly survive 
which would adversely affect reproductive 
accumulation.

Accordingly, the State would have to inter­
vene deliberately by resorting to taxation, that 
is, by raising the prices of the goods in which 
this tendency to certain consumer extravagan­
cies chiefly makes itself manifest.

But let there be no misunderstanding. It is 
true that I frankly encourage State intervention 
for accumulation purposes or in questions of 
health and the necessary defence of the bios­
phere, Justas taxes and subsidies are justifiable 
when they are used to influence the structure of 
production in respect of foreign trade, that is, 
where the market is not efficacious.

Apart from this, however, I consider it 
essential to guarantee the freedom of the 
individual to pursue his own preferences as 
regards consumption, as likewise in the vast 
range of human activities, so long as he does not 
encroach upon the freedom of others. How, 
then, can one justify the State s overruling such 
preferences and making the individual's deci­
sions for him? What reason would there be for it 
to take the structure of production into its own 
hands in order to fulfil this authoritarian inten­
tion? Or for it to apply a wide range of taxes so 
as to invalidate those preferences?

4. A ccum ulation a lternatives

Let us now look at another aspect of the pen­
etration of technique into the social structure. 
Income distribution also influences the choice 
of technical alternatives and, through that 
mechanism, the structure of production, fa­
vouring combinations of capital and labour 
which are at variance with the absorption of 
manpower.

It is a well-known fact that the techniques 
which have their origin in the centres signify a 
flat contradiction: they economize in labour 
which is plentiful and require intensive use of 
capital which is in short supply. Here in 
CEPAL, I believe, we were among the first 
to analyse this anomaly, as early as the begin­
ning of the 1950s.7

This erroneus choice of techniques, with 
the corresponding waste of capital, is mainly 
attributable to a distortion of relative prices. 
I have maintained elsewhere that interest on 
capital and wage levels are not consistent with

7See Theoretical and practical problems o f  economic 
grow th  (E/CN.12/221), Santiago, Chile, mimeographed 
text, May 1951. (Published in Spanish in the series of texts 
commemorating the Twenty fifth Anniversary of CEPAL, 
Santiago, Chile, 1973.)
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the assumptions of neoclassical theories and 
their conception of equilibrium. At bottom, we 
are up against the phenomenon of the surplus 
which those theories overlook. Thanks to the 
surplus, enterprises have to resort to the market 
for only a part of their accumulation require­
ments, so that the rate of interest is lower than 
it would be otherwise. Furthermore, wage 
levels are not what the market spontaneously 
determines, but are considerably influenced 
by the struggle of the labour force to obtain a 
share in the surplus, both through their politi­
cal and through their trade-union power.

In reality, during the period of almost 
thirty years that has elapsed since we drew 
attention to these phenomena, the technologi­
cal alternatives in question would not seem to 
have been put forward, save in a very partial 
and limited fashion.

In the meantime, there has been a great 
deal of talk about how price levels can be 
reached that more satisfactorily reflect reality. 
Something has been said of taxes on capital 
goods or subsidies for the employment of 
labour as a more appropriate response to the 
available supply of these factors of production. 
Ideas of this kind, and others, have not pros­
pered, I suspect because insufficient progress 
has been made in respect of technological 
alternatives in which the centres have no im­
mediate interest.

There is another form of waste of capital 
that is encouraged by the distortion of relative 
prices. In countries like ours, where capital is 
in short supply, it is a striking fact that factories 
generally work on the basis of a single shift, 
when they could arrange two or three. The 
blame must not be laid on price distortions 
alone, however, but also on other obstacles 
standing in the way of this more efficient use of 
capital. As in such cases it would be difficult, 
if not impossible, to resort to support prices, 
various measures have been discussed by 
which the advantageous use of capital might 
be promoted.

Lastly, other criticisms urge that as new 
layers of technology are introduced which are 
of higher productivity than those that preceded 
them, the fall in prices leads to the liquidation 
of the enterprises affected, with the conse­
quent loss of capital. This is an argument which

is fairly often put forward. But how far is the 
phenomenon peculiar to peripheral capital­
ism?

I am inclined to think that the general 
problem is of another sort, since, as we have 
already shown, prices do not fall as productivi­
ty rises. I do not believe price competition is 
frequent in cases like these. In the dynamics 
of development new investments are directed 
towards taking advantage of the growth and 
diversification of demand, rather than towards 
forcing enterprises with higher costs out of the 
market. Thus the investors can reap the profits 
for themselves instead of scattering them 
through a fall in prices. The way to capture the 
market is not by this means, but by supplying 
new and better goods.

However, I leave open the possibility that 
evidence to the contrary may appear. In any 
event, I wonder whether in that case it would 
be necessary to resort to the price system or 
other appropriate modes of intervention, or to 
fall back on State management of the means of 
production.

Even on this last assumption, however, it 
would be a moot question whether the inter­
vention would have to be effected through 
instructions from the top or whether recourse 
would also be had to the price system and the 
play of market forces, in order to moderate the 
increasing bureaucratization which is arousing 
so much concern everywhere, the socialist 
countries being no exception to the rule.

5. The price system

I should now like to venture upon a brief 
digression. As soon as mention is made of the 
possibility of using the price system for pur­
poses such as those referred to above, the risk 
is incurred that this may be held to smack of 
neoclassicism. No such thing.

In reality, neoclassical theories have com­
pletely annexed the price system as if it were 
the exclusive province of their lucubrations. 
It certainly is the quintessence of their argu­
ments as to the system’s tendency towards 
equilibrium, if it is not upset by artificial inter­
ventions. But the price system existed through­
out long centuries of precapitalism. There can 
be no other explanation either for the Emperor
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Diocletian’s famous edict, or for the admoni­
tions of the Thomists in the Middle Ages. It 
happens, however, that the neoclassicists have 
dogmatically enthroned it as the supreme 
regulator of the economy.

In order that the price system may perform 
this regulatory role, the neoclassicists do of 
course accept certain interventions, with a 
view to correcting the so-called imperfections 
of the market. To this end they resort to taxes 
whereby those imperfections can be rectified, 
as in the case of those misguided selections of 
technique to which we referred in the appro­
priate context.

This path, however, could take one too far, 
as, for instance, when the price system is 
advocated as a means of protecting the environ­
ment. Can it possibly be said that the serious 
deterioration which the environment has been 
suffering is due to market imperfections?

Would it not be more accurate to speak of the 
harmful consequences of the unrestricted play 
of market laws?

There are also some neoclassical econo­
mists who recognize that market laws do not 
resolve the serious problems of income distri­
bution in the centres. If they were to take a 
more careful look at the periphery, they would 
see that here market laws do not resolve the 
vitally important problem of capital accumula­
tion either. If this is the case, what becomes of 
the role of supreme regulator of the economy 
that is assigned to these laws?

Neoclassical theory disregards the social 
structure and its changes, as well as the power 
relations which accompany these, and their 
considerable significance in connexion with 
income distribution. How could it be expected, 
therefore, to impugn the privileged-consumer 
society?

V 

The specificity of peripheral capitalism

1. Im ita tive  capita lism

The question might now be asked, why a 
theory of change? Would it not be possible to 
reproduce in the periphery the capitalist devel­
opment of the centres ?

A few decades ago there may have been 
some justification for this persistent illusion. 
There is none now. It is fading —the illusion 
that we could develop in the image and like­
ness of those countries where welfare has 
spread to the masses (although not altogether) 
and democratization (although not without 
defects) has vigorously forged ahead.

What differentiates our imitative capital­
ism from the innovative capitalism of the 
developed countries? We have tried to explain 
this in our articles. And now, before dealing 
with relations with the centres, it seems desir­
able to underscore the specific features of 
capitalism in our countries, which are really 
of great importance.

It should be recalled that we have charac­

terized peripheral development as a process 
of irradiation and propagation from the centres 
of techniques, consumption patterns and other 
cultural manifestations, ideas, ideologies, and 
institutions. All this in a fundamentally dif­
ferent social structure. Therein lie the contra­
dictions from which the great internal defects 
of peripheral capitalism arise.

This imitative process is carried on under 
the time-honoured aegis of the hegemony of 
the great developed countries, principally the 
United States, and is set in motion by a capital­
ism whose centripetal character was and still 
is of outstanding significance, inasmuch as it is 
the origin of the marked contradictions which 
also manifest themselves in centre-periphery 
relations and which aggravate the major defects 
of peripheral development.

The next chapter will be devoted to this 
latter subject, while here we shall briefly 
review the specific features referred to above, 
recalling what has been said elsewhere.

The specificity that characterizes the pe­
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ripheral social structure relates mainly to tech­
nique and consumption, the degree of devel­
opment and the democratization process, land 
tenure, the formation of the surplus, and popu­
lation growth.

2. Technique and consum ption

Owing to the great heterogeneity of the social 
structure, the fruits of the penetration of tech­
nique are appropriated mainly by the privi­
leged strata, I do not deny, of course, that the 
same thing happened during the historical 
evolution of capitalism in the centres. The dif­
ference lies in that, owing to this form of distri­
bution, consumption patterns are adopted in 
the periphery which developed gradually in 
the centres, as capital accumulation allowed 
technique to penetrate more and more deeply 
into the social structure. In the periphery, in 
contrast, we are imitating these consumption 
patterns when accumulation is not sufficient 
to fulfill its labour-absorbing function; and this 
situation is aggravated inasmuch as the centres 
siphon off income by virtue of their technical 
and economic supremacy and the weight of 
their hegemony. This point must be clearly 
understood. The specificity lies not so much 
in the imitation of the consumption of the 
centres, which, strictly speaking, is a world­
wide phenomenon, but in the dimensions 
which this phenomenon is acquiring in the 
periphery, thanks to the flagrant inequality of 
income distribution. To put it another way, the 
specific feature is the privileged character of 
the imitation.

This becomes more marked because the 
technical progress ofthe centres is not favour­
able to technical alternatives that are better 
suited to peripheral conditions, whence results 
one ofthe most serious contradictions of imita­
tive development: a situation that makes it all 
the more necessary to exploit to the utmost the 
potential ofthe surplus.

3. D egree o f  developm en t and dem ocratization

Furthermore, the democratization process 
made its breakthrough in the centres when 
considerable capital accumulation had already 
been achieved. Whereas peripheral demo­

cratization is evolving before capital accumula­
tion can meet the dynamic requirements of 
development; moreover, its bias is essentially 
distributional, and also conflictive.

It should be noted that I am not deploring 
a premature democratization process, but stres­
sing the serious consequences of our having 
devoted attention to immediate questions of 
distribution while bypassing the indispensable 
requisite of capital accumulation.

An additional factor is the tendency to dis­
proportionate expansion of State services, 
which is also largely due to the various forms 
of distributional pressure and spurious absorp­
tion of labour. But it must not be forgotten that 
this is generally combined with the heavy 
pressure exerted by military expenditure; it is 
not surprising; therefore, that State expendi­
ture represents a proportion of the product that 
in the developed countries it took a long time 
to attain.

4. Land tenure

From another standpoint, it is beyond question 
that the prevailing system of land tenure has 
been and still is a stubborn obstacle to devel­
opment, as CEPAL has so often pointed out. In 
the industrial centres this obstacle was re­
moved at an early stage, with favourable social 
and technical consequences. But this is not the 
case in the periphery, where industrialization 
is superimposed on a land tenure régime which 
acts as a brake on the penetration of technique 
and productivity, to the detriment of develop­
ment. This is another specific feature of pe­
ripheral development which we will go on to 
examine.

In the context of the structure of produc­
tion, reference was made to the diversification 
of demand. This relates above all to industrial 
goods and skilled services; but not to agricul­
ture, where diversification is very limited. 
Demand, then, increasingly veers towards the 
aforesaid goods and services, prejudicially to 
agriculture. And employment tends to shift to 
the diversified activities. Thus the share of 
agriculture in the structure of production and 
in employment declines. This trend towards 
the displacement of labour sharpens as pro­
ductivity rises.
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But this is not all. .Regressive income 
distribution and insufficient capital accumula­
tion, by which the lower strata chiefly suffer, 
account for the fact that demand for food prod­
ucts is relatively weak, despite the manifest 
underconsumption.

This often leads to frustration of the favour­
able effects that might attend increased pro­
ductivity; there is not enough demand to 
absorb the larger volume of goods. And the 
consequent trend towards a deterioration in 
the internal terms of trade discourages the 
expansion of production.

Here, then, one of the most flagrant contra­
dictions of the system is to be seen. Unequal 
distribution displaces the growth of demand 
towards increasingly diversified goods, at the 
expense of those that are less diversified or in 
which diversification is slight or non-existent, 
such as agricultural commodities.

If the accumulation potential ofthe surplus 
were thoroughly exploited, demand and the 
structure of production would assume a dif­
ferent guise, to the benefit of the less privi­
leged social strata.

However, it is not all a question of demand. 
The land tenure system which characterizes 
the structure of production, needless to say, is 
of paramount importance where concentration 
prevails in the form of latifundia. As generally 
happens in Latin America, the inordinately 
large land rent ensured by the very extent of 
the property owned makes many landowners 
indifferent to the possibilities opened up by 
technical progress, especially in respect of 
yields. For the same reason they are more at­
tracted by mechanization, since they do not 
need to devote as much time to the land as the 
application of biological techniques requires.

It is true that in recent decades the use of 
these techniques has been spreading, with 
noteworthy effects on productivity. But the 
large landowner who is reluctant to adopt 
them sees that nevertheless the value of his 
property is rising by virtue of its greater poten­
tial capacity. This is a very important feature 
which also characterizes urban land: the ap­
preciation of land value through the work of 
others, apart from population growth.

A moment’s thought should be given to 
the contrast with physical capital that this

represents, in order to understand the position 
of agriculture more clearly. The owner of 
physical capital who fails to avail himself of 
technical progress does not see the value of 
his possessions rise; quite the contrary, since 
in the end he is jostled out of the market by 
entrepreneurs who are more alert to the ad­
vances of technique.

It would seem, as has just been noted, that 
perceptible progress has been made in Latin 
America in respect of agricultural productivity. 
But as one of the major failings is progressively 
eliminated another comes to the fore. Un­
doubtedly, with the diffusion of technical 
progress in agriculture the surplus is increas­
ing; and this is a good thing. But unfortunately 
the excessive amount earmarked for the privi- 
leged-consumer society and for transfer abroad 
has negative effects on capital accumulation.

Moreover, the agricultural surplus is crys- 
talized —if I may be permitted to use the 
term— in the value of the land. And this ag­
gravates the concentration of wealth.

Thus agriculture displays very special 
characteristics. If technical progress is not 
introduced the surplus is less than might be 
obtained. And if it is introduced and the surplus 
increases and is used for the purposes of con­
spicuous consumption, accumulation potential 
is wasted. In both cases the effects on absorp­
tion of labour and income distribution are 
frankly unfavourable.

These effects are more serious still when 
mechanization is introduced and the opportu­
nities of accumulation represented by the 
resulting increase in the surplus are thrown 
away. Even though mechanization may meet 
strict criteria of economic efficiency, this ne­
glect of accumulation possibilities precludes 
the employment of the displaced labour force 
and the contribution that might have been 
made to the absorption of labour whose pro­
ductivity was low, by virtue of the multiplier 
power of reproductive capital. Consequently, 
to the waste of accumulation potential is added 
a waste of human potential, whether it is left 
redundant in the rural areas, or goes to swell 
the ranks of the poor in the cities.

This remark is also of concern to those who 
adduce the argument that mechanization can­
not be introduced in small farms in support of



TOWARDS A THEORY OF CHANGE / Raúl Prebisch 185

large estates. But where are the people thrown 
out of work to go? A blind eye is turned to the 
other side of economic efficiency. Moreover, 
it should be taken into account that in small 
and medium-sized farms yields per unit of land 
are usually higher than in latifundia, especially 
if the technical action of the State is effective. 
This is a socially efficient way of keeping 
labour in the rural areas until the acceleration 
of development —the transformation of the 
system— makes it possible to resolve this 
serious problem in depth.

5 .T h e  euthanasia o f the surplus

Let us now turn our attention once again to the 
surplus, upon which our theoretical explana­
tions have pivoted. Its appropriation is cer­
tainly not a phenomenon peculiar to the pe­
riphery, but is common to all capitalism; here 
too, however, the specificity of the periphery 
is evidenced. It is worth while to pause for a 
moment at this point, since the matter is of 
considerable import.

We have basically accounted for the struc­
tural phenomenon in question by the regres­
sive competition of the labour force which 
remains in lower-productivity layers of tech­
nology, when newer and higher-productivity 
layers of technology are superimposed upon 
these.

The consequences of this phenomenon 
merit careful thought Thanks to the capital 
accumulation which the surplus permits, in 
the centres technique has penetrated in depth, 
and by absorbing lower-productivity labour 
from the lower strata, has spontaneously re­
lieved the system of some of the regressive 
competition which prevents the labour force 
from improving its wages correlatively with the 
rise in productivity.

Thus the surplus would tend to diminish 
and finally disappear as the heterogeneity of 
technique gradually became less marked. In 
this way a degree of development is conceiv­
able in which the whole of the labour force 
would be employed in higher layers of tech­
nology, using the most advanced techniques 
available at any given moment. By then the 
surplus would have been wiped out because 
the system would have been deprived of a

major source of productivity increments, apart 
from the growing pressure exerted on it by the 
intensive expansion of State services.

Nevertheless, another important source 
would still remain: the successive innovations 
from which increases in productivity would 
derive.

As the system approached homogeneity, 
euthanasia of the surplus would ensue, and the 
neoclassical economists would be able to re­
joice in the illusion that the ideal phase had 
been attained in which competition between 
entrepreneurs would rapidly do away with the 
fruits of those successive productivity incre­
ments, through wage increases. Moreover, they 
would be able to point out what favourable 
effects had been produced by the unrestricted 
play of market forces, with no need for trade- 
union and political power. But the illusion 
might be very fleeting, since the euthanasia of 
the surplus would pose a serious accumulation 
problem. There is indeed, nothing in the 
system which could spontaneously lead the 
labour force to compensate with its own capital 
accumulation for what could no longer be done 
by the upper strata.

This digression affords us a better under­
standing of the structural and essentially dy­
namic nature of the surplus. In short, it is a 
question of a historical category in the devel­
opment of capitalism.

The periphery, of course, has a long way 
to go before it reaches this situation, owing 
both to its great structural heterogeneity and 
to the waste of accumulation potential. This 
wastage makes it exceedingly difficult to ab­
sorb the lower strata and those middle strata of 
the labour force that find a niche in the system 
by spurious means. Here is yet another ele­
ment in the specificity of the periphery.

And as we have explained elsewhere, in 
the periphery the twofold pressure on the 
surplus exerted by the State and the labour 
force tends to bring the system, much sooner 
than to a distant phenomenon of euthanasia, 
to a critical phase; for when this double pres­
sure damages the dynamic mechanism of the 
system to the detriment of capital accumulation 
and the privileged consumption of the upper 
strata, the system reacts with a rise in prices, 
which inevitably leads to an inflationary spiral.
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And the spiral, of course, is not accompanied 
by a new régime of accumulation. I do not say 
that the centres are exempt from this trend, but 
there it generally occurs in different condi­
tions.

6. S pecific ity  o f  popu lation  grow th

When the technical advances which protect 
and prolong human life bring down the rate of 
mortality in the centres, the changes in their 
social structure, and the psychosocial conse­
quences which these changes bring in their 
train, are also favourable to a fall in the birth 
rate. Whereas the rapid penetration ofthe same 
techniques into the periphery takes place 
within a social structure where high birth rates 
tend to prevail. Hence the population explo­
sion ofthe last four decades.

This is another specific feature of the pe­
riphery. It sometimes severely aggravates the 
problem of insufficient capital accumulation, 
as regards both the absorption of labour and 
the investment that needs to be made before 
the new labour force reaches the age of produc­
tive activity.

7. P o verty  and the structure o f  production

What was said above of agriculture helps to 
explain the problem of poverty in a general 
context of development: another specifically 
peripheral characteristic. For poverty looms 
large, alike in rural areas and among the social 
groups that have shifted to the towns.

In face of this poverty problem, we are 
witnessing a certain amount of ferment in con­
nexion with one of those catchwords that are so 
seductive. It has been given currency, this time 
—perhaps mistakenly, in my view— not in the 
empty rhetoric to which we economists of the 
underdeveloped world are of course prone, but 
by some of the northern countries. Thence we 
are now being exhorted with apostolic zeal to 
combat poverty and satisfy the ‘basic needs' of 
the population. The poverty persisting in the 
developed world has been somewhat belatedly 
discovered, and we are being shown that this 
execrable social scourge exists in our countries 
too!

No heed is paid, of course, to CEPAL, and

I really do not know which is preferable: that 
it should go unheeded or that it should be 
credited with what it has never said or pro­
posed, as is frequently done. Its studies are 
unknown in the centres, or are known at second 
or third hand, through spokesmen who are not 
always well-intentioned and are often con­
temptuous of our ways of thinking. CEPAL 
has long been drawing attention to the persis­
tence of poverty and the inescapable need to 
raise the rate of capital accumulation in'order 
to employ the lower strata at higher levels of 
productivity and income.8 In other words, it 
has advocated dynamic income distribution, as 
we have explained elsewhere.

What happens, however, is that those who 
are proposing to eradicate poverty generally 
put forward their formula without explicitly 
stating how it is to be applied. Is there to be a 
simple and direct redistribution? Could the 
problem of social equity be resolved without 
affecting the system? It is understandable that 
this may be feasible in countries where over a 
long period of time a great deal of capital has 
been accumulated, while poverty, in contrast, 
exists on a relatively small scale. But in the 
peripheral countries, where conditions in this 
respect are strikingly different, it is unwarrant­
able to shirk the necessity of raising the rate of 
accumulation as rapidly as possible. And we 
have already seen that beyond a certain limit 
this is not compatible with the dynamics of the 
privileged-consumer society.

If, on the contrary, the proposal is that 
distribution should be dynamic, if the need for 
a transformation of the system is recognized, it 
will be necessary to say so and to say so out­
right. And this does not appear to be the case.

Be this as it may, the ingenuity of the 
promoters of this formula is devoted mainly 
to discussing what needs must be met in order 
to eliminate poverty. And clearly their enthu­
siasm has already gone so far along this gener­
ous path as to compile a long list of basic needs 
of the human race, not only those inherent in 
poverty.

I recognize, however, that there are some

8 See Towards a dynam ic developm ent policy fo r  Latin  
Am erica  (E/CN. 12/680/Rev.I), United Nations publica­
tion, Sales No. 64.II.G.4. (Published in Spanish in 1963.)
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who do get a little closer to the tangible facts 
and acknowledge the need for changes in the 
structure of production. But beyond this they 
do not go, perhaps imagining that these 
changes will come about in one way or another, 
especially if responsibility for the structure 
of production is assumed by the State.

I apologize, however, for not presenting 
here an eloquent chapter on basic needs. Pre­
sumably I too could bring some ingenuity to 
the task; but I prefer to expend mine, perhaps 
because I cannot afford to waste it, on criti­
cizing the system and suggesting how it might 
be changed.

Moreover, I maintain that individual 
needs should not be regimented, because regi­
mentation inevitably means authoritarian en­
forcement, I have voiced elsewhere my con­
cern in this connexion. And now, more than 
ever, my overmastering preoccupation is with 
the essential concept of the freedom of the 
individual, bounded only by the rule of not 
encroaching on the freedom of others; but in 
the context of a new system.

I sometimes think —if I may be excused a 
touch of misgiving— that some of those who 
offer such formulas to the periphery from the 
centres do so in order to evade the problems 
of the new international economic order. Why 
listen to all this disturbing rhetoric, instead of 
mounting a direct attack on poverty? Would it 
not be easier to hand over a few funds for the 
purpose?

It would he unfair, however, to maintain 
that everyone thinks on these lines. There are 
some who sincerely believe in this solution 
for the problem of poverty; while others, 
without harbouring illusions, consider that 
only by this means, using the image of the 
undemutrition, disease and ignorance that are 
rife in the periphery, will it be possible to 
awaken the slumbering ethical conscience of 
the centres.

Let it be assumed for a moment that by 
virtue of some such benevolent magic poverty 
could be eradicated without the need to ac­
cumulate more capital in order to absorb the 
lower strata at rising levels of productivity. At 
best, the exclusive tendencies of the system 
would have been precariously corrected, but

not its conflictive tendencies. Rather might 
these latter be aggravated.

True, there are fortunate countries which 
have another kind of magic in their hands: 
abundant financial resources deriving from 
their non-renewable natural wealth. If instead 
of being squandered in the privileged-con- 
sumer society these resources were devoted 
as far as possible to capital accumulation, the 
problem of poverty could be effectively com­
bated. And a higher proportion of the surplus 
might be earmarked for the satisfaction of im­
mediate consumer pressures. But experience 
attests that opulence, as well as shortage of 
resources, is perturbing to the rationality of 
development.

The distinction —of such importance— 
between the exclusive and conflictive ten­
dencies of the system should always be borne 
in mind. For the crisis of the system is gener­
ated not so much by the pressure of the lower 
strata with little or no redistributive power, 
but by the middle strata that have progressively 
increased their capacity to obtain a share in 
the surplus. Clearly, if the lower strata too 
acquire redistributive power, the inflationary 
spiral is intensified, with all the ensuing ef­
fects.

Accordingly, there are two evils to be 
attacked: two evils that are closely interlinked 
and cannot be arbitrarily separated. Yet some 
devote their entire attention to poverty and 
others to the inflationary spiral; it all depends 
upon the prism through which they look. And 
all alike refrain in general from penetrating to 
the deep-lying roots of the evils in question. I 
suspect that if they did so, they could not 
escape the incontrovertible conclusion that 
the system must be changed.

8. S pecific ity  and the process o f  change

In the light of what we have just briefly set 
forth, pursuing the lines followed in our earlier 
studies, there is every justification for this 
anxiety to explore new paths in peripheral 
development.

We have made a decided break with neo­
classical teachings; nor do we find the key to 
our process of change in Marxist theory. For the 
former, the problem of accumulation resolves
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itself of its own accord through the unrestricted 
play of market forces. And for Marx, accumula­
tion was a spontaneous and systematic result 
of capitalist development. The periphery had 
no place on his intellectual horizon.

Deliberate accumulation on the part of the 
State was, however, a dominant concern in the 
praxis of the socialism of Lenin and Mao: a 
socialism essentially based on the socialization 
and State management of the means of produc­
tion. In this there was a measure of authentic­
ity, correspondent with the intention of arriv­
ing at a socialism adapted to the objective 
conditions of a reality different from that 
postulated by the Marxist critique of capital­

ism; but on political bases very unlike any we 
should wish to accept in this part of the world.

There is also an inescapable need for 
authenticity in the periphery's process of 
change; that is precisely why we have stressed 
the specificity of the existing form of capital­
ism.

At all events, we must once again be wary 
of another imitative illusion. There is much to 
be learnt from the experience of others, of 
which advantage can be taken to reach a syn­
thesis between socialism and liberalism. Such 
a synthesis would be the periphery's response 
to the specificity of its process of change.

PART TWO 

VI 

Centre-Periphery relations in the process of change

Significance o f  the presen t chapter

The dream of developing in the image and 
likeness of the centres that beguiled the imita­
tive capitalism of the periphery has never 
come true; this has already been shown in our 
preceding articles. Neither have the great 
social disparities been gradually smoothed 
out —on the contrary, they have become more 
profound— nor has democratization made any 
progress: yet another hope frustrated.

What is more, the capitalism which it was 
sought to imitate is passing through a serious 
crisis which, because of its structural character, 
is much more complex and harder to cure than 
the great depression of the 1930s. Its repercus­
sions on the periphery have already begun to 
make themselves felt. In our relations with the 
centres there has been a resurgence of perti­
nacious problems to which CEPAL has given 
priority from the time of its earliest writings.

These problems seemed to have vanished 
into thin air during the long-drawn-out boom 
years which preceded the present crisis in the 
centres. They were years of exceptional devel­
opment in the centres themselves and also in

the periphery, where, as we have so often 
pointed out, the prosperity of the privileged- 
consumer society was impressive.

The centres, and in particular the chief 
dynamic centre of capitalism, associated them­
selves more and more closely with this type of 
development based on flagrant social inequity. 
They resolutely played their cards in its favour. 
But as often happens in boom periods, atten­
tion was diverted from the basic problems, 
namely, the great contradictions in centre- 
periphery relations.

This situation can no longer subsist in face 
of the crisis in the centres. It is clearly out of 
our power to shed much light on the nature of 
this crisis, but we should like to point out 
certain factors that play a part in it so that its 
repercussions on the periphery may be better 
understood. First, however, the basic problems 
in relations with the centres will be briefly 
reviewed.

Capitalism in the developed world has 
been and still is centripetal. The concept of its 
power of expansion throughout the world 
scenario is a myth. However great the initiative 
and drive of its entrepreneurs may have been,



TOWARDS A THEORY OF CHANGE / Raúl Prebisch 189

it did not spontaneously carry industrial devel­
opment to the periphery in the days of outward- 
directed growth. Industrialization was started 
deliberately by the periphery itself; it was a 
necessary result of the crisis in the centres. 
And this inescapable requisite of the periph­
ery’s development is being met with a time-lag 
so great as to give rise to a number of problems 
deriving from the disparity between the struc­
ture of production of the periphery and that of 
the centres. These problems primarily con­
cern:

— the innate tendency towards external 
disequilibrium which acts as brake on the de­
velopment of the periphery;

— the economic fragmentation of the pe­
riphery; and

— the considerable differences in eco­
nomic and technological power which charac­
terize the phenomena of peripheral depend­
ence under the time-honoured hegemony of 
the centres.

The crisis in the centres is also the crisis of 
a development ideology which, from the chief 
dynamic centre of capitalism, has spread to the 
periphery, and in particular to Latin America. 
This chapter would be quite incomplete if we 
did not end it with a few remarks which, 
besides being relevant, are timely in face of 
regrettable deviations and backward steps in 
development policy and relations with the 
centres.

The centripetal character of capitalism

1. D elibera te  industria liza tion  
and CEPAL’s ideas

My assertion as to the centripetal character of 
advanced capitalism will not fail to cause 
surprise, since this, like other development 
phenomena, eludes the grasp of conventional 
theories. It is fundamentally imputable to the 
centres’ retention of the fruits of their technical 
progress. These fruits, as well we know, do not 
spread to the rest of the world through a fall in 
prices as productivity improves. For better or 
for worse, capitalist development would have 
been entirely different if this retention had not 
taken place.

Whatever may have been the internal 
distribution of the fruits of technical progress, 
the demand generated by the growth of income 
in the dynamics of development operates in the 
centres themselves, except for that fraction 
which is diverted to the purchase of primary 
commodities from the periphery. Moreover, 
the periphery’s corresponding export earnings 
are also converted into demand for industrial 
goods from the centres.

These industrial goods are being con­
stantly diversified by virtue of technical pro­
gress and the investment connected with it.

There is no incentive to place this investment 
in the periphery rather than in the centres 
themselves, where the process of diversifica­
tion is stimulated by the expansion of demand.

Thus, the longer the time that goes by, the 
greater become the differences between the 
structures of production in the centres and in 
the periphery, with important effects on devel­
opment.

We were saying earlier that peripheral 
industrialization was not the spontaneous re­
sult of capitalist expansion in the centres: 
initially, the periphery was compelled to resort 
to industrialization in order to produce tech­
nically simple goods which could not be im­
ported owing to the crises by which the centres 
were affected (two world wars and the Great 
Depression between them).

Until then, in reality, it did not suit the im­
mediate interest either of the centres or of the 
dominant groups in the periphery for the latter 
to embark on domestic production of goods that 
it imported at prices lower than would have 
been the cost of producing them at home.

In those times of crisis which imposed 
import substitution it was impossible to think 
seriously of exporting manufactures; but as the 
industrialization process gradually gained
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momentum, the need for doing so became 
clearly apparent. Perhaps we in CEPAL were 
the first to stress this necessity.9

2. The cen tres’ reluctance to accept exports 
fro m  the periphery

CEPAL has more than once recognized the 
periphery's responsibility for having concen­
trated all its effort on import substitution, 
without paying sufficient attention to exports of 
manufactures. But at the same time stress was 
laid on the responsibility of the centres, and it 
was asserted that to have placed production for 
export on an equal footing with import-subs­
tituting production for the home market would 
have not been enough. In the large centres, 
measures would have had to be adopted to 
facilitate imports of certain industrial goods 
from the developing countries, thereby giving 
these countries a greater capacity to import

9Thus, in a study published in 1961, attention was 
drawn to the “excessive channelling of industry towards 
the domestic market”, as a result of the “development 
policy pursued in the Latin American countries and of the 
lack of international incentives to exports of industrial 
goods from the region”.

“Developm ent policies have been discriminatory as 
regards exports. Assistance has been given —through 
tariffs or other restrictions— to industrial production for 
internal consumption but not to industrial production for 
export. The production of many industrial goods has thus 
been developed at a cost far above the international level, 
when they could have been obtained with a much smaller 
cost differential in exchange for exports of other industrial 
products which might have been produced more profit­
ably. The same could be said of new lines of primary 
commodities for export and even of traditional export 
commodities within certain relatively narrow limits.” See 
CEPAL, Economic developm ent planning and interna­
tional co-operation  (E/CN. 12/582/Rev, 1), United Nations 
publication, Sales No. 61.II.G.6, pp. 14 et. seq. (Published 
in Spanish in the series commemorating the Twentyfifth 
Anniversary of CEPAL, Santiago, Chile, 1973.)

In another study it is added that “protection has, of 
course, been essential in the Latin American countries. 
But it has not been applied with moderation, nor has there 
generally been a policy laid down rationally and with the 
foresight which is essential for the alleviation, if not the 
prevention, of balance-of-payments crises”. And it is 
subsequently remarked that “the closed industrialization 
fostered by excessive protectionism, as well as the unduly 
high customs tariffs applied to some staple agricultural 
commodities, have created a cost structure which makes 
it extremely difficult for Latin America to export manufac­
tured goods to the rest of the world”. See Towards a 
dynam ic developm ent policy fo r  Latin America, op. cit., 
pp. 71 and 72.

precisely those products for which cost dif­
ferentials are bigger. In this way, an appro­
priate division of labour would have developed 
in the industrial field, widely different from the 
traditional pattern of trading primary commodi­
ties against manufactured goods.

Yet neither did the centres encourage 
exports of manufactures from the periphery, 
nor did the periphery itself determine to 
launch a policy definitely favourable to such 
exports until the exceptional rate of develop­
ment attained by the centres, in the course of 
the 1960s, showed the possibility of doing so.

The advanced countries’ prosperity had 
repercussions not only on the periphery’s 
external sales of primary commodities, but also, 
and above all, on its exports of manufactures. In 
some cases, the latter developed at high speed 
and import substitution policy was not merely 
weakened, but actually repudiated.

During those years the centripetal ten­
dency of capitalism was in some degree ob­
scured, but it did not disappear. The peri­
phery’s strenuous export effort has not reached 
the centres to the extent called for by increas­
ing import requirements and debt servicing.

The periphery has had barely a marginal 
share in the centres’ voluminous and growing 
flow of industrial trade, which a clear-cut 
liberalization policy encouraged. Its new in­
dustrial exports to the centres, largely handled 
by the transnational corporations, either in­
volve mainly goods in which innovations are no 
longer such, having been left behind by tech­
nical progress, or else are confined to parts of 
up-to-date goods in whose case the transna­
tionals take advantage of the prevailing low 
wages, with no intention, however, of intro­
ducing advanced forms of integrated indus­
trialization.

It is understandable that the transnational 
corporations, spontaneously incited by their 
own interests, as has been remarked else­
where, should prefer to invest in the centres 
themselves, where the aforesaid ceaseless in­
novations have their origin, and where increa­
singly diversified demand is concentrated.

But the periphery could send to the centres 
technically less advanced goods in respect of 
which it is acquiring competitive capacity and 
has shown its ability to export them through the
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endeavours of its own enterprises. But liberali­
zation policy has not been extended to these 
goods; quite the contrary.

All this bears on the present stage of 
peripheral development. But it by no means 
signifies that given a new industrialization 
policy the periphery could not tackle produc­
tion and export of goods of increasing technical 
complexity. Such is the dynamics of develop­
ment.10

Hence there is a blatant paradox in centre- 
periphery relations. In the Kennedy Round, as 
in the Tokyo Round, decisions have been 
adopted to liberalize trade in those products in 
which the periphery lacks comparative advan­
tages for the time being owing to the technical 
and economic superiority of the centres, which 
is manifested chiefly through the transnational 
corporations. And the goods that escape libera­
lization —defended by various forms of pro­
tectionism— are the manufactures (and pri­
mary commodities too) in respect of which the 
periphery does enjoy comparative advantages, 
or easily could do so through its own enter­
prises’ efforts.11 And new manifestations of 
inveterate protectionism are emerging in the 
industrial centres.

Nothing of any importance has been done 
in the centres, then, during their spells of 
prosperity, to encourage imports from the 
periphery. It is common knowledge that the

1(JThis is the thesis that Hector Sosa develops in a study 
in course of preparation for the CEPAL Review.

11A recent appraisal of the Tokyo Round ends with the 
assertion that the results of the tariff reductions have been  
very meagre, whether they are measured by tire fall in 
customs revenue that these reductions would bring about 
or by the increase that they would have caused in the 
developed countries’ imports from Latin America if they 
had been in force since 1976. Similarly, the centres still 
maintain a tariff scaling which lays a heavier burden on 
final goods than on raw materials —particularly ores, hides 
and skins and textile fibres— as w ell as a vast and tangled 
network of non-tariff barriers. Lastly, while the six Codes of 
Conduct and the reform of the General Agreement itself 
clarify the rules of international trade, at bottom all they do 
is to confer institutional sanction on the practices already 
applied by the developed countries. See Pedro Mendive, 
“Evaluación de los resultados alcanzados en las negocia­
ciones comerciales multilaterales (RondaTokio)hastael30 
de octubre de 1979”, CEPAL, mimeographed text, January 
1980; and, by the same author “Protectionism and develop­
ment: N ew  Obstacles of the centres to international trade”, 
in CEPAL R eview , N.° 6, Santiago, Chile, second half of 
1978.

system of preferences established after long 
years of negotiation has proved of little signi­
ficance because of the serious limitations it 
involves.

To all this must be added the adverse 
effects of the crisis through which the centres 
are now passing. The growth rate of peripheral 
exports has fallen, and although their volume is 
still relatively large, it is far from enough to 
allow the rate of development to rise again, if 
we are to avoid an exacerbation of the exclusive 
and conflictive tendencies of the system, which 
would have very serious social and political 
consequences. These are knotty problems to 
resolve, in view, moreover, of the need to boost 
exports still further in order to cover the higher 
cost of petroleum without indefinite recourse 
to borrowing from abroad.

3. The d isp a rity  in structures o f  production

To obtain a complete grasp of the nature of 
these problems it is worth while to examine 
them from the standpoint of the structure of 
production.

It has been explained elsewhere that de­
velopment brings with it changes in the compo­
sition of demand, thanks to the increase in 
productivity and per capita income; to meet 
these changes, the structure of production also 
has to be modified. And here two vitally 
important options present themselves: to de­
velop the structure of production in such a way 
as to satisfy part of the expansion of demand 
through trading exports against imports, or to 
gear it to producing at home instead of import­
ing.

Clearly, the choice of the option that is 
more expedient from the economic viewpoint 
depends above all upon the attitude of the 
centres, apart from the periphery’s own trade 
policy decisions.

The attitude of the centres was of course 
negative in the times of crisis that fostered the 
industrialization of the periphery. It has al­
ready been shown, and can bear repeating, that 
the periphery was inevitably obliged to resort 
to import-substituting domestic production. 
And it is a fact fully attested in the CEPAL 
studies that as a result the Latin American 
countries were able to keep up a rate of
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development which exceeded the growth rate 
of their exports to the industrial centres. The 
higher cost of import substitution was more 
than of fset by the much bigger increment in the 
product. This was the economic justification of 
import substitution, which, as we observed 
before, could have been of greater importance 
if a more rational policy had been pursued.

I do not say it is just the same situation that 
is now confronting the periphery in conse­
quence of the rate of development of the 
centres —so much lower now than in the days 
of buoyancy— and the stronger emphasis on 
protectionism. The periphery has learnt to 
export, and some of these exports do go to the 
centres. But, as we have already noted, their 
volume is a long way below what is required, 
especially if development is speeded up.

There has been a significant change in the 
structure of production, but it is far from 
enough. And in so far as the centres refuse to 
accept more imports from the periphery, the 
latter will also have to gear its structure of 
production to satisfying by means of import 
substitution the requirements that cannot be 
met through trade.

The inference is obvious: in this crisis, as 
in others of more distant date, the centres have 
forced and still are forcing the periphery to 
resort to import substitution.

The difference between this crisis and 
those of the past lies in the fact that it is now 
possible to combine the import substitution 
drive with the effort needed in order to con­
tinue expanding exports of manufactures.

The way in which the two types of effort 
are combined depends primarily upon the 
attitude of the centres with respect to these 
industrial exports from the periphery. If the 
endeavour to increase them were to encounter 
serious obstacles, either because of the centri­
petal tendency of developed-world capitalism 
or because of the other unfavourable factors 
mentioned above, the only solution open to the 
periphery would be to give its structure of 
production a more decided slant towards im­
port substitution, in order not to restrict its own 
rate of development, or to develop more rap­
idly than would otherwise be possible. It is 
dif f icult to say whether the transnational corpo­
rations might in the event help to counteract

the centripetal tendency by exporting ad­
vanced goods to the centres; they have not 
hitherto done so on any impressive scale, albeit 
they have played an important role in respect of 
exports to peripheral countries. And they might 
do much more still in this direction if import 
substitution were undertaken at the regional 
level, a point to which we shall revert in due 
course.

This situation, together with the siphon­
ing-off of peripheral income, explains how it is 
that while at first the transnational corporations 
help to correct external disequilibrium through 
import substitution, later on they are more apt 
to aggravate it in relations with the centres 
when the amount transferred abroad in the 
shape of their profits and other payments 
exceeds their new capital contributions, while 
at the same time the possibilities of further 
substitution are gradually being exhausted.

Nor are these the only ways in which 
income is siphoned off; there are others de­
riving from the technical and economic supe­
riority of the centres and the weight of their 
political power.

The disparities in the structure of produc­
tion of course have their origin in the time-lag 
in peripheral development due to the centri­
petal tendency of capitalism in the advanced 
countries. Two important points need stressing 
in this connexion.

The first relates to the income-elasticity of 
the centres’ demand for primary imports from 
the periphery. This elasticity is relatively low, 
but for a few exceptions. And the periphery’s 
effort, in the days of outward-directed growth, 
to expand its exports beyond the limit set by 
the development of the centres was —as it still 
is— exposed to the risk of a deterioration in the 
terms of trade.

To this congenital weakness in primary 
exports is added their great external vulnerabi­
lity, since cyclical movements in the centres 
are transmitted to such exports more intensive­
ly than in the centres themselves.

The low income-elasticity referred to also 
affects the centres’ own primary production. 
And this has led them either deliberately to 
restrict production, as in the United States, or to 
restrict imports, as in the European Economic 
Community. Since these possibilities are not
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open to the periphery, the tendency towards a 
deterioration of the terms of trade has caused 
production to be slowed up, almost always 
spontaneously, at the expense of the greater 
surplus that might have been obtained if a 
larger proportion of the fruits of technical 
progress could have been retained in the 
periphery.

That is why, in the days of outward- 
directed development, and in so far as the 
centres did not welcome industrial exports 
from the periphery, import-substituting pro­
duction was the only road open for develop­
ment. There was no other way of counteracting 
the trend towards external disequilibrium 
generated by the great difference between the 
above-mentioned relatively low income-elas- 
ticity of the centres’ demand for primary ex­
ports from the periphery, and the relatively 
high income-elasticity of demand in the peri­
phery for the constantly-diversified industrial 
exports from the centres.

This is a transitory phase of development; 
but it is a transition that takes a long time. 
Conceivably, changes in its structure of pro­
duction may enable the periphery to approach 
progressively nearer to external equilibrium of 
a structural character. This depends, in the last 
analysis, upon a favourable attitude on the part 
of the centres and upon import substitution at 
the Latin America level, as well as on trade 
with other peripheral countries.

There is certainly no lack of economists in 
the centres who, even setting aside these 
structural phenomena in centre-periphery re­
lations, point out the advantages of importing 
less advanced goods against exports of more 
advanced goods characterized by a high level 
of productivity per worker. But these rational 
considerations do not suffice for the adoption of 
policy decisions to modify the structure of 
production both in the centres and in the 
periphery. What is more, during those years of 
booming development in the advanced coun­
tries, any unemployment that might have oc­
curred in industries adversely affected by 
competition from the periphery could have 
been compensated by employment in those 
other industries and activities which were 
growing at an exceptional rate. It was thought 
preferable, however, to employ labour from

less developed countries, a move which sub­
sequently turned out to have some sort of 
rationality too, although the form it took was not 
very humane: dismissal and repatriation of 
these workers when the rate of development 
dropped.

4. C om parative advantages

In the light of these observations, fresh con­
sideration should be given to certain theses 
which, like that of comparative advantages and 
trade reciprocity, are often put forward afresh 
without reference to the great disparities be­
tween the centres and the periphery in respect 
of the structure of production.

In face of the phenomena of centripetal 
capitalism and its reluctance to liberalize trade 
in those industrial goods where the periphery 
has the comparative advantages in question, 
the only course open to the latter is that of 
import substitution. But this substitution must 
satisfy considerations of economic efficiency. 
How could their recommendations be followed 
up? Needless to say, import-substituting do­
mestic production, particularly during a certain 
initial phase, represents a higher cost than 
imports would, which is a comparative dis­
advantage. Accordingly, considerations of eco­
nomic efficiency suggest that the objects of 
substitution should be those goods in which 
the comparative disadvantage is least. That is, 
the direct disadvantage, for, as was pointed out 
in the relevant context, this disadvantage is 
more than offset by the increase in the product.

The situation in this respect differs widely 
from one country to another; there are some 
relatively small countries which could, for 
example, develop certain agricultural export 
lines without detriment to their terms of trade, 
especially in the case of commodities for 
which, on account of their special attributes, 
there is a steady demand in the centres. Some 
industrial goods, too, have this particularity.

Similar cases may also arise in larger 
countries, but there is no reason to suppose that 
this is a general rule, and that such exports 
could support a growth rate high enough to do 
away with the flaws in the prevailing type of 
development.
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5. Trade reciprocity

While the centres do not acknowledge the 
comparative advantages of the periphery, they 
harbour some theorists who are returning to the 
attack on import substitution, with the old 
thesis of trade reciprocity as their weapon. 
According to this thesis, any liberalization of 
imports from the periphery should be ac­
companied by similar liberalization of the 
latter’s imports from the centres. The tendency 
to external disequilibrium in peripheral devel­
opment attributable to the disparity in elastici­
ties is still disregarded. And worst of all, these 
ideas, which might be supposed to have been 
discredited by the elucidation of development 
phenomena, are once again dominant in certain 
sectors in our own countries,12

In view of these ideas of CEPAL, which 
have lost no jot of their validity, it is surprising 
that in Latin America tariffs should actually 
have been lowered and industries exposed to 
ruinous competition from abroad, in the hope 
that the centres may decide to practice reci­
procity by liberalizing imports from the peri­
phery. I greatly fear that this is a hope which 
will be indefinitely deferred!

All this is only too well known in CEPAL. 
And if I recall it now, it is to bring back into 
touch with reality some of our economists who

12 It seems appropriate, therefore, to recall what we 
said in 1963:

“The peripheral countries are in a position diamet­
rically opposed to that ofthe major centres with respect to 
trade reciprocity. The great industrial centres export 
manufactured goods for which demand increases sharply as 
income rises in the peripheral countries, whereas these 
latter export primary commodities for which the upward 
trend of demand is more gradual as income rises in the 
major centres.

“Thus the great centres have no need to engage in 
import substitution from this point of view, since the trade 
disequilibrium with the peripheral countries tends to be 
positive in their case; in other words, exports are in excess. 
On the other hand, the trend towards a negative imbalance 
in the peripheral countries compels them to resort to 
substitution within the present pattern of trade in order to 
avoid a deficit in their balance of payments.

“Moreover, if the major centres, for other reasons 
which may or may not be justified, embark on substitution 
with respect to imports from the peripheral countries, they 
aggravate this disparity in international demand. On the 
other hand, import substitution by the peripheral countries 
with respect to items from the major centres tends to reduce 
the disparity and thus to make development possible.

“This basic inequality calls for a revision of the 
concept of reciprocity accepted until now, for if the great

live in an aseptic world in which they hatch 
their learned lucubrations. For instance, they 
talk about the internationalization of produc­
tion and external openness. Excellent, but let 
the centres be the first to begin! Long years of 
struggle, mainly in UNCTAD, have not suc­
ceeded in altering their restrictive attitude. Do 
those economists perhaps suppose it possible 
to move the centres to compassion with the 
spectacle of industries that are closing down 
because of external openess?

That there are certain industries which 
must either step up their productivity or disap­
pear, is not open to question; they are indus­
tries which in view of their considerable 
comparative disadvantage ought never to have 
been established. But it would be a grave 
mistake to demolish them before increased 
accumulation of reproductive capital and a rise 
in the rate of development have made it 
possible to reabsorb the labour thrown out of 
employment. This is a problem of proper 
timing. Advances must first be achieved in the 
structure of production, either towards expor­
ting or towards import substitution, with due 
regard to comparative advantages or disadvan­
tages; and then the abuses of protectionism 
must be thoroughly set to rights. We must not 
destroy until we can build better.

centres reduce or abolish their customs tariffs, the periph­
eral countries can increase their exports to them. And ifthis 
happens, the imports o fth e  peripheral countries will also 
increase, in view of the buoyancy of demand for the goods 
concerned...

“To require a developing country to grant equivalent 
tariif concessions would hamper its industrialization, to the 
obvious detriment of its economic development.”

It was next explained that the idea of implicit reciproc­
ity did not imply that nothing should be done about 
correcting abuses of protectionism. Quite the contrary... 
“the customs tariffs in force for the rest ofthe world must 
gradually be lowered, both in the light of economic 
expediency and to ensure that industry is constantly 
encouraged by external competition to narrow the gap in 
productivity ms-à-uis the major centres.

“A reform of this kind obviously cannot be carried out 
where an increasing bottleneck exists. Relief must come 
rather f rom the external sector, in the shape of a speeding- 
up in the tempo of the export trade. In other words, a 
rational customs tariff must be part of an international plan 
to expand trade on new bases. Tariff reform cannot be a 
prelude to such a policy, but must stem from it.” It should 
be borne in mind that this was written before UNCTAD 
came into being.

See Towards a dynam ic developm ent policy fo r  Latin  
A m erica , op. cit., pp. 73-75.
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6. E conom ic fragm en ta tion  o f  the periphery

In the centres the change in structure of 
production has been brisk and continuous. But 
no country has attempted intensive production 
of everything required to meet the endless 
variations in demand: on the contrary, there has 
been a division of labour between the diverse 
advanced countries accompanied by a remark­
able growth of trade, under the stimulus of 
incessant technological innovations. This has 
been the dynamic significance of the two 
liberalization rounds which were mentioned 
above.

Yet the establishment of rational forms of 
division of labour among the peripheral coun­
tries has been beyond their capacity. In so far as 
it has not been possible for them to export 
enough to the centres, each country has devel­
oped its industrial production without trou­
bling about trade with the rest. For that reason 
it is essential that import substitution should be 
tackled at the Latin American level.

Ever since it published its first studies—in 
the early 1950s, and prior to the establishment 
of the European Common Market—, CEPAL 
has drawn attention to the trend towards ex­
haustion of the easier forms of import substitu­
tion and the necessity of moving on to tech­
nically more complex production calling for 
markets much broader than the watertight 
compartments of the individual country 
markets.

Hence originated the idea of a Latin 
American Common Market, based both on the 
progressive reduction of tariffs and other res­
trictions, and on industrial specialization 
agreements concerted by the governments.

The common market idea was oposed at 
first by the centres, and in particular by the 
United States. Influenced by their immedite 
interests, they did not realize the dynamic 
significance of this Latin American under­
taking.

In the end they accepted it, but they 
objected to specialization agreements, on the 
grounds that these deprived the transnational 
corporations of their freedom to decide what 
best suited their interests,

I am inclined to think that this was an 
adverse factor, but what did most to discourage

progress towards the common market was the 
trade boom brought about by the exceptional 
rate of development of the centres. I am 
referring not only to the periphery's trade with 
the centres, but also to trade among the various 
peripheral countries, which was powerfully 
stimulated by the repercussions of the devel­
opment process aforesaid.

Now the same import substitution problem 
is once again rearing its head in the Latin 
American scenario. I do not suppose for a 
moment that recourse should be had to the 
original formulas; too much water has flowed 
under the bridges! We must profit by the 
lessons of experience and arrive at formulas 
which, in ter alia, may ensure the equitable 
distribution of advantages alike for the more 
developed countries of the region and for the 
less developed and those at an intermediate 
stage.

The economic fragmentation of our coun­
tries must be brought to an end. This is another 
of the manifestations of the time-lag in their 
development caused by the centripetal nature 
of capitalism; each of the peripheral countries 
made its contribution to the supply of primary 
commodities separately from the rest. And 
when industrialization supervened as a result 
of the crisis in the centres, we were not capable 
of breaking down the old centre-periphery 
pattern by means of a rational division of 
labour.

This pattern still largely governs inter- 
Latin American relations. To change it be­
comes essential now that the myth of the 
unlimited expansion of capitalism has again 
been dispelled. Moreover, even if the centres 
were to pursue a more favourable policy 
towards peripheral imports, we could hardly 
pour into their markets all the exports required 
to satisfy the dynamic exigencies of devel­
opment and the transformation of the system.

7. H egem ony and dependence

The time-lag with which the periphery embar­
ked upon its integrated development —based 
on industrialization— is strikingly reflected in 
the economic and technical superiority of the 
centres, particularly the chief dynamic centre 
of capitalism. And that superiority has eco-



196 CEPAL REVIEW No. 10 / April 1980

nomie and political effects between which a 
distinction should be drawn, although the two 
are closely related and evolve under the hege­
mony of the centres.

This hegemony affects the peripheral 
countries in different ways and degrees, as the 
centres exert themselves to promote and 
defend their economic, political and strategic 
interests. And in its direct exercise the centres 
have powerful instruments to use: financial, 
economic and technological co-operation, as 
well as military aid.

The transnational corporations, apart from 
pursuing their own objectives, are usually 
effective agents of this hegemony. The centres 
promote their penetration into different 
branches of domestic activity in the periphery; 
and the transnationals, in their turn, support in 
one way or another the hegemonic interests of 
the centres. Where their own interests are 
concerned, the transnational corporations 
wield a twofold influence. They exercise it 
both in the centres and in the periphery; on the 
mass communications media, on the political 
movements which support the system and on 
the governments. And in the centres there is, in 
addition, a whole constellation of interests 
which have an impact on the periphery and its 
governments.

All this goes to form the notorious relations 
of dependence, in degrees of intensity that 
differ according to the countries' ability to 
defend their autonomy. Dependence makes a 
peripheral country do what otherwise it would 
not, and refrain from doing what otherwise it 
would. And its bargaining capacity is limited.

Dependence is never more strikingly ap­
parent than when a peripheral country acts in a 
manner counter to the centres’ hegemonic 
interests, especially that of the leading centre. 
All the aforesaid constellation of interests is 
then mobilized against it, and it is penalized by 
measures of one sort or another which in the 
past —and not so very long ago at that— have 
culminated in military operations.

There are some economists and sociolo­
gists who extend the concept of dependence to 
all centre-periphery relations. There would be 
no harm in this if they were to analyse clearly 
the different implications of the centripetal na­
ture of capitalism, as we have tried to do in the

preceding pages. Often, however, this does not 
happen; which is why I have exerted myself 
here to shed further light on its consequences, 
at the risk of repeating what has been said in 
other studies.

Furthermore, some have gone so far as to 
maintain that dependence, however it may be 
interpreted, is responsible for underdevel­
opment. Translated into our idiom, this means 
that the poverty of the broad masses excluded 
from development must have been generated 
by the action of the centres.

Nothing is gained in the field of theory, or 
in that of praxis either, by assertions of this sort; 
which by no means implies that they are not 
efficacious in political indoctrination.

A distinction must be drawn between the 
existence of poverty and its persistence. When 
the technique of the centres began to penetrate 
into the periphery’s export activities, much of 
the population was living in poverty, and this 
poverty has gradually diminished with the 
spread of technique to activities in other fields. 
But the fruits of that technique, instead of being 
fully capitalized, have served to promote the 
privileged-consumer society and the si­
phoning-off of income by the centres, thus 
giving rise to the exclusive tendency of the 
system, the explanation of which need not be 
repeated here. Hence the persistence of pover­
ty > aggravated by rapid population growth.

The centres and the existing relations of 
dependence do not create poverty, but because 
of the centripetal nature of capitalism they do 
help to make it last. It might be said that this 
happens precisely because the myth of the 
worldwide expansion of capitalism has never 
become a reality. If it had, very serious harm 
would undoubtedly have been done to the 
autonomy of the periphery, shaky though this 
may be as things are.

Again, the periphery has not lacked be­
lievers in the possibility that the transnational 
corporations might turn the myth into fact. But 
of course this has not happened, owing, once 
again, to the centripetal tendencies of capital­
ism. As we have said before, at the international 
level there are no factors that spontaneously 
lead to the counteraction of these trends. The 
transnationals have a different outlook, and 
they could not be expected to change their at­
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titude on their own accord in order to help the 
periphery to carry technique deeper into its 
social structure.

But is the periphery itself doing this? Is it 
making thorough use of the capital accumula­
tion potential deriving from its technical pro­
gress in order to absorb at rising levels of 
productivity the lower strata that are vegetating 
in a state of penury? The interests of the 
fortunate members of the privileged-consumer 
society stand in the way.

The inference is conclusive: the mere 
interplay of private interests, however legiti­

mate they may be, could never change the 
limited dynamics of the privileged-consumer 
society or the centripetal character of capital­
ism. These are, at bottom, largely structural 
problems which call for major political deci­
sions both in the centres and in the periphery.

But the centres are passing through a crisis 
which makes it much more difficult for them to 
adopt such decisions; and the same thing is 
happening in the periphery. In the next section 
we shall attempt to single out the main elements 
in this crisis.

VII

The crisis of capitalism in its leading dynamic centre 
and its repercussions on the periphery

1. A prelim inary survey

The present crisis of capitalism is very com­
plex, and harder to resolve than the great 
depression of the 1930s.

It is, in my opinion, a crisis which the very 
vigour of capitalism has brought about. Capital­
ism has overreached itself; if has overflowed its 
own banks, and has not yet discovered how to 
channel development back into its regular 
course.

I have endeavoured to understand these 
phenomena, which, apart from their enormous 
importance for the centres, have severe reper­
cussions on the periphery. I am looking at them 
from the periphery, at a distance, and my 
interpretation is open to errors which, I hope, 
will be no worse than those often perpetrated 
by some who, speaking from the centres, pro­
nounce incautious judgements on the periph­
ery.

Prior to the difficulties of recent times, 
there was an exceptional rise in productivity 
and the global product in the United States, 
whose repercussions made themselves inter­
nationally felt. This fact, however, incorpo­
rated an element of falsity, since the produc­
tivity in question had been mainly achieved by 
virtue of techniques which depredated non­

renewable natural resources and which, in 
addition, caused a serious deterioration of the 
environment. The natural capital of the bios­
phere was being gradually swallowed up.

Growing requirements in respect of con­
sumption, investment and State expenditure 
accompanied this increase in the product, 
while its allocation was not guided by any 
criterion of compatibility. Moreover, largely 
because of the inflation stemming from state 
expenditure, these requirements came to out­
strip the growth of the product, and have been 
covered at the expense of the product of the rest 
of the world, in exchange for currencies which 
have internationally propagated inflation; and 
to all this have been added the effects of the 
upswing in the cost of petroleum.

The rectification of this element of falsity 
in the dynamics of development will call for 
large-scale investment which, despite its posi­
tive ecological and social significance, will not 
bring with it new increases in productivity. 
Thus average productivity will decline.

This downward trend will combine with 
that already occurring both because of the 
organic evolution of the system and because of 
certain investments which, by reason of their 
nature and volume, were also depressing pro­
ductivity.
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The system is faced with an incontrover­
tible reality. The illusion of a prosperity 
achieved at the expense of the biosphere has 
vanished; and so has the illusion of the limit­
less power of the dollar.

That the system has immense vitality is 
beyond question. But a transition period would 
be needed, at present of indeterminate length, 
to introduce major adjustments in it with a view 
to remedying its distortions.

Both technique and capital accumulation 
will need to be reoriented. But to generate 
capital when productivity is falling poses a new 
and difficult problem for capitalist develop­
ment: a problem which becomes more serious 
still if inflation is to be eliminated.

There will be no escaping a reduction of 
the rate of consumption, in a country accus­
tomed to its constant expansion. But it would 
seem that as yet no clear awareness exists of 
what the hard facts will enforce.

Nor is this all. Over and over again I 
wonder whether the current accumulation and 
distribution mechanisms are adequate for the 
solution of those problems. All the more, 
inasmuch as the evolution of the system was 
already showing symptoms of disturbance.

We will now enlarge upon the ideas which 
have just been so briefly set forth.13

2. E xceptional p ro d u c tiv ity  at the expense o f  
the biosphere

It is now possible to obtain a clearer insight 
than before into the capitalist development of 
the centres. The exceptional impetus of the last 
few decades, up to recent times, was the effect 
not only of impressive technical progress, but 
also of the irrational exploitation of natural 
resources, especially energy, which, in turn, 
markedly influenced the orientation of techni­
ques; whence the above-mentioned element of 
falsity, with its dramatic implications for the 
world.

In all this a role of decisive importance has

13 In the following pages I have made use of part ofthe 
paper on “Biosfera y desarrollo”, op. cit.

been played by the hegemonic power of the 
centres, especially the United States, in the 
periphery of the world economy. The petro­
leum-exporting countries were not strong 
enough to make a stand against the centres’ 
hegemony, although they had long been clear­
ly aware that the non-renewable resource in 
question was being squandered; but any at­
tempt on their part to restrain this insensate 
exploitation would have come up against tough 
opposition.

The exporter countries could conceitedly 
restrict the expansion of production only in a 
international conjuncture which enabled them 
to acquire power themselves and so face up to 
the power ofthe centres.

A little thought will show the irrationality 
in the use of petroleum resulting from the 
application of new techniques and the profit 
incentive of the oil firms was propagated 
throughout the whole system. The low cost of 
petroleum considerably influenced technolo­
gical research, channelling it towards extreme­
ly abusive forms of utilization of this non­
renewable good, as well as of other natural 
resources; all this being fostered by the une­
qual distribution ofthe fruits ofthe increasing 
productivity of technique, given the nature of 
the social structure and the changes in it.

But this is not the whole story. It is only in 
recent times that technological research has 
concerned itself at all with the harm inflicted 
by technique on the environment. Such is the 
ambivalence of technique: its immense contri­
bution to human welfare by virtue of the 
continuous increase in productivity, and, at the 
same time, its serious effects on the biosphere.

Philosophists and humanists have been 
devoting themselves for some time past to the 
psychosocial implications of technology, but 
economists have generally been unwilling to 
take its ambivalence into account in their 
interpretation of development phenomena. 
They have regarded it as an exogenous element 
like the political, social and cultural aspects of 
reality. In their concern for a peculiar doctrinal 
asepsis, they have withstood the incorporation 
of these elements, and of their mutual inter­
relationships, into the dynamics of develop­
ment.
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3. R equ irem en ts incom patib le w ith  the grow th  
o f  the product

We were saying that in the chief dynamic 
centre of capitalism the product, notwith­
standing its exceptional rate of growth, had not 
been sufficient to meet requirements which 
were competing with one another for an in­
creasing share in it. These requirements 
derived from the growing volume of domestic 
and foreign investment, from the boom in 
private consumption and from the considerable 
expansion of State services, including social 
services and military expenditure.

This increase in State expenditure was to a 
great extent inflationary. The State, for under­
standable political reasons, was reluctant to 
step up taxation, preferring to resort to mone­
tary expansion in order to cover the fiscal defi­
cit, Even if it had done so, however, the conse­
quences would have still been largely infla­
tionary. If the additional tax burden had fallen, 
in one way or another, on the labour force, it 
would have tried to recoup itself by wage 
increases at the expense of the economic 
surplus, and that would have entailed a rise in 
prices. Enterprises would have defended 
themselves similarly if taxes had been levied 
directly on the surplus, to the detriment of 
capital accumulation.

In any event, the inflationary financing of 
the deficit caused prices to rise; and the 
subsequent wage adjustments considerably 
intensified the inflationary spiral which had 
already been developing to a moderate extent. 
And to all this has now been added the fresh 
impetus given to inflation by the energy crisis 
and the protection of the environment.

These various pressures have been eased, 
however, thanks to the fact that part of the 
inflationary expansion of demand due to the 
fiscal deficit could be satisfied by increasing 
imports: that is, at the expense of the gross 
product of the rest of the world. The dimen­
sions of this situation, aggravated as it has been 
by the growing volume of petroleum imports 
and the considerable rise in their value, have 
been appreciably affected by the regressive 
income distribution which has accompanied 
inflation. There has been a boom in imports of 
those goods which are in greatest demand

among the social groups favoured by inflation, 
principally to the detriment of the consumption 
of those social groups which have less redis­
tributive and defensive power.

This growth of imports in excess of exports 
and other external resources has been the most 
important factor in the United States’ chronic 
balance-of-payments deficit. To this must be 
added the transnational corporations’ invest­
ments abroad, in so far as they have not been 
covered by the enterprises’ own external 
profits.

To put this in another way, the expansion 
of state expenditure has not been covered at the 
expense of consumption —except for the con­
sumption of the disadvantaged social groups— 
but has been superimposed upon it and on 
private investment. And the consequent excess 
of demand in relation to the domestic product 
has spilled otwards, and has been met with 
imports.

4. O rganic decline in produ ctiv ity

To understand the decline in productivity 
which takes place in the advanced stages of 
capitalist development, the two ways in which 
it is manifested must be taken into account: the 
technological innovations which are continual­
ly incorporated into the system, on the one 
hand; and, on the other, the improvement in 
productivity which occurs as a result of the 
displacement of labour from lower-productivi­
ty occupations to others where productivity is 
higher.

As capital accumulation in the shape of 
physical goods and education of human beings 
increases, the proportion of the labour force 
employed at lower levels of productivity pro­
gressively decreases. In other words, there is a 
trend towards homogenization of technique 
and productivity, with significant effects on 
income.

The operation of this tendency will bring 
down the average productivity of the system 
unless the rate of productivity of the new 
capital accumulation necessitated by the in­
novations is stepped up. This improvement 
would be needed to offset the effect of the 
homogenization of technique.

But there is something much more impor-
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tant. As has been explained elsewhere, the 
productivity increment stemming from the 
accumulation of reproductive capital encour­
ages the ceaseless diversification of goods and 
services via the accumulation of consumptive 
capital. The techniques concerned, while they 
do not increase productivity, improve the ef­
ficiency of the goods and their capacity to 
satisfy new requirements or considerations of 
social status and conspicuous consumption.

These techniques, like the corresponding 
accumulation, are closely combined, of course, 
with those that improve productivity, but as 
this happens the proportion of consumptive 
capital gradually increases, prejudicially to 
reproductive capital. This is a logical conse­
quence of the organic evolution of the system: 
there would be no sense in increasing produc­
tivity if it meant continually adding to the 
available supply of the same goods and servi­
ces, since obviously this reduces the rate of 
productivity.

Consequently, the rate of average produc­
tivity decreases both because of the effects of 
the homogenization of technique on the dis­
placement of labour, and because a steadily 
increasing proportion of the labour force is thus 
displaced and is diverted, along with the 
corresponding capital accumulation, into satis­
fying the more and more decided bent of 
demand towards the diversification of goods 
and services in which efficiency is heightened 
rather than productivity.

It is sometimes said that the fall in average 
productivity is due to the progressive increase 
in the proportion of skilled services in relation 
to goods; this is true, but it does not suffice to 
account for the phenomenon. For, as has just 
been shown, there is also an increase in the 
proportion of goods which are diversified and 
in which techniques improves efficiency rather 
than productivity.

It was stated above that diversification is a 
consequence of the growing productivity of the 
system; but considerable influence is also 
exercised by the distribution of the fruits of 
productivity. Thus, the social strata favoured 
by distribution tend to increase their demand 
for diversified goods and services much more 
intensively than the disadvantaged strata, 
whose demand is concentrated on goods where

diversification is slight. This state of affairs is 
aggravated by the regressive effects of infla­
tion, and sharpens the downward trend in the 
average productivity of the system.

Lastly, to all this must be added a very 
important factor: capital accumulation for the 
purpose of producing weapons of war. Ob­
viously, this type of accumulation also contri­
butes to the decline of average productivity, 
although it must no be forgotten that innova­
tions in armaments technology have greatly 
influenced other innovations in the system.

If we have dwelt on this subject, although 
somewhat schematically, the reason lies in its 
great importance for understanding the inci­
dence of the decline in productivity on the 
economic surplus, which represents the dy­
namic mechanism of the system; and also for 
grasping the complexity of the major adjust­
ments which the crisis of the system neces­
sitates, especially in the leading centre of 
capitalism.

5. The surplus and the decline in p ro d u ctiv ity

In the discussion of peripheral capitalism we 
have attributed paramount importance to the 
structural phenomenon of the surplus, which 
has also made its appearance in the historical 
development of capitalism in the centres. But 
in these latter, the trend towards homogeniza­
tion noted above gradually reduces the surplus 
formed by successive productivity increments. 
The steeper this trend, and the greater the 
concomitant decrease in the proportion of the 
labour force occupied at lower levels of tech­
nique, the stronger becomes the workers’ 
spontaneous ability to obtain better pay.

But at the same time the labour force has 
been developing its trade-union and political 
power, so that its pressure on the surplus 
steadily increases. Similarly, direct or indirect 
pressure on the surplus is also exerted by the 
intensive development of State services. Thus 
the surplus is subject to the effects of two 
opposite movements: on the one hand, new 
productivity increments, and, on the other, the 
twofold pressure of the State and the labour 
force. There is nothing in the system to regulate 
this double pressure.

This being the case, a stage is reached in
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the evolution of the system at which the 
twofold pressure in question prevents the 
surplus —especially that pertaining to the 
upper strata in the social structure— from 
playing its dynamic role. For the combined 
pressure of the State and the labour force is 
detrimental to the capital accumulation and the 
consumption of the strata referred to, not­
withstanding further increases in productivity. 
Sooner or later the enterprises where these 
strata prevail raise their prices, in order to 
reanimate the growth ofthe surplus or, alterna­
tively, of their profits, if in this skeleton outline 
of a complex phenomenon I may be allowed to 
identify profits with the surplus.

When the labour force acquires a great deal 
of trade-union and political power, as has 
happened in the centres, the rise in prices is 
followed by wage increases. This is the 
meaning ofthe inflationary spiral.

I am inclined to think that the spiral which 
was developing in the United States before the 
fiscal deficit became very large was the con­
sequence of the phenomena described. In the 
foregoing argument we have preferred to sa­
crifice rigour to simplicity.

6. The requirem ents o f  the crisis and the
accum ulation  and d istribu tion  régim e

Everything suggests that in the leading centre, 
as in the others, the growth rate of productivity 
and the product will sink appreciably lower 
than in those years when it was exceptionally 
high. Accordingly, there will be a period of 
transition, after the major adjustments required 
in the system, as to the duration of which it 
would be unsafe to hazard an opinion. It may 
be, however, that important technological in­
novations, or full utilization of recent ones, 
may push up productivity again without those 
elements of falsity that we indicated at the 
outset.

But the progressive elimination of these 
elements of falsity calls for heavy investment. 
A new type of accumulation in respect of 
energy and protection of the environment will 
then proportionally increase in relation to 
reproductive accumulation. While this is a 
form of accumulation of enormous importance, 
it will not immediately raise the productivity

ofthe system; on the contrary, it will accentuate 
the downward trend of the rate of average 
productivity and of the growth rate of the 
global product.

Let us consider the incidence of these 
facts. The fall in the growth rate of the product 
will inevitably enforce a correlative decline 
in the rate of consumption, for if instead of 
this the rate of accumulation were reduced the 
product would decrease more rapidly still.

This adverse effect on consumption would 
pose a difficult social and political problem. 
Which social groups would be affected by 
these adjustments? What mechanisms has the 
system to put them into effect?

First and foremost, it should be bome in 
mind that investment relating to the biosphere 
represents a higher cost per unit of product, 
which the enterprises will transfer to prices. 
Petroleum prices have soared in immediate 
response to the increased cost of imports, and 
a similar upward trend will be progressively 
reflected in an appreciable rise in the cost of 
new sources of energy. Accordingly, given the 
power of the labour force, wage increases will 
ensue, with the consequent endeavour on the 
part of enterprises to protect their surplus by 
raising prices yet again. Will there be any way 
of avoiding this?

Clearly, if the labour force had only in­
cipient trade-union power, or none at all, there 
would be no reason for this further rise in 
prices to supervene, with the consequent ini­
tiation or increase in the momentum of the 
inflationary spiral. The spiral is, in reality, the 
result of a confrontation of powers. Monetary 
policy can prevent it only if the unfavourable 
effects on employment produced by a restric­
tion of the money supply weaken the trade- 
union and political power of the labour force 
and the play of market forces brings down 
wages. I do not think that this is the case in the 
United States, where the said trade-union and 
political power, despite unemployment, 
strives to offset the rise in prices with wage 
increases. What is more, wages will follow an 
upward trend, if the incidence of petroleum 
is combined with the operation of other factors 
that force up prices, among them the infla­
tionary effects of subsidies to the unemployed 
and of other State expenditure. This is the new
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phenomenon of stagflation, an unmistakable 
symptom of the changes that have occurred 
in power relations.

The problem could be temporarily re­
solved if the labour force were to refrain from 
compensating for the rise in prices with wage 
increases. That would be the aim of those who 
advocate some kind of social pact. But consider 
what this means. This sacrifice of income, 
with the consequent constraints on consump­
tion, would be endured in order to enable the 
privileged social strata to continue stepping 
up their own accumulation. Could this con­
ceivably be a lasting solution?

Clearly, if the labour force were to offset 
these unfavourable effects by its own accu­
mulation, the accumulation process would 
continue; the same might be said if the State 
were to fulfil this compensatory role. But 
obviously that is not how the system functions.

From these explanations a conclusion of 
the greatest importance can be drawn, and 
should be emphasized. The machinery for 
appropriation and retention of the surplus 
constituted a rational response to the dynamic 
requirements of the system in a social structure 
in which the economic, social and political 
power of the upper strata was virtually un­
challenged. But it is no longer rational when, 
as a result of the changes in the social structure, 
the trade-union and political power of the 
labour force develops and gains strength, and 
State services are considerably expanded.

Moreover, this machinery does not seem 
designed to enable enterprises to absorb the 
aforesaid higher production costs by cramping 
their surplus, for therein lies the dynamic 
mechanism of the system, as we have said 
elsewhere. Unquestionably a very sensitive 
mechanism, and also of great importance be­
cause of the political power of those who have 
it in their control, and who mainly belong to 
the upper strata.

I have no possible means of quantifying 
the dimensions of this complex problem. Per­
haps they are not disproportionate in relation 
to the high level of personal consumption in 
the United States; but this is only one factor in 
the problem, since the consumer society, 
which has spread throughout the whole of the 
social structure, although with wide dispari­

ties, has gained remarkable momentum. But 
this impetus will be impossible to keep up, at 
any rate during a very difficult transition 
period.

Difficult, not only because of the internal 
factors that come into play; for the euphoria 
generated by the consumer society in question 
and the large scale of State expenditure have 
been attained not merely thanks to the ex­
ceptional increase in productivity —which 
has been followed by a marked decline— but 
at the expense of the product of the rest of the 
world, as we have already pointed out. This is 
linked to another of the great illusions which 
is now being dispelled: the might of the dollar. 
The time has come to deal with this question.

7. R eflections on the m ight o f  the dollar

The crisis in the leading dynamic centre of 
capitalism is also a crisis in the financial 
ascendancy of the United States, finding dra­
matic expression in the depreciation of the 
dollar, the use of which as an international 
currency has signified a great advantage and 
an enormous responsibility for the United 
States.

The great advantage is that of seigniorage, 
i.e., the benefit resulting from the creation of 
its own currency in response to the develop­
ment of world trade. This implicitly involved 
responsibility for regulating the issuance of 
that currency in the light of internationally 
meaningful as well as internal considerations.

This responsibility was fairly effectively 
discharged prior to the inflation caused mainly 
by the fiscal deficit. But in the end the deficit 
has disrupted the whole international mone­
tary system, and on top of this have come the 
effects of the rise in petroleum prices. And 
seigniorage has turned into that gigantic trans­
fer to the United States of part of the increase 
in the world product to which reference was 
made in earlier pages of this same chapter.

The serious implications of the use of the 
dollar as an international currency had long 
been perceived. An eminent Yale professor, 
Robert Triffin, drew attention to them with 
admirable persistence.14

14 See “The international role of the dollar”, Foreign 
A ffa irs , Vol. 57, No. 2, Winter 1978-1979, an article in
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In the United States the illusion of the 
almighty dollar held sway. Perhaps it was 
partly on account of this illusion that recourse 
was had to internal monetary expansion to 
cover the colossal expenditure on the war in 
Vietnam which was superimposed on the 
heavy social expenditure of President John­
son’s “Great Society”. The notorious unpopu­
larity of the war made it difficult to resort to 
borrowing or taxation to finance it. In fact, 
what was the point of doing so, if instead of 
casting the whole burden of its cost on do­
mestic consumption, the issuance of dollars 
made it possible to appropriate part of the 
product of the rest of the world at no expense?

Outside the United States, then, there was 
an overwhelming flood of dollars. Great inter­
national liquidity was what it was called at the 
time: a euphemism which certainly does noth­
ing to mitigate the serious consequences of 
this state of affairs.

But matters did not stop there, since the 
dollars thus floating multiplied their infla­
tionary effects in the Eurodollar market Dol­
lar deposits in favour of countries with a 
surplus were used to issue loans to other coun­
tries, so that to their original deposits new 
ones were added, with the result that the 
inflationary pressure was exacerbated.

These operations seem similar to those 
that occur within a country as the result of an 
increase in the money supply issued by the 
Central Bank. There is a great difference, 
however, for whereas the latter has the means 
of regulating the multiplier effects of this initial 
issue of money, no such regulatory mechanism 
exists in the Eurodollar market.

Thus matters have reached the pitch of a 
veritable monetary aberration, which, besides 
producing the effects referred to above, vitiates 
internal monetary policy.

It must be admitted, however, that not 
everything has been negative in the Eurodol­
lar market; Eurodollars have played a useful 
role in helping to cope with the external dis­
equilibria resulting from the sudden upswing 
in petroleum prices. As the International

which Professor Triffin, in face of the international mone­
tary chaos, expresses his regret at the evidence that his 
timely and severe warnings went unheeded.

Monetary Fund was not prepared to meet 
requirements of such unwonted size, the coun­
tries affected obtained financing from the Eu­
rodollar market. Thus they were able to avoid 
restricting imports of other goods essential for 
the maintenance of their economic activity.

Recourse was also had to this market’s 
facilities by the socialist countries of Eastern 
Europe, in which military expenditure absorbs 
a considerable proportion of the global prod­
uct. In the Soviet Union, for instance, this 
proportion is estimated at between 12 and 
13%, that is, about twice the corresponding 
percentage in the United States. Obviously 
such figures are incompatible with the very 
widespread aspiration to increase the popula­
tion’s consumption and the necessary invest­
ment. Accordingly, these countries have re­
sorted to the Eurodollar market.

It is certainly paradoxical that the inflation 
largely brought about by the military expen­
diture of the United States has helped to ease, 
in some measure, the financing of the same 
type of expenditure in the socialist sphere.

At all events, the United States has con­
tinued to launch dollars into the world in order 
to deal with the aggravation of its external 
deficit resulting from the rise in petroleum 
prices. This preference is readily explicable, 
since if it had resorted to the Eurodollar market 
it would have had to pay interest on its loans, 
like the other debtor countries. In any event, 
this further issue of money and its multiplier 
effects have increased inflationary pressure at 
the world level.

There can be no doubt that this monetary 
expansion was essential to avert serious world 
contraction, but neither is it open to question 
that the funds thus created could have been 
withdrawn from circulation, not in the form of 
deposits as in the Eurodollar market, but by 
investing them in international securities 
which would have averted the multiplier ef­
fects of the original expansion. However, the 
International Monetary Fund was not prepared 
for operations of this kind either.

Obviously, such operations would be stop­
gaps, maintained only until the deficit coun­
tries could expand their exports sufficiently to 
cover the increase in the cost of their petroleum 
imports.
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From another standpoint, the United 
States has urged the need for countries with a 
surplus to increase their imports from it in 
order to assist in the correction of its deficit 
For this to happen, the countries in question 
would have had to expand their credit on the 
basis of their augmented monetary reserves, 
and this would have accentuated the effects of 
the inflation of external origin. It is under­
standable, therefore, that the pursuit of a 
cautious monetary policy should have been 
thought preferable. Otherwise, the countries 
with a surplus would have returned to the 
United States dollars that had previously left 
it. But just as the exodus of these dollars alle­
viated the internal inflationary pressure by 
spreading it outwards, their conversion into 
demand for imports would have intensified it. 
Whereby a very old truth is confirmed: the 
only way to cure the effects of inflation caused 
by a fiscal deficit is to prevent it!

It has just been remarked that the coun­
tries with a surplus had opted for a restrictive 
monetary policy. In its endeavour to curb 
inflation the United States has had to follow 
suit. In both cases the growth of the product 
that could otherwise have been achieved is
being sacrificed. This is the counterproductive 
dynamic effect of having covered the fiscal 
deficit by inflationary means: the aggravation 
of its incidence on a product which is shrink­
ing!

In any event, there can be no doubt that 
the increasing severity of inflation in the 
United States not only steadily amplified the 
internal inflationary spiral but externally 
touched off the petroleum spiral. The original 
increase in petroleum prices was of course 
influenced by the inflation that had already 
been developing. The price rise intensified 
this inflation and the deterioration in the 
international value of the dollar. Thus oil 
prices were eroded again, and so was the value 
of the considerable dollar holdings of the 
petroleum exporters. And this, of course, led 
the latter to raise prices yet again. It can thus 
be seem that just as the capacity ofthe labour 
force to recoup itself from the adverse effects 
of inflation pushes up the internal spiral, so 
the power recently gained by the oil-exporting 
countries enables them too to recoup them­

selves and so give impetus to the international 
spiral.

8. Incidence o f  the crisis on the periphery

The non-petroleum-exporting peripheral coun­
tries are severely affected by the rise in oil 
prices as well as by the inflationary increase in 
the prices of their imports from the centres.

It would be difficult for them to recoup 
themselves for this deterioration in their terms 
of trade by raising the prices of their exports, 
subject as these are to a relatively low income- 
elasticity of demand at the international level.

Accordingly, the periphery will have to 
step up its effort in the field of exports of 
manufactures, where it has acquired well- 
attested ability. But it would be idle to hope 
that this would suffice to counteract the resur­
gence of the trend towards external disequi­
librium, now aggravated by the fall in the 
growth rate of the centres and the recrudes­
cence of protectionism on their part.

In face of this situation, import substitu­
tion has once again become inevitable, as it 
was during other crises in the centres, espe­
cially in the Great Depression. It is not a 
question of doctrinal preferences, but a neces­
sity imposed by the international circum­
stances.

For obvious reasons of economic viability, 
import substitution should not continue in 
those watertight compartments which CEPAL 
has been impugning since its earliest days. 
Now more than ever is it essential to conduct 
the process rationally at the Latin American 
level and on a basis of formulas for trade with 
other developing countries.

But all this takes time, and in the mean­
while the external imbalance will still have to 
be faced. Clearly, continued recourse to bor­
rowing in the Eurocurrency market is not the 
best solution; but there is no other, as long as 
the petroleum-exporting countries fail to adopt 
compensatory measures in favour ofthe coun­
tries hardest hit by the high oil prices —a step 
that has long been canvassed. In reality, the 
proportion of petroleum consumed by these 
countries is not very large, albeit that would 
not excuse them, if compensatory arrange­
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ments were to be introduced, from adopting 
stringent energy-saving measures.

The adverse implications of all this for the 
periphery cannot be exaggerated. Its rate of 
development has declined, although less than 
it would have done without borrowing. The 
days of prosperity when the annual growth 
rate averaged more than 7% have come to an 
end.

It must be remembered, however, that 
even this rate was insufficient from the dy­
namic standpoint. A recent CEPAL analysis15 
maintains that in order to absorb the incre­
ment in the labour force a rate of 7.5% would 
be necessary. So the tendency to exclude from 
development the broad masses relegated to 
the lower strata of the social structure would 
still persist; and the conflictive tendencies of 
the system would be exacerbated.

What is the significance of these phe­
nomena? Truly grave, which makes the social 
use of the surplus a yet more imperative need. 
But there is no room for illusion as to the pos­
sibility of so radical a change, since the tasks 
of doctrinal persuasion and political prepara­
tion are bound to take a fairly long time. How­
ever, in any event, it would seem inevitable to 
restrict privileged consumption, not only in 
order to increase capital accumulation, but 
also to lighten the incidence of external price 
increases on the broad masses of the popula­
tion. This objective could hardly be attained 
by intensifying inflation!

It must be bome in mind, however, that 
as long as the trend towards external disequi­
librium is not counteracted the effort to in­
crease capital accumulation might be at least 
partially frustrated. It is not enough to ac­
cumulate more; there must also be a possibility 
of using the resources concerned for imports 
of capital goods which, at least for the time 
being, could not be obtained through periph­
eral trade.

In the light of these considerations, the 
need for financial resources from abroad for 
accumulation purposes is obvious. No very 
meaningful co-operation can be expected of

15“Latin America and the New International D evel­
opment Strategy: goals and objectives” (E/CEPAL/L.210),
Santiago, Chile, mimeographed text, 1979.

the centres during the transition period which 
will be required to overcome the crisis. On the 
other hand, Eurocurrency loans cannot indefi­
nitely take the place of financing from the 
international credit institutions. Such institu­
tions, particularly if certain reforms in them 
are introduced, might constitute an appropriate 
mechanism for channelling large volumes of 
financial resources accruing from petroleum 
which are at present used in the Eurocurrency 
market or revert to the centres.

Little progress has been made in chan­
nelling these resources into the periphery, 
either via the credit institutions or directly 
through investment placed by the petroleum- 
exporting countries themselves.16 This would 
be the best way of ensuring that funds would 
revert to the centres, in the form of payment 
for imports of capital goods effected by the 
periphery with the resources in question: a 
three-cornered reversion.

In this connexion, additions may be ex­
pected to certain proposals for setting up multi­
national enterprises among Latin American 
countries, petroleum-exporting countries and 
other developing countries; these multina­
tionals might play a very important role in 
collective import substitution, especially in 
respect of capital goods and intermediate goods 
of some technical complexity. This would 
open up the possibility of advantageous par­
ticipation on the part of the centres, in accor­
dance with appropriate rules of the game.

9. The process o f  change in the periphery  
and relations w ith  the centres

From all that has been said it is clear that even 
if the forces of democracy were to succeed in 
transforming the system in the periphery, they 
would be powerless to change on their own 
account the nature of relations with the centres. 
It is not enough to demonstrate the incongruity 
of these relations and their adverse effects on 
the periphery. Perhaps in the end the disas-

16At the time ç f  writing, news is being cabled of 
important decisions which the petroleum-exporting coun­
tries would seem to be prepared to adopt.



206 CEPAL REVIEW No. 10 / April 1980

ters overtaking the biosphere may convince 
the centres that the exercise oí their hegemonic 
power and the free play of economic forces at 
the international level are intensifying the ex­
clusive and conflictive tendencies of devel­
opment in the periphery, with very serious 
political consequences; butthe periphery lacks 
the power to do so. Power it certainly has to 
disrupt, but not to transform!

Only a long-term view could lead the 
centres to face up to their world responsibil­
ities; they might play a supremely important 
role in the process of change. Accomplishing it 
is the business of the periphery: accomplishing 
it and deciding how to do so. But the centres 
for their part could make a notable contribution 
to the success of the transformation and also 
—plain speaking is called for here— to its 
political significance.

But what interest could the centres have 
in performing this role? They have played

their cards in favour of the privileged society, 
almost invariably prompted by their short­
term interests. Now they see evidence that the 
basis of this type of development is social 
inequity. And perhaps they may also be bring­
ing themselves to believe that in the advanced 
stages of development the privileged-con­
sumer society can only be maintained by the 
real or potential exercise of force.

Social equity, genuine democracy and un­
equivocal respect for human rights are values 
that have struck deep root in the centres, after 
many historical vicissitudes. It is understand­
able therefore that signs of anxiety and dis­
concertment should be shown when those 
great human values are trifled with in the 
periphery. But this does not prevent the trans­
nationals from displaying their skill in accom­
modating themselves to such political apos­
tasies, if not actually exalting the merits of a 
complete eclipse of democracy!

VIII

Ethics, rationality and foresight

1. H um an w elfare; privilege and utopia

For the first time in life on this earth the prodi­
gious development of technique offers us im­
mense potentialities for human welfare —and 
human dignity too—, which are not unattended 
by pernicious effects. We are on the brink of 
the materialization of a utopia; yet these po­
tentialities are being wrecked by the ambiva­
lence noted earlier and by the privilege in­
herent in the social structure of the periphery, 
as well as in its patterns of linkage with the 
centres.

It is the privilege that has existed from 
time immemorial: throughout the long history 
of the human race, the fortunate life of the few 
has always been based on the wearisome toil 
and the social subjection of the many, barely

alleviated by a rudimentary technique, 
evolving in the past at a snail's pace.

In reality, given those conditions, no sub­
stantial results could be expected in respect of 
income redistribution; nor, of course, a dy­
namic redistribution. Poverty seemed unas­
sailable. And one may wonder whether west­
ern civilization would have flourished as it did 
without inequality. Did not Plato and Aristó­
teles, and so many others, defend slavery? 
Without inequality, could the splendour of art 
and literature, of philosophy and science, ever 
have flashed out so vividly, in brilliant though 
fleeting episodes of human talent?

Be this as it may, the significance of privi­
lege has radically altered, since it now repre­
sents a formidable obstacle to the materializa­
tion of that utopia of human welfare; a stum­
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bling-block in the way of access for all to the 
conquests of culture; a bar to the exaltation of 
the abundant creative talent which is going to 
waste because of the social relegation of the 
disadvantaged.

2. The eth ics o f  developm ent

This is the privilege ofthe surplus. To whom 
does the surplus pertain? There is no scientific 
reply to this question, for the answer is ethical. 
By virtue of its origin and nature, the surplus 
belongs to the whole community and should 
serve the collective interest.

Without a measure of ethical consensus 
political movements in the direction of change 
will never acquire lasting vigour. But neither 
could they attain their objectives without 
rationality —a rationality ultimately imposed 
by the evolution and ambivalence of tech­
nique.

Two centuries of belief in the regulatory 
virtues of market laws have also helped to 
smother the ethics of development. It is for­
gotten that Adam Smith was a professor of 
ethics before he wrote his monumental work; 
and indeed, in all his arguments there is an 
underlying ethic, as there is in the neoclassical 
doctrine which has followed after him. All this 
has come to nothing.

3, Join t responsib ility

In its efforts to bring about a change in its 
relations with them, the periphery generally 
invokes the moral responsibility ofthe centres. 
But ethics is indivisible. And we are far from 
having recognized our own moral responsi­
bility in face of the social unrest of peripheral 
development. Nothing solid can be achieved 
without a joint acceptance of responsibilities.

Let us speak frankly: under the impulse 
of their hegemonic power, the centres cultivate 
their own immediate economic, political and 
diplomatic interests, but they are basically 
lacking in ability to take the long-term view, 
in farsighted concern for the future, in self- 
restraint in the exercise of their power.17

17Nothing important, nothing really constructive has
been done since the developing countries began, two

Want of foresight with respect to energy 
resources has had dramatic consequences. Will 
this crisis teach people to think ahead in the 
exploitation and use of other natural re­
sources?

Will the centres have learnt to set limits 
to their hegemonic power? Have they hilly 
realized that this is essential if their own in­
terests are not to be doomed to suffer?

It is the reckless exercise of that power 
and an inconceivable lack of foresight that 
have led to international monetary chaos.

Similar attitudes have also prevailed in 
relations with the periphery. Will there be 
nothing for it but to await a succession of crises 
before these attitudes undergo any change? 
Do the centres hope to weather the social 
storm that is brewing in the periphery?

All these vast and anxious questions, of 
profound world significance, are causing lead­
ers perplexity and disquiet. And the ability to 
steer a course amid the tide of events seems to 
have been lost: that gifted leadership which 
has always been called for in the major vicis­
situdes of history.

What is to be done? Those who have the 
theoretical responsibility for shedding light 
on the path and discussing solutions can find 
no answer.18

The periphery’s responsibility is likewise 
immense. I do not believe, however, that we 
are as yet prepared to carry out a major task of 
transformation, whence the ultimate signifi­
cance of the present article. If it succeeds in 
giving rise to discussion in depth, if it leads to 
more searching examination of what the facts 
mean, and to consideration of how we ought 
to act on them in order to attain the major 
objectives of development, it will have served 
the purpose for which it is intended.

Needless to say, this is not our business

decades ago, to take a firm stand vis-à-vis the developed 
countries. The latter, with a few shining exceptions, have 
been at one in adopting negative attitudes.

It is understandable, therefore, that in the course of 
my international experience I have been increasingly 
dominated by grave concern: concern at witnessing how 
events are running adrift.

18See a letter from K. Galbraith to the New York Times 
of 7 May 1979.
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alone. The effort at enlightenment and persua­
sion must also be extended to those in the 
centres who are eamerstly seeking a response 
to the problems of the world of today: a world 
very different from that of yesterday, by reason 
both of the great possibilities it offers and of the 
great risks it presents. Possibilities and risks

alike we must confront without delay, un­
daunted by the image of the past. For upon us 
too a clear moral responsibility is laid by 
participation in this great human adventure of 
development; in the realm of thought at least, 
if we can no longer play our part on the scene 
of action.
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Economic Survey of Latin America, 1978, E/CEPAL/ 

G.1103, Mimeographed edition, Santiago, Chile, 1979, 
pages*.

The Econom ic Survey is an annual report whose main 
objective is to summarize the economic trends oí the year 
in question. The 1978 Survey  begins with an introduction 
in which three fundamental aspects of this evolution are 
analysed —economic growth, the external sector and 
inflation— and goes on in Part II to study developments in 
each o f the 27 countries of the region.

As regards the above-mentioned aspects, the Survey 
concludes that, generally speaking, there were no major 
changes compared with 1977. During 1978, although there 
was a partial recovery from the consequences of the long 
and intensive recession of the industrialized countries and 
the exceptional increase in the price of petroleum, the 
Latin American economy continued to be affected by the 
sequels of these phenomena. Thus, although the rate of 
growth of economic activity was higher than during the 
period 1975-1977, it was noticeably lower than in the first 
five years of the decade; the average rate of inflation was 
more than double the rate which was usual before the 
increase in the price of oil; and the deficit on current 
account, which had decreased in 1976 and stabilized in 
1977, shot up in 1978 to an unprecedented level nearly four 
times the average for the period 1970-1973.

The aim of the third and last part is to present a special 
study on the significance for Latin America of the inter­
nationalization of the world economy and the problems and 
opportunities posed by this for the continent. Chapter one 
reviews the significance and historical background of this 
phenomenon, its main features in the postwar period and 
the principal changes it has brought in the centre-periphe­
ry system. Chapter two focusses on Latin America, distin­
guishing betw een groups of similar countries. A descrip­
tion of the evolution of external links since the 1950s is 
followed by a discussion of the reasons for, variety of, and 
dangers presented by the policies of opening up to the 
exterior. Finally, an outline is given of the options and 
possibilities for achieving new forms of insertion in the 
world economy, based on inward-directed industrial de­
velopm ent and on industrialization directed towards the 
regional and world markets.

América Latina: Las Evaluaciones Regionales de la Estra­
tegia Internacional del Desarrollo en los Años Setenta 
(Latín America: The Regional Appraisals of the Inter­
national Development Strategy in the 1970s), Series 
“Cuadernos de la CEPAL”, No. 30, Santiago, Chile, 
1979, 237 pages.

T he United Nations General Assembly proclaimed the 
1970s as the Second Development Decade and adopted an

* P rin te d  e d itio n s  in S p an ish  a n d  E n g lish  o f  all the  issues o f  th e  
Economic Survey a p p e a r  a t a  la te r  date.

International Strategy to serve as a guide for the activities of 
governments. Approximately every two years, an appraisal 
was made of the progress achieved, and in the case of Latin 
America this was done at the biennial sessions of CEPAL. 
Thus, the first appraisal was made at Quito (Ecuador) in 
1973, the second at Chaguaramas (Trinidad and Tobago) in 
1975, the third at Guatemala City in 1977, and the fourth at 
La Paz (Bolivia) in 1979.

This Cuaderno brings together the texts of these four 
appraisals and presents them as a whole. The first two had 
already appeared in Cuaderno No. 2 —now out of print— 
and the third in No. 17.

Educación, Imágenes y Estilos de Desarrollo, (Education, 
Images and Styles of Development) by Germán W. Hama, 
Series “Cuadernos de la CEPAL”, No. 31, Santiago, Chile, 
1979, 72 pages.

This Cuaderno begins with a critique of the ideas of 
educational development, showing how the notions on 
which the analysis of education and its relations with 
society have most frequently been based were conditioned 
by ideological settings which were presented as if they 
were neutral and governed by technical criteria indepen­
dent of the alternative and contrary options arising out of 
the dissension and conflict among the social groups. In 
particular, it analyses the developmentalist theories 
which, in situating education in the perspective of an 
organization specializing in the training of human re­
sources depending on the existing or projected needs of the 
economic system, conceive of its role as reinforcing the 
functions of conserving existing social structures.

The author maintains that each type of development 
corresponds to the power relation between social classes 
and groups, the situation and possibilities of the economy, 
and the societal image or future horizon which the 
dominant group or alliance of groups aspires to through a 
specific style of development.

On tire basis of this hypothesis the study places tire 
most clearly defined Latin American educational styles in 
order from the conceptual point of view and postulates that 
in all cases education is more advanced than income 
distribution and participation in power, to the point that 
opposing trends are even to be seen between education 
and the other dominant dimensions of the social system. 
These contradictions make education a vital element in the 
control of social tensions, since at certain stages its 
expansion reduces pressures towards obtaining a share in 
income and power, while at others the mass of the educated 
may become a potential source of pressure which, when 
integrated with other factors of social crisis, makes it 
necessary to carry out social changes or apparent changes or 
else to exacerbate political coercion and control.

Within this analytical framework, the author distin­
guishes five styles of educational development, each 
characterized by a predominant main function, which, by 
linking together the economic, political and social dimen­
sions, condition the relations between education and social 
groups and at the same time settle the main lines and 
content of the educational system.
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América Latina en el umbral de los 80 (Latin America on 
the threshold of the 1980s), E/CEPAL/G.1106, San­
tiago, Chile, 1979, 206 pages.

The first mimeographed version of this study was pre­
sented at the eighteenth session of CEPAL (April 1979) 
under the title “The economic and social development and 
extenal economic relations of Latin America” (E/CEPAL/ 
1061 and A dd.l) and was summarized in CEPAL Review  
No. 8 (August 1979).

The object of these reports (four, of which were 
prepared in the course of the 1970s) is to evaluate the 
economic and social situation of the region; the time of 
preparation of the report summarized here, with the end of 
the decade approaching and the United Nations activities to 
define the guidelines for the preparation of a new Inter­
national Development Strategy for the next decade being 
intensified at the technical and political levels, is a 
particularly appropriate and interesting moment for re­
view ing and evaluating the nature and scope of the 
economic and social development prevailing in Latin 
America, and particularly the different aspects and prob­
lems of the region’s external economic relations. This 
assumes particular importance since CEPAL is required to 
contribute its ideas and proposals to the discussions which 
has already started, in order that the new Strategy may be 
successful in giving expression to an efficient international 
action programme for furthering the development of the 
peripheral countries and incorporating subjects and objec­
tives which may be of special interest for Latin America.

Políticas de promoción de exportaciones (Export promo- 
motion policies), E/CEPAL/1046, Santiago, Chile, 
1979 and 1980, Vols. VII, VIII, IX, X and XI, o f l7 3 ,68, 
72 ,64  and ... pages respectively.

rica Latina: experiencias y problemas”, (Latin 
American exports of manufactures; experien­
ces and problems), by Angel Monti.
(2) “Exports in the new international scenario: 
the case of Latin America”, by Barend A. de 
Vries.

Vol. I l l  (1) “Export incentives and export performance 
in developing countries; a comparative analy­
sis, by Bela Balassa.
(2) “Políticas de promoción de las exportacio­
nes en los países en desarrollo” (Export promo­
tion policies in developing countries), by Ri­
cardo Ffrench-Davis and José Piñera.

Vol. IV “Las exportaciones manufactureras argentinas” 
(Argentina’s exports of manufactures), by Angel 
Monti.

Vol. V “La política de desarrollo de las exportaciones
de manufacturas en Brazil” (Brazil’s develop­
ment policy for export of manufactures), by 
Héctor A. Garcia.

Vol. VI “La política colombiana de promoción de ex­
portaciones”, (Colombian export promotion 
policy), by Ricardo Ffrench-Davis and José 
Piñera.

Vol. VII “La exportación de manufacturas en México y 
la política de promoción” (Mexico: export of 
manufactures and promotion policy), by the 
CEPAL Mexico Office.

Vol. VIII “Korea’s experience with export-led industrial 
development”, by Larry E. Westphal.

Vol. IX “Indian exports”, by Martin Wolf.
V ol.X  (1) “Export promotion policies in Israel”, by

Michael Michaely.
(2) “Yugoslavia: Commodity exports and export 
policies”, by Vinod Dubey.

Vol. XI Methodologies for the selection of export pri­
orities.

The printing of the last volumes on the seminar on export 
promotion policies organized by CEPAL, UNDP and the 
World Bank in Santiago, Chile at the end of 1976 was 
completed early in 1980. The aim of all the studies 
presented was to answer, from different theoretical stad- 
points and national situations, some key questions arising 
out of experience in this field both in the region and outside 
it.

Should import substitution and the export of manu­
factures be considered as mutually exclusive alternatives 
or as complementary elements in a development policy for 
Latin American countries during the next decade or two? Is 
specialization compatible with the achievement of a di­
versified export structure? What criteria should govern the 
selection of the goods on which Latin America’s export 
effort should be concentrated? (A more detailed analysis of 
the general objective of the studies may be found on pages 
231-232 of CEPAL Review, No. 5, first half of 1978.)

The complete list is as follow:

Vol. I Summaries and comments on all the docu­
ments.

Vol. II (1) “Las exportaciones manufactureras de Amé-

Structures and Dynamics of Development in Latin Ameri­
ca and the Caribbean and Their Implications 
for Education, ED-79/MINEDLAC/REF, 1, 
CEPAL, 1979, mimeographed edition, 72 
pages.

This document was presented by CEPAL at the Regional 
Conference of Ministers of Education and those Res­
ponsible for Economic Planning of Member States of Latin 
America and the Caribbean, organized by UNESCO with 
the co-operation of CEPAL and OAS and held in Mexico 
City from 4-13 December 1979. It deals with the state and 
trends of economic and social development in Latin 
America and is largely based on the special studies and 
reports prepared by the CEPAL secretariat for the appraisal 
of the International Development Strategy (IDS), as well as 
on that appraisal itself, the draft of which was prepared by 
the Committee of High-Level Government Experts 
(CEGAN, Quito, 12-16 March 1979) and adopted as the 
fourth regional appraisal by the Commission at its eigh­
teenth session (La Paz, Bolivia, 18-26 April 1979) under the 
title of the La Paz Appraisal.
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Indicadores sobre la situación de la infancia en América 
Latina y el Caribe” (Social indicators on the 
situation of children in Latin America and the 
Caribbean), CEPAL/UNICEF, Santiago, 
Chile, 1979, 279 pages.

The object of this volume is to present a series of indicators 
and statistics on the situation of children in Latin America 
and the Caribbean.

The choice of statistics and indicators and the form of 
breaking down these data are designed to provide useful 
information for formulating policies, strategies and pro­
grammes aimed at improving the situation of children in 
the region. The publication therefore has three charac­
teristics which distinguish it from other statistical studies 
on the topic.

Firstly, a distinction is drawn between early child­
hood, school-age children and young people, taking 
account of the significant differences in the problems 
characterizing them. Each of these groups is the subject of a 
chapter, although the major part of the statistical study is 
devoted to the first two groups.

Secondly, in the chapters on early childhood and 
school-age children, a central area of topics is defined in 
each case, chosen for its capacity of synthesizing the basic 
problems of these age groups. The study goes on to select 
indicators which give information on the most significant 
aspects of each central area of topics for which there is a 
practical possibility of obtaining data on their behaviour in 
relatively homogeneous subgroups of the population 
studied.

On the basis of these criteria, survival capacity is 
selected as the central area of problems in early childhood, 
and the death rate as the general indicator. In the case of 
school-age children, participation in the education system 
constitutes the central topic, and indicators are prepared on 
the coverage of the educational system and particularly its 
capaticy for retaining pupils.

Thirdly, the indicators selected are broken down 
internally into relatively homogeneous subgroups. This 
makes it possible to identify sectors of the population 
studied which have differential life probabilities in the 
case of early childhood, and differential probabilities of 
access to and continuity in the educational system, in the 
case ofthe school-age population. This endeavour to break 
down and specifically describe the situation of different 
sectors in each age group with regard to a problem central 
to that group constitutes an appropriate method of guiding 
action towards the sectors most affected.

Nicaragua: Repercusiones económicas de los aconteci­
mientos políticos recientes (Nicaragua: The 
economic repercussions of the recent political 
events), E/CEPAL/G.109I, mimeographed 
edition, Santiago, Chile, 1979,156 pages.

This is not the first time that the CEPAL secretariat has 
presented a report on an exceptional event in a Central 
American country. This particular occurrence, however, is 
different from past events, especially because of the heavy 
loss of human life and material damage involved. The

systematic drain of foreign currency sufferend by the 
economy of Nicaragua in recent years, the virtual paralyza- 
tion of production activities, the considerable damage 
—still not completely repaired— of the 1972 earthquake, 
and the natural disintegration of public administration 
caused by the sharp change of government last July, 
foretold for Nicaragua an adverse economic situation 
unprecedented in the recent history of any Central American 
country. A patent illustration of this is the fact that the per 
capita income in 1979 will hardly reach the level registered 
in 1962.

This report, intended to facilitate the mobilization of 
the international technical and financial co-operation re­
quired by the situation of Nicaragua, is divided into three 
sections and a summary. The first section makes some 
reference to the recent past to facilitate the interpretation of 
the events which have taken place and give an idea of the 
social cost that they have entailed for the people of 
Nicaragua.

The second section describes very briefly the list of 
priorities adopted by the new Government of National 
Reconstruction and the first steps it has taken to implement 
its programme. This section also identifies priority areas of 
national activity which might receive financial and tech­
nical support from the international community. Lastly, the 
third section is basically directed at the latter community 
and indicates some external co-operation requirements 
within the framework of priorities which the Nicaraguan 
Government proposes to establish.

República Dominicana: Repercusiones de los huracanes 
David y Federico sobre la economía y las condicio­
nes sociales (Dominican Republic: Repercussions 
of hurricanes David and Frederick on the economy 
and social conditions), E/CEPAL/G. 1098/Rev. 1, mim­
eographed edition, Santiago, Chile, 1977, 91 pages.

Natural disasters occur in Latin America with relative 
frequency and substantially affect the economic and social 
developm ent of the countries, causing damage which it is 
difficult to avoid or mitigate. Examples are the earthquake 
which occurred in Managua in 1972, hurricane Fifi which 
devastated Honduras in 1974, and the Guatemala earth­
quake of 1976.

On this occasion the Caribbean subregion was suc­
cessively affected by hurricanes David and Frederick 
which sowed death and destruction in the Dominican 
Republic, Dominica, Puerto Rico and, to a lesser extent, 
Cuba, Haiti and other neighbouring islands. This docu­
ment, which restricts itself to analysing the situation in 
the Dominican Republic, consists of four chapters. The 
first, intended to provide a general frame of reference, 
describes the evolution of the Dominican economy in 
recent years. The second is devoted to quantifying the 
loss of human lives, infrastructure, stocks and production, 
but should only be taken as a rough indication of the 
magnitude of the cost of replacing such losses. The third 
chapter analyses the possible implications of the disaster 
for the economy in 1979 and 1980, while the last chapter 
offers some guidelines on the financial co-operation and
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technical assistance that the international community 
could give the country in order to facilitate a rapid and 
effective recovery.

Integración de la mujer en el desarrollo de América La­
tina. Directorio (The integration of women into the 
developm ent of Latin America. A Directory), CEPAL- 
CLADES, E/CEPAL/G.1102, Santiago, Chile, 1979, 
246 pages.

T he Programme on the Integration of Women into the 
Economic and Social Development of Latin America 
which is being implemented by CEPAL has set itself the 
task of improving the information and documentation on 
which action is being taken and projections made in the 
countries of the region as regards the situation of women 
and their incorporation into development. Responsibility 
for achieving this objective has been assumed by the Latin

American Centre for Economic and Social Documentation 
(CLADES), a unit of CEPAL concerned with the problems 
of development in the held of information.

Starting from the idea that it was necessary to collect 
as much information as possible on the subject and present 
it in a systematized form so as to co-ordinate and rationalize 
the human and financial efforts and resources which exist 
at the national and international levels, the first research 
work resulted in a publication on projects which have 
been or are being implemented by the agencies of the 
United Nations in co-operation with the region. (Inventa­
rio de Proyectos sobre Integración de la Mujer en el Desa­
rrollo en Am érica latina, Santiago, Chile, March 1979.)

In order to continue with this task and complete the 
information submitted, this Directory was conceived of as 
an instrument for consultation and reference to provide 
information on the efforts being made by the institutions 
in the countries of the Latin American region.
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HOW TO OBTAIN UNITED NATIONS PUBLICATIONS

United Nations publications may be obtained from bookstores and distributors 
throughout the world. Consult vour bookstore or write to: United Nations, Sales 
Section. New York or Geneva

COMMENT SE PROCURER LES PUBLICATIONS DES NATIONS UNIES

I-os publn ations des Nations Unies sont en vente dans les librairies et les agences 
dépositaires du monde entier Informez-vous auprès de voire libraire ou adressez vous 
à : Nations Unies. Section des ventes, New York ou Genève,

KAK fl0 .l.v t|H T I>  H3/IAHHH O Pl’AHH 1 A 11, H H O r.'bE /fhK K H H blX  HAH.HH

Ha/iamin O pra iim a un u  0 6 'be/wHeHitbix Hatuifi mowho Kymm> a khiokhbix Mara- 
utHiix h areuTCTBax bd ncex panoiiax Miipa. HanojiHTf cnpaoKn 06 nanaunax a 
naineM k nunar cm Maraaime nan nmtiHTe no a/tpecy : OpratiH^auna OO-beAHHeiiHbtx 
Hamiñ. Ct’ KUiiH no ripo/iarae H3/tanuñ, Hitto-Hops uan ÏKefieaa,

COMO CONSEGUIR PUBLICACIONES DE LAS NACIONES UNIDAS

I,as publicaciones de las Naciones Unidas están en venta en librerías y casas distn  
Inodoras en todas partes del mundo. Consulte a su librero o diríjase a: Naciones 
Unidas. Sección de Ventas. Nueva York o Ginebra.


