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Development
and equity

The challenge of
the 1980s

Enrique V. Iglesias*

This article reproduces, with a few changes, the
Report which the author presented to the nineteenth
session of CEPAL in his capacity as Executive Sec-
retary of the Commission.

In the first part, he describes some of the main
features of the international situation and the re-
gional scene at the beginning of the 1980s. With
regard to the international situation, he stresses the
dangers of the protectionism that is reappearing in
the industrialized economies; with respect to the
regional scene, he stresses the inconsistency be-
tween the expanding and increasingly diversified
base of production and the continuation of unre-
solved distribution problems and social inade-
quacies,

In the second part, he takes up two key concepts
in the CEPAL theory of development —the centre-
periphery system and industrialization— and uses

them as guidelines for dealing with the problems of

the present and the future. In so doing, he does not
seek to make a retrospective eulogy of those con-
cepts, but rather to use them to interpret some of the
pressing economic problems of the region.

In the third part, he outlines the strategic prob-
lems of the coming years which, in his view, are
those pertaining to international trade, external fi-
nancing, the energy transition and food security.

In his final observations, he surnmarizes his vi-
sion: whilst it is very important to solve the external
problems, itis on the domestic front that the ground-
work for the region’s development must be laid. On
this front, he draws attention to three challenges: the
reconciliation of economic and social efticiency, the
modernization of private enterprise and of the State,
and the bringing of all national policies into line with
the criterion of integral development.

*Executive Secretary of CEPAL,

The international situation
and the regional economic
scene

A. THE INTERNATIONAL
ECONOMIC SCENE

1. The main features of the 1970s

Two years ago, in our statement at La Paz,! we
noted that the 1970s would be remembered for
two main teatures: the culmination of a cycle of
unprecedented growth begun in the 1950s, and
the steep decline in that growth trend in the
middle of the decade which had just ended.

This is not the place to recall, much less to
describe in detail, the analyses carried out from
the widest variety of angles, including of
course those made by CEPAL into the causes of
the phenomenon. It is enough to repeat what
we have said on many occasions: that the rises
in petroleum prices as from 1973 cannot really
be regarded as the decisive factor in this set-
back. It would not be right to exaggerate their
importance or to overlook other relevant de-
velopments. In fact, these rises (which only
represented the correction of the distortions
which had mounted up over a long period
in which world economic growth was based
on an artificially abundant and cheap supply of
petroleum) in one way strengthened and in
another way reflected a number of upheavals
which had begun to be manifested in the eco-
nomic evolution of the industrialized countries
towards the end of the 1960s —in both the real
and the financial spheres— and whose conse-
quences hit the developing countries with sin-
gular force. Further on we shall analyse these
factors in greater detail. For the time being,
however, we should like to confine ourselves to
recalling their main characteristics.

The first item of note is the persistence of
the recessive situation which has characterized
the world economy since 1974. From then until
1979 the rate of world economic growth stood at

1Eunrique V. Iglesias, “Latin America on the threshold
of the 1980s”, CEPAL Reviet, No. 9, December 1979.
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about 3.5%, in contrast with that of close to
5.5% recorded during the period 1960-1972.
This rate was, moreover, markedly lower in the
case of the developed market-economy coun-
tries. Naturally, this decline in the pace of eco-
nomic growth had a negative impact on the
evolution of world trade, which had played a
very dynamic role during the preceding period
but which in the 1970s expanded at a rate of
only around 5.5% annually, in comparison with
the figure of 8% recorded during the preceding
decade.

Paradoxically, this drop in the growth rate
was accompanied by a marked inflationary
trend, the virulence of which may be gauged by
observing the rates of variation of price levels
in the industrialized countries. These coun-
tries broke with their historic inflation rates,
which were usually lower than 5% a year, to
reach rates close to 10% annually from 1974
onwards. The seeming paradox of this phe-
nomenon occurring during a period of reces-
sion becomes easier to understand if account is
taken of some of the theses which CEPAL has
been putting forward since the middle of the
previous decade concerning the structural
nature of some causes of inflationary processes.
Thus, in addition to the rises designed to de-
termine more realistically the true social cost of
petroleum and other basic commodities, other
causes of the greater intensity and persistence
of the inflationary processes involved the facil-
ity with which producers have been able to
pass their cost increases on to the prices paid by
consumers, the defects in price formation
mechanisms in many sectors of economic ac-
tivity, the insufficient rise in the productivity of
capital and manpower, and the rapid growth of
international liquidity during recent years.

This leads us to draw attention to a third
characteristic in the economic pattern of the
decade which has just ended, namely, that the
economic difficulties of a structural nature
which began to make themselves felt in some
industrial centres early in the past decade,
followed by the petroleum price adjustments at
a later date, generated great disequilibria in the
balance-of-payments current accounts of the
majority of countries in the world as of 1974, so
that it is estimated that the surplus on current
account of the oil-exporting countries in 1980

amounted to approximately US$ 115 billion,
while the developing oil-importing countries
and the industrialized economies recorded def-
icits of about US$ 70 billion and US$ 50 billion,
respectively. It should be borne in mind that
after the initial rises in the price of petroleum,
this went down in real terms between 1975 and
1978, and was adjusted again in the last two-
years, with the result that the petroleum-
exporting countries have managed to re-estab-
lish a current account surplus of similar pro-
portions to the maximum recorded by them in
1974.

These disequilibria have led to a signif-
icant process of redistribution of current
account surpluses and deficits between the
OPEC countries, the industrialized economies
and the developing countries —a process
which would not have been possible without
the unusual growth of the international finan-
cial markets, which was brought on precisely
by the disequilibria referred to. This does not
mean that that extraordinarily large-scale
redistribution has taken place automatically, or
easily. On the contrary, in order to effect it, it
was necessary to solve problems of great
complexity, many of which had never before
been experienced. At all events, the disequi-
libria recorded in the external accounts of the
different countries and the mechanisms used to
promote the mass redistribution of financial
resources at the international level constituted
another of the leading characteristics of the
decade just ended.

2. The prospects for the 1980s

The persistence of the characteriitics which
determined the uneven evolution of the inter-
national economy during the past decade and
its recent decline means that, in the best of
cases, the prospects for the 1980s are mediocre
and even, from a more realistic point of view,
disturbing. Considering the two most probable
scenarios, a recent report? by the Organization
for Economic Co-operation and Development
(OECD) predicts annual economic growth

28ee Facing the Future: Report of the OECD Interfu-
ture Project.
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rates for the period 1980-1990 of 3.6% or 3.0%,
depending on whether the dynamism of the
world economy remains concentrated in the
industrialized countries or is diffused to
a greater extent towards the developing
countries. In 1980 the World Bank, for its part,
had to revise the estimates made the preceding
year in this respect, lowering the rate of growth
foreseen for the 1980s to 3.7% annually in the
most optimistic or ‘high growth” hypothesis and
to only 3.0% in the ‘low growth’ hypothesis,
which, moreover, the Bank regards as being the
most probable. These estimates imply the con-
tinuation of the weak rate of expansion of the
world economy recorded during the past de-
cade and even entertain the possibility that
growth will decelerate.

These projections are explained by the
structural nature of the factors behind this
trend. I believe that by now the perplexity
about their cyclical or long-standing character
should have been cleared up. These are trends
which originated in difficulties affecting those
factors which have so far constituted the driving
force behind world economic growth, and they
make themselves felt essentially in the indus-
trialized countries. This is reflected in the per-
sistent drop in labour productivity and invest-
ment; the slow growth of the process of capital
formation; the declining profitability of invest-
ment, as seen in the small share accounted for
by profits in national income; the obstacles
which the process of technological innovation
runs up against in some countries, and the
appearance of idle capacity in a growing num-
ber of key industrial sectors. Taken together,
these factors are responsible for the gradual
loss of competitiveness of some industrialized
countries compared with their more efficient
partners and even with an increasing number
of developing countries. They are also forcing
them to tackle a process of ‘reindustrialization’
aimed at modernizing those branches of pro-
duction which have become less competitive
and adjusting their economies to the new costs
of energy and environmental protection. In
turn, this is giving rise to a world-level process
of industrial redeployment towards some
countries on the periphery.

Although in the main developed eco-
nomies these trends were in effect even prior to

the petroleum crisis, the rise in prices and the
insecurity as regards supplies of this fuel and
other strategic raw materials have been par-
tially responsible for creating rigidities on the
supply side which adversely affect the smooth
functioning of the production systems of the
industrial countries.

These rigidities are heightened by the fact
already referred to that the economies of the
industrialized countries have been subject
to continuous inflationary pressures, even
though their growth has been slow and their
unemployment rates very high. Moreover,
these inflationary pressures remained even
during the period 1975-1978, when there were
no rises in the prices of petroleum. These pres-
sures, in their turn, have introduced an element
of greater caution in the management of these
economies, which is reflected in a general re-
luctance to adopt policies aimed at returning to
normal levels of economic activity.,

The structural nature of this situation
becomes even more evident if it is borne in
mind that these trends are rooted in the po-
litical, social and cultural conditioning fac-
tors created when the industrial societies
themselves were expanding and developing
and are especially a result of changes in the
values or preferences of the public, the labour
force and consumers. Thus, it is obvious that
the emphasis on the quality of life in com-
parison with purely material progress, the
quest for greater personal and community ful-
filment, and the concern for the preservation of
the environment in industrial societies have a
strong influence on the direction and intensity
of their development processes.

In these circumstances, it is not surprising
that so thorough a break with the course
followed by the world economy since the end
of the war poses problems which cannot be
adequately explained in the light of conven-
tional economic wisdom and that it has led
to disconcerting perplexities, impassioned
debate and revisionist movements arising from
completely opposite approaches.

According to some of these schools of
thought, we are said to be living in a post-
Keynesian period, in which the problems of the
industrialized economies can no longer be re-
solved by formulas aimed at increasing effec-
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tive demand through macroeconomic policies
which imply massive intervention on the part
of the State. Thus, other schools have recently
emerged which stress aspects related to ‘sup-
ply’, whether in the sense of the higher costs
associated with the use of non-renewable
resources such as petroleum and with the pres-
ervation of the environment, or in the sense of
the rigidities introduced by the new prefer-
ences of the labour force, or, finally, as regards
the limitations placed on the mobilization of
resources for investment due to wage increases
and the need to allocate such resources, in fact,
to activities related to energy, the development
of natural resources and environmental protec-
tion. From another angle, we see the develop-
ment of a controversy of worldwide scope,
which is particularly lively in the case of Latin
America, concerning the justification, areas
and limits which should be assigned to public
management in the economy vis-d-vis the role
of market mechanisms.

The emergence of and the struggles be-
tween different schools of economic thought
are the natural reaction to a period charac-
terized by change, turbulence and uncer-
tainties which the world had not experienced
for at least the past 25 years. The fact that,
beyond the recessive or inflationary syn-
drome associated with the enormous financial
disequilibria which characterized the past
decade, there are also structural trends such as
those I have just described in action, makes us
think that we are dealing with a long-standing,
rather than a cyclical process, which cannot be
understood or handled on the basis of conven-
tional formulas and categories of analysis. If
this is true, then even in the best of cases the
turbulent decade which is now ending is bound
to be followed by a period of transition in which
the world economy must face very profound
structural changes.

B. THE REGIONAL ECONOMIC SCENE

The sombre and uncertain prospects which are
to be glimpsed on the international scene pre-
sent a difficult challenge for the development
of Latin America in the decade now beginning
and, in particular, during its first five years.
Nevertheless, when analysing the options

open to the region during this period, it is
necessary to assess not only the external and
internal factors which will tend to restrict its
economic and social growth, but also those
factors which will facilitate its advance, for
there can be no doubt that in its attempts to
progress in the threefold and basic task of
achieving a development process which is at
once more equitable, dynamic and autono-
mous, Latin America now has greater assets
than in the past, although at the same time it
is limited by the persistence or increase of
old restrictions and the emergence of new
problems. |

Naturally, obvious personal and time limi-
tations prevent me on this occasion from
drawing up a systematic balance sheet of the
factors which favour or obstruct the progress
of the region towards more advanced states
of economic and social development. And
obviously, too, any balance sheet of this kind
would have to take due account of the different
incidence or weight of these positive or nega-
tive elements in each one of the very diverse
national situations present in the region.

In spite of these limitations —of which we
are very much aware— allow me to present
some background information and opinions
on four main aspects of the recent pattern of
development of Latin America which, together
with others which we will consider in greater
detail at the end of our report, will, in our opin-
ion, have a very strong impact on the region’s
evolution in the decade on which we are now
embarking. These four aspects are the am-
bivalent characteristics of the social develop-
ment achieved; economic growth and its
effects on Latin America’s capacity to adapt to
external contingencies; the process of expan-
sion and diversification of exports, and the
problems raised by the intensification and
spread of inflationary processes throughout the
region.

1. The ambivalent features of social
development

Two years ago, when I analysed the great
challenges which, in my view, Latin America
would have to face up to during this decade
(see footnote 1), I drew attention first to the
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challenge of improving the social irradiation of
economic growth so as to advance in the vital
task of eradicating critical poverty and building
societies in which income and, above all,
opportunities are distributed more equitably.

I now wish to reaffirm that opinion and also
reiterate the conviction I expressed then that in
economies which have attained a degree of
development such as those of Latin America,
the vanquishing of extreme poverty constitutes
a perfectly possible mission, so that, at least
from a strictly economic point of view, there is
no justification for the survival of vexing situa-
tions of neediness and for a failure to satisfy
basic needs, such as those for food, health and
education.

To say that a mission is possible certainly
does not mean (and this should be reiterated)
that it is easy. Quite the contrary, since it would
be naive to overlook the gigantic organizational
efforts which it would have to be made at all
levels and the unwavering political will which
it would be necessary to summon up and sus-
tain in order to reorientate the development
process in such a way that it would be possible
to advance quickly and steadily in the great task
of eliminating both the most pressing manifes-
tations of extreme poverty and its main causes.

The enormous magnitude of this challenge
is easier to grasp if account is taken of the deep-
rooted and complex nature of the factors re-
sponsible for poverty and inequality in our
countries. It must be recalled that, with few
exceptions, Latin American societies have
traditionally been characterized by situations
of acute inequality in the distribution of
income and wealth and in access to opportu-
nities, And it is also necessary to recall that the
deepest roots of that inequality are connected
with such transcendental far-off but long-
lasting historic phenomena as the rise and
consolidation —during the Conquest and
throughout the long colonial period— of highly
stratified and structurally inequitable soci-
eties.

Naturally, the causes and manifestations of
the inequality inherited from the colonial
period were gradually modified in the century
which followed Independence, during which
the incidence of servile forms of work was
attenuated, slavery was eliminated, and the

majority of our countries began to be integrated
into the new international economy, receiving
to their greater or lesser benetfit the impulse of
the dynamic forces generated by the Industrial
Revolution. Those changes were consolidated
over the past 50 years as the pattern of develop-
ment altered, the pace of rural-urban migration
stepped up, State economic and social action
was considerably expanded and diversified,
and their forms of insertion in the outside world
were transformed.

In spite of these and other changes which,
in general, helped to lighten the consequences
of inequality and altered the level and charac-
teristics of development, the concentration of
income and wealth remained substantial.
Thus, in accordance with the most recent cal-
culations referring to seven countries which
together represent nearly 80% of the popula-
tion and slightly over 90% of the product of
Latin America,’ it is estimated that in 1975 the
richest 10% of the households were receiving
slightly more than 47% of the total income,
while the poorest 40% of the households did
not even receive 8%. The high degree of
inequality revealed by these figures becomes
even more striking if the average incomes of
the two groups are compared, for the average
income of the first group was over 24 times that
of the second group in 1975,

The most sobering fact brought out by
these figures, however, is that between 1960
and 1975 inequality, far from being attenuated,
increased in that the share of the income
received by the poorest 40% of the population
fell slightly and the share of the 10% of the
population in the richest group and that of the
20% in the group just below the richest rose
slightly (see table 1).

It is true that because these changes in the
direction of greater inequality took place
during a period of rapid economic growth, they
were accompanied by increases in the absolute
income of all groups, including those at the
bottom of the distribution scale, But these
increases were very different in each case.
While the average income of the poorest 40% of
households rose by less than US$130 (at 1970

3These countries are Argentina, Brazil, Chile, Colom-
bia, Mexico, Peru and Venezuela,
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Table 1

LATIN AMERICA: HOUSEHOLD INCOME DISTRIBUTION IN THE REGION
AS AWHOLE IN 1960 AND 1975¢

Income per
Inc Share in household®
ncome total income (1970 dollars)
strata
1960 1975 1960 1975
Poorest 20% 2.8 2.3 334 394
Next poorest 20% 59 54 707 902
Poorest 40% 8.7 77 520 648
30% following the poorest 40% 18.6 18.1 1483 2023
20% preceding the richest 10% 26.1 26.9 3110 4497
Richest 10% 46.6 47.3 11 142 15 829
Total 100.0 100.0 2389 3 348

tCEPAL estimates on the basis of national surveys for seven countries (Argentina, Brazil, Chile, Colombia, Mexico, Peru

and Venezuela).

b Corresponds to the concept of disposable income per household, estimated on the basis of the national accounts of each

country.

values) during this period, that of the richest
10% rose by nearly US$ 4 700. In other words,
while the poor were only slightly less poor in
1975 than in 1960, the rich became much richer
between those years.

Nevertheless, if we wish to gain a fuller
picture of the social development which has
occurred in Latin America during the last few
decades, some additional data must be taken
into account. It must be borne in mind that
although income constitutes the main determi-
nant of standards of living and well-being,
these also depend on other variables which
may evolve independently and even diver-
gently from income. Among these variables,
three which have a decisive effect on the
quality of life and, above all, on the oppor-
tunities people have to improve their living
conditions are education, health and nutrition.
Therefore, no social development analysis can
fail to examine and assess the way in which
these variables have evolved.

On carrying out this taks, it must be
concluded that in the great majority of our
countries there have been advances which,
although not all of them have been as rapid as
might have been desired, have been significant
and have had a positive impact on distribution.

Let us consider first the evolution of some
of the basic indicators which describe the edu-
cational situation in Latin America. As may be
seen from table 2, for the region as a whole the
rate of enrolment of children from 6 to 11 years
was slightly over 57% en 1960, while two de-
cades later it was over 82%. During this period,
progress was even more rapid in the case of
adolescents from 12 to 17 years, whose enrol-
ment coefficient nearly doubled, rising from
35% to 63%. Where progress was truly explo-
sive, however, was in the case of the enrolment
of young people between the ages of 18 and 23
studying in institutions of higher education, for
between 1960 and 1980 this rate increased
more than fourfold, rising from slightly over 6%
to 26%.

It should be emphasized that this increase
in rates of enrolment was not only rapid butalso
widespread, in that it occurred at all three
levels of education in all the countries of the
region.

Thanks to these advances, the enrolment
of children from 6 to 11 is now close to total not
only in Argentina, Barbados and Guyana —in
all of which it was very high already in 1960—
but also in Costa Rica, Chile, Cuba and Jamai-
ca, where 20 years ago it fluctuated in the
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neighbourhood of 75%. Progress has been even
more rapid in relative terms in countries such
as Bolivia, Brazil, Colombia and Honduras,
where in 1960 over half of the children from 6 to
11 were not enrolled in basic education,
whereas today the figure enrolled is between
70% and 77%, while progress is still more
notable in Panama, whose coefficient rose from
68% to 96%, and above all in Mexico, where it
climbed from 58% to 94%.

Analysis of the rates of enrolment of ado-
lescents from 12 to 17 years of age and of young
people from 18 to 23 years shows equally sig-
nificant progress which, for reasons of time, 1
shall refrain from describing but which is
clearly indicated by the figures in table 2.

There are, however, two additional con-
siderations which I consider it indispensable to
dwell on in order that the profound signifi-
cance of the rapid and widespread advance re-
flected in these statistics may be appreciated.

The first of these is that the significant rise
in all these coefficients took place in a period in
which the young population of Latin America
was soaring. For this reason, it would have
required a very considerable increase in abso-
lute terms in the resources allocated to the
education sector just to maintain the enrolment
rates. The fact that in these circumstances those
coefficients should have risen markedly in
nearly every country is an indication of the
magnitude of the truly praiseworthy effort

Table 2
LATIN AMERICA: RATES OF ENROLMENT BY AGE, IN 1960 AND 1980
(Percentages)
6-11 afios 12-17 years 18-23 years

1960 1980 1960 1980 1960 1980

Argentina 91.2 99.9 48.1 72.7 13.2 36.7
Barbados 93.5 98.5 50.5 65.2 1.3 8.6
Bolivia 45.1 76.6 29.0 54.2 5.0 17.1
Brazil 47.7 76,2 29.6 58.6 4.7 32.0
Colombia 479 70.0 28.8 63.8 44 32.9
Costa Rica 74.4 97.5 35.7 54.7 8.0 21.4
Cuba i 100.0 43.0 834 6.6 29.9
Chile 76.4 100.0 54.7 86.5 7.2 22.2
Ecuador 66.3 80.0 30.3 60.8 5.1 28.5
El Salvador 487 69.2 40.3 58.1 85 18.9
Guatemala 32.0 53.3 17.7 338 3.6 10.1
Guyana 90.5 95.6 62.8 65.9 4.7 10.9
Haiti 33.6 91.4 16.4 219 1.9 4.3
Honduras 49.5 71.3 24.6 4477 3.2 14.8
Jamaica 74.7 94.8 57.3 71.6 2.7 10.4
Mexico 58.4 94.2 374 67.3 4.7 18.2
Nicaragua 429 60.8 29.7 53.7 3.6 18.6
Panama 68.3 95.7 50.3 83.2 12.7 43.3
Paraguay 69.7 80.0 44.8 519 58 13.3
Peru 56.7 83.9 43.2 84.0 13.0 32.6
Dominican Republic 66.8 82.2 394 64.4 3.7 20.6
Trinidad and Tobago 66.1 77.5 51.8 47.6 3.3 7.6
Uruguay 89.9 - 53.2 67.2 19.1 24,3
Venezuela 68.8 83.2 49.0 60.9 8.6 24.0
Average 57.3 82.3 354 63.3 6.3 26.1

Source: CEPAL, on the basis of UNESCO data.
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made not only by the governments of the region
but by Latin American society as a whole.

The second observation is no less impor-
tant and is related to the redistribution aspects
of this expansion of the education system and
in particular to its implications for equality of
opportunity. This significant increase in the
coverage of education has implications which
are clearly favourable from the point of view of
distribution, in that it benefits mostly and in
some cases exclusively the middle sectors and
the relatively poorer groups of the population.
The reason for this is simple but fundamental:
for a long time the overwhelming majority of
the children of the rich have completed their
basic education, a very high proportion of them
have completed their secondary education, and
a much higher percentage of them than of
children from middle-income and especially
low-income households have entered institu-
tions of higher learning. Consequently, the
broadening of the coverage of the education
system systematically favours those who pre-
viously had no access to it, that is to say, depen-
ding on national circumstances and the levels
of education in question, primarily the children
of poor or middle-income families.

Very similar considerations apply with
respect to the participation of high, middle and
low-income groups in the social progress re-
flected by the evolution of a basic health indi-
cator such as infant mortality. Here again it may
be noted that significant and widespread prog-
ress has been made, with the result that in the
region as a whole the infant mortality rate has
dropped from 105 per thousand in the first halt
of the 1960s to 73 per thousand in the second
half of the last decade (see table 3). And here
again it is apparent that this advance is due
primarily and virtually exclusively to the im-
provement of the situation of the poorer groups,
since for many years previously the richer sec-
tors, including the middle-income sectors, had
the resources to keep their children from dying
before they were a year old.

If, for the sake of brevity, our final consid-
eration is that relating to a major indicator of
nutrition such as the supply of calories as a
percentage of average requirements, the pic-
ture which emerges is similar, as are, to some
extent, its social implications. As may be seen

from table 4, between the beginning of the
1960s and the middle of the past decade the
respective coefficients rose in all the 19 Latin
American countries for which information is
available, and in 11 of them their value was
over 100% during the last period referred to. Of
course, as it is true of all averages, this one says
nothing about the differences which may exist
at a given moment between the coefficients
corresponding to the different socio-economic
strata, but even so the increase over time must
have been due primarily to the rise in the coef-
ficients of the groups in the lower half of the
distribution scale,.since on the one hand —to
repeat an observation made earlier— it is rea-
sonable to suppose that the other groups
have long been meeting their basic calory
needs, and on the other, the increase in con-
sumption of the higher groups, outside of cer-
tain limits, runs counter to obvious restrictions
of a biological nature.

Table 3

LATIN AMERICA: INFANT MORTALITY
(Rates per thousand live births)

1960-1975 1975-1980

Argentina 54 41
Barbados
Bolivia 295 149
Brazil 112 82
Colombia 85 59
Costa Rica 80 45
Chile 107 62
Ecuador 132 83
El Salvador 123 79
Guatemala 198 89
Guyana
Haiti 171 121
Honduras 137 95
Jamaica
Mexico 86 60
Nicaragua 137 96
Panama 67 38
Paraguay 81 49
Peru 161 109
Dominican Republic 110 74
Trinidad and Tobago
Uruguay 49 42
Venezuela 77 45
Average 105 73

Source: CELADE, on the basis of official information.
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Table 4

LATIN AMERICA: CALORY INTAKE AS
A PERCENTAGE OF AVERAGE
REQUIREMENTS
(Percentages)

1961-1963 1975-1977

Argentina 137.9 143.1
Barbados
Bolivia 69.5 91.0
Brazil 102.8 108.8
Colombia 94.3 98.4
Costa Rica 93.2 107.2
Cuba RS e
Chile 110.1 114.1
Ecuador 80.4 92.0
El Salvador 78.9 90.7
Guatemala 82.5 93.9
Guyana
Haiti 85.0 88.4
Honduras 95.6 102.4
Jamaica
Mexico 110.9 116.8
Nicaragua 95.8 107.6
Panama 100.3 102.1
Paraguay 108.4 122.3
Peru 96.8 99.2
Dominican Republic 81.9 92.1
Trinidad and Tobago
Uruguay 124.9 132.7
Venezuela 95.6 109.8
Average 104.8 110.9

Source: CEPAL, on the basis of data from FAO and WHO.

Naturally, recognition of the advances
shown by the statistical data analysed and a
description of their favourable implications
with regard to distribution iy no indication
whatsoever —and stress muzj be laid on this
point— that the progress made in fields like
education, health and nutrition is sufficient.
Much less is it intended to imply that the pres-
ent situation is satisfactory. Nothing could be
further from our intention or. from our way of
viewing the problem. As we pointed out at the
beginning of our observations, we still think
that the achievement of a better social distri-
bution of the fruits of economic growth should
constitute the main objective of development
policies in Latin America. And this conviction
is born of an examination of the socio-economic

situation which prevails in our countries,
which in the majority of cases —and notwith-
standing the progress attained— suffers from
gaps and disequilibria which are not only
ethically unacceptable but are also economi-
cally unjustifiable in Latin America today.

2. Growth and transformation of the economy
and greater defence capacity of the region

In our addresses in Port of Spain, Guatemala
City and La Paz, we analysed the substantial
growth and the considerable transformation of
the economy of Latin America during the past
30 years and pointed out that these develop-
ments help to explain what we call the greater
defence capacity of the region in dealing with
contingencies coming from the exterior.

To judge the magnitude and unity of
this growth and transformation process, it is
enough to repeat that in the course of the past
three decades the total product of Latin Ameri-
ca increased fivefold in real terms while that of
manufacturing rose more than sixfold. At the
same time —and in particular during the pre-
vious decade, agriculture advanced consider-
ably and showed substantial diversification,
financial activities were expanded and mod-
ernized, and the investment coefficient rose
gradually but persistently. Of even greater
importance, however, is that over those 30
years —and again with greater force in recent
years— both the education level and the skills
structure of the labour force improved mar-
kedly in virtually all the countries of the region.

As a result of these advances and changes,
Latin America now has a broader, more highly
diversified and flexible production base thanin
the past. And, in turn, as a consequence of this
structural transformation, there has been an
increase in the region’s capacity both to meet
sudden challenges from the external economic
situation and to seize the opportunities offered
by the changing international scenario.

Since in our previous statements we have
pointed to some of the many developments
which reflect these new and more favourable
structural characteristics of the Latin American
economy, on this occasion we wish to put our
emphasis primarily on the significance of two
events of recent years which in our view,
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constitute new and important indications of
that increased capacity for defence and adapta-
tion available to the region today.

The first of these is the relatively high eco-
nomic dynamism displayed by Latin America
over the last two years. As may be seen from
table 5, the region’s overall economic growth
rate, after falling to a level of only 3.3% in 1975
because of the international crisis that year and
oscillating in the neighbourhood 0f4.8% for the
next three years, was nearly 6% in the period
1979-1980.

It is true that this rate was achieved partly
because of the marked elevation of external
indebtedness in the majority of Latin American
countries, Itis also true that it was slightly more
than one point below the very high economic
growth rate achieved by the region, on average,
during the period 1970-1974.

To asses its real significance, however, itis
necessary to bear in mind the very different
circumstances which prevailed on the interna-
tional economic scene at the beginning of the
previous decade and during the past two years.
In the former period, both the production of the
industrialized economies and world trade were
in full expansion, and this acted as a powerful
stimulus for the growth of the economies of the
periphery.

During the bienmium 1979-1980, however,
as we have already pointed out, the situation
was very different. On the one hand, economic
activity in the industrialized countries grew by
only alittle over 3% in 1979 and by only 1.5% in
1980, while it grew much more slowly in the
case of the United States, which is well known
to have special influence on the export possi-
bilities and ultimately on the economic growth

Table 5

LATIN AMERICA: EVOLUTION OF THE GROSS DOMESTIC PRODUCT
(Annual growth rates)

1970-1974 1975 1976 1977 1978 1979 19807

Argentina 4.1 -0.9 -0.2 6.0 -3.9 6.8 1.1
Bolivia ‘ 5.8 5.1 6.8 3.4 2.8 14 1.0
Brazil 115 57 9.0 47 6.0 6.4 8.0
Colombia 6.9 43 4.2 4.8 8.8 5.1 4.1
Costa Rica 7.1 2.1 5.5 8.9 5.7 4.3 1.7
Cubd 8.7¢ 12.3 35 3.1 8.2 19 1.4
Chile 2.6 -14.4 3.8 9.7 8.3 8.2 6.5
Ecuador 8.6 6.8 9.3 7.5 5.4 5.4 6.3
El Salvador 49 5.6 4.0 5.9 44 -1.6 -9.9
Guatemala 6.4 1.9 7.4 7.8 5.0 4.5 3.4
Haiti 4.7 2.2 5.3 1.3 44 47 5.2
Honduras 3.5 -2.0 7.0 5.8 79 6.8 1.3
Mexico 6.2 4.1 2.1 3.3 7.3 8.0 7.4
Nicaragua 5.3 2.2 5.0 6.3 -7.2 ~25.1 10.7
Panama 52 0.6 -1.1 1.6 4,1 5.7 49
Paraguay 6.4 6.3 70 12.8 10.8 10.7 11.0
Peru 4.8 4.5 20 -0.1 -0.7 3.4 3.1
Dominican

Republic 10.1 52 6.7 55 2.2 4.8 52
Uruguay 1.3 4.8 42 1.8 6.2 8.7 4,5
Venezuela 5.2 5.9 8.4 6.8 3.1 0.7 1.6
Latin Americd] 7.1 3.3 5.0 4.8 4.7 6.0 5.7

Source: CEPAL, on the basis of official figures.
APreliminary estimates, subject to revision,
bGrowth rates relate to the material product.
c1971-1974.

dExcluding Cuba.
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of many countries of the region. On the other
hand, this sluggish behaviour of the industrial-
ized economies and the marked protectionist
trends discernible in not a few of them were
partially responsible for the perceptible reduc-
tion in the dynamism of world trade, thereby
limiting the possibilities for Latin American
exports to expand further. Thus, after in-
creasing at an average rate of approximately
5.5% during the period 1977-1979, the volume
of world trade rose by barely 1% in 1980.
Although the main cause of this marked reduc-
tion in the growth rate of world trade was the
drop of 10% in the volume of petroleum ex-
ports, it was also due to the much slower ex-
pansion of exports of both manufactures and
agricultural commodities in 1980.

Actually, the notable decline in the dy-
namism of the world economy in 1980 is elo-
quently demonstrated by the fact that during
that year four key variables (total production,
industrial production, total trade and trade in
manufactures) grew at the lowest rates record-
ed in the past quarter century, with the sole
exception of those for 1958 and 1975.

Thus, it is in this external context charac-
terized by slower growth both of the economic
activity of the centre countries and of the vol-
ume of world trade that consideration should
be given to the economic advance of the order
of 6% annually achieved by the region during
the period since our meeting in La Paz early in
1979.

And it is also in the context of that very
changing international scene, which was in
general more unfavourable than that which
prevailed up to 1973, that we should analyse
the second main fact to which I wish to refer,
i.e., the notable expansion and increasing
diversification of Latin American exports
during the past decade.

3. The expansion and diversification of exports
In 1970 the region exported goods to a total
value of US$14.3 billion; by 1980 these sales

had increased well over sixfold, amounting to
close to US$ 92 billion. Naturally, this increase

4See GATT, Press Release, 10 March 1981, p, L.

is partly a reflection of the effects of interna-
tional inflation —which bore some of the re-
sponsibility for raising the dollar prices of
many products exported by the region— and
partly the result of the repeated and substantial
rises in international petroleumn prices since
1973, Nevertheless, it also constitutes a clear
demonstration of the increasing capacity of
Latin America to place its products on the
world market. If from the region as a whole we
exclude the oil-exporting countries, and if in-
stead of considering the value of the sales we
consider their volume, in short, if we analyse
the volume of exports of the non-oil-exporting
countries, we find that over the past decade it
increased by 111%. What is more significant
however, is that the growth rate of the volume
of exports of those countries rose from an
average of 4.8% during the five-year period
1971-1975 to one of 8.7% in the next five years.
In other words, the rate of expansion of the real
external sales of the non-oil-exporting econ-
omies of the region increased very sharply
precisely during the period in which the dy-
namism of the industrialized economies, which
have traditionally constituted the main markets
for Latin American exports, weakened.

Moreover, the significant and steady in-
crease in external sales of the region has been
accompanied by a gradual and considerable
diversification in their structure. An eloquent
indicator of this trend has been the growing
participation of exports of manufactures and
semi-manufactures in Latin America’s total
sales. Thus, in 1965 this share was only 8.5%,
but five years later it had already climbed to
15%, and in 1978 —the last year for which fig-
ures are available it again increased substan-
tially, reaching nearly 26% of the total value of
exports of goods.

The trend towards export diversification is
also clearly shown if we observe, first, the evo-
lution of the relative share of the principal ex~
port product in the total external sales of each
country and, second, the share of non-tradi-
tional exports. Thus, whilst the relative weight
of the principal export product has declined in
the large majority of the economies of the re-
gion, there has been an increase in the percent-
age of total external sales represented by ex-
ports of a large number of goods which were
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previously sold only on the domestic market or
were not even produced locally.

Notable examples of this dual and simulta-
neous process are found in the exporting expe-
riences of economies as dissimilar as those of
Brazil, Chile, the Dominican Republic and
Uruguay.

In the first of these countries, coffee in
1970 still represented over 34% of total exports
of goods, while in the same year manufactured
products constituted less than a quarter. In
1980, on the other hand, the share of coffee had

dropped to approximately 12.5% while that of .

industrial goods had risen to nearly 57%.

At the begining of the past decade, cop- -

per generated three-quarters of Chile’s total
external sales, whilst the so-called non-tra-
ditional exports contributed less than 8%.
Ten years later, the relative share of copper
had fallen to about 45% whereas the value of
non-traditional exports had increased almost
19-fold to over a third of the total value ex-
ported.

In 1970, over 70% of the export earnings of
the Dominican Republic came from sales of
sugar, coffee and cocoa, and the first of those
commodities alone brought in nearly half the
total value of the country’s exports. Sales of
non-traditional products, on the other hand,
generated only 12% of the value exported. By
1980 the picture had changed radically. Thanks
to the inclusion of gold, ferronickel and other
products in the export pattern, the relative
share of non-traditional exports had risen to
over 45% and thus was slightly larger than the
combined share of sugar, coffee and cocoa.

Finally, in Uruguay, traditional export
products such as meat, wool, leather and
linseed oil accounted for nearly 80% of the total
value of exports in 1970, with the other exports
generating the remaining fifth. A decade later
the share of the traditional products had fallen
to under 40% and was thus far surpassed by the
60% made up of non-traditional exports.

4. The acceleration and spread of inflation

However, along with advances such as those
recorded in the level and compositions of ex-
ports, there have been serious setbacks in
recent years. One of the gravest of these has

been the intensification and spread of the prob-
lem of inflation, whose disturbing conse-
quences for the management of short-term
economic policy and negative effects on eco-
nomic growth, income distribution and even on
political stability and social order can certainly
not be underestimated.

It is well known that in the course of the
past decade inflation became more persistent,
intense and hard to handle virtually every-
where in the world. Thus, in the industrialized
countries the disconcerting phenomenon of
stagflation emerged, which it has not been pos-
sible to explain at the theoretical level, much
less to deal with successfully at the practical
level by economic policy. Naturally, this ac-
centuation of inflationary processes in the cen-
tral economies and the sharp rises in interna-
tional fuel prices which occurred in the middle
and at the end of the past decade had a decisive
effect on the rate of increase of prices in the
majority of countries of the region. Thus, con-
tinuous and virulent inflationary processes
have in recent years become a characteristic

feature of the Latin American economic scene.

All this is well known. It is, however, fre-
quently forgotten how different the situation
which the region is facing in this regard is at
present in comparison with that which pre-
vailed in it only 10 years ago.

Up until the beginning of the past decade
high and persistent inflation affected only the
economies of the Southern Cone and to a lesser
extent, that of Brazil. In the rest of the conti-
nent, inflationary processes were either mod-
erate —as in Colombia, Mexico and Peru— or
virtually non-existent —as in Venezuela and the
majority of the Central American and Carib-
bean economies. In 1970, for example, 13 coun-
tries, or over half of the 22 for which informa-
tion is available, experienced price rises of
under 4.5%, and in five others the price level
rose by less than 10%. In fact, in that year only
Brazil and the Southern Cone countries had
2-digit inflation, and the maximum increase in
prices in the region —which occurred in Chile—
was one of 35%. The simple average rate of
inflation in Latin America —without consider-
ing the three southem countries— was thus
barely 4%.
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Four years later, the inflationary panorama
had changed radically as a result of increased
inflation in the industrialized countries and the
considerable readjustment of petroleum prices
adopted by the OPEC countries at the end of
1973. Thus, in 1974 there was no longer any
country in Latin America in which prices rose
less than 10%, so that 2-digit inflation became
the rule. What is more, in half of the Latin
American economies the rate of inflation fluc-
tuated between 15% and 30% whereas in five
other countries prices rose by between 30%
and 40%. The simple average rate of inflation in
Latin America —again excluding the Southern
Cone countries, in all of which prices rose with
much greater intensity— was 22% that year, or
exactly five times as high as the average re-
corded in 1970,

In the following years the rate of price in-
creases tended to become more moderate but
was far from returning to the low levels which
had prevailed up to the beginning of the de-
cade. For example, in 1978 the average rate of
inflation was 17.5%, which while considerably

lower than that recorded for 1974 was never-
theless nearly four times as high as that for
1970.

But this improvement, in addition to being
modest, was transitory, The situation worsened
again in 1979 when the inflation rate began to
rise again in the central economies and the in-
ternational price of hydrocarbons in real terms
again increased. Thus, during that year and also
in 1980 the inflationary panorama was similar
to that prevailing in 1974. In fact, last year the
rate of inflation was under 10% in only three
countries, while in another 11 economies —all
of them characterized in the past by the notable
stability of their price levels— the rise in con-
sumer prices fluctuated between 14% and 24%.
The intensity of the inflationary process was
even greater in Colombia, Jamaica, Mexico and
Chile, where prices rose by close to 30%, and
higher still in Uruguay (43%) and Peru (61%).
The highest rates of inflation, however, were
recorded in Argentina and Brazil, where con-
sumer prices increased by approximately 90%
during the year.

Centre periphery relations and the industrialization
process in the context of the present situation

The view of the world and regional scene
which I have just outlined raises complex ques-
tions as regards the future course of the region’s
development and the most appropriate guide-
lines for and means of tackling it.

In order to answer these questions we
think that it would be useful to take as a guide
what have been considered to be the iddes-
force of the CEPAL approach. We shall do so
with a view to the questions of today and tomor-
row, without pausing for retrospective consid-
erations, on which there is ample documen-
tation.

Whatever our points of view, we believe
that they should above all be governed by a
large dose of humility. The mayor changes in

development and their uncertain eventual
concrete results call for prudence and the rejec-
tion of all dogmatic pretensions, However, it
would be unpardonable for caution to inhibit
us from doing our duty of establishing hypoth-
eses and suggesting guidelines for venturing
into the unknown territory glimpsed ahead.

As is generally known, the root of CEPAL’s
institutional thinking lies in its ideas on the
centre-periphery system and industrializa-
tion, the latter taken in its broadest sense.
The two are closely related, and their recipro-
cal characteristics and influences are indispen-
sable elements both for an overall appreciation
of economic development and for under-
standing the most decisive question: the de-
gree of social spread of this process.
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A. THE CENTRE-PERIPHERY SYSTEM

‘1. Basic concepts and relationships

As regards the first point, it seems obvious that
the centre and the periphery continue to exist
in the world setup, differentiated by their in-
ternal structures and by the nature and conse-
quences of the relations between them.

I have already stressed the changes and
progress which have taken place in the struc-
ture of production of our countries, and the
ways in which they have changed their forms of
external relationships. However, it should be
recognized that to a considerable extent they
continue to take part in the international
scheme of division of labour as producers of
primary goods, which still account for over 70%
of their exports. This has given rise to what has
been described as the structural asymmetry of
export and import patterns, since a decisive
factor in the latter —quantitatively and quali-
tatively speaking— is constituted by industrial
goods, a disassociation which naturally differs
manifestly from that observed between the
structures of exports and imports in the central
economies.

The world trade system thus continues to
expose the region to repeated current account
disequilibria, erratic behaviour of the supply of
and demand for primary exports, the restric-
tions raised by new and old forms of protection-
ismin the central economies, and an adverse or
inadequate evolution of the terms of trade.

As regards the latter, the increase in the
prices tor oil —which only benefitted a few of
the area’s economies— and other commodities
at the start of the 1970s led some people to think
that a new future of sustained improvement of
the terms of trade was opening up, in favour of
our main exports. In actual fact, however, this
has not come to pass to the extent expected, and
the terms of trade have continued to advance
and retreat fairly erratically.

On the other hand, no substantial change
seems to have occurred in other retlections of
Latin America’s special links with the central
economies, Technological subordination is
one of these and the most durable, although in
this field, too, progress may be observed, par-

ticularly in the countries in which the diversi-
fication of production has made most progress.

The flow of direct investment —which is
usually considered to be a primordial mecha-
nism for the spread of technical progress— has
continued to be centralized in the industrial-
ized economies, helping to widen the ‘produc-
tivity gap’ arising out of the uneven possibil-
ities of accumulation and innovation of the two
universes. In recent years this gap has been
called in question owing to the industrial crisis
and the decline in the growth rate of produc-
tivity in an increasing number of activities in
the industrial countries. At all events, between
the mid-1960s (1966-1967) and the mid-1970s
(1975), accumulated direct investment rose
from around US$ 70 billion to US$ 186.5 billion
in the developed countries, and from US$ 18.4
to US$ 37.6 billion in Latin America, of which
half was based in Brazil and Mexico.

Despite these manifest facts, it is not su-
perfluous to repeat that they emerge in con-
nexion with a regional economy which has
been substantially transformed and strength-
ened in recent decades. Although this state-
ment is valid to very different extents in the
different countries and is subject to various
types of reservations, it seems clear that the
change covers the majority of countries and the
majority of the population of Latin America.

This is decisively due to the structural con-
sequences of the period characterized by what
is known as ‘inward-directed development’,
and particularly the progress in industrializa-
tion, This factor has also had a direct or indirect
impact on achievements involving the diversi-
fication of the patterns of external trade, and
particularly on the proportion of manufactured
or agro-industrial exports.

This phenomenon is one of the primordial
reasons for the advantageous position of Latin
America in the periphery setup. According to
United Nations information, this may be sum-
med up in the fact that its per capita product at
the end ofthe 1970s was close on four times that
of the rest of the developing world. However, it
is no less significant that the regional level in
this regard was slightly less than a fifth of that of
the industrialized economies. In other words,
although these changes had caused the centre

"to become less monolithic than in the past and
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the developing countries less peripheral, there
can be no doubt that the Latin American econ-
omies continued to be closer to the periphery
than to the centre, although this situation re-
quires turther clarification as regards the status
of some particular countries or specific social
groups,

From another standpoint, I should like to
reiterate the opinion I formulated before, that
all of this has contributed to a greater defence
capacity in the region vis-¢-vis external events.
Despite the significant and generally dam-
aging repercussions of the upsets on the inter-
national scene, Latin America has been able to
guard itself against them to an extent which
certainly has no parallel with the traumatic
consequences which these upsets used to
inflict in the past.

Briefly, and to sum up, then, although the
Latin American economies continue to be part
of the periphery in the international division of
labour, they are no longer the same —struc-
turally— as in the period of ‘outward-directed
growth’, even as regards their degree of auton-
omy (or dependency) vis-d-vis the exterior,

2. The centre-periphery scheme and the new
background for the world dialogue

But it is not only Latin America which has
changed in the course of the last decade; the
world, too, has changed, and along with it the
forms of interaction of the central and periph-
eral countries. This obliges us to study these
changes more closely.

The most important modifications which
have taken place include:

— the increasing multi-polarity which has
emerged among the centres. This has been ag-
gravated by the progressive dispersal of eco-
nomic power within the western capitalist
world —where leadership has begun to be
shared between the United States, the Euro-
pean Community and Japan instead of the clear
hegemony of one of these which dominated the
postwar period until the end of the 1960s— and
by the growing diversification within the so-
cialist sphere;

— the end of the persistent and note-
worthy expansionary trend experienced by the
industrialized countries following the postwar

period and the start of a period of upsets,
uncertainty and transition, originating in
structural causes to which I have already re-
terred;

— the drop in the formerly very high
growth rate of the centrally-planned econ-
omies;

— the growing importance which the
peripheral countries have acquired as ele-
ments for ensuring the stability and the growth
of the international economy as a whole;

— the strenghtening of the relations of
interdependence among all the countries of the
world in a scenario characterized by a growing
process of transnationalization.

I should like to lay particular stress in this
last-mentioned phenomenon. The fact that this
increasing interdependence may be used
—and in fact is— by the industrialized coun-
tries to disseminate images favourable to the
promotion of their own interests should not
lead us to ignore the fact that this is a real trend
in the contemporary international system. It is
a phenomenon which, although representing
interdependence between non-equals, has
given rise to new forms of relationships not
only between the industrially advanced eco-
nomies but also between these and the peri-
pheral countries.

If we limit ourselves to reviewing the latter
group, we have to conclude that as a conse-
quence of these new realities, the forms of
these relations have changed as well as the
agents responsible for channelling them and
the problems they involve.

Firstly, the forms of centre-periphery rela-
tions have changed because we have pro-
gressed from the type of external linkage which
prevailed in the 1950s —which was fundamen-
tally expressed in exports of primary goods,
foreign investment in mining, and external
aid— to a different system in which a growing
number of developing countries, although
continuing to be exporters of raw materials,
have achieved a significant share in trade in
manutactures, have become closely linked to
the international financial markets, and are
seeking new forms of relations with the trans-
national corporations and new means of ac-
quiring foreign technology.

The agents of the process have also
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changed. In the 1950s the main partners in the
dialogue with the governments of the devel-
oping countries were the intermational finan-
cial bodies and- foreign enterprises, mostly
established in basic goods-producing activi-
ties, Today, many of these enterprises have
been nationalized, and new parters in the
dialogue have emerged connected with finan-
cial activities and the manufacturing sector.

Lastly, the nature of the problems around
which these relations revolve has changed, and
the problems which traditionally affected
centre-periphery relations are now accom-
panied —without detracting from their impor-
tance— by the problems of energy, protection-
ism and access to the markets of the industrial-
ized countries, industrial redeployment, the
fluidity and predictability of the international
financial markets, the capacity for the absorp-
tion and adaptation of foreign technology, and
the improvement of contract terms with the
transnational corporations.

In other words, although the centre-pe-
riphery system continues to be valid, partic-
ularly as a category of analysis, it must today be
applied to an international structure different
from that of the past. This requires a reinter-
pretation of the relations between the two
segments of the system, in the light of which
the centres will probably present a less mono-
lithic image and some developing countries
will occupy a less peripheral position. This
phenomenon, which becomes clearer every
day, was already anticipated by one of the best-
remembered of CEPAL’s thinkers, José Medi-
na Echavarria, when, referring to an “obsessive
topic of recent years”, he raised “‘the possibility
that some day the present system of depen-
dence may become antiquated owing to the fast
or slow modification of its nature as unilateral
hegemonic dependence”, or when he sug-
gested the emergence of “a new form of this
dependence as a plurilateral relationship”.

We too observe that, under the impact of
the transnationalization process, the unidirec-
tional form of external dependence to which
we were accustomed has changed and given
way to the emergence of multiple power cir-
cuits which link developed and developing
countries in different ways, depending on the
interests or .agents operating in each. For

example, there is the oil circuit and the circuit
linked with other mineral products of long-run
crucial importance, as well as the food, tech-
nology and finance circuits. Each of these re-
volves around different interests, is operated by
different agents, and involves different groups
of countries with a likewise different relation of
forces. All of this has helped to alter centre-
periphery relations, and we are today thus
faced with a far more complex world whose
new dynamics we must understand as a matter
of urgency if we wish to strengthen our forms of
international insertion.

B. SIGNIFICANCE AND PRIORITY OF
INDUSTRIALIZATION

As we said earlier, the level of priority con-
ferred on the industrialization process has
constituted another pillar of the CEPAL ap-
proach. Before directly examining its role and
requirements in the scene before us, some
general points should be briefly clarified.

Of course, there can be no denying that
what was formerly known as the ‘industrial-
ization mystique” has weakened considerably.

No doubt the deterioration of its image in
the central economies, burdened by the prob-
lems brought on by industrialization, by the
obsolescence facing some branches of produc-
tion, and by the challenges posed by the tran-
sition to a ‘post-industrial’ society has contri-
buted to this.

However, a critical appreciation within the
region itself has been added to this reflection of
outside experience, with even greater impact.
Currents of opposing signs and contrary con-
tent converge in this,

For some, the adverse judgements on in-
dustrialization are due to the inadequacies or
failures as regards the social transmission of its
results and the creation of job opportunities, its
lack of capacity to structure itself internally and
establish firm links of complementarity with
the other sectors, and the inability to ensure a
development less dependent on different ex-
ternal influences. :

For others, however, the list of errors in-
cludes, inter alia, the high costs of production,
the lack of competition and excessive protec-
tion, the disdain for comparative advantages,
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the exaggerated and inefficient State interven-
tion and the failure to consider external trans-
actions.

_CEPAL brings to this discussion an at-
titude which is both critical’and positive and
which, without ignoring —as is evident from
the documentation— the relevance of many of
these criticisms, subordinates them to the his-
torical significance and raison d’étre of the
industrialization process. All in all, we are
convinced that if we can today speak of “a dif-
ferent Latin America” compared with that
existing decades ago, this is basically due to the
structural changes which have taken place,
whose axis has been the unfolding of -this
process. =

1. An integral concept of industrialization
As is well known, in the past CEPAL envisaged

an industrialization process which went
beyond the sectoral context and had the ‘in-

dustrial society’ as its horizon, i.e., a historical

type of society —in its broadest sense— condi-
tioned by the dynamics of knowledge and the
technical and scientific rationale applied pri-
- mordially to industrial production, which oper-
ated as the primary driving force for its mod-
ernization-oriented growth and change.

This dynamic role of industrialization im-
plies considerable alterations in the patterns of
organization of the community and the State, in
the forms of production and consumption, in
the structuring of the social classes and estates,
in political activity and institutionalization, in
the international position of the countries’ so-
cieties, and in the basic social personality of
individuals.

In brief —as was expressed in one of the
most important documents on the subject pre-

pared by CEPAL— it would not be appropriate-

‘to interpret the process from the limited stand-
point of the increase in the capacity of produc-
tion and the growing output of manufactures
without placing it in the broader perspective of
the social and cultural change with which it
must necessarily be associated.>

- SCEPAL United Nations, The Process of Industrial
Development in Latin America, 1966.

U 2. Industrialization, technical progress and

external trade

The 1949 Economic Survey of Latin Americu
maintained that in the former scheme of out-
ward-directed growth, technical progress was
concentrated in the sectors aimed at producing
low-cost foodstuffs and raw materials for the
major industrial centres. However, it was
argued, “as this progress spread, the surplus of
the active population and the natural growth
taking place in it were employed in industrial
activities, transport and trade, as a logical
consequence of the growth of the markets and
the specialization and diversification of pro-
duction, Within this process, the improvement
of agricultural and the evolution of industry
were therefore two aspects of the same prob-
lem of economic development, and like the
development of industry, transport and trade,
the development of the services required per-

‘sons who were not needed in primary produc-

tion, which in turn could not grow without the
correlative development of those other activi-
ties”. For all these reasons, as another text of
this period observed® “industrialization is the
growth form imposed by technical progress in
the Latin American countries”.

The dynamic breadth and interlinking of
the CEPAL approach and the fundamental ba-
sis of the phenomenon are thus made clear.

Associated with the above view, a supple-
mentary argument emerges, introducing the re-
lation between the industrialization process
and external relations, in which the circum-
stances which characterized world trade be-
tween the great depression and the start of the
1960s are of undoubted importance.

According to this point of view it is
argued that the absolute or relative decline of
the impulses from external trade —which had
imposed and encouraged ‘outward-directed
growth’— should be offset by the mobilization
of human and material resources for the supply
and subsequent growth of the home market.
This is, in short, the proposal known as ‘in-
ward-directed growth’.

5See Raxil Prebisch, Problemas tedricos y pricticos del
crecimiento econdmice (1951). Series Commemorating the
Twenty-fifth Anniversary of CEPAL, 1973.
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Although we shall come back to this later,
it may be noted that this opinion, far from
ignoring the role of external trade, recognized
its strategic importance, although its priority
and function were no longer the same as in the
former system.

Aside from the controversies on these re-
lations and the policies adopted in this respect
by different countries, we firmly believe that
these two main considerations continue to be
valid although the specific situations in which
they are stated are very different today and
render necessary a creative reformulation of
the means of tackling them,

In the light of these ideas, and taking into
account the changes which have occurred both
in the region and in the rest of the world, what
are the capital reasons which justify the central
role of the industrialization process in what
will probably constitute the scene in the 1980s?

3. Employment opportunities

It should come as no surprise-that we are
opening this schematic analysis by looking at
the problems and needs of the chief subject of
our concern: the people of Latin America and
particularly the large sector which has re-
mained completely or substantially marginated
from the results of the development achieved.

For the moment, let us bear in mind that
during this decade the region’s population will
grow by slightly over 100 million persons, to
around 455 million in 1990. More than 90% of
the new inhabitants will be established in
urban nuclei, while only 10 million will be
added to the rural contingent. It is estimated
that the employed population will increase by
37 million persons, of whom 33 million will
correspond to the urban centres.”

From a strictly socio-economic point of
view these figures raise further unavoidable
‘questions: how are their vital needs to be met?
Where will they find jobs which will enable
them to produce and have access to the goods
and services which are lacking?

In order to approach this subject it should
be recalled that towards the end of the last

7See CELADE, Boletin demogrdfico, Vol. XI1, No. 23,
Santiago, Chile, ]anuary 1979.

decade (1977) it was calculated that approxi-
mately one-third of all Latin Americans were to
be found below the ‘poverty line’ and a slightly
larger percentage was unemployed or em-
ployed in exceedingly low-productivity and
low-income activities. We should point out,
however, that these figures recorded some
modest progress compared with the situationat -
the beginning of the decade, although the ab-

solute volumes of those affected had not

changed .8

If we concentrate from the start on the de-
cisive question of employment, the research.
carried outby PREALC provides a panorama of
developments in the last three decades (see
table 6).

Broadly defined, the industrial sphere
(including manufacturing, construction, elec-
tricity and transport) employed about 22% of
the economically active population in 1950 and-
27% in 1980. This involved annual growth rates
of 2.7% between 1950 and 1970 and 3.8% be-
tween 1970 and 1980. Adding to this the in-
direct effects on other activities, industrial-
ization affected 35% of the labour force in 1950
and 47% in 1980.° In other words, nearly half of
regional employment at the end of last decade
was connected with this global process.

These figures are in significant contrast to
the rather pessimistic evaluation which has
prevailed in this regard, which seems to have
been dominated by several main factors.

One is the isolated appraisal of the indus-
trial sector in the strict sense, although even so
it increased its share in total employment from
14% to 16% between 1950 and 1980, raised its
annual rate of absorption of the labour force
from 2.2% between 1950 and 1970 to 3.8% be-
tween 1970 and 1980, and in the latter decade
offered employment to over 21% of the in-

“crease in the economically active population.

This picture is notably altered if the more
general and dynamic projection of the process
is considered, as we did earlier. However,
there is no doubt that the primordial element in’
the underestimation stems from the fact that it

8CEPAL/UNDP, ¢Se puede superar la pobreza?
(E/CEPAL/G.1139), Santiago, Chile, 1980.

90nly the backward linkages are considered, so as to
avoid duplication in the calculations.
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Table 6

LATIN AMERICA: ECONOMICALLY ACTIVE POPULATION BY SECTORS OF
ACTIVITY, 1950, 1970, 1980

“Thousands of persons Percentages Growth rates
Sectors

1950 1970 1980 1950 1970 1980 1950-70 1950-80 1970-80
Total 51969 78874 103094 1000 100.0 1000 2.1 2.3 2.7
Agriculture 27982 33163 36110 538 42.1 35.0 0.9 09 0.9
Mining 672 994 1098 13 1.3 L1 20 1.7 1.0
Industry 7311 11338 165323 14.1 14.4 160 22 2.8 38
Construction 1861 4244 6706 3.6 54 65 42 44 4.7
Transport 2009 3280 4220 39 4.1 41 235 2.5 2.6
Electricity 155 300 385 03 04 04 34 3.1 2.5
Commerce 4115 7949 12285 79 10.1 11.9 34 3.7 4.5
Services 784 17516 25767 151 222 250 4.1 4.0 3.9

Source: Preliminary estimates by PREALC on the basis of national population censuses {(adjusted) and surveys (adjusted).

Note: The total includes information from 14 countries which account for around 95% of the economically active
population of Latin America: Argentina, Bolivia, Brazil, Chile, Colombia, Costa Rica, Ecuador, El Salvador,
Guatemala, Mexico, Panama, Peru, Uruguay and Venezuela.

aIn Peru, Uruguay and Venezuela the data correspond to 1960, since no information is available for 1950.

passes over the capital impact of the growth
rates of population, the labour force and the
rapid migration towards the urban and metro-
politan centres. Each of these elements repre-
sents a ‘divisor’ which notably cuts down the
extent and particularly the social appreciation
of the progress registered.

Although it is a well-known fact that the

evolution of Latin America (except for a very
few countries) has been exceptional in all these
aspects, they have not always been duly related
- to the criticisms or dissatisfaction regarding the
availability of productive employment or the
persistence of urban marginality. N

It is therefore useful to consider some
primordial facts in this regard.

Firstly, as was observed in a recent
document, between 1950 and 1975 the popula-
tion of Latin America grew more rapidly than
that of any other region in the world. In these 25
years it doubled, while the world population
increased by slightly under 60% and that of the
developed countries by only just over 30%. In
addition, the annual rate of growth of the urban
population (in cities of more than 20000
inhabitants) was more than 5%, pushing up its

quota in the total population from 26% to 45%
in that period.!®

The contrast of circumstances can be
appreciated with greater clarity if the evolution
of Latin America is compared with that of the
countries of the European Economic Commu-
nity (EEC) as regards some key variables of the
problem in the 1960s, which was a decade of
great dynamism and labour immigration in the
latter area. As may be seen from table 7, indus-
trial employment in the EEC grew by only
0.5% annually, but even so this rate con-
siderably exceeded the growth of the labour
torce and may be compared with the rate of
increase of the population: 1.2%. In Latin
America, however, while employment in in-
dustry grew annually by 3.5%, it was accom-
panied by an increase of 3.1% in the population
and 2.9% in the labour force.!!

WCEPAL, Latin America on the threshold of the
1980s, op. cit.

111t should be noted that the period 1960-1970 is not
specifically considered in table 6 and that the methodology
and data used by the two sources (PREALC and ILO) may
differ to some extent, At all events, however, the dif-
ferences are obvicus enough to illustrate the situations
compared.
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Table 7

LATIN AMERICA AND THE EUROPEAN ECONOMIC COMMUNITY: ANNUAL GROWTH
RATES OF POPULATION AND EMPLOYMENT (1960-1970)

Population Labour force Industrial employment
Latin America 3.1 2.9 35
EEC 1.2 0.2 0.5

Source: 1LO, Yearbook of Labour Statistics.

These facts, of primordial interest for the
matter under consideration, will continue to be
of importance in the next few decades —as we
have already indicated— despite the small
declines anticipated in population and urban
growth rates. This aspect should be stressed in
order to put the exaggerated or interested
expectations which sometimes figure in popu-
lation control policies in their proper place,
although this does not mean denying their
great importance and the need for them as long-
term guidelines. It should be noted in this
regard that this aim is considered today a great
deal more objectively than in the past, when
contrary prejudices prevailed.

In any case, the above permits it to be con-
fidently reaffirmed that the industrialization
process will continue to be decisive for the
creation of job opportunities for the population
of Latin America.

4. The industrialization process
and social development

No less solid, in our opinion, is the argurment
which associates this phenomenon with the
priority that should be given to social develop-
ment, the satisfaction of the community’s vital
needs and the eradication of poverty.

In this regard, the concern of governments
and of the circles which represent the region’s
opinion has been included and analysed in
United Nations studies which have made pos-
sible considerable clarification of the nature
of this problem and the existing options for
etficiently tackling it within a reasonable
period of time.!2

12§ee in particular CEPAL/UNDP, ¢Se puede superar
la pobreza?, op. cit.

This is not the place for repeating the main
lines of the diagnoses and policies put forward.
We shall therefore limit ourselves to certain
aspects which have a more direct impact on the
question under consideration.

In this regard we have maintained for some
time that this is a perfectly possible mission,
supported by the progress made in the size and
structure of production in the region, although
obviously there are notorious differences be-
tween the situation in the various countries or
in specific sectors or groups. At the global level,
and from the standpoint of the necessary trans-
fers and reallocation of incomes, for example,
elimination of the basic inadequacies in nutri-
tion, health, education and housing would call
for the allocation of between 3.5 and 5.5% of the
gross regional product to this objective.!?

It is, however, obvious that even this min-
imal and apparently feasible requirement in-
volves difficult and conflictive political, insti-
tutional and also strictly economic readjust-
ments. ,

Outstanding among the last-mentioned
—which we are now stressing— are the
changes in the levels and structure of the
system of production which this top-priority
objective requires. In brief, not only is a satis-
factory growth rate required, but also that this
growth should give rise to a preferential in-
crease in goods and services for basic consump-
tion, while at the same time investments should
acquire an adequate size and structure to serve
this aim and to absorb the available labour.

These readjustments must obviously take
account of the differences existing among the
countries of the region, on account of their size,

13Ibid.
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the dimensions of their markets, the resources
they possess or their potential for finding a
place in international markets.

In any case, this ‘real’ counterpart of the
endeavour to alter income distribution directly
or indirectly is a cardinal element for this strat-
egy. It is a well-known fact that the failure to
consider these two dimensions has been one of
the outstanding causes of the frustration (and
accompanying outbreaks of inflation) of the
merely redistributive or populist policies.

The memory of these phenomena should
warn us against the temptation to seek to make
the changes which would have to be intro-
duced into the ‘real’ structures of production of
our countries through policies which, from one
standpoint or another, upset the delicate bal-
ance or counterpoint which should exist be-
tween planning and the market, We also ought
to be on our guard against attempts to seek
these changes through excessive protection-
ism. It is also necessary to take into account
the case of countries which, because of their
dimensions or economic structures, are obliged
to pursue external strategies aimed at obtaining
through international trade part of the
consumer goods required to meet the essential
needs of their societies. Lastly, I must not
forget to refer to the very important role
devolving on the agricultural sector in meeting
these needs: a topic to which I shall refer in
the third part of this report.

5. Industry as the axis of technological
progress

The priority position of the industrialization
process also stands out in sharp relief if con-
sideration is given to its role as the main in-
strument of technological progress. The im-
portance of this facet of the problem —fre-
quently underestimated— requires more care-
ful consideration.

This reveals one of the substantive roles
which the sector plays: that of the basic pro-
vider of technical knowledge and, at advanced
stages, a demanding consumer of this same
knowledge. The degree of interaction between
the scientific and technical structure and
industrial production in fact constitutes a

revealing measure of the degree of economic
development.

These considerations of a general nature
give rise to other more specific considerations
when the situation of the region is examined.
There are analyses which reveal the existence
of definite asymmetry in the structure of Latin
American industry, particularly in the inade-
quate development of production equipment,
Although this structure varies in the different
countries, the observation is to some extent
valid for all, and doubtless for the region as a
whole.

The description we have applied to indus-
trial activity as the bringer of knowledge
applies particularly to the manufacture of pro-
duction goods. There are numerous reasons for
this, but here only two are stressed: firstly, that
the manufacture of production equipment
requires a more complete mastery of the pro-
cess to which it is applied than that required for
its use; and secondly, that the requirements of
quality, accuracy and reliability in capital goods
are, generally speaking, greater than those with
which consumer products must comply.

Being a producer of equipment or not
would thus constitute, although not of course
the only one, at least a substantive indicator of
the degree of industrial development reached.
This indicator includes considerations of a
qualitative nature which do not appear in
the mere appreciation of the volume of
manufacturing output.

Naturally, when the Latin American situa-
tion is reviewed on a country-by-country basis,
we find very different situations. The countries
with the largest markets have achieved their
own capital goods industries, which are able to
cover large percentages of national require-
ments in many sectors; however, the medium-
sized and small countries generally only en-
gage In incipient activities in this field. This
difference between the two groups, together
with the nature of the production of equipment
as an instrument of technological stimulus,
calls for some reference, even if only in pass-
ing, to the case of the countries with the
smallest markets. Should they renounce all
pretensions to the manufacture of their own
working tools? We do not think so and see at
least three possibilities:
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(a) Jointaction, through formal integration
agreements, to establish a market of a sufficient
size. Thorough studies and serious political
efforts have been made in this regard. Its feasi-
bility has, however, been called in question,
not only in regional but also in subregional
terms, at least in the short term. But this alone
does not refute the fact that integration
continues to be a substantive instrument for
the development of countries with limited
markets.

(b) A careful use of their own markets,
even if limited, in order to bring technological
progress to the metal manufactures and ma-
chinery industry. It must be borne in mind that
producer goods are of different degrees of
complexity; for example, the pipes or the sluice-
gates of a hydroelectric power station may be
manufactured by factories existing in the ma-
jority of the medium-sized and small countries
with minor additional investment, provided
that the project has taken this possibility into
account. The implementation of this effort may
train the enterprise in question for tackling
other manufactures which possibly have great-
er requirements and permit it to raise the qual-
ity of its normal output.

(¢) The supply and maintenance of the
equipment required for primary production
opens up a third field of activities which, apart
from dealing with local demand, may lead to
specialization which could be projected into
international trade.

6. The false dilemma between openness to the
exterior and industrialization

Lastly, we should stress the crucial relations
between the process of industrialization and
the ways of giving the Latin American econ-
omies a place in the international context. We
can thus link this analysis with the earlier out-
line of the centre-periphery problem.

In this regard —let us be frank— a formerly
dominant criterion has reappeared with regard
to a hypothetical alternative between one type
of growth based on the mobilization of re-
sources for export and another which stresses
its orientation towards satisfying the domestic
market. This would therefore be a choice be-
tween ‘outward-directed’ growth and ‘inward-

directed’ development, or between import
substitution and export production,

This is not the moment to review the
theory and the circumstances which have
inspired this proposition, but we shall
emphatically stress that CEPAL’s thinking and
its normative derivations have invariably
rejected this false dilemma and on the contrary
have supported the indispensable complemen-
tarity of trade with the exterior and the use of
resources for supplying national markets.

This fusion of objectives is essential, in
our opinion, on account of two considerations
which we shall describe briefly.

One is that the historical and structural
conformation of Latin America, registered in its
present and prospective coefticients of open-
ness to the exterior, determines that its devel-
opment will depend primordially on the utili-
zation of the majority of its human and material
resources in activities directed at the home
market,

As is obvious, this general premise is con-
ditioned by the individual realities of each
economy, and the relative importance of the
‘outward-directed’ or ‘inward-directed’ desti-
nation of the output generated varies according
to these. Without omitting other factors of
importance, the significance of external trade
in the smaller and medium-sized countries has
been and will be greater than in the countries
with huge present or potential home markets;
and conversely, in the latter the role of the
domestic market clearly predominates.!

On the other hand, a growing and sustain-
ed relationship with the exterior is vital for
maintaining this ‘inward-directed’ develop-
ment and for satisfying other essential require-
ments of global growth. We may briefly recall
the tollowing top-priority aspects:

(a) The provision of the imported supple-
mentary supplies which it is materially impos-
sibble to produce locally or whose production
comes up against manifest obstacles (definitive

l4While the percentage of exports in the GDP achieved
in 1980 amounted to nearly 8% in the three largest coun-
tries, that of groups of medium-sized and small economies
reached 15% and 24% respectively. See CEPAL, Economic
Survey of Latin America, 1978 {(United Nations Publica-
tion, Sales No. E. 80.11.G. 1}, Part Three.
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or temporary) arising out of the size of the na-
tional markets, the resources available, tech-
nological requirements and other well-known
factors;

(b) The existence of primary or manufac-
turing activities basically intended for the
foreign market which must also furnish the
bulk of the foreign currency to finance the
country’s imports;

{c) The additional fact that there are activ-
ities —mainly industrial— which can only be
carried out efficiently if domestic demand is
supplemented with external demand in order
to reach adequate levels of productivity and
costs, apart from also supplementing supplies
of foreign exchange.

Viewing this question from the standpoint
of the earlier review of the centre-periphery
system and the nature and options regarding
the international position of the Latin Ameri-
can economies, the capital significance of the
process of diversification of production,
the axis of which is the industrial complex, is
even more obvious.

Thus, to stress only the primordial aspect
of our thesis, it seems illusory to imagine a new
pattern of external relations —more dynamic,
stable and advantageous for national develop-
ment— without this process of internal changes
which is projected towards the exterior and is
based on the incentives and supplies resulting
from trade with other economies.

This position is empirically supported by
the indisputable fact that the vigorous deploy-
ment of world trade in the postwar period was
mainly due to the transactions in industrial
goods, a phenomenon which will continue to
be of importance in the future according to the
most authorized forecasts.

In short, therefore, the termination or at-
tenuation of the centre-periphery dichotomy is
inconceivable without the internal changes
which accompany the global phenomenon of
industrialization, and without this assisting in
achieving and benefitting from a new form of
insertion in the world economy.

7. The lessons of experience

This real situation and the prospect of the new
circumstances, potentials and restrictions

make a creative reformulation of the strategy of
the industrialization process and its national
variations a necessity. For this reason we must
scrutinize their past, and keep a lookout for
their future.

It would be vain to attempt this urgent and
difficult task here. We can, however, sum up
some requirements which will most certainly
have to be taken into account in outlining that
strategy, and which are closely interrelated.
They are also in keeping with the central objec-
tives of the style of development which has
been proposed in the organization’s confer-
ences, i.e., one which will ensure the dynamic
and regular growth of our economies, greater
fairness in the social distribution of their
benefits, and a satisfactory level of autonomy
vis-a-vis outside influences.

The following would be the requisites
which we consider to be of top priority for a
new cycle of Latin American industrialization:

(a) To ensure the progress and greater
selectivity of this process, in contrast with the
extensive or indiscriminate spread of earlier
efforts. A more in-depth approach to this pro-
cess implies the search for greater complemen-
tarity of the industrial spectrum itself and of
industry with the other sectors of production;

{(b) To intensify and rationalize the absorp-
tion, adjustment and creation of technological
progress, giving preference to the activities
—such as the manufacture of machinery and
equipment— which constitute their centres of
learning and diffusion, and to the scientific
base of research and development which gen-
erates or assimilates it;

(c) To increase substantially the priority
assigned to the branches intended to satisfy the
essential needs of the population and thus take
account of all the elements which may help to
raise the level of employment and productivity
and the income of the labour force;

{d) to make a prior and realistic evaluation
of the crucial links between the industrializa-
tion process and the external sector, admitting
that the neglect of this in the past constituted
the most vulnerable aspect of its continuity and
solidity. We must therefore repeat that the
dynamics of growth and of industrialization
itself require a sustained increase in foreign
trade and that this trade in turn will depend to a
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decisive extent on the contribution of this
process;

(e) To take explicitly into account in the
general policy and in the specific initiatives
their decisive effect on the environment, urban
or metropolitan concentration and spatial dis-
equilibria. This concern, obviously neglected
in the past, has acquired singular importance in
the present circumstances.

(f) To clarify the guiding norms as regards
the ever-controversial question of protection-
ism or the liberalization of external transac-
tions. The excessive distortions introduced by
the use of protectionism long after the events
which prompted it in the past have been thor-
oughly diagnosed. But it is no less obvious that
the experiences of radical liberalization also
clearly reveal the disadvantages they bring
with them. It is therefore necessary to obviate
these fluctuations and define both the general
criteria and the criteria for specific situations.
They should combine the indispensable safe-
guards for the national economies —justified
by the structure and level of their develop-
ment— with measures aimed at making *he
most of the benefits and stimuli of a differ. it
and carefully studied international division of
labour.

Lastly, let us reiterate our long-standing
conviction that progress in this process cannot
be subordinated —as is sometimes suggested—
to another mistaken alternative: that which
contrasts the outright pre-eminence of market
mechanisms, on the one hand, with the over-
whelming omnipresence of the State or of
public control on the other.

It is not possible to dwell here on this con-
troversial and topical debate. We shall merely
reproduce the essence of what was maintained
long ago (in 1961) in that connexion and still
remains applicable:

“...reference has been made to the need for
conscious and deliberate action to influence
the market forces [in other words, in today’s
terns, to influence the market] and orient them
towards attaining certain economic and social
goals... However, care should be taken not to
draw erroneous conclusions from that argu-
ment. The aim is not to suppress the forces in

question —which have enormous growth po-
tential— but to establish through State action
the conditions that are essential for ensuring
that such potential can be exploited in the in-
terests of economic development.”s

The specific results of this enunciation of
principles —which goes beyond and incorpo-
rates the terms of that misleading dilemma— is
to be found, as is well known, in our perse-
vering sponsorship of effective planning
methods capable of dealing in a rational man-
ner with the various problems outlined earlier,

Despite all the vicissitudes and the con-
straints affecting Latin American efforts in that
connexion, it could hardly be denied that con-
siderable progress has been made in this way,
both in the institutional sphere and in that of
specific achievements and with regard to the
establishment of an extensive and competent
corps of technical experts.

We do not claim that these views are new.
In fact, they stem from concerns that have
always been present in CEPAL’s analyses, as
can be readily demonstrated. However, it
would seem that the time has come to expand
on these ideas and to revise them in the light of
the changing scenarios and prospects we have
before us.

At the same time, we believe that the
weight of circumstances and the tasks we have
ahead of us have overtaken purely academic or
ideological debate on the matter, It will there-
fore suffice to bear in mind, as an outstanding
example, the reality of the energy challenge
and of policies for dealing with that challenge
—to which I shall return at a later point.
Everywhere these realities are making it nec-
essary to adopt an express definition of appro-
priate ways and means for the short, medium
and long term —in other words, to engage in
planning. In this process the guiding and exec-
utive presence of the State, in conjunction with
the market forces and private, national and
foreign enterprise, is of great importance.

IBSCEPAL, Desarrollo econdmico, planeamiento y coo-
peracion internacional, Series Commemorating the
Twenty-fifth Anniversary of CEPAL, Santiago, Chile,
1973.
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Strategic problems of the new decade

Basically, the changes that are taking place in
the world economy have been generated by the
trends recorded in the developed economies
and by the policies adopted by the OPEC coun-
tries. Their impact on the majority of the coun-
tries of the periphery has been particularly
strong and immediate, owing to the fact that the
international economy has become more inter-
dependent; in other words, the trends gener-
ated in the more dynamic segments of the
system contain mechanisms that act as power-
ful pulleys transmitting the phenomena in
question to the rest of the system.

Among these transmission mechanisms are:
inflation in the central countries, which
spreads to the periphery through the increase
in the prices of capital goods and manufactures,
thus reinforcing the inflationary factors already
operating there; the recession in the industrial-
ized countries and the resulting reduction in
their imports, which are factors that have help-
ed to weaken the trend towards the expansion
of international trade recorded prior to 1974,
which had become a powerful motor for growth
tor the developing countries; protectionism,
with which the industrialized countries re-
spond when confronted with the recessive
trends in question, in order to defend not only
their agricultural production but also a growing
number of industrial branches, thus limiting
the exports by countries on the periphery; the
increase in the price of oil, consumption of
which the countries of the periphery cannot
reduce or substitute in the short term without
threatening their economic growth rates,
owing precisely to the stages that their devel-
opment processes have reached; and, lastly,
adoption by the periphery of development
styles which are fashioned after those of the
industrialized centres and which reinforce
energy requirements and other inflexible fac-
tors that affect their economic and social
processes.

Within this context, I should like to place
particular emphasis on four areas of concern for
the countries of the periphery at the beginning

of this new decade, namely, international
trade, international financing, the energy tran-
sition, and security with regard to food sup-
plies.

1. International trade

With regard to the first of these areas, it should
be reiterated that maintenance of, or an in-
crease in, the rate of expansion of the exports of
the countries of the periphery is a basic re-
quirement for enabling those countries to
attain a satisfactory rate of growth. In the case of
Latin America, which maintained a relatively
high rate of expansion of its trade in the midst of
a highly recessive international situation, this
is not a utopian proposition. Of course, the
dynamism of the external sector depends, on
the one hand, on generation of an ever greater
and more diversified flow of exportable prod-
ucts and, on the other hand, on the possibility of
having increasing access to international mar-
kets. The first of these requirements is linked to
the strengthening and expansion of the produc-
tion structure of the Latin American countries
and, more particularly, to the industrialization
process: elements to which I have already re-
ferred. With regard to access to international
markets, this depends basically on the rate of
expansion of world trade and the degree of suc-
cess achieved in the struggle against protec-
tionism, which has made a forceful reappear-
ance in the industrialized countries in recent
years.

Unfortunately, the prospects that can be
glimpsed on these two fronts at the beginning
of the 1980s are not at all promising. It is esti-
mated that in the three-year period 1980-1982
growth in world trade will be little over 4% per
annum, compared with a rate of just under 6%
during the 1970s and one of approximately 8%
in the 1960s. '

The Secretariat has been clear and consis-
tent in its efforts to denounce the enormous
damage that the protectionism of the centres is
causing, not only by slowing the growth of the
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countries of the periphery, but also, and espe-
cially, by deferring the adjustment and the re-
covery of the international economy as a whole
—with respect to which the growth of the coun-
tries of the periphery revealed itself to be a
dynamic factor of the greatest importance
during the prolonged period of recession that
started at the beginning of the past decade. The
Secretariat has also consistently stressed the
more systematic, insidious and selective nature
that the protectionist phenomenon has taken
on as —in addition to tariff measures that dis-
criminate against the periphery’s exportable
products a set of non-tariff measures, such as
quotas, countervailing duties, ‘voluntary” res-
trictions and so-called market organization
agreements have been adopted, with the same
aim of restricting our countries’ exports and
with even more effective results.

It would, however, be wrong to misinter-
pret the long-term importance of the resur-
gence of protectionism in the centres. Until
only 15 years or so ago the periphery’s concerns
were focused on its so-called inability to par-
ticipate to any significant extent in trade in
manufactures —which was the dynamic ele-
ment in intermational trade— and its bargaining
power was concentrated on obtaining preferen-
tial treatment that would enable it to gain ac-
cess for such goods to the markets of the indus-
trialized countries. The reappearance of pro-
tectionism in the latter countries is partly a
reaction to the considerable increase in the
competitiveness of a growing number of devel-
oping countries in the lines of business in
question, and partly a manifestation of the
crisis through which the industrialized coun-
tries are passing. By continuing with protec-
tionism, these countries are only restricting the
role that the developing countries could play as
a dynamic element of the international system,
and they are, at the same time, deferring the
adaptation and modernization of their own
economies.

Finally, I could not omit a reference to the
new circumstances that tend to reinforce one of
the theses and proposals most identified with
CEPAL thinking; those which stress the impor-
tance of regional integration.

Despite its vicissitudes, this objective has
lost none of its fundamental raison d’étre: on

the contrary, it seems to have been reinforced.
As arecent report of the Inter-American Devel-
opment Bank maintains, in the emerging inter-
national context “the importance of the integra-
tion process for developing countries must be
emphasized, not only because it would stimu-
late their economies by means of reciprocal
trade, but also because it would lead them to
operate on a larger scale and would improve
their economic efficiency”.

Evaluating the probable adverse repercus-
sions of the stagnation of the central economies
on world trade and the growth of the periphery,
Professor A. Lewis*(in the address he gave on
receiving the Nobel Prize in Economics) stres-
sed the tremendous importance of this path
today. After observing that the developing
countries possess an important instrument for
tackling this problem by boosting trade among
them, he stressed the opportunities which have
lately opened up in this regard, and the formal
and informal means of causing them to mate-
rialize. One of his basic opinions merits
thought: “If a suficcient number of LDCs reach
self-sustaining growth, we are into a new
world. For this will mean that instead of trade
determining the rate of growth of LDC produc-
tion, it will be the growth of LDC production
that determines LDC trade, and it will be in-
ternal forces that will determine the rate of
growth of their production”.

2. External financing

Two basic facts have characterized Latin Ame-
rica’s process of external indebtedness during
the past decade. The first was its extremely
rapid growth; the second, the radical change in
the sources of external credit. These changes
have had both positive and negative effects on
the region’s development. However, before
considering the advantages and drawbacks of
such changes, it would be appropriate to recall
the basic dimensions of this simultaneous pro-
cess of quantitative expansion of, and qualita-
tive change in, the external debt.

(a) The expansion of the external debt

In 1970 the public and officially guaran-
teed medium and long-term external debt of
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Latin America was US$ 16 billion. Ten years
later it had increased almost eightfold and was
estimated to be approximately US$ 125 billion.
However, despite its extraordinary size this
rise does not fully reflect the increase in Latin
America’s overall indebtedness abroad. In
view of the fact that, particularly in the second
half of the past decade, the forms of external
credit that expanded the most rapidly were
loans granted without official guarantees by
private international banks, the region’s total
external debt is currently much higher than the
cfficially guaranteed debt. In fact, at the end of
1980 it was estimated that the former amounted
to approximately US$ 195 billion. In other
words, between 1974 —the first year for which
there is reliable information on non-guaran-
teed bank credits— and 1980, Latin America’s
total gross external debt increased more than
threefold, whilst in net terms it rose fourfold
(see table 8).

Naturally, this exceptional rise in the nom-
inal level of indebtedness partly reflected the
effects of world inflation, That increase should,
moreover, also be considered in the light of the
relatively rapid growth in the region’s total
product and the considerable increase in the
value of its exports of goods and services which
occurred at the same time.

However, even if these factors are taken
into account, the increase in debt during the
past decade was considerable. Thus, for exam-
ple, if both the officially guaranteed external
debt and the national product are considered in
real terms, it may be seen that, after rising from
11% in 1960 to almost 14% in 1970, the ratio
between the two rose to almost 28% in 1978,
The ratio between the servicing of officially
guaranteed external debt and the total value of
exports of goods and services followed a similar
trend. Thus, between the early 1960s and the
mid-1970s, amortization and interest payments
consistently absorbed approximately 13.5% of
the value of exports; however, subsequently
that ratio rose sharply, and in 1978 debt ser-
vicing already amounted to 26% of the total
value of the goods and services exported.

Whatever the indicator used, then, the
conclusion that emerges is the same: during the
past decade, and particularly in its second half,
the Latin American external debt grew at an
exceptionally high and steady rate.

(b) Changes in the sources of
external financing

As already noted, this unprecedent expan-
sion of the external debt was accompanied by

Table 8
LATIN AMERICA: OVERALL EXTERNAL DEBT*
(Billions of dollars)

1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 1980
Public and officially
guaranteed external
debt 16.1 183 215 274 366 446 579 725 945 1113 1250
Non-guaranteed
bank debt — - - - 188 252 326 346 394 54.3 70.0
Overall gross debt¢ - - - - 559 707 924 1090 1353 1672 195.0
Gross international
reserves? 4.3 5.2 86 130 170 174 224 269 338 40.8 39.0
Net overall debt — - - - 389 533 700 82,7 1015 1264 156.0

Source: World Bank, World Debt Tables, 15 November 1980; Bank for International Settlements, Annual Report, June
1980; International Monetary Fund, International Financial Statistics, April 1981, and CEPAL estimates.

*Qutstanding debt effectively dishbursed.
"Preliminary estimates subject to revision,
“Including debt with IMF.

4Excluding gold.
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considerable changes in its sources and modal-
ities. Basically, the changes in question were
due to the extraordinarily rapid increase in pri-
vate loans in the past decade, whose growth
rate far exceeded that of official credits. Thus,
whereas during the period 1960-1970 loans
from private sources accounted for an average
of only one-third of Latin American external
financing, in 1979 they accounted for three-
quarters of such financing.

In turn, the chief cause of this sharp rise in
the relative share of financing from private
sources was the abrupt expansion of loans
granted by the international commercial banks,
whose importance early in the 1970s, in con-
trast, was extremely limited. During the five-
year period 1966-1970 net financing from such
institutions barely amounted to US$ 300 mil-
lion annually, an amount equivalent to only
one-third of the value of loans granted by of-

ficial bodies and less than half of the value of
direct foreign investment during those years.
In 1979, however, the relative share of these
three components of external financing had
changed dramatically. In that year credits pro-
vided by the international commercial banks
rose to US$ 17 billion, that is to say, they were
six times larger than both the amount of fi-
nancing from official sources and that from
direct investment (see table 9).

(¢) Oil surpluses, recycling and indebtedness

Naturally, changes as far-reaching as those
that have occurred over the pastten years in the
amount, composition and terms of Latin Ame-
rica’s external debt are not to be explained only
by factors relating to the region’s internal de-
velopment, but must also be considered in the
light of the profound transformations that have

Table 9
NON-OIL-EXPORTING LATIN AMERICAN COUNTRIES®:
EXTERNAL FINANCING
(Billions of dollars)
Annual average
1966- 1974- 1977 1978 1979
1970 1976
I. Use made of external
financing (1+2) 2.4 14.3 11.8 18.1 24.0
1. Current account deficit® -2.0 -136 -79 -10.5 —18.0
2. Changes in reserves 04 0.7 3.9 7.6 6.0
IL. External financing (3+4+35) 2.5 13.6 12.7 16.3 24 .4
3. Directinvestment 0.7 2.1 2.3 3.0 3.0
4. Donations 0.1 0.1 0.2 0.2 0.2
5. Nets loans¢ 1.7 11.4 10.2 13.1 21.2
{a} Loans from official sources 0.9 2.0 2.2 2.9 3.0
Multilateral 04 0.9 1.2 15 1.5
Bilateral 0.5 1.1 1.0 1.4 1.5
(b} Loans from private sources 0.8 9.5 8.0 10.2 18.2
Suppliers 0.4 0.5 1.2 2.2 2.0
Commercial banks 0.3 8.0 4.7 5.8 17.0
Bonds - 0.3 2.0 2.2 2.0
Unallocated balances 0.1 0.7 0.1 - -2.9

Source: International Monetary Fund, Balance of Payments Yearbook; World Bank, World Debt Tubles, November 1980;
Bank for International Settlements, Annual Report, June 1979 and Supplements, and CEPAL estimates,

Including Mexico and Peru.
bExcluding official donations.

¢Including long, medium and short-term compensatory and non-compensatory loans.
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taken place at the same time on the interna-
tional economic scene.

When looking at the situation from this
point of view, it is necessary first of all to recall
two well-known but fundamental facts. The
first of these is that the rapid and massive in-
crease that took place in Latin America’s exter-
nal debt during the past decade was both a
cause and a consequence of the high current
account deficits recorded simultaneously in
the region’s balance of payments.

The second fact is that these negative bal-
ances —which reached a total of US$ 122 bil-
lion in the period 1970-1980— were particular-
ly from 1974 onwards, the counterpart of a pro-
portion of the financial surpluses accumulated
during that period by a number of the chief
petroleum-exporting countries. Since these
countries, on the one hand, had at their disposal
abundant financial resources from their sales of
hydrocarbons and, on the other hand, were not
in a position to use these resources entirely
within their own countries, owing both to struc-
tural factors and to circumstances relating to
current economic conditions, they deposited a
high proportion of their surpluses with private
international banks and financial institutions.
In turn, these banks and institutions found that
their opportunities to expand their credits sig-
nificantly in the industrialized countries were
restricted, initially owing to the recession that
those countries entered in the middle of the
1970s and subsequently owing to their slow
and uneven recovery. .

In these circumstances it was naturally at-
tractive for the international commercial banks
to channel a high proportion of their new and
much more abundant financial resources to the
relatively more advanced economies of the
Third World, among them a good number of
Latin American economies.

In turn, the presence of this ready supply
of funds from the international commercial
banks coincided with the need for most Latin
American economies rapidly to secure a greater
volume of external resources in order to be able
to meet the increased cost of their imports
caused by the considerable rises in the inter-
national price of petroleum and by the acceler-
ation of inflation in the industrialized
countries.

Thus, the chief —although certainly not
the only— cause of the exceptional growth of,
and the market change in the composition of,
Latin America’s overall external debt was the
unusual set of circumstances prevailing on the
world economic scene throughout the past
decade, and particularly following the first
major rise in the international price of hydro-
carbons. On the one hand, these circumstances
multiplied many times the financial surpluses
of the petroleum-exporting countries, and on
the other hand they also considerably in-
creased the requirements for external resour-
ces of the majority of the Latin American econ-
omies. These circumstances also increased the
funds at the disposal of the international com-
mercial banks, which could thus play the role of
financial intermediary that was indispensable
for transferring the surpluses accumulated by
the petroleum economies to countries whose
current account deficits had risen sharply as a
result of the impact of the deterioration in their
terms of trade and the stagflation prevailing in
the industrialized countries.

(d) Advantages and limitations of the
new external indebtedness

As pointed out at the beginning, the con-
siderable increase in Latin America’s external
debt over the past ten years brought both bene-
tits and constraints for Latin American devel-
opment.

Among the benefits, it is necessary to
stress, lirstly, the obvious fact that it was
basically with the aid of the new, large-scale
credits that the region could finance its high
balance-of-payments current account deficits
during the period in question. To put it ancther
way, higher indebtedness was the chief mech-
anism for effecting the transfer of external
savings called for, by definition, by any current
account deficit.

The ready availability of credit from the
private international banks was of particularly
decisive importance in the petroleum-im-
porting Latin American countries. In fact, when
they were faced with a sharp increase in the
cost of their imports owing to the rise in the
international price of hydrocarbons and the
acceleration of inflationary processes in the
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industrialized countries, many such Latin
American countries managed, by taking out
new loans, to carry out more gradually the
inevitable and difficult adjustment called for
by the sharp deterioration in their terms of
trade.

Moreover, it must also be recognized that,
at least until the middle of the past decade, the
actual cost of the new debt was lower, since the
nominal rates of interest charged did not
adequately anticipate the increase in the rate of
international inflation.

Lastly, attention should be drawn to two
favourable characteristics that were general
features of financing from private sources.

The first such characteristic was the rapidi-
ty with which the financing in question could
be obtained: a particularly important feature in
view of the pressing requirements resulting
from the sharp changes that occurred in the
world economy, and in marked contrast to the
long periods of time that were often required in
order to obtain approval and payment of loans
granted by official financing bodies.

The second advantage of financing
through private banks was its flexibility.
Unlike credits granted by suppliers or by a
number of governmental financing agencies,
loans provided by the international com-
mercial banks had ‘no strings attached’ and did
not set restrictions with regard to the markets
where they might be used. This flexibility was
also apparent in the fact that such banks
exercised virtually no control over the manner
and sectors in which the borrowers spent the
funds obtained. In particular —barring excep-
tional cases— governments (which were often
the recipients of such loans) could conduct their
economic policy independently, without
having to submit decisive aspects of such
policy for prior approval of periodic monitoring
by the bodies supplying the funds.

However, the steady growth in external
debt and the increasingly larger share of such
debt accounted for by credits from internation-
al commercial banks also entailed elements
that were unfavourable to the region’s devel-
opment.

Thus, such financing was obtained at in-
terest rates considerably higher than those

charged by official bilateral or multilateral
credit agencies, and this ultimately raised the
real cost of the debt. This cost also rose as the
practice of setting a variable interest rate that
was adjusted twice-yearly to take into account
fluctuations in the LIBOR rate became more
widespread in financial operations carried out
by private international banks. Since, as the
experience of the past year showed clearly,
fluctuations in the rate can reach very high
levels, and since the new rates apply not only to
new credits but also to loans taken out in the
past, the practice in question gives rise to a
considerable element of uncertainty with re-
gard to the level that debt servicing may reach
in a given period. Moreover, as the base rate
progressively accurately incorporates antic-
ipated inflation, the possibility of the real in-
terest rates charged on loans falling to very low
levels, or even becoming negative, becomes
less likely.

A third adverse effect of the growing rela-
tive importance of private bank loans within
overall external financing has been the reduc-
tion in the average length of time for repay-
ment. The imbalance between the periods of
time required for adequate financing of devel-
opment programmes and investment projects
—which often have long gestation periods—
and the rather shorter periods of time that are
characteristic of most loans granted by the
international commercial banks has thus be-
come more pronounced. This discrepancy has,
in turn, led to the need for constant res-
cheduling of loans already obtained, while the
reduction of the average periods of time for
repayment of debts has resulted in an addi-
tional debt-servicing burden.

Lastly, the predominance of private
sources of credit in the region’s external
tinancing is disadvantageous in that it encour-
ages use of criteria that are focused on private
profitability, rather than social criteria, for the
utilization of funds. As is well known, these two
types of criteria can diverge considerably, par-
ticularly in countries that are endeavouring to
implement new development strategies aimed
at benefitting the poorer social sectors pre-
viously marginated from traditional economic
growth.
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(e) The need to seek new forms
of international financing

The foregoing makes clear how urgent it is
to seek new forms of international financing
that make it possible to overcome, or at least to
reduce, the current disadvantages of such
financing.

As we have already seen, following the
first wave of increases in oil prices the inter-
national banking system carried out the process
of recycling financial surpluses from the
petroleum countries to the deficit countries
fairly effectively. However, in view of the in-
crease in the imbalances in the developing
countries’ external accounts and the steady and
rapid increase in their external debt, it is
reasonable to ask how likely it is that the insti-
tutions that make up the system in question
will continue to play the role they have fulfilled
so far.

From certain points of view the prospects
do not look particularly bad. On average, the
private international banks’ capital ratios do
not appear to be imposing serious constraints
on their loan operations, and the distribution
of such operations between the industrialized
countries and the developing countries will
continue to depend on the relative profitability
of granting loans to one or the other category of
countries. Moreover, the volume of loans
granted to the non-oil-exporting developing
countries, as a proportion of the banks’ gross
assets held abroad, has remainéd at approxi-
mately 17% throughout the past decade. Last-
ly, in 1979 the outstanding bank debt of this
group of countries (around US$ 190 billion)
represented only 4% to 5% of the banks’ total
assets,

However, the current system is not free of
problems. On the one hand, a number of banks
may be reaching certain technical limits in
their relations with some countries. On the
other hand, the level of the credits could
exceed the debt-servicing capacity of a number
of developing countries. Doubts —that should
be given due consideration— are also often
voiced with regard to the more or less effective
use and final destination of the credits and their
possible contribution to the promotion of ex-

cessive consumption instead of strengthening
the investment process.

In our view, tackling these problems will
call for both a co-ordinated set of domestic
macroeconomic policies and external fi-
nancing facilities that are in keeping with the
dimensions of the problem that the developing
countries must face. It should be pointed out,
in this connexion, that a reduction in commercial
financing is not the most appropriate way of
solving the problems just mentioned either
from the point of view of the borrowing coun-
tries —whose development programmes can
be seriously affected by such measures— or
from the point of view of the economies of the
industrialized countries —which would be
faced with a reduction in the dynamism of
markets in the developing countries. Hence
the urgent need to seek a more stable frame-
work for the transactions in guestion and,
above all, to strengthen the role of public inter-
national financial institutions, particularly the
International Monetary Fund, the World Bank
and the regional banks.

Itis a question of giving these institutions a
more active role in the recycling of tunds so that
they may supplement the role played by the
commercial banks. The scale of the deficit
countries’ financial requirements is such that,
if effective adjustment policies are to be pro-
posed, the international financial agencies will
have to be in a position to provide a consider-
ably greater volume of resources than they
have supplied in the past. They will also have
to adapt the terms of their financing to the
longer periods of adjustment required by the
deficit countries, Furthermore, these processes
of adjustment cannot depend exclusively on
the implementation of monetary and financial
policies; they must be aimed at increasing the
supply of resources and at further expanding
the deficit countries’ production base, and they
must form part of a longer-term strategy
designed to promote domestic saving, invest-
ment and growth.

Of course, if the agencies in question are to
step up their resources considerably, they will
not only have to obtain a greater volume of
loans from the governments of countries with
surpluses or on the international financial
markets; they will also have to devise new in-
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stitutional machinery to facilitate their prepa-
ration in the process of recycling the oil sur-
pluses.

3. The energy transition

The third of these major long-term concerns of
the countries of the periphery is energy. We
have pointed out on various occasions that the
type of energy that mankind has chosen to use
in recent decades has largely determined the
development style of all the countries of the
world. We have also pointed out that the so-
called ‘energy crisis’ prevailing since 1973 is
not a transitory phenomenon, but a process
that, on the one hand, marks the end of a stage
in which growth was based on a high level of
consumption of plentiful and cheap energy,
especially petroleum, and, on the other hand,
the beginning of a new era in which economic
growth will be determined by the dual neces-
sity of reviewing the development styles that
have prevailed until now, with a view to
reducing energy consumption, and promoting
development of new energy resources.

It is important to consider this situation in
all its dimensions, and not only in terms of its
impact on the balance of payments of the petro-
leum-importing countries. Thus, firstly, we are
facing a technical problem, since in the long
term the crisis raises the problem of deciding
what technological options mankind has in
dealing with the possible exhaustion of a
source of energy that has until now been of
fundamental importance in the energy balance.
Secondly, we are facing an economic problem,
because the viability of these technological
options will depend on the cost of the alterna-
tive sources of energy, and because, in general,
the cost of new sources of energy that could be
used in the future will be much higher than that
of the traditional sources of energy upon which
mankind has based its development in the
course of recent decades. Lastly, we are facing
a political problem, since underlying the crisis
is the fact that for the first time the developing
world has organized itself in order to obtain
the upgrading of the value of one of its basic
resources, determining that, also for the first
time, North-South relations shall be con-
sidered in terms of interdependence, rather
than dependence.

However, of the many aspects of the ener-
gy crisis, perhaps the most important is the
uncertainty that this situation has created at the
international level. If this uncertainty is to be
reduced, an effort must be made to define those
elements of the problem that are relatively
foreseeable.

To start with the production of hydro-
carbons is approaching limits that could mean
that by the end of this century we shall be
confronted with serious imbalances in supply
and demand, with the danger of recurring
periods of oil scarcity and growing vulnera-
bility of the international system with regard to
the emergence of possible conflicts.

Secondly, throughout this period oil prices
will continue to rise until they reach levels at
which it would be profitable to exploit alter-
native and currently more costly sources of
energy.

Thirdly, the phenomenon in question will
continue to have a major financial impact. On
the one hand, the increase in energy prices will
continue to be a heavy financial burden for
consumer countries, On the other hand, to the
extent that energy prices rise faster than world
inflation, the financial surpluses of the petro-
leum-exporting countries will continue to be
an everyday phenomenon. Both situations
mean that the international financial markets
will, in general, maintain the volumes and
levels of dynamism they reached in the past
decade and that the challenge of facilitating
redistribution of the surpluses in question will
remain,

Fourthly, higher energy prices will give
rise to conservationist policies, which will,
however, not solve the fundamental problems
and whose results can only be assessed in the
long term. Moreover, the margins within which
the developing countries can reduce their
energy consumption without jeopardizing
their economic growth are much narrower than
the margins affecting the industrialized world.

Fifthly, the need to put into production
hydrocarbon deposits for which extraction
costs are higher than for those that have been
exploited so far and to incorporate alternative
sources of energy will call for extraordinary
growth in the investments allocated to the
development of this type of resources. The
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investment required in order to incorporate the
new technologies associated with such alterna-
tive sources of energy will also be considerable.

Of course, these challenges will be a much
harder blow to the oil-consuming developing
countries, which have only a limited ability to
increase their external revenue by expanding
their export trade and whose consumption of
energy per unit of the product, as already
pointed out, is much more inelastic than in the
case of the industrialized countries, owing,
precisely, to the stages reached in their res-
pective development processes.

Itis appropriate to recall, in this connexion,
that the value of the oil imported by the coun-
tries of the periphery increased almost tenfold
between 1970 and 1980, rising from a little over
US$ 5 billion to approximately US$ 50 billion,
and it is expected that the value of such imports
will more than double again, in real terms, by
the end of the current decade. Furthermaore,
these countries will have to allocate a growing
proportion of their investment to the energy
sector, with a view to reducing their depen-
dence on imported energy. On average, be-
tween 1966 and 1975 these countries invested
approximately US$ 12 billion per year (in 1980
dollars) in energy production and transforma-
tion, a figure that represents approximately
5% of their total investment. However, it is
estimated that in the periods 1981-1985 and
1986-1990 these averages will reach US$ 54
billion and US$ 82 billion, respectively. This
will oblige the countries in question to revise
their short and long-term investment plans,
both in order to meet the greater cost of
importing energy each year and in order to
undertake the investment relating to the
expansion of their domestic production of
energy.

The need to reconcile the allocation of a
greater volume of financial resources to this
sector and the implementation of policies to
rationalize energy consumption with the task of
achieving an acceptable rate of development
faces these countries with tricky problems in
the field of economic policy. Reconciling these
conflicting factors will also depend, and to a
very fundamental extent, on attitudes adopted
in the sphere of international co-operation.

All these questions are of great relevance

in Latin America. Although the region’s energy
consumption is no more than 4% of world con-
sumption, its economic growth is closely
linked with increasing energy availability,
since energy use is concentrated in the produc-
tive sectors and not in the area of private con-
sumption, which means that there is little pos-
sibility of reducing consumption without
jeopardizing economic activity. Moreover,
unlike other regions of the world, replacement
of conventional sources of energy has been
limited in Latin America, where petroleum still
accounts for 70% of total energy consumption,
compared with 45% in the rest of the world.
Furthermore, in most of the countries of
the region consumption of petroleum has
increased more rapidly than that of other
sources of energy. Finally, for the oil-deficit
Latin American countries oil imports represent
a heavy financial burden, equivalent to 3% of
their GDP and 26% of the total volume of
imports of goods.

Looking into the future, it may be expected
that petroleum will continue to be the pre-
dominant source of energy for Latin America,
despite the fact that proven oil reserves repre-
sent no more than 16% of the region’s total
energy reserves and are heavily concentrated
in two countries —which means that it is ne-
cessary considerably to step up efforts relating
to exploration for new deposits. In many
countries of the region the potential for hydro-
electric power is greater than that of the oil
reserves, but exploitation of this abundant
renewable resource has as yet been very lim-
ited. The size of the coal reserves has not
been determined with exactitude, but they are
estimated as being more than three times the
size of the total oil reserves, although their
utilization would call for technologies permit-
ting use of the low-energy-content coal existing
in the region and, at the same time, minimizing
the environmental impact of this fuel. Latin
America has other potentially important energy
resources, including uranium, heavy oils and
bituminous shales and, in particular, the poten-
tial to be derived from biomass, which in some
countries is expected to make a considerable
contribution to the region’s energy supply in
the future.

Development of these possibilities will
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call. for substantial investment. The total
investment in petroleum, natural gas, coal,
alcohol and electricity that the region will
have to make in the period 1980-1990 has been
estimated at between US$ 240 billion and
US$ 280 billion, depending on the hypothesis
selected for the economic growth rate. These
figures represent an average volume of annual
investment of between US$ 22 billion and
US$ 26 billion in the course of the period in
question, of which over half would represent
expenditure in foreign currency.

This investment effort calls for very large
amounts of external resources, in addition to
the heavy payments for oil imports anticipated
for the current decade. It should be taken into
account that by about 1990 such payments will
represent between 6% and 7% of the GDP of
the oil-importing Latin American countries,
compared with 3% at the end of the past de-
cade, even if regional energy production ex-
pands rapidly. Any reduction in the planned

levels of investment for this sector would give -

rise to an appreciable increase in oil imports,
with the resulting impact on the balance of
payments of the importing countries, while at.
the same time limiting their opportunities for
economic growth.

This complex panorama lends a disquieting
note to the question as to what is to be done.
We believe that the answer to that question
lies in a combination of efforts at the national,
regional and international levels.

It emerges clearly from the considerations
already mentioned that it is necessary for the
countries of the region to continue to improve
the policies tried out in recent years with a
view to dealing with the various aspects of the
energy crisis. Firstly, with regard to their im-
mediate external payments problems; second-
ly, as regards the introduction of strict policies,
to rationalize energy use; thirdly, in the devel-
opment of energy resources, with emphasis on
the incorporation of alternative sources of
energy, and fourthly in the forecasting of
requirements that will have to be met and
changes that will have to be made in national
investment plans in order to tackle the objec-
tives in question.

Moreover, when considering these poli-
cies it is necessary to bear in mind the funda-

mental disparities to be observed in Latin’
America as regards the impact that the energy
crisis has from country to country. These same
disparities give rise to the need to start ener-
getic regional co-operation programmes in this
field. The report submitted by the CEPAL Se-
cretariat at the current session suggests a
number of courses of action in this conexion,'®
Among these courses are: the possibility of
domestic enterprises pooling their efforts to
conduct operations relating to prospection for,

“and exploitation of, new sources of hydrocar-
- bons; harmonization of the external negotiating

policies of the national petroleum companies
with a view to increasing their weight in rela-
tion to third companies, including the possibil-
ity of conducting joint action in the field of fuel
transport; and pooling of financial and techni-
cal resources for the. construction of modern
refineries.

When these types of measures are being
considered, regional co-operation in the field
of oil supplies should not be relegated to a
position of secondary importance; the program-
me initiated with the participation of Mexico
and Venezuela to facilitate the provision of
hydrocarbons to the Central American and Ca-
ribbean countries is both an example and a
promising precedent in the field in question.

Development of alternative sources of
energy requiring the use of new technological
experience is another favourable field in which
regional co-operation programmes could be or-
ganized. The prospects for this are reinforced
by the fact that considerable progress has been
made in laying the technical, political and legal
foundations for the development of co-opera-
tion programmes within the framework of the
Latin American Energy Organization (OLADE),
with direct participation on the part of the
governments concerned.

However, the magnitude of the challenges
raised by the energy problem and the extent to
which solution of these problems calls for co-
operation between producing and consuming
countries —both developed and developing—
make it necessary also to look for these solu-

16See Latin American development in the 1980s,
E/CEPAL/G. 1150, February 1981 (mimeographed).
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tions through international co-operation. Im-
plementation of energy conservation policies
on the part of the industrialized countries
would enable the Third World countries to in-
corporate more rational styles of energy con-
sumption into their development processes;
such policies would, moreover, make it pos-
sible to save time and facilitate the transition to
a new era based on the use of other sources of
energy. With regard to the world supply of such
resources, it is in the common interest of
mankind that the vast unexploited potential
that the developing countries have in this field,
both as regards conventional sources and as
regards new and renewable sources of energy,
should gradually be used. The fact that there is
a powerful shared interest in the field of energy
provides a sound and promising basis for inter-
national co-operation. If this hope is to mate-
rialize, it is above all necessary to understand
that lack of agreement in this field will lead to
economic chaos and, what is even worse, most
probably to political conflict. Secondly, the
very existence of this shared interest should
induce the international community to accept
the developing countries’ argument that it is
not possible to conduct negotiations on the
question of energy separately from other
questions affecting their economic relations
with the industrialized countries. Lastly, it
must be recognized that international co-opera-
tion will only be productive if it is acknowl-
edged that there are responsibilities which,
while they are uncumbent on the entire inter-
national community, are even more incumbent
on the industrialized countries. Among these
responsibilities is, above all, the need to find
collective solutions to guarantee the oil sup-
plies of the various groups of countries. These
responsibilities also include the handling of
the balance-of-payments problems of the con-
sumer countries (particularly the developing
countries) and the mobilization of the consid-
erable volume of resources required for the
investment that must be made in energy. In this
connexion, it should be borne in mind that,
according to the declaration made by the Vien-
na Conference, technological progress is the
common heritage of all mankind: a concept
whose most urgent applications are precisely
in the energy sector.

4, Food security

The last problem that I wish to refer to concerns
food security. According to FAO figures, 15% of
the Latin American population —approximate-
ly 50 million people— suffer from malnutrition,
an assessment that may be considered conser-
vative, if account is taken of the fact that, ac-
cording to CEPAL's estimates, 19% of that pop-
ulation —approximately 63 million people—
live in absolute poverty. The fact that the
phenomenon of malnutrition is so widespread
in Latin America is paradoxical, however, if the
progress achieved in understanding the causes
and magnitude of the food problem is taken
into account.

In general, food security relates to aggre-
gate world food availability, on which depends
the possibility of implementing emergency
measures, through the establishment of ap-
propriate minimun reserves, for the benefit of
countries passing through critical situations.
We believe that this concept should also cover,
at the national level, measures to ensure thatall
members of the community have regular access
to the food required in order to satisfy their
basic needs and to develop their potential.

Following the World Food Conference,
concern with regard to such problems has
grown and efforts to study them from various
viewpoints have been redoubled. Such efforts
have covered both nutritional questions proper
and questions relating to food preduction and
food resources. This has, in turn, led to the
preparation of a wide variety of analyses and
policies in this field, corresponding partly to
the variety of approaches already mentioned
and partly to the need to tackle at least some of
the most serious aspects of the problem.

Moreover, the disparities in the economic
strategies adopted by the various countries
of the region have led in some of them to high
priority being accorded to achieving a greater
degree all of self-sufficiency with regard to
food, for reasons relating both to national secu-
rity and specifically to food, whereas in other
countries the greater commercial and financial
opennes of their economies has resulted in an
incease in the imported component of their
food supply.

It may be said, without going into the ad-
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vantages and disadvantages of these two op-
tions, that it is unquestionable that the extent to
which the two aims of achieving a greater
degree of food self-sufficiency and acquiring
cheap food through international trade should
be combined is a basic problem that must be
solved in the development strategies of the
Latin American countries,

An integrative approach has recently
emerged in Mexico which makes it possible to
emphasize not only the most important compo-
nents of the food system, but also the chief
interrelationships among them. The study
conducted within the context of what is known
as the Mexican Food System on the dynamic
links between food production, importation,
transport, distribution, allocation and con-
sumption has led to important political deci-
sions and to the adoption of simultaneous ac-
tion in a greater number of areas with a view to
promoting steady improvement in the nutritio-
nal status of the poorest urban and rural sectors.

It should also be borne in mind that current
problems in Latin America relating to food se-
curity have two basic causes: instability in
international trade in agricultural products,
and, despite the progress made, the continuing
inadequacy of both the modermn and the tradi-
tional or peasant segments of the agricultural
sector in many countries of the region. With
regard to the first cause just mentioned, the
well-known sharp fluctuations on international
food markets should be borne in mind. For
example, the 1973-1974 crisis on international
food markets was the result of the convergence
at that time of a number of factors, including the
adverse climatic conditions that atfected some
of the principal production areas, the unprece-
dent purchases made by the Soviet Union, the
considerable increases in the prices of petro-
leum and petroleum products, and the changes
in the grain reserve policies of the United
States and Canada.

Among the chief consequences of that cri-
sis were a reduction in the tendency passively
to accept growing external food dependence,
and a trend towards more fundamental and
careful analysis of how world supply networks
operate. The latter led, in turn, to a more scep-
tical attitude towards the reliability of imports

as a source of supply to supplement domestic
production of basic foods.

In part, these new attitudes are based on
the realization that in addition to cyclical
phenomena —which have such a great impact
on the volume of food resources available at
any given time— there is a phenomenon of a
structural nature that is decisive in deter-
mining how the world market operates and is
partly responsible for the fact that a couple of
years of low production in the chief exporting
countries produce severe shortages on the
international market. We refer to the fact that
both world supply and demand for cereals
depend, apart from climatic variations, on the
policies pursued by an extremely small num-
ber of developed countries. In addtion to this,
there is the fact that, if the foreseeable gap
between supply and the demand of the im-
porting countries is to be closed, the exporting
countries will have to increase their production
by at least 4% per year, whereas their historic
rate of growth has been only 2.5% per year.

The adverse consequences that this dis-
crepancy will have for prices are abundantly
clear, particularly in the context in which the
various formulas for multilateral regulation of
food prices and stocks have not gained the
international community’s endorsement.

However, even if it were possible to have
available, through importation, the volume of
supplementary food required in order to meet
domestic needs, provision of access to such im-
ported products for the population groups
whose food security is most at risk presents a
series of problems that are extremely difficult
to solve. This is why many Latin American
countries are in the process of preparing strat-
egies aimed at achieving a greater degree of
food self-sufficiency as a means of achieving a
comprehensive solution to the problem in
question and reducing the domestic impact of
the sharp fluctuations that occur periodically
on world food markets.

In preparing such strategies, careful con-
sideration should also be given to the fact that
in a number of Latin American countries agri-
culture is assuming an important role as a
source of liquid fuels, and the implications
this new role could have for the food supply
should also be considered. Utilization of agri-
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culture simultaneously to produce food and
energy crops raises questions that are as yet
unanswered and gives rise to options that still
have to be reconciled regarding allocation of
agricultural resources, the make-up of the
output in question, the variations that could
occur in the relative prices of food, the tech-
nological innovations required, the length of
time needed in order to produce liquid fuels
commercially, and possible reductions in food
production,

These are therefore complex and difficult
options, whose relative merits may differ great-
ly in the various countries of the region.

At all events, at least two alternative ways
of achieving food security in the context of a
high level of self-sufficiency can be proposed:
one based on the production sector composed
of commercial agricultural enterprises and the
other based on the broad peasant sector. As
might be expected, these options have very
different implications.

In the first case, the various economic poli-
¢y measures should be aimed at ensuring com-
petitive rates of return on the cultivation of
basic cereals and other essential foods, through
mechanisms that are so well known it is un-
necessary to describe them here. The tools that
can be used if it is desired to prevent these
higher rates of return from affecting the prices
paid by the urban consumer for the products in
question are also extremely well known.

In view of the relative dynamism that the
modern sector has shown, and continues to
show, in responding to the stimuli of effective
demand, the desirable level of self-sufficiency
could be reached in a relatively short period of
time. However, a number of the problems
arising from the type of modemization adopted
by countries that have taken this path would
remain, particularly the inadequate share that
the peasantry has in the benefits of a more
modern society, with the consequent implica-
tions for the peasantry’s ability to acquire es-
sential goods, and the increasing use of tech-
niques that call for large-scale consumption of
liquid fossil fuels.

In contrast, the strengthening of peasant
agriculture represents an enormous challenge
consisting of promoting a type of moderniza-
tion that incorporates and increases the ef-

ficiency of a great mass of small farmers who
have considerable production potential.

It is obvious that this path calls for more
complex action and longer gestation periods
—sometimes considerably longer— particulas-
ly when fragmentation and decomposition pro-
cesses have affected a substantial portion of
peasant agriculture,

Implementation of this strategy also de-
pends on the characteristics of the peasant
units, and this is worth emphasizing. Firstly,
such units can upgrade —in other words, em-
ploy for socially productive purposes— resour-
ces that are marginal for or simply ignored by
commercial agriculture: relatively unproduc-
tive tracts of land, redundant labour, and low-
cost, although also extremely low-productivity,
means of production. Secondly, the energy
inputs that peasant agriculture requires in
order to operate are considerably lower than
those required either directly or indirectly by
commercial agriculture. Lastly, the level of
intensification that can potentially be attained
with regard to the use of labour is higher in
peasant units than in commercial agriculture
and results —use of other resources being
equal— in generation of a greater product per
employable person, even though the product
per person effectively employed is actually
lower, which is socially less important,

The fact that this potential of peasant agri-
culture does not materialize —or does so inad-
equately— is due to the weak links between
such agriculture and the rest of the economy
and society in many countries. These links will
therefore have to be strengthened substantial-
ly, if this option is to be viable.

However, it is more likely that in practice
individual countries will in one way or another
promote combinations of the two options in
question and that they will seek to develop
agriculture through simultaneous progress in
peasant and commercial agriculture. Naturally,
the extent to which each type of agriculture
participates in, and contributes to, the overall
development of agriculture will vary from
country to country, according to the size and
structure of each of its components and also
according to the orientation of its national de-
velopment strategy.
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IV

Final observations

In the preceding sections, I have tried to show
some of the main traits which characterize the
beginning of this decade.

We have seen that in the international
sphere, the present economic situation is dif-
ficult and uncertain and that loss of confidence
is widespread. In these circumstances, protec-
tionism has tended to re-emerge in some of the
industrialized economies and in a few of them
there is a tendency for economic policy to be
inward-looking instead of trying to overcome

the current economic problems by effecting
a more comprehensive and permanent reorgani-
zation of the interational economy, in which
the countries of the periphery, and the Latin
American countries in particular, should play a
greater role than in the past.

We do not believe that this ‘temptation to
remain aloof ’ is the best way to deal with the
pressing problems we all now face. In particu-
lar, we think that a reaction of this kind would
be frustrating for the countries of Latin Ameri-
ca, many of which have for some time been
making enormous efforts to expand and diversi-
fy their exports and to open their economies up
to international competition, If the response of
the industrialized countries to these efforts
were to increase tariff and quasi-tariff barriers
to exports from the periphery and especially to
the manufactures which are now being pro-
duced there on a competitive basis, the result
would not only be harmful for the developing
countries but in the last analysis would also
obstruct the redeployment which must take
place in the industrialized countries them-
selves if they are to regain a firm footing on the
path to economic growth,

At the regional level, Latin America is em-
barking on the new decade with a wider and
more diversified production base and with
richer and more varied experience of economic
policy, but it also has unresolved problems of
distribution and social inadequacies which
must be surmounted as a matter of urgency.
This task is, moreover, more pressing today
than before because, as we have already pointed

out, the region now has, at least from a purely
economic point of view, greater capacity to deal
with such problems than it had betore.

While it is true that the unfavourable inter-
national economic situation which now prevails
puts serious hindrances in the way of this basic
task, our forecast of the outcome is far from being
pessimistic or catastrophic. In this sense, the
way in which Latin America has tackled the
energy crisis is significant, in that it reacted
much more effectively to the problems caused
by the crisis that had been assumed in the first
analyses of the matter. Of course, its behaviour
was to some extent facilitated by the increased
external debt, which made it possible to effecta
smoother and more gradual adjustment, But at
the same time there can be no doubt that the
region’s greater ability to ward off the on-
slaughts of the external conjuncture also played
a decisive role in this connexion.

Thus, it is our heartfelt and firm conviction
that it is our internal efforts which provide and
must continue to provide the foundation on
which our progress is built, and that it would be
both mistaken and futile of us to think that all our
problems spring from the adverse turn in the
international scenario.

Nevertheless, it would be absurd to ignore
the fact that these upheavals have also had a
decisive impact. In this connexion, we do not
doubt that if the international community as a
whole and the industrialized countries in par-
ticular made a genuirie and persistent effort to
change the present international division of
labour and to establish a new and more equi-
table international economic order, the region
would not only be able to overcome its present

--economic problems at a much lower social cost

but a contribution would be made to the dyna-
mism and stability of the whole intermational
economy,

Even with an improvement in the relevant
external factors, however, if the region wishes to
achieve more dynamic and equitable develop-
ment in the course of this decade its task will not
be easy, since in all our countries economic pol-
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icy must cope with complex and difficult cir-
cumstances. It would, of course, be vain on this
occasion to try to cover the whole vast range of
these problems since, as everybody knows, the
variety of national situations and the diversity of
the region are extreme. Nevertheless, there are
common factors of some degree of relevance in
the majority of our countries, to which we would
like to draw attention.

The first of these is the need for national
economic policies to try to reconcile economic
and social efficiency. In this connexion, the
experience of the past has amply demonstrated
both the imperative need for simultaneous prog-
ress in these two fields and the dangers of trying
to advance rapidly in one of them while paying
too little heed to the other.

Latin America must view economic effi-
ciency with the urgency required by the difficult
regional and world circumstances which now
prevail. No country can overlook the imperative
need for appropriate allocation and utilization of
its human and productive resources and for the
tull development of its productive capacity.

But it is not enough to ensure the efficient
allocation and use of economic resources. Itis no
less vital that they should also be oriented in
such a way as to satisfy the most pressing social
needs. It follows that in the region progress
along the path of economic efficiency must be
accompanied by progress in the field of social
efficiency.

Both of these are, in our view, essential
requirements. Thus, a policy which favoured
social efficiency alone, without taking economic
efficiency into account, might degenerate into
distribution arrangements of a populist nature,
which would not only fail to alter the deep
causes of inequality and social deficiencies but
would be transitory in their impact and easily
overturned. In the same way, a policy which
placed maximum emphasis on economic effi-
ciency without taking the social consequences
of growth into account might cause tensions and
frustrations to mount so that in time the effec-
tiveness and permanence of the economic
model itself would be placed in jeopardy.

In short, then, the reconciliation of eco-
nomic growth and the efficient use of resources
on the one hand and an equitable distribution
of the benefits of that growth on the other is one

of the most complex but at the same time most
vital tasks which the economic policy of our
countries must tackle.

A second basic field of action of economic
policy is the modernization of the principal

economic agents operating in the region, i.e.,
the State and private enterprise.

In the first place, this task of modernization
is essential in order to achieve that reconcilia-
tior of economic and social efficiency to which
we referred previously. However, it also has
another goal and is founded on another equally
urgent principle: it must bring the region up to
the level of the notable transformations which
have been initiated and will continue to be
made in the world at large, especially in the
fields of technology and energy.

We are faced by a process of profound and
rapid change in the technological sphere which
has manifold courses and effects and which is
begining to make itself felt in a wide variety of
ways. In this connexion we have only to think
of the changes which will be brought about by
the widespread use of microchips and the ‘ro-
botization’ of some industrial activities.

Latin American private enterprise will
have to face up to the effects of this very rapid
process of technological change, and it is vital
that it should make a vigorous and constant
effort to modernize its forms of organization
and methods of production.

It is not only private enterprise that must
be modernized, however. No less important is
the modernization of the State, which must
bring its means and instruments of action up to
date so as to meet as best it can the essential
strategic objectives of ensuring a form of devel-
opment that is at once dynamic, fair and auton-
omous.

In this regard it is well to recall once more
that an increase in the size of the State is not
necessarily synonymous with the efficiency of
its action. Without failing to recognize the dif-
ferent role devolving on the public sector in
each country —an aspect which falls within the
exclusive field of decisions relating to the eco-
nomic model which each country has decided
or may decide to adopt— it is necessary to insist
that in a mixed-economy régime, such as that
prevailing in the majority of the countries of the
region, the public sector must seek the most
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efficient forms of attaining its objectives and of
ensuring that they will foster and not weaken
the dynamism of private initiative. This is all the
more necessary if account is taken of the mar-
ket’s own limitations in solving some of the
most pressing social problems, in the solution
of which State action is absolutely vital.

Lastly, the third common factor which must
be considered in some form by all national
policies is that of integral development.

The United Nations, in its definition of
integral development and in the International
Development Strategy, and CEPAL, in its ap-
praisals of the latter throughout the past decade,
have laid particular stress on the need to view
economic development in a broad social per-
spective. It would be impossible to conceive of
a growth effort which was not in the last in-
stance directed at achieving social ends which
will permit men to realize themselves to the full
spiritually and materially. This is why one of the
main queries existing at this moment of deep-
seated changes and notorious and generalized

uncertainty prompts us to ask ourselves once
again concerning the ultimate objectives of the
society we are aspiring to build up and the role
of the average Latin America in it.

In our opinion, despite the upheavals and
confusion which characterize the times we live
in, these objectives continue to be the same as
those which this institution has recommended
since the beginning, i.e., the achievement of a
development which, at the same time as it cre-
ates more goods and services in the material
sphere, permits the participation of all indi-
viduals in building the society in which they
have to live and ensures not only the equitable
distribution of the results of progress, but also
liberty, as the supreme milieu in which there
can be self-realization for all.

It is fundamentally towards the achieve-
ment of these permanent objectives, consonant
with the region’s best ideals, that we consider
that the efforts of all our peoples and all their
leaders should be directed on a systematic and
constant basis.
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At its nineteenth session, held in Montevideo in May
1981, the CEPAL Secretariat submitted a report en-
titled “Latin American Development in the 1980s™,
for the main purpose of collaborating with the go-
vernments of the region in the preparation of a re-
gional programme of action in relation to the new
International Development Strategy.

This article is a slightly modified version of the
first two chapters of this report, aimed at the study of
two major areas of Latin American development.
Firstly, it deals with economic and social trends,
focusing its attention on the problems of economic
growth, income distribution, poverty, unemploy-
ment, energy problems and problems of the external
sector, and concluding that it is essential to give a
new orientation to development strategies and pol-
icies. Secondly, the article considers the main ele-
ments of this new orientation, indicating certain ob-
jectives which Latin America should set itself in the
next decade, especially in the economic field. These
include in particular the stepping up of economic
growth, the equitable distribution of income and the
elimination of extreme poverty, the control of infla-
tion, the transformation of the structure of external
economic relations and the stimulation of the partic-
ipation of the population in development.

The article recognizes the diversity of national
situations and stresses the need to take them into
consideration in concrete strategies, but it also
points out that these general objectives are very use-
ful for guiding the progress of the particular pro-
cesses towards the common goal of development.

Introduction

The purpose of this article is to present a suc-
cinct appraisal of the central problems of de-
velopment in Latin America and a global anal-
ysis of the strategies which should be promoted
to foster the economic and social progress of the
countries of the region. It is difficult to achieve
these aims in a satisfactory manner because of
the variety of situations and prospects to be
found in the region. The effort is well worth
making, however, as it is evident that almost all
the countries share major aspects of the de-
velopment problems of the region which are of
great significance for practical action, especial-
ly those relating to the nature and structure of
the socio-economic process which is under-
way and to the external relations of the coun-
tries of the region.

This variety and diversity of situations cov-
ers such aspects as the degree of economic de-
velopment, in terms of differences in per capita
income and in the extent and integration of
industrial development; the growth potential,
which depends on the countries’ size and en-
dowment with natural and human rescurces;
the political and social conditions shaped by
varying historical and cultural factors and the
variety of circumstances in which the countries
became sovereign States; and the varying de-
gree of viability of strategies and policies even
in countries with similar political and social
conditions.

The effort is further complicated by the
substantial changes taking place in objective
socio-economic circumstances, national poli-
cies and the regional and international setting
(particularly in fundamental aspects of trends
in the developed countries which in one way or
another affect the Latin American countries);
by the instability and uncertainty stemming
from these changes; and by the problems of
availability and rising cost of essential goods
such as oil, which are central to an entire stage
of technological progress and of industrial civi-
lization and which, favourably or unfavourably,
and to a varying extent, atfect all the countries
of the region. This complexity becomes even
greater on account of the simultaneous action of
exogenous factors which, while not new, have
become more significant in the present setting;
this is true in recent years of the unevenness of
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world agricultural production, affected by ad-
verse weather conditions.

The situation is also imbued with a certain
climate or feeling of frustration at both the na-
tional and the regional and intemnational levels.
The impression used to exist that the stability
and rapid growth of the world economy and the
favourable trends in the Western countries and
in Eastern Europe following the war were lar-
gely due to sound decisions regarding the in-
stitutional and functional organization of the
world economy and to the progress made by
economic science and policy which had suc-
ceeded in programming or guiding the success-
ful management of natural economies and of
the mutual economic, financial and technolo-
gical relations among countries. This is no
doubt quite true. It is nonetheless true, how-
ever, that the events which have taken place in
the course of the 1970s appear to demonstrate
that this expansion of the world economy and
the economic growth of the Western industrial
countries was attributable not only to experi-
ence and to the programming of economic pol-
icy but also to favourable conditions for the
exploitation and supply at relatively low cost of
basic resources such as oil, of which their tech-
nological development enabled them to make
advantageous use. A similar line of reasoning
could be applied, although perhaps more on an
interrogative level, with regard to the econ-
omic growth of the socialist countries, although
their circumstances and experience are diffe-
rent, as may be easily understood. Neverthe-
less, it is well known that certain limitations in
the availability of basic and human resources
explain at least some of the present slackening
in the economic growth rate of these countries.

Clearly, then, the problems under consi-
deration go beyond the methodological field.
At the more general level, they are related to
the conditions of viability of a style of devel-
opment which has spread very rapidly in the
industrialized countries and which is being ab-
sorbed by the developing world, raising a se-
rious question as to whether the present eco-
nomic and political crisis is of a conjunctural
nature. At the more specific level with which
this document is concermned, the above—men-
tioned heterogeneity also raises problems for
the appraisal and formulation of strategies and

policies, and special mention may be made of
"the following:

(i) it is not easy to put forward specific
judgements or proposals regarding develop-
ment policies which will be really valid for all
the developing countries. In this connexion,
the studies based on statistical data or infor-
mation referring to the region as a whole tend to
reflect the situation and problems of a few large
or medium—sized countries, at the expense of
the others;

(ii) substantial differences in economic
and social systems also lead to noteworthy dif-
ferences in the scope and forms of institutions
and in the measures which can be applied in
practice;

(iii) the general political system and the
degree of organization and participation of the
different socio-economic sectors have a great
effect on power relations and thus on the for-
mulation and instrumentation of policies;

(iv) the participation of foreign investment
and the context of external relations may thwart
the fully justified aim of national autonomy in
the management of economic affairs; and

(v) differences in economic scale, popula-
tion and resource endowment have direct re-
percussions on the structure of economic
growth and the scope of policies.

A problem of particular importance which
involves many of these distinctive features is
that of the formulation of strategies and policies
applicable to both the large and small countries
of Latin America. Obviously, the structure of
economic growth and the degree of diversifi-
cation and integration will vary significantly in
the two cases, and standard prescriptions in
this field will be meaningless. Furthermore, it
is fully recognized by the economic integration
agreements concluded in the region that the
small countries, described as being relatively
less developed in economic terms, need spe-
cial or preferential treatment; the same consi-
deration applies to the countries described as
having insufficient markets. In this connexion,
it is felt that economic integration is precisely
the solution which will provide these countries
with more favourable conditions for integral
development than they could achieve in bi-
lateral relations or in the world market. Again,
at the international level these differences are
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observed not only with respect to the relatively
less developed countries but also with respect
to those wich suffer from particular balance-of-
payments problems or are islands or land-
locked countries.

In these circumstances, the analysis must
be placed at a rather general level. Neverthe-

less, major problems shared by all the countries
obviously do exist, and therefore it is perfectly
possible to undertake a comprehensive review
of the more salient aspects of these and other
problems and of their future course, while ma-
king the necessary allowance for peculiar
events or circumstances.

The central problems of development

A. THE DEVELOPMENT PROCESS
AND THE FORMATION OF EXTREMELY
INEQUITABLE SOCIETIES

1, Economic growth and social inequality

Latin America has obviously undergone a pro-
cess of economic growth and social change of
considerable importance since the war, yet it
is equally true that the nature of that process
has led and still leads to the formation of highly
inequitable societies. The forces of production
have developed, increasing production capaci-
ties and heightening the sectoral and techno-
logical transformation of the economy, and the
productivity of labour and of enterprises has
been raised, leading to higher national income,
but at the same time the differences and seg-
mentation in society have been accentuated:
unemployment and underemployment persist,
and a large section of the population still lives
in conditions of poverty and even of abject des-
titution. These and other factors restrict the
active economic and social participation of the
population and generate powerful sources of
instability.

The most striking features of the style of
development prevailing in the region may be
seen in the socio-economic structure, charac-
terized by a very high concentration of wealth
and income in small segments of the popula-
tion; a large section of the population living in
conditions of extreme poverty; and the often
rapid growth of the middle social sectors,
which is fraught with major economic, social
and political consequences. Another particu-
larly important feature of development since

the war is the process of change which has
taken place in agriculture and in its economic
and social interrelationships with other activi-
ties. The development of a modern entrepre-
neurial sector and the spread of technological
progress in agricultural production are altering
the structure and functioning of rural society
and integrating it more fully with the rest of the
system, while at the same time increasing the
differentiation between modern agriculture
and the traditional or peasant agricultural sec-
tor,

The determining or inherent factors of
these structures are essentially linked with the
concentrative forces of the prevailing econom-
ic system, the private appropriation of the sur-
plus, and the degree to which it is used to in-
crease ever more diversified non—essential
consumption, as well as consumption invest-
ment, following the patterns of the industrial
countries with a higher per capita income. In
particular, this process is influenced by the
concentration of the means of production and of
land ownership, the rising share of production
accounted for by the modern entrepreneurial
sector, the growth of the liberal professions, an
the new employment structure which accom-
panies economic growth, This process is fur-
ther accentuated by the high growth rate of the
population (and particularly of the labour force)
and the lack of economic dynamism, although
as the experience of many countries shows, the
improvement of the latter is not a sufficient
condition alone for changing the socio-eco-
nomic structure to the desirable degree.

This latter structure is also related to the
situation as regards inter—sectoral productivi-
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ty while within each sector it is characterized
by the significant differences in the product per
person employed and in the varying growth
rate of that variable. It is also clearly linked
with the institutional structure and the struc-
ture of power relations, and with the degree of
participation of the various social groups: the
existing power relations help to strengthen
rather than remedy this inequitable, concen-
trative and exclusive process.

In these circumstances, there are no suf-
ficiently dynamic factors which will sponta-
neously change the nature of the socio—éco-
nomic process, at least within the timespans
demanded by the seriousness of the social ten-
sions generated by these problems. Conse-
quently the possible effects of partial policies
and measures are severely limited. The pro-
blem must be tackled through integral strate-
gies and policies which lead to the creation of
institutional and structural conditions aimed at
a reorientation of the development process to
achieve specific social ends. The nature and
magnitude of the issues to be tackled are ap-
propriately illustrated by the statistical indica-
tors of income distribution, the extent of ex-
treme poverty and the degree of employment of
the labour force.

2. Extremely unequal income distribution

The pronounced inequality in income dis-
tribution may be appreciated from the CEPAL
studies based on the latest figures available at
the beginning of the 1970s for a group of ten
countries, Despite the time which has elapsed,
these figures may be considered as still funda-
mentally representative of the present situa-
tion. These studies show that family income
distribution varies appreciably from country to
country. In general terms, the countries with a
higher per capita product have less unequal
structures of family income distribution, this
being most evident in the case of the size of the
share received by the social group comprising
the top 10% of families.

Interpolating the theoretical distribution
corresponding to the group of these 10 coun-
tries gives the following results for personal
income distribution: (i} 10% of families account
for 44% of total income; (ii) the bottom 40% of

families receive only 8%; and (iii) the middle
50% of families receive the remaining 48% of
income.

Although there are no complete studies on
this question, it is broadly considered that in
most cases tax policies and access to and distri-
bution of State services, as well as other spe-
cific measures, do not appreciably alter these
distribution patterns. On the contrary, a good
part of such services and other subsidies
largely end up benefiting the middle or upper
strata.

In any event, it may be seen that the dyna-
mism and characteristcs of the economic pro-
cess are fundamentally influenced by a small
fraction of the population which receives a
large proportion of the total income. Thus, for
example, the 20% of families with the highest
incomes account for between 55% and 65% of
total personal income.

These forms of inequality in themselves
represent situations of extreme inequity and
profound social instability, and this is further
aggravated by the high proportion of the popu-
lation whose income is not sufficient to meet
even their basic needs.

3. The magnitude and extent of poverty

According to studies by CEPAL based on
data for the early 1970s, 40% of the families in
the region were living in poverty, in that their
income was not enough to cover their essential
needs. This figure would at that time have
amounted to 110 million people, and in the best
of cases this absolute figure will have remained
the same. As the percentage varies from coun-
try to country, in some the relative size of pov-
erty is smaller, while in others it is much higher
than this average. Obviously, the countries
with higher per capita income or a less unequal
distribution have a smaller proportion of the
population below the poverty line.

The proportion of poor families is much
greater in rural areas, accounting for almost
two-thirds of all the region’s poor. The remain-
ing third are to be found in the peripheral urban
sectors; they consist of landless workers, those
living from subsistence-level family economic
activities, and underemployed, low-skill wage
earners. In the urban areas, these families are
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connected with personal services and commer-
ce and comprise own-account workers and un-
employed or underemployed persons with
very low incomes.

The seriousness of these situations is all
the more patent bearing in mind that the fami-
lies living in destitution, that is, those whose
incomes are not even enough to pay for an ade-
quate diet, represent 20% of the total popula-
tion and about half the poor population. Natu-
rally, here again the percentage varies from
country to country. ‘

A central topic which should be studied is
that of the relations between the economic
growth process, the distribution of income, si-
tuations of poverty and the level of employ-
ment, although the information on these sub-
jects in the region is only partial. However,
bearing in mind the many studies made of the
interrelations of these variables in Latin Ame-
rica and other regions, some conclusions may
be advanced.

In the early stages of economic develop-
ment the personal distribution of income in the
economy as a whole tends to be concentrated,
with the share of the lower-level social groups
declining while the proportion of income recei-
ved by the upper income groups and some of
the upper-middle groups increases. At more
advanced stages, the proportion of income re-
ceived by the lower levels tends to rise; in
other words their average income rises more
than the average income of society as a whole.

This may be explained, inter alia, by the
changes taking place in the employment struc-
ture and wages in the economic growth pro-
cess. In that process a major role is played by
the degree of inequality or concentration in
each of the economic sectors, the differences in
average income in each sector and the size of
the corresponding active population. In Latin
America, it might be expected that with the
drop in the relative importance of the active
population connected with agriculture the
proportion of income received by the lower
strata (40% of the total population, for example)
should tend to rise. Apparently, however, this
is not happening.

The explanation may be found in the fol-
lowing aspects: (i) in each sector the distribu-
tion tends to become concentrated because of

the changes resulting from the modemization
process and the persistence of a large amount of
redundant labour; (ii) the income gap between
the different sectors, and particularly between
the agricultural sector and other activities, has
either not declined or at least has not done so
to a sufficient extent to influence the global
distribution; and (iii) while the proportion of
the active population in the agricultural sector
is declining, at the same time the high propor-
tion of the active population in the traditional
or peasant agricultural sector is increasing or
remaining the same, while emigration from ru-
ral zones helps to increase or maintain the large
proportion of the urban active population en-
gaged in marginal activities, with low produc-
tivity and very low incomes.

Thus, a strong structural rigidity prevails
which militates against any policy aimed at im-
proving the distribution, because such im-
provement depends partly on a decline in the
unemployed population or those underemp-
loyed at very low levels of productivity in tradi-
tional rural activities and in the marginal urban
sector. In other words, what is needed is to
increase the proportion of employment in the
sectors of rising productivity and higher re-
muneration, and in order to do this, deliberate
and appropriate political action and an accel-
erated economic growth rate, as well as greater
training of the labour force, are required.

The proportion of the population living in
poverty, that is, receiving an income which is
too small to meet a set budget of essential
goods, has very likely tended to decline with
the historical process of economic growth, but
the absolute size of that population has not ne-
cessarily declined, and indeed would appear to
have increased, as may be inferred from some
partial recent studies.

Two comments are called for here: firstly,
this process is relatively slow, as has been veri-
fied in countries where economic growth has
been comparatively strong; and secondly, any
long-term analysis must include the concept of
relative poverty, since from the standpoint of a
social appraisal it is neither logical nor correct
to assess the situation of a social sector in terms
of an unchanging minimum income while the
per capita income of the other social groups is
rising to a significant extent. The study should



52

CEPAL REVIEW No. 15 / December 1981

be rounded off by considering, for example, a
poverty line which rises in a fixed proportion to
global average income.

If this criterion were adopted, it would no
longer be possible to reach the foregoing con-
clusion concerning the relative decline of po-
verty. Instead, it would be seen that according
to historical data from some countries the ave-
rage income of the upper strata is rising in both
absolute and relative terms by much more than
the average income of the social sectors in the
lower strata. In other words, while the poor,
low-income sectors have benefited only to a
meagre extent from the economic development
process, the upper-middle and top income sec-
tors have received the bulk of the rise in in-
come stemming from economic development.

It is therefore clear that the indicator re-
flecting the evolution of average per capita in-
come for society as a whole is not a satisfactory
index of the evolution of social welfare, as in
the final analysis it tends rather to reflect the
growth of the per capita income or the income
per person employed in the upper social strata.
Other more representative indexes of social
welfare should be developed.

4. The problem of unemployment

As is all too well known, poverty situations
are connected with unemployment and under-
employment. It is estimated that in the region
as a whole unemployment and underemploy-
ment affect the equivalent of 28% of the eco-
nomically active population. It is highly pro-
bable that this situation has worsened since the
mid-1970s, on account of the faltering econo-
mic growth rate in numerous countries. Open
unemployment is very high in many countries,
affecting a relatively constant proportion of the
labour force, about 6% for the region as a whole.
Much larger however is the size of the popula-
tion which is underemployed or receives an
income below a given minimum. This popula-
tion is estimated at 22%, more than half of
whom live in rural areas. Naturally, the structu-
re of poverty situations is to some extent similar
to that of unemployment.

Unquestionably, judging by the size of
unemployment and underemployment as well
as by the extent and seriousness of poverty, the

evolution of these problems has been far from
satisfactory. This is the consequence of at least
three major factors, namely: the relatively high
growth rate of economically active population,
modernization and the incorporation of techno-
logical progress, and the pace of economic
growth., ,

The supply of labour has grown in most
Latin American countries at an extremely high
rate in comparison with the past experience of
the industrialized countries. This is compoun-
ded by the large unemployed or underemploy-
ed population of active age. Despite these spe-
cial circumstances, the modernization process
has proceeded, at least up until now, by incor-
porating methods and techniques developed
for situations characterized by the typical en-
dowment of resources and other factors of the
developed countries, which are significantly
different from the conditions prevailing in the
region. These techniques continue to replace
labour and increase capital density. The effects
on the supply of jobs in the developing coun-
tries are easily appreciated, since modern
technology is adopted at the very time when an
extremely high proportion of the economically |
active population is linked with traditional ac-
tivities in the rural sector and marginal or low-
productivity activities in the peripheral urban
sectors,

Despite the constant harping on the need
to create appropriate technology or adapt the’
techniques of the industrialized countries in
the interests of a greater absorption of labour,
powerful forces support the application of de-
signs and processes available in the market or
distributed by production enterprises. In these
circumstances, the rate of economic growth
must be much higher in order to bring about
sufficient absorption of labour to avoid any
worsening of employment problems, and high-
er still if the aim is also to improve the employ-
ment situation for society as a whole.

It is interesting to review some concrete
aspects of this problem on the basis of the latest
statistical data prepared by the Regional Em-
ployment Programme for Latin America and
the Caribbean (PREALC). Employment in the
organized sectors of modern urban activities
has grown appreciably, perhaps at an annual
rate twice that of the total growth of the econo-



PROBLEMS AND ORIENTATIONS OF DEVELOPMENT / CEPAL Economic Projections Centre 53

mically active population. There has also been
some slight growth in employment in entrepre-
neurial agriculture. However, the effect on to-
tal employment of the rapid rise of employment
in the urban sectors and perhaps in the modern
agricultural sector has been relatively limited,
since much of the economically active popula-
tion is connected with traditional or peasant
agricultural activities and with the marginal
sectors of urban activities.

B. THE DROP IN THE ECONOMIC
GROWTH RATE, ITS PARTIAL
RECOVERY AND PRESENT INSTABILITY

1. Economic growth and the evolution of the
external sector

In order to appreciate the conditions cha-
racterizing the economic development of the
Latin American countries at the onset of the
1980s, and to appraise the nature of the pro-
blems to be faced, it is worth making a brief
reference to the experience of the past decade.
During that period, the economic growth of the
Latin American countries varied considerably,
with highly significant changes in its rate and
structure, The process was strikingly dynamic
in some countries but comparatively slower in
others, and broadly speaking the region passed
from a boom period to one of particular weak-
ness, followed in the last few years by a mode-
rate recovery in a climate of great instability
and uncertainty, particularly for the non-oil-ex-
porting countries.

The growth rate of the region as a whole
during the 1970s (somewhat less than 6% a
year) shows that in reality the region continued
with its past moderate dynamism, without re-
gistering the increase which might have been
expected in view of the more favourable expe-
rience of the early years of the decade. This was
because the growth rate fell after 1975, and
despite the recovery noted in one or two years,
1975-1980 was the period of slowest growth
since the war. During the second half of the
1970s, the oil-importing countries had to tackle
balance-of-payments problems caused primari-
ly by the worsening of the terms of trade and
the extraordinary rise in the cost of tuel im-
ports; in most cases, they sought to adjust to the

new circumstances while at the same time
maintaining a certain rate of growth,

The course of the world economy, and par-
ticularly trends in the industrial countries, with
which Latin America maintains most of its ex-
ternal relations, exerted particular influence on
this rise and fall of the growth rate, and the
serious problems affecting the world economy
have had clear effects and repercussions on the
situations and prospects of future growth of the
Latin American countries, Consequently, it is
of particular interest to recall, although summa-
rily, the cycle of these interrelations of internal
and external factors in order to gain a better
understanding of the nature of the problems
currently facing Latin America, and thereby
shed light on the essential aspects that mustbe
taken into account in strategies or policies
aimed at stepping up the economic growth rate
of the 1980s.

The 1970s may be divided into three clear-
ly identifiable periods, namely: (i) the boom in
the early years of the decade, which was partly
the continuation of a proces that began in the
late 1960s; (ii) the crisis of the economic growth
rate in the mid-1970s; (iii) moderate and unsta-
ble recovery from 1975 onwards.

During the first four years of the 1970s the
economic dynamism of the region as a whole
increased, and the annual growth rate of the
domestic product rose to over 7%. While this
growth was basically determined by a very
small number of countries, the improvement
was nonetheless widespread and to a varying
extent affected most of the countries of the re-
gion, Particularly important among the dynam-
ic factors were the national policies directly
aimed at boosting economic growth, as well as
the buoyant external demand stemming from
the favourable evolution of the economies of
the developed countries until 1973. The im-
provement in the terms of trade and the more
flexible availability of external financing also
contributed to the process. This experience
showed that when external conditions are fa-
vourable the region is capable of sparking off a
very wide-ranging dynamic process of invest-
ment and real growth of the economy.

In 1974, however, the Latin American eco-
nomic picture and the course of the world econ-
omy changed considerably. The oil-exporting
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countries benefited from the significant rise in
oil prices, which led to higher real income and
greater import capacity for them. On the other
hand, the non-oil-exporting countries were fa-
ced with weaker external demand due to the
economic recession in the developed countries,
while at the same time their terms of trade
deteriorated. During that year investment and
the domestic product continued to expand in
these countries, and there was a considerable
rise in their imports, but this led to a heavy
deficit on the balance-of-payments current
account, which they covered partly from their
monetary reserves and partly with external fi-
nancing.

In 1975, the worsening of external condi-
tions led to a significant drop in the import
capacity of the Latin American countries, and
despite the contraction or adjustment of im-
ports the balance-of-payments current account
deficit rose again above the high figures recor-
ded in the previous year, while the economic
growth rate plummeted to 3%: i.e., virtually the
same as their population growth.

As of 1976 the economic process was
characterized by marked instability and dif-
ficulties in all-round recovery. The economic
growth rate was very uneven, varying consider-
ably from country to country: the average an-
nual rate in the period 1975-1980 was 5%. This
rate is heavily influenced by a very small
number of countries, such as Brazil and Mex-
ico, which raised the average while most
countries continued to experience more dif-
ficult conditions of extreme external vulnera-
bility and a low historical growth rate.

It is quite clear, then, that external sector
developments directly affected the course fol-
lowed by the Latin American countries, to a
varying degree and in one direction or another.
This is not to overlook the fact that domestic
policies have been the other major factor in the
acceleration or weakening of economic growth.
In practice, circumstances in the mid-1970s led
to a rise in external indebtedness with subse-
quent negative repercussions, particularly
through the effect on the balance of payments
of servicing that debt, which thus created anew
kind of external vulnerability.

Broadly speaking, it may be said that out of
a number of options the policy adopted by most

governments had the fundamental objective of
promoting suitable conditions for avoiding a
recession or a drastic drop in the economic
growth rate. They continued with their export
promotion policies and increased external in-
debtedness to cover import needs.

2. The growth of exports and economic trends
in recent years

A noteworthy aspect of recent trends was
the growth in the volume of exports of almost
all the countries of the region. The average
growth rate was much higher than the historical
rate, and even higher than the rate during the
early vears of the previous decade. This was
influenced by the policies followed by the La-
tin American countries deliberately to promote
the growth of exports; the rise in world demand
due to the upturn in the economic growth rate
of the industrial countries following the reces-
sion of 1975, although without attaining pre-
recession levels; the external demand for
building up stocks as well as speculatory
factors in a climate of world inflation; declining
costs because of the devaluation of the dollar;
and the favourable conditions which de-
veloped with the greater competitive capacity
of the developing countries, and above all of
the Latin American countries, particularly in
branches of light industry and primary com-
modities whith some degree of processing,
which gave rise to large flows of non-traditional
exports.

Nevertheless, the greater volume of ex-
ports did not suffice to attenuate the serious
balance-of-payments problems of the oil-
importing countries, for a number of reasons:

(i) the rise in the value of imports, caused
particularly by inflation in the industrial
countries and the higher oil prices for import-
ing countries. In these countries, fuel imports
rose significantly as a proportion of total im-
ports or of current foreign exchange earnings.
Thus, for example, the value of net fuel imports
in 1973 represented 8.4% of total imports of
goods, rising to 23.8% in 1979;

(ii) The worsening terms of trade;
(iif}) The widespread inflation in the in-
dustrial countries which raised the prices of
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manufactured goods imported by the develop-
ing countries;

(iv) The higher cost of servicing the
mounting debt and the rise in interest rates:

(v) The need to recover specific import
levels, following the decline in the mid-1970s,
in order to underpin the growth of the domestic
product;

(vi) The need to keep monetary reserves
up to certain levels, which were rising due to
world inflation and the nature of the capital
inflows destined for short-term investment or
the financing of private enterprise.

In these circumstances, the non-oil-
exporting countries managed shakily to main-
tain some rate of growth, or increase it in recent
years, but their external vulnerability has in-
creased. This may be seen in the large current
account deficits in the balance of payments,
which for the non-oil-exporting countries rep-
resented 3.4% of the product and 13.8% of
domestic capital formation in 1979; in the high
proportion of current export earnings which the
servicing of the debt and profits of direct in-
vestment represent, amounting to 44.5% in
1979; in the size of the external debt; and fi-
nally in the worsening of the terms of trade, on
account of the rise in the prices of imports of
manufactures, and particularly of petroleum.

There are no signs in the short term of
tfundamental changes which may enable the
Latin American oil-importing countries to
overcome this situation, in the absence of major
changes in the institutional organization and in
the structure and functioning of the world
economy as well as in national policies.

In the first place, there is some agreement
at the technical and political levels that the
growth rate of the industrial countries which
currently account for two-thirds of Latin Ameri-
can exports will be slight in the coming year,
and that its subsequent recovery will in any
event attain an average rate significantly lower
than that achieved by those countries until
1973. The socialist countries too are expected
to have a much lower growth rate than in the
past. The conclusion may therefore be drawn
that the demand for imports from the develop-
ing countries, and particularly from Latin
America, will grow slowly, and that the real
prices of commodities or commodity products

with some degree of processing will not be
buoyant, unless there are adverse weather con-
ditions for agricultural products. Conse-
quently, what is most likely is that the non-oil-
exporting countries will continue to see a de-
cline in their terms of trade in the coming years,
inasmuch as inflation persists in the industrial
countries and the real price of petroleum rises.

The resurgence of protectionist measures
in the industrial countries will strengthen the-
se tendencies, by limiting access to those
markets for various branches of manufactures
of particular interest to Latin America, in which
it has a real or potential capacity for increasing
output with a view to expanding exports.

With regard to the use of external financ-
ing, which in recent years helped to sustain the
economic growth rate, various situations may
be foreseen which may entail serious dif-
ficulties for continuing to channel towards the
developing countries the funds available in the
financial markets and the large surpluses
which will accumulate in the oil-exporting
countries. Clearly this conjunction of various
elements represents a highly unfavourable
scenario and probably will not occur quite so
intensely. However, this identification of the
trends and problems affecting the major exter-
nal variables of economic growth, to which we
will return later, is very useful for pointing out
the fundamental issues to be considered in con-
nexion with the instrumentation of a new inter-
national economic order, which the new IDS
seeks to promote.

C. ENERGY

Latin America has abundant resources of
the three traditionally most important forms of
commercial energy: hydrocarbons (petroleum
and natural gas), hydroelectricity and coal; but
they are distributed very unevenly in the re-
gion, The sources of hydroelectricity are con-
siderable and more uniformly distributed. This
is not true of hydrocarbons or coal, the known
reserves of which are heavily concentrated in a
few countries. In the case of oil, for example,
almost 80% of reserves are to be found in Vene-
zuela and Mexico, and the picture is much the
same for coal, as Colombia and Mexico account
for 60% of known reserves.
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In contrast, the structure of demand for
energy in all the countries is fundamentally
based on petroleum. Although only five
countries produce sufficient oil to meet their
needs, Latin America’s consumption of this
fuel represents more than 60% of the total com-
mercial energy used in the region. Adding the
consumption of natural gas to that of petro-
leum, as it is generally obtained in association
with the latter, the total consumption of hy-
drocarbons represents 75% of total energy
consumption. Hydroelectricity, on the other
hand, is only used to a limited extent in relation
to its production potential, and the importance
of coal as a source of energy is even smaller.

Thus, is most countries there is a striking
difference between the structures of energy
supply and demand, leading to heavy depend-
ence on imported oil to satisfy domestic needs.

The dynamism and the productive and
technological changes which have characteri-
zed economic development since the war may
be clearly appreciated in the rise in energy
consumption and in the changes in primary
energy sources. Over the long term (1950-
1975), total energy consumption in the region
as a whole grew at a rate of approximately 5.5%
annually, or in other words in line with the
growth of the gross domestic product. On the
other hand, the consumption of commercial or
modern energy grew much more rapidly than
the domestic product, at a rate of nearly 7%
annually. This process originated in the major
changes which took place in energy sources, as
a consequence of technological progress and in
particular the structural changes in produc-
tion and domestic demand accompanying
economic development. In 1950, the output of
traditional non-commercial sources satistied
nearly 40% of total consumption in the region
as a whole, as against only about 15% in 1976.

In contrast with what occurred on the con-
sumption side, commercial energy production
grew by only 4% annually in the period 1950-
1975, As a result of the difference between the
two trends, there was a relative decline in Latin
America’s exportable surplus. Thus, in 1950
the region consumed as products 27% of its
petroleum output and 17% of its natural gas
production; in 1975 these percentages had ri-
sen to 57 and 43%, respectively. Thus, though

the region continued to be a net exporter of
fuels, the trend was towards a rapid dwindling
of its exportable margins. Subsequently there
has been a tendency towards a change in this
situation, with the growth of output and new
export flows, primarily from Mexico.

The situation and prospects differ consid-
erably from country to country, and this is
particularly affected by the large share of
hydrocarbons and the weight of such imports in
the supply of domestic needs. A classification
of countries according to their degree of de-
pendence on oil imports shows noteworthy dif-
ferences, On the one hand, there are the net
oil-exporting countries, and on the other, the
importers, where the share of imported oil in
total consumption varies considerably from
one country to another.

D. ASYMMETRY AND VULNERABILITY IN
EXTERNAL ECONOMIC RELATIONS

During the 1970s a profound change took
place in the form of insertion of Latin America
in the world economy, and its process of in-
ternationalization and of linking up with the
industrial market economy countries grew
stronger. Transnational corporations played a
preponderant role in this process, as did private
international banks on account of their impor-
tance as a source of external financing for Latin
American countries. The governments have
followed policies of greater openness to the
exterior in various economic, financial and
technological fields. Concrete signs of these
new relations and problems are to be seen in
the participation of transnational corporations;
in the pace and composition of external trade;
in the trends in the terms of trade; in the scale of
external financing and the sources providing it;
and in the degree of external indebtedness.

The transnational corporations have an im-
portant share in manufacturing output, They
dominate the key sectors of greatest dynamism
and technological progress, particularly in the
chemicals, basic metals, engineering and auto-
mobile industries. They have a smaller partici-
pation in traditional industries, where national
enterprises weigh more heavily. The bulk of
their operations is directed towards the
domestic market, and less to exports. They are
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the channel for a significant proportion of im-
ports, of external financing and of the incorpo-
ration of technology by the countries of the
region. In these circumstances, the action of
the transnational enterprises must evidently be
in keeping with the development policy
adopted by national governments. Conse-
quently, fixed rules of conduct must be es-
tablished for the transnational corporations in
order to secure that compatibility. At the same
time, it will be necessary to promote new forms
or machinery leading the transnational corpo-
rations to co-operate more closely with the
policies and plans or programmes decided on
by national governments.

Exports have become diversified through
the effects of two processes. Exports of man-
ufactured goods have increased, amounting to
20% of total exports for the region as a whole,
but this rise was not evenly spread, tending to
be concentrated in the group of large and some
medium-sized countries, where the percentage
was higher. At the same time, national exports
of primary commodities were diversified, and
new flows of agricultural and mining products
began to acquire considerable importance.
Thus, the effects of industrialization and of pro-
duction changes which have been taking place
for some time in the Latin American economies
have begun to extend to exports.

In recent years, and particularly since the
recession of 1975, Latin American exports ex-
panded rapidly until they attained a growth
rate which may be considered relatively high,
in the context of trends in the entire postwar
period. This process was affected by the growth
of the industrial or agricultural production
capacity created in past years, and especially
by the deliberate export-promotion policies
which were even more active in recent years on
account of the pressure of balance-of-payments
problems. With the exclusion of Venezuela,
whose exports declined or remained constant,
the volume of exports of goods and services of
the Latin American countries as a whole
showed an annual average increase of 8.9%
during the period 1977-1980.

In the late 1960s a trend towards greater
liberalization of imports first became visible,
which in a large number of countries rep-
resented a new stage of economic policy that

was clearly different from the situation in the
1950s and early 1960s. At the beginning of the
1970s, with the support of greater external
financing, the ratio of imports to the domestic
product tended to rise. In the second half of
the decade, on account of the balance-of-
payments problems plaguing many countries,
the coefficient tended to decline but it has lat-
terly begun to rise again in the context of amore
liberal policy.

The composition of imports is particularly
significant for prospective studies. In the first
place, they consist largely of intermediate pro-
ducts, fuels and capital goods, so that the total
demand for imports is closely linked with the
course of domestic production and investment.
Secondly, the value of imports of fuels, lubri-
cants and other petroleum products has in-
creased appreciably in most countries, as a re-
sult of the need for bigger foreign supplies and
of the rise in prices, and represents a growing
proportion of current foreing exchange earn-
ings.

Despite the progress made in the diversifi-
cation of exports, and particularly the inclusion
of manufacturing branches, the foreign trade
structure of Latin America continues to be
typical of the developing countries. Firstly, al-
though more diversified in all branches, ex-
ports contain a high proportion of primary com-
modities with a varying degree of processing,
and a relatively small proportion of man-
ufactures. On the other hand, imports consist
mostly of fuels and manufactures, including es-
sential intermediate goods and capital goods,
on which economic activity in general and the
formation of production capacity in particular
depend. In addition, the small proportion of
non-manufacturing imports often consist of
foreign supplies of food products, of particular
importance for many countries. Clearly, the
composition of imports will be different in the
case of countries which have adopted liberal
policies with a high degree of openness to the
exterior.

This leads to an uneven structure of exter-
nal economic relations which the protectionist
policies adopted by the industrialist countries
tend to perpetuate. In other words, imports
consist of fuels and the goods essential for
maintaining and increasing economic activity
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and the growth process, while exports contain
only a small proportion of manufactures, which
must be expanded in order to achieve a more
balanced structure in trade relations and
particularly in the faster-growing areas of world
trade.

In the inflationary context dominating the
world economy, the prices of commodities and
manufactures have not developed at all uni-
formly either in general or within their compo-
nent branches, with the result that the effect of
variations in the terms of trade has varied in
intensity and impact among the Latin Ameri-
can countries, As is well known, the terms of
trade of the oil-exporting countries improved
during the decade, in comparison with the
markedly low level of the previous decade. In
the non-oil-exporting countries, on the other
hand, the terms of trade have worsened in re-
cent years, although to a varying extent. Taking
these countries as a whole, it may be seen that
the improvement in the terms of trade favoured
them for a relatively short period, particularly
in the two years 1973-1974; but their position
subsequently began to deteriorate and the in-
dex of the terms of trade for goods and services
in the last two years is significantly lower than
at the beginning of the 1970s.

There has been an enormous change in
both the amount and sources of external finan-
cing in Latin America. The deficit on the
balance-of-payments current account of the
group of non-oil-exporting countries has risen
considerably, amounting to an average of 3.3%
of the gross domestic product in the 1970s, well
above the 1.9% average recorded in the 1960s.
Inflows of foreign finance tended in many
countries to be well above the current-account
deficit and helped to increase foreign currency
reserves, except in 1980 when the balance-of-
payments current-account deficit increased

considerably and the countries financed part of
it with their reserves.

Another striking aspect is the fundamental
change in the sources of financing. During the
1950s and early 1960s, the bulk of capital flow-
ing into Latin America was official long-term
capital, and consisted partly of direct invest-
ment. In contrast, in the 1970s a large propor-
tion consisted of private bank and commercial
sources, for the short or medium term, bearing
rising interest rates. Consequently, the burden
of financing the external debt has risen with
respect to the national income and the current
value of exports. In addition, there is growing
concern about the possibilities of continuing
with this system of financing, due to factors
linked with the functioning of private banks
and the management of the debt by the bor-
rower countries.

The result of this process has been an ap-
preciable increase in the external debt, rising
from 10 billion dollars in 1965 to about 150
billion dollars at the beginning of 1980. In
brief, a situation of external vulnerability has
arisen which is of particular significance for the
future course of economic growth.

The economic integration agreements
have run into difficulties and in most cases
have failed to achieve the targets and objec-
tives they had set themselves. Nevertheless,
significant progress was made in multinational
investment in infrastructure, particularly in the
energy field, as well as in the expansion and
diversification of intra-regional trade; the pro-
portion of total exports going to countries of
the region has increased, and includes a larger
amount of manufactures —intermediate and
capital goods— than exports to other areas; and
in the case of some countries, these trade flows
have represented a significant growth factor in
specific branches,
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I1

Towards a new orientation of development

A. TOWARDS A COMPREHENSIVE AND
INTEGRAL SET OF PROPOSALS ON
ECONOMIC DEVELOPMENT AND SOCIAL
CHANGE

Thus, three central aspects are to be distin-
guished in the development problems affect-
ing the region. Firstly, and at the most general
level, there is the existence of extremely ine-
quitable societies with high concentration of
wealth and income, high levels of unemploy-
ment, and the persistence of poverty which af-
fects a substantial sector of the population. Sec-
ondly, there is the decline in the economic
growth rate observed in most of the Latin
American countries, the recovery from which is
conditioned by factors of instability and uncer-
tainty largely related with external variables.
Thirdly, there is the imbalance still being re-
corded in the external trade structure on ac-
count of the differing flows of imports and
exports and the unfavourable evolution of
the terms of trade of the non-oil-exporting
countries, together with the growing external
indebtedness, with its material and financial
effects on real national income, and the deterio-
ration in the balance-of-payments situation. All
this goes to make up a situation of extreme
vulnerability and instability as regards the
economic growth process.

These are consequently aspects which
concern the structure and functioning of the
economic and social process, which are inhe-
rent to that process, and whose solution calls for
institutional and structural changes at the
domestic level and in the world economy ca-
pable of bringing about a new form of function-
ing of the economy and society in order to attain
specific objectives. In this respect, the experi-
ence of Latin America and other developing
areas clearly indicates the aspects and prob-
lems which warrant special consideration in
the enunciation of development strategies and
policies aimed at promoting economic growth
and social welfare in the framework of more
equitable societies.

Among the objectives and conceptual as-
pects which should form part of a development
strategy, particular reference may be made to
the following:

(i) speeding up the economic growth and
productive and technological evolution of the
national economies;

(ii) promoting the equitable distribution
of national income and eradicating situations of
extreme poverty in the shortest possible space
of time;

(iii) formulating a suitable economic pol-
icy designed to attain certain conditions
permitting the control or avoidance of inflatio-
nary processes;

(iv) promoting change in the structure of
external economic relations and achieving sat-
isfactory conditions as regards the performance
of the external accounts of the balance of
payments;

(v) stimulating the active economic, social
and political participation of the various social
sectors in the economic and social develop-
ment process and ensuring the welfare of
children, the participation of young people,
and the integration of women;

(vi) preserving the quality and increasing
the potential use of the environment in order to
improve living conditions and lay the founda-
tions for a type of development which can be
sustained in the long term;

(vii) preserving and stimulating cultural
authenticity and identity and the development
of independent life styles, and

(viil) maintaining sovereignty over na-
tional resources and autonomy in the manage-
ment of the development process.

The formulation of a strategy incorporating
these diverse elements, along with other re-
lated objectives and concepts, undoubtedly
represents an extraordinary challenge to the
existing knowledge and experience on
economic and social policy, and the application
of such a strategy will furthermore represent a
delicate political task.

The acceleration of economic growth and
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productive and technological change is essen-
tial in order to strengthen the national
economies and lay suitable foundations for
facilitating the execution of a social policy. In
particular, the intensification of economic
growth is necessary in order to increase the
production capacity of the labour force, prom-
ote accumulation and facilitate the application
of policies aimed at improving income distribu-
tion and resolving situations of extreme pov-
erty through the active incorporation of the
labour force into high-productivity activities.
Economic development is thus a necessary but
not of itself sufficient condition for achieving
certain objectives connected with better dis-
tribution of the fruits of economic growth and
the eradication of poverty.

In the conditions currently prevailing in
Latin America, the technological structure of
the economy, the distribution of assets and
wealth and the power relations between the
different social groups create situations of re-
sistance and inflexibility in the determination
of the primary distribution of income.

This distribution can be altered by the ac-
tion of other factors, especially the collection of
resources by the State through the tax system,
the distribution of such resources in the form of
personal remuneration and various types of
transfers, and the access of the various social
groups to the goods and services produced by
the State.

There is no specific information available
in Latin America which makes it possible to
determine with reasonable accuracy the differ-
ences observable between the distribution be-
fore and after the payment of taxes. According
to some partial investigations, it would appear
that the distribution of family income after the
payment of taxes and the allocation of goods
and services to those sectors which benefit
from them is not significantly different, espe-
cially in the case of the poorer groups. Indeed,
it would appear that either directly or indi-
rectly the goods and services provided by the
State, and even infrastructural works, tend to
heighten the inequality of distribution, since
these services are enjoyed to a large extent by
the middle and high sectors, and only to a lesser
degree by the poorer sectors located at the low-
est distribution levels. Thus, the middle and

high sectors receive compensation for the taxes
they pay, even when these are levied in accord-
ance with a progressive system.

The fact is that the determination of the
nature and scope of the concrete measures
which should be taken to improve income dis-
tribution depend largely on the particular
economic, social and political conditions of
each country. It is, however, possible to indi-
cate some basic aspects or principles which
hold true for the different situations to be ob-
served within the economic and social system
prevailing in the region.

One of these aspects concerns the so-called
‘distribution struggle’. Any measure tending
to improve the participation of a social sector or
group will bring a reaction from the other sec-
tors who consider themselves adversely af-
fected by it, thus frustrating the aim of improv-
ing the distribution. This is what happens, for
example, when a wage increase is simply pas-
sed on to prices by the entrepreneurs so as to
maintain their share of the real income.

The second aspect concerns the relations
between income distribution and economic
growth, Clearly, the redistribution of income in
favour of sectors which have a lower propensity
to save than other sectors can finally resultin a
drop in accumulation and a subsequent decline
in the economic growth rate,

It is therefore necessary to design a policy
which, while tending to reduce the tremendous
differences in disposable income between the
various social groups, will promote increased
accumulation and thus raise the production
capacity and the efficiency of the economic un-
its, What is involved is the reconciliation of
better income distribution with faster eco-
nomic growth, so as to avoid the frustrations
to which much past experience bears witness.
Naturally, various kinds of policies can be
proposed in this context, provided that their
end result is to contain or reduce the consump-
tion of the upper groups, which concentrate in
their hands a large proportion of the income.
This would increase the resources available for
investment in physical and human elements
and promote more employment at higher levels
of productivity and income, In addition, of
course, institutional and structural reforms are
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needed in respect of other basic aspects such as
access to the land and agrarian reform.

The eradication of poverty situations
within a reasonable length of time has more
concrete significance than the proposals re-
garding the improvement of income distribu-
tion, which in reality are of broader scope and
incorporate the objectives conceming poverty.

The magnitude of poverty situations may
be associated with two basic elements: the size
of the average income of the society as a whole,
and the family distribution of that income. In
countries with low per capita income, a high
proportion of the population generally have in-
comes below those considered necessary for
satisfying their essential needs. In contrast, the
proportion of poor is usually smaller in
societies with higher per capita income,

The investigations which have been made,
albeit on the basis of incomplete data, seem to
show that the proportion of poor in the total
population tends to go down with economic
growth, but because of the high rate of popula-
tion increase this reduction does not necessar-
ily mean that poverty is reduced in absolute
terms. The faster economic and social growth
which it is proposed to achieve would further
the process of incorporation of the economi-
cally active population into activities of higher
productivity and income, but because of the
seriousness and magnitude of poverty situa-
tions the process of absorption would be rela-
tively slow: hence the need, for reasons of
equity and social justice, to complement the
strategy with a specific programme designed to
tackle the solution of this problem within a
more reasonable length of time, It is worth
bearing in mind that in the next two decades
rural out-migration will help to transfer poverty
from the country to the city, although poverty
situations will undoubtedly continue to have
an appreciable incidence on low-productivity,
low-income family farms and among landless
agricultural workers,

The objectives of accelerating economic
growth, improving income distribution, eradi-
dicating poverty situations and promoting the
economic and social participation of all sectors
of society will exert strong inflationary pres-
sures and cause imbalances of undesirable size
and nature in the external accounts because of

the expansion and changes which will take
place in domestic demand and imports, in addi-
tion to which there will be the persistent in-
crease in service payments on the accum-
mulated debt,

Consequently, it will be necessary to plan
action in the economic and financial field in
such a way that, while promoting the sought-for
changes, it will avoid or control inflationary
pressures, which, as everyone knows, would
imperil the achievement of the economic and
social programme and would particularly harm
the groups with the lowest income.

The efforst made in this respect will have
to be particularly intensive in those countries
which traditionally suffer from chronic infla-
tion, but in any case, all the countries will be
affected by world inflation, which seems to be
getting worse and spreading more than expec-
ted.

In order to strengthen the foundations of
the national economies and establish more
equitable trade relations with the exterior it
will be necessary to make profound changes in
the structure of trade aimed at reducing trade
imbalances and projecting into external rela-
tions the changes in production and technology
which take place in the structure of the
economy as a whole. In addition, a suitable
amount of external financing is needed on
terms which back up the national development
effort.

This development effort depends funda-
mentally on the mobilization of domestic re-
sources, but in order to secure more efficent
use of those resources international economic
co-operation is needed, especially in order to
facilitate the access to markets of manufactures
with growing technological content. These ex-
ternal components of the strategy are all the
more necessary now that there is a recrudes-
cence of protectionist measures on the part of
the industrialized countries and most of the ex-
ternal financing comes from private interna-
tional banks on less favourable terms than those
offered by multilateral financial institutions.

Measures must be taken to ensure the real
and active participation of the entire popula-
tion in all aspects of the development process.
Steps must be taken to establish or improve
national machinery to ensure that women enjoy
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full equality with men with a view to their
integration into the development process,
which is an important objective for the
countries of the region. Within this framework,
measures must be promoted to guarantee wo-
men more participation in the economic, politi-
cal, social and cultural life of the region and to
put a new value on the role of Latin American
women in society, seeking to improve their so-
cial image. All the countries should also assign
high priority to the objective of mobilizing and
integrating young people in the development
process.

Within the framework of an integral de-
velopment strategy, it is also necessary to con-
sider the environmental dimension. To this
end, some basic aspects of the relation between
the environment and development should be
emphasized: (i) the natural and artificial
biophysical environment —in short, the
environment— is the material system support-
ing life in society, which provides mankind
with the ground and infrastructure for the con-
duct of human activity, the materials and en-
ergy needed for his reproduction and develop-
ment, and the means of absorbing the waste he
generates; (ii) society and nature are mutually
adapted to each other through socio-economic
processes, human settlement, and scientific
and technical knowledge; (iii) the natural
ecosystems can be altered and specialized by
Man in order to increase their productivity, but
at the risk of reducing or destroying their capac-
ity for regeneration; and (iv) development is
really an advanced state of transformation of
nature into a contrived and artificial environ-
ment.

To the extent that this is properly under-
stood and taken into account in planning and
practical action, it will be possible to take tull
advantage of the potential of the environment
as one of the fundamental bases for achieving
the objectives of development. Many features
of past development patterns, however —and
also of the current style of development— are
limiting the capacity for action and increas-
ingly affecting those key functions of the envi-
ronment, so that they represent severe limita-
tions for a proper self-sustaining development
process both from.the point of view of produc-

tion potential and from that of living condi-
tions, especially for the poorest sectors.

Policies designed to harmonize the eco-
nomic and social objectives of development
with the ecologically sound management of re-
sources and the environment must take careful
account of the wide variety of ecological, cultu-
ral and socio-political situations and conditions
in the countries of the region. As the diversity
of environmental problems and potentials has
only come to be fully recognized in recent
years, an extensive and urgent task of diagnosis
and conceptual, methodological and operatio-
nal development lies ahead in order to incorpo-
rate the environmental dimension into an inte-
gral development strategy.

B. THE ACCELERATION OF ECONOMIC
GROWTH AND ITS REQUIREMENTS

1. Economic growth prospects and the
definition of a normative target

The need to step up the economic growth
of the Latin American countries in the context
of an integral strategy aiming towards an equi-
table distribution of income and greater social
wellbeing for the entire population arises from,
among other things, the scale and seriousness
of the social problems which will be aggravated
by the rapid growth of the economically active
population.

The productive incorporation of the avai-
lable labour force will obviously call for much
more dynamic economic development than the
region has enjoyed in the past, and certainly
much higher than the average for the second
half of the 1970s. It should be borne in mind
that the acceleration of economic growth is ac-
companied by an acceleration of the growth in
the product per person employed, as a result of
the progress which must take place in the trans-
formation and development of new forms of
production. As is well known, during this pro-
cess the amount of capital required per person
employed increases, and there is a considera-
ble rise in the volume of output needed to ab-
sorb the same amount of labour.

This raises serious technical and political
problems with regard to the definition of a
guantitative economic growth target, as for this
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purpose it is necessary correctly to assess the
internal and external conditions currently af-
fecting the course of economic activity and sub-
sequent trends in given areas with a special
impact on the rate of economic development.

The usefulness of establishing a quantita-
tive target for the countries of the region as a
whole may be called into question, particularly
in the climate of instability and uncertainty
prevailing with regard to major growth vari-
ables or factors. However, the establishment of
guantitative targets and the study of their vari-
ous implications is highly useful because they
shed light on the size of the growth rate re-
quired, the nature and scale of the efforts to
be undertaken, and the depth of the institutio-
nal and structural reforms to be carried out at
the national and interational levels. In addi-
tion, a quantitative target represents a basic
element for judging or appraising the progress
made towards established goals. It is therefore
necessary to distinguish clearly between an ap-
praisal of economic growth prospects and the
determination of a normative or indicative
growth target, Consequently, we shall first exa-
mine some aspects which make it possible to
weigh up growth prospects, and then the more
important factors of a normative target,

In studying the immediate economic
growth prospects of the Latin American coun-
tries as a group, it is first necessary to distin-
guish between the oil-exporting and the non-
oil-exporting countries. It is estimated that the
real prices of fuels will continue to improve and
that consequently the oil-exporting countries
will enjoy steadily favourable terms of trade, so
that the external sector will not represent a
constraint for their development process. On
the contrary, they will strengthen their import
capacity, their economic growth and their abili-
ty to imbue their economies with a social orien-
tation.

The non-oil-exporting countries will enter
the 1980s in patently unfavourable conditions,
with extreme vulnerability to external varia-
bles which will essentially continue to restrict
their ‘possibilities of maintaining or raising
their economic growth rates.

The following are among the aspects
which must be taken into account:

(i) the degree of external indebtedness,
and above all the burden of the financial serv-
ices, which are very high in relation to the do-
mestic product and current export earnings.
This situation varies considerably from country
to country;

(ii) this external debt has largely been
contracted with private international banks on
“hard” terms, and the machinery through
which the capital flows are channelled is facing
difficulties which may hinder its continued use
in the near future;

(iii) the economic growth prospects of the
industrial countries with which the region has
the bulk of its economic and financial relations
are clearly unfavourable; their growth rate will
be extremely low in the early 1980s, perhaps
rising subsequently but nevertheless remain-
ing below pre-1973 levels;

(iv) this will weaken the demand for goods
from the developing countries, and the situa-
tion will be still worse if protectionist measures
are adopted or increased in the industrial coun-
tries; and

(v) this is all compounded by the relent-
less effect of rising real oil prices on the balance
of payments of the importing countries.

In these circumstances, the prospects of
higher economic growth for the group of non-
oil-exporting countries as a whole are unfavou-
rable, at least in terms of the achievement of a
desirable target. This is due not so much to
internal restrictions, which could be overcome
by suitable policies (although it must be recog-
nized that they are of major significance for
some countries), as to the bottlenecks and vulne-
rability stemming from external variables. The
question therefore arises of the extent to which
the economic growth rate of the Latin Ameri-
can countries depends on the economic growth
of the industrial countries and of the world eco-
nomy. In this connexion, it may be said that in
the framework of existing relations there is a
high degree of structural dependence, whose
effects were examined in the preceding chap-
ter,

During the 1970s, the economic growth
trends of the Latin American countries were
more or less parallel to those of the industrial
countries as a whole, although considerably
higher than the latter., This means that the
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countries of the region were able to keep up
their economic growth rate and avert a major
contraction or economic recession which might
otherwise have occurred.

This was the consequence of the produc-
tion capacity acquired by those countries, the
higher level of integration and diversification
of their economies, the growth of their exports
and, particularly, the availability of external fi-
nancing which enabled them to cover their ris-
ing balance-of-payments current-account defi-
cits and even build up international reserves. It
is well known, however, that this growth model
based on external financing runs into serious
restrictions after a time on account of the accu-
mulated debt and the burden of servicing it.

In establishing a quantitative growth tar-
get for the 1980s, account must be taken of the
salient features at the outset as well as of future
prospects. However, the point is not to extrapo-
late those trends but rather to review the chan-
ges which should take place in domestic and
external conditions and policies in order to
boost the dynamism of economic development.
The aim is therefore to establish a target or
objective, normative or indicative, which will
be reasonably viable if structural and institu-
tional changes take place and policy measures
forming an integrated action programme are
applied.

In this connexion, the new IDS establishes
an annual growth target of 7% for the gross
domestic product of the developing countries
as a whole, which would signify a per capita
growth of 4.5%.

In the prospective studies undertaken by
the Secretariat, various economic development
scenarios for the 1980s have been examined.
From these, a normative growth scenario was
chosen which includes the following elements:

(i) faster economic growth than indicated
by the projections of past trends, so that, with
the use of suitable policies, a positive contribu-
tion will be made to solving the problems of
unemployment and the eradication of extreme
poverty;

(ii) a minimum target of doubling the per
capita product within 15 years, as a general
norm for all countries; and

(iii) the materialization of the high eco-
nomic growth potential to be found in some

countries, so that in some cases the growth tar-
get may be higher than the above-mentioned
minimuam.

The annual growth target for the regionasa
whole would be somewhat over 7%. This
means, for Latin America, an annual economic
growth rate roughly equal to that of the first four
years of the 1970s. There is a major difference,
however: during that period growth was prima-
rily concentrated in a very small number of
countries, whereas what is now postulated is
faster growth in all the countries of the region.

In short, the target of doubling the gross
domestic product of the region as a whole by
the end of the 1980s, which would signify an
annual growth of a little over 7%, may be consi-
dered reasonably justified. However, in view
of existing circumstances the growth rate may
be lower than that average in the early years of
the decade and somewhat higher in the second
half.

2. Saving and investment

To achieve this growth target will call fora
substantial rise in investment: the invest-
ment/product coeflicient will have to rise to
over 25% for the region as a whole. In principle,
this should not present an unsurmountable
obstacle, because the region has shown, parti-
cularly in boom periods, a striking capacity for
promoting large-scale investment. Domestic
saving will have to rise appreciably if external
financing is to retain reasonable proportions
with respect to investment and exports, as
would be desirable.

It should be noted, however, that the con-
ditions and trends which this scenario compri-
ses vary from country to country in the region,
and in many of them the acceleration of the
growth rate will call for much greater relative
increases in investment and domestic saving,
and thus a much greater effort, than in others.
Furthermore, the relative importance of exter-
nal financing, in comparison with the product
and investment, will obviously also differ sig-
nificantly from country to country.

3. Growth and sectoral structure

The output of the agricultural sector will
have to grow more rapidly than in the past, to
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reach an annual rate of over 4%, and perhaps
even 4.5%; tor the region as a whole. This target
for agricultural output is in keeping with the
global growth rate of the product, and is essen-
tial to satisfy the growth of domestic demand
(stemming from higher incomes and the aim of
eliminating extreme poverty or destitution)
while increasing the region’s exportable sur-
plus.

Various studies suggest that the growth of
agricultural production may feasibly be
boosted by increasing the productivity of
cultivated land more than previously; but at the
same time it'is very important also to expand
the cultivated area.

The dynamism of industrial development
will have to be relatively intense, with an an-
nual growth rate of a little over 8.5%, represent-
ing an industrialization process that would be
much more rapid and profound than in the past.
It will have to extend to new activities with a
higher technological content, calling for major
capital investment in the branches of essential
intermediate goods and producer goods. In this
new stage, industrialization will have to take
place in more economically efficient condi-
tions, as the materialization of this growth
scenario calls for a considerable rise in the
trade in manufactures among the countries of
the region and in exports to the developed
countries and to other developing regions.

This growth scenario also assumes signif-
icant sectoral and technological changes in the
Latin American economies. The share of the
agricultural sector will decline appreciably,
while that of the manufacturing sector in-
creases. The pace of this process and the inde-
xes of the sectoral composition of the product
will vary among the countries, which will con-
tinue to show major differences in their level of
development during the next twenty years.

There will also be a sharp rise in the pro-
duct per person employed, reflecting the in-
tense process of technological change spread-
ing in the national economies, which will be
more or less generalized among the various
groups of countries; it will be stronger in man-
ufacturing than in the agricultural sector and in
the economy as a whole. This difference in the
growth of productivity between the economic
sectors and within them raises serious prob-

lems which must be borne in mind when
formulating policies designed to improve na-
tional income distribution.

Despite the rise in productivity indexes,
greater absorption of labour will be fostered,
which should equal the growth of the economi-
cally active population for the region as a
whole. This will not solve the problem of un-
employment within a relatively short period,
however, on account of the magnitude of un-
deremployment and open unemployment. Ne-
vertheless, it will lead to higher productivity
and income levels for that segment of the popu-
lation. The employment structure should
change significantly, not merely in terms of
sectoral distribution but also from the stand-
point of the nature of jobs and their skill levels.
This therefore points to the need for training
the economically active population: a matter to
which some countries will have to pay particu-
lar attention,

4. The energy problem

The analysis of energy needs is a matter of
particular concern on account of their great im-
pact on technological and economic policy
strategies in the development process, In the
present circumstances, this is of course a key
aspect which must be taken into account in
weighing up the feasibility of development op-
tions, since the basic and complementary na-
ture of energy as a factor of the production of
goods and services makes it one of the de-
terminants of the development style of the in-
dustrial era.

It is estimated that total energy consump-
tion measured in terms of use of primary
sources has grown over the long term (since the
war) at an average annual rate of 5.5%. Thus, in
the region as a whole the rise in energy needs
went hand in hand with the growth of the gross
domestic product. Consumption of commercial
energy grew much more rapidly (by almost 7%
per year) on account of the replacement of trad-
itional sources.

As a consequence of the rising real prices
of oil and natural gas products, which account
for over 75% of the region’s total supply of mod-
ern energy, it may be expected that the elastic-
ity of demand with respect to the product will
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decline and that policies will be applied delib-
erately to hold down energy consumption of
specific sectors or for specific purposes. At the
same time, however, it is obvious that the
economic growth rate and the dynamism of pro-
ductive and technological change inherent in
the economic development scenario under
consideration necessarily imply an appreciable
rise in the product per person employed and a
higher energy input in accordance with known
patterns of technology. Thus, in the absence of
alternative styles of development, it may be
assumed that despite whatever energy-saving
measures are taken, energy needs will rise
more rapidly than in the past, and are likely to
double in a period of ten to twelve years in
accordance with the normative economic
growth target.

The region as a whole is a net energy ex-
porter to the rest of the world. As was stated
earlier, however, the exportable surpluses
have been dwindling appreciably. This situa-
tion may change to some extent with the new
export flows, primarily from Mexico. Naturally,
these trends are due not only to the lack of
dynamism in the production of primary energy
sources, but also and perhaps primarily to the
resource-conservation policy followed by some
countries, such as Venezuela. At present, only
five countries are really net exporters of
hydrocarbons, while all the others are net im-
porters, although the degree to which they de-
pend on imports varies,

At the national level the situations differ
considerably. On the one hand, the oil-
exporting countries have strengthened their
financing capacity and their possibilities of in-
creasing their economic development will be
even greater as their terms of trade continue to
improve. On the other hand, the group of non-
oil-exporting countries face different pros-
pects. In some, the importance of external fuel
supplies in projections of total demand, and the
impact of their cost on current foreign exchange
earnings, are relatively low. Their demand for
imports of hydrocarbons should rise to a vary-
ing degree according to the growth of the na-
tional product and the results of the energy
measures and policies adopted. Their balance-
of-payments problems may worsen but most
probably will not become an unsurmountable

obstacle hindering more severely than any
other factor the objective of raising the
economic growth rate,

On the other hand, in another large group
of countries of varying size, the degree of de-
pendence and the relative importance of the
costs of imports are much greater and are rising
from day to day. In many of these countries the
energy problem is extremely important and the
proposal of economic growth scenarios cannot
be divorced from energy prospects and prog-
rammes. In these countries, energy saving, the
replacement of hydrocarbons by other tradi-
tional and non-traditional energy sources, the
reduction in dependence on oil imports and the
growth of exports to increase the availability of
external purchasing power must be considered
necessary objectives of development strategies
and policies. In some cases they are being
pursued with great vigour, with an attempt to
replace oil imports by local biomass energy to
some degree. ’

C. THE CHANGES AND
TRANSFORMATIONS WHICH MUST
TAKE PLACE IN EXTERNAL ECONOMIC
RELATIONS

1. Import needs and the capacity to buy
abroad

From the mid-1960s until 1974 the volume
of imports grew rapidly and to a greater extent
than the domestic product in most of the
countries of the region. This occured in the
context of structural changes tending towards
greater openness to the exterior, a diversifica-
tion of exports, greater use of external financing
and active participation of transnational en-
terprises in the economy of the countries of the
region. Subsequently, on account of the serious
balance-of-payments problems of the non-oil-
exporting countries, the pace of imports de-
clined to such an extent that in some cases the
level dropped in absolute terms. Recently,
however, they have tended to recover.

CEPAL has also studied the possible pro-
jections of imports in a dynamic growth pro-
cess, taking into account various aspects affect-
ing the process and particularly the correlation
between imports and the product and invest-
ment. This analysis suggests thatimport needs
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will grow in almost all countries, and for the
region as a whole, at a somewhat higher rate
than the growth of the gross domestic product.
In the normative scenario under consideration,
imports should grow at an annual rate of 8%.
Thus, by 1990 the value of imports of goods and
services at constant 1975 prices will be 2.6
times higher than the average for the three-year
period 1976-1979. Their structure will con-
tinue to be dominated by intermediate and cap-
ital goods, with relatively greater growth in the
latter.

It is clear, then, that external purchasing
power must expand much more than in the past
in order to be able to cover this demand for
imports of goods and services. This growth will
depend on three major sources: (i) the volume
and diversification of exports; (ii) the trends in
the terms of trade; and (iii) the magnitude of
external investment and finance. Thus, for ex-
ample, assuming that the terms of trade remain
at 1979 levels and that net external financing
—equivalent to the deficit on current account
of the balance of payments— in the 1980s main-
tains a similar relationship with respect to the
domestic product as was true of the countries of
the region during the 1970s, then for the region
as a whole the income from exports of goods
and services will have to rise in step with im-
ports (8% annually during the decade) and by
1990 net external financing will represent an
average of 2.8% of the gross domestic product
and about a fifth of exports.

Export needs will naturally be smaller if
net external financing is larger, and this will
also be true if the terms of trade improve. It has
been calculated that exports of goods and
services would rise by 7% annually if net exter-
nal financing increased even more during the
1980s to represent 4.4% of the gross domestic
product by 1990. In these circumstances, the
servicing of the external debt and the profits on
foreign investment would reach very high
proportions of current export earnings, and the
ensuing situations would be very difficult to
handle in practice. Furthermore, in the result-
ing economic growth structure the domestic
saving coefficient would tend to decline with
the rise in economic growth. Naturally, this
scenario could improve appreciably if there
were a favourable change in the terms and con-

ditions of an effective transfer of real resources
to the developing countries.

2. The pace and structure of exports and
balance-of-payments problems

It is therefore necessary to examine the
projections of external demand in relation to
these export needs of Latin America, as well as
the nature and scope of the structural changes
to be promoted in the international order in
order to foster the growth of trade of the de-
veloping countries. Various studies have been
carried out by CEPAL and other institutions on
the basis of a variety of hypotheses concerning
world economic growth and particularly the
economic growth rate of the industrial coun-
tries.

One of these studies, essentially based on
historical relationships, gives the following re-
sults: if world trade expands at an annual rate of
about 7%, and the region follows a trend similaf
to that of the past, Latin America’s exports will
grow by roughly 5% annually. Consequently,
the region’s share of world trade in primary
commodities and fuels will continue to de-
cline, while its share of the trade in man-
ufactures will grow at a similar rate to that of
world trade in such products (8% to 9%
annually).

However, as has been stressed above, in
the 1970s the Latin American countries made
great efforts to alter the historical trend by fol-
lowing export promotion and diversification
policies. In the last years of that decade, the
trend began to change in major respects. Thus,
it is interesting to note that in 1977-1980 Latin
American exports grew at an annual rate of
nearly 8.9%, despite the drop in the volume of
Venezuelan exports.

This suggests the possibility that Latin
American exports may be more dynamic than
was the case until the mid-1970s. Clearly, the
proposed acceleration of economic growth, as
well as the changes in the production and tech-
nological structure, also call for changes in the
rate and structure of the exports needed to
bring them into being, and substantial altera-
tions in the world economy tending towards
the shaping of a new international economic



68

CEPAL REVIEW No. 15 / December 1981

order. It cannot be assumed that external
financing will be the main source for covering
the balance-of-payments deficit which would
result if exports in the 1980s grew at the histori-
cal rate prior to 1974. This would not be viable
on account of the size of the deficit and the
frustration of domestic saving which ac-
companies a policy of that kind. What is re-
quired is intermational co-operation and pro-
found changes in the policies of the developed
countries in order to facilitate the growth and
diversification of exports above the levels of
those past trends.

Other related aspects to be taken into ac-
count are the improvement and stability of the
external terms of trade and the possibilities of
holding down imports without affecting the
postulated economic growth rate, and funda-
mental changes in the sources and conditions
of external financing so that its share may in-
crease above expected levels.

The growth of exports should be examined
in relation to their composition and the markets
to which they have access. Dealing first with
their growth rate and structure, it may be recal-
led that during the 1970s the process of export
diversification underway since the end of the
previous decade grew stronger, and that this
took place in the primary commodity branches
together with a growing share of manufactured
products. Nevertheless, for the region as a
whole, exports of manufactures represent only
20% of the total, and are concentrated in the
large and some medium-sized countries.
Naturally, this export structure must change in
favour of a greater share of manufactured
goods, including product lines with more ad-
vanced technological content, in a way that is
consistent with the transformation of produc-
tion and technology accompanying the
economic development process and with a de-
velopment strategy which seeks to retain some
degree of external openness in order to favour
the most efficient allocation of resources and
the growth of productivity, A similar line of
reasoning, particularly in connexion with re-
source endowment, applies to the greater
dynamism to be achieved by commodity ex-
ports with a rising degree of processing; in this
case there is also the important fact of the great
significance of such exports in the regional to-

tal, particularly for the medium-sized and small
countries,

The considerable increase required in La-
tin American exports in the 1980s must there-
fore include the various branches of primary
commodities with a higher degree of proces-
sing, new export flows, and increased and more
diversified manufactured products which rep-
resent the most dynamic flows of international
trade. It is well known that Latin America’s
share of the primary commodity trade has been
declining; it would suffice for the region to
retain a specific proportion of that trade, and be
allowed access to the markets of the industrial
countries, for total commodity exports to in-
crease at a significantly higher rate than in the
past. Nevertheless, it is manufactures that
should become the most dynamic lines of Latin
American exports.

The breakdown of the value of total Latin
American exports in recent years is as follows:
about two thirds was accounted for by sales to
the developed countries, somewhat less than
20% by sales to Latin American countries, a
little less than 10% by sales to the socialist
countries and 4% by sales to other developing
areas. In these circumstances, to achieve the
export targets required to underpin the region’s
economic growth will obviously depend heav-
ily, particularly at first, on greater access to the
industrial countries, which currently absorb
such a high proportion of them. This in turn
will depend on the trends in those countries’
external demand, and particularly on the
policies to eliminate the well-known restric-
tions of all kinds limiting access to their
markets, as well as policies to restructure their
domestic economic activity, promoting the
basic conditions for a new expanding position
for the developing countries in the world
economy. In this connexion, the immediate
prospects are clearly unfavourable, on account
of the slow rate of economic growth in the in-
dustrial countries and the resurgence of pro-
tectionist measures.

The above-mentioned studies have also
shown quite clearly that despite the positive
results which may be achieved in terms of in-
creasing and diversifying exports to the de-
veloped countries, the growth of intra-regional
trade appears to be a necessary condition for
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stepping up the development of the Latin
American countries. This trade has been grow-
ing more rapidly than trade with the rest of the
world. In the early 1960s, exports to the region
represented only 8% of the total, as against 17%
today;! furthermore, the composition of these
trade flows differs from that of trade with the
rest of the world, as they consist predominantly
of new branches of intermediate manufactures
and capital goods.

In addition, the growth of trade with the
socialist countries and with other developing
regions should also be a complementary objec-
tive in order to make use of the enormous po-
tential offered by those areas. This objective is
included in national policies, and some in-
teresting progress is being made.

The fluctuations and worsening of the
terms of trade have important —favourable and
unfavourable— effects on the results of the ba-
lance of payments and the course of investment
and real income in the Latin American
countries. In CEPAL’s prospective studies, it
has been assumed that the terms of trade re-
main constant at the 1979 level. The relative
position of those indexes during the 1970s was
described above. It should be added that, with
respect to 1979, the terms of trade tended to
improve in 1980 but very much worsened for
the non-oil-exporting countries. The prospects
for the evolution of the terms of trade are far
from encouraging, particularly in the short and
medium term, on account of the rising cost of
imports from the industrial countries, the
higher price of fuels, and instability and uncer-
tainty with regard to commodity prices. In
proportion as the terms of trade decline,
the balance-of-payments problems will grow
worse. Hence the capital importance attached
by the Latin American countries and the de-
veloping countries in general to achieving sta-

IThese figures include only Haiti and the Dominican
Republic from among the countries and territories of the
Caribbean.

ble real prices for commodities at remunerative
levels in the international market.

The model used in this economic develop-
ment scenario assumes that imports will grow
relatively faster than the gross domestic pro-
duct. The elasticity of projected imports with
regard to the product is less than in the early
1970s; however, the model has a relatively
open growth structure compared with the situa-
tion in the past, when the so-called import sub-
stitution model prevailed. This trend towards
greater openness has been strengthened by
toreign trade developments in the last four
years.

The question arises of whether it would be
possible to achieve the proposed economic
growth with a lower import elasticity than ap-
pears in these studies. This question is of en-
ormous importance at present, given the rise in
protectionism and the developed countries’ re-
sistance towards the adoption of effective mea-
sures for expanding trade with the developing
regions within a process of restructuring the
world economy. While it is impossible to give a
precise technical answer on the basis of the
global analysis under consideration, some gen-
eral comments may be made on the issue.
There are grounds for believing that in the
framework of the prevailing style of develop-
ment, the import elasticity shown by these
guantitative studies may be considered reason-
able from the standpoint of a given growth
structure with a specific degree of openness;
thus, it might be considered that at least the
large countries and some medium-sized
countries, given their industrial capacity and
their larger domestic markets, are in a position
to make some progress in import substitution of
essential intermediate goods and capital goods.
There can be no doubt that a policy of this kind
should be set in the context of the growth of
intra-regional trade, which would provide a
more efficient solution than the “squeezing” of
the import coefficient at the national level.
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The main objective of this article is to study
the role played by consumption in the
economic and political strategies followed in
recent years in the countries of the Southern
Cone of Latin America. The author places at
the centre of his analysis an apparent paradox
whose significance he seeks to discover: on the
one hand, these societies display a consider-
able increase in the consumption of durable
goods and other ‘sophisticated’ articles,
primarily acquired through imports, and this is
usually presented as a manifestation of the suc-
cess of such strategies, but on the other hand,
the same societies also display both growing
inequality in the distribution of wealth and
income and a deterioration in the degree of
coverage of the basic needs of the poorest
strata.

In order to elucidate this paradox, the au-
thor begins with a critical analysis of the
significance which consumption usually has in
economic theory and emphasizes the need to
take into account its sociological aspects,
which makes it an important interface between
the two disciplines. He goes on to explore the
statistical information available in order to de-
scribe the patterns of concentration and dis-
semination of the consumption of durable
goods, especially in the case of Chile, and fi-
nally gives a summary of his main conclusions.
Among the latter he suggests that the new and
sometimes paradoxical patterns of consump-
tion adopted by the various social strata in
these societies can only be understood within
the context of global tendencies furthering the
creation of forms of social organization in
which the relative absence of other accepted
manners of personal realization and social
participation give ‘modern’ consumption a
central role in both personal life and in the
principles of social integration.

*CEPAL Consultant and Director of the Uruguayan Centre
for Information and Studies (CIESU).

I

Introduction

1. Inrecent decades, Latin America has ex-
perienced profound changes in its styles of life
and patterns of consumption. A sustained pro-
cess of dissemination of material objects
characteristic of the industrialized societies
makes it difficult now, at the beginning of the
1980s, to recognize Latin America as the same
region which existed 30 years ago.

Without doubt, this process has not been
an isolated phenomenon; in reality, it forms
part of a much more general process of
economic development and social moderniza-
tion which the region has displayed above all
since the end of the Second World War.

As repeatedly pointed out by CEPAL, al-
though the economic growth of the region is not
sufficiently high and the prevailing styles of
development are not appropriate for solving
the problems of the extreme poverty and pre-
carious living conditions of great sectors of its

- population, Latin America as a whole has

shown one of the highest indexes of growth in
comparison with the other regions of the Third
World.

Other simpler and well-known indicators
also show the magnitude of this process. The
urban growth registered in only three decades
means that one of the characteristics tradition-
ally attributed to the region —namely, its pre-
dominantly rural nature— is tending to disap-
pear. Furthermore, the changes which have ta-
ken place in education over this period repre-
sent, like the progress in urbanization, one of
the most spectacular growth processes ever re-
corded in the history of any society during such
a short period. Finally, with regard to the social
structure, the expansion of the urban middle
classes in recent decades has been so great that
in the 1980s some countries are attaining and
even exceeding the proportions of middle class
existing in the developed countries, while
others are rapidly approaching such levels.

The dissemination of these new styles of
life and consumption is closely associated,
then, with the increasingly urban and
tertiarized nature of the social structure. The
new habits of modern consumption, in their
turn, are increasingly determined by the lead-
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ing role played by the expanding middle clas-
ses. As well as adopting patterns of behaviour
similar to those of the middle classes in the
developed countries, these life styles are also
propagated towards the lower strata.

With the shortening of physical and
cultural distances brought about by the expan-
sion of the physical means of communication,
and above all the mass media, there is practi-
cally no physical or social space, no matter how
isolated it may be, which has not to some extent
undergone the impact of the stimuli of modern
consumption.

This has led to changes in the most deeply-
rooted habits in the traditional spheres of con-
sumer behaviour: food, housing and clothing.
The forms of recreation favoured increasingly
call for the possession of material goods, forms
of social relationships are modified as a func-
tion of goods, and at the same time we observe
the most varied family strategies to try to meet
the new preferences and tastes. The expecta-
tions and aspirations for the life cycle are rede-
fined as a function of consumerist priorities,
and this leads to changes in basic motivations
towards work, the family and the children.!

In particular, since material goods consti-
tute the most manifest part of this culture, they
increasingly acquire the character of a veritable
system of information which gives significance
to everything surrounding the individual.
More and more, there is a tendency to work and
live as a function of consumption.

Not all the countries of Latin America have
experienced this process to the same depth or
with the same rapidity, however. As the region
does not form a single unit, but is a heterogene-
ous set of countries, the expansion of the ‘con-
sumer society’ has taken place in very dif-
ferent manner in each particular case.

As a general rule, the sustained process of
dissemination of patterns of consumption refer-
red to above integrated the dominant styles of

17, Graciarena, “Creacién intelectual, estilos al-
ternativos de desarrollo y futuro de la civilizacion indus-
trial”, study presented at the Symposium on Cultural and
Intellectual Creation in Latin America, organized by the
United Nations University and the Institute of Social Re-
search of the Autonomous National University of Mexico,
held in Mexico City from 23 to 28 April 1979 {mimeogra-
phed version, 1980).

Latin American development, and in so far as
these styles had continuity, so too did the dis-
semination of the consumption-oriented mod-
els. This dissemination did not always follow a
continuous and gradual process, however.

Thus, in the 1970s there were some Latin
American countries where the dissemination of
the new styles of consumption was abruptly
accelerated by a sharp break with the formerly
prevailing models. The countries of the South-
ern Cone, where stabilization experiments are
being carried out, show how, in a brief period,
the break with the traditional policies regard-
ing styles of development led to a profound
transformation in all aspects of social, econ-
omic and political life.

With regard to styles of consumption, these
were affected by the confluence of various
factors which tended to generate conditions
favourable for the emergence of a previously
unknown consumer society. The growing con-
centration of income deriving from the stabili-
zation models, the economic openness favour-
ing the importation of cheap consumer goods,
and the general ideology of the new systems
proclaiming consumerism as a legitimate prior-
ity objtective tended to bring about drastic al-
terations in styles of life and consumption.

The economic literature has given suffi-
cient demonstration of the significance which
the economic reorientation of the new stabili-
zation models had in these changes. It is not
merely a question of economic measures and
policies, however. In reality, the new orienta-
tions comprise a vast concept embracing social
morality and solidarity, based on the resur-
gence of individualistic liberalism, reatfirming
the principle of the supreme importance of the
consumer, and taking up once again the idea
that the State can be dispensed with in many
respects.

The new market economies are thus some-
thing more than economies: they are societies
where material, economic and political in-
terests cannot be separated from the ideas
which seek to give them significance as well as
strengthening and justifying them. From this
point of view, they are as real as the interests
themselves.

Consequently, the phenomenon of con-
sumerism in the new models can hardly be
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viewed as displaying unbroken continuity.
This also helps us to understand better why the
problems of the ‘consumer society’, tradition-
ally identified with problems peculiar to the
developed countries, are acquiring growing
importance and new connotations for Latin
America,

2. Because of the interest of certain academic
and intellectual circles and the concern of in-
ternational organizations and forums, some of
the old problems raised thirty years ago by
Galbraith in his study on the affluent society
have assumed new vitality and significance.?

A decisive factor in this was the question-
ing by the Rome Club a few years later of the
consequences that the exhaustion of natural re-
sources would have for the growth model of the
industrial society. Since then, the resulting dis-
cussion has given rise to the most varied pro-
posals, although the idea which has gained
most ground is that the initial postulation re-
garding the exhaustion of resources was not
really a problem of technology or production in
the strict sense.

Numerous subsequent studies have shown
that there are various logically possible alterna-
tive worlds in which the social, political and
productive organization could successfully
cope with the problematical destiny of the ‘in-
dustrial society’. Though they were utopias in
some cases or theoretical exercises in others,
both types of approaches had the virtue of dis-
placing the problem of the form of exploitation
of natural resources towards its social and polit-
ical determinants. In all cases, however, the
consumerist or ‘consumer society’ characteris-
tics on which the spoliatory forms of technol-
ogy are based were always at the centre of the
analyses.

The studies on styles of consumption in
Latin America could not remain outside this
controversy either, and were thus deeply in-
fluenced by the problems of the more devel-
oped countries.

It could even be affirmed that because of
this the analysis of the dissemination of the
consumer society in Latin America has another

2].K. Galbraith, The Affluent Society, Boston, The
Houghton Miftlin Company, 1958,

character. It is not possible to avoid the feeling
—shared by many— that the industrial civiliza-
tion is reaching the end of an era and closing a
cycle, thus demanding in an urgent and ines-
capable manner for changes of considerable
magnitude to be made.?

Naturally, this return to the study of con-
sumption as influenced by the way in which
the problem is defined in the developed
countries raises certain difficulties. Firstly, for
obvious reasons it raises difficulties deriving
from the different contexts. The term ‘con-
sumer society’ is fully applicable to societies
with mature industrial economies, but it cannot
automatically be extended to the countries of
the Third World. Secondly, the critical nature
of the judgement on consumerist styles has fre-
quently emphasized moral censure, thus turn-
ing itself into a subjective value judgement
rather than an analytical category. Finally,
there is the difficulty that the terms ‘consumer
society’ and ‘consumerism’ are vague and
globalizing concepts.

The ‘consumer society’, ‘superfluous con-
sumption’ and other similar terms which are
frequently used in the literature rarely seem to
have a well-defined meaning. In certain cases
they seem to refer to general ways of de-
nominating a particular type of civilization, the
‘industrial society’; in others, they appear to be
a characterization of the essential features of a
particular system (the capitalist system), and in
still other cases, certain authors seem to regard
them as morbid or pathologically deviated
manifestations of something which need not
strictly be so.

Consequently, it is appropriate to raise
some queries regarding these denominations.
With regard to the consumerism which is sup-
posedly characteristic of contemporary society:
is it a mere superficial phenomenon of the pre-

3M. Wolfe, Nuevas reflexiones sobre el desarrollo
(E/CEPAL/DS/VP/182), 1978; ]. Medina Echavarria, “La-
tin America in the possible scenarios of détente”, CEPAL
Review, No. 2, 1976; Dag Hammarskjsld Foundation,
Another Development, Uppsala, 1979; Proposiciones para
un nuevo orden internacional, Rome Club, Guanajuato,
Mexico, 1975; United Nations, Declaration and Prog-
ramme of Action for the establishment of a New Interna-
tional Economic Order, 1974; R. Falk, A Study of Future
Worlds, The Free Press, 1975.



74

CEPAL REVIEW No. 15 / December 1981

vailing models, or is it rather a structural
characteristic? What are its links with the pro-
ductive structure, investment and savings?
How deeply rooted are the styles of consump-
tion and what are the dynamics of their change?
What are the conditions, factors and requisites
needed for their change?

Answering these queries is not an easy

task; it involves options of a theoretical nature
which are not yet sufficiently clear in the exist-
ing literature, and the paths opened up for fu-
ture research depend on which of the alterna-
tive answers is selected.
3. The consumerist ethos originated in the
advanced capitalist countries and gradually
spread within them and outside them; it stead-
ily incorporated new social sectors and classes
and penetrated at various rates into the
societies of the Third World.

The present situation of the developed
countries thus reflects the full sway of a con-
sumerist ideology which, through a long-
standing process, has come to orient their
growth in a certain way; it can therefore be
asserted that their present problems are the
result of their own maturity.

This situation cannot, of course, be di-
vorced from the way in which the notion of
consumerism or the ‘consumer society’ is intro-
duced in Latin America.

Since the emergence and significance of
these concepts is conditioned both geographi-
cally and ideologically, the literature on con-
sumerism has reflected above all the specific
problems of the advanced societies. It is there-
fore no accident that consumerism has recently
acquired a significance related to the problems
of the external and social limits of growth.

For the theory of the physical limits, waste,
as a pathological expression of the modern style
of consumption, has thus been linked with the
spoliatory nature of the techniques and forms of
production, while as regards the social limits,
these have been expressed by the high
economic cost and improductive nature of the
competition for prestige goods and the erosion
of the basis of legitimacy and consensus.

4F, Hirsch, Social Limits to Growth, Cambridge,
Mass., Harvard University Press, 1979.

In the advanced countries waste was com-
bined with exceptional economic growth and
dynamism, however, whereas in Latin America
and the Third World countries in general the
sitnation was different, since there was waste
with zero or scanty growth.

Hence, while in the more advanced
countries the notion of consumerism assumed a
significance in line with the interpretations of
those countries’ physical and social limits, in
Latin America it also raises the problem of the
limits which it imposes on accumulation.

From its earliest days, CEPAL has given
priority attention to the problem of the imita-
tion of modern patterns of consumption and the
way in which these are related with economic
development. Recently, this aspect has gained
renewed vitality’ through the studies of Radl
Prebisch on peripheral capitalism.

It does not seem, however, that there has
been sufficient adaptation of the concept of
consumerism to conditions which, like those of
Latin America, differ from those prevailing in
the developed countries. At the conceptual
level, there are still some major queries regard-
ing what is meant by consumerism or the ‘con-
sumer society’.

If it is perceived as the expression of
economic behaviour based on excessive con-
sumption, on the satisfaction of ‘superfluous
needs’ or the acquisition of ‘luxury goods’, one
inevitably falls into relative and arbitrary value
judgements which, even in the best of circum-
stances, can only describe but not explain the
situation. It is very different, however, if con-
sumerism is perceived as an articulated set of
ideas and motivations which make up an
ideology.

If consumption belongs to the order of the
material world or the world of objects, con-
sumerism —like Weberian ascetisism— be-
longs to the order of values and ideas. It there-
fore only acquires significance when it is con-
sidered as a particular ideology or ethos.

It is not always, nor in all known societies,
that material objects acquire the same decisive
importance or the character of a primary moti-

5R. Prebisch, Capitalismo periférico. Crisis y trans-
formaciones, Fondo de Cultura Econdémica, Mexico City,
1981.
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vation for action. Nor are preferences always
organized around material goods, as happens to
the full in the industrial societies or the circles
in underdeveloped countries to which this at-
titude has spread.

While some implications of the notion- of
consumerism as an ideology are probably obvi-
ous, it is worth referring to them.

It is clear, of course, that consumerism can-
not be considered as a mere superficial
phenomenon. Nor can it be considered as a

IT

manifestation which has no life of its own, ex-
cept as a reflection of the needs of the produc-
tion structure, and much less can it be con-
sidered as a type of orientation which can easily
be modified. It is even more important to note
that consumerism thus defined is not restricted
to the real behaviour of those privileged sectors
or classes which have effective access to
superior goods, but is also defined by the
broader dissemination of the expectations and
values which orient action.

Social factors in the dissemination of styles of
consumption

An aspect which attracts the attention of
sociologists is the way in which economic
thinking hasapproached the analysis of the be-
haviour of the consumer, since until only a very
few years ago individual decisions regarding
consumption and preferences for certain con-
sumer goods were considered as actions car-
ried out independently of the decisions of
others. No less surprising is another of the basic
assumptions of economic theory: that the con-
sumption attained at a given moment is revers-
ible in time (Douglas and Isherwood, 1979}).6

The wealth of practical knowledge amas-
sed by advertising agencies, market research
specialists and sales-minded businessmen re-
garding the incidence of social relations on
consumption only began to occupy a significant
place in the economic theory from the 1950s
onwards.

Until then, many of the pattens of con-
sumption and saving seemed to be irremedi-
ably irrational and erratic, inasmuch as the
socio-psychological principles of consumer be-
haviour continued to be subject to the concept
of the rational consumer, which assumed: (a)

6M. Douglas and C. Isherwood, The World of Goods,
London, Allen Lane, 1979.

relatively fixed and consistent preferences for
perfectly established consumer goods; (b) a
high degree of familiarity with products; (c)
decisions determined only by income; (d) the
possibility of substitution of determined pro-
ducts on the basis of relative elasticity; and (e)a
type of individual behaviour independent of
the behaviour of other consumers.

Few would try to maintain today that these
basic principles of consumer behaviour are still
fully applicable. The evolution of economic
thinking in this respect has undergone succes-
sive changes as a result of the introduction of
new principles and laws such as the principle
of diminishing marginal utility of Marshall, the
fundamental psychological law of Keynes, the
theory of preferences of Paretto and Schicks, or
the permanent income theory of Friedman, all
aimed at establishing the foundations of eco-
nomic behaviour by adding new hypotheses
and more complex assumptions. In all cases,
however, the search for more satisfactory as-
sumptions for explaining value arose in fields
other than that of economics. Indeed, it could
hardly be otherwise, since the theory of value
—as Durkheim maintained in his controversy
with the economists at the beginning of the
century— corresponds to an essentially social
dimension. Material objects have value not
only because of their intrinsic physical proper-
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ties but also because of the value socially at-
tributed to them.”

At the end of the 1940s, the dominant in-
terpretations regarding consumer behaviour
were questioned by two alternative theses. O.
Morgenstern and ].S. Duesenberry proposed
new ways of understanding the dynamics of
demand. In addition, in their writings they
radically questioned the way in which conven-
tional theory perceives the generation of needs
and the way in which the latter are transformed
into demand. Thus, from that time on the prob-
lem of the theory of value was here to stay.

0. Morgenstern® and ].S. Duesenberry®
sustained in their writings that it was neces-
sary to modify one of the essential assumptions
of the static theory of consumer demand impli-
cit in the dominant economic interpretation:
namely, the principle of the independence of
consumers. In short, the convictions of these
authors led them to sustain that demand curves
are not the result of the simple adding together
of the behaviour of consumers considered indi-
vidually. The principle of non-additivity fits in
better with all types of consumer behaviour,
not only that of individuals, but also of en-
terprises. This principle is based on the re-
ciprocal influences of behaviour connected
with competition, social interaction and forms
of sociability, which are introduced as explicit
factors explaining the “abnormal aggregate de-
mand behaviour”, and it was at this point that
Duesenberry incorporated for the first time the
notion of the “demonstration effect”.

This represented the resumption of a line
of interest already implicit although not fully
developed, in previous studies which iden-
tified ‘unexpected’ or unclear forms of be-
haviour of this structure of aggregate demand.
Thus, H. Liebenstein® notes that Professor
Melvin Reder, in his treatment of the theory of

TE. Durkheim, Journal des Economistes, Series 6,
XVIII, 1908.

80. Morgenstern, “Demand theory reconsidered”, in
The Quarterly Journal of Economics, February 1948.

9].S. Duesenberry, Income, Saving and the Theory of
Consumer Behaviour, Cambridge, Mass., 1949,

10H, Liebenstein, “Bandwagon, Snob and Veblen Ef-
fects in the Theory of Consumers’ Demand”, in The
Quarterly Journal of Economics, vol. LXIV, May 1950,
No. 2, p. 185.

welfare economics, claimed that “.there is
another type of external repercussion which is
rarely, if ever, recognized in discussions of
welfare economics. It occurs where the utility
function of one individual contains, as vari-
ables, the quantities of goods consumed by
other persons” and goes on to say that “It can
only be lack of awareness of the past literature
that causes Reder to imply that this consider-
ation has not been taken up before. Among
those who considered the problem earlier are
J.E. Meade, A.C. Pigou, Henry Cunynghame,
and John Rae”.

It was only after Duesenberry’s formula-
tion that the ‘problem’ and ‘incongruencies’
ceased to existas such and instead gave way toa
proposal for a revision of the basic theory. He
thus made it possible for the first time to give
systematic consideration to the social aspects,
which had previously remained outside the
conventional economic approach.

Duesenberry’s theory of consumer be-
haviour really amounts to the first sociological
formulation regarding consumption. The new
approach to man as a social being was one of the
most significant contributions made by the
economic theory of the consumer, since the
previous conventional economic theory had
used assumptions on individual psychology
which viewed the decisions to consume as
operating in an atomized manner, segregated
from society.

To this must also be added another subse-
quent complementary formulation which also
represented a considerable theoretical ad-
vance. On the basis of the initial formulations of
cultural anthropology, the notion of consump-
tion as a relatively autonomous consequence of
immediate income gave way to the notion of
‘normal consumption’, which is a term intro-
duced by Margaret Reid (1934), but which was
not incorporated into economic thinking until
M. Friedman’s formulation regarding ‘perma-
nent income’ !

While in Duesenberry’s formulation sav-
ing was a residual category resulting trom ‘what

UM, Reid, Economics of Household Production, New
York, 1934. M. Friedman, A Theory of Consumption Func-
tions, Princeton, Princeton University Press, 1957,
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was left over” after the decision to consume,
for Reid saving is provision for the future and it
is therefore not possible to understand con-
sumer behaviour without knowing the long-
term logic behind the saving/consumption
complex.

Any family consumption strategy will
therefore not be the result only of transitory
income; it will be determined above all by the
real or imaginary expectations, the attitudes
and ideologies regarding family life, and the
significance attributed to a socially con-
ditioned life project,

With the concepts of ‘normal consumption’
and ‘transitory and permanent income’, the
way is opened for a type of consumption
analysis which is not based on an interpretation
taking account of only one cause, namely, tran-
sitory income. Moreover, the idea is also as-
serted that once patterns of consumption have
been adopted they cannot be easily modified
by short-term variations in income,

1. The demonstration effect

In its simplest form, the demonstration effect is
based on the theory that when individuals have
knowledge of material or non-material goods or
styles of life which are superior or perceived to
be so, regardless of whether these are objects
which satisty old needs or create new ones, the
probability increases that they will feel dis-
satisfied with their own levels, In proportion as
their knowledge of these goods is expanded,
and consequently also their knowledge of the
symbols and values associated with their use,
new needs arise and the demand for the con-
sumption of such goods increases.

Thus, the demonstration effect operates
from the top down through social mechanisms
in which forms of social interaction, leadership
and publicity play a fundamental role,

The form of social stratification possessed
by contemporary society thus becomes the
framework for the operation of the phenomena
of dissemination of consumption aspirations
and, consequently, special attitudes and forms
of behaviour which penetrate from the top
strata towards the lower ones. The greater the
differences in level of living between the
strata, the more obvious these differences are,

and the smaller the barriers of an ascriptive
nature, the more efficient the demonstration
effect is.

In certain societies, the demonstration ef-
fect tends to have greater force, as for example
in modern society, where a number of factors
join together (high physical mobility, low resi-
dential segregation, heterogeneous labour re-
lations, external manifestations of behaviour,
and social demonstration of one’s own life
style). Likewise, this effect will also be more
vigorous when there are no social norms which
lay down different rights and duties for diffe-
rent social sectors, classes or strata. Ultimately,
as is well known, the demonstration effect im-
plies ‘unformalized social leadership’ stem-
ming from the upper levels of the social stratifi-
cation structure, which act as a guide and
leader for the aspirations and expectations of
the lower strata.

Fashion. Although fashion as a social
phenomenon cannot be identified conceptu-
ally with the demonstration effect, the latter
frequently acquires the characteristic form of
the behaviour of fashion. Fashion constitutes an
aspect of social behaviour in which what is new
represents a social value per se, with very spe-
cial characteristics, The acceptance of fashion
as a social phenomenon does not imply any
personal relationship between some model
and its imitators, hence its informal nature, al-
though the most noteworthy characteristic of
fashion is that it tends to create a stratified
system among those who follow it (depending
on its rapidity of expansion) in line with the
relative prestige it confers on its followers. 12

The demonstration effect frequently fol-
lows this pattern in attributing to the strata at
higher levels and with more sophisticated
forms of consumption a superiority in leader-
ship and an associated prestige which appearas
an intrinsic value of all modern stratified
systems. Its most noteworthy features are: (a)
the very dissemination of the fashion itself
makes necessary a process of permanent
change of the objezts and styles of consump-
tion, which is all the more rapid in proportion

12P, Heintz, “La moda como fenémeno social”, in
Cursa de Sociologfa, EUDEBA, Buenos Aires, 1968,
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as it spreads downwards. Moreover, the grea-
ter the success in the dissemination of new
patterns and styles determined by fashion, the
faster the signs of identification which char-
acterized their imitators will lose their valid-
ity. Examples of this type of behaviour are
the many material objects and styles of be-
haviour which, when they spread to the mas-
ses, rapidly cease to be distinctive signs, Take,
for example, the “in” places of recreation and
vacation, which acquire sudden fame, but
rapidly lose the seal of prestige which they
initially had once they become popular among
the masses. The monopoly of fashion is there-
fore extremely short-lived, and new goods and
styles must be repeatedly introduced in order
to maintain the initial distances; (b) fashion has
a compulsive effect in the sense that non-
acceptance of it means remaining on the
sidelines of what is normatively correct. There
are therefore social sanctions extending from
ridicule to the socially evidenced manifesta-
tion of social failure when one is unable to keep
within the bounds of what is considered as
superior and more prestigious;' (¢) participa-
tion in the forms of consumption imposed by
fashion does not necessarily involve an explicit
commitment on the part of its followers. The
social value imposed by fashion may not.be felt
as a commitment to such value, but this does
not mean that it therefore loses its socially com-
pulsive nature. In this sense, fashion frequent-
ly corresponds to determinants originated by
a feeling of insecurity and deficiency which
resortg to the following of fashion as a char-
acteristic form of compensation through chan-
nels of social prestige (the typical case of
women’s fashions). In general, for the same
reason fashion is associated with profoundly
competitive forms of interaction which display
very low degrees of solidarity. It is one of the
most extreme social phenomena, which brings
out the excessive individualization of contem-
porary society.

The demonstration effect, as a mechanism
for the dissemination of aspirations and expec-

13V, Leymore, Hidden Myth: Structure and Symbol-
ism in Advertising, Heinemann, London, 1975.

147, Cohen, Custom and Politics in Urban Africa, Uni-
versity of California Press, Berkeley, 1969.

tations, can thus assume the form of fashion and
comprises the determinants just referred to in
so far as fashion acquires major importance in
modern society. The social phenomenon of
fashion as a particular case of the demonstra-
tion effect, although historically it has been of
an elitist nature and restricted to limited cir-
cles, acquires an increasingly general and in-
tentional nature with the increase of the mass-
oriented nature contemporary society. From
this point of view, fashion helps to understand
how, given certain conditions, needs are
generated around certain emergent values, and
how fashion itself is based on processes of so-
cial interaction,

Publicity. We have seen above that certain
changes which form part of contemporary soci-
ety bring with them the intensification of con-
tacts with and forms of exposure to other forms
of consumption, along with the growing legiti-
macy of a system of equalitarian values in
which self-realization in access to goods is
normatively common to all individuals, what-
ever their social, ethnic, religious or economic
situation. At all events, the form at present as-
sumed by the demonstration effect and the pre-
sent manifestations of fashion cannot be
satistactorily explained without observing the
role played by publicity.

The most noteworthy consequence of
publicity for the demonstration effect is its
capacity to do away with the need for the physi-
cal context or for direct contact between the
different levels and styles of consumption, thus
making possible the dissemination of concrete
messages between all social levels. In practice,
the effects of publicity lie, above all, in its
capacity to circumvent mechanisms which are
limited by social interactions and leave out
stages peculiar to processes of inter-personal
dissemination.

There is a difference in character between
the ways in which the demonstration effect
operated in more traditional societies —with
few publicity resources— and the way in which
it operates in contemporary society. The im-
mediate experience of the lowest and most
marginal social sectors in the past system was
restricted to the ambit of their daily physical
interaction in the sphere to which they be-
longed (small community, city, etc.), or possi-
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bly to sporadic contacts either with other strata
through physical mobility or through the pre-
sence of individuals from other contexts in
their own context. Thus, physical mobility was
the basic element and prerequisite for opening
up minds to new forms and styles of consump-
tion. This aspect acquires a totally different
character, however, when it is a question of
nsychological mobility, which can be provided
by the modern mass media (newspapers, radio,
television), whose stimuli are an integral part of
everyday domestic life.

Still more important, however, is the fact
that modern forms of publicity and the devel-
opment of the mass media constitute a further
element which is added to the demonstration
effect, not taking the place of the other forms,
but reinforcing them and being reinforced by
them in its effects.

The multiplying power of the modern
mass media and publicity is also directly re-
lated to other characteristics which they pos-
sess such as:

(a) Intentionality

Unlike other processes of dissemination based
on personal interaction, publicity has an inten-
tional character. The emulation of and aspira-
tions to consumption which may derive from
the exposition of different styles, as conceived
by Duesenberry, did not have a necessarily
manifest character on the part of the leading
strata in the process; moreover, it is not difficult
to identify forms of behaviour by the upper
classes which are clearly reserved or ‘private’
and do not have any explicit objective of dis-
seminating their patterns of consumption. In
contrast, fashion as a social phenomenon has an
intentional nature, and the mass media,
through publicity, are the basic instruments for
its dissemination.

(b) Structuring

Inter-personal forms of disseminating patterns
of consumption are not necessarily structured a
priori. The stimuli which the lower levels of
the social stratification receive when superior
styles are displaced are generated relatively
spontaneously. They frequently give rise to

stereotyped forms of imitation which may even
have little relation to the original model. Pub-
licity, in contrast, because it is intentional,
transmits messages which have a high degree
of structuring and contain precise symbolic
significance. Articulated as it is around the rela-
tion between material goods and forms of pres-
tige, publicity resorts to its profound knowl-
edge of the psychology of the consumer, his
motivations and frustrations, and his needs to
feel more powerful or more recognized by his
fellow men.!5

(¢) Abstraction

The contexts of the messages disseminated by
modern publicity are notably abstract and
therefore depersonalized. As this aspect was
already considered earlier, it does not call for
any further attention at this point,

(d) Channels of dissemination

The means by which publicity is transmitted
are increasingly effective, both because of the
type of mass media used and because of the
sophistication and instrumental knowledge on
which they are based. It is not necessary to be
literate in order to be exposed to the demon-
stration effect generated by present-day pub-
licity, nor does it call for any conscious effort.
For Galbraith (1960),'% publicity consti-
tutes the “dependence effect” of modern soci-
ety: it is the instrument par excellence tor creat-
ing needs derived from another need, namely,

‘the constant growth of production as a way of

perpetuating the system. For other authors,
publicity has a more modest function and is
little more than a legitimate and necessary form
of competition. Finally, others only recognize
its basic informative function.!?

I15G, Katona, The Pewerful Consumer: Psychological
Studies of the American Economy, New York, Hillbrook,
1970.

181 K, Galbraith, op. cit., pp. 152-160.

171X, Galbraith says that “the even more direct link
between production and wants is provided by the institu-
tions of modern advertising and salesmanship. These can-
not be reconciled with the notion of independently de-
termined desires, for their central function is to create de-
sire ~—to bring into being wants that previously did not
exist, This is accomplished by the producer of the goods or
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The needs for information due to the pro-
liferation of modern goods and services, to-
gether with competition between firms and the
need for continual expansion of the structure of
production, explain the extraordinary growth of
publicity in advanced capitalist societies.!®
Galbraith’s interpretation, however, inclines
towards the economic determinants, thus leav-
ing his explanation incomplete. It is easy to
understand the ‘peremptory’ need for firms to
resort to publicity as_a way of creating new
needs aimed at ensuring the expansion of their
production, but it is difficult to attribute to
publicity an omnipotent character alien to the
dominant lines of society. If the power of pub-
licity is so decisive, then this is because some
other type of mechanisms operate socially to
predispose people to accept what is new. This
acceptance, as discussed in the previous sec-
tion regarding fashion, is connected with the
fact that in contemporary society everything
that is new is @ social value, although this has
not always been so in the past and neither the
so-called traditional societies nor certain social
classes were always open to innovation or
fashion.

The high degree of individualization
which G. Germani identifies in his studies on
the post-industrial society and similar phenom-
ena have established, as is well known, that
change is the socially legitimate norm of con-
temporary forms of modern sociability. The ‘ef-
tective’ rather than ‘prescriptive’ action pro-
per to the latter not only establishes criteria for
change as something which is considered per-
fectly normal, but also admits the possibility of
change in these criteria.!®

at his behes, A broad empirical relationship exists between
what is spent on production of consumers’ goods and what
is spent in synthesizing the desires for that production. A
new consumer product must be introduced with a suitable
advertising campaign to arouse an interest in it. The path
for an expansion of output must be paved by a suitable
expansion in the advertising budget. Outlays for the man-
ufacturing of a product are not more important in the
strategy of modern business enterprise than outlays for the
manufacturing of demand for the product”. Ibid., pp. 155-
156.

18K, Heimann, Teoria social de los sistemas econdmi-
cos, translated by Santiago Martinez Habe, Tecnos, Ma-
drid, 1968, chapter X.

19G. Germani, “Democracia y autoritarismo en la
sociedad moderna”, in Critica y Utopfa, Buenos Aires,
No. 1, 1979.

The formation of needs within the con-
sumerist ideology is therefore not a unilateral
process which can only be seen from the
economic angle of the need for the expansion of
production: it is fully incorporated in con-
temporary society as an intrinsic central value,
while the social phenomenon of fashion, for its
part, is the predominant form of action of this
central value and publicity is its most direct
link with the structure of production.

To sum up, the processes of social interac-
tion which fit in very general lines under the
concept of the demonstration effect, and their
exacerbation by publicity, make it possible to
explain some of the apparently erratic forms of
behaviour of the structure of demand. The
growing expansion and penetration of durable
goods, considered as an expression of a modern
style of consumption, only reveal their signifi-
cance when approached on the basis of the
principle of the non-additivity of individual
demands.

2. The extension of the demonstration effect

The theoretical derivations of the concept of
the demonstration effect introduced by
Duesenberry have not been limited solely to
the field of stratified national systems; its pro-
jections make it possible to apply the same no-
tion to the field of international relations. If
countries and not individuals are considered as
the unit, the dissemination of the style of con-
sumption characteristic of the most developed
ones to those of less development makes it pos-
sible to characterize demand structures for the
latter which do not necessarily fit in with the
level of development of their domestic produc-
tive forces. The international dissemination of
patterns of consumption is thus expressed with
the same tendency as that identified at the level
of individual stratification: the structure of con-
sumption comes earlier than that of production.
“New products constantly emerge from
the course of technical progress, which modify
existing ways of life and frequently become
necessities. In the poorer countries such goods
are often imported goods, not produced at
home; but thatis not the only trouble. The basic
trouble is that the presence or the mere
knowledge of new goods and new methods of
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consumption tends to raise the general propen-
sity to consume. New goods, whether home-
made or imported, become part of the standard
of living, become indispensable or at least de-
sirable, and are actively desired as the standard
of living rises. We should distinguish here be-
tween two senses of the term ‘standard of liv-
ing’: first, standard simply in the sense of aspi-
ration, the norm to which one aspires, or the
measuring rod; secondly, standard in the sense
of what a country or a community can afford on
the basis of its own productive efforts. Some
articles of luxury consumption may well be
a partof a country’s standard of living in the first
but not in the second sense,”?

As in the case of individual stratification,
the demonstration effect in the international
context is conditioned by:

{a) Differences in the material and non-
material lifestyle between the units considered
(in this case, countries); and

(b) Exposure to the knowledge of such
differences.

Events in the brief period of history cover-
ing the expansion of world capitalism in the
underdeveloped areas show that both factors
have tended to increase by an exceptional
amount,

The gap between the most advanced Third
World countries and the Western capitalist
community as regards income, technological
development, education, health and styles of
consumption has steadily increased, and the
distance between development and underde-
velopment has grown. Likewise, the growing
economic, social and political interrelation at
the world level and both individual interaction
and impersonal means of communication —the
latter not being limited only to publicity— have
brought together very different cultures and
societies, breaking down the barriers to
knowledge of and exposure to different
lifestyles. The process of decolonization begun
especially after the Second World War has
tended to eliminate ascriptive barriers at the
international level by gradually destroying the
legitimacy of international distinctions be-

20R. Nurkse, Problems of Capital Formation in Under-
developed Countries, Oxford, Basil Blackwell, 1953,
pp. 61-62,

tween ‘castes’. All this has helped to generalize
the dominant lifestyle, particularly that of the
European countries and above all of the United
States, far beyond the frontiers separating them
from the most backward countries and even the
socialist countries.

The consequences deriving from these
considerations are undoubtedly significant for
studying the capacity of saving and accumula-
tion in the underdeveloped countries. If we
admit that the structure of demand is relevant
and that it can grow relatively independently of
the structure of production, then the increase in
real income in the underdeveloped countries
does not appear to be necessarily the most suit-
able indicator for evaluating the process of ad-
vance. Much more important would be the rela-
tive income, since the capacity for saving
would depend on this much more than on the
absolute income.

In the view of R. Nurkse, increasing rela-
tive income in the industrially backward
countries is not simply a question of increasing
their productivity, but rather of reducing the
difference between their level of income and
that of the advanced countries.2!

In spite of the absolute increase in real
income, the potential capacity for saving is
counteracted by a greater propensity to con-
sume. Moreover, this propensity is not only
related with accumulation, but can also have a
direct relation with levels of external indebted-
ness and other economic factors. The implica-
tions of the theory of the international dissemi-
nation of styles of consumption are therefore
not limited to the effect that this dissemination
can have on saving and accumulation; it also
directly involves the determining factors of the
evolution of the balance of payments and the
effects of external investment, intermational
loans and subsidies, while it can have an influ-
ence on policies aimed at promoting capital
tormation, as for example through the limited
effects that restrictions on imports may have on
income and saving, and with regard to other
trade policy measures. In the social and politi-
cal spheres, too, the consequences which may

21R. Nurkse, op. cit.
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derive from this theory also help to explain
‘chronic’ phenomena of political instability in

Latin America and the growing expansion of
the functions of the State.

ITI

Patterns of concentration and expansion of the
consumption of durable goods in Latin America

It is generally acknowledged that the expan-
sion of the consumption of certain types of
material goods, namely, durable goods, consti-
tutes a type of indicator which makes it possi-
ble to characterize with a reasonable degree of
approximation the dissemination achieved by
modern or capitalist patterns of consumption.
This assumption can be accepted, although
without losing sight of the fact that this choice
is determined principally by operational re-
strictions deriving generally from intentional
simplification connected with the scanty avail-
ability of empirical information.

If there is a generic syndrome of con-
temporary consumption, however, it only
partly consists of goods of a durable nature. The
contemporary lifestyle increasingly requires a
set of material goods which are incorporated
into the home as basic elements of consump-
tion and are owned and used individually, yet
their possession only constitutes part of this
syndrome. The use made of time and in particu-
lar the ways of recreation and use of free time
—increasingly important in modern forms of
consumption— are also part of the styles of
behaviour defined through various services
and activities which, as a general rule, directly
or indirectly require material goods. It is not
always a question of individual possession of
goods, however.

Again, in order to characterize the con-
sumerist syndrome the analysis cannot be
limited to the type of goods or services de-
manded, but must also cover the forms which
their use acquires. The high substitutability or
circulation of a given good in its different ver-
sions and the periodic replacement of a given
object by a more modern and improved version
are other characteristic features of contempor-

ary consumption. In this sense, as already
noted, fashion is the social phenomenon which
best exemplifies its nature. Consequently, the
durable character possessed by certain goods
from the physical point of view or from the
point of view of the length of their useful life
does not necessarily coincide with their dur-
able character in social terms, In present day
lifestyles, social durability tends to be less than
material durability.

Finally, it is also worth recalling that in
addition to the type of goods included in the
concept of the modern comfort of the home itis
important to consider their number. The ac-
cumulation of several of the same type of ob-
jects or appliances and the duplication or even
greater abundance of certain material objects
are already commonplace in the family con-
sumption strategy.

When participation in modem consump-
tion is measured through the possession of du-
rable goods, one may be underestimating the
effects of the high degree of substitutability,
and when the measurement is through expen-
diture, the same error may occur with regard to
the number of goods. There is therefore no
perfect indicator for expressing modern con-
sumption in a synthetic manner. The share of
expenditure on durable goods -—or their
possession— are however approximate and in-
direct forms of measurement.

Only if we accept the hypothesis that there
is a close association between the type of object
consumed and the lifestyles is it possible to
accept as ‘proxy’ indicators of the modern style
of consumption a number of goods which can
be classified, in simplified manner, as durable.
Conventionally, the expenditure on their con-
sumption, or their possession, has been the
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most frequent way of measuring the dissemina-
tion of modern styles of consumption.

1. The structure of demand

Let it be said first of all that the form assumed
by demand for durable goods in Latin America
corresponds fairly approximately to the econ-
omic power as indicated by income. As a gen-
eral rule, the distribution of these goods close-
ly follows the distribution of income and re-
flects it. It would not be correct, however, to
assume from this that there is homogeneous
behaviour for all types of durable goods, since
there are significant variations in their dissemi-
nation according to economic factors such as
unit prices or social factors such as preferences.
The behaviour shown by the concentration
curves for certain goods of high relative value,
such as automobiles, has no similarity to that of
other durable goods of domestic use. In turn,
certain goods which rapidly become ‘priority
needs’ tend to be disseminated downwards in
an even more equalitarian manner than in-
comes.

The great diversity observed in Latin
America in the behaviour of expenditure on
durable goods reveals something which it ap-
pears desirable to take into account from the
very beginning: the positive relation between
income and consumption of durable goods
only expresses a determining relationship be-
tween one factor and the other, but does not
reveal anything about its intensity or about the
many forms that this relation can take. In
statistical terms, this can be reproduced in dif-
ferent forms of relation (rectilinear-curvi-
linear), different intensities of the correlation,
or different slopes of the regression line. The
conventional interpretation of the determi-
ning factors of consumption has quite rightly
pointed out that the higher income is, the more
probable it is that there will be greater expen-
diture on durable goods. When it is desired to
analyse the dissemination of goods, however, it
is not enough merely to note this positive rela-
tionship, since it barely constitutes a starting
point.

Secondly, the dissemination of durable
goods recorded in the region in recent decades
is considerably broader than the highly con-

centrated pattern assumed by some interpreta-
tions. The dynamic insufficiency of demand
attributed to the high concentration of income
in the top decile is not completely confirmed.
The structure of consumption in Latin America
shows significant dissemination of durable
goods in the upper-middle, middle, and even
lower strata, corresponding rather to a contin-
uous distribution than to a dichotomy. J.R.
Wells indicates, for example, that of the total
number of family units surveyed in the house-
hold sample survey carried out in Brazil in
1972, which was of national coverage, 70% of
the households had a radio; 49% had a sewing
machine; 53% an electric or gas cooker; 32% a
television set and 31% a refrigerator. The fig-
ures are even more significant when observa-
tion is transferred from the static structure of
ownership of durable goods to the dynamics
of the dissemination process. The study by
Wells shows that much of the dynamism of de-
mand during the period between 1967-1968
and 1974 was based on the social groups re-
ceiving only the equivalent of one to two mini-
mum wages. “In this group, the ownership of
retrigerators rose from 34.5% to 56.6% and of
television sets from 20.9% to 57.7%. When the
growth of these goods is considered globally,
the study for Guanabara also indicates that the
proportion of families owning refrigerators rose
from 50% to 76% and the proportion of owners
of television sets from 25% to 72%, these in-
creases being located in the first case in the
bottom 60% of income recipients, and in the
second case in the bottom 80%.”22

The dissemination of durable goods re-
corded is, moreover, relatively independent of
and bears no relation to the increase in income
during the period considered or the increase in
real wages. Whereas urban wages in Brazil, for
the income strata whose real wages were in the
bottom 70% of the sample, grew at an average
rate of 1% per year, access to durable goods by
these strata increased significantly. Further-
more, this phenomenon also applies to the rural
sector. Between 1959 and 1970 in Brazil as a

221 R. Wells, Subconsymo, tamanho de mercado e
padries de gastos familiares no Brasil, Sao Paulo, Brazil,
Estudos CEBRAP Nn 17,



CEPAL REVIEW No. 15 / December 1981

whole ownership of radios, for example, in-
creased fourfold and ownership of refrigerators
almost threefold.?

Another country which shares some
characteristics similar to the situation of Brazil
is Mexico, where the structure and distribution
of expenditure on the consumption of durable
goods follows a pattern which is equally con-
centrated but shows a steady tendency to dif-
fuse towards the middle strata. At the same
time, however, the dissemination of durable
goods in Mexico does not reach the same
magnitude as in Brazil. The highest income
decile concentrates 32% of expenditure on the
consumption of durable goods (equipment and
appliances), whereas the subsequent deciles
concentrate 29%, 14%, 10%, 7% and 3%, re-
spectively. Thus, approximately 60% of expen-
diture on these goods is concentrated in the
richest 20% of households and 84% in the rich-
est 40%, while less than 10% of spending cor-
responds to the bottom 50% of households.

When it is sought to distinguish variations
within the region, an extreme case is that of
some countries corresponding to the most ad-
vanced levels of modernization and having the
most equalitarian patterns of income distribu-
tion; in this sense, Argentina is probably the
most outstanding case. The behaviour with re-
gard to consumption of durable goods in Ar-
gentina shows that the modal valves of expen-
diture are distributed in such a way that the
dynamic sufficiency of the demand for durable
industrial goods is located precisely in the mid-
dle, lower-middle and lower classes. The
household surveys for 1963, which covered the
urban population (approximately 80% of the
total population of the country), showed that
consumption, as measured by expenditure, on
various domestic equipment and appliances
such as refrigerators, washing machines, heat-
ers and cookers, vacuum cleaners, ete., showed
a form of behaviour clearly different from that
observed in the more backward and middle-
level countries. The fifth to eighth deciles ac-

231.R. Wells, “The diffusion of durables in Brazil and
its implications for recent controversies concerning Brazi-

lian development”, in journal of Economics, Cambridge,
1977.

counted for almost 50% of expenditure on the
purchase of television sets, refrigerators and
washing machines, 35% of expenditure on
heaters and cookers, and 40% of expenditure on
radios and vacuum cleaners, whereas the top
decile accounted for 9%, 10%, 20% and 12%,
respectively, of consumption of these types of
goods. The process of diffusion of durable
goods in Argentina is probably indicative of
what happens in other Latin American
countries with similar patterns of development
and modernization. This is particularly so with
respect to Uruguay, for which similar data are
not available, and also no doubt, although to a
lesser extent, for Chile. These three countries
are precisely those which, in the 1970s, began
the experiment of a liberal economy on the
basis of a relatively high degree of modernity of
consumption.

Thirdly, another aspect worthy of note on
the basis of the known studies on the distribu-
tion of consumption concerns the urban-rural
distinction. The concentrating effects and the
clearly exclusive consequences which income
distribution has on the patterns of consumption
of durable goods are strongly influenced by the
high percentage of rural sectors, the great ma-
jority of which are marginated from the benefits
of economic development. The situation of ur-
ban families shows a clearly more equalitarian
behaviour and a more continuous distribution
of the diffusion of durable goods. In urban con-
texts, where employment in the secondary and
tertiary sectors predominates, the penetration
of the use of durable goods extends practically
to the whole middle class and to substantial
sectors of the lower classes. In addition to the
studies already referred to, the work carried out
under the ECIEL programme on patterns of
consumption and income shows that as a gen-
eral rule, and in spite of the considerable
heterogeneity of the region, most of the coun-
tries register a low concentration of expen-
diture on these goods, as well as a distribution
which is clearly continuous in line with social
stratification. Studies for some selected cities
of Latin America give the results shown in table
1. With variations attributable on the one hand
to the relative level of development and moder-
nity of these countries and on the other also to
operational problems deriving from the diffe-
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Table 1

STRUCTURE OF EXPENDITURE (PER CENT)

Per cent
Category
10 20 30 40 50 60 70 80 90 95 100

Durable goods’ 3.10 423 557 1249 11.31 10.83 10.08 12.74 1597 11.76 10.63
Durable goods}’ 295 365 398 1122 6.71 1054 972 9.8¢ 1795 14.13 9.70
Household electrical

appliance¢’ 091 484 1264 809 624 1090 1326 591 803 - 29.17
Glassware, china and

domestic utensils’ 1.16 537 995 1640 637 13.12 8.06 640 19.14 - 14.04

Source: ECIEL, study on patterns of consumption and income.

aChile (Greater Santiago), 1968-1969.
bVenezuela (Urban-Caracas and Maracaibo), 1970,

¢Colombia (Pasto, Manizales, Bucaramanga, Bogoti, Medellin, Cali and Barranquilla), 1970.

rent classifications of durable goods, the evi-
dence provided by these studies is useful for
sustaining the interpretation that the dynamic
sufficiency of the urban structure is higher than
has been assumed.

Fourthly, the tendencies shown in most of
the data presented do not reflect —precisely
because they refer to approximately a decade
earlier— the changes which have taken place
in recent years, whose tendencies, according to
other data, have been towards continued ex-
pansion of access to and possession of durable
goods in a downward direction. Nor is it possi-
ble in this sense to ignore the favourable effects
deriving both from the changes taking place in
social stratification and from a steady tendency
towards the reduction of the relative prices of
industrial products. In this sense, the changes
which have taken place in the structure of so-
cial stratification in Latin America in the de-
cade 1960-1970 support the well-known thesis
of the considerable drop in the proportion of
the population employed in the primary sector
and the rapid growth of typical middle-class
occupations and non-manual forms of employ-
ment. The urban growth projects for the 1980s
in Latin America, together with the growth of
the middle sectors, indicate that the economic
and social structure of the region is continuing
to change in a way that favours growing in-
corporation into consumption.2* When this is

24C, Filgueira and C. Geneletti, Estratificacion ocupa-

added to the reduction in the unit costs of du-
rable goods, this gives additional reasons for
assuming that the tendencies indicated by
Wells for Brazil must have continued to operate
in the direction of increasing the penetration of
durable goods into the middle and lower strata.

Finally, it has also been possible to gain
more knowledge of the expenditure on durable
goods with relation to alternative expenditure
in other categories, and especially with respect
to spending on clothing and food. As a general
rule, the proportion of family income devoted
to food and basic needs tends to go down as
income levels rise.? Although this phenome-
non is registered in a regular manner, however,
the behaviour of the relative proportions de-
voted to spending on durable goods and on
food do not correspond to a clearly negative
ratio: spending on durable goods grows rapidly
only in the lower income levels and rapidly
levels out, thus indicating relatively advanced
attention to demands for goods of a modern
nature deriving from a strategy of redeploy-
ment of family expenditure.

In this sense, the evidence raises some
doubts about the assumed consequences that
the raising of income in the lowest strata could
have. As it has been sought to show in other

cional, modernizacion social y desarrollo econdmico en

América Latina (CEPAL/VP/IDS/185), November 1978.
25C, Filgueira, Consumo y estilos de desarrollo

(CEPAL/DS/VP/190), Santiago, Chile, 1979.
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studies, there are no elements for maintaining
that, in view of the manifest shortcomings in
the areas of food and clothing in the lowest
strata, any increase in their income that could
be achieved through redistribution would en-
sure fuller access to basic subsistence needs.?
The behaviour reflected in the growing de-
mand for goods of a durable nature indicates
rather that, except at the most extreme levels of
poverty, any increase in income could well be
directed towards other types of demand which
do not represent the most elementary compo-
nents of human needs characterizing indi-
gence.?” And perhaps the most important point
that remains to be made is that the basic and
dominating values of the consumerist orienta-
tions of contemporary society do not ensure
that a redistribution of income in favour of the
most underprivileged sectors would significan-
tly alter the dominant preferences or tastes or
the priority given to durable goods.

In his study on Mexico, Lustig confirms
these considerations when he affirms: “An-
other result worthy of emphasis is that ac-
cording to the results obtained for the es-
timated income elasticity, redistribution to-
wards the lowest income groups of urban
families and above all metropolitan families
would lead to a proportionately greater in-
crease in the expenditure by these groups on
modern goods rather than on primary and
traditional goods (this is reflected in the rela-
tive magnitudes of the estimated elasticities).
In other words, those families in the 0-1 000
pesos stratum (approximately the bottom 20%
and 10% of urban and metropolitan families,
respectively) would tend to replace basic goods
(such as food, which is the most important item

26A recent FAO study says that according to the infor-
mation available to FAQ on the reaction of consumers to
changes in their disposable consumption income (GCP
agricultural consumption/private consumption expendi-
ture), the average elasticity of agricultural consumption
with respect to the GCP should have been around 0.25 in
the period 1963/1975, whereas in reality it was only 0.11,
The FAQ study attributes these results principally to the
concentration of income, although it is difficult to imagine
how this could have had such a heavy impact. It is more
likely that changes in consumer preferences are also re-
sponsible for this overestimation of the elasticity. See FAO,
Agriculture: Towards 2000, problems and options for La-
tin America, Rome, August 1980.

27C, Filgueira, op. cit., 1979.

in the primary and traditional goods) with non-
basic or ‘luxury” goods (such as consumer dura-
bles) in proportion as their income rises. This
fact seems surprising if one starts from the as-
sumption that the poorest urban families have
not effectively covered their basic needs, but it
can be explained by the intensity of operation
of the ‘demonstration effect’ (that is to say, the
copying of the consumption patterns of higher
strata) and the effectiveness of publicity in ur-
ban centres. This means that the mere redis-
tribution of income does not guarantee a better
level of living (in terms of nutrition, for exam-
ple) if the greater purchasing power of poor
families is absorbed by non-basic goods, a
phenomenon well known in Latin America as
the case of the ‘empty refrigerator’.”’2

2. Consumption, saving and indebtedness

The second point worthy of discussion does not
concern consumption, but the behaviour with
respect to saving. The information available in
this respect is even scantier, and the difficulties
for formulating a satisfactory diagnosis of the
behaviour with respect to saving make neces-
sary an approximation of more modest scope.
There are two aspects of saving which seem to
be relevant for its interpretation within the
saving-consumption-investment complex, The
first of them concerns the general level of sav-
ing, or the amount of income diverted from
present consumption needs. The second is con-
nected with the form of saving, in the sense of
its possible use. The forms towards which sav-
ing can be directed are very diverse, and some
of them may represent investment proper,
while others may not do so. Even in the case of
investment, some authors have made a distinc-
tion between productive capital and consump-
tion capital 2 This second aspect of the analysis
of saving within the saving-consumption-in-
vestment complex is not for the moment cen-
tral to the analysis being made here, but the
first aspect is.

The amount of income which can be

28N. Lustig, “Distribucion del ingreso, estructura del
consumo vy caracteristicas del crecimiento industrial”, in
Comercio Exterior, Mexico City, Vol. 29, No. 5, May 1979.
29R, Prebisch, op. cit.
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oriented to consumption or alternatively to sav-
ing was already given a classic formulation in
the work of Keynes. The balance between
spending on consumption and saving played a
central role in his theory of equilibrium: the
‘fundamental psychological law’ on the mar-
ginal propensity to consume held that an in-
crease in real income would not lead to a pro-
portional increase in the absolute amount de-
voted to consumption, so that a larger absolute
amount would be saved.

The empirical results of studies of the be-
haviour of saving with relation to the growth of
income, however, have not confirmed this
hypothesis, and some disconcerting results
were obtained when the analysis was not
limited only to a static and global situation but
sought to register the dynamic trends and
disaggregations of different types. In Latin
America, as in the developed countries, the
structure of saving with relation to income cor-
responds to the most obvious expectations: the
households with the highest income save prop-
ortionately more than the lower-income house-
holds, and practically all the personal saving of
the countries is concentrated in the upper
strata. Here again, we find ourselves faced with
an apparently simple relation which may obs-
cure another different and even contrary type
of relationship. Some authors who have sought
to untangle the set of opposing tendencies
operating in the relationship between con-
sumption and saving have pointed out the
particular behaviour of this relationship when
the analysis takes into account the time di-
mension.

(a) Historically, there is a tendency to-
wards a decline in the percentage of families
and households which save, and this reduction
does not seem to be a phenomenon restricted to
the more developed countries. “Kuznets esti-
mates by decades, starting from the 1880s,
show a big increase in real national income but
no increase in the percentage share that went
into capital formation. On the contrary, from
the 1890s to the 1920s, when real income ex-
panded more than threefold, there was actually
a slight downward tendency in the national
saving ratio” .30

30R, Nurkse, op. cit., p. 59.

there is a set of data which at first sight shows a
puzzling feature. The average urban family in
the United States in 1917-1919, earning 1 500
dollars per year in terms of 1941 prices, saved
120 dollars, or 8%. An average family with the
same real income in 1949, however, saved
practically nothing. Likewise, family budget
data for the period 1901-1941 indicate that the
average family with an income of 2 000 dollars
ayear, valued in 1941 prices, saved about 18% in
1901 and only about 3% in 1941. Obviously,
this information does not give any grounds for
assuming that if around 1940 75% of United
States families did not save anything at all, this
was because they were too poor to save. The
tendencies in question seem rather to show
that there was a considerable increase during
this period in the pressure and stimulus on
families to spend their money and in the crea-
tion of new ‘basic’ needs and demands for new
consumer goods perceived as being superior
and of growing social value. At the same time,
in proportion as the relative percentage of sav-
ing goes down, forms of indebtedness tend to
increase. Hire purchase, borrowing of money
and various other ways of obtaining material
goods and levels of consumption which are
above the income currently received are the
counterpart of the relative decline in saving.
With regard to Latin America, the studies
on the structure of family expenditure in the
city of Sdo Paulo show that the phenomenon of
indebtedness through installment payments
extendes right over the middle, lower-middle
and lower strata, so that it forms quite a
generalized phenomenon. “The average for all
families is 14.4%. The figure for families re-
ceiving extremely low incomes —between the
equivalent of 2 and 6 minimum wage units— is
10.7%, rising to 13.5% for families with income
levels of between 6 and 8 minimum wage units.
Above that, the distribution stabilizes for the
higher income levels, in no case exceeding
about 18%.”3! The information provided by
ECIEL’s studies for Rio de Janeiro in the
period 1977-1978 indicates that the percentage
of the family budget devoted to the payment of
purchases on credit and repayment of loans is

311.R. Wells, op. cit., 1976.
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quite substantial. Approximately 15% of the ex-
penditure on durable goods plus articles for
personal care is devoted to the payment of cre-
dit purchases and loans. If we analyse the dis-
tribution of households according to income
received, we note that it is the middle and
lower middle classes which are responsible for
most of the expenditure on the payment of cre-
dit purchases and loans. Deciles 4, 5, 6 and 7
are those which concentrate the highest
percentages, accounting for 53% of the total
expenditure on the payment of credit pur-
chases and approximately 62% of expenditure
on the repayment of loans.

The difference between the dominant con-
sumerist orientations does not only reduce the
absolute and relative levels of saving, but
actually creates marked deficit situations,
Moreover, these patterns of indebtedness seem
to be less and less dependent on collective or
individual conjunctural situations and instead
are becoming stable and relatively institution-
alized patterns of economic behaviour.

(b) The relationships between saving and
family consumption, when analysed in disag-
gregated form according to the urban or rural
nature of the context to which the family unit
belongs, also show behaviours which are appa-
rently contradictory. Though scanty, however,
the information available for Latin America,
despite its limitations, has additional value be-
cause of the consistency of the results. A study
carried out by CEPAL (1973) indicated a clear
correlation between the more or less modern
nature of the context to which the family units
belong and their behaviour with regard to
savings.3? In the big cities such as Sdo Paulo
and Caracas, the relative percentage of saving
in relation to income received was less than
that recorded in smaller urban localities and
rural contexts. In the big urban conglomerates
of Venezuela the average level of income at
which families began to save was four times

32CEPAL, “Income distribution in selected major
cities of Latin America and in their respective countries”,
in Economic Bulletin for Latin America, Vol. XVIII, Nos. 1
and 2, 1973, p. 43,

that of rural areas. The same applied with re-
gard to the relationship between expenditure
and indebtedness; whereas in the bigger cities
income was 10% below total expenditure
(16.5% in Caracas), in more backward (rural)
localities saving was 10% more than monthly
income, “A comparison of the data for cities in
Brazil at different levels of socio-economic de-
velopment reveals a similar trend. In Sao
Paulo, families began to save at an average in-
come slightly more than three times the level at
which families had a surplus in Belén (Para),
This means that only 3% of families were sav-
ing in Sdo Paulo compared with nearly 70% in
Belén. The ratio between average annual in-
come and average annual expenditure is
clearly on the plus side in Belén, whereas in
Sao Paulo inclusion of items such as the acqui-
sition of cars, which account for a considerable
part of spending, raises some doubts as to
whether total average saving is a plus or a
minus figure. It would thus appear —and the
same situation occurs in other cities— that the
stimulus which the higher average personal in-
come in the metropolitan areas should give to
capital formation is counterbalanced by the
high level of consumption.”

The Keynesian hypothesis of the relation
between saving and increased income is dif-
ficult to sustain in the light of this evidence.
The most important point of interest here, how-
ever, is not the criticism of the poor explanatory
capacity of the fundamental psychological law
—a criticism which has in any case been re-
peated in extenso in various other studies—but
lies rather in the implications that the real be-
haviour of saving and indebtedness have for
investment and consumption. The behaviour
shown by the family units once again suggests
serious doubts regarding the effects of income
redistribution as a way of reorienting consump-
tion and freeing resources for investment. At
best, income redistribution may be a necessary
but not sufficient condition for securing this.

3CEPAL, op. cit., 1973, and D. Felix, “Progreso
técnico vy desarrollo socioeconémico en América Latina”
(CEPAL/CONF. 53/1..2), Santiago, Chile, 1974.
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IV

Consumption in the stabilization models

In the mid-1970s, several Latin American
countries set about making drastic changes in
their economic policies. Chile, Argentina and
Uruguay were the countries which went fur-
thest with what were called their ‘openness’
models. Although in a more partial manner,
some policies and measures of a monetarist na-
ture deriving from liberal orientations were
also applied in some other countries of the
region.

These policies were not, of course, some-
thing new in Latin America, but the lengths to
which they have been taken, the institutional
framework in which they are operating, and
their permanence and continuity are new de-
velopments. In reality these are something
more than mere sectoral or partial changes in
some aspects of the economic structure. The
global orientation behind them implies much
more than this, and it could be asserted that
much more than an economic transformation
they represent ““a self-contained and consistent
body of ideas which go to make up a whole
ideology. They provide an explanation of the
past and a set of rules for action which are
designed to lead society towards an ideal uto-
pian model whose functioning is governed by
the efficiency and objectivity of private
economic relations” .3

The emergence of these new models must
undoubtedly be considered as one of the most
significant changes which has been made in
opposition to the traditional Latin® American
models, and their repercussions at both the
domestic and external levels go far beyond the
purely economic field to embrace a vast con-
cept of an integral society as a model of social
and political organization. Whatever the name
given to them —liberal, monetarist or econ-
omic stabilization models— the policies
adopted and the concrete measures taken al-

MR, Frenkel, “Las recientes politicas de estabilizacién
en Argentina: de la vieja a Ia nueva ortodoxia”, CEDES,
1980.

ways revolve around three basic elements: (a)
the return of the economy to private hands; (b)
the liberalization of markets and (c) opening up
to the exterior. In order to achieve this, re-
source has been had to measures aimed at the
liberalization of prices accompanied by strict
control of wages and restriction on trade union
activity. All this has meant that one of the most
important results of the new models has been
the changes in the economic agents and in the
forms of political articulation. There would be
no point in going here into the details of the
models and their special features at length,
however, since there is a very extensive litera-
ture on the subject.®

In particular, with regard to the analysis of
consumption, there is a wide range of measures
and policies adopted by each country which
give rise to differences of considerable
magnitude; thus, for example, the degree of
openness of the economies to the international
system shows significant variations between
countries with different characteristics and de-
mand structures.?

In Chile, for example, import duties were
drastically reduced between 1973 and 1979,
going down through a process of successive
reductions from a maximum of 60% in 1973,
then 35%, then 18%, and finally only 10% in
1979 for practically all imported goods. The
process followed in Chile is much more ex-
treme, and was not reproduced in identical
terms in Argentina and Uruguay, where the

35In addition to the various official documents which
have served as a basis and justification for the new liberal
strategy, the economic, social and political thinking in La-
tin America has developed its study of this matterto such an
extent that any further reference to the matter here would
be redundant, To mention only a few of the main studies, it
may be recalled that CEPAL, in various studies published
in CEPAIL Review, has given special attention to the
analysis of the new models, as have other studies carried
out by CIEPLAN (Chile), CEDES (Argentina), and CINVE
and CIESU (Uruguay).

36A1do Ferrer, “La economia internacional desde una
perspectivalatinoamericana”, in Estudios Internacionales,
Vol, XI1II, No. 49, January-March 1980.
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reduction in tariffs was more gradual and more
sustained protection was given to local
production. ,

Moreover, the structure of demand will
also be strongly conditioned by other factors:
the greater or lesser extent to which the styles
give rise to concentration of income, the policy
regarding the use of the surplus, and the differ-
ent rates of progress of the return to private
enterprise in all spheres,

The consequences of the policy of opening
up to imports are seen with extraordinary rapid-
ity in the composition and volume of imports;
in particular, consumer durables and certain
categories such as beverages, tobacco and
toiletries show noteworthy growth after only a
very few years, as may be seen from tables 2

Table 2
CHILE: IMPORTS OF CONSUMER GOODS
(Millions of 1977 dollars)

1970 1978 Growth

rate

Manufactures of leather

and fur 1.3 34 1615
Imported alcoholic

beverages 06 11.9 1883.0
Imported tobacco, ciga-

rettes and cigars 77 94 221
Clothing, household textile

goods and carpets 24.1 910 2776
Photographic and

cinematographic goods 78 103 321
Footwear, hats, umbrellas

and sunshades 20 73 2650
Musical and optical

instruments 43 96 1233
Toys, games and recrea-

tional articles 34 226 564.7
Perfumes and toiletries

{cosmetics, colognes and

perfumes only) 0.1 6.6 65000
Black and white and colour

television sets 0.7 56.3 79429
Radio receivers 46 287 5239
Automobiles and

motorcycles 19.0 406 1137

Total 75.6 297.7 2938

Source: R. Firench-Davis, “Politicas de Comercio Exte-
rior en Chile, 1973-1978”, CIEPLAN (mimeo),
November 1979; National Institute of Statistics,
Third Family Budget Survey, vol. I11, May 1979.

and 3 on Chile and Uruguay. Argentina, too, is
experiencing an increase of the same nature.
According to a CEPAL report on the latter
country, over the period 1976-1979 the share of
consumer goods in the value and composition
of imports rose from 65 million dollars in 1977
to 660 million in 1979, In 1970 they accounted
for 4.9% of total imports, whereas in 1979 their
percentage value was 9.9%. In the latter year
alone, the growth rate of imports of consumer
goods reached a value of 211.3.

Chile is undoubtedly the most extreme
case, where the ‘experiment’ has produced
deeper transformations than in other countries,
so that it is closest to the typical ideal case
which sums up the features of models of this
nature, Because of the special features of their
economic policy, Uruguay and Argentina are
cases where the effects on the structure of de-
mand have not made themselves felt so signif-
icantly (see tables 2 and 3).

For these reasons (and other less substan-
tial reasons could be added to them) the consid-
erations regarding consumption will take
theoretical account of the purest model of an
open economy, so that most of the empirical
references made will apply to the Chilean
model.% As noted in the first section of this
article, openness models may be considered as
being of a markedly consumerist nature.

As is well known, one of the basic assump-
tions behind the changes made as part of the
stabilization economic policies lies in the im-
portance attributed to openness as a way of
permitting and favouring the importation of the
capital goods needed for investment. It is also
postulated that this gives rise to increased effi-
ciency, since it subjects national production to
conditions where it has to compete with inter-
national prices. Without wishing to discuss the
validity of these assumptions or the objectives
involved, there is another fact which does have
a great deal to do with the thread of the previ-
ous argument, One of the most important con-

370f the three countries considered, Chile is the only
one on which there is sufficient information for an analysis
of this consumption of ‘quasi-experimental’ type, since in
1969 and 1978 two surveys were carried out on family
budgets in Greater Santiago, in addition to the ECIEL
study on family income and expenditure, 1968-1969,
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Table 3
URUGUAY: GROWTH OF IMPORTS
(1976 = 100)
Dollars
1976 1979
Television sets (85-15-01-12) 100 (25 052) 2 668 (668 566)
Radio cassette recorders (85-15-02-19) 100 (200 190) 1745 (3443 403)
Gramophone/tape recorders (92-11-01/02) 100 (409 729) 206 (845 332)
Clockwork mechanisms (91-01) 100 (2555 310) 153 (3930 332)
Toys and sporting goods (97) 100 (262 982) 681 (1792 136)
Electrical machinery and equipment 100 (19 139 000) 208 (39 886 000}
Beverages and tobacco 100 (7 553 000) 250 (18 912 000)
Optical and cinematographic goods® 100 (4 364 000) 282 (12 896 000}

Source: Bank of the Republic, Statistical Section.
aIncluding medical and surgical equipment.

sequences of the measures adopted is that they
tend to increase the distance between the de-
mand profile and the production structure. It is
easier to expand certain types of economic be-
haviour than others, and the easiest thing to do
is precisely to expand the consumption of im-
ported goods, in contrast with the much longer
process involved in the investment and ac-
cumulation of capital in productive activities,
Foxley (1980) draws attention in his study of
the free market economy in Chile to the difter-
ent growth rates of exports and imports during
the period 1970-1978.% From his analysis it can
be seen that over a period of eight years the
success achieved thanks to the new economic
policies in the field of non-traditional exports
was offset by the growth of consumer goods,
above all non-food consumer goods.

Over the period 1970-1978, non-traditional
and semi-traditional exports increased by a
factor of 2.7, while imports of durable goods
increased by a factor of 2.1 and imports of capi-
tal goods remained practically unchanged. In
1978 the positive effects of the expansion of
exports based on products of a non-traditional
nature were partly offset by the demand for
consumer goods, which absorbed 62.5% of the

38A, Foxley, “Hacia una economia de libre mercado:
Chile 1974-1979”, in Estudios CIEPLAN, No. 4, Santiago,
Chile, 1981.

income from non-traditional exports. This is a
similar proportion (or even somewhat superior)
to that recorded in 1970 (60.0%). While total
exports went down in absolute terms (from
2216.1 to 2105.2), imports increased by a
factor of 1.4. The success achieved through the
policy of non-traditional exports did not really
provide any significant surplus, as might have
been expected, and indeed, in keeping with
the tendencies observed, any potential ac-
cumulation was actually reduced. The me-
chanisms responsible for this process are var-
ied, and can only be understood within the
more general process of change implicit in the
overall set of new strategies of openness and
insertion into the international market.

1. Why consumption increases

(a) In principle, a measure such as the re-
duction of import tariffs should not necessarily
resuit in the promotion of consumption, In En-
gland, for example, the stabilization policy has
not had these results. If this has occurred in
Latin America, then this is because, as already
noted, the transmission of consumerist tenden-
cies through the demonstration effect occurs
whenever: (1) there is a disparity between the
levels of consumption of different countries
and strata and (2) there is awareness of these
differences.

The lifting of import restrictions, which
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previously kept superior goods inaccessible or
restricted their diffusion increases the real
availability of these goods and produces a
growing (stratified) differentiation of the new
imported products. It is not just a question of
the consequences deriving from the relatively
lower unit prices of the imported goods, how-
ever, but is also the result of other real or
symbolic characteristics attributed to them.
Quality, variety, usefulness and presentation
are just a few of these, but even more important
is the fact that these goods are associated with
symbols of what is modern and ‘new’,
characteristics of societies enjoying greater
prestige. Many of these goods undoubtedly
possess a strong value element deriving from
the sensation of their postponment in time:
they are highly desired goods and objects
which already formed part of a symbolic world
with its own styles and fashions and to which it
was difficult to penetrate before.

(b} Moreover, the introduction of the new
goods is not unconnected with other processes
which accompany it, since there is at the same
time a heightening of competition in the sale of
products. In this context, publicity (carried out
as a function of any of the needs already noted:
expansion of production or competition) ac-
quires new dimensions. Seen from the outside,
a new market is opened up which it may be
possible to capture, and this need is not just the
result of domestic economic policy measures.?

Firstly, in conditions of growing openness
it can be expected that there will be a quantita-
tive expansion of publicity through the various
mass media. An approximate indicator which
makes it possible to evaluate the size of the
change is that of the expenditure or investment
devoted to this. The growth of investment in
publicity in Chile between 1966 and 1980 is
recorded in the study by R. Salinas (1979) on
the expansion of the media in Chile, and it
confirms expectations.*

The figure for investment in publicity in

39Although it is not the subject of this analysis, it is
impossible to ignore the decisive effect exerted by the
situation of world recession and the growing protectionism
adopted above all by the more developed countries.

40Raquel Salinas Bascourt, “Chilean Communication
under the Military Regime, 1973-1979” in Current Re-
search on Peace and Violence.

1970 was 23 430 000 dollars, and by 1980 this
had increased to 126 million dollars, but 90% of
this increase took place only in the last six years
(between 1974 and 1980). In 1974, expenditure
on investment in publicity came to 0.45% of the
gross product, and in 1980 the figure amounted
to 1.05%, while around 1977 investment in
publicity accounted for approximately 9% of
total investment.

Secondly, publicity not only grows, as is
shown by the resources spent on investment in
it, but also tends to be concentrated in the most
efficient channels and mass media. Thus, the
more traditional media (radio and newspapers)
tend to be substituted by other more modern
and effective media (the former lost 7.25% of
total participation in one year).

In the years 1977-1978, the displacement
of investment on publicity among the different
mass media in Chile showed the growing share
of the most efficient channels, the media which
grew most being television, the cinema and
magazines, in that order (see table 4).

Thirdly, publicity also tends to be con-
centrated on certain types of articles, goods and
services. A small group of these —no more than
10— account for approximately 50% of total
investment in publicity in each of the mass
media (see table 5), showing the domination of
durable goods and other highly valued objects,
a substantial percentage among them being ac-
counted for by the group of modern durables
(electric household appliances, television,

Table 4

CHILE: INVESTMENT IN PUBLICITY,BY TYPE
OF MASS MEDIA, 1977-1978

(Percentages)

Media 1977 1978
Newspapers 47.98 43.30
Magazines 5.44 6.35
Television 33.71 38.07
Radio 9.74 7.17
Cinema 1.27 2,73
Other 1.86 2.38

Total 100.00 100.00

Source: Grafic Matic International Corporation.
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Table 5

CHILE: CONCENTRATION OF INVESTMENT
IN PUBLICITY, BY TYPES OF GOODS, 1980
(Percentages)”

Maga- News-

IV Zines papers

Household electrical applian-
ces, television sets, radios,

cookers, refrigerators, etc, 76 71 46
Perfumes, toiletries, etc. 87 193
Beverages, tobaco, etc. 123 48
Special foods 82 -
Chocolates and candies 62 -
Automobiles, motorcycles and

accesories . - 10.1 150
Housing and real estate —- - 10.2
Banks, savings and loan as-

sociations, finance houses 68 107 95
Institutes and colleges - - 40
Official advertising -~ - 42
Other 50.2 480 525

Total 100.0 100.0 100.0

Source: Grafic Matic International Corporation.
aIncludes only percentages over 4%.

radio, automobiles, etc.), together with pro-
ducts for personal care. Mention should also be
made here of other services involving activities
which are essential for the new models, espe-
cially banks and finance houses, and others
such as education which result from the private
enterprise policies pursued.

Fourthly, another significant change con-
cerns the structure adopted by the publicity
companies and their relations with the transna-
tional corporations. The concentration of such
companies is also worthy of note: it is worth
noting that 12 such companies control most of
the expenditure on publicity. In conjunction
with the penetration of financial capital, trans-
national corporations and local groups linked
with the latter in other spheres of economic
activity, the concentration of publicity firms
must therefore be viewed as a reflection of the
same phenomenon. While there are approxi-
mately 200 advertising agencies in Chile, of
which 38 have more stable characteristics and
are affiliated to the Chilean Association of Ad-
vertising Agencies (ACHAP), most of the capi-

tal directed to publicity activities corresponds
to enterprises which are subsidiaries of, are in
close contact with, or at least have economic
relations with transnational production firms or
powerful domestic economic groups.

Finally, this relationship between firms
also has consequences with respect to the effi-
ciency and modernization of the consumer
stimuli, to such a point that is might be felt that
the stage of the establishment and consolida-
tion of modern marketing techniques is just
beginning.*!

From the above it can be seen that the
modern mass media, in the new context of
openness to the exterior and through linkage
with the international market and more ad-
vanced technological forms, are attaining
levels of ‘sophistication” and making use of in-
struments for stimulating consumption which
are transferred directly through the transna-
tional corporations from the countries of origin
of the imported products themselves.

In the light of these four aspects, it can
better be understood why the diffusion of ex-
ternal lifestyles is also conditioned by the addi-
tional effects of publicity. The development of
the mass media undoubtedly forms an organic
component in the openness models, and sector-
ally these media show the same features of
modernization which can be observed in other
spheres.

(c) The growing exposure to stimuli from
more developed societies, through the reduc-
tion of tariffs and publicity messages delib-
erately designed to disseminate those models,
exerts an influence, as we have seen, on the
effectiveness with which the demonstration ef-
fect functions. In addition, there are some un-
foreseen consequences deriving from open-
ness policies which also affect the diffusion of
modern forms of consumption.

This diffusion has been expanded in two
ways: firstly, through international physical
mobility and secondly, through the diffusion of
instruments of communication.

A common feature of openness models is
that the frequency of foreign travel is increased
as one more component in the consumerist

1bid., p. 19.
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lifestyle (recreation and leisure typical of the
modem style), and foreign travel and interna-
tional tourism thus partly constitute a manifes-
tation of this style, although these practices are
also favoured by the domestic and external
price relations caused by the policy followed in
foreign exchange matters. In recent decades,
particularly in the countries of the Southern
Cone, we have witnessed greater international
physical mobility involving a growing flow of
tourists to more developed countries, espe-
cially the United States and Europe. The prolif-
eration of travel agencies, foreign travel plans,
and special systems of tariffs and ways of
financing tourism have acquired previously
unknown dimensions which can only be com-
pared with the extraordinary variety existing in
the developed countries. This process has un-
doubtedly constituted a further powerful
stimulus for consumption either through the
direct acquisition of goods abroad or as the re-
sult of direct acquaintance with styles of con-
sumption characteristic of the countries
mentioned.

Furthermore, the gradual penetration of
material goods and objects has not in all cases
had the same consequences on the demonstra-
tion effect. Whereas some goods are objects of
consumption which do not possess multiplier
effects as regards exposure to consumer
stimuli, others result in almost exponential dif-

‘fusion. Indeed, a considerable number of
goods, which are among those most widely dif-
fused, are objects which permit growing expo-
sure to publicity and to consumerist messages.
An idea of this phenomenon can be gained from
the fact that in the period 1970-1978 in Chile,
the expenditure on the purchase of television
sets grew from 0.7 million dollars to 56.5 mil-
lion. According to information from the Na-
tional Television Council mentioned by
Salinas in the study already referred to, almost
10% of television time in Chile corresponds to
publicity, while 60% of the time corresponds to
other forms of entertainment (films, series, etc.)
among which there are also programmes which
transmit consumerist stimuli.

(d) Fourthly, the prevailing institutionall
framework in which the penetration of con-
sumer goods takes place (opening up to the
international market, publicity and mass

media) has the special feature of being a con-
text of limited participation. ’

As is well known, in societies with open
and pluralistic systems individuality is often
asserted through a multitude of channels of
participation: community, political, artistic,
cultural, trade union, etc. Forms of association
of various types and with various degrees of
institutionalization are present in everyday life
in activities related with work, culture and re-
creation, and form the principal channels
whereby the individual is incorporated in soci-
ety. Moreover, this incorporation is not limited
to ‘face to face’ participation in associations, nor
is it always necessary to be a member of the
group to carry it out. There are other more de-
personalized forms of participation in currents
of opinion or ‘referential’ frameworks of ideas,
which are expressed through the pluralism of
the press, radio and literature, to say nothing of
politics, and constitute some of the most im-
portant links between the individual and soci-
ety. When these channels of participation are
narrowed, there only remain work and con-
sumption as the sole or principal form of rela-
tion between the individual and society.

The characteristic form of restricted sym-
bolic participation through abstract frames
of orientation heighten the importance of con-
sumption as a form of realization of the indi-
vidual in society. Depending on the more
participative or more exclusive character of the
models, it is important to stress the conse-

.quences that this can have from the point of

view of the expression of individuality in the
social medium. It is not just a question, as we
have already seen, of accepting patterns of con-
sumption as something derived from publicity
pressures or from growing exposure to other
styles of consumption. What is involved here is
the exacerbation of the need to express what
one is in terms of the possession and acquisi-
tion of material objects and goods. If work, as
one of the essential spheres of participation of
the individual in society, becomes —as hap-
pens in modern society— increasingly an acti-
vity which does not represent any direct gratifi-
cation in itself (since such gratification derives
from what can be achieved with the income
benefit) the central character which possible
success in the race to acouire new forms and
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patterns of consumption comes to occupy be-
comes an effective ‘potentializer’ of the aspira-
tions and expectations for higher levels of
consumption.

(e) Finally, but no less important than the
foregoing points, it is also necessary to consider
here what role is played by the general ideol-
ogy of the system with respect to consumption:
up to what point the legitimating ideology
coincides with the consumerist goal. When the
model of society places extreme value, as ob-
jectives and achievements of the ideal society
which it is desired to construct, on the posses-
sion and acquisition of material goods, the set
of forces analysed above acquires even greater
ideological coherence. The stimuli diffused
through radio, television and the press, the
openly consumerist behaviour of the upper
strata, and international physical mobility thus
acquire, in an openly and consistently con-
sumerist ideology, the nature of a norm of
conduct.

2. The concentration of consumption

The economic measures adopted by the new
openness models have been described as ‘con-
centrative’. And indeed, the further these mod-
els have gone with their changes, the more
there has been a regressive redistribution of
income, On analysing the patterns of income
distribution, the factual conclusions which can
be derived from the real behaviour of income
distribution in the countries which have car-
ried out orthodox openness policies indicate
that the models have indeed been concen-
trative.

In Argentina, the share of wages in total
income went down from 48% in 1975 to 35% in
1979. In Chile, the concentrative process has
been somewhat different: between 1970 and
1975 real wages went down by almost 40%,
registering a recovery in 1979. Thus, the rela-
tive share of wages in total income went down
between 1970 and 1976 from 52% to 41%, while
in 1979 there was a recovery to a figure of
around 45%.

The results of income concentration in
Chile given in table 6 show that during the
period between 1969 and 1978 the share in
total income went down for 48% of households

Table 6

CHILE: INCOME DISTRIBUTION, GREATER
SANTIAGO

Percentage of total income

Households
1969 1978

Poorest 20% 3.74 3.70
Lower middle 20% 7.65 7.36
Middle 20% 12.10 11.68
Upper middle 20% 20.12 19.96
Richest 20% 56.39 57.30

100.00 100.00

Source: Results quoted in Cauas and Saieh (1979). Taken
from René Cortdzar, “Distribucién del ingreso,
empleo y remuneraciones reales en Chile,
1970-1978", in Estudios CIEPLAN, N° 3, June
1980, p. 12.

and only the richest 20% of income recipients
enjoyed and increase.

Finally, in Uruguay, taking as base 100 the
tive-year period 1968-1972, real wages went
down by approximately 40% by 1978, while the
concentration of income followed the pattern
shown in table 7.

With regard to the concentration of con-
sumption, although no comparative data are
available for the three countries, since only
Chile has sufficient data derived from the two
consumption surveys carried out in 1969 and
1978, the results observed, subject to all the
difficulties of generalization involved in this
situation, also coincide to a notable degree with
the concentrative syndrome of the models.

In Chile, for example, the two family
budget surveys carried out in the period 1968-
1969 and 1977-1978, covering Greater San-
tiago, clearly indicate the concentration of
wealth. As may be seen from table 8, only the
top 20% of households increased the propor-
tion of expenditure on consumption. The sec-
ond quintile remained practically unchanged,
while the bottom 60% of income recipients re-
gistered a drop in their consumption expen-
diture.

The estimates carried out by R. Cortizar on
monthly average consumption by households
on the basis of these two surveys, in pesos of
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Table 7

INCOME DISTRIBUTION
(Percentage of income derived from work, Montevideo 1962-1979}

1962 1968 1973 1976 1977 1978 1979
Percent-
ageof Per- Cumu- Per- Cumu- Per- Cumu- Per- Cumu- Per- Cumu- Per- Cumu- Per- Cumu-
popula- cent- lative cent- lative cent- lative cent- lative cent- lative cent- lative cent- lative
tion age  total age total age total age total  age total age total age total
-5 1.44 0.68 0.87. 0.70 0.59—— .61 0.54
10 3.47 347 213 213 243 243 200 200 166 1.66 179 179 161 161
20 4.94 841 397 6.10 4.10 6.53 352 552 292 458  3.23 502 294 4,55
30 5.88 14.29 510 1128 515 1168 468 10.10 3.83 841 420 9,22 3.85 8.40
40 680 2109 621 1741 619 1787 563 1573 478 13.19 520 14,42 4,75 13.15
50 7.80 2889 738 2495 732 2519 683 225 586 1905 6.29 20.71 5.76 18.19
60 894 3783 874 3353 862 3381 823 3079 716 2621 761 28.32 6.96 2587
70 1034 4817 1040 4393 1024 4405 1001 4080 886 3507 9.28 37.60 8.49 34.36
80 1217 6034 1264 5657 1241 5646 1248 5328 11.26 4633 11.63 49.23 10.63 44.99
90 1501 7535 1608 7265 1581 7227 1645 . 6973 1533 61.66 15.52 64.75 14.21 59.20
100 2465 100,00 27.35 10000 27.73 100.00 3027 10000 3834 100.00 3525 100.00 4080  100.00
+5 —154— —1696— ~—17T48— —19.24—— —2760— - 24.60—— 31.06——
Source: Alicia Melgar, Datos bdsicos para el estudio de la distribucion del ingreso, CLAEH, Montevideo, 1980,
Table 8
CHILE: DISTRIBUTION OF CONSUMPTION, GREATER SANTIAGO
Average monthly consump-
tion per household Percentage of total
Households (1979 pesos) consumption
1969 1978 1969 1978
Poorest 20% 5953 4112 7.6 5.2
Lower middle 20% 9243 7354 11.8 9.3
Middle 20% 12 219 10754 15.6 13.6
Upper middle 20% 16 058 16 527 20.5 20.9
Richest 20% 34 857 40 328 44.5 51.0
Average (15 666) (15 815) 100.0 100.0

Source: National Institute of Statistics, Encuestas de Presupuestos Familiares. Nominal figures, deflated by the Con-
sumer price Index, in Cortizar and Marshall (1980). Taken from René Cortdzar, “Distribucién del ingreso,
empleo y remuneraciones reales en Chile, 1970-1978", op. cit., p. 10.

1979 values, also indicate that average house-
hold consumption has remained practically
unchanged,? the deterioration observed in the
bottom 60% of households in Greater Santiago
being offset by an absolute improvement in the
top 20% and a slight improvement in the sec-
ond quintile (see table 9).

Subject to the reservations already noted

2R, Cortazar, “Distribucién del ingreso, empleo y re-
muneraciones reales en Chile, 1970-1978" in Estudios
CIEPLAN, No. 3, Santiago, Chile, 1980.

as regards the impossibility of generalizing this
consumption behaviour to Argentina and Uru-
guay, the indirect data on real wages and the
functional distribution of income in these two
countries seem to confirm that similar be-
haviour is to be observed. The results given by
comparison of the two consumption surveys in
Chile show the consequences of income con-
centration according to the real purchasing
capacity in the matter of consumption. Since
the drop in the expenditure of the lower strata
can hardly be attributed to an increase in saving
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Table 9

GREATER SANTIAGO: STRUCTURE OF EXPENDITURE, BY QUINTILES, 1969-1978

1 II 111 v \%
Ttem
1969 1978 1969 1978 1969 1978 1969 1978 1969 1978

Food 522 593 449 560 44.1 532 361 476 287 32.1
— Cereals, starchy foods,

milk products, eggs 172 234 143 194 129 168 11.0 14.0 7.1 7.9
— Others 350 359 306 366 312 364 2.1 336 216 242
Clothing andfootwear 8.5 56 104 72 114 7.9 13.1 8.0 133 7.7
Housing 254 179 263 147 275 159 3089 181 359 20.
— Basic expenses 23.1 1587 242 126 253 127 277 148 302 14.0
— Operation and services 2.3 22 . 21 22 24 32 33 57 6.1
Transport 37 56 . 65 34 69 38 85 48 159
Durable goods and recreation? 25 41 59 66 61 67 60 74 70 8.8
Personal care 18 18 23 20 24 20 25 28 26 19
Health 1.2 1.8 L3 20 1.3 2.2 1.3 2.8 15 4.1
Education 04 0.7 04 0.9 0.7 14 09 2.1 1.5 4.0
Others 4.2 4.4 54 4.3 3.6 3.8 54 3.7 47 5.5

Source: National Institute of Statistics, Third Family Budget Survey, 1978; ECIEL, Estudio sobre Patrones de Consumo

e Ingreso, 1969, the Brookings Institution.

aIncluding furniture, fittings, decorations and household equipment.

or other alternative use of family resources,
table 9 accurately reflects an absolute deterio-
ration in the possibilities of real expenditure by
the middle and lower strata.

3. The structure of consumption

Methodologically, analysis of the diffusion of
durable goods has always been made by taking
horizontal percentages where the base 100 is
made up of the total expenditure on each cate-
gory. While this type of analysis is useful for
determining where demand for a particular
good or service is located, it does not tell us
anything about the expenditure strategy of
eash stratum of income recipients, nor does
it add any significant information to help us to
know the preferences or relative valuation re-
garding the different categories of consump-
tion at each level of the social stratification. In
contrast, a vertical analysis of the basic table
(expenditure on consumption by categories,
distributed by levels of income) offers ade-
quate information for finding out the consump-

tion strategies at each level of income reci-
pients.

Table 9 shows the structure of expenditure
by quintiles for the years 1969 and 1978
respectively,® and indicates some of the main
changes attributable to the new model:

Firstly, in the comparison between the fi-
gures for 1978 and 1969, food was one of the
categories most affected by changes, both in
global structure and by quintiles. Average ex-
penditure on food, for all households, grew
from 31.6% to 41.8% during this period. At first
sight, it might be thought that this represents a
family strategy tending to increase the share of
food in the family budget.

43Because of the different sources of the tables, the
quintiles are arranged in one case (ECIEL) according to
income, while in the family budget surveys they are
arranged according to expenditure. These differences are
not significant, however, if we are comparing the extreme
quintiles, since the correlation between expenditure and
income is very high, The distribution of expenditure in the
ECIEL survey is therefore very similar to that in table §;
the bottom quintile shows participation of 7.9%, while the
following quintiles show 11.1, 14.8, 24,1 and 42.3%
respectively,
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However, this is not so in all cases. The
percentage increase in expenditure on food re-
corded for all economic levels together actually
conceals very different types of behaviour. In
the first place, the growth in the proportion of
expenditure devoted by the poorest strata to
food does not mean that there was absolute
growth: in reality, the households in the bottom
quintile spent less on food in absolute terms in
1978 than in 1969. The 52.2% recorded for ex-
penditure on food in 1969 for the bottom
quintile corresponded to an average monthly
income of 5953 pesos (at december 1979
prices), thus giving an approximate monthly
expenditure on food of 3 107 pesos. The 59.3%
recorded for expenditure on food in 1978, how-
ever, corresponded to an average monthly in-
come of only 4 112 pesos, however, or 2 437
pesos spent on food. Secondly, and for the same
reason, in the top quintile the percentage in-
crease in expenditure on food corresponds to
an increase which is much greater in absolute
terms: in 1969 the expenditure on food was
10 000 pesos, while in 1978 it was 12 936 pesos.
Thirdly, the increase in expenditure on food is
strongly affected by changes in the relative
prices in this period between food products,
industrial products and imported goods. In
particular, during the period 1969-1978 a clear
tendency is observed towards a disproportion-
ate increase in the relative prices of food prod-
ucts with relation to durable goods and above
all imported products. The information pro-
vided by the wholesale price index indicates
that in the period 1974-1980 the increases in
prices of agricultural, industrial and imported
goods followed very different paths. Whereas
the index for agricultural products rose, with
reference to a base of 100 for 1974, for 5 734 in
december 1979, the index for industrial prod-
ucts at the latter date came to 4 453 and that for
imported goods to 3 917. The price relation be-
tween agricultural products and imported prod-
ucts at the end of 1979 was 1.7, while between
agricultural and industrial products it was 1.3.

Taking as an example the bottom quintile,
corresponding to the poorest income reci-
pients, it is observed that although the
percentage spent on the consumption of food
increased, in absolute terms there was a de-
terioration of almost 20%. Coinciding with the

results of Foxley (1980), table 10 shows a de-
terioration in basic consumption of food by the
poorest households equivalent to a reduction of
approximately 20% in real terms over the
period 1969-1978.44 It can also be seen from
table 10 that the composition of the food
purchased by the lowest strata underwent
changes too. Family expenditure tends to re-
flect more spending on such foods as flour,
cereals and starchy foods compared with other
products such as meat, fruit and vegetables.

Although the variations in the relative
prices of the different categories of foodstuffs
do not permit a direct inference of the real
significance of the percentages, at all events
the behaviour of the two main subcategories of
foodstuffs indicates that: (a) there is a tendency
which causes the elasticity of the poorer food-
stuffs (flour, starchy food, etc.) to decrease, that
is to say, for the proportion of expenditure on
these categories to go down as one rises in the
level of stratification; and (b) the opposite takes
place with the richer foodstuffs: the proportion
of expenditure tends to be equal for the dif-
ferent quintiles.

Whereas the poorer foodstuits show an
elasticity tendency which characterizes them
rather as indispensable necessities, in contrast,
the behaviour with regard to the consumption
of meat, vegetables and fruit places these closer
to ‘luxury’ goods.

Secondly, another type of evidence can be
obtained from the tables in question. In con-
trast with what happens in the case of food, the
proportion of expenditure devoted to housing
and clothing goes down evenly for the whole
population. With regard to all the other
categories, however, the results indicate that
the proportion of expenditure devoted to the
consumption of durable goods, recreation,

44The family shopping basket on the basis of which
household expenditure is calculated corresponds to the
‘average family’, which naturally does not suitably repre-
sent the consumption structure of the poorest strata. Even
more important, the structure of expenditure by categories
of the ‘average family’ on the basis of which the cost of
living was estimated in 1978 corresponds to an upper mid-
dle class family located between the fourth and fifth (top)
quintiles. For this reason, the estimates of the consumer
price index are not satisfactory for the correct interpretation
of the results of the relative increase in expenditure on foed
consumption in the period 1969-1978.
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Table 10

CHILE: CONSUMPTION OF BASIC PRODUCTS BY HOUSEHOLDS
(Pesos at June 1978 prices)

Quintile I Quintile V
Consumption Percent- Consumption Percent-
age age

1969 1978 variation 1969 1978  variation
Flour and starchy foods 387.6 406.8 5.0 778.6 719.6 -7.6
Meat 357.9 219.1 -38.8 15435 1 6272 6.0
0il 1054 71.2 —-32.4 269.4 201.0 -254
Milk products and eggs 138.9 106.1 ~23.6 618.3 6415 3.8
Vegetables and pulses 144.0 97.5 -32.3 257.9 197.4 -23.5
Sugar 97.0 734 —-24.3 191.8 154.2 -19.6
Energy and fuels 227.3 181.8 ~20.0 501.6 641.1 27.8
Urban transport 129.8 102.9 -20.7 277.8 284.5 2.4
Total 1 5879 1 2588 -20.7 4 43006 4 466.5 0.8

Percentage of total consumption 49.9 18.0

Source: National Institute of Statistics, Family Budget Survey, 1969 and 1978.

transport, education and health setvices in-
creases in an even manner. The expenditure
required by some categories such as transport
may be attributed principally to factors ex-
ogenous to the process, deriving from the
increase in world petroleum prices in the
period considered. The proportion of expendi-
ture devoted to durable goods and recreation,
on the other hand, seems to be in line with
sustained pressure to promote greater con-
sumption of modern goods and services. With
regard to education and health, the increase in
the proportion of expenditure is difficult to in-
terpret, since it could be due to equally signif-
icant pressure for access to goods which are
indispensable —or considered to be indispens-
able, as in the case of education— or it could be
due to the policies aimed at promoting private
enterprise which, within the lines of the open-
ness models, tend to involve the increasing
withdrawal of the State as the basic entity for
the provision of certain services.

Thirdly, the internal reallocation of family
budgets to favour certain categories of con-
sumption at the expense of others does not indi-
cate either, as in the case of food, whether the
greater share of a certain category of consump-
tion in the global family budget represents an
improvement in real terms.

When the above differences with regard to
the absolute figures devoted to the average
monthly consumption of each category by
quintiles are analysed, changes of considerable
magnitude are discovered.

In the poorest stratum, the decreased share
of housing and clothing in the total family
budget corresponds to an absolute deteriora-
tion which is greater than that indicated by the
percentage reduction.

The consumption categories which in-
crease in the family budget of the poorest
families, for their part, do not all indicate a
similar behaviour in real acquisition terms.

Expenditure on durable goods and recre-
ation increases in absolute terms from 150
pesos to 170 and expenditure on health rises
from 71 pesos to 74, while expenditure on edu-
cation rises from 24 pesos to 29,

Thus, in actual fact there is only one cate-
gory of consumption where the expenditure of
the poorest strata grows significantly in ab-
solute terms: namely, durable goods and re-
creation expenditure.

In the highest stratum, the decreasing
share of housing and clothing also corresponds
to variations in absolute expenditure. Housing
represented expenditure of 10 526 pesos in
1969, while in 1978 it went down to 8 065
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pesos. Clothing and footwear, for their part,
went down from 4 635 pesos in 1969 to 3 062 in
1978.

The biggest increase in absolute terms
likewise corresponds to the durable goods and
recreation category, which rises from 2439
pesos per household on average, to 3 548 pesos
in 1978. Education rises from 522 pesos to
1 612, while health increases from 522 to 1 652
pesos.

While the structure of family expenditure
in the lowest strata shows an absolute deterio-
ration in the case of food and basic expenditure
on housing, clothing and health, there is an
increase above all in expenditure on durable
consumer goods and various forms of recre-
ation. At the other extreme, while there is both
a relative and absolute increase in expenditure
on food and the levels of quality and sufficiency
of this category are undoubtedly maintained,
there is a proportionate decline in the expen-
diture on clothing and housing, while there
is a smaller rise in spending on the consump-
tion of modern goods and services. This is ac-
companied, in the case of the higher strata, by a
considerable increase in the share accounted
for by education, health and transport, the latter
obviously being determined by the possession
of an automobile.

The concentrative effects thus do not make
themselves felt in the same way in each of the
categories of consumption. In most cases, the
differences between the top stratum and the
bottom stratum on average have doubled in the
period under consideration, but in the most
extreme cases the relation between the amount
of money spent by the top stratum and the
bottom stratum even quadrupled (see table 11).

The three categories which showed most
concentration during the period 1969-1978 are
thus transport, health and education. The first
of these may be attributed to factors uncon-
nected with the changes resulting from the new
policies, but not the latter two.

Both health and education, which already
showed relatively high values of elasticity in
1969 (0.844 for health and 1.210 for education),
grew significantly in 1978.% Whereas in the

45P, Musgrove, Consumer Behavior in Latin America,

Table 11

RELATION BETWEEN ABSOLUTE SPENDING
OF STRATAVAND I, BY CATEGORIES OF
CONSUMPTION

Expenditure of stratum V/Ex-

Category of penditure of stratum I
consumption
1969 1979
Food 321 5.31
Clothing and
footwear 9.16 13.30
Housing 7.00 10.95
Transport 9.04 27.88
Durable goods and
recreation 16.20 20.87
Personal care 547 10.32
Health 7.35 22,34
Education 2175 55.62

first of these years the percentage difference
between the extreme strata indicated in table 9
was the gap between 1.2% and 1.5% in the case
of health and between 0.4% and 1.5% with re-
gard to education, these gaps increased
markedly to the difference between 1.8% and
4,1% for health and between 0.7% and 4.0% for
education.

Here too the behaviour of the two catego-
ries would appear to indicate that they have
become more and more ‘luxury” goods,

With regard to durable goods and recre-
ation, the results show an increase in the
inequality, which was already high to start
with, but not to the extent of other consumption
categories. These results derive from the very
uneven behaviour of the total number of goods
grouped together in these categories. Thus, for
example, the high concentration in 1978 was
very much influenced by the automobile cate-
gory, whereas the behaviour of other goods, as
we shall see below, was distributed in a more
equalitarian manner.

To sum up, the systematic behaviour of all
the family consumption items in the period
1969-1978 shows not only the strong concentra-

Income and Spending of families in ten Andean Cities, The
Brookings Institution, 1978.
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tive effect, but also the type of goods and
services most affected by the regressive
process.

Finally, it is worth recalling that the
inequalities revealed by comparison between
the low and high strata correspond to extreme
inequalities within the household sample
analysed. The inequality is obviously much
higher than that observed between adjacent
quintiles, and also conceals certain phenomena
of partial deconcentration which occur in some
parts of the stratification.*® At all events, it is
also true that the inequalities observed be-
tween quintiles I and V do notreflect the overall
inequality of the society studied either, since
the survey only covered Greater Santiago. To
sum up these considerations, we may say that
the expenditure on durable goods, in general
terms, appears to be in line with income, al-
though it is very much affected by other factors:
it shows that the pressure in favour of forms of
consumption of a modern nature may produce
an increase in expenditure on these categories
without any corresponding increase in income,
and possibly even when income deteriorates.

Moreover, the structure of tamily spending
shown in table 9 enables another fact to be
confirmed: to the extent that the income of the
lower strata improves —assuming the hypoth-
esis of upward mobility— the orientation of the
consumption expenditure is not necessarily di-
rected towards the fuller satisfaction of basic
needs,

The considerations deduced from the
foregoing tables are shown in the structure of
expenditure and its concentration for each
category of consumption. This is the type of
horizontal analysis to which we referred earlier
and to which we will also refer below.

The structure of expenditure by categories
for the different income levels permits a fairly
satistactory approximate estimate of the diffu-
sion of durable goods. The consumption be-
haviour in the case of Chile, as seen through

46Same deconcentration is occasionally recorded be-
tween the top stratum (V) and the following stratum (IV}),
The magnitude of this, however, is extremely small: thus,
for example, with regard to expenditure on education, for
every unit spent by stratum IV in 1969, stratum V spent 5.6
units, while the figure for 1978 was 4.9 units.

the same surveys analysed, shows a high
concentration of expenditure which increases
in inverse proportion to the- essential or
indispensable nature of the tvpe of good
considered.

Let us examine this by parts: firstly, in
contrast with what might be expected in view:
of the high concentration of income and the
recessive process with regard to family con-
sumption budgets, it is observed that the diffu-
sion of durable goods and recreation activities
corresponding to a modern lifestyle is notably
high in the case of certain goods (see table 12).
Undoubtedly this situation is not merely the
result of the changes which have taken place as
a result of the new models: Chile, like Ar-
gentina and Uruguay, had already begun much
earlier a sustained process of modernization of
consumption patterns.

By way of comparison, and in order to
make the analysis more relative, we can take
the concentration of food purchases as a frame
of reference, since this is traditionally one of
the least concentrated categories.??

Some goods, such as refrigerators, cookers,
gramophones and radios, show a very high
degree of diffusion. Only the bottom 20% are
excluded in practice from expenditure on these
items, while the next 20% register relatively
low participation. For quite a wide range of
durable goods, however, the participation
covers the top 60% of the social stratification.
The behaviour of expenditure on television, in
particular, is surprising: it is the least con-
centrated item of all, even less concentrated
than food, thus confirming everything said
earlier regarding the central role played by the
diffusion of this item;% the same is not true,
however, with regard to colour television or
other items of high unit value.

471t should not be forgotten that the data analysed do
not refer to the whole country, but only to the urban part of
Greater Santiago, so that the concentration observed is less
than that corresponding to the country as a whole.

481t should be noted in this respect that the concentra-
tion of expenditure on a good which is in rapid expansion
corresponds to the concept of diffusion in terms of the
possession of the good. In fact, in a situation of this type, the
concentration of expenditure reflects rather the impact of
the strata which are making up for the distance separating
them from those which traditionally already possessed
such goods.
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Table 12
GREATER SANTIAGO: CONCENTRATION OF CONSUMER GOODS, BY INCOME
QUINTILES, 1978
Low High

I 1l II1 v \Y Total
Food 7.3 16.0 18.7 19.1 40.9 100.0
TV (black and white) 9.9 22.7 27.4 21.3 18.9 100.0
Gramophone L0 9.0 27.3 27.1 40,0 100.0
Portable radio 9.3 16.0 23.5 18.2 329 100.0
Perfumery and toiletries 6.6 12.0 16.8 24.9 39.7 100.0
Refrigerator 2.5 9.8 17.8 26.2 45.0 100.0
Radios 0.1 11.0 11.1 22.9 54.9 100.0
Vacuum cleaner 0.0 0.0 2.3 39.7 58.0 100.0
Musical and optical instruments 1.1 55 13.5 20.3 59.6 100.0
Toys and recreational articles 2.1 57 8.9 99.3 61.0 100.0
Tape recorder 0.0 13.4 3.2 20.3 63.0 100.0
Cooker 2.0 18.0 2.0 10.6 68.0 100.0
Total sound reproduction equipment 5.6 16.0 18.7 19.1 40.9 100.0
Tobacco and other imported products (¢ 0.2 36 4.5 91.7 100.0
Automobiles and motorcycles 0.0 0.0 0.0 2.6 97.4 100.0
TV (colour) 0.0 0.0 0.0 0.0 100.0 100.0

Source: National Institute of Statistics, Family Budget Survey, 1978 (Foxley, 1980).

If we bear in mind that an equalitarian
distribution would involve values of 20% for
each stratum, the overall category comprising
all recreational equipment (television, radio,
tape recorders, etc.) shows a much more
equalitarian distribution than the distribution
of income in the general structure of
consumption.

Other more ‘sophisticated’ items which are
of higher unit value or less accessible such as
imported products: tobacco, liquors, hi-fi
equipment, tape recorders, musical instru-
ments, toys, cinematographic equipment, etc.,
are found in contrast to be more concentrated in
the 40% or even the 20% of the population
receiving the highest incomes.

Another aspect which should not be over-
looked, and which partly explains the consider-
able diffusion of durable goods, is that the unit
prices vary considerably according to quality
and characteristics. In reality, the ‘downward’
diffusion of durable goods is more substantial
and less concentrated than that normally
registered by expenditure on each item, this
being due to the growing stratification pro-
duced among these goods, favoured by the

opening up of imports, In a random survey car-
ried out in 14 shops in the centre of Santiago in
October 1980 (5 large shops, 5 medium-sized
ones, and 4 small ones), the variation observed
between the unit prices of a given article was
considerable. Thus, for example, it was found
that the unit prices of colour television sets
showed variations of approximately 2 to 1; the
most expensive black and white television sets
were 4 times as expensive as the cheapest ones;
and this factor of difference was 5 to 1 in
the case of portable radios, table radios and
cookers; 25 to 1 in the case of watches; 4 to 1 in
the case of radio-cassette recorders; 3 to 1 in the
case of hi-fi equipment; 20 to 1 in the case of
gramophones, and 10 to 1 in the case of tape
recorders. If we also bear in mind that the type
of marketing generated by the financial policy
of the openness model has increased the propor-
tion of hire-purchase sales (with terms of be-
tween 6 and 24 months, according to the unit
price of the good), and that the second-hand
market increases the price differences for a
given type of good in some cases to more than
double, an approximate idea can be obtained of
the relative variations in access to these goods.
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In practice, then, and although the dif-
ferences in household income may be ex-
tremely substantial (as may be seen from tables
8 and 9), this does not mean that the differential
diffusion of durable goods will maintain the
same proportion as differences in income. In
the case of a considerable number of durable
goods, two households with significant differ-
ences in income may possess virtually the same
quantity of goods, although their differences of
quality and other characteristics may make one
of them a poorer, less up—to—date or more
mediocre version of the other.

Finally, if we compare the distribution of
durable goods as between 1969 and 1978, we
get the impression that the diffusion of these
goods is now greater than in 1969 and that the
downward expansion has operated in a sus-
tained manner in the case of many consumer
goods and articles.*

Secondly, the extraordinary concentration
of consumption, in which the demand for cer-
tain goods is restricted to a small sector (20%),

491n this connexion, the comparability between the
household surveys for 1969 and 1978 is rather complicated,
since the data available for 1969 disaggregate the concen-
tration of expenditure into minimum wage units and not
quintiles. Although the ECIEL study carried out on the
basis of these surveys makes it possible to reduce the dis-
tribution by deciles to quintiles, it raises problems of the
comparability of the categories as aggregated.

is to be found more easily in other aspects of
consumption behaviour (see table 13). The
consumption indicators which best record the
concentrative pattern of the models appear, of
course, in some categories such as automobile
ownership, which is restricted practically to
20% of households, and a number of recreation
and leisure activities associated with the mod-
ern life-style. The most expensive forms of
sport; demand for classes in various activities
such as dancing, sports, recreation, etc.; partici-
pation in shows and entertainments; domestic
consumption outside the home in restaurants,
places of recreation, etc., and expenditure on
travel and in hotels are markedly concentrated
in the richest 20% of income recipients. In ad-
dition, it is necessary to add the consumption
shown in table 12 of imported goods of high
unit values such as colour television, hi-fi
equipment, and imported beverages and
tobacco.

Education, for its part, is one of the most
concentrated types of expenditure of all house-
hold consumption categories. In principle, this
pattern should not be surprising, because
school attendance is highly concentrated and
access to primary, secondary and university
education is distributed in an unequal manner.
It could therefore be sustained that the con-
centration of educational expenditure is simply
a reflection of the inequality of access to the
different levels of education and does not
therefore add much to our knowledge of one of

Table 13

GREATER SANTIAGO: CONCENTRATION OF EXPENDITURE BY INCOME QUINTILES, 1978

Low High

I 11 111 v v Total

Entertainment and shows 08 2,7 6.8 18.2 7.0 100.0
Sports equipment 0.0 3.3 6.4 7.2 83.0 100.0
Various types of lessons 0.0 3.2 0.0 8.8 88.0 100.0
Travel and hotels 1.5 0.0 2.0 12.8 82.5 100.0
Rental of sports equipment 0.0 0.0 0.0 13.3 86.7 100.0
Education 1.2 3.0 6.9 15.0 74.0 100.0
Public 2.3 7.0 10.0 16.1 64.6 100.0
Private 0.0 0.1 5.3 13.7 81.6 100.0
Health 2.8 3.6 9.1 18.0 64.0 100.0

Source: National Institute of Statistics, Family Budget Survey, 1978,
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the best-known features of inequalities in the
region. The importance of education as a filter
controlling access to a ‘scarce good’ and es-
sentially a ‘positional’ good is clear, however,
from the curves of inequality shown below (see
figure 1). As may be seen from these, inequality
in school attendance is much less than the in-
equality of the resources which households de-
vote to the perpetuation of this social privilege
transmitted to the new generations. The Gini
index determined in 1960 for inequality of
school attendance in Chile amounted to .34.5

50C. Filgueira, “Expansién educacional y estratifica-
cién social en Ameérica Latina”. CEPAL-UNESCO-UNDP,
Buenos Aires, 1978.

The Gini index for the institutional costs in the
same period was 46, which reflects the extra
inequality added to that involved in school at-
tendance when we take into account the diffe-
rential costs of each cycle of education.
Moreover, in 1978 the inequality displayed by
the resources spent by households on educa-
tion came to values equivalent to a Gini index
of .68,

There can be no doubt that the handing
over of education to private enterprise —an
aspect which is likewise contained in the gen-
eral policy of the models— has repercussions
on these results. As a global indicator, enrol-
ment in private schools is clearly more con-
centrated than enrolment in public schools, as

Figure 1

CHILE: CONCENTRATION OF YEARS OF SCHOOLING
(1970) AND SPENDING ON EDUCATION (1978)
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may be seen from table 13. Consequently, it
was only to be expected that between 1969 and
1978 the concentration of expenditure on edu-
cation should undergo a slight reduction to-
wards the upper middle strata, atiributable to
the growing tendency of educational policies to
hand over education to private enterprise. The
State no longer regards its educational func-
tions as a service of social importance. This
slight deconcentration, together with a general
growth in spending on education, visible in all
quintiles of income recipients, confirm the
strong derived pressure of a highly valued good
which is becoming increasingly competitive in
the private sphere.

Health, for its part, although showing a
somewhat different behaviour, also follows a
broadly similar pattern, although in this case
the concentration tends to grow much more
than in the case of education.

Finally, the structure shown by expen-
diture in the new models, in proportion as
income is increasingly concentrated, also has
direct consequences on a demand for services
characteristic of modern styles of consumption,
The upper strata, and especially the top 20% of
income recipients, require tertiary activities
connected with the expansion of their life-style
patterns. The effect that this has on the employ-
ment structure, as a dynamic factor of demand
for service activities, helps to reinforce a
tertiarized structure. This aspect has been
pointed out as a characteristic feature of the

Vv

openness models and appears very clearly in
the make-up of the sectoral structure of the
economically active population. In this re-
spect, too, Chile may be an extreme example of
the tendencies of rapid and profound open-
ness: in 1978 almost 20% of the expenditure of
the top 20% of income recipients went to swell
the demand for services from the tertiary
sector.

Expenditure by the top strata on general
household services, expenditure required by
automobile ownership (not including repairs
and maintenance), various recreational ser-
vices, consumption outside the home in restau-
rants, hotels and places of entertainment,
domestic social events, various repairs (dwel-
ling, appliances, etc.), domestic services,
personal care services and education make up
approximately 20% of the total consumption
expenditure of these households.

The increase in employment in the
services sector recorded between 1970 and
1977 (from 26.0% to 34.7%, according to A. Fox-
ley) is not therefore the exclusive result of the
growth of activities in the low-productivity
informal sector due to the ‘artificial’ creation of
certain occupations; it is also the result of
dynamic demand by the upper sectors, The top
40% of income recipients, through their ex-
penditure on these services, create a demand
for such activities equivalent to the total
expenditure of the bottom 40% of income
recipients.

Summary and final considerations

The preceding chapter was devoted to showing
the main patterns of behaviour adopted by con-
sumption under the economic stabilization
models. The objective of this concluding chap-
ter is, on the one hand, to summarize the princi-
pal tendencies identified and, on the other, to
postulate some of the theoretical problems de-
riving from the behaviour of demand in the
new models.

1. In this study the patterns of behaviour of

consumption have been perceived primarily as
the result of a particular type of growth strategy
characterized by the progress of consumption
with respect to production. For this reason, the
economic stabilization models may be located
in the general category of backward societies
which, when they try to make up for ‘lost time’,
increase the gap between the real production
capacity and the levels of material well-being
expressed in consumption.
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Summing up the main characteristics
adopted by consumption in openness models,
it may be said that the empirical evidence as-
sembled by the foregoing analysis reveals a
type of behaviour expressed through:

(a) spectacular growth of the consumption
of modem goods, especially durable goods and
material objects, ‘sophisticated’ consumer
goods for the home, recreation and personal
care, and food, beverages and tobacco, all of
them corresponding to levels and styles of con-
sumption typical of the most highly developed
countries;

(b) a drastic change in the origin of the
products consumed, which now come mainly
from abroad; thus, importation becomes the
mechanism par excellence permitting the
change in consumption patterns;

(c) growing diffusion of modermn life styles
and certain types of goods to the middle, lower
middle and lower strata, especially in the case
of those articles and items of lower unit cost;

(d) growing inequality in the allocation of
expenditure for the consumption of basic goods
such as food, footwear, clothing and housing,
thus leading to deterioration of the family
‘shopping basket’ and insufficient coverage of
basic needs in the lowest strata;

(e) all this, of course, takes place within a
regressive process of distribution of income
and growing concentration of wealth.

The chapters before the analysis of con-
sumption in the economic stabilization models,
especially chapters II and III, sought to
establish an interpretative framework in order
to explain this type of patterns. In particular, it
was sought to suggest some ideas to explain the
apparent contradiction involved in a system
which tends to growing inequality as regards
income and the possibilities of satisfying basic
needs, but at the same time permits consider-
able downward diffusion of modern-type
goods.

For this, it was necessary initially to stress
the social dimension of the phenomenon of
consumption in view of its close relation with
the theory of value, and it was therefore treated
as a specific interface between economics and
sociology. This, in turn, led to the need to make
a critical discussion of some of the basic as-
sumptions of ‘rational consumer behaviour’,

proposing alternatively, as explanatory ele-
ments which permit the interpretation of this
apparent contradiction, certain mechanisms of
social dynamics taken principally from the
theory of sociology and cultural anthropology.

This brief reference to the central points of
the present study made it possible to charac-
terize in another way the phenomenon of con-
sumption in the stabilization models, and it
also made it possible to discuss from another
angle some of the main interpretations formu-
lated regarding these models.

It is only of interest here to refer to the two
main interpretations which have sought to give
proof of the sucess or failure of the models as
expressed through consumption.!

The defenders of the openness models
have stressed the downward diffusion of dura-
ble goods and modemn styles of consumption,
The extensive scientific, journalistic and offi-
cial literature has maintained that among the
main credit points of the new strategy must be
considered the greater availability of durable
goods, as the expression of a new goal to be
reached, and indeed already being attained in
part. The diffusion of domestic electrical ap-
pliances, especially television sets, radios,
household appliances and other consumer
items typical of modern styles is presented as
one of the most notable proofs of the success of
the new models.

Other analysts, in contrast, taking a critical
view, feel that it is necessary to consider the
concentrative effects regarding income and the
deterioration in the basic needs situation. In
this case, the consumption indicators place
stress on the reduced access to indispensable
goods, especially food, housing and clothing,

51Here we are referring exclusively to the consump-
tion aspects, but we are not ignoring the fact that the discus-
sion was centered much more in the field of economics.
According to their defenders, the virtues and achievements
of the models seem to have consisted mainly of the placing
of the economies on sound basis, success in non-traditional
export policy, economic recovery as indicated by growth of
gross domestic product, favourable balance—of—payments
situations and, in some cases, reduction of rates of inflation.
The critical literature, in contrast, has indicated as the most
serious problems of these models the deterioration of em-
ployment, economic inequality, external indebtedness, a
drop in rates of investment, deficits on the trade balance,
the destruction of domaestic industrial capacity, and at the
same time improductive tertiarization.
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and above all the growing deterioration of the
family shopping basket and essential health
care requirements. Here the conclusions are ob-
viously different and the economic stablization
models are critized as extremely concentrative
and leading to increasing poverty. These are
undoubtedly some of the most obvious ‘social
costs’, to which the bibliography contains many
references,

Neither the ‘critical’ nor the ‘favourable’
literature, however, has been able to get away
from the prevailing ‘dialogue of the deaf’, be-
cause the most extreme interpretations carry
out the analysis on a partial basis, restricting it
in both cases to particular areas of consumption
considered in isolation.

It is quite true that the diffusion and pene-
tration of certain types of durable goods and
imported objects into the middle and lower
strata forms one of the clear features of the new
structure of consumption, but this cannot be
adopted a priori as a safe indicator of the
‘soundness’ of the model.

As is well known, in the most highly de-
veloped societies the consumption of modern
goods and the forms of recreation and leisure
characteristic of the welfare state represent a
phenomenon which took place after satistac-
tory coverage of basic needs had been
achieved. This is not so in the developing coun-
tries, however, and all the studies on con-
sumption coincide in pointing out that while
overall levels of food, health and housing con-
tinue to be markedly deficient, the con-
sumption of durable goods and the presence
of modern appliances in many of the house-
holds suffering from such deficiencies is
commonplace.

Furthermore, it is also true, as we have
seen in the preceding chapter, that among the
‘social costs’ of the stabilization models is the
growing precariousness of levels of basic con-
sumption and the increased inequality. In spite
of this, however, the social consequences re-
sulting from the application of the new models
are by no means limited to these manifesta-
tions, and others which are perhaps more im-
portant and to which we will return later are
overlooked.

2. In practice, there is no real contradiction in
the behaviour shown by consumption in re-

sponse to the new economic, social and politi-
cal conditioning factors. Perhaps there is
nothing new which cannot be illustrated from
past experience.

When the critical literature stresses the
growing inequality with regard to basic needs,
it is actually pointing out a problem which had
already been referred to in anthropological
studies on societies in a rapid process of
monetarization. The study of the passage of
societies from subsistence economies to
market economies, or economies increasingly
influenced by the modern monetary economy
has shown that “in general the effect of the
introduction of commercial crops or wage-
based economies on nutrition has been to
lower its level by disturbing the balance
reached in the subsistence economies, putting
forward processed foods as those with higher
‘prestige’ and limiting the volume and quality
of subsistence crops in favour of commercial
crops or reducing the time spent on the prep-
aration and preservation of food for domestic
consumption”. “It has been noted that not only
do people often waste their money on almost
any new object, but also the unaccustomed
spending of emulative type may lead to moral
decadence and permanent loss” .52

As a general rule, the basic levels of food
and subsistence suffer whenever utilitarian
stimuli and modern consumption burst in
through rapid and deeply disturbing processes.
The classic study carried out by the American
Geographical Society in 1953 showed that of
the total number of primitive communities
studied (209), only 6% showed significant
deficits with regard to nourishment at all levels
(calories, etc.) and a further 3% had insufficient
diets as regards calories, while the remaining
91% had levels that were fully satisfactory in
the light of the characteristics and habitual
forms of life of the communities. In contrast,
most of the regions of the Third World com-
pletely or almost completely incorporated into
the market economy, especially in the case of
certain regions in Africa, Asia and part of Latin

52See E.E. Hoyt, “Money Economy and Consumption
Patterns”, in N. Smelser (ed.), Reading on Economic
Sociology, Prentice Hall Inc,, 1965.
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America, consistently displayed insufficient
levels of nourishment.s

Although in our case we are not dealing
with real subsistence economies or with the
rapid introduction of a process of monetariza-
tion of the economy into extremely primitive
States —a situation which could only exist in
subsectors of the countries studied— it is
nevertheless true that the process of openness
typical of these economic stabilization models
has many parallels with the examples referred
to. The preferences and “tastes” for everything
new in contexts with a high degree of social
integration lead to important changes in the
composition of the structure and strategies of
consumption, generally to the detriment of
preferences for traditional goods or those
perceived as such.

It is worth considering these examples

here because they bring out the fact that the
really complex —and undoubtedly dramatic—
nature of the growing precariousness
characteristic of these situations does not de-
rive automatically from processes of concentra-
tion of incomes and impoverishment of the
lower levels of the social strata. In actual fact,
the ‘critical’ literature only partially picks up
some of the most obvious consequences of the
openness models and does not go much further
in this respect. There are other consequences
which, when the behaviour of the consumer is
perceived through determining elements more
complex than income, orient the diagnoses in
another direction. We have seen that these con-
sequences are expressed above all in the field
of social and political relations.
3. The new patterns of consumption con-
sidered to be the result of the new models are
undoubtedly the most tangible and evident
part of the new social behaviour induced, but it
should not be forgotten that they are only part
of the attitudes and tensions arising in society,
which actually involve all spheres of be-
haviour, It is this complex set of relations,
values and social meanings which gives signifi-
cance to the particular behaviour adopted by
consumption,

33American Geographical Society, Study in Human
Starvation, Atlas of Diseases, New York, 1953.

According to what we saw in the preceding
chapters, the openness models involve a radi-
cal transformation not only of economic be-
haviour, but also of the basic forms of relation-
ship of individuals with each other and with
institutions and society as a whole; and above
all, they involve a change in the forms of com-
petition and solidarity which make up the
moral basis of the system. The discussion in
chapter II was aimed precisely at identifying
the main changes which have taken place in
this system. The utilitarian stimuli generalized
through the growing presence of private en-
terprise, favoured by the economic measures
and with the blessing of the legitimacy given
by the prevailing ideology; the growing de-
pendence on more ‘sophisticated’ forms of
publicity; the prevalence of restrictive forms of
social participation, and the devaluation of the
sense of work as a form of realization per se
have all helped to ensure that the horizon of
individual orientation and personal identity is
organized around consumption, fashion and
forms of emulation.

The goal of reaching ever higher levels of
material consumption becomes the ultimate
objective of human existence and the funda-
mental principle of work. More and more,
everyone works in order to consume, the
gratification derived from work decreases, and
in this way the stimuli for creativity disappear
and are substituted by growing passivity and
ritualism. The gratification which could be
derived from the shared sense of participating
in and contributing to the development of the
community and society is displaced in favour of
abstract, impersonal and ‘self-regulating’
mechanisms which are assumed to be those
responsible for transforming exaggerated indi-
vidual competition into social solidarity. The
individual does not form part of this process,
however, and there is no gratifying sense of
commitment in carrying it out.

Imitation is the main stimulus for action
and consumption is the indicator of the success
achieved, of prestige and the social recognition
of others, and hence of satisfaction itself.

The degree of individualization and atomi-
zation increases with the lack of mechanisms
and institutions which can act as interme-
diaries between man and society, and the
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feeling of defencelessness finds in consump-
tion a form of satisfaction of basic tensions and
fundamental psychological needs.

The possession of material goods, which
operates as a system of information with pre-
cise symbolic content, is capable of absorbing
these tensions but not solving them: rather,
it makes necessary the continual and repeated
change of new material objects as a way of
compensating the permanent sense of loss.

This process not only has its effects at the
individual level: the changes also come to af-
fect the basic institutions of society. As J.
Graciarena points out, the new consumerist
style resulting from the models which bring in
a deeper version of capitalism causes changes
in the nature and sense of social institutions:
even such stable institutions as the family.

“The priority given to consumerism re-
duces the desirability of the ‘bourgeois home’.
The formerly inviting bourgeois house is re-
placed by the apartment, and hospitality moves
to restaurants or clubs. The change from the
life-style centered around the spacious and
comfortable bourgeois home of the past creates
intra-family friction, particularly between
fathers and sons, which increases the gap
opened by the generational conflict”... “The
new style of utilitarianism is now individualist
rather than family-oriented. The time horizon
of the businessman is reduced to his own
lifetime, and with it his motive for saving. Ver-
satile and intense short-term consumerism takes
the place of the old puritan frugality which
was of markedly family-oriented inspiration” *

Lower-class urban families —and even
marginal and peasant families— are also af-
fected by the priority given to consumerism,
although in another sense.

While in the bourgeois family there is in-
creasing discouragement of saving, in the poor
families, in contrast, there is a powerful
stimulus to indebtedness or to the commitment
of future real or expected income, to the sac-
rifice of consumption of basic goods, and to the

s4]. Graciarena, Creacion intelectuadl, estilos al-
ternativos de desarrollo y futuro de la civlizacidon indus-
trial (mimeo), 1980.

internal reorganization of the family budget as
a function of modern consumer goods. Certain
members of lower—class families are more ex-
posed to the persistent publicity and new con-
sumerist styles. In particular, the younger
members have a greater propensity to identify
in the world of material objects their basic
psychological needs, so that the inter—genera-
tion conflict is also heightened by the uneven
incidence of consumerist stimuli within the
same family. Not only does the pressure of
publicity find in the subcultures of the young
one of its most important classes of clients, but
it also tends to give form and content to these
subcultures by offering them a ready—made
body of symbols and representations.

The extent to which a conflictive transfor-

mation takes place within the family in an at-
tempt to adapt to the new conditions is difficult
to evaluate with the elements available, but
there is clear evidence of important changes in
family relations and roles, The division of
labour within the family, female participation
outside the home, the premature interruption
of schooling —above all by lower—class girls
and boys— are only a few of the most visible
consequences of a set of interlinked processes
of adaptation of the family structure to the new
situation. Parallel with these manifestations
—as the studies on survival strategies of the
lower classes under economic stabilization
models confirm— even more important trans-
formations are taking place in the sphere of the
structure of authority, power and legitimacy
within the family.
4. Ttis in the context of the ideas set out in the
preceding pages, in our opinion, that the social
problems of the model really acquire their true
dimension. Beyond the mere recognition of the
growing concentration and the deterioration of
the degree of satisfaction of basic needs, the
behaviour adopted by consumption in these
models undoubtedly forms part of a complex
readaptation of the social matrix as a whole.

This explains how can there be more tele-
vision sets at the same time as a deterioration in
the satisfaction of basic needs. If the system
comes to be based on the principle of the indi-
vidual responsibility of the consumer and his
‘freedom to choose’ it would be hard to expecta
type of behaviour different from that observed,
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since the system is what consumers want it to
be.

The implications of this latter principle
—which forms part of the ideological basis of
the new models— have potential repercus-
sions, as already pointed out, in the political
field.

There would appear to be two main con-
clusions to be highlighted before concluding
these final considerations.

Firstly, the consumerist individualism
which lies at the basis of the new proposals of
the ‘social market economies’ requires, like any
other ideology, a relatively consistent set of
ideas to give it legitimacy, quite apart from its
technical or technocratic justifications. This re-
quirement is not specific to these models, of
course, and forms part of any known system of
society. But whenever radical changes take
place in the organization of society as a whole,
the need to give the emerging system ideologi-
cal foundations becomes an urgent and ines-
capable requirement, It should come as no
surprise, then, that the search for this body of
ideas, based on a new social morality centered
around the principle of economic liberty, the
principle of the sovereignty of the consumer,
and the superfluity of the State as an active
agent responsible for safeguarding distribution
and social effectiveness has led to the redis-
covery of the ethical and philosophical reflec-
tions of the theorists of individual liberalism,
among whom Friedrich von Hayek undoubt-
edly occupies a distinguished place.

Undoubtedly the most noteworthy pointin
this quest for ethical foundations consists of its
implications regarding the relationship be-
tween individual liberty and political liberty.
The reduction of the latter, in the thinking of
individualistic liberalism, to a purely instru-
mental or prudential consideration rather than
a guiding principle establishes the most obvi-
ous link between economic liberalism (which

has priority) and political democracy (which
occupies a secondary place).

The second aspect related to the political
manifestations of the new model is of another
nature and concerns the consequences of con-
sumerism for the legitimacy of the system,

Here, too, it seems necessary to weigh very
carefully the probable consequences of the in-
crease in modern consumption and the diffu-
sion of material goods. The emphasis placed by
critics of the system on the regressive aspects of
the models, especially as regards their ‘social
costs’, should not lead us to overlook other
manifestations of consumption. In addition to
the sectors which are fully benefitted by the
distributive reorganization carried out by the
models, it is necessary to gain a more precise
knowledge of the repercussions of the massive
penetration of modern goods on the middle and
lower classes and on the various sectors and
subsectors of these which are adversely or be-
neficially affected in an uneven manner by the
transformation brought about by the models.

Even if it is admitted that the economic
measures aimed at favouring moderm consump-
tion without any hindrance or protectionism
stem only from economic reasons and not polit-
ical ones —an assertion which is in any case
rather questionable— there can be no doubt
that the expansion of consumerism can come to
play an important role in the legitimation of the
system. Whether or not the new models are
capable to maintaining continuity in the pol-
icy of the expansion of modern consumption is
another question which it is very difficult to
answer in advance. It would appear, at all
events, that in proportion as the stabilization
experiments continue to  consolidate
themselves, the requirements for maintaining
the levels of consumption achieved and their
growing expansion will be ever greater, and if
this cannot be achieved they will be deeply
frustrating and conflictive.
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The successful export strategies of some
South-East Asian countries have been raised in
certain Latin American circles to the level of
veritable paradigms and it is held that our re-
gion should imitate these processes in order to
achieve high rates of growth of production,
employment, productivity and even real re-
muneration. For this reason, it is of particular
interest to analyse the policies, institutional
machinery, and domestic and international so-
cial and political conditions within the frame-
work of which these cases have taken place.

The present article analyses some aspects
of these processes which show the corplexity,
richness and heterogeneity that characterize
them and which make it clear that the lessons
that can be drawn from them while richer and
more valuable than those deriving from the
‘popular’ version generaily disseminated in
Latin America, do not permit their imitative
application in this region,

After the Introduction, section II of the
article gives a brief description of the main
economic parameters of the four countries in
question —South Korea, Taiwan, Hong Kong
and Singapore. Section III examines the rela-
tionship between the export and industrializa-
tion policies, section IV raises some aspects of
protectionist and import substitution policy,
section V analyses the role which the State has
played in these strategies, and the last section
of the article sets these examples against the
international context in which they have oc-
curred.

*UNIDO Industrial Adviser in Mexico.

I

Introduction

In the rapid industrialization which has taken
place since the war, special attention is war-
ranted by the export-led industrialization ex-
perience not only of Japan, to which numerous
references were made in a previous study,* but
also of South Korea, Taiwan, Hong Kong and
Singapore, firstly because of the impressive
rates of growth and transformation of the struc-
ture of production which these countries have
achieved in a brief space of time, and secondly,
because the success achieved by them has been
generating the belief that the experience of
these countries forms an example which could
and should inspire the future industrial growth
of Latin America.

The view is frequently expressed in cer-
tain circles in Latin America that the success of °
these processes is due firstly to their total
openness to international trade, and secondly
to the very low level of public, intervention. In
coming to this conclusion, a complex set of dif-
ferent experiences is thus reduced to a conclu-
sion of a normative nature whereby the coun-
tries of Latin America need only eliminate their
protectionist schemes and reduce public inter-
vention to its smallest possible expression in
order to permit the generation of successful
export models comparable to those of South-
East Asia.

As we propose to show in this study, the
mystification implicit in this version of what
has happened in the “Newly Industrialized
Countries” (NICs) of Asia is particularly seri-
ous for two reasons. Firstly, because it prevents
us from advancing in our understanding of the
factors which really explain these rates of
growth and change, thus losing the opportunity
of taking advantage of experiences which are
undoubtedly valuable both in the fields of poli-
cy and of institutional machinery. Secondly,
because not only are recommendations made
which correspond only to a limited extent to the

*Fernando Fajnzylber, The Industrial Dynamic in
Advanced Economies and in Semi-industrialized Coun-
tries, Pacitic Trade and Development Conterence, 1980,
Seoul, Korea, 1-4 September 1980.
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experiences from which they are supposed to
derive, butalso it is extremely open to question
—even leaving aside the political conditioning
factors— whether their application to Latin
America in the manner suggested could gener-
ate results comparable to those observed in the
presumed source of inspiration of these recom-
mendations.

For this reason an endeavour will be made
in the following paragraphs, although admit-
tedly in a rather sketchy and incomplete man-
ner, to analyse some specific aspects of these
forms of experience which show the enormous
complexity, richness and heterogeneity charac-
terizing them and make it clear that the lessons

II

which can be drawn from them are undoubted-
ly richer and more valuable than those stem-
ming from the ‘popular’ version so widely dis-
semitated in the region.

First of all, a very brief description of the
main economic parameters of the four countries
in question will be given, followed by an ex-
amination of the relationship between export
policy and industrialization policy. Next, as-
pects of protectionist policy will be discussed,
followed by an examination of the role of the
State in these models, and finally the interna-
tional context in which these forms of expe-
rience took place will be examined.

General background description

Among the four countries considered, it is
worth making a distinction between the cases
of Hong Kong and Singapore and those of Korea
and Taiwan. The first two are city-States with
an area of 1 000 km?, a per capita income of over
US$ 2 000, —practically no agriculture (2% of
the gross product), and a particularly well de-
veloped services, commerce and finance sec-
tor. The population of Hong Kong is 4.5 million
persons, while that of Singapore is 2.3 million.
The character of international trading centres
which has historically been associated with
these city-States is clear when one considers
the ratio of international trade to the product,
which comes to 183% and 252% in Hong Kong
and Singapore, respectively. These city-states,
with a population density of over 2 000 inhabi-
tants per km? and almost completely without
agriculture must not be analysed using the
same patterns as for the other two South-East
Asian countries, Korea and Taiwan, which have
characteristics comparable to those of the rest
of the developing world. Although Korea and
Taiwan are geographically small, with areas of
99 000 km? and 36 000 km? and populations of
36 million and 16 million respectively, and
with a domestic product which in 1976 was
around US$ 1 000 per person (US$ 670 in Korea
and US$ 1 070 in Taiwan), the proportion of the

product generated in the agricultural sector in
these countries was higher, for example, than
in the cases of Mexico and Brazil, for in Korea it
was 27% and in Taiwan 12%, while in Brazil it
was only 8% and in Mexico 10%. These com-
parisons with Mexico and Brazil are due to the
fact that recent OECD studies include these
two countries as the only Latin American rep-
resentatives of the special group of NICs.

What these four Asian countries do have in
common is undoubtedly the very rapid growth
of the industrial product, output and exports.

In terms of per capita income, the four
countries display a significant growth rate
which has enabled them to shorten the distance
between themselves and the United States, if
the latter country is taken as a reference.

In the case of the city-States, their per
capita income in 1963 was 23% of that of the
United States in the case of Singapore and 20%
in the case of Hong Kong, whereas in 1976
Singapore had risen to a level equivalent to
42% of the United States per capita income and
Hong Kong had reached the level of 35%, the
figure for Singapore being comparable to that
of Argentina and Spain, and that for Hong Kong
being significantly higher than that of Brazil,
although in 1963 the level had been very simi-
lar to that of the latter country. Significant
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relative growth is also to be observed in the
case of the ‘normal’ countries of Korea and
Taiwan, although starting from lower levels: in
1963 Korea had a per capita income equal to 9%
that of the United states, rising to 20% by 1976,
while in Taiwan the increase was from 14% in
1963 to 24% in 1976. In both cases, these levels
of per capita income were lower than those of
Brazil and Mexico,

As regards industrial output, and consid-
ering exclusively the market economies, it may
be noted that in 1963 the industrial output of
these four countries was equivalent to 0.35% of

the industrial output of the market economies
as a whole, while by 1976 it had risen to 1.35%.
Over the same period, the share of Brazil and
Mexico rose from 2.6% in 1963 to 3.9% in 1976.
The interesting feature of this industrial
growth is the fact that it was accompanied by an
impressive expansion of industrial exports, re-
flected in the increase in the share of the ex-
ports of manufactures of these four countries
within the world total® from 1.35% in 1963 to
4.0% in 1976. Over the same period, the share
of the industrial exports of Brazil and Mexico
increased from 0.22% in 1963 to 0.92% in 1976.

ITI

Industrialization and export strategies

A basic but frequently overlooked element in
the strategies followed by these countries is
their fundamental choice of industrialization:
industrialization aimed at penetrating interna-
tional markets, perhaps, but industrialization
nevertheless. The sustained and persistent
dynamic effects which these strategies had in
terms of the generation of employment, raising
of the level of the skill of the labour force,
increased productivity, higher real wages, and
generation of consensus regarding the impor-
tance of technical progress are intrinsically
linked with the basic fact that these countries’
exports were industrial products, If the volume
of foreign exchange generated by these strate-
gies had originated in the export of natural
resources, which in any case these countries
lacked, it is very doubtful whether the sus-
tained eftects mentioned above would have
been comparable. Consequently, it is not the
orientation towards exports per se which
generates these dynamic effects, but rather the
basic fact that the products exported, even
though invelving a high content of imported
inputs, are the subject of local processing
which leads to the incorporation and dissemi-
nation of the ‘industrial outlook’ into the local
patrimony.

The following illustrate the magnitude of
the process of change experienced by these
economies as a result of the leading role played

by the impressive industrial growth which
characterizes their experience.

In the case of Korea, the product of the
industrial sector represented only 5% of the
national product in 1954 (see table 1). In 1978,
however, 24 years later, the share of the indus-
trial sector had risen to 32%, while that of the
primary sector had gone from 50% to 19%.

In Taiwan, the industrial sector accounted
for 10% of the product in 1952, whereas this
proportion had risen by 1979 to the impressive
level of 42%, while primary production went
down from 37% to 11% over the same period
(see table 2).

In the city-State of Singapore, which has
practically no agriculture, the industrial sector
represented 13% of the products in 1960 but
24% by 1979. This change was due partly to a
relative decrease in the role of the primary
sector from 5% in 1960 to 2% in 1979, but to a
larger extent it was due to the relative decrease
in the role of the services sector, which was
responsible for 79% of the product in 1960 but
only 70% in 1979. The relative weight of the
services sector reflects the special character-
istics of this international trading and distribu-
tion centre, as in the case of Hong Kong, thus

1OECD, The Impact of Newly Industrialized Coun-
tries, 1979.
21bid,
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Table 1
SOUTH KOREA: SECTORAL STRUCTURE OF PRODUCTION

Share in GDP (%) 1954 1955. 1960 1965 1970 1975 1979
Primary |

production 50.2 44.3 45.9 342 27.8 24,0 19.1
Manufacturing 5.3 8.4 97 15.0 20.9 28.2 31.6
Services 44.5 47.3 44 .4 50.8 51.3 47.8 49.3

Source: Chong Hyun Nam, Trade and Industrial Policies and the Structure of Protection in Korea, Korea Development

Institute, 1980, p. 6.

Table 2

TAIWAN: SECTORAL STRUCTURE OF PRODUCTION

Share in GDP (%) 1952 1955 1960 1965 1970 1975 1979
Primary

production 37.13 33.72 33.87 28.30 19.81 15,76 10.56
Manufacturing 9.82 14.40 17.44 20.01 27.31 30.54 4212
Social

security 9.61 1047 11.08 12.26 13.74 15.56 14.96
Services 42.83 42.86 39.39 40.15 42,03 40.66 34.58

Source: Kwo-Shu Liang and Ching-ing Hore Liang, Trade Strategy and the Exchange Rate Policies of Taiwan, National
Taiwan University and National Chengchi University of Taiwan, 1980, p. 40.

calling for a different form of analytical treat-
ment from that applied to the rest of the devel-
oping countries (see table 3).

We can see, then, that the notable dynamism
displayed by the economies of these countries
in the period after the war cannot be separated
from the explosive industrialization reflected
in the foregoing figures, so that it is of particular
importance to go more deeply into the special
features of this industrialization process. A cen-
tral feature of this is the concentration of these
countries on the export of consumer goods with
a high import content and the relatively inten-
sive use of labour. In the case of Korea, where
perhaps the most advanced stage of industrial-
ization has been reached, it may be noted, when
comparing exports and imports of industrial
goods, that the consumer goods category gen-
erates a significant trade surplus (almost US$ 6
billion in 1978), but this is not enought even to
offset the imports of intermediate goods, in-
cluding fuels, while a further deficit of US$

2 400 million is generated in the capital goods
sector (see table 4).

It is important to stress, however, that this
export strategy involving a high import content,
together with the growth of the domestic market
and its consequent import requirements, ex-
plain why the trade balance of Korea shows a
systematic deficit from 1960 to 1979, It is worth
noting that between 1960 and 1973 the expan-
sion of domestic demand accounted for 73% of
the overall growth of the industrial sector.? This
structural deficit in the trade balance points to
the importance of external financing, particu-
larly in the 1960s: a subject which will be refer-
red to later.

If we compare the relative size of the defi-
cit with the volume of exports, we see that there
has been a significant improvement, because

3Larry E. Westphal, “The Republic of Korea’s Expe-
rience with Export-Led Industrial Development”, World
Development, Vol. 6, No. 3, 1978, table 12, p. 366.
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Table 3

SINGAPORE: SECTORAL STRUCTURE OF PRODUCTION

Share in GDP (%) 1960 1973 1979
Agriculture, fishing and hunting 4.5 2.3 1.7
Manufacturing 13.2 22.6 23.6
Construction 3.7 5.8 4.8
Commerce 33.6 28.6 25.0
Others 45.0 40.7 44.9

Total 100.0 100.0 1000

Source: Wong Kum-Poh, The Financing of T'rade and Development in the ADCs: The Experience of Singapore, University

of Singapore, 1980, p. 6.

Table 4

SOUTH KOREA: NET EXPORTS, BY CATEGORIES
{Thousands of dollars)

Category 1972 1973 1974 1975 1976 1977 1978
Capital goods -545 610  -727097 -1152465 -1165385 -701690 -1262903 -2412 348
Intermediate goods -1059929 -1651585 -3005114 -3425210 -3931559 -4491754 -5 770009
Consumer goods 699342 1339795 1761930 2376891 3506336 4657036 5691961
Total -897 914 -1015252 -2391478 -2193418 1058523 -764081 -2249814

Source: Toshio Watanabe, An Analysis of Structural Dependence Between the Republic of Korea and Japan: Toward a
More Optimal Division of Labour, University of Tsukuba, Japan, 1980, p. 11.

whereas in the 1960s the deficit was of a com-
parable order of magnitude to the exports of
goods and services, from 1972 the proportion
went down to 40%, and in the period 1976-1978
it amounted to only 6%.4

Concentration on the export of consumer
goods and high import content are well-known
features of this group of Asian countries, but
something which is not so often mentioned is
their particular kind of link with Japan, with
which they have a relationship clearly different
from that which they have established with the
United States and Europe. Thus, concentrating
once again on the case of Korea, we note that
whereas these countries’ exports penetrate suc-
cessfully into markets of the United States and
Europe and generate a trade surplus favourable

4See Park Yung-Chul, Export Growth and the Balance
of Payments in Korea 1960-1978, Korea University, 1980, p.
6.

for the exporting countries, there is a signif-
icant (and in the case of Korea, growing) trade
deficit with Japan. In 1970 Korea’s deficit with
Japan was US$ 589 million, but in 1978 it
amounted to US$ 3 412 million, equivalent to
practically twice Korea’s total trade deficit in
that year and equal to 6% of its gross national
product.’

If we analyse the structure of the trade
relations between the two countries in ques-
tion, we see that Japan has a favourable trade
balance in the categories of machinery (22),
electrical and electronic equipment (23),
transport equipment {24), basic metals (19) and
chemical products (14), while the trade balance
is favourable to Korea in the branches of texti-

5Toshio Watanabe, An Analysis of Structural Depen-
dence Between the Republic of Korea and Japan, Universi-
ty of Tsukuba, Japan 1980. p. 7. Pacific Trade and Devel-
opment Conference, 1-4 September 1980, Seoul, Korea.
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les (9), foodstuffs (5) and yarns and threads (8).
Textile products, together with yams and
threads, represent 57% of Korea’s exports to
Japan.

Clear specialization is to be observed even
in the trade relations within this branch, since
Korea mainly exports clothing, silk products
and cotton yarns, while importing capital- and
technology-intensive products such as syn-
thetic fibres and garments made therefrom.®

The second most important branch of Korea’s
exports to Japan is that of electrical and elec-
tronic equipment, where a clear tendency to
specialization connected with the ‘technolog-
ical density” of these products is likewise to be
observed. This branch includes household ap-
pliances, electronic components and electrical
machinery and equipment, Korea’s speciality
being the export of such household appliances
and goods as radios, television sets, watches
and pocket calculators —all labour-intensive
items. In the other two groups, the advantage is
on the side of Japan. Even within the branch of
electronic components there is specialization,
since Japan is a net importer of batteries and
integrated circuits —for which the production
technology is well known— while it exports
semi-conductors,

In the case of this sector, the specialization
reflects the fact that the Korean enterprises en-
gaged in these lines were developed on the
initiative of Japanese or United States enter-
prises seeking to take advantage of the lower
cost of labour through subcontracting. This is
refelcted in the high coefficients of exports and
imports characterizing this branch in Korea:
the export coefficient rose from 50% to 63%
between 1970 and 1977, while the import coef-
ficient remained practically constant at around
61% over the same period.” The magnitude of

§Ibid, pp. 4-8.
TIbid.

the presence of foreign firms in this sector is not
typical of the industrial structure of Korea, for
whereas in manufacturing as a whole foreign
enterprises are estimated to be responsible for
15% of the total exports, in the case of the elec-
tronic sector it is estimated that if subsidiaries,
joint ventures and wholly foreign-owned sub-
sidiaries are included these account for 54% of
the production and 72% of the exports.®

There are indications that similar vertical
links exist between Japan and the remaining
Asian NICs, although in the case of these other
countries the coefficients of horizontal special-
ization are estimated to be lower.® This special
linkage between the Asian NICs and Japan is of
particular importance because it shows that,
from Japan’s point of view, the relative loss of
markets in the United States and Europe caused
by the new exports of labour-intensive prod-
ucts from these countries is offset by the indi-
rect exports of capital goods and intermediate
products of Japanese origin incorporated in those
countries’ exports. The multiplier effect of
Korea’s exports for the Japanese economy has
been worked out in quantitative terms, and this
has confirmed the view that the net result is
highly favourable for Japan.® This situation
would tend to change, however, in so far as
these countries manage to progress in their
production structure towards the metal manu-
factures and machinery and chemical branches,
where they have indeed made significant steps
forward. In the present circumstances of the
world economy and those foreseeable in the
short and medium term, however, it would ap-
pear that at least the speed of this diversifi-
cation is becoming less marked.

8The Republic of Korea's Experience..., op. cit., p. 362.
9An Analysis of Structural Dependence..., op. cit.
0] bid,
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1 AY

Selective import substitution policy

Contrary to what is suggested by the ‘popular’

versions, the trade policy followed by these
countries has included a by no means insignif-
icant import substitution component, and this,
unlike what happened in Latin America, has
had an extremely selective nature at the sec-
toral level which has been gradually changing
with time and adapting itself to the modifica-
tions undergone by the sectoral priorities of
industrial policy. This careful and selective
protectionist policy used both tariff and non-
tariff mechanisms, reinforcing both with mea-
sures regarding access to the foreign exchange
market. The selectivity referred not only to the
identification of sectors, but even to that of
enterprises, the authorization of foreign ex-
change for imports being conditional upon the
generation of exports incorporating those im-
ports, and thus involving the existence of in-
stitutional mechanisms permitting permanent
communication between the government
authorities and the respective enterprises.

As we shall see later, this ‘institutional’
dimension, with differences of form and in-
tensity, is present in all four national cases and
makes it clear that they involve an ‘interven-
tionist’ State in the most orthodox Japanese tra-
dition.

In the case of the protectionist policy of
Korea, the first element which must be borne in
mind is the fact that the information provided
by the level of tariff protection is extremely
sketchy, since “quantitative restrictions on im-
ports have been much more important than tariffs
as ways of protecting import substitution in
Korea” !t

In the course of the so-called ‘import
liberalization” which took place in 1967, a
‘black list” was introduced, whose effect was
that all types of imports not listed there were
automatically authorized. . The Government

UTrade and Industrial Policies and the Structure of
Protection in Korea, Chong Hyun Nam, Korea Develop-
ment Institute, 1980, p. 16. Pacific Trade and Development
Conference, Seoul, 1980,

announced the number of items corresponding
to restricted imports, i.e., the black list, twice
a year. The criteria for defining the items
included in this black list were fundamentally
the balance-of-payments situation and the
requirements for protection of domestic indus-
tries, Quantitative restrictions were applied
mainly to competitive and ‘non-essential’ or
‘luxury’ imports, while imports of non-competi-
tive raw materials and intermediate goods were
approved automatically.

When the system of the ‘black list’” was
adopted in 1967, approximately 60% of the
1312 basic import items (SITC four digits)
were not included in the list and consequently
received automatic approval; 118 items were
totally prohibited, while 402 were subject to
various types of restrictions such as quotas
or requirements for recommendations from the
Ministry of Industry and Trade or other
ministries. Between 1967 and 1978, i.e., in the
course of one decade, the items whose importa-
tion was prohibited were gradually transferred
to the restricted import list, the proportion
of the total number of items automatically
authorized being maintained approximately
constant. By 1977, the proportion of automa-
tically authorized items amounted to 52.7%,
compared with 50.4% in 1967, and subsequen-
tly, towards the end of 1978, the proportion of
automatically approved items rose to 64.9%
(see table 5). In general terms, this shows that
—at least from the point of view of the number
of items of free or restricted importation—
there were no substantial changes in the deca-
de following what was called ‘import liberali-
zation process’. Consequently, in order to make
a stricter appraisal of the nature of the protec-
tion system, it would be necessary to have in-
formation not only on the levels of tariff protec-
tion but also on the various import controls, and
comparison of prices between the domestic
and external markets.

Table 6 shows the levels of effective pro-
tection for 1978 in comparison with those
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Table 5
SOUTH KOREA: NON-TARIFF IMPORT RESTRICTIONS
Degree of liberal-
Automatically ization of imports
Prohibited Restricted approved Totala (%o}
(1 (2) (3) = (1}(2)

1967 11 118 402 792 1312 60.4
1968 1 116 386 810 1312 61.7
II 71 479 756 1312 57.6
1969 1 71 508 728 1312 55.5
1K 75 514 723 1312 55.1
1970 1 74 530 708 1312 54.0
II 73 526 713 1312 54.3
1971 1 73 524 715 1312 54.5
11 73 518 721 1312 55.0
1972 1 73 570 669 1312 51.0
11 73 571 668 1312 50.9
1973 1 73 569 670 1312 51.1
11 73 556 683 1312 52.1
1974 1 73 570 669 1312 51.0
I 73 574 665 1312 50.7
1975 1 71 592 649 1312 49.5
I1 66 602 644 1312 49,1
1976 1 66 584 662 1312 50.5
11 64 579 669 1312 51.0
1977 1 63 580 669 1312 51.0
II 61 560 691 1312 52,7

Source: Chong Hyun Nam, Trade and Industrial Policies and the Structure of Protection in Korea, Korea Development

Institute, 1980, p. 6.

aThe classification of imports of goods was based on the SITC 4-digit codes up to 1970, but after that the BTN (CCCN)}

4-digit codes were used.

estimated for 1968 (the estimates of effective
protection were obtained by using the methods
of Balassa and Corden). This table brings out
various interesting features of the Korean
scheme of protectionist policy: to begin with,
the weighted average rate of nominal protec-
tion for industrial activity as a whole rose from
14% to 18% and the rate of effective protection
from 11% to 31% according to Balassa’s method
and from 9% to 24% according to Corden’s
method during the period 1968-1978. At the
same time, the weighted average tariff protec-
tion went down from 54% to 38% over the same
period. This points to the minor significance
which tariff protection seems to have had in the
case of Korea.

Secondly, in the case of both nominal and
ettective protection, a larger inter-sectoral vari-

ation is observed in 1978 than in 1968, which
suggests that the discriminatory nature of
sectoral promotion policy has been heightened.
Both nominal and effective protection tend to
be smaller for intermediate goods and higher
for capital goods and consumer durables.
Thirdly, it is interesting to note that in the
case of Korea —unlike what happened in Latin
America— protection has a marked bias in
favour of the agricultural sector, which has
been intensified in the last decade. In 1968, the
level of nominal protection for the agricultural
sector was 17%, while it was 12% ftor the
manufacturing sector; in 1978, in contrast, it
had risen to 55% for the agricultural sector
while it was only 10% for the manufacturing
sector, This reflects, as in the case of Japan, the
prevalence of the criterion of food self-sutfi-
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Table 6
SOUTH KOREA: NOMINAL AND EFFECTIVE PROTECTION
{Percentages)
Legal taritf Nominal Effective protection for
protection domestic sales
Industry group
1968 1978 1968 1978 Balassa Corden
1968 1978 1968 1978
1. Agriculture, forestry and
fishing 36.5 26.7 17.0 55.2 18.5 77.1 17.9 734
IV. Mining and energy 12.2 6.3 89 ~-19.8 40 -25.7 35 -238
Total primary production 35.1 24.2 16.5 45.8 17.8 61.9 17.1 58.7
II. Processed foodstutts 61.5 41.1 2.9 398 -—182 -204 -142 -16.0
II1. Beverages and tobacco 140.7 133.2 2.2 202 -193 280 -~155 22.8
V. Construction materials 32.2 20.5 3.9 -72 -115 -150 -88 -119
VI-A. Intermediate products I 36.6 23.2 2.8 -24 255 -379 -188 -274
VI-B. Intermediate products II 58.7 34.7 21.0 1.3 26.1 79 17.4 5.3
VII. Non-durable consumer goods 92.3 49.3 11.7 149 -105 315 -80 21.9
VIII. Durable consumer goods 98.3 44.3 38.5 40,2 644 1312 398 810
IX. Machinery 52.6 27.5 29.9 17.8 442 47.4 29.5 33.2
X. Transport equipment 62.4 57.0 54.9 30.9 1635 1354 83.2 73.8
Total manufacturing production 676 414 12.2 10.0 -14 53 -1.1 3.7
Industry in general 54.3 377 14.0 17.8 10.5 306 9.0 24.1
Primary production plus
processed toodstuffs 40.7 28.5 13.6 44,2 13.8 55.5 13.0 50.0
Manufacturing, excluding
beverages and tobacco 60.6 34.1 13.2 9.1 0.5 2.7 0.3 19
Manutacturing, excluding
beverages, tobacco and
processed toodstutis 60.4 333 159 5.5 5.9 5.1 4,1 3.1
Industry in general, excluding
beverages and tobacco 49.6 318 14.6 17.7 117 30.8 10.0 24.2

Source: Chong Hyun Nam, Trade and industrial Policies and the Structure of protection in Korea, Korea Development

Institute, 1980, p. 6.

ciency inbasic domestic consumer categories. 2

To sum up, then, in the words of Chong
Hyum Nam:

“In the period 1968-1978, import
liberalization seems to have been slow. Al-
though for industry as a whole the average legal
tariff levels and the number of restricted import
categories went down, the nominal level of
protection rose slightly during this period”."?

It is evident that this state of affairs
is very far from the drastic and immediate
liberalization schemes currently recommended

128ee Kiyoshi Kojima, Japan and a New World
Economic Order, Croom Helm, London, 1977, pp. 136-140,
and 8. Okita, “Japan, China and the United States: Eco-
nomic Relations and Prospects”, Foreign Affairs, Vol. 57,
No. 5, 1979,

13See Trade and Industrial..., op. cit., p. 35.

in Latin America and actually put into practice
by some countries, while it is also very far from
the ‘popular’ version disseminated in Latin
America regarding the trade policy of Korea.

In the case of Taiwan the information avail-
able is less complete, but it is likewise clear
that the process of liberalization of imports,
although significantly more marked than in the
case of Korea, is characterized by its gradual
nature. Table 7 shows that between 1963 and
1970 the percentage of items whose impor-
tation was controlled remained practically con-
stant: in 1953 over 36% of all items belonged to
this category, while in 1976 this figure had
risen to 41%. In other words, during the period
in which the industrialization policy was being
put into eftect the ingredient of protection for
local manufactures was clearly present:
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Table 7

TAIWAN: CHANGES IN THE CLASSIFICATION OF VARIOUS
CATEGORIES OF IMPORTED MANUFACTURES, 1953-1978

Number of items

Permissible %  Controlled % Prohibited % Others % Total %
1953 280 55,23 185 36.49 28 5.52 14 2.76 507 100.0
1956 252 48.10 241 45.99 25 477 6 1.14 524 100.0
1960 506 33.72 381 40.45 33 3.50 22 2.33 942 100.0
1966 4,93 52,34 395 41.93 36 3.81 i8 191 942 100.0
1968 5541 57.92 3770 40.05 191 2.03 - - 3412 100.0
1970 5612 57.08 4030 40.99 190 1.93 - - 9832 100.0
1972 10 860 82.09 2 365 17.87 5 0.04 - - 13 230 100.0
1974 12 645 97.71 293 2.26 4 0.03 - - 12 942 100.0
1975 12 688 97.52 318 2.24 4 0.03 - - 13010 100.0
1976 12 846 97.16 362 2.74 13 0.10 - - 13221 100.0
1978 15773 97.57 375 2.32 17 0.11 - - 16 165 100.0

Source: Kuo-Shu Liang and Ching-ing Hore Liang, Trade Strategy and the Exchange Rate Policies of Taiwan, National
Taiwan University and National Chengchi University of Taiwan, 1980, p. 40.

“The principle whereby the domestic
availability of a product justifies control of
imports of similar goods is an important part of
the Taiwan protection system, as in many other
developing countries.”

The basic criterion used was that local
manufactures who desired protection must
show that the quantity and quality of their
products were sufficient to satisty domestic

\Y

demand and that the cost of the imported raw
materials to manufacture such products locally
did not exceed 70% of the total cost of produc-
tion, The ex-works price of the products whose
importation was restricted could not exceed the
prices of competing imports by more than 25%
in 1960, In 1964 this margin was reduced to
15%, in 1968 to 10%, and in 1973 to 5%.

The role of the state

State action is present in all four of the countries
analysed, although with differences of inten-
sity and involving different forms of interven-
tion. Even in the city States of Singapore and
Hong Kong, historically conditioned to play a
role as centres of international trade distribu-
tion, there are clear indications that the postwar

14 ¥yo-Shu Liang and Ching-ing Hore Liang. Trede
Strategy and the Exchange Rate Policies of Taiwan, Na-
tional Taiwan University and, National Chengehi Univer-
sity, Taiwan. 1980, p. 14. Pacific Trade and Development
Conference, Seoul, 1980,

industrialization strategy was the result not
only of the action of the international market
forces, but of the adoption of a strategic de-
cision by articulated internal nuclei of the
respective States:

“In Singapore, the Government plays a
key role in economic development. It not only
identifies the sectors which display problems,
formulates suitable policies and grants the
necessary investment incentives, butalso plays
a real part in a wide range of economic activi-
ties... The public sector makes a considerable
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contribution to capital formation. Of the total
gross domestic capital formation it is respon-
sible for between a quarter and a third,” 15

In Hong Kong the presence and action of
the State reflect the existence of domestic
entrepreneurial nuclei which have an histori-
cal component associated with the long period
during which this city-State has played a signifi-
cant role in international trade intermediation
relations in Asia. This component, distilled
over the space of more than a century, is
accompanied by the contribution in terms of
entrepreneurial capacity and skilled labour
which Hong Kong receives as a consequence of
the social transformations taking place in
China. In the words of Tzong-Biau Lin and
Yin-Ping Ho:

“The infrastructure is a legacy of history.
Hong Kong’s hundred years of port activity
provided the city with an extensive physical
and commercial infrastructure: harbour and
warehousing installations, valuable trade links,
and wide experience in trading. All this,
together with its efficient banking, insurance
and sea transport systems, have created an eco-
nomic structure which is extremely suitable for
the development of export trade in the light
manutactures which are the fundamental ele-
ment in its present growth. It is perfectly true
to sav that Hong Kong’s export industry was
stimulated in the first place by the great flow of
labour, capital and entrepreneurs from China
in the late 1940s and early 1950s. During this
period, a group of industrialists arrived from
Shanghai whose capital and entrepreneurial
capacity immediately brought about an expan-
sion of the textile industry, which spearheaded
the first stage in the industrialization of Hong
Kong after the war. Moreover, the big flow of
immigrants from China —most of them young,
industrious and skilled— provided a practically
unlimited number of workers in relation to the
level of econonic activity then existing. Unlike
most of the economies which have an excess of
labour, Hong Kong has a labour force which

BThe Financing of Trade and Descelopment in the
ADCs: The Experience of Singapore, Wong Kum-Poh, Uni-
versity of Singapore, Singapore, 1980, p. 9. Pacific Trade
and Development Conference. Seoul. 1980,

does not, as is usually the case, come from the
agricultural sector, but from immigration.” 16

The foregoing indicates that the successtul
industrialization of these two city-States, Hong
Kong and Singapore, goes far beyond any ques-
tion of being a miraculous result of the applica-
tion of laissez-faire, and confirms the idea that
in order to understand these processes it is nec-
essary to give due weight to the responsibility
assumed in them by endogenous groups in a
form of social organization generated in par-
ticular historical conditions, whose characte-
ristics must not be overlooked.

The foregoing details regarding the evolu-
tion of protectionist policy in the case of
Taiwan reflect in turn the existence of a protec-
tionist policy and an industrial strategy well
defined by the Government ambit, among the
main results being the relative diversification
observed in industrial production and exports
in the course of the period, in which growing
proportions of products of the chemical, iron
and steel, and shipbuilding industries are to be
observed. It would be difficult, if not impossi-
ble, to try to explain this diversification towards
capital-intensive sectors (petrochemicals) and
sectors making intensive use of skilled labour
and technology (such as shipbuilding) as a
mere automatic reflection of the system of static
comparative advantages and pressures by the
advanced countries, which in actual fact will
themselves be affected by this industrial diver-
sitication of Taiwan. What it is wished to stress
is that the industrial strategy of Taiwan, as in
the other cases, is due to a significant extent to
the political decision of domestic economic
and social agents which came together in the
definition of the strategy formulated by the
State.

The case of Korea calls for special atten-
tion, since it is the case which has been held up
perhaps most frequently in Latin America as an
example of this new paradigm based on open-
ing up to the international market and minimi-
zation of the role of the State.

In a previous paragraph it was made clear

16Tzong-Bian Lin and Yin-Ping Ho, Export Oriented
Growth and Industrial Diversification in Hong Kong, The
Chinese University of Hong Kong, 1980, p. 11. Pacific
Trade and Development Conference, Seoul, 1980.
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how far the protectionist policy applied by
Korea was from the image of it which has been
projected recently in Latin America.

A first expression of the active participa-
tion of the public sector in the design of the in-
dustrial strategy is to be seen if we analyse the
planning scheme put into practice in Korea in
1962, The first plan (1962-1966) had as its cen-
tral objectives the promotion of the expansion
of strategic industries, strengthening of the
economic infrastructure of the country, and
furthering in particular of the growth of produc-
tivity in the agricultural sector.

The second plan (1967-1971) concentrated
on the promotion of the internal articulation of
the industrial structure and the stimulation of
industrial exports.

The third plan (1972-1976) had as its cen-
tral objectives the development of the engi-
neering industry and heavy industry, as well
as improvement of the balance-of-payments
position.'”

In order to illustrate the eminently selec-
tive nature of the industrial strategy and the
weight exerted by internal decisions in defin-
ing the role which external agents have played
in the industrialization of Korea, it is worth
examining the criteria applied in establishing
rules on the presence of foreign investment.
The sectoral definitions fixed by the Foreign
Capital Inducement Act to regulate the pres-
ence of foreign investment are detailed below
(see table 8).

Apart from its character of sectoral selec-
tivity, direct investment has played quite a
marginal role compared with external indebt-
edness, and within the latter long-term indebt-
edness has predominated, thus confirming the
appraisal that this is a case of an industrial de-
velopment strategy propelled by internal
agents. Except in the two years 1972-1973,
when direct investment represented 12.3% of
total long-term credit, its share in the rest of the

17The Republic of Korea's Experience..., op. cit.; Trade
and Industrial Policies..., op. cit.; Hoail Lee, Industrial
Redeployment in Korea, September 1979; Pattern of
Growth and Changes in Industrial Structure of Korea,
1953-1973, Hak Chung Choo, Working Paper 7506, Korea
Development Institute, 1975.

period 1968-1978 was below 10%, and in 1976-
1978 it went down to 3.3% (see table 9).

Although no systematic information is
available on the relative weight of foreign en-
terprises in the industrial sector of these coun-
tries, the indications regarding their share in
industrial exports suggest that, except in the
case of Singapore, their relative presence is less
marked than in Latin America. If we bear in
mind the fact that in the South-East Asian coun-
tries there has been a definite and well-defined
policy, as illustrated earlier in the case of
Korea, of primarily taking advantage of the
export potential of the foreign enterprises and
to some extent keeping the domestic market for
national groups, it may be concluded that the
share of foreign enterprises in total industrial
production will tend to be less than the share in
exports. In Latin America, in contrast, the share
of foreign enterprises in exports could be a suit-
able approximate measure of their weight in
total industrial production.

Bearing in mind these considerations and
the information given in table 10, it may be
concluded that the relative importance of
domestic enterprises in the industrial produc-
tion of Korea, Taiwan and Hong Kong is very
markedly greater than in the semi-industrial-
ized countries of Latin America. This appraisal,
which differs from the ‘popular’ image dissemi-
nated in Latin America, indicates perhaps one
of the special features of the Asian model,
which, moreover, reaffirm the ‘Japanese’ inspi-
ration behind their industrial strategy: the
dominant central influence and leadership of
the national industrial sector and its duty and
ability to define strategic options for penetrat-
ing international markets and thus creating, by
domestic efforts, the ‘comparative advantages’
of the future. This would take us a very long
way trom the kind of model in which countries
are converted into passive objects of the inter-
national market forces and renounce the inter-
nal creativity and potential for change provid-
ed by the industrial sector.

The best known expression of the public
action of the Korean State is the vast and
generous range of export incentives, especially
including the following: (i) access to subsid-
ized financing for inputs, fixed investment and
export activities; (ii) exemption from indirect
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Table 8

SOUTH KOREA: SECTORAL REGULATION OF FOREIGN PRESENCE

1. PERMITTED FIELDS

A. Export industries

Industries which are required to export their entire produc-
tion, unless the Government permits the contrary:

{a) Food processing (preparation and preservation of meat,
etc.)

{(b) Printing and publishing

{c) Miningand extraction {mills and associated industries)

(d) Synthetic resins {plastic materials, plastic films, etc.)

(e) Glass products {liquor bottles, imitation peatls, etc.}

(f) Chemical products (colorants and intermediates, zinc
oxide pigments, etc.) ‘

(g) Leather products

(h) Rubber products (bicycle tyres, vee-belts, etc.)

(i) Chemical fertilizers (urea, compound fertilizers)

(i) Metal products {door locks, electroplating and gilding)

(k) Machinery (heaters, holts, rivets, etc.)

{l) Photographic and optical articles {optical lenses, spec-
tacles and binoculars)

(m) Transport equipment (bicycle parts, axles and trans-
missions, ete.)

(n) Electrical and electronic articles (radio, television,
video, audio, etc.)

{0) Furniture

(p) Others {pianos, organs, etc.)

{q) Tourism,

B. Import substitution industries

Industries aimed at replacing imports and, eventually, ex-
porting:

(a) Hand made fibres (viscose and rayon fibres}

{b) Paper and paper products (chemical pulp)

{¢) Chemical products (ethylene glycol, paper for films
and sensitive paper)

(d) Basic metals (iron and steel castings, ete.)

{e} Metal products (drums, special electroplating, etc.)

(1) Machinery (water turbiness, gasoline motors, etc.)

(g) Electricity and electronics {electric motors, generators,
etc.)

(h) Transport (marine engines, building of metal ships,
etc.)

2. RESTRICTED FIELDS
A, Prohibited by law in the public interest
(a) Cigars

(b} Processing
{c) Water supply

(d) Companies established with the Japanese repatriation
fund

Restricted by law

(a) Mining

{b) Aviation

{¢) Fishing and processing
(d) Maritime transport

Prohibited under the industrial policy

{a) Generating plants and distribution
(b) Railways

(¢) Gas supply

{d) Coastal fishing

Prohibited in order to protect domestic enterprises

(a) Wigs and false eyelashes
(b) Plywood

B. Others

Textiles

(a) Silk fabrics and tsumugi finishes
(b) Non-woven fabrics

(¢} Kimonos and finishes

(d) Special fabrics and finishes

{e) Colorants and finishes

Metal products

(a) Farm implements

Iron and steel

Primary iron and steel
Chemicals

Basic petrochemicals
Refining

Basic oil
{a) Automobile motors
(b) Motor parts
(¢) Brake system

(d) Clutch system
{e) Electrical articles

Transport and storage

Warehouses



Table 9
SOUTH KOREA: LONG-TERM FINANCIAL MOVEMENTS
(Millions of dollars)
1960-1963 1972-1973 1974-1975 1976-1978
Credit % Debit % Credit % Debit % Credit % Debit % Credit % Debit %

Net long-term

capital 101.6 66.3 1171.4 2124.7 4853.3
Public and

commercial loans 68.6 64.8 2.7 62.8 13638 75.2 463.8 72.3 22346 706 6225 599 66304 747 19358 48.0
Direct investments 5.4 5.1 221.1 123 10.9 1.7 185.7 59 28.1 2.7 2904 3.3 82.5 2.0
Commercial credit 31.0 29.3 0.4 93 2146 118 1150 179 645.0 204 3494 336 1541.7 174 1657.7 41.1
Portfolio

investments 19.0 0.6 186.2 2.1
Others 0.9 0.8 1.2 27.9 12.1 0.7 515 8.0 80.0 2.5 39.6 3.8 2308 26 353.2 8.8

Total 105.9 100.0 43 1000 18126 1000 6412 1000 3164.3 100.0 10396 100.0 8879.5 100.0 4029.2 100.0

Source: Park Yung-Chul, Export Growth and the Balance of Payments in Korea, 1960-1978, Korea University, 1980, p. 6.

aIncludes frozen loans, commitments to international organizations, fund covering transactions between head offices and foreign branches, bank

deposits, and advance pavments for imports.

14}
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Table 10

SELECTED DEVELOPING COUNTRIES: SHARE OF TRANSNATIONAL
CORPORATIONS IN EXPORTS OF MANUFACTURES

Total exports of
Country Approximate percentages Year manufactures in 1972
{millions of dollars)
Hong Kong 10% 1972 2635
Taiwan At least 20% 1971 2 489
South Korea Atleast 15% 1971 1351
Singapore Newly 70% 1970 893
Brazil 43% 1969 749
Mexico 25-30% 1970 647
Argentina At least 30% 1969 394
Colombia At least 30% 1970 172

Source: Deepak Nayyers, “Transnational Corporations and Manufactured Exports from Poor Countries”, in Economic

Journal, Vol. 88, March 1978, p. 62,

taxes for intermediate products and foreign sa-
les; (iii) exemption from duties on direct, indir-
ect and capital goods inputs intended for export
activities; {(iv) reduction of direct taxes on in-
come generated by export activities in favour of
a reserve created from taxable income for the
development of external markets and for com-
pensating export losses and accelerated depre-
ciation schemes used in connexion with
determined export activities; (v) authorization
to import goods not normally permitted, in so
far as these are connected with export activi-
ties; and (vi) preferential tariffs for energy and
transport. Qutstanding among this set of incen-
tives are the financing at subsidized rates and
the preferential tax system which are those of
greatest significance in the growth of exports.
These two instruments, apart from their impor-
tance for promoting exports, are a clear expres-
sion of the non-neutral character of the Korean
State and its close articulation with the indus-
trial entrepreneurial sectors.

The following estimates show the quanti-
tative importance of this financial subsidy: the
proportion of subsidies associated with inter-
nal and external credits for the manufacturing
sector and the stock of fixed capital in the ma-
nufacturing sector was 4% in the period 1950-
1961 and 6% between 1962 and 1966, but
between 1967 and 1971 this proportion rose to

14%, and from 1972 onwards it attained the
level of 25%.

If we examine the proportion between the
subsidies and gross fixed capital formation, we
note an increase of 40% between 1962 and
1966, 75% between 1967 and 1971, and over
100% after 1972,

At the same time, we observe that the real
rate of return in the manufacturing sector,
which was estimated at 9% in the period 1950-
1961, rose to 17% between 1962 and 1966, 26%
between 1967 and 1971 and around 27% be-
tween 1972 and 1976.%

The increase in the rate of return in the
industrial sector, together with the rise in real
wages at an annual rate of 8.7% between 1963
and 1971 and 11.1% between 1972 and 1978,%
was possible because of the rapid growth of
productivity which accompanied this extraor-
dinary rate of expansion ‘spearheaded’ by the
industrial sector.

In spite of this significant increase in real
wages, the share of labour income, including
income of small enterprises, in the gross natio-

1BWontack Hong, Trade, Industrial Growth and In-
come Distribution in Korea, Seoul University, 1980, pp.
25-26. Pacitic Trade and Development Conference, Seoul,
1980.

197hid., p. 41.
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nal product shows a decline from 85% in 1963

to 78% in 1975. At the same time, the share of

entrepreneurial income in the product rose
from 6.4% in 1963 to 10.9% in 19752 With
regard to the connexion between the export
policy and this regressive distribution of inco-
me, Wontack Hong concludes that the main
explanations are as follows:

“Firstly, the fact that export activities en-
joyed big subsidies means that a considerable
rent must have been created for those persons
with special entrepreneurial talent and capac-
ity for expanding exports. Secondly, the fact
that the Government restricted the assignment
of subsidies to a limited number of entrepre-
neurs in order to take advantage of economies
of scale also means concentration of wealth,
while the preferential tax system aimed at giv-
ing Incentives to entrepreneurs to retain and
reinvest profits, together with the insignificant
level of the inheritance taxes levied, means the
perpetuation of this concentration of wealth,
Since in the 1970s approximately 25% of total
government expenditure was devoted to gene-
ral administration, 30% to detence, 25% to in-
vestment activities aimed at economic growth,
and the rest to social development expenses
{principally primary education), it may be said
it has never been the Korean Government’s aim
to improve income distribution or increase
public welfare activities on the basis of a
system of taxes and fiscal expenditures. In
other words, if economic factors such as the

growing proportion of income in respect of
profits have accentuated the deterioration of
income distribution in the 1970s, the system of

taxes and government spending has never em-
barked on any new efforts to reverse this
trend.”2!

In the cases of Taiwan and Hong Kong too,
for which information is available, we note an
increase in real wages in spite of the weak trade
union activity. In the case of Hong Kong, the
Government does not apply any regulations re-

20Table 10.

2 Trade, Industrial Growth..., op. cit., p. 3.

garding minimun wages, and trade union activ-
ity appears to be extremely sketchy.?

With regard to Korea, the well-known
study by Westphal notes:

“Where the government has intervened in
labour markets it has generally been to counter
organized labour force which as a result is nota
powerful interest group.” ’

In Taiwan the unit cost of labour appears to
have remained constant or even gone down in
the 1960s, beginning to grow in the {o]lowmg
decade

Although no precise information is avall-
able, it may be assumed that in view of the
indexes of growth of productivity in Taiwan a
similar phenomenon took place there to that
observed in Korea, where the growth of real
wages and regressive income distribution took
place side by side. From the point of view of
social tensions, even leaving aside the question
of the machinery of repression, concentration
of income parallel with growth of real wages
against a background of generalized expecta-
tions of economic growth is absorbed relatively
easily. The situation changes, however, when
{(as appears to have taken place in Korea in the
second half of the 1960s) a situation of full em-
ployment is reached while at the same time the
prospects for growth deteriorate. The simulta-
neous existence of a slowly growing external
market, pressures due to growing trade union
activity and the coming to the surface of the
social problems accumulated and kept covered
up during the period of growth probably go a
long way towards explaining the political
conflicts observed in Korea in recent years. The
topic of the effects caused by the entry of this
long cycle of expansion into the recessive
phase will be resumed when we analyse the
international context in which the industrializ-
ing entrepreneurial action of the State took pla-
ce in these countries.

2Export Oriented growth, op. cit., p. 9.

23The Republic of Korea’ sExpenence op. cit., p. 375,

24Trade Strategy and the Exchange Rate..., op. cit.,
p. 4L
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VI

The intermational context

In previous paragraphs stress has been laid on a
set of internal factors which appear to have
played a determining role in the rapid eco-
nomic growth experienced by these countries
after the war: the industrialization effort of the
State, expressed through the subordination of
the financial sphere to the objective of indus-
trial growth; the definition of sectoral priorities
and integral economic policies in support of the
selected branches; the clear articulation with
an enterpreneurial sector having the will and
desire to secure industrialization; the passive
attitude of the labour force and the fragility of
trade union organizations, which is explained
both by political and repressive factors and by
the high density of population with low pro-
ductivity in the initial stages; and the design
and clear utilization of a massive policy of train-
ing labour. In the cases of the city-States of
Hong Kong and Singapore, this industrializa-
tion was complemented with the traditional en-
trepreneurial competence and experience in
the fields of trade and finance.

These internal factors were strengthened
and stimulated by a certain international
context, while both economic and geopolitical
considerations acted in the direction of decid-
edly strengthening industrial growth oriented
towards international markets,

In the economic field, we have seen in a
study? referred to earlier how the rapid growth
which was a feature of the period after the war
tavoured the accelerated growth of productiv-
ity, intensification of international trade, and
consequently also of competition between the
developed countries, which in its turn had pro-
jections on the internationalization of indus-
trial production, with a progressive increase in
the relative expensiveness of labour which
stimulated the search for elements to neutral-
ize that tendency, among them the construction
of export platforms in countries with cheap and

25Fajnzylber, The Industrial Dynamic..., op. cit.

‘disciplined’ labour. This factor of “demand”
then encountered a functional response in the
internal factors of the Asian NICs, whose endo-
genous dynamism found a propitious field in
the markets of the developed countries and es-
pecially the United States and Europe. This
was a period during which trade was liberal-
ized, principally in the tariff field, and where
GATT did not really worry too much about the
export subsidy policies applied in the develop-
ing countries, or the measures of protection in
specific sectors. The intensification of competi-
tion between developed countries, the in-
crease in the cost of labour in those countries,
and the generation of forms of marketing
through big chains of supermarkets found a
strictly functional response in the efforts of the
Asian countries to industrialize and export, and
their concentration on consumer goods. At the
same time, the profound industrial changes
going on in Japan, which permitted it to bring
about drastic changes in its industrial and ex-
port structure, moving from labour-intensive
products to products making intensive use of
technology and capital, found in the expansion
of the Asian countries an expedient to permit it
to offset its loss of competitiveness in labour-
intensive products, by channelling to those
countries the capital goods required for their
domestic and export-oriented industrial growth.

The considerations of an economic nature
which apply to the developing countries in ge-
neral were accompanied, in the case of the
Asian countries, by considerations of a geopoli-
tical nature. Thus, for well-known geograph-
ical and historical reasons this group of coun-
tries played an important role in the ideological
and military confrontation between East and
West in the period following the war. In addi-
tion to the strictly logistic aspects connected
with the existence of military bases, the eco-
nomic and military strengthening of these
countries also became an essential objective.
In the confrontation with China, a decisive role
was played by Taiwan and Hong Kong, and to a
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less extent Singapore, while in the case of the
confrontation with North Korea and the Viet-
nam conflict an important role was played by
South Korea.

In the cases of both Taiwan and Korea the
economic aid provided during the 1960s play-
ed an important function in that it provided a
sound basis in the critical phase of the gestation
of these industrialization models. As already
noted, the trade deficit in the 1950s and the
early 1960s reached a considerable level, and it
was precisely at this time that United States aid
carried out a decisive function:

“Taiwan was the beneficiary ofa strong aid
programme. It was assigned a total of US$ 1 444
million in the period between 1951 and 1965,
which is equivalent to ten dollars per inhabi-
tant per year. This assistance played an impor-
tant role in the task of controlling inflation at
the beginning of the 1950s. Moreover, if it had
not been for United States aid, the trade deficit
of Taiwan would have been a factor capable of
seriously limiting the country’s economic de-
velopment up to the early 1960s. United States
aid overcame this bottleneck by increasing the
foreign exchange resources and providing sup-
port for the importation of indispensable inputs
which served as a complement to the domestic
labour force and other components of invest-
ment. Up to 1951, the share of United States aid
imports in total imports remained over 30%,
although subsequently it went down ra-
pidly.”’26

With regard to Korea, a similar situation
was observed:

“Korea’s relationship with the United
States obviously increased its foreign exchange
earnings through expenditures stemming from
the stationing of UN forces in Korea and, during
the war in Vietnam, from offshore procurement
by the United States. As indicated in table 6
under ‘receipts from government transactions’,
militarily related expenditures (the sum of the
two components shown) in the past accounted
for a sizable fraction of Korea’s foreign ex-
change earnings.”?’

The same author, in setting out the con-
clusions of his well-known study, highlights

261hid., p. 3.
27The Republic of Korea’s Experience, op. cit., p, 361,

the endogenous elements among the comple-
mentary factors:

“The most obvious element was the level
of foreign assistance during the 1950s and early
1960s, which contributed to building the infra-
structure for subsequent growth.”?

Another analysis of the balance-of-pay-
ments situation of Korea states:

“From the early 1950s, after the Korean
War, until the mid-1960s, the trade deficit, in-
cluding invisible items, was generally covered
through foreign aid and donations. In this pe-
riod the inflow of capital, whether short or long
term, was very slight,”%

As regards the geopolitical importance of
these countries and its connexion with the field
of trade, it may be of interest to quote a state-
ment regarding Hong Kong which says:

“One of the reasons why the United States
did not try to apply more pressure to Hong
Kong during the 1960s with regard to limita-
tions in the question of textiles was that the
United States needed the intelligence station
which was used to keep the People’s Republic
of China under surveillance.”®

The economic and geopolitical considera-
tions which tended to favour the policy of ex-
port industrialization of these countries are
illustrated by the many cases of leniency with
which the United States applied trade regula-
tions to these countries. Thus, in the specific
field of the application of customs classifica-
tions, the most noteworthy example are those
connected with cases of classification of shoes
as rubber shoes or non-rubber shoes, yarn as
cotton yarn or synthetic yarm, and television
sets as assembled or semi-assembled: all op-
tions with decisive tariff implications.

By way of illustration, let us take the case of
tootwear:

28Ihid., p. 375.

29Park Yung-Chul, Export Growth and the Balance of,
Payments in Korea, 1960-1978, Korea University, 1980,
p. 3. Pacific Trade and Development Conference, Seoul,
1980.

30D, Yoffie and R. Keohane, Responding to the ‘New
Protectionism’: Strategies for the Advanced Developing
Countries of the Pacific Basin, Stanford University, United
States, 1980, p. 12. Pacitic Trade and Development Conte-
rence, Seoul, 1980.
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“In 1976 the Koreans exported to the
United States 44 million pairs of non-rubber
shoes and stated in January 1977 that their total
export capacity for the year was 60 million
pairs. The United States tried to lower the total
achieved by Korea in 1976 and in fact reduced
the level of the Korean quota to 33 million pairs
for the year ending in June 1978. Using the
various clauses that permitted greater flexibili-
ty, however, the Koreans actually managed to
export 58 million pairs of shoes in 1977.73%

There are also many examples of leniency
on the part of the United States towards the
Asian countries with regard to the evasion of
valid regulations. An important case is that of
transshipment, which seems to be particularly
significant in the textile and footwear sectors:

“With regard to textiles, clothing and foot-
wear, the classic way of getting round the quota
has been transshipment. Buying false docu-
ments in Hong Kong, for example, costs only
one-third of the amount that it would cost to
acquire legitimate quotas. The goods can then
be transported in bulk to Indonesia or Sri
Lanka, which have no quotas, and can be newly
labelled before being sent on to the United
States. Transshipment immediately became
much in evidence after the application of the
measures regarding footwear, Taiwan compa-
nies sent footwear components to Hong Kong
to be assembled there, with the result that
Hong Kong’s exports of footwear increased by
22.5% in 1978.732

Another way of evading established trade
regulations is the use of third countries to neu-
tralize the restrictions specifically placed on
certain suppliers:

“As they no longer have the opportunity to
export synthetic textiles instead of cotton be-
cause of the negotiation of the multifibres
agreements, Taiwan, Korea and Hong Kong ha-
bitually export batches of such textile to coun-
tries like the Philippines or even Japan, where
the work of manufacture is completed and the
products are then sent to the United States.”

 The considerations of an economic and
geopolitical nature already mentioned appear

317bid., p. 15.
21bid,, p. 17.
31bid., p. 18.

to have played a significant role in the relative
indifference shown by the United States in ac-
cepting these situations:

“In many cases, the evasion of customs
regulations was encouraged or tacitly approved
by the United States. At one stage of the Viet-
nam war, larger shipments than those permit-
ted were easily accepted, because domestic
production was less than demand. The fact of
allowing certain provisions to be evaded may
have satisfied some of the legitimate com-
plaints of countries subject to restrictions,
while at the same time maintaining the integri-
ty of the protectionist régime. Moreover, the
United States has never put into practice an
effective system of sanctions, The highest
amount paid by an importer for illegally in-
fringing a quota is US$ 10 000, which is not a
very important sum compared with the poten-
tial profits.”>

The importance of this international con-
text in explaining the ‘Asian miracle’ became
evident precisely when, in the 1970s, this inter-
national context underwent changes. The re-
cession in the developed world was project-
ed directly into the sphere of international
trade, not only through the emergence of pro-
tectionist tendencies in certain countries, but
also through the content of the international
trade negotiations in GATT. From the early
1970s onwards, there began to be concern over
export subsidies, protection policies, ‘public
sector purchasing mechanisms’ as an element
of domestic protection, and in more general
terms, the need for the NICs —among whom
the leading role was played by the Asian coun-
tries— to grant reciprocity to the developed
countries in trade relations, which mainly af-
fected export subsidies and protection of the
domestic market. During these years, the main
instruments of this ‘protectionism’ formulated
by the developed countries were the ‘voluntary
export restraints’ (VER) and the ‘orderly mar-
keting agreements’ (OMA), intended mainly to
get round the most-favoured-nation clause.
The VER became so widespread that they now
have an importance comparable with that of
taritfs and quantitative restrictions.®

341bid., p. 19.
Bibid., p. 2.
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According to the International Monetary
Fund, the developed countries have establish-
ed more than 30 restrictive measures against
Taiwan since 1976, while Korea has been af-
fected by over 70 such actions since the begin-
ning of the 1970s.% This new external picture
could hardly fail to have serious effects on the
economic situation in countries where exports
represented a high proportion of their activ-
ities. This external factor was strengthened by
the increase in power of the trade unions and
their corresponding political expressions
within the Asian countries, where, precisely
bhecause of the rapid growth of industry and the
increase in the level of skill of the labour force
and the relative scarcity of the latter, social
changes were taking place which moditied one
of the main internal elements explaining the
previous model.

In the field of geopolitical relations, the
United States” new relationship with China
also significantly moditied the importance of
Taiwan, Hong Kong and Singapore. The new
international position of China probably also
had some influence on the policy of North
Korea towards South Korea, and perhaps the
references to unification are not totally uncon-
nected with the new framework of relations
between the United States and China and
Japan and China.

Consequently, the convergence of the
changes taking place in the international eco-
nomic and political framework and the internal
social changes brought about precisely by prior
economic growth explain the political and eco-
nomic difficulties facing these countries, par-
ticularly Korea, which is the country which had
progressed furthest in the diversification of its
industrial structure. The present government
has undertaken, precisely in the metal manu-
factures and machinery sector, a process of
industrial restructuring designed to promote
mergers of firms and avoid over-investment in
the sector. The four enterprises which operated
in the heavy electrical equipment sector are
being regrouped under only one of them, while
another of the leading groups has been forced

368, Nowzod, The Rise of Protectionism, IMF, 1978,
p- 108. Cited in Ibid., p. 24.

to choose between the capital goods and the
automobile sector and has finally decided on
the latter. The drop in domestic demand has
also had very severe repercussions on the
automobile sector, and it is estimated that
exports of vehicles fell by 70% in 1980.

The same situation is to be observed in the.
electronic products sector, where the four big-
gest enterprises all declared losses in the first
half of 1980. In this sector, whose main exports
are black and white television sets, semicon-
ductors and telephone exchanges, and more
recently colour television sets, the restrictions
on international markets have coincided with a
drop in the domestic market. It is interesting to
note that for reasons connected with the stimu-
lation of domestic savings, up to this year the
Korean Government had prohibited the sale of
colour television sets on the domestic market,
but because of the restrictions on the interna-
tional market it has now thrown open the do-
mestic market to local manufacturers.”

This restriction on the domestic consump-
tion of colour television sets produced by do-
mestic firms, together with the considerations
which inspired it, confirms the industrializing
propensity of the State and provides an inter-
esting contrast with those countries of Latin
America where, because of the predominance
of a mercantile and financial intermediation
mentality, domestic production has been re-
placed by imports coming partly from South-
East Asia. As this is a sector which, like that of
electronics, constitutes one of the decisive fac-
tors in the creation of the ‘future comparative
advantages’, it may be foreseen that this ‘mod-
ernization by imports’ could have by no means
insignificant consequences for the place of
these countries in the international market in
the next decade.

Concern over the economic situation of
Korea —a country whose creditworthiness in
the international financial system was previ-
ously unsurpassed— has even reached the
spheres of the World Bank, a body whose re-
ports up to now had helped to convert the
Korean model into a veritable paradigm and

37K, Lochica and J. Landauer, “South Korea has seri-
ous economic ills, confidential study for World Bank savs”,
in The Wall Street Journal, 23 December 1980.
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whose financial contribution to Korea, al-
though not of large size, was important for its
catalytic function with respect to the private
banks, as also happened in the case of the other
developing countries:

“South Korea is in serious economic dif-
ficulties: the rate of exports achieved in
previous years has gone down, and no solution
has yet been found for inflation and unemploy-
ment, according to confidential World Bank
documents. These studies, prepared by loan
ofticials of the Bank, draw a picture of this pre-
viously so vigorous Asian country which is
more sombre than those accepted up to now by
its officials and United States banks. The
United States has vital interests in South Korea
not only because of its strategic location in
North-East Asia, but also because it occupies

twelfth place among the countries with the
highest trade links with the United States...
The harsh and arbitrary policies of the gov-
ernment, combined with the contained resent-
ment of the lower sectors, do not seem specially
tavourable to economic growth, but there is a
small possibility that a broad and ambitious
policy of industrial restructuring -combined
with an improvement in international trade,
would make it possible for Korea to get over its
economic ditficulties and thus aveid the danger
of a political crisis...””

The subsequent evolution of the Korean
model will be largely linked to the evolution of
the world economy and the political capacity of
the régime to absorb the social tensions which
had been neutralized and postponed by what
seemed to be unlimited growth.

VII

Final reflections

The foregoing considerations show how pre-
carious ‘paradigms’ can be which are based
fundamentally on economic indicators and do
not take into account cultural, institutional and
social factors or the link between endogenous
factors and the international context. This in no
way rules out or minimizes the importance of
the lessons that can be learned in the specific
field of economic policy and industrial strategy
from the cases considered, but it does empha-
size the ‘scientific’ fragility of recommenda-
tions which advocate the mechanical transfer
between countries of experiences which have
not even been carefully interpreted. Even
more serious is the case of those recommenda-
tions which, apart from failing to take account
of the economic and social conditions of the
recipient country of the experience, distort the
lessons that can be drawn from the experiences
on which they are based. In the case of the
countries of South-East Asia, it is a serious
omission not to give sufficient emphasis to the
following:

{i) The existence of a set of endogenous
factors which help to explain the specific fea-

tures of this industrialization which took place
at an even later date than that observed in Latin
America. '

{(ii) The existence of a national entrepre-
neurial nucleus endowed with a marked indus-
trialization mission.

(iii) The traditional competence of national
groups in the fields of international trade and
finance, particularly in Hong Kong and Singa-
pore.

(iv) The presence of a public sector capa-
ble of conceiving and implementing a long-
term industrialization strategy.,

(v) The caretul, selective and lucid policy
of protecting the formative period of national
industry.

{(vi) The subordination of the financial di-
mension to the strategic objective of industrial-
ization.

(vii) The special attention and protection
given to the agricultural sector.

(viii) The moderate presence, smaller than

BIbid.



132 : CEPAL REVIEW No. 15 / December 1981

that observed in Latin America, of foreign (ix) The politically authoritarian nature of
enterprises (except in Singapore) and, what is  their régimes, particularly in Korea and Tai-
perhaps more important, the subordination of  wan.

their behaviour to domestically defined strate- (x) The special nature of the international
gic industrial objectives. context in which these experiences took place.,
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The preductive absorption of the labour force has
always been one of CEPAL's top priorities, not only
because it indicates a rise in the level of productivity
but also because it serves as a basis for a more equi-
table distribution of the benetits of development.

The author analyses this subject in depth, stress-
ing the persistence of a high level of underutilization
of the labour force in the region as a whole —as
expressed in high unemplovment and underem-
ployment indexes— despite the considerable ab-
sorption capacity shown by high-productivity urban
activities. If the region wants to reach a level of
utilization equal to that of the industrialized econ-
omies within the next twenty years, the growth rate
will have to be 8.3% annually and will alsc have to be
supported by public policies directed towards pro-
ductive absorption.

Given these requirements, the article empha-
sizes the need to carry out action directly oriented
towards achieving an increase in the productive ab-
sorption of the labour force, as historical experience
shows that this problem will not be solved sponta-
neously, nor is such absorption merely a subproduct
of economic growth.

In the final part, the author examines some of the
repercussions which the new strategies applied in
the region —oriented towards greater external open-
ness— have had on employment, especially in in-
dustry, He admits that this sector of production must
increase its efficiency and competitiveness, but he
also stresses the important role it has played in the
absorption of the labour force and consequently in
the latter’s living conditions. New strategies should
always take into account their consequences for em-
ployment and the standard of living of the popula-
tion.

*Director of the Regional Employment Programme for Latin
America and the Caribhean (PREALC).

The objective of this study* is to make
some comments on the exployment aspects
that should be considered in the economic and
social development strategy of the region in
the 1980s. In this regard, we believe it is first
necessary to make a very brief reference to
what has occurred in Latin America in the
field of employment in past decades.

I

Evolution of employment
and wages

The main conclusion to be drawn from an
analysis of the historical evolution of the em-
ployment problem is that, although significant
progress has been made in many countries dur-
ing the past three decades, there are still high
levels of underutilization of the labour force.
Thus, towards 1950 one out of every four Latin
American workers was totally underutilized,
but in 1980 the proportion was still one out of
every five workers. This means that of a labour
force of 113 million Latin American workers in
1980, the equivalent of 23 million were totally
underutilized (see table 1). This has obvious
social implications and means a sacrifice in
well-being for the affected families; but it also
means a waste of the productive potential of the
region which, if it were fully utilized, could
help to generate the goods and services re-
quired by the population.

It should be noted from the beginning
—and we will return to this point later on— that
the averages for the region do not represent the
situation in each one of the countries. On the
contrary, groups of countries may be identified
which display wide disparities in levels and
trends of underutilization (see table 2). This
means that some countries (unfortunately the
smallest group) now show levels of underutili-
zation similar to those found in the countries of

*This work is based on the statement delivered by the
author at the nineteenth session of CEPAL, held in
Montevideo in May 1981, and on the paper submitted by
PREALC at the same meeting, El subempleo en América
Latina: Evolucidn histdrica y requerimientos futuros,
Documentos de Trabajo series, No. 198, Santiago,
PREALC, 1981. The author wishes to acknowledge the
participation of Norberto Garcia in the preparation of the
statement and the PREALC papers.
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the centre (group C); a large group of countries,
where more than 70% of the Latin American
population is concentrated, show similar
tendencies to the average (group A), and a
group of four countries show higher levels of
underutilization, with no tendency to improve
{group B).

Table 1
LATIN AMERICA2: UNDERUTILIZATION

OF LABOUR, 1950-1980
{Percentages)

1950 1970 1980
100.0100.0 100.0

Labour force
Agricultural 54.7 42.0 34.9
Non-agricultural 453 58.0 65.1
Total underutilization® 22,9 223 19.9

Open unemployment (national)» 34 3.8 3.9
Urban underemployment® 136 169 195
Agricultural underemployment 32.6 26,9 226

Source: PREALC, El subemplec en América Latina..., op.
cit.

3Comprises 14 countries: Argentina, Brazil, Bolivia, Chile,
Colombia, Costa Rica, Ecuador, El Salvador, Guatemala,
Mexico, Panama, Peru, Uruguay and Venezuela.

bPercentage of total economically active population, Total
underutilization includes open and equivalent unemploy-
ment,

¢Percentage of members of the labour force affected.

Table 2

LATIN AMERICA: EVOLUTION OF TOTAL?
UNDERUTILIZATION OF LABOUR, 1950-1980
(Percentages of EAP)

1950 1970 1980
247 23.0 19.7

Group AP

Group B¢ 359 377 36.3
Group C4 85 77 82
Latin America (14 countries) 229 223 199

Source: PREALC, El subempleo en América Latina..., op.
cit.

4Including open and equivalent unemplovment,

bComprises the following countries: Mexico, Panama,
Costa Rica, Venezuela, Brazil, Colombia and Guatemala,

¢Comprises the following countries: Peru, Ecuador,
Bolivia and El Salvador.

dComprises the following countries: Argentina, Chile and
Uruguay.

There are two main phenomena defining
underutilization of the labour force in Latin
America. The first is urban open unemploy-
ment, and the second is underemplovment of
the labour force in both rural and urban ac-
tivities of very low productivity.

1. Urban open unemployment

Available estimates on the size and trends
of the urban open unemployment rate from
1950 to 1980 show that the region as a whole
recorded relatively low and stable levels
fluctuating between 5 and 6%. Although signif-
icant differences exist between countries, the
upper limits remained relatively low, with
open unemployment rates fluctuating between
5 and 11%, except for conjunctural situations or
severe adjustment processes when this rate
tended to rise significantly.

In the light of the historical record, at least
three comments may be made. Firstly, there is
no evidence in Latin America of a tendency
towards a systematic increase in open unem-
ployment, thus disproving the catastrophic
forecasts of explosive situations in this respect.
Secondly, although open unemployment is the
most visible expression of the employment
problem, it only accounts for around 20% of the
problem of the total underutilization of the
labour force, the greater part beig concentrated
in less visible underemployment situations.
The third comment, although it lacks validity,
consists of a comparison between these rates
and those prevailing today in the central
countries, which is sometimes made with a
view to minimizing the size of the problem to

be faced.!

Basically, these situations are not compa-
rable, however, because they involve very dif-
ferent labour markets. As pointed out earlier,
open unemployment is not an adequate indi-
cator of the employment situation in develop-
ing countries, as the fact of appearing em-
ployed in the statistical records does not imply

IThis comparison is being made more and more fre-
quently in view of the increase in open unemployment
rates in the central countries, Thus, in December 1980 the
United States recorded a rate of 7.6%, Great Britain 8.8%,
France 7.0% and the Federal Republic of Germany 4.6%.
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that one is fully emploved; in contrast, the open
unemployment rate is a good indicator of the
predominant situation in developed countries.

2. Underemployment of the labour force

The second factor in underutilization of
the labour force is underemployment, which
now accounts for four-fifths of the total unde-
rutilization in the region. This is the joint result
of the relative inability of the system to provide
enough jobs for the entire population and the
need for families to obtain the income required
to survive. Thus, heads of households who pro-
vide the major part of the income to sustain the
family cannot afford the luxury of taking much
time off to search actively for new jobs,? and
thus have to be satisfied with the jobs offered
them by the market, whatever their level of
productivity and remuneration. As a result, in
most countries of the region a verv high
percentage of the employved labour force may
be found at extremely low levels of producti-
vity. These jobs are concentrated in both rural
and urban activities, and are characterized by
their low degree of organization, little or no
capacity for accumulation and technological in-
novation and precarious insertion in the mod-
ern productive apparatus.

The underemployment situation has not
remained static either. On the one hand a
downward trend may be observed, although
very slight, but on the other hand there is a
clearly growing transfer of rural underemploy-
ment to urban areas (see table 1), This means
that today the phenomenon is much more visi-
ble than 30 vears ago, since the daily reality
facing the ordinary citizen of the large urban
centres of the region can no longer be ignored.
The effects on the supply of basic urban
services are also quite clear,

It is worth pausing at this point to em-
phasize an aspect which arises from the evi-
dence analysed and which has been a cause of
erroneous interpretations in the diagnosis of
the employment problem. Although the trend

2The open unemployment rates ot heads of households
are generally between one-third and one-half of the rates
shown by the secondary labour force (voung people, the
elderly, and women who are not heads of households).

towards a decrease in the underemployvment
problem in the region has been slow, this is not
the result of low rates of absorption of the
labour force in intermediate and high pro-
ductivity sectors; on the contrary, the available
evidence suggests that during the period 1950-
1980 the employment growth rate in those ur-
ban activities denominated ‘formal’ because
of their degree of modemization reached 3.8%
annually for the region as a whole, without
counting the role of these activities in the indi-
rect generation of jobs, mainly in the service
sectors, This rate is undoubtedly high when
compared with the historical records of the cur-
rently developed economies.?

How can this apparent paradox of slow ab-
sorption of underemployment along with a
high rate of job creation in modem activities be
explained? At least two factors must be taken
into account. Firstly, 30 vears ago modemrn ur-
ban emplovment was a small fraction of total
emplovment, For Latin America as a whole, it
represented only 30% of the total labour force
in 1950, and in view of the low original share,
even relatively high growth rated in formal em-
ployment entail only small fractions of the total
of new jobs created annually. Secondly, during
the period analvsed, most of the couritries
simultaneously recorded high population
growth, increases in rates of participation, and
heavy rural-urban migrations. Towards 1950
about 55% of the total labour force in Latin
America was engaged in agricultural activities,
while by 1980 this proportion had dropped to
35%. These two factors help to explain to a
large extent the relatively insufficient expan-
sion of productive jobs, since although the
proportion of the urban labour force in less
productive informal activities remained con-
stant, its importance grew from 14 to 20% of the
total labour force in Latin America between
1950 and 1980 (see table 3).

3. Labour markets: operation and trends

Finally, to complete this brief analysis of
the evolution of the employment problem, we
should mention the trends observed in wages.

30nly the United States in the first half of the
nineteenth century reached similar rates.
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The available information for Latin America
during the period 1960-1980 leads to two main
conclusions. One is that there has been a
tendency towards homogenization in the wage
base, and the other, that this homogenization is
in contrast to a growing dispersion within the
modern sectors.

Table 3

LATIN AMERICA: STRUCTURE OF THE
LABOUR MARKET, 1950-1980

(Percentuges)
1950 1970 1980
Non-agricultural 44,1 57.1 64.3
Formal 30.5 402 449
Informal® 136 169 194
Agricultural 54.7 42.0 349
Medern 222 15.1 12.3
Traditonal* 32.5 269 226
Mining 12 09 08
Total 100.0 100.0 100.0

Source: PREALC, El subemplec en América Latina..., op.
cit,

Including own-account workers and those engaged in
non-remunerated family activities, and excluding profes-
sionals in both categories and domestic servants,

The tendency towards homogenization of
basic wages may be observed in the reduction
of the gap between agricultural wages and
those prevailing in urban areas. Thus, in 9 of
the 12 countries for which data are available,
the difference between the agricultural wage
and the wages of some of the less skilled urban
activities into which migrants are usually in-
corporated, such as construction, has tended to
decrease, falling from around 50% in the late
1960s to 40% by the end of the 1970s. This
narrowing of the range of basic wages is un-
doubtedly associated with the large migratory
movement referred to earlier, which is perhaps
the most notable feature of past decades. Obvi-
ously, population movements of the size re-
corded in the region have implications in the
direction of an increase in incomes in the re-
gion from which they come, while they also
help to reduce any increases which might be

recorded in the regions to which they migrate
{see table 4).

The tendency for basic wages to become
more homogeneous is combined with an in-
crease in wage heterogeneity in the urban
markets. Thus, in 9 of the 16 countries for
which information is available, the difference
between the two incomes has risen over the
decade. The differential rate of expansion of
the average wage predominating in the man-
ufacturing industry tends to suggest that the
better-organized wage eamers, who are work-
ing in larger and more productive companies,
have been more successful in defending their
incomes than those holding jobs at the base
levels of the labour market (see table 4).

The greater spread of wages is cor-
roborated by comparative studies on wage
trends for different levels of occupation and
skill, and occupations with different productiv-
ity, which show that within the modern sectors
differences tend to increase between incomes
received by those who perform jobs with
hierarchical responsibility, such as managers,
accountants and others, compared with those
received by unskilled workers, such as labour-
ers, messengers, etc.

These two trends suggest that while
minimum wage policy and the existence of a
surplus labour force tend to equalize basic
wages in the less organized companies, even in
the modern sector, the combination of the form
of organization of production in the more pro-
ductive companies with the greater organiza-
tional capacity of the labour force in these com-
panies influences wages, causing not only a
greater dispersion but also the maintenance of
significant differences in basic wages com-
pared with minimum wages. Although this be-
haviour challenges the reasoning implicit in
more conventional economic analyses, it also
reflects a reality which obeys the operational
norms of modern firms.

In short, the historical evolution does not
offer any definite lessons. The trends are
neither catastrophic nor extremely bright in
outlook; progress is being made, but only at a
slow rate in the context of a labour market
which, while generally balanced, is at a low
level of productivity and income,
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Table 4
LATIN AMERICA: EVOLUTION OF REAL WAGES,
1966-1979
Average real wages Ratios
1978-1979
(Base indexes circa Industrual/urban Agricultural/

Country 1966-1967 = 100) minimum construction

Indus- Urban Agricul- 1966- 1978- 1966- 1978-

trial minimum  ture 1967 1979 1967 1979
Argentina 84.5 43.7 62.6° 1.74> 292 0.59 0.56°
Bolivia 114.4* 170.2 3.72b 2,11
Brazil 155.7 92.6 135.12 279¢ 445 0.61¢ 0.86
Colombia 1117 113.2 152.8 249 246 1.00 151
Costa Rica 151.6 112.2 137.64 146  1.97 0.73 0.86
Chile 115.3 159.1 130.6 325 235 1.00¢ 128
Ecuador 163.4¢ 97.1 85.3 1.79¢ 2.7%
El Salvador 88.08 100.0 80.0 1.86  1.56¢ 056 051
Guatemala 71.7 28.5 86.58 2,01 271 . 032
Honduras 121.50 80.20 100.38 2.1%2 w0232
Mexico 129.0 135.9 149.8 2.20 2.08 0.52 048
Nicaragua 86.9 84.7 83.3 2,10 216 020 040
Panama 104.9 78.8 116.4 1.86 2.29i 042 054
Paraguay 110.0¢ 72.9 90.6! L17e 158 0.65¢ 0,71
Peru 80.1 814 102.4 2.05%  2.05 0.28% 037
Dominican Republic 107.6! 85.6° 211 240
Uruguay 614 88.0 1159 247> 1.92 L00s 1410
Venezuela 115.1 72.2b 3.73

Source: PREALC, on the basis of information from each country.

Note: In the ratio between agriculture and contruction, the figures in italics are indexes with a base equal to 1.00 for the

period indicated.

a1977-1978, ¢1967-1968, 11975-1976,
b1970-1971. 1974, i1976-1977
©1968-1969. #Base 1973 = 100. k19686.
dBase 1971 = 100 hBase 1974 = 100. 11975,

I1

Employment aspects in the economic and social
development strategy for the 1980s

1. Possible scenarios

Trends in employment problems over the past
30 years determine the point of departure on
which the strategy for the 1980s will have to be
based. The question now, therefore, is how big
the challenge to be faced will be.

Firstly, if the rate and characteristics of the
economic growth prevailing in the recent past

{an annual growth rate of 6.2%) are maintained
during the period 1980-2000, the results ob-
tained from a projections exercise done by
PREALC suggest that 10 of the 14 national
economies analysed will not make significant
progress in reduction of the underutilization of
the labour force. Secondly, stepping up the
growth rate of the region as a whole from 6.2%
to 7.5%, combined with a more intense applica-
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tion of policies to promote the creation of pro-
ductive employment, could help to accelerate
the rate of reduction of the level of underutili-
zation, which could fall from approximately
20% in 1980 to 16.2% in 1990 and 12.5% in the
vear 2000. Finally, the prospective analysis
suggests that if it is desired to reach a level of
underutilization equal to that prevailing in the
industrialized economies by the vear 2000, the
growth rate will have to be around 8.3% annu-
ally for two decades, and public policies will
have to be even more intense. This implies
requirements which are too high for a large
group of countries in the region (see table 5).

2. Employment and the overall orientation
of the strategy

In the light of the foregoing, it is worth
emphasizing two aspects related to the overall
orientation of the strategy: firstly, the lack of
automaticity of the process, and secondly, the
need to plan action aimed at supporting both
low-productivity activities and modern ones.

The past experience of Latin America sug-
gests that the problem of employment is not
resolved automatically with economic growth.
Perhaps the main conclusion to be drawn from
the experience of past decades is that despite
the high growth rates achieved by the region it
only managed to make very slow progress in
the solution of the problems of employment
and income. For this reason, the speeding-up of
growth is a necessary but not a sufficient condi-
tion for improving the employment situation

more rapidly. In addition, and as a result of the
above, it has become indispensable to translate
specific emplovment goals into the design of
the global and sectoral policy instruments
which are included in the development
strategies. It is not a case of formulating ad hoc
employment strategies but of fully incorporat-
ing the emplovment objective into global
strategies.

In addition, it will be necessary to act
simultaneously on various difterent fronts, In
view of the concentration and persistence of
the emplovment problems in low-productivity
activities, both informal urban and traditional
rural, direct policies are necessary in order to
try to raise the productivity and income of
persons working in these sectors. A long-term
solution for the problems of employvment can
only be reached, however, by increasing the
number of more highlv productive jobs which
are normally generated in the modem sectors
of the economy. Thus, the acceleration of the
growth of these sectors will have to be ac-
companied by restructuring and expansion of
their labour force absorption capacity.

In this context, and in view of the basic
importance which creating jobs in manufactur-
ing industry has had in the past and the con-
tinuing debate (given the changes which have
occurred in economic strategies and policies)on
its role in the coming decade, the final com-
ments here will concentrate on this particular
factor.

Table 5
LATIN AMERICA: GROWTH AND UNDERUTILIZATION OF LABOUR FORCE, 1950-1980

Projections Historical Accelerated Growth
trend growth required
Underutili-
zation Growth* Underuti- Growth* Underuti- Growth® Underuti-
1980 lization® lization® lization®

Country 2000 2000 2000
Group A 19.7 6.7 19.1 8.0 10.0 8.4 6.4
Group B 36.3 5.3 46.0 7.3 36.6 11.8 10.0
Group C 8.2 4.0 5.0 5.8 3.0 5.9 2.8
Latin America
(14 countries) 19.9 6.2 20.8 7.5 12.5 8.3 6.5

Source: PREALC, El subempleo en América Lating..., op. cit.

Projected annual growth rate.

b quivalent and open unemployment as percentage of EAP, The groups comprise the same countries as in table 2
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I

Changes in economic strategies and policies and
the labour markets

Most of the countries of the region, after having
made definite progress in the process of import
substitution in the 1950s and 1960s, began to
move successfully towards greater exportation
of manufactured products in the 1970s. More
recently there have also been trends towards
greater openness through reductions in the
levels of protection of national production.

This process, especially in its later stages,
has affected the levels and the structure of em-
ployment in very different ways, largely re-
flecting the readjustment of the national
economies to world market conditions and, at
least theoretically, their adaptation to those
sectors where there are greater comparative ad-
vantages. In particular, this has meant a loss of
the relative priority of industrialization as a
moving force for development in various
countries.

It may be recalled that the basic principle
of the institutional attitude maintained by
CEPAL with respect to industrialization from
the late 1950s was mostly inspired by the need
to generate jobs with high productivity for
those persons who, as a result of the incorpora-
tion of technical progress into the primary sec-
tors, would be displaced and unable to find
sources of productive absorption. The later dif-
ficulties in foreign trade reinforced the original
ideas, but they also helped to observe the
fundamental fact that, even if the balance-of-
payments problems could be solved without
industrialization, the great dilemma of absorb-
ing the entire labour force fully and produc-
tively would remain. Thus, a change in
priorities can have important effects on
employment.t

This is not the place to evaluate the in-
dustrialization process followed by Latin
America. Although there is a consensus that
errors were committed, it is also agreed that in

4See, for example, A. Pinto, La estrategia hacia el
futuro y las ideas bdsicas de la CEPAL, Santiago, CEPAL,
1981.

spite of these the region has acquiréd alevel of
industrialization which places it among the
most advanced in the developing world. One
could not speak today about the problems of
industry or about the possibilities of exporting
manufactured goods if the capacity for indus-
trial production had not been developed pre-
viously.

We should therefore stress the role which
has been played by manufacturing in the past
in terms of the absorption of labour force. Dur-
ing the past 30 vears direct manufacturing em-
ployment grew at a rate of 3.4% annually,® and
if the indirect employment generated is added
to this, the rate rises to 3.8% annually.
Moreover, the creation of manufacturing jobs
with high or intermediate productivity was
even higher, reaching 3.8% annually between
1950 and 1980. ¢ These figures clearly show the
decisive role played by industrialization in the
direct and indirect generation of jobs and, in
particular, in the creation of productive jobs. It
should be noted also that the 30 years it took
Latin America to increase the share of man-
ufacturing employment in the total from 14% to
19% is a similar length of time to that required
by the United States (1860 to 1904) to show
identical achievements.”

It is also important to note that the de-

51f Argentina is excluded, which had already achieved
aconsiderable level of industrial development (24% of total
employment) by 1950, the growth rate of manufacturing
employment amounts to 4% during the same period.

61t should be noted that changes in composition have
been occurring in the sectors of higher productivity, Thus,
for example, in the case of Mexico high-productivity in-
dustry generates employment at higher than average rates,
while that of intermediate productivity does so at lower
rates. Very small firms (less than 5 employees) have re-
tained their share in manufacturing employment. See N.
Garcia, Empleo manufacturero, productividad y re-
muneraciones por tamano de establecimiento (México,
1965-1975), Monograftas sobre empleo, No. 18, Santiago,
PREALC, 1981,

7Once again, if Argentina is excluded, the progress
made by Latin America in the past 30 years is comparable to
the 44 years required by the United States (from 1860 to
1904},
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velopment experiences cited today as being so
successful in South-East Asia were based
largely on export industrialization in order to
generate, directly or indirectly, the required
productive jobs3 In these countries, the ab-
sorption of labour by industry occurred as a
result of the development of lines of activity
characterized by comparative advantages ac-
quired during the process of export industriali-
zation itself.?

It is also worth examining the reasons why
the developed countries of the centre, both in
Europe and North America, are protecting with
high tariffs and in a discriminatory manner,
those manufactured products which are known
to be the most absorptive of labour in the devel-
oping countries. It does not appear to be a
chance occurrence that the protectionist trends
reappearing in the central countries are most
frequently aimed at this type of product and not
at others."?

We must ask ourselves how to transform
Latin American industry in order to reduce
domestic costs and allow it to compete success-
fully in external markets. Such changes are
needed in order to avoid the high costs of ineffi-
ciency, and there are at least three areas which
should be given priority attention by policies.
The first is the cost of readjusting the industrial
structure, which should not be done at the ex-
pense of generating a huge mass of unem-
ployed persons who, unlike what occurs during
reccessions, will have characteristics of more

8Taiwan, South Korea, Hong Kong and Singapore in-
creased their exports of manufactures from US$ 500 million
in 1963 to US$ 19 billion in 1977. Manufacturing employ-
ment in the last three countries grew by approximately 10%
annually during the 1970s.

91t is also obvious that historical and geographical
circumstances, the lack of abundant resources and in some
cases a relatively high educational level were influential
factors.

10A recent study by PREALC analysing the situation in
Brazil, Mexico and Colombia shows that the export sectors
with the greatest capacity to generate employment (wood,
textiles, clothing, leather and footwear) are those which are
facing growing difficulties in gaining access to interna-
tional markets, and that the tariff and non-tariff barriers
applied to those sectors in the United States, the EEC and
Japan are higher than average. See PREALC, Efecto en la
generacion de empleo de las exportaciones de productos
industriales de América Latina y el Caribe a los paises
desarrollados, Documentos de Trabajo series, No. 200,
Santiago, PREALC, 1981,

permanent unemployment; in addition, it is not
so much young people and women who will be
affected; instead, the greater impact will begin
to be felt by heads of households and unionized
workers and sectors of the large industrial
centres of our region, with resulting social
tensions.

Secondly, we must ask ourselves what type
of industrialization is desired, since it is agreed
that it is not enough today merely to promote an
industry capable of competing internationally:
it is also indispensable to take into account
what such an industry is required for and who
will be the beneficiaries of the fruits of its de-
velopment. In both senses, an important ele-
ment (although not the only one) is that in-
dustrialization processes should be required,
even more than in the past, to create productive
jobs., All kinds of goods and services, from
sophisticated technological knowledge to es-
sential goods to satisfy the basic needs of the
population, can be imported from abroad, but
worthwhile jobs which make it possible for the
worker to earn enough income and realize his
or her individual work potential cannot be im-
ported. In addition, in economic structures
such as those of Latin America, the primary
distribution of income is what finally de-
termines the final distribution, limiting the
effect of possible welfare policies which op-
erate through incomes and not through
employment.!! Thus, any modifications of
economic strategies and policies should clearly
identify which sectors of activity will have suf-
ficient capacity to absorb the annual growth in
the labour force productively in the next de-
cade and, at the same time, help to solve the
existing underemployment.

Finally, the changes which are taking
place in Latin American economic structures
affect the determination of wages and, in
particular, wage negotiations in at least two
important ways. Firstly, the margins for negoti-
ation are reduced, since the possibilities of
transferring wage increases to prices are
limited as a result of greater openness. Sec-
ondly, the interests of the workers become in-

l1See PREALC, Necesidades esenciales y poltticas de
empleo, Geneva, ILO, 1980.
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creasingly diversified, both because of the
changes in the employment structure between

sectors and because of the reorganization of

jobs within firms. The former changes mean
that the most organized sectors, corresponding
to such traditional industries as textiles, for ex-
ample, lose participation, while within the
tirms the activities related to foreign trade and
management of capital markets begin to gain
ground over production occupations. All this
leads to the introduction of a greater diversity
of interests in the bargaining process.

These changes suggest two types of reflec-
tions. The first is the need to recognize the new
factors aftecting both workers and emplovers.
The second is the need to create a conscious-
ness of the growing importance of the defini-
tion of the overall orientation of the develop-
ment strategy, since the possibilities for impro-
ving each firm or sector are ultimately de-
termined by the decisions adopted for the
economy as a whole.

In conclusion, it is worth noting what we
consider to be the basis of our proposal: a per-
manent solution to the employment problem
can only be found through integrated economic

and social development. Thus, we feel that
there are no magic strategies for solving the
problem: the strategies followed in the past
were not all bad, nor are those proposed for the
future capable of solving everything.

Latin American memory is short, and
perhaps the best recommendation that can be
made at this time is that the positive and nega-
tive lessons of previous experience, of our in-
terpretations and of the evolution of phenome-
na such as those presented should be taken
into account. The lessons of experience show
that although there are common economic fea-
tures among our countries which argue for
regional approaches, the differences are also
great and become even more marked in the
case of designing strategies to solve specific

- problems.

Finally, it seems relevant to sound a note of
caution regarding the temptation to embrace
simplistic solutions, since such an experiment

“may involve a high and poorly distributed cost

when it is not known in advance whether the
results will eventually contribute to a perma-
nent solution to the problems being faced.
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The concept of integration dates back a long time,
although it has been used as an economic term only
since the Second World War, when it was used to
explain one of the objectives of the programmes for
the reconstruction of Europe. Since its distant ori-
gins, its meaning has changed according to circum-
stances, which justifies an exploration of its various
meanings in order to give them a sense appropriate
to the present circumstances.

This article does not have a merely semantic
purpose, however, as it attempts to shed light on the
term by adapting it to reality as far as possible, in
order to derive from it more viable integrationist
measures. In other words, it is an attempt to define
integration so as to identify concrete measures ca-
pable of being adopted and carried out. This does not
mean, of course, that a simple clarification of the
concept of integration is enough to overcome the
difficulties involved in the process. This approach
does, however, recognize that overcoming these dif-
ficulties requires, inter alia, the development of a
suitable definition.

The study is divided into two parts. The firstisa
review of the definitions of integration most fre-
quently used at present, in order to define their com-
mon features and some of their disadvantages; the
second part offers an alternative definition and anal-
yses its components and some of its advantages.

*Statf member of the CEPAL Office in Mexico City.

I
Some traditional definitions

In this part of the study, two types of tradition-
ally used definitions of integration are de-
scribed. The first may be called economic and
the second political. The purpose of this de-
scription is to draw some conclusions, based on
the experience of recent years, on their possi-
ble disadvantages with regard to the feasibility
of the integrationist measures which these two
definitions are capable of generating,

A. THE ECONOMIC DEFINITION

The economic definition of integration refers to
the process by which two or more countries
proceed to eliminate, gradually or immedi-
ately, the existing discriminatory barriers be-
tween them for the purpose of establishing a
single economic space. In this conception, in-
tegration tends to create an economic space
between the participants which serves as a
basis for establishing a new division of labour
between them, in order to meet the needs of
this space and within which the products and
factors, or both together, enjoy freedom of
movement. The latter can be achieved by
eliminating the existing discriminatory bar-
riers which impede the free circulation of prod-
ucts and factors within this space.

However, this latter state of affairs will
only be reached at the end of the evolution of
the process.! Thus there is a need to specify the
various steps which must be taken to achieve
this goal gradually but lineally. As these steps
are well known, they need only be referred to
briefly. They begin with a free trade area,
characterized by the free mobility of products;
they then require the establishment of a com-
mon tariff barrier towards the outside, thus ar-
riving ata customs union. The accomplishment
of these two steps makes possible the mobility
of the factors of production, thus resulting in a

IThis distinction between integration as a process and
as a state of affairs was made by Bela Balassa in The Theory
of Economic Integration, London, George Allen and Un-
win Ltd., 1961, p. 1. As a process it includes “measures
designed to abolish discrimination between economic
units belonging to different national states”; and as state of
affairs it means “the absence of various forms of discrimina-
tion between national economies”.
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common market, and finally comes co-ordi-
nation of policies, establishing economic
union. In other words, a broader economic
space is created within which a new division of
labour will exist, based on the free movement
of factors and products.

This economic concept of integration, as
mentioned earlier, was the result of the histori-
cal circumstances at the time when it was used.
As such, it served as a basis for the adoption ofa
set of economic policy measures whose influ-
ence may still be felt today.

Thus, for example, the use of this concept
may be seen in such official pronouncements as
that made by Paul Hoffmann on 31 October
1949, in his capacity as Administrator of the
Economic Co-operation Administration of the
United States Government, to the Organization
for European Economic Co-operation (OEEC),
Hoffmann felt that it was urgent at that time to
make more rapid progress towards “an integra-

tion of the Western European economy” and
explained the meaning of the term as follows:
“The substance of such integration would be
the formation of a single large market within
which quantitative restrictions on the move-
ments of goods, monetary barriers to the flow of
payments and, eventually, all tariffs are perma-
nently swept away” .2

It is no accident that this same concept
underlies the provisions on economic integra-
tion contained in Article XXIV of the General
Agreement on Tariffs and Trade (GATT). As is
well known, the international economic order
built up after the war basically sought, in mat-
ters of trade, to develop relations based on the
principle of free trade. This concept took the
form of the abovementioned General Agree-
ment, one of whose objectives is “the elimina-
tion of discriminatory treatment” among the
Contracting Parties. By this term is meant “any
advantage, favour, privilege or immunity
granted by any Contracting Party to any prod-
uct originating in or destined for any other
country”.? The mechanism through which this

2The use of the term has recently been studied by Fritz
Machlup in A History of Thought on Economic Integration
(London: The Macmillan Press Ltd., 1977), pp. 3-12, from
which this quotation was taken.

3The first article refers to the objectives of the Agree-

principle of non-discrimination was to be put
into practice was that of the most-favoured-
nation clause, or in other words, in negative
terms, the basic objective of the General Agree-
ment consists of the elimination of any type of
discriminatory practices against third parties.
This prohibition, however, expressed in gen-
eral terms, also extends of course to partial
agreements on economic integration, and this
is why such agreements are expressly ex-
empted from the above prohibition, as long as
they meet certain requirements.

This distinction between preferences and
integration agreements was clearly expressed
by a member of the United States delegation to
the General Agreement negotiations, which
were also based on a proposal by the United
States Government:

“A customs union creates a wider trading
area, removes obstacles to competition, makes
possible a more economic allocation of re-
sources, and thus operates to increase produc-
tion and raise planes of living. A preferential
system, on the other hand..., obstructs economy
in production, and restrains the growth of in-
come and demand... a customs union is condu-
cive to the expansion of trade on a basis of
multilateralism and non-discrimination; a pre-
ferential system is not” .4

On the basis of these considerations, arti-
cle XXIV of the General Agreement recognizes
the potential for trade integration carried out
through the establishment of customs unions or
free trade areas, which may be arrived at im-
mediately or after a transition period, and italso
enumerates the requirements which must be
fulfilled by agreements concluded hetween
member countries of the Agreement.’ These
requirements are:

ment and the second defines what is meant by most-
favoured-nation treatment. See General Agreement on
Tariffs and Trade, Basic Instruments and Selected Docu-
ments, Vol. 1(GATT/1955-1), Geneva, April 1955, pp. 7-11.

4Clair Wilcox, A Charter for World Trade (New York,
Macmillan, 1949}, pp. 70-71.

5A good analysis of the origins and meaning of article
XXIV may be found in Gerard Curzon, Muitilateral Com-
mercial Diplomacy (London: Michael Joseph, 1965), pp.
260-289; and Kenneth W. Dam, The GATT Law and Inter-
national Economic Organization {Chicago: The Uni-
versity of Chicago Press, 1970), pp. 274-295.



THE CONCEPT OF INTEGRATION / Isaac Cohen Orantes 145

(a) In the case of customs unions, tariffs
and other trade regulations imposed on trade
with third parties shall not, on the whole, be
higher or more restrictive than the general inci-
dence of the duties and regulations of com-
merce applicable in the constituent territories
prior to the formation of such union;

(b) With respect to free-trade areas, the
duties and other restrictive regulations shall be
eliminated with respect to substantially all the
trade in products originating in the constituent
territories;

(¢) Finally, and perhaps of the greatest in-
terest for the purpose of this study, any agree-
ment to achieve any of the two abovemen-
tioned targets shall include a plan and schedule
for its establishment within a reasonable length
of time.

It follows from these provisions that any
economic integration agreement aimed at the
later consideration of the first two steps of the
process, in order to be acceptable in the context
of the existing legislation, should establish
either of these two alternatives as a goal and
should also be accompanied by a schedule for
achieving them.

Leaving aside the way in which these
norms have been applied and the influence
they have exercised, especially in Latin
America,® it can be seen how the above concept
had an effective impact on the content of the
applicable international trade provisions. Lat-
er, when the possibility of establishing a Latin
American common market was raised, the
United States Government stated that it would
support such proposals only if the require-
ments stipulated in article XXIV of the General
Agreement were fulfilled.”

8Germdnico Salgado, in “Los conceptos bésicos de la
integracién latinoamericana y su reevaluacién alaluzdela
experiencia’ (typescript, undated), analyses how article
XXIV has been applied in Latin America. See also Kenneth
W.S. Dam, “Regional Economic Arrangements and the
GATT”, in University of Chicago Law Review, XXX (1963),
pp. 615, 644-646.

7Under-Secretary of State Douglas Dillon enumerated
these conditions at the meeting of the Committee of
Twenty-One of the OAS, held in Washington in February
1959, See United States Congress, Senate, United States
and Latin American Policies Affecting their Economic Re-
lations, study prepared by the National Planning Associa-
tion at the request of the Sub-Committee on Inter-

To complete this section, it should be
stressed that the concept of economic integra-
tion accepted at the time had a decisive influ-
ence on the prevailing international norms and
the external sector policy of some govern-
ments. Thus, the total elimination of dis-
criminatory barriers among the participants,
making possible the establishment of a single
economic space among them, was the accepted
meaning of the term.

B. THE POLITICAL DEFINITION

The political definition of integration attempts
to take care of the political implications in-
volved in the development of a process aimed
at creating a larger economic space among the
participants. It therefore places less emphasis
on the elimination of barriers or the co-ordi-
nation of policies, because it is more interested
in the institutional consequences of the adop-
tion of such measures. In other words, this con-
cept deals with the need to establish, along
with the integrated space, an institutional
centre capable of regulating the functioning of
the economic relations within the space.

For these reasons, and from this perspec-
tive, integration is seen as a process by which
the participants transfer to a more powerful
body the loyalties and powers needed to regu-
late their relations within the larger space or
unit.8

Unlike the economic concept, this defini-
tion of the institutional requirements which
must accompany the creation of the integrated
space does not attempt to specify the stages
through which this evolution must pass, al-
though it accepts the possibility of its gradual
occurence. Instead, it holds that this transfer of
functions and powers to the institutions of the
process occurs almost automatically, through
“spillover” of the originally limited objectives,

)

American Affairs of the Foreign Relations Committee,
Washington Government Printing Office, 1960, pp. 64-65.

8This is the definition used by Emst B, Haas and
Philippe C. Schmitter in their paper “Economics and Dif-
ferential Patterns of Political Integration: Projections about
Unity in Latin America”, In International Political Com-
munities: An Anthology (New York: Doubleday, 1966),
p. 265.
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and this is the trigger for the growing politiciza-
tion of the integration process.?

As in the economic definition, circum-
stances have played a decisive role in shaping
this way of conceiving the process. The experi-
ence of Western Europe in the field of
economic integration lies at the basis of this
approach, especially as regards the hope that
the process begun in this part of the world in
economic aspects, would eventually lead to the
transfer of powers and loyalties to common in-
stitutions, whereby greater unity among the
participants would gradually be achieved.

However, this political concept, unlike the
economic one, did not have as much influence
as the latter over the foreign policy of certain
governments or over the constituent norms of
some international organizations. Its influence
was rather felt in a considerable number of
academic studies on the various economic in-
tegration schemes existing in the world, in-
cluding those of Latin America.X

The latter have sought, in the Latin
American context, to identify circumstances
similar to those of Europe with the aim of pro-
moting in the regional context a similar process
to that which it was expected would take place
in Western Europe.!!

The circumstances have evolved differ-
ently in the two cases, however. The process
of transferring loyalties and powers has not oc-
cured in reality with the desired automaticity,
and it has not been possible for the lessons
learned by the participants with respect to co-

9Philippe C. Schmitter, in “Three Neo-Functional
Hypotheses about International Integration”, Interna-
tional Organization, Vol. 23, No. 4, 1969, p. 162, has de-
fined spillover as the process whereby “members of an
integration scheme —agreed on some collective goals fora
variety of motives but unequally satisfied with their attain-
ment of these goals— attempt to resolve their dissatisfac-
tion either by resorting to collaboration in another, related
sector (expanding the scope of the mutual commitment) or
by intensifying their commitment to the original sector
(increasing the level of mutual commitment) or both”.

104 good review of these experiences may be found in
Roger D. Hansen, “Regional Integration: Reflections on a
Decade of Theoretical Efforts”, in World Politics, Vol. 21,
No. 2, January 1969, pp. 257-270.

1 Ernst B. Haas engaged in this search for what he calls
“functional equivalents” in “The Uniting of Europe and
the Uniting of Latin America” in Journal of Common
Market Studies, Vol. 5, No. 4, June 1967, pp. 315-343.

operation in relatively less controversial areas,
such as economic ones, to be applied or trans-
ferred to other relatively more controversial
areas, such as those related to security and
foreign policy."?

In other words, the fact that the greater
unity of the participants has not occurred with
the expected speed and automaticity has made
it necessary to revise this concept, largely
based on the optimism encouraged by the ini-
tial success of the economic integration of
Western Europe. The relative stagnation of the
latter, in contrast with the hopes for growing
politicization deposited in it in line with this
concept, has also called into question the ap-
propriateness of viewing the integration pro-
cess from the perspective of the final goal ex-
pected to be reached eventually.3

Circumstances, then, have imposed the
need to seek a more modest conception which
would be more relevant to integration, espe-
cially in view of the impossibility of “tran-
scending the nation-State”, which was one of
the main objectives of previous political
conceptions.

C. COMMON FEATURES OF BOTH
DEFINITIONS

The above definitions, although described
very briefly, are the two dominant concepts of
integration in the recent past; as there are more
similarities than differences between them, the
former will be presented here for the purpose
of extracting their most serious disadvantages
from the point of view of the policy measures
which may be derived from their use.

12This was the tenor of the early criticisms of such
optimism made by Stanley Hoffmann, “Obstinate or Obso-
lete? The Fate of the Nation-State and the Case of Western
Europe”, in International Regionalism: Readings, ].S. Nye
(ed.), Boston: Little Brown, 1968, pp. 177-230; and, by the
same author, in “The European Process at Atlantic Cross-
purposes”, in Journal of Common Market Studies, Vol. 3,
No. 2, February 1965, pp. 85-101.

13See the self-critical reflections of Ernst B. Haas,
“The Study of Regional Integration: Reflections on the
Joys & Anguish of Pretheorizing”, in International Organi-
zation, Vol. 24, No. 4, autumn 1970, pp. 607-646; also, by
the same author, The Obsolescence of Regional Integration
Theory, Research Series No. 25, Institute of International
Studies, University of California, Berkeley, 1975.
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Possibly the most salient common feature
shared by the two definitions is the stress laid
on the result of the integration process, that is,
on its final goal, which is the establishment of a
larger space —in the case of the economic
definition— or the creation of a greater unit, in
the case of the political one.

This coincidence stems from the belief,
shared by both, that integration is a special
process consisting of the grouping of parts into
a whole; this requires that the process should
be defined in relation to the totality and that the
measures directed towards its establishment
should be weighed up from the point of view of
their gradual and partial contribution to the
achievement of the goal.

Both definitions also share the feature of
linearity, through the way in which the goal is
expected to be achieved, this being character-
ized by an ordered succession of steps, in the
case of the economic definition, or by automa-
ticity in the case of the political one.

In these two shared features of the two
definitions lie their most serious disad-
vantages, as judged in terms of their negative
influence on the type of integrationist mea-
sures based on them which are likely to be
identified and proposed.

The inclusion of the final goal in the defini-
tion is one of its most serious disadvantages,
because it has the drawback that, generally
speaking,the integrationist measures are eval-
uated on the basis of the contribution they may
make to achieving this goal, thus often disre-
garding their own intrinsic value. Moreover, as
the integration processes are of a long-range
nature and the achievement of the final goal
often requires more time than originally fore-
seen, intermediate or partial integration mea-
sures are considered inadequate because of
their small contribution, as judged in relative
terms, to reaching the final goal. This frequent-
ly causes the impression that partial measures,
when contrasted with the size of the goal, are
merely manifestations of a certain inertia
in the face of the impossibility of creating the
wider economic space or greater unit as fast as
had been hoped.

Secondly, the inclusion of the final goal in
the definition creates another important limita-
tion with regard to the identification of integra-

tionist measures, for similar reasons to
those stated above. Since these measures are
only considered as such if they contribute to
reaching the final goal, steps may frequently be
“skipped” and measures proposed which are
unfeasible in the current circumstances but
whose justification lies in the fact that they will
be required when the goal is reached, or in
order to reach it more quickly. Thus manifestly
necessary proposals for the establishment of
the larger space or unit, such as the co-or-
dination of policies, creation of a common cur-
rency, or granting of supranational powers to
the institutions of the process, may come up
against present realities characterized by the
separate but interdependent existence of the
participating States, which jealously reserve or
seek to reserve certain areas for their exclusive,
sovereign control.

Finally, definitions which include the fi-
nal goal may also be criticized for their exces-
sive formalism, as they make no reference at all
to the consequences for the participants of the
execution of measures aimed at reaching the
goal —for example, the elimination of barriers
or the creation of a supranational body. These
definitions make hardly any reference to what
will happen or what the adoption of such mea-
sures will mean for the participants. Can it be
asserted that the supranational body will be
provided with the necessary powers to distrib-
ute equitably the costs and benefits of the in-
tegrationist measures among the participants?
Can it be guaranteed that the flows of products
and factors will equally benefit all the partic-
ipants? Historical experience, on the contrary,
indicates that total unification does not af-
fect all the parties equally, as can be seen in
cases such as Southern Italy or Northeastern

" Brazil.

The truth is that the answers to these ques-
tions cannot be given ahead of time with
enough certainty to induce member govern-
ments to accept these measures without being
in a position to assess their consequences. In
other words, since the doubts raised among
participants about the adoption of such mea-
sures cannot be dispelled in advance, the par-
ticipants can only be offered a path towards a
goal which will generate benefits and costs
without exactly specifying their distribution.
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But this path is fraught with uncertainty, espe-
cially since following it requires the partic-
ipants to give up present benefits, which are
certain but perhaps smaller, in exchange for
future benefits, which are uncertain but per-
haps larger.

For these reasons, the above definitions of
integration do not seem to be the most suitable
for the design of feasible integrationist mea-
sures. The fact that both include the final goal
and require a certain linearity to achieve it
leads to undesirable consequences, since this
prevents the development of proposals more

II

suited to the present reality or to some other
reality at which the participant States will
arrive before reaching the goal.

appropriate alternative definition so that mea-
sures can be derived from it which are more
compatible with reality.” This is even more
true in view of the fact that the above defini-
tions were the result of the current situation at
the time of their development, because recent
changes which have occurred in the prevailing
international system likewise require the way
of conceiving integration to be adapted to the
new circumstances,

AN ALTERNATIVE CONCEPTION

With the aim of trying to find another concep-
tion which might be used for identifying feasi-
ble integrationist measures, this section offers
an alternative definition, analyses its elements
and concludes by pointing out some of the ad-
vantages which might be derived from it.

A. THE DEFINITION AND ITS ELEMENTS

In order to avoid some of the difficulties men-
tioned, integration is defined as the process by
which two or more governments, with the sup-
port of common institutions, adopt joint mea-
sures to strengthen their interdependence and
thus obtain mutual benefits.1

It is important to stop and analyse carefully
the elements of this definition. In the first sec-
tion below it is stressed that integration is still
seen as a process; in the second the actors or
protagonists in this process are discussed, and

4This is the basis of the critical observations of Hel-
mut Janka in his article “la ‘racionalidad’ de la integracion y
la ‘irracionalidad’ de la realidad”, in Comercio Exterior,
Vol. 27, No. 7, Mexico City, July 1977, pp. 762-770.

15This definition is based on the work of Robert O.
Keohane and Joseph S. Nye, “International Interdepen-
dence and Integration”. in Fred I. Greenstein and Nelson
W. Polsby (eds.), Handbook of Political Science, Vol. 8:
International Politics (Heading: Addison Wesley Publish-
ing Co., 1975), pp. 363-414.

in the third the objectives it pursues are indica-
ted.

1. Integration as a process

The need to see integration as a process stems
from the fact that it deals with a series of ac-
tivities which take place in a continued man-
ner. Thus, viewing it as a process gives it the
appropriate time dimension, and shortlived ac-
tivities which might occur between two or
more States are excluded from the definition.
In other words, the set of activities has a certain
continuity through time.

It should be noted, however, that the no-
tion of process does not necessarily imply the
final goal, so that the present definition differs
in this way from the central characteristics of
the two definitions described above. This in no
way means that the process does not have ob-
jectives. On the contrary, and this will be com-
mented on further below, the process has an
objective which consists of the promotion of
mutually beneficial interdependence among
the participants. What the process thus con-
ceived does not have is a final goal, or state of
affairs, which it must inevitably reach, as un-
derstood in spatial terms, That is, it is not a
process directed towards establishing a larger
space or unit, but a state of becoming, endowed
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with intrinsic value; it is not an evolution to-
wards a predetermined goal which must be
arrived at inevitably or lineally merely by tak-
ing certain steps which are also predetermined.

This concept of integration as a process
without a final goal, but with an objective,
makes it possible to include any partial mea-
sures which might be adopted with a certain
continuity by the participants for the purpose of
obtaining mutual benefits, as-would be the case
of granting trade preferences for a limited num-
ber of products. In this latter case, it is interest-
ing to observe that the circumstances also seem
to have been more powerful than the defini-
tions. Preferential schemes exist today: for
example the Lomé Convention between the
European Community and some developing
countries of Africa, the Caribbean and the Paci-
fic; or generalized systems of preferences in
the developed countries. Thus, it may-be con-
sidered that the time is past when this type of
measure was considered an attack against the
almost sacrosanct principles of free trade pro-
mulgated after the Second World War.

Finally, and perhaps most importantly, a
process without a goal but with an objective
makes it possible to free integration from the
participants’ apprehensions with respect to the
creation of a larger unit within- which, practi-
cally speaking, they are doomed to disappear,
since the existence of a supranational body nec-
essarily assumes that some of the sovereign
powers of the participant States will be trans-
ferred to this body. In this way, member gov-
ernments can attempt to satisfy some common
objectives without endangering their own exis-
tence.

2. The actors or protagonists

"The second element of the proposed definition
refers to the participants in the process. Firstly,
it is suggested that joint measures should be
adopted by two or more governments, but with
one essential qualification: this should be done
with the support of common institutions, thus
allowing the relations established in the inte-
gration process to be differentiated from those
which normally occur within the international
system.

The participation of common institutions

means not only that the joint activities must
have a certain continuity through time but also
that they will be subject to institutionalized
procedures.’® This means that these relations
must be subject to a set of norms which identify
procedures acceptable to all the participants
willing to adopt decisions among themselves.
Acceptability to all participants, in turn, im-
plies the adoption of decisions by consensus
rather than by coercive means of supranational
majority rule, all of which is consistent with the
requirement that it should be the governments
who adopt the decisions, but that there should
be no intention of superseding them by creat-
ing or establishing a greater unit out of them.

Thus, the voluntary participation and con-
sensus implied by this requirement guarantee
that the decisions thus adopted will be carried
out, unlike what happens in some processes
where a system exists which adopts decisions
by majority rule, so that the State against whose
will a given decision was adopted does not feel
obliged to abide by it. What is important is that
decisions should be adopted because they are
in the interests of the participant governments
and not because they are required, frequently
with too much formality, by certain norms em-
bodied in a basic agreement whose provisions
leave the participant who disagrees no alterna-
tive but to violate them.

Moreover, the purpose of the norms need-
ed to institutionalize an integration process is
to establish the rules of the game in accordance
with which the relations among the partici-
pants will develop. In order to achieve this,

160n the role of institutions in integration processes,
see Lawrence B. Krause and Joseph S, Nye, “Reflections on
the Economics and Politics of International Economic Or-
ganizations”, in International Organization, Vol. 29, No. 1,
winter 1975, pp. 323-342; Philippe C. Schmitter, “The Or-
ganizational Development of International Organiza-
tions”, in International Organization, Vol. 25, No. 4,
autumn 1971, pp. 917-937; and Sudan Sidjanski, El papel
de las instituciones en la integracion regional entre pafses
en desarrollo (Sales No.: S. 73.11.D.10}), New York, United
Nations, 1974.

171t has been claimed that respect for national sover-
eignty is one of the principles of socialist integration,
whereas capitalist integration restricts the sovereignty of
the participants and is aimed at the creation of supranation-
al bodies. V.1. Kuznetsov, Economic Integration: Two Ap-
prgzches, Moscow: “Progress” Publishing House, 1976,
p. 34,
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these rules must specify and grantlegitimacy to
the various generally acceptable methods of
influencing the result of the decisions to be
taken.

However, the role of the institutions in-
volved in the integration processes is not sim-
ply a legitimizing one: they must also carry out
certain tasks essential for the development of
the process itself, among which are the taking
of initiatives to promote the adoption and exe-
cution of those decisions which are considered
to be of mutual benefit to all the participants.
This excludes from the proposed definition the
requirement that the institutions involved in an
integration process must be given supranation-
al powers, although it does not definitively
prohibit this, What is essential, on the contrary,
is that the institutions should have adequate
capacity and autonomy for identifying and pro-
posing joint solutions to shared needs and
problems and also promoting their adoption
and implementation, which does not mean that
they must be granted supranational powers
nor, consequently, that the member States
must transfer powers which they consider to be
of their exclusive or sovereign dominion. In-
stead, what is required is that the institutions
should show imagination in discovering com-
mon measures which will allow the partici-
pants to solve common problems, and the ca-
pacity to promote their approval and execution.
Finally, the radius of action of the institutions
will definitely depend on the coverage of the
process, that is, the determination of member
governments to subject some or many sectors to
common treatiment.

3. The objective of the process

As already mentioned, the fact that the process
has no goal does not in any way mean that it has
no objective. The lack of a goal removes from
the definition proposed here the drawback
caused by the tendency to evaluate its activities
in terms of this goal, but it does not mean that
the process becomes an end in itself.

The objective of the process consists of
strengthening the interdependence of the par-
ticipants, but with the idea that this strengthen-
ing will create mutual benefits. Both terms, that

of interdependence and that of mutual benefit,
need to be clarified.

What is meant by interdependence? It is
the degree to which the events which occur in
one State affect another State or States, delib-
erately or spontaneously. Thus, interdepen-
dence may have different degrees of intensity,
from minimum to maximum. In this respect, all
States in the international system are interde-
pendent to a greater or lesser extent. What
should therefore characterize an integration pro-
cess is the deliberate pursuit of the intensifica-
tion of interdependence among the participants,
as long as this results in mutual benefit for all.

The idea of strengthening interdepen-
dence, in turn, has two sides, and it may have a
different scope or level. By scope is meant the
number of sectors included in the joint activi-
ties of the participants; and by level is meant to
what extent the activities involved in interde-
pendence are entrusted to common institu-
tions. In other words, scope refers to the cover-
age or number of activities, while level refers
to the degree of institutionalization. Both may
be present, separately or simultaneously, in
different activities or in the same activity.

However —and this should be stressed—
increasing the scope and level of interdepen-
dence in an integration process is not an end in
itself, because this may have harmful or benefi-
cial consequences for the participants.!®

Thus, for example, the type of interdepen-
dence established between the industrial cen-
tres and the countries of the less developed
periphery ultimately had negative consequen-
ces for the latter, and this is not exactly the type
of experience which should be repeated in the
relations being promoted among the countries
of the periphery. Integration, understood in the
terms suggested here, includes only those
measures which can generate benefits for the
participants. Thus, it is necessary that the in-
tensification of interdependence should gener-
ate mutual benefits, while the possible nega-
tive effects it may have, or actions which cannot
generate benefits, should not form part of the
present concept of the integration process.

18See Gregory Schmid, “Interdependence has its Lim-
its”, in Foreign Policy, No. 21, winter 1975-1976, pp. 188-
197,
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The notion of mutual benefits, in the case
of integration among developing countries,
means to what extent the integrationist mea-
sures contribute to the development of the par-
ticipants; but since it is assumed that such mea-
sures will not be carried out for the purpose of
achieving total integration but rather may con-
sist of measures which are partial but intrinsic-
ally beneficial, it cannot be expected that the
process will solve all the problems caused by
underdevelopment. Thus conceived, integra-
tion becomes a supplement to national devel-
opment efforts, rather than a panacea capable of
solving all the problems arising from the rela-
tively lesser development-of the participants.
This latter point is important, since it allows for
the expéctation that integration will contribute
what it can, rather than attributing to it the
greater possibilities which would be expected
of it if it were assumed that it would lead to total
unification.

In addition, the idea of mutually beneficial
interdependence enables the process to be car-
ried out to the level and extent that circum-
stances permit, The participants may thus con-
sider their contribution from the point of-view
of the benefits they will derive from it, instead
of evaluating the process according to the dis-
tance they still have to go to reach a final goal in
a relatively distant future.

In any case, the objective of integration
among developing countries should be the con-
tribution it can make to the efforts that each one
is deploying to overcome this condition, rather
than the creation of a larger economic space or
unit over a long period of time, whose conse-
quences are difficult to evaluate in advance. It
should be noted that this does not mean that
this larger space or unit may not eventually be
created, but merely that this should not be the
objective of integration. ‘

Finally, the notion of mutual benefit
should be further clarified. There are three
types of benefits to which participants in an
integration process may aspire. Firstly, there
are the economies of scale; secondly, the indi-
rect benefits and, finally, the increase in their
bargaining power with third parties.! Integra-

19The notion of mutual benefit has been used by J.S.
Nye in his article “Collective Economic Security” in In-

tion activities should be identified and as-
sessed in the light of these benefits, so that they
may be adopted and carried out according to
the participants’ interest in obtaining them.
This also helps to prevent the problem of the
distribution of such benefits from becoming
one of the most serious obstacles to the process,
and is in sharp contrast with the situation
where pursuit of the final goal means adopting
measures whose consequences are difficult to
calculate in advance, but which sooner or later
create dissatisfaction with the way in which the
effects are distributed. It is thus preferable to
set out with this in mind and to try to design
measures in the light of the distribution of the
benefits they are able to generate, instead of
trying to correct the inequalities ex post facto,
because this sometimes requires the adoption
of much more energetic measures than the par-
ticipants are prepared to take, precisely be-
cause of the distributive inequalities revealed
by the process. This is another reason for trying
to avoid in advance the consequences which
the inequality of distribution may have for the
perception of the process, since such inequali-
ty will lead to an unfavourable climate for
adopting later measures.

B. ADVANTAGES OF THE DEFINITION

Some of the advantages of the alternative con-
cept of integration offered here were already
mentioned when their constituent elements
were being described. However, these advan-
tages deserve to be explained individually
from the viewpoint of the integrationist mea-
sures capable of being generated by this con-
cept, since in the final analysis this is the justifi-
cation for revision of the existing definition.
The fact that the definition lacks a final
goal helps to make it more acceptable to the
participants in integrationist measures for
three fundamental reasons. The first of these is
that it is possible to give greater weight to the

ternational Affairs, vol. 50, No. 4, October 1974, pp. 592-
594. The list of benefits is taken from Richard N. Cooper,
“Worldwide vs. Regional Integration: Is there an Optimal
Size of the Integrated Area?” (paper presented at the
Fourth World Congress of the International Association of
Economists, Budapest, 19-24 August 1974).
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measures proposed in view of the benefits they
are in a position to generate. This element will
be much more important when the processes of
integration take place among countries with
different levels of development, such as those
of Latin America, which is a region character-
ized by a high degree of heterogeneity among
the countries. It also makes it possible for par-
ticipants who consider themselves to be rela-
tively less developed to make their approval of
such measures conditional upon the prior satis-
faction of their legitimate claims in regard to
the distribution of the benefits which may be
generated. This does not mean that each and
every one of the measures proposed must gen-
erate the same or greater benetfits for the rela-
tively less developed participants; what it
means is that sufficient common action should
be identified to include the interests of all the
participants and ensure that the possible losses
caused by some may be compensated by the
approval of others. In these terms, integration
is conceived as a constantly negotiated process,
instead of one where the distributive formulas
are established once and for all in advance in
the manner which appears to be most appro-
priate for the then prevailing circumstances.
The latter approach, in effect, only leads to the
creation of integration schemes with rigidities
which will later be difficult to overcome, in
view of changing circumstances, since it will
be almost impossible to reconstruct the basic
consensus which make theiradoption possible.

Another reason why a process without a
final goal makes it possible to identify and
promote the adoption and execution of more
feasible integrationist measures is that joint ef-
forts are in a better position to adapt to the
development needs of each one of the partici-
pants. This is what is sought in the concept of
integration as a supplement to national devel-
opment efforts. Thus conceived, integration
will not be focussed almost exclusively on the
elimination of trade barriers but will be direc-
ted more towards attaining the benefits men-
tioned —economies of scale, indirect benefits
and reduction of the external vulnerability of

the participants— in the directly productive
sectors and in the infrastructure. In this way,
the process will become more flexible, given
the greater coverage possible through this con-
cept, and it will thus be able to adapt itself to
the chapging objectives of the economic policy
of the participants.

Finally, the absence of supranationality
which will characterize the integrationist mea-
sures (since they do not pursue the construction
of a greater unit) is another important advan-
tage of this definition; this is true especially in
the case of integration processes among devel-
oping countries, It is well known, for example,
that the economic development process goes
hand in hand with the simultaneous creation of
a process of national affirmation, tending to-
wards the establishment of the nation-State.
And although this relationship between the
two processes is not mechanical or automatic,
integrationist measures defined exclusively
from the point of view of their economic bene-
fits frequently become contradictory to the na-
tional claims of the participants. For this rea-
son, they are frequently not adopted because of
the political sacrifices their implementation
would require. It is thus preferable to recog-
nize this fact from the beginning rather than
run the risk that the economic benefits which
may be generated by a given integrationist
measure might be counterproductive because
of the political sacrifices they require. In these
terms, too, integration may be conceived as a
supplement to national efforts rather than a
substitute for them. An integrationist measure
whose benefits can only be obtained by the
participants at the expense of their own iden-
tity and powers will not be feasible and most
probably will not be adopted.

In contrast, an integration process such as
the one described here will be free of the un-
derstandable apprehension felt by partici-
pants when they are faced with the dilemma of
conditioning their national development to the
creation of a greater unit within which they
would practically disappear.
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In all his recent writings, the author has maintained
that neoclassical thinking is not only incapable of
explaining the structure and operation of capitalism
in the periphery, but has a misguiding influence on
economic policy decisions. In the present article he
reverts to these ideas, formulating them as if they
came up in the course of a dialogue carried out with
followers of the two leading contemporary mentors
of the thinking in question; thus he is able to present
his points of view with the fluid simplicity in which
strictly academic essays are often lacking.

In his opinion, the root cause of the incapacity of
neoclassical thinking to interpret peripheral
capitalism lies above all in its failure to take into
consideration the economic surplus, which is the
hub of this system’s basic characteristics. It disre-
gards the structural heterogeneity which possibili-
tates the existence of the surplus; it bypasses the
structure and dynamies of power which explain how-
the surplus is appropriated and shared out; it shuts
its eyes to the monetary mechanism of production
which allows the surplus to be retained by the upper
strata; and it underestimates the waste involved in
the ways in which the surplus is currently used.

This shortsighted interpretation of the eco-
nomic process predisposes neoclassical thinking to
propose policy measures which do not succeed in
promoting the development of the periphery, which
increase and consolidate social inequality and which
necessitate the establishment of authoritarian ré-
gimes, diametrically at variance with the ideas of
democratic liberalism. The necessary transforma-
tion of peripheral capitalism, which the author pro-
pounds, must preserve the values and institutions of
democracy and at the same time ensure vigorous
economic development and equitable distribution
of its fruits.

*Director of the CEPAL Review,

I

The ideas of Milton
Friedman

1. Their broad outlines

The swing of the ideological pendulum has
now brought neoclassicism freshly to the fore,
and to Milton Friedman belongs the merit of
being its supreme disseminator. For some time
past I had been reading his various studies,
without, however, finding his arguments and
propositions at all convincing, until the appear-
ance of his book Free to Choose, written in
collaboration with Mrs. Friedman. [ felt drawn
to read it, since it presumably constituted a
complete presentation of the eminent econ-
omist’s ideas. I carefully perused its pages, pre-
pared to revise my original opinions, but I must
confess that what I read still failed to convince
me; rather did it strengthen my frankly critical
position,

1 recognize, however, that the book is ad-
mirable for its limpid clarity and persuasive
force: and also for its frequent recourse to con-
crete illustration and example. I fully under-
stand its power of penetration. Milton Fried-
man indeed offers us straightforward and sim-
ple solutions to the disquieting problems of the
economic world: let the forces of the economy
have free play, get rid of the restrictions with
which enterprises and workers distort their op-
eration, do away with tariff protection and the
other hindrances to the international division
of labour, and we shall see prosperity and dis-
tributive justice springing up on every side. No
brakes on economic activity, but the growth of
the State does need curbing: a constitutional
limit to it must be established. And ceilings
must also be set to the monetary expansion
which has led to chronic and disruptive in-
flation.

How can one fail to be captivated by the
doctrine of an economist who, over and above
the merit referred to, has seen his academic
distinction crowned with the award of the
Nobel Prize, which has likewise been received
by Dr. von Hayek, of whom we shall also be
speaking?

The Chicago professor has innumerable
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adherents: I have met with many of them in our
countries and, above all, among the younger
generations who are leaving the United States
universities, especially the one in which
Milton Friedman lectures. And 1 have often
had a chance to talk with some of them, al-
though not all —they are too numerous for that.
Moreover, there are some among them who,
deeply convinced of an incontrovertible truth,
do not deign even to enter into discussion with
any who profess different ideas. But there
are others, and no small number to be sure, who
do find discussion acceptable, prompted
perhaps by certain insidious doubts that arise
out of their other readings.

With these latter, too, I frequently have the
opportunity of maintaining a dialogue; rather
ought I to say the privilege, for dialogue with
those who have something to say or to ask I
always find stimulating, so much so that I felt it
should be reflected in these pages. To repro-
duce it meticulously would be tedious, since
the same arguments crop up again and again; I
have therefore tried to extract their essential
points and expound them with a measure of
orderliness which is not always practicable in
the animated course of several conversations.
In doing so 1 have thought it fitting not to con-
fine myself to a strictly academic critique, but
to adopt the same diffusive tone that
characterizes the above-mentioned book by
Milton Friedman.

In presenting the main outlines of the
dialogue, I hope to reach the many who are
anxious to clarify their own thinking in face of
the serious world crisis through which we are
passing.

Before embarking upon the discussions, 1
thought I ought to check the correctness of my
interpretation of the content of Milton
Friedman’s essential thinking, which in my
opinion could be summarized as follows:

— The free play of market forces, unimpeded
by any interference whatsoever in a fully com-
petitive system, leads to the optimum alloca-
tion of the factors of production and to the re-
muneration of these factors in accordance with
their contribution to the production process;

— For this to happen, an indispensable requi-
site is to prevent restrictions on free competi-
tion. Restrictions which take the form both of

combinations on the part of enterprises to raise
prices and combinations on the part of the
labour force to increase wages;

— The State must adopt an absolutely laissez-
faire policy, although it is recognized that
something must be done to alleviate the un-
happy lot of those who in the play of competi-
tion are left at the bottom of the system. Hence
the negative tax (to avoid the term subsidy)
proposed by Milton Friedman;

— Lastly, inflation must be curbed by regulat-
ing the creation of money and preventing the
fiscal deficit from which it stems. Hence too the
inescapable necessity of limiting the growth of
public expenditure.

I must warn readers that I have confined
myself to considering the foregoing points
without going into other issues with which sci-
entific criticism usually deals, such as the na-
ture and behaviour of the economic agents and
certain assumptions relating to the operation of
the market,

Without depreciating Milton Friedman’s
proselytizing effort, I contend that there is no
question of new ideas, but of intelligent diffu-
sion of the neoclassical thinking formulated
during the second half of the nineteenth
century. As far as I myself am concerned, 1
confess that T too drew sustenance from that
doctrine, and taught it as a young university
professor in the 1920s. In those days I even
translated a little book in Italian by a brilliant
disciple of Vilfredo Pareto, which contained a
lucid exposition of the theory of general
equilibrium.!

Well, everything is to be found in those
neoclassical texts, including the idea of a sub-
sidy for the poor, and also the proposal to limit
the creation of money in circulation which de-
rives from the old and much-debated quantita-
tive theory of money.

In reality, one cannot but be surprised at
the dogmatic persistence of certain ideas, such
as these in defence of capitalism, as well as
others of an opposite tendency which also
emerged in the second half of the last century.
This intellectual stagnation, at least as regards

1T refer to Enrico Barone and his book Principios de
economia.
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development, seems very odd indeed in com-
parison with the impressive evolution of the
other scientific disciplines. What has hap-
pened?

I have not the slightest doubt that what
lies behind this ideological pertinacity is the
sometimes formidable pressure of certain in-
terests. I do not mean that the original ideas
underlying the major theories of neoclassicism
stemmed from such interests, nor that this ac-
counts for the dogmatic stubbornness of some
of their adherents today. In their time the neo-
classical theories signified a great stride for-
ward in the scientific area, above all by virtue of
their precision and their mathematical ele-
gance; but their perpetuation is largely due to
the interplay of interests.

Thus, the theory of the international divi-
sion of labour, which CEPAL began to criticize
in its earliest publications thirty years ago, was
entirely responsive to the interests of the great
centres and of the upper strata in the Latin
American periphery. It seems astonishing that
the aim now should be to return to it and, as
regards development, put back the clock. Simi-
larly, the play of interests explains the fervour
with which certain social groups in our
countries cling to Milton Friedman’s doctrine,
inasmuch as it repudiates the disturbing action
of trade-union movements. What is more, in the
name of the freedom of the market the doors are
opened to the transnational corporations,
which are not exactly the most genuine expres-
sion of free competition,

This is why the propagation of neoclassi-
cism has at the present moment the impressive
backing of the United States television, which,
with great skill in driving home its message,
broadcasts far and wide over Latin America
certain ideologies whose dissemination is not
usually inspired by an authentically scientific
purpose.

After these initial remarks, we will now
embark upon the dialogue. I shall refer to the
lack of congruity between the neoclassical
theories and the realities of the periphery. As
regards their significance in the centres, de-
vastating criticisms exist, and this is not the
place to dwell on them. We will first discuss
Milton Friedman and then Dr. von Hayek.
They could have been taken together, since

there is so much that is coincident in their writ-
ings, but I prefer to devote special attention to
the latter towards the end of the present article,
where 1 examine in particular his conception of

the State and liberty,
2. Market laws

First and foremost I want to refer to a passage
which condenses Milton Friedman’s ideas on
the virtues of the market. It draws its inspira-
tion from the work of Adam Smith, the well-
spring of neoclassical thinking. Our authors
say:

“Adam Smith’s flash of genius was his rec-
ognition that the prices that emerged from vol-
untary transactions between buyers and sellers
—for short, in a free market— could co-ordinate
the activity of millions of people, each seeking
his own interest, in such a way as to make
everyone better off. It was a startling idea then,
and it remains one today, that economic order
can emerge as the unintended consequence of
the actions of many people, each seeking his
own interest.

“The price system works so well, so ef-
ficiently, that we are not aware of it most of the
time. We never realize how well it functions
until it is prevented from functioning, and even
then we seldom recognize the source of the
trouble” 2

Later they add:

“Prices perform three functions in organiz-
ing economic activity: first, they transmit infor-
mation; second, they provide an incentive to
adopt those methods of production that are
least costly and thereby use available resources
for the most highly valued purposes; third, they
determine who gets how much of the product
—the distribution of income. These three func-
tions are closely interrelated” .

And on income distribution they make the

. following comment:

“There has been an attempt to separate
this function of the price system —distributing
income— from its other functions —trans-
mitting information and providing incentives.

ZMilton and Rose Friedman, Free to Choose. A
Personal Statement, Harcourt Brace Jovanovich, New York
and London, 1980, pp. 13-14.

31bid., p. 14. "
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Much government activity during recent de-
cades in the United States and other countries
that rely predominantly on the market has been
directed at altering the distribution of income
generated by the market in order to produce a
different and more equal distribution of in-
come. There is a strong current of opinion pres-
sing for still further steps in this direction” 4
The perusal of these pages is the starting-
point of our dialogue, And in the give-and-take
of this dialogue a question that almost always
arises is the following:
— Why do you object to these ideas which
Milton Friedman presents so clearly?
— Before putting forward my objections, let
me ask you a question so as to be sure of under-
standing your interpretation. What do you
think is the modus operandi of Adam Smith’s
‘invisible hand’, whereby the economic in-
terest of individuals leads the way to solutions
which benefit the entire community?
— To us it is obvious. The individual en-
trepreneur, impelled by the profit incentive,
introduces technical innovations which step
up productivity and reduce costs. This has two
consequences: in the first place, it induces him
to increase production so as to make larger
profits; and secondly, in a régime of free com-
petition, other entrepreneurs take pains to do
the same. In this way production expands,
with the concomitant fall in prices. In other
words, to adopt the terms you use in your
studies, the fruits of technical progress are
transferred to the consumers, And the
tendency is to reach a position of equilibrium
in which profits disappear, and all that re-
mains is the entrepreneurs” remuneration for
the work they do and the risk they have run. In
our opinion, this argument is incontrovertible.
Don’t you think so?
— Undoubtedly it is from the standpoint of
individual enterprises. But let us look at the
matter from the angle of the dynamics of overall
growth. Would you be prepared to do so?
— Of course. The whole is the sum of the
parts, and if this is so, why should not the
tendency to equilibrium be evinced likewise?
— I think we have come to a very important

41bid., p. 23. ‘

point. According to you this tendency is man-
ifested in an increase in supply which brings
down prices until they are equal to costs. But
the increase in supply is not instantaneous. The
production process takes a certain time, from
the stage of producing raw material up to the
appearance of the finished good on the market.
During this process, the purpose of which is to
produce future goods, enterprises pay out to
the labour force higher incomes than those paid
out before, and these constitute the cost of the
supply of today’s goods. Is that so?

— Agreed, although that is a highly simplified
argument.

— Very well. I could make it more comp-
licated, if you wish, albeit I do not think it
necessary. I will go on. From these incomes
that the entrepreneurs pay out in the course of
the production process stems consumer de-
mand. In the case of a single enterprise, this
demand is spread out thinly over the whole
breadth of the market; and it has only a
negligibe bearing on the final goods produced
by the enterprise under consideration. Accord-
ingly, there is no reason why it should affect the
tendency towards equilibrium which you post-
ulate. But when, on the other hand, account is
taken of the overall growth which characterizes
development, it is different matter.

— Why should it be different if we are dealing
with the sum of the parts, that is, the whole
body of enterprises?

— For a very simple reason. When the whole
body of enterprises is concerned, the rise in the
incomes that stem from the expanding produc-
tion in process increases the global demand
which extends to all goods, although in widely
varying degrees, But obviously the goods in
question are not those still in the making, i.e.,
tomorrow’s goods which in due course will re-
sult from the production in process, but those
which form today’s supply. The demand of
which we are speaking derives from incomes
which, as I have just said, are higher than those
contained in the cost of the goods in which the
present supply consists.

It is this greater demand that allows the
fruits of the productivity increment to be ab-
sorbed without a fall in prices.

Bear it in mind that this increased demand
finds expression through the creation of money
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by the bank system, and when the supply of
final goods comes on to the market, the en-
terprises recover not only the money they paid
out previously to obtain that supply, but also
the additional money with which they pay out
the incomes corresponding to the current ex-
pansion of the production in process. Accord-
ingly, this additional money reverts to the en-
terprises in the form of profits, and thus they
can appropriate the fruits of increasing
productivity,

I would ask you to reflect that we are con-
sidering a dynamic phenomenon, a phenome-
non of expanding production, whieh would not
occur in a static situation.

— If we have understood you aright, in this
dynamic phenomenon great importance
attaches to the expansion of income and de-
mand, with the consequent monetary
expansion.

— Yes, indeed, otherwise price levels could
not be maintained. You wouldn’t find such an
explanation in neoclassical theories. In these
theories the phenomenon in question is at-
tributed to market imperfections. Therefore, if
prices do not fall in spite of the increase in
productivity, the reason is that they are pre-
vented from doing so by monopolistic or
oligopolistic combinations on the part of
enterprises.

Neoclassical theory does not take into con-
sideration the monetary expansion which ac-
companies the growth of the production in pro-
cess. If there were no such expansion, prices
would fall as productivity improved. And if
they were prevented from falling by the en-
terprises’ combinations, there would be less
demand for other goods, and the price decline
would exceed the productivity increment; in
other words, prices would drop below the cost
of production, which would be an untenable
position. Believe me, there can be no explana-
tion of this phenomenon if the expansion of
income and money in a dynamic situation is
disregarded.

However, this neoclassical reasoning,
notwithstanding the flaw I have mentioned,
has had the merit of making some adherents of
neoclassicism in the periphery acknowledge
the existence of great disparities in income dis-
tribution. Until not long ago they expected that

these disparities would gradually be corrected.
Now they recognize that this has not happened,
and agree that they do exist, as was pointed out
to me by Norberto Gonzilez.5 That is a step
forward!

All this constitutes one of the major issues
discussed in my latest book.t I hope that the
present very succinct explanation of the
phenomenon concerned may have enabled you
to appreciate its significance.

— We find your explanations interesting, and
should like to think them over thoroughly. You
maintain that the growth of demand in the
course of the production in process makes it
possible to absorb the supply of final goods
without a fall in prices by virtue of the pro-
ductivity increment. And that enterprises are
thus enabled to garner the fruits of productiv-
ity in the shape of profits. But this does not
preclude the system’s tending towards
equilibrium, with the consequent elimination
of profits in accordance with neoclassical
reasoning. Equilibrium might be reached in
another way that you have not considered.

— I am still very far from having considered all
the variables. But what would be this other way
of reaching equilibrium in the system?

— You have referred to prices but not to the
wages of the labour force. Let us suppose that
prices do not fall. But the incentive of larger
profits induces enterprises to expand produc-
tion, for which purpose they need to increase
employment. Enterprises thus compete with
one another to recruit this additional man-
power. And this competition has the virtue of
raising wages at the expense of profits. Hence
there is a tendency towards equilibrium. Con-
sequently, if it may correctly be asserted that
profits do not disappear because prices de-
cline, they will be wiped out in the end by
virtue of the increase in remunerations, inc-
luding the remuneration of entrepreneurs.

-~ The argument you put before me is not
without its logic. But in real-life conditions in
the periphery this is not how things happen.
The neoclassical theories take no note of the

5Deputy Executive Secretary of CEPAL.
6Capitalismo periférico. Crisis y transformacicn,
Mexico, Fondo de Cultura Econémica, 1981,
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social structure of the periphery and the con-
tinual changes it undergoes. It is a heterogene-
ous social structure in which great disparities
in productivity are found; while, on the one
hand, part of the labour force is employed in
jobs using high-productivity techniques, on the
other hand there are masses of human beings
working at very low levels of productivity. And
between the two extremes stretches a wide
range of varying techniques and productivities.
This structural heterogeneity is of considerable
importance, since the labour force which in the
dynamics of development is gradually ab-
sorbed at high levels of productivity, thanks to
capital accumulation, does not improve its in-
come correlatively with that productivity in the
free play of market forces. It is prevented from
doing so by competition on the part of the broad
masses of workers from the lower social strata
who are left behind in the lower-productivity
layers of technology. A regressive competition
takes place which makes it impossible to im-
prove remunerations commensurately with the
system’s rising productivity. Do you under-
stand this structural phenomenon?

— We think we understand it, but it does not
altogether convince us, for it seems to us that
this maladjustment between productivity and
wages is a temporary phenomenon which will
also tend to disappear. In other words, the
system’s tendency towards equilibrium will
take longer to operate, but will end by gaining
the day.

— Well, I realize that your faith in the neoclas-
sical theory of equilibrium is unassailable. Pos-
sibly you trust that a steady increase in capital
accumulation will mean that more and more
workers are absorbed, at higher and higher
rates of pay, owing to the productivity incre-
ment, and that all this will come about at the
expense of the enterprises’ profits. In this way
the system will approach its position of
equilibrium. It would then be a matter of time...
— Exactly. Such, in our opinion, is the
tendency of the system if it is undisturbed by
any form of interference, that is, if the econ-
omic system functions unhampered, if market
forces operate freely. Therein lies the great
significance of neoclassical reasoning. Can
you deny it?

— That would be the case if the dynamics of

the system worked out as you think. But un-
fortunately this is not what happens. Unfortu-
nately, I say, because if it were to happen, the
major problems with which we are faced could
be spontaneously resolved. And I should be-
come a Friedmanite!

— We will continue to follow what you say
with close attention, so as to understand so
downright a statement.

3. The dynamics of the economic surplus

— Well, at this stage in our dialogue I shall
introduce the concept of the economic surplus.
As a first approximation, which will suffice for
the time being, we may assume that the surplus
is identifiable with the profits of enterprises. I
refer you to my book if you are interested in this
point, and will concentrate for now on the econ-
omic surplus, which is of profound dynamic
significance.

Keep the concept well in mind. The surp-
lus represents that part of successive productiv-
ity increments which is not transferred to the
labour force because of the heterogeneity of the
social structure and because of the regressive
competition mentioned above. The owners of
the enterprises’ means of production ap-
propriate the surplus and retain it thanks to the
continuous expansion of demand. The surplus
represents a combination of a structural pheno-
menon and a dynamic phenomenon,

— I am afraid you are deflecting us from our
line of argument. Giving profits a change of
name and talking of the surplus does not mean
that this latter will not tend to decrease until it
disappears as the result of active competition
among enterprises.

— Please have patience with me. Given the
nature of the system, the economic surplus
must continually increase. That is a dynamic
requirement of the system; and it is so because
the surplus —and everything pertaining to it—
is the source of a major proportion of the en-
terprises’ reproductive capital accumulation. If
the system is to develop and employment and
productivity are to increase, ceaseless growth
of the surplus is indispensable.

The surplus serves, however, not only for
accumulation but also for consumption. The
factis that much of it is increasingly allocated to
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the privileged consumption of the upper strata
of the social structure in whose hands most of
the means of production are concentrated. And
this is detrimental to the intensity of accumula-
tion. The same thing happens in the case of the
excessive siphoning-off of peripheral income
by the centres. And this insufficient accumula-
tion has a weakening effect on the absorption of
the lower strata; that is, it brings in its train the
exclusive tendency of the system.

— But what you have just said does not neces-
sarily occur. Suppose the surplus were used
intensively for accumulation purposes, as well
as the income siphoned-off by the centres. In
that case, the period of transition towards
equilibrium would be much shorter, but
equilibrium would be reached in any event.

~— Don’t think I am just being obstinate, but
this is now how things turn out. To prove it, let
me revert to the surplus.

I was speaking earlier of the dynamic
necessity of continually increasing the surplus.
It increases thanks to constant productivity in-
crements. Now, as the labour force acquires
more and more spontaneous ability to share in
the fruits of productivity, the growth rate of the
surplus and therefore of reproductive capital
accumulation is adversely affected.

Thus, let us assume that a time comes
when improvements in wages absorb the
whole of the productivity increment. But the
global surplus would then have attained its
highest level. And in accordance with the line
of reasoning you have been following, competi-
tion among enterprises in order to obtain more
and more labour to expand production would
compel them to raise wages progressively until
in the end the surplus disappeared. The sub-
stantiation of neoclassical reasoning would in
this way lead to a sort of euthanasia of the
surplus.

— Which shows that the neoclassical postu-
late of equilibrium is correct, as we were
saying.

— It would be correct if this was indeed the
way in which things worked out. But matters
follow a very different course. Remember that
the surplus is the wellspring of capital accumu-
lation. And if it is gradually reduced by the
growing competition among enterprises to ob-
tain additional labour, capital accumulation

will increasingly suffer. The consequences
would be very serious, since employment and
production would decline, and an economic
contraction would supervene.

— Be it so. But therein might lie the solution
of the problem. Contraction and unemploy-
ment would bring down wages, which had in-
creased inordinately, to the detriment of ac-
cumulation. And this adjustment, however dis-
tressfull for the time being, has the merit of
reducing wages until the surplus is re-
established, its dynamics is restored and,
therefore, the growth of accumulation and em-
ployment is renewed.

— Well and good. But think what you are argu-
ing. If a contraction is necessary in order to
allow the surplus to start growing again, that
means that the tendency towards equilibrium
which you assume does not in fact operate. It
does not operate, because the surplus increases
again thanks to the fall in wages. To reach
equilibrium it would be essential for the sur-
plus to be wiped out.

— Allow us a moment’s reflection. The fact
that the surplus decreases does not necessarily
mean that accumulation stops growing. Other
patterns are possible; for example, as accumu-
lation on the part of those who appropriated
the surplus weakens, it may be the labour force
itself that accumulates capital as wages rise.
So the dynamics of the system would function
without interruption.

— Agreed. But there is nothing in the sponta-
neous play of the system which leads the labour
force to accumulate instead of the upper strata.
In reality it would have to accumulate more
in order to correct the exclusive tendency of the
system, But this is not how the system works.
Do you suppose that enterprises would look
on unmoved at the spectacle of their returns
falling while wages rose? And assuming that
they did so, what would happen if the labour
force increased its own consumption instead of
accumulating?

— Obviously the dynamics of the system
could not continue to operate. But in that case,
the responsibility would have to be laid not on
the privileged consumption of the upper
strata, but on the consumption of the labour
force.

— That is not the point at issue. It is not a
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question of responsibilities, but of the way in
which the system functions. The system does
not bring about its own transformation. It is
what it is...

— We find so sweeping an assertion discon-
certing; we should like you to explain your
ideas to us more fully.

— Once again [ assert that the system can func-
tion regularly only while the heretogeneity of
the social structure, the great disparities in pro-
ductivity, permit the ceaseless growth of the
surplus. If capital accumulation were highly
intensive and great dynamism characterized
the absorption of the labour force, a time would
come when the surplus began to decrease be-
cause of competition among enterprises. And
then the aforesaid fundamental dynamic re-
quirement would not be fulfilled and contrac-
tion would supervene. Which means that the
dynamics of the system is founded on social
inequality and that this cannot be remedied
beyond a certain point.

— Yet this crisis of the system would appear to
occur when reproductive capital accumula-
tion is very vigorous. If it were not, the absorp-
tion of labour would necessarily be less inten-
sive, and then the crisis would be warded off.
— Undoubtedly, the crisis would be warded
off if another very important factor did not in-
tervene. But if this were the case, you had bet-
ter forget about the tendency of the system to
reach a position of equilibrium in which the
incomes of the factors correspond to their con-
tribution to the production process. Do you
acknowledge this?

— We should like to give thorough considera-
tion to what you have said before expressing an
opinion. In the meantime, to what other factor
are you referring?

4. Trade-union power and the crisis of the
system

- T am about to explain it. The labour force
does not wait until, in the course of time,
perhaps a very long time, its redistributive
power with respect to the surplus is spontane-
ously strengthened. The changes in the social
structure which occur in the course of develop-
ment are accompanied by the growth of the

trade-union and political power of the labour
force. It is a power that increasingly coun-
terpoises the power of the owners of the means
of production to appropriate the surplus. Thus,
while it is true that wages do not spontaneously
improve correlatively with the productivity in-
crement, owing to the insufficiency of capital
accumulation, the improvement in question is
secured thanks to the trade-union and political
power of the labour force, in so far as the demo-
cratization process develops unhampered in
the course of the aforesaid structural changes.

— But in that case it would be the evolution of
trade-union and political power which would
end, in our opinion, by driving the system to its
crisis. Milton Friedman would then be
perfectly right in impugning trade-union
power. Could you read us the relevant
paragraphs?
— Here they are. This is what they say:
“Unions of highly skilled workers have un-
questionably been able to raise the wages of
their members; however, people who would in
any event be highly paid are in a favourable
position to form strong unions. Moreover, the
ability of unions to raise the wages of some
workers does not mean that universal unionism
could raise the wages of all workers. On the
contrary, and this is a fundamental source of
misunderstanding, the gains that strong un-
ions win for their members are primarily at the
expense of other workers. (Italicized in the
original text.)

“The key to understanding the situation is
the most elementary principle of economics:
the law of demand —the higher the price of
anything, the less of it people will be willing to
by...

“A successful union reduces the number of
jobs available of the kind it controls. As a result,
some people who would like to get such jobs at
the union wage cannot do so. They are forced to
look elsewhere. A greater supply of workers for
other jobs drives down the wages paid for those
jobs. Universal unionization would not alter
the situation. It could mean higher wages for
the persons who get jobs, along with more un-
employment for others. More likely, it would
mean strong unions and weak unions, with
members of the strong unions getting higher
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wages, as they do now, at the expense of mem-
bers of weak unions.””

— As you see, Milton Friedman, like other
neoclassicists, abominates trade-union power.
He considers it to be an arbitrary power. He
takes no account whatever of the arbitrariness
of the appropriation of the surplus. In view of
this power of appropriation, the labour force
resorts to its own redistributive power to secure
an ever-larger share in the fruits of the system’s
increasing productivity. First those that are
best organized, as Milton Friedman says, and
afterwards the less well organized, availing
themselves of their political power.

Milton Friedman condemns trade-union
power because, in his opinion, it implies a vio-
lation of market laws. He would be right if
these laws, in a régime of free competition,
were to spread the fruits of increasing pro-
ductivity. But I have explained that this does
not happen: the fruits in question are retained
in the guise of the surplus and, in order to share
in them, the labour force resorts to its trade-
union and political power. What is involved,
therefore, is a conflict of powers.

— This conflict of powers, however, accord-
ing to your own writings, leads to the social
inflation which has increasingly disturbing ef-
fects on the system.

— That is so. I have tried to demonstrate in my
theoretical arguments that this happens even if
unrestricted competition reigns, and even if
State expenditure is marked by the moderation
that Milton Friedman recommends.

— But moderation is hardly a characteristic
of the State, and Milton Friedman maintains
that this is a primary factor of inflation. I be-
lieve you yourself recognize it.

— TI'haverecognized it for a long time past. The
State’s responsibility for inflation is heavy, not
only when it incurs a chronic deficit, but when
it covers all its expenditure with taxation.
When expenditure is excessive, as generally
happens, taxes tend to become inflationary.
This does not occur in those phases of develop-
ment in which the labour force is still lacking in
trade-union and political power. But once it
acquires this power, it tries to recoup itself for

"M ilton and Rose Friedman, op. cit., pp. 233 and 234.

the taxes and other burdens that fall on its
shoulders. And it does so by pushing up its
wages and at the expense of the growth of the
economic surplus. So two elements are com-
bined in the system’s march towards crisis: the
genuine endeavour of the labour force to im-
prove its situation, and its efforts to recoup it-
self for the taxes and charges that erode its
income. You should take it into consideration
that there are also taxes and charges which bear
directly upon the surplus and whose effects
intensify the process 1 have just explained.

— We think we are beginning to understand
you. According to what you are saying, a
twofold pressure is exerted on the surplus: that
of the labour force and that of the State
through the labour force. And this twofold
pressure tends to make for a crisis through its
adverse effects on capital accumulation, emp-
loyment and the global product.

— I am glad to hear you say this... The pressure
is not twofold, however, but threefold. Don’t
forget the internal pressure on the surplus: the
pressure of privileged consumption. If those
who appropriate the surplus practised austerity
and used their accumulation potential to the
utmost, we might talk of twofold pressure. But
peripheral capitalism is not characterized by
austerity, And the crisis is reached precisely
when this threefold pressure prevents the con-
tinued growth of accumulation,

— There is an aspect of the question which is
still not clear to us, and which we would ask
you to explain. Why does inflation necessarily
occur?

— Simply because when the surplus de-
creases not only is the profitability of enter-
prises weakened, but at the same time capital
accumulation suffers, the rate of absorption of
the labour force slows down and unemploy-
ment and a contraction in economic activity
supervene. You will realize that so precarious a
situation cannot last very long. And the only
way out for the enterprises is to raise prices so
as to re-establish the dynamics of the surplus,
with the consequent capital accumulation, and
when the labour force has sufficient trade-
union and political power, the rise in prices is
tollowed by a further wage increase. And so in
succession. Thus a continuous and ever-
widening inflationary spiral is triggered off.
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— You describe the spiral as ever-widening.
Surely if that is true it is due to the tolerance of
the monetary authority. That is why we attach
great importance to Milton Friedman’s recom-
mendation that a strict limit be fixed to the
creation of money.

— Take care! You are treading on very thin
ice. In face of the phenomena we are discus-
sing, which are different from those of the past,
monetary policy proves not only incapable of
containing the inflationary spiral, but also
counterproductive. Let me explain why I make
so categorical an assertion.

Remember what I said on the expansion of
the production in process and of the need to
create money in order to pay out the steadily
increasing incomes which it entails. Now, if the
monetary authority refuses to enlarge the flow
of money needed by the enterprises to pay
these higher wages, what will the enterprises
do in face of trade-union pressure? They cannot
help but use part of that flow of money to meet
wage increases. And in proceeding thus they
must necessarily reduce the amount of money
that they ought to have earmarked for the ex-
pansion of production. So the rate of production
in process slackens or contracts —according to
the degree of intensity of the monetary restric-
tion. This is a phenomenon that used not occur
before: namely, higher wages and prices on the
one hand, and on the other hand a contraction
of production and employment. Do you follow
me?

— Your reasoning is clear; but we must take a
look at what happens afterwards. Don’t you
think that in the end unemployment will un-
dermine trade-union and political power,
bring down wages and ultimately contain the
rise in prices, thus doing away with the spiral?

— Unless trade-union and political power is
repressed by the State 1 do not think that what
you say will happen. But let us assume for a
moment that it does; let us suppose the power
in question has been dissolved by virtue of the
use of force by the State. The monetary author-
ity will then be able to pursue an expansionist
policy in order to encourage the recovery of the
economy. Unemployment will be remedied
and the labour force will renew the struggle to
regain former wage levels and later improve
upon them, Thus the distribution struggle will

enter upon a new cycle, unless trade-union and
political repression continues.

Can the devotees of Milton Friedman go
on talking, then, of political liberty and the
regulatory efficiency of the market through
economic liberty?

— Are you impugning the market as well?

— Not at all. A sharp distinction needs to be
drawn between the market and the regulatory
virtue attributed to it. A close look must be
taken at the social structure that lies behind the
market, the changes that occur in it, and the
play of power relations which is the outcome of
all this. The market in itself is an efficacious
mechanism, and has great political signifi-
cance. But we must not expect of the market
what it simply cannot give.

As I have already explained, the heter-
ogeneity of the social structure enables the up-
per strata, chiefly, to appropriate the econ-
omic surplus as the production technology
of the centres penetrates into the periphery.
And since they do not use it as fully as possible
for reproductive capital accumulation, in view
of their privileged consumption, insufficient
accumulation makes it impossible for the lower
strata that are relegated to the bottom of the
social structure to be absorbed at rising levels
of productivity, a state of affairs which is ag-
gravated by the population explosion. In the
same connexion I have mentioned the
siphoning-off of income by the centres. None of
these deficiencies can be spontaneously cor-
rected by the market.

—You also frequently allude to the hyper-
trophy of the State that militates against
accurmnulation, a point on which there would
seem to be some coincidence of views with
Milton Friedman.

— With a great difference, however. For this
hypertrophy is largely due to the dynamic flaws
in the system, to its insufficient labour-
absorbent capacity and to the arbitrary ap-
propriation of the fruits of technical progress.
The State performs a labour-absorbent func-
tion, especially in the middle strata. But it
performs it badly, because what is involved is
partly a spurious absorption of manpower
which is really not needed. Moreover, the vari-
ous social services provided by the State are
justified largely by the system’s great distribu-
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tive disparities. But this is not all. The State is
also a reflection of changing power relations,
not excluding, of course, the influence of milit-
ary power on its expenditure. And, further-
more, it is very far from efficient in its opera-
tion. Rather than State hypertrophy, we ought
to speak of State obesity, which prevents it from
fulfilling its functions with briskness and
efficiency.

5. The allocation of resources

— Your were saying that the market is in itself
an efficacious mechanism. Do you recognize
this efficacy with respect to the allocation of
productive resources?

— I would recognize it if the problem of ac-
cumulation and that of the great structural dis-
parities in income distribution, which must be
distinguished from functional disparities, were
resolved outside the market —I stress the
words ‘outside the market’, The allocation of

resources would then be correct, but even so it .

must be borne in mind that the market inhe-
rently lacks not only a social horizon, but also
an extensive time horizon, and it must be
guided with foresight. This lack of foresight
implicit in the play of market laws we are wit-
nessing now in certain dramatic manifestations
of the ambivalence of technology. I am refer-
ring to the irresponsible exploitation of non-
renewable natural resources and to en-
vironmental deterioration. Do you think that in
this case market laws have led to rational allo-
cation of the factors of production?

— Of course not; that would be to ignore the
evidence of facts itself. But there can be no
doubt that the market makes it possible to cor-
rect these flaws through the price system, as
Milton Friedman has also pointed out.

— T acknowledge that the price system offers a
good solution, always provided that certain es-
sential measures are deliberately adopted. Un-
questionably, the rise in petroleum prices will
help to restrict consumption and encourage
production. But did the market mechanism by
any chance make prices rise spontaneously?
For several decades the real price of petroleum
followed a steady downward trend, although
this was a resource approaching exhaustion.
How do you account for this serious defect in

the allocation of resources through the play of
market laws? o

— The explanation seems very straightfor-
ward. Market laws have not operated freely,
since competition has been very seriously re-
stricted. A few companies have dominated the
market and have fixed unduly low prices.

— What you say of the serious restrictions on
competition is very true, But do you think that it
there had been many fully competitive en-
terprises —as Adam Smith assumed—, that
would have caused prices to rise? The oil com-
panies’ own interests would have led them to
expand production in order to increase their
profits; subsequently, competition among
them would have caused a price decline at the
expense of their profit margins. So that con-
sumption would have increased even more in-
tensively, to the detriment of different sources
of energy and with other highly regrettable
consequences. Moreover, the producer coun-
tries had no power to protect the petroleum that
was being squandered.

— But you do recognize that the rise in prices
will have the merit of reducing the rate of con-
sumption, on the one hand, and, on the other
hand, encouraging the development of other
forms of energy.

— I recognize it fully. But take it into account
that we are not speaking of prices spontane-
ously established by the operation of the
market, but of deliberately determined prices
which the producer countries have found
themselves compelled to adopt as a counter-
measure to the serious situation that had been
reached.

Nor did the market show foresight with
respect to the deterioration of the environment.
The State has had to do what the play of market
laws could not. It has had to impose restrictive
measures which imply price increases, either
because of the larger amount of capital re-
quired to prevent pollution, or owing to taxes of
which the burden falls on prices. The problem
now lies in the need for the social cost of all this
to be equitably distributed.

— The material discussed will give us much
food for thought before we can form a defini-
tive opinion. In any case, we should like to
maintain this same dialogue with respect to
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the leaders of neoclassical theory. But you
have spoken to us only of Milton Friedman,

I1

bypassing so eminent and forceful a neoclassi-
cist as Friedrich von Hayek.

The ideas of Friedrich von Hayek

1. Their broad outlines

— I was keeping in reserve the consideration
of some of his ideas. I think the time has now
come to discuss them, although later I shall
invite you to revert to Professor Friedman,

I have always followed with interest the
prolific writings of Friedrich von Hayek, but on
this occasion I shall refer only to a recent article
entitled “The democratic ideal and the con-
tainment of power” ® since it represents a good
summary of his political ideas, especially his
defence of the liberal State in the original sense
of the term, and of the principle of personal
liberty which is inherent in it.

As in the case of Milton Friedman’s think-
ing, before embarking upon a dialogue, I
should like us to reach an understanding as to
the essential ideas of Von Hayek.

First and foremost, it seems to me that un-
derlying these ideas, as in the preceding inst-
ance, is the fundamental concept of neoclassi-
cal theory. Remember that, according to this
concept, when a régime of free competition is
in full force, the incomes of individuals tend to
be equated with their respective contributions
to the production process. Such is the ethic
underlying neoclassical reasoning. An ethic
which is certainly very far from being put into
practice in real life.

Given this concept, any restriction of free
competition is arbitrary, because it violates the
principle of distributive justice, if I may be
allowed to use my own terminology. Arbitrary,

8“El ideal democratico y la contencién del poder”,
in Libertad y Leviatdn, Estudios Piblicos, No. 1, Santiago,
Chile, Centro de Estudios Piblicos, December 1980, This
article is based on Friedrich von Hayek, Law, Legislation
and Liberty, Vol. 3, The Political Order of a Free People,
University of Chicago Press, 1979. Page numbers for quota-
tions therefore refer to the original English text.

too, any State intervention that transfers in-
come from some social groups to others,
likewise violating market laws. Nothing what-
ever must be allowed to interfere with the
market’s role as supreme regulator of the
economy.

As we are apparently in agreement, I will
continue with my interpretation, if you have no
objections. From what I have just said very
important conclusions may be deduced. It is
necessary for the Constitution to set limits to
the power of the legislative assemblies and also
to the power of majorities, in order to avoid the
violations aforesaid.

An essentially democratic constitution
—in the true meaning of this concept— lays
down essential human rights as sacrosanct, and
if a legislative majority does not respect them, it
lapses into arbitrariness, into the most flagrant
violation of the Constitution.

Von Hayek defines arbitrariness as fol-
lows: “Arbitrary means... action determined by
a particular will unrestrained by a general rule
—irrespective of whether this will is the will of
one or a majority. It is, therefore, not the agree-
ment of a majority on a particular action, nor
even its conformity with a constitution, but
only the willingness of a representative body to
commit itself to the universal application of a
rule which requires the particular action, that
can be regarded as evidence that its members
regard as just what they decide”.®

The same thing happens when a majority
interferes with market laws. It would be a form
of arbitrary action inconsistent with the princi-
ples hallowed by the Constitution.

— Since you have von Hayek’s article by you,
will you please read us the relevant para-

9Friedrich von Hayek, op. cit., p. 8.
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graphs? What is the source of the Constitu-
tion? Who approves it?

-~ The Constitution is the expression of a col-
lective consensus, or, in the words of von
Hayek, it is on “the consent of the people on
which all power and the coherence of the State
rest. If that consent approves only of the laying
down and enforcement of general rules of just
conduct, and nobody is given power to coerce
except for the enforcement of these rules (or
temporarily during a violent disruption of order
by some cataclysm), even the highest con-
stituted power may be limited. Indeed, the
claim of Parliament to sovereingty at first
meant only that it recognized no other will
above it; it only gradually came to mean that it
could do whatever it liked —which does not
necessarily follow from the first, because the
consent on which the unity of the State and
therefore the power of any of its organs are
founded may only restrain power but not confer
positive power to act.

“It is allegiance which creates power and
the power thus created extends only so far as it
has been extended by the consent of the
people. It was because this was forgotten that
the sovereignty of law became the same thing
as the sovereignty of Parliament. And while the
conception of the rule (reign, sovereignty or
supremacy) of law presupposes a concept of
law defined by the attributes of the rules, not by
their source, today legislatures are no longer so
called because they make the laws, but laws
are so called because they emanate from legis-
latures, whatever the form or content of their
resolutions.”

Thus it is not a higher ‘will’ that limits
power —von Hayek insists— but rather the
consent of the people.

That consent, on which the Constitution is
based, has to limit the power of the legislative
assemblies vis-d-vis the laws of the market.
Thus, “all pressure on government to make it
use its coercive powers to benefit particular
groups is harmful to the generality”.

Let us see what these pressures consist of,
especially, the pressure that can be exerted by
large firms or corporations.

01bid., pp. 3-4. (Italics in the original text.}

This pressure, however, is not comparable
to the pressure of organized labour groups
“which in most countries have been authorized
by law or jurisdiction to use coercion to gain
support for their policies. By conferring, for
supposedly ‘social reasons’, on the trade unions
unique privileges, which hardly government
itself enjoys, organizations of workers have
been enabled to exploit other workers by al-
together depriving them of the opportunity of
good employment. Though this fact is conven-
tionally still ignored, the chief power of the
trade unions rests today entirely on their being
allowed to use power to prevent other workers
from doing work they would wish to do”.!!

But it is not only a question of restrictions
on competition authorized by the legislative
assemblies. There is also direct government
interterence with the distribution of income.
On this subject, the distinguished professor
says the following:

“So long as it is legitimate for government
to use force to effect a redistribution of material
benefits —and this is the heart of socialism—
there can be no curb on the rapacious instincts
of all groups who want more for themselves.
Once politics becomes a tug-of-war for shares
in the income pie, decent government is impos-
sible. This requires that all use of coercion to
assure a certain income to particular groups
(beyond a flat minimum for all who cannot earn
more in the market) be outlawed as immoral
and strictly anti-social”,12

And further on he adds: “...once we give
licence to the politicians to interfere in the
spontaneous order of the market for the benefit
of particular groups, they cannot deny such
concessions to any group on which their sup-
port depends”, which leads to “an ever-
growing domination over the economic process
by politics”.13

And, again: “[giving] general licence to
politicians to grant special benefits to those
whose support they need still must destroy that
self-forming order of the market which serves
the general good, and replace it by a forcibly

Ufbid,, p. 144.
121hid., p. 150.
131bid., p. 151.
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imposed order determined by some arbitrary
human wills” 14

From all this we may draw a definitive and
emphatic conclusion: “In its present unlimited
form, democracy has today largely lost the
capacity of serving as a protection against ar-
bitrary power. It has ceased to be a safeguard of
personal liberty, a restraint on the abuse of gov-
ernmental power which it was hoped it would
prove to be when it was naively believed that,
when all power was made subject to demo-
cratic control, all the other restraints on govern-
mental power could be dispensed with. It has,
on the contrary, become the main cause of a
progressive and accelerating increase of the
power and weight of the administrative
machine” )5

All this leads to the progressive disintegra-
tion of the system and to “resort in despair to
some type of dictatorial régime”.16

2. The arbitrariness of the surplus and
the arbitrariness of redistribution

— I will stop at this point to ask you: What do
you think of all this?
— We think Friedrich von Hayek’s ideas are
very logical, provided one starts from the pre-
mise you mentioned at the beginning, namely,
the supreme regulatory role of the laws of the
market. As we have just seen, if those laws are
violated, the inevitable result is government
by force. It is interesting to note that although
you do not accept that premise concerning the
laws of the market in your critique of
peripheral capitalism, you arrive at a similar
political conclusion. Are we right?
— We will comment on the last point later.
With regard to vour first remark, your interpre-
tation is correct. If we admit the validity of that
premise, everything else falls into place. The
problem is that that premise has absolutely no
validity, however, as I will try to show when 1
refer to Friedman’s thinking,

It is worthwhile stressing this, as it is very
important. Both authors hold that it is arbitrary
to interfere with the laws of the market, But

U1bid., p. 151.
151bid., p. 138.
161bid., p. 152.

they refuse to recognize the existence of the
economic surplus and the fact of its appropria-
tion, particularly by those who have con-
centrated in their hands most of the means of
production. In the light of neoclassical reason-
ing, both this appropriation and the fact that the
surplus does not tend to be eliminated by the
play of competition would be arbitrary.
According to this interpretation of mine,
the arbitrariness does not lie in the departures
from the system, in the violation of the laws of
the market, but rather is intrinsic in the system
itself, in a system whose dynamics depend
fundamentally on the need for the surplus to
grow constantly instead of on that euthanasia
which would occur if neoclassical reasoning
were carried to its conclusion.
— How do you explain the fact that this
phenomenon is not taken into account?
— In my long life I have seen brilliant men
hold stubbornly to certain dogmas. I would say
that the more brilliant they are, the more stub-
bornly they hold to their dogmas, and the more
extreme their dialectic becomes as they seek to
assert the absolute truth they believe they pos-
sess. Please do not forget, also, that the so-
called science of economics is very new by
comparison with other scientific disciplines.
But let us get back to the main thread of our
discussion.
— We think that is a very good idea. We said a
moment ago that, despite your fundamental
differences with Friedrich von Hayek, you
reach a similar conclusion when you hold that,
if we have understood you correctly, in the
advanced stage of the structural changes in the
system, there is a tendency towards the
dictatorial use of force.
— That is indeed the case. But please wait a
moment before we come to this extremely
significant point, I would like to stress a great
difference between the reasoning of our
neoclassical author and my own, as I stopped
being a neoclassicist a long time ago.
According to von Hayek, the disturbances
in the system, as regards the distribution of
income, are due to the fact that there are social
groups that interfere with the play of the laws of
the market in order to appropriate for
themselves what other groups have obtained in
line whith their contribution to the productive
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process. For me, however, the problem begins
earlier, that is to say, when certain social groups
appropriate for themselves the fruits of the
technical progress that should have been dis-
tributed among all according to their produc-
tive contribution.

— If we have understood you correctly, you
hold that there are privileged social groups
that appropriate for themselves the fruits of
the productivity of the system and prevent
those fruits from being distributed according
to the rationale of the laws of the market that
the neoclassical economists assume to exist.

-— Your interpretation could not be more cor-
rect, And at the risk of repeating myself, I might
say that the arbitrariness of that primary ap-
propriation is followed by the arbitrariness of
redistribution in the play of power relations.
And since there is no regulating principle
whatsoever in this struggle for distribution the
system thus moves towards its crisis.

— We would like you to explain us, however,
why this trend towards crisis has not occurred
before in the development of peripheral
capitalism.

— I will try to do so. The tendency to move
towards crisis is a consequence of the structural
changes that occur in the system as the technol-
ogy of the centres is adopted. There are
structural phases in which the redistributive
power of the labour force is either non-existent
or very weak because the process of democrati-
zation —I am talking about genuine, not appa-
rent or manipulated democratization— is only
incipient. Well, as this process continues, the
labour force acquires the power to share the
successive increments of productivity and to
compensate itself for taxes and other burdens
imposed by a State that is running to fat, for the
reasons I have explained. And when this in-
creasingly antagonistic struggle makes it im-
possible to continue meeting the dynamic re-
quirement that the surplus must grow con-
stantly, this gives rise to the crisis and the in-
flationary spiral that upsets the system.

3. Apparent analogies and great differences

— That is exactly what we were saying: you
reach a conclusion similar to von Hayek’s.
— Similar, yes, but for a very diffeient reason.

Because for von Hayek the crisis is due in the
final analysis to the fact that abuse by the demo-
cratic majority has violated the laws of the mar-
ket. Whereas I hold that the crisis is due to
a system that is vitiated from the beginning
because it does not allow the laws of the market
to play the redistributive role attributed to
them.

— Now we understand. But what would be the
consequences of two concepts that, despite
their being so different, and so divergent in
their significance, would seem to lead inevit-
ably to the same outcome?

— I will try to answer that very important
question. For von Hayek and Friedman, there
must be a constitutional limitation to prevent
restrictions on competition, whether from com-
binations of enterprises or from trade unions,
and at the same time to prevent arbitrary trans-
fers of income between the social groups. In
contrast, I propose a transformation in the
system of accumulation and distribution.

— Before you expand on that, please allow me
a slight digression. You have not commented
on g statement made by von Hayek (and also by
Friedman) to the effect that the trade unions,
by arbitrarily setting wages, prevent the emp-
loyment of other workers.

— This idea is being widely disseminated
nowadays in certain articles written by neoclas-
sicists. According to them, unemployment is to
be explained by the artificial increase in wages
achieved by the trade unions. These wages
should really be as low as is necessary in order
to achieve a balance between the supply and
demand of labour. Let us suppose that is so.
Nevertheless, this reasoning leaves out a very
important matter. If wages go down, according
to the laws of the market prices would have to
go down as well. But I believe I have shown
you that prices do not go down, but rather that
the surplus goes up. These phenomena cannot
be explained without taking into account the
social structure.

— You were referring to certain constitu-
tional limitations which, according to von
Hayek, should ensure the free play of the laws
of the market. What would those limitations
be?

— First of all, limitations to prevent combina-
tions of enterprises and workers. Then, limita-
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tions to prevent State expenditures from going
above a certain proportion of the global pro-
duct, in order to check the arbitrary transfer of
income decided upon by the parliamentary ma-
jorities, And, finally, a negative tax or subsidy
to alleviate the fate of those who have very low
incomes, either because of their small con-
tribution to the productive process or for some
other morally acceptable reason.

— These proposals are perfectly understand-
able in the light of neoclassical principles. But
since we are beginning to follow your train of
thought, we assume you have objections to
them.

— I most certainly do. We are still leaving out
the structural surplus. Please recall what I said
before. The fact that prices do not go down as
productivity goes up is not due to combinations
of enterprises, but rather to the mechanism of
appropriation of the surplus that prevents the
fruits of productivity obtained through compet-
ition from being spread throughout the society.
Combinations change the internal distribution
of the surplus, but do not affect the amount of
surplus there is.

The dissolution of trade-union power,
however, would bring about an increase in the
rate of growth of the surplus. If this phenome-
non were accompanied by a spontaneous pro-
cess of reduction in prices as long as remunera-
tions were not increased, we would have no
objection. But we know very well that the
system does not work that way, at all.

It is true that accumulation could increase

if the surplus increased this way as a result of
the elimination of trade-union power or the
limitation of State expenditure, And that could
have a positive effect in certain phases of de-
velopment. But if, on the contrary, the surplus
increased in this way was devoted to consump-
tion, what would happen then?
— That is just what we wanted to say. In order
for the limitations advocated by our neoclassi-
cal authors to have positive dynamic effects, it
would also be necessary to limit privileged
consumption. What are your views on this
point?

4. The social use of the surplus

. — Now I see that you are on the right track. Itis

necessary to limit privileged consumption in
order to increase accumulation and stimulate
the absorption capacity of the system: this
would be the best way to achieve a dynamic
distribution of income. But clearly, there
would also have to be a certain direct redis-
tribution of income, particularly at the expense
of privileged consumption: to wuse Dr.
Friedman’s term, a negative tax.

All this, however, cannot be conceived as a

series of piecemeal and disconnected mea-
sures. They have to be part of a rational concept
of the social use of the surplus.
— We must interrupt you in order to ask a very
important question. Will it be necessary to
transfer to the State the ownership and man-
agement of the means of production in order to
achieve the purpose you have just stated?

— No, absolutely not. This view has quite
wrongly been attributed to me. It is the very
enterprises from which the surplus comes
which should distribute it, through accumula-
tion, redistributive improvements and State ex-
penditure, by compressing that part of the surp-
lus that is devoted to excessive consumption or
excessive transfers abroad.

— Are you proposing that the enterprises
should perform this very important role at
their own discretion?

— Not at all. The enterprises would merely be
responsible for implementing the social use of
the surplus. The decision must come from a
broad consensus, a consensus enshrined in the
Constitution in order to prevent the enterprises
from disposing arbitrarily of the surplus. As you
see, my view on the constitutional consensus is
based on Friedrich von Hayek’s idea: a con-
sensus establishing the general principles that
will guide the social use of the surplus. The
legislative majorities would have to follow
these guidelines in their specific decisions, but
they would not be able to change them, Any
change would have to be made through a con-
stitutional ammendment. I have tried to exp-
lain all this in my book, so please do not ask me
to go into it in depth now.

— Very well, but let us mention one point that
has great political significance. You speak of a
consensus enshrined in the Constitution and
say that you are inspired by von Hayek in this.
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5. Changes in the structure of power

— There is, of course, a coincidence of views
as to the procedure, but not as to the objective.
My objective is fundamentally different from
that proposed by von Hayek. In order to
achieve what this economist wants, it would be
necessary to make a regressive change in the
structure of power that would clearly be detri-
mental to the labour force. To provide for the
social use of the surplus, on the other hand, itis
necessary to make a progressive change in the
structure of power that is detrimental to those
who appropriate and retain a considerable
proportion of the surplus.

— You speak of a regressive change in the
structure of power that is detrimental to work-
ers in the broadest sense. How is this related
with your views about the use of force to deal
with the crisis of the system?

— Actually, it amounts to two different ways of
saying the same thing, I said before that when
the workers have acquired great trade-union
and political power, the crisis cannot be solved
with a restrictive monetary policy. A rise in
prices cannot be avoived, only mitigated at
best, and there is a contraction of the economy
and unemployment. The force is used to over-
come the trade-union and political power of the
workers. I call this a regressive change in the
structure of power.

— This would seem to lead to a very serious
political outcome. Is there not some alterna-
tive to the use of force in order to induce work-
ers to accept the unrestricted rule of the laws
of the market?

— Well, I must say quite frankly that I have
reached the conclusion that there is no such
alternative. Would you be willing to advise the
workers not to use their redistributive power in
order to ensure the continued growth of the
economic surplus in the hands of the upper
strata?

— Well, we might feel able to give this advice
if at the same time a limit was placed on
privileged consumption, in order to increase
accumulation and improve distribution. What
would you say to that?

— You must bear in mind that this limitation of
consumption, in order to be effective, would
require the progressive change in the structure

of power which 1 mentioned before. What hap-
pens, however, is that when force is used to
solve the crisis of the system, trade-union and
political power is suppressed without any mea-
sures being taken to limit privileged consump-
tion. On the contrary, trade-union and political
power is suppressed in order to restore the
dynamics of the surplus. And this gives new
impetus to privileged consumption.

— Is it not conceivable that the upper strata
would spontaneously, under the protection of
a régime of force, limit their consumption and
increase their coefficient of accumulation
without any coercion at all?

— Yes, it is conceivable, as you say. If that
were the case, the dynamic capacity of the
system would improve, although at the great
social and political cost implicit in a régime of
force. Please take a look at the facts, at the
specific cases, and see what happens in such
instances,

— So you do not deny the possibility that the
restoration of the dynamic capacity of the sur-
plus might allow for the achievement of a
satisfactory rate of development and the elimi-
nation of inflation under a régime of force?

— I do not deny it. For that to happen, there
would have to be a coherent and systematic
policy, and the conclusive proof that such a
policy was being followed would be the growth
of the rate of accumulation at the expense of
privileged consumption in order to achieve a
progressive improvement of employment and
distribution. I also believe that it would be
possible to contain social inflation.

— But could those and other dynamic objec-
tives really be achieved? We would like your
frank opinion.

— 1 believe they could, if that were really the
objective. Looking at the facts, however, I am
convinced that once the dynamics of the sur-
plus is restored to the benefit of the upper strata
and to the detriment of the labour force, infla-
tion becomes tolerable once again to the do-
minant social groups, regardless of whether it
comes from internal or external factors. And if
to that we add the fact that there is no decisive
stimulus to the economy and in some cases
there is an increase in unemployment, doesn’t
it seem to you that the use of force will inevit-
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ably bring about tremendous frustration? A tre-
mendous feeling of frustration among all those
who have sincerely believed in the effective-
ness of the laws of the market, but not among
those who have increased their economic
power extraordinarily: they praise the freedom
they have enjoyed to do so, which is incompati-

ble with the freedom of others.

This is what neither Friedman nor von.
Hayek recognize. They do not want to acknowl-
edge that neoclassical principles can only
be applied under a régime of force. Do you
accept the idea that economic freedom can be
imposed by suppressing political freedom?

Will there be a constitutional consensus for
that?

III

Back to Dr. Friedman

1. Protection and subsidy

— In order to keep the sequence of our dialo-
gue, I had suggested we comment on von
Hayek’s ideas and then pick up the thread
again. Now is the time to do that.

We at CEPAL have always been con-
cerned about a certain latent tendency on the
periphery towards external imbalance. It is
true that Dr. Friedman does not particularly
consider the imbalance at the periphery, but
rather that which occasionally occurs in the
centres. He feels, however, that this is no
reason to resort to measures involving inter-
vention.

He holds that the commercial imbalance
brought about by external factors is corrected
spontaneously by the play of the rates of ex-
change. I have his book here, and to avoid con-
fusion, let me read the relevant paragraphs. He
says the following:

“Suppose that, to begin with, 360 yen
equal a dollar. At this exchange rate, the actual
rate of exchange for many years, suppose that
the Japanese can produce and sell everything
for fewer dollars than we can in the United
States: TV sets, automobiles, steel, and even
soybeans, wheat, milk and ice-cream. If we had
free international trade, we would try to buy all
our goods from Japan. This would seem to be
the extreme horror story of the kind depicted by
defenders of tariffs —we would be flooded with
Japanese goods and could sell them nothing.

“Before throwing up your hands in horror,
carry the analysis one step further. How would

we pay the Japanese? We would offer them
dollar bills. What would they do with the dollar
bills? We have assumed that at 360 yen to the
dollar everything is cheaper in Japan, so there
is nothing in the United States market that they
would want to buy, If the Japanese exporters
were willing to burn or bury the dollar bills,
that would be wonderful for us. We would get
all kinds of goods for green pieces of paper that
we can produce in great abundance and very
cheaply. We would have the most marvelous
export industry conceivable.

“Of course, the Japanese would not in fact
sell us useful goods in order to get useless
pieces of paper to bury or burn. Like us, they
want to get something real in return for their
work. Ifall goods were cheaper in Japan than in
the United States at 360 yen to the dollar, the
exporters would try to get rid of their dollars,
would try to sell them for 360 yen to the dollar
in order to buy the cheaper Japanese goods. But
who would be willing to buy the dollars? What
is true for the Japanese exporter is true for
everyone in Japan. No one will be willing to
give 360 yen in exchange for one dollar if 360
yen will buy more of everything in Japan than
one dollar will buy in the United States. The
exporters, on discovering that no one will buy
their dollars at 360 yen, will offer to take fewer
yen for a dollar. The price of the dollar in terms
of yen will go down —to 300 yen for a dollar, or
250 yen, or 200 yen. Put the other way around,
it will take more and more dollars to buy a given
number of Japanese yen. Japanese goods are
priced in yen, so their price in dollars will go
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up. Conversely, United States goods are priced
in dollars, so the more dollars the Japanese get
for a given number of yen, the cheaper United
States goods become to the Japanese in terms
of yen.

“The price of the dollar in terms of yen
would fall until, on the average, the dollar va-
lue of goods that the Japanese buy from the
United States roughly equaled the dollar value
of goods that the United States buys from Ja-
pan. At that price everybody who wanted to
buy yen for dollars would find someone who
was willing to sell him yen for dollars.”"?

— Here again, we have a reasoning that is very
attractive because of its simplicity. The market
solves the imbalance by itself without there
being any need for State intervention. Now we
would like to know what you think about it.

— In looking at this question, let us take as our
point of departure several indisputable facts;
all connected with the periphery. First,
economic development brings with it a heavy
growth of demand, particularly for industrial
goods. Second, primary exports from the
periphery are inadequate to cover the cost of
meeting this demand, save in exceptional
cases: that is why industrialization is an inevit-
able requirement of development. And, third,
industrialization is also essential to absorb the
great mass of the labour force that cannot be
employed in primary production, either for
domestic consumption or for export. And the
more technology penetrates into primary pro-
duction, the greater the need for industrializa-
tion will be. i

If you do not object to our using this point
of departure, let us continue our argument.

To satisfy this demand, there are only two
possibilities and a combination of the two: one
of them consists of developing domestic pro-
duction of industrial goods with technologies
that are already available to us and exporting
part of these goods in order to import other
industrial goods that we cannot manufacture
because of the sophisticated technology in-
volved or because we do not have the natural
resources necessary to do so, This would be
industrialization with extensive opening up to
the outside,

17Milton and Rose Friedman, op. cit., pp. 41-43.

The other possibility would be to stress
production for the domestic market through im-
port substitution rather than industrial exports.
Which would you prefer?

— We think the first possibility would be bet-
ter, because it would allow us to gain the well-
recognized advantages of trade.

— So do I: I agree with you and we will come
back to that later. For the moment, I would like
to mention the differences between the indus-
trial costs of the centre and those of the
periphery that result from the technical and
economic superiority of the centre, on which I
will also expand in a while.

This is also an indisputable fact. The high-
er costs of industrialization in the periphery
represent a considerable obstacle, whether it
is a question of exporting industrial goods
in competition with goods from the centres, or
of producing them domestically also in compe-
tition .with goods from the centres. Do you
agree?

— Of course. These facts exist independently
of any theoretical consideration. Please
continue.

— Very well, for Dr. Friedman the solution is
right at hand. If, as the result of higher costs,
exports are lower and imports are higher than
they should be and there is an imbalance, this
will correct itself because it will bring about
monetary devaluation, which will lower the
cost of exports and raise the cost of imports
without any need for State intervention.

— That would undoubtedly be a logical conse-
quence of Friedman’s theory.

— If we think it over, we can see that the im-
mediate effects of devaluation would be similar
to the effects of protection or subsidy, so why
should we object to protection in order to make
possible domestic production by defending it
from exccesive imports? And why object to a
subsidy that would be equivalent to protection
in order to promote exports? Frankly, I prefer
the latter and 1 am going to explain why. I
suspect, however, that you are inclined to agree
with Dr. Friedmran,

— We will reserve judgement until we hear
your argument.

— Here are my objections. Devaluation not
only cheapens exports of industrial goods that
are not competitive, it also cheapens primary
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exports that are competitive. This means a loss
of income for the country concerned, particu-
larly in the case of very sensitive products,
where the increased supply would be ac-
companied by a drop in prices that would
wholly or partially wipe out the increased
value of exports, or even exceed it.

— Let us interrupt for a moment. The propo-
nents of devaluation suggest a tax on exports of
competitive goods in order to avoid this
adverse effect. Non-competitive goods, how-
ever, would be favoured by devaluation.

— You must consider, however, that the tax
would not be a spontaneous result of the play of
the market, but rather a deliberate State action.
It would be reverse protection, so to speak. I
will continue stating my objections,

Devaluation means changing the entire in-
ternal system of costs and prices; protection, on
the other hand, would have much more limited
effects internally, and the lower the coefficient
of foreign trade with respect to the global pro-
duct of the economy, the more limited these
effects would be.

Finally, this disturbance of costs and
prices is translated into an overall increase in
prices, bringing with it the need for a series of
readjustments, which will eventually bring ab-
out another devaluation because the short-term
eftects I mentioned will have been lost.

— Then you are against devaluation.,

— Let me explain. I am against this type of
devaluation and I do not hesitate to say that I
prefer protection or an equivalent subsidy, pro-
vided it is moderate and not abusive, as often
happens.

But I am not against devaluation; on the
contrary, I consider it absolutely necessary
when it is a question of adjusting the external
value of the currency to an inflationary rise in
domestic prices in excess of international
prices. It is well known that over-valuation
causes serious imbalances, as it holds back ex-
ports and excessively encourages imports, to
the detriment of domestic production and
employment.

— You already expressed your preference for
industrialization oriented more towards ex-
ports than towards import substitution. We
also prefer this course, as we have already said.
— Thatis indeed so. But whether or not we are

able to pursue this preference depends not
only on the decision taken by our countries, but
also to a large extent, on the decisions of the
advanced countries. Those countries have
neither promoted the industrialization of the
periphery in the past nor have they subse-
quently favoured this area’s industrial exports.

2. The centripetal nature of advanced
capitalism

— Are you saying that this attitude has been
intentional?

— 1 do not attribute an evil intent to those
countries, but rather I believe this situation is
the consequence of the centripetal nature of
advanced capitalism. This is a very significant
fact which must be stressed. Industrialization
has developed in those countries over a very
long period, and their constant technological
innovations have brought about an enormous
increase in productivity. But the fruit of this
productivity has remained in the centres
themselves and has not been disseminated
through the periphery by means of a drop in
prices. And regardless of how this fruit has
been distributed socially, it has remained in
the centres themselves, it is there that demand
has increased, and this increasing demand has
stimulated innovation and industrial devel-
opment.

During the course of this centripetal pro-
cess, industry could not have reached the
periphery spontaneously. It was not until the
crises in the centres —the First World War, the
Great Depression, the Second World War—
that industrialization became essential in order
to provide substitutes for what could not be
imported. Consequently, substitution was not
the outcome of a doctrinal preference, but was
imposed by adverse external circumstances.
And since the centres had progressed consider-
ably in their technology and their capital ac-
cumulation, the periphery began its in-
dustrialization with an obvious handicap.
Hence the greater costs, which make necessary
protection and subsidy. And although this
handicap is being overcome with regard to cer-
tain goods, it is still there with regard to others
because of the constant technological innova-
tions being developed in the centres.
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-— But later this whole panorama changed
and it became possible to export.

—— That is quite true, particularly during the
long years of prosperity of the centres, which
went on to the mid-1970s. Some Latin Ameri-
can countries took advantage of these favour-
able conditions and achieved fantastic results.
They followed a policy of subsidies and diffe-
rent forms of export promotion. They violated
the laws of the market! Even today, even with
the centres in the midst of their crises these
policies are still producing positive results.

— Do you believe countries should go to ex-
treme lengths to promote exports and abandon
the policy of import substitution?

— We are talking about two aspects of the
same problem. It is necessary to stimulate ex-
ports while at the same time continuing to de-
velop the domestic market through substitu-
tion. In my opinion, it is inconceivable that the
centres should open their doors without restric-
tion to everything we might need to export in
order to meet the growing needs for imports
required by development.

Moreover, this amazing increase and di-
versification of exports of manufactured goods
has been achieved thanks to the industries
created previously as part of the process of im-
port substitution.

— You suggest a combination of both mea-
sures, then, But in what proportions should
they be combined? Which should be em-
phasized more: exports or substitution?

— That is a good question. I believe the ans-
wer depends to a large extent on the attitude of
the advanced countries. You know quite well
that there are in these countries strong pro-
tectionist trends which are encouraged by un-
employment, as well as by their centripetal
tendencies. The centres are not following Dr.
Friedman’s advice at all, and have no intention
of tearing down all the trade restrictions that
hold back exports from the periphery. It is not
merely a question of new restrictions, but
rather of other very significant ones that started
long ago, such as the establishment of sliding
scales of customs duties: very low duties or no
duty at all for imports of raw materials, with
duties on processed materials that go up ac-
cording to the degree of processing in the
periphery,

— We cannot help being surprised by what
you have just said, as we thought that a policy
of ample liberalization of imports had been
agreed during the Kennedy Round and the To-
kyo Round.

— That is indeed true, But this policy is con-
cerned primarily with the trade of the centres.
It is to a large extent concerned with goods
where the constant technological innovations
of the centres are very evident —goods that are
increasingly sophisticated and capital-inten-
sive, This is a clear manifestation of the
centripetal nature of advanced capitalism.
Once more, the periphery is to a large extent
left out, as it had been before with regard to
industrialization.

In contrast, liberalization has not extended
to the less sophisticated manufactured goods
that the periphery has learned or is learning to
export. If that liberalization occurred, it would
be extremely advantageous for our develop-
ment as well as for the centres, as we would
import more from them, with the advantages
resulting from a rational division of labour.

And here you have the answer to your pre-
vious question. The rational combination of
measures to encourage exports and substitute
imports depends fundamentally on the degree
of liberalization to be found in the centres.
These are not good years, because of the crisis
the centres are undergoing, but it would be a
serious mistake to weaken our export efforts
and to falter in the struggle to get the centres to
change their restrictive policies.

.— If we have understood you correctly, the

mmore restrictive the centres are, the more the
periphery will have to stress substitution?
— Correct. Not substitution in watertight com-
partments, however, but rather in broader
markets through reciprocal trade, Otherwise, it
would be too costly because of the type of
goods that have to be substituted.
— Aren’t you concerned about this cost? Isn’t
there some way of eliminating it?
— Of course I am concerned, just as much as
you are. Export subsidies involve a cost, as do
taxes on imports. We must try to ensure that the
cost is as low as possible.

Think about the fact, however, that this is
the cost we must pay in the present stage of
development in order to achieve more inten-
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sive growth. There is a net gain, since the in-
crease in the global product of the economy is
much greater than this cost.

— You have just referred to the present
stage of development, which makes us think
you consider this factor to be transitory. Is that
so?

— You have interpreted my words correctly.
At present, our countries would not be able to
swim in the strong current of the industrial
trade of the centres. But as they acquire techno-
logical capabilities and accumulate more capi-
tal, they will gradually be able to do so. We
must go through certain stages in our industria-
lization. Development policies must be aimed
at accelerating the process. And, above all, we
must not fall into dogmatic positions,

— What do you mean by that?

— I mean the Friedmanist dogma that opposes
subsidies and protection. Under that dogma,
some solid industries are being torn down and a
longstanding industrialization effort is being
destroyed.

I will end this dialogue here, for the time
being, because I believe we must continue it
and we must counteract the penetration of
ideologies which have serious implications for
Latin American development, We have an in-
escapable responsibility to do so. In this case
we are not talking about just one of the many
episodes of intellectual dissemination from the
centres. This is clearly a phenomenon of delib-
erate propagation. Visits, interviews and con-
ferences, ardently supported by a free-spend-
ing and well-organized campaign in the mass
media. There is more, much more, behind this
that pure apostolic zeal. This is a systematic

effort to turn back the clock, and it represents a
tremendous step backwards intellectually, just
at a time when we had managed to move for-
ward, with great difficulty, in interpreting La-
tin American development.

Over thirty years ago, we demonstrated the
falseness of that long-past scheme of interna-
tional division of labour, to which neoclassical
theoreticians would now have us return. And in
the name of economic freedom they would
justify sacrificing political freedom.

Let Milton Friedman understand! Let
Friedrich von Hayek also understand! A ge-
nuine process of democratization was moving
forward in our Latin America, with great diffi-
culty and frequent delays. But its incompatibil-
ity with the system of accumulation and distri-
bution of income is leading towards crisis. And
crisis brings about an interruption in the pro-
cess and the suppression of political freedom:
just the right conditions for promoting the unre-
stricted play of the laws of the market. What a
paradox you involve! You praise political free-
dom and individual rights. But don’t you
realize that in these lands of the periphery,
your preaching can only bear fruit through the
suppression of that freedom and the violation of
those rights? A tremendous paradox and a tre-
mendous historical responsibility. Because,
not only do the ideologies you preach per-
petuate and aggravate social inequalities, they
also conspire flagrantly against the effort that
must be made to reach new forms of understand-
ing and articulation between North and
South, The damage you are doing with your
dogma is immeasurable!
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Statistical Yearbook for Latin America 1979, CEPAL,
Santiago, Chile, 1980, 457 pages.

The first part of this annual publication includes
socioeconomic indicators derived as growth rates, shares
and coefficients or proportions which present a summary
view of the situation in each area of interest and at the same
time provide data for more specific information uses. This
set of indicators includes those used in the periodical re-
gional appraisals of the International Development
Strategy. The second part contains the historic series in
absclute values, thus usually permitting their use fora wide
variety of purposes.

The indicators in the first part correspond in general to
the years 1960, 1965 and 1970 and the period 1975 through
1978; when the data are not sufficiently up-to-date, the last
available year for each country has been included. As an
exception, the presentation of the social indicators begins
in 1950, in order to show the trend for each one over a
longer period of time. The economic indicators are pre-
sented from 1960 on, since it is possible to reconstruct the
series before that date by using previous editions of this
publication. Some of the indicators based on census infor-
mation appear only for the years in which the taking of the
respective censuses was concentrated.

The statistical series of the second part generally cor-
respond to the years 1960, 1965 and the period from 1970
on. Some social statistics, which have not been estimated
systematically, are included exceptionally for 1960, 1965,
1970 and the last available year, Excepted from these esti-
mates are the census data, which by nature are gathered in
given years. The figures for the latest published years cor-
respond in each table to non-definitive values.

The closing date for the inclusion of statistics in this
edition of the Yearbook was the month of November 1979.

La industrializacion de América Latina y la cooperacidén
international, “Estudios ¢ Informes de la CEPAL”
series, No. 3, Santiago, Chile, 1981, 170 pages.

The study of the industrialization process in Latin America
presented in this report extends over the past 25 or 30 years
with the object of bringing out and to a certain extent
reaffirming, on the hand, the principal facts and trends
which have been present and dominant in the evolution of
the manufacturing sector and, on the other, to find, in the
different stages through which the process took place, the
elements which make it possible to answer the questions
raised today by the industrial development of the region.
Despite the various conjunctural situations, the disconcert-
ing and uncertain conditions currently characterizing the
world economy and the particular situations of the
countries, the report reaffirms that the basic principles
which assign to industrialization a primary role in develop-
ment continue to be valid.

Thus, the retrospective analysis of what has happened
in the region in the past three decades shows that in the
growth of the Latin American economy industry has played

an important stimulative role, and its progress has been
really significant. As a dynamic sector, industry has grown
at a higher rate than the other sectors of the economy, due to
the high elasticity of demand for manufactures and the
industrializing pattern adopted by the countries of the re-
gion. However, it is also true that the industrialization
process shows marked influence from exteral factors, due
to the growing linkage with the world economy.

In this respect, the models to which the manufacturing
development of the region has tended to adapt are by no
means unrelated to the trends and modifications ex-
perienced by world industry and the international trade in
manufactures as well as, of course, in a broader context,
world political and economic events. Along with external
elements, conditioning factors derived from the external
relationship have helped to shape the industrial environ-
ment displayed today by Latin America and, to a large
extent also, the framework of its future prospects.

However, the effect of and response to external condi-
tioning factors have been very different in the various
countries, according to the domestic characteristics and
aptitudes of each one, which helps to explain the notable
differences in the models and degrees of industrial
development.

1t is these aptitudes which ultimately explain the
characteristics marking the process of Latin American in-
dustrialization and the respective differences between
countries. These aptitudes are related, inter alia, to the
endowment of npatural resources, size of markets,
geographical location, level of development previously
reached, degree of external openness of the economy,
socio-political systems and stability, and readiness to de-
fine and carry out industrial development strategies and
policies.

This report contains two documents, The first, Andlisis
y perspectivas del desarrollo industrial latinoamericano,
examines the most significant aspects of the industrializa-
tion process shaped by the progress, problems and poten-
tial present today in the Latin American manufacturing
sector, both regionally and at the country level. Also ex-
amined are some alternatives for the medium- and long-
term evolution of the sector.

The second document, Cooperacién internacional
para el desarrollo industrial de América Latina, centres its
attention on the role of international co-operation in all its
aspects —subregional, regional, interregional and world--
level— as a basic element supplementing and supporting
the actions to be undertaken domestically by the Latin
American countries to stimulate their industrialization pro-
cess. In this respect, the proposals made by the countries of
the region in various international forums are put forward
regarding areas felt to be of priority importance for the
international co-operation which the region needs to
receive.

Hacia los censos latinoamericanos de los aiios ochenta,
“Cuadernos: de la CEPAL” series, No. 37, Santiago,
Chile, 1981, 146 pages.

Through the Census of the Americas programme in 1950
(COTA-1950), the Inter-American Statistical Institute
(IASI) gave a strong impulse to census activities in the
region, which were steadily extended and developed in the
latef decennial programmes.
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In the 1970 censuses, this impulse was reinforced by
the collaboration of the Economic Commission for Latin
America (CEPAL) and the Latin American Demographic
Centre (CELADE)} with TASI and the national statistical
offices, which consolidated the tendency to promote inno-
vations in research on certain subjects, thus allowing for the
incorporation of the conclusions of the centres which
specialize in the demographic and social analysis of the
region. Also stressed was the achievement of greater
homogeneity in the content, definitions and procedures of
the censuses, so as to facilitate comparability of results.

In order to contribute new background ideas for the
population censuses of the 1980s, the Statistics and
Quantitative Analysis Division of CEPAL has tried to
gather together the experience on census matters ac-
cumulated in the region, and on this basis to suggest
guidelines for the next censuses which take into account
the peculiarities of the demographic and ‘social situation of
the countries, the progress made in the study of each one of
the subjects included in the census, and the conclusions
reached by the experts in the organization of the census
operation.

For this purpose, meetings were held with producers
and users of census data, in which a very careful study was
made of population censuses: their objectives, census ad-
ministration, subjects included, classifications used, etc.

This Cuaderno presents in summary form the main
conclusions emerging from the above meetings or, in the
cases where it was not possible to reach conclusions as
such, the different points of view on particular subjects.
Special importance is given to the examination of the
principal analytical and practical reasons for deciding
whether or not to include a topic in the census, in the belief
that the current state of census technology in the region
justifies renewed reflection on the substantive and
pragmatic aims being pursued through the costly and com-
plex census operation.

Another important ingredient has been the need to
balance adequately the importance given to the different
topics and the limitations of organization, methodological
techniques and budgets common to census practice in the
region. Where relevant, other data-collection practices are
mentioned —such as household surveys— which, if in-
tegrated with the censuses, could significantly enrich the
available statistical information,

The main objective of this document is to offer to staff
members of Latin American statistical offices, and espe-
cially those in charge of census operations, the theoretical
knowledge and experience accumulated in the region by
experts from various international organizations. The ideas
expressed here seek to up-date the discussion on the dif-
ficult adjustment between the heterogeneous reality of the
countries and the necessary uniformity of the recommenda-~
tions made by intermational organizations.

Desarrollo regional argentino: La agricultura, by Juan
Martin, “Cuadernos de la CEPAL” series, No. 38, San-
tiago, Chile, 1981, 111 pages.

This work, which forms part of a broader study done by
CEPAL and the Consejo Federal de Inversiones (CFI) of

Argentina, analyses the regional structure of agriculture in
that country to explain some of the determining causes of
the low average levels of productivity and income in rural
areas of the northern region.

One of the most outstanding characteristics of the agri-
cultural sector in Argentina is its large share in the product,
both in the backward provinces and in those which are
relatively more developed. In other words, itis not possible
to associate underdevelopment with agricultural activity in
an indiscriminate manner. The various degrees of regional
development appear to depend more on the type of their
specific production and their form of insertion into the
whole group of economic activities than on the preponde-
rance of the agricultural sector. To explain regional dispari-
ties, it is thus niecessary to examine in detail the structure
and function of this sector —and especially of the crop-
farming subsector— with particular attention to the differ-
ent patterns of regional specialization,

It is also clear that there is a marked heterogeneity in
the economic functioning of the productive units devoted
to the same specialized production, mainly because of the
different endowments of productive factors of each unit.

The main thesis of this work is that the interaction
between the pattern of specialization and the internal
heterogeneity explain the low average levels of produc-
tivity and income in the northem region.

After a brief introduction, chapter 2, divided into three
sections, differentiates between the patterns of provincial
specialization in agricultural production. The first section
examines the importance of the sector in the provincial
economies, and the relative weight of crop-farming and
livestock activities. The second analyses in greater detail
the composition of the provincial productive base in regard
to agriculture; the analysis includes 46 crops which to-
gether represent more than 95% of the gross value of na-
tional crop-farming production and more than 90% of the
corresponding value for each province. The third section
distinguishes between the productive base and the export
base, concentrating the analysis on provincial export prod-
ucts. Based on this information, it proposes a typology of
provinces according to the degree of diversification and the
type of crops characterizing their insertion into the national
economy.

Chapter 3 examines the consequences of each pattern
of specialization for the producers and their respective
provinces, The background information briefly describes
the origin of the regional productive specialization as-
sociated with different stages of national development. It
then analyses the evolution of the principal provincial ex-
port crops in the period 1955-1973, according to the desti-
nation of the production and the producers’ capacity to
respond to differential variations in prices and yields. The
information gathered for this purpose has been
systematized and is psesented in the statistical appendix.
In addition, provincial variations in gross income per
hectare of the main crops harvested are examined, as is the
relationship between the stability of the level of provincial
income derived from export agricultural products and the
provinces’ patterns of productive specialization,

Chapter 4 seeks to make an approximation of the or-
ganization of the productive activity for each crop and
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specialized region, on the basis of the factor endowment of
different types of productive units. The first section
analyses the structure of the use and holding of land and the
resulting options for production, the analysis being based
on census data from 47 provincial departments selected for
their high degree of productive specialization. In the sec-
ond section, occupational density and structure and some
aspects related to the adoption of technological innovations
are discussed. Finally, the capacity and mechanisms of
accumulation in productive units of different scales and
levels of specialization are analysed; this makes it possible
to differentiate levels of income among producers and be-
tween them and agricultural wage-earners. Chapter 5 pre-
sents the summary and conclusions of the study.

Distribucion regional del producto interno bruto sectorial
en los paises de América Latina, “Cuadernos Estadfs-
ticos de la CEPAL”, series, No. 6, Santiago, Chile,
1981, 68 pages.

In most Latin American countries there is marked regional
imbalance which makes it difficult to achieve more in-
tegrated development. In order to adopt the measures
needed to correct this situation, knowledge of the structural
characteristics of the economy and its regional behaviour is
required.

For this purpose, information is generally available on
the various particular aspects of each region but not always,
nor for all cases, are there continuous, up-to-date and reli-
able statistical series which ean serve as an adequate and
timely basis for policy decisions and planning of regional
development.

This is largely due to the shortage of resources, the
dispersed nature of the regions, difficulties of communica-
tion and inadequate basic information available. But there
is also the fact that there are no international, explicit rec-
ommendations on regional accounting; in practice, an at-
tempt has been made to adapt those existing at the national
level, but their application and development pose various
conceptual problems and many new measurement prob-
lems. Moreover, data banks place greater emphasis on mat-
ters related to production of goods and services, where the
information is relatively more abundant and reliable. This
explains why efforts at regional appraisals by the countries
have been oriented, in the first stage, almost entirely to-
wards developing estimates of the domestic product.

This Cuaderno derives from the data base on regional
appraisals kept by the Statistics and Quantitative Analysis
Division of CEPAL, and is a selective and updated version
of the document Experiencias sobre cdlculosdel producto
interno bruto regional (E/fCEPAL/1012), prepared in 1975.
Its purpose is to state the results and describe the most
important methodological aspects of the principal experi-
ences in this field in the countries of the region, Although
the majority of these estimates were basically designed to
meet the specific needs of each one of the countries which
carried them out, they show a certain uniformity in their
calculation procedures and objectives, since in general
they give special importance to calculating aggregates and
indicators of regional growth and obtaining economic data
which can be used for regional programming and in-

tegrated planning within the institutional framework in
which the countries are developing.

Pobreza critica en la nifiez, compiled by Fernando Galofré,
CEPAL/UNICEF, Santiago, Chile, 1981, 422 pages.

In recent years considerable research has been carried out
on the overall development of the child. The resulting
evidence tends to demonstrate both the importance of the
first six years of life and the preponderant role the experi-
ences of these years play in the child’s future; they espe-
cially show that the hardships suffered by poor children
make the consequences for them particularly serious, both
from the point of view of their overall development and in
regard to their possibilities in later stages of development.

The areas which atiract most attention as possible
orientations for policies in the region are attention to the
pre-school child, food and nutrition, early stimulation,
health measures and mother-child care, plus the impor-
tance attached to the family and the community. However,
in the majority of cases these activities continue to appear
as isolated efforts which have not succeeded in spreading
as integral solutions to the problem of the deprived child,
nor have they been evaluated adequately as to their social,
economic and cultural importance.

In order to analyse the knowledge, experiences,
strategies and policies directed towards helping poor
children from birth to the age of six, in December 1979
UNICEF and CEPAL sponsored the Regional Symposium
on Critical Poverty among Children, at which 18 papers
were presented. These studies are included in their en-
tirety in this book; the authors are academics, researchers,
and staff members of national and international organiza-
tions in different countries of the region. The group of
studies covers a relatively broad spectrum of knowledge,
experience and action related to the deprived child under
six years of age

The chapters of the book have been arranged in five
parts, They begin with a paper describing the situation of
poor children in the region, followed by studies which
assemble information supporting the need for intervention.
Policy and financing trends are then analysed, relevant
experiences of the different countries are examined, and
the concluding papers deal mainly with the evaluation of
the results obtained.

La infraestructura de informacién para el desamrollo. In-
forme de diagndstico regional (The information in-
frastructure for development: a regional diagnosis),
CEPAL/CLADES, Santiago, Chile, 1981, 286 pages.

Since its creation in 1971, the Latin American Centre for
Economic and Social Documentation (CLADES) has felt
the need to know the infrastructure of existing information
services in the region in support of actions for development
such as the formulation of plans and policies, elaboration of
studies and research, execution of programmes and proj-
ects and functioning of organizations and institutions with
economic and social impact.

Thanks to the generous support of the International
Development Research Centre (IDRC) of Canada, which at
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the time was completing a feasibility study on an interna-
tional information system for development sciences (DE-
VSIS), CEPAL was able to set in motion an ambitious
regional project in the first quarter of 1976, The survey
covered nearly 800 information units, mainly specialized
libraries, information centres and documentation centres
in 22 Latin American and Caribbean countries.

The information gathered was then organized in line
with an appropriate conceptual scheme to make a
diagnostic study of the information infrastructures by
countries, subregions and the region as a whole, and to
prepare directories which were widely distributed.

This two-part report comprises eight chapters, plus a
final section of reflections and a series of annexes.

The first part, Information infrastructures and de-
velopment: the basis of the study, is designed to present
the basic features of the project, i.e., its objectives, the
context of the problems involved, how and where research
is carried out, and the conceptual framework designed to
organize the collection of data and its subsequent analysis.
Included here is all the information needed to facilitate an
understanding of the study and to evaluate the information
it brings to light.

The second part of the study, Diagnosis of develop-
ment information infrastructures in Latin America and
the Caribbean, presents the information by countries, sub-
regions and the region as a whole, It has been organized
into four subregions in accordance with similar criteria to
those used in the population statistics developed and
published by the Latin American Demographic Centre
(CELADE), namely: (a) the Atlantic subregion of South
America; (b) the Andean subregion of South America; (c)
the subregion of Central America and Mexico; and (d) the
Caribbean subregion.

The report concludes with a section entitled Final
reflections and projections of the study, which outlines the
contribution of the diagnostic study within a broad concept
of the information infrastructure which goes beyond that of
a mere group of information units. This includes technical
support components in the areas of professional training,
further training, technical advisory assistance, standardiza-
tion and research in information sciences and related disci-
plines; an interface with the institutions which generate
and use information, and finally a co-ordination mechanism
for planning, promoting, regulating and financing the
whole set of activities,

Tesauro del medio ambiente para América Latina y el
Caribe (An environmental thesaurus for Latin America
and the Caribbean), CEPAL/CLADES, Santiago,
Chile, 1981, 159 pages.

Several years ago the Latin American Centre for Economic
and Social Documentation (CLADES) began the task of
investigating the terminology used to identify environmen-
tal problems in the Latin American countries; this report is
the result of the first stage of this task, in which a controlled
vocabulary has been developed for the processing and
transfer of information.

For a better understanding of the subject and the
proper application of the descriptors in the process of

[l

analysis of environmental information, this Thesaurus pre-
sents, in the first part, the modules or broad categories in
which the descriptors have been grouped. These
categories offer an overall view of the components of the
environment and coincide with the organization used by
most specialists to study the Latin American environmental
context, The aim is to locate the user of the Thesaurus in
relation to a spatial and historical sequence in the trajectory
of the topic and thus show how the handling of this task is
inseparable from consideration of the sociceconomic
factors of the region.

In accordance with this approach to the environmental
subject area, this part of the Thesaurus contains five mod-
ules: I - The physical environment; II - The constructed
environment; III - Environmental impact; IV - Response
capacity and V - Sciences and disciplines.

The second part includes an alphabetical list of the
descriptors with their abbreviations in English.

Planificacién social en América Latina y el Caribe, edited
and co-ordinated by Rolando Franco, ILPES/
UNICEF, Santiago, Chile, 1981, 589 pages.

In the mid-1960s, an author could justly state that the
major missing factor in Latin American planning was the
social aspect: today, however, the situation has changed, In
different ways and to varying degrees, the countries of the
region are increasingly including the social content in their
planming,

The reasons for this change are probably varied, but
some should be pointed out in particular, On the one hand,
there is consensus that the optimistic view which inspired
many of the efforts for development in the past is not neces-
sarily realistic, This view was based on the belief that
economic growth would necessarily bring with it an im-
provement in the standard of living of the masses, Experi-
ence has shown that it is possible for an economy to have a
very acceptable rate of development and to increase its per
capita income, but without producing sizeable distributive
effects, and with such development perhaps even being
accompanied by a worsening of the concentration of social
goods and an increase in the proportion of the population
living in critical poverty.

Moreover, social expenditure cannot be viewed only
as consumption, but must also be seen as an investment.
The improvement of the general living conditions of the
population through nutrition and food, health, education
and housing policies, for example, greatly helps to increase
the productivity of the labour force and thus to improve the
purely economic indicators. This argument, which some
may consider utilitarian and which has always been used,
has nevertheless not lost its validity.

Another factor which makes social planning very im-
portant today is the crisis of traditional social policy. Recent
experience tends to cast doubt, in many cases, on whether
the sectoral policies facilitate, at least to the extent re-
quired, the incorporation of new human contingents into
the benefits of progress. For this reason new paths have
tended to be explored, many of them of a typically
multisectoral nature, which pursue a greater redistributive
impact of social expenditure through precise identification
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of the focal groups of the policies and their integration in
order to take advantage of their potential multiplier effect.
The approaches based on critical poverty, the satisfaction
of basic needs, integrated rural development and other
similar experiences are oriented in this direction, although
they suffer from serious limitations.

Despite the importance of this subject, however, the
literature on it is not very extensive, and thus this work
heips to fill an appreciable void. Its 24 studies are grouped
into five sections dealing with development and social
planning, the theory of social planning, techniques of social
planning, planning of social sectors and the target popula-
tions of social policy.

Planning Bulletin of the Latin American Institute for
Economic and Social Planning (ILPES), No. 12, June
1981,

This number of the Bulletin includes four articles in addi-
tion to the usual Notes and Comments. It begins with the
work prepared by the ILPES Senior Administration, “‘Plan-
ning in the 1980s: An action proposal”’, which is a summary
appraisal of the role of planning with regard to the main
challenges raised by the current problems of Latin Ameri-
can development. Like all such exploratory and prelimi-
nary works, it places special emphasis on the definition ofa
conceptual framework to facilitate analysis and evaluation
of the various planning experiences and practices in the
region.

As a complement to this article, the “Strategy for the
Caribbean countries in the Third Development Decade” is
then given. In this work, a group of experts and staff mem-
bers of various organizations identify the main challenges
existing in the subregion and formulate a series of opinions
and concrete recommendations on the desirable ohjectives
and on the most urgent actions needed to meet these
challenges. Because of its practical orientation and clear
identification of actions, it is obligatory reading for those
concerned with economic and social development in the
Caribbean countries.

In view of the persistence of the old problems
characterizing development in Latin America and the new
challenges on the national and international fronts,
Fernando H. Cardoso’s article “Development at the
crossroads” is a valuable contribution to the deeper
theoretical study and evaluation of policy alternatives to
reconcile the objectives of wellbeing and growth.

Rolando Franco’s article “Development, poverty and
basic needs” systematically analyses the conceptual and
policy problems connected with extreme poverty. In
particular, it includes an analysis of the so-called basic
needs strategy and identifies the most outstanding
characteristics of the target groups of antipoverty policies.

The section “Notes and Comments” presents a
synopsis of the Seminar on Public Enterprises in Central
America and the Caribbean held in the second half of June
in San José, Costa Rica, and a summary of the Seminar on
Sacial Participation in Latin America held in Quito, from 17
to 21 November 1980.



