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GENERAL PREFACE

Since The Cambridge Modern History, edited by Lord Acton, appeared in
sixteen volumes between 1902 and 1912 multi-volume Cambridge Histo-
ries, planned and edited by historians of established reputation, with
individual chapters written by leading specialists in their fields, have set
the highest standards of collaborative international scholarship. The Cam-
bridge Modern History was followed by The Cambridge Ancient History, The
Cambridge Medieval History and others. The Modern History has been re-
placed by The New Cambridge Modern History in fourteen volumes. The
Cambridge Economic History of Europe and Cambridge Histories of Iran, of
Southeast Asia and of Africa have been published; in progress are Histories
of China, of Japan, of India and of Latin America.

Cambridge University Press decided the time was ripe to embark on a
Cambridge History of Latin America early in the 1970s. Since the Second
World War and particularly since 1960 research and writing on Latin
American history had been developing, and have continued to develop, at
an unprecedented rate — in the United States (by American historians in
particular, but also by British, European and Latin American historians
resident in the United States), in Britain and continental Europe, and
increasingly in Latin America itself (where a new generation of young
professional historians, many of them trained in the United States, Britain
or continental Europe, had begun to emerge). Perspectives had changed as
political, economic and social realities in Latin America — and Latin Amer-
ica’s role in the world — had changed. Methodological innovations and
new conceptual models drawn from the social sciences (economics, politi-
cal science, historical demography, sociology, anthropology) as well as
from other fields of historical research were increasingly being adopted by
historians of Latin America. The Latin American Studies monograph series
and the Journal of Latin American Studies had already been established by

vii
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viii General Preface

the Press and were beginning to publish the results of this new historical
thinking and research.

Dr. Leslie Bethell, then Reader in Hispanic American and Brazilian
History at University College London, accepted an invitation to edit The
Cambridge History of Latin America. He was given responsibility for the
planning, co-ordination and editing of the entire History and began work
on the project in the late 1970s.

The Cambridge History of Latin America, to be published in ten volumes,
is the first large-scale, authoritative survey of Latin America’s unique
historical experience during the five centuries since the first contacts
between the native American Indians and Europeans (and the beginnings
of the African slave trade) in the late fifteenth and early sixteenth centu-
ries. (The Press will publish separately a three-volume Cambridge History
of the Native Peoples of the Americas — North, Middle and South —
which will give proper consideration to the evolution of the region’s
peoples, societies and civilizations, in isolation from the rest of the world,
during the several millennia before the arrival of the Europeans, as well as
a fuller treatment than will be found here of the history of the indigenous
peoples of Latin America under European colonial rule and during the
national period to the present day.) Latin America is taken to comprise the
predominantly Spanish- and Portuguese-speaking areas of continental
America south of the United States — Mexico, Central America and South
America — together with the Spanish-speaking Caribbean — Cuba, Puerto
Rico, the Dominican Republic — and, by convention, Haiti. (The vast
territories in North America lost to the United States by treaty and by
war, first by Spain, then by Mexico, during the first half of the nineteenth
century are for the most part excluded. Neither the British, French and
Dutch Caribbean islands nor the Guianas are included, even though Ja-
maica and Trinidad, for example, have early Hispanic antecedents and are
now members of the Organization of American States.) The aim is to
produce a high-level synthesis of existing knowledge which will provide
historians of Latin America with a solid base for future research, which
students of Latin American history will find useful and which will be of
interest to historians of other areas of the world. It is also hoped that the
History will contribute more generally to a deeper understanding of Latin
America through its history in the United States, Europe and elsewhere
and, not least, to a greater awareness of its own history in Latin America.

The volumes of The Cambridge History of Latin America have been pub-
lished in chronological order: Volumes I and II (Colonial Latin America,
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General Preface ix

with an introductory section on the native American peoples and civiliza-
tions on the eve of the European invasion) were published in 1984; Vol-
ume III (From Independence to ¢. 1870) in 1985; Volumes IV and V (c.
1870 to 1930) in 1986. The publication of volumes VI-X (1930 to the
present) began in 1990. Each volume or set of volumes examines a period
in the economic, social, political, intellectual and cultural history of Latin
America. While recognizing the decisive impact on Latin America of
external forces, of developments within the world system, and the funda-
mental importance of its economic, political and cultural ties first with
Spain and Portugal, then with Britain, France and Germany and finally
with the United States, The Cambridge History of Latin America emphasizes
the evolution of internal structures. Furthermore, the emphasis is clearly
on the modern period, that is to say, the period since the establishment of
all but two (Cuba and Panama) of the independent Latin American states
during the first decades of the nineteenth century. The eight volumes of
the History devoted to the nineteenth and twentieth centuries consist of a
mixture of general, comparative chapters built around major themes in
Latin American history and chapters on the individual histories of the
twenty independent Latin American countries (plus Puerto Rico).

An important feature of the History is the bibliographical essays which
accompany each chapter. These give special emphasis to books and articles
published during the past thirty years, and particularly since the publica-
tion of Charles C. Griffin (ed.), Latin America: A Guide to the Historical
Literature (published for the Conference on Latin American History by the
University of Texas Press in 1971). (Grifiin’s Guide was prepared between
1962 and 1969 and included few works published after 1966.) The essays
from Volumes I — X of The Cambridge History of Latin America — revised,
expanded and updated (to ¢. 1992) — are brought together in a single
bibliographical volume, Volume XI, published in 1994.
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PREFACE TO VOLUME VI

Volumes I and II of The Cambridge History of Latin America began with a
survey of native American peoples and civilizations on the eve of the
European ‘discovery’, conquest and settlement of the ‘New World’ in the
late fifteenth and early sixteenth centuries, but were largely devoted to the
economic, social, political, intellectual and cultural history of Latcin Amer-
ica under Spanish and (in the case of Brazil) Portuguese colonial rule
during the sixteenth, seventeenth and eighteenth centuries. Volume III
examined the breakdown and overthrow of colonial rule throughout Latin
America (except Cuba and Puerto Rico) at the beginning of the nineteenth
century and the economic, social and political history of the independent
Spanish American republics and the independent Empire of Brazil during
the half century from ¢. 1820 to ¢. 1870/80. Volumes IV and V concen-
trated on the half century from ¢. 1870/80 to 1930. This was for most of
Latin America a ‘Golden Age’ of predominantly export-led economic
growth, as the region became more fully incorporated into the expanding
international economy; material prosperity (at least for the dominant
classes); significant social change, both rural and urban; political stability
(with some notable exceptions, such as Mexico during the revolution);
ideological consensus (at least until the 1920s); and notable achievements
in intellectual and cultural life.

Volumes VI to X of The Cambridge History of Latin America are devoted
to Latin America during the six decades from 1930 to ¢. 1990. Volume VI
brings together general essays on major themes in economic, social and
political history. Volume VII (alteady published) is a history of Mexico,
Central America and the Caribbean, Volume VIII (also published) a his-
tory of the nine republics of Spanish South America, Volume IX (in
progress) a history of Brazil and of Latin America’s international relations
(predominantly relations with Europe and the United States). Volume X

xi
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xii Preface to Volume VI

(in press) is concerned with ideas, culture and society in Latin America in
the twentieth century.

The Cambridge History of Latin America Volume VI, Latin America since
1930. Economy, Society and Politics is published in two parts. Part 1 Economy
and Society includes chapters on demographic change (Latin America’s
population increased fourfold, from 110 to 450 million, during the period
1930—90); the Latin American economies — during the 1930s in the after-
math of the 1929 Depression, during and immediately after the Second
World War, and during another ‘Golden Age’ of economic growth (1950~
80), this time largely driven by ISI (import substitution industrializa-
tion), which was followed, however, by the so-called ‘lost decade’ of the
1980s; rapid urbanization (less than 20 percent of Latin America’s popula-
tion was classified as urban in 1930, almost 70 per cent in 1990) and
urban social change, mainly in Argentina, Brazil, Colombia, Chile, Mex-
ico and Peru; the transformation of agrarian structures; economic ideas and
ideologies (Latin America made a major contribution to development
theory in this period); and, finally, the growth and institutionalization of
science and the relationship between science and society in twentieth
century Latin America.

Volume VI Part 2 Politics and Society consists of chapters on the develop-
ment of state organization from 1930 (concluding with the beginnings of
‘state shrinking’ in the 1980s); the advance of (as well as the setbacks
suffered by) democracy in Latin America, mainly in Chile, Costa Rica,
Colombia, Uruguay and Venezuela and, to a lesser extent, in Argentina,
Brazil and Peru; the successes and failures of the Latin American left, both
democratic and non-democratic; the military in Latin American politics:
military interventions and coups, military regimes, and problems of transi-
tion to civilian rule; the urban working class and the urban labour move-
ment, with the emphasis on its role in politics; rural mobilizations and
rural violence, especially in Mexico, Central America and the Andes;
changes in the role of women in the economy, society and politics of Latin
America in the twentieth century; and, finally, the history of both the
Catholic church, a major force in political as well as religious and social
life throughout the region, and the rapidly growing Protestant churches.

This most problematical of volumes in The Cambridge History of Latin
America — on the economic, social and political history of the region as a
whole during the period from 1930 to the present — has been a long time
in the writing and editing. Some chapters were commissioned a decade
and a half ago. Those authors who met their original deadlines — and I am
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Preface to Volume VI xiii

thinking in particular of Joseph Love and Thomas Merrick — have had to
wait more than a decade for their work to be published. This is an
unacceptably long time by any standards and I am grateful for their
patience. Some authors dropped out along the way; others were dropped;
one, Carlos Diaz-Alejandro, sadly died. All had to be replaced. Some
authors — for example, Gabriel Palma — joined those (in this case Ricardo
Ffrench-Davis and Oscar Mufioz) who had already been working on their
chapters for some time. Guillermo de la Pefia was persuaded to write a
separate chapter on rural mobilizations which had originally been part of
the chapter on agrarian structures. Arturo Valenzuela and Jonathan
Hartlyn accepted an invitation to write the chapter on democracy in Latin
America when the rest of the volume was already well advanced. Many of
these chapters were at various times over the years extensively revised and
rewritten — in some cases more than once. In the end all contributors were
obliged — and here delay in publication has perhaps had some benefits —
to take account of the important changes that occurred in Latin America
in the 1980s.

A conference at the University of California, San Diego in February/
March 1986 organized by Paul Drake, then Director of the Center for
Iberian and Latin American Studies (and a contributor to Volume VIII of
the History), and myself offered an early opportunity for a number of
contributors to present preliminary drafts of their chapters to each other
and to a group of distinguished non-contributors. The conference was
generously funded by the Tinker Foundation. Two workshops were also
held at the Institute of Latin American Studies of the University of
London — in 1990 and 1991 — during my term as Director of the Insti-
tute, with financial support from the Institute and from Cambridge Uni-
versity Press.

Many of the contributors to this volume — eight Latin American (one
resident in the United States, one in the United Kingdom), seven British
(two resident in the United States), six North American (one resident in
France) and one French — commented on the chapters of their colleagues. |
am especially grateful in this respect to Alan Angell, Victor Bulmer-
Thomas, Ian Roxborough and Laurence Whitehead. James Dunketley,
who served as an associate editor on Volumes VII and VIII of the History,
offered support and encouragement at various key stages in the editing of
Volume VI. Christopher Abel, besides generously agreeing to help in the
editing of Enrique Dussel’s chapter on the Catholic church, contributed
the bibliographical essay which accompanies that chapter. Stephen Suffern
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Xiv Preface to Volume VI

took on the task of reviewing and revising a less than satisfactory transla-
tion from the French of Alain Rouquié’s chapter on the military in Latin
American politics and added a final section on demilitarization in the
1980s. Varun Sahni contributed the bibliographical essay on the Latin
American milicary.

Tom Passananti and Tim Girven, graduate students in Latin American
history at the University of Chicago and the University of London respec-
tively, were research assistants in the final stages of the ediring of this
volume during 1993. Secretarial assistance was provided by Hazel Aitken
at the Institute of Latin American Studies, University of London (in the
period 1987-92) and Linnea Cameron at the Department of History,
University of Chicago (in 1992—93).
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1

THE POPULATION OF LATIN AMERICA,
1930—1990

In the sixty years from 1930 to 1990 the population of Latin America
more than quadrupled — from approximately 110 million to almost 450
million. Population growth was higher in Latin America than in any other
region of the world except, marginally, Africa (see Table 1.1). Though
average population density in Latin America remained low in comparison
with other areas, this was misleading because of the way in which popula-
tion was distributed. The bulk of population increase after 1930 occurred
in cities. While export-led economic growth in the period 1870-1930
had stimulated the growth of a few cities, principally ports and administra-
tive centres, Latin America was still in 1930 predominantly rural. About
17 per cent of the population resided in cities with 20,000 or more
people. During the following half century city populations increased more
than tenfold, accounting for two-thirds of total population growth. Inter-
nal migration (fed by a high natural increase in the population of rural
areas) was responsible for most of the difference between rural and urban
population growth and was a major demographic feature of the inward
reorientation of the region’s economy, which experienced a decline in the
share of agriculture and an increase in the share of urban based manufactur-
ing and service activities in total production and employment.
Population trends after 1930 contrasted in several important respects
with those of the period before 1930. Immigration had had a significant
impact on population increase between 1870 and 1930, although it was
concentrated in a few areas: Argentina, southern Brazil, Chile, Cuba and
Uruguay. Population growth rates elsewhere were generally lower. After
1930, growth rates accelerated in most countries of the region as a result
of higher rates of natural increase. Even before the Second World War,
mortality was declining in response to improved living standards and
health interventions. Declines came earliest in countries which had experi-

3
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4 Population

Table 1.1. Population of the world’s main vegions, 1930-90

1930 19907 1990/1930
World 2,008 5,292 2.64
Latin America? 110 448 4.07
North America 134 276 2.06
Europe” 540 813 1.51
Africa 155 642 4.14
Asia 1,069 3,113 2.91

Notes: 1990 estimates based on United Nation’s assumed growth rates
during 1980s.

% Latin America includes the Caribbean.

¢ Europe here includes U.S.S.R. and Oceania.

Sources: 1930: United Nations, The Determinants and Consequences of
Population Trends (New York, 1953) table 2; 1990: United Nations,
World Population Prospects 1990 (New York, 1991) table 31.

enced large immigration flows before 1930. After the Second World War,
mortality decline spread quickly to most of the region, so that by the late
1950s death rates were less than half of what they had been before 1930.
At the same time, birth rates remained high except in countries that had
experienced immigration; in Argentina, Uruguay, Cuba, Chile, and south-
ern Brazil birth rates were already declining by 1950. It was the mid-
1960s before fertility decline spread to other countries, and rates were still
high in some Central American countries and the Caribbean even in the
early 1980s.

The surge in population that resulted from the lag between declines in
birth and death rates raises a number of questions about the interrelation-
ship between population and socio-economic change. Theories about fertil-
ity and mortality declines based on the demographic transition in Europe
link those declines to social, economic and cultural factors, particularly
urbanization and increased education. In Latin America and other develop-
ing regions, public health interventions accelerated mortality decline at a
comparatively early stage of social and economic change, raising the issue
of whether interventions to reduce birth rates would be needed to bring
birth and death rates back into balance. In the neo-Malthusian view of the
question, such interventions are required for countries to escape from a
situation in which rapid population growth has an adverse impact on the
achievement of levels of social and economic development needed to trig-
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The Population of Latin America, 1930—1990 5

ger fertility decline. Both the rapidity of population increase and the
youthful age structure associated with high birth rates figure heavily in
the neo-Malthusian assessment of the effects of rapid population growth
on economic and social development.

The issues of the adverse effect of population growth on economic
development and the measures required to bring about fertility decline
have been highly controversial in Latin America. Though a number of
Latin American governments have established publicly supported family
planning programmes or have adopted permissive policies relating to the
activities of international family planning agencies, few have accepted
the logic of population control as the basis of those actions. Critics of the
neo-Malthusian perspective argue that many of the problems attributed
to population growth are really manifestations of the particular social and
economic structure that Latin America inherited from its history of
political and economic colonialism, exacerbated by the import substitut-
ing industrialization strategy of the period after 1950. Much of the
emphasis of their critique is on the unequal distribution of wealth and
income associated with that structure. Once birth rates started to de-
cline, the debate expanded to the question of the relative roles of family
planning interventions and socio-economic change in triggering the
decline.

Whatever the balance of the argument on the social and economic
causes and consequences of high birth and low death rates, their demo-
graphic impact is manifest, particularly in the youthful age structure of
the region. During the 1930s about 4.5 million children were born
annually in Latin America. By the 1970s, this number had doubled.
Besides its immediate impact on resource needs in education, there were
two important longer term effects of the increased size of younger age
cohorts. One was increased fertility; while birth rates declined in the
1970s and 1980s, the number of births continued to increase, because
the number of women in early childbearing ages continued to increase as
an echo of the high birth rates of earlier decades. Demographic change is
a slow process. Another effect was the growing demand for jobs. The
ages at which individuals typically seek their first regular job, start a
family, need additional housing units, and so on, are those of young
adulthood (ages fifteen to twenty-four). In 1950, there were about 17
million people in these age categories. By 1975, this number had in-
creased to 31 million, and by 1990 to an estimated 36 million. (Fifteen
to twenty-four year-olds in 1990 were born between 1965 and 1975.)
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6 Population

Employment was one of the key economic and demographic issues facing
Latin America in the 1980s. One manifestation of the problem was the
increased flow of international migration within the western hemisphere.
The growing imbalance between the supply and demand for jobs within
national economies contributed to an increased internationalization of
labour markets in the region.

The remainder of this chapter is dedicated to more detailed discussion
of the questions raised here. It begins with an overview of population
growth trends, followed by consideration of the components of population
growth: fertility and mortality, and their determinants. Several key popu-
lation characteristics are then examined (nuptiality, rural-urban residence,
ethnicity, educational attainment, labour force participation), before re-
turning to the issue of the relationship between population change and
socio-economic development in the region.

DEMOGRAPHIC TRENDS

The 1930s closed an era during which immigration contributed most to
Latin American population growth and ushered in a period of rising
natural increase, which accelerated sharply after the Second World War.
From 107 million in 1930, the population of Latin America (including
the Caribbean) grew to 166 million in 1950, then surged to 448 million
in 1990 (Table 1.2). The average annual population growth rate, which
had been 2.17 per cent during 1930s and 1940s, jumped sharply to 2.72
per cent between 1950 and 1970 and then declined moderately to 2.25
per cent a year between 1970 and 1990.

Growth rates (also shown in Table 1.2) in eleven of the region’s twenty
countries followed this overall pattern (increase, followed by decrease in
growth rates). In four countries (Argentina, Cuba, Panama and Uruguay)
as well as in the Caribbean, growth rates declined from 1930—50 to
1950—70, while rates continued to rise from 1950—70 to 1970—90 in five
others: Bolivia, Haiti, Honduras, Nicaragua and Paraguay. Even in coun-
tries where growth rates declined after 1970, their levels remained high:
more than 3 per cent a year in Venezuela, for example.

Variation in growth rates had little effect on the rank ordering of Latin
American countries by population size. The five largest in 1930 were
Brazil, Mexico, Argentina, Colombia and Peru. This order was virtually
the same in 1990, except that Colombia had narrowly overtaken Argen-
tina in third place from 1970. The greatest absolute increase between
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The Population of Latin America, 1930—1990 7

Table 1.2. Latin America: total population and population growth rates by
country, 1930—90

Average annual growth

In thousands rate

I1930— 1950— 1970—

1930 1950 1970 19907 50 70 90

Total 107,408 165,880 285,695 448,076 2.17 2.72 2.25
Argentina 11,896 17,150 23,962 32,322 1.83 1.67 1.50
Bolivia 2,153 2,766 4,325 7,314 1.25 2.24 2.63
Brazil 33,568 53,444 95,847 150,368 2.33 2.92 2.25
Chile 4,424 6,082 9,504 13,173 1.59 2.23 1.63
Colombia 7,350 11,946 21,360 32,978 2.43 2.91 2.17
Costa Rica 499 862 1,731 3,015 2.73 3.49 2.77
Cuba 3,837 5,850 8,520 10,608  2.11 1.88 1.10
Dominican 1,400 2,353 4,423 7,170 2.60 3.16 2.42

Republic

Ecuador 2,160 3,310 6,051 10,587 2.13 3.02 2.80
El Salvador 1,443 1,940 3,588 5,252 1.48 3.07 1.91
Guatemala 1,771 2,969 5,246 9,197 2.58 2.85 2.81
Hairi 2,422 3,261 4,535 6,513 1.49 1.65 1.81
Honduras 948 1,401 2,627 5,138 1.95 3.14 3.35
Mexico 16,589 28,012 52,771 88,598 2.62 3.17 2.59
Nicaragua 742 1,008 2,053 3,871 1.96 3.13 3.17
Panama 502 893 1,531 2,418 2.88 2.70 2.29
Paraguay 880 1,351 2,351 4,277 2.14 2.77 2.99
Peru 5,651 7,632 13,193 21,550 1.50 2.74 2.45
Uruguay 1,704 2,239 2,808 3,094 1.37 1.13 0.48
Venezuela 2,950 5,009 10,604 19,735 2.65 3.75 3.11
Others® 4,519 6,312 8,665 10,898  1.67 1.58 1.15

Notes: ® 1990 estimates are based on the United Nations’ assumed growth rates during
1980s and may vary from 1990 census figures.

6 Includes English, French and Dutch-speaking Caribbean countries and territories not
listed individually in table.

Sources: 1930: CELADE, Boletin Demogrifico, No. 13, 1974. table 1; 1950—90: United
Nations, World Population Prospects 1990 (New York, 1991), table 31.

1930 and 1990, nearly 117 million, came in Brazil because of its large
population base. Mexico, Costa Rica, and the Dominican Republic led in
relative growth, with five- to sixfold expansions in population size since
1930.

Declines in death rates that brought the acceleration of population
increase were already under way in some countries during the 1930s, but

Cambridge Histories Online © Cambridge University Press, 2008



8 Population

in most they came after the Second World War. Table 1.3 presents crude
birth and death rates for four benchmark periods, beginning with the
early 1930s and ending in the early 1980s. Death rates were already
comparatively low during the 1930s in Argentina, Cuba, Uruguay, and
Panama. For the rest of the region, death rates remained in the twenty to
thirty per thousand range until after the Second World War. Some
decline is suggested in the years immediately after the war by data for
1945—9, but the big declines came between then and the early 1960s.
Data for 1960—5 show that death rates fell during that interval to the
low teens or lower in ten more countries (Brazil, Chile, Colombia, Costa
Rica, the Dominican Republic, Ecuador, El Salvador, Mexico, Paraguay
and Venezuela). Countries that lagged behind were Bolivia and Peru in
South America as well Haiti and the republics of Central America. By
the 1980s, only Bolivia and Haiti had crude death rates that were
substantially above ten per thousand.

Generally, birth rates remained very high until the 1960s. In most
countries, rates then ranged upwards from forty-five per thousand. There
is evidence that birth rates actually increased in several countries between
the 1930s and the 1950s, a trend reinforced by increased marriage rates
and declining mortality. With death rates in the low teens, this pro-
duced rates of population growth that exceeded 3 per cent a year. Again,
the exceptions were Argentina, Cuba and Uruguay, which already had
relatively low birth rates by 1950, and Chile and Panama, whose rates
were below the regional average during the 1950s, though apparently
were not declining. Cuba is another exception, because its birth rate
increased from 1945—9 to 1960—5. Several other countries also had
increasing birth rates during the 1950s, probably an effect of declining
mortality on their age structures. However, Cuba’s increase from thirty
to thirty-five per thousand has been interpreted as a post-revolution
‘baby boom’.*

After 1960, birth rates started to decline in a number of Latin American
countries. Cuba led, with an nineteen-point decline in the crude rate
(from thirty-five to sixteen per thousand) between the early 1960s and the
early 1980s. Chile and Costa Rica also experienced early declines during
the 1960s. By the late 1960s declines were occutring in Brazil, Colombia,
Panama and Venezuela, with the Dominican Republic, Ecuador, Mexico,

! Sergio Diaz-Briquets and Lisandro Pérez, ‘Cuba: the demography of revolution’, Population Bulletin,
36, 1 (Washington, D.C., 1981).
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Table 1.3. Latin America: Crude birth (CB) and death (DR ) rates for selected
Sfrve-year intervals, 1930—85

(Births, deaths per 1000 population)
1930—5 1945-9 1960-5 1980-5
BR DR BR DR BR DR BR DR

Argentina 28.9 11.6 25.2 9.6 23.2 8.8 23.0 8.7
Bolivia - - *47.1 24.1 46.1 21.5 44.0 15.9
Brazil - - *44.6 15.1 42.1 12.3 30.6 8.4
Chile 40.2 24.5 37.0 17.5 31.6 12.1 24.2 6.3
Colombia 43.3 22.5 43.4 20.8 41.6 11.5 29.2 6.3
Costa Rica 44.6 2I.5 42.7 13.2 45.3 9.2 30.2 4.1
Cuba 31.3 13.3 30.0 8.7 35.1 8.9 16.0 6.3
Dominican - - *s0.5 20.3 49.4 14.8 33.6 7.5
Republic
Ecuador 48.5 25.7 45-9 20.0 45.6 14.3 35.4 8.0

El Salvador 46.5 32.7 44.8 22.8 47.8 14.8 38.0 I1.1
Guatemala 46.2 31.7 49.1 26.5 47.8 18.3 42.3 10.5

Haiti - - *43.5 27.5 41.9 22.2 36.6 14.5
Honduras 42.0 21.7 44.5 10.0 51.2 18.1 42.3 9.0
Mexico 44.1 26.7 44.5 17.8 45.5 11.3 31.7 6.3
Nicaragua - - *s54.1 22.7 50.3 17.1 44.2 9.7
Panama 37.4 15.1 38.3 10.8 40.8 9.6 28.0 5.4
Paraguay - - *47.3 9.3 42.3 8.1 35.8 6.7
Peru - - *47.1 21.6 46.3 17.6 34.2 10.5
Uruguay 22.3 11.6 19.7 9.1 21.9 9.6 18.3 10.0
Venezuela 39.9 21.9 43.6 16.1 44.2 9.1 33.0 5.5

Sources: 1930—35: Andrew Collver, Birth Rates in Latin America (Berkeley, Cal., 1965);
1945—49 from Collver, except for countries with (*), these are from United Nations,
World Population Prospects 1990, (New York, 1991); figures for 1950—5, 1960—65 and
1980—8s5 also from United Nations, World Population Prospects 1990.

Paraguay and Peru following suit during the 1970s. A few countries that
lagged in mortality decline (Bolivia, Haiti and much of Central America)
also had lesser declines in birth rates.

In addition to generating very high rates of population growth, a major
demographic impact of Latin America’s high birth rates was its youthful
age structure. Demographic theory tells us that the age structure of a
population bears the imprint of the demographic forces that drive its
growth. This is borne out in age data for Latin America, which are
summarized in Table 1.4. In 1960 the proportion of population under the
age of fifteen was 40 per cent or more in all Latin American countries
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Table 1.4. Population under age 15 and age-dependency ratio:
1960 and 1985

Per cent of population Age-dependency
under age 15 Ratio* (per cent)

1960 1985 1960 1985
TOTAL 42.5 37.6 8s.3 72.7
Argentina 30.8 30.5 57.0 64.1
Bolivia 42.9 43.8 85.3 88.5
Brazil 43.6 36.4 86.9 68.7
Chile 39.4 31.5 79.0 59.5
Colombia 46.4 37.8 08.4 71.4
Costa Rica 47.4 36.8 102.4 68.7
Cuba 34.2 26.2 64.8 52.7
Dominican 46.7 39.7 98.8 75.2

Republic

Ecuador 44.8 41.4 95.4 82.2
El Salvador 45-5 46.0 92.5 97.7
Guatemala 46.0 45.9 94.9 95.5
Haiti 39.4 40.5 8o.0 80.9
Honduras 45.1 46.3 90.3 98.5
Mexico 45-4 40.9 94.8 80.2
Nicaragua 47.9 46.8 101.3 97.1
Panama 43.5 37.6 90.5 72.5
Paraguay 47.6 41.0 103.9 80.1
Peru 43.3 39.9 87.8 76.9
Uruguay 27.9 26.8 56.2 6o.7
Venezuela 46.1 39.5 94.4 75.1

Note: *Sum of the population under 15 and over 64 divided by the population
aged 15—064.

Source: United Nations, World Population Prospects 1990, (New York, 1991),
country tables.

except Argentina, Cuba and Uruguay, and over 45 per cent in areas with
higher birth rates — Mexico and Central America, for example. Declining
birth rates reduced this proportion, in some cases very substantially. In
Costa Rica, the per cent under the age of fifteen dropped from 47 per cent
in the 1960 to 37 per cent in 1985.

Age structure is one of the principal ties between demographic pro-
cesses and socio-economic changes. One measure of the potential economic
and social impact of age structure is the age-dependency ratio, which is a
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rough approximation of the ratio of consumers in an economy (those under
the age of fifteen and aged sixty-five and over) to those who both produce
and consume (individuals in ages between fifteen and sixty-five), usually
expressed in percentage terms. In theories about the effect of rapid pop-
ulation growth on economic development, a high dependency ratio is
viewed as a threat to economic growth because it drains resources away
from productive investment and puts pressures on soctal services used by
younger and older people (education and health services being two that are
often cited).

In 1960, dependency ratios were 80 to 90 per cent in most Latin
American countries, and in come cases (Costa Rica, Nicaragua, Para-
guay) they were over 100 per cent. This compares to a recent estimate of
6o per cent for the United States. (The U.S. ratio has been rising since
the 1970s because of increases in the proportion of the population over
the age of sixty-five.) Declining birth rates in Latin America brought
reductions in the dependency ratio. Costa Rica provides a dramatic
illustration, with the ratio falling from 102 in 1960 to 69 in 198s.
Significant declines also occurred in other countries, but rates were rising
in some, including those where emigration of individuals in the young
adule ages had an offsetting effect, as in several Central American
countries. For Latin America’s lower fertility countries (Argentina and
Uruguay), population dynamics were producing an aging population, so
that their dependency ratios were rising in response to increases in the
proportion of population aged sixty-five and over. In Cuba, the aging
effect was offset partially when the 1960s ‘baby boom’ cohorts reached
working ages. Other Latin American countries will eventually experience
this aging effect. Adequate assessment of the impact of dependency
requires separation of the youth and old age component; as the ex-
perience of Europe and North America show, the needs of the two groups
are distinct, and are often in competition for scarce public service
resources.

Summing up the main features of Latin American population growth
over the past six decades, three sub-regional patterns emerge from the
data. The first pattern reflects the experience of countries with earlier and
more gradual declines in birth and death rates, and generally lower overall
rates of population increase. This group includes Argentina, Cuba and
Uruguay, with Chile and Panama as borderline cases. The second group
consists of countries whose death rates declined rapidly during the 1950s,
and which also experienced declining birth rates after 1960. Brazil, Colom-
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bia, Costa Rica, the Dominican Republic, Mexico, Paraguay and Venezu-
ela fit here. Peru and Ecuador are borderline cases because of their delayed
declines in mortality, but appear to be catching up with fertility decline.
On the whole, the second group experienced two decades of very rapid
population growth after the Second World War, but shows definitely
slower growth during the 1970s and 1980s. The third group consists of
Bolivia, Haiti and four Central American countries (El Salvador, Guate-
mala, Honduras and Nicaragua), all late starters in mortality decline and
still well behind the rest of the region in fertility declines. These countries
have experienced the highest and most sustained population increase in
the region in the post-war period.?

MORTALITY DECLINE

In 1930, with death rates still generally high, life expectancy was low for
Latin American populations compared to Europe and North America. In
most countries for which data are available, life expectancy at birth was
around thirty-five years, a level attained by north west Europe before 1850
and by the rest of Europe around 1900. There was also considerable
variation within the region. Life expectancy in Argentina and Uruguay
more closely approximated levels in Southern Europe at the time. Costa
Rica and Cuba were also above average, with life expectancies over age
forty, while much of the rest of Central America and the Dominican
Republic lagged behind with life expectancies below age thirty.

After 1930, gains in life expectancy accelerated and intraregional differ-
ences narrowed. Underlying both trends was a weakening of the link
between living conditions and mortality brought about by the spread of
public health measures and new means of prevention and treatment of
infectious diseases. The main demographic consequence of these changes
was an acceleration in the rate of population growth, because death rates
were declining while birth rates remained high. As noted earlier, birth
rates increased slightly as a consequence of mortality decline because of
increased survival of mothers-to-be from birth to the end of the childbear-
ing ages.

Differences in living conditions accounted for most of the variation in
life expectancy in Latin America before 1930. Countries which had experi-
enced rising living standards during the export-led growth period and

2 Sergio Diaz-Briquets, Conflict in Central America: The Demographic Dimension, Population Trends in
Public Policy Paper No. 10 (Washington, D.C., 1986).
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invested their export earnings in improving environmental conditions
experienced earlier mortality decline. In most instances, these improve-
ments were limited to capital cities and/or principal port cities, many of
which had been ravaged by epidemics of cholera and yellow fever during
the middle decades of the nineteenth century. The political outcry of both
the criollo (creole) elites and resident Europeans led to the building of
water and sanitation systems and to the drainage of mosquitoe-infested
swamps and marshes surrounding those cities. Europeans were especially
vulnerable during epidemics because they lacked the natural immunity
acquired by natives who had been exposed earlier in life and survived.
Smallpox vaccine was also introduced during this period. Although these
measures could be regarded as public health interventions, they depended
for the most part on the prosperity that the export boom generated among
urban elites. They had little impact on the rural masses who provided
labour for the production of agricultural exports.

Immigration was another factor. Mortality was generally lower in the
Latin American countries to which immigration contributed to population
growth during this period. Immigrants were generally healthier on aver-
age than other groups, particularly the indigenous, slave and former slave
populations. At the very least, immigrants had survived to young adult
ages, during which most made their moves to the New World; they were
also better educated and had better living conditions than other groups,
except the urban elite. The abolition of slavery in Brazil and Cuba may
also have contributed to lower mortality during the 1890s.

After 1930, and particularly in the period immediately after the end of
the Second World War, private and public international assistance agencies
introduced new methods for treatment of infectious diseases and contrib-
uted to the spread of public health measures designed to control disease
vectors. Malaria was endemic to much of tropical Latin America, particu-
larly the Caribbean, Central America and Mexico. During the 1940s, intet-
national agencies, including the Pan American Sanitary Bureau (later che
Pan America Health Organization), mounted a major effort to eradicate
malaria-bearing mosquitoes by spraying swamps and marshlands with
DDT, which in combination with treatment of those already infected, led to
dramatic declines in malaria deaths. The introduction of sulfa drugs and
penicillin to treat other infectious diseases reduced mortality rates from
tuberculosis, pneumonia and influenza. Vaccines were introduced to immu-
nize populations against measles, diphtheria, tetanus and typhoid.

The result was a dramatic increase in life expectancy between 1950 and
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1980, along with a narrowing of some of the differentials that previously
had been associated with differences in living conditions (see Table 1.5).
By the early 1980s, most Latin American countries had life expectancies at
birth of sixty-five years or higher, though Bolivia and Haiti were still far
below average and several Central American countries lagged. Compared
to 1950, gains of ten to fifteen years of life expectancy occurred in most
countries. Improvements since then have been much slower, mainly be-
cause due to causes other than infectious diseases account for a larger
proportion of the total and these are less likely to be averted using the
types of interventions that are effective against infections.

The largest absolute declines in mortality occurred among young chil-
dren and adults over forty, while greater proportional declines occurred
among older children and young adults. For the latter, mortality rates
were low to begin with compared to the former, so that larger percentage
mortality declines resulted in absolute cuts in rates that were a fraction of
the decline in rates for infants and older age groups. Among young adults,
females experienced somewhat greater decline in mortality than males.
Arriaga suggests that continued higher male mortality due to accidents
and violence rather than reductions in female deaths resulting from compli-
cations of pregnancy account for the difference.3

While reductions in identifiable serious infectious diseases — tubercu-
losis, typhoid, typhus, cholera, measles, diphtheria, whooping cough,
malaria — are often regarded as the main contributors to increased life
expectancy, declines in the respiratory disease category (influenza, pneumo-
nia, bronchitis) and diarrhoeal diseases contributed significantly to propor-
tional reduction in deaths. Palloni estimated that declines in deaths from
infectious diseases accounted for 21 per cent of the decline in mortality
between 1950 and 1973 in Latin American countries reporting deaths by
cause, with another 11 per cent attributed to reductions in respiratory
diseases and 10 per cent to diarrhoea.#

The slowing of mortality declines in Latin America since the late 1960s
has stirred renewed interest in the effect of living conditions on mortality
differentials, particularly those associated with income-class differences
within Latin American countries. Aggregate statistics suggest that the

3 Eduardo E. Arriaga, Mortality Decline and its Demographic Effects on Latin America (Betkeley, Cal.,
1970).

4 Alberto Palloni, ‘Mortality in Latin America: Emerging Patterns’, Population and Development Review,
7, 4 (1981): 623—49. See also Arriaga, Mortality Decline and Samuel H. Preston, Mortality Decline in
National Populations (New York, 1976) for similar findings.
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Table 1.5. Life expectancy and infant mortality, 1950—5 and 1980—5

Life expectancy” Infant mortalicy?
1950-5 1980—5 1950—5 19805
Total 51.9 66.7 126 61
Argentina 62.5 69.7 64 32
Bolivia 40.4 53.1 176 110
Brazil 51.0 64.9 135 63
Chile 53.8 71.5 126 20
Colombia 50.7 68.3 123 40
Costa Rica 57-3 74.7 94 18
Cuba 59.4 75.2 82 15
Dominican 46.0 65.8 149 6s
Republic
Ecuador 48.4 65.4 150 63
El Salvador 45.3 62.2 175 64
Guatemala 42.1 62.0 141 59
Haiti 37.6 54.8 220 97
Honduras 42.3 63.9 169 69
Mexico 50.8 68.9 114 43
Nicaragua 42.3 63.3 167 62
Panama 55.3 72.0 93 23
Paraguay 62.7 66.9 106 42
Peru 43.9 61.4 159 88
Uruguay 66.1 72.0 57 24
Venezuela 55.2 69.6 106 36

Notes: At birth, number of years; édeaths per 1000 live births.
Source: United Nations, World Population Prospects 1990, (New York, 1991), tables
44 and 45.

link between mortality and living conditions (as measured by per capita
income) was weaker in 1960 than in 1930, but the persistence of mortal-
ity differences between high and low income groups within countries
suggests that interventions and innovations have benefited the rich more
than the poor.s

Infants and young children are more susceptible than other age groups
to infectious diseases associated with malnutrition and unsanitary living
conditions and, because of their low body weights, they are more likely to

3 Preston, Mortality Decline; Ruth R. Puffer and Wynne G. Griffith, “The Inter-American Investiga-
tion of Mortality’, in United Nations World Population Conference 1965, Vol. 2 (New York, 1967).
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die from these infections without prompt medical attention than people at
other ages. In fact, infant and child mortality rates are more sensitive to
income and living conditions; they are often used as indicators of socio-
economic development. Latin American infant mortality rates fell by 30 to
50 per cent between 1950 and 1980, but the current average rate for the
region, sixty-one deaths under age one for every 1,000 live births, is still
about six times the level of developed countries, and the rates range from
as low as fifteen in Cuba to ninety-seven in Haiti and over 100 in Bolivia.

Persistent gaps between the rich and poor are major obstacles to lower-
ing infant mortality, as indicated by studies that show wide disparities in
rates between income and education groups. Education of mothers is
strongly related to the health and survival of young children, both because
a woman with some schooling knows more about sanitation and medical
care and because she is more likely than an uneducated woman to be in a
high income group enjoying a healthier life style and to live in an urban
area where medical services are more accessible. In a study of seven Latin
American countries in the 1970s, Behm showed that children of mothers
with no schooling were three to five times more likely to die before their
second birthday than those born to mothers with at least ten years of
schooling.¢

The majority of children in many Latin American countries are born
into the higher-risk, lower-income and education groups. This is partly
because these groups represent the largest share of total population, but
also because low-income women tend to have higher fertility and produce
a disproportionate share to annual births. High fertility contributes to
high infant mortality because births are so closely spaced. Research has
shown that children born less than two years apart have higher risk of
birth defects and of death in infancy or early childhood. Data for Costa
Rica and Peru show that children born within a year of a sibling were five
or six times more likely to die before age one than those born after a three-
or four-year interval.

Infant mortality in Costa Rica has fallen dramatically in all income
groups, largely because of government policies to expand medical ser-
vices throughout the country and to provide safe drinking water. In the
late 1960s, infant mortality was four to five times higher among the
‘working classes’ than those who were more privileged. This differential

6 Hugo Behm, ‘Socio-economic Determinants of Mortality in Latin America’, Population Bulletin, 13
(New York, 1980): 1—15.
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then narrowed, bringing a dramatic decline in the average infant mortal-
ity rate from sixty-seven to twenty deaths per 1,000 live births between
1970 and 1980.

Thus, while mortality in Latin America is low compared to other
developing regions, major health problems persist. Crude death rates are
low in part because of the broad-based age structure associated with high
fertility. Even aggregate levels of life expectancy are comparatively high.
The problems appear when class differences and causes of death affecting
different class are taken into account. Future gains in life expectancy are
likely to depend not so much on the introduction of new health technol-
ogy as on increasing the access of low-income groups to health services and
on improvement of adverse living conditions accounting for poor health
and higher mortality among low income groups.

FERTILITY DIFFERENTIALS

In most Latin America countries, fertility rates remained high until at
least the mid-1960s. As late as the early 1970s there was considerable
doubt about whether and when Latin America would experience the
transition to lower fertility. During Europe’s demographic transition in
the nineteenth century, there was a lag of about one generation (two to
three decades) between the decline of mortality and the onset of fertility
decline. According to demographic transition theory, the same social and
economic changes that led to lower mortality brought subsequent re-
ductions in fertility. Sceptics of the theory’s applicability to Latin
America pointed out that public health measures reduced mortality at a
stage at which social and economic development was lower than it had
been in Europe and argued that the region’s birth rates were thus not
likely to fall without deliberate and strenuous publicly supported efforts
to reduce them.

Early defenders of demographic transition theory were more optimistic
about prospects for fertility decline in Latin America, calling attention to
wide variations in the timing of mortality and fertility in Europe, to
similar variations in Latin America, and to the rapid social and economic
changes, including urbanization, rising income, and increased educational
levels, that were occurring in Latin America during the decades after the
Second World War. During the early 1970s, two studies, one by Beaver
and the other by Oechsli and Kitk surveyed links between fertility levels
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in the 1960s and a variety of social and economic indicators.” They found
strong ties between fertility levels and socio-economic variables as well as
signs that fertility declines would not be long in coming. Oechsli and
Kirk argued that a number of Latin American countries had experienced
social and economic changes that put them on the threshold of rapid
fertility decline, and Beaver predicted that once fertility decline was estab-
lished, it would be at least as rapid as the region’s recent decline in
mortality.

Fertility trends during the 1970s supported their views. In 1950—5,
the total fertility rate (a more refined measure that indicates the total
number of children born to women during their childbearing years) was
usually over six children per woman, and over seven in many instances (see
columns one to three of Table 1.6). As noted earlier, Atgentina, Uruguay,
Chile, and Cuba were special cases. Argentina and Uruguay already had
fertility closer to three children per woman in the 1950s, and Cuba and
Chile also had lower than average fertility rates at that time. Cuba's
fertility rate then increased during the ‘baby boom’ that came after the
revolution of 1959. After 1965, fertility decline spread to other Latin
American countries. In some instances declines were precipitous. Al-
though there was little or no change in total fertility rates between 1950—
s and 1960—5, declines of 25 per cent wete common between 1960~5 and
1980~5 (see columns four and five of Table 1.6). The greatest percentage
declines occurred in Cuba, Costa Rica, Chile and Colombia with Cuba
reaching the lowest total fertility rate (1.9 children per woman) in Latin
America in the early 1980s. Little change occurred in Argentina and
Uruguay, which already had low fertility, and declines were also very
limited in Bolivia, Guatemala, Haiti, Honduras and Nicaragua. With the
exception of Costa Rica and Panama, declines were more limited in Cen-
tral America than in other parts of Latin America.

While social and economic changes played a major role in fertility de-
cline, it is necessary to recognize that the reproductive behaviour of individ-
ual couples is what drives aggtregative rates, and that biological and demo-
graphic factors as well as broader socio-economic forces influence this behav-
iour. Marriage patterns and fertility control practices are examples of the
former; demographers have labelled them ‘intermediate’ variables affecting
7 Steven E. Beaver, Demographic Transition Theory Reinterpreted: An Application to Recent Natality Trends

in Latin America (Lexington, Mass., 1975); Frank W. Oechsli and Dudley Kirk, ‘Modernization and
the Demographic Transition in Latin America’, Ecomomic Development and Cultural Change, 23, 3

(1975): 391-419.
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Table 1.6. Total fertility rates, 1950—5, 1960—5, and 1980—5

Births per woman 15—49

1950—5 1960—5 1980-5 Ratio of columns

(n) (2) 3) (2)/(1) 3)(2)
Total 5.8 6.0 3.9 1.03 0.65
Argentina 3.2 3.1 3.1 0.97 1.00
Bolivia 6.8 6.6 6.3 0.97 0.95
Brazil 6.2 6.2 3.8 1.00 0.61
Chile 5.1 5.3 2.8 1.04 0.53
Colombia 6.8 6.8 3.5 1.00 0.51
Costa Rica 6.7 7.1 3.5 1.06 0.49
Cuba 4.1 4.7 1.9 1.15 0.40
Dominican 7.4 7.3 4.2 0.99 0.58

Republic

Ecuador 6.9 6.9 4.8 1.00 0.70
El Salvador 6.5 6.9 5.2 1.06 0.75
Guatemala 7.1 7.0 6.1 0.99 0.87
Haiti 6.3 6.3 5.2 1.00 0.83
Honduras 7.1 7.4 6.2 1.04 0.84
Mexico 6.8 6.8 4.2 1.00 0.62
Nicaragua 7.3 7.3 5.9 1.00 0.81
Panama 5.7 5.9 3.5 1.04 0.59
Paraguay 6.8 6.8 4.8 1.00 0.71
Peru 6.9 6.9 4.7 1.00 0.68
Uruguay 2.7 2.9 2.6 1.07 0.90
Venezuela 6.5 6.5 4.1 1.00 0.63

Source: United Nations, World Population Prospects 1990, (New York, 1991), Table 41.

fertility behaviour. It is through such variables that broader social and
economic changes influence fertility rates. For example, educational attain-
ment influences age at marriage and contraceptive use, with these two
variables in turn affecting the number of children a woman actually bears.

John Bongaarts has identified four key intermediate variables that he has
labelled ‘proximate determinants’ because they explain most of these bio-
logical differences in fertility levels: they are (1) age at marriage and the
proportion of women who ever marry, (2) the duration of breastfeeding, (3)
abortion and (4) contraception.® Census and survey data provide a consis-

8 John Bongaarts, ‘Intermediate Variables and Marital Fertility', Population Studies, 30, 2 (July 1976):
227—-41 and ‘A Framework for Analyzing the Proximate Determinants of Fertility’, Population and
Development Review, 4, 1 (March 1978): 105—32.
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tent, though fragmentary account of the proximate determinants of recent
fertility declines in latin America. Marriage patterns and duration of
breastfeeding have had little impact. The next section examines marriage
patterns in greater detail and finds little evidence of change after 1960,
indicating that fertility declines resulted more from decreases in births
within unions than from changes in the proportion of women in unions.

Prolonged breastfeeding of fifteen to twenty months, common in Africa
and Asia, can lengthen the time between births and ultimately lower
overall fertility by extending the period of women’s natural infertility after
childbirth. During the 1970s, survey data for several Latin American
countries revealed average durations of breastfeeding of less than ten
months, which were too short to have much effect in reducing fertility
rates. In some instances, the duration of breastfeeding was declining and
offset the effect of rising contraceptive use. This delayed the onset of
fertility decline. However, recent emphasis on the health benefits of
breastfeeding appears to have motivated a modest revival in breastfeeding.

The effect of abortion is difficult to estimate. Known to be widespread,
abortion is illegal in all Latin American countries except Cuba and there-
fore unrecorded. Because women do not give reliable responses on abortion
in survey interviews, hospital records of women treated for complications
of abortion are the principal source of information on its frequency. Esti-
mates for 1974 based on such records indicated a regional ratio of 300
abortions per 1,000 pregnancies. At this level, abortion would lower
fertility rates by around 20 per cent. Other authors have estimated that
abortion accounted for as much as 25 per cent of fertility declines in Latin
America.?

Increases in contraceptive use and shifts from traditional to more effec-
tive modern methods such as the pill and surgical sterilization account for
most declines in fertility that can be attributed to intermediate variables.
Bongaarts’ index of contraception, which scales the level of fertility in a
country in accord with its current contraceptive mix (accounting for both
effectiveness and prevalence) relative to what it would be with no contra-
ception (so that a level close to one indicates low contraceptive effect and
values below one a higher impact), shows values in the early 1980s rang-
ing from 0.39 in Costa Rica to 0.54 in Colombia and 0.53 in Mexico. In

9 Christopher Tietze, Induced Abortion: A World Review, sth edn (New York, 1983) p. 21; see also
Tomas Frejka and Lucille C. Adkin, ‘The Role of Induced Abortion in the Fertility Transition of
Latin America’, IUSSP/CELADE/CENEP Seminar on the Fertility Transition in Latin America,
Buenos Aires, 1989.
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Haiti, where only 7 per cent of women in unions were practicing contra-
ception in 1983, the index was 0.94.%°

Available data indicate that few Latin American women used modern
contraceptives before 1965, but by the mid-1980s, 50-65 per cent of
women who were married (including those in consensual unions) were
using some form of contraception in a number of countries. A number of
important changes brought the increased contraceptive use that reduced
marital fertility. Increased access to contraception, through family plan-
ning programmes supported by governments and other agencies as well as
increased commercial distribution, played a major direct role. Underlying
social and economic changes increased motivation to control fertility,
either to delay childbearing or to attain smaller completed family size,
usually a combination of both.

Even before the onset of rapid fertility declines, important social and
economic differentials were marked within Latin American countries.
Total fertility rates were two to three children higher in rural areas than in
the cities, and fertility rates among the urban middle- and upper-income
classes were often more comparable to those of southern European coun-
tries than the high rates typical of developing countries. Educational
actainment is perhaps the strongest socio-economic variable associated
with fertility differentials, with women having a completed primary educa-
tion showing lower fertility than those with no education, while fertility
was lower among women with secondary and higher education. Educa-
tional differentials in fertility are linked to and therefore paralleled in
differentials by income class and rural-urban residence.*!

Because of this, it is difficult to assign a specific causal role to any one
variable, since all are closely related. Most of them influence fertility
through a variety of causal paths. Education is a good example. More
educated women typically are aware of a wider range of contraceptive
methods, and are more open to the idea of controlling fertility. Educa-
tion is also an important factor in motivation to control fertility, since a
higher proportion of more educated women work and earn more, both
factors that raise the opportunity cost of time spent in rearing children.
These costs have been offset to some extent in Latin America by the
10 Based on data in Kathy A. London et al., ‘Fertility and Family Planning Surveys: an update’,

Population Reports, Series M, No. 8 (Baltimore, Md: Population Information Program, Johns

Hopkins University, 1985).

"' Raul Urzua, ‘Social Science Research on Population and Development in Latin America’, Report of

International Review Group on Social Science Research on Population and Development (Mexico D.F.,
1978), appendix 11.
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availability of servants to provide child care for upper-income working
women.

Recent changes have worked in a variety of ways to increase motivation
to control fertility. Women who were in primary school in 1960 reached
their early childbearing years during the 1970s. A higher proportion of
women were working in paying jobs in the 1970s than before (see section
on labour force, employment and education below). More importantly,
these changes affected higher fertility social and economic groups.
Whether the shifts represented upward economic mobility is open to
question, since they took place during a period when Latin America’s
persistent income inequality showed little signs of being ameliorated. A
plausible, though not thoroughly tested, hypothesis is that the combina-
tion of increased aspirations associated with higher educational attainment
and exposure to urban amenities, increased economic pressures associated
with inflation and income inequality, and increased availability of contra-
ceptives was responsible for the spread of lower fertility rates to lower
income classes, without whose participation the rapid declines in fertility
would not have occurred.

The completion of Latin America’s fertility transition is dependent on
several factors. One is the spread of lower fertility norms to rural areas.
Although the share of rural population has declined, so that rural fertility
has less impact on national average rates, social and economic conditions
conducive to high rural fertility continue in many Latin American coun-
tries. Land tenure systems that provide little opportunity to own or be-
quest land to succeeding generations among the rural masses, or which
require a given number of family members in order to maintain control of
the land that is allotted, are examples of institutional forces inhibiting
changes in reproductive attitudes. Added to this is the higher economic
value of children who labour as family members on subsistence plots. One
institutional change that has contributed to lower rural fertility is the
recent shift from owner or tenant status of members of farm families to
wage labour in rural areas arising from the consolidation of land for
commercial agriculture. This process has increased the likelihood of rural
women working outside the home, while at the same time decreasing
opportunities for work at home by younger children.

Age structure also affects the pace of decline of birth rates. Although
total fertility per woman has declined, the number of women entering
childbearing age has increased as the very large age cohorts born during
the period of high population growth rates in the late 1950s and early
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1960s reached their mid-1920s. Another uncertainty relates to income
inequality. A high proportion of middle- and upper-income class women
in Latin American countries have relied on commercial outlets and
private physicians for birth control, whereas lower income women de-
pend on government or private agency supported clinics. As budget
crises force cutbacks in spending on social projects, the spread of these
services may be jeopardizcd at precisely the moment at which the need is
greatest.

Too little is known about the incipient spread of fertility control to
lower income groups in Latin America to predict that the trend to lower
fertility is permanent. It could be that economic pressures that motivated
more women to delay or terminate pregnancies during the 1970s might
ease and that the desire for additional children persists and will be realized
when families can afford them. Not to be forgotten are the ‘baby booms’
that occurred in the United States and several other industrialized coun-
tries after many observers had concluded that fertility decline was irrevers-
ible once started.

MARRIAGE AND FAMILY STRUCTURE

The prevalence of consensual and other types of informal unions in Latin
America complicates the use of ‘marriage’ as a measure of the extent to
which women are exposed to the risk of pregnancy. Though the average age
at marriage has been higher in Latin America than Asian countries in which
early marriage is very common, it may not be a reliable indicator of the age
at which exposure to pregnancy and childbearing begins because of the
variety of union types that exist, the way in which they are recorded, and the
ages at which different types predominate. Consensual unions account for a
significant proportion of unions in many Latin American countries, and
visiting or non-cohabitational unions are common in the Caribbean.

One way to measure early marriage is to examine the per cent of
females aged fifteen to nineteen reported as married. International com-
parisons based on recent data show that the figure for Latin America is
only 17 per cent. This is higher than the 2 per cent for East Asia, but
much lower than the 58 per cent average for South Asia, the 55 per cent
for Africa, and the 34 per cent for the Middle East.’? Zulma Camisa

2 Carmen Arretx, ‘Nuptiality in Latin America’, in International Union for the Scientifc Study of
Population, International Population Conference: London 1969, Vol. 3 (Liege, Belgium, 1971),
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surveyed census data from 1950 through 1970 for several Latin America
countries and found three basic patterns.'? Central American countries,
with the exception of Costa Rica and Panama, had the lowest average at
marriage and the highest proportion of women of childbearing age in
unions. Argentina, Uruguay and Chile had later average marriage ages
and higher proportions of women who never married, while Andean
countries and Brazil showed intermediate rates. Countries with the low-
est age of entry into unions also showed the highest proportion of
consensual unions. Latin American nuptiality patterns fit neither the
‘European’ model, in which later marriage and a high proportion of
women who never marry is common, nor the non-European phttern of
very early and nearly universal marriage.

Data for tracking trends in Latin American marriage patterns before
1950 are limited, but available evidence suggests that marriage rates
increased in the period immediately after the Second World War. Carmen
Arretx cites data from censuses taken around 1950 and again in 1960
showing increases in the proportion of women aged twenty to forty-five
reported as ‘married’ in a number of Latin American countries.*# Some of
the increases represent increased legal recognition of unions, others in
decreased reporting of widowhood (a reflection of declining mortality of
spouses), and fewer women were reported as ‘single’. Increases in the
prevalence of marriage in the post-war period has been cited as a contribut-
ing factor in the rise of birth rates that occurred in many Latin American
countries at that time.

A further reason for caution in using marriage prevalence as an indica-
tor of the risk of conception is that pregnancy itself may be a reason for
establishing or formalizing a union. The proportion of consensual unions
is higher among younger women. Civil or religious formalization of
unions may be selective of women who become mothers, since documen-
tation is required for the child’s schooling and other purposes. The cost
involved may also lead to differential degrees of formalization among
different social and economic classes, with lower income groups, the less
educated, and rural couples being less able and less anxious to secure a
marriage certificate. Higher incidence of non-formal union types among
indigenous groups and people of African heritage in Latin America may
reflect their lower level of integration into the social and legal structure
13 Zulma C. Camisa, La Nuptialidad de las Mujeres Solteras en America Latina (San José, Costa Rica,

1977).
" Arretx, ‘Nuptiality in Latin America’.
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of their societies as well as the cultural factors to which it is often
attributed.

Social, cultural and economic forces play a role in the relation between
union type and fertility. In contrast with the English-speaking Caribbean,
where there is some evidence of higher fertility among women in legal
unions, studies of Latin American women have revealed higher fertility
among women in consensual unions, possibly because these women were
less effective in practicing contraception, or because pregnancy was viewed
as a way of stabilizing the relationship. Conclusions about links between
union type and fertility need to be viewed cautiously because the causal
links between them run in both directions and affect reporting attitudes
and practice as well. This is also true of statistics on divorce and separation
in Latin America, which frequently are under-reported in situations where
legal divorce is not recognized or difficult.

Family composition is another dimension of the relation between union
types and fertility. The nuclear family has been found to be the most
common type in Latin America, though the importance of non-residential
extended family relationships and compadrio (ritual kinship, described by
one observer as ‘an elaborate form of godparenthood’) is also stressed.*s In
spite of its wide acceptance, the generalization that women in extended
families have higher fertility than those in nuclear families is not sup-
ported by empirical evidence from Latin America.®

While nuclear families are the most common type, not all consist of
formalized unions of couples with children. An important sub-group, and
one that is over-represented among the poor, consists of less stable family
units, particularly those headed by women in informal unions or who are
single mothers, divorced, separated or widowed. Cultural biases in report-
ing of family headship has led to systematic under-reporting of female
headship. One in five households in Latin America was estimated in 1983
to have a woman as the de facto head in terms of carrying the primary
burden of providing the basic needs of dependent members.’” Women-
headed households are particularly disadvantaged because often they have

5 Francesca M. Cancian, Louis M. Goodman and Peter H. Smith, ‘Capitalism, Industrialization, and
Kinship in Latin America’, Journal of Family History, 3, 4 (Winter 1978): 322.

16 Thomas K. Burch, and Murray Gendell, ‘Extended Family Structure and Fertility: some conceptual
issues’, Journal of Marriage and the Family, 9, 2 (1970): 227-36.

7 Nadia H. Youssef, and Carol B. Hetler, ‘Establishing the Economic Condition of Woman-headed
Households in the Third World: a new approach’, in Mayra Buvinic, Margaret A. Lycette, and
William P. McGreevey (eds), Women and Poverty in the Third World (Baltimore, Md, 1983), pp.
216-43.
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been abandoned by working-age males, because the female head has to
provide both income and home care for dependent children, and because
basic institutional supports such as access to credit and social services are
orientated to ‘normal’ family units with a male head and based on a
formalized union. The legal structure of many Latin American countries
recognizes women'’s rights and entitlements (in many instances even to
their children) only for those who are legally married.

Household and family dynamics have played an increasingly important
role in the analytical frameworks guiding research on linkages between
demographic changes and social and economic processes in Latin America.
Demographic events (migration, birth, death) typically relates to and are
measured in terms of individuals. But explanations of behaviour that leads
to and follows from specific demographic events need to take account of
both societal and individual level processes. Households and families pro-
vide a key mediating link in explaining major demographic changes such
as the rapid decline of fertility described in the previous section of this
chapter and in relating them to changes in women’s role (particularly
through increased education and labour force participation), internal and
inrernational migration.

Analysts in the region have focussed attention on ways in which house-
hold and family units adapt and respond to changing economic condi-
tions. One approach has conceptualized these responses in terms of ‘house-
hold survival strategies’, seeking explanations of migration, reproductive
patterns, work and other demographic household behaviour among differ-
ent strata of society in relation to the economic, social and political institu-
tions that define and limit the options and choices available to each.'® The
approach resembles microeconomic approaches to household demographic
behaviour, which focus on the individual level choices involved in demo-
graphic events in terms of their costs relative to those of other goods and
available resources. Animportant difference is that microeconomists gener-
ally view constraints as a given and pay only limited attention to the way
in which institutional forces impinge on individual behaviour. In the
survival strategy and similar frameworks, institutional forces are seen as
critical, with intra-household/family ties and conflicts playing a powerful
mediating role in determining how individuals act in response to them.
Explanations of recent declines in fertility in Latin America as responses to

18 Marianne Schmink, ‘Household Economic Strategies: review and research agenda’, Latin American
Research Review, 19, 3 (1984): 35-56.
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increasing pressures arising from inflation and other economic trends on
household resources (available time and money) by delaying or curtailing
childbearing so that married women can work or so that families can more
adequately feed children already born illustrate this approach.

ETHNICITY AND NATIONAL ORIGIN

Latin America is rich in ethnic and cultural diversity, with a history of
assimilation and mixing of racial and ethnic groups in many of its popula-
tions. There is a great deal of ambivalence about race and ethnicity in
Latin America, with many of the differentials associated with race being
attributed instead to social and economic class. Statistically, racial and
ethnic categories are elusive and difficult to measure both because of the
blurring of the lines between categories that mixing and assimilation have
caused and because their association with class leads to ambiguous report-
ing, particularly when it is based on declaration by the individual for
whom the report is being made or by enumerators who themselves think
of race in class terms. For that reason, there is little comprehensive infor-
mation on racial and ethnic differences in demographic statistics on Latin
America.

By 1930, four major groups had contributed to the region’s racial and
ethnic stock. Its indigenous Indian population included groups that had
developed organized agriculture and urban systems in pre-Columbian Mid-
dle America and the Andean region. Their numbers were comparatively
large in the fifteenth century, but conquest, disease and harsh living
conditions drastically reduced their numbers during first two centuries of
Spanish colonial rule. However, these populations had been growing since
the eighteenth century, and represented important components of the
populations of Mexico, Central America, and Andean countries. A second
group were the creoles (criollos in Spanish), consisting of natives of Latin
America who traced their bloodlines to the original Spanish and Portugese
conquerors, and who by the end of the colonial era controlled the wealth
and political power of the region. The third group consisted of descen-
dants of African slaves, who had been imported during the seventeenth to
nineteenth centuries to labour on the plantations, particularly those of
Brazil and the Caribbean, and consticuted an important share of their
populations. The last to arrive were the migrants, mainly southern and
eastern Europeans, but also including eastern and southern Asians, who
came in response the demand for labour generated by the export expansion
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that occurred in the region after 1850. Their descendants constitute an
important component of the populations of Argentina, Uruguay, Cuba
and southern Brazil, and to a lesser extent those of Chile, Venezuela, Costa
Rica and a number of Caribbean countries.

Latin American censuses taken around 1950 reported the largest num-
ber of foreign born in Argentina (2.4 million) and Brazil (1.2 million),
though the share was much higher in the former (15 per cent) that the
latter (2 per cent) owing to its smaller population base. Other countries
reporting 4 per cent or more of their population as foreign born in 1950
were Costa Rica, Panama, Paraguay and Venezuela. Cuba was just under 4
per cent. In most instances these proportions understated the significance
of immigrant groups because by 1950 they were represented by the second
or third generation of those who had arrived during the peak decades of
immigration just befote the First World War rather than the more limited
flows that came during the inter-war period.?®

Census estimates of the shares of populations of Indian and African
descent are complicated by the effects of racial mixing and assimilation on
reporting. In Guatemala, for example, John Early has tracked the propor-
tion of the Mayan Indian population through several censuses and found it
as low as 49 per cent in the 1964 census and as high as 57 per cent in the
1973 census.?® While the higher birth rate of the Indians could account
for part of the increase, he also found evidence of under-reporting of
Indian groups. The reason given for this is that the statistical system was
run by and orientated towards the politically and economically dominant
ladino groups, and that Indians who adopted /ladino dress, life styles and
language were often classified as ladino.

In a number of Latin American countries with large indigenous groups,
language may be the only census variable that provides an indication of
their size. This is true of Mexico, which has the second largest (after Peru)
Indian population in the region, and where the census reported 11 per
cent of its population as speakers of an indigenous language in 1950, with
a decline to 8 per cent in 1970. The 1972 census of Peru enumerated 32
per cent of its population with a language other than Spanish (mainly
Quechua and Aymara) as the first language spoken, though estimates of
the percentage of Indians in the total population run as high as 47 per

¥ Giorgio Mortara, Characteristics of the Demographic Structure of the American Countries (Washingeon,
D.C., 1964).

% John D. Early, The Demographic Structure and Evolution of a Peasant System: The Guatemalan Population,
(Boca Raton, Fla., 19812), p. 176.
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cent.?* Other Latin American countries in which indigenous groups repre-
sent a large share of the population include Bolivia (63 per cent) and
Ecuador (30 per cent). In all instances, the indigenous groups are mainly
rural and are the poorest and least educated groups in their countries.
They also have higher fertility and mortality that the general population.

Reporting of race is equally problematic in Latin American censuses.
Brazil’s 1950 census reported 11 per cent as Black and 26.5 per cent as
mixed or parda. Since race is self-declared, the categories are very ambigu-
ous. Brazilian Portuguese has a plethora of terms to describe the variety of
racial mixes in its population, and there is a complex relationship between
race and status in Brazilian society. Brazilian census authorities abandoned
race as a census category in 1970, but reinstated it in 1980, when only 6 per
cent reported as Black and 38 per cent as parda). The increase in the mixed as
well as the decline of the Black and White categories (White dropped from
62 per cent to 55 per cent) may reflect reporting as much a differential
population increase between groups. Other countries in the region with a
significant Black population include Haiti, with the highest proportion in
the region, as well as the Dominican Republic and Cuba. Cuba’s 1953
census lists 12.4 per cent as Black and 14.5 per cent in a category labelled
‘mixed racial ancestry’, a category in which mulattoes predominated.??

Ethnicity and race play an important though secondary role in fertility
and mortality differentials, though it is generally difficult to separate the
causal effect of either from the generally low levels of education and
income of the Black and Indian populations of the region. Indian popula-
tions have higher fertility and mortality, as well as earlier entry into
unions and a higher proportion of consensual unions. Higher proportions
of non-formal union types are also found in the Black population, though
the effect on fertility varies. Intermarriage between groups has contributed
to even further diversification of the ethnicity and culture of countries in
the region.

URBAN AND RURAL POPULATIONS

Latin America is by far the most urbanized of the world’s developing
regions. By the 1980s, two-thirds of its population resided in localities
that were classified as ‘urban’ according to official definitions (see Table
2! Kenneth Ruddle and Kathleen Barrows, Statistical Abstract of Latin America 1972 (Los Angeles,

Cal., 1974), table 41.
2 Diaz-Briquets and Pérez, ‘Cuba: the demography of revolution’, p. 32.
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1.7). This contrasts with 30 per cent in Africa and 24 per cent in South
Asia, and is more comparable to levels found in Europe (73 per cent) and
North America (74 per cent). Since 1950, the average annual rate of
growth of Latin America’s urban population has been 4.1 per cent, com-
pared to about 1 per cent for the rural population. Rural populations have
declined in absolute as well as relative terms recently in several countries.
This has accentuated already large differences between the region’s urban
population growth rates and overall population growth rates.

Historically, Latin America has a strong urban tradition. During the
colonial era, highland centres, many of which had been built on the sites
of pre-Columbian cities, were focal points of Spanish political control and
economic exploitation of indigenous population groups, while coastal cit-
ies functioned as ports and administrative centres for both Spanish and
Portuguese colonial traders. During the nineteenth century, cities that
had emerged as political and economic centres grew in size and wealth
with the boom in exports, and many — like Mexico City, Rio de Janeiro
and Lima — became ‘primate’ cities commanding a disproportionate shares
of their country’s urban population and amenities.

Comparatively few Latin Americans lived in cities at the beginning of
this century, when exporting of primary products was the backbone of
most economies. But those who did tended to concentrate in single large
city, typically the capital or main seaport. Concern about urban primacy,
as the process came to be labelled, stemmed from the accompanying
centralization of political and economic power in these centres, usually to
the detriment of development in other parts of the country. With the
region’s post-Second World War population sutge, there were added con-
cerns that migration to these centres would lead to further concentration,
exacerbating difficulties in providing jobs and urban services. Mexico
City, with an estimated 1985 population of 15 million (five to six times
that of the Mexico’s second largest city, Guadalajara) and expected to grow
to over 20 million by the end of the century, is an often-cited example of
high urban concentration.

In fact, urban concentration in Mexico is actually lower than in some
other Latin American countries. A simple measure of utban primacy is the
ratio of population size for the largest city to the combined population
sizes of the next ranking three cities. These ratios were high in a number
of Latin American countries before the Second World War: 4.2 in Peru,
2.4 in Mexico, and 1.8 in Chile, compared to less than one in the United
States (and also in Brazil and Colombia).
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Table 1.7. Urban population in Latin America, 1930—80

Urban growth

1930° 1950° 1950° 1980* rate 1950—80
Total 17 26 41 6s 4.1
Argentina 38 50 6s 83 2.5
Bolivia 14 19 38 44 2.9
Brazil 14 20 36 66 4.8
Chile 32 43 58 81 3.1
Colombia 10 23 37 64 4.5
Costa Rica 20 18 34 43 4.1
Cuba 26 36 49 68 2.7
Dominican 7 11 24 51 5.5
Republic
Ecuador 14 18 28 47 4.7
El Salvador 7 13 37 42 3.3
Guatemala 18 ¢ I 30 37 3.6
Haiti 4 5 12 24 3.9
Honduras n.a. 7 18 36 5.6
Mexico 14 24 43 66 4.5
Nicaragua 14 15 35 53 4.5
Panama 27 22 36 50 3.7
Paraguay 11 15 35 42 3.4
Peru 11 18 36 6s 4.7
Uruguay 35 53 78 84 I.1
Venezuela 14 31 53 83 5.2

Notes: a Per cent in cities with 20,000 or more residents, 1930 and 50. 4 Per cent in
areas officially defined as urban, 1950 and 1980.

Source: 1930—50: United Nations, Growth of the World's Urban and Rural Population,
1920—2000 (New York, 1969); 1950—80: United Nations, World Population Prospects
1990, (New York, 1991) country tables.

Post-war industrialization did not lead to increased primacy in all
instances. Harley Browning found that while primate cities increased in
absolute size, the primacy ratio was stable or declined from 1940 to 1960
in Brazil and Colombia, increased a little (to 5) in Mexico, and grew more
in Chile (2.5 in 1960), Peru (5) and Venezuela (1.2 in 1940 to 1.6 in
1960).23 In Brazil, Colombia and Mexico, industrial expansion took place
in cities (Sao Paulo, Medellin, and Monterrey) other than the capital. In
Brazil, 2 bi-polar primacy pattern combining Rio de Janeiro and Sdo Paulo

# Harley L. Browning, ‘Primacy Variation in Latin America during the Twentieth Century’, in Insti-
tuto de Estudios Peruanos, Urbanizacion y Processo Social en América Latina (Lima, 1972): $5—78.
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had emerged even before the Second World War. After 1960, Sio Paulo
surpassed Rio as Brazil’s largest city, and is expected to be the world’s
second largest (after Mexico City) by 2000.24

Browning predicted further declines in primacy as industrialization
continued for three reasons. First, sheer size would eventually slow large
city growth; spatial limitations increase the time required for the dou-
bling of a city of 10 million compared to a city of 5 million, and the
number of potential rural-urban migrants in a population dwindles as
rural populations stabilize or decline. Diseconomies of large scale are a
second consideration. The marginal costs of providing adequate intra-
urban transportation and communication, water and sewage disposal as
well as other urban services become proportionally greater with the
distances involved as well as increased land values. Third, as industrial
development passed from import substitution to development of internal
markets, companies were more inclined to locate factories closer to re-
gional markets and sources of raw materials. Though national policies to
control population concentration directly are difficult to design, atten-
tion to the indirect effects of programmes that affect employment and
investment opportunities can influence population distribution patterns.
During the 1970s, primacy patterns remained fairly stable in Brazil,
Colombia and Venezuela, increased in Chile and Mexico, and declined in
Peru. It remains to be seen whether Mexico City’s disastrous 1985
earthquake, which came in the wake of already serious problems of air
pollution and an inadequate water supply, has spurred decentralization in
Mexico.

Despite the growth of primate cities, the region was still predominantly
rural before the Second World War; most countries did not even classify
the population as ‘urban’ or ‘rural’ before 1950. Dramatic shifts in rural-
urban population balances came after the war. However, tracking these
shifts using country definitions of urban areas can be misleading, because
some countries use administrative criteria, whereas others have size thresh-
olds; cross-country comparisons as well as time trends are affected. To
achieve comparability, United Nations’ statisticians have compiled data
for populations residing in localities of 20,000 inhabitants or more, for
1930 and 1950. This is more restrictive than the official definitions of
urban areas of most countries in the region used after 1950. For compari-

24 United Nations, Estimates and Projections of Urban, Rural and City Populations, 1950~2025. the 1982
Assessment (New York, 1985), pp. 146-7.
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son, both the ‘20,000-and-over’ and officially defined urban populations
for 1950 are shown in Table 1.7.

According to these data, 17 per cent of the population of the region was
urban in 1930 compared to 26 per cent in 1950. Using official definitions
for 1950, the percentage rises to 41 per cent, reflecting the incorporation
of many smaller towns and cities that qualified as ‘urban’ under the
administrative definition that was widely used. By 1980 this percentage
had risen to 65 per cent, when 236 million of Latin America’s 363 million
population lived in urban areas. Examining the data in Table 1.7, we see
that in 1930 only Argentina, Chile and Uruguay had more than 30 per
cent of their population in urban areas. After 1950, however, several
countries experienced substantial increases in the urban share of their
population and many countries experienced urban population growth rates
that exceeded 4 per cent per annum between 1950 and 1980. The Domini-
can Republic and Honduras led with rates in excess of 5 per cent. Except
for Bolivia, only countries that already had comparatively high urban
shares in 1950 (Argentina, Cuba and Uruguay) experienced utban growth
rates that were lower than 3 per cent a year during those decades.

Problems associated with Latin America’s rapid urban growth — unem-
ployment, urban poverty, slum housing, stress on urban services as well as
the political unrest that they may generate — are among the most pressing
issues that the region faced in the final decades of the twentieth century.
There was strong consensus that these problems were aggravated by the
extreme concentration of population and wealth in a few large cities. Very
large cities often drain resources from smaller cities and rural areas where
investments might have been more effective in raising living standards.
Latin America’s largest and still rapidly growing metropolises (Sdo Paulo
and Mexico City) are expected to pass the 20 million mark by the year
2000, making them two of the largest urban agglomerations in the
world. Several other major Latin American cities (Rio de Janeiro, Buenos
Aires and Lima) also are also projected to rank among the world’s largest
cities.

Fuelling the post-war urban population surge were both the region’s
high overall rate of population growth and the restructuring of economies
from export-orientated agricultural to more regionally orientated indus-
trial economies. On the demographic side, both natural increase and
internal migration played roles in the shifting rural-urban distribution of
population. United Nations’ estimates for nine countries in the region
attribute an average of 64 per cent of urban growth during the 1950s and
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1960s to natural increase (births minus deaths) and 36 percent to internal
migration and reclassification of localities.?

INTERNAL MIGRATION

Massive internal migration is a conspicuous feature of post-war social and
economic changes in Latin America. Rural-urban shifts have dominated the
flows; however, intercity movements, migrants returning from metropol-
ises to small towns and rural areas, and settlement of agricultural frontier
areas have also reshaped population distribution patterns. Policy-makers
and research analysts have been concerned with a variety of questions about
internal migration and its relation to socio-economic changes. One set re-
lates to the causes of population movements, Another concerns the issue of
who moves, that is to say, migrant selectivity. A third focusses on geogra-
phic patterns of movements, the direction and distances involved in flows.
A final group of questions concerns the economic, social and political conse-
quences of migration in both sending and receiving regions, and on policies
to deal with problems created by large-scale population movements.

Individuals move. Their motives are important for understanding why
migration occurs, but societal forces are equally important if not more so
because they shape the contexts in which migration decisions are made. A
move may be motivated by marriage, for exainple, or the desire to join
family members who have moved earlier. However, economic consider-
ations usually carry most weight and these are largely determined by broad
social forces.

A basic explanation for the rural exodus in Latin America is that eco-
nomic opportunities have not kept pace with population inctrease; en-
trenched economic and social institutions have limited the capacity of
rural areas to absorb additional population. Foremost among these is the
extreme inequality of land tenure. From the colonial period through to the
twentieth century, most of the region’s land and other agricultural re-
sources, such as credit and new technology, have been controlled by a
small minority of large land owners, while the majority of the rural
population worked small plots that provided only a margin of subsistence
or remained landless labourers who worked on large estates. Despite ef-
forts at land reform, consolidation of holdings has continued or increased
in many countries during the post-war period.

2 United Nations, Patterns of Urban and Rural Population Growth (New York, 1980), p. 24.
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Rising rates of natural increase aggravated the economic stress created
by economic inequality. Most of rural Latin America did not have the
system of social control over resources and reproduction that enabled
peasant populations in Europe to balance population and productive
resources — a system that encouraged couples to delay or abstain from
marriage until land was available to support the formation of a new family
unit. Instead, post-war population increase accelerated the fragmentation
of small-holdings. Migration played an important role in their attempt to
maintain living standards through temporary or permanent relocation of
one or more members in the wage economy.

Another contributing cause of migration was the so-called ‘urban bias’
of post-war industrialization strategies adopted by many Latin American
countries. Investments in productive and social infrastructure were concen-
trated in urban centres, often the capital or major metropolis. Policies to
contain food prices and channel availability credit to industry short-
changed the rural economy. The few incentives that did reach the rural
sector favoured large landowners and commercial producers. Campesino
households faced constrained and shrinking economic possibilities at the
same time that their numbers were increasing.

On the other side of the coin is the growing lure of the city, which not
only held out the promise of jobs and other earnings opportunities, but
also offered better access to public services, particularly health and educa-
tion. Cheaper transport and increased communication networks also fig-
ured in migrants’ assessments of whether they could increase their living
standards more by moving to the city than by staying in the countryside.

Also driving the flight from the land have been manmade calamities
and natural disasters to which Latin America is prone: violent struggle to
control land, civil war in Central America, worsened environmental condi-
tions, particularly soil erosion, and adverse climate and natural catastro-
phes such as the periodic droughts that have ravaged northeastern Brazil
and southern Peru, as well as floods and frosts. Such factors have often
proved to be the final impetus for population movements after longer-
standing economic and institutional factors and population pressures weak-
ened the resilience of rural populations.

The stereotypical image of migrants in the developing world is of the
rural peasant arriving at the bus station of a nation’s largest city with all of
his or her worldly belongings in a bag. In statistical terms, net rural-urban
migration flows have indeed had the greatest overall impact on population
distribution in Latin America. But underlying these net flows are a com-
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plex of migration streams which reveal a much richer pattern of individual
moves than are revealed by summary data.

Studies of migration to large cities in Latin America show that most
rural moves are directed to towns and smaller cities and that moves to
larger cities come from smaller cities and towns rather than directly from
rural areas, but this is not always true. While nearly 70 per cent of
migrants to Brazil's metropolitan areas came from other urban places,
studies of Mexico City and Monterrey, Mexico showed that migrants from
rural origins represented a larger share of the total. When origins were
classified in terms of distance from the destination, regions surrounding
the destination had a higher proportional representation. When length of
stay was controlled, the data suggested that migration flows start with
shorter moves with a larger share of individuals from urban origins, but
shifts to longer distances and rural origins with time.?%

A serious limitation of most studies of migration is that they identify
movers at a particular place (usually the most recent destination) and time,
and miss those who came earlier and left. This exaggerates the volume of
migration to a particular destination by not taking account of individuals
who moved on or returned to their origins. Return and temporary migra-
tion flows are statistically more elusive, but play an important role in the
economic strategies of individuals and family units in many Latin Ameri-
can countries.

Movements to rural destinations have also been a feature of the region’s
post-war migration patterns. Most of these moves originate in other rural
areas, but some come from small towns and cities in economically de-
pressed, highly populated areas. These flows generally have been linked to
agricultural colonization schemes and/or settlement of agricultural fron-
tiers, the most recent being movements to the Amazon basin frontiers of
Brazil, Peru, Colombia and Venezuela. Rural settlement schemes have
been linked to irrigation and road-building projects, such as the Trans-
Amazon Highway in Brazil, and to the growth of rural hinterlands around
new cities such as Brasilia and Ciudad Guyana.

One of the most widely accepted generalizations about migration is that
it is highly selective with respect to age, sex and other population charac-
teristics. Numerous studies of migrants in Latin America report age selec-
tivity patterns that conform to the expectation of that young adults —

2 Jorge Balin, Harley L. Browning and Elizabeth Jelin, Men in a Developing Society: Geographic and
Social Mobility in Monterrey (Austin, Tex., 1973).
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aged from the mid-teens to the mid-thirties — account for the largest share
of migrants. The majority of urban migrants were unmarried, while migra-
tion of family units was common in flows to rural areas.

In most utban centres in Latin America, female migrants outnumber
males, with high proportions of younger female migrants being attracted
to the rapidly growing service sector in larger cities — domestic service, in
particular, as well as clerical, commercial and teaching positions. Varia-
tion in sex selectivity is related to the nature of origins and destinations.
In Brazil, the proportion of males was higher among migrants to industri-
ally orientated Sdo Paulo than to Rio de Janeiro, which is service orien-
tated. Males have out-numbered females during the early stages of frontier
migration, but the gender balance shifted with increased arrivals of family
members later on.

Latin American migrants are characterized by higher educational attain-
ment and a more highly skilled occupational than the general population
of sending areas. More educated, highly skilled migrants tend to be the
‘pioneer’ movers, and are followed by individuals with more average educa-
tion and skill levels. By removing younger, better educated and more
skilled workers from the human resource base of sending areas, migration
may slow productivity increases and act as a stimulus to further exodus of
individuals who want to get ahead. It also increases the demographic
dependency burden of these areas because age selectivity reduces the pro-
portion of people of working age relative to children and older people. On
the other hand, if age and sex selectivity of out-migration favours younger
women, there is a compensating demographic effect resulting from re-
duced births in origin areas. It has also been speculated that out-migration
reduced chances for political reforms, since individuals with frustrated
aspirations have left rather than stayed work for such changes.

At destinations, migrants tend to be less educated and less skilled on
average than natives. These differentials increase as migration dips further
into the skill and educational resource pool of sending areas. Though
migrants appear to be at a disadvantage compared to natives in destination
areas, research on the adaptation of migrants in Latin American cities has
largely invalidated an earlier expectation that the migration process would
generate marginalized, alienated and politically explosive urban masses.
Efforts to track the social and economic mobility of migrants suggest that
they have done at least as well as natives in succeeding economically and
socially. In a review of forty studies of migrant assimilation in Latin
America, Cornelius concluded that urban migration did ‘not necessarily
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result in severe frustration of expectations for socioeconomic improvement
or widespread personal and social disorganization’.?? Although individual
migrants may indeed find the easier access to schooling for their children
and health services that attracts many of them to cities, the net effect of
these moves is to put added stress on the capacity of cities to provide
services. Migration also adds to the demand for housing and urban infra-
structure such as water, sanitation, streets and public transport systems.

In analysing these stresses, it is important to distinguish between the
experiences of individual migrants and the impact of migration on the
society in which they live. Rapid increase in housing demand caused by
migration-fed urban population growth has indeed contributed to the
spread of urban shanty-towns in many Latin American cities. Yet studies
of the characteristics of shanty-town populations reveal that migrant status
is only one of 2 number of social, economic and demographic characteris-
tics determining who resides in them. A particular problem for urban
administrators is that the tax base of a city with a large informal sector,
with many informal workers living in shanty-towns, is limited, so that
revenues do not keep up with the demand for urban services. Their
problems have been exacerbated further by the fiscal constraints under
structural adjustment regimes imposed by international lenders as a condi-
 tion for debt relief.

With rapid overall population increase, the social and economic prob-
lems associated with city-ward migration are generally issues that a society
would have had to confront regardless of whether migration occurred. What
migration does is concentrate demand for services and other problems in the
large cities. Such concentration makes them more visible. It may also ease
them to the extent that economies of scale can be realized, provided that
urban growth has not already reached proportions at which large-scale
increases rather than decreases the costs and difficulty of providing services.

LABOUR FORCE, EMPLOYMENT AND EDUCATION

Post-war urbanization was accompanied by dramatic changes in the struc-
ture of Latin America’s economically active population. In 1950, agricul-
ture accounted for half or more of the labour force in all but five countries
in the region (Argentina, Chile, Cuba, Uruguay and Venezuela), and two-

21 Wayne A. Cornelius, Jr., ‘The Political Economy of Cityward Migration in Latin America: toward
empirical theory’, in Francine F. Rabinowitz and Felicity M. Trueblood (eds), Latin American Urban
Research, Vol. 1 (Beverly Hills, Cal., 1971), p. 103.
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thirds or more in the Dominican Republic, Haiti and several countries in
Central America. By 1980, only three countries (Guatemala, Honduras
and Haiti) remained with half or more of the labour force in agriculture
(see Table 1.8).

Though import-substituting industrialization was one of the forces con-
tributing to rapid urban growth, declines in the share of the labour force
in agriculture were generally not matched by proportional increases in
employment in manufacturing and other industries. In Brazil, for exam-
ple, the labour force in agriculture declined by 29 petcentage points
between 1950 and 1980, but the share of industry increased by only 10
points. Similar patterns are observed in Colombia, Costa Rica, Mexico and
Venezuela. The demand that drove the post-Second World War expansion
of manufacturing in Latin America was concentrated in product lines
(consumer durable goods such as television sets and refrigerators, and in
transportation equipment, petrochemicals, and so on) that required more
complex and capital intensive technologies than labour in order to be
competitive with imports from other industrial economies.

Job-seekers sought employment elsewhere, particularly in construction
and services. Many of these jobs were generated in the so-called urban
‘informal’ sector, which encompasses a range of activities from street
sellers and odd-job handymen to small-scale construction and repair
shops, all operating without the institutional umbrella of wage contracts,
tax payments and bank credit found in the formal sector. The informal
sector has played a crucial role in the absorption of migrants as well as
younger native workers in Latin American cities. Before the economic
crisis of the 1980s affected employment so adversely in the region’s formal
sector industries, informal employment contributed to the low measured
unemployment reported by many countries at levels of 2 to 3 per cent.

A major issue is whether informal employment is really disguised unem-
ployment or underemployment. On the positive side, having the informal
sector available to absorb labour has enabled the formal sector to utilize
more advanced technologies. On the negative side, productivity and earn-
ings are clearly lower in the informal sector. The wage gap between the
two sectors has contributed to a worsening of measured income inequality
in urban areas and increased adverse economic pressure on low income
workers.

In the case of services, productivity is difficult to measure because
workers’ earnings provide the main basis for determining the service share
of national income accounts. The earnings capacity of service workers has
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Table 1.8. Sectoral distribution of labour force 1950—1980; secondary school
enrolment rates, 1960—1981

Secondary
school

Percent of labour force by sector enrolment
1950 1980 rate*

Agriculture Industry Agticulture Industry 1960 1981

Total 53.4 19.5 31.8 25.9 n.a. n.a.
Argentina 25.2 31.8 13.1 33.8 23 59
Bolivia 61.4 20.0 46.5 19.7 12 34
Brazil 59.8 16.6 31.2 26.6 11 32
Chile 34.3 30.2 16.5 25.2 24 57
Colombia 57.2 19.7 34.3 23.5 12 48
Costa Rica 57.6 16.7 30.8 23.2 21 48
Cuba 42.7 20.5 23.8 28.5 14 75
Dominican 72.8 I1.2 45.7 15.5 7 41
Republic
Ecuador 65.4 15.4 38.6 19.9 12 40
El Salvador 65.4 15.5 43.2 19.4 13 20
Guatemala 68.4 13.8 56.9 26.1 7 16
Hairi 85.6 5.7 70.0 8.3 4 13
Honduras 72.3 8.9 60.5 16.2 8 30
Mexico 6o.4 16.8 36.6 29.0 11 51
Nicaragua 67.9 15.2 46.6 15.8 7 41
Panama 56.4 13.6 31.8 18.2 29 65
Paraguay 56.0 20.0 48.6 20.6 b §4 26
Peru 57.7 18.3 40.1 18.3 15 57
Uruguay 24.4 28.0 15.8 29.2 37 70
Venezuela 42.9 21.4 16.1 28.4 21 40

Note: *Enrolment rate is population aged 12—~17 divided by number enrolled; data for c.
1960 and 1981.

Source: Labour force, International Labour Office, Economically Active Population, Estimates
1950—1980, Vol. III (Geneva, 1986), table 3; Secondary enrolment, World Bank, World
Development Report 1984, table 25.

been hampered by low skills, lack of access to credit and policies that have
been detrimental to artisan workers. Excessive reliance on government
employment has been another troublesome aspect of the expansion of
services, particularly in primate cities. Increases in the numbers of teach-
ers, public health professionals and other urban service workers have
helped meet the increased demands for these services by growing urban
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Figure 1.1. Labour Force Participation Rates, 1950—1980
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1986)

population; however, they have also added to the strain of large payrolls on
government budgets, to concentration of services in a few centres, and to
the bureaucratic inefficiencies and potential for corruption that ensue
when the government becomes the employer of last resort.

Urbanization and industrialization have also brought changes in the age
and sex composition of the labour force. According to an important study
by Durand, Latin American males traditionally entered the work force at a
young age and left at a comparatively late age, with high participation
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rates in middle years.?® The profile of age specific rates for the region
resemble the inverted ‘v’ common in most countries (Figure 1.1). With
urbanization, increase school attendance, and increase prevalence of formal
retirement, participation rates have declined, reducing overall participa-
tion levels for males in the region.

The reverse is true for Latin American women, whose labour force
participation patterns are also more difficult to document because of incon-
sistencies and under-reporting of women’s work in census data. This was
still true in 1980, when data complied by the International Labour Office
reveal an average female labour force participation rate of 18 per cent in
Latin America, higher than the 8 per cent reported for North African
countries, but lower generally than in most other developing as well as
developed regions of the world, where rates of 40 per cent or more are
common.?® This disparity reflects Latin America’s low recorded female
participation rates for the agricultural sector, where less than 15 per cent
of women were reported as working in all Latin American countries except
Bolivia. The age pattern of female participation contrasts with that for
males (see Figure 1.1), with the highest rates reported for younger women
and lower ones at older ages.

Outside agriculture, Latin American’s female participation rates are
generally higher than in other developing regions. This appears to be a
reversal of an earlier pattern of declining participation. Data for Argentina
and Brazil show that female participation declined during the initial
stages of industrialization. Factory production replaced home-based arti-
san activities, reducing opportunities for women to combine productive
and reproductive roles.

Increases in female activity rates are linked to the rise of service employ-
ment. The largest increase in female activity has occurred in rates for
single women aged twenty to twenty-nine. As noted earlier, women have
also been figured prominently in rural-urban migration flows, with large
numbers employed as domestic servants in the cities. Cultural factors play
a role in these patterns, first because of generally permissive attitudes
about migration of unmarried women and second because of the high
incidence of consensual unions that afford little economic security to
women in them. Participation rates for women in formal unions have been
lower, but they too have increased recently. Latin America still has not
8 John D. Durand, The Labor Force in Economic Development (Princeton, N.J., 1975).

# International Labour Office, Economically Active Population 1950—2025, Vol. V, World Summary
(Geneva, 1986).
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experienced the large overall increases in female labour force participation
observed in Europe and North America.

Increased educational attainment has also influenced both the age pat-
tern and occupational structure of female employment. Increased school
attendance has delayed labour force entry for females, though not so
markedly as for males. It also contributed to increases in earnings and
occupational differentials among working women, with those who delay
labour force entry to attend school entering the labour force later and
moving up the income and occupational scales more rapidly than those
who entered at a earlier age with less education.

The post-war period brought remarkable increases in the educational
attainment of both males and females in Latin America. Two basic indica-
tors are the level of educational attainment and enrolment at a given level
as a per cent of the population in the relevant age categories. Both need to
be interpreted with caution because of difference in how countries define
them. With reference to the first measure, United Nations Education and
Social Organization (UNESCO) has compiled data on the proportion of
adults age twenty-five and over with no schooling.3° The proportion range
from 2 high of 94 per cent in Guatemala in 1973 to lows of 4 per cent in
Cuba in 1981 and 6 per cent in Argentina in 1980, with percentages
generally higher in Central America (except for Panama and Costa Rica)
and lower in South American countries.

Age-specific enrolment ratios provide another measure of progress in
education. School enrolment ratios in Latin America increased signifi-
cantly during post-war period. In 1960, the first year for which UNESCO
reports an overall average for the region, the enrolment ratio for primary
school ages six to eleven was 58 per cent; by 1985 it was 84 per cent. An
even more telling indicator of increases in enrolment at the secondary
level. Efforts to expand access to secondary education were mounted in a
number of Latin American countries during the 1960s and 1970s. Around
1960, enrolment rates ranged from a low of 4 per cent in Haiti to 37 per
cent in Uruguay, with most countries falling in the 10—20 per cent range;
by the early 1980s most countries had rates in the 30—50 per cent range.

Gender differences in education are much less in Latin America than
other developing regions, where average female enrolment ratios are typi-
cally two-thirds to three-quarters those of males. In Latin America,
enrolment ratios for primary school-age girls were only one percentage

30 UNESCO, Statistical Yearbook 1985 (Paris, 1985), table 1.4.
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point lower than those for males in both 1960 and 1985. At ages twelve to
seventeen, the 5 percentage point gap in 1960 (39 per cent vs. 34 per
cent) narrowed to just one percentage point in 1985. Even at ages eighteen
to twenty-three, when many reported students are probably attending
university, the marked male advantage in 1960 (7 per cent vs. 4 per cent)
dropped significantly by 1985 (to 26 per cent vs. 23 per cent).3!

Educational attainment and labour force participation are highly corre-
lated, and both have contributed to changes in the roles of women in Latin
America. As noted eatlier, they have also-contributed to fertility declines
that have been occurring in many countries since the late 1960s and are
related to a variety of other important individual and household level
social and economic changes, including migration, improved health and
consumption patterns. It would not be an exaggeration to say that in-
creased education of both males and females is one of the major forces
behind the often dramatic shifts in demographic patterns that Latin Amer-
ica has experienced in the post-war period.

INTERNATIONAL MIGRATION

Before 1930, international migration flows to Latin America consisted
mainly of trans-Atlantic movements from Europe to Argentina, Brazil and
Uruguay, and to a lesser extent, Chile and Cuba, Spain, Portugal and Italy
were the principal countries of origin, though there were also Eastern
European and Asian immigrants, including a significant number of Japa-
nese immigrants to Brazil. Immigration slowed during the economic crisis
of the 1930s, when many countries restricted immigration on grounds
that immigrants were competing with natives for scarce jobs. The volume
of migration increased again after the Second World War, with Venezuela
emerging as the principal destination for migrants of European origin.

Immigration from origins outside the western hemisphere has continued
since 1950, but at substantially lower levels. Meanwhile, two new interna-
tional migration patterns within the hemisphere have taken on important
economic, political and demographic significance. One consists of emigra-
tion of better educated, highly skilled workers to industrialized countries
outside the region, particularly the United States, and from less to more de-
veloped countries within the region. Though limited in terms of its overall
volume, the ‘brain drain’ has attracted much attention from researchers and
policy-makers because it represents a loss of human capital for sending

31 UNESCO, Statistical Yearbook 1985, table 2.11.
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countries. These flows are also fairly well documented, because most are
legal migration and recorded in administrative reporting systems. The out-
migration of skilled workers and professionals appears to have accelerated
during the economic crisis of the 1980s, which affected occupations that
hitherto had been relatively more insulated from economic slowdowns.

The second main international migration current to emerge within the
hemisphere since the 1950s is less well documented. This one consists of
massive movements of unskilled and semi-skilled wortkers, joined in the
1970s by refugees fleeing civil strife in Central America. A significant frac-
tion of this migration is illegal and therefore undocumented. It also involves
temporary and seasonal moves, which further complicate efforts to measure
flows. These flows are grossly underestimated in conventional data, includ-
ing reports of the number of foreign-born tallied in periodic censuses.

Venezuela, Argentina and the United States have been the main destina-
tion countries for both legal and undocumented migration flows. Other
important intra-regional streams involve moves among Central American
countries, between Central America and Mexico, and movements among
countries in the Caribbean region. Net flows for Central America, Mexico
and the Caribbean underestimate the total volume of migration, since
these areas are both the source of major flows and destinations for sub-
regional moves.

Although legal immigration into Venezuela was highly restricted be-
tween 1959 and 1973, undocumented migration increased steadily.
Sassen-Koob estimated that there were a million entries during the 1960s,
though the net accumulation by the eatly 1970s amounted to only half a
million because a significant proportion of the migrants were seasonal or
temporary movers.3? Venezuela attracted the majority of undocumented
migrants from Colombia, though outflows from that country have also
been directed to the United States, Ecuador and Panama. In 1973, withan
economic boom underway because of rising oil prices, Venezuela at-
tempted to gain control of the migration process by adopting a selective
but more open immigration policy. By late 1977, the total number of
foreign born with residence permits numbered 1.2 million out of a total
population of 13 million. Migrants from Spain were the largest single
group, followed by Italy, Colombia and Portugal. Estimates of the num-
ber of migrants (documented and undocumented) suggest that by 1979
there were at least a million Colombians, 200,000 from Ecuador and

32 Saskia Sassen-Koob, ‘Economic Growth and Immigration in Venezuela’, International Migration
Review, 13, 3 (1979): 455-74-
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Peru, and 150,000 migrants from the Dominican Republic in Venezu-
ela.33 Economic conditions in Venezuela deteriorated after 1979, but the
large return migration flows that had been anticipated did not materialize.

Argentina also attracted migrants from neighboring countries after the
Second World War, mainly from Bolivia, Chile and Paraguay, with Uru-
guay and Brazil also contributing. In contrast to Venezuela, the volume of
movement was greater during the 1950s than later. Buenos Aires was the
principal pole of attraction for international migrants. Unskilled and
semi-skilled migrants sought employment in construction and the service
sector; the city also attracted skilled workers and professionals, including
many whose moves were politically motivated. After 1976, there was
significant emigration of professionals and skilled workers as a conse-
quence of the political and economic crisis.

The United States was the principal destination of international migra-
tion flows from Mexico and attracted significant numbers from Central
America, Colombia and Caribbean countries. Total legal migration, in-
cluding refugees, increased from less than 330,000 a year during the early
1960s, to 450,000 per year during the 1970s, and 600,000 during the
1980s. Latin Americans accounted for about 40 per cent of this total
during both the 1970s and the 1980s. They were the largest group during
the 1970s, but fell to second place during the 1980s when Asians, repre-
sented 44 per cent of the total.3* Mexicans remained the largest single
national group among those legally admitted to the United States. Reli-
able data on the number of undocumented migrants do not exist, and
estimates vary widely. Research based on the 1980 census suggested a
figure of between 2.5 and 3.5 million illegal aliens, though data from
other sources are consistent with estimates than run as high as 3.5 million,
and estimates for 1986 suggest an increase in the number to between 3
and 5 million. After passage of the Immigration Reform and Control Act
of 1986, which granted amnesty to 2.5 million formerly illegal aliens, the
estimates drop to about 1.8 to 3 million. Mexicans accounted for nearly
6o per cent of the estimated number of illegal aliens.35

33 Sergio Diaz-Briquets, International Migration Within Latin America and the Caribbean: An Overview
(New York, 1983).

3 Michael and Jeffrey S. Passel, ‘The Door Remains Open: recent immigration to the United States
and a preliminary examination of the Immigration Act of 1990’, mimeo, The Urban Institute,
Washington, D.C., 1991.

3 Karen A. Woodrow, Jeffrey S. Passel, and Robert Warren, ‘Preliminary Estimates of Undocu-
mented Immigration to the United States, 1980—1986°, Proceedings of the Social Statistics Section of the
American Statistical Association: 1987 (Washington, D.C., 1987).
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Mexican immigrants to the United States are concentrated in the south-
west, mainly Texas and California. California has also attracted significant
numbers of Central Americans. Florida was the prime destination of Cuban
migrants during the 1960s and again during the 1980 Mariel ‘boatlift’
period. New York City and nearby New Jersey, along with a few metropoli-
tan areas in the Northeast and Midwest have also atracted immigrants from
Latin America. The 1990 U.S. census enumerated 22.4 million individuals
who claimed Hispanic origin. This is an increase of of nearly 8 million over
the 1980 figure of 14.6 million. California accounted for 7.7 million of this
total, followed by Texas, with 4.3 million. Los Angeles County, with a total
1990 population of 8.9 million, had 3.4 million people of Hispanic origin,
a very high proportion of whom were Mexicans. California’s Hispanic popu-
lation increased by 3.1 million during the 1980s.

There is also evidence that the character of immigration from Mexico to
the United States has changed. Before 1980, a high proportion of migrants
were young males who were uneducated and working in agriculture while re-
siding temporarily in the United States in a predominantly Spanish-speak-
ing enclave and who could be characterized as ‘cyclical sojourners’ support-
ing a family left behind in Mexico. New evidence suggests that while the
educational gap between natives and Mexican-born immigrants remains,
migrants are more diverse in terms of their occupational characteristics and
more likely to be permanent residents with families. Changes in U.S. immi-
gration law have made it possible for Mexicans to immigrate as families.

Although Central Americans have contributed to international migra-
tion streams to Mexico and the United States, intra-regional flows have
also been important in Central America, particularly when measured
against the total populations of the countries involved. During the 1960s,
tens of thousands of Salvadorans migrated to Honduras. Tensions created
by these movements led to the 1969 war between the two countries, after
which most Salvadorans lefc Honduras, many of them then settling in
Guatemala. Costa Rica has been a main destination for Nicaraguans, and
more recently Salvadorans. Panama has also attracted migrants from Cen-
tral American, as well as from Colombia. Increased levels of hostility
added impetus to intra-regional flows created by pre-existing stressful
economic conditions. Another important set of sub-regional flows are
those within the Caribbean region, including movement of Haitians to the
Dominican Republic and other Caribbean islands, and of Dominicans to
Puerto Rico. The Bahamas and Jamaica represent other important destina-
tions for Caribbean migrants.
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International migration occurs for many of the same reasons that moti-
vate internal migration. Many observers have urged that internal and
international population movements within the western hemisphere be
considered as part of the same overall process, giving more attention given
to the international scope of regional labour markets. Unequal distribu-
tion of land, limited employment and earnings opportunities in sending
areas, along with high rates of natural increase in the population, have
generated pressures that increasingly spilled over international borders.
They also created political tensions that frequently erupted in violence,
which further propelled international movements. Increased availability of
low cost transportation and communications (even direct-dial long-
distance telephone service) also facilitated moves.

International migration has important social, economic, and political
consequences for sending as well as receiving areas. Migrants have sup-
plied labour to occupations in receiving areas for which demand has ex-
ceeded local supply in terms of the number of individuals willing to work
at a given wage level. Migrants earn less on average than local natives, but
more than they would have earned doing the same work in their home
country. Remittances of earnings by migrants have mounted up to signifi-
cant shares of income in origin communities. At the same time, it has
been shown that a significant proportion of migrants pay taxes and contrib-
ute to social insurance programmes in destinations countries.

Like internal migrants, international migrants are generally younger,
better educated and more highly skilled individuals than non-migrants.
Males tend to dominate streams orientated to agriculture and construc-
tion, whereas females are better represented in flows to destinations with
employment opportunities in services and light industry. Selective migra-
tion tends to drain human resources from the sending region’s labour pool,
with detrimental effects on local productivity. The labour transfer process
is often a complex overlaying of successive migration streams. The con-
struction industry in Mexico City draws on migrant labour from Guate-
mala to fill jobs left by Mexicans seeking better opportunities in the
southwestern United States.

POPULATION GROWTH AND ECONOMIC DEVELOPMENT

The acceleration of population growth rates in Latin America after 1950
aroused much concern that rapid population increase would adversely
affect its economic development. Much of this concern was expressed in

Cambridge Histories Online © Cambridge University Press, 2008



The Population of Latin America, 1930—1990 49

so-called ‘neo-Malthusian’ views of the relation between population and
economic growth. The logic of neo-Malthusian theory rests on three sets of
telationships between economic and demographic variables. The first is a
straightforward accounting relationship: as the rate of population growth
increases, so does the rate of growth in income required to achieve or
maintain a given level of growth in income per capita. With higher
population growth, investment that might have increased per capita in-
come must go instead to maintain income per capita at the level it was
when population growth was lower.

The second focus is on the relation between age structure and investment.
When a population’s growth rate is increasing as a result of high fertility
and declining mortality (rather, for example, than because of immigration),
its age structure is heavily weighted with children, which means that there
are fewer producers per consumer than in a population with a low birth rate.
Neo-Malthusians argue that this makes it more difficult to raise the percent-
age of investment required to achieve an increase in per capita income and,
conversely, that a population with a lower birth rate will be able to achieve a
higher level of income per capita over the long run. Timing is the key to this
strand of the argument. Eventually, a large population will have higher
total output because there are more workers, but the lag between birth and
entry into the labour force — typically 15—20 years — will give the popula-
tion with a lower birth rate an edge in building up per-worker capital, so
that its output per worker will be greater over the long run. Economists
refer to this process as ‘capital deepening’.

The third set of relationships involves the determinants of demographic
change. Neo-Malthusians doubted the applicability of demographic transi-
tion theory in Latin America. They pointed out that morrality decline
depended on the introduction of exogenous medical technology, which
weakened the link between mortality and living standards in developing
countries, and went on to argue that high rates of population growth would
prevent those countries from reaching the higher living standards needed to
bring about a fertility transition. Developing countries would be caught in
a ‘Malthusian trap’, in which high birth rates inhibit economic develop-
ment. Without economic development, birth rates will not decline. The
main policy conclusion of neo-Malthusian theory is that interventions to
reduce birth rates are needed for countries to escape this trap.

As late as the 1960s most Latin American countries fitted the neo-
Malthusian profile of rapid population growth, high levels of age depen-
dency and low savings rates. Yet Latin American social scientists and
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economic planners treated the theory with a great deal of scepticism. They
criticized it for overlooking fundamental institutional obstacles to develop-
ment and were suspicious of the motives of outside agencies who appeared
to be using the theory to push family planning rather than deal with these
more fundamental issues.

This critique is rooted in the Latin American intellectual tradition that
came to be labeled as the ‘structural’ approach to economic development. 36
Structuralists viewed the unequal distribution of wealth, particularly land
and other productive resources, and of political power as the fundamental
obstacles to development, and traced these problems to the region’s colo-
nial experience (including the economic colonialism of the export phase)
and to industrialization policies that aggravated rather than alleviated
inequality in more recent decades.

Structuralists challenged the neo-Malthusian suggestion that population
was the root cause of under-development, which neo-Malthusians tried to
demonstrate by using economic-demographic models to show that per capita
income would be higher with lower birth rates. Structuralists also question
the age dependency/savings link on the grounds that income inequality kept
the incomes of the masses of the population so low that the added consump-
tion expenditures that they might have incurred with larger families were not
likely to have had much effect on aggregate savings and investment.

Following the structuralist line, Latin Americans played a major role in
promoting the rallying cry that ‘development is the best contraceptive’ at
the 1974 World Population Conference at Bucharest. This was not meant
to imply that individuals could control their fertility without using some
form of contraception but, in a challenge to neo-Malthusian views, to
assert that if fertility rates were to decline, individuals had to see some
personal benefit to reduced fertility, and that much of this benefit, or the
perception of it, depended on their being able to raise their living stan-
dards. With great income inequality, poor couples may not perceive much
benefit in having fewer children, even if the national economy grows more
rapidly. The extreme variant of this view held that putting resources into
family planning programmes rather than rather than basic social develop-
ment was counter-productive. At a minimum, family planning efforts
would only succeed to the extent that they took account of the social and
economic context in which they are being promoted.

36 See Joseph L. Love, ‘Economic Ideas and Ideologies in Latin America since 1930°, Chapter 7 in
this volume.
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The polarization between neo-Malthusians and their critics that sur-
faced at the Bucharest Conference softened during the 1980s. A middle
view emerged, based on recent experiences in Latin America and other
developing countries, which demonstrated how both socio-economic
changes as well as family planning programmes contributed to fertility
declines, their effects being mutually reinforcing racher than conflicting.
Family planning agencies in Latin America sought to broaden the scope of
services that they delivered, integrating them with general maternal and
child health care as well as nutrition programmes, while agencies that had
been reluctant to include family planning in the past began to recognize it
as an important element in efforts to improve the welfare of the poor.3?

Though die-hard pessimists and optimists continued their debate on
the effects of population on development, adherents of the broader view
came to recognize both the fundamental institutional obstacles to develop-
ment as well as the problems that rapid population increase created for
dealing with such obstacles. Rapid population growth did not prevent a
number of Latin American countries from achieving high rates of growth
in per capita product during the post-war period. However, the broad-
based age structures they inherited from periods of high birth rates before
1965 did not made it any easier to cope with problems of providing
adequate employment opportunities, housing and other services needed to
raise the living standards of the poor masses.

Ansley Coale came to similar conclusions when he was invited to visit
Mexico twenty vears after his study (co-authored with E. M. Hoover) on
Population Growth and Economic Development in Low Income Countries to dis-
cuss how actual experience had measured up to the projections he had
made in 1956.3% What Coale found was not atypical of the experience of a
number of Latin American countries: Mexican population had followed the
high birth rate path projected in the Coale—Hoover model (there was only
a fraction of a percentage point difference between his earlier projections
and later population estimates for 1976), but the Mexican ecsnomy grew at
a rate that generated growth of per capita income that was closer to what
was projected in the low birth rate path. Moreover, despite urbanization,
increased education, and lower mortality, birth rates had not declined

37 Thomas W. Merrick, ‘“World Population in Transition’, Population Bulletin, 41, 2 (Washington,
D.C., 1986).

3 Ansley J. Coale, and E. M. Hoover, Population Growth and Economic Development in Low Income
Countries (Princeton, N.]J., 1958) and Ansley J. Coale, ‘Population Growth and Economic Develop-
ment: the case of Mexico’, Foreign Affairs, 56, 2 (1978): 415—29.
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between 1955 and 1975, as suggested by those who held the optimistic
view that fertility decline would follow economic and social progress.

Mexico’s experience appeared paradoxical to pessimists who held that
rapid population growth inhibits economic growth as well as for optimists
who were sure that social progress would reduce birth rates. The experi-
ence is much less paradoxical when one looks at the distribution of income
rather than average levels of income. That much of Mexico’s population
did not share in the high overall average rate of growth in income is
evident in income distribution figures; in 1977 the bottom 20 per cent of
households received only 3 per cent of income, while the top 20 per cent
received 58 per cent and the top 10 per cent 4I per cent.3® An economy
that produced high rates of growth in average output per capita was also
one that employed relatively few workers in the high-income, modernized
sectors. This, combined with the large numbers in the young adult age
cohorts produced by the continuation of high birth rates between 1950
and 1975, meant that Mexico faced a severe problem of providing produc-
tive employment for those cohorts. The potential political repercussions
were also serious, because urbanization, increased education and media
exposure raised expectations that have proved difficult to realize in the face
of increasingly limited economic opportunities.

Starting in the mid-1970s, Mexico's birth rate declined. It may or may
not be coincidental that in 1973 Mexico changed its official population
policy from a pronatalist position to one supporting family planning pro-
grammes in order to reduce its birth rate. Neo-Malthusians could incerpret
this as vindication of their argument that intervention was needed to bring
down birth rates; structuralists may see it as supporting their view that
socio-economic change led to fertility decline. What the Mexican experi-
ence and similar stories in other countries reveal is that a combination of
increased availability of family planning and of economic and social pres-
sures arising from the gap between the aspirations of young adults and cheir
capacity to realize them was being manifested in the acceleration of fertility
declines that occurred in Latin America after 1975.4°

POPULATION POLICY

One of the mechanisms promoted by international development assistance
agencies to elicit developing country responses to the problem of rapid

39 World Bank, World Development Report 1985 (New York: 1985), table 28, p. 229.
4 Francisco Alba, and Joseph E. Potter, ‘Population and Development in Mexico since 1940: an
interpretation’, Population and Development Review, 12, 1 (1986): 44—75.
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population growth was the establishment of official population policies,
usually in the form of targeted reductions in population growth rates and
explicit incorporation of development plans, or at least official support of
family planning programmes even if for purposes other than the slowing of
population growth rates. This was a major goal of the 1974 World Popula-
tion Conference at Bucharest, which sought adoption of a World Popula-
tion Plan of Action by representatives of developing countries.

Latin Americans were generally cool, and in some cases openly hostile
to the Plan as originally drafted, charging that it represented an attempt
by neo-Malthusians in the industrialized countries to create an anti-
natalist ‘bandwagon’ that served their own interests racher than those of
the developing countries. Argentina and Cuba played lead roles in reori-
entating the Plan toward the ‘development as the best contraceptive’
philosophy that characterized the document as finally adopted. The Bucha-
rest experience revealed the political sensitivity among Latin Americans
and other developing country representatives on the population question
at that time, particularly to what they perceived to be overly aggressive
interference in what was essentially an internal affair.+*

Latin American attitudes on population reflect at least three major
intellectual, political and cultural currents. Intellectually, Latin American
thinking on the relation between population and economic development
was strongly influenced by the structuralist school, whose criticisms of
neo-Malthusian theory were outlined in the previous section. Two other
currents are represented: the first by the nationalistic orientated military
who, directly or indirectly, played a major political role in the region
during the post-war period, and second, by the Catholic Church. Sover-
eignty and national security have been recurrent themes in nationalistic
thought. These ideas can be traced to concerns about the need to establish
settlements in insecure frontier areas to prevent others from doing so first.
Although not exclusively the domain of the military, such concerns were
often at the root of resistance by military governments in Latin America to
demographic interventions by outsiders.

In assessing the influence of the Catholic Church, to which the majority
of Latin Americans are at least nominally affiliated, it is important to
distinguish the role of the Church in popular culture from the Church
hierarchy, its teaching and its political influence. The rapid rise in contra-
ceptive prevalence in many Latin American countries is a reflection of the
relatively limited influence of the official ban on artificial birth control at

4! Thomas G. Sanders, ‘Latin Americans at Bucharest’, American Universities Field Staff Reports, East
Coast South America Series, 18 (1974).
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the popular level. Still, the conservative wing of the hierarchy has stood
firmly behind the Church’s 1968 prohibition of artificial birth control and
shows little sign of liberalizing its stance on the question, particularly
after visits to Latin America by Pope John-Paul II. Even more liberal
bishops, who often challenged right-wing military regimes on human
rights issues, remained conservative on family planning, adopting a view
(under the rubric of ‘liberation theology’) that came close to structuralist
theories on development issues in general.

At times the Latin American Church hierarchy used or attempted to use
its political influence to alter block implementation of organized family
planning programmes. Its impact was limited. Family planning organiza-
tions were quick to learn that a non-confrontational approach was the most
effective way to deal with the Church. They learned quickly that it was
better to act cautiously rather than try to push openly for public consensus
through processes that might force the Church’s hand by having it appear
either as opposed to measures that were being promoted in the public
interest or as abrogating its theological stance on birth control.

Despite the uproar about population policy created by the Bucharest
Conference, Latin America’s two largest countries, Brazil and Mexico,
adopted population policies in 1974. President Echeverria announced a
major shift away from Mexico’s pronatalist position in his September
1972 ‘State of the Nation’ report, which was incorporated in a 1974
population law that called for stabilization of population growth. Mexico
later established a National Population Council, set a target for popula-
tion growth rate at 1 per cent per annum by the year 2000, and imple-
mented a broad-based national family planning programme. Brazil also
articulated an official policy on population in its 1974 national develop-
ment plan, but did not follow Mexico in seeking population stabiliza-
tion. Rather it sought a rate of population increase that was consistent
with overall development objectives, gave tacit approval to widespread
family planning efforts by private organizations, and even permitted
private physicians to perform (and be remunerated for) sterilizations in
publicly owned hospitals.

Brazil's more cautious approach is more typical of most Latin American
countries. For over a decade, Dorothy Nortman compiled data on national
population policies in developing countries.4* She classified policies in

42 Dorothy L. Nortman, Population and Family Planning Programs: A Compendium of Data Through
1983, 12th edn (New York, 1985), table 6.
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three groups: (a) those with specific goals to reduce population growth
rates through family planning programmes; (b) those which did not
overtly seek to reduce growth rates, but supported family planning for
other purposes; and (c) those with no explicit policy or which had adopted
explicitly pro-natalist positions. Only five Latin American countries were
classified in group (a) in the most recent (1985) compilation. In addition
to Mexico, these included Colombia, the Dominican Republic, El Salva-
dor and Guatemala (along with Barbados, Jamaica and Puerto Rico). Only
two, Bolivia and Chile, were classed in group (c), though Argentina and
Uruguay, which were not included in Nortman’s survey, should also be
considered in this class. Chile’s inclusion represented a major shift away
from an earlier anti-natalist position; indeed, it was one of the pioneer
(1966) Latin American members of group (a) until the military govern-
ment adopted a pronatalist policy in 1979.

Most (eleven of twenty) Latin American countries belonged to Nort-
man’s category (b), which covers a wide range of policies as well as family
planning implementation. There was Costa Rica, which did not have a
specific policy about population growth reduction, but mounted what was
once one of the hemisphere’s most effective family planning programmes.
Brazil and Peru, in contrast, had official policies to seek growth rates that
were consistent with development objectives, but did not view their rapid
population growth rates to be inconsistent with those goals. Nor did they
implement vigorous national family planning programmes.

Clearly, there is no single answer to the question of how important the
establishment of an official population policy was for the reduction of
population growth rates in Latin America. Mexico exemplifies how a policy
shift that was introduced with substantial ceremony and publicity created
broad political support for family planning at a time when increased access
to these services contributed to a very substantial decline in fertility. Colom-
bia, on the other hand, was much more circumspect about official policy
pronouncements, but moved early and vigorously to establish private-sector
family planning programmes that contributed to a fertility decline that
began several years earlier than Mexico’s. Brazil, in contrast, had neither
strong policy statements nor national level financial support of family plan-
ning, but nevertheless experienced a fertility decline that was similar in
most respects to the ones observed in Mexico and Colombia.43

43 Thomas W. Merrick, “The Evolution and Impact of Policies on Fertility and Family Planning:
Brazil, Colombia, and Mexico’, in Godfrey Roberts (ed), Population Policy: Contemporary Issues (New
York, 1990), pp. 147—66.
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Although population growth and fertility rates have been the principal
topics the population policy debate in Latin America, other issues have
also surfaced. Internal population distribution and urbanization, particu-
larly the problems associated with the concentration of population in the
largest cities, have been long-standing concerns to Latin American gov-
ernments. Sporadic resectlement efforts have been mounted, but because
the process of population redistribution and its links to other social and
economic changes are so complex, governments have found it very diffi-
cult to articulate policies and establish programmes to shape distribution
patterns.

Increased international migration flows have generated similar con-
cerns. This question surfaced as one of the major policy issues at a
conference of patliamentarians concerned with interrelations between
population and development held in Brasilia in late 1982 and again at
the 1984 International Population Conference in Mexico D.F. Several
countries in the region have tightened or are considering revisions of
their policies and laws regulating international migration in response to
the increased volume of movement in the hemisphere. Sparking a lot of
debate was 1986 legislation restricting migration flows in the United
States, largely aimed at stemming the flow of undocumented immi-
gration along the U.S. southern border. Some Latin Americans ques-
tioned the length to which national governments ought to go in restrict-
ing the access of migrants from poorer areas to economic opportunities in
destination regions that are richer by comparison, notwithstanding possi-
ble displacement of natives at the destination and other social problems
thatr these flows would create. One of the more controversial political
issues raised by U.S. migration was the question of migrants’ access to
social benefits, their children’s access to public schooling and other
entitlements.

POPULATION IN RETROSPECT AND PROSPECT

Looking back a half century from the 1980s to the 1930s, there are many
parallels within the two decades that bracket the period reviewed in this
chapter. During the 1930s Latin America was forced to adjust to a world
economic crisis that undermined the export based economic system on
which it had relied since the colonial era. In the 1980s the region experi-
enced another major economic crisis, this one brought by major recessions
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in Europe and North America, staggering debts and fluctuations in energy
prices. Both crises were triggered by external shocks, but their severity
and responses to them at the national level were strongly influenced by the
internal economic and social structures that had emerged in preceding
decades.

Many of the quandaries that confronted Latin American countries in
the 1980s crisis are rooted in the structural shifts that accompanied the
region’s response to the crisis of the 1930s and the subsequent re-
alignment of the world economy that followed the Second World War.
The inward-looking refocussing of Latin American economies on import
substituting industrialization during the 1950s and 1960s brought with
it profound changes, including the demographic and social trends de-
scribed in this chapter: increased life expectancy, smaller families, a near-
quadrupling of total population, most of it concentrated in cities because
of the rapid urbanization that occurred. These changes generated new
ptessures on national political-economic systems, pressures which in-
creased the vulnerability of those systems to shocks in the world
economy.

When fluctuations in energy prices during the 1970s threatened to
slow the expansions that the industrialization process had started or (for
the region’s oil exporters) provided what appeared to be opportunities for
further expansion, many Latin American countries borrowed heavily on
world financial markets anxious to channel newly available funds into the
region’s then promising economic environment. This strategy backfired
when rising interest rates and the serious major world recession in the
early 1980s created a debt-servicing nightmare for borrowing nations,
forcing many even deeper into debt in order to pay the interest on
existing debt.

Fiscal and monetary policy adjustments demanded by international
financial institutions in return for continued lending and rescheduling of
debts clashed with demands created by the demographic and social
changes of the last five decades. Not only was Latin America’s population
almost four times larger and much more urbanized than it was in 1930, it
was also a youthful, better educated population with higher expectations
about living standards. Because the post-war economic expansion failed to
generate sufficient employment and earnings opportunities to incorporate
large segments of that population, many of these expectations have yet to
be realized. Rubens Vaz da Costa, a prominent Brazilian economist, has
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termed this the region’s ‘social debt’ in an analogy to the large financial
debts plaguing so many countries.#4

However desirable it would have been for Latin America to move back
the historical clock and substitute a more equitable and labour-absorbing
economic structure for the one that actually evolved, the shifts were for the
most part irreversible. The same is true of demographic trends, which
raised a number of challenges with which countries have had to cope in
dealing with their economic crises. One of these was population growth
itself. While population growth rates were slower by 1980, Latin Ameri-
can was still faced with the potential for substantial absolute increases in
population size before population stabilization would be achieved.

These large prospective increases are rooted in the nature of post-war
demographic trends. Even after some fertility declines, the region’s birth
rates remained high by international and historical comparisons. There
was a very large population base that accumulated over several decades of
rapid growth. While rates were lower, the volume of increase remained
large because of the large base. Demographers have compared this phe-
nomenon to the momentum of massive physical objects — large popula-
tions take about a generation to slow to zero growth after fertility reaches
the replacement level (where couples have about two children, on average)
because of ‘demographic momentum’. During this braking period, a popu-
lation may well double in size.4>

International organizations as well as government statistical agencies
have been making projections of the population of Latin American over
the past several decades. A 1951 United Nations document projected a
population of 321 million for the region in 1980, which is about 12 per
cent below the most recent estimate for 1980, which puts the total at 363
million. The 1951 projection underestimated the impact of mortality
decline on population increase. A later (1970) projection took account of
mortality decline, but it failed to anticipate the dramatic decline in fertil-
ity that occurred during the 1970s, so that it was about 4 per cent higher
than recent 1980 estimates.46

Recently revised CELADE (Centro Latinoamericano de Demografia)/
United Nations’ projections take fertility declines into account and project

44 Rubens Vaz da Costa, ‘Introductory remarks’, in International Planned Parenthood Federation,
Western Hemisphere Region, Population and Development (New York, 1981), p. 2.

4 See Merrick, “Wortld Population in Transition,” p. 6.

46 See Thomas Frejka, World Population Projections: A Concise History, Center for Policy Studies Work-
ing Paper No. 66 (New York, 1981).
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a total population of 538 million for the region by the end of the century.
Those projections continue to the year 2025, and show a total population
of 757 million by that date.47 The projections assume that there will be
declines in growth rates during the next several decades, but that popula-
tion stabilization is still a long way off.

When the regional totals are disaggregated, the numbers implied for
specific countries and sub-regional groups are awesome: Brazil growing
from 121 million in 1980 to 246 million in 2025; Mexico from 70
million to 150 million in the same period; the combined populations of
Central American countries increase from 23 million to 63 million.
Whether these countries can support the continuation of population
growth to levels that are more than two times their present size depends
on social, political and economic changes that are themselves conditioned
by demographic pressures. It is hard to envision how populations of such
magnitude could be supported without profound changes in existing insti-
tutions, or how such changes, when brought about by population pres-
sures, would not themselves slow population increase more quickly than
anyone now imagines. At this point one leaves the realm of demographic
projections and enters that of imagining scenarios which need to take
account of the human potential for adapration and technical advance as
well as the risk of the demographic catastrophes which have plagued
humanity in past epochs.

While many questions remain to be answered about the long-run course
of demographic change in Latin America, over the short run (the next
decade or two) the impact of the very rapid increase during 1955—75 will
be felt in a number of ways. Employment will be a central problem. The
labour market entrants of the 1980s and 1990s were born between 1960
and 1980. Even with declining birth rates during the 1970s, the pressures
for job opportunities will continue until well into the 1990s because the
number of births did not decline in proportion to the decline in the birth
rate, again because of the large population base that accumulated. Accord-
ing to projections, the region’s ‘youth’ population (ages fifteen to twenty-
four) is estimated to increase by 29 million between in the twenty years
between 1980 and 2000 (from 73 to 102 million), and will further in-
crease to 122 million in the year 2025 unless birth rate declines much
more rapidly in the 1980s than during the 1970s.

Urban growth is another major demographic feature of the 1980s and

47 United Nations, World Population Prospects 1990 (New York, 1991).
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1990s. It is almost certain that towns and cities will absorb the natural
population increase in Latin America during the coming several decades,
plus spillover from rural areas through migration. The staggering projec-
tions of population size for the region’s major metropolitan regions have
already been noted. Even in secondary cities the projections exceed the size
of most primate cities in the 1960s: over 5 million, for example, in
Guadalajara and Belo Horizonte. The projections suggest that there will
be more than fifty cities with populations of over a million by the end of
the century. Projections of this magnitude suggest that even if planners
succeed in dampening the growth of the very largest cities, their problems
in coping with large city populations will only spread to other localities
rather than disappear.

Latin America’s cities will bear the main brunt of the employment
problem. The labour-saving bias of post-war industrialization has already
created an imbalance between the supply and demand for jobs, and
demographic factors increase rather than decrease that demand in coming
decades. Other needs generated by rapid utban growth — housing, pub-
lic transportation, water and sanitation, schools, hospitals and health
facilities — are also feeling the pinch of tighter government budgets and
the unwillingness of foreign banks to further extend themselves in what
they view to be very risky situations.

Another demographic trend that is likely to continue at least in the
short run is international migration wichin the western hemisphere.
Economic and demographic pressures brought a substantial increase in
international population movements during the 1970s, and there is little
sign that these pressures abated during the 1980s. For the United States,
the proximity of Mexico and Central America and their limited capacity
to provide productive employment for youth pose a special challenge.
They account for nearly 10 million of Latin America’s projected 29
million increase in its youth population between 1980 and 2000. Im-
proved transportation and communication have contributed to the inter-
nationalization of the region’s labour markets. These flows are difficult
(therefore expensive) to measure and control, despite increasing national
sentiment in some of the receiving areas to protect their own natives
from having to compete for jobs against migrants who are willing to
accept lower pay and poorer working conditions which, to them, appear
to be better than having no job in the place that they came from.
Because of interpational migration, population pressure and the prob-
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lems that it generates are increasingly regional rather than national in
scope, which means that even those countries that have had slower
growth during the post-war period are likely to share during the next
few years in the consequences of the rapid growth experienced by their
neighbours.

Cambridge Histories Online © Cambridge University Press, 2008



Cambridge Histories Online © Cambridge University Press, 2008



Part Two

ECONOMY

Cambridge Histories Online © Cambridge University Press, 2008



Cambridge Histories Online © Cambridge University Press, 2008



2

THE LATIN AMERICAN ECONOMIES,
1929—-1939

The Depression of 1929 has usually been portrayed as a turning-point in
Latin America’s transition from outward-looking (export-led) economic
growth to inward-looking development based on import substituting
industrialization (ISI). This analysis has been shared equally by the ‘struc-
turalists’, who generally view the shift favourably, and by ‘neo-conser-
vatives’, who regard the 1930s as the decade in which Latin America ‘lost
its way’. There is no doubt that the decade saw the emergence in many
countries of new economic, social and political forces, which would ulti-
mately provide a very different shape to the Latin American model of
economic development. However, although traditional export-led growth
became very difficult in the 1930s, a residual commitment to primary
products and outward-looking development survived throughout the re-
gion and foreign trade played an important role in the recovery from
depression. It was not until the 1940s and 1950s that a number of Latin
American countries explicitly rejected export-led growth and even then
there were many (smaller) countries that remained committed to a version
of outward-looking development.

FROM THE FIRST WORLD WAR
TO THE 1929 DEPRESSION

The export-led growth model had been changing long before 1929. By the
beginning of the twentieth century, the stimulus from export growth
given to non-export sectors, such as manufacturing, had already reached
the point where a group of countries (in particular Argentina, Brazil,
Chile and Mexico) could meet a relatively high proportion of domestic
demand with local rather than imported goods. This virtuous circle, under
which productivity gains in the export sector were transferred to the non-

65
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export economy, did not always work smoothly (e.g., Peru) and in some
cases hardly at all (e.g., Cuba), but the rudiments of 2 more sophisticated,
and more balanced, export-led growth model were cleatly apparent by the
beginning of the twentieth century. Thus, export-led growth in some
countries was quite consistent with the growth of manufacturing geared to
the home market and replacing imports of consumer goods.

The model, howevert, depended on relatively free access to world com-
modity and factor markets and this was placed in jeopardy as early as the
First World War. When war broke out in Europe on 2 August 1914, it
was not just the international balance of power that was shattered; the
global trade and payments system, which had slowly evolved since the end
of the Napoleonic wars, was also thrown into disarray. With the signing of
the armistice in 1919, a brave face was put on attempts to reconstruct the
pre-war system; yet the old international economic order had perished and
the new one established in the 1920s was dangerously unstable. This
instability was scarcely perceived at the time, leaving peripheral regions —

such as Latin America — extremely vulnerable to the collapse of interna-
tional trade and capital flows at the end of the 1920s.

The main feature of the old order had been the existence of relatively
unrestricted international trade — a reflection of the interests of the domi-
nant economic power (Great Britain) in the nineteenth century; the
limited restrictions in force generally took the form of tariffs, which had
the advantage for all concerned of being transparent. Both capital and
labour were free to move across international boundaries and passports
were the exception rather than the rule. The gold standard, adopted first
by Britain, had spread to all the main industrial countries by the end of
the century and provided a well-established mechanism for balance-of-
payments adjustment. Internal equilibrium (full employment and zero
inflation) was regarded as less important than external equilibrium so
that the burden of adjustment to adverse shocks was usually achieved
through price deflation and underemployment.

Latin American countries had slotted into this scheme relatively easily
on the basis of primary product exports, capital inflows and — in the case
of Argentina, Brazil and Uruguay in particular — international migration.
Balance-of-payments adjustment was never very smooth and capital flows
were usually procyclical, falling at just the moment when they were most
needed, but these disruptions with rare exceptions (e.g., the Baring crisis)
had little impact on the dynamics of world economic growth. Internal
adjustment was cushioned by the existence of a large non-export agricul-
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tural sector with low productivity to which many workers could withdraw
in the event of a fall in the demand for labour.

At the apex of the pre-war international economic system stood Great
Britain. Although its dominant position in manufactured exports and its
leadership in science and technology were under threat by the end of the
nineteenth century, Britain was still the financial powerhouse of the
world, a source of capital for the periphery and a major importer of
primary products. British financial pre-eminence reinforced the rules of
the international system and its navy stood ready to block all attempts at
restricting the freedom of trade and capital movements.

The first casualty of the Great War was the gold standard and the
movement of capital. Currency convertibility was suspended by the bellig-
erent countries, new capital issues were cancelled and old loans recalled to
shore up the balance sheet of financial institutions in Europe. Latin Ameri-
can republics heavily dependent for balance-of-payments finance on the
European market, such as Argentina and Brazil, were particularly badly
hit as European-owned banks called in loans and provoked a domestic
financial crisis.

The hostilities in Europe also brought to an end the inflows of direct
foreign investment from the Old World. The United States, neutral in the
Great War until 1917, increased its direct investment in Latin America
sharply, particularly in the extraction of strategic raw materials, but was
not in a position to increase portfolio lending until the 1920s. U.S. banks,
however, prevented until 1914 by law from investing in foreign subsid-
iaries, began to set up branch operations in Latin America: by 1919
National City Bank, the first U.S. multinational bank, had forty-two
branches in nine Latin American republics.*

The upheavals in the capital market were mirrored in the disruption of
commodity markets, but here the short-run impact was very different
from the long-run. Shortages of shipping at the start of war, coupled with
the absence of trade credit, disrupted normal supplies, but demand fell
even faster and drove down prices in many markets. The fall in short-run
export earnings, together with the decline in new capital inflows, reduced
the demand for imports (the supply of which was in any case also disrupted
by shipping shortages). The fall in imports was so sharp that Latin Amer-
ica as a whole was estimated to be running a current account surplus by

! See Barbara Stallings, Banker to the Third World: U.S. Portfolio Investment in Latin America, 1900—
1986 (Berkeley, Cal., 1987), p. 66.
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1915, but this rapid short-run adjustment to external disequilibrium
brought a big decline in real government income — dependent as it was on
import tariffs. In Chile, for example, government revenue fell by one-
third between 1913 and 1915 and this was a major contributor towards
political instability at that time.

The short-run impact of commodity market disruption was soon over-
whelmed by the shift towards a war economy in the main industrial
countries. The demand for strategic raw materials (e.g., copper, petro-
leum) soared and shipping space was made available by the allied powers.
The prices of strategic materials rose sharply and countries exporting a
high proportion of strategic materials — for example, Mexico (oil), Peru
(copper), Bolivia (tin) and Chile (nitrates) — even enjoyed an improvement
in the net barter terms of trade despite the rise in import prices. However,
although the capacity to import rose sharply, the volume of imports
remained restricted in many cases. The consequent rise in import prices,
coupled with trade surpluses and budget deficits, provoked domestic infla-
tion. The impact of this inflation on urban real wages was a contributory
factor in the political upheavals in a number of Latin American countries
during and immediately after the First World War.

Countries exporting non-strategic raw materials (e.g., coffee) were not
so favoured. Prices rose, but the terms of trade deteriorated and shipping
remained a serious constraint on the volume of exports. Brazil, for exam-
ple, heavily dependent on the export of coffee, was unable to sustain its
first coffee valorization scheme and saw its barter terms of trade fall by so
per cent between 1914 and 1918, while the quantum of exports was
unchanged.? Small countries in Central America and the Caribbean were
protected to some extent by their proximity to the United States, al-
though banana exports suffered badly from a shortage of shipping until
towards the end of the war.

The outbreak of hostilities in Europe did not lead to the total loss of
traditional markets. Britain remained heavily dependent on food imports
(e.g., meat, sugar) and strenuous efforts were made to maintain supplies
of Latin American exports. However, almost equally strenuous efforts
were made by the allied powers to prevent German access to Latin Ameri-
can raw materials. Although the major countries in the region (except
Brazil) were neutral throughout the war, trade with Germany became
increasingly difficult and both the United States and Britain employed a

2 See Bill Albert, Sourh America and the First World War (Cambridge, 1988), pp. 56-7.
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blacklist of firms in Latin America believed to be under the control of
German nationals. The result was a sharp squeeze on the share of Latin
American exports and imports accounted for by Germany.

The principal beneficiary of this squeeze was the United States. Already
the main supplier for Mexico, Central America and the Caribbean, the
United States during the war became the most important market for most
Latin American countries while its share of imports reached a quarter in
South America and nearly 8o per cent in the Caribbean basin (including
Mexico). The forruitous timing of the opening of the Panama Canal at the
beginning of the war, when transatlantic trade was becoming dangerous
and difficult, allowed exports from the United States to penetrate markets
in South America which had previously been supplied from Europe in
general and Germany in particular. The network of U.S. branch banks
which followed this trade, coupled with an aggressive diplomatic effort in
support of U.S. business, ensured that the outbreak of peace would still
leave the United States in a hegemonic position in the northern republics
and a strong position elsewhere.

The eclipse of Germany as a trading partner not only contributed to the
rise in importance of the United States, but also softened the decline in
importance of Great Britain. British dominance was retained only in trade
with Argentina, but this was still by far the largest market in Latin
America and Argentina remained the region’s most important exporter.
However, Argentine exports to Britain substantially exceeded its imports
from the same source and this trade surplus was roughly matched by a
trade deficit with the United States. This triangularity of foreign trade —

observed in reverse in the case of Brazil — could only work in a world
system of convertible currencies and multilateral payments so that the
external trade of the major Latin American republics became vulnerable in
the 1920s to any departure from gold standard orthodoxy.

The restoration of the gold standard was indeed a priority after the
Treaty of Versailles, but it took some years to achieve and — in the case of
Great Britain — involved great hardship as a result of the adoption of an
over-valued parity for the pound sterling. The slow growth of the UK
economy in the 1920s was a blow for those Latin American countries
which had traditionally looked to Britain as a market for exports and the
emergence of the United States as the dominant economic power was lictle
consolation for those republics selling goods in competition with U.S.
farmers. Between 1913 and 1929, U.S. imports from Latin America rose
by 110 per cent (far more rapidly than British imports which increased by
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only 45 per cent), but US exports to the region rose by 161 per cent
outpacing imports from the region by a considerable margin. Thus, Latin
America, which had run a substantial trade surplus with the United States
before and during the war, was by the end of the 1920s in the reverse
position. Exports to the United States in 1929 represented 34 per cent of
all exports while U.S. suppliers took nearly 40 per cent of all imports.

The surplus enjoyed by the United States in its commodity and service
trade with Latin America reflected its emergence as a capital exporter.
New York replaced London after the war as the leading international
financial centre and Latin American republics increasingly turned to the
United States for the issue of bonds, public sector loans and direct foreign
investment. At first supported by U.S. government efforts in favour of
dollar diplomacy, the flow of capital soon acquired a momentum of its
own; foreign investment (direct and indirect) poured into Latin America
and the proportion of the stock controlled by U.S. investors steadily rose
at the expense of European countries. Britain and France continued to
invest in parts of Latin America, but the new investments were modest
and commensurate with the weak balance-of-payments position of the two
countries.

The emergence of the United States in the 1920s as a major source of
foreign capital was a mixed blessing for Latin America. The appearance
of dynamic new capital markets in the western hemisphere was clearly of
great importance in view of the shrinking capital surplus available from
traditional European markets, but the new borrowing was only achieved
at a price. In the smaller republics, the new lending was intertwined
with U.S. foreign policy objectives and many countries found themselves
obliged to submit to U.S. control of the customs house or even national
railways to ensure prompt debt payment. In some of the larger republics,
the new lending reached such epidemic proportions that it became
known as ‘the dance of the millions’. Little effort was made to ensure
that the funds were invested productively in projects that could guart-
antee repayment in foreign exchange? and the scale of corruption in a few
cases reached massive proportions. U.S. officials might occupy the
customs house in pursuit of fiscal rectitude, but they had little or no
control over U.S. bankers issuing bonds to cover widening public sector
deficits.

3 It has been estimated that only 36 per cent of all U.S. loans to Latin America in the 1920s were for

infrastructure projects. The rest were for ‘refinancing, general purposes or purposes unknown’. See
Stallings, Banker to the Third World, p. 131.
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The changing international balance of power and the shifts in the
international capital market were not the only problems in the 1920s with
which Latin America had to grapple. Even more serious were changes in
commodity markets and the increase in commodity price and earnings
instability. The unstable conditions during and after the war led to sudden
shifts in demand curves which could play havoc with commodity prices.
The world recession in 1920/1 was a case in point. Prices for many
commodities (notably sugar) collapsed as stocks held for strategic purposes
were unwound. The abolition of wartime price controls, enforced by civil
servants with draconian powers in the major countries, led to an initial
price sutge, a dynamic supply response and a subsequent price collapse in
many markets.

The 1920/1 world depression was short-lived, but the problem of com-
modity over-supply was to last much longer. While the long-run growth
of demand for primary product exports in the centre was slowing down —

as a result of demographic change, falling income elasticities of demand

and the creation of synthetic substitutes — the long-run rate of growth of
supply was speeding up as a result of technological progress, new invest-
ments in social infrastructure (including transport) and the protection of
agriculture in many parts of Europe.

These demand and supply shifts produced changes in long-run equilib-
rium prices which should have acted as signals for a change in resource
allocation in Latin America. For many countries, the net barter terms of
trade deteriorated between 1913 and 1929. However, a number of factors
distorted the information provided by price signals, while the uncertainty
created by war and its aftermath made it difficult for private entrepreneurs
and public sector officials in Latin America to draw appropriate conclu-
sions. As a result Latin America not only failed to adjust its external sector
to the new international conditions in the 1920s, but even increased its
dependence on primary product exports quite markedly.

The first problem was the short-run instability of commodity prices
which concealed long-run trends. This had been a problem for Latin
American primary product exporters before the war, but was much greater
in the 1920s; in Chile, for example, export price instability was double
what it had been before 1914 and export value instability was nearly five
times higher.4 Even in Argentina, with its much more diversified exports,

4 See Gabriel Palma, ‘From an Export-led to an Import-substituting Economy: Chile 1914-39’, in
Rosemary Thorp (ed.), Latin America in the 19305 (London, 1984), p. 55.
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export instability was greater in the 1920s than at any other time in the
republic’s history.5

The second problem was the continuation of ‘strategic’ demand for
minerals for a number of years after the war. The need to control supplies
of petroleum, copper, tin, and so forth, led to official encouragement of
U.S. firms to invest heavily in Latin America; with European powers
doing the same in colonies and dominions, there was a real danger of
world over-supply of certain minerals. Furthermore, as these new invest-
ments came on stream in the second half of the 1920s, strategic demand
had in many cases abated and stocks began to increase. When world
interest rates rose in the wake of the stock market boom in 1928, the costs
of holding stock rose sharply and discouraged additional purchases.

The third problem was the manipulation of prices in a number of key
markets. The Brazilian coffee valorization scheme, revived in the 1920s,
reduced Brazilian supplies reaching the world market and raised prices.
However, other coffee exporters (e.g., Colombia) responded to higher
world prices by increasing plantings; this increased production hit the
market a few years later and the coffee market was saturated as early as
1926. Brazil attempted to repeat the experiment with rubber, but its
share of the world market was by now too small to have a significant
impact on prices.

The final problem was the weakness of the non-export sector in so many
Latin American countries. The idea that resources would shift smoothly
out of primary product exports in response to falling long-run equilibrium
prices assumed not only that the long-run prices were observable, but also
that the resources could find alternative employment. In those republics
where industrialization had made a promising beginning, this was a legiti-
mate assumption; however, most of the Latin American republics had
taken only a modest step towards industrialization by the 1920s so that
only a massive drop in the long-run equilibrium price — such as happened
in the 1929 depression — was likely to induce the required shift in re-
sources. Small declines in the long-run equilibrium price — even if they
were observable — could always be offset by exchange rate depreciation,
export tax reductions or more favourable credit terms. Indeed, some of the
smaller republics were prepared to resort to such policies even in the 1930s
rather than promote a wholesale shift of resources from the export sector.

5 See Arturo O'Connell, ‘Argentina Into the Depression: problems of an open economy’, in Thorp
(ed.), Latin America in the 19305, p. 213.
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By the end of the 1920s, the industrial sector had indeed taken root in a
number of republics. These were either the largest countries (Argentina,
Brazil, Chile, Colombia, Mexico and Peru) or sufficiently prosperous to
have built a vigorous domestic market (Uruguay). Even before the First
World War export-led growth had generated an internal market in most of
these seven republics large enough to justify modern manufacturing estab-
lishments. These factories produced mainly non-durable consumer goods
(e.g., textiles, processed food and beverages) which could compete with
imports thanks to the tariffs which already had a protectionist element.
The First World War gave a further boost to manufacturing in a few
countries (notably Brazil) as imports became scarce, but the main stimulus
to industry came from the growth of domestic consumption and the lacter
was still firmly linked — even in the 1920s — to the fortunes of the export
sector. In no republic was the manufacturing sector sufficiently large to
act as the engine of growth, although it was beginning to acquire a certain
dynamism of its own in Argentina and Chile — the two republics where
industrialization had proceeded furthest by the 1920s. Brazilian manufac-
turing, despite its huge textile industry, was still dwarfed by the country’s
backward agricultural sector, which accounted for over 50 per cent of the
labour force, and much the same was true of Mexico.

The first decade after the First World War brought about some resource
shifts in the major Latin American economies in the direction of structural
change, industrialization and diversification of the non-export economy.
Without exception, however, all republics continued to follow a version of
export-led growth; by the end of the 1920s (see Table 2.1), exports still
accounted for a high proportion of the gross domestic product (GDP) and
the openness of the economy — measured by the ratio of the sum of exports
and imports to GDP — varied from below 40 per cent in Brazil to over 100
per cent in Costa Rica and Venezuela.b

Structural change in the 1920s did not bring diversification within the
export sector. On the contrary, the composition of exports by the end of
the decade was very similar to what it had been on the eve of the First
World War with a high degree of concentration. The leading three export
products accounted for at least 50 per cent of foreign exchange earnings in
6 There are GDP daca (of varying quality) for fourteen of the twenty republics in the 1930s (Argen-

tina, Brazil, Chile, Colombia, Cuba, Mexico, Peru, Uruguay, Venezuela and the five Central
American countries). The Cuban source, however (see note 13), does not provide data on real
imports so that for the purposes of Table 2.1 only thirteen countries can be used. At 1929 prices the

trade ratios are on average lower — significantly so in the case of Mexico. See Angus Maddison, Twe
Crises: Latin America and Asia 19290—38 and 1973—83 (Paris, 1985), table 6.
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Table 2.1. The external sector in Latin America: trade ratios

(1970 prices)
(Exports + imports)
Exports as % as %
of GDP of GDP

1928 1938 1928 1938

Argentina 29.8 15.7 59.7 35.7
Brazil 17.0 21.2 38.8 33.3
Chile %35.1 32.7 457.2 44.9
Colombia 24.8 24.1 62.8 43-5
Costa Rica 56.5 47-3 109.6 80.7
El Salvador 48.7 45-9 81.0 62.4
Guatemala 22.7 17.5 SI.2 29.5
Honduras 52.1 22.1 69.8 39.5
Mexico 31.4 13.9 47.7 25.5
Nicaragua 25.1 23.9 54.9 42.3
Peru %33.6 28.3 753.2 42.6
Uruguay 18.0 18.2 #38.0 37.1
Venezuela 37.7 29.0 120.4 55.7

Notes: 4 1929 ¢ 1930

Sources: Comision Econémica para América Latina (CEPAL), Series
Histéricas del Crecimiento de América Latina (Santiago, 1978); CEPAL,
América Latina: Relacién de Precios del Intercambio (Santiago, 1976); V.
Bulmer-Thomas, The Political Economy of Central America since 1920
(Cambridge, 1987); G. Palma, ‘From an Export-led to an Import-
substituting Economy: Chile 1914—39’, in R. Thorp (ed.), Latin America
in the 19305 (London, 1984); D. Rangel, Capital y Desarrollo. El Rey
Petréleo (Caracas, 1970); J. Milloe, C. Silva and L. Silva, E/ Desarrollo
Industrial del Uruguay, (Montevideo, 1973); H. Finch, A Political Economy
of Uruguay since 1870 (London, 1981); A. Maddison, ‘Economic and
Social Conditions in Latin America, 1913—1950’, in M. Urrutia, (ed.),
Long-term Trends in Latin American Economic Development (Washington,
D.C., 1991). Data have been converted to a 1970 price basis where
necessary and official exchange rates have been used throughout.

all republics and one product accounted for more than so per cent of
exports in ten countries (Bolivia, Brazil, Colombia, Cuba, Dominican
Republic, El Salvador, Honduras, Guatemala, Nicaragua and Venezuela).
Virtually all export earnings came from primary products and nearly 70
per cent of external trade was conducted with only four countries (United
States, Britain, France and Germany).

Thus, on the eve of the Depression of 1929, the Latin American econo-
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mies continued to follow a development model which left them highly
vulnerable to adverse conditions in the world markets for primary prod-
ucts. Even Argentina, by far the most advanced Latin American economy
in the late 1920s with a gross domestic product (GDP) per head twice the
regional average and four times higher than Brazil, had been unable to
break the link whereby a decline in export earnings would undermine
imports and government revenue, leading to expenditure cuts and a de-
cline in internal demand.

THE 1929 DEPRESSION

The onset of the Depression of 1929 is usually associated with the stock-
market crash on Wall Street in New York in October 1929. For Latin
America, however, some of the warning signals came earlier. Commodity
prices in many cases peaked before 1929, as supply (restored after war-
time disruption) tended to outstrip demand. The price of Argentine
wheat reached its maximum in May 1927, Cuban sugar in March 1928
and Brazilian coffee in March 1929. The boom in stock markets before
the Wall Street crash led to excess demand for credit and a rise in world
interest rates, raising the cost of holding inventories and reducing de-
mand for many of the primary products exported by Latin America. The
rise in interest rates — the discount on New York commercial paper
jumped by 50 per cent in the 18 months before the stock market crash —
put additional pressure on Latin America through the capital market.
Flight capital — attracted by higher rates of interest outside the region —
increased, while capital inflows declined as foreign investors took advan-
tage of the more attractive rates of return offered in London, Paris and
New York.

The stock-market crash in October set in motion a chain of events in the
main markets supplied by Latin America; the fall in the value of financial
assets reduced consumer demand through the so-called wealth effect; loan
defaults led to a squeeze on new credit and monetary contraction and the
whole of the financial system came under severe pressure; interest rates
started to fall in the fourth quarter of 1929, but importers were unable or
unwilling to rebuild stocks of primary products in the face of credit
restrictions and falling demand.

The subsequent fall in primary product prices was truly dramatic. Not a
single Latin American country was unaffected. Between 1928 and 1932
(see Table 2.2), the unit value of exports fell by more than s0 per cent in
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ten of the countries for which data ate available and the only countries
with a modest fall in unit values were those where the prices of primary
products were administered by foreign companies and did not reflect
market forces accurately (e.g., Honduras and Venezuela).

Prices of imports also fell, as the decline in world demand and the fall in
costs produced a double squeeze on the unit value of goods sold to Latin
America. However, import prices did not in general fall as fast or as far as
export prices and the net barter terms of trade (see Table 2.2) declined
sharply for all but two Latin American countries between 1928 and 1932.
The exceptions are Venezuela, where the unit value of oil exports fell by
‘only’ 18.5 per cent (roughly in line with the fall in import prices), and
Honduras where the export ‘price’ of bananas was set by the fruit compa-
nies simply to cover their local currency costs and was reduced between
those years by 9 per cent.?

While all republics faced a fall in price for their primary product
exports, the volume of their export sales differed sharply. Worst affected
were those republics (see Table 2.2) with a severe drop in the price and
volume of exports. This group included Bolivia, Chile and Mexico; signifi-
cantly, the exports of all three countries were dominated by minerals as
firms in importing countries reacted to the depression by running down
existing inventories rather than placing new orders. Not surprisingly,
these countries experienced the steepest decline (see Table 2.2) in the
purchasing power of exports (i.e., the net barter terms of trade adjusted
for changes in the volume of exports). In the Chilean case, the 83 per cent
fall in the purchasing power of exports was the largest ever recorded in
Latin America in such a short period of time and was one of the most
severe in the world.

Cuba, although not mentioned in Table 2.2 through lack of comparable
data, should also be included in this fiest group. Exports, dominated by
sugar, fell rapidly after 1929 as the island suffered the consequences of its
specialization in sugar and heavy dependence on the United States. A
committee led by Thomas Chadbourne, a New York lawyer with Cuban
sugar interests, shared out the U.S. market in 1930 in a way that implied
a steep reduction in Cuban sugar exports and the next year an Interna-
tional Sugar Agreement was signed between the main producers and
consumers which imposed further limits on Cuban exports.

7 Administered export prices were used for bananas until 1947 for balance-of-payments purposes. The
fruit companies calculated their domestic costs in local currency and set a dollar price for exports
which, at the official exchange rate, would meet their domestic obligations.
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Table 2.2. Price and quantity changes for exports, net barter terms of trade and
export purchasing power in 1932 (1928 = 100)

Export Export Net barter purchasing power
Country prices volumes terms of trade of exports
Argentina 37 88 68 60
Bolivia 79° 48° n.a. n.a.
Brazil 43 86 6s 56
Chile 47 31 57 17
Colombia 48 102 63 65
Costa Rica 54 81 78 65
Dominican 55¢ 106¢ 8r1® 874
Republic
Ecuador SI 83 74 6o
El Salvador 30 75 52 38
Guatemala 37 101 54 55
Haiti 49° 104% n.a. n.a.
Honduras 91 101 130 133
Mexico 49 58 64 37
Nicaragua 50 78 71 59
Peru 39 76 62 43
Venezuela 81 100 101 100
Latin America 36 78 56 43

Notes: a = 1929 b = 1930

Sources: CEPAL, América Latina: Relacién de Precios del Intercambio (Santiago, 1976); V.
Bulmer-Thomas, Political Economy of Central America since 1920 (Cambridge, 1987); R. L.
Ground, ‘The Genesis of Import Substitution in Latin America’, Cepal Review, 36,
(December, 1988).

A second, more numerous, group of countries experienced a modest
decline (less than 25 per cent) in the volume of exports. This group —
Argentina, Brazil, Ecuador, Peru and all Central America — produced a
range of foodstuffs and agricultural raw materials where demand could not
be so easily satisfied from existing stocks;® the United Kingdom, for
example, held port stocks of imported wheat in August 1929 equivalent
to only 2 per cent of annual wheat imports.? Similarly, the steep fall in
price was in some cases sufficient to sustain consumer demand despite the
8 Peru's main exports were minerals, but the most important was oil, the price of which suffered less

than other minerals in the Depression.

9 See League of Nations, International Institute of Agriculture, International Yearbook of Agricultural
Statistics 1932/3 (Rome, 1933), p. 577.
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fall in real income in impotting countries; the volume of world coffee
imports, for example, was still at its 1929 level in 1932.

A third group of countries (see Table 2.2) experienced a very small (less
than 10 per cent) decline in the volume of exports between 1928 and
1932; Colombia, exploiting the confusion caused by the collapse of Bra-
zil's coffee valorization scheme,*® managed a small increase in the volume
of coffee exports; Venezuela suffered a decline in the volume of oil exports
after 1929, but this merely offset the huge increase between 1928 and
1929. Exports from the Dominican Republic, dominated by sugar,
steadily increased during the worst years of the Depression as sugar export-
ers took advantage of the restraints on Cuba imposed first by the
Chadbourne Committee and later by the 1931 International Sugar Agree-
ment which was not signed by the Dominican Republic (or Brazil).*

The combination of falling export prices for all countries and falling
export volumes for most countries produced a sharp decline in the purchas-
ing power of exports over the worst years of the Depression (see Table 2.2).
Only Venezuela, protected by oil, and Honduras, helped by a decision of
the fruit companies to concentrate global production on their low-cost
Honduran plantations, escaped. Elsewhere, the impact of the Depression
on the purchasing power of exports was severe, affecting mineral producers
(e.g., Mexico), temperate foodstuff producers (e.g., Argentina) and tropi-
cal foodstuff exporters (e.g., El Salvador).

While export and import prices were falling after 1929, one ‘price’
remained the same; this was the fixed nominal interest rate on public and
private foreign debt. As other prices fell, the real interest rate on this debt
(mainly government bonds) rose, increasing the fiscal and balance-of-
payments burden for those governments anxious to preserve their creden-
tials in the international capital market through prompt payment of debt
service.

The rise in the real burden of the debt meant that an increasing share of
(declining) total exports had to be allocated to debt service payments.
Argentina, for example, devoted 91.2 million pesos to foreign debt service
payments in 1929 against total exports of 2,168 million pesos. By 1932
exports had dropped to 1,288 million pesos, while foreign debt service
payments remained at 93.6 million pesos implying a virtual doubling of
the real debt burden.

10 The Brazilian coffee defesa collapsed in 1929. See W. Fritsch, External Constraints on Economic Policy

in Brazil (London, 1988), pp. 152—3.
11 See B. C. Swerling, International Control of Sugar, 1918—41 (Stanford, Cal., 1949).
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The combination of unchanged debt service payments and falling ex-
port receipts exerted a strong squeeze on imports. As the volume and value
of imports fell, governments had to come to terms with a new problem
caused by the heavy dependence of fiscal revenue on external trade taxes.
The principal soutce of government revenue, the tariff on imports, could
not be maintained in the wake of an import collapse; Brazil, for example,
collected 42.4 per cent of total government revenue from taxes on imports
in 1928. By 1930, import tax collection had been cut by one-third and
government revenue by one-quarter. Those countries which also depended
heavily on export taxes (e.g., Chile) experienced a particularly severe cut
in government revenue.

The rise in the real burden of debt service affected the fiscal position in
much the same way as it affected the balance of payments. The combina-
tion of falling government revenue and debt service payments fixed in
nominal terms put intense pressure on government expenditure. Efforts
were made at creative accounting (Honduran civil servants, for example,
were paid in postage stamps for a time), but this could not conceal the
underlying crisis. Most Latin American republics witnessed a change of
government during the worst years of the depression with the swing of the
pendulum favouring the parties or individuals out of government at the
time of the Wall Street crash. The most important exceptions were Venezu-
ela where the autocratic government of Juan Vicente Gémez, in power
since 1908, survived until the dictator’s death in 1935, and Mexico where
the recently formed Partido Nacional Revolucionario presided over a coun-
try exhausted by revolutionary upheaval and civil war.

In a less crisis-ridden international environment, a Latin American
government might have hoped to borrow its way out of its difficulties
with the help of international loans. However, the flow of new lending to
Latin America — already in decline even before the Wall Street crash —
had ground to a halt by 1931. In that year, repayment of U.S. portfolio
capirtal exceeded new U.S. portfolio investment for the first time since
1920 and the net flow remained negative (with the minor exception of
1938) until 1954.72 Even Argentina, which by any standards had the
highest credit rating in Latin America, was unable to obtain significant
new loans during the first years of the depression.

No Latin American country escaped the depression of the 1930s, but for
some countries the impact was much worse than for others. The most

12 See Stallings, Banker to the Third World, appendix I.
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disastrous combination was a very high degree of openness, a large fall in
the price of exports and a steep decline in the volume of exports. It is no
surprise, therefore, that the republics most seriously affected were Chile
and Cuba where the external shock was strongest. Indeed, estimates of
Cuban national income in the inter-war years have been constructed and
show a drop of one third in real national income per head between 1928
and 1932,'3 while the decline in Chilean real GDP between 1929 and
1932 has been estimated at 35.7 per cent.4

The impact of external shock could be mitigated, but not avoided,
only under exceptional circumstances. Thus, the Dominican Republic —
dependent on sugar exports — was able to exploit its position as a non-
signatory of the post-1929 sugar agreements; Venezuela took advantage
of its position as the oil producer with lowest unit costs in all the
Americas; countries with exports dominated by foreign companies (e.g.,
Peru) saw some of the burden transferred to the outside wotld through a
reduction in profit remittances and an increase in returned value as a
proportion of total exports. Generally, however, the external shock was
very severe and the introduction of stabilization measures to restore
external and internal equilibrium could not be long delayed.

SHORT-TERM STABILIZATION

The external shocks associated with the Depression of the 1930s created
two disequilibria which policy-makers in each republic had to address as a
matter of urgency. The first was the external imbalance created by the
collapse of earnings from exports and the decline in capital inflows; the
second was the internal imbalance caused by the decline in government
tevenue, which gave rise to budget deficits that could no longer be fi-
nanced from abroad.

During the 1920s, the republics of Latin America had either adopted
the gold exchange standard for the first time (e.g., Bolivia) or had re-
turned to it (e.g., Argentina). Under the gold exchange standard, adjust-
ment to external disequilibrium was supposed to be automatic — indeed,
this was one of its principal attractions. As exports fell, gold or foreign
exchange would be drained out of a country, lowering the money supply,

13 See C. Brundenius, Revolutionary Cuba: the Challenge of Economic Growth with Equity (Boulder, Colo.,
1984) table A 2.1. The primary source is J. Alienes, Caracteristicas Fund: tales de la Ec 7
Cubana (Havana, 1950).

4 See Palma, ‘From an Export-led to an Import-substituting Economy’, table 3.5.
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credit and the demand for imports; at the same time monetary contraction
would lower the price level, making exports more competitive and im-
ports more expensive. Thus, imports would fall both through expenditure
reduction and through expenditure switching and the process would con-
tinue until external equilibrium was restored.

The decline in the value of exports, however, was so severe after 1929
that it was by no means clear if external equilibrium could be restored
automatically; furthermore, the decline in capital inflows and the initial
determination to service the foreign debt meant that the drop in imports
needed to be particularly steep to eliminate a balance of payments deficit.
Argentina, for example, saw the value of its exports drop from US$1,537
million in 1929 to US$561 million in 1932 and this was by no means the
most severe case; with imports in 1929 valued at US$1,388 million,
Argentina needed to cut foreign purchases by 70 per cent if it wished to
maintain debt service payments in 1932 on the same terms as in 1929.

Those countries that did try to play by the rules of the gold exchange
standard saw their holdings of gold and foreign exchange reserves fall very
rapidly. Colombia, for example, struggled on until four days after the
British suspension of the gold standard (on 21 September 1931), by which
time the republic had seen its international reserves fall by G5 per cent.
Most countries, however, either abandoned the system formally (e.g.,
Argentina in December 1929) or limited outflows of gold and foreign
exchange through a variety of banking and other restrictions (e.g., Costa
Rica). This did not avoid the need for stabilization policies to reduce
imports and reestablish external disequilibrium, but it did mean that the
process would no longer be automatic.

Three countries (Argentina, Mexico and Uruguay) suspended the gold
standard before the British decision to stop selling gold and foreign ex-
change on demand, although Peru — alone in Latin America — twice intro-
duced a new gold parity. Most countries, however, adopted exchange
control in one form or another and created a rationing system for imports.
This included all the most important republics; indeed, the only countries
that did not make use of exchange controls were the small Caribbean Basin
republics using the U.S. dollar as means of payment officially (Panama and
the Dominican Republic) or unofficially (Cuba and Honduras).

The desire to stick by the international rules of the game meant that
devaluation — currency depreciation — was at first used sparingly. No one
expected the depression to be as severe as it turned out to be. The last
world depression (1920/1) had passed quickly without a permanent disrup-
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tion to the international financial system. Furthermore, prompted in some
cases by the missions led by E. W. Kemmerer, many Latin American
republics had overhauled their financial systems in the 1920s, returned to
exchange rate orthodoxy and the gold standard, created Central Banks and
struggled for monetary discipline; the 1929 depression was seen as the
first real test of the institutions and there was a natural reluctance to admit
failure through currency depreciation.

By the end of 1930, only five countries (Argentina, Brazil, Paraguay,
Peru and Uruguay) had seen their currencies depreciate by more than 5
per cent against the U.S. dollar since the end of the previous year. Peru,
however, had changed its gold parity and the Paraguayan peso, officially
pegged to the Argentine gold peso, also depreciated against the U.S.
dollar as an unintended consequence of exchange rate policy. The British
suspension of the gold standard and the subsequent depreciation of the
pound sterling meant that those Latin American currencies with a ster-
ling link — Argentina, Bolivia, Paraguay (via the Argentine peso) and
Uruguay — fell sharply against the U.S. dollar after September 1931
until the U.S. suspension of the gold standard in April 1933 produced
an equally abrupt appreciation.

The decision by Britain and the United States to abandon the gold
standard finally forced all the republics to address the problem of exchange
rate management. Six small republics (Cuba, the Dominican Republic,
Guatemala, Haiti, Honduras and Panama) all pegged their currencies to
the U.S. dollar throughout the 1930s; three others (Costa Rica, El Salva-
dor and Nicaragua) tried to do the same, but were eventually forced to
devalue; even in South America, among the larger republics, there were
many attempts to peg currencies to the pound sterling or U.S. dollar,
while Paraguay persisted with its policy (albeit with little success) of
tracking the Argentine peso; Argentina (with some success) and Bolivia
(with none) tried to link their currencies to the pound sterling after
Januvary 1934 and January 1935 respectively, while Brazil (December
1937), Chile (September 1936), Colombia (March 1935), Ecuador (May
1932) and Mexico (July 1933) all tried to link their currencies to the U.S.
dollar.

Examples of genuinely floating currencies were rare. The Venezuelan
bolivar was floated and promptly appreciated by 50 per cent against the
U.S. dollar between the end of 1932 and the end of 1937. Several of the
South American countries (Argentina, Bolivia, Brazil, Chile, Ecuador and
Uruguay) adopted a dual exchange rate system after the suspension of the
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gold standard by the United States with the non-official rate allowed to
fluctuate freely; this free rate was used for a variety of transactions, includ-
ing capital exports, profit remittances, non-traditional exports and non-
essential imports. This experience — a source in many cases of exchange
rate profits for the public sector — was to prove invaluable for exchange
rate management after the Second World War.

In view of the reluctance to adopt genuinely freely floating exchange
rate regimes, the majority of republics were forced to rely on other tech-
niques for achieving external equilibrium. The most popular was exchange
control and a non-price rationing system for imports; this technique was
not limited to the larger republics with several small countries (Costa
Rica, Bolivia, Ecuador, Honduras, Nicaragua, Paraguay and Uruguay)
adopting the system aggressively. In most countries, tariff rates were
raised at a time when the price of imports (inclusive of international
transport costs) was falling; this raised the real cost of imports sharply and
encouraged a switch in expenditure towards domestic substitutes. Even in
those cases where tariff rates were not formally raised, the real cost of
imports tended to increase as a result of the widespread use of specific
tariffs.

In a few cases external equilibrium was achieved without exchange
control and non-price import rationing; this occurred through a gold
standard type mechanism, in which current account deficits were financed
through an outflow of international reserves which reduced the money
supply so sharply that nominal demand fell in line with the required
reduction in nominal imports; the clearest cases of this automatic adjust-
ment to external equilibrium can be found in Cuba, the Dominican Repub-
lican, Haiti and Panama. Mexico, however, also experienced a sharp de-
cline in its nominal money supply in the first years of the depression as a
result of its peculiar monetary system in which silver and gold coins made
up most of the money in circulation.*s

By the end of 1932, external equilibrium had been restored in virtually
all republics at a much lower level of nominal exports and imports and a
slightly lower level of nominal debt service payments. A balance of trade
surplus for Latin America in 1929 of US$570 million had increased to
US$609 million by 1932 despite a two-thirds fall in nominal exports from
US$4,683 million to US$1,663 million. The eight countries that had

13 See E. Cirdenas, ‘“The Great Depression and Industrialisation: the case of Mexico’, in Thorp (ed.),
Latin America in the 19305, pp. 224—5.
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recorded a balance of trade deficit in 1929 had been reduced to six by
1930, five by 1931 and four by 1932. These four (Cuba, the Dominican
Republic, Haiti and Panama) were, however, the exceptions which proved
the rule; all were economies in which the dollar circulated freely without
exchange control so that a trade deficit and foreign exchange outflow was
the mechanism by which nominal demand was brought into line with the
purchasing power of exports.

The achievement of external equilibrium, however painful, was inevita-
ble. Most of the republics could not pay for imports in their own currency
so that the supply of foreign exchange set a limit on available imports once
international reserves were exhausted. Internal equilibrium was different,
however, since a government could always issue its own currency to fi-
nance a budget deficit. Only in countries such as Panama, where the dollar
circulated freely and where there was no Central Bank, could one be
certain that the achievement of external equilibrium also implied internal
equilibrium.

In most republics suspension of the gold standard and the adoption of
exchange control drove a wedge between external and internal adjustment.
Where budget deficits persisted and were financed domestically, the sup-
ply of nominal money would not fall in line with the decrease in nominal
imports. This would cause the ratio of domestic credit to imports to rise,
creating an excess supply of money which in turn would stimulate domes-
tic expenditure in nominal terms. Whether the increase in nominal expen-
diture was reflected in price or quantity increases would be crucial in
determining how quickly and how successfully a country escaped from the
depression.

The idea of a monetary overhang finds empirical support in many
countries. While the United States experienced a nearly 4o per cent drop
in nominal commercial bank deposits in the period 1929 to 1933, some
Latin American republics (e.g., Bolivia, Brazil, Ecuador and Uruguay)
saw the nominal value of commercial bank deposits rise while others (e.g.,
Argentina, Chile, Colombia) experienced only a modest fall (see Table
2.3). In real terms, i.e. adjusted for the change in the price level, the
performance is even more remarkable since prices fell between 1929 and
1933 in all the Latin American republics (except Chile) for which price
data exist.

There are several reasons for the relative buoyancy of the nominal money
supply. First, the decision to impose exchange control in many republics
restricted the outflow of gold and foreign exchange and therefore limited
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Table 2.3. The money supply: commercial bank time and demand deposits.
Curvent prices (1929 = 100)

1930 1931 1932 1933 1934 1935 1936

Argentina 101 90 90 89 88 86 94
Bolivia 84 78 133 144 322 520 547
Brazil 97 101 115 109 125 131 141
Chile 84 68 82 96 110 124 143
Colombia 87 78 90 94 102 110 120
Ecuador 98 59 92 145 187 187 215
El Salvador* 74 68 64 57 42 44 37
Mexico? I1I 67 74 107 108 136 143
Paraguay ‘100 76 64 72 125 191 170
Peru () 63 62 78 100 116 137
Uruguay 114 115 126 114 116 124 139
Venezuela 49 68 69 76 8s 106 89
United States 101 92 71 63 72 81 92

Notes: # Includes dollar deposits.

¢ The data were compiled on a different basis in 1932 and 1935 so that the series is not
consistent.

1930 = 100.

Source: League of Nations, Statistical Yearbook (Geneva, various years).

the reduction in the supply of money of external origin. Uruguay, one of
the first countries to impose exchange control, suffered only a modest drop
in international reserves while Mexico — with no exchange controls — was
drained of the gold and silver specie which constituted such a high propot-
tion of its monetary stock.

Second, budget deficits persisted despite enormous efforts to increase
revenue and cut expenditure. Brazil, for example, managed to increase the
yield from direct taxes on income by 24 per cent between 1929 and 1932
despite the contraction in real GDP, but the overwhelming importance of
external trade taxes forced down fiscal revenue in line with the collapse in
imports and exports. Furthermore, the initial determination to service the
public debt (internal and external) and the difficulties associated with
sharp cuts in nominal wages and salaries for public employees made it
virtually impossible to cut expenditure by enough to eliminate budget
deficits. In the absence of new external loans, the deficits had to be
financed through the banking system with an expansionary effect on the
money supply.
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Third, the decline of private domestic credit was by no means as sharp
as might have been expected in view of the close links between the
banking system and the export sector. The small number of banks —
Mexico, for example, had only eleven — and their high public profile
created a powerful incentive to avoid bank failure; the close relationship
between bankers and exporters (sometimes the same individuals) allowed
for greater flexibility in debt rescheduling than would have been permit-
ted in a more competitive environment; banks also tended to operate in
the 1920s with cash reserves well above the legal minimum, leaving a
certain cushion available for the difficult times after 1929. Foreign banks,
unable to remit profits after exchange control, had additional resources to
sustain themselves through the depression years.

Thus, monetary policy in the depth of the Depression was relatively
slack in many republics so that internal equilibrium — unlike external
equilibrium — had not been restored by the end of 1932. Efforts to raise
taxes, including tariffs, had proved insufficient and further increases prom-
ised to be self-defeating. Cuts in the public sector wage and salary bill
were made more difficult by the turbulent political circumstances at the
start of the 1930s so that policies for reducing the budget deficit came
increasingly to focus on debt service payments.

Debt default was nothing new in Latin American economic history;
indeed, the customs houses of some small republics (e.g., Nicaragua) were
still full of U.S. officials appointed to collect external trade taxes and avoid
a repetition of past debt defaults. Strenuous efforts, however, were at first
made by all the republics to maintain debt service payments in the hope
that this would preserve access to international capital markets. Here,
however, there was an intriguing dilemma; the main creditor in terms of
the stock of international bonds remained Great Britain, where stock
exchange rules made it impossible for countries in default to float new
bond issues; meanwhile, the annual flow of new capital to Latin America
had become increasingly dependent on the United States where the penal-
ties for default were less clear. As it became apparent that Latin America
could not in general expect additional finance from Britain, the tempta-
tion to default became almost overwhelming.

Mexico, still caught up in the aftermath of its revolution, had sus-
pended debt service payments as early as 1928; generally, however, suspen-
sion began in 1931 and gathered pace in the next few years. Default was
unilateral, but no countries repudiated their external debts and not all
issues were treated equally; Brazil, for example, established seven grades
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of bonds in 1934 with treatment varying from full service to complete
default on interest and principal.*¢ Thus, the impact on government
expenditure varied substantially even among defaulting countries, al-
though the resources committed to debt service tended to decline every-
where as the decade advanced.

Not all countries defaulted on the external debt and default on the
external debt did not necessarily imply default on the internal debt (nor
vice versa). Venezuela, under Gémez, completed the redemption of its
external debt — begun fifteen years earlier — in 1930; Honduras defaulted
on its internal debt, but serviced its external debt in full (along with the
Dominican Republic and Haiti). Of the major countries (apart from Vene-
zuela), only Argentina serviced its internal and external debt in full for
reasons which are still controversial. Its special relationship with Britain,
the close trading links and the prospect of continuing loans were some of
the factors which persuaded Argentine policy-makers to service the debt,
the bulk of which was owed to Britain; in addition, the financial ortho-
doxy of the conservative Argentine administrations in the 1930s provided
a strong bias in favour of debt repayment.

Debt default eased the pressure on the budget deficit in most countries
and (in the case of the external debt) released foreign exchange which
could be spent for other purposes. The decline of debt service payments,
however, took some of the pressure off fiscal policy because it avoided the
need for further tax increases or expenditure cuts. Budget deficits, there-
fore, remained common and internal equilibrium a distant goal in most
republics. The tension between external equilibrium and internal disequi-
librium did produce serious financial and economic instability in some
republics (e.g., Bolivia), but it could also contribute to economic recovery
at a faster pace than was found in countries where tight fiscal and mone-
tary policies left the non-export sector with insufficient demand and un-
able to respond to the new vector of relative prices.

RECOVERY FROM DEPRESSION

The policies adopted to stabilize each economy in response to the depres-
sion were intended to restore internal and external equilibrium in the
short-term; inevitably, however, they also had longer-term implications

16 See B. Eichengreen and R. Portes, ‘Settling Defaults in the Era of Bond Finance’, Birkbeck
College, University of London, Discussion Paper in Economics, No. 8, 1988.
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in those countries where they affected relative prices in a permanent
fashion.

The collapse after 1929 of export prices, the deterioration in the net
barter terms of trade and the rise in nominal tariffs favoured the non-
export sector (both non-tradeables and importables) over the export sector
in terms of relative prices. In those countries where real devaluation
occurred (i.e., nominal devaluation faster than the difference between
home and foreign prices), both exportables and importables received a
price advantage relative to non-traded goods. Thus, the price of the
import-competing sector improved relative to both exportables and non-
traded goods in every case, whereas the non-traded sector increased its
price relative to the export sector unless real devaluation occurred (in
which case the result was indeterminate).

Whether these short-term shifts in relative prices persisted depended to
a large extent on the movement in export and import prices. For Latin
America as 2 whole, export prices fell steadily until 1934; at that point a
new cycle began, which produced a sharp recovery in prices in 1936 and
1937 followed by two years of export price falls. Import prices remained
very weak, however, so that the net barter terms of trade improved from
1933 to 1937 and even in 1939 were still 36 per cent above the 1933 level
and equal to the 1930 level. Thus, for the region as a whole a permanent
improvement in the relative price of the import-competing sector de-
pended less on movements in the net barter terms of trade and more on
increases in tariff rates and real devaluation.

The import-competing sector consisted of all activities capable of substi-
tuting for imports. It has conventionally been identified with import-
substituting industrialization (ISI) in view of the importance of manufac-
tures in the import bill. However, many countries in the 1920s were
importing substantial quantities of agricultural goods which could in
principal be produced by domestic activities. Thus, it is also necessary to
consider import-substituting agriculture (ISA) as part of the import-
competing sector.

The change in relative prices encouraged resource shifts and acted as a me-
chanism of recovery from the depression. However, this was only part of the
story; a fall in the output of the export sector, for example, and a rise in the
output of the import-competing sector would not necessarily produce a re-
covery in real GDP, although it would produce structural change. Recovery
was only assured if the import-competing sector expanded without a fall in
the export sector or if the import-competing sector grew so rapidly that it
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could compensate for export decline; the first possibility points to the impor-
tance of export sector petformance in the 1930s — a much neglected topic —
while the second requires consideration of the growth of nominal demand.

It was argued above that stabilization programmes after 1929 had been
very successful at restoring external equilibrium in almost all republics by
1932; however, many countries had had less success in eliminating budget
deficits. The persistence of deficits in some republics, even after the
reduction in debt service payments through default, provided a stimulus
to nominal demand which under certain circumstances could be expected
to have real (that is, Keynesian) effects; these conditions included the
existence of spare capacity and a price elastic supply response in the
import-competing sector together with a financial system capable of sup-
plying finance for working capital at low real rates of interest. Where
these conditions did not exist (e.g., Bolivia), the consequence of fiscal
deficits and the growth of nominal demand was simply inflation and a
collapse of the nominal exchange rate; where they did exist (e.g. Brazil),
loose fiscal and monetary policies could contribute to recovery. Thus, for
some republics the consequences of incomplete stabilization measures in
pursuit of internal equilibrium after 1929 were by no means unfavourable;
by contrast, some ‘virtuous’ republics (e.g., Argentina) faced the paradox
that orthodox fiscal and monetary policies in pursuit of balanced budgets
may have lowered the rate of economic growth in the 1930s.

Recovery from the Depression, in terms of real GDP, began after 1931/2
with only two minor exceptions (Honduras and Nicaragua). In the remain-
der of the 1930s, all republics for which data are available achieved positive
growth and all surpassed the pre-Depression peak in real GDP with the
same two exceptions; the speed of recovery, however, varied considerably
and so did the recovery mechanisms. In particular, almost no countries
relied exclusively on IS] for their recovery and some simply depended on the
return of more favourable conditions in export markets.

Following Chenery,'? we can explore recovery in the 1930s in Latin
America through a growth accounting equation in which the change in
real GDP is decomposed into the sum of:

I. the change in the volume of agricultural exports;

2. the change in the volume of mineral exports;

17 See H. Chenery, ‘Patterns of Industrial Growth’, American Economic Review, 50, 1960: 624—54. See
also M. Syrquin, ‘Patterns of Structural Change’, in H. Chenery and T. Srinivasan (eds), Handbook
of Development Economics, Vol. 1 (Amsterdam, 1988).
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. the change in home final demand for agriculture without ISA;

. the change in agriculture’s share of home final demand due to ISA;
. the change in home final demand for industry without ISI;

. the change in industry’s share of home final demand due to ISI;

. the change in home final demand for non-traded services.

N GO\ AW

The first two terms in the growth accounting equation draw attention to
the role of the export sector in economic recovery; the fourth and sixth
terms reflect the role of import substitution; the third and fifth terms are
affected by the growth of nominal demand, income redistribution and
income elasticities; the final term is affected by relative prices, nominal
demand and income elasticity affects.

It is not possible to estimate this growth accounting equation empiri-
cally for any Latin American republic in the 1930s. However, it is possible
to identify a number of recovery mechanisms that correspond loosely to
the entries in the growth accounting equation. This is done in Table 2.4,
where the fourteen republics for which GDP data exist have been grouped
into three categories: rapid, medium and slow recovery.

The rapid recovery group contains the eight republics where real GDP
had risen by more than 50 per cent between the trough year (1931 or
1932) and 1939. Two countries (Brazil and Mexico) can be considered
large, four (Chile, Cuba, Peru and Venezuela) medium-sized and two
(Costa Rica and Guatemala) as small. Thus, there is no correlation be-
tween size and speed of recovery. ISI is an important recovery mechanism
in most of the group, but not in Cuba, Guatemala and Venezuela; indeed,
Cuban recovery was due mainly to better prices for sugar, which contrib-
uted to a doubling of the value of exports between 1932 and 1939;
Venezuelan recovery was due primarily to the growth of oil production and
Guatemalan recovery depended heavily on ISA.

The medium recovery group contains the republics where real GDP rose
by more than 20 per cent between the trough year and 1939. Only three
republics (Argentina, Colombia and El Salvador) can be placed with cer-
tainty in this group, although some other republics (Bolivia, Ecuador, the
Dominican Republic and Haiti), for which national accounts in this pe-
riod do not exist, all registered a significant increase in the volume of
exports after 1932 and are likely to have experienced a rise in GDP that
would place them in the second category. ISI was very important as a
recovery mechanism in Argentina and Colombia, but export growth was
not significant.
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Table 2.4. Qualitative analysis of sources of growth in 1930s

Export
ISI ISA growth

(A) RAPID RECOVERY COUNTRIES
Brazil

Chile

Costa Rica

Cuba

Guatemala

Mexico

Peru

Venezuela

(B) MEDIUM RECOVERY COUNTRIES

Argentina . »
Colombia .

El Salvador = o

(C)SLOW RECOVERY COUNTRIES

Honduras

Nicaragua

Uruguay .

Notes: Fast recovery countries assumed to increase real GDP from trough year to 1939 by
more than so per cent; medium recovery countries by more than 20 per cent and less
than 50 per cent; low recovery countries by less than 20 per cent.

e: ratio of manufacturing net output to GDP assumed to increase significantly

»: ratio of domestic use agriculture (DUA) to GDP assumed to increase significantly
a: ratio of exports to GDP assumed to increase significantly in either nominal or real
terms.

Sources: see Table 2.1.

The final group includes the republics with the least successful perfor-
mance. Only three (Honduras, Nicaragua and Uruguay) are listed in Table
2.4, but the disastrous export performances of Paraguay and Panama (for
which national accounts data are not available) suggest that they should
also be included. All five were small economies with lictle possibility
(with the exception of Uruguay) of offsetting a weak export performance
through an increase in import-competing activities. Uruguay did at least
experience a rise in industrial output and ISI was important, but this was
not sufficient to compensate for the stagnation of the crucial livestock
industry. In the case of Panama, where service exports are so important,
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the decline in world trade volumes produced a drop in the number of ships
using the canal in the 1930s and this had an adverse impact on overall
economic performance. Paraguay, although the victor in the Chaco War
with Bolivia (1932—5), suffered terrible losses and the nominal value of
exports continued to fall until 1940.

If we limit ourselves to the period 1932 to 1939, when the recovery was
at its strongest in Latin America, there are twelve countries — all those
except Uruguay in Table 2.1 — providing sufficient national accounting
data to produce a limited version of a growth accounting equation in
which the change in real GDP is broken down into the proportion due to
the growth in home final demand (with no change in import co-efficients),
the proportion due to the change in import co-efficients and the propor-
tion due to export recovery (see Table 2.5). By far the most important
contribution in all cases is the recovery of home final demand, followed by
export promotion, whereas the contribution due to changes in import co-
efficients is generally negative as import co-efficients tended to rise rather
than fall after 1932. ‘

If a year in the 1920s rather than 1932 is used as the starting point, the
picture changes considerably (see Table 2.s5) as import co-efficients in
1939 were invariably lower than a decade earlier. Nevertheless, export
promotion was still a positive source of growth in most cases, while the
contribution of home final demand (assuming an unchanged import co-
efficient) was more important than import substitution in all the major
countries except Argentina. These results do no mean that import substitu-
tion in industry was not important, since the sources of growth equation
applied to the manufacturing sector alone can yield a different outcome.
Yet, using a longer period (1929—50), the contribution of import substitu-
tion to industrial growth in the larger countries (Argentina, Brazil, Chile,
Colombia and Mexico) has been estimated at a weighted average of 39 per
cent — implying that the growth of home final demand (the contribution
of industrial exports can be ignored) was very important for the manufac-
turing sector as well.!8

The recovery of home final demand was a reflection of the loose fiscal
and monetary policies referred to above. Budget deficits were common
and — in the absence of foreign sources of loans — were usually financed

18 See J. Grunwald and P. Musgrove, Natural Resources in Latin American Development (Baltimore, Md.,
1970), table A.4, pp. 16—17.
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Table 2.5. Quantitative analysis of sources of growth (%)

1932—9 1929-39
Country (1) 1)) () (1) @ 3)
Argentina +102 +6 -8 +s1 +84 —36
Brazil +74 —II +37 +39 +31 +31
Chile +71 —24 +53 “+67 +28 +5
Colombia +117 —35 +18 +61 +24 +15
Costa Rica +96 —21 +25 +36 +64 o
El Salvador +39 —4 +65 b431 +11 +58
Guatemala +92 +2 +6 +64 +30 +6
Honduras ‘ b+5s +17 +28
Mexico +108 I -9 +113 +61 —74
Nicaragua +98 -1 +3 4464 +47 —11
Peru +8s —2 +17 +68 +30 +2
Venezuela +8o -1 +21 +19 +67 +14

Notes: (1) Percentage contribution to increase in real GDP of home final demand
assuming no change in import co-efficient.

(2) Percentage contribution to increase in real GDP of change in import co-efficient.
(3) Percentage contribution to increase in real GDP of export promotion.

4 1925-39; ¢ 1920—39; ¢ sources of growth equation cannot be applied as home final
demand fell becween 1932 and 1939;

4 1926—39.

Source: Author’s.calculations using data from same sources as in Table 2.1.

through the banking system with an expansionary effect on the money
supply. Financial institutions, strengthened by the creation of Central
Banks in several countries (e.g., Argentina and El Salvador) or under-
pinned by the monetary reforms of the 1920s, were able to compensate
losses on loans to the export sector with this new and profitable source of
lending. Given the depths to which capacity utilization had fallen, the
growth in the money supply was only mildly inflationary and had real as
well as price effects.

Home final demand consists not just of government expenditure, but
also of investment and private consumption. Public investment, sharply
cut between 1929 and 1932, was stimulated by road-building pro-
grammes in virtually all republics as governments seized on a form of
investment expenditure with a low import content. The growth of the
road network was truly impressive in some republics and contributed
indirectly to the growth of both manufacturing and agriculture for the
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home market. Even private investment, despite its high import content,
was able to recover after 1932 as the balance-of-payments constraint began
to be relaxed.

The increase in private consumption — the most important element in
home final demand — was a necessary condition for industrial growth in
the 1930s. Private consumption was promoted both by the recovery of the
export sector and by loose fiscal and monetary policies. As home demand
recovered, domestic firms were provided with an excellent opportunity to
satisfy a market in which the relative price of imports had increased. Few
financial institutions — even those newly established in the 1930s — were
primarily concerned with providing consumer credit so that demand for
expensive consumer durables (e. g., motor cars) was still very modest; non-
durable consumption, however, such as beverages and textiles, experi-
enced substantial growth.

There has been some speculation that the growth of consumer demand
in the 1930s may have been fuelled by shifts in the functional distribution
of income. The data do not exist to confirm or deny this hypothesis, but it
is clear that within certain sectors there were important changes in the
return to labour relative to capital. In the export sector, for example, the
impact of the depression fell most heavily on the owners of capital with
real rates of return falling more sharply than real wages; recovery of the
sector after 1932 helped to rebuild profit margins, but it is unlikely that
the rate of return on capital was restored to its pre-1929 level. Thus, in
the export sector it is realistic to talk of a shift in the functional distribu-
tion of income in favour of labour.

In the import-competing sector, on the other hand, the opposite is
more likely to have occutred. The growth of the sector on the back of
depreciated exchange rates and higher nominal tariff rates created a
relative price shift from which the owners of capital would have been the
primary beneficiaries. At the same time, nominal wages were slow to
respond to the gentle rise in prices in countries with depreciating curren-
cies and a further shift towards profits may well have taken place. In the
non-traded sector both the Depression and the subsequent recovery are
likely to have left the functional distribution largely unchanged so that
the aggregate change in the functional distribution of income cannot
have been very large. Thus, it is improbable that the growth of con-
sumer demand in the 1930s can be attributed to sharp changes in
income distribution.
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THE INTERNATIONAL ENVIRONMENT
AND THE EXPORT SECTOR

The recovery of the export sector, both in terms of volume and price,
contributed to the increase in import capacity after 1932 and the restora-
tion of positive rates of economic growth. Yet this export recovery was not
simply a return to the world trading system in force before 1929. On the
contrary, the international economic environment in the 1930s underwent
a series of changes that had an important bearing on the fortunes of
individual republics.

The main change in the world trading system was the growth of protec-
tionism. The notorious Smoot—Hawley tariff in 1930 raised the barriers
faced by Latin American exporters in the U.S. market while a specific
tariff imposed on U.S. copper imports in 1932 hit Chile particularly hard;
Britain’s retreat behind a system of imperial preference at the Ottawa
conference in 1932 left Latin America facing discriminatory tariffs in its
second largest market; the rise of Hitler in Germany produced the aski-
mark — an inconvertible currency paid to Latin American exporters which
could only be used to buy German imports; some staples (notably sugar)
were subject to international agreement which set export quotas for the
main producers (e.g., Cuba), while Bolivian tin was regulated by the
International Tin Agreement.

Despite the retreat into protectionism, world trade in dollar terms
grew steadily after 1932 — at least until a new U.S. depression drove
down U.S. imports and world trade in 1938. The imports of the major
industrialized countries reached a turning point between 1932 and 1934
(only in France was recovery delayed until after 1935). In the crucial
U.S. market, imports recovered by 137 per cent between 1932 and
1937 ~ stimulated in part by the efforts of Secretary of State Cordell
Hull to dilute the impact of Smoot—Hawley through bilateral trade
treaties involving reciprocal tariff cuts.

For Latin America as a whole, the export performance after 1932 ap-
pears at first glance undistinguished. In the seven years before the out-
break of the Second World War, exports in value terms were virtually
unchanged, whereas the volume of exports rose by 2 modest 19.6 per cent.
This, however, is very misleading since the figures are heavily influenced
by the poor petformance of Argentina — by far the most important ex-
porter from Latin America with almost 30 per cent of the regional total.
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Excluding Argentina, the volume of exports rose by 36 per cent between
1932 and 1939. Furthermore, if Mexico is also excluded, the volume of
exports of the remaining eighteen republics rose by 53 per cent over the
same period — an annual rate of 6.3 per cent. Mexico's exports, which in
fact grew rapidly from 1932 to 1937, fell by 58 per cent between 1937
and 1939. Higher prices for gold and silver after the collapse of the gold
standard could not compensate for the trade embargo imposed in retalia-
tion against the expropriation of the foreign oil companies in 1938.
Argentine exports have been the subject of much analysis. In volume
terms there was a steady decline after 1932 which was not reversed until
1952. The trend, however, was obscured by the favourable prices and net
barter terms of trade (NBTT) which Argentina enjoyed for much of the
1930s — between 1933 and 1937, for example, the NBTT improved by 71
per cent in response to a series of bad harvests in North America which
drove up the prices of grain and meat. The dependence of Argentina,
however, on the British market was a major obstacle to export expansion.
The Roca—Runciman Treaty of 1933 may have given Argentina a quota in
the British market for exports of its main primary products, but the best
that could be hoped for under this arrangement was the preservation of
import market share; British farmers, on the other hand, now had a price
incentive provided by discriminatory tariffs to increase production at the
expense of imports. Thus, even the preservation of import market share
could not prevent a small decline in Argentine exports to Great Britain.
Argentine exports were also undermined by real exchange rate movements.
Although traditional exports in many Latin American republics enjoyed
long-run real depreciation, Argentine exporters faced a real exchange rate
which tended to appreciate in the 1930s. For example, with British whole-
sale prices falling by 20 per cent in the decade after 1929 and Argentine
wholesale prices rising by 12 per cent, the nominal devaluation of the peso
against the pound sterling needed to keep Argentine exports to Britain
competitive was at least 32 per cent. This was far more than the actual
depreciation of the official exchange rate over the decade, although there
were marked year-to-year fluctuations which did little to bolster confi-
dence in the export sector. By contrast, Brazilian exporters over the same
period enjoyed a 49 per cent real devaluation based on the official exchange
rate and an 80 per cent real depreciation based on the free market rate.
In the rest of Latin America, export performance after 1932 was surpris-
ingly robust (see Table 2.6). Of the seventeen countries providing data on
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Table 2.6. Annual average rates of growth from 1932 t0 1939 (%)

Export Import Net barter
Country GDP volume volume terms of trade
Argentina +4.4 —1.4 +4.6 +2.1
Bolivia +2.4
Brazil +4.8 +10.2 +9.4 -s5.6
Chile +6.5 +6.5 +18.4 +18.6
Colombia +4.8 +3.8 +16.1 +1.6
Costa Rica +6.4 +3.4 +14.0 -5.4
Cuba +7.2
Dominican +3.0 +4.4 +15.2
Republic
Ecuador +4.4 +9.7 o
El Salvador +4.7 +6.7 +4.2 +1.9
Guatemala +10.9 +3.4 +11.2 +2.0
Haiti +4.9
Honduras —1.2 —9.4 +0.8 —0.3
Mexico +6.2 —3.1 +7.8 +5.7
Nicaragua +3.7 +o.1 +5.6 +5.5
Peru +4.9% +5.4 +5.0 +7.2
Uruguay +o0.1° +3.5 +3.0 +1.4
Venezuela +5.9° +6.2 +10.4 —3.4

Notes: ® 1930—9
Sources: see Table 2.1 and note 13.

the volume of exports, only Honduras — in addition to Argentina and
Mexico — saw a decline between 1932 and 1939. Furthermore, if 1929 is
taken as the base, half of the reporting countries experienced an increase in
the volume of exports despite the exceptionally difficult circumstances
prevailing throughout the following decade.

Three factors accounted for the relatively strong performance of ex-
ports. The first was the commitment of the authorities to the preserva-
tion of the traditional export sector — the engine of growth in the
export-led model — through a network of policies from real exchange rate
depreciation to debt moratoria. The second was the movement in the net
barter terms of trade after 1932. The third was the commodity lottery,
which produced a number of winners from within the Latin American
menu of exports in the 1930s.

Few, if any, republics in the early 1930s could afford to ignore the
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traditional export sector. This was particularly true of the smaller repub-
lics, where the sector remained the major source of employment, capital
accumulation and political power. Even in the larger republics, a decline
in the export sector threatened to undermine the non-export sector as a
result of the direct and indirect linkages between the two. Significantly,
all but one of the thirteen countries with real GDP and export data for the
1930s recorded an increase in real exports and real GDP at the same time;
the exception was Argentina, where — as we have already seen — the quan-
tum of exports failed to recover.

Argentina, however, was the exception which proved the rule. The
richest country by far in Latin America in the early 1930s (its only rival in
terms of income per head was Uruguay), it had the most diversified
economic structure and the strongest industrial base. The non-export
sector was sufficiently robust to become the new engine of growth in the
1930s so that real GDP and real exports moved in opposite directions. At
the same time, it must be remembered that the NBTT improved signifi-
cantly in Argentina, which gave a boost to home final demand and private
consumption after 1932. Thus, even Argentina could not entirely escape
from its inherited dependence on the export sector.

Measures to sustain and promote the export sector in Latin America
were varied, complex and often unorthodox. Only six of the twenty repub-
lics (Cuba, the Dominican Republic, Guatemala, Haiti, Honduras and
Panama) eschewed all forms of exchange rate management, preferring
instead to preserve their pre-1929 peg to the U.S. dollar. Elsewhere,
nominal devaluation was frequent and multiple exchange rates common.
As the example of Argentina has shown, nominal devaluation did not
necessarily mean real depreciation, but domestic price increases were gener-
ally modest and only Bolivia collapsed into a vicious circle of high domes-
tic inflation and exchange rate devaluation — a victim of the chaotic finan-
cial conditions created by the Chaco War and its aftermath.

The decline of credit for the export sector after 1929, from both domes-
tic and foreign sources, threatened many firms with foreclosure by banks.
Overwhelmingly, governments intervened with debt moratoria to prevent
the erosion of the export base; in some cases, new financial institutions
were set up with state support or government participation to channel
additional resources to the export sector. Pressure groups representing the
export interests were strengthened or set up for the first time and export
taxes were frequently revised downwards.

The improvement in the NBTT after 1932 was a further boost to the
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export sector. Out of fifteen reporting countries (see Table 2.6), only four
recorded a deterioration in the period from 1932 to 1939. Two of these
(Costa Rica and Honduras) were major banana exporters and suffered from
the downward revision in the administered prices for bananas used by the
giant fruit companies in their global operations; since these prices were
highly artificial, the deterioration in the NBTT was not very serious in
practice. The same is true of Venezuela, where world oil prices remained
weak and caused the fall in the NBTT; however, Venezuela began to
squeeze a higher returned value from the foreign oil companies after the
fall of G6émez through the revision of contracts and an increase in tax
revenue, so that the purchasing power of exports steadily increased.'®

The only other country to experience a fall in the NBTT was Brazil.
The collapse of coffee prices after 1929 hit Brazil hard. A new coffee
support scheme, financed in part by a tax on coffee exports and in part by
government credits,2° provided the funds to destroy some of the crop; this
reduced the supply reaching the world market and allowed Brazil to sell at
higher dollar prices than would otherwise have been possible. At the same
time, devaluation raised the local currency price of coffee exports so that
the fall in coffee income was much less severe than implied by the NBTT
deterioration. However, no amount of tinkering with the instruments
available could conceal the fact that the coffee sector was in deep crisis.
With the price of cotton relative to coffee rising in the 1930s, there was a
reallocation of resources so that Brazilian cotton production and exports
soared. From 1932 to 1939 the area planted to cotton increased nearly
fourfold, production nearly sixfold, while exports rose so rapidly that
Brazilian exports in volume terms grew faster than in any other republic
(see Table 2.6). Brazilian dollar earnings from exports may have remained
weak, but the growth in volumes and in domestic currency terms was
much more impressive.

The commodity lottery produced a series of winners and losers in Latin
America. The main loser was Argentina, its traditional exports hurt by
their dependence on the British market. Cuban tobacco exports, including

12 See J. McBeth, Juan Vicente Gimez and the il Companies in Venezuela, 1908—1935 (Cambridge,
1983), ch. s.

#® The macroeconomic impact of this funding scheme has been the subject of much debate. See, for
example, Celso Furtado, The Economic Growth of Brazil (Berkeley, Cal., 1963) and C. Peldez,
Histéria da Industrializagao Brasileira (Rio de Janeiro, 1972). There is an excellent survey of the
debate, generally favouring Furtado’s interpretation of the scheme as expansionary, in A. Fishlow,
‘Origins and Consequences of Import Substitution in Brazil’, in L. Di Marco (ed.), International
Economics and Development (New York, 1972).
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cigars, also lost and suffered severely from the protectionist measures
adopted in the U.S. market. The main winners were exporters of gold and
silver as prices rose steeply in the 1930s. This windfall from the lottery
benefited Colombia and Nicaragua in the case of gold and Mexico in the
case of silver. Bolivia benefited from the price increases for tin achieved by
the International Tin Committee after 1931 and a further boost to tin
prices came from rearmament in the late 1930s. Chile too, having suffered
the most severe drop in export prices in the worst years of the depression,
saw its NBTT increase by an average 18.6 per cent a year between 1932
and 1939 as rearmament fed its way through to copper prices. Finally, the
Dominican Republic exploited its position outside the International Sugar
Agreement to enjoy higher prices and increased volumes from sugar sales.

The recovery of the traditional export sector was the main reason for the
growth of export volumes after 1932. Export diversification (with the
exception of cotton in Brazil) was of limited importance with only a few
sporadic efforts such as cotton in El Salvador and Nicaragua and cacao in
Costa Rica (on abandoned banana plantations). The rise of Nazi Germany,
however, and its aggressive trade policy based on the aski-mark meant
that the geographical composition of foreign trade changed quite sharply.
By 1938, the last year not affected by war, Germany was taking 10.3 per
cent of all Latin American exports and supplying 17.1 per cent of all
imports compared with 7.7 per cent and 10.9 per cent respectively in
1930. The main loser from the increased German share was Britain,
although the United States also declined as a market for Latin American
exports (from 33.4 per cent in 1930 to 31.5 per cent in 1938).

The rise in importance of the German market owed a great deal to the
commercial policy of the Third Reich. The carrot to induce countries to
accept the inconvertible aski-mark was the offer of higher prices for their
traditional exports; Brazil, Colombia and Costa Rica, for example, all
searching for new markets for coffee, saw a steep rise in the importance of
the German market — the loss of which was to cause serious problems
following the outbreak of war. Uruguay, facing problems of access to the
British market, saw exports to Germany rise to 23.5 per cent of the total
by 1938. By contrast, the reciprocal trade treaties promoted by Cordell
Hull failed to achieve an increase in U.S. market shares, although they did
contribute towards the increase in the absolute value of trade until the
1938 depression.

The export sector by the end of the decade still had not fully recovered
its earlier importance, but it had contributed in no small part to the

Cambridge Histories Online © Cambridge University Press, 2008



The Latin American Economies, 1929—1939 101

recovery of real GDP after 1932. Comparing 1928 with 1938 (see Table
2.1), most teporting countries experienced a drop in the ratio of real
exports to real GDP; yet only in Mexico, Honduras and Argentina — the
special cases already examined — was there a major decline and Brazil even
experienced an increase.

The recovery of the export quantum in most Latin American republics
helps to explain the steep increase in the volume of imports after 1932
(see Table 2.6). It is not the whole story, however, as the quantum of
imports recovered in every reporting case — including the three where
the volume of exports fell. The additional explanations for the movement
in imports are provided by changes in the net barter terms of trade and
reductions in factor payments due to debt default, exchange control and
the fall in profit remittances. Thus, even in Argentina — where the
external debt was serviced punctually and the volume of exports fell —

favourable movements in the NBTT and a reduction in profit remit-
tances made possible an annual increase in the volume of imports of 4.6
per cent between 1932 and 1939.

The growth in the quantum of imports for every republic after 1932 is
so striking that it is worth examining the correlation between changes in
real imports and real GDP. For the twelve republics for which data are
available — that is to say, all those except Uruguay in Table 2.1 — this is
positive with a least squares correlation co-efficient of 0.75 — significant
at the 1 per cent level. Considering the standard view of the 1930s as a
period of economic recovery based on import substituting industrializa-
tion and import compression, this result is a salutary reminder of the
overwhelming importance of the external sector and foreign trade even
after the 1929 depression.

It is worth exploring this point further since the standard view is so
firmly established. Import substitution in industry was indeed important,
as we shall see in the next section, and over the decade 1928 to 1938 the
ratio of real imports to real GDP did fall. However, import compression
was most severe in the worst years of the depression (1930—2) and led to
an intense squeeze on consumer imports. After 1932, industrial growth
was able to satisfy much of the demand for consumer goods previously met
by imports, but at the same time real imports rose faster than real GDP in
virtually all cases as the marginal propensity to import remained ex-
tremely high. The composition of imports shifted away from consumer
goods — particularly non-durable consumer goods — but economic perfor-
mance was still highly sensitive to and dependent on the growth of im-

Cambridge Histories Online © Cambridge University Press, 2008



102 Economy

ports. Without export recovery, or at least an improvement in the NBTT,
it would have been much more difficult for Latin America in the 1930s to
carry out successful ISI.

RECOVERY OF THE NON-EXPORT ECONOMY

The recovery of the export sector, either in terms of volumes or prices or in
many cases both, contributed to the growth of the Latin American econo-
mies in the 1930s. The resurgence of the export sector, coupled with loose
monetary and fiscal policies, brought about an expansion of nominal home
final demand. With price increases kept to very modest levels in most
republics, this corresponded to an increase in real home final demand
which permitted the non-export sector in some cases to expand rapidly.
The major beneficiary was manufacturing, although domestic use agricul-
ture (DUA) also increased and there was significant growth in some non-
traded activities such as construction and transport.

Argentina was the only country where the recovery of real GDP is not
associated with the recovery of the export sector. On the contrary, the
nominal and real value of exports continued to fall in Argentina for several
years after real GDP reached its trough in 1932. Argentina, however, had
the largest and most sophisticated industrial structure (with the exception
of textiles) of any republic by the end of the 1920s and this industrial
maturity allowed manufacturing to lead the Argentine economy out of
recession in response to the abrupt change in the relative price of home and
foreign goods brought about by the depression.

The change in relative prices — which affected all importables and not
just manufactured goods — came about for three reasons. First, the wide-
spread use of specific tariffs in Latin America meant that tariff rates started
to rise as import prices fell; specific tariffs — a serious disadvantage in
times of rising prices — brought increasing protection in times of falling
prices even without state action; however, most republics responded to the
depression by raising tariffs, thus giving a further twist to nominal protec-
tion. These increases were often designed primarily to raise government
trevenue, but — as usual — they also acted as a protective barrier against
imports. Venezuela, for example, saw the average tariff rate rise from 25
per cent in the late 1920s to over 40 per cent by the late 1930s.%!

The second reason for the change in relative prices was exchange rate

21 See W. Karlsson, Manufacturing in Venezuela (Stockholm, 1975), p. 220.
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depreciation. In the early 1930s, when prices were falling almost every-
where, a nominal exchange rate depreciation was a reasonable guarantee of
real devaluation. By the middle 1930s, with modest price increases in
some countries, real devaluation was only assured if the nominal deprecia-
tion exceeded the difference between domestic and foreign price changes.
Many countries, particularly the larger ones, met these conditions and
exchange rate policy became a powerful tool for shifting relative prices in
favour of home goods competing with imports. In those republics using
multiple exchange rates (most of South America), a further opportunity
was provided for raising the domestic currency cost of those consumer
good imports that local firms were best placed to produce.

Exchange control provided the third reason for the change in relative
prices. The rationing of foreign exchange for non-essential imports effec-
tively drove up their local currency cost even without devaluation. Thus,
some of the republics which pegged their exchange rate to the U.S. dollar
still enjoyed a de facto devaluation as a result of exchange control. The
outstanding exception is Venezuela, where the bolivar appreciated sharply
against the dollar and wiped out much of the advantage offered by the
increase in tariff rates.

The change in relative prices, coupled with exchange control in many
cases, provided an excellent opportunity for manufacturers in those coun-
tries where industry had already taken root. Even better placed were those
countries where the manufacturing sector had developed spare capacity
before 1929; in such countries, production could respond immediately to
the recovery of internal demand and the change in relative prices without
the need for expensive investments dependent on imported capital goods.

A number of Latin American countries did, indeed, meet these condi-
tions. Argentina has already been mentioned. Brazil, although much
poorer than Argentina, had been steadily developing its industrial base
and had taken advantage of favourable circumstances in the 1920s to
expand its manufacturing capacity. Mexico had seen a wave of industrial
investments during the Porfiriato and, following the upheavals of the
revolution, had begun to invest again on a modest scale. Among the
medium-sized countries, Chile had succeeded in building a relatively
sophisticated industrial base even before the First World War and Peru
had enjoyed a boom in industrial investment in the 1890s which was
subsequently sustained only during periods of favourable relative prices.
Colombia, its industrial progress delayed by the failure to build a strong
internal market in the nineteenth century, had finally begun to build an
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important industrial base in the 1920s. Among the small republics, only
Uruguay could be said to have established modern manufacturing with
firms attracted by the concentration of population and high incomes in the
capital Montevideo.

These seven republics were best placed to take advantage of the excep-
tional conditions facing the manufacturing sector after domestic demand
began to recover. Indeed, the annual rate of growth of manufacturing net
output exceeded 10 per cent in a few cases (see Table 2.7). Although spare
capacity was used at first to meet the increase in demand, this had begun
to be exhausted by the middle of the decade. In Mexico, the giant iron and
steel works at Monterrey — unprofitable for most of the century — was
finally able to pay healthy dividends as capacity utilization reached 8o per
cent in 1936.?? Thereafter demand could only be satisfied through new
investments involving the purchase of imported capital goods. Thus,
industrialization began to change the structure of imports with a declining
share accounted for by consumer goods and an increasing share by interme-
diate and capital goods.

Argentina remained the most industrialized republic, both in terms of
the share of manufacturing in GDP and in terms of net manufacturing
output per head (see Table 2.7). However, the Brazilian manufacturing
sector made considerable progress in the 1930s. Despite the decline in
world coffee prices, local currency income derived from coffee fell much
more modestly as a result of the coffee support programme and cotton
exports provided a new dynamic source of earnings. At the same time,
the combination of real depreciation, tariff increases and exchange con-
trols gave consumers a strong incentive to switch from imported com-
modities to local products. This stimulus was at work in other countries,
but capacity constraints often prevented firms from responding more
positively. In Brazil, however, manufacturing capacity had been signifi-
cantly enlarged by the high level of imported capital equipment made
possible during the 1920s. Thus, Brazilian firms were poised to meet
demand not only in traditional industries, such as textiles, shoes and
hats, but also in new industries producing consumer durables and inter-
mediate goods.

Even the Brazilian capital goods industry advanced in the 1930s.
However, its share of value added was still only 4.9 per cent in 1939.23

22 See S. Haber, Industry and Underdevelopment: the Industrialization of Mexico, 1890—1940 (Stanford,
Cal., 1989), p. 177.
2 See Fishlow, ‘Origins and Consequences of Import Substitution in Brazil’, table VII.
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Table 2.7. Industrial sector indicators

(1) (2) (3) @
Argentina 7.3 22.7 122 12.7
Brazil 7.6 14.5 24 20.2
Chile 7.7 ‘18.0 79 25.1
Colombia 11.8 9.1. 17 32.1
Mexico 11.9 16.0 39 20.1
Peru 6.4 410.0 29 n.a.
Uruguay b5.3 15.9 84 7.0

Notes: * 1933-38; ¢ 1930-39; € 1940; ¢ 1938,

(1) Annual rate of growth of manufacturing net output, 1932-9.

(2) Ratio (%) of manufacturing to GDP in 1939 (1970 prices).

(3) Net manufacturing output per head of population (in 1970
dollars converted at official exchange rate) c.1939.

(4) Number of workers per establishment c.1939.

Sources: see Table 2.1; also G. Wythe, Industry in Latin America, (New
York, 1945); C. Bolofia, ‘Tariff Policies in Peru, 1880-1980¢’,
unpublished D.Phil. dissertation (Oxford University, 1981).

Brazilian industrialization therefore remained heavily dependent on im-
ported capital goods so that capacity constraints in several branches began
to reassert themselves in the late 1930s. In common with other large Latin
American countries, these capacity constraints encouraged labour-inten-
sive operations and the substitution of labour for capital wherever possi-
ble. Manufacturing employment growth in Brazil was rapid, favouring
Sao Paulo in particular where the rate of increase was over 10 per cent per
year after 1932. Indeed, labour inputs ‘explain’ most of the growth in
Brazilian industry in the 1930s so that productivity increases were mod-
est. The efficiency of this industrialization and the ability of firms to
compete internationally can therefore be questioned.

The industrialization of the 1930s brought about an important shift in
the composition of industrial output in the major Latin American coun-
tries. Although food-processing and textiles remained the most important
branches of manufacturing, several new sectors began to acquire impor-
tance for the first time; these included consumer durables, chemicals
(including pharmaceuticals), metals and papers. The market for industrial
goods also became more diversified; although the majority of firms contin-
ued to sell consumer goods (durable and non-durable) to households,
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inter-industry relations were now more complex with a number of estab-
lishments providing inputs needed by other industries which were previ-
ously purchased from abroad.

These changes were significant, but they should not be exaggerated. By
the end of the 1930s, for example, industry’s share of GDP was still
modest (see Table 2.7). Only in Argentina did the share exceed 20 per
cent and even there agriculture was still more important. Despite its late
industrial spurt, the manufacturing sector in Colombia accounted for less
than 10 per cent of real GDP in 1939. Brazil and Mexico had made
important progress towards industrialization, but the net output of manu-
factures in both countries per head of population was still far below the
levels in Argentina, Chile and Uruguay (see Table 2.7).

There were other problems faced by the industrial sector in the 1930s.
Attracted by the highly protected internal market, it had no incentive to
overcome its many inefficiencies and to start to compete in export mar-
kets. By the end of the 1930s, the sector was still very small scale with the
average number of employees per establishment ranging from 7.0 in
Uruguay to 32.1 in Colombia (see Table 2.7). The productivity of the
labour force was also low with value added per worker even in Argentina
only one-quarter of the U.S. level, and in most republics over half the
workforce was employed in food products and textiles.

The problems of low productivity in the industrial sector could be traced
to shortages of electric power, lack of skilled labour, restricted access to
credit and use of antiquated machinery. By the end of the 1930s, the
governments of several republics had accepted the need for indirect state
intervention on behalf of the industrial sector and had set up state agencies
to promote the formation of new manufacturing activities with economies
of scale and modern machinery. A notable example was the Chilean Cor-
poracién de Fomento de la Produccién (CORFO), with similar development
corporations being formed in Argentina, Brazil, Mexico, Bolivia, Peru,
Colombia and Venezuela. Most of these corporations came too late to have
much impact on industrial developments in the 1930s — CORFO, for
example, was formed in 1939 — so that their influence was felt more in the
1940s.

In a few cases, state intervention was direct rather than indirect. The
nationalization of the oil industry in Mexico in 1938 brought the oil
refineries into public ownership; state ownership in social democratic
Uruguay was extended into meat-packing and cement manufacture. Gener-
ally, however, industry was controlled by private domestic interests with a
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vital role played by recently arrived immigrants from Spain, Italy and
Germany. Only in Argentina, Brazil and Mexico were foreign-owned
subsidiaries of overseas companies important and even in those countries
their contribution to total industrial output was modest.

The change in relative prices of home and foreign goods favoured im-
port substitution in agriculture (ISA) as well as ISI. The export-led model
before 1929 had brought specialization to the point where imports of
many foodstuffs and raw materials were required to meet home demand.
The change in relative prices provided an opportunity to reverse this and
encouraged production of domestic use agriculture (DUA).

The expansion of agriculture for the home market was particularly
impressive in the Caribbean Basin. These small republics, lacking a signifi-
cant industrial base, found in ISA an easy way of compensating for the
lack of opportunities in ISI. Export specialization and the existence of
numerous foreign-owned enclaves had created by the end of the 1920s a
hugh demand for imported foodstuffs to feed the rural proletariat and the
growing populations of the urban centres; with surplus land and labour,
together with the incentives provided by the change in relative prices, it
was a relatively simple matter to expand domestic production at the
expense of imports.

Although ISA was most important in the smaller republics of Central
America and the Caribbean, it affected South America as well. A clear
pattern can be discerned for many agricultural staples with imports falling
sharply in the Depression in line with the collapse of purchasing power
and then failing to recover their pre-Depression peak as domestic produc-
tion of food and raw materials expanded. The main exceptions (e.g.,
cotton, hemp) were all raw materials required by the rapidly expanding
industrial sector so that imports remained important.

The change in the relative prices of home and foreign goods was an
important explanation for the expansion of DUA and industry. Non-
traded goods and services also advanced, however, in line with the growth
of the real economy and the recovery of home final demand. The shift of
resources towards the industrial sector and the related increase in urbaniza-
tion drove up the demand for energy, for example, and stimulated new
investments in electricity supply (including hydroelectric dams), oil explo-
ration and petroleum refineries. The gap between supply and demand
remained a problem throughout much of the 1930s, but the existence of
excess demand was a powerful stimulus for the growth both of public
utilities and of the construction industry.
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The construction industry was also a beneficiary of new investments in
the transport system. By the 1930s, Latin America’s railway boom was
over, but the region had barely begun to develop the road system needed
to cope with the demand for trucks, buses and cars. The construction of
roads — overwhelmingly financed by the state — had the great merit of
using labour and local raw materials rather than being heavily dependent
on complementary imports. Throughout Latin America, there was an
expansion of the road system in the 1930s with a particularly impressive
increase in Argentina and this expansion provided an opportunity to
absorb unemployed labour in many rural areas.

The expansion of the road system required an increase in government
expenditure which put further pressure on the limited fiscal resources of
the state. Some authoritarian governments, notably Ubico’s regime in
Guatemala, relied on coercion to obtain the labour inputs needed for
expansion of the road system. Once built, however, the network of roads
permitted isolated regions to market an agricultural surplus and contrib-
uted to the growth of DUA. This has been clearly demonstrated in the
case of Brazil.?4

The air transport system also expanded rapidly in the 1930s, although
it started from such a low base that its ability to carry passengers and
freight was strictly limited by the end of the decade. Nevertheless, in
countries where geography made travel by train impossible and by road
difficult, the creation of an air transport system was an important step
towards modernization and national integration. In Honduras, for exam-
ple, where President Carias granted a monopoly to a New Zealand entre-
preneur as a reward for his role in converting civilian planes into bombers
during the 1932 civil war, the newly formed Transportes Aereos Cen-
troamericanos (TACA) played an important part in linking the country’s
isolated eastern provinces to the capital city.

Finally, whereas the depression in Europe and North America cut a
swathe through the financial system of the developed countries, with
runs on deposits and bank collapse a common experience, Latin America
came through the worst years of the depression with only modest da-
mage to its financial system. Furthermore, the 1930s witnessed the
creation of new central banks, the expansion of the insurance industry
and the growth of secondary banking (including state-owned develop-
ment corporations).

24 See N. Leff, Underdevelopment and Development in Brazil, Vol. 1 (London, 1982), p. 181.
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The stability of the financial system was all the more remarkable in
view of the close relationship between many banks and the export sector.
As the value of export earnings collapsed after 1929, many exporters
could not meet their financial commitments and the position was made
even worse for the banks when a number of governments declared a
moratorium on foreclosures. The wholesale financial reforms in the
1920s (spurred on in many cases by Professor Kemmerer) had, however,
led to the creation of a much stronger financial system in Latin America
with clearly defined rules by the time of the depression. The novelty of
the system meant that in many countries cash reserve ratios were far
above the legal limits so that it was easier to absorb the inevitable
decline in deposits. A second explanation for the survival of the banking
system was provided by exchange control. The close links between banks
in Latin America and foreign financial institutions had led to a high
degree of dependence on foreign funds; the existence of exchange control
rescued a number of banks from having to make payments of interest or
principal to foreign creditors which might otherwise have bankrupted
the institutions. Yet perhaps the most important reason was the role of
the banking system in funding budget deficits in the 1930s. Banks
contributed handsomely to domestic bond issues by governments and
were rewarded with a steady stream of interest payments; bank funding
of the deficit may have contributed to the rise in prices in Latin America
after the early 1930s, but inflation remained modest and for the banks
the interest receipts became a useful source of income. Furthermore, as
the export sector began to recover, the banks were able to return to a
more normal relationship with many of their traditional clients and some
began to exploit the new opportunities opening up outside the export
Sector.

Economic recovery in Latin America in the 1930s was rapid (see Table
2.6). Real GDP in Colombia, where the depression was relatively mild,
surpassed its pre-Depression peak as early as 1932. Brazil achieved this
in 1933, Mexico in 1934 and Argentina, El Salvador and Guatemala in
1935. Chile and Cuba, where the depression had been particularly
severe, had to wait until 1937, while the luckless Honduras — over-
whelmingly dependent on the export of bananas — had to wait until
1945. With the population growing at around 2 per cent a year, most
republics had recovered the pre-Depression levels of real GDP per head
by the late 1930s. The most serious exceptions were Honduras and
Nicaragua.
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CONCLUSION

The world depression, which began at the end of the 1920s, was transmit-
ted to Latin America through the external sector. In almost all cases, the
recovery from the depression was also associated with the recovery of the
external sector. The growth of exports, coupled with debt default, a
reduction in profit remittances and an improvement in the NBTT, permit-
ted a substantial growth in the volume of imports with which the growth
of real GDP in the 1930s is highly correlated. Loose fiscal and monetary
policies, the change in relative prices in favour of domestic production
competing with imports and the availability of complementary imports
through the relaxation of the balance-of-payments constraint combined to
produce significant structural change in the 1930s, which particularly
favoured the manufacturing sector in the larger countries and domestic use
agriculture in the smaller republics.

The performance of the Latin American economies in the 1930s should
not therefore be seen as marking a ‘turning-point’, as has so often been
claimed, although the decade did mark an important milestone in the
transition from traditional export-led growth to ISI. It is true that the
industrial sector was particularly dynamic, growing faster than real GDP
in almost all countries. But this had also been true in the 1920s. Only in
Argentina, where the manufacturing sector led the recovery out of depres-
sion in the early 1930s, could it be claimed that the economy had reached
by the beginning of the decade a sufficiently advanced level for perfor-
mance not to be seriously affected by the decline in the volume of exports.
Elsewhere, there is no evidence that larger countries with a broader indus-
trial base performed better than the small republics with virtually no
modern manufacturing; in both cases, performance was highly dependent
on the recovery of import capacity and even in Argentina performance was
not insensitive to the sharp improvement in the NBTT after 1933.

By the end of the decade, however, it could be argued that industrial
growth had produced a qualitative as well as quantitative change in the
structure of the economies of the larger republics. In the 1940s and 1950s,
these changes matured to the point where industry and real GDP in many
republics were capable of moving in the opposite direction to primary
product exports so that the export-led growth model had ceased to be an
accurate description of their performance. Thus, changes in the 1930s can
be seen as laying the foundations for a transition towards the pure import-
substitution model, which reached its most extreme form in the 19505
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and 1960s. This was certainly true of Brazil, Chile and Mexico which had
joined Argentina by the end of the 1930s as the only countries to have
pushed industrialization and structural change to the point where internal
demand was no longer primarily determined by the export sector.

The most important change in the 1930s involved the switch from
self-regulating economic policies to policy instruments which had to be
manipulated by the authorities. By the end of the 1920s, attachment to
the gold standard had left most Latin American republics without an
independent exchange rate policy; the operation of the gold standard also
meant that monetary policy was largely passive, with inflows and out-
flows of gold underpinning movements in the money supply to bring
about automatic adjustment to external and internal equilibrium. Even
fiscal policy had lost much of its importance; in the smaller republics,
dollar diplomacy and high conditionality had produced in many cases
foreign concrol of external trade taxes — the major source of government
revenue — and in the larger countries the ‘dance of the millions’ had
made it much easier to finance expenditure by foreign borrowing than by
fiscal reform.

The collapse of the gold standard forced all republics to address the
question of exchange rate policy. A few (smaller) republics preferred to peg
to the U.S. dollar, thereby abandoning the exchange rate as an active
instrument. Most republics, including some of the smaller ones, opted for
a managed exchange rate. In highly open economies, the exchange rate has
an immediate and powerful effect on the prices of many goods so that it is
the single most important determinant of relative prices and the allocation
of resources; an independent exchange rate policy also encourages the
formation of pressure groups to lobby the authorities in support of ex-
change rate changes to favour their interests. Not surprisingly, many
republics in Latin America in the 1930s opted for a multiple exchange rate
system as a way of resolving these competing pressures. That is one reason
why in 1945, after the Bretton Woods Conference, the newly formed
International Monetary Fund found that thirteen out of the fourteen coun-
tries operating multiple exchange rate systems throughout the world were
in Latin America.

The balance-of-payments constraint in the 1930s, coupled with ex-
change control, meant that movements in international reserves — money
of external origin — ceased to be a major determinant of the money supply.
Instead, base money was driven more by government budget deficits and
the rediscount policy of the Central Bank, while the money multiplier was
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affected by changes in reserve ratios. Thus, changes in the money supply
were due more to changes in money of internal origin and this implied the
adoption of a more active monetary policy in almost all republics. The
main exceptions were those countries, such as Cuba and Panama, which
lacked a Central Bank and were therefore unable to influence the money
supply through changes in the monetary base.

The recovery of the export sector and import capacity did not necessar-
ily imply an increase in the value of external trade. Thus, government
revenue from taxes on trade was seriously affected and the reduction was
not fully compensated by the need to spend less on public external debt
service as a result of default; the crisis provoked fiscal reform and a more
active fiscal policy in all republics. A prime candidate was upward revision
of tariff rates, but a further modest shift towards direct taxes — income
and property — can be detected in the 1930s as well as the introduction of
a variety of indirect taxes aimed at home consumption. By the end of the
decade, the correlation between the value of external trade and govern-
ment revenue had been loosened, thereby undermining a crucial link in
the operation of the export-led growth model.

The adoption of more aggressive exchange rate, monetary and fiscal
policies was so widespread that it is difficult to sustain the thesis that
Latin American republics can be divided into larger countries adopting
‘active’ policies and smaller countries following ‘passive’ policies. While
all the larger republics did indeed follow active policies, so did many of
the smaller countries including Bolivia, Costa Rica, Ecuador, El Salvador,
Nicaragua and Uruguay. The most obvious examples of passive countries
(Cuba, Haiti, Honduras and Panama) were all semi-colonies of the United
States in the 1930s, but not all semi-colonies (e.g., Nicaragua) could be
described as passive.

These changes in the management of key instruments of economic
policy did not amount to an intellectual revolution. On the contrary, the
theory of inward-looking development was still inchoate, the export
sector was still dominant and its supporters still politically powerful. Yet
the choices forced on the authorities in the 1930s in the fields of ex-
change rate, monetary and fiscal policy do mark an important stepping-
stone on the way to the intellectual revolution associated with the U.N.
Economic Commission for Latin America (ECLA) after the Second World
War and the explicit development of the import-substitution model.
Policy management in the 1930s showed the sensitivity of resource
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allocation to relative prices and the response of the manufacturing sector
in the larger republics was a salutary reminder of how efficacious eco-
nomic policy could be.

The management of economic policy in the 1930s was, indeed, quite
successful and compared favourably with the post-war experience. What
the authorities lacked in experience was compensated in a number of ways.
First, the officials in charge of fiscal and monetary policy (e.g. Raul
Prebisch at the Argentine Central Bank) were often very competent techno-
crats who benefited from public ignorance of economic science and were
able to take decisions in a relatively apolitical environment. Second, per-
fect foresight and perfect information — the two conditions required for
the rational expectations conclusion on the impotence of government
policy — were clearly absent in the 1930s, so that there was much less
danger that the intended thrust of a change in economic policy would be
thwarted by the omniscience of the private sector. Third, the scourge of
economic policy in the post-war period — the acceleration of inflation ~

was much less of a problem in the 1930s. Money illusion (based in part
on the absence of price statistics), falling prices in the world economy and
spare capacity in the domestic economy meant that expansionary economic
policies were less likely to collapse in a vicious circle of budget deficits and
inflation.

Loose fiscal and monetary policies in the 1930s underpinned the growth
of home final demand. As Table 2.5 has shown, this was of enormous
importance in pulling the republics out of depression and providing the
stimulus needed for the growth of importables and non-traded goods and
services. Associated with this growth was an increase in urbanization so
that a number of republics could be described as primarily urban by the
end of the 1930s and all republics saw a big fall in the proportion of the
population classified as rural.

While economic performance in the 1930s — at least after 1932 — was
generally satisfactory, there were a number of deviations from the regional
pattern. Some republics — the ‘low recovery’ countries in Table 2.4 —
were marked by stagnation or even decline in economic activity. The
basic problem was the export sector which remained depressed throughout
most of the 1930s for reasons beyond the control of the authorities; in
Honduras, for example, banana exports collapsed after 1931 as a result of
the spread of disease on the banana plantations and the real value of
exports did not recover its 1931 peak until 1965. With depressed exports,
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the best hope for recovery lay in the import-competing sector (ISA and
ISI), but the small size of the market made it difficult to compensate for
the decline in the export sector.

The ‘medium recovery’ countries based their recovery from the depres-
sion mainly on the export sector with the important exceptions of Argen-
tina and Colombia. Economic growth in the 1930s did not therefore
imply significant structural change and there was little alteration in the
composition of exports. Recovery in Bolivia depended crucially on the
formation of the International Tin Cartel in 1931, which brought higher
prices for tin exporters and therefore higher revenue for the government
from export taxes. The export sector did expand in Colombia, but its
growth was overshadowed by the spectacular rise of the manufacturing
sector where the increase in textile production was particularly impressive.
In Argentina, however, the export sector stagnated in real terms so that
the recovery depended crucially on the non-export sector. The perfor-
mance of this sector, whether in industry, transport, construction or fi-
nance, was generally satisfactory so that it is difficult to conclude that the
long-run decline of the Argentine economy dates from the 1930s.

The ‘fast recovery’ countries include republics where the impact of the
depression was relatively minor (e.g., Brazil) and countries where it was
very severe (e.g., Chile and Cuba). Fast growth in the second group of
countries therefore consisted primarily of a ‘recovery’ of real output lost in
the worst years of the Depression, although Chile also enjoyed a consi-
derable amount of new ISI. In Brazil, on the other hand, fast growth
primarily involved additions to real output; although export recovery was
important in Brazil, the structure of the economy began to shift in favour
of industry. Brazil remained desperately poor, however, with a real GDP
per head in 1939 only one-quarter of that in Argentina and 6o per cent of
the Latin American average. Mexico also enjoyed significant structural
change; land reform under President Cérdenas (1934—40) strengthened
non-export agriculture, the state became a major source of investment and
many firms in the industrial and construction sectors began to be reliant
on public sector contracts.

The 1930s in Latin America may not have represented a sharp break
with the past, but the decade did not represent a lost opportunity either.
In the face of a generally hostile external environment, most republics did
well to rebuild their export sectors; where it was feasible, republics with
only a few exceptions expanded the production of importables and in-
creased the supply of non-traded goods and services. These changes pro-
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vided the basis for a significant growth in intra-regional trade in the early
1940s when access to imports from the rest of the world was cut off.
Changes in economic policy in the 1930s were also generally rational; a
wholesale retreat from the export sector and the construction of a semi-
closed economy would have involved a massive increase in inefficiency; a
slavish commitment to the export-led model of growth would have locked
the region into an allocation of resources no longer consistent with long-
run dynamic comparative advantage. Economic historians searching for
the period in the twentieth century when Latin American economic policy
and performance go seriously wrong need to look beyond the 1930s.
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THE LATIN AMERICAN ECONOMIES,
1939—C. 1950

This chapter examines trends in Latin American economic performance
and Latin American economic policy during and immediately after the
Second World War. The emphasis is principally on the interaction of the
Latin American economies with the international economy. In the
1930s, as the previous chapter has shown, Latin American economic
performance as a whole was still driven by the export of primary prod-
ucts, although in most countries industry grew faster than real gross
domestic product (GDP). Economic policy achieved the unusual feat of
stimulating primary exports and industrial development at the same
time. This was an important achievement, since primary exports were
the main source of foreign exchange for the import of intermediate and
capital goods. By the 19s50s, however, Latin America was deeply en-
trenched in import-substituting industrialization (ISI). Its key character-
istics were a strong discrimination against exports combined with an
increased need for foreign exchange. Thus it discriminated against the
sector which was crucial to its functioning. We need to understand,
therefore, how and why policy evolved from the relative consistency of
the 1930s to the contradictions of the 1950s. This chapter will explore
first, the impact of the Second World War on the Latin American
economies, and second, the evolution of economic policies — and eco-
nomic performance — in the immediate aftermath of the war. The analy-
sis will necessarily have to touch on the 1950s, since our conclusion is
that the explicit rejection of the old export-led growth model and the
consolidation of the new inward-looking ISI model of economic growth
and development occurred, in the larger countries at least, between the
late forties and the middle of the following decade.

117
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THE SECOND WORLD WAR

Arthur Lewis has described the years 1913 to 1939 as ‘an age of dislocation
and an age of experiment’ in the world economy.* The First World War
acted as a catalyst in opening cracks and exposing shifting structures: by
1918 the old system centred on London and the gold standard was in
disarray, and the dominance of the United States in trade and capital flows
was apparent. Yet in a real sense the system was not ready to change:
contemporary thinking could only seek to reinstate the old forms, return-
ing to the gold standard and even to inappropriate currency parities. The
extent to which the old system had depended for its success not only on an
underlying equilibrium but also on a single centre, London, was ignored.
Since there was now more than one financial centre, and a much larger
supply of volatile short-term funds, the system became dangerously unsta-
ble. The United States which at the end of the war had a long-term credit
balance of US$3.3 billion (equivalent to morte than 40 per cent of its
annual merchandise exports)?, did not adopt the behaviour of a ‘wise
creditor’, importing goods to permit debtors to pay and lending prudently
to projects which would foster payments capacity. Instead, it adopted
protectionist policies and much of the capital that was exported took the
form of loans by inexperienced private bankers, funding many extravagant
and unwise projects. The crash of 1929 highlighted the fundamental
weaknesses of the system. Subsequently, during the 1930s most govern-
ments pursued purely defensive policies dominated by increasing protec-
tionism and exchange controls that permitted only slow growth of world
trade. There was little foreign investment during that period; indeed the
main capital low was toward the United States which once more became a
net debtor.

While profoundly affected by the disruption of the international system
during the First World War and more especially during the 1929 Depres-
sion, the period 1913-1939 was not for Latin America primarily one of
depression. On the contrary, particularly in the 1930s, significant growth
was achieved. Import-substituting industry emerged as the leading sector
in most of the larger countries and agriculture for domestic use in some of
the smaller countries. In several notable cases like Brazil and Colombia,
economic recovery occurred before exports returned to the levels of the

! W.A. Lewis, Economic Survey 1919—1939 (London, 1949), p. 12.
2 Barbara Stallings, Banker 10 the Third World, U.S. Portfolio Investment in Latin America, 1900—1986
(Berkeley and Los Angeles, Cal., 1987), p. 345-
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1920s, and owed much to unorthodox policy management: trade, ex-
change and capital controls and counter-cyclical government spending.
With industrialization and the expansion of state intervention the precon-
ditions for a new model of economic growth different from the export-led
growth model were beginning to take shape. As the preceding chapter has
shown, however, in the decade of the 1930s while reliance on primary
exports was becoming more and more obviously an uncertain path these
policies were still combined with active promotion of traditional exports,
using exchange rate depreciation and other measures, and aided by a
recovery in the terms of trade. This policy was necessary given the political
and economic weight of the primary sectors in the Latin American econo-
mies. The only country that pursued a different line was Argentina, an
exception which proves the rule, since economic diversification had al-
ready in this case reduced the weight of the primary sector.

With the outbreak of war in 1939, the Latin American republics were
presented not only with common legal and political problems but also
with common economic problems in that their sources of supply, export
markets, shipping services and credit facilities were all threatened.? The
British blockaded Germany after September 1939 but the effects of the
blockade took time to make themselves felt. By the summer of 1940,
however, when Italy entered the war and Germany controlled much of the
coast of Europe, Latin America had lost not only the German but most of
the European market, which had absorbed some 30 per cent of Latin
American exports, and had provided a rather larger proportion of imports.
British purchases continued but were more and more confined to essential
supplies — sugar and oil, but not tobacco for example. Chilean copper was
replaced by imperial supplies, but large quantities of foodstuffs and raw
materials were purchased from the other countries on the eastern seaboard
of Latin America. As a result the value of British imports from Latin
America increased in 1939 and 1940. But, in order to conserve Britain’s
gold and hard currency reserves, these imports had to be paid for, as far as
possible, in special account sterling which could only be used to finance
purchases from Britain or the Empire and for payments to British credi-
tors. A mission was sent to South America in October 1940 to explain the
British position, and her wish to damage the South American economies
as little as possible, but by the time it had sailed, the British Cabinet had

3 The following description of the effect of the Second World War on Latin America draws heavily on
the outstanding secondary source for this period: R.A. Humphreys, Latin America and the Second
World War, Vol. 1: 1939—1942, and Vol. II: 1942—45 (London, 1981 and 1982).
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decided that it would be necessary to limit the amounts bought from non-
Commonwealth and imperial sources.

At the same time, Britain had less and less to export. British exports
to Latin America began to fall in 1941 and continued to do so. Rising
freight rates and rising prices contributed to the decline. The major
economic problem for Latin America began to be the accumulation of
huge export surpluses — wheat, maize, linseed, coffee, cacao, sugar and
bananas, whose prices inevitably fell, and surpluses also of hides, wool,
cotton, nitrates and metals, for which, however, the war was creating an
increasing demand. The countries most seriously affected were those
with stronger trading connections with Europe than with the United
States. In Brazil, the fall in coffee exports had at first been counter-
balanced by British meat purchases, but it now lost a third of its former
markets. In Argentina, 40 per cent of normal export trade was cut off.
In Chile there were surpluses of agricultural products, wool and timber
as well as nitrates. In June, Peru had sold only one-third of its cotton
crep.

One non-European country, Japan, attempted to take advantage of the
European blockade to ensure its own safe supplies of essential raw materi-
als. In 1940 a barter deal was completed with Argentina, a trade pact
ratified with Uruguay, an oil agreement signed with Mexico and pur-
chases of Chilean minerals and Peruvian and Brazilian cotton increased.
But Japan was unable to supply the goods that Latin America wanted
and that Europe had previously supplied, and in addition there was
strong anti-Japanese feeling. The Japanese trade drive continued in
1941, but was increasingly hampered by agreements between the United
States and various Latin American countries for the acquisition of their
critical raw materials, and the closing of the Panama Canal to Japanese
shipping. Trade relations came to an end with the Japanese attack on
Pearl Harbor.

The United States was well aware of the dangers to Pan-American
solidarity posed by Latin America’s economic difficulties. At the Confet-
ence of American Foreign Ministers held in Panama in September 1939
primarily to discuss neutrality in the war and the protection of peace in the
western hemisphere, economic co-operation was also discussed and the
decision was taken to establish the Inter-American Financial and Eco-
nomic Advisory Committee (IAFEAC). The IAFEAC in turn created an
Inter-American Development Commission to stimulate the increase of
non-competitive imports to the United States, intra-Latin American trade
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and the development of Latin American industry. It drafted a charter for
an Inter-American Bank to assist in the stabilization of currencies and
economic development, but this idea was not well received and the Bank
was not established at this time. In June 1940 Roosevelt put forward the
idea of a gigantic cartel to control the trade of the western hemisphere,
inspired by fears of a Europe controlled by the Axis, but this met with
little support. However, a Rubber Reserve Company and a Metals Reserve
Company were set up to acquire and stockpile supplies of strategic raw
materials used to produce weapons and munitions, from Latin America
and elsewhere. The Export-Import Bank was strengthened with an injec-
tion of new capital and became a major instrument of US control of raw
material sources in the region. The Havana Conference of Foreign Minis-
ters in July 1940 asked the IAFEAC to try to develop commodity arrange-
ments. As a result, it drafted the Inter-American Coffee Convention which
came into effect in April 1941, and set basic export quotas for the coffee-
producing countries. Purchases of agricultural commodities were moti-
vated partly by a desire to keep supplies out of Axis hands and partly by a
general perception that economic survival was an important component of
hemispheric solidarity.

In September 1940 the Export-Import Bank had concluded an agree-
ment with Brazil for a credit of US$20 million to construct a steel plant at
Volta Redonda, which the German firm of Krupps had been offering to
assist. In November, the Metals Reserve Company contracted to buy for
five years almost the entire output of Bolivian tin other than that of the
Patifio mining companies (much the largest producers), which was sold to
Britain. The United States also bought Chilean copper and nitrates on a
considerable scale. Meanwhile, trade between the United States and Latin
America increased. As compared with 1938 exports from the United
States to Latin America rose by 45 per cent in 1940 and imports from
Latin America by 37 per cent.4 Another significant trend was an increase
in intra-Latin American trade and efforts to enhance it. Argentina, for
example, signed agreements with Brazil, Bolivia, Colombia and Cuba and
ratified a pact with Chile.

Thus it was well understood by the United States that hemispheric
defence rested as much on economic as on political and military founda-
tions. Various expedients had been proposed to deal with export surpluses
and declining prices and to strengthen the Latin American economies, and

4 Humpbhreys, Latin America and the Second World War, 1, p. 57.
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some practical steps had been taken. But though exports from Latin
America to the United States had increased, there had been a far greater
increase in exports from the United States to Latin America. By the end of
1940, Latin America was left with a large negative balance of trade with
the United States.

As the United States was drawn more heavily into the war, declaring
war not only on Japan but also on Germany and Italy in December 1941,
following the attack on Pearl Harbor, so Latin America was more sharply
affected. First, commitment to the Allied cause was demanded by the
United States. Second, in return for its solidarity and support and in
response to sharply increased strategic needs, so the possibilities of in-
creased levels of economic aid opened up. At the Conference of American
Foreign Ministers in Rio de Janeiro in January 1942 the decision was
taken to sever diplomatic and commercial relations with the Axis powers:
only the Southern Cone countries stood apart from this. Mexico’s stand
changed radically in the course of 1941 in favour of strong collaboration
with the United States. Mexico and most of the Central American and
Caribbean states declared war immediately after Pearl Harbor. In August
1942 Brazil was the first South American country to make a formal
declaration of war. It was followed by Bolivia in April 1943 and Colombia
in January 1944.

The benefits followed swiftly. The earlier agreement to purchase Boliv-
ian tin was followed by a series of agreements for the purchase of strategic
materials from Mexico, Brazil, Chile, Peru and Argentina. As a result the
demand for some products, formerly in surplus, threatened to exceed
supply, and for others, including a number of agricultural and forest
products, it was greatly enlarged. The Export-Import Bank now made
credits available for the building of roads, notably the Pan-American
highway, for the acquisition of transport equipment and machinery, and
for development projects. In Brazil, the United States gave special priority
to orders for steel, machinery and other equipment for Volta Redonda, and
it undertook to facilitate generally the shipment of materials needed for
Brazilian industry. The Cooke mission to Brazil (1942) was one of the
numerous U.S. trade and technical co-operation missions to Latin Amer-
ica. In Peru U.S. money and exports helped set up the Corporacién
Peruana del Santa (iron and steel). Currency stabilization agreements were
concluded with several countries, including Brazil and Mexico. U.S. in-
vestment in Latin America, public and private, began to rise, particularly
in the crucial fields of transport and communications. By 1943 these
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sectors accounted for 31 per cent of total foreign direct investment to Latin
America compared to 15 per cent in 1924.5

Not surprisingly, some of the strongest effects were felt in Mexico,
where on 15 July 1941, a commercial agreement was concluded under
which the United States undertook to buy the entire surplus output of
eleven Mexican strategic materials and to provide the greatest possible
facilities for the export of those products most needed for Mexican indus-
try. On 19 November, after months of patient negotiation (and mounting
exasperation in the State Department at the intransigence of the oil compa-
nies), 2 comprehensive settlement of all outstanding problems in regard to
the nationalization of the oil industry was reached, finally placing the
relations between the two governments on a firm basis of friendship and
co-operation. By a series of agreements the United States promised finan-
cial assistance to stabilize the Mexican peso, to buy Mexican silver in large
quantities, to furnish loans and credits for the completion of the Mexican
portion of the Pan-American Highway, and to negotiate a trade treaty.
Mexico undertook to pay US$40 million to American citizens. As for the
oil dispute, a joint commission of two experts was to be set up to value the
expropriated properties and recommend the amount and method of com-
pensation. The experts’ recommendations were made, and accepted on 19
April 1942, much to the anger of the companies. Some slight modifica-
tions followed, but, with the settlement, a long and difficult chapter in
United States-Mexican relations was closed.

In July 1943 the Mexican-American Commission for Economic Co-
operation produced a report which considered both the short and long-range
problems of the Mexican economy, taking as a guiding principle the indus-
trialization of Mexico at as rapid a pace as was consistent with the necessary
restrictions on the use of materials and equipment during the war. One
result of the report was the setting up of an industrial commission which
outlined a so-called minimum economic programme for 1944, involving
twenty projects, including developments in the steel, textile, cement,
paper and chemical industries and costing some US$24 million, approved a
number of long-range projects, and was responsible for the creation in June
1944 of a Mexican-United States Agricultural Commission.

The exceptions to this flow of US benefits were those Southern Cone
countries unwilling to a greater or lesser extent to throw in their lot with
the United States. Argentina, however, benefited from the British need

3 United Nations, Foreign Capital in Latin America (New York, 1955), pp. 155 and 160.
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for meat, and to a lesser extent hides, linseed oil and wheat. The United
Kingdom needed meat both for its civilian population and for the fight-
ing forces; and, with some reason, it had no confidence that adequate
replacements for Argentine beef could be supplied from the United
States or elsewhere. This made the United Kingdom an unwilling part-
ner in the U.S. campaign to exert pressure on Argentina. Then in June
1943 came the coup which three years later led to the first Peronist
government. Despite strong disapproval of the new regime, the British
Ministry of Food concluded a new contract to run until October 1944 for
the purchase of Argentine meat by Britain on behalf of the United
Nations and another for eggs. The State Department was anxious that
the British government should- issue a statement to dispel all possible
suspicion that the signing of the meat contract implied in any way
British approval of Argentine neutrality, and the Foreign Office chose
the signing of the egg contract as an appropriate moment to issue such a
statement.

In December 1943 the Bolivian government was overthrown by a na-
tionalist coup, and Cordell Hull, the virulently anti-Argentine U.S. Secre-
tary of State, wanted to impose sanctions against Argentina for its alleged
support. The Foreign Office urged that no precipitate action should be
taken. It pointed out that in 1944 Argentina would be providing 14 per
cent of the wheat, 70 per cent of the linseed, 40 per cent of the carcass
meat, 29 per cent of the canned meat, and 35 per cent of the hides
imported into Britain.® It believed that the British meat ration could not
be cut. The British Chiefs of Staff feared that military operations in 1944
could not continue as planned unless the civilian meat ration were severely
curtailed, that a reduction in the leather supply would have a serious effect
on military operational capacity towards the end of the year and that a
shortage of linseed would affect maintenance of material and the produc-
tion of essential camouflage.

Only when Argentina finally declared war on Japan and Germany in
March 1945 did the United States lift restrictions on sales to and from
Argentina. Britain renewed negotiations for a long-term meat contract,
suspended at the wishes of the United States the previous November, the
State Department now showing itself all compliance, though reservations
were to be raised later on the ground that the contract would offend
against the principles of multilateral, non-discriminatory trade.

8 Humphreys, Latin America and the Second World War, 11, p. 155.
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Chile also was unwilling to break with the Axis powers. The Chilean
press argued that the United States could afford no protection to Chile,
and chat Chile, which was supplying copper and other strategic minerals
to the United States — an agreement had been signed with the Metals
Reserve Company on 29 January 1942 — could contribute more to hemi-
sphere defence by not breaking with the Axis than by doing so. Axis
propaganda fuelled the ideas that the United States was attempting to
exert improper pressure on Chile, and that Peru, and for that matter
Bolivia, were being favoured over Chile. Products imported from the
United States were very scarce — petrol rationing had begun in April —
and this scarcity was wrongly attributed to economic discrimination. The
Chilean government also failed to institute the economic and financial
controls recommended by the Rio conference over ‘undesirable’ business
enterprises, to ensure full governmental control over telecommunications
with Axis and Axis-occupied countries, and to prevent the continuance of
commercial and financial relations with them.

A United States note presented to the Chilean government in October
1942 declared that so long as effective controls were not exercised locally
over the firms of countries inimical to the Allies, it would be difficult for
the United States to furnish goods and materials which might eventually
find their way into the hands of enemy concerns and individuals whose
activities were undermining hemisphere defence. Britain and the United
States intended to give priority to countries where they could be sure that
supplies would not indirectly benefit Axis interests. The Chilean position
gradually shifted; the United States promised that a Lend Lease agreement
would be signed when a breach with the Axis powers was achieved. In
January 1943 relations were severed, and in March the long-delayed Lend
Lease agreement was signed.

What then was the significance of the Second World War for the process
of economic transition? Above all, following the First World War and the
1929 Depression, it represented yet another shock to the export-led
model, this time exposing its vulnerability to the availability of imports
and of shipping and to the instability of primary products markets in the
face of world political disturbance. Shocks need to be seen as cumulative:
as a result of this latest shock the larger countries of the continent were at
last prepared to act to respond to the growing sense of a need for an
endogenous source of dynamism.

What was paradoxical about this external shock, however, and helps to
account for the ambiguity of the subsequent evolution of policy, is that it
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did not increase Latin American autonomy: on the contrary, as we have seen,
it was accompanied by an overwhelmingly strong increase in US influence,
as the United States sought to safeguard existing supplies and to push for the
development of new essential resources. In Mexico, for example, the trans-
formation of U.S.-Mexican relations was so total that as early as 1942 the
Mexican foreign minister described the frontier as ‘a uniting not a dividing
line’. Remarks like these were astonishing in the light of the bitter clash
over oil between the two countries only four years earlier.? During this
period economic links between Brazil and the United States were consider-
ably reinforced and helped to strengthen the growing links between Brazil-
fan industry and the military. Of the larger economies, only Argentina
resisted the growth of U.S. presence and influence.

Among the striking paradoxes of the war years, and one of the major
consequences of the war itself, was the growing economic involvement of
the United States in Latin America alongside the expanding role of na-
tional governments, including the use of direct controls. Over much of
Latin America, private sector interests were becoming more closely tied to
government in much the same way that in the United States business
leaders were co-opted by the government to plan and execute a whole
range of new projects. These two developments were to be fundamental to
the new model of growth in the post-war period.

The immediate and most marked specific economic effect of the war was
the growth of exports (see Table 3.1) in response to the increased demand
for primary products. Practically every country experienced export growth
at constant prices of over 4 per cent a year. However, a country’s ability to
benefit from this varied widely. In the case of minerals, price controls and
delayed payments meant little extra revenue received. This explains the
relatively limited growth of export revenues of mineral exporters like
Chile, Bolivia and Peru. But even where revenues were available there was
lictle to spend them on: there was thus substantial accumulation of re-
serves although again to a variable extent. Brazil’s foreign reserves in-
creased by 635 per cent between 1940 and 1945, Colombia’s by s40 per
cent, Mexico’s by 400 per cent, Chile’s by 214 per cent, Argentina’s by
156 per cent and Peru’s by 55 per cent.®

Contradictory forces operated on industry. Scarcity of imports certainly
encouraged new efforts at substitution, but these same efforts were limited

7 See Stephen R. Niblo, The Impact of War: Mexico and World War 11, La Trobe University Institute of
Latin American Studies, Occasional Paper No. 10 (Melbourne, 1988), p. 7ff.
8 See R. A. Ferrero, La politica fiscal y la economia nacional (Lima, 1946), p. 39.
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Table 3.1. Latin American economic indicators, 1940—45

Industry Industry Cost of
GDP, per as % of as % of living, 1945
Exports® capita® GDP 1940 GDP 1945 (1939 = 100)
Argentina 4.0 1.2 23 25 133
Bolivia 2.4 n.a. n.a. n.a. 320
Brazil 12.1 0.3 15 17 247
Chile 1.5 2.4 18 23 233
Colombia 6.6 0.4 8 11 161
Costa Rica 0.9 —1.5 13 12 189
Cuba 15 n.a. n.a. 26° 205
Dominican n.a. n.a. n.a. n.a. n.a.
Republic
Ecuador 18.9 2.0 16 18 n.a.
El Salvador 12.8 —0.3 10 11 191
Guatemala 5.5 —-7.3 7 13 191
Haiti 19 n.a. n.a. 7 n.a.
Honduras 2.7 0.8 7 7 146
Mexico 4.6 4.6 17 19 200
Nicaragua —I.I 0.5 I 11 433
Panama —2.5 n.a. n.a. 6 n.a.
Paraguay 20.9 —o.1 14 16 233
Peru 4.5 n.a. n.a. 13 183
Uruguay 5.4 1.3 17 18 133
Venezuela 9.7 2.6 i4 15 134

Notes: “Compound annual growth rates of commodity exports in constant dollars.

¢ Annual growth rates of real GDP at 1970 prices.

¢ Non-sugar manufacturing as per cent of total production, i.e., the total is less than
GDP.

Sources: Exports: James W. Wilkie, Statistics and National Policy, Supplement 3, UCLA,
(Los Angeles, Cal., 1974). Data deflated by US Export Price Index: 1930 = 100, 1940
= 1.07 and 1945 = I1.52.

GDP: United Nations Economic Commission for Latin America (ECLA), Series Historicas
de Crecimiento de América Latina (Santiago, 1978); V. Bulmer-Thomas, The Political
Economy of Central America since 1920 (Cambridge, 1987).

Industry: ECLA, Serées Historicas, Bulmer-Thomas, The Politicial Economy of Central
America; Cuba: C. Brundenius, Revolutionary Cuba. The Challenge of Economic Growth with
Equity (London, 1984), p. 146.

Cost of Living: James W. Wilkie, Statistics and National Policy.

in turn by scarcity of crucial capital goods imports. The net result was a
continuation of the industrial growth already experienced during the
1930s, but with a new bias towards capital goods and basic inputs. A
number of the firms later to be important in the Brazilian capital goods
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industry, for example, evolved from workshop to factory in this period.®

The emphasis of the foreign missions and advisers on iron and steel and

other basic inputs contributed to pushing the pattern of industrialization

in a direction which would later be swamped by a renewed emphasis on
consumer goods. In addition, exports of manufactures began within the
continent: Brazilian and Mexican textile exports rose from virtually zero in
the late 1930s to 20 per cent of exports by 1945. In the case of Brazil,
most of these sales were to other Latin American countries; Mexico also
sold outside the region.’ The results in terms of growth of per capita
income are shown in Table 3.1. As the table shows, there is no correlation
between GDP and real exports. This is intelligible in terms of the factors
we have noted: the variable extent to which export revenues actually
accrued to the producing countries, and the limits on using foreign ex-
change in conditions of war. In many cases, the demand impetus coming
from exports and the import supply difficulties inevitably meant inflation,
over and above that originating in rising world prices. But the pressures

were worsened by the push to increase export supplies, as land was di-

verted from production for the home market. Accumulation of large ex-

port balances worsened the problem. Table 3.1 shows the behaviour of
prices. Only Colombia appears to have put in place rather sophisticated
monetary instruments to control domestic demand pressures. **

One serious consequence of these inflationary pressures was the over-
valuation of the exchange rate. Many countries could perceive no short-
run gains from devaluing, since their exports were being sold at fixed
prices in direct purchase agreements with the United States. The resulting
strong deviations from a ‘reasonable’ exchange rate were to prove one of
the most disastrous aspects of the wartime period, as we shall see.

A more positive effect of rising reserves was that the defaulted foreign
debt of the 1930s could now be paid. By 1943 several countries, for
9 See Bishnupriya Gupta, ‘Import Substitution in Capital Goods: the case of Brazil, 1929-1979’,

unpublished D. Phil. thesis (Oxford, 1989).

1 UN-ECLA, Study of Inter-Latin American Trade (New York, 1957), p. 25.

' On this we have an unusual testimony. Robert Triffin, celebraced U.S. economist and expert in
monetary matters, visited Colombia in 1944, and wrote a brief history of Colombian banking
which was published as a supplement to the Revista del Banco de la Repiblica. In it he detailed the
measures taken to sterilize the effect of the inflow of foreign exchange from 1941 to 1943, all
directed at increasing savings. They were a combinaton of increased direct taxation and forced
savings through various kinds of bond issues, to be forcibly taken up by banks, the Federacién
Nacional de Cafeteros de Colombia and importers of capital. Further, 20 per cent of profits of all
enterprises had to be invested in new certificates, non-negotiable, of two years life with interest at 3

or 4 per cent. See R. Triffin, 'La moneda y las instituciones bancarias en Colombia’, Revista Banco de
la Repiblica (supplement), June, 1944, pp. 23-7.
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example Mexico and Brazil, had totally settled their outstanding debt,
thus clearing the way for their renewed integration with international
capital markets which was to be an important element of the post-war
model of growth.

THE AFTERMATH OF THE WAR

Whereas in the inter-war decades the signals pointing to the need for
change in the international system were there but were weak and conflict-
ing, in the years following the Second World War the international system
was clearly perceived to have broken down, and to require major institu-
tional change. One country, the United States, was clearly centre stage of
the world economy. Its productive capacity had increased so per cent
during the war and in 1945 it produced more than half the world-wide
total of manufactured goods. Still more significant, the United States
owned half the world supply of shipping (compared with only 14 per cent
in 1939) and supplied one-third of world exports while taking only one-
tenth of wotld imports.’? Furthermore, the United States was fully pre-
pared to act deliberately and positively to generate institutional change
and to provide funds to aid recovery. At the end of the war U.S. policy-
makers had a relatively clear idea of the changes that were necessary to
reconstruct the international economy. First, there had to be a complete
dismantling of the controls established during the 1930s and necessarily
much increased in wartime. This implied both a reversal of the protection-
ism in evidence before the war, and an ending of the many types of
intervention that had proliferated with war. Second, inflation, an unavoid-
able wartime evil, now had to be conquered.

Under the Bretton Woods agreement of 1944 the goal was a return to a
system of stable exchange rates and to an assured supply of long-term
capital going to productive purposes. The creation of the International
Monetary Fund (IMF) and the World Bank at Bretton Woods was designed
to achieve both purposes. A ‘gold-exchange’ standard was restored: one
where convertible currencies (in practice the dollar) were accepted as part
of exchange reserves. For the next two decades this measure established the
dollar as the reserve currency. Both the IMF and the World Bank were
committed to press for liberalization of trade and capital accounts.

Initially, it was hoped that after the inevitable emergency aid of the

12W. Ashworth, A Short History of the World Economy Since 1850 (London, 1975), p. 268.

Cambridge Histories Online © Cambridge University Press, 2008



130 Economy

immediate post-war period, these new institutions would facilitate enough
private flow of funds to ease the functioning of the system. In fact, the
problems caused by the U.S. trade surplus and the resulting dollar shortage,
and the urgent need of Europe for funds, were not so easily solved. As a
result in 1947 the ‘Marshall Aid’ initiative was launched, in the form of a
four-year recovery programme for Europe, with Europe committed in re-
turn to raising productivity, and lowering trade barriers and inflation. By
1953 the foreign grants of the United States since the war totalled US$33
billion, of which US$23 billion went to Europe. By that time European
recovery was well and truly launched, and world trade in manufactures
began to rise sharply. In 1951, however, Latin America was the one area not
under a U.S. aid programme. Belgium and Luxembourg together received
more aid 1945—51 than all of Latin America.*s

Unlike the aftermath of the First World War when such steps were
regarded as threatening the interest of home industries, the United States
was no longer opposed to its firms directly investing abroad in manufactur-
ing. Economic growth now came to be seen as the best protection for
democracy. U.S. business was interested in third world industrialization at
this time, since such a development would provide markets for U.S.
products and opportunities for U.S. investment.'4 But although U.S.
investment in Latin America did rise during the late 1940s, it was rela-
tively low compared with elsewhere, and with what was to develop later.
Total capital inflow to Latin America was positive in 1946—50, but nega-
tive once Venezuela (oil) and Cuba (sugar) are excluded.®s Only with the
Korean War, as the United States sought to extend its grip over strategic
mineral supplies in Latin America, were significant quantities of U.S.
private capital invested in, for example, iron ore in Brazil and Venezuela,
copper and lead in Mexico and Peru, and bauxite in the Caribbean.

For the United States Latin America was neither in economic nor
political terms a major focus of interest. Once Communist movements
had been banned in a number of countries such as Brazil and Chile, it
was seen as an area relatively safe from the communist threat. Reversing
the focus, however, and considering Latin America’s perception of its
13 Stephen G. Rabe, ‘“The Elusive Conference: United States’ economic relations with Latin America,

1945—1952°, Diplomatic History, 2, 3 (1978), p. 288.

14 See Sylvia Maxfield and James H. Nolt, ‘Protectionism and the Internalization of Capital: U.S.
sponsorship of import-substitution industrialization in the Philippines, Turkey and Atgentina’,

International Studies Quarterly, 34 (1990): 49~81.
15 United Nations, The Economic Development of Latin America in the Post-war Period (New York, 1964),

p- 3.
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dependence on the United States, we find that the war had brought
much more sharply into focus the extent of U.S. power and influence in
Latin America both in economic and political terms. The new dominance
of the United States following the war was reflected in both trade and
investment flows.

The changes in the trade patterns of Argentina, Brazil, Mexico and
Chile during and after the war are shown in Table 3.2. In every case, the
share of Europe in the country’s exports falls at least 20 percentage points
between 1938 and 1950, while the share of the United States and Canada
rises, most notably in the case of Mexico. Intra-regional trade fell back
after the war, although not to its previous low level, except for Mexico;
but the tables make clear the continuing essential marginality of intra-
regional trade. The wartime interest in regional trade agreements swiftly
died away — in Atrgentina, for instance, there had been considerable war-
time interest in a Southern Cone free trade area.™$

Although, compared with Europe, Latin America did not receive
much U.S. investment after the war, there continued to be very little
investment from Europe either and the new trend set in the 19208
continued. Whereas in the 1920s still slightly more investment income
was returned to Europe than to the United States, by 1949 the United
States was receiving ten times more income from Latin America than the
income flowing from Latin America to the rest of the world (see Table
3.3). Of the increment in the book value of investment from the United
States in Latin America between 1936 and 1950, 42 per cent was in
Venezuelan oil, followed by 23 per cent in Brazil and 17 per cent in
Panama.*?

Having promoted state intervention strongly for war purposes, the
United States by 1945 was anxious to take a vigorous step back. U.S.
representatives set out an ‘Economic Charter of the Americas’ at the Inter-
American Conference on Problems of War and Peace, at Chapultepec,
Mexico D.F., in February/March 1945. The United States not only asked
for a blanket commitment from Latin America to reduce tariffs and wel-
come foreign capital, but also condemned economic nationalism and pro-
posed the discouragement of state enterprise. The Latin American partici-
pants asked whether the first steps should not come from the United States

16 D. Rock, Argentina 1516—1987. From Spanish Colonization to Alfonsin, (Berkeley and Los Angeles,
Cal., 1987), p. 249.
7 United Nations, Foreign Capital in Latin America (New York, 1955), p. 159.
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Table 3.2 Latin American export markets 1938 and 1950 (%)

Exports Exports
to US and Exports to to
Canada Europe Latin America
Argentina 1938 9.0 72.0 8.7
1950 20.4 S1.4 I1.1
Brazil 1938 34.6 49.1 4.8
1950 55.9 20.7 8.0
Chile 1938 15.9 52.4 2.5
1950 54.1 24.7 17-5
Mexico 1938 67.4 27.4 6.7
1950 93.5 4.9 3.4

Source: United Nations, Yearbook of International Trade Statistics (New York,
1954)

or the United Kingdom: what evidence did they have that the United
States would now welcome imports from the South? The final document
contained no commitment at all on tariffs, and accepted freedom of invest-
ment except when it would be ‘contrary to the fundamental principles of
public interest’.*® It condemned only ‘excesses’ of economic nationalism,
and dropped the reference to state enterprises. In Latin America senti-
ments in favour of protectionism were becoming stronger. As a Mexican
entrepreneur was subsequently to remark: “What we need is protection on
the model of the United States.’*?

The years 1945—8 were characterized by continued hope on the Latin
American side that substantial U.S. aid would be forthcoming, and
continued foot-dragging on the U.S. side, partly resulting from the
hope that under the threat of losing U.S. aid, other Latin American
countries would successfully pressure Argentina to abandon fascist sym-
pathies and interventionist policies.?® Various conferences were post-
poned, and finally at the Ninth Conference of American States held in
Bogota in March—April 1948 it became clear that the United States had
no intention of offering a Marshall Plan for Latin America.?* Mean-
while the United Nations’ conferences leading up to Havana (November
18 S. Mosk, Industrial Revolution in Mexico (Berkeley, Cal., 1950), pp. 17—-19.
¥ Ibid., p. 38.

2 Rabe, ‘The Elusive Conference’; C. A. Macdonald, “The U.S., the Cold War and Perén’, in C. Abel

and C. M. Lewis (eds), Latin America: Economic Imperialism and the State (London, 198s) pp. 411-2.
21 Rabe, ‘The Elusive Conference,’ p. 286-7.
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Table 3.3. Balance of payments of Latin America, 1925—-29, 1949
and 1950 (US$ millions)

Investment Long-term

Exports  Imports income capital
(f.o.b.) (f.o.b.) (nety (net)
1925—29 (annual average):

United States 990 840 300 200
Europe 1,460 910 —~360 30
Total 2,450 1,750 —600 230

1949:
United States 2,503 2,624 —550 588
Rest of world 2,592 1,845 —47 —104
Total 5,095 4,469 —597 484

1950:
United States 3,090 2,658 —748 194
Rest of world 3,020 1,837 -7 —161
Toral 6,110 4,495 =755 33

Notes:

< Including non-monetary gold.

¢ Including reinvested earnings of subsidiaries together with amortization and
repurchase of foreign long-term debt and transactions with the International Bank
of Reconstruction and Development; excluding government grants.

Source: United Nations, Economic Commission for Latin America (UN, ECLA),
Foreign Capital in Latin America (New York, 1955), p. 163,

1947—March 1948), convened to consider the formation of an Interna-
tional Trade Organization, had little time for the Latin American propos-
als in favour of protectionism, though limited success was achieved
inasmuch as the Latin American group defeated early proposals which
would have forced less developed countries to enter negotiations to
reduce tariffs.??

The United Nations Economic Commission for Latin America (ECLA),
which came into existence in 1948, soon presented a major challenge to
the orthodox thinking of the time. The new organization had to prove
itself in a short space of time if it was to stay alive at all, and the group
of young economists gathered together had to show that there was a
valid ‘Latin American viewpoint’. Out of this came, by 1949, the

2 K. Kock, International Trade Policy and the GATT, 1947—67 (Stockholm, 1969), pp. 41-2.
Throughout this period, there were conflicting interests within US policy as well, as ‘international-
ist” business interests pushed for investment opportunities overseas behind tariff barriers. See
Maxfield and Noit, ‘Protectionism’, pp. 52-3.
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‘Prebisch thesis’:?3 initially lacking in coherence, its basic argument was
that the productivity gains from technical progress in industry at the
centre are not reflected in lower prices but retained there, while at the
periphery productivity gains in the primary sector are less significant,
and wages are held down by surplus labour. Later versions emphasized
more strongly the demand side of the model: the asymmetry of the
development of income elasticities of demand for imports in the centre
and periphery, with consequent implications for the behaviour of the
terms of trade. At the core of this approach was the analysis of why Latin
American economies would not respond ‘automatically’ to the price sig-
nal of the terms of trade: the reason was ‘structural rigidities’ — market
imperfections rooted in infrastructural deficiencies and in institutions
and social and political systems and values. The Latin American econo-
mies therefore required deliberate government promotion of industrializa-
tion. Foreign capital inflows were helpful to ease the overcoming of
rigidities, but the ECLA of the 1950s envisaged such inflows as repre-
senting largely public capital. Industrialization was to provide indepen-
dence from unstable and undynamic primary exports. No contradiction
was seen in using foreign capital to achieve this, channelled through
government, and issues such as external constraints on policy options
were not directly tackled.

More was required than the rationalization provided by ECLA, however:
for the pattern of development based on ISI to settle into place in a stable
manner an evolution of two political factors was needed. The first concerned
the necessary preconditions for the required flow of foreign finance. As we
have stressed, the original ECLA version emphasized the role of public
foreign capital, and this was consistent with the latter’s role during the
Second World War and with the hopes entertained of new money as the
United States looked toward post-war reconstruction in Europe, and, it was
hoped, would look elsewhere. However, with hindsight we now know that
the model as it actually developed depended crucially not on public money
but on direct foreign investment. For this to come about, a further develop-
ment of the delicate relations between state, domestic and foreign capital
was required: only when this was more fully resolved than in 1945 would a

2 The key original document is United Nations Economic Commission for Latin America (ECLA),
Economic Survey of Latin America, 1949. See chapter by Joseph L. Love, ‘Economic Ideas and
Ideologies in Latin America since 1930’ in this volume for a full discussion and bibliography and
for an account of ECLA’s early history. See also E. V. K. Fitzgerald, 'ECLA and the Formation of
Latin American Economic Doctrine’, in D. Rock (ed.), Latin America in the 1940s: War and Postwar
Transitions (Berkeley, Cal., 1994).
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clear commitment to industrialization become evident. The second element
is a consequence of the first: if private foreign capital was to enter Latin
America in quantity and feel secure, then the position of labour had to be
established. The militant tendencies emerging during and immediately
after the war had to be ‘controlled’ for adequate business confidence.

The conflict over private foreign investment can be studied in the case
where it was most developed (and has been most fully documented):
Brazil. Already at its inception, ECLA thinking found its echo in Brazil’s
industrial bourgeoisie. ECLA articulated the views of the group of industri-
alists led by Roberto Simonsen.24 There was a strong and complete coinci-
dence of ideas, even as to the role of public foreign capital rather than
private. Initial differences of emphasis quickly vanished: for example the
ambition of industrialists immediately after the war was focussed on main-
taining and expanding export markets. At least in Brazil, the experience
of the General Agreement on Tariffs and Trade (GATT) negotiations of
1947 showed them all too vividly how unwilling the centre countries were
going to be to allow any market penetration at all; the way was thus
prepared to accept the ECLA emphasis on the domestic market.

But during the 1940s, this was not yet a ‘hegemonic’ project, even in
Brazil, and 4 fortiori in other smaller countries. The lack of consensus is seen
most vividly over the issue of the role of interventionist policies. The swing
away from wartime controls, which was strong in the United States, was
certainly also responding to internal forces in Latin America. This was
sharply evidenced in Brazil by the famous polemic between Roberto Si-
monsen and Eugenio Gudin at the end of the War.25 Gudin headed a strong
neo-liberal faction which, while not opposed to industrialization per se, was
firmly opposed to protection, and indeed to state intervention of any kind.
The strength of the liberal faction was evidenced by the fact that it was the
basis for Brazil’s first post-war administration, the presidency of Eurico
Dutra (1946—50). The complexity of the reality underscores the point we
are here making about the contradictory elements in play. While the rheto-
ric and some of the actions were liberal in fact strong elements of interven-
tionism and authoritarianism were retained.2® The brief experiment with

24 M. A. P. Leopoldi, ‘Industrial Associations and Politics in Contemporary Brazil’, unpublished D.
Phil. thesis (Oxford, 1984) pp. 138—40.

3 See Instituro de Planejamento Econdmico e Social (IPEA), A Controvérsia de Planejamento na
Economia Brasileira: Coletinea da Polémica Simonsen x Gudin (Rio de Janeiro, 1978) pp. 21—40.

% See, in particular, Sonia Draibe, Rumos e Metamorfoses: Estad e Industrializagio no Brasil: 1930—1960
(Rio de Janeiro, 198s), pp. 138—76. She is arguing against the interpretation of O. lanni, Estado ¢
Planejamento Econdmico no Brasil 1930~1970 (Rio de Janeiro, 1971).
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tariff reductions had to end by 1947, when import controls were reintro-
duced, owing to the size of the deficit. But the forces behind Gudin were
strong enough thac industrialists in Brazil seem to have realized that to pin
all cheir hopes on a major tariff reform thereafter was unrealistic. Instead,
they secured piecemeal but substantial protection via import controls (and
later via multiple exchange rates). Only in 1957 was the first ever system-
atic new tariff introduced and ratified by Congress.

Elsewhere in Latin America the role of tariffs was more readily ac-
cepted. But the issue that was not so clearly accepted was that of the
direct entrepreneurial role of the state. In Brazil Petrobras faced constant
opposition as it emerged in the early 1950s. In Mexico, a curious para-
dox was the proposal emanating from the Mexican-American Commis-
sion for Economic Co-operation, for a ‘Comisién Federal de Fomento
Industrial’, to expand industry with direct state ownership. Even though
the state role was intended to be temporary, it aroused deep concern and
opposition in the business community, and failed to get acceptance.?? In
Chile, as in all the economies with a very high productivity mining
sector, state intervention was particularly essential, since without it the
exchange rate would be at a level at which new (or indeed other) exports
were unprofitable. Of course, this still meant conflict — in Chile’s case
focussed round the role of Corporacién de Fomento de la Produccién
(CORFOQ), the state industrial development agency, founded in 1939.
The industrial sector welcomed CORFO, but more for its provision of
subsidized credit than for its direct entrepreneurial role, which they
naturally feared. Nevertheless, this role accounted for the greater part of
CORFO’s resources in its early years.??

The acceptance of protection and the proliferation of controls in the
immediate post-war years led to a great growth in all the industrializing
economies of Latin America of state-business ‘clientelistic’ relations, as the
obvious way to reconcile the need for and fear of the state. In Mexico, for
example, it is clear that ‘the system’ grew by leaps and bounds during the
war and the years immediately after. The links were mostly due to busi-
ness initiative, but often with considerable encouragement from govern-
ment.?® The delicacy of the relationship has been well described by San-
ford Mosk: ‘Businessmen assign the government a prominent role, it is
2 Mosk, Industrial Revolution in Mexico, pp. 95—7.

28 QOrtega, L., et al., CORFO: 50 afios de realizaciones 1939—1989, (Universidad de Chile, Santiago,

1989), pp. 112.
2 See Shafer, Mexican Business Organizations, p. 126.
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true, but they want the government to arrive at its decisions on the basis
of information and advice supplied by the interested industrialist groups.
What they propose is business intervention in government rather than
government intervention in business. 3°

The same expansion of the web of interconnections can be traced else-
where,3! partly in legislated participation in boards and other institutions,
partly in informal contacts. The system was clearly one where often the best
way to increase profits was to operate at the political level rather than on the
conventional technical variables determining productivity. In Brazil by the
mid-1950s, the echoes of the Simonsen—Gudin debate had died away and
the new role of the state was so well accommodated and accepted that
Juscelino Kubitschek’s ‘Plano de Metas’ (1956) aroused no opposition.

Conflicting forces were at work also in the 1950s in relation to the
role of foreign capital. Again, the Simonsen—Gudin debate is representa-
tive. Simonsen wanted ‘selective’ access for foreign capital, and saw
public capital as the major solution. He was one of those who argued
subsequently for a ‘Marshall Plan’ for Latin America. Gudin wanted, of
course, total liberalization. However, as protection encouraged the entry
of foreign capital into the Brazilian manufacturing sector so the relative
weight of different interests shifted. The industrial bourgeoisie became
more fragmented. New groups emerged in the late 1940s and early
1950s increasingly associated with foreign capital, thus nullifying poten-
tial resistance to the eventual legislation embodied in the Superin-
tendéncia da Moeda e do Crédito (SUMOC) instruction 113 of 1955,
which effectively gave preferential treatment to foreign capital.32 The
issue was further confused by the ‘carrot and stick’ policy pursued by
successive governments, offering bonuses for exporting, favourable ex-
change rates and eventually the tariff reform. The paradox involved in
the evolution of a successful industrialization model which was to lead to
rapid growth in the coming decade, based on a triple alliance between
state, multinationals and domestic bourgeoisie where the latter was defi-
nitely the junior partner, is summed up in a quote from one of the

30 Mosk, Industrial Revolution in Mexico, p. 29. He is here writing of the ‘New Group’ of industrialists
which emerged with the War, whose importance later writers claim he exaggerated. But they
would agree that the description fits the general attitude which was now to develop widely across
Latin America.

3! For example, in Chile — see O. Mufioz, Chile y su industrializacién: pasado, crisis y opciones (Santiago,
1986), p. 210; Brazil — see Leopoldi, ‘Industrial Associations and Politics’, pp. 245-92.

32 SUMOC, the Superintendency of Money and Credit, was created in 1945 with a view to gradually
developing a genuine cencral bank.
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members of the group: ‘In the end we won but we did not take the
prize.’33

Gradually, country by country, the main features of economic policy for
the post-war decades were consolidated. This typically comprised mea-
sures which settled the issue of foreign capital, achieved some reduction in
the use of direct controls, particularly import and foreign exchange con-
trols, and attempted a reduction in the degree of over-valuation of the
exchange rate, usually combined with a simplification of the previous
multiple exchange rate system.

This consolidation was assisted, and indeed sometimes promoted, by
the growing strength from 1949 of the lobby within U.S. policy-making
which favoured Third World industrialization, and saw tariffs as providing
opportunities for U.S. multinational investment. This pressure, strong
during the Second World War, was weakened during the post-war atten-
tion to European reconstruction. But by 1949 the issue was again on the
agenda. The Executive Committee on Economic Foreign Policy, a U.S.
inter-departmental government committee, began to push with renewed
vigour for third world industrialization from this point on, with increas-
ing acceptance of the need for protection.34

In Brazil the new focus was embodied in the foreign exchange law of
1953 and the SUMOC instruction 113 in 1955. In Chile the crucial
legislation on foreign capital also came in 1955, though Chile was further
ahead in the process of consolidating the attitudes and institutions needed
for ISI to flourish, given its early start and the strength and breadth of
state involvement. By the early 1950s, inflation and balance-of-payments
problems were already generating a fear that import substituting industri-
alization had its limit, and the reorientation of 1955 was more fundamen-
tal than elsewhere, involving a major stabilization effort and a commit-
ment to more market-oriented policies.35 In Argentina, 1955 was the
critical year once again, when the trigger for the fall of Perén was precisely
the issue of foreign capital. However, a fuller move to a pro-foreign capital
and non-interventionist stance did not occur until Frondizi assumed power
in 1958.

During the war, in 1944, in an attempt to control foreign in-
vestment an executive decree was passed in Mexico, which limited

3 Joio Paulo de Almeida Magalhies, interviewed in 1981 by M. A. Leopoldi (Leopoldi, ‘Industrial
Associations and Politics’, p. 337).

3 Maxfield and Nolt, ‘Protectionism’, p. 8.

3 Ortega, CORFO, pp. 132—8.; Muioz, Chile y su industrializacién, pp. 125-45.
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foreign ownership in firms to 49 per cent. ‘Strategic’ industries were to
be wholly owned by Mexicans. However, the decree failed to define
which these strategic industries were, a confusion which was not
cleared up until 1945 when it was decided that fifteen industries were
strategic. It was also decided that foreigners could be allowed to own
more than 49 per cent of other ‘non-strategic’ industries, each case to
be left to the discretion of the Minister of Economy. After the war
enormous pressure was put on the Mexican government to relax its
foreign investment laws. In 1946 the Ley de Industrias Nuevas y
Necesarias gave in to these pressures, while enabling the government to
save face publicly. The law was intended to provide a stimulus to infant
industries. However, it stipulated that all benefits could be provided to
foreign, as well as Mexican investors, thus giving an equal stimulus to
both.

Chile, as we have seen, was unusually advanced in its level of industri-
alization. The exclusive nature of the dominance of foreign capital in
Chilean copper, and the dominance of copper in Chile’s exports, forced
local elite groups to look elsewhere and in particular to industry for
profit opportunities at a telatively early date. The effect of buoyant
copper revenues on the exchange rate was such that other tradeables
could only survive by means of fairly strong state action. Chile had
developed mechanisms of intervention in favour of industry in the 1920s
and 1930s to a degree unusual for that size of country,3¢ culminating in
the creation of CORFO. By contrast, Colombia’s leading export sector,
coffee, was locally owned, and very special institutional developments
meant that even the commercialization of coffee stayed in local hands:
the strength of the Federacién Nacional de Cafeteros Colombianos was
such that foreign trading houses preferred other easier terrain. In addi-
tion, the link between coffee and industry was harmonious and natural:
regionally diffuse coffee activity led to local processing and related indus-
trialization, and the surplus from the coffee trade needed an outlet.3?
There was a relatively low level of industrialization by the 1940s, due to
a very late start, but the reconciling of diverse interests was not a
problem. The need to ‘resolve’ the issue of foreign capital was not a
relevant problem either: Colombia maintained its consistently subtle but
discouraging attitude to a substantial penetration of direct foreign invest-
36 Muioz, Chile y su industrializacién, p. 101; Ortega, CORFO, pp. 33~64.

37 R. Thorp, Economic Development and Economic Management in Peru and Colombia (London, 1991), pp.
6-11.
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ment, and certainly enacted no law parallel to those we have noted in all
other economies of any size.

We have described the evolution of the political economy of important
instruments in implementing ISI policies, namely tariffs, exchange rates
and foreign capital legislation. There is a further potential instrument that
has not been mentioned: taxation (other than taxation implicit in the above
policies). The omission reflects the fact that tax reforms were conspicuous
by their absence in this period. The single taxation policy that did evolve
was taxation of exporting multinationals: in both Chile and Venezuela this
appeared an obvious way in which to finance industrialization.38

If the first half of the r940s revealed several characteristics important
to the ‘shifc in model’ which was clearly due to come — industry was
stimulated and even basic and capital goods sectors grew, the role of the
State was extended, a beginning was made in intra-regional trade, and
the insecurity of a strongly trade-dependent model was once again
confirmed — in a sense the rest of the decade was to prove a step back-
ward, even in the larger economies. For example, we have seen external
pressures moving strongly to reduce the degree of State involvement once
again: this, while it stimulated an attempt to rationalize somewhat the
wartime distortions, also weakened the forces behind the push to develop
basic industries. At the same time the move to reduce distortions
achieved little: the key distortion was the over-valued exchange rate in
most countries, and fear of the inflationary consequences of devaluation
led, if anything, to increased dependence on import controls, and not
less, as the import boom gathered momentum in the immediate post-
war years. Foreign investors felt the distortions and controls of most
Latin American countries to be a relatively unfriendly environment.
Meanwhile, as Table 3.4 shows, primary export growth was generally
vigorous in the years immediately following the Second World War,
responding first to post-war recovery and then to the Korean War,
despite exchange rate over-valuation, indeed permitting over-valuation.
Table 3.5 shows the annual movement of the terms of trade. Oil and
minerals experienced the strongest price rises, reflected in the buoyant
export revenues of Venezuela and Mexico. Coffee also experienced a
strong demand in these years, as did temperate products satisfying the
wartime food shortages. With buoyant exports and renewed import sup-
38 . Behrman, Foreign Trade Regimes and Economic Development: Chile (New York, 1976), p. 105;

Stephen G. Rabe, The Road to OPEC: United States’ Relations with Venezuela 1919—1976 (Austin,
Tex., 1982), pp. 80—93.
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Table 3.4. Latin American economic indicators, 1945—55°

Commodity exports

GDP annual growth Cost of
in 1970 rates at Annual growth of real living
dollars® constant prices % GDP per capita Industry as % GDP (1945 = 100)

1950 1945—50 1950=5 1945-50 19505 1945 1950 1955 1950 1955
Argentina 14018 5.0 —-8.8 1.6 1.0 25 24 25 255 585
Mexico 12926 11.7 3.3 3.0 2.7 19 19 19 148 248
Brazil 12309 8.1 —3.3 3.3 3.4 17 21 23 173 384
Colombia 4325 17.5 4.0 1.8 2.0 I1 14 15 193 242
Chile 3499 2.2 6.1 1.0 1.5 23 23 23 252 1438
Venezuela 3360 23.1 5.3 6.9 5.2 15 1L 13 122 130
Peru 2518 8.8 2.6 2.4 3.9 13 14 15 236 333
Cuba n.a. 10.0 -1.0 1.0 1.0 26% 26% 308 118 118
Uruguay 1867 10.7 —10.4 4.1 2.4 18 20 23 129 220
Guatemala 88s 16.1 1.7 —0.9 —0.3 13 11 11 156 166
Ecuador 796 17.0 4.3 6.9 2.3 18 16 15 n.a. n.a.
Bolivia 698 -1.2 —2.7 0.0 —0.8 n.a. 12 15 188 2,525
Dominican 533 n.a. n.a. 5.0 3.0 n.a. 12 12 116 125

Republic

El Salvador 512 21.7 4.1 6.7 2.0 12 13 14 130 167
Paraguay 410 3.1 —2.6 0.0 —0.9 16 16 16 229 2,057
Honduras 323 22.4 —5.4 1.7 —0.2 7 s} 12 115 144
Costa Rica 298 30.1 3.0 4.2 4.3 12 12 12 133 125
Nicaragua 239 16.8 23.1 4.1 5.2 11 II 11 95 165
Panama 217 29.8 4.6 —2.5 1.1 6 8 10 110 113
Notes:

“ Ranked by size of 1950 GDP. Cuba ranked on basis of cutrent price 1950 figures, since no estimate exists at 1970 prices.

¢ Non-sugar manufacturing as per cent of total material production, i.e. the total is less than GDP.

Sources: Economic Commission for Latin America (ECLA), Estadisticas Histéricas (Santiago, 1978); James W. Wilkie, Statistics and National Policy,
Supplement 3, UCLA (Los Angeles, Cal. 1974); V. Bulmer-Thomas, The Political Economy of Central America since 1920 (London, 1987); C.
Brundenius, Revolutionary Cuba: The Challenge of Economic Growth with Equity (London, 1984)
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plies, aggregate growth rates were quite impressive as Table 3.4 shows.
Industrialization, however, did not continue at its wartime pace. The
share of industry in GDP actually fell in Argentina, Venezuela, Ecuador
and Guatemala, and generally rose little.

In Argentina industry’s share of GDP fell one point between 1945 and
1950. Growth in income per capita was rather slow, and slower in the early
1950s than in the immediate post-war years. Inflation was much higher
than during the war. These events reflect the contradictions in Argentina’s
economic policy as well as the external environment, contradictions which
were an exaggerated form of what was happening elsewhere.

The Argentine context is dominated by the conflicts with the United
States which predated the war but which became considerably worse with
the war and the emergence of Peronism. In the 1930s the focus was trade:
the United States refused any concessions to farm producers like Argen-
tina's whose goods duplicated those of its own heavily depressed rural
sector.3? Argentina in return used discriminatory exchange rates to induce
a fall in imports from the United States. Argentina’s refusal to support the
Allied forces meant it received nothing under Lend Lease, and the rise of
the Peronist movement was rapidly identified by the United States as one
of the strongest threats in the continent to a return to ‘sane and manage-
able’ market capitalism.

Faced with the U.S. trade policy, with the problem of the inconvertibil-
ity of much of the country’s foreign exchange reserves, and with the need
to favour its internal political base in the urban labour movement, the new
government of Juan Per6n opted for a strong policy of promotion of the
industrial sector for the internal market. He combined the elements com-
mon to many of his neighbours, an over-valued exchange rate and the use
of import controls and tariffs to protect industry, with the creation in
1946 of a state purchasing board, Instituto Argentino para la Promocién
del Intercambio (IAPI), which proceeded to pay exporters less than half
the international price. In addition, he gave ample and cheap credit to the
industrial sector. The policy rapidly became self-defeating. Wartime
manufacturing exports would have ceased anyway, as they did throughout
the continent. By 1947—9 their value was less than a third of that in
1945—6.4° But grain and meat exports also did poorly: between the mid-
1930s and 1948—52 Argentina’s share of the world wheat market feel

3% Rock, Argentina, p. 225.
40 Rock, Argentina, p. 269.
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Table 3.5. Latin America: terms of

trade, 1939—55
(1939 = 100)

Terms of trade

1939 100.0
1940 95.3
1941 97.0
1942 98.2
1043 98.2
1044 93.9
1945 97.3
1946 127.7
1947 138.4
1948 133.8
1949 134.7
1950 161.2
1951 161.0
1952 146.0
1953 156.6
1954 164.2
1955 152.0

Source: United Nations, Economic
Commission for Latin America,
(ECLA), Economic Survey of Latin America
1949 (New York, 1950), p. 17. UN
ECLA (1962), Boletin Econdmico de
América Latina, Vols V-VII, p. 46.

from 23 per cent to only 9 per cent, the share for corn from 64 per cent to
only 24 per cent. With rising urban wages, domestic consumption rose
strongly: over the same period domestic consumption of meat and grain
rose one-third while export volume fell two-thirds.4* Thus foreign ex-
change rapidly came to be in short supply, the problem being complicated
by the issue of convertibility. Needing imports from the United States but
unable to sell grain or meat, Argentina amassed inconvertible funds on its
trade with Europe which it could not use in the United States. In early
1948 the United States further decided that Marshall Plan dollars could
not be used to purchase Argentine goods.

The poor performance both of industry and of the whole economy in

41 Ibid.
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Argentina is thus readily understandable. It was aggravated by infrastruc-
ture bottlenecks, as investment failed to take place in traditional sectors or
in the newly purchased railways and other assets bought from the British
with blocked sterling balances. By 1949 Perén had realized that squeezing
agriculture was a self-defeating policy — but as we shall see each attempt
to reverse the relative price policy brought inflation rather than a supply
response.

The complexity of Brazil’s political economy during the aftermath of
war has already been indicated. A straightforward interpretation of the
economic data is difficult. First, however, it is clear that exports grew
strongly (Table 3.4) and that this growth was based on coffee. This
permitted the maintenance of an over-valued exchange rate, which re-
mained unchanged between 1939 and 1952, despite a rise in internal
prices of several hundred per cent in that period. The rise in coffee prices
was so strong that investment flowed into coffee despite the exchange
rate4? but minor exports suffered, and in particular the new exports of the
wartime period collapsed abruptly.

The extent to which the liberal government of Dutra neglected industry
is most controversial. The main priority was intially clearly the fight
against inflation, and the fixed exchange rate plus /iberalization of imports
were the main initial policy tools, in addition to conservative monetary
and fiscal policies. This policy choice was based on initial optimism as to
the supply of foreign exchange, based on expectations of an inflow of
resources from the United States*3 as well as coffee price prospects. At the
same time the rhetoric was that of pulling back the role of the State, and
indeed the only specific initiative in terms of State action was the Plano
Salte (Saude, Alimentacao, Transporte, Energia), only approved by Con-
gress in 1950 and abandoned in 1951.

However, as we have seen even in the early years considerable interven-
tion was present, while the easing of imports allowed replenishment of
capital goods.4s On the other hand, the liberalization of imports ended by
1947 when controls were reintroduced since the inflow of capital did not
come up to expectations. It is thus easy to understand how the exchange
rate policy has been seen as shifting resources strongly from exports to
42 Sérgio Besserman Vianna, Politica econdmica externa e industralizagdo: 1946—1951°, in Marcelo

de P. Abreu (ed.), A Ordem do Progresso (Rio de Janeiro, 1990), pp. 115—16.

43 Abreu (ed.), A Ordem db Progresso, pp. 107-8.

44 See Draibe, Rumos e Metamorfoses, p. 138.
4 Abreu, A Ordem do Progresso, p. 108.
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industry, and exactly the opposite.46 The fact is, however, that Brazil did
not actually experience a fall in the share of industry in the post-war years,
as did many Latin American countries (see Table 3.4).

Industrialization was made the central feature of Mexican economic
policy by Avila Camacho when he took office in December 1940, and
President Aleman carried forward the same policy line in the immediate
post-war years (1946—52). Alemén’s first Minister of Economy, Antonio
Ruiz Galindo was a prominent industrialist and an aggressive advocate of
Mexican industrialization. In February 1946, a new Industrial Develop-
ment Law increased tax concessions to industry and gave the President
freedom to make tariff changes without consulting Congress. Protection
was much increased in these years. As elsewhere, however, the rate of
increase of wartime industrial production could not be maintained: the
rise of two percentage points in the share of industry 1940 to 1945
moderated to 2 maintaining of its share in a rapidly growing gross domes-
tic product (GDP), as exports boomed 1945—50 (see Table 3.4) and GDP
per capita grew almost as fast as Brazil's, with similar rapid rates of
population growth.

Mexican policies followed the general pattern, with an over-valued
exchange rate and direct controls as well as tariffs, and a post-war flood of
imports leading to deficits by 1947-8. In 1947 and 1948 tariff protection
increased further. The devaluation which elsewhere was delayed until the
1950s, came in Mexico in 1949.

A great deal of emphasis has been placed in the literature — more than
in other countries — on the inflationary funding of Mexico’s industrial
growth. However, as Table 3.4 shows, Mexican inflation was actually the
most moderate of the largest economies. Industrial producers faced im-
port, foreign exchange, legal, administrative and other bottlenecks.47 The
most serious constraint on production was the slow rate at which machin-
ery and equipment could be imported after the starvation of the war years.
There was, moreover, enthusiasm for industrialization, but no true plan-
ning, no comprehensive programme of national economic development.48

Chile is the only case among the five largest whose exports grew quite
modestly in real terms after the war. This was a product of U.S. price
46 Pedro S. Malan, Regis Bonelli, Marcelo de P. Abreu and José Eduardo de C. Pereira, Politica

Economica Externa e Industrializagio no Brasil (1939/52) (Rio de Janeiro, 1977), p. 78.

47 C. W. Reynolds, The Mexican Economy, Twentieth Century Structure and Growth (New Haven, Conn.,

1970), p. 39.
48 Mosk, Industrial Revolution in Mexico, p. 308.
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controls on copper, and also of the Chilean government’s conscious de-
cision to increase taxation on the copper sector to fund industrial
development through CORFO. The economy was relatively advanced in
its level of industrialization, as we have seen. The remarkable institu-
tional development accompanying and promoting this was the key to
maintaining industrial growth in the face of a relatively slow and diffi-
cult period of general growth. But the cost was clearly inflation.
Hirschman’s classic explanation of inflation in Chile in this period is that
it was the preferred escape valve for social tensions. He claims that in
any one year in the period we are analysing several of the following were
likely to be operating: ‘fiscal deficits, monetization of balance of pay-
ments surpluses, massive [nominal] wage and salary increases . . .,
bank credit expansion, war-induced international price booms, Central
Bank credit to state sponsored development agencies’: ‘perhaps the only
common thread running through all the successive stages was the ex-
treme weakness of anything we would today call meaningful anti-
inflationary action’.49

Colombia enjoyed booming coffee exports, yet grew quite slowly. The
principal reason was that the institutions to moderate the effects of a coffee
boom were already in place and policy was governed by a desite for
prudence and resistance to possibly inflationary expansion. As we have
seen, Colombia ended the war with an exceptionally low level of industrial-
ization: given the room for catching up it is hardly surprising that its
industry’s share of GDP should rise more than in any other Latin Ameri-
can country. What is most interesting about the economic management
behind this is a point we come to later when we discuss agriculture:
Colombia, alone among the countries discussed here, implemented a
rather moderate protectionist policy and one which sought to avoid the
discrimination against agriculture and exports implicit in every other case.
The concept in Colombia was one of integral protection based on stimulat-
ing both agriculture and industry.

Uruguay is a curious and exceptional case. At first glance it appears to
fit the policy pattern of the larger economies, since there was a substantial
devaluation in 1955 followed by the extensive policy switch represented
by the Exchange and Monetary Reform Law of 1959, eliminating many
internal and excernal controls. In fact, as with Peru, the appearance of fit’

49 A. Hirschman, Journeys Toward Progress: Studies of Economic Policy-Making in Latin America (New
York, 1963), p. 183.
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is superficial, for the 1959 Law represented not the blossoming of full ISI,
but its virtual end. Uruguay, of course, was already highly industrialized
for its size in 1945, with 18 per cent of GDP in industry, a figure
characteristic of Brazil and Mexico with GDP of six times the size. This
was a product of the protectionist policies of the Battlista state. The
growth of industry 1945—55 was over 6 per cent a year, based on high
protection. The issue of controls which deterred foreign capital elsewhere
was not a problem: there was little foreign investment, but in the short-
term surplus was available from protected profits and from the rural
sector, benefiting from the Korean War boom. Underneath, however, the
situation was anything but healthy: the long-run stagnation of the rural
sector continued, with no growth at all in export volume during these
years. This stagnation is clearly related to lack of investment in the sector,
the explanation of which is the key controversy in Uruguayan economic
history, and a debate which goes far beyond our period. The growth of
industry was a product of trade and exchange controls, and elements of a
long-run development policy were lacking. As Henry Finch has written
“The structure of domestic production was in fact reshaped fundamentally
by policy weapons operating on the external sector, rather than by domes-
tic fiscal instruments, integrated industrial credit policies or an industrial
development bank’.5° By the mid-1950s, industrial growth had slowed
right down, as rural stagnation brought problems of raw material and
foreign exchange supplies and as the market limitation began to be
reached. Uruguay thus reached prematurely the point of ‘exhaustion’
which elsewhere would only be perceived as a problem in the 196os.
Venezuela, Ecuador, Peru, Bolivia and Paraguay were less prepared for
industrialization in the immediate post-war period in terms of their prior
base. But whereas in Central America the strength of export-elite interests
and the success of exports dictated a relatively clear-cut continued adher-
ence to the old primary export model, the developments in these medium-
sized economies are less simple, since there was already a relatively greater
internal differentiation of interest groups. In each case the share of imports
in GDP rose, usually with a rise in the share of consumer goods, indicat-
ing little progress in industrialization (see Table 3.6). But this was associ-
ated with extreme differences in export performances, as Table 3.4
showed. Bolivia and Paraguay lost ground radically, while Venezuela and
Ecuador, and, to a lesser degree, Peru appear as transparent cases of strong

% M. H. J. Finch, A Political Economy of Uruguay since 1870 (London, 1981), p. 177.
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Table 3.6. Imports as a percentage of GDP, consumer goods as a percentage of
imports, 1945—49/1955-61

Change in share of

Imports as percentage of GDP consumer goods im-

ports
Change in share in total imports

194549 1945-49/1955—61 1945-49/1955-61
GROUP I: declining import coefficients
Argentina 12 —2 -1
Brazil 10 —2 -9
Chile 20 -3 +7
Colombia 13 —2 =10
Mexico 14 -3 —I
GROUP II: rising import coefficients
Ecuador 15 +5 —2
Bolivia 41 +1 +8
Peru 19 +2 —3
Venezuela 21 +o +3

Source: United Nations, The Economic Development of Latin America in the Post War Period
(New York, 1964).

primary export growth permitting and pushing a fresh commitment to
old-style export-led growth.

Table 3.1 showed the share of industry in GDP in Venezuela as a mere
14 pet cent in 1940, despite its ranking as Latin America’s sixth largest
economy. The answer is obvious: the oil boom began in the 1920s and
generated the serious distortions associated with such favourable shocks.
Other tradables suffered severely, particularly coffee, given the apprecia-
tion of the exchange rate, and the only industry which did not suffer was
that related to construction, related industries such as cement, and cet-
tain naturally protected sectors such as beer and bottled drinks.5* There
was no question of needing to resolve ‘tensions in the model’ over the role
of foreign capital or the relation of the national bourgeoisie with the
State, since the welcome given to foreign capital was total and national
groups identified completely with the State.>? The concentration of re-
sources in the hands of government via petroleum revenues led to a
51 M. Ignacio Purroy, Estado e Industrializacién en Venezuela (Caracas, 1982), p. s1.

52 H. Silva M., ‘Proceso y crisis de la economia nacional, 1960 — 1973', Nueva Ciencia, 1 (1975);
Purroy, Estads e Industrializacién en Venezuela, p. 207.
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perception that ‘development comes through the state’ which was unri-
valled elsewhere. The centrality of government as controller of the rent
from petroleum also led the political elite to press for acceptance of its
views on economic policies in a more forceful fashion than elsewhere. The
concentration on oil was expressed in, and reinforced by, the treaty of
1939 with the United States which reduced tariffs on nearly two hundred
goods in return for a 50 per cent cut on the tariff on Venezuelan oil in the
US market.53 In the immediate post-war period, Romulo Betancourt’s
first administration began a development policy which aided industry, by
increasing taxes on oil and creating the Corporacién Venezolana de Fo-
mento in 1946, which began the development of a metal refining sector
and promoted agri-based industry with the participation of foreign capi-
tal (e.g., Nestlé).5¢+ With the establishment of the Pérez Jiménez dictator-
ship in 1948, the relationship was positive but less close: a statute was
passed, for example, eliminating the obligation to have a representative
of Fedecameras, the umbrella entrepreneurs’ association, on the Board of
the Corporacién Venezolana de Fomento.55 In this sense, Venezuela was
there early: it anticipated some of its neighbours in developing the inter-
ventionist role of the State. However, strong classic protectionist policies
had to await the more populist government of Romulo Betancourt’s
second turn in office in 1959.56

Ecuador shared some of Venezuela’s strong export success. The economy
had grown relatively slowly since the collapse of cocoa in the 1920s. Now
the banana sector began to grow rapidly, rising from 2 per cent of exports
in the 1930s and 6 per cent in 1948 to 42 per cent by 1955. Not
surprisingly, therefore, it was a time of reversion to the agro-export
model, with bananas, coffee and cocoa accounting for 9o per cent of
exports in 1955. As always in Ecuador, the regional implications were
crucial. The economy had survived the Depression by the incorporation of
unused resources, by the expansion of industry and new export crops: the
heart of the expansion process had occurred in the Sierra. It had given rise
to much social change, but not yet to the consolidation of anything
approaching an industrial bourgeoisie. The new wealth was centred in the
coastal lowlands; it was therefore not surprising that industry fell from 16

33 Purry, Estads e Industrializacion en Venezuela, pp. 49—50.

34 D. Melcher, ‘Renta petrolera e industrializacién en Venezuela’, paper submitted to workshop in
Industrialisation of Latin America, International Economic History Congress (Louvain 1990), p.
14.

3% M. Betancourt, Venezuela, Politica y Petréleo (Caracas, 1967), p. 718.

36 Purroy, Estads e Industrializacién en Venezuela, p. 219.
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per cent of GDP in the 1940s, to 15 per cent by 1955 (Table 3.4), while
imports rose as a percentage of GDP (Table 3.6) and exports of panama
hats fell from 9 per cent of exports in 1948 to 1 per cent by 1955. With
this, the process of building a political economy that might sustain an
alternative path was directly undermined. The element of fragmentation
was emphasized by the continued growth of autonomous public enter-
prises, many reflecting regional interests, which received a remarkable 50
per cent of public sector revenue in 1951.57

Peru’s immediate post-war experience was superficially rather similar to
that of the larger economies, since a period of controls and intervention
1945—8 was followed by strongly favourable foreign capital legislation in
1949. But the similarity was more apparent than real. Peru’s diverse and
rich resource base had led to several decades of strong export growth, with
a substantial presence of foreign capital, but, unlike Chile, always with
room for an associated and profitable role for domestic elites, who there-
fore had never had the incentive to push for protection of industry. The
State had a considerable presence in the economy, employing large num-
bers of people, but was weak in experience of interventionist policies. The
brief period of populist government (1945—8) led to such chaos in the use
of interventionist policies, as a result of inexperience and an incoherent
political base, that they were deplored even by the industrialists whom the
policies were meant to favour. The unfavourable attitude to intervention
generated by this experience, plus the strong growth of mineral exports,
led, with the right-wing coup of Odria in 1948, to an early swing back to
market orientated policies and to primary exports. Industry grew in the
early 1950s but the dynamic sectors were strongly related to exports.
Export procéssing industry grew from 18 per cent of industrial production
in 1950 to 26 per cent by 1960.5% Only with the 1960s did the more
classic ISI policies develop as unemployment and rural unrest became
preoccupations.

The explanation of Bolivia's relative stagnation is related both to the
international tin market, and to the internal political economy of tin. The
Bolivian economy was centred on tin from the first decades of the century,
with the sector dominated by the ‘rosca’, the three major mine owners,
Patifio, Hochschild and Aramayo. Between 1900 and 1929, tin exports
increased fivefold, and Bolivia’s share of world production more than

57 L. Cuera Silva, Finanzas Piblicas del Ecuador (Quito, 1960), p. 207.
38 Thorp, Economic Development, p. 49.
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doubled, accounting for approximately a quarter of total world production
from 1918 to 1929.59 Most of this was in the hands of Patifio. The
economic and political power of the ‘rosca’ was inversely matched by the
weakness of the state. This meant that the capacity for administration and
tax collection was underdeveloped even by Latin American standards.%
The rest of the economy suffered from lack of investment as the power of
the tin industry to act as an engine for growth was not harnessed, so that
debt was used as a substitute for extracting revenue from the tin industry.
Borrowing allowed the government to keep on good terms with the min-
ing elite and to use money borrowed to pay off interest on previous loans
and on railroad construction.

The Depression severely affected the tin sector, but allowed the ‘rosca’
to consolidate power. The 19405 were dominated by the confrontation
between the old guard and new nationalist groups led by the Movimiento
Nacional Revolucionario (MNR) wanting incorporation, wider distribu-
tion of the gains from tin and an end to the power of the ‘rosca’. Bolivia
was set apart by the dominance of tin, the strength of the elite group
dominating tin, and the strength and relative coherence of the correspond-
ing political reaction.

Following the war, various elements crucial to Bolivia’s survival were
strongly modified. The United States now dominated the tin market, so
that the ‘rosca’s’ former ability to play U.K. and U.S. interests off against
each other was weakened. Demand fell heavily, and Far Eastern producers
returned to the market, while Bolivian costs were rising (there had been
no new investment during the war).

Faced with falling profits, the ‘rosca’ resorted to more repression and
violence. The political reaction was only temporarily softened by the
Korean War boom. The MNR took power again in the revolution of 1952
intending to use the nationalized tin sector for ‘national autonomous
development’, but found they had taken over assets in poor condition,
faced international recession following the Korean War and needed to pay
off their political debts to the mine workers. The resulting hyper-inflacion
led in 1956 to drastic stabilization and a shift to the right.

Paraguay was dominated until the dictatorship of Stroessner in 1954 by
3 Manuel E. Contreras, ‘Debt, Taxes and War: the political economy of Bolivia, c.1920-1935’,

Journal of Latin American Studies, 22, 2 (1990), p. 265.
6 Contreras, ‘Debt, Taxes and War'. The ability to rely on foreign borrowing is seen as one of the
major reasons for the lack of fiscal efficiency of the Bolivian state. This improved during the 1930s

giving credence to this interpretation, as during this period taxation was improved to fund the war
effort and money was not forthcoming from abroad (p. 267).
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a small number of families closely tied to the primary export sectors (meat
and tobacco), and with a strong presence of foreign capital in land and
infrastructure. The one attempt at more broadly based policies, in the
1930s, is described as having failed precisely because of the absence of the
social forces which industrialization would have produced.®* So, as with
Central America, the 1940s simply saw a strengthening of the traditional
model, but after a brief wartime boom in meat exports the result is far less
successful than in Central America.

The geographically isolated and rather closed nature of the Paraguayan
economy meant an absence of the ‘discipline of openness’ much in evidence
in Central America. Yet there was no internal base to create something out
of the possibility of autonomy which isolation offered.

Bolivia, Ecuador and Paraguay all had GDPs comparable to the classic
‘small economies’ of the region, the Central American economies. But the
latter remained in a far more clear-cut fashion within the export-economy
model in the immediate post-war period. There was simply no question of
extending controls or other interventionist policies to permit the emet-
gence of a more autonomous or nationalist model. The only partial excep-
tion to this was Guatemala, where the Arévalo government (1944—50)
introduced a progressive constitution modelled on the Mexican 1917 chat-
ter, supported the labour movement and attempted educational and other
reforms. But even here there was no break with traditional export-led
growth.

This was a product of related phenomena: the strength of the elite and
export-dominated political model in each country, relative good fortune in
the commodity lottery, and the continued existence of at least some spare
capacity to permit the expansion of crops in response to buoyant condi-
tions. A natural accompaniment of the model was the tying of currencies
to the U.S. dollar. With abundant foreign exchange, easy importing soon
led to the abating of the wartime inflationary pressures and remarkable
exchange rate stability ensued.

The rapid growth of Central American exports is shown in Table 3.4.
Coffee was particularly buoyant, and, being locally controlled, potentially
provided a surplus for reinvestment elsewhere in the economy. Banana
exports recovered quickly after the war, although there were severe prob-
lems with disease. The losses from disease were offset by improved prices

6t R. A. Nickson, “The Overthrow of the Stroessner Regime’, Bulletin of Latin American Research, 8, 2
(1989), p. 188.
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in the immediate post-war period. This period also saw some shift in the
balance of power between the fruit companies and host governments, in
favour of the latter. The most striking characteristic of this period was the
increase in the state’s share of net benefits from banana production. This
led to a shift in the role of the state, and gradually to a shift in the balance
of power between the state and foreign companies. Qutside of banana
production, however, most foreign-owned companies remained largely
untaxed.

The most important example of export diversification in this period was
the expansion of cotton production. This was of major importance in El
Salvador, Guatemala and Nicaragua. It was a highly concentrated industry
and cotton growers began to form a distinct social class and pressure group
compatable to coffee growers (both coffee and cotton were largely in
national hands). Their combined influence was strong enough to distort
the fiscal system in their favour and to deny the state an equitable share in
the expansion of the two industries. 5>

The share of bananas and coffee in total exports remained extremely
high in the ten years after 1944. However, the very high coffee prices
concealed the fact that there was some degree of agricultural diversifica-
tion both in exports and in output for the domestic market. By the early
1950s, however, the export of abacd (Manila hemp) had fallen off as
production from the Far East recovered. Rubber exports also virtually
ended, while in 1946 Central American vegetables and fruits ceased to be
supplied by contract to the Panama Canal Zone.

The issue of policy reform, so important elsewhere in Latin America,
was simply not an issue here: the economic model was solidly ‘open’ and
pro primary exports. Only in the 1960s would Cepalista influence pro-
mote the idea of more deliberate industrialization within the context of a
Central American Common Market.

One economy of intermediate size behaved so totally within the Central
American pattern that discussion of it has been left to the end. Cuba
remained within the extreme export-dependent mode of development
which had characterized the economy from the 1920s. Sugar was still able
to provide satisfactory growth based on strong international prices; the
rate of growth of per capita income was 2.4 per cent 1946—52, though
there was little development of activities other than sugar. Non-sugar

62 See V. Bulmer-Thomas, The Political Economy of Central America since 1920 (Cambridge, 1987), p.
106.
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manufacturing is estimated to have grown at 6 per cent a year 1946-52,
but from an extremely low base.% The problems of obsolete machinery
and low productivity in the sugar industry which were to be a serious
source of stagnation in the 1950s were eased in the 1940s by good prices.

We have mentioned several times in this discussion of the post-war political
economy in Latin America the discrimination against agriculture implicit
in ISI policies. The two extreme and dramatic cases of such discrimination
are Mexico and Argentina. In both, agricultural development constituted a
vital political issue, for extremely different reasons. In Mexico, the agrarian
base of the Revolution, and the socialist and co-operative tendencies of
elements within that Revolution, ensured that the issue of how to develop
agriculture was always top of the political agenda. In 1940 an anti-Céardenas
and elitist group achieved office, determined to strengthen modern capital-
ist elements in the rural sector. The coming of the Rockefeller Institute in
1941 and the remarkable research effort which followed have been thor-
oughly documented. 54 The introduction of high-yielding varieties in wheat
led to a surge in productivity. But the research was effectively accessible
only to relatively large irrigated enterprises. Even in their case, as, for
example, Sonora shows, substantial infrastructure investments and guaran-
teed prices were required from the government before large land owners
would go ahead. Furthermore, the research most benefited wheat, an export
crop, while the gains for maize, grown by small farmers for domestic
consumption, were very slight. There is no doubt, however, that rapid
agricultural development took place, aided also by the expansion of irri-
gated land as a result of investments in the 1930s. This had important
beneficial consequences for the process of industrialization.

The case of Argentina forms a complete contrast. Perén’s industrializa-
tion policy was based for political and economic reasons on extracting a
surplus from the meat and wheat producers, which he did by a state
purchasing agency, IAPI. The unprofitable prices rapidly began to kill the
goose the significance of whose golden eggs Per6n somehow never seemed
to grasp. In this case agriculture for export and for domestic use were
identical, and both suffered, resulting in inflation, a foreign exchange
bottleneck and by 1955 an extreme version of ‘estrangulamiento externo’.
63 Claes Brundenius and Mats Lundhal (eds), Development Strategies and Basic Needs in Latin America.

Challenges for the 1980s (Boulder, Col., 1982), p. 18.

64 C. Hewitt de Alcantara, Modernising Mexican Agriculture (Geneva, 1976), pp. 20—45. See also
Niblo, “The Impact of War’, p. 7, on the role of the United States.
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Although early in the 1950s Per6n began to attempt to reverse his poli-
cies, farmers did not trust the improved prices, and the inflationary im-
pact led rapidly to the justification of their distrust.5 The disinvestment
in agriculture throughout this period was severe.

In the majority of countries, where policies were less extreme, agricul-
ture for the domestic market continued to suffer from the neglect which it
had always endured and export agriculcure suffered from the discrimina-
tion implicit in the protectionist policies being widely and incoherently
followed, a situation only partially remedied by the devaluations of the
early and mid-fifties. It remained the case that the agriculture sector was
being taxed by all policies that forced it to sell at below world prices.
Growth rates varied — but the fast growth rates were due to good world
market conditions and the possibility of expanding area under production,
rather than major increases in yield.

The one exception to the pattern of discrimination against agriculture ap-
pears to be Colombia, perhaps because of the fact that coffee producers were
also often food producers, and because of the unique influence of coffee pro-
ducers in policy management. There was an unusually clear perception in
this one case that the problems with protection was that it tended to dam-
age agriculture. The concept pushed by the Ospina government (1946—9)
was ‘integral protection’: protection which stimulated bozh agriculture and
industry. Purchasing local materials was, needless to say, unpopular with
industry — but a solution was worked out: in 1948 import quotas began to
be allocated conditional on purchase of local raw materials, and other mea-
sures of support to agriculture. Meanwhile, for example, the government
strengthened the Instituto de Fomento Algodonero, itself an initiative of
Antioquefio textile producers. The Minister of Economy, Hernan Jaramillo
Ocampo, on introducing more severe import restrictions in 1949, tells how
he went himself to Medellin to reassure producers that there was actually
ample exchange available for their real needs and ‘took the opportunity’ to
remind them of the virtues of purchasing local raw materials.7

This last point has been recounted in some detail precisely because it is

8 C. Diaz-Alejandro, Essays on the Economic History of the Argentine Republic (New Haven, Conn.,
1970), pp. 126ff., 364ff., 384; E. Eshag and R. Thorp, ‘Economic and Social Consequences of
Orthodox Economic Policies in Argentina in the Post-War Years’, Bulletin of the Oxford University
Institute of Economics and Statistics, 27, 1 (1965), pp. 3—44.

6 See the calculations in ECLA, E/ Desarrollo Econémico de la Argentina (Mexico D.E., 1959) Part I, pp.
32, 65.

67 H. Jaramillo Ocampo, 1946—1950; de la Unidad Nacional a la Hegemonia Conservadora (Bogotd,
1980), p. 270.
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so exceptional. Elsewhere, while the new ‘model’ began to function rather
well for the purposes of capital accumulation, it nevertheless contained
contradictions and malevolent side-effects which were not perceived and
in no way allowed for. The chief of these lay in the biases against exporting
and against agriculture, as well as in the excessive dependence both upon
imports and foreign technology.

It would be desirable to conclude the analysis of performance by reflect-
ing on the record in regard to income distribution. It will be no surprise
that systematic data are simply lacking. Full documentation exists only for
Mexico%® where the worsening distribution is consistent with the unequal
access to gains from greater agricultural productivity described above.
Arguing from rising wage earnings under Perén’s management, it is clear,
and again no surprise, that in Argentina there was redistribution towards
labour.

We can, however, argue negatively with some confidence: for income
distribution to improve, either the labour market must significantly
tighten or there must be significantly increased access to the means of
production, usually through ownership reform or education. The period
we are dealing with here is one where population growth is still accelerat-
ing, industry is replacing the artisan sector and creating little net new
demand for labour, and land and tax reform are conspicuous by their
absence, at least until the Bolivian revolution (1952), which was to be an
unhappy demonstration of how not to use land reforms to achieve equality.
It is ctherefore quite improbable that there was any improvement in distri-
bution, and with the continued and growing discrimination against agri-
culture for the domestic market (typically the province of small farmers),
and the repression of urban labour, every reason to expect a worsening.

CONCLUSION

The 1930s had been a period of growth for Latin America after the initial
disaster of the Depression of 1929. The greater degree of policy autonomy
than at the time of the First World War had allowed an escape from the
corset of the gold standard, and policies stimulating internal demand and
raising tariffs had permitted growth of non-tradables and of import-
competing tradables. At the same time real depreciation plus recovering

% 1. M. de Navarrete, La Distribucién del Ingreso y el Desarvollo Econdmico de México (Mexico, D. F.,
1960), pp- 43-93.
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terms of trade had allowed traditional exports to grow — an elusive and
unusual combination. The State had begun to move into new areas of
activity, sometimes directly undertaking industrial activity, and new in-
dustrial interests were becoming sizeable.

The Second World War, we have argued, brought both positive and
negative effects. It helped export receipts, but there was little to spend
them on, and the result tended to be over-valued exchange rates and
internal inflation fed by the expansionary effect of accumulated reserves.
The growing role of the United States was paradoxical: it clearly increased
its influence on the region, with foreign advisers and missions appearing
everywhere. Yet it also stimulated the developmental role of the State and
the development of basic industries. As the State’s role increased, so did
the intensity of the relationship with the private sector, and the latter’s
growing involvement with the policy-making process was one of the most
interesting results of the war.

In terms of our central preoccupation, the tension between the continu-
ing need for a dynamic source of foreign exchange and the need to diversify
the economy, reduce dependence and develop internal sources of dynamism,
the war left a peculiarly unfortunate situation of over-valued exchange rates
and accelerated inflationary pressures. The fear of inflation and of the infla-
tionary effects of devaluation in the immediate post-war period led, first to
the disbursement of accumulated foreign exchange on imports and then to
the use of import controls to restrict imports in a rather unco-ordinated
fashion. Unfortunately, this situation occurred just as all the largest econo-
mies had moved through to a point where in terms both of the macro
functioning of the economy and of the weight of political interest, it ap-
peared (for the first time except in the case of Argentina) possible to neglect
and even penalize the traditional export sector. As the policy became embed-
ded, so the costs of changing it mounted, in terms of the inflation threat. By
the late 1940s major policy adjustments were badly needed.

We have seen that two models were in play to guide reform. On the one
hand, the emerging structuralist view wanted state-induced industrializa-
tion, using modest and efficiently managed protection and relying on
inflows of public foreign money to ease bottlenecks and facilitate the
process. This view relied on a somewhat naive view of the capacity and
coherence of the public sector, and on loans being available from abroad.
The second view responded to U.S. interests and to more conservative
interests within Latin America, and wanted a radical reversion to market
forces with low protection and a pro-private foreign capital stance. As it
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became clear that public foreign capital was not forthcoming in substan-
tial quantities, and that the dividends from pleasing the United States by a
free trade position were negligible, so policy consolidated around an un-
happy mix of the two positions. Private foreign capital became strongly
sought after, being lured by a protected domestic market as well as by
favourable legislation. Any early sensitivity to the desirability of exporting
the new manufactured goods rapidly disappeared, and efficiency came a
very poor second to the need to create significant short-term profit oppor-
tunities. The wartime emphasis on basic industries disappeared in the face
of a surge of interest in the local production of consumer durables. Policy
makers tended to neglect the extent to which ‘substituting for imports’
was producing growing bills for imported inappropriate technology and
high import needs. The implicit bias against agriculture as well as exports
also went largely unnoticed and unprotested, while growth was good and
new opportunities were constantly opening up. The day of reckoning
would come later.

There were important incipient contradictions and tensions in the new
model. We have observed the growing role of the State and the growing
demands of new groups within society, with the acceleration of population
growth and urbanization and even with industrialization itself. We have
seen how the ambiguous feelings of the private sector towards the State
were resolved into an amplified ‘clientelistic’ relationship. We have seen
the interesting wartime trends of stimulus to intra-regional trade and to
basic industry disappear almost completely in the post-war scene. We have
watched public foreign capital fail to materialize in adequate quantities.
We have noted the incipient balance-of-payments implications of misman-
aged ISI, of unmonitored foreign investment, of the growing sectoral
imbalance between agriculture and industry, and the fragility of an accu-
mulation model dependent on an often tenuous trust between state and
private sector. We have seen that some at least of these tensions appeared
to reach resolution by the end of our period, with some rationalization and
reduction in complex trade controls, a reduction in the bias against export-
ing, and a whole-hearted acceptance of and welcome for private foreign
capital. How far all this was no real resolution would, in fact, be covered
up through the buoyant 1960s, with the growth of world trade, and even
into the 1970s with the growth of the supply of foreign lending. Eventu-
ally, however, in various ways the tensions were to become overwhelming,
as the fiscal and balance-of-payments implications of the underlying
model became exposed.
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THE LATIN AMERICAN ECONOMIES,
1950— 1990

An important feature of Latin American economic development histori-
cally has been the interaction between external and domestic economic
structures. Links between the Latin American economies and the world
markets increased in importance during the international trade boom
towards the end of the nineteenth century when a production structure
based on raw materials for export (and imports of manufactures) was
consolidated. After the end of the Second World War, the region’s develop-
ment efforts were directed to transforming the structure of production and
reducing external dependence. Import substitution industrialization (ISI)
produced some positive results. The regional economy expanded rapidly.
From 1950 to 1981 gross domestic product (GDP) increased at an average
annual rate of 5.3 per cent. However, while average income per capita
increased at an annual rate of 2.6 per cent, vast inequalities in the distribu-
tion of the benefits of economic growth persisted throughout the region —
between social groups, between urban and rural areas, between regions
within countries and between countries. At the same time, new forms of
dependency on the international economy emerged. ISI and the diversifica-
tion of consumption patterns in the 1950s and 1960s gave rise to the
adoption of increasingly complex imported technologies, capital intensive
as well as highly dependent upon imported inputs. Also, the 1960s saw a
significant inflow of direct foreign investment concentrated in the produc-
* We are very grateful to the Editor, to O. Altimir, V. Bulmer-Thomas, H.J Chang, F. Fajnzylber, G.
Harcourt, A. Hofman, J. Pincus, O. Sunkel, I. Sodre, A. Singh, V. Tokman and to the other
contributors to this volume for their comments, and to M. Cabezas, D. Hahn, K. Lewis and A.
Repetto for research assistance. The ideas of Carlos Diaz-Alejandro and Fernando Fajnzylber strongly
influenced some sections of this chapter. We also are indebted to CIEPLAN and Cambridge University
where most of this chapter was prepared and to the Ford Foundation and che Instituto de Cooperacién

Iberoamericana (ICI) of Spain for their financial support. The Division of Statistics of ECLAC kindly
provided access to its data bank.

159

Cambridge Histories Online © Cambridge University Press, 2008



160 Economy

tion of manufactured import substitutes, benefiting from high levels of
effective protection. Given the sizeable import content of these industries
and high profit rates, the net savings of foreign currency were sometimes
negligible or even negative.

Nevertheless, the international trade boom of the 1960s encouraged
diversification of Latin America’s exports and promoted dynamic growth
of manufactured exports in those countries where the industrialization
process was more firmly established. This was especially the case in the
region’s largest countries, Brazil, Mexico and Argentina (whose sales of
manufactures reached over one-third of total exports), but it also occurred
in smaller countries such as Chile and Uruguay and in some Central
American and Caribbean nations.

In the 1970s most Latin American countries enjoyed easy access to
cheap external capital, at a time when foreign exchange requirements were
particularly pressing because of the oil shocks of 1973 and 1979. Al-
though borrowing did relax the foreign exchange constraint, it also linked
Latin American economies tighter to international financial markets and
to the fiscal and monetary policies of the developed market economies
(DMEs) than at any time since the 1930s. Because of the large external
debt accumulated from 1973 to 1982 and the requirements of debt servic-
ing, the region became highly vulnerable to the availability of new loans
and changes in interest rates. The pervasive foreign exchange shortages
that ensued were at the core of the crisis faced by the region during the
1980s, when the annual rate of growth fell to one-quarter of the level
achieved during the ptevious period and when average income per capita
decreased by 0.8 per cent per annum. Income inequality worsened and
poverty increased significantly.

THE WORLD ECONOMY

The quarter century following post-war reconstruction was a period of
unprecedented prosperity and expansion in Europe, Japan and the United
States. Between 1950 and 1973, output in the DMEs grew at nearly 5 per
cent per annum and in per capita terms rose 3.8 per cent annually. Thus,
in just twenty-three years, GDP increased more than threefold and income
per capita by a factor of 2.4. This rate of economic growth was twice as
fast as in any period since 1820. Labour productivity, in turn, grew two
and a half times faster than in the period 1913 to 1950, while the rapid
growth in non-residential capital stock represented an investment boom
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which in its dimensions and continuity were unparalleled in the economic
history of the DMEs (see Table 4.1). As a result, the average ratio of
investment to GDP during this period also doubled that of any previous
period since 1820.

Growth in the volume of exports was even faster than that of output,
expanding at 9 per cent per annum between 1950 and 1973; this rate was
nearly twice as fast as that achieved during any previous period. As a
result, the DMEs’ average export share of GDP grew from 10 per cent to
16 per cent during this period, with the average for the European DMEs
reaching 26 per cent in 1973. Trade in manufactures was the most dy-
namic component (particularly trade among DMEs), with imports grow-
ing at an average rate of 8 per cent per annum for the whole period — and
12 per cent per annum between 1960 and 1973. As a consequence, the
DMEs’ imports of manufactures grew sixfold between 1950 and the early
1970s.

The period was not only characterized by rapid economic growth, but
also by a significant improvement in economic stability. Fluctuations in
GDP and export growth were much smaller than in previous periods.
Unemployment rates were substantially lower as well. Rates of inflation,
however, were higher and showed more fluctuations than in previous
periods.

Although all DMEs enjoyed prosperity and stability from 1950 to 1973
we should not lose sight of the significant differences in economic perfor-
mance among these countries. On the one hand, growth of output, capital
stock and productivity accelerated more slowly in the United States and
the United Kingdom than in other DMEs; on the other, Germany, Japan
and France attained remarkable rates of expansion of productivity capacity
and income. As a result, the latter countries managed to improve consider-
ably their position vis-a-vis the United Kingdom, and to reduce substan-
tially the income and productivity gap with the United States.

This ‘Golden Age’ began to show some signs of weakening in the late
1960s, and came to a halt in the early 1970s. There was as a result a surge
of interest in the study of the key economic factors that had produced
sustained growth for a period of more than twenty years (twice as fast as in
any earlier period), and the longest ever period of full employment. At the
same time, there was interest in the forces that undermined the Golden
Age.

The rise (and later fall) of the ‘Golden Age’, was shaped by four key
economic arrangements of the post-war period. The first was the set of
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Table 4.1. Growth and structural characteristics of different phases of DMEs’
economic development, 1870—1990 (annual average compound growth rates)

1870—-1913 1913—50 1950-73 1973—90

GDP 2.5 2.0 4.8 2.6
GDP per capita 1.4 .2 3.8 2.1
Volume of exports 3.9 1.0 8.6 4.7
Non-residential

gross

fixed capital stock 3.4° 2.0 5.8 4.2¢
Productivity

Labour 1.7 1.9 4.5 2.3

Capital n.a. 0.5 0.7 -1.6

Joint Factor n.a. 1.3 3.6 0.4

productivity
Employment struc- 1870 1900 1950 1990

ture (%)

Agriculture 49 38 25 5

Industry 27 31 36 30

Services 24 31 39 65

Note: “ refers to 1890—1913 ® refers to 1973-87

Source: Angus Maddison, The World Economy in the 20th Century (OECD, Paris, 1989),
Dynamic Forces in Capitalist Development (Oxford, 1991) and ‘Explaining the Economic
Performance of Nations 1820—1989’, in W. J. Baumol, R. R. Nelson and E. N. Wolff
(eds), International Convergence of Productivity (Oxford, forthcoming); the data have been, if
not otherwise indicated, updated to 1990 using the same sources as Maddison. All
figures here are simple averages of the countries included in each item.

Keynesian macroeconomic mechanisms for managing the overall level of
domestic economic performance — output, employment and growth. The
second was the new ‘interndtional order’ organized around the new ‘Pax-
Americana’ that emerged after the war and that facilitated the rapid
development of international trade and the end of the United States’
traditional isolationism as symbolized by the Marshall Plan. The new
international order also provided the context for the post-war regime of
international trade and finance, usually called the ‘Bretton Woods system’.
The third was the development of institutions shaping capital-labour
relations, mainly the otganization of work within factories together with
the standardization of work practices, and the intensive use of machinery,
the organization of firms as large corporations, and their internationaliza-
tion. The final economic arrangement was the ‘rules of coordination’ by
which the actions of economic agents (individuals, firms and states) were
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brought into line with one another as well as with the demands of
macroeconomic policies and labour relations.

The new economic arrangements of the post-war period worked
smoothly at first. Internally, the welfare state, increases in real wages, and
adequate demand management combined to maintain high levels of effec-
tive demand, consistent high expectations of growth, high capacity utiliza-
tion and stable profits. At an international level, U.S. hegemony guaran-
teed the fluidity of international trade, both in manufactures and in raw
materials. Within the DMEs, the excess demand for dollars and the will-
ingness of the United States to recycle trade surpluses removed the threat
of foreign exchange bottlenecks.

Nevertheless, serious problems began to emerge in the mid-1960s. An
important stumbling block was the progressive imbalance between produc-
tivity growth and wage growth.! This phenomenon took place first and
foremost significantly in the United States, but also appeared later in
Europe and finally, though to a lesser extent, in Japan. The coincidence of
slower productivity growth and continued real-wage increases resulted ina
progressive decline in the profit rates. This eventually had important
repercussions for both the demand for investment and the supply of sav-
ings which, in turn, affected the levels of effective demand.

An important characteristic of this ‘full-employment profit squeeze’ was
that it was in operation well before the oil shock of 1973 and was probably
the result of the long period of sustained growth, diminishing ‘animal
spirits’, high levels of employment and increasing security for workers. As
a consequence of lower productivity growth and rising wages, increments
in production and employment increasingly became associated with
higher rates of inflation. The oil shocks of the 1970s exacerbated these
problems and contradictions but were not the original cause; in fact, even
without the oil shocks non-inflationary growth would have been extremely
difficule to sustain.

Because the process described above appeared first and most markedly in
the United States, its previous international leadership position was chal-
lenged. Combined with the political and economic effects of the Vietnam
War the relative decline of the U.S. economy shook the foundations of the

! The balance between the growth of productivity and real wages between 1950 and the mid-1960s
not only ensured a strong profit rate, but also allowed consumption to grow roughly in line with
production. It is important to note that the rate of growth of productivity began to fall in many
DMEs in the second half of the 1960s, despite a strong rate of investment; in fact, the rate of growth
of non-residential fixed capital stock rose from about 4 per cent per annum in the 1950s to 6 per
cent per annum in the 1960s.
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‘Bretton Woods system’ based on U.S. hegemony. The dollar was trans-
formed in the 1960s from an under-valued to an over-valued currency, and
faced with this external constraint, the United States could no longer play
the same leadership role in the management of global aggregate demand.
The first step away from the old system was the rescinding of full convert-
ibility of the dollar into gold. Then, in 1971, the U.S. unilaterally aban-
doned the Bretton Woods system of fixed parities when its trade balance
sustained the first major deficit in this century (US$2.3 billion).

The new system of floating exchange rates that emerged was not subject
to hegemonic control by any country, nor did it have a cooperative leader-
ship which could replace U.S. leadership. In an increasing interdependent
and unstable world economy, the new system was incapable of resolving
global financial disequilibria in a way that would ensure full-employment
and an appropriate distribution of aggregate demand among countries. In
the absence of an effective international co-ordinating mechanism, imbal-
ances in the international economy were inevitable, due to the close rela-
tionship between balance of payments disequilibria, exchange rate fluctua-
tions, inflation, and output.

In the 1970s, the United States attempted to induce a domestic expan-
sion by stimulating aggregate demand (particularly in 1977 and 1978).
However, by then, the rest of the world was no longer willing to accept an
increased supply of dollars. The United States posted large trade deficits in
1977, 1978 and 1979, equivalent to about one-quarcer to one-fifth of its
exports. The resulting fall in the value of the dollar, in combination with
the rising domestic inflation in the United States, set the stage for a sharp
monetarist reaction under the leadership of the Federal Reserve.?

Therefore, the retreat from Keynesian policies of demand management
was based on domestic as well as on international considerations; promi-
nent among the former were the acceleration of inflation and the increase
in the conflict over wages and profits; and among the latter, the end of the
original arrangements of the Bretton Woods system, international finan-
cial instability, and the oil shocks.

The Golden Age not only provided the DMEs with unprecedented prosper-
ity and growth, but also stimulated a similar phenomenon in most less
developed countries (LDCs). In fact, as Table 4.2 shows (in relative terms
to their respective economic histories) the LDCs achieved during this

2 One of the first measures of the Federal Reserve, after a new chairman, Paul Volker, took office in
1979, was to increase drastically U.S. interest rates, which was to have dramatic consequences for
the LDCs’ foreign debt.
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period levels of expansion which were on average even higher than those of
the DMEs. However, there was large — and increasing — diversity in the
performance of LDCs.

Output growth per capita of LDCs in the period 1950—73 was nearly
three times faster than their best performances in previous periods. As a
resule of this dynamic growth total output trebled. Despite the notably
more rapid increase in population, the LDCs managed a much faster
increase in income per capita growth relative to the level achieved between
1913 and 1950, nearly doubling income per capita in twenty-five years.
Latin America produced the best performance, followed by China, the rest
of Asia and then Africa. However, the Asian newly industrializing coun-
tries (NICs) had the fastest rates of growth when figures for these countries
are taken as a sub-group. The LDCs’ performance was particularly good
during this period in terms of growth of manufactured output, achieving
an average growth of 7 per cent per annum.

Although the volume of exports increased by 6 per cent per annum, the
LDCs’ share of total world exports fell by one-third due to the fast growth
of DMEs’ exports. Furthermore, there were substantial variations within
LDCs. Countries exporting manufactures faced rapidly expanding demand
from the DMEs, and were therefore able to link their export sectors (and
their economies) in a more dynamic way to the expansion of DMEs. As
Table 4.1 and Figure 4.2 (below) show, DMEs’ imports of manufactures
consistently surpassed those of primary commodities. This was the case
both in periods of expansion and in periods of slow growth in the DMEs.
Thus, while imports of manufactures by DMEs grew at 8 per cent per
annum between 1950 and 1973, their imports of primary commodities
increased by only 6 per cent. The difference is even greater if we consider
the more dynamic growth years 1960—73, when DMEs’ imports of manu-
factures grew at 12 per cent per annum, compared with 7 per cent for
primary commodities. Imports of manufactures by DMEs continued to
expand even during the post-1973 period, while their imports of primary
commodities after 1973 stagnated. This phenomenon became more pro-
nounced after the second oil shock and the beginning of the Reagan—
Thatcher monetarist experiments: during the 1980s, DMEs’ imports of
manufactures grew at 11 per cent per annum, while those of primary
commodities expanded at less than 2 per cent.

When compared with other LDCs and the DMEs, Latin America’s
performance in terms of exports of primary commodities (which ac-
counted for more than 9o per cent of total exports at the beginning of
the period) was particularly disappointing, growing at less than 3 per
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Table 4.2. Growth and structural characteristics of different phases of LDCs’
economic development, 1870—~1990 (annual average compound growth rates)

1870-1913 1913—50 1950-73 1973-90

GDP 2.1 2.6 5.2 3.9
Latin America 2.9 3.2 5.1 2.7
(unweighted)

Latin America n.a. n.a. 5.3 2.8
(weighted)

GDP per capita 0.9 0.8 2.6 1.5
Latin America 1.1 1.4 2.5 0.6
(unweighted)

Latin America n.a n.a. 2.6 0.5
(weighted)

Africa n.a. 1.2 1.9 —0.3
China 0.3 —0.5 3.7 5.7
NICs* n.a. 0.1 5.7 6.3
Rest of Asia 0.4 —0.3 1.6 3.3

Volume of exports
Latin America 4.6 1.8 3.6 5.9

Productivity
Latin America

Labour n.a. n.a. 3.4 0.3
Capital n.a. n.a. —o0.6 —I.4
Joint factor n.a. n.a. 1.3 —~1.1
productivity
NICs*
Labour n.a. n.a. 4.3 5.1
Capital n.a. n.a. 2.2 —1.0
Joint factor n.a. n.a. 2.4 1.4
productivity

Employment struc- 1950 1973 1980 1990
ture (%)

Latin America

Agriculture 50 32 29 24
Industry 24 30 26 28
Services 26 38 45 48

Note: # Refers to South Korea and Taiwan only.

Source: Same as Table 4.1 and Latin American and NIC's productivity from André A.

Hofman, 'Economic Development in Latin America in the 20th Century — a

Comparative Perspective’, in A, Szirmai, B. van Ark and D. Pilat (eds), Explaining

Economic Growth. Essays in Honour of Angus Maddison (North-Holland, 1993).
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cent per annum. Exports of primary commodities during this period com-
pares unfavourably with Latin America’s previous record and overall econo-
mic performance during 1950-73. Thus, despite strong growth in exports
of manufactures, Latin America lost half its share in total world exports. As
Figure 4.1 (below) shows, the share of exports in GDP also fell by half. Latin
America’s ISI was carried to such an extreme that it absorbed most of the
region’s scarce resources; the export sector and particularly agricultural
production were the main casualties of these policies.

In terms of LDCs’ investment efforts, there was a remarkable boom of
capital formation in the NICs, where the ratio of investment to GDP more
than doubled. In the case of Latin America, this ratio increased from 16
per cent to 19 per cent; this was an important achievement that contrib-
uted to expand productive capacity.

Finally, the process of rapid industrialization not only produced a sub-
stantial change in the sectoral composition of output, but also in the
structure of employment; there was a substantial transfer of labour from
agriculture to industry and then to services. This phenomenon was particu-
larly marked in the NICs, but was also significant in Latin America.

Relative to their own economic history, the LDCs experienced between
1950 and 1973 an unprecedented period of growth. This economic expan-
sion in the LDCs was for the first time since the 1820s similar to that of
DMEs. However, since the LDCs had a much faster rate of population
growth, different attempts at measuring the income differential between
the LDCs and the DMEs show that (except for the NICs and some Latin Am-
erican countries, like Brazil and Mexico) income per capita continued to
increase more rapidly in the DMEs. In fact, it was only in the decade after
1973 that the LDCs reduced the income gap between them and the DMEs
for the first time since 1820. This reflects the fact that LDCs achieved a rate
of growth of output that was more than double that of the DMEs (4.4 per
cent and 2 per cent, respectively). However, as the World Bank data shows,
there was a marked difference in performance between the low income and
the middle income LDCs; in fact, it was only the middle income LDCs,
including Latin America, that managed to reduce their income differential
with the DMEs between the oil shock of 1973 and the debt crisis of 1982.3

The strong performance of a large number of LDCs (including many oil-

3 See P. Bairoch, in P. Baitoch and M. Lévy-Leboyer (eds), Disparities in Economic Developmens Since the
Industrial Revolution (London, 1981); A. Maddison, ‘A Comparison of the Levels of GDP Per Capita
in Developed and Developing Countries, 1700—1980°, Journal of Economic History, XLIII (1983);
World Bank, World Tables (1990).
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importing LDCs) relative to the DMEs is probably the most significant
feature of the period 1973—81. This trend was particularly noticeable in
terms of growth of manufactures (6 per cent in LDCs and 3 per cent in
DMEs), and of manufactured exports (12 per cent and 5 per cent, respec-
tively). As a result, the LDCs’ share of world manufacturing production
increased from 7 per cent in the early 1970s to 10 per cent in 1981; and
their share in world exports of manufactures rose from 5 per cent in the
early 1970s to 9 per cent in 1981.4

The LDCs’ economic performance during the inter shock period is
remarkable in view of the non-oil LDCs’ substantial balance-of-payments
deficits which resulted from the oil price increase of 1973. The current
account deficit of the average middle income oil-importing country in-
creased from 1 per cent of GDP in 1973 to 5 per cent in 1975, and that of
the average low income country from 2.4 per cent to 3.9 per cent.

It is important to emphasize that this improved relative performance of
the middle income LDCs was mainly due to the fact that they were able to
continue to grow during 1973—81 at rates similar to those prior to the oil
shock of 1973, while the DMEs experienced a significant slowdown in
terms of output, exports and manufacturing production, reducing their
rate of growth by about half.

This apparent ‘immunity’ of Middle Income LDCs to the mounting
problems of the inter-shock period was no doubt helped (as we shall see
below) by their increasingly easy access to foreign borrowing. In fact,
these countries were able to borrow in such quantities that the abundance
of foreign exchange over-valued their currencies, leading many LDCs to
adjust in the opposite direction than the one required by developments in
the real side of the international economy. In the NICs and some Latin
American countries, the rapid increase in exports was an additional factor
in their relatively rapid economic growth, as was the sharp increase in the
price of oil in the OPEC countries.

One of the most crucial issues regarding LDCs’ foreign borrowing
4 The rapid increase in DMEs imports from Middle Income LDCs during this period of low growth

and rising unemployment, led to anxieties about de-industrialization and calls for protectionism.
Nevertheless, several studies have shown that LDCs’ exports did not cause de-industrialization in
that period to any significant extent, that the LDCs also had a high rate of growth of imports of
manufactures from the DMEs, and that the Middle Income LDCs still had a substantial trade deficit
in manufactures with the DMEs. See, for example, A. Singh, “Third World Industrialization and the
Structure of the World Economy’, in D. Curry (ed.), Microeconomic Analysis: Essays in Microeconomics

and Development (London, 1981), and ‘Third World Competition and De-industrialization in Ad-
vanced Countries’, in T. Lawson, J. G. Palma and J. Sender (eds), Kaldor’s Political Economy (London,

1989).
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during this period is that it was consistent with international financial
market signals: when deflated by the price index of Latin America’s non-
oil exports, the London Inter-Bank Offer Rate (LIBOR) for operations in
U.S. dollars (three months) was actually negative in seven of nine years
between 1972 and 1980 (with an average value of —5.3 per cent).

Therefore, superficially at least, the floating exchange-rate regime (that
followed the breakdown in 1971 of the Bretton Woods’ relatively fixed
parities) and the world financial system were able to accommodate the
financial disequilibria following the 1973—4 oil shock. OPEC’s surplus
was recycled to the balance-of-payments constrained non-oil LDCs, en-
abling them to maintain growth momentum to the benefit of the world
economy through support of world aggregate demand. However, the
economic and financial disruptions even before the second oil shock of
1979 were a great burden on the DMEs, as were the high costs paid by
many LDCs after the 1982 debt crisis.>

After 1981 the economic performance of the Asian LDCs (including
China, India and the NICs) diverged sharply from that of Africa and Latin
America. Asia as a whole more than doubled its previous growth rate,
with China, India and the NICs showing particularly strong growth. On
the other hand, Africa and Latin America experienced a decline in per
capita income. Thus the income differential between Latin America and
Asia declined for the first time since 1820; and in the case of the NICs
(which had already overtaken Latin America’s income per capita in the
early 1970s), having reached in 1981 a level of income per capita one-
third higher than Latin America, by the end of the 1980s achieved levels
two and a half times those of Latin America.

In Latin America, the long period of sustained growth since 1950 came
to an abrupt end in 1980—81. For three decades the GDP of Latin Amer-
ica had grown at an average rate of 5.5 per cent per annum, while output
pet capita rose 2.8 per cent. However, during the 1980s the region
achieved a rate of growth of output of only 1.2 per cent per annum, while
income per capita declined at nearly the same rate. Almost every indicator
reflects this overall picture of stagnation and decline. Manufacturing out-
put, for example, which grew at a rate of 6.5 per cent per annum between

> See A. Hughes and A. Singh, ‘The World Economic Slowdown and the Asian and Latin American
Economies: a comparative analysis of economic structure, policy and performance’, and A. Fishlow,
‘Some Reflections on Comparative Latin American Economic Performance and Policy,” in T. Banuri
(ed.) Economic Liberalisation: no panacea (Oxford, 1991). In fact, 1982 was the first year since the
Second World War when the average per capita GDP in the LDCs actually fell.
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1950 and 1981, rose only 1.1 per cent between 1981 and 1990.% Gross
domestic investment per capita decreased from US$soo in 1980 to
US$330 in 1988 (both measured in 1980 prices). A negative transfer of
resources abroad of US$25 billion per year took place between 1982 and
1990 (US$221 billion in all); urban rates of unemployment at times stood
at over 20 per cent in several countries; many countries, including Brazil,
Mexico and Argentina, experienced three, four and even five digit rates of
inflation.

Thus, at the end of the 1980s the LDCs were a heterogeneous group:
several countries in Asia continued to exhibit dynamic economic growth,
whilst most countries in Africa and Latin America were suffering their
worst economic crises since the 1930s.7

LATIN AMERICA AND THE WORLD ECONOMY

Latin America interacted with the world economy mainly through the
international goods and financial markets. With regard to international
trade, demand-side factors consisted of: (a) the level of the international
demand for the region’s exportables; (b) the stability of that demand; (c)
the degree of access of Latin American producers to various international
markets; and (d) the terms of trade, that is, the prices of Latin America’s
exports relative to those of its imports. Supply-side factors relating to the
international goods markets centred on the region’s capacity to respond to
international demand, that is, the capacity to mobilize factors of produc-
tion (physical, human and financial).

Latin America’s linkages to the international financial market de-
pended, as it always had, primarily on supply-side factors: (a) the level of
international liquidity; (b) interest rates for both commercial and conces-

6 The most significant exception to this rule of stagnation and decline was the behavior of exports,
particularly the volume of manufactures, for which the rate of growth increased from 7.3 per cent to
16.2 per cent, respectively. This is primarily (though by no means exclusively) a reflection of
developments in the larger countries (particularly Brazil and Mexico). It is a remarkable phenome-
non which is discussed in more detail below.

7 The heterogeneity of the LDCs’ performance during the 1980s can be seen from the fact thac while
in the 1960s and 1970s the yearly output growth rates of LDCs had tended to cluster around 5-6
per cent, in the 1980s fluctuations grew larger. For example, during the 1980s the average yearly
growth rate of ‘high performers’ (LDCs with per capita yearly growth rates of 2 per cent or more and
above-trend levels of investment) was more than five times faster than the average of ‘poor performers’
(LDCs thar failed both tests); the first group of LDCs contained fourteen countries and the second
forty-five (including most of Sub-Saharan Africa and Latin American countries). There was a third
group of LDCs that performed poorly on only one of the two criteria.
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sional loans; (¢) credit rationing; (d) the type of conditionality attached to
foreign loans; and (e) the level of capital flight, which depends, among
other things, on access to foreign tax havens.?

The chronology of Latin America’s relationship with the external environ-
ment (and its effects on the region’s economy and policy-making) can be
divided into four phases: first, the 1950s; second, the following years until
1973; third, the decade between the first oil shock and the financial crisis of
the early 1980s; and finally, the subsequent years of recessive adjustment.

The 195058

The main characteristics of this period were the (justifiable but exagger-
ated) pessimism with which the region viewed the prospects for exports of
traditional primary commodities and its access to international financial
markets, and the (also justifiable but exaggerated) optimism regarding the
prospects for ISI. As a result, the period is characterized by a progressive
delinking from the international economy and the implementation of
ambitious industrialization programmes.

Latin America’s scepticism about the possibility for sustained access to
international financial markets can be traced back to the Depression of the
1930s {and, in some cases back to the First World War). The collapse in
the DMEs’ demand for primary products (which made a large contribution
to the region’s output, public revenue, employment, investment and
savings) and sudden halt in the flow of new lending to Latin America in
1929 plunged the region into a period of economic hardship that persisted
for more than a decade.

During the 1950s the DMEs’ demand for a primary products grew
slowly, particularly during the first half of the decade, when it averaged
less than 2 per cent per annum. Moreover, the positive effect on export
prices associated with the Korean War was short-lived; export prices fluctu-
ated considerably during this decade. And the terms of trade fell by more
than 20 per cent. At the same time, Latin American countries continued
to have difficulties penetrating many DMEs’ markets, particularly for
8 Latin America's foreign borrowing has been basically supply-determined. Latin American countries

seem prepared to borrow as much as they are allowed by the international financial markets, often
irrespective of the prevailing interest rates. Thus, the four periods of large increases in foreign
borrowing which have taken place since independence — the late 1810s and early 1820s, the 1860s
and early 1870s, the 1920s and the 19705 — have all been made possible by particularly high levels

of international liquidity. See C. Kindleberger, Manias, Panics and Crashes: a History of Financial
Crises (London, 1978).
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more processed primary products. Latin America could not look to the
financial markets to relieve pressure on the economy caused by the foreign
exchange constraint. The defaults of the 1930s continued to complicate
efforts co obtain new loans throughout the 1950s. At end of the 1940s, 53
per cent of outstanding publicly offered or guaranteed dollar bonds were
still in default (interest and sinking fund), 45 per cent were receiving an
‘adjusted’ debt service, and only 2 per cent were being serviced in full.®
Even if Latin America had had normal access to international financial
markets, the cost of new loans would have made this expensive. During
the 1950s real interest (deflated by changes in non-oil export prices) rose
rapidly, reaching an annual peak of 14 per cent in 1958.°

The region’s pessimistic view of the international goods and financial
markets at the beginning of the 1950s is therefore understandable. How-
ever, the reaction against primary commodities exports was so dispropor-
tionate that the share of these exports in GDP halved during the 1950s
(down from 17.2 per cent to 8.9 per cent). This neglect of the export sector
was carried to such an extent that, when the international markets for
primary products did eventually pick up towards the end of the 1950s,
Latin America had little capacity to respond (see Figure 4.3 below). Thus,
when the yearly rate of growth of DMEs’ imports of primary products
increased from 1.9 per cent (first half of the 1950s) to 6 per cent (mid-1950s
to 1972), Latin America’s export of primary commodities only increased its
rate of growth from 1.7 per cent to 3.3 per cent.

The combination of slow growth in the volume of exports and rapidly
declining terms of trade meant that Latin America’s capacity to import
remained stagnant during the 1950s.'" As a result, while the output of the
region was growing at 5.1 per cent per year, the actual purchasing power

9 See Foreign Bond Holders Protective Council, Annual Report for the Years 1946—49 (New York,
1950), and R. Dornbusch, “World Economic Issues of Interest to Latin America’, in R. E. Feinberg
and R. Ffrench-Davis (eds), Development and External Debt in Latin America (Notre Dame, Indiana,
1088).

10 This happened despite the fact that nominal interest rates reached only 5 per ceat. To obtain real
interest rates from the point of view of Latin America, we have deflated nominal interest rates of
international financial markets by the export price index of Latin America’s non-oil exporting
countries. We have chosen this deflator rather than the price index that includes oil-exporting
countries, because the non-oil index reflects more closely the situation of the large majority of Latin
American countries; in any case, the indices of both groups of countries remained very similar until
the oil shock of 1973. See Figure 4.4 for sources and methodology.

'l Latin America’s capacity to import cortesponds to the volume of exports multiplied by the terms of
trade (from 1973 onwards, by the non-oil exporters terms of trade); it reflects the amount of
imports that can be purchased by Latin America's exports (non-oil exports from 1973).
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of the region’s exports in 1960 was still stuck at the 1950 level (see Figure
4.2 below).

The poor performance of the export sector during the 1950s was re-
flected in a decline in the region’s trade surplus, which fell from 3.9 per
cent of GDP in 1950 to only 0.7 per cent in 1959 (both figures are three-
year averages; see Figure 4.5 below). As the trade surplus vanished, the
deficit in current account increased from US$ 1.4 billion in 1950 to US$3
billion in 1959 (both figures in 1980 prices and three-year averages).
Although this represented only a modest 1—2 per cent of GDP, the Latin
American countries found themselves unable to borrow to any significant
extent on the international financial markets. As a consequence, an exter-
nal constraint began progressively to obstruct the growth of output, fiscal
revenues, employment, investment and savings.

Many Latin American countries (particularly in South America) tried to
use deficit financing to limit the adverse effects of this emerging external
constraint and also to finance an ambitious programme of infrastructural
investment. The combined public sector borrowing requirements of Latin
American countries grew (in real terms) at a rate of 12 per cent per annum
during this period and in several countries (particularly in Argentina,
Brazil and Chile) excessive public sector borrowing generated inflationary
pressures. Thus, to the emerging external disequilibrium most Latin
American countries added a damaging domestic imbalance.

High rates of inflation prompted the first stabilization plans of the post-
war period, for which external financing had to be sought under the supervi-
sion of the International Monetary Fund (IMF). Attached to this source of
finance was the condition that inflation-ridden Latin American countries
adopt a set of monetarist macroeconomic policies which disregarded the
structural sources of inflation. These monetarist stabilization plans were the
subject of great controversy in Latin America and were strongly criticized by
the United Nations’ Economic Commission for Latin America (ECLA).?

One of the main concerns of the structuralist economists associated with
ECLA was that orthodox stabilization policies would only work at the cost
of slowing down the process of industrialization, together with the growth
of investment and employment. The monetarists’ emphasis on the reduc-
tion of domestic absorption would mean that control of inflation would
12 See, for example, J. Noyola ‘El desarrollo econémico y la inflacién en México y otros paises

Latinoamericanos’, Investigacién Econémica, 4th quarter, 1956; O. Sunkel, ‘Inflation in Chile: an

unorthodox approach’, 1958, reprinted in 1960 in International Economic papers, 10; and A. Pinto,
‘Ni Estabilidad ni Desarrollo — la politica del FMI’ (Santiago, 1958).
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come at the expense of investment, an unsavoury trade-off for countries
engaged in concerted industrialization efforts. Thus, from a structuralist
point of view, these policies created a false dilemma between price stabiliza-
tion and growth.

The structuralist approach, on the other hand, sought to reduce infla-
tionary pressures not by ‘repressing’ inflation, but by attacking the root
causes of inflation which they saw mainly as shortages of key products
which constrained domestic production growth. Thus the modernization
of agriculture, particularly land tenure systems and the fostering of ISI
were considered to be as important in the struggle against inflation as the
control of monetary aggregates.

Under the pressure of these external and internal disequilibria and
also motivated by political and ideological considerations, most Latin
American countries attempted to diversify their economies away from
traditional output structures. In this sense, trade policies during this
period were not primarily about trade, but about production incentives
to foster structural change and the financial requirements of these
changes. Under the intellectual influence of ECLA — in particular that
of Radl Prebisch — they tried to accelerate economic growth by swit-
ching the engine of growth from primary commodities to the ma-
nufacturing sector. The effects of this policy are all too evident in
Figure 4.1.

Thus, the trade and industrialization policies of the 1950s have to be
judged against the background of the developments in the international
economy during the 1940s and 1950s, and of the changes in the intellec-
tual and political paradigms of the region. The ‘collective memory’ of the
1930s and the restrictions of external supply of goods and finance during
the war reduced the availability of imported manufactures, fostered the
domestic production of import substitutes and strengthened the political
clout of both the industrial entrepreneurs and the more progressive intelli-
gentsia. This new climate was reinforced by the fact that when foreign
supply was normalized after the war, Latin America still faced obstacles to
expanding and diversifying their exports and to being able to have access
to international finance.

However, ISI suffered greatly from the fact that trade and industrializa-
tion policies were executed through unsophisticated, unnecessarily ob-
scure, and often particularly inefficient controls. There arose a great variety
of tariff and quantitative import restrictions, widely fluctuating multiple
exchange-rates, and varied administrative obstacles to primary commodity
exports; these controls were not only unnecessarily complicated and often
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Figure 4.1. Latin America: Shaves of manufactures, exports and exports of
primary commodities in GDP, 1950—90 (%)
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share of exports (at current prices) from John Wells, Latin America at the Cross-roads
(Santiago, 1988) updated with ECLAC statistics.*3

unpredictable, but also, in some cases, subject to bureaucratic manipula-
tion. As Nicholas Kaldor commented in an article discussing Chile’s eco-
nomic policies of the 1950s: “The Chilean Governments have . . . pursued
a policy of intervention with a multiplicity of detailed and complicated
controls . . . without any clear overall view of either the basic objectives
which these instruments were intended to serve, or of any overall attempt

13 There are some important discrepancies between different sources regarding the actual share of
exports in GDP (but not regarding its trend). The dara for the years 1950~60 is taken from ECLA,
External Financing in Latin America (New York, 1965), and for 1960—90 from IMF, International
Financial Statistics Yearbook (Washington, D.C., various issues). The data from the latter source is
similar to that of ECLA’s Preliminary Overview of the Latin American Economy (Santiago, various
issues), and differs from that found in the United Nations, Monthly Bulletin of Statistics (New York,
various issues). Although this statistical discrepancy is important, both series present a similar
tendency for the export sector during this period. For a discussion of this problem, see Wells, Latin
America at the Cross-roads, p. 22.
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to assess their efficacy in relation to such objectives. . . . All this is not
intended as a defense of the free market or of /aissez faire or as an argument
against economic planning — (it is about) the appropriateness of the instru-
ments chosen.’t4

By the end of the 1950s, various countries were experiencing
problems with their industrial development, while unemployment and
poverty persisted, thus creating increasing frustration in wide social
sectors.

As this frustration with the slow pace of change arose across a range of
groups, a series of criticisms against the design of industrial policies was
developed. The main focus of such criticisms — in which ECLA had a
crucial influence — was the difficulties involved in continuing Latin
America’s ISI in ‘watertight compartments’, that is, within each coun-
try’s frontiers.

Two things were crucial in this attempt to adjust the process of ISI
towards the end of the 1950s. First, it was obvious that the size of
domestic markets was too small to take advantage of economies of scale in
a large number of manufacturing activities. Second, after the normaliza-
tion of economic life in Europe, DMEs were setting an example of trade
integration through the establishment of the European Common Market
and the successive rounds of tariff liberalization within the framework of
GATT. Support therefore grew for Latin American regional integration,
particularly as a way to accelerate the process of industrialization. At the
beginning of the 1960s groups of countries were giving shape to LAFTA
(the Latin American Free Trade Association) and the Central American
integration scheme, which were followed by the Andean Pact in the late
1960s. These initiatives achieved some important results, though they
were modest compared with original expectations (see the section on Latin
American Economic Integration in this chapter).

As in the case of the export pessimism of the period, the industrializa-
tion optimism of the 1950s seems to have been justified, but exaggerated.
Latin America did manage a convincing yearly rate of growth of manufac-
tures during the 1950s (6.6 per cent) — with the production of steel
growing at a rate of 13 per cent per annum, cellulose and derivatives of oil
at 11 per cent each, and manufactured exports (during the second half of
the 1950s) at 7 per cent. As a result, the share of manufactures in GDP
grew from 18 per cent to 21 per cent. Manufacturing was also an effective

4 Nicholas Kaldor, ‘Economic Problems of Chile’, E/ Trimestre Econdmico, (April-June, 1959), p. 12.
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engine of growth for the whole of the economy, with gross domestic
investment expanding at a yearly rate of 7.8 per cent and GDP at 5.1 per
cent. However, practically the whole orientation of economic policy and
an inordinate amount of new resources were directed towards ISI, with the
consequent neglect of traditional export activities and agriculture for the
domestic market; in turn, ISI was constantly under threat of a foreign
exchange constraint produced by the slow growth of exports. At the same
time, many of the social and political problems that industrialization was
supposed to solve remained unresolved.

As is now obvious with the benefit of hindsight, policy-makers of the
1950s were excessively pessimistic regarding the economic potential of
the primary commodity sector and unreasonably optimistic about the
long-term effectiveness of their new engine of growth. Ironically,
something similar occurred at the end of the 1980s, when pessimism
about ISI stood alongside exaggerated expectations regarding the new
engine of growth, the primary commodity export sector. This excessive
reliance on the economic dynamism of one particular economic activity
has often led to highly unbalanced economic structures under which the
engine itself was likely to lose its power. The increasing awareness of
these shortcomings encouraged a relaxation of the anti-export bias during
the 1960s.

1960-1973

As we have seen, the period from 1960 to 1973 constituted the most
dynamic phase ever in the economic history of DMEs and LDCs alike.
Reciprocal trade liberalization among DMEs was one of the central fea-
tures of the international economy during this period and the driving force
behind both the rapid technological change and the intra-industry special-
ization that took place. DMEs’ imports of manufactures grew at a rate of
12 per cent per annum and their exports at 8 per cent per annum during
this period; as a result, the ratio of exports to GDP in DMEs increased
from 10 per cent in 1950 to 13 pet cent in 1960 and 16 per cent in 1973.
The increasing importance of transnational corporations was also condu-
cive to more dynamic trade growth. This latter development, however,
presented both opportunities and obstacles for LDCs; while these corpora-
tions contributed to productivity growth, in many cases they controlled
marketing channels and used them to limit market access of new competi-
tors from LDCs.
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Among LDCs, the best performance was posted by the NICs and some
Latin American countries (particularly Brazil, Mexico and Colombia). The
first group of countries benefited enormously from the DMEs’ rapidly
growing demand for imported manufactured goods, which, as Figure 4.2
shows, grew almost twice as fast as their demand for primary commodities
during this period.

From this point of view, Latin America made two mistakes: it contin-
ued to rely heavily on exports of primary commodities that faced slower
and unstable demand growth (instead of making a special effort to direct
new industries towards export markets), while being unable to increase
export volumes even in step with the growth of demand (due to the anti-
export bias of their trade policy). As a result, its capacity to import grew
even slower than its exports (particularly in the first half of the 1960s).
Therefore, the growth of the region had to continue struggling against a
balance-of-payments constraint.

During this period, two major regional circuits emerged: one within
Europe and between Europe and the United States, and the other formed
by the East Asian countries under Japan's leadership, including the NICs
and other Asian countries. The main characteristic of these circuits was
the positive effects of the growth of manufactured exports on the industrial-
ization process. In the case of the more advanced DMEs, the principal
instruments were the reduction of tariffs and other trade barriers, and the
transnationalization of capital (which also encouraged the transfer of tech-
nology from the United States to Europe). In the East Asian countries the
most important instrument in terms of industrial policy was the active
role played by the State in defining priority sectors in which these coun-
tries launched major drives to accelerate technological learning. On the
tariff front, racher than across-the-board import liberalization, this second
group of countries used protection in a more flexible and effective way
than Latin American countries. They tended to grant similar effective
protection to producers for domestic and for foreign markets, but with
large variations among products.

The experiences of the NICs exerted some positive influence over the
orientation of Latin America’s industrial policies. Latin America’s initial
exclusive reliance on ISI as a route to industrialization was reaching its
limit at the end of the 1950s, as import ratios declined to their minimum
and the share of primary commodities exports in GDP fell by half. Thus,
by the beginning of the 1960s this model had outlived some of its useful-
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Figure 4.2. DMEs: imports of manufactures and primary commodities. Latin
America: exports and capacity to import, 1950—90

1750

1500

1250

1000

750

500

250

100
0 ] )
1950 1960

1

] )
1980 1990

Notes: 1950 = 100. All figures are in constant US$ terms (quantum).

A: DMEs’ imports of manufactured goods. B: DMEs’ imports of primary com-
modities. C: Latin America’s exports. D: Latin America’s exports of primary
commodities. E: Lacin America’s capacity to import.
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ness as evidenced by the growing internal and external imbalances which
characterized Latin American economies. These problems and the success
of the NICs led many Latin American countries to try to complement their
pattern of industrialization with many forms of export promotion (subsi-
dies, dual exchange rates, export processing zones, regional integration,
and so on), but export markets were not viewed, as they were in the case of
the NICs, as their main engine for growth in the manufacturing sector.

Another policy tool that was used in this attempt at integrating both
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dimensions of trade policy (creating incentives for a more selective ISI as
well as for exports) was the exchange-rate reform that took place first in
Chile (in 1965), followed by Colombia (in 1967) and Brazil (in 1968).
These nations started to follow the so-called ‘crawling-peg’ policy that
represented a major policy innovation (see below, p. 204).

Despite the expansion of the demand for primary commodities, Latin
America’s terms of trade continued to decline until 1967, at which time
they had fallen to a level nearly 30 per cent below that of 1950. There was
a small recovery between 1967 and 1972 (6 per cent) and then, with the
oil shock of 1973 and its repercussions on the prices of other primary
commodities, Latin America temporarily recovered in just two years from
the decline in its terms of trade suffered since 1950.

The rapid growth in world demand for manufactures, the easier access to
DMEs’ markets for manufactures, and the stronger industrial base of several
Latin American countries, combined to produce significant growth in ma-
nufactured exports. Between 1960 and 1973, Latin America expanded
exports of manufactures at a yearly rate of 11 per cent; this rapid growth
increased the share of manufactures in total exports from 9 per cent in 1960
to 21 per cent in 1973.'5 This contrasts sharply with the low 3.3 per cent
annual rate of growth of primary commodities exports, a rate which is /ess
than half the 7 per cent growth of the DMEs’ demand for these products
during this period. As a result, the share of primary commodity exports in
GDP dropped to an even lower level, down from 9 per cent in 1960 to 6 per
cent in 1972, or just one-third of the 1950 level of 17 per cent.

As Figure 4.3 shows, this decline in the share of exports to GDP in
Latin America contrast sharply with the experience of other LDCs and
DME:s during this period of rapid expansion in world trade.

The slow growth of primary commodity exports (which still accounted
for some 80 per cent of exports) had a negative effect on Latin America’s
trade balance, which was reversed from a small surplus equal to 0.8 per
cent of GDP in 1960 to a deficit of 1.1 per cent in 1971 (both figures are
three-year averages, see Figure 4.5 below). As the trade balance deterio-
rated, the deficit in current account grew from US$2.9 billion in 1960 to
US$8.6 billion in 1971 (both figures in 1980 prices and three-year
averages).

3 The positive contribution of Latin American economic integration to the process of industrializa-
tion in the region is illustrated by the annual rate of growth of nearly 15 per cent recorded by intra-
regional exports of manufactures during this period.
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Figure 4.3. Latin America, Asia, OECD and World: Long term trends of the
ratio of merchandise exports to GDP, 1900—90 (%)
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Overall, except for primary commodities exports and agriculture for the
domestic market (which had a rate of growth of 3.3 per cent per annum in
both cases anyhow), the 1960—73 period, from an economic point of view,
was the most dynamic in Latin America’s history. Manufacturing produc-
tion grew at a yearly rate of 6.8 per cent and its shares of GDP rose from
21 per cent to 26 per cent. Gross domestic investment expanded 9 per
cent per annum (that is, the level of investment in 1973 more than tripled
that in 1960). GDP grew at a yearly rate of 5.9 per cent, which meant
that output doubled during this period; and, given the 2.7 per cent
annual growth of population, income per capita increased 3.2 per cent per
annum. The abrupt end to the ‘Golden Age’ in DMEs, the limits of ISI (as
it was being implemented in Latin America), the oil shocks of 1973 and
1979, and the negative consequences of financial liberalization after 1973
(with the excessive borrowing and its often inefficient use), were radically
to change most of this rapid development process in Latin America.

1973—81

The most significant economic event in the 1970s was the four-fold in-
crease in the price of oil in 1973—4, after several years of decline in real
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terms. The timing of this unexpected price rise was (economically and
politically) extremely inconvenient for the DMEs, as it came on top of
mounting economic problems. The oil shock (and the price increases in
other commodities that followed) came at a time when the ‘Golden Age’
was showing clear signs of winding down. The ‘Bretton Woods regime’
had been undermined by the U.S. unilateral abandonment of the convert-
ibility of the dollar in 1971 and its subsequent devaluation. By 1973 the
new floating exchange-rate system was not yet firmly established. This
new system had to struggle with abrupt changes in the DMEs’ and LDCs’
balance of payments; in just one year, the increase in oil prices turned the
DMEs’ current account from a surplus of US$10 billion into a deficit of
US$15 billion, and that of the non-0il LDCs from a deficit of US$9 billion
into one of US$21 billion. Together with the private international finan-
cial markets, the new floating-rate system was burdened with the largest
ever trade-related transfer of resources from the DMEs to a group of LDCs
(OPECQ), as well as recycling a large share of these resources back from
initially low-absorbing OPEC to the DMEs and non-oil exporting LDCs.

In terms of economic growth, most LDCs were able to adjust to the
1973—4 shock better than the DMEs. However, LDCs were more ad-
versely affected by the twin oil and financial shocks of 1979 and 1982,
with the exception of some Asian countries. Thus, while the average
yearly growth rate of DMEs fell from nearly 5 per cent in the years 1960—
73 to 2.8 per cent in the years between the two oil shocks, the LDCs’
growth declined only marginally from about 6 per cent to 5.2 per cent.
However, as we shall see below, after 1982 many LDCs, particularly those
in Africa and Latin America, experienced a sharp decline in their levels of
economic activity from which many had still not recovered at the begin-
ning of the 1990s.

The 1973—4 oil shock obviously had a different effect on the oil-
exporting and oil-importing LDCs. In the case of Latin America, net oil
exports rose (in 1981 prices) from US$7 billion in 1973 to US$23 billion
in 1981. However, as Figure 4.4 shows, the oil shocks of the 1970s
affected the terms of trade of oil exporters and those of oil importers of the
region in opposite ways.

Among Latin America’s oil exporters, Venezuela, Ecuador and later
Mexico were the main beneficiaries of the oil shocks. Peru also became an
oil exporter, but expectations of windfall gains were frustrated when
actual reserves turned out to be less than previous estimates. Most other
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Figure 4.4. Latin America: terms of trade and real interest rates, 1950—90
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countries were net importers, with Brazil’s oil bill reaching 54 per cent of
the country’s total imports in 1983.

Venezuela, then the principal Latin American producer of oil, experi-
enced a major increase in exports earnings and domestic disposable in-
come. Exports rose from US$3.1 billion in 1972 to US$11.3 billion in
1974, with real income increasing by one-quarter due to the terms of trade
effect alone. However, Venezuela followed OPEC's policy of reducing
output in order to support prices; as a result, its exports fell by 20 per cent
in 1975 and did not recover their 1974 nominal value until the new round
of price increases in 1979. Paradoxically, GDP at constant prices (includ-
ing constant terms of trade) did not increase after the oil shock. The non-
oil sector grew but this was counter-balanced by the fall in oil output. A
similar phenomenon was found in Ecuador whete the production of oil was
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reduced while domestic consumption rose sharply, induced partly by low
domestic prices for oil and its derivatives. The picture was different in
Mexico; this country, which was not a member of OPEC, benefited from
the discovery of new reserves by substantially increasing output. As a
result, Mexico’s share of Latin America’s oil output rose from 9 per cent in
1973 to 44 per cent in 1982.

Latin American oil exporters also substantially raised their levels of
foreign borrowing. Their improved creditworthiness encouraged overly
liquid international bank lenders to exert strong pressures on Latin Ameri-
can countries to increase foreign borrowing and to liberalize domestic
capital markets.

Latin American oil importers responded to the first oil shock in various
ways. Some, notably Brazil, behaved as if the change in the international
relative price of oil was temporary, borrowed heavily abroad and sustained
a high level of investment, in an attempt to maintain a dynamic GDP
growth. This was termed ‘debt-led growth’. Foreign borrowing not only
helped countries like Brazil to continue their growth momentum, but also
benefited the world economy by maintaining global aggregate demand
following the massive transfer of resources from countries with high ab-
sorption capacity to initially low-absorbing OPEC countries. In other
Latin American countries, like Chile, which faced declining export prices
and restricted access to international financing, a more orthodox adjust-
ment to the new structure of relative prices was implemented by abruptly
reducing economic activity.

After the 1979 oil shock, Brazil, having already accumulated a large
debt and having some difficulty in refinancing amortization, chose to
reduce its level of economic activity. However, Southern Cone and oil-
importing countries like Chile, which since 1976 had gained increasingly
easy access to bank financing, increased their foreign borrowing heavily
until the sudden cessation of voluntary lending by commercial banks in
1982 (see External Financing and Domestic Adjustment in this chapter).

Most countries were thus confronted with an over-supply of cheap
foreign funds. The standard reaction in response to an excess supply of
foreign currency was a growing appreciation of exchange-rates in relation
to their purchasing power parities. Exchange-rate appreciations and easy
access to financing were reinforced by imporrt liberalization policies imple-
mented by several Latin American countries. This process was more in-
tense in countries launching neo-conservative experiments such as Argen-
tina and Chile, and in new oil-exporting countries like Mexico, whose
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foreign currency availability increased dramatically with both foreign
loans and rapidly growing oil export proceeds. As a result, between 1973
and 1981 Latin America’s imports of goods increased in real terms (1980
prices) from US$44 billion to US$93 billion, and its current account
deficit from US$10 billion to US$40 billion.

Closer financial links between Latin American countries and the interna-
tional financial markets further tied the economic fortunes of the region to
the economic policies and performance of the DMEs. Traditionally, the
links between the two had worked mainly through trade-flows, with the
DMEs’ level of demand for primary commodities being the crucial factor.
Under the new conditions, a strong and unstable financial link was added,
characterized by floating interest rates and large amounts of loans with
short term marturities.

Within this framework, the inability of DMEs stabilization policies to
curb inflationary pressures and reactivate growth in the second half of
the 1970s contributed to the Latin American countries’ external imbal-
ances. The turning point for Latin American countries was associated
with three shocks: first the unprecedented rise of interest rates, partly
associated with the second oil shock; second, the 14 per cent deteriora-
tion in Latin America’s terms of trade between 1980 and 1982 (18 per
cent for non-oil exporters); and third, the sudden cessation of foreign
lending. As has happened often in the past during times of crisis, DMEs
transferred part of the cost of their adjustment to the periphery via the
combination of high nominal interest rates (this time on a floating
interest rate debt), a halt to their lending, contraction of imports, and
low prices for primary commodities’ imports (see External Financing and
Domestic Adjustment in this chapter).

Paradoxically, notwithstanding the negative and unstable external envi-
ronment and the problems created by the neo-conservative experiments in
the Southern Cone countries (which exhibited a rather poor record), Latin
America’s growth performance between 1973 and the early 1980s was still
competent, particularly in comparison with that of the DMEs (see Table
4.3 below). Exports of primary commodities exhibited a weak perfor-
mance; some oil exporters reduced sharply the production of oil in order to
support the increased world price. This was reflected in the fact that the
volume of total exports of oil-exporting nations reached in 1980 a level
similar to that in 1970. However, exports of manufacturers of all the
region achieved a vigorous growth, with their volume averaging a 12 per
cent annual rise in the 1970s, a figure similar to the 1960s. Gross domes-
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tic investment (partly financed by the growing foreign debt) increased by
one-third (in real terms), with the share of investment in GDP rising from
19 per cent in the 1960s to 24 per cent in the second half of the 1970s. In
turn, GDP grew at an annual average rate of 5.2 per cent in 1973—80
although falling to nearly zero in 1981, due to the early arrival of the
recession in Argentina and Brazil. Since the DMEs only achieved an
annual rate of GDP growth of 2 per cent in this period, income differen-
tials between Latin America and DMEs were reduced during the 1970s:
according to World Bank estimates, the ratio of Latin America’s income
per capita to that of the High Income OECD members rose from 17 per
cent in 1973 to 19 per cent in 1981.

However, the mounting internal and external deficits could not be
financed by foreign and domestic debt forever. The sudden halt in foreign
loans in mid-1982 meant that Latin American countries had to start
paying the service of foreign debt from export revenues and not from
additional borrowing. Thus, Latin America was forced to stop its ‘debt-
led’ growth and implement a drastic adjustment process so as to reverse
the growing domestic and external imbalances. A recessive adjustment
put an end to the longest period of sustained economic growth ever
experienced by the region.

The 19805

The region faced a deep crisis during the 1980s arising from both the large
debt accumulated during the 1970s and the recessive effects of the worst
external environment since the 1930s, both in the goods and the financial
markets. During this decade, the region was confronted with the combined
shock of the massive increase in real LIBOR (London Inter-bank Offer Rate)
from —2.5 per cent in 1979 to 22 per cent in 1981, a complete cessation of
voluntary lending by the international financial markets, stagnation of
DMEs’ demand for primary commodities (which grew at a yearly rate of
only 0.3 per cent between 1980 and 1987), and a 23 per cent drop in the
terms of trade between 1980 and 1990 (19 per cent in non-oil countries). As
a consequence of the suspension of voluntary lending, the increase in inter-
est payments, and the reduction of foreign investment, capital outflows
from Latin America exceeded capital inflows into the region (see External
Financing and Domestic Adjustment in this chapter).

The enormous task required to generate the foreign exchange needed to
service Latin America’s foreign debt was made more difficult by the sharp
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fall in the prices received for its exports. Thus, for instance, despite an
increase in the volume of Latin American exports by 30 per cent between
1980 and 1986 (helped by substantial devaluations of domestic curren-
cies), the actual value of exports dropped by 12 per cent.

However, there was a significant difference between the performance of
the primary commodities export sector and that of manufactured goods.
Qutput of primary goods (excluded oil) reacted better and faster to the
domestic recession. For instance, agriculture, forestry and fishing in-
creased its share of GDP (at constant prices) from 9.6 per cent in 1980 to
10.8 per cent in 1985, and thereafter fluctuated around that share. On the
other hand, manufacturing dropped from 26 per cent of GDP in 1980 to
24 per cent in 1990, with the level of its value-added almost stagnant in
both years. The volume of agriculture and mineral exports increased mod-
erately, though faster than DMEs’ demand for these goods, with a depress-
ing effect on international prices. However, exports of manufactures rose
strongly, notwithstanding the stagnated domestic sectoral output. In face,
the volume of manufactured exports averaged a 9 per cent annual growth
during the 1980s. There was a significant opening of the sector to trade,
strengthening the trend inaugurated in the mid-sixties. As a result, the
share of manufactures in total exports doubled during this period reaching
nearly 40 per cent (see also Figure 4.7 below).

The slow growth of total export revenue as a consequence of declining
relative prices meant that Latin America had to generate foreign exchange —

both to close the gap in its balance of trade and to achieve enough surplus to
service its foreign debt — mainly through a reduction in imports. Thus, in
order to convert the 1981 trade deficit of US$14 billion into a surplus of
US$36 billion in 1984, the region had to reduce imports of goods and
services from US$127 billion to US$78 billion, almost a 40 per cent reduc-
tion. To achieve this, policy-makers by and large opted for a combination of
devaluation and massive reductions in absorption. The cost pressures of
devaluation proved to be notably stronger on domestic prices than the
depressive effect of repressed demand.

Inflationary pressures (partly because of the rapid increase in public
sector deficits due to the service of the public debt and mounting subsidies
to private debtors) brought the annual increases in the level of consumer
prices to three, four or even five digits in many Latin American countries:
12,250 per cent in Nicaragua (1988), 11,750 per cent in Bolivia (1985),
672 per cent in Argentina (1985), 667 per cent in Peru (1988), 586 per
cent in Brazil (1988) and 132 per cent in Mexico (1987). In brief, for
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several years in the 1980s, many Latin American countries experienced
hyper-stagflation.

ISI-LED GROWTH AND STRUCTURAL CHANGE

This section focusses on the process of ISI and its effects on the rest of Latin
America’s economic structure. Although, to a certain extent, each country
has attempted to follow its own industrialization path, most Latin Ameri-
can countries from the 1950s to the 1980s have in common the basic
feature of relying upon the manufacturing sectors as their main engine of
growth. It is therefore possible to speak of a common Latin American
development experience of ISI during this period, although the policy
instruments, timing, intensity and achievements of their industrialization
processes may differ.

As we have seen, from 1950 to the early 1980s, Latin America experienced
a long phase of sustained economic growth, which had no precedent in its
economic history. Latin America’s average yearly growth rate between
1950 and 1981 was one-quarter faster than that of the DMEs (5.3 and 4.2
per cent per annum, respectively). Latin America’s relative growth perfor-
mance was particularly strong during the inter-shock period (1973-80).
However, this dynamic Latin American average performance masks a great
difference between countries.

As Table 4.3 shows, the most striking disparity is found between the
three largest economies, Argentina, Brazil and Mexico. In 1950, at the
beginning of this period, Argentina’s was the largest economy in the
region, accounting for one-quarter of combined GDP; it had a level of
output 10 per cent larger than that of Brazil and 25 per cent larger than
that of Mexico. Due to its poor relative performance between 1950 and the
early 1980s, Argentina’s GDP only grew by a factor of 2.7, while Brazil
recorded a sevenfold increase. By the end of the period Brazilian GDP had
reached nearly three-quarters of U.K. GDP. Mexico achieved a similar
high growth during the period. By 1990 Brazil and Mexico together
accounted for nearly three-fifths of Latin American GDP. In that year,
Argentine output corresponded to only about one-third of the Brazilian
and one-half of the Mexican output.

If we compare the performances of Brazil and Mexico with that of the
Asian countries, we find that their record between 1950 and 1981 was
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Table 4.3. Latin America: growth of gross domestic product (GDP), 1950—907
(annual average compound growth rates)

195060 1960-73 1973-81 1950-81 1981—90 1950-90

Argentina 2.8 4.0 1.2 2.9 -0.6 2.1
Brazil 6.8 7.5 5.5 6.8 2.3 5.8
Chile 4.0 3.4 3.6 3.6 2.5 3.4
Colombia 4.6 5.6 4.5 5.0 3.9 4.8
Mexico 6.1 7.0 6.6 6.6 0.8 5.3
Peru 5.5 4.8 3.8 4.8 —-1.7 3.3
Venezuela 7.6 4.7 —-o.1 4.4 0.6 3.5
Small countries? 3.6 5-4 4.3 4.5 1.2 .8
LATIN AMERICA 5.1 5.9 4.5 5.3 1.3 4.4
Oil exporters” 6.1 6.1 4.8 5.8 0.4 4.6
Oil importers 4.2 5.8 4.2 5.0 2.1 4.3
Notes:

% Figures for the 1950s and 1960s are measured in US$ 1970, and from 1970 to 1990 in
US$ 1980.

¢ Includes twelve countries, ¢ Includes five countries.
Source: Data from ECLAC, Statistical Division.

much better than either that of China or India, but not quite as good as
that of the NICs. According to World Bank methodology, the income per
capita differential between Brazil and Mexico on the one hand, and the
NICs on the other, was reversed during this period, from the former
having a 22 per cent advantage in 1950 to the latter having achieved a 16
per cent edge in 1981. However, most of this change is due to Brazil and
Mexico having had a faster population growth (3 per cent and just less
than 2 per cent, respectively); in fact if the NICs had had the same rate of
population growth, other things being equal, the per capita income differ-
ential between these two groups of countries would hardly have been
reduced in these three decades (from 22 per cent to 17 per cent in favour of
Brazil and Mexico).

During the 1980s, however, these two Latin American countries
petformed much worse than all the Asian countries. Thus, the income
per capita differential between Brazil—-Mexico and China—India, having
increased from being 5.3 times larger in the former in 1950 to 7.8
times in 1981, fell to just 4.6 times larger in 1990. Between the two
Latin American countries and the NICs, the income per capita differen-
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tial that was 22 per cent higher in the former in 1950 had become a
massive 2.3 times higher in the NICs in 1990.¢

Brazil and Mexico’s performance between 1950 and 1981 is also impres-
sive relative to that of the DMEs. During this period, the two Latin
American countries grew at an average yearly rate approximately 50 per
cent higher than the rate of the DMEs; thus, despite their much faster
population growth, they managed to increase their income per capita
relative to that of the high income OECD countries from 16 per cent to 21
per cent. This phenomenon was more marked if the comparison is made
with the United States alone; during this period, Brazil and Mexico re-
duced their income per capita differential with the United States from a
factor of approximately 8 to one of 5. However, between 1981 and 1990,
this change was partially reversed.

Latin America’s economic growth between 1950 and 1981, and the rapid
transformation of its productive structure, was made possible by a remark-
able process of capital accumulation. Gross domestic investment grew at a
yearly rate of 7.4 per cent (that is, the level of investment in 1981 was, in
real terms, about 9 times higher than that of 1950), and investment in
machinery and equipment grew even faster, at a yearly rate of 8 per cent.'?

This accumulation resulted from the productive use of both domestic
and foreign investable resources, encouraged by institutional changes in
the public sector and in capital markets. As Table 4.4 shows, investment
grew faster than GDP during this period, increasing from 18.4 per cent of
GDP in the 19505 to 22.2 per cent in 1973—81. Thereafter capital
formation slowed down sharply with Latin America’s gross domestic in-
vestment in 1990 about one-fifth lower than its 1981 value (and the
1982—90 average ratio of investment in GDP one-quarter lower than the
value for 1973—81). This was due to the recessionary adjustments imple-
mented after the debt crisis of 1982, and to the shortage of funds resulting
from the negative transfer of financial resources from the region.

It is difficult to compare the investment performances of individual
countries because of the different ways in which they are measured.:8

16 With the same population growth in both groups of countries by 1990 the difference in favour of
the NICs would have been only 64 per cent.

7 The latter figure corresponds to the period 196081, because there are no reliable figures for the
1950s.

8 Also, there are differences between the investment ratios expressed by 1970 dollars and those in
1980 dollars. This is due to sharp changes in relative prices.
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However, the available data indicates the obvious fact that the countries
with the best growth performance, like Brazil and Mexico, were those
with higher rates of capital accumulation. While these two countries had a
combined yearly growth rate in gross fixed capital formation of 8 per cent
between 1960 and 1981, in Argentina it only reached 2.9 per cent.
Furthermore, Brazil’s and Mexico’s performances contrast sharply not only
with that of Argentina, but also with that of other Latin American coun-
tries which followed neo-conservative experiments from the early 1970s.
In every one of the sixteen years of the Pinochet dictatorship, for example,
Chile’s gross fixed capital formation was below the average ratio of the
1960s. That is one of the most important factors explaining why average
growth of GDP dropped from a rate of 4.6 per cent per annum between
1961 and 1971 to 2.6 per cent between 1974 and 1989.

According to World Bank data (which only covers the 1968—88 pe-
riod), Brazil increased its gross domestic investment per capita in real
terms from US$170 in 1968 to US$420 in 1978. This indicator fell back
to US$330 in 1988 (all figures in 1980 prices). Mexico’s figure rose from
US$350 to US$550, then declining to US$420, while Argentina only
increased gross domestic investment per capita from US$300 in 1968 to
US$380 in 1978, falling back to US$200 in 1988. In 1988 Chile had still
not recovered the 1968 level of US$420, having dropped to US$320 in
1978 and to a low of US$170 in 1983.

In the 1950s capital accumulation had to be financed mainly out of
domestic savings due to the Latin American countries’ lack of access to
international financial markets. However, as external finance became more
freely available, its share began to rise, reaching nearly one quarter of
domestic investment in 1981.

One crucial aspect of investment is the origin of capital goods. As a
rule, the higher the proportion of capital goods supplied by domestic
producers, the more endogenous the growth process; that is, the greater
the multiplier effects of investment on output. In most small- and
medium-sized Latin American countries, despite the rapid growth rates of
ISI, this proportion was still very low at the end of the period studied
here. Therefore, increases in investment tended to be associated with rapid
growth of imports, exerting pressute on the balance of payments. This was
also the case for other inputs associated either directly or indirectly with
the investment process. For this reason, governments have frequently
concentrated investment efforts in public works and construction, which
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Table 4.4. Latin America: gross fixed capital formation as a percentage of
GDP, 1950—90°

1950—59 1960—72 1973—81 1982-90
Argentina 15.1 19.0 20.8 12.2
Brazil 21.9 19.6 23.6 17.2
Chile 20.6 18.5 14.6 15.7
Mexico 16.7 18.8 22.7 17.8
LATIN AMERICA 18.4 17.9 22.2 16.7

Note: # See Table 4.3, note .
Source: Data from ECLAC's Statistical Division.

are intensive in domestic inputs. Large countries, like Argentina, Brazil
and Mexico, on the other hand, were able to develop important capital
goods industries. Brazil, for example, had reduced the imported content
of investment to 11 per cent in 1973, while in Argentina the share of
imports was below 7 per cent. For Latin America as a whole, the share of
imported capital goods in total capital formation fell from 28 per cent in
1950 to I5 per cent in 1973.

After the first oil shock, the imported content of investment rose again,
mainly due to the swift increase in imports among the oil exporting
countries of the region, the greater availability of foreign credits, and new
import liberalization policies in many Latin American countries. Even in
Brazil, the country with by far the most advanced domestic capital goods
industry, the share of imported capital goods in total imports rose from 19
per cent in 1980 to 29 per cent in 1988.

Another important aspect of the growth process was the transformation of
the productive structure. In Latin America, as in other developing ateas,
rapid economic growth led to a significant drop in the share of agriculture
in GDP, falling from nearly 18 per cent in 1950 to 12 per cent in 1973
and 11 per cent in 1981 (a share that remained constant during the
1980s). Parallel to this, there was a rise in the manufacturing sector’s
share from 18 per cent of GDP in 1950 to 27 per cent in 1973 (see Figure
4.1 above).

These changes in Latin America’s productive structure were more
marked in fast-growing countries like Brazil and Mexico than in smaller,
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less developed ones, like those of Central America, where the share of
agriculture in GDP only fell from about a third to a quarter during the
same period.

With the rapid increase in income per capita which took place during
this period, a change in the productive structure in this direction was to be
expected from the domestic demand point of view. However, the speed of
the change had also to do with the way in which ISI was carried out. From
the point of view of comparative advantage, the rapid reduction in the
relative size of the agricultural sector in countries such as Argentina and
Uruguay (where it was down to 11 per cent of GDP in the 1980s), is
difficult to justify. These countries have strong comparative advantages in
food crop and livestock farming and are successful exporters of these
products. As in the case of other primary export products, a common
feature of the development policies of most Latin American countries
during this period was a bias against agriculture, particularly through
discriminatory exchange-rate policies and declining domestic terms of
trade vis-a-vis manufacturing industry. This contrasts sharply with the
massive subsidization of agriculture in Europe, the United States and Asia
at the time, which narrowed the market for Latin American agricultural
exports even further.

Latin American agriculture was extremely heterogeneous.'® Large mod-
ern estates, where technological change and capital accumulation contrib-
uted to the raising of productivity levels, co-existed side by side with
peasant holdings barely providing minimum subsistence for those who
worked on them. While capitalist relations of production transformed
commercial farms and plantations into modern enterprises, often the
source of substantial foreign exchange revenue, a large share of the rural
population still either worked small, self-subsistence plots or were landless
seasonal labourers.

Some changes took place during the 1960s and 1970s in at least
some Latin American countries that altered the traditional ‘latifundia-
minifundia’ pattern. Some countries undertook radical land reforms that
either diminished the importance of or nearly eliminated the old /ati-
fundia system. This was particularly true in Chile (both under the Frei
and Allende governments), Ecuador and Peru. As a result, a new form of

19 For further discussion of agrarian structures, see chapter 6 by Norman Long and Bryan Roberts in
this volume.
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small and medium-sized agricultural capitalism emerged, exhibiting a
more entrepreneurial approach to management, a stronger interest in
technological innovation and investment, and a greater concern for the
selection of more appropriate crops. An example of this was the introduc-
tion of modern crops like fruit production in the Central Valley of Chile.

Important as they were as an instrument of structural change, land
reforms were often limited in scope as far as the agricultural population
was concerned. Large groups of peasants did not benefit, because they
were not employed on the large estates that were expropriated. For those
who were employed on these estates, the possibility of their development
as peasant producers was dependent on their access to credit, technological
assistance and marketing. Therefore, their success depended critically on
whether the new land settlements could be organized into co-operatives,
and whether the state was willing and able to adapt public institutions for
agricultural development.

There were also land reform reversals as neo-conservative ideologies
swept in with authoritarian regimes. The most clear example of this
turnabout was in Chile after the 1973 coup. The new government either
returned a significant portion of the expropriated land to previous owners,
or, when this was not possible, withdrew government support from the
peasant settlers and abruptly re-established free-market arrangements. As
a result, most of them lost their land.

Agricultural output in Latin America expanded at a slightly higher rate
than world agricultural output. The annual average growth between 1960
and 1973 was 3.5 per cent, rising to 3.9 per cent in 1973—81, and then
dropping to 1.7 per cent in 1981—90. According to the Food and Agricul-
ture Organisation (FAQ), the increase in area of land under cultivation,
rather than productivity growth, seems to have been the main factor in
raising output. The area cultivated grew from 53 million hectares in the
first half of the 1950s t0 96 million in 1977 and 111 million in 1987 — an
increase of 2.5 per cent and 1.3 per cent per annum, respectively. This
increase was concentrated in the Amazonian basin, and, to a lesser extent,
in some areas of the Andes. However, irrigated area also increased rapidly
at a rate of 3 per cent per annum between the early 1960s and 1980. At
the same time land became more intensively used, and productivity on the
traditionally fertile lands in temperate zones increased with the introduc-
tion of modern technology — both mechanization and the more intensive
use of fertilizers and other inputs.
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It has been estimated that three-fifths of output growth in the 1970s
was due to the increased area under cultivation, and only two-fifths to
higher yields. Most of the latter was concentrated in large estates and
plantations. As plantations became more capital-intensive and more pro-
ductive, the productivity gap between plantations and peasant agriculture
increased. Productivity growth also slowed down after the 1982 crisis, as a
result of lower levels of investment and reduced use of fertilizers.

Notwithstanding the anti-agriculture bias of trade policies, the agricul-
tural sector has played an important (though diminishing) role in Latin
America’s foreign trade, representing, on average, about one-third of total
exports and one-tenth of imports. In several small Latin American coun-
tries, agriculture contributed to over half of exports.

Although Latin America has traditionally been a net exporter of agricul-
tural goods, as Table 4.5 shows, imports grew faster than exports until the
1982 debt crisis; from 1961 to 1982 imports grew at a yearly rate of 6.6
per cent while exports did so at only 3.7 per cent. The rapid growth
of agricultural imports was mainly caused by rising domestic income,
exchange-rate appreciation, import liberalization of farm products, and
cheap (subsidized) DMEs’ exports. This trend was reversed after the 1982
external financial shock, since imports of agricultural products dimin-
ished, while exports grew more rapidly.

There have also been significant changes in the composition of agricul-
tural exports. Soya beans, for example, which in 1969 represented only 1
per cent of agricultural exports, accounted for 16 per cent in 1984, while
the relative weights of maize, sugar and cotton dropped. By and large,
these variations can be explained by changes in the structure of relative
prices and governments’ export incentives.

The share of Latin America’s exports in the world trade of agricultural
products rose from 36 per cent in 1975 to 46 per cent in 1984, and using
the three digit International Standard Trade Classification (ISTC) of Latin
America’s exports, the region supplied between 10 per cent and 59 per
cent of world exports in eleven product groups.

Industrialization in Latin America started early in the three larger coun-
tries (Argentina, Brazil and Mexico) and in some smaller countries. In

2 See IDB, Economic and Social Progress in Latin America (Washington, D.C., 1986), ch. 9. This source
does not provide information prior to 1975.
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Table 4.5. Latin America: foreign trade in agricultural products, 1953 and
1961-88° (at 1980 constant US$ million)

Imports Exports Balance Imports/exports
(1953) (3269) (14795) (11526) (0.22)
1961 3293 12716 0423 0.26
1973 8784 26131 17346 0.34
1982 12682 27295 14613 0.47
1988 10723 30295 19572 0.35

Nores:

4 Includes farm products, livestock, fishing and forestry.

¢ Figures for 1953 are not strictly comparable with those of 1961—88 because they were
obtained from a different source and by different methodology.

Sources: 1953, from sources of Table 4.2; 1961-88, from ECLAC. Sratistical Division
(elaborated by the Joint ECLA-FAO Agricultural Division based on FAO data).
Nominal figures were deflated by the wholesale prices index of industrial countries.

Chile, the origins of industrial development can be traced to the second
half of the nineteenth century. Later, the disruption of international trade
caused by the First World War and the Depression of 1929 gave further
stimulus to manufacturing in these countries and encouraged moves to-
wards ISI. Other Latin American countries, on the other hand, did not
diversify their domestic economic structure to any significant extent dur-
ing the nineteenth century, and faced the external disruptions of the 1910s
and 1930s with ‘passive’ orthodox policies.?' After the Second World War,
some medium-sized countries such as Colombia, Peru and Venezuela also
moved fully into ISI, achieving high growth rates of manufactures during
the 1950s. In the Central American countries, the main stimulus of
industrialization was the integration agreement of the 1960s.

Typically, ISI in Latin America started with the production of light
consumer goods, then moved to intermediate goods, consumer durables
and capital goods. Economies of scale, specialization and the size of the
domestic market became increasingly important, and technology grew
more complex as ISI progressed towards more advanced stages. Some
countries that had begun their ISI earlier, like Argentina and Chile, soon
began to encounter difficulties mainly due to the inability to exploit

21 See, for example, C. Diaz-Alejandro, ‘Latin America in the 1930s’, in R. Thorp (ed.), Latin
America in the 19305 (London, 1984); this author focusses particular attention on the difference
berween ‘reactive’ and ‘passive’ countries.
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economies of scale given their limited exports of manufactures. These
obstacles were reflected in lower growth rates.

As Table 4.6 shows, Latin America obtained high rates of growth of
manufactures between 1950 and 1981, with output increasing more than
sixfold during the period. This growth rate was faster than the overall
growth rate for world manufacturing production (5.7 per cent), which
meant that Latin America increased its share in world output during these
three decades.

Despite many similarities, there were important differences in perfor-
mance that should not be overlooked. While Brazil and Mexico achieved
nearly a tenfold increase in industrial output, Argentina and Chile could
only achieve a threefold increase. Some latecomers to ISI also grew fast:
Venezuela was able to reach a yearly growth rate of 7.6 per cent between
1950 and 1973, before falling to 2.4 per cent between 1973 and 1981 (in
part due to the ‘Dutch disease’ emanating from the rise in oil income).
Meanwhile, Colombia maintained a stable rate of growth, with an average
of 5.9 per cent between 1950 and 1973. Among the smaller countries, the
five members of the Central American Common Market also expanded
rapidly during this period.

By the end of the 1970s, Latin American countries had reached very
different levels of industrialization as measured by the share of manufactures
in GDP. In the large countries, between 22 per cent and 32 per cent of GDP
came from the manufacturing sector, while in Venezuela and in most of the
smaller countries this figure was less than 19 per cent (see Table 4.7). As a
rule, this share tended systematically to increase during this period; the
exceptions were the countries of the Southern Cone in which the neo-
conservative experiments of the mid-1970s brought about a process of de-
industrialization. The share of manufacturing in Argentina’s GDP was
reduced from a peak of 29 per cent to 25 per cent, while in Chile the share
declined from 26 per cent in the early 1970s to 21 per cent in 1980.

Notwithstanding the satisfactory performance of the region as a whole
between 1950 and 1981 (in relation both to its previous performance and
to that of the rest of the world), Latin America’s industrialization suf-
fered from a series of problems that frustrated some of the initial ex-
pectations. For example, it has been argued that the region was unable
to develop an ‘endogenous core’ of manufacturing activities that might
have succeeded in stimulating other sectors of the economy.?? This was

22 See for example, F. Fajnzylber, Lz Industrializacién Trunca (Mexico, D.F., 1983).
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Table 4.6. Latin America: growth of manufacturing output, 1950—90
(annual average compound growth rates)

1950—60 1960-73 197381 1950-81 198190

Argentina 4.1 5-4 -1.8 3.1 —I.I
Brazil 9.1 8.5 4.5 7.6 I.1
Chile 4.7 4.6 0.9 3.7 2.5
Colombia 6.5 6.7 3.7 5.9 3.5
Mexico 6.2 8.8 6.6 7-4 1.3
Peru 8.0 5.5 2.4 5.5 —2.3
Venezuela 10.0 5.8 1.0 5.9 2.1
Central America® 5.7 8.2 3.3 6.1 0.8
Other small 3.6 4.4 5.1 4.4 —0.2
countries?

LATIN AMERICA 6.6 7.3 3.7 6.1 0.3
Qil exporters 7.1 7.7 5.3 6.9 1.1
Oil importers 6.5 7.1 2.9 5.8 0.1
Notes:

¢ Includes the five countries of the Central American Common Market. ¢ Includes seven
countries.
Source: Data from ECLAC, Statistical Division.

due partly to domestic policies, such as extreme forms of protectionism
and overvalued exchange-rates, and partly to the weaknesses of local
entrepreneurs who have been characterized for lacking innovation, ‘ani-
mal spirits’ and a long-run approach to risk-taking. Others have cited
the instability of domestic policies that biased investment efforts towards
short-run objectives, and the high propensity to consume especially
among high-income groups, stimulated by the unequal income distribu-
tion of the region and the premature diversification of consumption
patterns.?3

One consequence of these deficiencies has been the weakness of the local
technological base for industrial growth. Many technologies used in Latin
America were obsolete versions of those used in advanced industrial coun-
tries, with indigenous technological adaptation and change concentrated
in the largest countries (but even in these countries technological policy
did not receive sufficient attention).

In the 1980s, the recession (both at home and abroad) and the debt

23 See, for example, J. G. Palma and M. Marcel, 'Kaldor on the “Discreet Charm” of the Chilean
Bourgeoisie’, Cambridge Journal of Economics, 13, 1 (1989): 245—72.
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Table 4.7. Latin America: share of the manufacturing sector in GDP, 1950~
90 (percentages)

1950 1960 1970 1980 1990
Argentina 21.4 24.2 27.5 25.0 21.6
Brazil 23.2 28.6 32.2 33.1 27.9
Chile 20.6 22.1 24.5 21.4 21.7
Colombia 17.2 20.5 22.1 23.3 22.1
Mexico 17.3 17.5 21.2 22.1 22.8
Peru 15.7 19.9 21.4 20.2 18.4
Venezuela 10.2 12.7 17.5 18.8 20.3
Central America® 11.5 12.9 15.5 16.5 16.2
LATIN AMERICA 18.4 21.3 24.0 25.4 23.4

Notes:

“ Includes the five countries of the Central American Common Market.

Sources: ECLAC, Statistical Yearbook for Latin America and the Caribbean (Santiago, 1991)
and data from ECLAC's Statistical Division. Figures for 1950, 1960 and 1970 in 1970
prices; those for 1980 and 1990 in 1980 prices.

crisis revealed these long-term structural problems in a dramatic fashion,
and the sustained industrial growth that the region had exhibited until
1980 came to a sudden halt. In Brazil, for example, manufacturing output
fell by nearly 16 per cent between 1980 and 1983, and in the region as a
whole it fell by more than 11 per cent. In 1983 only Colombia, Ecuador
and the Dominican Republic had a level of manufacturing output larger
than that already achieved before the crisis. For most countries the recov-
ery started in 1984 but it was not until 1986 that the region as a whole
recovered the level of manufacturing output reached in 1980.

Although the 1980s crisis affected all countries of the region regardless
of their previous economic policies, in some cases, such as Argentina and
Chile, problems arose much earlier. In these countries, restrictive mone-
tary policies, the high cost of domestic credit, over-valued real exchange
rates and drastic reductions in tariff protection in the 1970s caused a sharp
decline in output in several branches of the manufacturing sector that was
not compensated for by the expansion of other activities. In fact, in per
capita terms, in Chile value added in manufactures was by 1981 one-sixth
lower than in 1974.

The post-1984 recovery in manufacturing output across the region was
stimulated by the expenditure-switching policies (particularly the large
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exchange-rate depreciations) implemented after the initial 1982—3 expen-
diture-reducing shock. This initial shock brought about a drastic reduction
in imports of manufactured goods; in fact, in 1983—4 the trade deficit in
manufactured goods of the eleven member countries of LAIA (the Latin
American Integration Agreement) fell below US$ 10 billion as compared to
US$45 billion in 1980-81 (both figures in 1983~4 prices). This was a
reversal of the second half of the 1970s’ trend, when the trade deficit in
manufacturing was rising fast. The post-1984 adjustment favoured the
substitution of imported manufactured goods for domestic production and
stimulated exports. Notwithstanding the recovery of output and the signifi-
cant growth of exports, the unstable political and macroeconomic environ-
ment, frequent foreign-exchange crises and inflationary bursts kept the
level of investment in the manufacturing sector throughout the 1980s
below the pre-crisis level.

Industrialization in Latin America has been closely linked to developments
in the balance of payments. Events such as the First and Second World
Wars and the Depression of the 1930s provided strong incentives for local
production of manufactures as the supply of imported manufactured goods
was either interrupted or prohibited. However, as domestic production
increased and Latin America moved into ISI, the volume and the composi-
tion of trade in manufactures was transformed. First, ISI reduced the trade
deficit in manufactures (as a percentage of GDP). Second, with ISI domes-
tic production became increasingly dependent on the imports of intermedi-
ate and capital goods.

As Figure 4.5 shows, the trade balance in manufactures dropped from
a deficit of about 8 per cent of GDP in the early 1950s to around 5 per
cent in the late 1960s. Then, after an increase during the first oil shock,
the deficit remained relatively stable at around 5-6 per cent of GDP
until 1982, when — as a result of the debt crisis — the figure dropped to
around 2—3 per cent. In 1953—4 manufactured exports represented 14
per cent of manufactured imports; this figure had increased to 20 per
cent in 1965—66, 27 per cent in 1972—3 and over 50 per cent in the
mid-1980s.

At the same time, however, ISI increased the dependence of domestic
production on imports of intermediate and capital goods. Before ISI, the
direct effects of cyclical fluctuations of international demand for primary
commodities exported by Latin America were transmitted to the domestic
economy mainly through changes in the level of effective demand (both
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Figure 4.5. Latin America: trade balances as a percentage of GDP, 1950—90
(curvent prices, moving averages)
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public and private). Later, with ISI, there was a new supply-side connection
as the production of manufactures required large amounts of imported inter-
mediate and capital goods. It became increasingly difficult to accommodate
external recessive cycles without directly affecting domestic production of
manufactures. The development of ‘import-intensive’ ISI (mainly of inputs
without domestic substitutes) brought about a growing rigidity in the
demand for imports as reflected by reduced price elasticity of these goods.

The effect of ISI on the demand for imports was strengthened by the
structure of protection, which gave low (and often negative) effective
protection for the production of intermediate and capital goods. This
policy was a disincentive to the domestic production of these goods and
encouraged the use of capital intensive technologies.

One effect of the high import requirements of ISI was the fact that
despite fast growth in the production of manufactures and a reduction of
the trade deficit in these products, imports of manufactures remained at
around 70 per cent of total imports until the 1973 oil shock. In the
following years, the increased value of oil imports seems to have been
balanced by a reduction in the imports of manufactures (see Figure 4.6).
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Figure 4.6. Latin America: structure of imports, 1953—90 (current prices)
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In some countries ISI also led to an increase in imports of food. Wages
therefore became more sensitive to the exchange rate and the price of
imported food. In part this was a consequence of the structure of pro-
tectionism itself, which resulted in a deterioration of the agricultural
terms of trade (vis-a-vis the manufacturing sector), a reallocation of invest-
ment resources to urban sectors, and a slower growth of agriculture. Slow
agricultural growth became an obstacle to industrial development as the
trade surplus of this sector decreased rapidly during the 1950s and 1960s.

Another mechanism linking ISI to balance-of-payments problems was
the anti-export bias of related trade policies. A pessimistic perception of
the possibilities of expanding and diversifying exports (particularly of
primary commodities) led to an underestimation of the capacity of exports
to serve as a dynamic source for economic growth. With hindsighe, it
seems clear that Latin American countries were slow to perceive the
changes which were gradually taking place in the world economy, as well
as in predicting the exhaustion of ISI (as it was being applied in Latin
America). The fact is that the emphasis placed by development policies on
domestic markets was maintained far too long. Without export subsidies
to compensate for price distortions associated with ISI, export activities
were in many cases exposed to negative effective protection. This discour-
aged investment and the diversification of exports which, despite the rapid
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growth of manufactured exports in the larger countries, remained exces-
sively dependent on a few primary commodities.

Therefore ISI, as applied in Latin American countries during this pe-
riod, led to a reduced share of the foreign sector in GDP — with a faster
fall in the share of exports than of imports, and a growing rigidity in the
demand for imports. The result was a structural trend towards larger
deficits in the trade balance until the oil shock of 1973—4. Thus, the trade
balance changed from a surplus of around 3 per cent in the eatly 1950s, to
a deficit of nearly 2 per cent in 1972 (see Figure 4.5 above).

As a net oil exporter, Latin America as a whole benefited from the
price rises of 1973—4 and 1979—80. Moreover, oil-importing countries
attempted to increase and diversify exports, particularly into manu-
factures (see Figure 4.7 below). These two phenomena in association
with the recession induced by the debt crisis transformed a trade deficit
of around 2 per cent of GDP in the first half of the 1970s into a surplus
of around 3 per cent in the second half of the 1980s (with a peak of 4 per
cent in 1985).

During the 1960s, there was growing awareness that ISI, despite some
important achievements, was not succeeding either in making Latin
American economies less vulnerable to external shocks or in reducing their
foreign exchange constraints. In fact, in many countries it was absorbing
such a large proportion of new investment that many traditional export
sectors were relatively stagnant, and manufactured exports were not grow-
ing fast enough to compensate for this. As a result, a new consensus began
to emerge that ISI needed a greater balance in its trade structure, that it
should be more selective and that it was essential rapidly to expand and
diversify exports.

At the same time, ECLA actively promoted the creation of a regional
Latin American market, convinced that ISI could not effectively progress
much further in what it called ‘watertight compartments’. Apart from
Brazil, Mexico and Argentina, the domestic markets of the Latin Ameri-
can countries were too small to take advantage of economies of scale under
modern technologies. Therefore, as we have seen, a process of progressive
integration was proposed in which the first steps were the setting up of the
Latin American Free Trade Association (LAFTA) and the Central Ameri-
can Common Market (CACM), followed by the Cartagena Agreement.
This process of integration made a significant contribution to the growth
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of manufactured exports in the 1960s and 1970s (see below, section on
Latin American Economic Integration).

The international trade boom of the 1960s and the success of the Asian
NICs, were also influential factors in the attempt at diversifying Latin
American exports. The Latin American countries which had already pro-
gressed more in their ISI process were more successful in increasing their
manufactured exports. This was particularly the case for Brazil and Mex-
ico, but it also extended to other countries such as Argentina and Colom-
bia. All of them, to different degrees, diversified their exports of manufac-
tured goods within the Latin American markets, as well as outside them.
This was the result of the changes that occurred in the Latin American and
international markets, as well as of trade policy reforms implemented by
some Latin American countries.

Of the policy reforms aimed at encouraging non-traditional exports,
the most important were those directed at the real exchange rate, tariffs
and export incentives. In relation to exchange rates, the main purpose was
to avoid currency appreciation in periods of high inflation and the need
for abrupt and unpredictable nominal devaluations. The new policy aimed
at greater stability in the real exchange rate via continuous adjustment of
nominal values so as to reflect domestic and external inflation and changes
in international competitiveness. Different forms of ‘crawling-pegs’ were
established, starting with Chile in 196s5. The policy consisted of small
and regular rate adjustments to avoid the accumulation of imbalances;
this would favour the real side of the economies and discourage the
speculative fluctuations that affect the foreign-exchange markets when
rates are maintained either fixed in nominal terms or are allowed to
fluctuate freely.24 The new exchange rate policy contributed to stabilizing
price relations between domestic and foreign products, and encouraged
non-traditional exports which are more sensitive to the level and stability
of real exchange rates. This policy was also considered to be a factor
contributing to a reduction in ‘redundant’ protection, which had been
used as a buffer against recurrent artificial appreciation in inflation-prone
countries.

The tariff reforms were another policy change, tending to replace quanti-
tative restrictions on imports with ad valorem tariffs, and to reduce the list
of prohibited imports. The quantitative restrictions used in the 1950s had

24 For a comparative analysis, see John Williamson (ed.), The Crawling Peg: Past Performance and Future
Prospects (London, 1981).
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a series of allocative, distributive and administrative problems. For this
reason reforms began to replace or complement those import restrictions
with tariffs considered to be more effective, easier to manage and more
useful in providing larger public revenues to the government. Tariff re-
forms, which began to be implemented during the 1960s, also attempted
to change the anti-export bias derived from negative effective protection
prevailing for many export activities. A third group of economic policies
aimed at export promotion consisted of increased public investments in
export infrastructure, subsidies and easier access to finance for exporters.

As can be seen in Figure 4.7 and Table 4.8, the results of these policy
reforms were very significant. Exports of manufactures, which had been
growing at a rate of 3.8 per cent per annum during the 1950s, grew 11.3
per cent per annum between 1960 and 1973, and (after four years of
stagnation following the first oil shock) about 15 per cent per annum
between 1977 and 1990; that is, Latin America’s exports of manufactures
in 1990 were 25 times larger than those of the eatly 1950s and exports of
semi-manufactures five and a half times larger. As a result, the share of
manufactures and semi-manufactures in Latin America’s exports rose from
9 per cent in 1952—55 to 12 per cent in 1960, 15 per cent in 1970, one-
third in 1980 and nearly 40 per cent in the early 1990s. The country that
diversified its exports most was Brazil, with sales from the automobile
sector overtaking those of coffee in the 1980s, and manufactures represent-
ing over half (52 per cent) of exports in 1990. However, the enlarged role
of manufactures was generalized across the region. For instance, in the
combined exports of Colombia, Peru, Uruguay and Venezuela the share of
manufactures in total exports rose from 1 per cent in 1960 to 10 per cent
in 1980 and 17 per cent in 1990.

The main components of agro-industrial exports were in the late seven-
ties canned fruits and fruit juices, coffee extracts and essences, canned meat
and chocolate and other foods containing cocoa. Other manufactured ex-
ports included clothing (18 per cent), telecommunications equipment (8
per cent), iron and steel products (7 per cent), chemical products (7 per
cent), electrical machinery (6 per cent), leather and paper manufactures (5
per cent), footwear (5 petcent), vehicles (5 per cent) and motors (5 pet
cent).25 As in many other LDCs, in Latin America the growth of manufac-

2 The percentages correspond to 1978 and refer to the shares in manufactured exports excluding agro-
industrial exports. See M. Movarec, ‘Exports of Manufactured Goods to the Centres: importance
and significance’, CEPAL Review, 17 (1982): 47-77.
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Figure 4.7. Latin America: structure of exports, 1953—90 (current prices)
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tured exports was also greatly supported by the domestic industrial base
generated by the ISI.

One peculiar export sector in Latin America is that of ‘maquila’ (assem-
bly plant) exports, to be found especially in Mexico and in some Caribbean
countries. The contribution of these exports to industrial development of
the host country tends to be low, but they provide a significant amount of
employment.

The principal DMEs’ markets for Latin America’s manufactured ex-
ports were the United States and some of the European Community
countries. LAFTA’s share in OECD imports of manufactures practically
doubled (from 1.3 per cent to 2.5 per cent) in the period 1971—-88.
LAFTA’s exports of machinery and transport equipment grew particu-
larly fast.

It is important to emphasize that these exports grew fast despite the fact
that they encountered an upsurge of protectionism in DMEs during this
period. This protectionism, called ‘new protectionism’ because of its em-
phasis on non-tariff restrictions, created serious problems for some prod-
ucts. These restrictive practices became widespread with respect to tex-
tiles, clothing, footwear and some processed agricultural products in
which exports from LDCs were substituting domestic production in
DMEs. The irony was that in several Latin American countries, the policy
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Table 4.8. Latin America: composition of exports, 1965—90 (at constant 1991 prices, in US$ billion, and %)

1965 1970 1975 1980 1985 1990
Value % Value % Value % Value % Value % Value %
Primary products 12.53 24.2 13.86 22.9 13.29 27.4 16.38 25.2 22.41 24.9 23.08 22.2
Crude oil 28.43 54.9 31.40 51.9 14.09 29.1 18.22 28.0 21.37 23.7 25.13 24.2
Semi-manufactured 8.79 17.0 11.12 18.4 13.13 27.1 16.70 25.7 22.23 24.7 24.01 23.1
products
Manufactured 1.88 3.6 3.93 6.5 7.60 15.7 13.32 20.5 23.64 26.2 30.66 29.5
products
Other o.11 0.2 0.23 0.4 0.34 0.7 0.42 0.7 0.47 0.5 1.11 I.1
TOTAL 51.74 100.0 60.54 100.0 48.45 100.0 65.05 100.0 90.11 100.0 103.99 100.0
Purchasing power of  12.0 10.1 17.2 35.8 43.3 30.6

crude oil exports”

Notes: With the exception of the last row, all figures are deflated by their respective price indices, thus reflecting the evolution of the quantum of

exports.

# Current exports of crude oil, deflated by the price index of DMEs’ manufactured exports.
Sources: Data from ECLAC'’s Economic Development Division.
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orientation was precisely the reverse, with quantitative restrictions and
other non-tariff mechanisms being gradually removed during these years.

This trade liberalization and the increased share of exports in GDP after
1973, together with financial relaxation, left Latin American economies
more vulnerable to (positive and negative) external developments, a phe-
nomenon that became evident in the 1980s. The importance of external
instability differed from one country to another, being stronger in coun-
tries such as Argentina, Chile and Uruguay (which implemented free trade
policies) than in countries with more moderate, ‘mixed’ policies. As a
matter of fact, in 1975 and 1982 Chile was the Latin American country
exhibiting the sharpest recession associated to negative external shocks.
And yert, in the late 1980s it was the Latin American country with the
fastest growth in GDP associated with an improved external environment
(increasing export prices and decreasing oil price and external interest
rates).

We can conclude this section by pointing out three main characteris-
tics of Latin America’s export diversification experience.?® First, large
countries were the most successful ones in this respect; these countries
were the ones that followed the most effective ISI and had a more
developed industrial base. This phenomenon is similar to the experience
of some East Asian countries in their transition from import substitution
to export promotion. In the smaller countries favourable exchange rates
and other incentives towards export diversification were not as effective
as in large, more industrializéd economies. It is clear that larger domes-
tic markets helped ISI to take advantage of economies of scale in a wider
range of activities. Second, the more successful countries in terms of
export diversification were those in which the State intervened actively
with measures aimed at export promotion. In other words, as in the case
of the NICs, the opening up of ISI was generally carried out by the
reorientation of many instruments of direct promotion, such as public
investment, subsidies, public financing and tax exemptions, together
with the correction of some harmful distortions such as negative effective
protection and an artificially appreciated exchange rate. Finally, regional
economic integration was another factor that had a significant impact on
export promotion and diversification.

2% See Carlos Diaz-Alejandro, ‘Some Characteristics of Recent Export Expansion in Latin America’,
Yale Economic Growth Center Papers, 209 (1974).
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LATIN AMERICAN ECONOMIC INTEGRATION

During the 1960s, ambitious attempts were launched in Latin America to
reinforce the process of ISI through the integration of regional markets.
These processes of integration were the result of a growing awareness that
ISI, particularly in the medium-sized and small countries, was beginning
to be seriously constrained by the size of domestic markets. From a politi-
cal and ideological point of view, economic integration was also envisaged
as a defence against U.S. economic superiority.

The need for economic integration was from the very beginning an
essential component of proposals for Latin American industrialization. As
is well known, for ECLA the main lesson from the First World War, the
instability of the 1920s, the Depression of the 1930s and the Second
World War was the urgent need for the region to industrialize. However,
for Prebisch, development from within through ISI was clearly develop-
ment from within Latin America as a whole:

As progress is made in this direction (ISI}, increasingly complex activities will
have to be undertaken in which the size of the market is of paramount importance
from the point of view of productivity. Thus, if production continues to take place
in twenty watertight compartments, as under the present system [of ISI], the
return on new capital investments . . . will continue to be lower from that
achieved in the grear industrial centres with larger markets at their disposal. . . .
[As ISI progresses} towards products that can be produced efficiently only in large
markets, the necessity to develop intra-Latin American trade asserts itself.??

Prebisch was convinced that by progressively opening up domestic
markets within the region the newly emerging industries would benefit
from both larger markets and competition with their regional peers —
competition that would restore the discipline of the market into ISI.28

The process of economic integration in Latin America passed through
three distinct stages. The first (the 1960s and early 1970s) was character-
ized by extensive state intervention, and timetables for both the gradual

27 R. Prebisch, The Latin American Common Market (New York, 1959), pp.18 and 378.

2 For Prebisch regional integration had this dual purpose, to enlarge the market to a viable size and
to restore a minimum degree of ‘healthy’ competition with ISI. For example, as early as 1959 he
strongly criticized the excessively high levels of tariffs operating in most countries of the region:
‘The return to the use of tariffs as a flexible instrument of protection [that is, not simply as an
instrument to indiscriminately exclude imports}, the lowering of intra-regional duties in some
cases, and their abolition in others, would do much to restore the spirit of competition, to the great
advantage of industrialization’ (Prebisch, The Latin American Common Market, p. 8).
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elimination of intra-regional trade barriers and movements towards the
establishment of common external tariffs. Subsequently, by the late-
1970s, frustration with the growing gap between the high initial expecta-
tions and the actual achievements of the first phase of integration brought
on a period of reaction and consolidation. During this second stage, Latin
American countries abandoned their earlier targets and adopted a more
cautious approach, based primarily on bilateral trade agreements with a
partial scope. The onset of the third stage of integration, the new wave of
regional integration in the late 1980s and early 1990s was concurrent with
the transformation of trade and industrialization policies. It was no longer
viewed as a stimulus for ISI and as an instrument of ‘collective defence’ of
Latin American markets from foreign competition; instead, closer coopera-
tion was seen as a lever on world markets to boost the market shares of
Latin American exports, particularly in the industrialized nations.

The first stage of integration policy consisted of three separate attempts
in Latin America and one in the Caribbean at forming regional trade
organizations. These organizations together included most Latin Ameri-
can countries and 95 per cent of the region’s population, GDP and interna-
tional trade. In 1960 the Central American Common Market (CACM)
agreement was signed; it eventually included Costa Rica, El Salvador,
Guatemala, Honduras and Nicaragua. In the same year, the Latin Ameri-
can Free Trade Association (LAFTA) was formed; this was the largest of
the region’s groupings and came to include all Hispanic South America,
Brazil and Mexico. In 1969, Bolivia, Colombia, Chile, Ecuador and Peru
(with Venezuela joining four years later) established the Andean Common
Market (ANCOM), the most ambitious attempt at economic integration;
its members retained their links with LAFTA. In turn, the Caribbean
countries formed the Caribbean Free Trade Area (CARIFTA), later re-
placed by the more ambitious Caribbean Community (CARICOM). Table
4.9 shows the relative importance in terms of population, GDP and trade
of each of these groupings.

The momentum gained by the initial surge of activity in the 1960s
was weakened subsequently by domestic political setbacks and the
economic shocks of the 1970s. Military coups in Brazil and Argentina
disturbed the progress of LAFTA; similarly, the violent military takeover
in Chile in 1973 placed serious obstacles in the path of the Andean
group. On the economic front, the 1973 oil shock drove a wedge be-
tween oil exporters — such as Ecuador, Mexico and Venezuela — and most
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of their common market partners. Qil exporters, facing an abundance of
foreign exchange and a contraction of their non-oil tradable sector (the
so-called ‘Dutch disease’), found it increasingly difficult to produce
non-oil exports for their regional partners. At the same time, all coun-
tries in the region took advantage of easy access to cheap foreign loans
during the second half of the 1970s, thereby reducing the need to earn
foreign exchange through exports. The 1982 debt crisis also worked
against the expansion of regional trade, as countries set up import re-
strictions to conserve foreign exchange, prompting retaliation by their
neighbours.

Despite these problems, economic interdependence has in fact grown
substantially since the 1950s. Economic integration arrangements have
had a positive effect on regional trade in manufactured goods and trade
financing.

The Latin American Free Trade Association (LAFTA)

Efforts in the 1950s to establish a regional trade organization as intra-
Latin American trade actually declined (from 11 per cent of the region’s
trade in 1953—5 to 6 per cent in 1961) culminated in the Treaty of
Montevideo in 1960. Signed by seven Latin American countries (despite
strong U.S. reservations), the treaty called for the creation of a Latin
American free trade area within twelve years. LAFTA members were
gradually to eliminate tariffs and other trade restrictions in annual rounds
of negotiations, working within the general rules regulating economic
integration agreements for members of the General Agreement on Tariffs
and Trade (GATT).

Considerable progress was made towards the elimination of trade barri-
ers over the course of the first three annual rounds of negotiations. By the
mid-1960s, levels of intra-LAFTA trade had already regained their post-
war high. Following this brief period of success, however, negotiations
stalled. The stalemate was attributable to three main features: (a) short-
comings within the Treaty of Montevideo itself; (b) a lack of political will
among several key member countries; and (c) antagonism to trade liberal-
ization by import substituters seeking to maintain monopoly control over
key domestic markets.

The Treaty of Montevideo itself contained several major problems. First
was the failure to include effective mechanisms to bring about common
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Table 4.9. Latin American and Caribbean common markets: Population, GDP, GDP per capita and

Imports, 1960—90

Population Gross domestic product
(millions) (at 1980 constant US$ billions)
1960 1970 1980 1990 1960 1970 1980 1990
1. Latin American Free 184.4 242.8 308.9 380.4 222.4 384.4 678.5 760.4
Trade
Association
(LAFTAy
2. Andean Group # 41.2 55-5 71.8 92.0 52.6 90.9 119.7 147.4
3. Central American 11.2 15.2 20.2 26.2 7.1 12.0 18.4 20.1
Common
Market (CACM) ¢
4. Caribbean 3.3 3.8 4.4 4.8 n.a 7.4 9.8 9.1
Community
(CARICOM) “
5. Others/ 8.0 10.4 13.1 16.1 3.7 6.2 I1.3 12.8
TOTAL ¢ 203.6 268.4 342.2 422.7 233.2 402.6 708.2 793-4
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GDP per capita Imports?
(at 1980 constant US$) (at 1980 constant US$ millions)

1960 1970 1980 1990 1960 1970 1980 1990

1. Latin American Free 12006 1583 2196 1999 24388 38503 80123 76872
Trade
Association
(LAFTA)*
2. Andean Group ¢ 1277 1636 1667 1602 6869 10752 21066 16552
3. Central American 637 789 913 767 1753 3372 7542 7812
Common
Market (CACM) ¢
4. Caribbean n.a. 1971 2245 1902 440 1799 3695 3400°
Community
(CARICOM) ¢
. Others f 462 594 862 797 876 2330 4833 4958
TOTAL g 1145 1500 2070 1877 27017 44205 92499 80642

Note:

# Argentina, Brazil, Chile, Mexico, Paraguay, Uruguay and the Andean countries (in 1980 LAFTA became LAIA,
Latin American Integration Area)

¢ Bolivia, Colombia, Ecuador, Peru and Venezuela

¢ Costa Rica, El Salvador, Guatemala, Honduras and Nicaragua.

4 Barbados, Guyana, Jamaica and Trinidad and Tobago.

¢ Approximate value.

/ Includes only Dominican Republic, Haiti and Panama.

& Because of lack of comparable data, it excludes Cuba and the Caribbean community.

% Includes both imports from group partners and from the rest of the world.

Sources: ECLAC, Statistical Yearbook for Latin America, various issues, and ECLAC's database.
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external tariffs. Second, the Treaty lacked adequate measures to achieve an
equitable distribution of benefits among member countries. Finally, insuf-
ficient attention was paid to the need to harmonize economic policies
among participants. 9

The original treaty was modified in 1968 with the signing of the
Protocol of Caracas (Venezuela having joined LAFTA in 1966). The proto-
col extended the target for complete trade liberalization to 1980. Like the
Resolution of 1964, however, the protocol was never put into practice.

However, innovative financial arrangements and the so-called ‘Comple-
mentary Agreements’ did allow significant progress in financial and trade
agreements from the mid-1960s onwards. The ‘Agreement on Multilateral
Settlements and Reciprocal Credit’, including all LAFTA countries and
the Dominican Republic, was promoted by the Central Banks of member
countries. It aimed to foster a direct relationship between Latin American
commercial banks, in order to avoid having to use external financial
intermediaries in their reciprocal dealings; it also intended to improve
credit availability for reciprocal trade in countries with balance of pay-
ments problems. Initially, two-thirds of reciprocal trade was settled under
this multilateral payment system, a figure which reached over 8o per cent
by 1980. In all, more than US$60 billion were channelled through this
system between 1965 and 1985.

The main mechanism by which this system worked was that the Central
Banks of those countries with positive balance in reciprocal trade would
grane credits to those countries with a deficit. Every four months debtor
countries would settle their debts. An important result of this financial
mechanism was the growing interconnection among local banks and the
encouragement to reciprocal trade resulting from credit availability.

In the ‘Complementary Agreements’, two or more member countries
could agree to liberalize the trade of a specific group of commodities and
establish other mechanisms to foster reciprocal trade. The ‘Complemen-
tary Agreements’ took place mainly in sectors in which output was
diversified within the firms, making intra-firm specialization feasible.
Frequently, agreements were reached between subsidiaries of foreign
multinationals, most of which had such subsidiaries in more than one
country. After 1964 most of the limited additional liberalization that
took place was implemented via new ‘Complementary Agreements’. By

2 Non-reciprocal tariff preferences were established in favour of Bolivia, Ecuador, Paraguay, and
Uruguay, but they proved to be insufficient in achieving a fair distribution of the benefits of
integration among member countries. Uruguay used these preferences more actively.
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1970 eighteen Agreements had been subscribed, all relating to manufac-
tured goods.

Despite the loss of momentum after 1964, LAFTA persevered, even
managing some additional tariff reductions at annual negotiation rounds.
Indeed, despite all the problems, the share of intra-LAFTA trade in total
trade of LAFTA members doubled between 1962—4 (10 per cent) and
1979—81 (20 per cent).

The increase in intra-LAFTA trade can be traced to four factors. First,
there was a lag of a few years between the adoption of tariff preferences and
their use by exporting countries, as market channels needed to be estab-
lished, product designs adjusted, production bottlenecks overcome and
information made available on regional trade opportunities. Second, finan-
cial arrangements initiated in 1966 facilitated an increase in trade among
member countries. Third, the improvements in access to information,
marketing and financial channels benefited all intra-LAFTA trade, includ-
ing products not covered by tariff agreements. Fourth, trade between
members of the Andean Pact grew particularly quickly after the creation of
this group in 1969.

As shown in Table 4.10, an important feature of the growth of intra-
LAFTA trade was the rapid increase of manufactures — from 10.6 per cent
of total regional trade in 1960 to 46.1 per cent in 1980. The growth of
manufactured exports to LAFTA partners was particularly strong in Argen-
tina, Brazil and Mexico.3° In Brazil, for example, exports of manufactures
to LAFTA countries comprised 8o per cent of its total intra-LAFTA
exports in 1980, more than double the share of manufactures in total
Brazilian exports.3!

Between 1965 and 1980 exports of basic foodstuffs and raw materials
fell from 41 to 25 per cent of total intra-Latin American exports, while the
share of manufactures rose from 27 to 52 per cent. This shift towards
manufactures took place despite the fact that food and raw material ex-
ports increased at a rate of 5.2 per cent per annum from 1965 to 1980.

To sum up, although LAFTA’s achievements fell far short of the goals
set out in the original Montevideo Treaty, the agreement did in face
contribute significantly to the expansion of intra-regional trade. The most

30 The figure for Mexico decreases after the large increase in the share of oil in its total exports towards
the end of the 1970s.

3! In 1980, Brazilian exports of manufactures to the rest of Latin America were five times larger than
its corresponding imports. One reason for this is that Brazil is a more closed economy than the
LAFTA average; in that year, total exports of goods represented only 8 per cent of Brazilian GDP
while the figure was 15 per cent for the rest of LAFTA.
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Table 4.10. LAFTA (LAIA) and CACM_: shares of manufactures in total and intra-regional trade, 1960—90 (percentages

calculated on the basis of current US$)

1960 1970 1980 1982 1985 1990

Total Intra-reg. Total Intra-reg. Total Intra-reg. Toral Intra-reg. Toral Intra-reg. Toral Intra-reg.

Mfg exp./ Mfgexp./ Mfgexp./ Mfgexp/ Migexp/ Mfgexp/ Mfgexp./ Migexp./ Mfgexp./ Mfgexp/ Mfgexp./ Mfgexp./

Total Intra-reg. Total Intra-reg. Total Intra-reg. Total Intra-reg. Total Intra-reg. Total Intra-reg.

Exports Exports Exports Exports Exports Exports Exports Exports Exports Exports Exports Expores
(1) (2) (3) @) (s) 6 @) 8) 9) (10) (11) (12)
LAFTA (LAIA) 3.4 10.6 9.8 33.4 17.3 46.1 10.4 26.6 24.8 45.8 33.0 51.3
Argentina 4.1 6.6 14.2 33.0 23.2 43.7 24.2 42.1 21.4 36.8 29.3 45.3
Brazil 2.2 8.4 13.2 47.3 37.2 79.9 28.3 71.7 43.7 77.4 s1.8 82.9
Mexico 15.7 65.6 32.5 75.4 11.9 50.2 9.4 28.4 27.1 37.0 43.7 75.9
CACM 3.7 26.3 21.2 74.5 23.8 77.2 22.1 76.1 17.5 76.3 23.1 69.8
LATIN AMERICA“ 3.4 12.6 10.7 40.5 17.7 47.3 11.5 33.4 24.4 48.2 26.7 52.6

Note: @ Excludes Cuba and the Caribbean countries
Sources: Column 1 ECLA, Statistical Yearbook for Latin America, Santiago de Chile, various issues.
Column 2 ECLA, Direccién y Estructura del Comercio Latinoamericano (Santiago, 1984).

Columns 3 to 12, United Nations Statistical Information System, COMTRADE databank.
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outstanding gains were scored in the manufacturing sector, as LAFTA
aided some regional producers in their efforts to secure markets and in-
crease capacity utilization.

The Andean Pact

The Cartagena Agreement establishing the Andean Pact was signed in
1969 by Bolivia, Chile, Colombia, Ecuador and Peru, with Venezuela
joining the group four years later. As in LAFTA, an initial period of
optimism was soon overtaken by events. The most significant setback was
the 1973 coup d’état in Chile. Although the latter withdrew completely
from the Pact in 1976, the remaining members never regained the group’s
early momentum.

The Andean Pact was designed to work within LAFTA, rather than
supersede it. In terms of levels of economic development, the Andean
countries were relatively homogenous compared to the larger grouping:
the multiple of largest to smallest country GDP among Andean countries
was nineteen in 1980, as opposed to nearly fifty among LAFTA members.
By negotiating trade and tariff agreements with Argentina, Brazil and
Mexico as a single economic unit, Andean countries hoped to make
greater progress towards regional integration.

Moreover, with the LAFTA experience behind them, participants in the
Cartagena Agreement were able to incorporate institutional arrangements
which they considered superior to those established under the Treaty of
Montevideo. First, provision was made for an executive body (Junta del
Acuerdo de Cartagena — JUNAC) with substantive powers. Second, the
new treaty set out a clear schedule for trade liberalization including the
gradual establishment of common external tariffs. Third, a system was
designed to achieve an equitable distribution of benefits, comprising both
sectoral programmes for industrial development and tariff preferences for
the least developed members, Bolivia and Ecuador. Finally, the agreement
sought to harmonize economic policies, beginning with rules pertaining
to foreign direct investment.

Intra-Andean trade was to be liberalized based on four categories, with
separate tariff-reduction mechanisms for each category. Tariffs were abol-
ished on goods not produced within the Pact, and on goods included
within the first tranche of the LAFTA Common List. At the same time,
some 30 per cent of all products were reserved for ‘Sectoral Programmes
for Industrial Development’, and each of these programmes included a
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separate set of liberalization guidelines. Trade restrictions on all remaining
goods (neatly two-thirds of all items) were to be gradually reduced from
1971 onwards, with the proviso that each country could postpone the
commencement of liberalization for up to 5 per cent of products (about
250 items).

The Cartagena Agreement established that internal tariffs of the latter
group of products were to be reduced by 10 per cent per year, and phased
out altogether by 1981. However, this schedule was repeatedly revised.
None the less, by 1979 the maximum tariff applied by Colombia, Peru
and Venezuela to reciprocal trade of this large group of items was 32 per
cent, while the average tariff was 14 per cent (only one-third of the 1969
value).

The Pact’s Common External Tariff (CET), implemented gradually
from 1971 in 1976, set a so-called ‘minimum common external tariff’
covering all tradable products. Under the minimum CET, members could
not charge duties on imports from outside the region lower than the
agreed rates; however, higher duties were permissible for a limited period.

Industrial planning was to be facilitated by the ‘Sectoral Programmes
for Industrial Development’ (SPID). Under these schemes, the production
of selected goods was assigned to member countries along with a guarantee
that the regional market would be free from internal import restrictions
and would be covered by a common external tariff on extra-regional im-
ports. Products covered by the SPID were to be selected based on eco-
nomic and technological criteria (including scale economies).

Implementation of SPID did not live up to initial ambitious expecta-
tions, largely due to the changing policy environment of the 1970s. The
availability of cheap foreign funding encouraged exchange-rate apprecia-
tion and weakened efforts to promote the production of local tradables and
to rationalize existing IS activities. At the same time, while policy on
direct investment by transnational corporations (TNCs) had been framed
with the understanding that regional integration offers substantial bene-
fits to TNCs in improved access to enlarged markets, concern that benefits
from direct investment accrued mostly to TNCs at the expense of host
countries led to changes in foreign investment policy. The adoption of the
landmark ‘Decision 24’ established strict, uniform regulations for foreign
direct investment in member countries markets.

Nevertheless, the overall trade impact of the ANCOM agreements was
largely positive during the 1970s. Intra-Pact exports of manufactures
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Table 4.11. Andean Pact: Total and intra-Andean exports, 1970—86 (at
1980 constant US$ million, annual average compound growth rates, and %)

1970-80  1980-86

1970 1980 1986 (%) (%)

Total Exports

All products 16911 30082 14578 5.9 —7.0

Manufactures 1662 3235 2013 6.9 —4.6
Intra-Andean Exports

All products 1406 4640 1654 12.7 -9.8

Manufactures 248 1161 618 16.7 —6.1
Share of Intra-Andean Ex-

ports in Total Exports

(%)

All products 8.3 15.4 20.8 - -

Manufactures 14.9 35.9 36.7 - -

Sonrce: ECLAC’s International Trade Division; oil excluded. Current dollar figures were
deflated by the export price index of Latin America’s non-oil exporting countries.

increased at an annual rate of 24 per cent, while manufactured exports to
non-Pact countries grew by a respectable 14.2 per cent. By 1980 the
Andean market absorbed 36 per cent of all manufactured exports by
member countries (see Table 4.11).

The Central American Common Market (CACM)

The formation of the Central American Common Market (CACM) can be
traced back to 1951 with the creation of the Central American Economic
Cooperation Committee and the efforts to bring about a convergence of
several bilateral free trade agreements. This committee drew up the Multi-
lateral Treaty on Free Trade and Economic Integration, signed in 1958.
This was followed by a more ambitious agreement between El Salvador,
Guatemala, Honduras and Nicaragua, the General Treaty for Central
American Integration, which took effect from 1960 and formed the basis of
the Central American Common Market, which Costa Rica joined in 1963.

The General Treaty of 1960 agreed on free trade in 95 per cent of all
goods considered, and called for the removal of remaining tariff barriers by
1966 and an agreement on a common external tariff. The Treaty also
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included the ‘Agreement on Integration Industries’, which in the end had
a very limited impact. It sought to achieve economies of scale in certain
key industries by limiting entry and freeing trade among members. Tax
incentives and external tariff protection were to be granted to these indus-
tries, which were to be distributed equally among member countries. The
agreement also provided for the harmonization of fiscal incentives to indus-
try; incentives would be given to firms using raw materials of domestic
origin or those making a substantial contribution to the regional balance
of payments. The Common Market also included provisions for Central
American Monetary Union, initially intended for co-ordinating regional
foreign exchange and monetary policy. Success on this front, however, has
been limited to co-ordination of multilateral payments.

Table 4.12 shows that the CACM achieved important successes during
-the 1960s, with the share of intra-CACM exports reaching 28 per cent of
total exports and 96 per cent of total manufactured exports in 1970.32
Progress in trade was much more significant in the CACM than in the
Latin American Integration Agreement (LAIA). Since industrialization
took place for the most part simultaneously with the integration process,
vested interests grew as a force in favour of intra-regional trade. It was a
case of integration-led ISI. Contrary-wise, in LAIA, the efforts to foster
'intra-regional trade in many cases were defeated by the vested interests
built during the earlier national phase of ISI between the 1930s and
1950s.

The CACM achieved a broad liberalization of reciprocal trade and a
common external tariff. However, it faced mounting problems towards
the end of the 1970s. Both export growth and investment were distrib-
uted unequally among members, with Guatemala, Costa Rica and El
Salvador benefiting the most; some differences also remained in rtariff
protection and fiscal incentives for local industries. Moreover, competing
interpretations of the agreement on ‘integrated industries’ and strong
opposition from the U.S. private sector to this investment scheme re-
sulted in its abandonment early on with only two firms having been
created.

At the end of the 1970s, Honduras became the first country to reimpose
tariffs on imports from Central American partners, responding to a large
imbalance in its intra-CACM trade. It was, however, the debt crisis of the
early 1980s which brought the shares of all intra-CACM trade in total

32 Figures from ECLA’s International Trade Division.
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exports down from 28 per cent in 1980 to 14 per cent in 1986, and that of
manufactures from 85 per cent in 1980 to 69 per cent in 1986. In this
sense, Central America faced in the 1980s a similar type of problem to the
rest of Latin America. The sharp recession discouraged reciprocal trade
more intensively than that with extraregional markets. Given the large
share that manufactures had captured in intraregional exports, the manu-
facturing sector suffered a significant impact with the drop of reciprocal
trade.

The negative effect of the economic crisis was reinforced by political
events. In fact, particularly due to Honduras and El Salvador’s support to
the ‘contras’ in Nicaragua, the CACM came close to a final breaking-point
at the end of the 1980s. Nevertheless the process of integration survived
the turmoil. After the change of regime in Nicaragua, the CACM coun-
tries launched a new integration agreement in 1990, the ‘Comunidad
Econémica Centroamericana’.

The 19805

By the 1970s it had become apparent that economic integration, despite
significant achievements, had failed to fulfill its early promise; in particu-
lar, it had not been allowed to provide the strong stimuli and challenge
required by economies in advanced stages of ISI, especially in cthe small and
medium-sized countries; in fact, it was proving to be ISI's ‘weakest link’.
Conflicts of interests, economic policy instability within the countries of
the region, external pressures (particularly from the U.S. private sector and
government), and shortsighted domestic industrial groups (which often
preferred the monopolistic control of their own small national markets than
ISI's long-term viability and the discipline of a regional market), had all
been growing obstacles to the process of integration. Furthermore, for
governments embarking on the neo-liberal experiments of the 1970s and
1980s, particularly in the Southern Cone, integration came to be seen as
another form of protectionism, and was therefore rejected from an ideologi-
cal point of view.

Intra-regional trade declined sharply during the 1980s. Although total
and intra-regional exports continued to rise until 1981, the debt shock of
1982 led to a drastic fall in trade among Latin American countries. For
example, in real terms, the 1985—6 level of intra-Latin American exports
was less than two-thirds of the 1981 level (US$7.5 billion and US$11.9
billion, respectively).
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Table 4.12. CACM: Total and intra-CACM exports, 1970—86 (at 1980
constant US$ million, annual average compound growth rates, and %)

1970 1980 1986 1970—80 (%) 1980-86 (%)

Total Exports

All products 3437 4390 3074 2.5 -3.5

Manufactures 740 1151 447 4.5 —9.0
Intra-CACM exports

All products 964 1240 439 2.6 —9.9

Manufactures 708 974 310 3.2 —10.8

Share of Intra-CACM
Exports in Total Ex-

ports (%)
All products 28.0 28.2 14.3 -- --
Manufactures 95.7 84.6 69.3 - -

Source: ECLAC's International Trade Division. Current dollar figures were deflated by the
export price index of Latin America’s non-oil exporting countries.

Also, in 1986 both intra-Andean and intra-CACM exports were just
over one-third the 1980 level (with non-oil intra-regional trade falling by
56 per cent in 1983 alone). Overall, the ratio of regional to total exports
returned to levels similar to those of the late 1960s.

A major factor in the decrease in regional exports was the steep decline
in import capacity throughout the region. Contraction of domestic de-
mand associated with orthodox adjustment policies caused a generalized
reduction of imports. Imporr restrictions, including goods from regional
trading partners, were reintroduced as a means of conserving scarce foreign
exchange. In addition, large-scale currency devaluations discouraged im-
ports. Although simultaneous devaluations in most Latin American coun-
tries meant that relative prices among them remained broadly stable,
exchange rate realignment with the industrial countries reduced the rela-
tive costs of Latin American exports outside the region, contributing to an
increase in the volume of extra-regional exports.33

During the economic downturn of the 1970s in the DMEs, regional
trade was an anti-cyclical adjustment mechanism, as exports were redi-
rected to Latin American trading partners. In the 1980s, however, Latin

33 In nominal terms, manufactured exports to non-Latin American countries rose by 66 per cent
between 1980 and 1985, while those to the region fell by 38 per cent during the same period.
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American countries endeavoured to reduce imports from all sources. This
must be viewed as a missed opportunity, since intra-regional trade could
have provided expanded export outlets and made available essential im-
ports; this could have permitted higher levels of capacity utilization,
particularly in manufactures, thus reducing the heavy costs of adjustment
in the 1980s.

This period also saw a reassessment of the entire integration project.
Fixed targets, regional planning and coordination of direct foreign invest-
ment policies were rejected in favour of a more ‘informal’ approach to
integration, expressed in bilateral agreements with a partial scope. The
new Montevideo Treaty of 1980 (in which LAFTA was transformed into
LAIA, the Latin American Integration Agreement) reflected this atmo-
sphere. In this respect, it is significant that this change occurred before the
1982 debt crisis, that is, because of pessimism regarding the role and
potentialities of economic integration, and of drastic changes in economic
ideology rather than as a result of the debt crisis. In turn, in 1987, the
former Andean Pact countries joined in the ‘Protocolo de Quito’ which
revised the group’s integration schedule. In Central America, although
continued political tension between the Sandinista government in Nicara-
gua and the U.S.-supported regimes in Honduras and El Salvador made it
particularly difficult to produce a new CACM treaty, a presidential sum-
mit in 1990 launched a new integration agreement, the Comunidad Eco-
némica Centroamericana. The main objectives of this new scheme were to
preserve earlier gains and to proceed via bilateral agreements.

The 1980 Montevideo Treaty was also an attempt to salvage some of the
gains of integration on the basis of bilateral agreements. Of the US$2.2
billion of intra-regional imports covered by trade preferences by 1984, 84
per cent were carried out under bilateral agreements. Another feature of the
new LAIA grouping was the endorsement of bilateral agreements with
countries from outside the region. Mexico, for example, signed bilateral
accords (including non-reciprocal tariff and non-tariff preferences) with
Costa Rica, Cuba, Nicaragua and Panama. Argentina, Colombia and Vene-
zuela entered similar agreements with several Central American countries.

Despite the decline in Andean Pact trade, some aspects of the liberaliza-
tion programme were continued. Colombia and Peru eliminated all inter-
nal tariffs, although some non-tariff barriers were increased. Another sign
of progress (albeit largely symbolic) within the Pact was the debut in 1985
of the use of the ‘peso andino’ — a six-month note tied to the LIBOR and
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issued by the Andean Reserve Fund — to settle imbalances among Andean
countries within LAIA.

In Central America, the increase in political tensions posed obstacles to
the CACM process. However, it was the debt crisis that was the main
factor discouraging regional trade. In addition, low international prices
for the region’s commodity exports (coffee, sugar, cotton), and the general
overvaluation of CACM currencies, generated increased pressures for pro-
tection. During the 1980s import barriers were raised and bilateral agree-
ments replaced CACM mechanisms.

The most outstanding bilateral agreement of the 1980s was the
‘Argentina-Brazil” accord of July 1986, covering issues as varied as the
renegotiation of tariff preferences, binational firms, investment funds,
bio-technology, economic research and nuclear coordination. Of the ‘six-
teen protocols’ signed, the most significant was ‘Protocol Number One’
that dealt with the production, trade and technological development of
capital goods. The stated goal of this measure was to establish a customs
union covering half of all capital goods.

Another experiment in economic integration was the Caribbean Basin
Initiative, conceived by the Reagan administration as a further way of
isolating Nicaragua and Cuba. It consisted of Costa Rica, Honduras, El
Salvador, Guatemala, Panama and the Caribbean region (except Guyana
and Cuba). This agreement provided for duty-free access to the American
market (excluding textiles, garments, footwear, leather apparel, work
gloves, canned tuna, petroleum products, watches and watch parts) for
twelve years. Sugar, however, a major commodity export from the Carib-
bean, remained subject to import quotas. To qualify, goods must be
exported directly to the U.S. and have a minimum domestic value added
of 35 per cent. However, since 80 per cent of the region’s exports were
already covered by special agreements, the new facility increased the list
by only 15 per cent. Costa Rica and the Dominican Republic benefited
most from investments encouraged by the new scheme, as capital moved
into the electronics, fisheries, wood and furniture industries, as well as
some non-traditional agricultural products such as strawberries, melons
and cut flowers.

A more ambitious proposal was put forward by the Bush administration
in 1990. Presented as the U.S. President’s ‘Initiative of the Americas’, the
stated objective of the plan was the creation of a free-trade zone stretching
‘from the Port of Anchorage to Pantagonia’. The first step was envisaged
as a free trade zone including Canada, the U.S. and Mexico — the North
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American Free Trade Agreement, NAFTA, with ambitions to encompass
all Latin America at some unspecified future date.34

The irony of the Bush administration’s proposal was that it represented
a complete reversal of the initial motivation for integration in the 1950s.
Economic integration was then envisaged both as an essential stimulus to
ISI and as a creative defense against U.S. economic superiority and expan-
sionism, and was therefore opposed by that country (with the exception of
the Alliance for Progress period). Could it be that the most successful
regional economic integration scheme would be developed at the behest of
a U.S. president?

Over a period of three decades Latin American countries had launched a
range of initiatives to achieve economic integration. These initiatives have
taken a variety of forms. Most achieved some degree of initial success, but
stalled in the later stages of negotiations when they moved into areas where
conflicts of interest were more pronounced. With the benefit of hindsight,
it is apparent that many of the goals set out in the original agreements were
overly ambitious and in some cases economically and politically naive. The
inability of the various groupings to meet standard objectives undoubtedly
damaged the credibility of the entire integration project, and generated
frustrations which hampered attempts to achieve more practical goals.

Another major problem was the inability or unwillingness of the larger,
more developed countries to take a leadership role in the integration
process. Moreover, these countries did not do enough to dispel doubts
among the smaller and poorer countries that the benefits of increased
regional trade would be shared by all country members. Domestic politi-
cal and economic obstacles were also important. In many countries, domes-
tic producers were reluctant to surrender monopoly control over local
markets. Thus, they were prepared to relinquish the long-term viability of
ISI for short-term gains.

The lack of commercial, financial and infrastructural ties prior to these
efforts did not augur well for the kind of rapid, comprehensive in-
tegration sought under the various agreements. In addition, the empha-
sis on tariff reduction as the principal mechanism of integration was

34 A free trade zone berween the United States, Canada and Mexico would be the largest in the world;
in 1990 these three countries had a US$6.2 trillion combined GDP and US$720 billion combined
exports. The U.S.’s main interest for a free trade zone with Mexico seems to follow Samuelson’s old
hypothesis that free trade in commodities is a petfect substitute for factor mobility; in other words,
the more commodities ‘migrate’ across the U.S.-Mexico border, the less Mexican workers will want
to do the same.
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misplaced when non-tariff obstacles accounted for a large share of trade
barriers.

Despite these problems, some important gains were made. Until the
1980s crisis, intra-regional exports had doubled as a share of total Latin
American exports. Achievements were more substantial in the CACM
than in the Andean Pact and LAFTA; but even in the latter, intra-regional
trade expanded significantly, allowing for some specialization and increas-
ing rates of capacity utilization. Furthermore, the more dynamic export
activities in terms of intra-regional trade were those with larger domestic
value added. However, its main setback was not to be able to provide ISI,
particularly in the smaller and medium-sized countries, with the essential
‘critical mass’ market and degree of competition required for it to succeed
in the long run.

In the last analysis the main obstacles to regional economic integration
were the same that constrained economic development in general in Latin
America during this period, namely lack of continuity in economic poli-
cies, abrupt political and economic changes, short-sightedness of most
entrepreneurial groups, over-ambitious expectations, external shocks and
the foreign debt crisis.

EXTERNAL FINANCING AND DOMESTIC ADJUSTMENT

The size and composition of capital flows into Latin America changed
substantially during the four decades from 1950 to 1990. As Table
4.13 shows, direct foreign investment represented nearly 6o per cent of
all capital movements during the 1950s, while in the 1960s the focus
shifted to official lending. Net capital flows (which, except for errors
and omissions, should be equal to the deficit in current account) were
low in both decades, fluctuating between 1 and 2 per cent of GDP.
Bank lending was limited mostly to trade credit, but with an upsurge
of loans by the late 1960s. Net financial transfers (total net capital
flows minus profit and interest payments) were also small in the 1950s
and 1960s.

During the 1970s vigorous recycling of OPEC surpluses and a general-
ized increase in international liquidity encouraged lending by private
transnational banks. Net capital movements to Latin America rose rap-
idly: in real terms, the annual average for 1974—81 was four times that of
1966—70. New loans were for the most part provided without conditional-
ity. Although this phenomenon of easy access to bank loans was common

Cambridge Histories Online © Cambridge University Press, 2008



The Latin American Economies, 1950—1990 227

to all developing regions, in Latin America the inflow of foreign capital
was more marked, and as a result it had a greater impact on domestic
policies and national development.

At the beginning of the 1980s Latin America had the largest stock of
debt in the Third World. It also had accommodated more of its con-
sumption and production patterns to the abundance of foreign credirt (as
if this were to be a permanent state of affairs). This placed Latin America
in a vulnerable position vis-a-vis developments in the international econ-
omy. As a consequence, during the international financial crisis of the
1980s, Latin America paid a high price for allowing, in Kindleberger’s
terminology, the cycle of ‘manias, panics and crashes’ to take its course
freely.

Domestic politics, economic structures, policy stances and ideology
combined to shape the effects of changes in the external environment on
Latin America’s domestic markets. The same factors also resulted in the
unequal distribution of the benefits and costs of massive external
borrowing.

The evolution of external financing varied to a certain extent from country
to country. Differences in economic strategies and policies (particularly
the timing and degree of financial and trade liberalization and exchange-
rate policies), economic structures, the availability of oil and the level of
development all influenced the evolution of external financial relations.
However, there were important similarities as well in the trend, volume
and composition of external finances, with the larger nations taking the
leading role in adopting changes that were to characterize these four
decades,

Latin America had accumulated large reserves of foreign currency and a
substantial surplus in its trade account during the Second World War.
After the war, the volume and prices of Latin American imports increased
rapidly, and by the mid-1950s most of these reserves and half of the trade
surplus had already been lost. In the second half of the decade, Latin
American countries were faced with a generalized scarcity of foreign cur-
rency and large fluctuations in its terms of trade, forcing reductions in
imports and public revenues, and weakening levels of output, investment
and employment.

As shown in Figure 4.5 above, the region’s trade surplus was equivalent
to 4 per cent of GDP in 1950. In the years that followed this figure
declined rapidly, falling to 2 per cent in 1955 and just 0.8 per cent of
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Table 4.13. Latin America: composition of capital movements, 1950—89 (annual averages at 1980

US$ millions)

Direct Official Net Payments
foreign Net unrequited capital of interest Net Change in
investment loans transfers movements  and profits  transfers teserves
(1) (2) (3) @) (s) 6* @*

Average 1950—60 2,067 1,451 231 3,673 3,562 11 7s)
Average 196165 1,131 1,861 480 3,370 4,860 (1,480) (101)
Average 1966—70 2,283 5,460 524 6,900 7,369 469)  (1,367)
Average 1971-73 3,418 11,757 498 9,100 8,371 729 6,572)
Average 1974-77 3,495 20,359 348 25,048 10,237 14,811 (6,394)
Average 1978-81 5,940 29,233 575 38,048 19,535 18,513 (5,243)
Average 1982~89 4,599 5,549 1,428 14,513 35,863  (21,350) 3,327
Notes:

*Column (4) is the sum of (1) to (3) plus errors and omissions. In column (6), equal to (4)—(5), parenthesis
indicate a negative transfer; in column (7) an increase.
Sources: Based on data for 19 countries from ECLAC Statistical Division and United Nations, Monthly Bulletin of
Statistics, several issues.
Figures in current US$ were deflated by the unit value index of DMEs’ exports of manufactures.
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GDP in 1960. Moreover, a growing negative balance in services (financial
and non-financial, including tourism) created a deficit in the current
account during this period for almost all countries in the region. Direct
foreign investment, four-fifths of which was from the United States, had
an impact on all three components of the external account — trade, ser-
vices and capital movements. Profit remittances accounted for nearly 9o
per cent of net financial services, the remainder of which was taken up by
interest payments.

The deficit in curtent account was partially financed by new direct
foreign investment, but on the whole this amount was smaller than total
profit remittances. In many countries, direct foreign investment played a
significant role in the production of primary commodities for export.
However, what appeared as increased exports and surpluses on the trade
account in some cases never materialized as increased availability of for-
eign exchange. This was due to the low ‘returned value’ — the amount of
foreign exchange that was actually returned to the region by foreign
investors (to pay for domestic inputs, wages, taxes, etc.) — in many pri-
mary commodity export activities.

During the 1960s direct foreign investment began to move into manu-
factures. This was the result of 2 new world trend of multinational corpora-
tions, changes in the structure of DMEs’ demand for imports (see Figure
4.2 above), improved productive and technological capacity in the region
as a by-product of ISI, and growing political pressure in many countries
for the nationalization of foreign companies engaged in primary commod-
ity exports.

This decade also saw a rapid increase in long-term official loans. The
‘Alliance for Progress’ launched by the Kennedy government brought with
it significant increases in official lending. U.S. bilateral loans were soon
followed by European and Japanese credits, and the creation of the Inter-
American Development Bank also contributed to the growth of multilat-
eral funding.

Net official loans (consisting of approximately two-thirds bilateral and
one-third multilateral lending) grew in importance, clearly exceeding net
flows of direct foreign investment. Interest rates were fixed at levels far
lower than the average return on direct foreign investment (between one-
half and one-third of the latter). Furthermore, interest payment did not
fluctuate with the terms of trade as did profit remittances, though this
difference lost importance since the decade exhibited a significant lessen-
ing of international price instability.
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The main component of debt with private lenders continued to be
suppliers credit, although bank trade credit grew and financial loans
started to arrive in the second half of the 1960s. The net flow of funds of
direct foreign investment continued to be negative, particulatly in oil-rich
Venezuela. Profits by foreign investors became increasingly associated
with production for the highly protected domestic markets of host coun-
tries. The negative sign of net transfers was reinforced by several national-
izations with compensation which took place during the decade, though
nationalizations allowed several countries to increase sharply the share of
economic rents they were able to capture. This benefit was notably signifi-
cant for Venezuela and Chile.

Bilateral loans were commonly tied to imports from creditor countries,
while multilateral loans came with various forms of conditionality at-
tached, usually related to economic policy. These were often criticized by
debtor countries. The expansion of non-conditional bank loans towards
the end of the decade was therefore welcomed by debtor countries as an
alternative to the restrictions attached to official loans.

Private banks quickly became the main creditors of the region during
the 1970s. Thus, while direct foreign investment and official credits had
accounted for three-quarters of net capital flows in the 1960s, these
sources had fallen to one-third by 1980. Meanwhile, the share of private
bank credit in the region’s outstanding foreign debt climbed to 8o per
cent in the early 1980s.

After three difficult decades, international financial markets began to
expand rapidly during the 1960s. This created an unusual situation as
LDC access to external financing had been limited and subject to stringent
terms since the end of the 1920s. From 1973—4 to the 1982 debt crisis,
LDCs’ foreign bank debt expanded at an average annual rate close to 30
per cent (in nominal terms). This was roughly one-half faster than the
yearly growth of international financial market operations during the same
period. Non-guaranteed private debt grew particularly fast, reaching 40
per cent of the total Latin American debt in 1980. This debt had on
average less than one-half the maturity period and twice the normal inter-
est rates of the rest of the region’s foreign debt.

The rapid expansion of world financial markets during this period
differed in important ways from the previous period of increased interna-
tional liquidity half a century earlier. Owing to the unprecedented avail-
ability of funds, little attention was paid to the fact that interest rates on
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these loans were ‘floating’ and that a large share of new lending carried
maturities notably shorter than those of offical loans. One reason for the
tendency to ignore the short maturities attached to these loans was the fact
that they were almost automatically refinanced. On the other hand, in a
context of excess supply of finance and high inflation in DMEs during the
1970s, real interest rates declined rapidly and were actually negative
during most of this period: when deflated by the export price index of
Latin America’s non-oil exporting countries, the London Inter-Bank Offer
Rate (LIBOR) for operations in U.S. dollars (three months) was negative
in seven out of the nine years between 1972 and 1980, with an average
value of —5.3 per cent. By way of contrast, the average value for 1950—71
was 5 per cent, and for 1981—7 was 14.6 per cent.35

The main characteristic of this period is that three phenomena of transi-
tory nature converged at the same time: the rapid expansion of an ‘infant’
international market, and a growing share of LDCs in this market that
provided large net inflows to borrowers, and an ‘abnormally’ low real
interest rate that made borrowing extremely profitable in the short run.
The transitory nature of these phenomena was missed by the majority of
financial specialists, governments and private agents.

LDCs’ foreign borrowing during this period was therefore totally in line
with international financial market signals: that is, due to negative real
interest rates, Latin American countries were in fact encouraged to bor-
row. The countries of the region did not, of course, have to follow these
risky short-term price signals passively. None the less, market signals had
made borrowing extremely profitable in the short-run, with large spreads
between domestic and international interest rates. Consequently, borrow-
ing rose fast.36

Latin American countries actually borrowed in excess of their capacity to
use foreign currency. As a consequence, the abundance of foreign exchange

3 See Figure 4.4 above and sources. This negative average real interest rate for 1972—~81, of course, is
even lower if nominal LIBOR is deflated by the export price index of all Latin American countries,
including oil exporters.

3 For additional background on the Latin American foreign debt, see R. Devlin, ‘External Finance
and Commercial Banks, the Role in Latin America’s Capacity to Import between 1951 and 1975’,
Cepal Review, s (1978); E. Bacha and C. Diaz-Alejandro, ‘Los mercados financieros; una visiéon
desde la semi-periferia’, and country case studies of Argentina, Brazil, Colombia, Chile and Mexico
in R. Ffrench-Davis (ed.), Las relaciones financieras externas: su efecto en la economia latinoamericana
(Mexico, D.F., 1983); R. Ffrench-Davis, ‘External Debt and Balance of Payments: recent trends
and prospects in Latin America’, in IDB, Economic and Social Progress in Latin America 1982
(Washington, D.C., 1982). A comparison of fourteen LDCs in all regions is made in R. Ffrench-
Davis, ‘International Private Lending and Borrowing Strategies of Developing Countries’, Journal of
Develspment Planning, 14 (1984).
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led to accumulation of international reserves in the Central Banks of the
region and to over-valuation of their currencies, generating maladjust-
ments. Adjustment in the late 1970s, under the stimulus of exchange-rate
appreciation, operated in a direction that was inconsistent with sustainable
development, given the trends in the real national and international econo-
mies. Current accounts deteriorated rapidly, reaching in 1980 a combined
deficit of US$ 40 billion for the region as a whole, as the second oil shock,
world financial imbalances and stagnation of commodity markets delivered
a gloomy international economic environment.

While foreign borrowing across Latin America followed a common
course, in fact the pace differed from case to case. There was diversity in
the volume of borrowing and in the use made of it. By 1973 some Latin
American countries already had large stocks of foreign debt relative to
GDP, and high debt service ratios relative to exports. These countries,
notably Brazil and Mexico, had achieved significant access to private
financial markets during the 1960s and early 1970s, and foreign borrow-
ing expanded rapidly after 1973. As a result, the median debt/GNP ratio
before the 1973 oil crisis was already equal to 17 per cent, and the debt
service ratio had reached nearly one-quarter of all exports.37 In contrast,
Asian countries (although they had a similar level of foreign debt in
relation to GINP) posted debt service ratios which were only approximately
half as high as Latin American levels.

Several other countries in the region, such as Argentina, Bolivia, Peru,
Chile, Colombia and Venezuela also became important recipients of for-
eign loans. By the end of the decade almost all countries of the region had
easy access to the world financial markets. This, added to fast rising deficit
on the current account and the relatively low levels of exports (in relation
to their GNP), resulted in the region’s rapidly growing and eventually
unsustainable debt service ratios. By 1980 the debt/GNP ratio had nearly
doubled to 42 per cent and by 1983 it had increased to 61 per cent —
twice the level in Asia. Of the region’s 13 major debtor countries Colom-
bia had the lowest foreign bank debt/GDP ratio (23 per cent in 1982).
This was the result of a deliberate policy (followed until 1980) of safeguard-
ing domestic economic stability by controlling inflows of private foreign
capital.

In 1982, bank debt exceeded 45 per cent of annual GDP in four
countries of the region. Two of these, Venezuela and Ecuador, were oil

37 See Fishlow, ‘Some Reflections’, and World Bank, 1992, op.cit.
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exporters, while Argentina and Chile followed monetarist experiments. In
Chile and Venezuela bank debt/GDP ratios were well over Go per cent that
year. The only countries which did not increase bank debt rapidly were
those which had been denied access to foreign borrowing from private
international financial institutions for political reasons, and the deliberate
policy-induced case of Colombia. In the case of Peru, access to external
finances was severely restricted after 1976, while borrowing by Nicaragua
was sharply curtailed during the Sandinista government.

The rapid growth of foreign borrowing left annually a large net balance
of foreign exchange (after amortization and interest payments) in most
countries up to 1981. It has been estimated that the yearly average of these
positive transfers between 1977 and 1981 was equivalent to approximately
16 per cent of the total stock of debt with private banks.

By and large, foreign borrowing was used to pay for oil imports, to
expand other imports (of consumers and investment goods and military
equipment) and to finance capital flight out of the region. Capital flight
was particularly pronounced in Argentina, Mexico and Venezuela — the
result of a combination of tax heavens abroad and the absence of foreign
controls in the domestic markets. But in the majority of countries, most
of the loans were used to increase imports. Imports of military equip-
ment were substantial in several countries of the region ruled by military
dictatorships; Argentina, Chile, Mexico and Venezuela headed the group
of countries whose imports of consumer goods rose sharply; and financ-
ing of productive investment was significant in Brazil, Colombia and
Mexico.38

Export volumes of primary commodities and manufactures expanded
during this period. Nevertheless, the rate of growth of exports did not
keep pace with that of imports and interest payments. The result was a
rapid increase in current account deficits, from 2 per cent of GDP in 1973
to 6 per cent in 1981. Since Brazil had already made a downward adjust-
ment in 1981, it was able to reduce its deficit below 5 per cent of GDP,
while Chile’s deficit climbed to 18 per cent.

Adjustment to the plentiful supply of foreign exchange generally meant
that both output and consumption structures became more import-
intensive, and foreign exchange assets and liabilities came to dominate
financial portfolios. Negative international real interest rates for most of
38 See S. Griffith-Jones and E. Rodriguez (eds), Cross-conditionality, Banking Regulations and Third-

World Debr (London, 1992), M. Wionczek (ed.), Politics and Economics of Latin American Debt Crisis
(Boulder, Colo., 198s), and R. Ffrench-Davis (ed.), Las relaciones financieras externas.
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the 1973—81 period not only encouraged indebtedness, but were also
widely used as an argument in favour of further liberalization of capital
movements, especially in the Southern Cone.

Most countries in the region behaved as if the practically unlimited
supply of foreign credit was to last forever. Monetarist policies gained
ground, as reflected by permissive attitudes towards the enormous volume
of foreign credit and the introduction of domestic financial reforms which
relaxed regulations concerning interest rates, portfolio composition, matu-
rity terms and the use of funds. The financial liberalization process was
particularly extreme in Chile, Argentina and Uruguay, although most
countries adopted policies that were influenced, to a greater or lesser
degree, by the orthodox approach to international trade and finance. Even
Colombia, the most cautious borrower during the 1970s, introduced simi-
lar though moderated reforms in 1980.

The access to private capital markets in the 1970s at first increased the
autonomy of debtor countries. They gradually freed themselves from
balance-of-payments constraints, some increased their imports of capital
goods, raised their capital formation and accumulated reserves of foreign
exchanges. However, as borrowing continued to increase and imports
expanded at high rates, the economies of the region began to accommo-
date their expenditure patterns, production structures and expectations as
if the pressure of large capital inflows were to be permanent. As a conse-
quence, they became increasingly dependent upon the continuation of
these flows.

The financial situation of Latin America economies thus grew more
vulnerable in two fundamental respects. First, the ‘confidence’ of external
creditors became increasingly important to ensure continued access to
international financial markets. Indeed, attention to the attitudes of credi-
tors was a major factor in the conversion of many policy-makers to
monetarism. Second, the more the domestic economies had accommo-
dated to international financial flows, the greater was their vulnerability
vis-a-vis sudden changes in the international financial market. Events after
1982 were to demonstrate just how precarious the position of Latin Ameri-
can countries had become.

In short, the region made intensive use of external financial resources,
adjusting economic structures to the seemingly unlimited supply of for-
eign funds. The process took place under the influence of negative interna-
tional real interest rates and pressure from lender banks to liberalize
capital movements. The ‘rationale’ of the approach was provided by the

Cambridge Histories Online © Cambridge University Press, 2008



The Latin American Economies, 1950—1990 235

advocates of global monetarism, with the active participation of institu-
tions such as the IMF, DMEs governments and international commercial
banks. They succeeded, as far as Latin America was concerned, in convinc-
ing governments and public opinion that debt to private lenders was a
private affair (and therefore not really different from any other private
transaction), and that the abundance of international liquidity, and will-
ingness of international banks to lend to the region, was a permanent
condition.

A growing share of external loans after 1973 originated from private
instead of official financial institutions: by 1980, 80 per cent of the
region’s foreign debt was held by private banks. As a result, maturity
periods were shortened, and the cost of credit increased (in 1980, bank
credit posted interest rates that more than doubled those from official
sources). Furthermore, nominal interest rates on commercial loans were
very unstable during the 1970s, at times changing by as much as 50 per
cent over short periods of time. Since bank loans were taken mostly with
floating rates, this led to large fluctuations in debt service.

The shortening of credit maturity terms also implied the need to
obtain larger volumes of gross credit in order to maintain a given net
flow. This would be of no major importance if the international financial
markets were competitive and stable and if borrowers enjoyed unre-
stricted access. In practice, however, shorter maturities would represent
an additional source of external instability in the face of a change of
mood of the market.

While capital flows contributed to softening the effects of unexpected
changes in foreign trade (like the oil shocks of 1973 and 1979), they also
introduced external instability into the domestic economy by sudden
changes in the availability of funds and interest rates. Reassessments by
lenders of the ‘creditworthiness’ of specific debtor countries also contrib-
uted to domestic uncertainty.

At the macroeconomic level, external instability in trade and finance
was transmitted into domestic economies through the balance of pay-
ments, the fiscal budget and money markets. At the microeconomic level,
changes in relative prices and the availability of funds to producers and
consumers added an element of unpredictability to domestic markets.

Changes in export and import prices, access to external markets,
international interest rates, and the supply of foreign funds affected
directly different components of the balance of payments. But from there

Cambridge Histories Online © Cambridge University Press, 2008



236 Economy

it significantly affected the rest of the domestic economy. The severity of
the effects of external shocks on the domestic economy largely depended
both on the nature of the shocks and of domestic policies adopted as a
response.

In the 1950s, the response to external shocks was mainly via changes in
import restrictions (import deposits and quantitative restrictions were the
preferred policy instruments). Because in several Latin American countries
imports of consumer goods had been reduced drastically by ISI policies,
any additional import restrictions fell principally on capital and intermedi-
ate goods. This may help to explain the significant role played by foreign
exchange shortages in capital formation.3?

The influence of external shocks on the exchange rate was more passive.
In periods in which shocks improved the availability of foreign exchange
(for example via above ‘normal’ export prices), it contributed to the freez-
ing of nominal exchange-rates whose purchasing power was eroded by
high domestic inflation. During the 1950s and early 1960s the compensat-
ing mechanism of foreign-exchange reserves adjustments played a secon-
dary role. In this way, external shocks were transmitted from the balance
of payments to the domestic economy mainly via changing restrictions on
imports and passive appreciation of real exchange-rates and subsequent
abrupt devaluations.

In the mid-1960s, as we have seen, several South American countries
adopted crawling-peg policies which drastically reduced exchange-rate
instability. Greater predictability in exchange-rate movements enabled
some countries to remove many quantitative import restrictions and al-
lowed them to have more stable import policies. Carlos Diaz-Alejandro
has argued4+° that reduced real exchange-rate instability also fostered non-
traditional exports, particularly of manufactured goods. The greater stabil-
ity of exchange rate policy was associated as well with the adoption of an
active policy of accumulating foreign reserves. Countries increased their
stock of reserves, thus raising their capability to soften the impact of
external shocks.

A strong feature of the 1970s was the relaxation of restrictions on
capital movements and a rapid increase in the inflow of private funds.
Although a large proportion of funds was absorbed by import liberaliza-
tion and capital flight, foreign-exchange reserves accumulated rapidly too,

3 See C. Diaz-Alejandro, Foreign Trade Regimes and Economic Development: Colombia (New York, 1976).
40 Diaz-Alejandro, ‘Some Characteristics of Recent Export Expansion’.
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with a corresponding impact on money supply and exchange-rate apprecia-
tion. Since changes in the money supply were generally larger than targets
set by monetary authorities, domestic credit and public expenditure were
restricted so as to sterilize some of the increase in the money supply
created by the mounting foreign exchange reserves.

Despite the large inflow of foreign capital, and the liberalization of
capital movements and domestic capital markets, segmentation in finan-
cial markets persisted for several years. One of the consequences of this
segmentation was a large spread between the domestic and foreign interest
rates, which had significant allocative and distributive effects within the
domestic markets.4!

By the beginning of the 1980s, Latin American countries had ‘adjusted’
to the easy availability of foreign funds to such degree that the region had
a combined current account deficit in 1981 equivalent to nearly 6 per cent
of GDP and 44 per cent of exports. The scene was thus set for the 1982
debt crisis.

The debt crisis of the 1980s

When Mexico suspended the service on its foreign debt in August 1982,
the international financial markets awakened to the fact that Latin Ameri-
can countries had borrowed far more than was sustainable, and interna-
tional banks had lent well beyond a reasonable level of exposure. In 1982,
the loans/capital ratio of the nine largest U.S. banks with respect to Latin
America was 180 per cent; of this figure, exposure to Mexico accounted for
50 percentage points, Brazil 46, Venezuela 26, Argentina 21 and Chile
12. British banks lending to the region followed a similar pattern.4?
There is little evidence that DME governments or international institu-
tions like the IMF and the World Bank were aware of the explosiveness of
this situation, despite the fact that debt-service ratios were rising fast in
many Third World countries, especially in Latin America, and the banks’
portfolios were loaded with Third World debt. As late as October 1981,
only months before Mexico's moratorium, Geoffrey Howe, then Margaret
Thatcher’s Chancellor of the Exchequer, was still extolling the benefits of
41 See R. Ffrench-Davis, (ed.), Las relaciones financieras externas.
42 See R. Devlin, Debt and Crisis: the Supply Side of the Story (Princeton, N.J., 1989); R. Ffrench-Davis
and R. Devlin, ‘Diez afios de crisis de la deuda latinoamericana’, Comercio Exterior, 43 (1993); and
M. Marcel and J. G. Palma, ‘Third World Debt and its Effects on the British Economy: a southern

view on economic mismanagement in the North', Cambridge Journal of Economics, 12, 3 (1988):
361—400.
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the recycling process: ‘The private markets have . . . served us well in the
continued success of the recycling process. The international capital mar-
ket has continued to function in a practical and pragmatic way. . . . It is
the free market system that has recycled the surpluses and continued to
deliver some growth worldwide.’43

European politicians were not alone in their optimism. Across the
Atlantic, in March 1980 Paul Volcker, the chairman of the Federal Re-
serve, remarked that: ‘The impression I get from the data that I have
reviewed is that the recycling process has not yet pushed exposure of either
the borrowers or lenders to an unreasonable or unsustainable point in the
aggregate, especially for (North) American banks { . . .}

Volcker’s confidence was echoed by Walter Robichek, then Director of
the Western Hemisphere Department of the IMF, who argued in a speech
given in Chile in 1980, that: (a) there was no real difference between
domestic and foreign debt in LDCs; (b) LDCs had presumably taken into
account exchange-rates and other risks in their foreign borrowing; and (c)
private businesses in LDCs were very unlikely to over-borrow.45 As
Robichek spoke, Chile’s per capita foreign debt was among the highest in
the Third World. Moreover, non-guaranteed private sector debt accounted
for two-thirds of the national total. Ironically, shortly after the publication
of this speech in 1981, the IMF was back in Chile to discuss the country’s
mounting arrears in debt payments, focussed on non-guaranteed private
borrowing.

It is possible to distinguish four phases in the management of the debt
crisis which began with Mexico’s suspension of debt service. This first
spanned the period between August 1982 and September 1985, i.e. be-
tween Mexico’s moratorium and the beginning of the ‘Baker Plan’. The
two most important characteristics of this initial phase of the debt crisis
were the massive economic adjustments imposed upon LDCs, and the
effective co-ordination of creditor banks in their negotiations with debt-
ors. As all LDC governments rejected open default, adjustment was neces-
sary not only to reverse the large deficits in LDCs trade accounts but also
to generate the foreign exchange needed to service interest payments on

4 Speech at the 1981 annual IMF World Bank meeting, in IMF, ‘Summary Proceedings’, Annual
Meeting 1981 (Washingron, D.C., 1981).

4 Quoted in C. Diaz-Alejandro, ‘Latin American Debt: [ don’t think we are in Kansas anymore’,
Brookings Papers on Economic Activity, 2, 1984.

4 See W. Robichek, ‘Alternativas de politicas financieras en economias pequefas y abiertas al exte-
rior’, Estudios Monetarios VII, Banco Central de Chile, 1981, pp. 171-2.
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their foreign debt. The mobilization of the creditor banks ‘cartel’, in turn,
enabled the international banks to negotiate from a position of strength
which, given their levels of exposure to Third World debt, was not justi-
fied by their precarious financial situation. This attitude of creditor banks
contrasted sharply with the lack of co-ordination among the anonymous
bond holders of the 1930s.

The banks insisted on a ‘case by case’ approach so as to discourage the
formation of a debtor’s cartel, and were able to impose small steering
committees generally representing the banks with the highest exposure to
the country in question. The steering committees conducted all the nego-
tiations that restructured maturities and considered new loans in order to
service some of the interest payments due. These negotiations were backed
up by the DME governments and the IMF, which applied heavy pressure
on creditor banks unwilling to follow the recommendations of the most
highly exposed banks represented in the committees.

Despite their great efforts to achieve trade surpluses, Latin American
countries could not repay their foreign debt in full. This was mainly the
resule of high interest rates, the large amortization quotas due each year,
and weak demand in the international markets for Latin American primary
commodity exports.

A common feature of debt renegotiations during this period was the
requirement that governments provide an ex-post guarantee on non-
guaranteed private debt. This was a particularly arbitrary measure im-
posed on the governments of the region by creditor banks, and govern-
ments of DMEs, with the support or acceptance of international agencies.
It did not appear to matter that banks had willingly given these loans
without government guarantees, and had charged premiums for the addi-
tional risks involved.

The second phase corresponds to the period of the ‘Baker Plan’ from
September 1985 to September 1987. The Baker Plan attempted to reverse
the most recessive effects of the first phase of the debt crisis, calling for
‘structural adjustment with growth’. The core of the new strategy was a
commitment by James Baker, the U.S. Secretary of the Treasury, to obtain
US$29 billion of new loans in a period of three years, consisting of US$20
billion in private lending and the rest from international agencies. The
new money could help LDCs to cushion the effects of adjustment. Also,
the plan brought the World Bank into the process of management of the
debt crisis for the first time.
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Mexico was the first country to join the Baker Plan, followed by Argen-
tina, Brazil, Chile, Uruguay and Venezuela. A gross total of US$176
billion in debt was restructured during this period. The Baker Plan also
included softer conditionality for new loans, longer maturities, lower
spreads and no commissions for debt renegotiations.

The third phase, usually referred to as ‘Baker Plan B’ took place be-
tween September 1987 and March 1989, and added a new feature: debt
reduction in the form of discounted debt buy-backs, ‘exit bonds’ with low
interest rates, and debt swaps. For the first time it was openly admitted
that the real value of LDCs debt was lower than its face value. However, it
was also made clear that options for debt reduction were voluntary for
creditor banks, and that DMEs’ tax payers would not have (directly) to
foot the bill.

The fourth and last phase of debt renegotiations during the 1980s
was launched in March 1989 with the ‘Brady Plan’. It included im-
portant new instruments for debt renegotiation. The most important
of these was the priority given to debt reduction, particularly the
commitment of US$30 billion for this purpose (US$r2 billion each
from the IMF and the World Bank and US$6 billion from Japan).
These funds could be used to finance debt buy-back by LDCs, or
its conversion into bonds at a discount. There were also tax advan-
tages for creditor banks and a policy to de-link debt renegotiation
from IMF programmes. This meant that a country could reach a nor-
mal agreement with the IMF even though it was behind in its debt
repayments.

Mexico, Venezuela, Costa Rica and Uruguay were the first to renegoti-
ate foreign debt under this plan. These countries reduced their debt by
US$8 billion and converted US$34 billion into long-term bonds with
fixed rates of interest. Argentina and Brazil also reached agreement in
principle to restructure foreign debt along similar lines. Bolivia and Guy-
ana, followed by Honduras, El Salvador, Nicaragua and Panama success-
fully renegotiated part of their debt in the Paris Club, obtaining substan-
tial reductions in debt service.

The recessive adjustment of the 1980s

All Third World regions were confronted by similar external conditions
during the period, including restricted access to new borrowing, soaring
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Table 4.14. Latin America: debt indicators, 1978—90

1978 1980 1981 1982 1984 1987 1990

Total debt 153 228 285 328 368 420 432
(US$ billions)

Debt as % of GDP 31 28 32 44 56 58 44
in current US$

Debt as % of total 253 215 249 322 329 399 292
exports

Interest payments 16 20 28 41 37 30 25
as % of total
exports

Net transfers of 16 13 11 —19 —27 —16 —14
funds

(US$ billiony

Note: © Net capital inflows minus net interest and profits paid. A positive figure
represents a positive transfer. Includes eighteen countries, excluding Panama.
Source: Data for nineteen countries from ECLAC, Statistical Division.

real interest rates on their foreign debt, generally declining terms of trade
and stagnant demand in the North for primary commodities. Most Latin
American countries, however, were more vulnerable to these negative
shocks and therefore less able to achieve an efficient adjustment during the
1980s.

Table 4.14 shows how fast debt indicators can change. In fact they
experienced a drastic worsening between 1980 and 1982, with the inter-
est to exports ratio, for example, jumping from 20 to 41 per cent, and
the net transfers shifting from plus US$13 billion to minus US$27
billion. There was a massive and generalized worsening of economic and
social indicators.

It is interesting, however, to note that net transfers usually remained
positive in Central American nations and Paraguay, as a consequence of
large loans from official sources. In the rest of Latin America, the in-
crease of public lending, basically provided by multilateral institutions,
represented a minor compensation of the negative transfers delivered by
the region to creditor banks. Among large debtors, Chile was the coun-
try that received proportionally larger net financing from the IMF, the
Inter-American Development Bank (IDB) and the World Bank: net trans-
fers from them wete equivalent to 2 per cent of GNP in 1985—8, with
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transfers from Chile to private banks of the order of 6 per cent.46 Multi-
lateral financing played a crucial role for the capacity of debtor countries
to pay interest to private banks, and this support was notably more
significant for Chile.

Latin America’s combined trade deficit totalled US$14 billion in 1981,
while the corresponding figure for the current account was US$42 billion,
financed by capital inflows. In 1982, however, the surplus in the capital
account dropped by half, and by 1983 it had fallen to 2 mere US$3 billion;
the fall in net financing was a consequence both of a sharp reduction in
formal inflows (net loans and direct foreign investment) and a significant
rise in capital flight as measured by errors and omissions in the balance of
payments. As a result of the abrupt drop in financing and the rapid
increase in interest rates, Latin American countries had to reduce abruptly
the deficit in their trade accounts, generating a surplus of US$27 billion
in 1983 and US$36 billion in 1984. The surpluses were used to cover
interest and profit remittances abroad.

Despite efforts to increase exports, Latin America’s revenues grew
slowly during this period due to falling export prices (see Figure 4.4
above). As a result, the region had to rely heavily on import reductions to
generate the trade surplus and the corresponding foreign exchange re-
quired to close the large gap in its balance of payments.

On the one hand, inflacionary pressures soared, because of worsened
expectations, sharp exchange-rate devaluations and rapid increases in pub-
lic sector deficits due to the service of the foreign public debt (including
subsidies to interest payments on private debt for which governments had
provided transfers or ex-post guarantees).47 On the other hand, domestic
output, employment and investment all suffered a substantial drop. GDP
fell by 4 per cent between 1981 and 1983 and then recovered slowly, with
real gross national disposable income (which had grown at a rate of 6.2 per
cent per annum during the intershock years) only recovering its 1980

46 Figures based on data of the World Bank, World Debt Tables. See R. Ffrench-Davis, ‘Adjustment
and conditionality in Chile, 1982—88’, in Griffith-Jones and Rodriguez (eds), Cross-conditionality.
In 1982 two-thirds of Chile's foreign debt were private and with no government guarantee. In
1987, after several rescheduling rounds and new borrowing by the Central Bank to save several
private banks and domestic debrors from bankruptcy, this proportion fell to 15 per cent. The most
striking feature of this ‘nationalization’ of private liabilities is that the country obtained from banks
few or no concessions in exchange, but a generous flow from multilateral insticutions (IMF, IDB
and the World Bank).

47 In 1987-8 public sector foreign debt was equal to 170 per cent of total current public revenue. As
LIBOR plus average spread reached 8 per cent in these years, almost 15 per cent of current public
revenue had to be used to service the public foreign debt.
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Table 4.15. Latin America: poverty, income, education, and health, 1980—90

1980 1986 1990
1. Poor population Latin America* 41 43 46
(%) of total
population)
2. Indigent population Latin America 19 21 22
(% of total)
3. Poor population Latin America’ 30 36 39
(urban areas)
4. Poor population Latin America® 60 60 61
(rural areas)
5. Poverty gap? Latin America‘ 2.4 3.7 (1989) 4.1
(% of GDP)
6. Wages (% of GDP) Latin America? 34 28 (1989) 28
7. Hliteracy® Latin America and 23.0 15.3
the Caribbean’
8. School enrolment Lacin America and 82.3 87.3
rate ages 6 to 11 the Caribbean*
9. Secondary school Latin America and 47-4 54.9
enrolment rate the Caribbean’
0. Life expectancy Latin America and 6s.2 68.0
(years) the Caribbean®
11. Infant mortality (per Latin America and 70.9 54.6
thousand born alive) the Caribbean*
Notes:

“ The poverty gap measures the transfer of economic resources to poor households needed
in order to bring them up to the poverty line.

® Percentage of the population 15 years of age and older.

‘Except Cuba

4 Brazil, Chile, Colombia, Costa Rica and Peru.

¢ Latin America except Cuba, plus Barbados, Cuba, Guyana, Haiti, Jamaica, Suriname
and Trinidad and Tobago.

Sources: ECLAC, Notas sobre el desarrollo social en América Latina (LC/G.1665/Rev. 1),
(Santiago, February 1992) for indicators 1—4 and 7—11; O. Altimir, ‘Income
Distribution and Poverty through Crisis and Adjustment’, in G. Bird and A. Helwege
(eds), Latin American Recovery (New York, forthcoming) for indicators 1—4 (1990); and
R. Infante and V. Tokman, ‘Monitoring Poverty and Employment Trends: an index for
social debt’, Documentos de trabajo, no. 365 (Santiago: PREALC, August 1992) for
indicators 5 and 6.

value during 1987. Gross fixed capital formation in 1990 was still one-
quarter below the 1980 figure.

Social indicators reflected the unequal way in which the effects of
economic contraction were distributed among the population during this
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period. There was a substantial drop in real wages (with minimum wages
in 1990 still being one-third below their 1980 level), a rapid increase in
‘open’ urban unemployment to 8 per cent and ‘under-employment’ to a
further one-third of the labour force in 1990, and public social expendi-
tures per capita were severely curtailed in most countries (particularly
weakening the quality of health and education). By the early 1990s, 46
per cent of the population of the region, or 200 million Latin Americans,
were living below the poverty line, a figure that was nearly so per cent
higher than that of 1980 (see Table 4.15). As in the past, people in rural
areas continued to be proportionally poorer. However, during the 1980s
the increase in poverty was concentrated in the urban areas. In part this
was because agriculture was capable of responding better to the crisis; it
was the manufacturing sector that bore the brunt of the recession.

Notwithstanding the worsening of so many socioeconomic indicators —
average wages, employment, social expenditure — there were several indi-
cators that continued to show some improvement during the 1980s. As
Table 4.15 shows, literacy, years at school, life expectancy and infant
mortality, for example, improved in most countries.

The domestic and external macroeconomic indicators presented in Table
4.16 illustrate in more detail the severe economic consequences of the
recessive adjustment in Latin America, following the onset of the debt
crisis. In 1990, GDP per capita was still 8 per cent lower than in the base
period (the average of 1980—81). This was in sharp contrast to previous
decades, when GDP per capita grew about 30 per cent per decade. Adjust-~
ment had an even greater negative impact on capital formation and im-
ports of capital goods: gross fixed capital formation per capita decreased by
one-third between 1980—81 and 1983—90 (see Table 4.16, line 4). This
was to have evidently negative consequences for productive capacity and
employment. However, the decline in investment was not associated with
a drop in domestic savings, which remained more or less stable (see Table
4.16, line 5). It was ‘national’ savings that diminished sharply, because
both the private and public sectors had to devote a sizable amount of
savings to service the foreign debt. In fact, net transfers of funds from the
region averaged the equivalent of between one-half and two-thirds of net
fixed capital formation in 1983—90.4% The region’s declining terms of

48 During the 1970s foreign resources did, to a certain extent, contribute to capital formation. There
were, however, important differences among Latin American countries. For example, those nations
(such as Chile and Uruguay) that liberalized capital inflows, domestic financial markets and
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4.16. Latin America: macroeconomic indicators, 1979—90 (percentages of per capita average GDP in 1980—81)

Average Average
1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1980-81 198390
1. GDP 97.5 101.0 99.0 95.7 91.4 92.3 92.7 94.6 95.7 94.5 93.5 92.0 100.0 93.3
2. Domestic expenditure 97.9 102.7 100.0 93.4 85.2 8s.5 8s.9 88.6 88.9 87.5 86.0 84.6 101.4 86.5
3. Consumption 75.0 77.8 76.2 73.9 70.2 70.4 69.9 72.5 71.9 70.9 70.5 70.5 77.0 70.8
4. Gross fixed capital 22.7 23.7 22.9 19.8 15.8 15.4 15.4 16.4 16.6 16.3 15.3 14.8 23.3 15.7
formation
5. Domestic saving* 22.6 23.2 22.7 21.8 21.2 21.9 22.8 22.0 23.9 23.7 23.1 21.5 23.0 22.5
6. Trade balance? (0.4) (1.7) (1.0) 2.2 6.2 6.8 6.7 6.0 6.8 7.0 7.5 7.3 (1.4) 6.8
a) Exports of goods 14.3 14.5 15.1 15.2 15.9 16.8 16.5 16.2 17.3 18.2 18.8 19.4 14.8 17.4
and services
b) Imports of goods (14.7) (16.1) (16.2) (13.0) 9.7) (10.0) (9.8) (10.2) (10.5) (11.2) (11.2) (12.0) (16.2) (10.6)
and services
7. Terms of trade effect .7 0.0 (0.8) (2.4) (2.6) (2.2) (2.8) (4.3) (4.6) (4.7) 4.7) (5.0) (0.4) (3.9)
8. Net transfers of funds 1.1 1.7 1.8 0.2 (3.6) 4.6) (3.9 (1.8) (2.2) (2.3) (2.9) (2.3) 1.7 (2.9)
(c-d)
a) Capital movements? 4.7 4.5 5.1 2.5 0.4 1.4 0.5 1.4 2.0 0.8 1.4 2.5 4.8 1.3
b) Factor services (2.3) (2.6) (3.6) 4.9) (4.5) (4.8) 4.5) (4.2) 3.7) 3.7) (3.9) (3.4) (3.1) (4.1)
¢) subtotal 2.4 1.8 1.5 (2.3) (4.2) (3.4) (4.0) (2.7) (1.7) (2.9) (2.5) (0.9) 1.7 (2.8)
d) Change in inter- 1.3 0.2 (0.4) (2.5) (0.s) 1.2 (0.1) (1.0) 0.6 (0.6) 0.4 1.4 (0.1) 0.2

national reserves

Notes:  Calculated as the difference between GDP and expenditure on consumption.

% Unrequited net transfers are included in capital movements.
Source: Calculations based on ECLAC, Statistical Division, covering nineteen countries.
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trade reduced even further the availability of funds for investment. The
worsening of the terms of trade were equivalent to 4 per cent of GDP
between the averages of 1980—81 and 1983—90 (see Table 4.16, line 7).
At the same time, capital inflows per capita diminished in 1983—90 to
almost one-fourth of the 1980—81 levels (see Table 4.16, line 8a), while
interest payments and profit remittances per capita increased by one-third
(see Table 4.16, line 8b). Trade and financial shocks, of roughly similar
magnitudes, resulted in a decline in available resources, between 1980—81
and 1983—90, equivalent to 9 per cent of GDP.

It is revealing that, during the 1980s, many LDCs, particularly in
Latin America, made larger transfers as a proportion of GDP than those
made by Germany after the First World War. Most crucially, the effects
of the LDC'’s debt crisis were not limited to the financial sector of the
DMEs with high exposure in the Third World: their exports —
particularly of manufactures — to heavily indebted LDCs were damaged
by the crisis, resulting in losses in output, employment and market
shares. Evidence suggests that a reduction in interest flows from LDCs
to DMEs’ banks would have been almost offset by increases in DMEs’
exports. A contradiction existed between the self-interest of creditor
banks and the real side of both debtor and creditor countries, and it
was the former that ultimately prevailed.

In brief, the combined effects of the trade and financial external shocks
caused a 7 per cent decline in average GDP per capita between 1980-81
and 1983—90, and a 15 per cent decline in domestic absorption. This
contrasts markedly with the dynamism of the 1970s, when annual average
GDP growth was 5.6 per cent, consumption grew by 6.1 per cent, and
investment increased by 7.3 per cent per annum, vis-a-vis a 2.4 percent
rise in population.

Since governments of the region carried the burden of financing the
bulk of the net transfers of resources abroad (about 70 per cent in all), the
whole process depended crucially on the autonomy of public revenues.
Therefore, governments which owned export activities, such as Chile,
Mexico and Venezuela — and as a consequence did not have to depend so

imports across-the-board, tended to show both lower investment and reduced national savings during
this period. On the other hand, a better performance was attained during that period by countries
(such as Brazil and Colombia) that reformed their trade and financial policies in a moderate and
selective manner. After 1982, investment became constrained not only by the abrupt halt to foreign
borrowing and the recession, but also by a shortage of domestic investable resources; both the private
and public sectors had to channel a sizeable proportion of their savings into interest payments on their
foreign debt.
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much on domestic taxes — were able to transfer these resources more
effectively. In contrast, governments that had to rely on domestic taxes to
finance their debt service, such as Argentina, Brazil, Peru and Uruguay,
ended up with large fiscal deficits and mounting inflation.

The Third World debt crisis of the 1980s was a global problem. The
deficits of non-oil developing countries absorbed a significant part of
OPEC surpluses, thus helping DMEs to soften their recession in the
1970s. Since 1982, the burden of debt repayment imposed massive costs
on LDC economies, particularly in Latin America. However, this adjust-
ment also negatively affected DMEs’ exports to LDCs, and therefore out-
put, public revenues, investment and employment in the industrialized
countries. The debt crisis also contributed to instability in world financial
markets. Given the existence of a growing interdependence in the world
economy, a better-timed and more balanced treatment of the debt crisis
would have left both developing and developed nations better off.

CONCLUSION

The stagnation of the 1980s obscured the comparatively strong economic
performance achieved by the Latin American countries during the previous
three decades. In this period of ISI-led growth, Latin American GDP
multiplied fivefold, resulting in significant economic and social progress.
With hindsight, ISI can be seen to have been consistent with conditions
prevailing in international trade and international financial markets after
the Second World War; also, it was consistent with the economic develop-
ment thinking predominant at the time and with the political demands
arising from newly emerging groups in Latin American societies.

There were inconsistencies in the form in which ISI was implemented,
lack of continuity in economic policy-making, a broad and often arbitrary
pattern of effective protection, and disregard for exports. Excessive protec-
tionism, combined with overappreciated exchange-rates, frequently dis-
couraged both primary and manufactured exports. Nevertheless, overall,
the ISI strategy was a positive factor contributing to the growth of GDP
and general economic development during the 1950s, the 1960s and, to a
lesser extent, the 1970s.

As opportunities opened up in world markets for exports of commodi-
ties and manufactures, and as the domestic economies developed new
productive capacities, the Latin American countries — in contrast to those
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of East Asia — were hesitant and slow to adapt the ISI strategy to changing
conditions. However, some policy changes were implemented from the
196os which enhanced the role of exports, principally of manufactures.
And some latecomers to ISI, for example, the Central American nations,
were successful in the use of economic integration as a means to improve
the efficiency of ISI. Annual growth of manufactured exports averaged 13
per cent in 1962—70, with growth particularly strong in exports to Latin
American markets.

During most of the 1970s ISI in Latin America continued to shift
toward export promotion. However, external events such as the oil shocks
and increasing international lending created strong incentives for borrow-
ing abroad on a massive scale, which tended in the end to discourage the
export drive during the second half of the decade. Capital flows had a
determinant influence on the economic performance of Latin American
countries in the second half of the 1970s and subsequently during the
1980s. The entire region experienced ‘positive’ financial shocks, but pol-
icy responses varied. In particular, there was great diversity in the degree
of openness to inflows and in the use made of new funds. The net balance
was an increase of capital formation ratios during the 1970s and early
1980s, and significant exchange-rate appreciations in the latter part of
that period with large domestic and external disequilibria.

The easy and (in the short term) inexpensive access to international
bank lending, which was wrongly assumed to be permanent, stimulated
aggregate demand beyond domestic output. Necessary tax reforms were
delayed, and controls on fiscal budget deficits were largely absent in many
countries, most notably Argentina, Mexico and Venezuela. In some cases,
such as Chile, the private sector also over-borrowed. Only a few nations,
notably Colombia, attempted to implement effective policies to avoid
macroeconomic imbalances induced by the growing supply of capital in-
flows during this period.

During the 1980s, the region was forced rapidly to adjust aggregate
demand to spending capacity. In fact, the downward macroeconomic ad-
justment went beyond the limits posed by domestic productive capacity,
since the region faced the need to make substantial net transfers abroad.
As a resule, a significant share of domestic savings was diverted from the
financing of national investment.

There were other debt-induced changes taking place. The intensity of
the crisis led policy-makers to give priority to short-term targets, to the
neglect of long-term development. As the nature of the crisis was associ-
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ated with financial flows, the leading role in the adjustment was played by
financial agents and mechanisms at the expense of the real economy.
Together with deep financial reforms of a neo-liberal orientation imple-
mented in several Latin American countries went low real investment,
meager GDP growth, and worsening income distribution. The costs of the
adjustment were unequally distributed among the various income strata of
the population, resulting in an overall deterioration of the already highly
skewed distribution of opportunity, income and wealth in Latin American
societies and a sharp increase in the number of 