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GENERAL PREFACE

In the English-speaking and English-reading world the multi-volume
Cambridge Histories planned and edited by historians of established
reputation, with individual chapters written by leading specialists in
their fields, have since the beginning of the century set the highest
standards of collaborative international scholarship. The Cambridge
Modern History, planned by Lord Acton, appeared in sixteen volumes
between 1902 and 1912. It was followed by The Cambridge Ancient
History, The Cambridge Medieval History and others. The Modern History
has now been replaced by The New Cambridge Modern History in fourteen
volumes, and The Cambridge Economic History of Europe has recently been
completed. Cambridge Histories of Islam, of Iran and of Africa are
published or near completion; in progress are Histories of China and of
Judaism, while Japan is soon to join the list.

In the early 1970s Cambridge University Press decided the time was
ripe to embark on a Cambridge History of Latin America. 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 Europe (especially
in Britain and France) and increasingly in Latin America itself (where a
new generation of young professional historians, many of them trained
in the United States, Britain or Europe, had begun to emerge).
Perspectives had changed as political, economic and social realities in
Latin America — and Latin America’s role in the world — had changed.
Methodological innovations and new conceptual models drawn from the
social sciences (economics, political science, historical demography,
sociology, anthropology) as well as from other fields of historical
reseatch were increasingly being adopted by historians of Latin America.

x1
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xii General preface

The Latin American Studies monograph series and the Journal of Latin
American Studies had already been established by the Press and were
beginning to publish the results of this new historical thinking and
research.

In 1974 Dr Leslie Bethell, Reader in Hispanic American and Brazilian
History at University College London, accepted an invitation to edit The
Cambridge History of Latin America, and he began work on the project two
years later. For the first time a single editor was given responsibility for
the planning, co-ordination and editing of an entire History.

The Cambridge History of Latin America, to be published in eight
volumes, is the first large-scale, authoritative survey of Latin America’s
unique historical experience during almost five centuries from 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 centuries to the present day. (The Press will publish separately
a 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 millenia 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 Portu-
guese-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 Jamaica and Trinidad,
for example, have early Hispanic antecedents and are now members of
the Organisation of American States.) The aim is to produce 2 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 and in Europe and, not least, to a
greater awareness of its own history in Latin America.
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General preface xiii

Contributors have been drawn from the United States and Canada,
from Britain and Europe, and from Latin America.

For the first time the volumes of a Cambridge History will be
published in chronological ordesr: Volumes I and II (Colonial Latin
America — with an introductory section on the native American peoples
and civilizations on the eve of the European invasion) in 1984; Volume
II1 (from Independence to ¢. 1870) in 1985; VolumesIVand V (c. 1870 to
1930) in 1986; and Volumes VI-VIII (1930 to the present) in 1988 or as
soon as possible thereafter. 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 what is now called
the capitalist world system, and the fundamental importance of its
economic, political and cultural ties first with Spain and Portugal, then
with Britain, France and, to a lesser extent, Western Europe as a whole,
and finally with the United States, the emphasis of the Hisfory will be
upon the evolution of internal structures. Furthermore, the emphasis is
clearly on the period since the establishment of all the independent Latin
American states except Cuba at the beginning of the nineteenth century,
which, compared with the colonial and independence periods, has been
relatively neglected by historians of Latin America. The petiod of
Spanish and Portuguese colonial rule from the sixteenth to the
eighteenth centuries is the subject of two of the eight volumes. Six are
devoted to the nineteenth and twentieth centuries and will 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 Ametican countries (plus Puerto Rico), and
especially the three major countries — Brazil, Mexico and Argentina. In
view of its size, population and distinctive history, Brazil, which has
often been neglected in general histories of Latin America, written for
the most part by Spanish Americans or Spanish Ametican specialists, will
here receive the attention it deserves.

An important feature of the History will be the bibliographical essays
which accompany each chapter. These will give special emphasis to
books and articles published during the past 15—20 years, that is to say,
since the publication 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, Austin, Texas, 1971) which
was prepared during 19669 and included few works published after
1966.
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PREFACE TO VOLUMES IV AND V

Volumes I and Il of The Cambridge History of Latin America published in
1984 were largely devoted to the economic, social, political, intellectual
and cultural history of Latin America during the three centuries of
Spanish and (in the case of Brazil) Portuguese colonial rule from the
European ‘discovery’, conquest and settlement of the ‘New World’ in
the late fifteenth and early sixteenth centuries to the late eighteenth and
early nineteenth centuries, the eve of Latin American independence.
Volume III published in 1985 examined the breakdown and overthrow
of Spanish and Portuguese colonial rule in Latin America during the first
quarter of the nineteenth century and, the main focus of the volume, the
economic, social, political and cultural history of the independent
Spanish American republics and the independent Empire of Brazil
during the half-century from independence to ¢. 1870. With Volumes IV
and V The Cambridge History of Latin America moves on to the period
from ¢. 1870 to 1930.

During the first half-century after independence Latin America
experienced, at best, only very modest rates of economic growth and, at
least in Spanish America, violent political and ideological conflict and
considerable political instability. Besides the war between Mexico and
the United States (1846-8) and frequent foreign, especially British,
interventions in Latin America, there were also at the end of the period
two major wars between Latin American states: the Paraguayan War
(1865—70) and the War of the Pacific (1879-83). In contrast, the
following half-century, and particularly the period up to the First World
War, was for most Latin American countries a ‘Golden Age’ of
predominantly export-led economic growth, material prosperity (at least
for the dominant classes and the urban middle classes), ideological
consensus and, with some notable exceptions like Mexico during the

Xv

Cambridge Histories Online © Cambridge University Press, 2008



xvi Preface to Volumes IV and V'

Revolution (1910-20), political stability. Moreover, although there was
continued foreign intervention in Latin America ~ mainly US interven-
tion in Mexico, Central America and the Caribbean — throughout the
petiod, there were no major international conflicts in Latin America
between the end of the War of the Pacific (1883) and the outbreak of the
Chaco War (1932).

Volume IV, the first of these two volumes on the period ¢. 1870 to
1930, consists of twelve general chapters on the economic, social,
political, intellectual and cultural history of Latin America as a whole.
Two chapters examine the growth of the Latin American economies, the
first in the period 1870-1914, the second in the period from the First
Wotld War to the eve of the World Depression of the 1930s. This growth
was largely a result of the greatly accelerated incorporation of the Latin
American economies as primary producers into the expanding inter-
national economy and significant inflows of foreign capital, particularly
from Britain and, in the twentieth century, from the United States. At the
same time domestic markets and domestic capital accumulation are not
neglected. Latin America’s political relations with the major European
powers and, above all in Central America and the Caribbean, with the
increasingly expansionist United States receive separate treatment.
Another chapter analyses the growth of Latin America’s population
(from 30 million in 1850 to 10§ million in 1930), in part the result of mass
European immigration especially in Argentina and Brazil. The profound
impact of capitalist penetration of the countryside is the subject of two
chapters, one concentrating on the traditional highland areas of Mexico,
Central America and the Andes, the other on the Spanish Caribbean. The
first of these, while claiming that rural economies and societies
underwent greater change in the period 1870-1930 than in any previous
period except the Conquest, also seeks to show that in many rural areas,
especially in the Andes, the forces of change were resisted and pre-
capitalist structures survived. Urban society also experienced rapid
change in this period, and there are separate chapters on the growth of
Latin American cities, especially primary cities like Buenos Aires, Rio de
Janeiro and Mexico City, all of which had between one and two million
inhabitants by 1930 and rivalled the major cities of Europe and the
United States; on the beginnings of industry, especially in Brazil,
Argentina, Chile, Colombia and Mexico; and on the emergence of an
urban working class as a significant force in many republics and the
history of the eatly Latin Ametican labour movements. Two chapters
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Preface to Volumes 1V and 1 xvii

treat separately the evolution of political and social ideas in Latin
America in this period (and in particular the adaptation of liberalism to
highly stratified societies with under-developed economies and an
authoritarian political tradition, and the influence of positivism on the
governing and intellectual elites), and major movements and notable
individual achievements in Latin American literature, music and art (as
well as the early days of the cinema in Latin America). Finally, the volume
concludes with a chapter which examines how the Catholic Church in
Latin America adjusted to the decline in its power and privileges in a
secular age while retaining the adherence of the vast majority of Latin
Americans.

Volume V consists of twenty-one chapters on the economic, social
and, above all, political history of the various Latin American countries
from ¢. 1870 to 1930. Part One deals in some detail with the history of
Mexico in this period. There are chapters on the Potfiriato (the thirty-
five-year dictatorship of Porfirio Diaz, 1876—1911), on the Mexican
Revolution and on reconstruction under the ‘Sonoran dynasty’ during
the 1920s. Part Two, ‘Central America and the Caribbean’, has a single
chapter on the five republics of Central America and separate chapters on
Cuba, Puerto Rico, the Dominican Republic and Haiti. Part Three, “The
River Plate Republics’, has four chapters on the economic, social and
political evolution of Argentina, which had become in many respects
Latin America’s most advanced nation by 1930, as well as chapters on
Uruguay and Paraguay. Part Four, ‘The Andean Republics’, has separate
chapters on Chile, Bolivia and Peru in the half-century following the War
of the Pacific and a single chapter on Colombia, Ecuador and Venezuela.
Finally, Part Five is devoted to Brazil. There are chapters on Brazil’s
coffee-dominated economy in this period, on the political system and the
politics of reform during the late Empire (1870—89) and on the social and
political structure of the First Republic (1889—1930).

Many of the historians who contributed chapters to these two volumes —
twelve of them North American, eight Latin American (three from
Brazil, two each from Argentina and Cuba and one from Uruguay), eight
British, four continental European and one Puerto Rican — also read and
commented on the chapters of their colleagues. I am especially grateful in
this respect to Malcolm Deas, Ezequiel Gallo and Colin Lewis. In
addition, Christopher Abel, Alan Knight and Rory Miller provided
critical assessments of more than one of these chapters. A number of
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xviii Preface to Volumes IV and V'

Latin American historians and historians of Latin America have given
valuable advice and encouragement from the very beginning of this
project. I would like to take the opportunity here to thank, in particular,
John Lynch, Richard Morse and John Womack.

At the Cambridge University Press Elizabeth Wetton was the editor
responsible for these volumes of The Cambridge History of Latin America.
Cynthia Postan was the subeditor of Volume IV, Elizabeth O’Beirne-
Ranelagh of Volume V. The index to Volume IV was prepared by Hilda
Pearson, the index to Volume V by Ann Hudson. As in the case of the
three volumes of the History already published Nazneen Razwi at
University College London gave invaluable secretarial assistance.
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1

LATIN AMERICA AND THE
INTERNATIONAL ECONOMY, 1870-1914

INTRODUCTION

The half-century following the wars of independence in Latin America,
that is to say, the period from the 1820s to the 1860s or 1870s, had been
generally disappointing in terms of economic growth, although here and
there, in the niches of a somewhat ramshackle but nevertheless changing
structure, modest material and organizational gains were made. Over the
region as a whole, the uneven diffusion of commercialization during the
colonial period had left a complex mosaic of capitalist and non-capitalist
relations of production, ranging from reciprocal labour networks,
slavery, other compulsory labour regimes and debt peonage to share-
cropping and various forms of tenant farming, wage labour and small-
scale commodity production by artisans and smallholders. Communal
ownership of land still existed alongside privately held properties both
large and small, while other rural holdings were controlled by
ecclesiastical and public authorities. Gradually, however, over the course
of several decades, relationships more compatible with capitalist modes
of interaction gained ground as long established colonial mechanisms for
allocating resources fell into disuse and the world capitalist system
expanded. A half-century of incremental change had not been enough to
transform the economic organization of Latin America, but it did
sufficiently alter conditions for the more sweeping institutional and
technological developments of 1870-1914 to get under way.

The regulatory systems established during the colonial period were
being dismantled at the same time as public administration was breaking
down and new, sometimes contested, national boundaries were being
drawn. These developments disrupted local commerce and in many
instances halted the former inter-regional (but by then inter-country)
currents of trade within Latin America, while the strong gravitational

1
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2 Economy, 1870-1914

pull of the expanding North Atlantic economies reoriented economic life
towards a slowly growing participation in global trade no longer
determined by Iberian commercial policy. For example, an export boom
in Peruvian guano had begun in the eatly 1840s; in the same decade
Chilean mineral and Argentinian wool exports also began their rapid
growth; Brazilian coffee exports also gathered momentum; and some
other notable gains, mostly in agricultural exports, were registered
elsewhere before 187o0.

Even as they brought important new opportunities for growth, the
dislocation of trade following in the wake of this reorientation entailed
costs for several elements in the regional economy: dwindling artisan
production and the virtual extinction of manufacturing workshops or
obrafes, economic decline for some areas, a decay of inter-regional
transport systems. But what was perhaps in the long run one of the most
significant institutional losses could hardly have been foreseen at the
time. The integration of the region into the world economy and the
corresponding ease of borrowing from abroad helped to stifle whatever
potential for a local production of technology might have survived the
Spanish crown’s attempts at modernization in the closing decades of the
colonial era, as well as to hinder the development of manufacturing
experience within the Continent. Such technological transfers as did
occur raised productivity in the Americas and thus undoubtedly
increased aggregate output more rapidly than would have happened in
their absence. But the fact remains that this type of cross-cultural
borrowing did not succeed in persuading or helping the borrowing
countries to undertake their own home-grown technological improve-
ment. Cost—benefit relations made it far easier — and more rational - in
the short term to acquire new ‘off the shelf’ methods of production from
Europe rather than to establish the kind of social milieu that would have
encouraged local generation.

As control and use of the economic surplus shifted from the imperial
rulers into the hands of the new national governments, factional disputes
combined with interregional rivalries and political-administrative inex-
perience to breed policy conflicts that were fully as disabling for the
conduct of business as the almost complete breakdown of the colonial
financial structure had been. Punctuated by repeated coups d’état and
military uprisings, the aftermath of independence had been, in fact, a
period of exceptional political fluidity. It is not always easy to ascertain
the correlation of social forces that shaped the somewhat erratic national
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Introduction 3

economic policies of the post-independence period. New currency
systems interjected new uncertainties, as did the frequently disordered
state of public finance. The inefficiency, indiscipline and corruption
which plague so many of today’s new states were no less baleful and
widespread then. And these were to some extent the cause of the not
inconsiderable instability and insecurity that afflicted the contractual-
legal environment, especially for larger-scale operations and transactions
extending over longer periods of time.

Unfortunately, such institutional disturbances had handicapped Latin
America during a period in which the real volume of world trade was
rising and, after 1850, increasing at a possibly more rapid rate than even
that which obtained between 1870 and 1914. Population growth in
Europe and North America, the investment accelerator effects of this
growth, together with changes in the technology of production and
transport, interacted on the metropolitan economies to increase the
capacity to export and import. With the passage of time, this would open
up ever more attractive trading opportunities for Latin America when its
political environment should improve. Until that moment came, and
despite the many failed ventures of the pre-1870 period, much
information of eventual economic value on the resources and production
possibilities of the region was being accumulated. European mercantile
beachheads had been established in the major ports and other principal
population centres, new shipping routes connected Latin America with
North Atlantic growth centres and, increasingly, the means were at hand
for tapping European, and, to a lesser extent, U.S., capital and money
markets. All the while, influential segments of Latin American society
were acquiring a fuller appreciation of what might be in store (for them,
at least) if ties could be successfully consolidated with the vanguard of
the industrial tevolution.

As Latin America moved into the last third of the nineteenth century, the
business climate, which since independence had for the most part been
disturbed by political instability, began to acquite a more settled
character. So, too, did the transaction of framework derived from law
and public policy. This is not to say that the dominant atmosphere of
Latin American political life was one of serene sobriety. Flamboyant
individuals still thronged the political stage of fin de siécle Latin America,
and its salient characteristic was often a disequilibrating factionalism.
Manipulation of electoral processes was commonplace. More than just
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4 Economy, 1870—1914

occasionally, political life hatrked back to the earlier part of the century.
Yet, notwithstanding episodic disputes among regions, classes and
factions, government authority gradually came to be more stable and
more comprehensive. Moreover, serious international conflicts were,
perhaps surprisingly, few, the most consequential being the War of the
Pacific, 1879—83, in which hapless Bolivia lost its access to the seaand both
Bolivia and Peru were relieved by Chile of their major nitrate deposits.

Brazil, Chile, Argentina and Mexico stood out from most of the other
Latin American nations in the degree to which domestic political
stabilization allowed the machinery of state to be devoted to securing the
policy basis of material prosperity. In the case of Brazil, which had
escaped the eatlier troubled times of Spanish America, the long rule of a
progressive and enlightened monarch of the best nineteenth-century
European type culminated, during 18889, in a remarkably peaceful
abolition of slavery and the inauguration of a republic. Save for a short
civil war in the early 189o0s, stability was never seriously shaken and
reasonably constructive political guidance enabled a favourable invest-
ment climate to be maintained to a degree that attracted much foreign
notice and enabled the economy to derive considerable gain from the
new export boom that was transforming the economic and geographical
patterns of the nation. Chile, too, relatively stable even before 1850, had
had a head start in building an economicand social environment relatively
conducive to matetial progress. Interruptions came in the form of the War
of the Pacific (although this considerably augmented the Chilean resource
base) and in the civil war in 1891 that terminated the nationalistic and
interventionist Balmaceda administration. But there, as in Argentina,
which until 1880 was subject to extreme internal conflict, a class of
improving landlords joined forces with a plutocracy of mercantile and
financial origin (and, in the case of Chile, of mineowners) to establish a
coalition that presided over a long wave, albeit subject to fluctuation, of
economic expansion. So successful was oligarchic rule in Argentina
that an area which had been largely empty at the close of the colonial
period emerged as an economic heartland remarkably receptive to the
new ideas, attitudes and modes of conduct, and the new methods of
production which were promoted by the country’s international
economic contacts. In Mexico, the other major locus of economic
growth in the 1870—1914 period, which had suffered a half-century of
almost unrelieved turmoil after separating from Spain, an increasingly
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Introduction 5

autocratic period of liberal rule known as the Reforma gave way in 1876 to
the Porfiriato, a firmly authoritarian administration that enforced
political stability on the country and wooed foreign business until its
collapse in 1911. While the government of Porfirio Diaz left much to
be desired from the standpoint of liberal democracy, it was received with
accolades by the foreign investors of the day who perceived the fortunes
to be made from linking the diverse resources of Mexico with the rapidly
growing markets of the United States and Europe.

The record elsewhete in Latin America during this period was uneven.
Most often, where some semblance of political order was attained it came
about under the aegis of dictators, some of whom proved to be quite
durable, for example, Antonio Guzman Blanco (1870-87) and juan
Vicente Gémez (1908—3 5) in Venezuela, Justo Rufino Barrios (1871-85)
and Manuel Estrada Cabrera (1898—-1920) in Guatemala. Even in the more
politically disordered states, however, the expected rates of return on at
least some business ventures and bond issues evidently reached the level
necessary to induce entrepreneurs and investors, both domestic and
foreign, to shoulder the tasks of setting up new trading, agricultural and
small industrial enterprises, if only firms catering for the more affluent
consumers of the capitals and other major urban centres.

In other wotds, by the 1870s, major portions of Latin America came
to offer a much more hospitable — which is to say reliable — investment
climate for foreign capital than they had hitherto, reinforcing the basic
cultural affinity that gave Latin America closer and broader links with
the capital-exporting countries than were enjoyed by Asia, Africa or the
Middle East. (In these areas, political subjugation was a partial substitute
for cultural affinity in establishing the economic intelligence systems and
common framework of transactions and expectations associated with the
spread of a world market.) Greater stability in the institutional
framework of business not only increased the attractiveness of Latin
America for foreign investments, it also aided domestic capital accumu-
lation and local private investment. It had as well a direct bearing,
through effects on risk calculations and debt amortization expetiences,
on the not inconsiderable flow of capital moving from the capital
markets of the North Atlantic economies to the public sectors of Latin
America, a flow which was probably much more profitable to the
financial intermediaries and political insiders who put these deals
together than it was to either the ultimate borrowers or the ultimate
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lenders. While the years from 1870 to 1914 were clearly those of high
capitalism, with all that this implied for teliance on the private sector, it
should not be overlooked that these massive transfers of resources also
occurred through the mechanism of government borrowing, with a
substantial improvement in the region’s infrastructure (and the growth
of its external debt) as the result.

Further, while governmental improbity and a certain suppleness in
fiscal administration were far from being eradicated anywhere in the
region, regime stability, whatever its human costs, tended to raise the
effectiveness with which long-term capital transfers were put to use, if
only because there was less of the wastage and pilfering associated with
frequent and irregular changes of government, and because there was
rather more opportunity for administrative competence to build up
through learning by doing. There can be little doubt that social
investment was more efficiently carried out in, say, Argentina or Chile
than it was in Bolivia or Ecuador, in Mexico ot Brazil than it was in Haiti
or El Salvador, although this is not to deny that, from the standpoint of
long-run growth capabilities, substantial amounts of resources were
misallocated, by governments and markets alike, in even the leading
economies of the area.

If more stable political conditions contributed to the growth of
investment, production and trade, the relation was not only
unidirectional but also interactive inasmuch as the growth of export
earnings and hence the capacity to import eased the collection of
resources for government-sponsored investment and current expendi-
tures alike. The long-term rise in trade taxes, chiefly from duties on
imports, gave governments a far more ample fiscal base than they had
enjoyed previously, both directly in the form of the revenues themselves
and indirectly in the form of the increased volume of loans which could
be floated abroad thanks to projected tax receipts. The public finances
generated by external sector growth, in turn, not only enabled
governments more readily to purchase the means of repression (an aspect
that has probably been overplayed in political history) but also provided
the wherewithal for avoiding recourse to a heavier burden of internal
taxation, always the occasion for political conflict, and for generating
the employment and profits that would increase regime acceptability
among important local constituencies. The swelling of public payrolls
may have been decried as empleomania by more than one contemporary
critic, but it afforded a politically convenient way of dealing with those
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who, if left to their own devices, might have proved troublesome.

In the long run, it was resoutce complementarities with the wotld
market that played a major role in governing how the individual Latin
American economies would respond to the opportunities presented by
the growth in wotld trade. The entire nineteenth century was marked by
general export expansion, with world trade in primary products growing
more rapidly than the world trade in manufactures until the last quarter
of the nineteenth century, during which period the two rates of
expansion were approximately equal, at around 3 per cent annually. After
the turn of the century, trade in manufactures grew more rapidly, at a rate
of 4.5 per cent per annum compared with around 3 per cent for primary
commodities. The regional impact of these trends was substantial, if so
diverse, however, that increasing heterogeneity was already characteris-
tic of the region as it approached the last quarter of the century. Yet the
wide divergence of experiences among the Latin American countries in
exporting basic commodities was only partly explicable in terms of
national resource endowments and the social implications of differing
production methods in export industries. Institutional conditions within
the republics also helped to pattern their differential economic petfor-
mances. It was in this connection that political stability and continuity
were such influential factors, not least because théy were so intimately
related to the international movements of capital, technology and, in
some instances, labour that created resources out of the natural
endowments of land, minerals and climate.

What happened in Latin America between 1870 and 1914 is, in one sense,
indisputable. The principal engine of growth in this period was
industrial production in countries of the economic centre, with its
concomitant social and economic changes. The aggregate growth rate in
these advanced economies was largely determined by the rate of growth
of industrial output, which in turn determined the rate of increase in the
demand for exports from the peripheral economies, including those of
Latin America. At the same time, gains in the size of the centre’s
economic surplus, as well as changes in its composition, gave industrially
advanced regions the technical and economic means for drawing
peripheral regions ever more closely into that economic field of gravity,
the capitalist world market.

As part of this global process, Latin America became increasingly
integrated, or, as it is more commonly expressed in Latin America,
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‘inserted’, into the overarching structure of articulation provided by the
world market system. Among some scholars this process is thought to
have begun with the Conquest; for others, around the middle of the
eighteenth century. The degree to which the economic systems of Latin
America and those of North Atlantic capitalism were engaged before the
middle of the nineteenth century, however, need not concern us here.
What is more important for present purposes is that by 1870 the process
was, for most of Latin America, well under way and, indeed, even
accelerating. That the growth rate of world trade in primary products
may have averaged somewhat higher before 1870 (e.g., around 4.3 per
cent per annum from 1853 to 1872) than it did thereafter (around 3 per
cent per year from 1872 to 1913) does not contradict the increasing
influence of the world market on domestic patterns of tesource
allocation in Latin America. For one thing, the absolute size of increases
in the global commerce in primary commodities was generally rising
even when, for reasons of an expanded statistical base, the rate may have
slipped. For another, world commerce in manufactures increasingly
incorporated trade in investment goods, with which substantial portions
of the production systems of Latin America were transformed between
1870 and 1913.

The growth of the Latin American external sectors was not a steady
process, for it was hindered by periodic instability in the core economies
of capitalism. The post-1873 crisis, for instance, brought some weaken-
ing of export prices and necessitated a rescheduling of the foreign debt of
Honduras, Costa Rica, the Dominican Republic, Paraguay, Bolivia,
Guatemala, Uruguay and Peru. Argentina, Chile and Colombia were also
deeply affected. The recession in the British and French economies in the
middle to late 1880s had a lesser impact, but the economic crisis in most
of the advanced industrial countries during the eatly to mid-189os
coincided with the Baring crisis, default by Argentina, and a big dip in
foreign lending generally. Mexico, with its increasingly unpopular
political regime, suffered particularly from the 1907-8 trecession, a
slowdown which was also felt elsewhere. Export price instability further
complicated the picture. Cotton, wool and wheat prices, for example,
generally declined from the late 1860s to the mid-189os. Coffee prices fell
in the early 1880s, rose sharply thereafter, then declined even more to the
early 1900s. More comprehensively, the terms of trade for primary
products moved somewhat adversely in the 1880s and 1890s, but
improved in the early 19c0s. The external sector, then, was not an
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unfaltering source of support, even before the severe crises of the
twentieth century.

Variations in trade volume and prices aside, however, the fact was that
Latin American economic expansion in the period under review
remained overwhelmingly export-led and therefore primarily induced
by the pull of demand in the advanced industrial economies. To this
impetus the Latin American economies reacted in varied fashion, with
the result that structural differentiation among the countries and regions
of the hemisphere, which of course existed before 1870, increased even
further. By 1914 the economic contrasts in Latin America were far
sharper than they had been a half-century or so earlier. A reorientation of
economic processes to the world market and unequal development
across sectors and regions were both, in fact, defining characteristics of
the era. On this much there is more or less general agreement. Where
scholars part company, however, is in interpreting the details of how this
process came about in the first place and in assessing its implications for
future policy alternatives in the area. The chapter will conclude with an
examination of these differences of interpretation. First, however, it is
useful to look more closely into the specific ways the international
economy impinged on economic organization in Latin America. Product
markets, above all export product markets, inasmuch as it was the
swelling demand of the North Atlantic industrial centres for imports that
propelled Latin American economic life forward, will be considered
first. The adaptive response of the Latin American economies will then
be reviewed through an exploration of changes in factor markets: land,
labour and capital.

EXPORT MARKETS

As Latin America was drawn more deeply into the Atlantic economy,
far-reaching changes in the pattern, and in some cases the geographical
location, of production occurred in response to overseas demand for the
area’s minerals and its pastoral and agricultural products. Both consump-
tion goods and industrial raw materials were shipped abroad in rising
volume.

In the River Plate, a region that had counted for little, commercially
speaking, even at the very end of the period of Spanish imperial rule, the
opening up of Argentina and, on a smaller scale, Uruguay produced a
stream of temperate zone commodities, notably livestock products and

Cambridge Histories Online © Cambridge University Press, 2008



10 Econom], 1870—-1914

cereals. Improvements in sheep herds, through the importation of
blooded stock and cross-breeding, combined with a substantial spread of
sheep grazing to yield notable results even before mid-century; the
growth of the industry continued at a rapid pace thereafter. From an
export of only 1.6.million kilograms in 1840, for example, Argentina was
able, on average, to export nearly 45 million kilograms of wool annually
during the decade 1860—9. By the 1880s, wool exports averaged well over
100 million kilograms a year, and the annual average for 1895—9 reached
211 million kilograms. Wool exports subsequently fell, however, to an
average of only 137 million kilograms in 1910~14. In Uruguay, foreign
sales of wool and other products of sheep-farming tripled between 1876~
8o and 1896—1900. While the total volume of Uruguayan production was
much smaller than that of Argentina, the industry figured much more
prominently in the export lists down to the end of the period. Wool
exports from the two countries went mostly to the continent of Europe —
chiefly France, Germany, Belgium and Austria. In 1913 a little under a
fifth of the wool exported from the River Plate entered the British
market.

In Argentina other export industries were experiencing substantial
growth as well. Hides, a traditional product, earned about two-thirds the
value of wool exports over most of the period and almost doubled in
aggregate value from the mid-seventies to 1910-14. It was the
development of refrigerated shipping in the 1870s, however, that paved
the way for the swift rise of meat shipments from Argentina, and, to a
lesser extent, Uruguay. Mutton was at first favoured, but by the turn of
the century beef began to overshadow the volume of mutton being
shipped out, thanks to an upgrading of the quality of herds and other
technical improvements made after the 1860s. By 1910—14 the value of
frozen and chilled beef expotts, two relatively new products, had grown
from the very small fraction of mutton exports that frozen beef
shipments had represented as late as 1890—4 to six times the value of
mutton exports. In volume, frozen mutton and lamb exports grew from
36,486 tons in 1894 to 58,688 tons in 1914; frozen beef, from 267 tons in
1894 to 328,287 tons in 1914. In 1914 there were also chilled beef exports
amounting to 40,690 tons. And canned meat exports rose over the same
interval from 1,374 tons to 13,590 tons. At the close of the period
Uruguay was selling abroad about a fifth of the Argentine volume of
frozen beef exports and about 15 per cent of the Argentine exports of
mutton. Europe was the destination of virtually all shipments of meat

Cambridge Histories Online © Cambridge University Press, 2008



Export markets 11

exports from both Uruguay and Argentina, as it was for a variety of by-
products of cattle-ranching.

It was during the late 1870s that Argentina became a net exporter of
grains, a trade which began on a small scale but which quickly gained
momentum. Between 1872 and 1895, the amount of pampa acreage
under cultivation in all crops, especially grains, grew fifteen times, and in
the next decade, the amount of acreage planted in wheat and maize alone
more than doubled. Between 1880—4 and 189o—4 wheat was the major
gainer, increasing twenty-three times in export value. In the next decade,
however, the value of maize exports rose more rapidly, with a nearly six-
fold gain. Rapid growth continued thereafter. From 1900—4 to 191014,
maize exports more than doubled again, while wheat exports rose in
value by approximately 42 per cent. By this last quinquennium the value
of maize exports was just under that of wheat, and together they were
almost three times as valuable as foreign sales of wool. In terms of export
volumes, shipments of both wheat and maize moved erratically,
reflecting both the natural production variability of agricultural goods
and responses to price fluctuations. By 1911-13, however, wheat exports
attained a level of 2.3—2.8 million tons, while maize exports peaked at
around 4.8 million tons in 1912—13. Considering the modest amounts of
both grains shipped abroad in the mid-187y0s, the figutes represent
impressive increases in Argentine production.

Just before the First World War, Argentina’s principal exports were,
in descending order of importance (with values given in millions of gold
pesos): wheat (78.1), maize (72.4), frozen and chilled beef (54), wool
(51.9), hides (44) and linseed (41.0). Lesser exports included: mutton and
lamb, other grains (oats, barley and rye) and quebracho extract and logs.
From 1875 to 1914, according to estimates made by Catlos Diaz
Alejandro, both the quantum and value of Argentine expotts tose at a
rate of at least 5 per cent a year.

Within the country the geographical distribution of economic activity
had been almost wholly rearranged. The north-western region — in
colonial times the principal zone for farming, ranching and artisan trades
-~ had greatly declined in relative importance despite a sugar industry that
served the growing domestic market and became the economic mainstay
for part of the region. Instead, the pampa and areas to the west and
north of Buenos Aires had been opened up as the main zones for coloni-
zation, with wheat-growing in turn shifting from the areas of agri-
cultural colonization towards the pampas south and west of Buenos
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Aires and wool production shifting from the pampas into Patagonia.

Mote than any other Latin American country, Argentina was almost
wholly given over, directly and indirectly, to the export economy, thanks
to which the Argentines attained an average standard of living notably
higher than that achieved by citizens of the other Latin American
republics. The Buenos Aires of 1914 symbolized the changes. In place of
the primitive outpost of empire that stood beside the Rio de la Plata as the
nineteenth century began, there had grown up a burgeoning, cosmo-
politan metropolis managing a hugely increased flow of goods in and out
of the country. Only Uruguay approached Argentina in the comprehen-
siveness of its involvement in world trade and in its Europeanization.

Chilean participation in the international economy also underwent
sweeping changes between 1870 and 1914, albeit with rather fewer
domestic repercussions than in Argentina, owing partly to the nature and
location of the principal export industries and partly to the fact that Chile
carried into the nineteenth century a denser institutional structure from
the colonial era than did its neighbours to the east. At the outset of the
period silver, wheat and copper headed the country’s export lists, mostly
coming from firms under national ownership. For copper, in fact, Chile
was the world’s largest producer until 1880. The peak years of
production were 1869—76, when a production level of around 52,000
tons was attained. Some 43.6 per cent of world copper production came
from Chile as late as 1878, although after a swift decline the Chilean share
of world production had fallen to 25.3 per cent in 1880, with a further
slump thereafter to 9.7 per cent in 1890 and only 4.3 per cent in 1900. The
lowest point in this production drop was reached in 1897, whereupon
production remained stagnant until 1906 at around 26,000 tons. High-
grade ore deposits had been exhausted, and the modest technical capacity
of small and medium-sized Chilean mining companies proved inad-
equate to reverse this trend. Shortly after the opening of the twentieth
century foreign mining engineers and capital had entered Chile to
inaugurate a new era in copper: the age of large-scale, mass mining
techniques. Under new management, huge deposits of low-grade ores
were opened up and the modern Chilean copper industry got under way.
By 1908 production had risen to 42,000 tons, its highest level since 1884;
by 1917 it was 102,500 tons.

Had Chile been monocultural in its export structure, the interval
between copper booms would have been one of acute depression, but the
country’s resources together with the buoyancy of world market demand
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afforded a2 number of other options. Wheat exports, which were not
unimpotrtant by mid-century, contributed greatly to foreign exchange
earnings over the next seventy-five years, with the grain going primarily
to Europe and, in smaller volume, to elsewhere in Latin America.
Although it was highly unstable in a cyclical manner, the wheat export
trade was gradually expanding up to 1893, with a long-term decline,
masked partly by a continuing high level of instability, visible in the
twentieth century. The average annual volume of wheat exports for
1870—4 was just over one million metric tons; a decade later it averaged
1.25 million metric tons; for 1910-14, however, only 395,000 metric
tons. Wool, too, was shipped abroad in fairly substantial quantities.
About 18,780 metric tons were exported annually from 1870-4;
approximately 28,860 metric tons in 1890—4; witha jump to over 120,000
metric tons annually from 1912. The quantity sold in the U.K. in 1913,
for example, represented more than a third of that supplied by Argentina
and was more than Uruguay was shipping at the time. Frozen mutton
was being exported on about the scale of Uruguay’s sales abroad. Some
silver was sold to the world market, as was tin, although Chilean exports
of tin were only about one-sixth those of Bolivia. From around 1900,
after the decline of silver, Bolivia’s export sector depended over-
whelmingly on tin.

It was nitrates, however, that supplied the main impetus to keep the
Chilean export sector so markedly expansive between copper booms.
Destined chiefly for continental European markets — especially the
German and, to a lesser degree, the French —and for the North American
market, the exportation of nitrates had begun long before the period
under review and had reached 59,000 metric tons in 1879. But the real
export bonanza, one of unprecedented magnitude for Chile, followed the
War of the Pacific. Production (and exports) from northern Chile soared,
from 356,000 metric tons in 1881 to 1.5 million in 1900 and 2.7 million
metric tons in 1913. According to an estimate by Marcos Mamalakis,
nitrates (and iodine) export taxes financed over jo per cent of total
government expenditures for the three decades following 1900, while the
resource surpluses of the nitrate sector averaged 14 per cent of gross
domestic product in Chile between 1882 and 1930. Although the export-
induced transformation of the Chilean economy was less comprehensive
than that of Argentina or Uruguay, it unarguably became more
‘modernized’ than did, say, Mexico, Brazil, or Colombia, let alone such
countries as Peru, Bolivia, or Ecuador.
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Brazilian experience between 1870 and the First Wortld War was
focused mainly on the coffee export boom which had started in the 1820s,
1830s, and 1840s. An immense supply of suitable land, with appropriate
climate, was available in a relatively unoccupied state, as had been the
case when Argentine cereal and livestock production was growing so
rapidly. Consequently, supply conditions were highly elastic. From
216,120 tons annually in 1871—5, coffee exports rose to 311,760 tons
annually in 1881—5 and to 740,280 tons in 1901~5. During this last
quinquennium a crisis in the market led Brazil to institute the first of the
coffee valorization schemes that were to play such a prominent role in
organizing the marketing of subsequent increases in production. Thanks
in part to the valorization scheme and other control efforts, and to a
recovery of demand, the value of the 826,908 tons annually exported in
1906—10 reached an average of [27,877,000, 2 marked gain on the
previous peak in coffee export earnings of £20,914,000 during 18915,
not to mention the £10,487,800 the export crop fetched, on average,
between 1871 and 1875. From the 1870s to 1911, coffee exports
accounted for more than half the value of all Brazilian exports, reaching
nearly two-thirds of the total in the 1890s. The largest market for the
product was in the United States, but substantial amounts were shipped
to Germany and to France.

Other Brazilian products were exported during this period, some
increasing and others declining in value and volume. The impact on
Brazil of these developments was quite limited, howevet, in compatison
with the leading position the country commanded in the world coffee
market. Sugar was one of the losers. Sugar exports rose, irregularly, from
an average of 169,337 tons annually in 18715 to 238,074 in 1881—5, but
afterwards the figures show a substantial decline, to only 51,338 tons
annually for the 190610 period. Beet sugar and Caribbean, especially
Cuban, cane production had gained a strong edge in the major world
markets, notwithstanding the efforts, only partially successful, of the
Brazilian government to promote the modernization of this traditional
export industry. By value, sugar shipments fell from nearly 12 per cent of
all Brazilian exports in the 1870s to under 2 per cent in the decade 1901~
10.

Tobacco production for sale abroad made some gains in the north-east
during the latter half of the 1880s; exports in 1913, mostly to Germany,
reached 29,388 tons, a figure which represented around 2.5 per cent of
aggregate Brazilian exports. Cacao, another north-eastern Brazilian
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expott, enjoyed a boom of sorts, especially after the introduction of high-
yielding varieties of the crop in the early 1900s. France, Germany, and
the United States provided the chief markets, as they did for the rising
cacao exports in the same period from Ecuador, the Dominican Republic
and Venezuela. Of the Latin American exporters of cacao, Brazil, which
sold just under 17,000 tons in 1900, lagged slightly behind Ecuador,
which sold almost 19,000 tons in that year. By 1914, the cacao export
figures for Brazil and Ecuador were 40,766 and 47,210 tons respectively.
Of major importance in Ecuador’s foreign trade, cacao accounted for a
little under 4 per cent of Brazilian exports in the pre-war years. Neither
tobacco not cacao, however, could offset the depressive effect of sugar’s
decline on the enfeebled economic structure of the populous north-east.

Brazil had begun the period under discussion with sizeable cotton
exports, due largely to the stimulus provided by the Civil War which had
drastically curtailed exports from the United States. Neatly 109 million 1b
of cotton were exported by Brazil annually between 1871 and 1875. Then
the recovery of North American production and growing output
elsewhere cut into Brazil’s markets, with the result that by 1896-1900,
the average annual export of raw cotton had dropped to only 24.6 million
Ib. A recovery ensued, with Brazilian cotton exports climbing to over 36
million Ib in 1912, but a considerable portion of Brazilian cotton
production was increasingly retained for use in the growing textile
industry of the country, which as early as 1904, for instance, took some
35,000 tons of the fibre. Only around 2 per cent or so of the value of
Brazilian exports came from cotton sales by the second decade of this
century.

Rubber provided the last major Brazilian export surge before the First
World Wat, a development in which Peru and Bolivia also shared. From
the Amazon region occupied in 1880 by the thtee countties came 8,635
tons, overwhelmingly Brazilian in origin. By 1910 the comparable figure
stood at 26,693 tons, with shipments going to the industrial centres of
North America and Europe. In 1914 Brazilian production alone was
more than 70,000 tons, with additional gains negated by continually
falling prices, thereafter. Prices had climbed almost steadily until 1910,
but Brazilian rubber output kept rising even after the market price began
to weaken. For the decade 1900-10 rubber yielded 28 per cent of
aggregate Brazilian export earnings, compared with only a little over 5
per cent in the 1870s. By the onset of the First World War, however, the
rubber boom, a stunning export performance while it lasted, was over
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and with it vanished hopes for prosperity in the vast forests of Amazonia.

None of the export expansion which affected the parts of Brazil north
of Rio de Janeiro, however, was to prove anything like as consequential
as the coffee boom, which started around Rio and then spread through
Sio Paulo, with spillover effects in other southern states. A secondary
impetus to the region’s economic expansion came from shipments of
hides, which were around § per cent of Brazilian exports just before the
First World War. A great deal of the country, therefore, experienced only
marginally the transforming impact of export-propelled growth. It could
be said, with only slight exaggeration, that the region benefiting from
the major coffee boom was virtually a new country. Unlike northern and
central Brazil, the south had lingered in economic obscurity until
nineteenth-century capitalist expansion distributed a new set of produc-
tion possibilities around the globe. When this occurred, the south left the
older parts of the country far behind.

With the extraordinary economic changes it underwent during the
Porfiriato, Mexico provides the other striking case of national participa-
tion in export commodity markets. Attributable to the country’s ample
resource endowment and its advantageous location, this growth owed
much also to the suppottive policies of the Porfiriato. Located in the
northern hemisphere, Mexico was relatively close to major shipping
routes to Europe, the market for some 22 per cent of its exports by the
end of the Porfiriato (the U.K. chiefly, but with smaller amounts going
to France, Germany and other countries). It was adjacent to the
expanding U.S. market, to which transport costs were low, and which
consequently took three-quarters of Mexican exports at that time.
Doubtless the size and rate of growth of that market and the diversity of
Mexican resources interacted to account for the salient feature of the
Mexican export pattern: namely, the large number of products compos-
ing the trade. Silver exports rose from 607,000 kilograms in 1877-8 to 2.3
million kilograms in 1910~11, by which time they accounted for
approximately a third of Mexican exports. Gold production, which had
grown from just over one thousand kilograms in 1877-8 to 37,100
kilograms in 1910-11, accounted for another sixth, while copper and
henequen each represented nearly a tenth. But a wide range of products
each contributed between one and 5 per cent of aggregate export value at
the close of the Porfiriato: rubber, hides, coffee, lead, cattle, vanilla,
chick peas, ixtle, fine woods. Still lesser amounts of export earnings came
from such products as fruits, chile, beans and vegetables, honey, beer,
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tobacco, straw hats, chicle, zinc, antimony and mercury, and a number of
others. In the opening decade of the twentieth century, a phenomenal
export growth began in the petroleum industry so that by the time Diaz
left office Mexico ranked third among the world’s petroleum producing
nations.

The volume and prices of many of the products Mexico sent abroad
exhibited a great deal of instability, and even the long-term trends were
mixed. For example, coffee more than doubled in export volume
between 1877-8 and 1910-11, but grew no more until the end of the
period, While cattle exports were 11,300 head in 1878—9 and 170,200
head in 191011, the peak year had been 1896—7 when 313,600 head had
been shipped north. Sugar exports varied widely, peaking in 1904-5,
while other crops such as vanilla, chick peas and henequen were shipped
outin far greater volume at the end of the period than they had attained at
the beginning and experienced a generally rising production trend
throughout the period. Henequen exports, for instance, had reached 13.3
million kilograms in 1878—9, but rose to the level of 123 million
kilograms in 1910—11. Minerals, too, were being sold abroad in growing
volume over most of the period.

Except for the repettussmns of major business cycles in export
markets, the very diversity of Mexican exports tended to provide
somewhat more stability for the external sector as a whole than would
have come from a more concentrated expott pattern. From the 187os to
1910 the aggregate volume and value rose markedly. Between 18778
and 1910—11 the change in aggregate value was, in constant pesos, from
29.3 million to 293.7 million. And since not all of the resources tapped by
export expansion were located near each other, many regions were
touched by the flourishing foreign trade. Minerals and ranching, for
example, drew business northward; the henequen trade, to Yucatin; oil,
to the Gulf coast. Although none of these regions was changed
sufficiently to create a virtually new subnational economy, as happened
in Brazil, the wonder is that material progress was not more pervasive
than it was. For all practical purposes most Mexicans were as much by-
passed by external sector growth as were the Brazilians of the north-east
who remained on the sidelines when coffee pulled the economic centre of
gravity southwards.

Peru launched its nineteenth-century export expansion on the basis of
guano and, later, nitrates. Brought to an abrupt end by ineffective
national policies and the War of the Pacific, this early phase was
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superseded by a second, longer period of expansion that began in the
early 1880s and carried well beyond the First World War. In this second
export phase, the product base was broader. From the sierras came wool
(sheep and alpaca), along with silver, gold, copper and other minerals;
from the interior, coffee, coca and rubber; from the coast, sugar and
cotton. The total value of these exports fell from £1.9 million in 1880 to
£1.4 million three years later, but gradually, on an uneven path, the
export sector recovered by 1889 and eleven years later the total value
amounted to £3.8 million. By 1910, the value of Peruvian exports stood
at £6.2 million.

Sugar and copper led Peruvian exports in the 1890s; cotton and rubber
gained in relative weight during the following decade. In the decade of
the First World War, petroleum rose in relative importance while rubber
quickly declined to only 5 per cent of Peruvian exports in 1915,
compared with 18 per cent in 1910. From 1890 to 1915, there was an
overall decline in the relative importance of silver. From 33 per cent of
exports in the former year, it fell to 5 per cent in the latter. Yet, except for
adecline in gold production in the early 19o0s, the output of most export
products rose, with fluctuations, up to 1914, demonstrating the growing
productive capabilities of the Peruvian economy. Nevertheless, despite
growth, product diversification and a geographical distribution of
export industries, the export expansion of Peru appears to have wrought
even fewer beneficial changes domestically than did Mexico’s similarly
diversified and dispersed export pattern.

Elsewhere in Latin America, the late nineteenth-century export
economy tended to produce a simpler structure, often on the basis of a
monocultural pattern of development. In Colombia, for example, coffee
was the mainstay of the external sector from the late 1880s. There had
been a notable growth in coffee production in the 1860s and eatly 1870s, 2
period in which the tobacco export cycle that had begun in the 1840s had
faltered. Thereafter, expotts of coffee from Colombia had fallen, but by
1880 the exports had recovered to 107,600 bags (of 60 kilograms each). It
remained around this level until it started upwards again in the late 1880s.
By 1889, after a phase of strong price recovery that peaked in the early
1890s, exports rose to 475,400 bags, or approximately 70 per cent of
aggregate Colombian exports; in 1898, to 31,400 bags. A steep decline
in world coffee prices discouraged further growth in the volume of
exports for several years, but eventually output resumed its rise, and by
1913 and 1914 exports were just over a million bags each year. For the
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decade 1905—14, coffee exports amounted to between 40 and 46 per cent
of Colombian exports. By the turn of the century, banana exports had
also entered the picture, thanks partly to the organization of foreign
enterprise in that field (United Fruit began operating in Colombia in
1901). Exports rose from 263,000 bunches in 1901 to 1,400,000 bunches
in 1906, to slightly more than three million bunches in 1909. For the
decade 1910~14, they made up 9 per cent of Colombian exports. But
neither bananas nor other export products — gold, hides, chinchona,
cotton, tobacco — whose market behaviour could, for the most part, be
best described as fitful, could overcome the basic instability of an export
economy based so heavily on coffee.

From the 1830s, when it replaced cacao, until the 1920s, when it was
teplaced by oil, coffee was also Venezuela’s principal export. Indeed,
until the First World War when it was overtaken by Colombia,
Venezuela was, after Brazil, the region’s leading coffee exporter. The
export sectors of the Central American and Caribbean economies were
dominated by a variety of tropical agricultural goods; notably, bananas,
coffee, sugar and tobacco.

DOMESTIC MARKETS

Changes in domestic product markets, while no less momentous, may be
treated somewhat more simply at the regional level; there was less inter-
country variation than was the case with export product markets. In
every country, these markets were influenced by pronounced changes in
consumption habits (the result, doubtless, of new product availabilities)
among the rapidly expanding urban populace. To this must be added, in
the case of southern South America, the new consumption preferences
which came with relatively large-scale immigration, a phenomenon
which installed European tastes also among rural people in contrast to
the marked urban/rural cultural cleavage that prevailed over most of
Latin America. In no few instances, the growth of urban markets for
foodstuffs provided a stimulus of some significance for rural production
in outlying areas: e.g., the Mendoza wine region and the Tucuman sugar
region in Argentina, the Morelos sugar region in Mexico.

Urban consumer markets for manufactures were supplied heavily by
British exporters, but with strong challenges from Germany and the
United States and with contributions from France and, in lesser amounts,
many other countries. A whole host of products eithet appeared for the
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first time or came to be consumed in notably larger volume than
previously. Cotton manufactures from Europe, Britain in particular,
played a conspicuous role in the consumer product markets of Latin
America, but on a smaller scale came also imports of woollen piece goods
(where climate permitted), linens, silks and a limited volume of footwear
and ready-made clothing. Fine ceramic ware, jewelry and household
furnishings also were imported along with soaps and toiletries, drugs,
paper and a wide variety of hardware goods. Automobiles were added to
the import lists toward the end of the period — and even, in the case of
sixteen units shipped to Brazil from France and Italy in 1913, aircraft.

Not all such manufactured products, however, came from abroad. In
the old colonial heartlands, artisan industries never entirely died out in
the face of factory-made imports, especially as a supply source for the
interior rural and provincial markets. And in nearly all the republics
there were established before the First World War some local factories
producing ironware, tobacco products, textiles (cottons and woollens)
and soft goods in the coarser grades, furniture, glassware, matches,
candles, perfumes, pharmaceuticals, paints, saddles, shoes and boots,
other leather goods, foodstuffs and beverages, soaps,'some hardware and
so on. In at least the major countries, evidence of this incipient
industrialization was reflected in changes in the structure of import
schedules. To be sure, local industrialization was both limited and
scattered, and production was not continuously expanding. Experience
in this respect was quite mixed from country to country. Nevertheless,
the years 1870 to 1914 may appropriately be called the dawn of the factory
age in Latin America — and with it came the new social relations implied
by trade union organizations and imported European varieties of social
criticism.

Besides shifts in consumer tastes, however, striking changes in
production methods brought additional changes in internal product
markets by dramatically enlarging the market for factory-made capital
goods over what it had been earlier in the nineteenth century, when more
archaic, and locally provided, production technologies were nearly all-
pervasive. Indeed, the growing prominence of producer goods in the
import trade is one of the features that most distinguished the 1870-1914
period from, say, the import structure of a half-century earlier. That most
of the new types of producer goods were imported simply meant that the
export industries had begun to function as a capital goods sector, not
merely as a means of paying for consumer speciality imports.
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Producer goods markets also became far more complex. Some such
goods came from Latin American manufacturers of construction
materials and newly established local foundries, iron works and machine
shops, some of which had been originally set up to handle repairs and
maintenance on imported products. The great bulk of the newer
producer goods, however, came, as mentioned previously, from abroad,
chiefly from Britain, Germany, the U.S. and France. Chemicals and
dyestuffs, paints and varnishes, yarns and threads, lubricating oil and
grease, coal and coke, iron and steel in a variety of forms (sheets and
plates, bars and rods, structural forms), copper (plates, ingots, wiring,
moulded forms), other metals in intermediate states of processing,
rolling stock for railway and tramway companies, machine belting, tools
and implements, electrical machinery and instruments, and engines,
motors, machinery of all sorts for mining, agriculture, local factories and
new municipal activities (e.g., waterworks and gasworks, light and
power companies) —all came in a generally growing volume to hasten the
absorption of Latin America into industrial society, long before
deliberate import-substituting industrialization programmes were
launched. It should not pass unnoticed that new producer services also
entered the market, financial and insurance services especially, but others
as well: business information, new marketing channels, grain elevators
and cold storage facilities, construction firms and so on. The increased
commercial sophistication of the area was, in fact, one of the most
striking transformations of the age.

Finally, another category of product market, that for collective goods
and services, merits mention. More technically advanced military
equipment, and sometimes the training services to go with it, figured
among the consumption mix of the Latin America of 1870 to 1914. In the
case of armaments, imports continued to supply a portion of the market,
as they had for decades, but state arsenals and local manufactories were of
some consequence in the larger countries. One should not exaggerate the
weight of militarism in the economy, however, for all the prominence of
military leaders in politics; the real resources actually devoted to
weaponry were trifling compared with the practice in most countries of
Europe at the time. Far more significant were collective services for the
civilian economy. Municipal services (e.g., gasworks, tramways, street
lighting, waterworks and sanitation), telecommunications systems, rail
transport and modern port facilities were among the more innovative
collective goods in this period, and in the major cities of all countries they
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were supplied by a mixture of domestic and foreign inputs. In most
instances, foreign capital participated in the provision of these services
through both direct and portfolio investments, while the requisite
engineering and managerial skills were similarly, on many occasions,
brought from far afield. Yet local investors also put their savings to work
in these attractive new fields of endeavour, and native engineers,
lawyers, accountants and others were usually numbered among the
employees of such firms.

No country was left untouched by these changes in internal product
markets, although the scope of the transformation was especially great in
the River Plate area, southern Brazil, Chile, and to a lesser extent,
Mexico. Moreover, not only were the items traded in these markets
changing but it was also the case that, on account of new telegraphic
communication systems and new transport facilities, the articulation of
local and regional markets within the larger system was being altered
substantially.

THE CHARACTER AND FUNCTIONS OF NEW PRODUCT
MARKETS

What stands out clearly in the nature of product markets is that Latin
America came to be doubly joined to the world market. On the one hand,
this engagement is manifest in the very substantial commitment of
resources that was necessary to develop the supply of commodities
shipped to export product markets. In view of how elastic the long-term
supply conditions turned out to be for most of Latin America’s export
products, despite the limitations of an economic structure which carried
over from colonial times and deteriorated badly during the first half of
the nineteenth century, one must conclude that this process of
organizing for export expansion must have supplied the central dynamic
for national resource allocation processes during the period under
review. True, regional agricultural development was, here and there,
stimulated by population growth and a rising urban demand in the
national markets, and most of the scattered instances of nineteenth-
century industrialization — textile mills, food and beverage industries,
paper factories, ironworks and so on — were based upon these local and
regional gains. Such instances aside, however, it was nevertheless the
case that foreign, not domestic, demand called the tune. For the volume,
value and variety of Latin American exports to have increased as they
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did, a great deal in the way of possible alternatives in resource use must
have been subordinated to this overriding consideration.

On the other hand, changes in domestic product markets also reveal
how heavily committed to participation in foreign trade the aggregate
consumption patterns of the different Latin American nations came to
be. For a few export products, a portion of the growing total output was
diverted to meeting increases in domestic demand. But there were not
many parallels to Brazilian or Mexican cotton, in which more and more
of the volume of the commodity produced came to be absorbed by local
manufacturing set up to satisfy domestic markets. Important though
incipient industrialization was, for the most part the paramount
development of the age in domestic product markets was the growing
and increasingly varied supply of goods and services procured from
abroad. Indeed, one of the many as yet insufficiently researched topics in
Latin American economic history is the extent to which small factories
established eatlier in the nineteenth century to supply fabricated goods
for local and regional use were, with the spread of rail transport (and a
consequent reduction of the protection afforded by high overland
shipping costs), displaced by factories more centrally located or by
imports.

The composition of Latin American imports yields further insight
into the institutional mechanisms at work. In effect, a safeguard for
continuity of the system was provided through the large portion of
foreign exchange devoted to purchasing foreign-supplied consumer
superfluities. By providing a cushion for absorbing fluctuations in
export earnings, this use of foreign exchange.n effect shielded from such
fluctuations the capacity to import producer goods. So long, in other
words, as consumption could be treated as a residual claim on export
earnings, the system could reproduce itself and the prevailing set of
relationships was more assured of survival. It was only later that this
structure came to be undermined when debt management finally fell
victim to the disordered state of public finance, when shortfalls in
foreign exchange earnings could no longer, because of the political
consequences, be so readily dealt with by import curtailment and when a
changed structure of imports caused the cutrent levels of national
production to depend more heavily on a continuing stream of imported
fuels, raw materials and intermediate goods.

Broadly speaking, the supply of new products to Latin American
markets seems to have been reasonably competitive, the more so by the
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end of the period when German, U.S. and French exporters had gained
on their British counterparts. This is not to say that, locally, the sale of
goods to ultimate consumers always took place under conditions
resembling pure competition, or that elements of monopolistic competi-
tion were absent from the larger scene. Far from it. Buyers’ knowledge of
market alternatives, one may safely assume, was often far from complete
at the retail level and the local marketing networks into which imports
fed were often constricted and sometimes subject to intermediary
manipulation. Buyer (or middleman) attachment to certain styles and
grades of impotts, or to particular supply sources, appears also to have
been present. In the case of domestic manufactures, there were also
monopoly profits created by an early, somewhat sporadic drift into
protectionism. While the liberal economic model tended to dominate
policy formation in this period, it is by no means true that an open
economy growth model was universally and continuously accepted by
Latin American elites throughout the period. In Mexico and Uruguay,
after the turn of the century, and even earlier in Argentina, Brazil, Chile,
Colombia and Peru, the liberal growth pattern was questioned and
modifications were made in /aisseg-faire policies: to cover higher local
costs of production and yield a measure of monopoly profit.

Yet the kinds of ‘monopoly profits’ Latin American social critics have
decried, retrospectively, in addressing the historic role of the world
market were probably not those that sprang from supplier collusion,
from overwhelming supplier control of a broadly defined product
market, let alone from protectionist policies. Rather, since very neatly all
product innovation originated abroad, it was European and U.S.
suppliers who were in a position to harvest the steady stream of
temporary monopoly profits that came from bringing new products to
market before imitating rivals could catch up. In this sense it seems
incontrovertible that practically all innovational profits realized during
the period accrued to Latin America’s trading partners and that
foreigners, taken as a whole or as a category (not as individual firms), did
indeed monopolize the process of innovation. With some licence, then,
one can speak of substantial foreign monopoly profits as a factor of
reckoning throughout the period.

Less frequently did Latin American suppliers enjoy a similar
advantage in their export markets, although there were some cases of
this. Chinchona (for quinine) from Colombia, coca (for cocaine) from
Peru and Bolivia, rubber from Amazonia, nitrates from northern Chile
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and Bolivian tin were instances in point, to which one might conceivably
add bananas and coffee. But by the early 189os Colombian chinchona had
been displaced by Asian production, rubber suffered a similar fate a
couple of decades later, the demand for coca was not great, and
marketing intermediaties, rather than growers, were the ones best able to
garner the banana profits. For a while, an element of monopoly profit
doubtless accrued to the Brazilian coffee industry as a whole by virtue of
that country’s eatly predominant position in the world coffee market,
but the need for a valorization scheme soon after the turn of the century
showed how much this position had been eroded by an expanding supply
of the crop, both in Brazil and elsewhere in Latin America. In tin, too, the
structure of the market, thanks to a running down of European sources,
long gave leadership to Bolivian suppliers, with lesser amounts coming
from Chile and Mexico. By the twentieth century, however, Asia was
gaining in prominence as a source of this metal, and while local
ownership was at first dominant in the industry of Bolivia, this
ownership was, in effect, later to denationalize itself by moving the seat
of organization abroad. Nitrates probably represented the most durable
market advantage held by Latin American suppliers, with Chile the chief
exporter. There were, however, some substitute sources of the fertilizer
even before European technical advances in the production of synthetic
nitrates undercut the industry so dramatically after the First World War.

FACTOR MARKETS

Land

The far-reaching changes in product markets would, of course, have
been unthinkable in the absence of correspondingly extensive transmuta-
tions in factor markets. Of these, it seems reasonable first to consider
land, using the term in its economic sense to designate all natural
resources. These resources were (4) fundamental to the nature of the
export economies that arose and (b) critical in conditioning the social and
political arrangements of the period. For all of the alterations in
economic structure, land, in its narrower agricultural sense, remained the
basic means of production for the majority of the population in every
country, and virtually all Latin American exports (crops, livestock
products and minerals) could be characterized as being ptrimarily land-
intensive products, even when, as in the case of twentieth-century
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Chilean copper, capital-intensive methods were employed in their
production.

In some ways, the single most striking economic change for the period
as a2 whole was the massive increase in the supply of land as 2 mainspring
for capitalist development. This came principally from three sources and
as a function of both substantial increases in demand for the products of
land and a considerable extension and improvement of transport
networks, international as well as national.

A large part of the new supply came from private appropriations of the
vast public domain. In northern Mexico and southern South America,
the indigenous population had, early on in this period, been pushed
aside, sometimes with armed force, to make way for the installation of
land management more attuned to the exigencies of market conditions.
In between these two extremities of Latin America, the frontier of
economic appropriation was similarly pushed back, into regions either
only sparsely settled or regions before that time only loosely integrated,
if at all, into the capitalist institutional fabric. In Mexico and Central
America, for instance, the extensive margin of cultivation spread out
from the fringes of the alteady developed highland zones and spilled into
sub-tropical areas and coastal territories, whence came much of the
tropical produce being shipped abroad in increasing quantity. A similar
diffusion of commercial production occurred in Venezuela, Colombia
and Ecuadot, with the added feature that in the first two there was an
extension of ranching-based settlement into interior savannahs known as
Hanos.

At least two types of frontier expansion can be discerned. In the first
case, settlement along the extensive margin corresponded directly to the
climb in production of export commodities, as in the southern Brazilian
coffee frontier or the Patagonian wool frontier. In other instances,
however, a displacement effect was in evidence. Just as, for example, the
eighteenth-century indigo boom in Guatemala and El Salvador had
shifted cattle production to Nicaragua and Costa Rica, the spread of
Central American coffee cultivation in the nineteenth century pushed
food production and cattle ranching to even more outlying zones in the
region. Similar displacement shifts can be observed elsewhere. Together,
the export impetus and cultivation displacement reworked the settle-
ment map of the continent.

In Peru, the margins of commercial agriculture were pushed out along
the coast with the extension of irrigation, enlarged in scattered pockets of
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the highlands or sierras and, during the rubber boom especially,
extended into the Amazonian interior. This last development was
replicated in Colombia and Ecuador, but the chief locus of Amazonian
expansion was, of course, in Brazil. Meanwhile, in Brazil, the coffee
frontier advanced southward, precipitating a related agricultural expan-
sion that moved into the interior, towards Paraguay and Bolivia, along a
coastal zone that extended from Rio de Janeiro to well below Porto
Alegre. In Argentina, besides the already noted southward movement of
commercialization, which Chile, too, experienced, the rural economy
incorporated additional new land to the west and the north-west of
Buenos Aires, extending to the zones of new cultivation lying along the
Andes in one direction and to the Mesopotamian region between
Uruguay and Paraguay on the other. Uruguay gradually filled out its
borders with the spread of ranching, and there was even some
enlargement of the areas under cultivation or in ranching in Bolivia and
Paraguay. An increase in the commercialization of forest products
affected portions of Brazil, southern Chile, Paraguay and the Caribbean
coast of Central America, among other places.

Subsoil natural resources were brought into the scheme of production
from deposits scattered over a considerable portion of Latin America,
but especially in north and north-central Mexico (where portions of the
Gulf coast were also opened up with petroleum finds) and the sierra of
Peru, Bolivia and Chile. The northern desert of Chile also acquired
economic significance with the rise of the nitrate industry.

The institutional mechanisms for bringing these lands and mineral
resources into production varied, although in mining the customary
procedure was an official concession of usufruct. As for the surface of the
land, part of the public domain was disposed of in concessions to railway
companies to help pay for the construction of lines. Part went as payment
to land survey companies. Part went to land colonization companies and
projects, either bona fide schemes, such as were prevalent in Argentina
and southern Brazil, or thinly disguised frauds and misguided projects
which never reached fruition. Other portions of the public domain were
alienated through land grants and sales at nominal prices: in medium-
sized parcels in some instances, such as occurred in the coffee zones of
Colombia and Costa Rica, but often in large grants to individuals and
land companies. Occasionally, the holdets of government bonds were
compensated with titles to land, while in other cases, land grants were
made with the hope of promoting new cultivations, especially of export
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crops. In more than a few instances land in the public domain was simply
occupied and later claimed by force of possession, legal chicane, or a type
of squatters’ rights — an expedient more likely to be successful when the
claimants were wealthy and/or politically influential. It goes without
saying that by no means was all of the ‘vacant’ public land so claimed
actually unpopulated.

By means both questionable and legal, huge amounts of land formerly
held by the state and most of the then-known commercial deposits of
minerals fell under private control, a control that was sometimes
exercised by an individual or a family and sometimes by a corporate
enterprise. The latter form of business organization predominated in
mining. Owing to the size of many Latin American landowning families,
however, the corporate device was also resorted to with some frequency
as a means of apportioning land rights among numerous heirs. So far as
large rural properties and the corporately held mines are concerned,
actual managerial control, in either corporate or non-corporate proper-
ties, was, in most instances, likely to be exercised on behalf of absentee
owners, but there were also a fair number of cases in which large
landholders took at least a regular, if not necessarily continuous, hand in
the organization of production and marketing. In the cases of corporate
land ownership, the ownership group sometimes comprised European
or U.S. investors who never actually saw their distant properties; this
was true, for example, of some of the British-owned cattle companies of
the River Plate, or American-held banana and sugar companies in
Central America and the Caribbean. The situation was usually similar for
the larger foreign corporations that operated mining properties, some of
which had been put together by acquiring smaller, nationally owned
concessions. But in other cases the foreign owners actually took up
residence in Latin America, as happened with the Gildemeister
properties in Peru, the Hochschild holdings further south, more than a
few estancias in Argentina and Uruguay, and northern Mexican ranches.
From southern Brazil southwards, there were a great many instances in
which European immigrants became rural property holders, either on
arrival or at some subsequent date. Elsewhere as well, albeit much less
frequently, immigrants became the owners or owner-managers of farms
and ranches, as, for instance, in the case of Guatemalan coffee fincas.

The huge scale of the new properties carved out of the public domain
has received a great deal of attention, and properly so; it was a factor in
virtually every country, but reached particularly notable proportions in
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Argentina, Mexico and Brazil. But this should not lead one to overlook
the other places in which land colonization projects and spontaneous
migration led to a spread of farming by smallholders or to relatively
modest medium-sized farms and ranches. Moreovert, size was a distinctly
relative matter. The large agricultural estates of, say, highland Guate-
mala or parts of the Ecuadorian or Peruvian sierra were hardly on a par
with the vast livestock ranches of the pampa or Patagonia or with those
of the northern reaches of Chihuahua or Durango.

Mining, a field in which the largest operations were almost invariably
foreign controlled, save perhaps for the early years of the Patifio tin
empire in Bolivia, was similarly varied in respect of the scale of
ownership units. Small mines were to be found throughout the mineral-
bearing portions of Latin America, generally operated by nationals.
Medium-sized mining properties were somewhat more likely to involve
foreign participation, albeit they were usually immigrants who had come
to seek their fortunes in Latin America, some with the thought, not
always realized, of eventually returning to their homelands. It was this
medium-sized mining property which typically formed a basis for some
of the more prominent local accumulations of wealth: e.g., the families of
Proano, Fernandini, Gallo, Rizo Patrén, Boza, Bentin and Mujica of
Peru, or Ossa, Puelma, Cousifio and Errazuriz in Chile. In no few
instances, though, local owners were eventually bought out when their
mining properties looked particularly promising, with such concessions
forming the basis of the holdings of large foreign-owned companies. For
Latin America as a whole, this process of denationalization was probably
much more significant in mining than it was for rural properties, even
though non-resident foreign ownerships of agricultural land did loom
prominently in certain regions: e.g., Cuban sugar plantations, the banana
plantations of Central America and Colombia, Mexican ranching and so
on,

The second major source of land expansion came from the conversion
to more commercially efficient use of lands belonging to the traditional
estates, or haciendas, to use the customary generic term for them. Most
commonly, this conversion was triggered when railway lines were laid
into new regions; sometimes, when coast-wise shipping was improved,
or when new national or regional markets opened up. This happened, for
instance, with the growth of capital cities and major ports or with the
upsurge of mining activity, or with the growth of new provincial market
centres on the basis of new transport patterns. Sometimes this
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commercialization entailed bringing previously unused estate land into
cultivation or into use as pasture with the help of hired labour, peones, or
tenant farmers and sharecroppers of one sort or another, depending on
citcumstances. At other times, conflicts arose over attempts by
landowners to wrest a larger demesne from the parcels occupied by
tenants with various types of claims. If intrusions into the public domain
tepresented expansion at the extensive margin, this second process of
land conversion represented a growth of land supply along the intensive
margin. The process tended to be concentrated in the long-settled parts
of the continent, mostly, but not always, in agricultural regions serving
inland markets.

This commercialization of traditional landholdings had in some places
the effect of creating a rather more active market in land than had existed
during the long colonial era. The results, however, were quite mixed,
reflecting the extraordinary diversity of conditions among the produc-
tive regions of Latin America. In some places, the Mexican Bajio and
central Chile, for example, haciendas (and smaller farming units) appear
to have undergone a process of subdivision between 1870 and 1914, so
that there were more units in the pictute by the end of the period than
there had been at the beginning. Agricultural estates were also bought
and sold so that subdivision was not simply associated with inheritance
transfers. In scattered parts of Latin America, there was even a tendency
for a yeomanry to proliferate, either through settlement of new land or
througha redistribution, via the market, of older land titles. This is not to
say that the large hacienda disappeared, for a concentration in large
holdings was still characteristic of the land tenure system over most of
Latin America, but it does serve to indicate the spreading impact of
commercialization in this factor market.

On the other hand, there were also older areas where the pull of market
demand and changes in production technology seem to have precipitated
a very strong drive toward land concentration, through the amalgama-
tion of properties into ever larger production units. The sugar-
producing areas of north-eastern Brazil and coastal Peru exemplified this
development, but were by no means the only areas where this occurred.
In some sections of central Chile and Mexico, the enlargement of initially
large properties also took place, as it did in portions of Ecuador,
highland Peru and elsewhere. Further, while a shift toward larger sugar
mills seems to have provided the impetus for land concentration
wherever sugar cultivation and milling came to be combined with rail
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transport of cane and steam engines in processing, the land tenure
consequences of developments in other crops were not necessatily
uniform. The advancing coffee frontier in Colombia and Costa Rica, for
example, spawned more smallholder properties than were to be found
among the coffee fincas of Guatemala, while the coffee fazendas of
southern Brazil tended on the whole to be larger still. Typical cereal
cultivation in Argentina was carried out, most often by tenant farmers,
on larger holdings than was the case in, say, southern Chile, Rio Grande
do Sul in Brazil, Michoacin in Mexico, or the Mantaro Valley in Peru.

A third source of agricultural land for the land market came from
corporate holdings in the more traditional areas: lands belonging to the
church or to assorted religious or welfare organizations (such as the
beneficencias prblicas of Peru) and land belonging to both indigenous
communities and Spanish-founded communities. In Mexico, for
example, liberal-inspired legal reforms paved the way from the 1850s on
for an alienation of many of these properties into private hands, while
laicist movements elsewhere — e.g., Colombia in the 1860s, Guatemala
and Venezuela in the 1870s, Ecuador in the 189os — also sought to
diminish ecclesiastical ownership of real property. Market purchase as
well as legal manoeuvre and simple seizure were all employed to transfer
land claims from institutions which did not primarily exist for profit to
capitalistic enterprises, and where property title remained with such
institutions, leasing was generally the means of bringing them under
commercial management—not always on an open bidding basis, it might
be added. Here and there lands of this sort passed into the hands of
smaller and medium-sized farm operators, but in many areas these old
corporate holdings fell into the lands being amassed by large landown-
ers, either individuals and families or commercial corporations. Even
where communal lands did not altogether vanish as such, it was often the
case that they suffered private encroachment owing to the value they
derived from being located in proximity to established population
centres.

The workings of the land market during this period have still to be
clarified, and it is obvious that a great deal of further research is needed to
distinguish more precisely the evidently broad range of variations and to
specify more exactly the factors that accounted for this variation. Asin so
many aspects of Latin American economic histoty, any generalizations
must be quite provisional in nature, subject to reformulation as new
findings come to light. This caveat in mind, however, there do seem to be
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a few observations to be made about the land market to characterize its
operations.

Three situations seem to have favoured the small and medium-sized
cultivators in the allocation of land resources. In some of the older areas
of settlement where the land tenure system was a complex overlay of
traditional claims and legal rights and where the chief impetus to
commercial expansion came from a growth of local and provincial
markets, there seems to have been some room in the system for
individuals to acquire or add to farms and ranches of modest scale. Such
transactions involved purchases of acreage from others, inheritance of
portions of subdivided estates, the conversion of pasturage to cropland,
or the acquisition of parcels from land in the public domain, especially
the more outlying lands of settled districts. Such properties also were
carved out of communal holdings (or those of non-profit making
corporations) where the strength of community institutions was being
eroded. Generally speaking, these cases were not located in the zones of
strongest commercial expansion where export markets dictated patterns
of resource use, and not where they were involved in types of cultivation
or livestock raising in which the capital and technology requirements
were substantial. The second circumstance favouring land cultivation on
a sub-latifundian scale seems mainly to have taken place in coffee-
growing regions of the Andes and Costa Rica, and to some extent
Panama, Nicaragua and Honduras. Here the cash crop was cultivated
primarily for the export market, but relative labour scarcity and the
technical conditions of production made smaller-scale production an
option. The third situation giving rise to moderate farm size was to be
found in those comparatively few regions to which European immi-
grants came to settle the land: the southernmost states of Brazil and parts
of Argentina and southern Chile. As for mineral resources, the
concessions taken up by nationals and operated on a medium- or small-
scale were primarily those whose nature and location meant that they
could be worked with a relatively small labour force and moderate
capital.

Aside from situations such as these, conditions in general acted to give
large landowners the upper hand, just as concessions to exploit the larger
and geologically more complex deposits of minerals, those requiring
sophisticated production technologies for their extraction, went increas-
ingly to foreign-owned concerns. The rich and influential were the ones
who could swing official favour in theit direction when governments
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were doling out the larger mineral concessions and grants of land. When
large blocks of land were sold or when expensive land came onto the
market (land values were rising sharply in quite a few parts of Latin
America), it was they who could secure the mortgage credit or who had
the other financial backing to buy it up. Where export market
opportunities beckoned, the shift to modern livestock raising or more
advanced farming practices created a high demand for land and drove
land values up, pricing smaller farmers, peasants and landless workers,
practically none of whom had access to bank credit, out of the market or
onto sub-marginal lands on the fringe of the money economy. Such, for
instance, appeats to have happened on the southern Peruvian altiplano as
wool prices rose in the late 189os and early 19oos, although other
processes such as abrogation of traditional grazing rights on hacienda
land and encroachment on communal property were also at work.

By these means the consolidation and growth of larger holdings took
on a certain cumulative aspect over much of Latin America. In this as in
other operations of the institutional structure, it is possible to discern
how the configuration of social forces within Latin America was
strongly influenced by conditions prevailing externally in the system of
world capitalism. The spread of capitalist relations of production
through Latin America did not eliminate all pre-capitalist corporate and
communal holdings, peasant cultivators and customary usufructary
claims on latifundian land, but the position of all such cultural survivals
was given a largely different meaning in the new social and economic
matrix of the day.

Labour

Labour markets were no less affected than product markets by the
growing interpenetration of the economic structures of the region and
those of the world economy. At one extreme, the case of the golondrinas,
the migrants who came to work in sparsely settled Argentina between
intervals of employment in the Mediterranean, the new labour market
operated with a remarkable sensitivity to the seasonally differentiated
rhythms of labour demand in the northern and southern hemispheres. In
what may be taken as the opposite limiting case, the internal labour
markets of Peru were so insensitively structured, so unresponsive to new
needs, that coolie labour had to be imported all the way across the Pacific,
at first on an indentured basis, to supply the manpower for coastal
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agriculture and railway construction. For that matter, there were even
some situations in which manpower located within national boundaries
patticipated not at all in any of the labour markets of a country. Many of
the tribal aboriginals of the Amazonian hinterland were totally beyond
the reach of the labour mobilization systems of Brazil, Peru and
Colombia — thanks to which isolation they escaped the horrors
perpetrated on less fortunate native labour during the rubber boom.

The participation of Latin America in the massive emigrations from
Europe in the nineteenth and eatly twentieth centuries, while smaller
than the comparable figures for the United States, was substantial and
had a profound effect on the location and character of certain of the
region’s labour markets. To be sure, the intercontinental movement of
people did not begin during the period in question. Immigration from
Spain and Portugal had commenced with the Conquest, and even during
the years 1820 to 1840 there was a scattering of migrants, from Germany
and elsewhere, to Brazil, Argentina, Chile and a few other locations. The
slave trade had introduced millions of Africans into Latin America and
was not abolished until as late as 1850—1 in the case of Brazil and 18656 in
the case of Cuba. Neatly 50,000 Chinese had come to Cuba as contract
labour between 1847 and 186o, and by 1862 there were over 6o,000
Chinese in that country. It was after 1870, however, that the really strong
currents of European migration began to have a substantial impact on
major Latin American labour markets, although, like everything else,
this impact was exceedingly uneven in its distribution throughout the
region.

Argentina was the major beneficiary of this aspect of the international
economy. The annual average for immigration into that country reached
30,000 in 1871~5, and while it fell to an annual average of 22,000 during
1876-80, this figure subsequently climbed to 51,000 in 1881—5 and to
117,000 for 1886—90. Economic crisis dampened the flow for 1891—5 to
an annual average of 47,000. But thereafter the level recovered, reaching
an average of 248,000 annually for 1906—10and 202,000 for 1911—-15. Not
all of the 4.5 million who came to Argentina stayed, even apart from the
seasonal immigrants, but the net immigration for 1871—1915 reached
almost 2.5 million. By 1914, almost 30 per cent of the population of
Argentina was foreign-born. More tellingly in what it reveals about the
spatial distribution of economic opportunity, for over sixty years some
70 per cent of the adult population of Buenos Aires was foreign-born.

Italians and Spaniards made up the overwhelming bulk of this
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overflow, almost four-fifths of the total between them, with Italians
outnumbering those from Spain. Smaller percentages came from France,
Russia, the Levant, Germany, Austro-Hungary, and Britain, in descend-
ing order of importance. It would scarcely be an exaggeration to say that
most of the labour power and skills for building the modern Argentine
economy was provided by this huge movement of people. This was also
the reason why the quality of the labour force available to the Argentine
economy by the onset of the First World War was considerably higher —
mote literate, more skilled, healthier — than that of any other Latin
American country. Not only that, by all accounts the labour market
operated far more smoothly there than elsewhere to effect those shifting
allocations that are essential to steadily rising levels of productivity; both
the transatlantic seasonal migration and the substantial amount of non-
seasonal remigration are evidence of the effectiveness of market
guidance. All sectors of the economy were aided by this infusion of
quality labour power and the substantial subsidy from the sending
countries it implied. The littoral zone, as the new home of the great
majority of immigrants, emerged as a country of distinctly European
attributes in most of the ways that mattered.

Brazil, the second Latin American beneficiary, received a total of some
3.2 million persons from abroad between 1871 and 1915. As in the
Argentine case, not all of them remained in Brazil, evidence that here, as
in the River Plate, a labour market of some sensitivity was operating. But
on the basis of fragmentary data on remigration it may be somewhat
crudely but reasonably assumed that between 1.7 and 2 million did put
down roots in the country. Italians constituted the largest share of this
stream, with Portuguese and Spaniards standing in second and third
place, respectively. As for others, Germans and Russians came next, with
a fairly wide assortment of nationalities from Europe and the Levant
making up the rest. Japanese immigration began in 1907. The largest
number of immigrants were drawn to Sido Paulo state where they
represented as much as a fifth of the total population from the 189os to
the First World War. A considerable portion of the rest went to the other
southern states of Brazil and to Rio de Janeiro. Only a scattering went to
other parts of Brazil. Compared with the total population of the country,
however, the immigrant population was much smaller than it was in the
case of Argentina.

As in Argentina, some of the newcomers to Brazil came as settlers in
the various rural colonies that were organized, not uncommonly with
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government subvention. The rest came as individuals or in families, also,
in some instances, with assistance from governments interested in
increasing the supply of labour to the export sector. In the case of Brazil
both national and state governments adopted policies designed to attract
immigrants. In Argentina and Brazil alike, public leaders saw immigra-
tion and colonization as a means of occupying key vacant or sparsely
populated regions of their respective national territories, and both
appeat to have been well aware of the improved skills and Europeanized
habits and attitudes the immigrants would bring to their new homelands.
Immigrant labour power was propetly viewed as critical in building the
coffee-based economy of Brazil and the cereals-and-livestock economy of
Argentina. Not only did the rural sectors of both rely on the labour
power of the immigrants, but so did the work of building the
infrastructure and the conduct of a large portion of the expanding urban
sector that contributed to the export booms while using its surplus in
elaborating a more complex domestic economic structure. Indeed, the
relatively high real wage level these two centres of export expansion and
immigration enjoyed was itself a factor in this derivative growth of the
internal sector.

Of the other countries, Uruguay received a fair number of immigrants,
from Spain and Italy especially, in relation to its small population, and a
few other places such as Chile, Cuba and Mexico received most of the rest
who came to Latin America. The number who came to Mexico,
however, was quite small in relation to its population. Only in Uruguay,
Chile and Cuba did the influx of Europeans have much notable effect on
the labour force, in spite of the sporadic but generally nugatory efforts to
attract Europeans to the other republics. For the most part, the chief
impact of the comparatively small number who came to countries other
than Brazil, the River Plate republics, Chile and Cuba was felt in the realm
of business, into which the immigrants went as manufacturing entrepre-
neurs, merchants, financiers, engineers and other professional and
technical specialists. Their contributions in these capacities were sizeable,
though, and quite disproportionate to their numbets.

Throughout Latin America, interrelations between the international
economy and regional labour markets were quite varied, reflecting a
medley of several influences: differences in regional factor endowments
other than labour, the differing force of traditional institutions in
regulating the relations of production, variations in the structure of
production in different export industries and the volume of immigration.
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The rate and magnitude of economic change in any given region was a
further conditioning variable, as was the demographic trend that
operated independently of international migration. Thus it should not be
overlooked that there was a secular rise in population during the 1870—
1914 era even in countries little affected by the larger-scale movement of
people. Precise figures are elusive, but the number of Mexicans, for
example, may have doubled between 1850 and 1930, while it is possible
that the Chilean population tripled in the same interval, and Peruvian
population growth may have been higher still. The general effect of this
demographic development was to increase the domestic demand for
foodstuffs (and hence the profitability of commercial farming), to
intensify the competition for access to land (and hence conflicts between
haciendas and indigenous communities) and to drive up land prices while
enabling landowners to appropriate more of the product of labour
(through labour service requirements, rents and wage levels) than would
otherwise have been possible.

About the only generalizations that can be made are that slavery as a
formal institution was finally eliminated from Latin America — it was
finally abolished in Cuba in 1880—6 and in Brazil in 1888 — and that the
very heterogeneity of labour market conditions throughout the conti-
nent reflected the numerous imperfections of the market as a connective
institution among different regions and production processes. To these
generalizations a third may be added: in general, urban labour markets
functioned much more freely than did rural markets whete the
encrustration of archaic practices and relationships was likely to be
considerably more pronounced. No less than in Europe of an earlier age
could it be said that Stadriuft macht frei.

Labour mobilization measures, as might be expected, covered a whole
spectrum. In some places, such as Guatemala and highland Peru and
Bolivia, compulsory labour obligations were still employed, for local
public works in the main but, particularly in Guatemala, also as a
technique of conscripting labour for private farmers during the early part
of this period. In Peru and Bolivia, assignment of labourers to mining,
the old colonial practice, was not unknown, while in some countries with
a large indigenous population vagrancy laws were used to steer workets
into coerced employment, although this seems not to have been an
invariably successful practice. (Evidence for this expedient comes from
places as far-flung as Mexico, Guatemala, Colombia and Tucumin in
Argentina.) More prevalent, however, was debt bondage whereby the
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impecunious native population could be pressed into peonage until such
time as debts were discharged. Control by landowners of the notorious
tienda de raya, the company store of the haciendas and plantations, as well
as moneylending at usurious rates were employed to try to ensure that
the level of debt peonage would be consistent with the labour
requirements of the rural estates. In Mexico — particularly in Yucatin—as
well as in Guatemala, the rubber-gathering regions of Amazonia and
parts of the Andean highlands, where it existed in a modified form
known as the enganche system, debt peonage served mainly to recruit
workers from pools of native labour with access to their own lands.

Just how prevalent these kinds of labour recruitment systems actually
were cannot be determined until a great deal more is known about the
workings of regional labour markets. Present evidence does suggest,
however, that these types of coerced labour were by no means so
prevalent as was once thought, particularly outside of Middle America.
In some localities, it was simply not necessary, given the limited
interregional mobility of labour; latifundian expansion gave the large
landed estates control over most of the available means of production,
certainly over the best land in the vicinity, and enabled landowners to
foreclose most of the more promising employment options for the
surrounding population. In the heyday of large land grants, it was not
unusual for the scattered inhabitants of sparsely settled frontier regions
to have the experience of discovering that distant transactions had
converted them into a resident work force for new rural enterprises. In
older, more settled regions, too, this pre-emption of employment
alternatives by latifundian appropriation of the means of production,
especially the absorption of village lands by haciendas, played a role.
Under similar circumstances, landowners were also able to revise
customary tenancy arrangements to exact a greater contribution of
labour service on the demesne and to increase the estate’s portion of
crops collected from those farming on shares.

Although parts of Latin America, like Eastern Europe, experienced a
sort of second enfeudation with the spread of a capitalistic market for
rural products, in more than a few regions — probably many more than
was once supposed — the demand for labour generated by attractive
opportunities in export markets for crops, livestock products and
minerals exceeded the labour needs of the rather low level on which
many regional economies operated during the colonial period and the
long period of economic dislocation that followed independence. This
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resulted in a reorganization of the various categories of tenancy and an
alteration of sharecropping agreements, alongside a discernible growth
in wage labout. There is, in fact, mounting evidence that here and there a
strong, export-induced demand for labour combined with relative
scarcity of workers to improve the terms of tenancy, converting labour
obligations and rentals-in-kind into cash payments, and raising the real
wages of hired labour as rural employers sought to attract and retain
workers. (Real income changes for the rural population were also
influenced by the amount of obligatory time spent on hacienda labout.)

The commercial means of eliciting a greater supply of labour, it should
be added, could be found in countries other than those of the southern
cone where capitalist relations of production were firmly rooted,
although the exact extent to which these newer labour systems spread
through the rest of the Latin American rural sector has yet to be
established. What is clear is that the demand expansion which ensued
from increases in income and population in the North Atlantic region
had, through its strongly favourable impact on Latin America’s foreign
trade, repercussions that pervaded many if not most of the labour
markets of the continent, in one form or other. That the improvement in
real wages, where it occurred, was decidedly modest outside the
favoured zones of southern Brazil and Argentina—Uruguay, however, is
patent from the almost negligible attraction these other regions had for
the European emigrants who were flocking abroad in such numbers in
search of remunerative employment.

Capital

That Latin America’s evolving relation with the world economy was the
central feature of the period after 1870 was nowhere mote clearly
manifested than in the region’s capital markets. The connection of the
industrial centre with Latin America was the driving force behind the
capital accumulation process throughout the continent. International
capital transfers fuelled the process, but by no means did they constitute
its entirety. As catalysts for local capital formation they were perhaps
even more significant.

The four or five decades before the First World War, the era of high
capitalism, were a golden age for foreign investment in Latin America.
Conditions for the reception of foreign capital were, as we have seen,
much improved over earlier decades and the movement of capital across
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national borders was as yet almost entirely free of formal restriction.
Taking advantage of conditions then developing in product markets,
foreign capital poured into Latin America in unprecedented amounts.
The process was not always smooth. There had been waves of defaults on
government securities in the 1860s and 1870s, and the Baring crisis of
1890—1 occasioned a further interruption. Nor were issues of public
securities the only ones that ran into difficulty. Many mining ventures
came to grief, and some of the banking shares also failed to live up to
expectations. But the low continued in spite of interruptions. Through-
out the period Great Britain supplied the largest portion of this capital
transfer, with other European economies, chiefly France and Germany,
also playing a significant role.

Up to the 1890s, United States investment was small and mostly in rails
and gold and silver mines in Mexico, Cuban sugar plantations, a few
railway lines and plantations in Central America and a scattering of other
railway companies (in Ecuador and Colombia), forest products enter-
prises, agricultural operations and mercantile establishments. During
the 189os, further U.S. investment was placed in Mexican copper and
lead mining, Central American banana plantations, as well as an
assortment of ventures in Colombia and Peru. As late as 1897, however,
80 per cent of U.S. direct investments (the bulk of total U.S. capital
abroad was in ditect investments) in Latin America were concentrated in
Mexico and Cuba, both of which received substantial further capital
from the U.S. in the following years. By 1914, U.S. investments had also
risen markedly in Chilean and Peruvian mining, so that almost 87 per
cent of U.S. direct investments were located in only four countries:
Mexico, Cuba, Chile and Peru. From around $300 million in 1897, the
total of U.S. holdings rose to almost $1.6 billion in 1914, taking direct
investments (nearly $1.3) and portfolio investments together.

European investments in Latin America, aside from having com-
menced earlier and having risen to a much larger aggregate amount by
1914 (some $7 billion) were different from U.S. investments in two other
significant respects. In the first place there was much greater geographi-
cal dispersion: for most of the countries for most of this period Europe
was the key supplier of capital. Secondly, a considerably larger portion
came as portfolio investments: especially into infrastructutre-type oper-
ations such as railways, ports, tramways, power and light companies, and
other utilities. Almost a third, moreover, was placed in government
bonds, so that quite substantial sums of capital were transferred to the
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public sector despite the pre-eminence of private enterprise in the macro-
economic otganization of the day. To be sure, no small portion of these
public sector funds was ploughed back into subsidizing private-sector
investments, but it seems not unreasonable to suppose that the political
palatability of the heavy infusion of foreign investment derived, at least
in part, from the portion of it that was channelled to national authorities.

British investments, though touching every country on the continent,
were also somewhat concentrated in their distribution. Argentina had
received over a third of the total of neatly $5 billion by the close of the
period, and Brazil had received somewhat under a quarter. Mexico was in
receipt of about 16 per cent of British investments, and thus these three
countries accounted for just over three-quarters of the aggregate British
holdings in Latin America. Chile, Uruguay, Cuba and Peru were next in
order, composing between them another 18 per cent of the total. Aside
from the fields of investor preference indicated earlier, British capital was
also found in such activities as mining, navigation and banking.

French investments were clustered in Brazil, with large holdings also
in Argentina and Mexico in about equal amounts. The fields of
preference were also government securities, railways, mining, banking
and finance and so on, although most public utilities appear to have been
rather less attractive to French investors than they were to British.
German investors, who supplied less capital than did the French,
favoured Argentina, Brazil and Mexico, and put compatatively little into
either rails or public utilities.

A number of questions can be raised about these and similar estimates
of the size of capital lows to Latin America, and the figures should really
only be taken as indicative of rough orders of magnitude. Still, of
themselves, even allowing for errors of measurement, they are impres-
sive testimony of the extent to which Latin America was prepared for
participation in world capitalism and to the strength of the attachment of
Latin America to the North Atlantic centres of that capitalist system.
Two aspects besides magnitude, however, merit comment.

In the first place, it was this flow of capital, from the relatively well-
organized capital markets of the capitalist centre to the almost non-
existent capital markets of Latin America, that enabled the region to
respond as it did to the new sales opportunities in export product
markets. The new cable and telephone companies, economic intelligence
systems and faster shipping services, for instance, knitted the scheme of
production decisions in Latin American economies ever more securely
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into the fabric of the world market. The shipping lines provided, thanks
to technical improvements, steadily faster and cheaper conveyance of
Latin America’s goods to the major consuming centres and delivered the
counterflow of imports to distribution centres in Latin American ports.

Railways were of particular importance for assessing the repercus-
sions of real capital movements, as well as in the accounting for financial
flows. The new railway lines which fanned out from the ports into the
interior were designed to collect the exportable surpluses of minerals and
agricultural goods and to move them to the water’s edge — or, in the case
of Mexico, to the northern border of the Republic as well. Not only was
the geographical layout of the systems arranged to reinforce the
compatrative advantages of the region in producing minerals, fibres, food
products and the like for export but freight rate structures were also
developed to favour the same ends. In consequence, the railway lines,
competing nearly everywhere with much more costly methods of
overland transport rather than with waterways, played a strong catalytic
role by yielding great savings on the unit costs of shipping goods once
the subsequent growth of production had been stimulated. The
questions that have been raised about the social savings of the early rail
systems in the U.S. or Europe are less cogent in Latin America.

This is not to argue that railways were invariably a success in either
pecuniary or social terms. There were undoubtedly some lines,
particularly in the Andean region, which failed to meet expectations
when the very high costs of construction and maintenance were not
covered by subsequent savings to producers, marketing institutions and
consumers. Additionally, in the freewheeling and speculative business
environment of the age, other lines suffered from a poor financial
structure or from deficiencies in their construction and maintenance.
Thus, even where social savings as usually computed may have been
generated, these were less than they might have been had public
authorities been more attentive in their supervision, and some lines
proved unprofitable to their shareholders — though perhaps immensely
profitable to their promoters and to the investment bankers who floated
their securities.

Construction on the first rail lines, it should be noted, had begun in the
late 1840s and on others in the 1850s. But it was really after 1860, and
especially after 1870, that the major era of railway development occurred,
amid an atmosphere of almost feverish promotion, financing and
building. In 1870 the total distance of railway tracks laid down in South
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America stretched over some 1,770 miles. By 1900, the figure exceeded
26,000 miles. Argentina, Mexico and Chile were the nations that ended
the period with the most comprehensive railway networks though, on
account of such matters as a lack of standardization in rail widths and
rolling stock, the coverage, even in these countries, was less comprehen-
sive than a look at a rail map might suggest.

The beneficial technological effects of international capital transfers
were comptehensive, for new methods of production were introduced
from abroad into all the export sectors of Latin America - into mining,
ranching, farming, milling and the like — and in no few instances
production intended for domestic product markets was technically
upgraded as well. Aided by the shelter provided by transport costs and,
often, by tariffs that had moved to protective levels, small local factory
industries appeared with increasing frequency in all of the larger
countries and most of the smaller ones. Their growth was abetted, in
some instances, by overvaluation of imports at customs and by the
depreciation to which most Latin American currencies were subject in
the closing decades of the century. In most instances these new
manufacturers used production technologies imported from abroad.

The second aspect to be emphasized concerns the social conveyance of
capital. The capital from abroad came embodied in an organizational
matrix, and this circumstance may well have provided the most valuable
contribution of the capital movements. While precise data are not
available it seems probable that a very large portion of the ‘foreign’
capital stake in Latin America by 1914 represented not the initial
international capital transfers but reinvested earnings; the foreign
companies were, in other words, functioning as agencies for local capital
formation in 2 major way. Further, such capital-forming organizations
could be emulated. Up-to-date business methods, systems of credit
ratings, modes of management and production organization, advertising
and promotion became more familiar to Latin Americans, many of
whom (from the more privileged segments of society) went abroad for a
practicum in mercantile experience. While study abroad, prompted by an
admiration for the material achievements of the more industrially
advanced countries, had initially led Latin American students into such
practical fields as civil engineering, applied sciences and mining
engineering, by the last quarter of the century schools in a number of the
_republics were beginning to cultivate these skills locally. Moreover, in
numerous instances, an on-the-job commercial education was obtained,
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as by the famous Brazilian entrepreneur, the bario de Maui, through
employment in one of the foreign enterprises operating in the region.
The proliferation of foreign concerns throughout the region, of course,
greatly increased the exposure to this type of business apprenticeship.
Much has been made of the supposed bias in the hiring preferences of
foreign firms, the expansion of which in the latter half of the nineteenth
century greatly exceeded the capacity of national education systems in
Latin America to supply specialized personnel. This situation may have
been particularly acute in Mexico, where it proved relatively easy to bring
in technical and pecuniary specialists from across the border. The fact is,
however, that over the whole continent many nationals held jobs with
foreign-owned railways, mining ventures, public utility companies and
the like, learned the ways of joint-stock companies and other aspects of
capitalist management — and in time provided the basis for questioning
how socially necessary the continued recruitment of foreigners might be.

This formation of human capital was part and parcel of the operation
of the new institutions which took root in Latin America during this
period. Mercantile houses established by foreigners played a crucial role
in the organization of the export and import trade. British firms took an
early lead, but they were joined, and sometimes displaced, by increasing
numbers of German, French, Belgian, North American and other
foreign firms. Some of the larger of these mercantile firms, which had
early performed quasi-banking functions, later participated in the
establishment of banks and, alongside their financial interests, were
instrumental in promoting industrial, land and mining concerns. Among
the many commercial names that could be cited to exemplify this
tendency to branch out are those of Duncan Fox, Antony Gibbs, H. S.
Boulton, Balfour Williamson, Gildemeister, Tornquist, Graham Rowe
and A. and F. Wiese. New marketing channels were opened up between
Latin American markets and U.S. and European manufacturers, while
with the advent of improved local transport local merchants, especially
those located up-country, were able to effect substantial savings on
inventories, releasing capital for other uses. Wholesaling/warehousing
operations sprang up in the major urban centres while sales agents
fanned out into the hinterland. Networks of mercantile credit were
established, sometimes with the backing of special banking houses in
Europe, and spread their coverage inland.

Ever since independence had been attained, Latin America had lacked
an institutional base in the strategic field of finance, and conditions were,
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for long, hardly propitious for the establishment of durable financial
intermediaries. Here and there efforts had been made, but rarely were
they successful for long. Brazil had, perhaps, progressed furthest in this
respect, for it was there that the spectacular business empire of Maua had
flourished with its extensive banking operations. During the 1860s
several British banks were initiated, bringing standard British banking
practices to the region: the London and Brazilian Bank (1862), the
London and River Plate Bank (1862), the London Bank of Mexico and
South America (1863—4), the British Bank of South America (1863), the
English Bank of Rio de Janeiro (1863). Joined later by the Anglo South
American Bank (an amalgamation of two banks established in 1888 and
1889), these and other British banks gradually spread their operations
over an ever wider territory through their branch networks. With some
lag, the British banks were followed by continental banks, such as the
Deutsche Uberseeische Bank, the Brasilianische Bank fiir Deutschland,
Deutsche Stid Amerikanische Bank, the Banque Frangaise pour
I’ Amérique du Sud and the Banque Argentine et Frangaise. A number of
Italian banks and a few banks with connections in Holland, Belgium and
Switzerland began business as well. These, too, multiplied their branches
through the decades, especially those of French and German origin.
With the continental banks, it should be added, came an approach to
banking that was different from British practice, that of the crédit mobilier
type of institution with its roots in Saint-Simonism.

Most of the funds of these banks were raised locally, illustrating the
important function of these institutional transplants, like the foreign
merchant firms and the factories and mining companies established by
immigrant capitalists and entrepreneurs, as residentiary agencies of
capital accumulation. From the 1850s through the 1880s and later,
additional financial mechanisms for accumulation and the provision of
other services were established in the form of mortgage companies and
insurance firms. This is not to say that all the new Latin American banks
were foreign. But even in many of the banks organized locally,
immigrants and foreign-initiated firms had a hand in setting them up and
in virtually all cases the institutional prototypes were those supplied
from Europe.

Finally, attention should also be called again to yet another aspect of
the organizational capital transferred to Latin America during this
period: namely, industrial entrepreneurship. As noted previously, a fair
number of tariffs had become protectionist, sometimes by design as free
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trade was by no means universally accepted in Latin American policy-
making citcles even during the high tide of liberalism. Other pro-
motional measures were sometimes tried as well, and a measure of
administrative protection was added when customs procedures were
made especially complicated and imports were overvalued for assessing
tariffs. When, after 1873, local currency depreciation occurred in relation
to the gold standard countries of Western Europe, exporters were
favoured (as their costs of production tended to rise more slowly than the
gold price of their currencies fell) and would-be local producers enjoyed
some relief from the competition of imports whose prices in local
currency were rising.

While the evidence is quite fragmentary, it does seem warranted to say
that immigrant entreprencurs contributed disproportionately to the
establishment of the hundreds of small local factories which were set up
in Argentina, Brazil, Mexico, Chile, Peru and elsewhere, though in
Colombia nationals of the country may perhaps have relied somewhat
less on foreign empresarios and technicians. The view that Latin American
industrialization got its start during World War I (not to mention the
assertion, sometimes made, that it sprang up still later) is patently
incorrect; an incipient phase is clearly visible in the record of what went
on between 1870 and 1914, especially in those fields mentioned during
the discussion of product markets. On the basis of population growth
and export-induced expansion of incomes, local urban markets for
common goods and producer goods were growing and new firms were
set up in response. That these were not more numerous can be attributed
to the limited size of the home markets in spite of export growth, to the
elasticity of import supply on advantageous terms and to the very
rudimentary state of domestic venture-capital markets, among other
elements in the entrepreneurial support system. Investable funds of local
origin were still exceedingly scarce and in many instances the pull of
export industries, with their strong overseas markets and well-developed
information networks and marketing channels, proved irresistible.

CONCLUSION: THE EVOLUTION OF CAPITALISM IN LATIN
AMERICA

Between 1870 and 1914 Latin America not only exhibited inctreasing
regional differentiation but also evolved quite a different endowment of
factors of production, thanks to the demand-induced (but not solely
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demand-constrained) development of the period. The resource patterns
which underlay the region’s economies on the eve of the First World War
differed notably from those on which the economic process rested at the
outset of the period. Labour was more abundant, of decidedly higher
quality, and more diversified in the array of skills it embodied. Land,
including subsoil wealth, had been subject to sizeable expansion.
Accumulation and transfer had added, to a certain extent everywhere, to
the stock of capital on which the region counted, but of greater
consequence still were improvements in its quality. Much had been done
to alleviate the technological backwardness under which Latin America
laboured even as late as the middle decades of the nineteenth centuty,
although the region still lay outside the mainstream of the scientific and
engineering knowledge by which industrial society was nurtured.
Although the decisive points in this development cannot be precisely
determined, the accumulation of quantitative changes during the period
between 1870 and 1914 gave rise to important qualitative changes in
systemic organization, particularly in Argentina, Brazil, Mexico, Chile
and Uruguay. There were also major modifications in systemic
functioning elsewhere.

With few exceptions, the region’s governing elites appear to have been
enthusiastic about the benefits of what they perceived to be moderniza-
tion, 2 modernization which was, considering the vast new resoutces the
process provided, essentially self-financing. Indeed, the prosperity
enjoyed by the elites and the middle classes in government and business
could only have validated this attachment to the global economy and
strengthened the policy of commitment to it. Legitimation of the new
order, insofar as such was sought, was forthcoming from two other
imports from Europe: liberalism and positivism. For the inhabitants of
the sparsely populated River Plate area, where modernization assumed
capitalist forms ab initio, the new policies were presented as those of
‘civilization’, in contrast to the ‘barbarism’ of strong-man rule and a low-
level regional economic self-sufficiency. There, the prevailing attitude
was caught by Alberdi’s dictum gobernar es poblar, and the expanding
waves of commercially-based colonization that opened up the pampa and
beyond became almost the central mission of government. In Brazil,
‘order and progress’ were emblazoned on the national flag and the state
set itself to the task of promoting both — with an enthusiasm that even led
it to embark on a moderate interventionism. Elsewhere, as in the more
densely settled highlands of Guatemala, Ecuador, Mexico and Peru, the
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new economic forms were praised by those who deplored alike the
alleged feudalism of the Spanish empire and the even more archaic
elements carried over from pre-Columbian times.

Praise, however, did not in most cases seem to make for any greater
inclination to alter patterns of social investment and institutions so as to
confer the benefits of modernization on substantially broader segments
of the population. An increasing cosmopolitanism of the elite strata in
society, especially in respect of consumption preferences, was more often
the socially favoured course of action. And by and large the institutional
environment of the colonial heartland areas remained relatively
uncongenial for the spread of new business ideas and practice even where
these were, in principle, admired. Over much of the continent, even in
Mexico where during the Porfiriato the capitalist order was embraced
with a fervour tempered by interventionary caution only in its closing
decade, the assimilation of traditional and latifundian society to capitalist
modes of production was far from complete.

Here and there, in spite of the brightening material prospects,
contemporary social critics pointed to contradictions in the prevailing
scheme of development, as did, for example, Gonzilez Prada in Peru or
Molina Enriquez in Mexico. And in the southern cone countries where
the character of society was much more suffused with European norms, a
fledgling labour movement made its appearance seeking redress under
the banners of anarcho-syndicalism and socialism, themes echoed in the
generally weaker proletarian organizations of the other countries. In
southern South America, middle-class radicalism, in more or less the
French sense, had begun to agitate for programmes of moderate social
and political reforms, carrying the laicism and secularism of the older and
more widespread liberalism one step further. The international economy,
in other words, both generated the socio-economic changes that had
transformed Latin America and supplied contrasting interpretations of
their significance.

But what, retrospectively considered, was the significance of these
changes? If one may turn the Fabian expression round, it seems
indisputable that, at the very least, capitalism gained control of the
commanding heights of the economy, orchestrating the region’s new
resources to respond primarily to the needs of the core economies of the
capitalist world system. Further, while they were by no means universal
in their influence, economic forces emanating from the process of
capitalist expansion undoubtedly penetrated far into the hinterland,
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reaching, for instance, even Amazonian tribesmen who, as Roger
Casement showed, were dragooned with notorious brutality into the
rubber trade. Older systems of production organization persisted, but
capitalism came to be installed as the hegemonic mode of production
among the several coexisting types.

According to some scholars, well exemplified by Jonathan Levin’s The
excport economies; their pattern of development in bistorical perspective (1960),
the result was an enclave type of development within which the forces of
economic transformation were concentrated and, to some extent,
contained, albeit with gradual encroachment on the surrounding field of
economic activity. Outside the enclave, social organization was less
touched by externally induced changes — left on one side, as it were,
beyond the reaches of the market system. In this dualistic reading of
historical experience, the external sector appears almost as an odd
protuberance set off against a background of incomplete socio-economic
transformation. The implication of most such interpretations is that
there was little interaction between the two sectors, the capitalist enclave
and the more archaic or ‘traditional’ sector, and that the two stood in a
relationship of mutual exclusion. Given more time and a continuation of
the economic dynamics of market forces, however, the institutional
topography was destined eventually to become more uniform through
gradual absorption of the pre-capitalist residue into the vortex of modern
economic expansion. Where the transformation of the economic system
was manifestly incomplete, this could be attributed less to deficiencies in
the transmission mechanisms linking the export and traditional, or
domestic, sectors than to the still relatively small size of the export sector
and to an insufficiently high rate of growth in the value of per capita
exports. In other words, there was, even with all the growth and
accumulation of the age, still an insufficiently large surplus available to
effect the dissolution of non-capitalist forms in the social organization of
production which, as the modern sociology of development has shown,
were in any case imbued with the inherent conservatism and inertia of
traditional institutions generally.

A revisionist body of scholarship of somewhat more recent (and
largely Latin American) origin has suggested that this essentially neo-
classical and dualistic portrayal of growth dynamics may well miss
significant economic and social relationships in the process of capitalist
expansion. Discounting, or at least reconceptualizing, the significance of
non-capitalist modes of production in colonial Latin America and the
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scattered instances in which, even after 1850, an increase of production
for the market appears to have strengthened servile relationships rather
than hastened their dissolution, some expositors of this dependencia school
of thought have dated Latin America’s insertion into the capitalist order
from 1492. In their view, instead of a dualism which grew more
accentuated from 1850 onwards, but which was presumably intended for
eventual resolution, the various sectors and regions of Latin America
exhibited, from the early decades of the Conquest, an overall unity that
derived from their common articulation into the capitalist market
system. According to this later reading of history, what the conventional
interpretation masked by calling it dualism was simply a structure of
unequal power and exchange.

The relation between the two sectors was therefore symbiotic, not one
of separation. As a mechanism for labour control and the restriction of
popular consumption, social stratification and organizational segmenta-
tion served to mobilize and protect the economic surplus thus placing it
at the disposition of the favoured classes. More than this, traditional
society and its economic underpinnings even helped to nourish the
growth of the capitalistically appropriated surplus by absorbing labour
reproduction costs and supplying social welfare functions without direct
charge to the accumulation process. It is petfectly obvious, when the
experience of the period is refracted through this analytical perspective,
that the persisting institutional distance between the lauded ideal of
liberal economy and practical reality is insufficiently explained — and is
perhaps even obfuscated — by the conventional dualistic interpretation.
The fact is that a serious commitment of resources to resolving the
dualism and an institutional reorganization designed to make Latin
American society conform to the norms of the liberal vision (as
expressed, for example, in the ill-fated Mexican Reforma) would, in most
cases, have been utterly inconsistent with the maintenance of accustomed
relations between dominant (hence decision-taking) and subotdinate
groups. The evidence is unmistakable that it was the use of the surplus,
not its size, that blocked significant change in what may be called the
inter-class terms of trade.

Even though these competing theoretical approaches are too general —
both too disparate and too abstract — to permit the framing of tight
hypotheses and really rigorous cross-testing in a formal way, the socio-
economic relations they postulate can, nevertheless, be used as general
guidelines to direct attention to important matters in the history of the
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region. Particularly is this the case if the attempt to fit all parts of the
richly complex historical experience of Latin America into a single
overarching, coherent, theoretical structure is abandoned and if, more
modestly and eclectically, such broader theorizing is mainly drawn
upon in order to organize hypotheses to guide inquiry, to impose some
order on history and to form the basis of a comparative method of
analysis.

For example, the revisionist claim that Latin America was totally
absorbed into the capitalist system after 1492 could easily seem to some a
rather extravagant assertion in spite of the undoubtedly pivotal role of
foreign trade in the organization of the two Iberian empires, especially
the Portuguese. But, since for present purposes nothing very important
hinges on the proposition that capitalism was enthroned in Latin
America with the arrival of the Spaniards and Portuguese, the issue of
whether it came then or much later may be safely disregarded. By the
same token, the view of some revisionist analysts that a hampering state
of dependency termed ‘underdevelopment’ is produced by the integra-
tion of peripheral economics into world capitalism would seem to
suggest that Argentina was somehow more disadvantaged than, say,
‘undeveloped’ Paraguay because of the former’s much greater involve-
ment in global trade and capital movements. Yet, for all its twentieth-
century afflictions, Argentina would appear to be far more capable than
Paraguay of effecting a broad improvement in the social and economic
welfare of its people and much ahead in the political awareness and
participation of its citizenry — i.e., more ‘developed’ by almost any
understanding of that term. The special use of the concept of under-
development may also be discarded as not a marked improvement on
such standard concepts as vested interests, spheres of influence, political
alliances and class aggrandizement, or even on the eatlier insights of
Marx himself. At the same time, dependency analysis is of considerable
value in drawing attention to the policy preferences of privileged groups.
As it points out, resources are likely, from a social point of view, to be
allocated suboptimally insofar as policy is responsive mainly to the
wishes of certain social segments. With these and similar deletions on
both sides, it is not clear that the two explanatory approaches are
necessarily competitive; indeed, more cautiously applied, they may
mainly shed light on different aspects of the same social complexity and
be, therefore, fundamentally complementary.

On the one hand, the dependency critique does serve to explain the
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overtly conflictive character of twentieth-century development, with its
morte covert nineteenth-century counterpart, and to expose the simplistic
and misleading picture portrayed in the more conventional analytical
approach of dualism and enclave theory. The latter seems too capital-
centred, and too mechanistic, in its view of the nexus between markets
and other institutions and posits a vision of reality in which it is very hard
indeed to recognize the intricately structured pluriform economy of
Latin America. Yet, for its part, the enclave perspective does highlight
quite well the contrasting rates of growth in productivity between the
external sector and the several domestic sectors, and helps to identify the
implications of significant differences in their respective organizational
characteristics. The neo-classical dualistic approach also helps to identify
the emerging, demand-defined growth points in Latin American
economic structure, on which the increasing but still very limited supply
of capital was concentrated to increase output and productivity, and also
to account for differences between the paths of development followed by
the various countries. Cost—price considerations, for example, dictated
that the major avenues of growth should be, by and large, those
investment and production opportunities that were defined, on the one
hand, by a rapidly expanding demand in the industrially advanced
economies of the North Atlantic regions and, on the other, by changes in
technology and a lowering of international and internal transport costs
which helped bring new areas into cultivation and opened up new
mining sites. New production options generated for the Latin American
economies in the much weaker demand pattetns coming out of the
derivative local expansion triggered by export growth were only of
secondary importance. As noted earlier, however, all these factors varied
considerably from region to region, depending, among other things,
on the size of the internal market, the technologies of different export
industries and the relations of production prevailing in the regions in
which export industries arose.

Conditions of supply were instrumental in producing the lopsided
development of the period. Most influential were the restricted coverage
provided by the modern transport system then being built, and the low
quality and poor distribution of coal and iron, the key natural resources
of the age. The transport network, linked as it was to the external sector
since foreign capital figured prominently in railway development and
lines primarily served the export trade, severely circumscribed the areas
that could be harnessed as supply regions for both foreign and domestic
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markets. Away from the districts served by rail, overland transport costs
remained forbiddingly high. For its part, the unfortunate shortage of
coal and iron prevented any significant local appropriation of the most
critical backward linkage opportunities created by the new economic
structure: industries producing machinery and engineering goods. It is
worth noting that only on the northernmost margin of Latin America, at
Monterrey, had an integrated iron and steel industry come into being
before the close of the period under review. Both circumstances, of
course, militated against a diffusion throughout the region’s national
economic systems of the stimulus to development originating in foreign
trade and very probably, in the case of the transport limitations, worked
against export diversification as well. Mexico, the exception, seems to
confirm the particular importance of the transport variable. Thanks to
the comprehensive rail network acquired during the Porfiriato, a
considerable variety of natural resources could be tapped for the export
markets. Further, even though the distribution of income severely
constricted the size of the home market, a modest degree of industrial
development could nevertheless occur because the transport system
allowed national producers to reach such demand as existed. Had the
Mexican national market been more fragmented than it was, had the rail
lines not been so extensive, it is extremely doubtful whether so many
small factories could have been established.

The effect on the range of development options of other supply factors
was mote problematical. Where demand in home markets was, as in
Brazil, Mexico and Argentina, comparatively broad, and where routine
cost—price relationships favoured the provision of manufacturing
facilities to serve local markets, the requisite capital, labour, and
entrepreneurship seem to have been forthcoming — through immigra-
tion if not through domestic generation — to get production started on
some scale. Quite possibly had there been a more ample supply of
entrepreneurship and more efficiently functioning factor markets (to
raise more capital locally, for instance), marginal improvements in the
situation could have been brought about. Food-processing factories were
quite widespread; foundries and machine shops somewhat less so.
Textile mills were largely concentrated in Brazil and Mexico, but they
were also found in other countries, too. Perhaps this incipient
industrialization indicated that still other opportunities were there to be
tapped had investors and entrepreneurs been more numerous. Certainly,
no one could claim that the institutions of the capital market operated
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comprehensively and impartially, i.e., solely on the basis of commercial
investment criteria. On the contrary, whole regions and segments of the
population were cut off from access to the still embryonic institutional
development in this field. Yet, within the existing institutional frame-
work, it is likely that weak demand and limited transport coverage, allied
with such other infrastructural characteristics of the business environ-
ment as deficient educational systems and communications services,
constituted the overriding obstacles because they made cost-return
ratios unfavourable and kept the level of risk and uncertainty too high.
In stressing the key role of foreign trade as a dynamic force, of exports
as a source of income growth and of some of the structural changes
associated with development, it is not meant to imply that Latin
American economic behaviour was merely reflexive. It is not possible
altogether to disregard the extent to which favourable supply conditions
based on internal factors enhanced market responsiveness and differenti-
ated those regions in which export expansion stimulated a more general
growth from those in which it precipitated the enclave type of economic
structure. The experiences of Argentina and southern Brazil stand out
sharply in this regard. But in these instances the inter-relatedness of trade
and capital movements, not to mention the international mobility of
labour and entreprencurship, serve to point up the fact that the
favourable internal supply conditions were themselves hardly indepen-
dent of the operations of the external sector. The expansion in southern
Brazil and Argentina of the domestic market for manufactures that led,
with assistance from government policy, to local industrial development
was doubly linked to the external sector: to the relatively higher wage
level that was associated with large-scale trans-oceanic immigration and
to the production functions of export industries for which a significant
part of the technology and management could be supplied locally.
At the same time, it also seems clear, thanks to research informed by
the revisionist analytical orientation, that international trade could
produce the skewed sort of growth most of Latin America experienced
precisely because of the nature of the socio-economic structures that
were subordinated to the dominant internationally-related economic
interests. While production organization frequently tended to be
pluriform in character, with more archaic modes and relations of
production prevailing outside the external sector and its supporting
infrastructure, there were, nevertheless, as noted eatlier, critical linkages
between the different parts of the economy. For one thing, the same
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institutions which established the social and political subordination of
much of the population — in Mexico, most of Central America, the
Andean republics and notth-eastern Brazil — tended to hold down money
incomes and, by linking economic with political disenfranchisement,
protected both the exportable surplus and foreign-instigated, capital-
accumulation processes from the erosion that might have ensued from
either higher popular consumption levels or from claims for a greater
amount of social investment. The consumption claims of the privileged
classes were, of course, no less well protected. That this came at the
expense of the material and human capital formation which might have
been locally encouraged outside the external sector (and was encouraged
in a few regions) by stronger home markets was not a particular
disadvantage from the viewpoint of those groups whose fortunes were
wedded to importing luxury and semi-luxury products, to the export
industries, and to industries supporting (and supported by) the export
sector — those which attracted so much foreign, and domestic, capital
into their expansion. On the contrary, the compatibility of these
arrangements with preservation of the established positions of privilege
meant that the elites were generally in no haste to invest significant
portions of the surplus in general improvements and in reforming or up-
dating the structure.

The subjugated position of so much of the domestic economy meant
also lower opportunity costs for the local factors of production
employed in the external sector. In other words, the external sector
enjoyed favourable bidding terms for the available productive factors, or
at least it obtained them more cheaply than would have been the case had
the domestic sector been vigorously expanding and diverting land,
labour and capital away from uses connected with foreign trade and its
local auxiliary activities. Under the prevailing institutional dispensation,
the domestic sector, by its sparing use of capital, enabled the available
capital supply to be concentrated in the service of export expansion while
maintaining the labour force at such low levels of real remuneration that,
outside the River Plate area and southern Brazil, the supply price of
labour to the externally oriented centres of growth tended to be
comparatively low. In many rural areas, the subsistence agricultural
sector functioned as a type of labour reservoir, raising a native work
force and supporting it between intervals of seasonal migratory
employment in commercial agriculture, as, for example, on the coastal
cotton plantations of Peru or the coffee fincas of Guatemala. In like
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manner, the rural sector often provided temporary workers for mining
enterprises, inhibiting development of a permanent agricultural or
industrial proletariat. Peasant agriculture, practised on independently
held parcels and communal lands as well as through various tenancy
arrangements on large estates, commonly served also as the mainstay of
the domestic agricultural markets, supplying foodstuffs for urban
centres and the mining operations scattered throughout the hinterland
without making substantial inroads on the scarce supplies of capital. For
that matter, through taxation and the structure of marketing channels, a
substantial share of the modest economic surplus generated in peasant
agriculture, artisan industries and petty trade was probably siphoned out
of the sector and into the urban centres. Incontrovertibly, the peasant
sector commonly received very little by way of return, either in the form
of social investment or as factor rewards.

Both the conventional and the dependencia interpretations of the
economic history of the period 1870—1914, however, coincide on several
points. As export growth gathered momentum, the experience pro-
foundly altered the connections between the several Latin American
regional economies with other parts of the world, the North Atlantic
economies in particular. Pre-capitalist forms of economic and social
organization remained conspicuous in many areas of Latin America, in
some instances reinforced, but the mode and relations of production
characteristic of modern . capitalism provided a new overlay that
subsumed all the other sectors to its logic, controlling and organizing
most local-level processes even when the maintenance of older forms of
production organization served as a convenience for the systems then
taking shape. In 1870, these systems were still in a formative state. By
1914, the new regime was fully consolidated and already propagating the
conditions that would, in time, reshape it further.
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LATIN AMERICA AND THE
INTERNATIONAL ECONOMY FROM
THE FIRST WORLD WAR TO THE
WORLD DEPRESSION

The petiodization of Latin American economic history around ‘external
shocks’ has been increasingly rejected in recent years. Yet if we wish to
explore — as an open question — the role of the international economy in
the economic development of Latin America, the First World War and
the World Depression enclose a significant period. It bridges the gap
between the first major ‘external shock’ of the twentieth century and the
final breakdown of the export-led growth mechanism of the ‘Golden
Age’ whose starting point had been around 1870. The period also
represents the key years in the changeover from one hegemony to
another: Britain’s decline as 2 major economic power was hastened by the
war (when Germany was eliminated) and the United States was thrust
into the role of Latin America’s major investment and trade partner.
Nevertheless, generalizations about Latin America as a whole, danger-
ous at the best of times, are particularly difficult in such a period of
transition. Change occurs at different rates, in different countries and
perceptions vary: in some countries the ‘Golden Age’ clearly continues
until 1929; in others fundamental changes occur between 1914 and 1929
and the period is aptly characterized the ‘Great Delay’; and in others the
roots of change were there well before 1914.

In this chapter we first describe the major characteristics of the
changing world economy between the First World War and the World
Depression. Then we explore the impact of these changes on the Latin
American economies. The conclusion attempts an evaluation of the
extent of change and the long-term significance of the period. We try to
show how internal forces for change were stimulated by the First World
War and its aftermath, and how further important changes were effected
during the 1920s which conditioned Latin America’s response to the
World Depression.

37
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CHANGES IN THE WORLD ECONOMY

Although the outbreak of the First World War was clearly of great
significance in the breakdown of the classical capitalist world economy
based on the dominating role of Britain and the operation of the gold
standatd, it is easy to overstress its importance. Certainly, up to that
point the system had worked very smoothly, though the reasons why are
still not clear. There is much controversy over whether the efficiency of
the system was due to wage and price flexibility allowing deflation and
adjustment, to ex ante avoidance of substantial disparities in competitive-
ness, or to the efficiency of interest rate mechanisms and hence
equilibrating capital flows.! But from well before 1913, forces making
for change and threatening this harmony had been gathering strength.
There were two main areas of change. First was the already-occurring
shift in trade and investment structures. Britain’s initiating role in trade
in manufactures implied that as other members of the trading community
developed her share would have to fall; this was aggravated by the
decline in competitiveness in certain lines. Increasingly her declining
industries lost ground, although her growing role as a key cutrency and
the corresponding role of sterling liabilities held abroad covered this and
allowed an ‘Indian summer’ of expansion, a classic example of ‘deficit
without tears’.2 But though Britain remained predominant, the role of
the United States in trade and in investment was increasing rapidly from
the turn of the century: by 1913 Mexico, all the republics of Central
America and the Hispanic Caribbean, Venezuela, Colombia, Ecuador
and, marginally, Peru were already importing more from the United
States than from the United Kingdom (see below Table 4) — which
represented a major switch compared with the 189os. United States
investment was making rapid headway in, for example, Mexican mining
and railways, Peruvian copper, Chilean nitrates, Colombian bananas and
Cuban sugar, as well as in a number of Central Ametican economies.
Secondly, changes were already under way leading to a growing over-
supply of primary products, and to increasing market instability. These
were trends on the side both of demand and of supply. On the demand

! See J. R. Zecher *‘How the Gold Standard worked, 1880-1913’, in D. N, McCloskey and J. R.
Zecher, Enterprise and trade in Victorian Britain (London, 1981), for a recent summary of
alternative views and an interpretation based on the monetary theory of the balance of payments.
See also P. H. Lindere, Key currencies and gold 1900-13 (Princeton, 1969).

% Lindert, Key Currencies, 75.
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side, population growth in the developed countries was slowing down,
and rising income was leading to a proportionately slower growth in the
demand for food. On the supply side, technical change and moderniza-
tion were leading to greater productivity and also in certain cases to
increased short run rigidity in supply, as production became more
capital-intensive. These trends were only offset in the case of a few
primary products (oil, copper) by technical change which led to new
demands — a factor which would be of more importance by the r9zos.

During the wat, the shift in trade and investment structures was
sharply accelerated, since on the one hand Britain’s position in world
trade declined, never to recover fully, while on the other the opportunities
for exporting by the United States were correspondingly transformed.
Her geographical position meant that she gained relative to distant
countries such as Australia when shipping was ata premium. Her trading
surplus swelled: by the end of 1919 the U.S. was a net long-term creditor
of over $3.3 billion as compared with a similar net debtor status in the
pre-war period.3 U.S. private foreign investment overseas rose from §3.5
billion in 1914 to $6.4 billion in 1919.4 Her determined pursuit of the
exporting opportunities offered by the war is reflected in the huge
growth of trade with Latin America (Table 1) and in the infrastructure
which began to grow around it, as U.S. banks sought to establish
themselves abroad and as flows of information, etc. were built up.
Handbooks of advice for exporters appeared on all sides, with Latin
America as the key focus of interest.> In 1914 U.S. federal regulations
were changed so as to permit the expansion of U.S. branch banking
overseas; between 1914 and 1918 the First National City Bank alone set
up a dozen branches in Latin America.

The war also stimulated an increase in productive capacity in many
primary products where there was already danger of excess supply. Sugar
was perhaps the most outstanding example, but the same was true of
many foodstuffs and raw materials where European domestic produc-
tion was temporarily disrupted.

3 D. Aldcroft, From Versailles to Wall Street, 1919 to 1929 (London, 1977), 239.

4 C. Lewis, America’s stake in international investments (Brookings Institute, Institute of Economics,
publication 75, Washington, 1938), 449.

3 A good (and amusing) example is E. Filsinger, Exporting to Latin America(New York, 1916): 369
pages of detailed instructions on every aspect of business, including advice on ‘the value of
moving pictures’ in advertising, and covering such practical details as the need for proper saddles
when venturing into the Andes, and for ‘a liberal quantity of a preparation with which to anoint
the body against insects’.
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Table 1. U.S. Trade with Latin America as percentage of total
Latin American Trade 1913, 1918 and 192y

1913 1918 1927
South America
Imports from U.S. 16.2 25.9 26.8
Exports to U.S. 16.8 34.8 25.2
Mexico, Central America and the Caribbean
Imports from U.S, §3.2 75.0 62.9
Exports to U.S. 1.3 73.4 58.4

Source: M. Winkler, Investments of U.S. capital in Latin America,(World Peace Foundation,
Boston, 1929); James W. Wilkie, Statistics and national policy, Supplement 3 (1974) UCLA,
Statistical abstract of Latin America, UCLA Latin American Center, University of
California, Los Angeles.

There were also more specific effects of the war. Germany’s trading
and investment links were abruptly ended, so providing a gap into which
the U.S. was quick to expand. In the very short term the whole system of
banking, credit and the organization of money markets was suspended,
producing for Latin America an acute crisis of liquidity and financial
panicin 1913—14. Throughout the war period the disruption of imported
supplies provided both opportunities and handicaps, the detailed
implications of which we consider later. On another level, throughout
the Western economies there were abrupt changes in the role of the state,
resulting from the sudden need to regulate war economies. Nationalism
also became a more potent force, and there were important develop-
ments in labour movements.

With the old system in disarray, and new forces for change emerging
in forms such as an expanded role of the state, there was in 1919 an
opportunity fot fresh thinking and for an attempt to appraise and handle
the underlying problems. But the problems were not perceived. The
accepted wisdom of the post-war period, at least in the U.S. and the UK.,
was the need to return to the old system ~ in particular to the gold
standard and as far as possible to pre-war exchange rate parities. From
the U.S. came a strong move to reduce again the role of the government:
to drop price controls and any interference with trade or exchange rates
and to return as nearly as possible to ‘healthy’ ‘free’ competition.é The

¢ See the Annual Report of the Secretary of the Treasury on Finances for the fiscal ' year ended June 30, 1920
(Washington, 1921), p. 81: *.. .. The Governments of the world must now get out of banking and
trade . . . The treasury is opposed to governmental control over foreign trade and even more
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haste to return to market forces was particularly imprudent given the
extent of pent up war-time demand: the result was the badly mismanaged
boom and crash of 1919—22, latgely speculative in nature.” The boom
further worsened the problem of excess supply of agricultural goods.
From 1922 there was sustained economic expansion in the U.S. and many
European countries — though Britain was struggling with deflation in
the attempt to restore and maintain the pre-war parity. But the system
was basically unsound, with capital movements only temporarily
papering over the cracks. The reinstituted gold exchange system never
worked well: there were too many centres, the U.S. lacked experience,
and neither France nor the U.S. was committed to making the new
system work. There was also a new instability arising from the increased
volume of short-term and volatile funds, and parities for the major
currencies were seriously misjudged. Further, the size of the American
surplus was such that it urgently required policies for promoting imports
and capital export which would ease the payment problems of the
recipients. But trade was not the important factor to the U.S. which it had
been to the U.K.; policies, in fact, were exactly the reverse of what was
needed. The U.S. continued its protectionist policies, dating back to the
Civil War, and its capital export policies created major problems for the
recipient countries. The 1920s saw a bonanza of private foreign lending
on the part of the U.S. Salesmen pressed loans on unwary governments,
borrowers were positively encouraged to over-extend themselves. The
money tended often to go either to unproductive uses or to increase
further the supply of already dangerously sutrplus agricultural
commodities.

Aided by such credits, the volume of primary production continued to
expand. Meanwhile the forces operating on supply and demand
continued and strengthened. The 1920s were years of particularly rapid
technical progress in agriculture: for the first time in history the pace
caught up with industry, with the mechanisation of farming and the
introduction of new plant strains and fertilizers. There were also major
structural changes in primary product markets with substitutes damag-
ing nitrates and rubber. Price behaviour in the decade is complicated to
review, since the sudden boom of 1920 was followed by as sudden a
crash, to be followed in its turn by recovery for all commodities by 1925,
then an uneven weakening of many markets. But underlying this was an

opposed to private control . . . They look towards the removal of governmental controls and
interferences, and the restoration of individual initiative and free competition in business . . . strict

economy in public expenditure . .
See W. A. Lewis, Economic survey 1919~1939 (London, 1949), for a detailed and coherent account.

-
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Table 2. Implicit price indices for selected
primary products, 1928

(1913 = 100)
Crude petroleum 158
Iron ore 142
Copper ore 119
Cotton 149
Coffee 137
Meat 129
Tin 102
Wheat and flour 104
Sugar 84
Cocoa 68

Source: Calculated from P. L. Yates, Forty years of
Soreign trade: a statistical handbook with special
reference to primary products and underdeveloped coun-
tries (London, 1959)

unfavourable long-run trend; by 1926—9 the terms of trade for all primary
products had fallen significantly below their 1913 level.8 Data on
individual commodities are given in Table 2; it will be seen that against
the background of rise, fall and recovery, fuels and minerals were
basically in strong demand, as was meat. Cotton was aided by disease
problems in the south of the United States. Coffee was only sustained at
the level shown because of the Brazilian coffee valorization scheme: by
the mid-twenties stocks were at a dangerously high level, as they were for
wheat and sugar. The low price of tin was a result principally of the rapid
expansion of low-cost mines in the 1920s.°

By 1928 the stresses and strains in the different commodity markets
were beginning to be felt — most markedly in the case of wheat. The
Wortld Depression was in part, then, the result of deep disequilibria in the
international system; its severity was, however, considerably aggravated
by the policy mismanagement which ensued within the United States. As
the boom in the U.S. rose to dizzy heights in 1928, capital was drawn in
from all sides, and many countries in Latin America began to suffer

8 J. F. Rowe, Primary dities in international trade (Cambridge, 1965), 83.
9 On raw materials, see M. T. Copeland, A raw dity revolution (Busi Research Studies, No.
19, Harvard University Graduate School of Business Administration, Cambridge, Mass., 1938).
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balance of payments problems as capital ceased to flow in and even began
to flow out in the opposite direction. In October 1929 came the Wall
Street crash. Commodity prices plummeted, and as they fell faster than
the average price level so the terms of trade turned against primary
producers. The remaining capital inflows stopped. The result, as is well
known, was a seizing up of world trade and investment. Europe was to
recover from the recession with some speed — but the U.S. did not really
recover throughout the next decade. The consequences for Latin
America were serious. At the same time, the further shock of the World
Depression forced the fundamental change of economic direction which
the First World War had shown was needed, but for which the internal
forces were insufficiently strong during the 1920s.

IMPACT ON LATIN AMERICA

We now turn to review the immediate implications for the countries of
Latin America, which were still almost exclusively primary producers
and exporters, first of the changing structure of world trade and
investment, then of the weakening and unsettled behaviour of commod-
ity markets during the period from the First World War to the World
Depression. We also consider the deeper question of the kind of response
that was possible to the various indicators of the need for a new direction,
reviewing institutional developments and industrialization.

The most dramatic shift in this period occurred in investment: as
Table 3 shows, the share of the U.S. in the total of U.K. and U.S. invested
capital in South America rose in many cases by over 30 percentage
points; British investment barely increased while U.S. investment
soared. In this major development, the relative roles of British lack of
interest, North American dynamism and official U.S. backing are still
not clear. Between 1924 and 1928 Latin America absorbed 24 per cent of
the new capital issues floated in the U.S. for foreign account and took 44
per cent of new direct foreign investment.!® The inflow apparently
exceeded that received from the U.K. during the peak yeats 1904—14 —
even allowing for price movements.

Direct investment was the smaller of the two components. Minerals,
oil and public utilities drew the greatest amounts, though industry in the
largest countries was also attractive. Throughout the 1920s, Chile

19 United Nations, Economic Commission for Latin America, Foreign capital in Latin America
(New York, 1953), 7.
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Table 3. Nominal capital invested in South America by the U.S. and U.K.,
1913 and 1929°

(million dollars)

U.S. Investments U.K. Investments

1913 1929 1913 1929
Atgentina 40 611 1861 2140
Bolivia 10 133 2 12
Brazil 50 476 1162 1414
Chile 1§ 396 332 390
Colombia 2 260 34 38
Ecuador 10 25 14 23
Paraguay 3 1§ 16 8
Peru 35 151 133 141
Uruguay 5 64 240 217
Venezuela 3 162 41 92

Ratjo of U.S. Investment to Sum of U.S. + U.K.

1913 1929
Argentina 2.1 22.2
Bolivia - 83.3 91.7
Brazil 4.1 39.3
Chile 4.3 50.1
Colombia 5.5 88.1
Ecuador 41.7 §3.2
Paraguay 16.7 45.5
Peru 20.8 $1.7
Uruguay 2,0 22.8
Venezuela 6.8 54.9

Source: M. Winkler, Investments of U.S. capital in Latin America(World Peace Foundation,

Boston, 1929).

“Note that exact separation by nationality is impossible. S. G. Hanson, ‘“The Farquhar
Syndicate in South America’, Hispanic American Historical Review (Aug, 1937) cites the
Brazil Railway Co.: ‘American registration, Canadian association promoters, Brazilian
properties, financed in the London matrket, and funds largely furnished by French and
Belgian investors’. For an eatlier period, D. C. M. Platt, ‘British portfolio investment
overseas before 1870, some doubts’, Economic History Review xxx111 (1980), has argued
that this phenomenon may have led to serious exaggeration of the U.K. figures.
However, the shift in relative importance is the key point which emerges from this table.
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attracted more U.S. mining investment than any other country in the
world. Even Mexico continued to draw foreign money: the immediate
post-revolutionary governments maintained a hands-off policy in regard
to American property, and the potential threat posed by the 1917
Constitution was not taken very seriously in the decade of the 1920s.

The expansion of direct investment was of course closely associated
with indirect inflows. The role of the banks became increasingly
important: by 1926 there were 61 branches of U.S. banks in Latin
America.!! United States construction companies frequently worked in
close association with a group of bankess, as for example the U.S.
Foundation Company in Peru. By these and other means, the 1920s saw
an extraordinary expansion of external financing of Latin American
governments. It was the age of aggressive salesmanship, with few holds
barred. A senate investigating committee found 29 representatives of
American financial houses in Colombia alone, trying to negotiate loans
for national and departmental governments. Rivalry was unscrupulous
and bribery widely used: giving the son-in-law of the Cuban president a
well-paid position in the Cuban branch of a U.S. bank while it was
successfully competing against other banks, was one of the more
innocent ploys.!? The fortune made by the son of the Peruvian president,
Augusto Leguia (1919—30), is a well-known story.!3 Juan Leguia’s best-
known coup was the collection of §5 20,000 in commissions in 1927 from
Seligmans, the New York investment bankers, as payment for his
assistance in passing them two large foreign loan contracts.

With the rise in investment went a rise in U.S. trade with the region
(see Table 4). The gains made by the U.S. in wartime were consolidated
in the 1920s as her competitive advantage strengthened in the new
dynamic products of the period (automobiles, above all). This resulted in
interesting shifts in relationships and a new potential for disequilibrium,
vividly illustrated by the case of Argentina. In 1913 Argentina, like
Brazil, had only limited trade and investment links with the U.S., unlike
Peru and Ecuador for example, which were already importing both
goods and capital from their northern neighbout. During the 1920s
Argentina began increasingly to want to buy modern agricultural and
other machinery from the U.S., but was still tightly tied into and

" C. W. Phelps, The foreign expansion of American banks (New York, 1927), 211-12.

12 Lewis, America’s stake, 377.

3 R. Thorp and G. Bertram, Peru 1890-1977. Growth and policy in an export economy (London, 1978),
376 n. 13.
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Table 4. Latin American Imports from U.S. and U.K. as percentage of total
imports, 1913 and 1927

Imports from U.S. Imports from U.K.

1913 1927 1913 1927
South America
Argentina 14.7 19.8 31.0 20.7
Bolivia 7.4 28.8 20.3 19.4
Brazil 1§.7 28.7 24.5 21.2
Chile 16.7 29.7 30.0 18.4
Colombia 26.7 40.0 20.5 12.8
Ecuador 31.9 58.% 29.6 18.4
Paraguay 6.1 18.6 28.9 11.0
Peru 28.8 42.3 26.2 15.8
Uruguay 12.7 30.3 24.4 15.7
Venezuela 39.0 45.9 21§ 13.§
Mexico, Central America and Caribbean
Costa Rica 6o.4 50.3 15.0 14.9
Cuba $3.7 61.8 12.3 4.5
Dominican Republic 62,9 66.5 7.9 5.6
El Salvador 39.5 46.3 27.2 16.1
Guatemala 50.2 44.1 16.4 9.4
Honduras 67.4 79.8 14.6 7.0
Mexico 49.7 66.7 13.0 6.5
Nicaragua 47.2 66.4 20.0 I1.§
Panama 54.8 69.0 21.9 9.0

Source: M. Winkler, Investments of U.S. capital in Latin America (World Peace Foundation,
Boston, 1929).

constrained by her trading and investment relations with the U.K.14
Uruguay, too, was constrained by a growing trade dependence on
Britain as chilled beef exports became a large proportion of exports.!5

Turning next to the implications of unfavourable trends and growing
instability in commodity markets we have shown that primary product
prices were responding to strong disequilibrium forces. As a result most
Latin American economies experienced a new level of instability in

" See J. Fodor and A. O’Connell, ‘La Argentina y la economia Atlintica en la primera mitad del
siglo XX', Desarrolio Econdmico, 13 (1973), 1365, for the original ‘ttiangle’ analysis; and Marcelo
de Paiva Abreu, ‘Argentina and Brazil during the 1930s: Impact of British and American
international economic policies’ in Rosemary Thorp (ed.), Latin America in the 19305: the role of the
periphery in world crisis (London, 1984), for a stimulating use of it in the case of Brazil.

'3 M. H. ). Finch, A political economy of Uruguay since 1870 (London, 1981), 133.
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export proceeds, vividly evidenced in the boom and crash of 19212 but
continuing throughout the 1920s. For Argentina this is argued by one
author so strongly that he is a/most inclined to suggest that the 1929
Depression was little more than another cycle;!¢ for Chile it is argued to
differentiate these years significantly from the early Golden Age.!” Cuba
is perhaps the most extreme example with the Dance of the Millions — the
sugar madness of 1921, followed by massive bankruptcies and foreign
takeovers of the banking system as well as sugar plantations.!8

This varying experience in terms of export fortunes is vividly
illustrated in Table 5, where we see that in terms of the real purchasing
power of exports only four Latin American countries (all of them
producers of oil, along with a range of minerals, the product in strongest
international demand) achieved satisfactory rates of growth.

Three principal sets of economic forces worked, in varying degrees, to
bring to an end the ‘Golden Age’ of export-led growth. The first and
most obvious was an early weakening in demand, or even its total
collapse. The second was growing resource constraints: it is clear that the
remarkable expansion following 1840 was largely ‘extensive’, incor-
porating more land, labour or other resources in a process requiring little
or no increase in productivity. The third factor was a shift in the
composition of exports toward those that were foreign-owned and
returned a relatively low proportion of export value to the local
economy, which could not only slow down the rate of growth but also
introduce distributional tensions.

Chile was the most severe example of export collapse, with the fall in
nitrates dating from the First Wotld War. The coffee market, on the
other hand, continued to grow, but only slowly. The meat market
suffered from Britain’s slow growth in the 1920s, affecting Uruguay
more than Argentina, since meat was 33 per cent of her exports compared
with 15 per cent for Argentina. But what differentiated these two more
sharply was the resource constraint: Uruguay had no ‘open frontier’
while Argentina was only to begin to feel that constraint by the 1930s. In
Central America the competition for use of land was beginning to result
in increased food imports by this period, as it had done for some years in

16 A. O’Connell, ‘Argentina into the depression: problems of an open economy’, in Thorp (ed.),
Latin America in the 19305, 188—9.

17 J. G. Palma, ‘From an export-led to an import-substituting economy: Chile 1914—39’, in Thorp
(ed.), Latin America in the 19305, 50~14.

18 H. C. Wallich, Monetary problems of an export economy. The Cuban experience 1914-47 (Cambridge,
Mass., 1950), §2-3.
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Table 5. Real purchasing power of Latin America exports® 1917—18
and 1928

(1913 = 100)

Av. 191718 1928 Main exports 1923—5°

High growtht > 5% p.a.

Venezuela 37 281 copper, petroleum
Colombia 54 276 coffee

Mexico? 178 251 petroleum, silver
Peru 106 198 petroleum, cotton
Moderate growth, 2-y% p.a.

Paraguay 96 174 quebracho, timber
El Salvador 82 167 coffee

Brazil 48 158 coffee

Argentina 6o 146 _wheat, maize
Guatemala 34 139 coffee, bananas
Low|negative growth, < 1% p.a.

Costa Rica 52 118 coffee, bananas
Cuba 118 18 sugar

Chile 78 108 nitrates, copper
Nicaragua . 43 104 coffee, bananas
Uruguay 87 100 meat, wool
Ecuador 48 93 cocoa

Bolivia 9% 82 tin

Panama 46 56 bananas

Source: Capacity to import. Brazil: A. V. Villelaand W. Suzigan, ‘Government policy and

the economic growth of Brazil 1889—1945°, Bragilian Economic Studies (1LP.E.A., Rio de

Janeiro), 3 (1975); Chile: J. G. Palma, ‘Growth and structure of Chilean manufactur-

ing industry from 1830 to 1935’, unpublished D. Phil. thesis, Oxford, 1979; Atgentina

and Mexico: E.C.L.A., Economic survey of Latin America 1949 (New Yotk 1951); Other
countries: dollar values from J. W. Wilkie, Statistics and national policy, (Los Angeles,

1974), and League of Nations, Balance of payments yearbooks, deflated by an average of U.S.

and U.K. price indices. Main exports: League of Nations, Memorandum on trade and balance

of payments 1911-1925. (Geneva, 1926)

4 The product of quantum indices for exports and the terms of trade.

b The data for Honduras place it in this group, with by far the best export performance.
But with the only export of significance being bananas, the data must surely be
inaccurate.

¢ In order of size of share. Where the second export is less than 10% of the total, it is
omitted.

41910-12 = 100. No data arc available for 1913-17.
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Peru. In Central America this was beginning to generate a tension
focused on foteign capital: in Costa Rica the United Fruit Company, for
example, controlled 274,000 hectares but worked only 20,000.1?

Of the four apparent success stories during the period 1913~28
Mexico’s performance is particularly notable despite the turmoil and
destruction of the revolutionary decade. Oil, minerals and henequen
production all expanded during the First World War, for example,
to yield the strongest rise in real purchasing power of exports of
any country by 1918. Oil was largely responsible for the remarkable
export performance of Venezuela in the 1920s, as it was to a lesser extent
in the case of Peru — and even Colombia. (By the late 1920s oil was a
significant Colombian export — the U.S. interest in Colombian oil had
been a major reason for the settlement of the issue of compensation for
the loss of the Panama Canal — although most of the Colombian success,
as we shall see, is explained by her ability to take advantage of Brazil’s
self-imposed restrictions on coffee sales.) Oil and minerals are, however,
precisely the products with relatively low returned value (that part of
export proceeds retained locally through taxes, wages, construction or
other expenditures) owing to the capital intensive nature of their
production process and to foreign ownership. In one case — Peru - the
effect of this factor was enough to reduce the rate of growth of returned
value to almost zero during the 1920s, despite the apparently healthy
performance of exports in dollar values.20 By contrast, the significance
for growth of Argentina’s 46 per cent expansion in the real purchasing
power of its exports from 1913 to 1928 was considerably greater, based as
it was on commodities with high returned value.

In explaining the development of problems which, whether external
or internal, were signalling the end of the ‘Golden Age’ of exported
growth, we have also suggested in several instances potential sources of
conflict or tension over issues of distribution or resource use. This might
appear to suggest that forces might have emerged in one form or another
signalling to policy makers the need for change, or in some way forcing
some resolution of the problem. But it is precisely the difficulty of this
period that a number of factors operated to suppress or in some way
reduce the level of the signal. Among these, one was the high level of

19 V. Bulmer-Thomas ‘Central America in the inter-war period’, in Thorp (ed.), Latin America in the
19305, 309, n. 12,

2 The divergence between export proceeds and returned value in the 1920s is measured for Peru in
Thorp and Bertram, Pers 1890—1977, ch. 6.
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capital inflows, in particular loans, and another was the behaviour of
prices.

In part, though it was typically always associated in this period with
waste, diversion to luxury consumption, bribery, etc., the inflow of
foreign money still played its traditional role in the model of easing the
resource constraint. For example, in Colombia the expansion of coffee
and other products urgently required massive investment in infrastruc-
ture; if foreign loans had not been available it is hard to see how the
expansion and improvement of the transport system and port facilities
could otherwise have been carried out, enabling efficient access to the
Pacific and the development of a whole new area. In many other cases,
however, and also in Colombia in considerable measure, the money was
so badly used as to bear little relation to supply constraints. The classic
story is that of the building of the Cuban national highway: it was
prolonged and prolonged, with good business for everyone all round,
and ‘ornamental parks and some embellishments’ and so on, until $100
million of securities were involved — and still the highway was not
complete.?! But the tales are endless.?2 However, what these loans did in
the short term was to sustain demand, stimulate construction booms, and
remove any sense of an imminent foreign exchange constraint. In the
process they provided opportunities for investment or speculation for
those who, lacking opportunities in the export sector, in principle might
in other circumstances have sought, say, protection to create for
themselves profit opportunities.

The second factor concealing the underlying reality was international
price behaviour. We have suggested that with hindsight and a long-run
view, we can see a weakening in many markets and an unfavourable
long-run trend developing in prices. However, the instability which we
have described successfully concealed this for these decades. First came
the huge price increases of the First World War. Import prices rose very
fast also, but since imports were largely unavailable, large export
surpluses tended to accumulate, sometimes in the form of stocks sold but
unable to be transported. These events were followed by the highly
speculative and mismanaged boom of 1920-1. Then some commodities
still experienced distinctly favourable, if uneven, price trends until 1925

2 Lewis, America’s stake, 384~6.
2 Lewis, America's stake, offers numerous examples. On Bolivia, see M. Marsh, The bankers in Bolivia
(New York, 1928).
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or 1926. The movement of prices hid the sometimes slow rates of growth
in volume. Uruguay was one example, Brazil another.

This explains in part why even policy innovations directly aimed at
sustaining traditional export sectors were limited in number and reach.
The best known and most significant was the Brazilian scheme for
maintaining the price of coffee. The first scheme dated from 1906; in the
1920s 2 ‘permanent’ valorization scheme was introduced. Unfortunately,
the scheme maintained prices only too successfully, without achieving
either a restriction of Brazilian planting, which expanded in the 1920, or
the collaboration of other producers: Colombia took advantage of the
maintained price to treble the area under coffee between 1915 and 1925.
It has been argued that Brazil’s actions would have provoked a crisis in
coffee markets even without the World Depression.??

Another area where there was some limited innovation in the role of
the state in response to the needs of the export sector was in state
ownership of various sectors. Here the lead came from Uruguay, a very
special case among Latin American countries at this time because of the
unusual characteristics of José Batlle y Ordoiiez, who first came to power
in 1903, who was president in 1903—7 and again 1911-1§, and whose
policies prevailed until his death in 1929. Controversy reigns over the
relative roles of his personal views and of deeper forces in Uruguayan
society, severely limited and frustrated by small size and lack of resources
in the face of a highly urbanized and abnormally middle-class population:
in the 19208 such frustrations were accentuated as beef prices weakened
and were channelled against the foreign houses who were seen as
distributing a smaller cake unfairly. The state-owned Frigorifico
Nacional, formed in 1928, was the answer, designed to compete with
foreign companies and so force policies mote into accord with the
national interest. However, a similar initiative in Argentina needed
the conditions of the 1930s to produce action.

Such responses to the role of the foreigner would seem a logical
consequence both of the growing pressures on resources, and of the First
World War itself, which is generally considered to have stimulated both
the growth of nationalism and increased acceptance of the role of the
state, the two aspects being interrelated and responding in patt to the
changes in the international climate described above. The war convinced
many that heavy reliance on foreign capital might be unwise. The

2 C. M. Palaez, ‘An economic analysis of the Brazilian coffec support program 1906-194; theory,
policy and measurement’, in Palaez (ed.), Coffee and economic development (Sio Paulo, 1973).
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military and others became more preoccupied with national control of
strategic sectors. At the same time government revenues were rising
with exports and providing the means to become independent of foreign
interests.

However, what prevented either the wartime developments or the
new potential for tensions over resource use from leading to more than
the level of conflict which had always been a characteristic of foreign
economic presence, was the positive role that the inflow of foreign
capital was seen as playing. Generally speaking, governments were keen
to welcome and encourage new inflows, and particularly the new and
lively interest being shown by the United States — which limited the
practicality of distributional conflicts. There were, of course, some
serious conflicts; Uruguay was one example. And some others, at least,
surged up from a grassroots level; for example, the banana strike in
Colombia in the late 1920s. In such a case government might well side
with foreign capital.

It is no surprise, then, to find the bulk of the institutional innovation
of this period precisely in those measures designed to introduce order
and to make the economies in question more ‘suitable’ to foreign
investment. This was particularly notable in the field of banking and
finance. The 1920s was the decade of the Kemmerer Missions. Dr Edwin
Kemmerer was a U.S. financial expert called in to various Latin
American economies in turn to assist in the reform of monetary
institutions. He was largely responsible for the widespread creation of
central banks on the pattern of the Federal Reserve. Significant progress
was made in institutional development, but the context of the 1920s had
implications for this type of development. Kemmerer’s presence was
usually requested as part of a strategy to encourage foreign investment,
and reforms were geared to that purpose. Kemmerer himself was active
in encouraging and arranging loans. We have shown how on the
international scene the accepted wisdom of this period was the need to
return to at least a modified form of the old gold standard; this extended
to Latin America and was a powerful motive behind the pressure for
financial reforms, added to the desire on the part of the international
financial community to secure a climate of order and good health for
their increasing financial interests in Latin America. The result was first
that many countries had as a policy goal a return to par value, requiring
appreciation of the exchange rate: in Peru for example in 1922 the Central
Bank sold off a large part of its reserves in an attempt to bring the
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exchange rate back up to par, and one of the explicit goals of the huge
loans raised in the mid-1920s was exchange stabilization.2¢ Secondly,
there was a widespread adoption of a gold exchange standard; by early
1926, it had been restored in twelve Central and South American
republics.?s This did not work well; it was a crude mechanism when the
refinements of developed countries’ financial markets were missing, notr
did it take into account that the major debtor to the banking system
might be the government, incapable of reducing its expenditure
according to the classical prescription, or that the volatility of private
capital might equally undermine its operation.

With these reforms, it is clear, went the development of techniques of
control and influence. In Central America and the Caribbean — Haiti, the
Dominican Republic, Nicaragua — this tended to go as far as U.S.
occupation. In South America, techniques of financial control were less
direct, but far from subtle. To achieve a loan of $33 million in 1922,
Bolivia had to commit not only all customs revenue plus a number of
direct taxes, but had to allow a Permanent Fiscal Commission of three
members, two appointed by the foreign banks, to manage her fiscal
affairs throughout the twenty-five year loan period.? In Peru, American
officials administered the customs, and an American managed the central
bank. Such examples are typical of all but the largest Latin American
republics during this period. In other words, the American presence was
becoming even more obtrusive and more blatantly interested in control
than the English had been earlier. Attempts at control from the Latin
American side were weak: for example, in 1928 Colombia did pass a law
requiring that provincial and municipal governments should obtain
authorization from the central government before negotiating further
foreign loans?” — but only after the damage had been done. In 1927 the
president of the Central Bank of Peru went to New York to tell the
American banks that the loan being negotiated was too large — but his
advice was disregarded.?8

There is, however, one critical area we have still to explore: that of
industry and the development of policies favouring its growth. In
studying the relationship between Latin America and the international
economy, one of the most intriguing questions is always, how during a
period of strong integration into that system via primary products, new

2% Thorp and Bestram, Pers 1890-1977, 129. 25 Aldcroft, From Versailles to Wall Street, 151.
2% Marsh, Bankers in Bolivia, 100. 27 Lewis, America’s stake, 381. 2 Ibid., 380.
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domestic groups and policy bases can gradually grow — or not grow — to
provide a base for alternative policies as the growth mechanism weakens.

Clearly, in view of the confusing nature of the signals given during the
period by the international economy and by domestic events, radical and
coherent changes of direction and economic policy towards, for
example, protectionism were not to be expected. There were, however,
some important developments in regard to industry.

The immediate impact of the outbreak of the First World War was an
acute financial crisis in Latin America. British banks and discount houses
feared pressure at the London end and began calling in loans and
reducing advances; in the first instance panic and illiquidity were the
most notable results. But by 1915 exports were rising strongly and trade
balances were moving heavily into surplus. Import prices rose very
sharply with international inflation, and domestic prices only followed
with a lag. Thus there was a strong protective effect in a period of
expandingdemand, anunusual conjuncture. The problem, however,lay on
the side of supply: cleatly normal sources of capital goods were not
available any more from Europe.

How these contradictory issues balanced out has provoked an unusual
concentration of literature, its proliferation aided by unclear data. The
early view, stemming from the writings of Celso Furtado and ECLA,
favoured the view that the War provided a positive stimulation of
industrial growth in Latin America. This line of argument was first
challenged for Brazil by Warren Dean, followed by a number of other
writers.?? Dean actually suggested that the war interrupted a rather
impressive growth process. Careful later work has concluded that there
was growth of output during the war in the Brazilian case (the earlier
arguments arising partly from differences in the weight given to export-
processing in the figures), but that it was based on fuller utilization of
existing capacity. In other words, the war was not a major discontinuity,
but built on an expansion already under way.

The war was also important, it is suggested, because of the extent to
which necessity stimulated small repair shops to broaden their activities
and to provide thereby a base for an incipient capital goods sector. One
plausible view stresses the long-run tendency for periods of increase in
capacity (when imports are cheap and available) to alternate with periods
of rapid increase in output (when imports are expensive and/or

2 Warren Dean, The industrialisation of Sdo Paulo 1880—1945 (Austin, 1969). For the subsequent debate
on Brazilian industrialization, see CHL A 1tv, bibliographical essay 2.
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Table 6. Imports from the U.K. and the U.S., 1912-20
(at 1913 prices)

Argentina  Brazil Chile Colombia Peru
Share of imports from UK. in
U.K. + U.S. imports, 1912 66 6o 66 s1 54

Indices of imports from U.S. and
U.K. (1912 = 100)

1913 108 97 100 11§ 11§
1914 64 52 69 83 85
1915 63 52 54 94 78
1916 68 57 32 119 112
1917 . 59 52 93 76 123
1918 57 45 . 101 5 109
1919 72 70 73 10§ 121
1920 90 90 74 229 192

Source: R. Thorp and G. Bertram, Peru 1890—1977: growth and policy in an open economy
(London, 1978), 128.

Note: The figures have been deflated by export or wholesale price indices for the U.S. and
the U.K.

unavailable). Thus, in economies such as Brazil, with a prior industrial
base and pre-existing capacity, it seems now to be agreed that the war led
to some acceleration of output —some 8 or g per cent a year. This view is
accepted also for Chile and Uruguay.

However, other economies were already more closely tied into other
import sources — the United States and to a much lesser extent Japan.
Table 6 shows how West Coast economies, such as Peru and Colombia,
already had significant trading links with the U.S., and during the war
were able rapidly to build on them — with cotrespondingly less stimulus
to import substitution than, for example, in Brazil. The same factor
might have been true for Mexico, but here internal disturbances
overrode all other considerations. Despite intetesting suggestions that
even in the short run the Revolution was not such an economic disaster as
has usually been claimed,* manufacturing had only just regained its 1910
level by 1920. The surprising case, perhaps, is Argentina, given its size,
previous industrial base and relative lack of links with the United States.
The fact that by 1918 production was only g per cent above the 1914 level

* See J. Womack, “The Mexican economy during the Revolution, 1910-1920: historiography and
analysis’, Marxist Perspectives, 1[4 (1978).
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appeats to be explained by the high level of stocks at the start of the war
and the slow growth of internal demand.3! The smallest economies, such
as those of Central America, were in no position to find the war an
opportunity, and their elites are usually described as only waiting for the
end of disruption to return wholeheartedly to the export model.
During the 1920s, we again find forces working in different directions,
and considerable ambiguities and difficulties of interpretation. Of the
immediate economic variables affecting industrial growth, we have to
consider first demand, and, secondly, relative prices as they resulted from
the combined effect of the exchange rate, tariffs, non-tariff restrictions
and movements in international price levels relative to domestic.
Demand remained extremely important in this period: industrialists
generally still identified their health as dependent on the growth of the
export sector. As we have seen, where export growth, or at least returned
value, was tailing off, some compensation was typically felt in the
stimulus to the level of activity from foreign loans and the accompanying
construction booms. In Uruguay, where this did not happen, the
redistributive policies of ‘Battllismo’ were a deliberate substitute. In
Brazil, restrictive monetary policy in the years 1924—5 hampered the
growth of textiles in particular: the policy was successfully opposed by
industrialists and export interests together. As for the exchange rate, we
have seen how the ideology of the period — the desire to return to the gold
standard, the influence of Kemmerer and orthodox financial policies
generally — led to exchange appreciation, theteby discouraging industry.
On the other hand, however, once the war was over, there was some
tendency to mitigate the disastrous effects of inflation on tariff systems
relying heavily on ‘specific’ tariffs — i.e. per unit of volume and therefore
subject to erosion in yield as prices rose. Figure 1 attempts to show the
changing level of tariffs as a percentage of import value in four major
Latin American countries. It must be stressed that this is difficult
evidence to interpret: very successful protection of certain groups of
products, of course, would lead to a fa// in tariff revenues. ‘Effective’
protection, perhaps the most accurate indicator since it takes account of
the effect of exemptions from tariffs on a producer’s imported inputs as
well as the protection at the level of final sales, is not widely or reliably
available. And even here there are such difficulties of measurement
(‘world prices’ and input-output relationships must be established) that it

3 CEPAL (ECLA), Andlysis y proyecciones del desarrollo econdmico; V: el desarrollo econdmico de la
Argentina (Mexico, 1959).
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Percentage of import value
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Tariffs as a percentage of import value, 1910-30
Sources: C. Diaz Alejandro, Essays on the economic history of the Argentine
Republic (New Haven, 1970); A. V. Villela and W. Suzigan, ‘Government
policy and the economic growth of Brazil 1889—1945°, Bragiélian Economic
Studies (LP.E.A., Rio de Janeiro, 1975); C. Humud, ‘Politica econémica
Chilena desde 1830 a 1930°, Estudios de Economia (Santiago), 3 (1974);
Extracto Estadistico del Pers (Lima).

can be argued that it is no more reliable a measure than nominal
protection.

Making what we can of the evidence, it seems fair to say that the
increase in protection in the 1920s did not on the whole even compensate
for the previous declines and that the period is perhaps best characterized
as weakly protectionist. In Brazil, textiles in particular suffered from
increased competition from the combined effect of international price
trends and revaluation; this was not compensated adequately by tariff
increases. The generally protectionist policies followed in Argentina did
not raise tariff incidence to its pre-war level. Peru has been carefully
evaluated in the only study which takes full account of non-tariff
measures such as government monopolies, as well as attempting to
balance out quantitatively the favourable effect of rising tariffs and the
unfavourable effect of the appreciation of the exchange rate.32 It argues
32 C. Bolofia, ‘Protectionism and liberalism in Peru 1880—1980’, unpublished D.Phil. thesis,

Oxford, 1981. His study is at variance with some early analyses such as Thorp and Bestram,
Peru 1890—-1977.
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that the net effect of changes after 1923 does in fact compensate for the
earlier erosion. In Chile, undet Ibafiez at the end of the 1920s, reforms did
take tariff incidence above what it had already been in the 1900s. But the
exchange rate was again moving in the opposite direction. (It is
interesting that it is suggested that in Colombia Kemmerer did not fight
hard for tariff reduction, for the very reason that he appreciated that
exchange rate policies were undermining any potential protective
effect.?%) In Chile, the policies did balance out to a net protective effect;
the same conclusion is reached for Uruguay.

What clearly never existed was a coherent industrial policy. This is
widely accepted, even by authors who find the evidence for increased
protection quite convincing, and even for the most seriously protection-
ist country — Uruguay under Batlle y Ordéiiez. Increases in rates were
usually a result of individual piecemeal negotiations (and the more able
to be successful because they were that) and many elements now
considered part of an industrialisation policy (concerning credit, labour
training, technology etc.) were completely lacking. Nor surprisingly, it is
in this period then that we can date the beginning of many later problems,
as the sophistication of international technology was rising fast and the
entire spirit of the time was one of acceptance of things foreign. Modern
technology is described by a contemporary observer as ‘adapted through
simple imitation, without sharing its spirits, applying only the results of
procedures invented in other nations. (There was) no desire to innovate
and improve’.3* One further point is perhaps worth mentioning, as
indirect confirmation of the unattractiveness of industry: the expors of
local capital. At a time when foreign capital was flowing in readily, it was
nevertheless 2 matter for frequent comment that domestic capital was
moving elsewhere.

Given this analysis, it is no surprise to find the industrial growth of the
war years tailing off in Brazil and Chile during the 1920s. In the case of
Brazil, the textile sector, suffering severely from relative price trends,
stagnated, while other sectors performed less poorly. There was,
however, significant growth in capacity during this period. In Chile, the
growth rate of industry in real terms was 1.9 per cent a year between 1918
and 1929, compared with 9 per cent between 1913 and 1918.35 In Peru,

33 M. Palacios, E/ café en Colombia 1850—1970: una historia econdmica, socialy politica (Bogoti, 1979), 292.
3 Cited in J. G. Palma, *Growth and structure of Chilean manufacturing industry from 1830 to
1933’, unpublished D.Phil. thesis, Oxford, 1979, 307. 35 Ibid., appendix 47.
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there was very little growth in industry: stagnation of returned value
from exports combined with a weak reversal of unfavourable relative
price trends and worsening income distribution to produce little or no
growth in the industrial sector. The exception was Argentina, whose
export experience was probably one of the healthiest, and where the
industrial sector had not grown at all during the war period. ‘Catching
up’ plus buoyant demand meant that industry grew at 8 per cent a year
1917—29.3 Colombia also grew quite fast, partly reflecting the previous
underdevelopment of industry.

Such a lack of a coherent industrial policy is entirely consistent with
the stage of development even the larger economies had reached. There
was simply no basis yet for anything more. The surprise is often rather
how countries with dominant export elites managed to secure the degree
of protection that they did. This appears to come from the fact that
exporters quite often preferred tariffs on imports to taxes on themselves
even though in the long run such an attitude might threaten their own
position. This explanation has been argued both for Brazil and Chile.
And in fact industry was not always seen as such a threat: in Chile
traditional agrarian groups found their export markets weakening and
looked increasingly to the domestic market. In Brazil industry used those
products which did not have a major market abroad, and the blending of
interests was aided by intermarriage and interlocking directorates. The
piecemeal nature of tariff changes also helped. This degree of overlap and
blending of interests both encouraged a degree of protection to develop
and inhibited the clear emergence of an industrial ‘consciousness’.

CONCLUSION

What then is the significance of the period from the First Wotld War to
the World Depression? Does it have characteristics which distinguish it
from the preceding forty years, the so-called ‘Golden Age’? We have
argued that it does, not only because the international economy was so
much less healthy in the latter years, but also because the differentiation
significantly changes our evaluation of the impact of the World
Depression on Latin America. We have shown how in a number of ways
weaknesses and tensions were developing in the 1920s in the export-led
model that had appeared to serve the continent well for a long time, at

% Carlos Diaz Alejandro, Essays on the economic history of the Argentine Republic (New Haven, 1970),
§2.
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least in terms of growth. In part these problems were themselves the
products of the same forces that were to lead to the World Depression. In
part they were related to resource constraints or distributional issues. In
due course, they actually produced in many instances a slow down before
1929, as we have seen. For Argentina the wheat market was in decline
from 1928 and the balance of payments was further damaged when
capital outflow occurred in the same year in response to the boom in the
U.S. economy. Such a capital outflow was significant for many countries.
Colombia, Peru, Chile are all described as feeling it, and the effect was
probably still wider. Other export sectors also weakened before 1929: we
have cited the stagnation of returned value in Peru; Central America
experienced recession from 1926; Mexico likewise, accentuated by
contractive internal policies. Colombia, too, was affected by disputes
over foreign capital. To ignore all this would be to exaggerate the
abruptness of the break in 1929.

But this is not to imply that the post-war period can simply be merged
with the decades that followed the depression. There has been a tendency
to see the war as a major favourable impulse to development. Yet on the
whole little was made in the 1920s of the opportunities opened up by the
war, and some of the changes that did occur brought new forms of
vulnerability and external control.

This limited irﬁpact arose partly from the simple fact that the First
World War was an external shock which produced a rise in exports; even
today it remains true that rising exports are liable to erode the motivation
for a national development effort. Furthermore, its main significance
was the acceleration of the decline of the UK. and the removal of
Germany as a trading or investing partner: the opportunities this offered
Latin America were seriously reduced by the presence in the wings of the
United States, more than ready to take over trade and investment
opportunities. (We have seen that on the whole the strength of this effect
overwhelmed the differential effect of the degree of prior integration to
the United States — with certain exceptions). Thus, as old links weakened,
new links were formed with often sharper and certainly more obvious
aspects of dependency and control. This would condition the use made
of the options opened up by the depression in 1929.

Despite the incipient tensions and weaknesses which we have shown
to beappearing in the export model it was to require more time and louder
signals before the major economic groups could perceive their interests
as significantly distinct from those of foreigners. In a sense also, the
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changes that did occur during the war were premature, lacking the neces-
sary base in the prior extension of the industrial sector and the growth
of a middle class or other groups prepared to see their interests as
lying with the growth of industry. For both kinds of reasons, Latin
America had to await the depression before the forces for change could
coalesce in a manner which made a real alternative policy possible.
This period of delay is, however, critical in explaining why when the
depression came, although its severity is undoubted, Latin America was
able to recover remarkably quickly. In some cases, notably in Brazil and
Colombia, this recovery even preceded any upturn in exports. Industrial
growth after 1929 was to be surprisingly rapid.3” Again, this illustrates
how wrong it is to see 1929 as too much of a turning point; it was the
outcome of all that had happened — or did not happen — during the
previous fifteen years, and was to be the basis of what was to follow.

3 See the various essays in Thorp (ed.), Latin America in the 1930s.
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LATIN AMERICA, THE UNITED STATES
AND THE EUROPEAN POWERS, 1830-1930

ANGLO-AMERICAN RIVALRIES AFTER INDEPENDENCE

The newly independent Latin American nations found themselves in
1830 in a world of international rivalries and power politics. The
European powers, especially Britain which had played at times a decisive
part in the struggle for Latin American independence, continued to play
a significant political as well as economic role in Latin America until well
into the twentieth century. After independence the British showed
special concern for Brazil, the Rio de la Plata region, Chile, Central
America and Mexico. To a lesser degree the French demonstrated an
interest in the Rio de la Plata and Mexico. And the Caribbean remained a
European-dominated lake with Spain, Britain, France, the Netherlands,
Sweden and Denmark holding the many islands as colonies.
Between 1830 and 1890 European powers on numerous occasions
directly intervened in the hemisphere with varying degrees of military
force. Some of these interventions were directed at maintaining influence
by aiding friendly Latin American countries in their rivalries with hostile
neighbours as well as protecting their own nationals when they were ill
used by Latin American governments. These elements were combined
in the various British and French interventions in the Rio de la Plata
between 1836 and 1850, two of which, the French blockade of Buenos
Aires in 1836 and the joint British—French blockade in 1845, lasted over
two and a half years. The Argentinian dictator, Juan Manuel de Rosas,
who was hostile towards both foreign interests and the neighbouring
states of Uruguay and Brazil, was the main cause of these interventions.
According to the established international practice of the nineteenth
century, great powers had to be able to protect the lives and property of

83
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their citizens abroad, and to enforce what were regarded as civilized
standards of behaviour. The latter ranged from such actions as the
suppression of the transatlantic slave trade to the punishment of those
who attacked foreigners or intetfered with international commerce. The
financial claims of foreign nationals provoked several interventions. In
April 1838 the French blockaded the port of Veracruz following
Mexico’s refusal to pay a bill for assorted claims of 600,000 pesos. Since
these included a claim for 8oo pesos for pastries devoured by a Mexican
army officer in a raid on a shop owned by a French citizen the episode was
called the ‘Pastry War’. The French navy shelled the fortress of San Juan
de Ulua and landed marines, but the claims were merely renegotiated,
not paid. More seriously, in 1861 France, Britain and Spain intervened to
force collection of some 80 million pesos in debts and claims. Napoleon
I1I of France had greater ambitions than debt collection, and Britain and
Spain withdrew from the operation when he landed troops and installed
Maximilian of Austria as emperor. The puppet regime survived as long
as 34,000 French regulars and the Foreign Legion remained. The victory
of the North in the American Civil War, which freed a substantial army
for duty elsewhere, combined with growing European complications,
convinced Napoleon III that the revival of the French empire in America
was too risky. French troops left Mexico in 1867, and subsequently
Maximilian went before the firing squad and the Empress Carlota to the
madhouse.

It was during the American Civil War that Spain tried to reassert an
imperial role in the hemisphere. In 1861 Spain took control of Santo
Domingo and remained there until 1865. In 1863 the Spanish also seized
control of the Chincha Islands off the coast of Peru to redress claims of
Spanish citizens. The Spaniards mined and marketed the guano while
fighting a naval war with Chile which joined its rival Peru and, later,
Ecuador and Bolivia in a common front against the old enemy. In 1866
the Spanish fleet bombarded both Callao and Valparaiso. During the
following three decades claims by European nationals produced minor
interventions, or threats of force, by Britain, France, Spain, Germany,
Italy, Denmark and Russia on at least sixteen occasions involving
Venezuela, Nicaragua, Colombia, Santo Domingo and Haiti.

The United States gradually became involved in the international
rivalries of the hemisphere, for many years at least primarily out of
concern over the European role in the region. At the time of Latin
American independence the policy of the United States was to prevent
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the restoration of the old colonial order of economic mercantilism and
political authoritarianism. As Secretary of State John Quincy Adams
noted in May 1823, American policy should be designed ‘to counter-
act the efforts which it cannot be doubted European negotiations
will continde to make in the furtherance of their monarchical and
monopolizing contemplations’. To promote these goals Adams hoped to
negotiate treaties with the new republics that would be based upon ‘the
broad and liberal principles of independence, equal favors, and reciprocity’ .1
President Monroe’s statement of December 1823 envisioned an ‘Ameri-
can System’ based not only on liberal econ;\ﬁnic principles but also on
civil, political and religious liberty. In practice these ideals would be
modified, and even distorted, when buffeted by the storms of inter-
national power politics. The Monroe Doctrine was in any case a
declaration of future hopes rather than a direct plan of action. United
States involvement in Latin America was for a long time restrained by
fear of getting into a war with Britain or France, by domestic political
preoccupations and conflicts and by limited military capabilities.

Rivalry between Britain and the United States in Mexico flared up
during the mid-1840s. British agents were active in Texas after the
province seceded from Mexico in 1836, and encouraged the Texans not
to join the United States. In 1844 the British chargé persuaded the
Mexican government to recognize the independence of Texas if the latter
would agree to remain independent. In the event the Texas government
accepted annexation to the United States, and war between the United
States and Mexico followed. One of the arguments used by President
James K. Polk to justify the annexation of both Texas and California was
that Britain (and in the latter case France also) was trying to exert
influence in ways hostile to the United States. To American expansion-
ists, the vast territory between Texas and the Pacific, largely unsettled
and ungoverned, offered a tempting opportunity for European ambi-
tions. Thus, the ‘Manifest Destiny’ of the nation to spread from the
Atlantic to the Pacific would be blocked if the United States did not
incorporate it into the Union.

At the end of the war between the United States and Mexico (1846-8),
the Caribbean became an area of confrontation with the British. In 1839 a
royal agent had seized the island of Ruatan (off the northern coast of
Honduras), and in 1843 the British government had revived the

! Walter LaFeber (ed.), Jobn Quincy Adams and American continental empire (Chicago, 1965), 123.
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protectorate over the Mosquito Indians along the east coast of Nicaragua
and Honduras. At the same time United States interests in Central
America were stimulated by the prospect of expansion to the Pacific.
Transit routes across Central America became an item of prime interest
to American officials, and in 1846 the United States negotiated the
Bidlack treaty with New Granada (Colombia). The British and French
had refused a Colombian proposal for international neutralization of the
Isthmus of Panama. Under the Bidlack treaty American citizens were
granted the right of transit under the same conditions as citizens of New
Granada, and the United States guaranteed the neutrality of the isthmus
in order to preserve free transit. In addition, the United States
guaranteed New Granada’s rights of sovereignty over the territory. In
1848 the British occupied the town of San Juan at the mouth of the San
Juan river in order to consolidate the Mosquito protectorate; it was
renamed Greytown. Then in October 1849 a British naval officer seized
Tigre Island in the Gulf of Fonseca. This act was repudiated by the
British government, but the ensuing outcry in the United States led to
negotiations. The Clayton—Bulwer treaty, signed on 19 April 1850,
provided that neither party would ‘occupy’, ‘colonize’, or exercise
‘dominion’ over any part of Central America. The treaty also stipulated
that in the event of a canal being built neither country would fortify or
exercise exclusive control over it.

Initially the Clayton-Bulwer treaty settled nothing since the British
argued that it enshrined the status guo while the Americans held that it
mandated a reduction in British control; especially over the Mosquito
coast. In 1852 the British government consolidated Ruatan and adjacent
islands into the Colony of the Bay Islands and Americans cried betrayal.
After a ship of the United States navy blew apart Greytown in 1854 to
avenge a mob attack on a diplomatic official, war talk was in the air. In
actuality Central America was not a high priority area for British
interest, and the Crimean War was one war enough. Tempers cooled,
and in 1856 another treaty was signed under which the British agreed to
relinquish the Mosquito protectorate and to cede the Bay Islands to
Honduras. Due to a minor reservation the United States refused to ratify
it, but the British proceeded to settle the Central American question
along the lines of the treaty. All claims were given up except Belize,
which was turned into the Colony of British Honduras in 186z,
Unofficially British officials accepted the idea that sometime in the future
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the United States would be the dominant power in the region. Some
forty yeats passed, however, before the United States in fact exercised
such a role.

President James Buchanan (1857-61) believed that the United States
should exercise a police role in Central America and the Caribbean to
ensure that disorderly conditions did not threaten foreign nationals or
the transit routes across Central America. He argued that the United
States must do this or European powers would intervene. His requests
for authority to use the armed forces in such interventions were denied
by the Congress, Almost fifty years would pass before President
Theodore Roosevelt would enshrine this assertion of American police
power in the Caribbean as a corollary to the Monroe Doctrine.

During the second half of the nineteenth century vatious Latin
American states called on the United States for protection. In 1857
Nicaragua signed a protectorate treaty, which the United States Senate
refused to approve. And on at least three occasions between 1868 and
1892 Santo Domingo offered to lease or cede a naval base (and even the
country itself) to the United States. These offers were rejected, as were
similar ones made by Haiti. The United States was also called on to
mediate conflicts between Latin American states and European nations
attempting to collect debts.

In 1878 the French Panama Canal Company obtained the right to build
an isthmian canal. The United States government objected, but to no
avail. Yet, from this moment on pressure developed in the country for a
more active role in the Caribbean—Central American region. The United
States navy conducted surveying expeditions on the isthmus, and a joint
Congtessional resolution of 1880 urged the abrogation of the Clayton—
Bulwer treaty. In 1884 Secretary of State Frederick Frelinghuysen
negotiated a treaty with Nicaragua providing for joint United States—
Nicaraguan ownership of a canal. The treaty would have unilaterally
abrogated the 1850 treaty with Great Britain, but the Senate failed to
approve it by five votes.

In 1881 Secretary of State James G. Blaine tried to implement a more
active Latin American role for the nation. The United States government
issued invitations to an International American Conference, but Secre-
tary Blaine resigned his position for political reasons. His replacement,
Frelinghuysen, cancelled the conference even though several Latin
American nations had already accepted the invitation. Blaine had hoped
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the conference would create a system to bring peace and stability to the
hemisphere, and that such conditions would help the United States
challenge European economic supremacy.

Most Latin American countries not only looked to Europe for
markets but also for governmental financing and capital for economic
development projects. There was a brief investment boom during the
1820s, but most of these ventures were wiped out by bankruptcy or
liquidation. Another era of large-scale investment began after the 1860s
with most of the capital coming from Britain, France and Germany. With
some fluctuation, British investment grew from (85 million in 1870 to
about £750 million ($3.7 billion) in 1914. By this date French investment
was approximately six billion francs ($1.2 billion), and German
investment was 3.8 billion marks (about $90o million). British capital
generally flowed into railway building, mining (Chilean nitrates) and
manufacturing (meat packing in the Rio de la Plata). French invest-
ments went into railways as well as real estate, banking, mining and
manufacturing. The Germans were more interested in mortgage banks
and plantations (especially in Central America).

During the latter part of the nineteenth century investors in the United
States began to look south; especially to Cuba and Mexico. The major
flow of American capital, however, did not begin until after 1900, and
European capital would predominate (especially in South America) uatil
well into the twentieth century. American entrepreneurs, utilizing
European capital, made some contributions to economic development.
For example, Henry Meiggs and Minor C. Keith built railways in Peru
and Central America. Keith also started the large-scale cultivation of
bananas in Costa Rica and Guatemala.

THE UNITED STATES AND LATIN AMERICA IN THE LATE
NINETEENTH CENTURY

During the 1880s and 189os the competition for empire between the
major European powers increased sharply. Africa was divided and a
race for the final division of Asia seemed to be under way. To many
informed people it appeared certain that competition for control of
the world’s territory, resources and markets had entered its final stage. In
turn, this rivalry was enhanced by different versions of the civilizing and
Christianizing mission of each nation. Closely related to, and exacerbated
by, the imperial perception of national power and prestige was an
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intensified commercial rivalry even in non-colonial areas.. Driven by a
fear of dropping behind and being shut out in the race for markets,
national leaders made every effort to improve the marketing position of
their country. Protectionism at home and special unilateral economic
arrangements abroad (especially commercial agreements that discrimi-
nated against third parties) characterized these efforts.

The United States economy had had an important foreign trade
component since the colonial period; commerce was considered a vital
part of the national interest. Americans in the late nineteenth century
became increasingly convinced that their export trade was threatened by
the new imperial world order. In 1880 the United States imported goods
wortth $176 million from Latin America, for example, but exported only
$58 million. Thus the country seemed to be falling behind even in what it
regarded as its own backyard. And this anxiety was intensified when
Americans considered the decay of their once flourishing merchant
marine. In 1850 over 5o per cent of all tonnage carried from American
ports was carried by American ships; in 1900 this had plummeted to only
17 per cent. In the United States a growing number of influential citizens
and political leaders were coming to the conclusion that the nation would
have to reorient its foreign policies to meet the changing world
conditions and effectively confront the challenges posed by imperial
rivalries. Frederick B. Emory, of the Bureau of Foreign and Domestic
Commerce, expressed some of the new concerns when he reported in
1898:

It may be said that the chief business of European diplomacy at the present day is
to secure ‘spheres of influence’ and wider oppottunities for trade, as well as
suitable territory for occupation by the overflow of population from the more
densely inhabited countries . . . The partition of Africa among the European
powers offers considerations of an economic character of almost equal
magnitude while the plans of the more active commercial nations for incteasing
their respective shares of the trade of the Latin American markets, affect us even

more seriously in the development of our commercial intercourse with the
southern half of the Western Hemisphere.2

James G. Blaine had been an early articulator of these ideas and fears.
He believed that in the western hemisphere peaceful relations, mediation
of conflicts, the reduction of European influence and the increase of the
United States export trade were all inextricably tied together. Although
his first effort to convene an inter-American conference to achieve these

2 Frederick Emory, Commercial relations of the United States during the years 1896 and 1897 (W ashington:
1898), 1, 19—22.
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goals had failed, his views on hemispheric relations and the need for a
more active role by the United States government gained support during
the 1880s. In May 1888 the Congress requested President Grover
Cleveland to issue invitations to such a conference. Asa result of a shiftin
party control during the 1888 presidential election Blaine once again
became Secretary of State and presided over the conference that
convened in Washington in 1889.

Before settling down to business the Latin American delegates were
taken on a rigorous rail excursion through the industrial areas of the
United States. They visited 41 cities, looking at factories and demonstra-
tions of American technological prowess, and listening to innumerable
speeches and band concerts. The London Spectator commented that the
trip was designed to instil respect for a nation, ‘so fearfully energetic that
it considers a journey of six thousand miles by rail an entertainment’.?
The excursion and the conference were clearly designed to encourage
Latin American nations to look to the United States rather than to
Europe for economic and political leadership.

The conference re-convened in November 1889 and Blaine intro-
duced measures to create a hemispheric customs union and provide for
arbitration for the settlement of disputes between nations. Argentina led
the efforts to oppose the first proposal, and Chile, which had made
important territorial conquests in the War of the Pacific, objected to the
second. None of the customs union proposals were adopted; a
compromise treaty on arbitration was approved by only eleven nations
(and none ratified it). The confetence did, however, create the
International Union of American Republics with a Commetcial Bureau
of the American Republics, which was authorized to collect and
disseminate information concerning tariffs and commercial regulations.

Blaine’s vision of a truly functional inter-American system foundered
on the myth that the potential for a genuine community of interests
existed in the hemisphere and could be brought to reality by American
leadership. In the twentieth century many of Blaine’s successors would
try a variety of policies in attempts to create a system that would solve
most, if not all, of the problems of inter-American relations. Their efforts
would have limited results because some basic conflicts of interest simply
could not be resolved by professions of Pan American harmony. In turn,
many Latin American leaders adopted their own version of a special
hemispheric relationship in attempts to impose utopian standards of

3 Quoted in Thomas A. Bailey, A diplomatic history of the American people, (9th edn, Englewood
Cliffs, NJ., 1974), 408.
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international conduct on the United States. Their efforts also would have
mixed results.

The inter-American conference of 1889 where the United States was
denied the role of elective leader of the hemisphere did nothing to
assuage the growing American anxiety over European dominance in the
hemisphere and the increased sense of commercial rivalry. The belief that
the United States had to play a greater role in Latin America and gain
morte prestige, helped to set the stage for crises with Chile (1891-2) and
Great Britain (1895). In both cases the United States government, under
both Republican and -Democratic administrations, reacted with an
emotional, nationalistic posture conditioned by sharpened feelings of
international rivalry. A kind of ‘crisis mentality’ began to characterize
American views of the hemisphere.

‘The Chilean crisis grew out of an incident in October 1891, when 120
sailors from the U.S.S. Baltimore were attacked while on shore leave in
Valparaiso. Two were killed, seventeen injured and others were beaten
and jailed. According to testimony at a board of inquity, the Chilean
police participated in the attacks. The Chilean regime which had recently
come to power through a revolution was antagonistic towards the
United States because of its normal diplomatic support of the former
(Balmaceda) government. Chilean officials did not express regrets and
their first diplomatic efforts were ambiguous and quite critical of
President Benjamin Harrison. War fever flared in the United States as the
body of one of the sailors lay in state in Independence Hall, Philadelphia.
Harrison’s ultimatum to the Chilean government in January 1892 was
reinforced with a special message to the Congress. A new Chilean foreign
minister sent an acceptable apology and reparations were paid for the
deaths and injuries. Under the exaggerated rhetoric of national pride the
Harrison administration was in effect declaring that the United States
was a major power in the hemisphere and must be accorded the same
treatment as Great Britain, Its national symbols must be treated with
respect, and its official representatives must not be mistreated or the
offending nations would be held to account. For their part the Chileans
increasingly now looked to Germany for military and economic
assistance.

The crisis between Britain and the United States erupted over the
long-term boundary dispute between Venezuela and the colony of
British Guiana. For years the Venezuelan authorities had tried to enlist
the support of the United States to force arbitration. In 1887 the British
had declined the offer of American good offices. In 1894 the Venezuelans
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hired a former American diplomat, William L. Scruggs, as alobbyist, and
his pamphlet ‘British Aggressions in Venezuela, or the Monroe Doctrine
on Trial’ circulated widely. Due in part to his efforts a resolution urging
arbitration of the dispute was introduced in Congress and subsequently
adopted with the unanimous approval of both houses.

The atmosphere of heightened concern over European influence and

power in the hemisphere was further exacerbated in April 1895 when the
British occupied Corinto, Nicaragua and took control of the customs
house to force payment for damages to the property of British citizens.
The force was withdrawn after a reparations agreement was made, but
many Americans viewed the incident as more evidence of the ineffective-
ness of the Monroe Doctrine. Writing in the North American Review,
Senator Henry Cabot Lodge of Massachusetts exemplified the crisis
mentality when he linked the situation in Nicaragua, the Venezuelan
boundary dispute and fears of European imperial expansion:
If Great Britain is to be permitted to occupy the ports of Nicaragua and, still
worse, take the territory of Venezuela, there is nothing to prevent her taking the
whole of Venezuela or any other South American state. If Great Britain can do
this with impunity, France and Germany will do it also.4

In a note to the British government of 20 July 1895, Secretary of State
Richard Olney gave expression to a rather exaggerated vision of a
hemisphere allied with the United States by ties of ‘geographical
proximity . . . natural sympathy . . . similarity of government’. This
alliance gave the protection of the Monroe Doctrine to all the nations of
the hemisphere, the Secretary noted. To underline the ‘right’ of the
United States to demand arbitration in the Venezuelan boundary dispute
Olney made his famous declaration, ‘Today the United States is
practically sovereign on this continent, and its fiat is law upon the
subjects to which it confines its interposition.’

In late November the British Foreign Secretary, Lord Salisbury,
replied to Olney’s vastly exaggerated definition of American power ina
note that was almost as undiplomatic as the one it answered. Salisbury
corrected Olney’s errors of history, gave him a lectute on international
law and the Monroe Doctrine, and flatly rejected the arbitration demand.
President Grover Cleveland was so infuriated that he went before
Congress to request funds for a boundary investigation commission. A
cheering Congress approved-Cleveland’s proposal that the United States
unilaterally establish the boundary and enforce it regardless of British
policy.

4 North American Review, 160 (June 1895), 658.
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War talk was heard in both countries, but the Boer crisis in South
Africa, combined with the growing British perception of a German
threat, prompted a decision to accept the American demand. With the
good offices of the United States, Venezuela and Great Britain signed an
arbitration treaty in February 1897. The United States government had
to apply pressure to Venezuela to accept a compromise exempting
territory that had been held by either party for a fifty-year period. In the
final settlement of October 1899 the Venezuelans retained control of
the mouth of the Otinoco River, buts its leaders were unhappy over the
refusal of the United States to support their most extreme claims. Other
Latin American leaders were displeased with Olney’s statement about
American power, although in reality this assertion was largely bluster,
designed for local consumption. For the British government, this
controversy marked an important turning point. In order to court
American friendship in the face of a growing rivalry with Germany, the
British took a large step towards accepting United States political
predominance in the Western hemisphere. Economic predominance was
another matter.

In the United States in the 18gos an increasing number of private
citizens and public officials believed that the world was being closed by
expanding empires and that the United States could find itself isolated.
The United States would then be at the mercy of the most powerful
nations in the world. The country could choose not to play in the game of
international power politics, but it could not avoid the military, political,
economicand ideological consequences of such a decision. An important
part of this game was ensuring peace, order and stability in what were
called backward nations. In such areas the power that provided the
police function was the one that exerted major influence. By the 189os a
number of prominent Americans had adopted this European view of
international relations. They believed that if the nation wanted to be
taken seriously, and have its interests treated with respect by other
powers, then it had to assert the police function to restore and maintain
peace and order in those parts of the world considered to be especially
vital to American interests. The Caribbean and Gulf of Mexico had long
been considered part of the American security zone, as it was the
access route to the nation’s soft underbelly and the Mississippi—-Ohio
rivers transportation system. Central America had been added to the
zone as American leaders accepted the idea that the United States must
build and control an isthmian canal. Such a canal would be militarily and
economically vital for any expanded American role in South America
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and Asia. In the modern world of steel and steam navies it could mean the
difference between isolation and access. But, if the United States failed
to maintain peace and order in its own backyard, it could not expect
effectively to protect a canal and its access routes. Thus, the argument
ran, the United States had to assert a policing role in the Caribbean—
Central American region, or else some other power would. In the context
of events in Africa and Asia many American leaders believed the country
had to act to preclude greater European influence and/or control.

This general point of view did not prescribe any particular policy for
implementation. Americans were severely divided over the question of
specific policies and especially over the use of military force. The debate
was further complicated by the resurgence of an ideological element in
the nation’s heritage. This was the belief that the country — sometimes in
conjunction with other Anglo-Saxons —had a destiny (sometimes called
manifest) to redeem the world by spreading Anglo-American civiliza-
tion, republican government and Protestant Christianity. Many included
under civilization the promotion of economic development, education
and sanitation,

All of these issues and arguments emerged during the public debate
over the United States role in the Cuban war for independence which had
begun in 1895. President William McKinley did not want war, but he had
accepted the idea that the United States was ultimately responsible for
law and order in the Caribbean. When Spain could not settle the war by
either winning or withdrawing, McKinley asked the Congress for
authority to step in and pacify Cuba. Public enthusiasm for such a move
had already been aroused by stories of Spanish atrocities and was further
sharpened by the sinking of the U.S.S. Maine in Havana harbour in
February 1898. The president requested the Congtess to grant him
authority to carry out the international duty of the United States; the
peacekeeping function of all civilized powers:

. . . to take measures to secure a full and final termination of hostilities between
the Government of Spain and the people of Cuba, and to secure in the island the
establishment of a stable government, capable of maintaining order and
observing its international obligations, insuring peace and tranquility and the
security of its citizens as well as our own . . .5

Some congressmen wanted the authorization to recognize the
independence of Cuba under the auspices of the Cuban provisional
government. McKinley and his advisers did not believe that this

5 A compilation of the messages and papers of the presidents (New York, 1922), xur 6202.
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‘government-in-the-woods’, as some called it, was a functional entity
capable of governing Cuba in peacetime. They feared that an indepen-
dent Cuba under this regime would become another Haiti or Dominican
Republic and create more temptations for European intervention. If the
United States brought peace to Cuba, McKinley believed that the nation
had an obligation to prepare the island for self-government and protect it
in its republican infancy. The president stated that he would veto any
resolution recognizing the independence of Cuba. But, he accepted the
compromise Teller Amendment which stated that the United States
would not annex Cuba and would ‘leave the government and control of
the island to its people’ after pacification had been accomplished.

As a result of the war with Spain and the Treaty of Paris (1898) the
United States took its first step towards éstablishing a sphete of interest
in the Caribbean. Puerto Rico became an American colony, and passed
into a kind of limbo — forgotten by most American leaders except for
occasional bouts of liberalization when the colonial status would be
modified. Cuba, however, was the key to the Gulf—Caribbean, and the
status of the island and the role of the United States in Cuban affairs would
be debated for several decades. The results, like those of the broader
debate over predominance in the Caribbean—Central American region,
would be a mixture of policies and actions characterized by paradox and
ambiguity; a kind of ambivalent imperialism continually modified by
guilt, domestic politics and the lack of a true colonial drive.

To American leaders, pacification of Cuba meant establishing a
republican government, providing economic stability and creating the
infrastructure for an orderly society. Cuba was ruled by an Ametrican
military government from 1898 to 1902, and this experiment in nation
building would influence United States policies in the region for the first
quarter of the twentieth century. General Leonard Wood became the
second military governor in December 1899. Under his and Secretary
of War Elihu Root’s direction extensive programmes of sanitation,
school building, teacher training, disease control, prison and mental
hospital reform, judicial system reforms and developing governmental
structures were implemented. Wood believed that stable government
and orderly society required, ‘. . . good schools, good coutts, a system of
public works, means of communications, hospitals, charities, etc.,
etc .. .’, and that these could only be provided through economic
development. As he told President Theodore Roosevelt:

. . . inasmuch as her geographical position compels us to control and protect
her. why not stimulate by moderate assistance those industries which will make
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her so prosperous and contented that she will be always friendly and a source of
strength to us? This certainly is better than having at our doors a demoralized,
poverty stricken island, such as Santo Domingo or Hayti [sic] existing under
conditions which endanger the lives of millions of our citizens.$

Wood articulated a concept of dollar diplomacy that would be
increasingly utilized by the United States after 19c0. In this view,
economic development, sound government and social order were all tied
together. A sound government exercised fiscal prudence and created a
situation that would attract foreign (preferably American) capital at
reasonable rates of interest. This capital would promote economic
development, which in turn would strengthen the government and
produce social harmony. Peace, order and stability would be ensured by
the continuing process of economic development coupled to sound
government. Wood and others believed that this would prove mutually
beneficial, and that the United States would enjoy increased trade with
the developing country.

General Wood and President Roosevelt were convinced that this
process was well under way in Cuba by 1902. The United States army
withdrew from the island, and the new republic formally came into
existence on 20 May 1902. The constitution of Cuba contained several
articles (known as the Platt Amendment since they were added to the
Army Appropriations Act of 1901) that the Cuban constitutional
convention had been required to adopt as the price of American
withdrawal. These articles placed certain limitations on the actions of the
new government in the areas of contracting public debt, making military
arrangements with foreign powers and repudiating acts of the U.S.
military government. In addition, the améndment gave the United States
the right to intervene in Cuba under certain conditions and stipulated
that Cuba would sell or lease ‘lands necessary for coaling or naval
stations . . .” Secretary Root promised a Cuban delegation that the
United States would only intervene under the most extreme conditions
of anarchy, and he pledged the Roosevelt administration’s support for
special treatment for Cuban sugar in the American market; the latter was
implemented in 1903 after a hard battle with domestic protectionists.

The Platt Amendment was the product of many minds and was a
compromise between those who wanted to exercise a decidedly imperial
role in the Caribbean and those who wanted a rather general kind of
predominant American influence. Root considered the 1903 treaty with

¢ Wood to Roosevelt, 28 October 1901, box 29, Leonard Wood mss, Library of Congress
(Washington).
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Cuba embodying the Platt Amendment as the incorporation of the
Monroe Doctrine into international law. In historical terms it was the
interpretation of the Monroe Doctrine that had been gradually emerging
since the 1880s. It certainly embodied the widespread belief that, in the
words of General Wood, ‘. . . there is no escaping the fact that, even if we
do not own the island, we are responsible for its conduct, the
maintenance of a stable government, and the just and equitable treatment
of foreigners residing thereunder’.” The basic ideas involved helped to
shape the Caribbean policies of the United States for the next three
decades.

EUROPE, THE UNITED STATES AND LATIN AMERICA BEFORE
THE FIRST WORLD WAR

The United States was not the only country taking an increased interest
in Latin America at the turn of the century. Imperial Germany was also
becoming involved not only economically, but demographically and
militarily. By 1900 over 350,000 Germans had migrated to southern
Brazil, and some 120,000 were living in Chile. There were other
settlements of Germans in Argentina and Central America. The German
government actively encouraged these settlers to preserve and extend
German traditions, and financed German-language schools and
churches. The imperial navy stepped up its operations in the waters of
the hemisphere and in 1900 Admiral von Tirpitz told the Reichstag
budget committee that eventually Germany would require an armed
naval station on the coast of Brazil.# Kaiser Wilhelm II did not hide his
belief that Germany had a major role to play in the western hemisphete.
He regarded Cuba as a ‘European state’, but failed in his efforts to rally
European opposition to the United States dutring the war with Spain. In
19oco the German Ambassador to Mexico noted in a dispatch that a
German colony in Latin America would be of mote value than all of
Africa. The Kaiser wrote in the margin: ‘Correct, that is why we must be
the “paramount power” there.’® The Kaiser consistently refused to
recognize the Monroe Doctrine and pointedly asserted the right of
European nations to intervene in the hemisphere.

The German military presence in Latin America became increasingly

7 lbid,
8 Holger H. Herwig, Politics of frustration: the United States in German naval planning, 1889—1941
(Boston, 1976), 73. 9 Ibid., 21 and 68.
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noticeable. German army officers began to instruct the Chilean army in
1896 and by 1900 the German military mission had founded the Chilean
Academy of War. The Chilean army adopted Prussian-grey uniforms and
coal-scuttle helmets. Before 1914 Germany had sent military missions to
Argentina, Bolivia and Paraguay. The Mexican government had
seriously considered such an arrangement. The only comparable effort
was the French military mission in Peru (1895).10 ‘

In 1903 the German Admiralty prepared Operations Plan III; a
contingency plan for war against the United States, fought in the western
hemisphere. This plan envisaged the occupation of Puerto Rico by an
army of 12,000 to 15,000 men (the number increased between 1903 and
1906), and the utilization of bases on the island to conduct a naval
offensive against the United States. In 1906 the plan was scrapped as
German plans and attentions were directed more to Europe and the
shifting alliance structure.!!

German ambitions in the hemisphere continued and these stimulated
American fears of possible European control of parts of the hemisphere.
Thus, German—American rivalry was an important factor underlying the
expanded role of the United States in the Caribbean—Central American
region. The German Admiralty did not hide its desire for bases in the
Caribbean to control an isthmian canal, and to American leaders it
seemed that the German—American naval confrontations that had
occurred in the Samoan Islands (1888) and Manila Bay (1898) might be
repeated much closer to home.!? Rumours of a possible war with
Germany periodically circulated in the United States during the early
years of the century. Senator Lodge confided to President Roosevelt his
belief that the German emperor, ‘has moments when he is wild enough to
do anything. If it [war] comes at all it will come through some attempt in
South America, probably Brazil’!? In 1913 the United States navy
General Board formulated its Black War Plan; a defensive operation
based on a German attack against the western hemisphere. The Board
stressed the point that when strong enough, ‘Germany will insist upon
the occupation of Western Hemisphere territory under the German flag,

10 ‘Foreign Military Training Missions in Latin America’, 28 December 1944. Office of Plans and
Devclopment (OPD), file #3 36 Latin America, case 74. RG 165, Records of the War Department
General and Special Staffs; National Archives of the United States (Washington).

1\ Herwig, Politics of frustration, 85—92. V2 Ibid., 68-72.

3 Henry Cabot Lodge, Selections from the correspondence of Theodore Roosevelt and Henry Cabot Lodge,
1884-1918 (New York and London, 1925), 1, 487-8.
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and the United States will then have to defend her policy by force, or
acquiesce in the occupation’.!4

The Venezuelan crisis of 1902 provided a new stimulus to German—
American rivalry and convinced Theodore Roosevelt, and others, that
the United States had to extend its power beyond Cuba and Puerto Rico.
Roosevelt had previously stated that Latin American nations could not
abuse foreign interests and expect to hide behind the Monroe Doctrine;
in cases of misbehaviour by a South American country, . . . let the
European country spank it’.15 And at first Roosevelt seemed to acquiesce
in the British-German-Italian pacific blockade of Venezuela, instituted
on 9 December 1902. Several Venezuelan ships were sunk or captured,
and some coastal forts were shelled by the combined squadrons. The
Venezuelan dictator, Cipriano Castro, accepted the international arbitra-
tion he had eatlier rejected, but the blockade was turned into an official
wartime blockade pending a final settlement. Then, on 17 January 1903,
a German gunboat levelled Fort San Carlos guarding the Straits of
Maracaibo. Other incidents followed, and Roosevelt informed the
German Ambassador that Admiral George Dewey (with a fleet of 54
ships at Culebra Island, Puerto Rico) had secret orders to be prepared to
sail for Venezuelan waters on an hour’s notice. On 13 Februaty the
British and German governments signed a protocol lifting the blockade.

During the year 1901 to 1902 Roosevelt had been engaged in a variety
of efforts to strengthen the American position in the Caribbean. Besides
assembling a fleet at Culebra and transferring the island to the Navy
Department, he had attempted to purchase the Danish Virgin Islands,
dispatched a secret expedition to scout the Venezuelan coast for possible
landing sites and sent a naval envoy to help Venezuela prepare for an
invasion. This burst of activity and veiled show of force was related not
only to the Venezuelan crisis but also to the fact that United States’
efforts to acquire an isthmian canal site were in the final stages. The
second Hay-Pauncefote Treaty between the United States and Great
Britain was signed in November 19o1. This treaty superseded the
Clayton—Bulwer Treaty (1850) and gave the United States the right to
build, control and fortify any canal. The search for a suitable route had
been going on for some time, but the United States Congress (after some
astute lobbying by Philippe Bunau-Varilla of the French New Panama
Canal Company) opted for Panama in June 1902 — if the president could

4 Quoted in Herwig, Politics of frusiration, 1o5. 15 Quoted in Bailey, Diplomatic history, soz2.
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secure the right-of-way, ‘within a reasonable time and upon reasonable
terms’.

Treaty negotiations between Colombia and the United States had been
under way for almost two years. They had begun at the behest of
Colombia, and Roosevelt and Sectetary of State John Hay believed that
the final terms of the Hay—Herrin Treaty met the wishes of the
Colombian government. But the Colombian president convened a
special congress that, under his leadership, stalled for weeks and finally
rejected the treaty. The Panamanians revolted and Roosevelt responded
by invoking the 1846 Bidlack treaty to prevent Colombia from landing
additional troops. Recognition quickly followed the establishment of the
Republic of Panama and a canal treaty between the United States and
Panama was signed twelve days later. The Colombian president now
offered to approve the earlier treaty, but Roosevelt ignored him. The
Colombians then cried ‘foul’ and accused the United States of theft. But
Colombia had only exercised intermittent control over Panama and had
always relied on United States intervention to maintain some semblance
of sovereignty. (There had been some s 3 uprisings on the isthmus since
1846 and Colombia had invited American intervention on at least six
occasions.) Theodore Roosevelt wanted a canal built as soon as possible.
The Hay-Bunau—Varilla treaty of November 1903 provided for an
American-controlled canal zone ten miles wide. It also made Panama a
virtual protectorate.

With the securing of the canal zone, construction of the waterway to
join the Atlantic and Pacific Oceans began, and the United States
acquired a stake in Central America that strengthened the belief in the
country that it must exercise more control in the region. In December
1902 the British prime minister, Arthur Balfour, had quietly slipped the
word to Roosevelt that his government would be more than happy to see
the United States police the ‘troublemakers’ in Latin America. In 1904,
when the Dominican Republic went bankrupt, Roosevelt accepted the
opportunity to assert a doctrine of preventive intervention, which
became known as the ‘Roosevelt corollary’ to the Monroe Doctrine. He
explained to Congress:

If a nation shows that it knows how to act with reasonable efficiency and
decency in social and political matters, if it keeps order and pays its obligations,
it need fear no interference from the United States. Chronic wrongdoing, or an
impotence which results in a general loosening of the ties of civilized society,
may in America, as elsewhere, ultimately require intervention by some civilized

Cambridge Histories Online © Cambridge University Press, 2008



102 Latin America, United States and Europe

nation, and in the Western Hemisphere the adherence of the United States to the
Monroe Doctrine may force the United States, however reluctantly, in flagrant
cases of such wrongdoing or impotence, to the exercise of an international police
power.16

Thus, Roosevelt extended the basic premise behind the Cuban pacifica-
tion and the Platt Amendment to the Caribbean—Central American
region as a whole, and clearly staked out a United States sphere of
interest. In the case of the Dominican Republic, Roosevelt signed a pact
giving control of customs collecting to American authorities. They
in turn would handle the country’s revenues so as to provide a portion to
settle the scaled-down debt. The Senate did not approve the original
pact, so Roosevelt had to proceed under an executive agreement until a
modified treaty was approved in 1907.

Under the conservative guidance of Elihu Root, domestic opposition
and the frustrations of the ‘civilizing mission’ itself, Roosevelt came to
accept that there were limitations on the extent to which the American
sphere of interest could be enforced. For example, he was most reluctant
to send troops to Cuba in 1906 when the Cuban politicians brought the
government to a halt. Another attempt at republic building in the
Caribbean was to be made, but Roosevelt confided to the editor-
diplomat Whitelaw Reed in 1906 that he could see many difficulties in
‘the control of thickly peopled tropical regions by self-governing
northern democracies . . .17 To effect the peaceful settlement of
disputes, the Central American Conference was held in Washington in
1907. This conference created the Central American Court of Justice to
adjudicate disputes and also formulated policies that were intended to
discourage the periodic barrack revolts that were so prevalent in the
region.

In similar fashion, Roosevelt’s successor William Howard Taft
proclaimed a policy of substituting ‘dollars for bullets’. He and Secretary
of State Philander C. Knox believed that fiscal stability was the key to
economic development and stability. The administration encouraged
American bankers to refinance the bonds of several countries in order to
remove the potential cause for European intervention. American
bankers, did invest in the Haitian National Bank and loaned money to
Nicaragua to pay off British bonds. In Nicaragua the United States took

16 Messages and papers of the presidents, Vol. x1v, G923,
17 Quoted in Allan Reed Millett, The politics of intervention: the military ocespation of Cuba, 1906—1908
(Columbus, Ohio, 1968), 251.
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over the customs collections as well. Taft and Knox hoped to forestall
large-scale interventions by using American dollars to support the
financial integrity of governments in the American sphere. The Taft
administration also tried to promote the peaceful settlement of disputes
by mediating several controversies and sponsoring a series of arbitration
treaties.

During this period of American sphere-of-interest diplomacy, the
major Latin American nations reacted in various ways. After 19oo, Brazil
adopted a policy of friendship with the United States as a counterweight
to Argentina. On the other hand, Mexico, which had developed very
close relations with her northern neighbour, increasingly began to court
Britain and Germany. (The United States State Department even
suggested in 1907 that Mexico might share the policing duties in Central
America. But, Mexican ambitions in the area did not necessarily accord
with those of the United States, and the prospect of co-operation
evaporated.)!® Some Latin American nations adopted at this time two
doctrines formulated by Argentinians and tried to have these accepted as
inter-American and international law. In a series of volumes pub-
lished between 1868 and 1896 Carlos Calvo argued for an absolute
version of national sovereignty and applied this to the national treatment
of foreigners and foreign interests. He stated that foreigners must be
treated exactly as nationals, they must be subject to national laws and
courts, and they had no right to appeal to their home governments for
support. He was reacting to the doctrine of extra-territoriality which
had been instituted by the developed, industrial nations to protect their
nationals from the caprices of rulers, different legal systems and the
ravages of political upheaval. The western nations argued that principles
such as the sanctity of contracts and due process of law were international
law and protected foreigners and their property regardless of what rulers
did to their own citizens. This principle of extra-territoriality had been
abused in practice and had been used to demand privileged treatment for
foreign interests. But Calvo went to the other extreme and argued that
nations could do anything they wanted, even change the rules of the
game under which foreigners had come to a country and invested. In a
peculiar sense Calvo wanted to establish as a principle of international
law the idea that there was no such thing as international standards of
behaviour. After 1890 the Calvo doctrine became the legal and

18 See Daniel Cosio Villegas, La vida polftica exterior, parte primera, vol. s of Historia mederna de
México: El Porfiriato (Mexico, 1960), 620—92.
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ideological battle cry of those Latin American nations that wanted to
prevent the industrial powers from protecting their nationals and their
interests. This was the classic debate between debtors and creditors, the
developed and the underdeveloped, the weak and the strong. The battle
about this doctrine would appear in some form in almost every inter-
American conference. At the Second International Conference of
American States (Mexico City 1901—2) a resolution on the treatment of
aliens (similar to the one adopted at the first conference and rejected by
the United States) embodying the Calvo Doctrine was proposed. As
expected, the United States voted against any idea that states had no
responsibilities for damage sustained by foreigners during civil wars, or
that aliens had no right to appeal to their home governments.

The second doctrine (based on the first) was enunciated by Luis Drago
in 1902, and simply stated that debts owed by one nation to another must
not be collected by force. The United States was more sympathetic to this
doctrine so long as it did not provide for the absolute right of a debtor to
default with no consequences — which was precisely the meaning
intended by some debtor states. At the Third Conference of American
States held in Rio de Janeito (1906) the United States agreed to a
resolution recommending discussion of the doctrine at the Second
Hague Conference. This conference met in 1907 and due to Secretary
Root’s efforts all the Latin American nations were invited. Drago
attended as a delegate from Argentina. The United States delegate
supported the adoption of the Drago Doctrine, with the important
amendment that non-intervention was to be predicated on the accep-
tance of arbitration. In this form the Hague Conference adopted the
doctrine, but only six Latin American nations ratified the protocol.

At the Fourth International Conference of American States held at
Buenos Aires (1910), the Pan American Union was formed as a
permanent body with the Secretary of State of the United States as the
permanent chairman. The dominant position of the United States in the
organization was clear, but the body had little real power. Not all Latin
American leaders were enthusiastic about the new Pan American Union,
but some believed it had the potential for exerting influence on the
policies of the United States.

Meanwhile, after 1898 American capital had flowed south in an ever
increasing volume. Much of it went into private business enterprises
producing raw materials for export and was concentrated in Cuba and
Mexico. Direct American investment in Cuba went primarily into sugar
production. In 1909, 34 per cent of Cuban sugar was produced by
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American-owned mills. Some direct capital investment also went into
mining, tobacco and public utilities. Between 1896 and 1915, American
investments in Cuba increased from about §50 million to $265 million,
though European capital still predominated. As Cuban sugar production
increased after 1900, the Cuban share of the American sugar market
jumped to so per cent by 1913. American exports to Cuba followed the
same trend and by 1914 Cuba was in sixth place among the customers of
the United States. In Mexico American capital generally flowed into
mining and petroleum enterprises. Companies such as American
Smelting and Refining, Phelps-Dodge, Greene-Cananea Copper and the
Southern Pacific Railroad acquired a dominant position in the mining of
coppet, lead, zinc and gold. By 1908 American companies owned three-
quarters of the dividend-paying mines in Mexico. In 1901 Edward L.
Doheny and his associates brought in the first oil well, and foreign capital
poured into the area now dubbed the ‘Golden Lane’. Doheny’s Huasteca
Petroleum Company expanded operations, but its British rival El Aguila
(owned by Weetman Pearson — later Lord Cowdray) grew more rapidly
thanks to favourable treatment by the Mexican government. American
enterprise also expanded in Central America. The United Fruit Company
moved into several countries, and in 1899 two Italian immigrant families
organized the Standard Fruit and Steamship Company in New Orleans.
In South America in the period before 1914 Chile received more United
States capital than any other country.

By 1904 the Chilean copper industry had fallen to sixth place among
world producers, and the government encouraged North American
companies to revive it. Braden Copper Company was organized in 1904
and the Guggenheims started the Chilex Company in 1912. In 1914
neither company had yet recorded a profit but they had together poured a
total of $169 million into the industry. Several American companies
began to build branch factories in Latin America after 19oo0. The United
Shoe Machinery Company, the Singer Sewing Machine Company, some
drug and cosmetic firms, and several Chicago meat packing companies
were the most notable examples. In spite of this increased economic
activity European capital and enterprise were still dominant prior to
World War 1.

THE UNITED STATES AND LATIN AMERICA, 1913—21

In 1913 Thomas Woodrow Wilson became president of the United
States. His administration was deeply rooted in the secularized,
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Calvinistic vision of the redeemer nation with a peculiar mission and
destiny. One of the twentieth-century manifestations of this tradition
was the Progressive movement with its urge to reform the world.
Wilson’s Secretary of the Interior, Franklin K. Lane, succinctly
expressed this vision and its link with a belief in racial superiority: “There
is a great deal of the special policeman, of the sanitary engineer, of the
social worker, and of the welfare dictator about the American
people. . . . It is one of the most fundamental instincts that have made
white men give to the world its history for the last thousand years.”1% To
Lane, and other believers in this new version of Manifest Destiny, the
‘white man’s burden’ was the noble task of nation building and peace
keeping.

In this spirit several key figures in the new administration tried to
implement a plan for co-operative policing of the backward areas of the
world. Colonel Edward M. House suggested this course of action to
German and British officials during his 1913 tour of Europe. During a
conversation with Count Johann von Bernstorff, German Ambassador
to the United States, House stated that England, Germany, Japan and the
United States should work together to, ‘. . . ensure peace and the proper
development of the waste places, besides maintaining an open door and
equal opportunity to every one everywhere’. The Ambassador expressed
his agreement. And when House visited England in 1914 he described
the reaction of British officials as ‘enthusiastic’.20

As the Colonel reported to President Wilson, he envisaged an
extensive plan by which the ‘money-lending and developing nations’
would be encouraged ‘to lend money at reasonable rates and to develop,
under favorable terms, the waste places of the earth, and on the other
hand to bring about conditions by which such loans may be reasonably
safe.’2! The outbreak of the war in Europe limited the promotion of this
co-operative dollar diplomacy to curtail rivalry in the underdeveloped
areas of the world. House, however, continued to promote a limited
version of the plan that he hoped would form the nucleus for the larger
system after the war. This would involve the nations of South America
in a Pan American Pact that House also believed would help settle a
‘Mexican problem’ (a reference to the revolution that had been raging
since 1911). The Wilson administration actively worked for this pactasa

19 New York World, 16 July 1916.
20 Charles Seymour (ed.), The intimate papers of Colonel House, arranged as a narrative by Charles Seymour
(Boston, 1926), 1, 240—4, 264-7. 2 Ibid., 264-5.
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co-operative means of enforcing the Monroe Doctrine. Opposition by
Atrgentina and Chile blocked its consummation, and the proposal was
shelved when the United States entered the war in 1917.

woodrow. Wilson firmly believed in the national mission to bring
peace, ordler and stability to the world. And he emphasized the role of
Anglo-American political institutions in establishing these conditions.
In his view, revolutions occurred either because bad men were trying to
usurp power through unconstitutional means, or because the people
were unable to vote in free elections. Revolutions would not occur when
elections were held, constitutional provisions obeyed and bad men
removed from power. To Wilson, constitutional order underlay order
and stability. The president placed much emphasis on rule by good men
who followed constitutional procedures. But countries did not always
choose such men as leaders. Thus, when Sir William Tyrrell, in
November 1913, asked Wilson to explain his Mexican policy, the
president replied: ‘I am going to teach the South American republics to
elect good men.’22

Under the guidance of the stern professor Wilson, the United States
became more actively and militarily involved in the Caribbean—Central
American region than at any time in its previous history. In part this was
a reflection of the war in Europe that not only exacerbated the fear of
Germany but also presented an opportunity to reduce overall European
influence. In 1915 the new Secretary of State, Robert Lansing, wrote
(with Wilson’s approval) that the ‘national safety’ of the United States
depended upon intervention to suppress insurrections and aid the people
in ‘establishing and maintaining responsible and honest govern-
ments . . .23 After disorders had broken out in Haiti and the Dominican
Republic and the French and Germans had hinted at possible landings,
the United States intervened — in Haiti in 1915 and in the Dominican
Republic in 1916. Both countries were placed under U.S. military
government. Each country was provided with a constitution written by
Americans and the adoption of the document in each case was facilitated
by the presence of the Matine Corps. A variety of sanitation, public
health, education and communication projects were undertaken in both,
as the reforming zeal of the Yankee was once more turned to nation

2 Burton J. Hendrick (ed.), The life and letters of Walter H. Page, (Garden City, N.Y ., 1923), 1, 204—s.

2 Memorandum, ‘Present Nature and Extent of the Montoe Doctrine’, 24 November 1915; file #
710.11/188}; RG 59, Records of the Department of State, National Archives of the
United States (Washington). Hereafter cited as SD and file number.
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building. Not that everything that took place during the attempts to
create constitutional republics was necessarily planned or approved by
officials in Washington. And in Haiti there was armed resistance
resulting in the deaths of approximately 3,250 Haitians.2*

In 1916 the United 